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Kentucky Power Company

REQUEST

Refer to the Direct Testimony of John M McManus ("McManus Testimony"), page 3.
Concerning the environmental projects related to compliance with the Clean Water Act ("CWA")
and the Solid Waste Disposal Act ("SWDA"),

a. Provide copies of the applicable requirements of the CWA and SWDA referenced in the
McManus Testimony.

b. Explain in detail how complying with the referenced requirements of the CWA and SWDA
are applicable to coal combustion wastes and by-productions from facilities utilized for the
production of energy from coal.

RESPONSE
a. Attached are copies of 33 U.S.C. 1342 and 42 U.S.C. 6944.

b. 33 U.S.C. 1342 is the portion of the CWA that regulates the discharge of waste water to a
river, stream, or other surface water through the issuance of a permit by the applicable permitting
authority. Such permits contain discharge limitations based on technological or water quality
based standards that are intended to protect the uses of the receiving stream. As described on
page 14 of the McManus Testimony, the installation of the FGD systems necessitates
installation of an FGD Purge Stream Water Treatment System to assure compliance with the
requirements of the CWA. The FGD systems use a water and limestone-based scrubbing system,
and generate a wet gypsum-like by-product. Most of the water recirculates through the scrubber
system, but occasionally the system must be purged of some of this water, and fresh water must
be added. The purge water contains high concentrations of suspended solids. The purge water
cannot be discharged directly to surface water, or indirectly through existing plant waste water
systems, without further treatment to remove a portion of these solids and meet the limitations
imposed under the CWA and our discharge permits.
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The coal combustion waste and other by-products are "solid waste" as defined in the SWDA. 42
U.S.C. 6903(27) defined "solid waste" to include "garbage, refuse, sludge from a waste treatment
plant, water supply treatment plant, or air pollution control facility and other discarded material
including solid, liquid, semisolid, or contained gaseous material resulting from industrial,
comumercial, mining, and agricultural operations. . .". 42 U.S.C. 6944 requires each state to
establish standards for sanitary landfills (including landfills that accept industrial solid wastes)
and prohibits "open dumping" of solid wastes. Section 6944 also mandates that the state plans
must contain requirements that all "solid waste" either be (a) "utilized for resource recovery;" or
(b) disposed of in sanitary landfills or in some other "environmentally sound matter." Thus, the
by-products from the FGD systems that cannot be re-used will need to be disposed in permitted
solid waste disposal facilities at Amos and Cardinal Plants. Off-specification gypsum from the
Mitchell Plant FGD system, and a portion of the Cardinal FGD waste will be directed to the
landfill at Mountaineer Plant. In addition, the existing flyash disposal facilities that accept coal
combustion wastes need to be expanded at Sporn and Rockport Plant. Each of these facilities
will meet applicable state standards developed pursuant to 42 U.S.C. 6944,

WITNESS: John M McManus
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33 USC §1342. National Pollutant Discharge Elimination System

(z) Permits for discharge of pollutants

{1} Except as provided in sections 1328 and 1344 of this title,
the Administrator way, after opportunity for public hearing issue a
permit for the discharge of any pollutant, or combination of
pollutante, notwithstanding section 131i(a) of this title, upon
condition that such discharge will meet either (&) all applicable
requirements under sectioms 1311, 1312, 1318, 1317, 1318, and 1343
of this title, or (B) prior to the tzking of necessary implementing
actions relating to all such requirements, such conditions &s the
administrator detezmines are necessary to carry out the provisions
of this chapter.

{2) The administrator shall prescribe conditions for such permits
to assure compliance with the rsguirements of paragraph (1} of this
subsection, including conditions on data and information
collection, reporting, and such other reguirements as he deems
appropriate.

(3} The permit program of the Administrator under paragraph (1)
of this subsaction, and permits issued thersunder, shall be subject
to the same terms, conditions, and reguirements as apply to a State
permit program and permits issued thereunder under subsection (b)
of this section.

{4) All permits for discharges into the navigable waters issued
pursuant to section 407 of this title shall be deemed to be permits
issued under this subchapter, and permits issued under this
subchapter shall be deemed to be permits issued under section 407
of this title, and shall continue in force and effect for their
term unless revoked, modified, or suspended in accordance with the
provisions of this chapter.

{3) No permit for a discharge into the navigable waters shall be
issued under section 407 of this title after October 18, 1972, Each
application for a permit under section 407 of thisg title, pending
on October 18, 1972, shall be deemed to be an application for a
permit under this section. The Administrator shall authorize a
State, which he determines has the capability cof administering a
permit program which will carry out the cbjectives of this chapter
tc issue permits for discharges into the navigable waters within
the jurisdiction of such Statz. The Administrator may exercise the
authority granted him by the preceding sentence only during the
pericd which begins on October 18, 1872, and ends either on the
ninetieth day after the date of the first promulgation cf
guidelines required by section 1314{i) (2} of this title, or the
date of approval by the Administrator of a permif program for such
State under subsection (b} of this section, whichever date first
oecurs, and no such authorization to a State shall extend beyond
the lagt day of such period. Each such permit ghall be subject to
such conditions as the hdministrator determines are necessary to
carry out the provisions of this chapter. No such permit shall
issue if the Administrator objects to such issuance.

{(b) State permit program

At any time after the promulgation of the guidelines required by

subsection (i) {2} of section 1314 of this title, the Governor of

9/5/2006 ©1989-2006 RegScan, Inc.

Order Dated August 24, 2006

ltem No.1
Page 3 of 16



33 USC 1342 - Natigna! Poliutant Discharge Elimination System Current To 08/05/2008

KPSC Case No. 2008-00307
Commission Staff First Set Data Request

sach State Sesiring to administer its own permit program for Order Dated August 24, 2006

digcharges into nmavigable waters within its jurisdiction may submit ltem No.1
\ ot . s . Page 4 of 16

to the Adminigtrater a full and complete description of the program

it proposes to estzblish and administer under State law or under an

interstate compact. In addition, such State shall submit a

statement from the attorney general {cr the attorney for those

]

State water pollution control agencies which have indepsndent legal
counsel), or from the chief legal officer in ths case of an
interstate agency, that the laws of such State, or the interstate
compact, as the case way be, provide adeguate authority to carry
out the described program. The Administrator shall approve each
submitted program unless he determines that adequate authority does
not exist:

(1) To issue permits which ~

{A) apply, and insure compliance with, any applicable
requirements of sections 1311, 1312, 1216, 1317, and 1243 of this
title;

(B} are for fixed terms not exceeding five years; and

{C} can be terminated or modified for cause including, but not
limited to, the fellowing:

(i} viclation of any condition of the permit;

{ii) obtaining a permit by misrepresentation, cr failure to
disclose fully all relevant facts;

{iii) change in any condition that reguires either a
temporary or permanent reduction or elimination of the
permitted discharge;

{D) control the disposal of poliutants into wells:

{2) {3) To issue permits which apply, and insure compliance with,
all applicable requirements of section 1318 of this title; or

{B} To inspsct, monitor, enter, and require reports to at least
the same extent as raguired in section 1318 of this title;

{3) To insure that the public, and any other State the waters of
which may be affected, receive notice of each application for a
permit and to provide an opportunity for public hearing before a
ruling on 2ach such application;

{4) To insure that the Administrator receives notice of each
application {including a copy thereof) for a permit;

{5) Tc insure that any State (other than the permitting State},
whose waters may be affected by the issuance of a permit may submit
written recommendations to the permitting State (and the
Administrator) with respect to any permit application and, if any
part of such written recommendations are not accepted by ths
permitting State, that the permitting State will notify such
affected State (and the Administrator) in writing of its failure to
80 accespt such recommendations together with its reasons for so
doing;

(6) To imsure that no permit will be issued if, in the judgment
of the Secretary of the Army acting through the Chief ¢f Engineers,
after consultation with the Secretary of the department in which
the Coast Guard is operating, anchorage and navigation of any of
the pavigable waters would be substantially impaired thereby;

{7) To abate violations of the permit or the permit program,
including civil and criminal penzlties and other ways and mezns of
enforcement ;

{8) To insure that any permit for a discharge from a publicly
owned treatment works includes conditions to require the
identificarion in terms of characrer and volume of pollutants of
any significant source introducing pollutants subject to
pretreatment standards under section 1317(b} of this title into

9/5/2006 ©1989-2006 RegScan, inc. 2
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such works and a program to assure compliance with such Order Dated August 24, 2006

pretreatment standards by sach such source, in addition to adeguatse Pag:?2:¥g1

aotice to the permitting agency of (&) new introductions into such

works of peollutants from any source vhich would be a new scurce as

defined in section 1316 of this title if such source were

discharging polliutants, (B} new introductions of pelliutants into

such works from a source which would be subject to section 1311 of

this title if it were discharging such pollutants, or (C) a

substantial change in volume or charactser of pellutants being

introduced into such works by a socurce introducing pcllutants into
such works at ths time of issuance of the permit. Such notice
shall include information on the guality and quantity of sffluent
to be introduced into such treatment works and any anticipated
impact of such change in the guantity or gquality of effluent to be
discharged from such publicly owned treatment works; and

{8) To insure that any industrial user of any publicly owned
treatment works will comply with sections 1284 (b), 1317, and 1318
of this title.

{¢) Suspension of Pederal program upon submission of State program;
withdrawal of approval of State program; return of State
program to Administrator

{1) Not later than ninety days z2fter the date on which a State
has submitted a program {or revision therecf) pursuant to
subsection (b) of this ssction, the Administrator shall suspend the
issuance of permits under subsection {(a) of this secticn as to
those discharges subject to such program unless he determines that
the State permit program does not meet the reguirements of
subsection (B) of this section or does not conform to the
guidelines issuved under section 1314{i){2) of this title. If the
Administrator so determines, he shall notify the State of any
revisions or wmodifications necessary to confcrm to such
requirements or guidelines.

(2) Any State perwmit program under this section shall zt all
times be in accordance with this section and guidelines promulgated
pursuant to section 1314(i) {2) of this title.

{3} Whenever the Administrator determines after public hearing
that a State is pot administering a program approved under this
section in accordance with requirements of this section, he shall
so notify the State and, if appropriate corrective action is not
taken within a reasonable time, not to exceed ninety days, the
sdministrator shall withdraw approval of such program. The
aAdministrator shall not withdraw approval of any such program
unless he shall first have notified the State, and made public, in
writing, the reasons for such withdrawal.

(4) Limitations on partial permit program returns and
withdrawals. - A State may return to the administrator
administration, and the Administrator may withdraw under paragraph
{3} of this subsection approval, of -

{A) a State partial permit program approved under subsection

{n) {3} of this section only if the entirs permit program baing

administered by the State departmeut or agency at the time is

returned or withdrawn; and
(B) a Stalte partial permib program approved under subsection

{n) (4) of this ssction only if an entire phased componant of the

permit program being administered by the State at the time ieg

returned c¢r withdrawn.

{d) Norification of Administrator

{1} Bach State shall transmit to the Administrator a copy of each
permit application received by such State and provide notice to the

91512006 ©1988-2006 RegScan, Inc. 3
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Administrator of every action relsted to the consideration of such ONWFDamdAUQUﬁ24 ﬁmﬁ
< tem No.1
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permit application, including sach pe t proposed to be issued by Page 6 of 16

such State.

{2) No permit shall lssue (&) if the Administrator within ninety
days of the date of his notification under subsection {b)(8) of
this section objzcts in writing te the issusnce of such permit, or
{(B) if the administrator within ninety days of the date of
transmittal of the proposed permit by the State objects in writing
to the issuance of such permit as being ouiside the guidelines and
requirements of this chapter. Whenever the Administrator chijects
to the issuance of a permit under this paragraph such written
objection shall contain a statement of the reasons for such
objection and the effluent limitations and conditions which such
permit would include if it wers issued by the administrator.

3) The Administrator may, as to any permit application, waive
paragraph (2} of this subsection.

{4) In any case where, afteyr Decembexr 27, 1877, the
Administrator, pursuant to paragraph (2) of this subsection,
objects to the issuance of a permit, on reguest of the State, a
public hearing shall be held by the aAdministrater on such
cbjection. If the Stats does not resubmit such permit revised to
meet such objection within 30 dayve after completion of the hearing,
or, if no hearing is requested within 90 days after the date of
such objection, the Administrator may issue the permit pursuant to
subsection {a) of this section for such source in accordance with
the guidelines and reguirements of this chapter.

{e) Waiver of notification requiremant

In accordance with guidelines promulgated pursuant to subsection
{1) {2) of section 1314 of this title, the Administrator is
authorized to waive the requirements of subsection (d) of this
section at the time he approves a program pursuant to subsection
{b) of this secticn for any category {including any class, type, or
size within such category) of point sources within thes State
submitting such program.

(£} Point source categories

The Administrator shall promulgate regulations establishing
categories of point sources which he determines shall not be
subject to the requirements of subsection (d) of this section in
any State with a program approved pursuant to subsection (b) of
this section. The Administrator may distinguish among classes,
types, and sizes within any category of point sources.

{g) Other regulations for safe transportation, handling, carriage,
storage; and stowage of pecllutants

Any permit issued under this ssction for the discharge of
pollutants into the navigable waters from a vessel or other
floating craft shall be subject to any applicable regulations

romulgated by the Secretary of the departwment in which the Coast

Guard is operating, establishing specifications for safe

transpeortation, handling, carriage, storage, and stowage of

pollutants.

(h) Vieclation of permit conditione; restriction or prohibition upon
introduction of pellutant by source not previously utiiizing
treatment works

In the event any condition of a permit for discharges from z
treatment works (as defined in section 1292 of this title) which is
puhlic1y owned is violated, a State with a program approved undsy

ubsection (b)) of this section or the hAdministrator, vhere no State
program is approved or where the Administrator determines pursuant
to section 1318(z) of this titls that a State with an approved

9/5/2006 ©1988-2006 RegScan, Inc. 4
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program has not commenced zppropriate enforcement action with Order Dated August 24, 2006
respect to such permlg, may proceed in a court of compesten Pagg?%ﬁ%1
jurisdiction to restrict or prohibit the introduction of any

poliutant into such treatment works by & source not utilizing such
treatment works prior to the finding thst such condition wes
violated.
{i) Federal enforcement not limited
Nothing in this section shall be construed to limit the zuthority
of the Administrator to take action pursuant to saction 1319 of
this title.
(3) Public information
E copy of each permit application and each permit issued under
this section shall be available to the public. Such permit
applicac‘on or permit, or portion thereof, shall further be
vailable on reguest for the purpose of reproduction.
(k} Compliance with permits
Compliance with a permit issued pursuant to this section shall be
deemed compliznce, for purposes of secticns 1319 and 1365 of this
title, with sections 1311, 1312, 1315, 1317, and 1343 of this
title, except any standard imposed under section 1317 of this title
for a toxic pollutant injurious to human health. Until December
31, 1974, in any case whare s pzrmit for discharge has been zppliéd
for pursusnt to this section, but final administrative disposition
of such application has nct been made, such discharge shall not be
a violation of {1) section 1211, 1316, or 1342 of this title, or
{2) section 407 of this title, unless the Administrator or other
plaintiff proves that final administrative disposition of such
application has not been made because of the failure of the
applicant to furnish information reasconably required or reguested
in order to process the application. For the 180-day periocd
beginning on October 18, 1972, in thes case of any point source
discharging any pollutant or combination of peollutants immediately
prior to such date vhich scurce is not subject to section 407 of
this title, the discharge by such source shall not be a violaticn
of this chapter if such a source applies for a permit for discharge
pursuant to this section within such 180-day period.
{1) Limitation on permit requirement
{1) Agricultural return flows
The Administrator shall not require a permit under this section
for discharges composed entirely of return flows from irrigated
agriculture, nor shall the Administrator directly or indirectly,
regquire any State to require such a permit.
{2) Stormwater runoff from oil, gas, and mining operations
The administrator shall not require a permit under this
section, nor shall the Administrator directly or indirectly
require any State to require a permit, for discharges of
stormwater runoff from mining operaticns or oil and gas
exploration, production, processing, or treatment operations or
ransmission facilivies, composed entirely of flows which are
from conveyances or systems of conveyances {including but not
limited toc pipes, conduits, ditches, and channels) used for
collecting and conveying precipitation runoff and which are not
contaminated by contact with, or do not come into contact with,
any OVBVburden, raw material, intermediate products, finished

product, byproduct, or waste products located on the site of such
operations.
{m} addirional pretreatment of conventiconal pollutanie not reguired

enti
To the extent a treatment works (as defined in section 1292 of
this title) which is publicly cwned is not meeting the requirements

o

9/5/2006 ©1989-2006 RegScan, Inc. 5
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of a permit issued under this section for such treatment works as gorder Dated August 24, 2006
result of inadequate design or operation of such treatment works, Pagg?2;¥g1
the Administrator, in issuing a2 permit under this section, shall
not reguire pretrszatment by z persen introducing conventicnal
pollutants identified pursuant to ssction 1314 (a) {4) of this titls
inte such trsatment works other than pratreatment required to
assurz compliance with pretreabtment standards under subsection
{b) (B} of this section and section 1317{b) (1) of thig title.
Nothing in this subsection shall affect the Administrator's
authority under sections 1317 and 1329 of this title, affect State
and local authority under sections 1317{b) {4) &nd 1370 of this
title, relieve such treatment works of its obligations to meet
requirements established under this chapter, or otherwise praclude
such works from pursuing whatever feasible options are available to
meet its responeibility to comply with its permit under this
section.
{n) Partial pernit program
(1) State submission
The Governcr ¢f a State may submit under subsection (b} of this

section a permit program for a portion of the discharges into the

navigable watsers in such State.

{2} Minimum coverasge

2 partial permit program under thisg subsection shall cover, at

a minimum, administration of a major category of the discharges

into the navigable waters of the State c¢r a major component of

the permit program required by subsection (b) of this section.

{3) Approval of major category partial permit programs

The Administrator may approve a partial permit program covering
administration of a mejor category of discharges under this
subsection if -

{A} such program represents a complete permit program and
covers all of the discharges under the jurisdiction of a
department or agency of the State; and

{B} the Administrator determines that the partial program
represents a significant and identifiable part of the State
program rsgulred by subsection (b} of this section.

} Approval of major component partial parmit programs

The Administrator may approve under this subsection a partial
and phased permit program covering administration of a major
component (including discharge categories) of a State permit
progran reguired by subsection {b) of this section if -

{A) the Administrator determines that the partial program
represents a significant and identifiable part of the State
program regquired by subsection (b} of this section; and

(B} the State submits, and the Administrator approves, a plan
for the 3tate to assume administration by phases of the
remainder of the State program required by subsection (b) of
this section by a spscified date not more than 5 ysars after
submissicon of the partial program under this subsection and
agrees to make all reasonable efforts to assume such
administration by such date.

{o) anti-backsliding

{1} Genersl prohibition

In the case of effiuent limitations established on the basis of
subsection (&) {1) (B) of this section, a permit may not be
renewed, reissued, or modified on the basis of effluent
quidelines promulgated under aesction 1314 {b} of this title
subsequent to the original issuance of such permit, to contain
effluent limitations which ars less stringent than ths comparable

(4

9/512006 ©1989-2006 RegScan, Inc. 6



33USC

9/5/2006

1247 - National Pollutant Discherge Elimination System Current To 08/05/2006

KPSC Case No. 2006-00307
Commission Staff First Set Data Request

effluent limitations in the previous psrmit. In the cass of Order Dated August 24, 2006
sffluent limitations established on the basis of section Pa g??;ﬁg1
1311 {b) (1) {C) or ssction 1313{d} or (e) of this title, a permit 9

may not be renewed, reissued, or modifisd te contain effluen
limitations which are less stringent than the comparable sffluent
limitations in the previous permit except in compliance with
section 1313{d) {4} of this title.
{2) Exceptions

A permit with respect to which paragraph (1) applies may be
renewed, reissued, or modified to contain a less stringent
effluent limitation applicable to a pellutant if -
(3) material znd substantisl alterations or additvions to the
permitted facility occurred after permit issuance which justify
the application of a less stringent effluent limitation;
{8){i) information is available which was not available at
the time of permit issuance (other than revised regulations,
guidance, or test methods) and which would have justified the
applicatiocn of & less stringent effluent limitation at the time
of perm issuance; or
{ii) the Adminigtrator determines that techni
mistaken interpretations of law were made in issulng the permit
under subsection (&) {1) (B) of this section;
{C) a less stringent effluent limitation is necessary because
of events over which the permittee has no control and for which
there is no reasonably available remedy;
{D) the permittee has received a permit modification under
section 1311{c), 1311(g), 1311{h), 1311{i}), 1311(k), 1311(nm},
or 1326{a) of this title; or
{8) the permittee has installed the treatment facilities
required to meet the effluent limitations in the previous
permit and has properly operated and maintained the facilities
but has nevartheless been unable to achieve the previous
effiluent limitations, in which case the limitations in the
reviewed, reissued, or modified permit may reflect the level of
pcllutant control actually achisved (but shall not be less
stringent than required by effluent guidelines in effect at the
time of permit renewal, reissuance, or modification).
Subparagraph (B) shall not apply to any revised waste load
allocations or any alternative grounds for translating water
quality standards into effluent limitations, except where the
cumuiative effect of such vrevised allocations results in a
decrease in the amount of pollutants discharged into the
concerned waters, and such revised allocations are not the result
of a discharger zliminating or substantially reducing its
discharge of pollutants due to complying with the requirements of
this chapter or for reascns otherwise unrelated to water guality.
{3) Limitations

In no event may a permit with respect to which paragraph (1)
applies be renewad, reissued, or medified to contain an effluent
iimitation which is less stringent than reguired by effluent
guidelines in effect at the time the permit is renewed, reissued,
or modified. 1In no event may such a permit to discharge into
wabers be renewed, reissued, or modified to contaln a less
stringent effluent limitation if the implementation of such
limitation would result in a viclation of a water guality
standard under section 1313 of this title applicable to such

pateYs.,

;
{p) Municipal and industrial stormwater discharges

(1) General rule

©1989-2006 RegScan, inc. 7
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prior to Octo 1, 18%4, the Administrastor or the State (in Order Dated August 24, 2006
the case of a permit program approved under this section} shall Pageﬁ%g:¥g1
not reguire a permit under this section for discharges composed
entirely of stormwater.
(2} Exceptions
Paragraph (1) shall not apply with respect tc ths following
stormwater discharges:
(&) A discharge with respact to which a permit has been
issued under this section before Pebruary 4, 1987.
{B) A discharge associated with industrial activity.
{C) A discharge from a municipal separate storm sewer system
serving a population of 250,000 or more.
(D} A scharge from a municipal separate storm sewer system
serving a population of 100,000 or more but less than 250,000.
{E) A discharge for which the Administrator or the State, as
the case may be, determines that the stormwater discharge
contributes to a viclation of @ water quality standard or is a
significant contributor of pollutants to waters of the United
States.
(3} Permit regquirements
{&) Industrial discharges
Permits for discharges zssociated with industrial activity
shall meet 21l applicable provieions of this section and
section 1311 of this title.
{B) Municipal discharge
Permits for discharges from municipal storm sewers -
{i) may be issued on a system- or jurisdiction-wide basis;
(ii) shall include a requirement to effectively prohibit
non-stormwater discharges into the storm sewers; and
(i1} shall require contrels to reduce the discharge of
poliutants to the maximum extent practicable, including
management practices, control technigues and system, design
and enginesring methods, and such other provisions as the
administrator or the State determines appropriate for the
control of such pollutants.
{¢) Permit application reguiresments
{A) Industrial and large municipal discharges
Not later than 2 years after February 4, 1987, the
hdministrator shall establish regulations setting forth the
permit application regquirements for stormwater discharges
described in paragraphs {2} (B) and (2)(C). Applications for
permits for such discharges shall be filed no later than 2
years after Pebruary 4, 1987. Not later than 4 years after
February 4, 1987, the Administrator or thes State, as the case
may be, shall issue or deny each such permit. Any such permit
shall provide for compliance as expediticusly as practicsble,
but in ne event later than 3 years after the date of issuance
of such permit.
(B) Other municipal dischargss
Not later than ¢4 years after February 4, 1987, the
Administrator shall establish regulations setting forth the
permit application reguirements for stormwater discharges
described in paragraph {27 {D). Applications for permits for
such discharges shall be f£iied no later than 5 years after
Pebruary 4, 1987. Not later than 6§ years after February 4,
1987, the Administrator or the State, as the case may be, shall
issue or dany each such permit. Zny such permit shall provide
for compliance as expaditi ously as practicable, but in no event
later than 3 years after the date of issuvance of such permit.

a o
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{5) Studiss Order Dated August 24, 2006
ltem No.1

The Administrator, in consultaticn with the 8Btates, shail Page 11 of 16

conduct a study for the purposes of -
(a) identifying those steormwater discharges or classes of
stormwater discharges for which permits are not rsguired
pursuant to paragraphs {1} and {2} of this subsection;
(B} determining, to the maximum extent practicable, the
nature and extent of pollutants in such discharges; and
(C) establishing procedures and methods to control stormwater
discherges to the extent necessary to mitigate impacts on water
quality.
Not later than October 1, 1888, ths Rdministrator shall submit to
Congress a report on the results of the study described in
subparagraphs {&) and {B). Not later than Octocber 1, 1983, the
Administrator shall submit to Congress a report on the results of
the study described in subparagraph {C}.
{6) Regulations

Not latsr than October 1, 1993, the Administrator, in
consultation with State and iocal officials, shall issue
regulations {based on the ressults cf the studies conducted under
paragraph (5)) which designate stormwater discharges, othser than
those discharges described in paragraph {(2), to be regulated to
protect water guality and shall establish & comprehensive program
to regulate such designated socurces. The program shall, at a
minimum, (A) establish priorities, (B} establish requirements for
State stormwater management programs, and {C} establish
expeditious deadlines. The program way include performance
standards, guidelines, guidance, and management practices and
treatment regquirements, as appropriate.

{q)} Combined sewer overflows

{1) Requiremsnt for permits, ozders, and decrees

Bach permit, order, or decree issued pursuant to this chapter
after December 21, 2000, for a discharge from a municipal
combined storm and sanitary sewer ghall conform to the Combined
Sewer Overflow Control Policy signed by the ARdministrator on
April 11, 1%%4 {in this subsection referred to a&s the "C80
control policy”)}.
{2) wWater quality and designated use review guidance

Not later than July 31, 2001, and after providing notice and
opportunity for public comment, the Administrator shall issue
guidance to facilitate the conduct of water quality and
designated use reviews for municipal combined sewer overflow
receiving waters.
{3} Report

Not later than September 1, 2001, the Administrator shall
transmit to Congress a report on the progress made by the
Environmental Protection Agency, States, and municipalities in
implementing and enforcing the {80 control policy.

{June 30, 1948, ch. 75B, title IV, Ssc. 402, as added Pub. L.
92-500, Sec. 2, Dct. 18, 1872, 86 Stat. £80; amended Pub. L.
95-217, Sec. 33{c), 50, 54{c) (1), &5, &6, Dec. 27, 1977, S1 Stat.
1577, 1588, 1531, 1533, 1606C; Pub. L. 100-4, title IV, Sec.
401-404{a), 404(c), formerly 404{d), 405, Feb. 4, 1987, 101 Stat.
65-67, 69, renumbered Bec. 404 (c), Pub. L. 104-56, title II, Sec.
2021 {e) (2}, Dec. 21, 1995, 109 Stat. 727; Pub. L. 182-580, title
I1I, Sec. 164, Dct. 31, 19¢2, 10& Stat. <4862; Pub., L. 106-8552, 8ec.
1{a){4) {div. B, title I, Sec. liz{a)}, Dec. 21, 2000, 114 Stat.
2763, 2783A-224.)

9/5/2006 ©1989-2006 RegScan, Inc. 8
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AMENDMENTS tem No.1
. Pub. L. 106-554 added subsec. {(g). Page 12 of 16

2000 -~ Subsec. (g}

1892 - Subsec. {p} (1), (6). Pub. L. 102-3B0 substituted "Oc¢tober
1, 1994% for "October 1, 1952" in par. {1) and "October 1,

19937 for “October 1, 12%2" in par. (8).

1987 - Subsec. {a) (1}. Pub. L. 100-4, Sec. 404{c), inserted ci.
{&) and (B) designations.

Subsac. {c){1). bPub. L. 100-4, Sec. 403{(b)(2), substituted *as
to those discharges® for "as to those navigable waters*.

Subsec. {c){4). Pub. L. 100-4, Sec. 403(b}{1), added par. (4).

Subsec. {1j. Pub. L. 100-4, Sec. 401, inserted "Limitation on
permit reguiremsent® as subsec. heading designated existing
provisione as par. {1) and inserted par. heading, added par. (2},
and aligned pars. (1) and {2}.

Subsecs. (m} te {p). Pub. L. 100-4, Ssc. 402, 403(a), 404(a),
405, added subsscs. (m) to {p}.

1977 - Subsec, {a){5}. Pub. L. 95-217, Sec. 50, substituted
"section 1314 (1) (2]" for "section 1314(h)(2}".

Subsec. (b). Pub. L. 95-217, Sec. 50, substituted in provisions
preceding par. {3} vsubsection (i}{2) of section 1314" for
vsubsection (h) {2} of section 13147,

Subsec. {b){(8). Pub. L. 395-217, Sec. 54(c) (1}, inserted referance
tec identification in terms of character and volume of pollutants of
any significant source introducing pollutants subject to
pretreatment standards under section 1317(b) of this title into
treatment works and programs to assure compliance with pretreatment
standards by sach source.

Subsec. {¢) {1}, (2}. Pub. L. $5-217, Sec. 50, substituted
ssection 1314 (i) (2)* for vsection 1314(h) (2} ".

Subsec. {d)(2). pPub. L. 95-217, Sec. &5(b}, inserted provision
regquiring that, whenever the Administrator objects to the issuance
of a permit under subsec. {d)}(2) of this section, the written
objection contain a statement of the reasons for the objection and
the effluent limitations and conditiong which the permit would
include if it were issued by the Administrator.

Subsec. {d){4). Pub. L. 95-217, Sec. 6%5(a), added par. (4).

Subsec. {e). Pub. L. 85-217, Sec. 50, substituted “"subsection
(1) (2) of section 1314" for "subsection {h) (2} of section 131a7",

Subsec. {(h). Pub. L. 95-217, Sec. 6§, substituted "where no
State program is approved or where the Administrator determines
pursuant to section 1319{a) of this title that a State with an
approved program has not commenced appropriate enforcement action
with respect to such permit,” for "where no State program is
approved, ".

Subsec. {1). Pub. L. %5-217, Sec. 33{c), added subsec, {1).

TRANSFER OF FUNCTIONS

Enforcement functions of aAdministrator or other official of the
Environmental Protection Agency under this section relating to
compliance with national pollutant discharge elimination system
permits with respect to pre-construction, coustruction, and initial
operation of trazneportation svstem for Canadian and Alaskan natural
gas were transferred to the Federal Inspector, Office of Federal
Ingpector for the Alaska Natural Gas Transportation System, until
the first anniversary of the date of initial operation of the
Alasks Ratural Gas Transportation Syvstem, see Reorg. Plan No. 1 of

g7%, Beec, 102{a), 203{a), 44 F.R. 32863, 33866, 93 Btat. 1373,
1378, effective July 1, 1879, set out in the Appendix to Title 5,

9752008 ©1989-2006 RegScar, Inc. 10
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Government Organization and Employees. Office of Federal Inspectoy OrderDated August 24, 2006
for the Alaska Natural Gas Transportation System abolished and Page§§2;¥g1
functions and authority vested in Inspector transferred to

Secretary of Erergy by section 3012{b) of Pub. L. 102-486, set out

@s an Abolition of Office of Federal Inspector note under secticn

71%e of Title 15, Commerce and Trade.

STORMWATER PERMIT REQUIREMENTS

Pub. L. 3102-240, titie I, Sec. 1088, Dec. 18, 1881, 105 Stat.
2007, provided that:

v{a} General Rule. - Notwithstanding the requirements of
sections 402 (p) (2} (B}, (T}, and (D) of the Federal Water Pollutiocn
Control Act {33 U.8.C. 13424p){2)i{B), (T, (D)), permit application
deadlines for stormwater discharges associated with industrisl
activities from facilities that are owned or operated by a
municipality shall be established by the Administrator of the
Environmental Protection Agency {(hereinafter in this section
referred to as the 'Rdministrator') pursuant te the reguirements of
this section.

(b} Permit Applicaticns.

"{1i} Individual applications. - The Administrater shall
require individual permit applications for discharges describzd
in subsection (&) on or besfore October 1, 1992; except that any
municipality that has participated in a timely part I group
zpplication for an industrial activity discharging stormwater
that is denied such participation in a group epplication or Zor
which a group appiication is denied shall not be required to
submit an individual application until the 180th day following
the date on which the denial is made.

* {2} Group applications. -~ With respect to group applications
for permits for discharges described in subsection (a), the
Administrator shall reguire -

“{a} part 1 applications on or before Septewber 30, 1891,
except that any municipality with a population of less than
250,008 shall not be required to submit a part I application
before May 18, 1%32; and

" (B} part 1II applications on or before October 1, 1292,
except that any municipality with a population of less than
250,000 shall not be required to submit a part II application
pefore May 17, 1993.

v (¢} Municipalities With Less Than 100,000 Population. - The
administrator shall not require any municipality with a population
of less than 100,000 to apply for or obtain a permit for any
stormwater discharge associated with an industrial activity other
than an airport, powerplant, or uncontrolled sanitary landfill
owned or operated by such municipality befcre October 2, 1932,
unless such permit is reguired by section 402(p) (2) {2} or {(E} of
the Pederal Water Pollution Control Act (33 U.S.C. 1342{p) (2} {a),
{(8)).

" (d} Uncontrolled Sanitary Landfill Defined. - For the purposes
of this section, the term 'uncontrelled sanitary landfill' means a
landfill or open dump, whether in operation or closed, that does
not meetl the reguirements for run-on and run-olf controls
established pursuant to subtitle D of the Solid Waste Disposal Act
{42 U.8.0. 6%41 et seq.).

“{g) Limitation on Statutory Consitruction. - Wothing in this
section shall be construed to affect any applicaticn or permitc
requirement, including any deadline, to apply for or obtain a

)

permit for stormwater discharges subject to section 402{p) {2} (&) or

9/5/2006 ©1989-2006 RegScan, Inc. R
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{E) of ths rFederal Water Pollution Control 2ct (33 U.8.C. OMErDMedAugu§24'2m€
1342(p) (2) {3), (E)). Page'ﬁ"m"é
*{£) Regulations. - The Administrator shall issue final

regulations with respect to general permits for stormwater

scharges associated with industrial activity on or before
February 1, 19%2.°

PHOSPEATE FERTILIZER EFFLUENT LIMITATION

Section 306{c) of Pub. L. 100-4 provided that:
»{1) Issuance of permit. - As soon as possible after the date of
the enactment of this act {Feb. 4, 1987), but not later than 180
days after such date of enactment, the Administrator shall issue
permits under section 402{a) (1) {B) of the Federal Water Pollution
Control Act {33 U.8.C. 1342{a) {1} {B)}} with respect to facilities -

"{a) which were under construction on or hefore April 8, 1874,
and

" (B} for which the Zdministrator is proposing to revise the
applicability of the effluent limitation established under
section 301{b) of such Act ({33 U.8.CT. 1311{b)} for phosphate
subcategory of the fertilizer manufacturing point source category
to exziude such facilities.

v{2) Limitations on statutory constyuction. - Nothing in this
szction {amending section 1311 of this title and enacting this
note) shall be construed -

"{A) to reguire the Administrator to permit the discharge of
gypsum Or gypsum waste into the navigable wabters,

"{B) to affect the procedures and standards applicable to the
aAdministrator in issuing permits under section 4021{a) (1) (B) of
the Federal Water Pollutlon Control Act (33 U.S.C.
1342 (s} (1) (B}), and

{0} to affect the authority of any State to deny or condition
certification under section 401 of such Act (33 U.S.C. 1341) with
regpect to the issuance of permits under section 402{a) (1) (B) of
such Act.”

LOG TRARSFER FACILITIES

Section 407 of Pub. L. 100-4 provided that:

v{a) Agreement. - The Administrator and Secretary of the Army
shall enter into an agreement regarding coordination of permitting
for log transfer facilities to designate a lead agency and to
process permits required under sections 462 and 404 of the Federal
Water Pollution Control Act {33 U.8.C. 1342, 1344) , where both
such sections apply, for discharges associated with the
construction and operation of log transfer facilities. The
Administrator and Secretary are authorized to act in accordance
with the terms of such agreement to assure that, te the maximum
extent practicabie, duplication, needless paperwork and delay in
the issuance of permits, and ineguitable enforcement between and
ameng facilities in different States, shall be eliminated.

% (b} Applicaticns and Permits Before October 22, 1985. - Where
both of sections 482 and 404 of the Federal Water Pollution Control
Act {33 U.S$.C. 1342, 1344) apply, log transfer facilities which
have received a permit under section 404 of such Act before October
22, 1985, shall not be reguired to submit a new application for a
permit under section 402 of such Act. If the Administrator
determines that the terms of a psrmit issued on or before October
22, 1985, under section 404 of such Act satisfies the applicahle
requirements of sections 301, 302, 306, 307, 308, and 403 of such
Aot (332 0.8, 1311, 1312, 1314, 1317, 1218, and 1343}, a separate
application for a permit under section 402 of such Act shall not
thereafter be reguired. In any case where the Administrator

9/5/2006 ©1989-2006 RegScan, Inc. 12
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demonstrates, after an opportunity for a hearing, that the terms ofrder Dated August 24, 2006
a permit issued on or befcre October 22, 1985, under section 404 of Pageﬁ?2:¥g1
such act do not satisfy the applicable requirements of sections
301, 302, 206, 207, 3068, and 403 of such Act, modifications to the
existing permit under section 402 of such Act to incorporate such
applicable reguirements shall be issued by the Administrator as an
alternative tc issuancs of & separate new permit under section 402
of such Act.
"{c) Log Transfer Facility Defined. - For the purpcoses of this
section, the term 'log transfer facility' means a facility which is
constructed in whole cor in part in waters of the United States and
which is utilized for the purpose of transferring commercially
harvestad logs to or from a vesssl or log raft, including the
formation of a leg raft.™
ALLOWABLE DELAY IN MODIFYING EXISTING APPROVED STATE PERMIT
PROGRAMS TO CONFGRM TO 1977 AMENDMENT
Section S4{c) (2) of Pub. L. 85-217 prcvided that any State permit
program approved under this section before Dec. 27, 1877, which
regquired modification to conform to the amendment made by ssction
S4{c) (1) of Pub. L. 95-217, which amended subsec. (b)(8) of this
section, not be reguired to bz modified before the end of the one
yvear pericd which began on Dec. 27, 1877, unless in order to make
the required modification a State must amend or enact a law in
which case such modification not be regquired for such State before
the end of the two year period which began on Dec. 27, 1377.

SECTION REFERRED TO IN OTHER SECTTONS
This section is referred to in sections 1251, 1283, 1284, 1285,
1288, 1301, 1311, 1314, 1317, 1318, 1319, 1321, 1323, 1328, 1341,
1343, 1344, 1345, 1385, 1369, 1371, 1373, 1377, 2104, 2803 of this
title; title 42 sections 6302, 5924, 6925, 6939%e, 3601.

©1989-2006 RegScan, Inc.

42 - National Pollutant Discharge Elimination System Current To 02/05/2008

13



42 USC 6944 - Criterin For Sanitary Landlills, Sanilary Landfills Renuirad For All Disposal Current To DQ/05/2006

KPSC Case No. 2008-00307
Commission Staff First Set Data Request
Order Dated August 24, 2006
Item No.1

Page 16 of 16

42 USC §6944. Criteria For Sanitary Landfills; Sanitary Landfills Required For All
Disposal

{a} Criteria for sanitary landfills

Not later than one year after October 21, 1876, after
consultation with the States, and after notice and public hsarings,
the Administrator shall promulgate regulations containing criteria
for determining which facilities shall be classifisd as sanitary
landfills and which shall be clasgified as open dumps within the
meaning of this chapter, At a minimum, such criteria shall provide
that a facility may be classified as a sanitary landfill and not an
open dump only if there is no reasonable probability of adverse
effects on health or the environment from disposal c¢f sclid waste
at such facility. Such regulstions may provide for the
classification of the types of sanitary landfills.

{b) Disposal regquired to be in sanitary landfills, etc.

For purposes of complying with section 6843{(2) {FOOTNOTE 1) of
this title each State plan shall prohibit the establishment of open
dumps and contain a requirement that disposal of all solid waste
within the State shall be in compliance with such section 6943 (2)
{FOOTNOTE 1) of this title.

{FOOTNOTE 1) See References in Text note below.
{c) Effective date

The prohibition contained in subsection (b) of this section shall
take effect on the date six months after the date of promulgation
of regulations under subsection (a) of this section.

(Pub. L. 89-272, title II, Sec. 4004, as added Pub. L. 94-3580, Sec.
2, Oct. 21, 1976, 90 Stat. 2815; amended Pub. L. 98-616, title III,
Sec. 302{b), NWov. 8, 1984, 98 Stat, 3268.)

REFERENCES IN TEXT
Section 6%43{2) of this title, referred to in subsec. (b}, was
redesignated section 69%43{a}{2) of this title by Pub. L. 96-463,
8ec. 5(b§, Oct. 15, 18RO, %4 Btat. 2056, and Pub. L. ©8-482, Sec.
32{4) {2}, Oct. 21, 1980, 94 Stat. 2333.

AMENDMENTS
1884 ~ Subsec. {(c). Pub. L. 98-616 struck out "or on the date of
approval of the State plan, whichever is later" at end.

TRENSFER OF FUNCTIONS
For transfer of certain enforcement functions of Administrator or
other official of Environmental Protection Agency under this
chapter to Federal Inspector, Office of Federal Inspector for the
slaska Natural Gas Transportation System, and subsequent transfer
to Secraztary of Energy, see note set out under section 6%03 of this
title.

SECTION REFERRED TO IN OTHER
This section is referred to in sections §
5949a of this title; title 25 section 3202.

SECTIONS
G3,

9 6943, 53945, 6348,
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Kentucky Power Company

REQUEST
Refer to the McManus Testimony pages 8 and 9.

a. Describe the development of the multi-emissions compliance optimization ("MECO") model.
This discussion should include, but not be limited to, when the Electric Power Research Institute
and Charles Rivers Associates began developing the model, when the model was made available
to utilities for use, and how extensively the MECO mode is used in the electric industry to model
environmental compliance

b. Describe in detail the adjustments or modifications made to the MECO model to reflect
American Electric Power Company's ("AEP's") system characteristics and individual plant input
characteristics.

c. Explain in detail why Kentucky Power did not include the result of the MECO modeling as
part of its application in this proceeding.

RESPONSE

a. As described on page 8 of the McManus Testimony, the model was developed as part of an
Electric Power Research Institute (EPRI) tailored collaboration project. Charles Rivers
Associates (CRA), a leading economic, and energy consulting firm, built the mathematical
framework of the model. The development at CRA and EPRI began in the Spring of 2001.
MECO was first used in 2003 at AEP. The model has been modified to reflect AEP’s system
characteristics and individual plant inputs.

The AEP MECO model is not available to the rest of the electric industry.
b. MECO was designed to receive input data at both the plant and company level. Thus no

modifications were required to model structure; data was simply input reflecting our units and
environmental constraints.
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c. Kentucky Power did not include the result of the MECO modeling as part of its Application in
this proceeding for two reasons. First, Kentucky Power's decision not to include the MECO
modeling results is consistent with its past practice before the Commission. Historically,
Kentucky Power has not included MECO modeling results in its Applications for approval of
Environmental Compliance Plans and Environmental Surcharge Tariffs. Kentucky Power's
Applications have only included the detailed economic justification for environmental projects
undertaken within the Commonwealth of Kentucky. Second, the MECO modeling results are
voluminous. Given that Kentucky Power is seeking recovery only for environmental projects
undertaken outside the Commonwealth of Kentucky in this proceeding, and the voluminous
nature of the results, Kentucky Power decided not to produce the results with its Application.

WITNESS: John M McManus
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Kentucky Power Company

REQUEST
Refer to the McManus Testimony, Exhibit JMM-1.
a. Indicate which of the 44 projects listed on Exhibit IMM-1 were included in the MECO model.

b. Concerning the 44 projects included in Exhibit JMM-1, indicate when the MECO modeling
was performed and indicate if the modeling has been updated subsequent to the selection of the
44 projects.

c. Provide all inputs AEP included in the MECO model. Provide the requested information for
the MECO modeling that supported the 44 projects included in Exhibit JMM-1 and for any
updated modeling subsequent to the selection of the 44 projects.

d. Provide the least cost compliance plan, compliance costs, and projected emissions generated
by the MECO model. Provide the requested information for the MECO modeling that supported
the 44 projects included in Exhibit JMM-1 and for any updated modeling subsequent to the
selection of the 44 projects.

RESPONSE

a. All projects listed on Exhibit JMM-1, except Cardinal Catalyst Replacement, Sporn Landfill,
Rockport Landfill, Mitchell Impoundment and Mitchell T/R set replacement were included in the
MECO model. These projects were not included in the MECO results because they do not relate
to Title IV Acid Rain/CAIR Program.

b. The MECO modeling was performed in January 2004, June 2004, and May 2005. MECO
modeling is an on-going process, subsequent modeling runs will not affect the 44 projects.
These projects and decisions have not changed since May of 2005.

c. Inputs from the January 2004, June 2004, May 2005, and April 2006 (See attached CD) runs
have been provided in Attachment 3c.1_Inputs for Jan0O4Run, Attachment 3c.2_Inputs for
Jun04Run, Attachment 3¢.3_Inputs for MayO5SRun, and Attachment 3¢.4_Inputs for AprO6Run.
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d. Update summaries from the January 2004, June 2004, and May 2005 runs have been provided
as Attachment 3d.1_Jan05 MECO Summary, Attachment 3d.2_Jun04 MECO Summary, and
Attachment 3d.3_May05 MECO Summary. The MECO summaries provide the least cost
compliance plan, compliance costs, and project emissions.

For updated modeling results subsequent to the selection of the 44 projects, please see
Attachment 3d.4_April 06 MECO update.

Additionally, Attachment 3d.5 KY MECO Plan & Cost has been provided to summarize the

retrofit results within MECO for the four run dates and Attachment 3d.6, represents the
emissions for the January 2004, June 2004, and May 2005 MECO runs.

Please see the attached CD for all attachments referenced in the above response.

WITNESS: John M McManus
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Kentucky Power Company

REQUEST

In addition to the results from the MECO modeling, provide the following information for each
of the 44 projects listed in Exhibit IMM-1:

a. A list of the options or alternative technologies that addressed the environmental problem
which were available at the time the project was selected.

b. Copies of internal AEP capital improvement documentation or similar documentation
prepared for the project.

c. An explanation of why the items requested in parts (a) and (b) above were not included with
Kentucky Power's application in this proceeding,.

d. If the project was not included in the MECO modeling and internal AEP capital improvement
document was not prepared for the project, explain in detail what analysis was performed for the
project.

e. If the response to part (d) is no analysis was performed, explain in detail the reason(s) why no
analysis was performed.

f. Copies of any regulatory commission approvals received for the project.

RESPONSE

a. Below are the alternatives that were considered for both SO2 and NOx compliance:

The SO2 Compliance Plan has evaluated several alternatives such as the procurement of SO2
allowances on the open market and/or fuel switching, but these alternatives will not provide the

amount of SO2 emission reductions or allowances to ensure compliance of the AEP's coal-fired
electrical generation fleet.
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Alternatives to the SCR technology that were considered include buying needed NOx emissions
allowances in the marketplace, Over-Fired Air (OFA), Water Injection, OFA & Water Injection,
SNCR, OFA & PBR Fuel Blend, Amine Enhanced Fuel Lean Gas Reburn (AEFLGR), Gas
Reburn, and PRB Fuel Blend. Reliance on an uncertain marketplace for NOx emissions
allowances is an unacceptable compliance strategy and would place the Company and its
ratepayers at an unacceptable risk of noncompliance. The alternatives to the application of SCR
technology are, in some cases, not as cost effective as SCR and, in all cases, unable to achieve
the reduction required to meet the applicable NOx requirements for the AEP system.

The remaining projects and their alternatives discussed below:

The FGD landfill and impoundment projects do not have options or alternatives. If the
byproducts cannot be sold they must be landfilled. The FGD landfill projects will ensure that
these long-term activities do not delay operation of the FGD projects. The development or
expansion of the landfills are clearly the most economical solution for disposal of our gypsum
and flyash waste.

Alternatives were not discussed for the Amos Unit 3 Precipitator Upgrade because this is an
environmental and safety related project and as such, a typical cost/benefit analysis is not
warranted. Elimination of the existing T/R sets at Mitchell Unit 1 and 2 reduces the
environmental risk and the exposure of personnel to PCBs. Refurbishing the collecting fields
improves particulate removal of the existing equipment and allows continuing compliance with
the West Virginia particulate mass emission and opacity regulations.

b. In preparing the response to this data request it was discovered that the Total Net Investment
on Exhibit IMM-1 page 2 of 2 should have read $2,031,785. However, due to the additional
corrections as explained in the Company's response to Item No. 12, the revised total should be
$2,030,083.

See attached capital improvements.
See Company's response to 8b for revised Exhibit IMM-1.
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c. Kentucky Power did not include the items requested in parts (a) and (b) with its Application
in this proceeding for two reasons. First, Kentucky Power's decision not to include this
information is consistent with its past practice before the Commission. Historically, Kentucky
Power has included this information in its Applications for approval of Environmental
Compliance Plans and Environmental Surcharge Tariffs only in cases where Kentucky Power
seeks the recovery of costs incurred for environmental projects undertaken within the
Commonwealth of Kentucky. In cases such as this, where Kentucky Power is seeking the
recovery of costs incurred exclusively for projects undertaken outside Kentucky, Kentucky
Power has not included the information sought in parts (a) and (b) with its Applications. Second,
the information 1s voluminous. Given that Kentucky Power is seeking recovery only for
environmental projects undertaken outside the Commonwealth of Kentucky in this proceeding,
and the voluminous nature of the information, Kentucky Power decided not to produce it with its
Application.

d. The only project that would fit in this category would be the Rockport Unit 1 and Unit 2
landfill. At the time of filing, this project was identified in the AEP project forecast supplied by
AEP Corporate Planning and Budgeting. Since the filing, an AEP capital improvement
document has been completed. Please refer to the response in Item No. 4a for a copy of the
capital improvements, including Rockport Landfill Expansion (CI # RKIMC0652).

e. Not applicable.

f. No project specific approvals were required from state ratemaking regulatory commissions.
However, rate increases were granted by the Public Utilities Commission of Ohio in Case No.
04-169-EL-UNC based, among other things, upon the substantial capital cost requirements of
Ohio Power Company for complying with environmental regulations. Rate recovery was
granted by the Public Service Commission of West Virginia in Case No.05-1278-E-PC-02-42T
that approved a settlement agreement which, among other things, provided for the recovery of
the costs of Appalachian Power Company (APCO) complying with environmental regulations.
Copies of the Public Utilities Commission of Ohio and Public Service Commission of West
Virginia orders are attached. Rate recovery requests are also pending before the Virginia State
Corporation Commission in Virginia Case No. PUE-2005-00056 and Case No. PUE-2006-00065
for APCO's environmental compliance costs, among other things.

WITNESS: John M McManus, Errol K Wagner
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Company: Ohio Power Funding Project Number: AMO03FGDO
Authorization Type: X Capital Improvement ____ Original Version:

- Lease Improvement X Revision Number: 04

Business Line: Generation
Location: Amos Unit 3
Project Title: AM U3 FGD Phase 3 - Engineering, Procurement and Construction
Brief Description: Final authorization to complete detailed engineering, design, procurement,

environmental permitting, construction, and starf-up activities required to retrofit
a wet flue gas desulfurization system (FGDS) at Amos Unit 3 as part of Fleet
S02 Compliance Plan. This Cl revision provides the necessary funding to
complete the project previously authorized under Phase 1 and 2.

Project Start: Completion: Authorization Needed by:
Dates: 06/15/04 12/31/08 06/30/06
Expenditure to be Authorized (ully loaded)
Capital Removal Total Cost ($)
Previously Approved Amount  $88,162,316 $0 $88,162,316
This Submission $229,443,593 $0 $229,443 593
Total ($) $317,605,909 $0 $317,605,909 | - o1 Vo
Note: Amount fo be authorized is the total amount .

Required Signatures

Authorization Title Approver Signature Date
Limits
. i . g @J \ q Iai
amt <§ 10m Senior VP Sigmon, W. \SJ,E', A’H’O\d\ Dvc,umeﬁi’ Lor ci}eﬁ]"romc. mpprov a
$10m =< amt<$20m  Executive Vice President Powers, R. See AH’acA‘eJ Doaumeﬁh@\’ Z{ed/‘rtn:c_ A—PP'\"Q va,
$20m < amt < $50m Chairman, President & CEO Morris, M. G. 3 ) , 1/5[, ﬂ b
amt > $50m Board of Directors Keane, J /
U Secretary
sy . -
CP&B Review Senior VP Munczinski, R %}\mﬁuﬂ ;Q\ e Gl I 518
Budget Availability for this Authorization: X In Budget Offset
Offset (source & amount):
Generation Only. Submission approved by Project Management Review Group? __Yes X No
’ Nuclear Project Review Group? __Yes _X No
Comments:
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Project Expenditure Schedule
: Future Total
Year 2004 2005 2006 2007 2008 Years (%)
Capital $506,071 $22,076,333  $110,235,045 $145,541,907 $39,246,553 $317,605,909
Removal $0 $0 $0
Amount to be .
Authorized $506,071 $22.076,333  $110,235,045 $145,541,907 $30,246,553 $317,605,908
Assoc.O & M $0 $0 $0
Note: Operating & Maintenance dollars are assumed fo be jn budget or offset in the year spent.
Financial Analysis Summary
Simple Payback Discount Rate
Parameter IRR NPV Period Used
Result N/A N/A N/A N/A
Note: These results must rmatch all background information
Scoring Summary
___ Dbiscretionary X _ Mandated
4 Sfrategic Scores 0
3 - : 1 -7 1 1
i i 1 i i i
2 : : : - = L
1 1 ] i t i
1 - + -
i 1 ] ! 1 i
E o i ; } ! ) P
> ; ! . 3 - ;
-1 ] L ) 1 b )
1 3 1 1 b 1
2 . ' ; f - :
\ : L o : : |
NPV RR Payback Oper Perf Regulatory Community Bus Process
Value
Parameter
\_ J
Risk Scores Consequence of not doing project
Catastrophic/Severe | Major/Moderate Minot/ Minimal
Certain/Probable 5
Probability Likely/Posgible
Rare/Remote
Risk Type Key: F = Financial, T = Technical, S = Sociopolitical

Please see Project Justification and Glossary for explanation of Scores
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Component Cls

Service Cl Number Description of Work Est. Fully Est. Fully
Date Loaded Loaded
" Capital Cost | Removal
($) | Cost($)
01/01/2008 | 000008933 FGD scope of work. $230,862,650
01/01/2008 | AMOO3BALQO | Balanced Draft Conversion $26,628,748
01/01/2008 | AMOD3CONO | Controls Modernization $9,431,870
01/01/2008 " | AMD03BMOOQO | Steam Generator Modifications. $4,062,864
01/01/2008 | AMO03S030 | SO; Mitigation System $9,382,118 | 5.257%,
01/01/2008 | AMOOOWWTO | AM Plant FGD Waste Water Treatment $6,269,803
01/01/2008 | AMOOOCOMO | AM Plant FGD Common Equipment $27,139,275
01/01/2008 | AMBO3COAO | AM Plant Coal Blending Station $3,828,581
Total -~ '$317,605,909
Cost ($)
Sae 517

Reason for Revision:

In order to meat a January 2008 in-service date, this Phase 3 Cl revision is required to continue and
complete detailed engineering, design, permitting, procurement, construction and start-up of the Amos
Unit 3 WFGD system. Phase 3 is the final authorization phase of this project and requests funds for the
completion of the FGD system and the following associated projects:

Balanced Draft Conversion;

S0; Mitigation System;

Unit Controls Modernization;

Steam Generator Additions;

AM Plant Coal Blending Improvements;
AM Plant Waste Water Treatment; and
AM Plant FGD Common Equipment.

This project is being completed in three phases. The Phase 1 feasibility study was completed in March
2005. The Phase 2 engineering, design, procurement, and preliminary construction activities will be
completed in June 2008. At the completion of Phase 2, engineering and design activities will be
approximately 60% complete and approximately 70% of the contracting and procurement packages will
have either been awarded or bid. Near the conclusion of Phase 2 and with much of this information
available, the overall project cost estimate was updated based upon the engineering and procurement
work completed during Phase 1 and Phase 2. This phased execution strategy greatly reduces overall
project cost uncertainty and risk.

During Phase 3, the final environmental and building permits will be obtained to support construction and
operation. Sargent and [.undy, the Architect-Engineer (A-E), will be released to complete engineering,
design, and procurement activities under a not to exceed coniract. Babcock and Wilcox (B&W), the FGD
System supplier and Puliman, the chimney contractor, will be released to proceed with construction under
a firm price contract. Additional contracts will be awarded to support the remaining balance of project
civil, structural, mechanical and electrical construction work.

Preliminary site construction activities began in August 2005 including: relocation of railcar maintehance
facilities, relocation of plant warehouse facilities and AEP construction offices, and relocation of
underground and above ground mechanical and electrical facilities. The excavation and piling for the Unit
3 chimney and absorber building foundations began in January 2006 to support the chimney foundation
pour which took place in May 2006. Both of these activities are to support the slip forming of the
reinforced concrete chimney shell scheduled to begin in August 2006. Excavation and piling for the Units
1& 2 chimney foundation began in April 20086, and the excavation and piling for the Units 1, 2 and 3
common limestone slurry preparation buiiding began in May 2006.

Page 3 of 6
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Phase 3 will fund all required AEPSC FGD project support including: project management, engineering,
design, permitting, construction management and start-up support services through the scheduled in-
service date and subsequent performance testing, reliability and acceptance testing in 2008.

Project Justification

The decision to retrofit wet flue gas desulfurization (WFGD) technology at Amos was made in the context
of an AEP system wide environmental compliance analysis which identified scrubbing Amos Unit 3 as a
critical element in achieving the least cost compliance plan fo meet current and future emission
regulations. The analysis was conducted using the multi-emissions compliance optimization (MECO)
model, a unique mixed integer programming model that solves for the least cost environmental
compliance plan. The model considers power and emission allowance markets, load demand forecasts,
emission allowance balances, emission contro! retrofit costs, new unit costs, unit emission rates, and unit
operating costs. This proprietary model! is a sophisticated analytical ool that allows the company
systematically to weigh the costs and risks of a wide variety of options and allows simultaneous
optimization across multi-emissions (SO,, NOx, mercury and CO5).

In July 2003, the company analyzed a variety of potential environmental scenarios, including the current
S0, and NOx regulations faced by the company under Title IV and the NOx SIP Call under the Clean Air
Act of 1990 plus a variety of additional reductions anticipated at the time under EPA’s future regulatory
initiatives for fine particulates, visibility and ozone attainment initiatives. In addition, potential future multi-
emissions legislations such as Clear Skies and the Carper bill were evaluated. The analysis indicated that
under all the scenarios and related sensitivity analyses that the Amos Units 1 & 2 scrubber decision was
always a critical element of the least cost compliance plan.

In the March 2006 MECO run, AEP reanalyzed the compliance plan in light of the EPA Clean Air
Interstate Rule (CAIR) and mercury rules and reached an identical conclusion. The Amos Unit 3
scrubber was again found to be an economic decision. In March 2006, updated capital costs and fuel
pricing were entered into the model and Amos was again selected for scrubbing as part of AEP's least

cost compliance plan.

In addition, under all the scenarios analyzed, the fuel and operating costs of Amos Unit 3 plus the
scrubber investment (incremental capital) and additional O&M costs were well below current and
projected future market prices for power, indicating that the investment in Amos Unit 3 was sound and
robust relative to market alternatives.

Associated Environmental Operability and Reliability Work — Component Cls

The AEP Fleet Compliance Plan to address emissions regulations in the most cost-effective manner
relies, in part, on the efficient and reliable operation of the controlled Units. The associated projects
identified below are intended to provide greater operational flexibility and address overall reliability. The
following projects are included in this Phase 3 funding request:

» Balanced Draft Conversion — The installation of FGD technology necessitates the installation of
new induced draft fans to overcome the additional system pressure drop (resistance). This
provides the opportunity to convert the furnace and gas path to operate at slightly negative
pressure (balance draft condition). Converting to balance draft design concurrent with the WFGD
retrofit enables the unit fo burn lower cost high sulfur coal, provide a less hazardous work
environment, and mitigate reduction in unit availability while reducing the potential for fugitive
emissions to the environment.

¥

« S0, Mitigation System - Portions of the SO, generated during coal combustion are oxidized to
SO0; in the steam generator and in the SCR. Burning higher sulfur coals potentially increases the
quantity of resultant SO; from the steam generator and SCR. Without additional controls, the
stack SO; concentrations are expected to exceed 20 ppm when the SCR is not in operation and
40 ppm when the SCR is in operation. SO; concentrations of this magnitude in the flue gas that
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exit the stack form a sacondary plume with a characteristic blue color and elevated visual opacity.
To address this issue, dry sorbent injection technology will be installed to reduce the SO3
emissions to 10 ppm or less.

«  Unit Controls Modernization — The installation of WFGD technology will utilize a state of the art
digital control system. Significant modemization of existing obsolete plant control systems will be
required to enable integration of the new WFGD controls. The WFGD retrofit includes steam
generator equipment additions for controlling boiler slag and balance draft operation. Significant
modernization of the steam generator control system is needed to integrate this new equipment.
Integration of new equipment controls, monitoring routines, and protection functions with the
existing main controf room operator interface must be accomplished in a manner that allows an
operator fo perform duties without confusion.

Steam Generator Additions — The flexibility to burn higher sulfur coal, with its increased
slagging potential and tube wall corrosion potential, requires retrofitting the steam generator with
additional furnace slag control devices (water cannons and soot blowers), slag monitoring
devices (high temperature camera and temperature instrumentation) and furnace tube wall
corrosion protection (weld overlay) to operate satisfactorily and maintain reliability.

= Coal Blending Improvements - The installation of FGD technology improves the capabilities of
the Amos units to burn higher sulfur content coal. This requires improvements to be made to the
coal handling system currently in use at the station.

Conclusion

This funding request is for Ohio Power's portion of the Amos Unit 3 costs. Companion CPPs for
Appalachian Power's portion of Unit 3 costs (AMOO3FGDA) and Appalachian Power’s portion of the Unit 1
& 2 costs (AM012FGDO) are also in routing for approval.

Phase 3 funding is required fo complete engineering, design, permitting, procurement, construction, and
startup for the Amos Unit 3 WFGD system and associated projects.

The Amos Unit 3 WFGD system is scheduled fo begin operation in January 2008.

Additional Information

Alternatives Considered

The SO, Compliance Plan has evaluated several alternatives such as the procurement of SO; allowances
on the open market and/or fuel switching, but these alternatives will not economically provide the amount
of SO, allowances required to support AEP's coal-fired electrical generation fleet.

Regulatory Issues

Existing regulanons under Title IV of the Clean Air Act, as well as regulations recently issued by the U.S.
EPA, will require AEP to significantly reduce emissions of SO, and NOx in the future. This will trigger the
need for installing additional emission control technology on selected plants in the fleet. The U.S. EPA’s
final Clean Air Interstate Rule (CAIR) will require additional SO, emission reductions beginning in 2010
and establishes annual NOx compliance requirements in 200,9 in addition to the ozone season
requirements required under Title IV and CAIR.

In March 2005, U.S. EPA finalized a regulat;on for mercury emissions from coal-fired power plants.

Under this program, if adopted by states in which AEP operates, mercury emissions will have to be
reduced by approximately 1/3 by 2010. Mercury emission reductions of this magnitude are believed to be
achievable with a combination of SCR and FGD conirol technology.

Page 5 of 6
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In addition to these regulations, the existing Title IV Acid Rain Control Program will require emission
reductions from AEP coal-fired plants prior 1o 2010 due to the expected deciine in the availability of SO,

emission allowances in the market.
Background Information

In accordance with the fleet SO, compliance plan, the Amos FGD technology is targeted to be capable of
98% SO, removal efficiency. This level of removal will allow for an expected 95% reduction in annual
emissions during all modes of operation. The reagent will be limestone, and the technology will provide
the operational flexibifity to produce a gypsum byproduct. The FGD design criteria will maintain maximum
fuel flexibility for the units. A wider range of coals, to include high sulfur coal, has been incorporated in

the design criteria for the FGD.

The FGD design basis for these units includes provisions for adding future emission control equipment for
reduction of mercury and possibly other emissions without relocation of equipment. This approach will
allow for implementation of currently available technologies at some later date without major redesign of
systems and provide AEP the opportunity to explore new technologies in meeting future regulations.

Associated / Future Projects

This funding request is for Ohio Power'’s portion of the Amos Unit 3 costs. Companion GPPs for
Appalachian Power’s portion of Unit 3 FGD costs (AMO0O3FGDA) and Appalachian Power's portion of the
Units 1 & 2 FGD costs (AM012FGD9) are also in routing for approval.

C1 000008354 has been approved for Appalachian Power’s portion of work to perform engineering,
design, permitting and construction of a future FGD landfill for Amos Plant. A similar Cl is approved for

Ohio Power's portion of work (000008355).

Project Contacts

Contact Name Telephone
Project Manager Matthew P. Curtis 200-4712
Requisition Detail Provider Lindsay E. Hart 200-3471
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Company: Appalachian Power Funding Project Number: AMOO3FGDA
Authorization Type: X  Capital Improvement ____ Original Version: ~

Lease Improvement X Revision Number: 04
Business Line: Generation
Location: Amos Unit 3
Project Title: AM U3 FGD Phase 3 — Engineering, Procurement and Construction
Brief Description: Final authorization to complete detailed engineering, design, procurement,

environmental permitting, construction, and start-up activities required to retrofit a
wet flue gas desulfurization system (FGDS) at Amos Unit 3 as part of Fleet SO2
Compliance Plan. This Cl revision provides the necessary funding fo complete
the project previously authorized under Phase 1 and 2.

Project Start: Completion: Authorization Needed by:
Dates: 06/15/04 12/31/08 06/30/06
Expenditure to be Authorized (uly ioaded)

Capital Removal  Total Cost ($)
Previously Approved Amount  $44,081,159 30 $44,081,159
This Submission $181,464,436 , $0 $181,464,436
Total ($) $225,545,595 $0  $225,545,595
Note: Amount to be authorized is the fotal amount

Required Signatures

Authorization Title Approver Signature Date
Limits ‘
amt<$ 10m Senior VP Sigmon, W. See. H#MAQA Dacumenr —For g/c,ai,m;(_ ;ﬁ}'oprou'a]
$10m < amt<$20m  Executive Vice President Powers, R, See Maol'\egl Document for £ /eg‘i“ronic,ﬂpp ro Ua/
$20m < amt<$50m  Chairman, President & CEO Morris, M. G. MW é/ % né
d
amt > $ 50m Board of Directors Keane, J / }
Secretary
CP&B Review Senior VP Munczinski, R\,ﬂ,,f \nqeq Q\ lgn ¢ «hn{ f ab
) /IR
Budget Availability for this Authorization: X _ In Budget Offset
Offset (source & amount):
Generatfon Only: Submission approved by Project Management Review Group? __Yes _X No
Nuclear Project Review Group? __Yes X No
Comments:
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Project Expenditure Schedule

Future Total

Year 2004 2005 2006 2007 2008 Yoare ($)

Capital $249250  $12.826,008  $78574,274  $109,810,083  $24,085,971 $225,545 595

Removal $0 $0 50

Amount {o be $249269  $12.826,008  $78,574,274  $109,810,083  $24,085,971 $225,545,505
Authorized ! ! ! ! ! ! ! ! ! ! ’

Assoc. O & M 50 $0 $0

Note: Operating & Maintenance dollars are assumed to be in budget or offset in the year spent.

Financial Analysis Summary

Simple Payback Discount Rate
Parameter IRR NPV Period Used
Result N/A N/A N/A N/A

Note: These results must match all background information

Scoring Summary

___ Discretionary X _ Mandated

Strategic Scores A

3 gas T T Y g H
! ' T P { 1 E
2 =l 1 13 1] i . Bl :
i I t i i . i i
i i t i i 4 i
1 L . i . " . ]
: ' | * : : : i
3 o 1 [ . i

s 1 ) | i 1 i i

1 T L i - ! i i

1 t ] 1 1 1

] 1 1 t i 1

-2 + + — + 5
i ! 1 I ! I !
3l ! : ' ' 5 o o \ !

NPV IRR Payback Oper Perf Regulatory Community Bus Process
Value
Parameter
\ ‘ _/
Risk Scores I Consequence of not doing project
‘ Catastrophic/Severe | Major/Moderate Minor/ Minimal ~
Certain/Probable S
Probability Likely/Possible
Rare/Remote
Risk Type Key: F = Financial, T = Technical, S = Sociopolifical

Please see Project Justification and Glossary for explanation of Scores
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Component Cls
Service Cl Number Description of Work Est. Fully Loaded Est. Fully
Date Capital Cost ($) Loaded
_ } Removal Cost ($)
01/01/2008 000008932 FGD scope of work. $113,984,894
01/01/2008 | AMOD3BALA | Balanced Draft Conversion $13,153,133
01/01/2008 | AMO0O3CONA | Controls Modernization $4,663,412
01/01/2008 | AMDO3BMOA | Steam Generator Modifications. $2,006,189
01/01/2008 | AMO03S0O3A | SO; Mitigation System $4,634,074 DT e
01/01/2008 AMOOOWWTA | AM Plant FGD Waste Water Treatment $14,671,622
01/01/2008 | AMOOOCOMA | AM Plant FGD Common Equipment $63,478,425
01/01/2008 | AMO03COAA | AM Plant Coal Blending Station $8,953,846
Total . : $225,545,595
Cost ($)

Reason for Revision:

In order to meet a January 2008 in-service date, this Phase 3 Cl revision is required to continue and
complete detailed engineering, design, permitting, procurement, construction and start-up of the Amos
Unit 3 WFGD system. Phase 3 is the final authorization phase of this project and requests funds for the
completion of the FGD system and the following associated projects:

Balanced Draft Conversion;

SO; Mitigation System;

Unit Controls Modernization;

Steam Generator Additions;

AM Plant Coal Blending Improvements;
AM Plant Waste Water Treatment; and
AM Plant FGD Common Equipment.

This project is being completed in three phases. The Phase 1 feasibility study was completed in March
2005. The Phase 2 engineering, design, procurement, and preliminary construction activities will be
completed in June 2006. At the completion of Phase 2, engineering and design activities will be
approximately 60% complete and approximately 70% of the contracting and procurement packages will
have either been awarded or bid. Near the conclusion of Phase 2 and with much of this information
available, the overall project cost estimate was updated based upon the engineering and procurement
work completed during Phase 1 and Phase 2. This phased execution strategy greatly reduces overall
project cost uncertainty and risk.

During Phase 3, the final environmental and building permits will be obtained to suppaort construction and
operation. Sargent and Lundy, the Architect-Engineer (A-E), will be released to complete engineering,
design, and procurement activities under a not to exceed contract. Babcock and Wilcox (B&W), the FGD
System supplier and Pullman, the chimney contractor, will be refeased to proceed with construction under
a firm price contract. Additional contracts will be awarded to support the remaining balance of project
civil, structural, mechanical and electrical construction work.

Preliminary site construction activities began in August 2005 including: relocation of railcar maintenance
facilities, relocation of plant warehouse facilities and AEP construction offices, and relocation of
underground and above ground mechanical and electrical facilities. The excavation and piling for the Unit
3 chimney and absorber building foundations began in January 2008 fo support the chimney foundation
pour which took place in May 2006. Both of these activities are {o support the slip forming of the
reinforced concrete chimney shell scheduled to begin in August 2008. Excavation and piling for the Units
1& 2 chimney foundation began in April 2006, and the excavation and piling for the Units 1,2 and 3
common limestone slurry preparation building began in May 2006.
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Phase 3 will fund all required AEPSC FGD project support including: project management, engineering,
design, permitting, construction management and start-up support services through the scheduled in-
service date and subsequent performance testing, reliability and acceptance testing in 2008.

Project Justification

The decision to retrofit wet flue gas desulfurization (WFGD) technology at Amos was made in the context
of an AEP system wide environmental compliance analysis which identified scrubbing Amos Unit 3 as a
critical element in achieving the least cost compliance plan to meet current and future emission
regulations. The analysis was conducted using the multi-emissions compliance optimization (MECO)
model, a unique mixed integer programming model that solves for the least cost environmental
compliance pian. The model considers power and emission allowance markets, load demand forecasts,
emission allowance balances, emission control retrofit costs, new unit costs, unit emission rates, and unit
operating costs. This proprietary model is a sophisticated analytical tool that allows the company
systematically to weigh the costs and risks of a wide variety of options and allows simultaneous
oplimization across multi-emissions (SO,, NOx, mercury and COy).

In July 2003, the company analyzed a variety of potential environmental scenarios, including the current
S0, and NOx regulations faced by the company under Title [V and the NOx SIP Call under the Clean Air
Act of 1990 plus a variety of additional reductions anticipated at the time under EPA's future regulatory
initiatives for fine particulates, visibility and ozone attainment initiatives. in addition, potential future multi-
emissions legislations such as Clear Skies and the Carper bill were evaluated. The analysis indicated that
under all the scenarios and related sensitivity analyses that the Amos Units 1 & 2 scrubber decision was

always a critical element of the least cost compliance plan.

In the March 2006 MECO run, AEP reanalyzed the compliance plan in light of the EPA Clean Alr
Interstate Rule (CAIR) and mercury rules and reached an identical conclusion. The Amos Unit 3
scrubber was again found 1o be an economic decision. In March 2006, updated capital costs and fuel
pricing were entered into the model and Amos was again selected for scrubbing as part of AEP’s least

cost compliance plan.

In addition, under all the scenarios analyzed, the fuel and operating costs of Amos Unit 3 plus the
scrubber investment (incremental capital) and additional O&M costs were well below current and
projected future market prices for power, indicating that the investment in Amos Unit 3 was sound and

robust relative to market alternatives.
Associated Environmental Operability and Reliability Work — Component Cls

The AEP Fleet Compliance Plan to address emissions regulations in the most cost-effective manner
relies, in part, on the efficient and reliable operation of the controlled Units. The associated projects
identified below are intended to provide greater operational flexibility and address overall reliability. The
following projects are included in this Phase 3 funding request:

= Balanced Draft Conversion — The installation of FGD technology necessitates the installation of
new induced draft fans to overcome the additional system pressure drop (resistance). This
provides the opportunity to convert the furnace and gas path to operate at sfightly negative
pressure (balance draft condition). Converting to balance draft design concurrent with the WFGD
retrofit enables the unit to burn lower cost high sulfur coal, provide a less hazardous work
environment, and mitigate reduction in unit avaifability while reducing the potential for fugitive

emissions io the environment.

= S0, Mitigation System - Portions of the SO, generated during coal combustion are oxidized to
S0, in the steam generator and in the SCR. Burning higher sulfur coals potentially increases the
guantity of resultant SO, from the steam generator and SCR. Without additional controls, the
stack SO; concentrations are expected to exceed 20 ppm when the SCR is not in operation and
40 ppm when the SCR is in operation. 8O, concentrations of this magnitude in the flue gas that
exit the stack form a secondary plume with a characteristic biue color and elevated visual opacity.
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To address this issue, dry sorbent injection technology will be installed to reduce the SO;
emissions to 10 ppm or less.

= Unit Controls Modernization — The installation of WFGD technology will utilize a state of the art
digital control system. Significant modemization of existing obsolete plant contro! systems will be
required to enable integration of the new WFGD controls. The WFGD retrofit includes steam
generator equipment additions for controlling boiler slag and balance draft operation. Significant
modernization of the steam generator control system is needed to integrate this new equipment.
Integration of new equipment controls, monitoring routines, and protection functions with the
existing main control room operator interface must be accomplished in @ manner that allows an
operator to perform duties without confusion.

= Steam Generator Additions - The flexibility to burn higher sulfur coal, with is increased
slagging potential and tube wall corrosion potential, requires retrofitting the steam generator with
additional furnace slag control devices (water cannons and soot biowers), slag monitaring
devices (high temperature camera and temperature instrumentation) and furnace tube wall
carrasion protection (weld overlay) to operate satisfactorily and maintain reliability.

= Coal Blending Improvements - The installation of FGD technology improves the capabilities of
the Amos units fo burn higher sulfur content coal. This requires improvements o be made fo the

coal handling system currently in use at the station.

Conclusion

This funding request is for Appalachian Power’s portion of the Amos Unit 3 costs. Companion CPPs for
Ohio Power's portion of Unit 3 costs (AMO03FGDO) and Appalachian Power’s portion of the Unit 1 & 2
costs (AM0O12FGDO) are also in routing for approval.

Phase 3 funding is required to complete engineering, design, permitting, procurement, construction, and
startup for the Amos Unit 3 WFGD system and associated projects.

The Amos Unit 3 WFGD system is scheduled to begin operation in January 2008.

Additional Information

Alternatives Considered

The SO, Compliance Plan has evaluated several alternatives such as the procurement of SO, allowances
on the open market and/or fuel switching, but these alternatives will not economically provide the amount
of SO, allowances required to support AEP’s coal-fired electrical generation fleet.

Regulatory Issues

Existing regulations under Title [V of the Clean Air Act, as well as regulations recently issued by the U.S.
EPA, will require AEP to significantly reduce emissions of SO, and NOx in the future. This will trigger the
need for installing additional emission control technology on selected plants in the fleet. The U.S. EPA’s
final Clean Air Interstate Rule (CAIR) will require additional SO, emission reductions beginning in 2010
and establishes annual NOx compliance requirements in 200,9 in addition {0 the ozone season

requirements required under Title IV and CAIR.

In March 2005, U.S. EPA finalized a regulation for mercury emissions from coal-fired power plants.
Under this program, if adopted by states in which AEP operates, mercury emissions will have to be
reduced by approximately 1/3 by 2010. Mercury emission reductions of this magnitude are believed o be
achievable with a combination of SCR and FGD control technology.

Page 5 of 6
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In addition to these regulations, the existing Title IV Acid Rain Control Program will require emission
reductions from AEP coal-fired plants prior to 2010 due to the expected decline in the availability of SO,
emission allowances in the market.

Background Information

In accordance with the fleet SO, compliance plan, the Amos FGD technology is targeted to be capable of
98% SO, removal efficiency. This level of removal will allow for an expected 95% reduction in annual
emissions during all modes of operation. The reagent will be limestone, and the technology will provide
the operational flexibility to produce a gypsum byproduct. The FGD design criteria will maintain maximum
fuel flexibility for the units. A wider range of coals, to include high sulfur coal, has been incorporated in
the design criteria for the FGD.

The FGD design basis for these units includes provisions for adding future emission control equipment for
reduction of mercury and possibly other emissions without relocation of equipment. This approach will
allow for implementation of currently available technologies at some later date without major redesign of
systems and provide AEP the opportunity to explore new technologies in meeting future regulations.

Associated / Future Projects

This funding request is for Appalachian Power's portion of the Amos Unit 3 costs. Companion CPPs for
Ohio Power’s portion of Unit 3 FGD costs (AM0O3FGDO) and Appalachian Power’s portion of the Units 1
& 2 FGD costs (AM012FGDAQ) are also in routing for approval.

Cl 000008354 has been approved for Appalachian Power's portion of work to perform engineering,
design, permitting and construction of a future FGD landfill for Amos Plant. A similar Cl is approved for

Ohio Power’s portion of wark (000008355).

Project Contacts

Contact Name Telephone
Project Manager Matthew P. Curtis 200-4712
Requisition Detail Provider Lindsay E. Hart 200-3471

Page 6 of 6
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L;:‘ G;_. Company: Appalachian Power Funding Project Number:  AMP000104
o O
he Authorization Type: _X = Capital improvement ____ Onginal Version:
c O Lease improvement X_ Revision Number: _ 1
)
@ Business Line: Generation
E Location: Amos Unit 3
8 Project Title: ESP Upgrade and Balanced Draft Reinforcement

Perform detailed engineering, design and procurement of long lead items
required to refurbish the Amos Unit 3 electrostatic precipitators and
structurally reinforcs it for balanced draft operation to assure compliance

with opacity and particulate matter emisslon lmits.
Project Start: Completion: Authorlzation Needed by:
Dates: 11/01/2005 12/31/2007 N/A
Expenditure to be Authorized iy loaded)
Capltal Removal  Total Cost {§)
Previously Approved Amount $3,276,293 [o] $3,276,293
This Submission $1,168,725 Q $1,168,725
Total ($) $4,445,018 0 $4,445,018
Note: Amount fo be authorizod is the {otal amount
Required Signatures
Authorization Title Approvar Signature Date
Limits
ami<$ 10m Senlor VPlor As Delagsted Slgmon, W
$10m = amt<$20m  Executive Vice Prasident/GOD Powars, R.
$20m < amt < $50m Chalrman, President & CEO Morris, M. G.
amt 2 § 50m Board of Diractors Keane, J.
CP&B Review Sanlat VP Muncznski, R
Budgst Availahility for this Authorization: X___ In Budget Offset
Offset (source & amount):
Only: Submi pp by Project Management Review Group? x Yes __ No
Nuclear Project Review Group? . Yes __ No
Comments:
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e Project Expenditure Schedule {fully loaded)

£

@ Year 2005 2006 2007 2008 2009 Futurs Total

5 . Years $)

wy

é Capital 88 4444932 $4,445,018

=4 Removal o

Q .

c Am:x:l(::?zgz 86 4,444,832 $4,445,018
Assoc. O& M

Financial Analysis Summary

Parameter IRR NPV Perlod

Simple Payback Discount Rate
Used

Resuit NIA NIA NIA

NIA

Nota: This project was nof juslified by economics. It I3 justifiad on an eavironmental basls.

Scoring Summary

___ Discretionary x_ Mandated

Value

Strateglc Scores for:
Risk A. A PCB Release to the ESP Roof.
Risk B. A PCB releass to the ESP Internals.

¥ v

S T

f . '
1
'

v
s
'

s T

Risk A
Risk B

NPV

IRR Payback  OperPerf Ragulalory Safely Community E;::Z:::
a o] [s] 1 1 1 o
[} a 3] 2 2 2 [}
Paramatar
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o 3

Risk Scores - Risk A. A PGB Reloase to the ESP Roof.
Consaquance of not doing project

Catasirophic/Severe | Major/Moderate Minor! Minimal
Certain/Probable
Probability Likely/Passible ES,T
Rare/Remols FST FST

Risk Type Key: F = Financial, T= Technicai, S = Soclopolitical

Risk Scores - Risk B. A PCB Release to the ESP Intarnals.
Consequence of not doing project

jeet o]
Cataslrophic/Severe | MaloriModerate [ Minor Minimal
Cerialn/Probable F.S,T

Probability [ Likely/Possible EST
Rare/Remote

Risk Typea Key: F = Fipancial, T = Technical, S = Sociopolitical

This Cl is being revised to increase the 2008 cash flow by $5,000,000 on a direct, fotal cost basis.
Increasing the cash flow in 2006 allows the vendor to schedule material fabrication during slack periods in
their shops, allowing them to decrease the material and project cost {o us by $376,000.

This project is being completed in three phases. The Phase 1 feasibllity study was completed in
December 2005.

During Phase 2 an ESP equipment suppilar will be released to proceed with the engineering, deslgn and
procurement of long lead materiais raequired for ESP refurbishment and the structural reinforcement
required for balanced draft operation. Alse during Phase 2 the scope of the project will be finalized and
the installation sequencs and duration optimized

Construction work packages will be bld. These blds will be used to update the overall project cost
estimate that will be reviewed with AEP Generation Management before procsading with Phase 3 final
construction. The phased approach will greatly reduce the project cost uncertainty.

Project Justification & Explanation of Scores

This is an environmental and safety related project and as such, the typlcal cost/benefit analysis is not
warranted. Elimination of the existing T/R sets reduces the environmental risk and the exposure of
personnel to PCBs. Refurbishing the collecting flelds improvas particulate removal of the existing
equipment and allows continuing compliance with WVA particulate mass emisslon and opacity
ragulations

Reason for Revislon

Spending an additional $5,000,000 on a direct, iotal cost basls In 2008 instead of 2007 reduces the
Project cost $378,000.

Regulatory Issues

The work scops outlined in this Ci add several 1

o1y issues.

»  Safety and environmental issues regarding PCBs contained In the T/R ssts at Amos Unit 3 will be
eliminated

o Particulate capture wiil improve as a result of adding increased power and sectionalization to the
ESP
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: PROJECT APPROVAL REQUISITION

1]

ted August 24, 2006

Associated Projects
This CHHAMPO000104) funds APCo's share of Amos Unit 3. Cl (AMP000488) funds OPCo’s share of Amos
Unit 3.

Order

Project Contacts

Contact Name Telephona
Project Manag P Schecl 200-3216
Requisltion Datail Provider P. Scheckermann 200-32168
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Commission Staff First Set Data Request
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age 20 of 173

]

Order

bod

PROJECT APPROVAL REQUISITION

Company:

Authorization Typs:

Ohlo Power

Funding Project Number: AMP000488

Capital Improvement ____ Original Verslon:

Lease Improvement X _ Revision Number: __1
Business Line! Generation
Location: Amos Unit 3
Project Title: ESP Upgrade and Balanced Draft Reinforcement
Brief Description: Perform detailed angl ing, deslgn and pro t of long lead Items
required to refurbish the Amos Unit 3 electrostatic precipitators and
structurally reinforce it for balanced draft operation to assure compliance
with opacity and particulate matter emlission limits.
Project Start: Completi Authorization Neaded by:
Dates: 11101/2005 12/31/2007 NIA
Expsnditure to be Authorized (uly lcaded) " T R
Capiltal Removal  Total Cost ($)
Previously Approved Amount $6,252,982 0 $6,252,982
This Submission $2,666,807 0 $2,666,807
Total ($) R '$8,919,789 - 0 $8,919,789
Noia: Amount to be authonized s tha folal amount
Required Signatures
Authorization Title Approver Signature Date
Limits
amt<$ 10m Senior VP/or As Delegalad Sigmon, W,
$10m s ami<$20m  Exaculive Vice President/COO Pawars, R,
$20m g amt < §50m Chalrman, President & GEQ Moriis, M, G.
amt > § 50m Board of Direclors Keans, J.
The total t0st on the M ki, R
original ¢ was
. X__ In Budgst Offset
9,351, 5,0, This was A e —
Shown In&o crect _1_ as Project Managemant Ravisw Group? x_Yes __ No
Nuclsar Project Review Group? . Yss No

. &.&N&. 218 on the

reviaion, Or an ‘nereQiz e
of Y 11T, TS, Inthe board
vpbgmhw s was included “

in the “Peviously Appraved © |
amount far APCo. i

“
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2
= ®
[Y's §
o Project Expenditure Schedule (fully loaded)
© O
=5
=3 Futura Totat
g O Year 2005 2006 2007 2008 2009 Yoars ()
2 . caphal B B818736 W T sete78e
é Removal
8 [T s eenms
Assoc. O &M
Financial Analysls Summary
Simple Payback Discount Rate
Paramater IRR NPV Period Used
s Result . " NIA - NIA NA L TNIA
Nota: This project was not justified by sconomics. It is justified on an environmenlal basis.
Scoring Summary
__. Discrationary x_ Mandatad
Strategic Scores for: )
Risk A. A PCB Ralease to the ESP Roof.
Risk B. A PCB release to the ESP Internals.
3 it e e : R P—
2 e —
1 R
3, I | T RskA
o
Z oy o ERisk 8
-2
3l e e e T e e ;
mp/Bus
NPV IRR Payback QperPerf  Regulatory Safsty Communily Process
Risk A o 0 o o 1 1 1 o
Rlsk 8 4 [} o g 2 2 2 4]
Parameter
N
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[
g Risk Scoras ~ Risk A. A PCB Release to tho ESP Roof,
o Canseqguence of not doing projact
s} Catastrophic/Severe | MajariModerate Minor/ Minimal
Centain/Probable
Probability [ Likely/Possible F.8,T
Rare/Remote FST FST
Risk Typs Key: F = Financial, T = Tachnical, S = Soclapoliical
Risk Scores —~ Risk B. A PCB Releasa to the ESP Internals,
Consequence of not doing project
Catagtrophic/Severe | Major/Moderate Minot/ Minimal
Certaln/Probable FS,T
Probability Likely/Possible FS,T
Rare/Remote
Risk Typs Key: F = Financlal, T = Technical, S = Sociopolflical

This Cl is being revised to Increase the 2008 cash flow by $5,000,000 on a direct, lotal cost basia.
Increasing the cash flow In 20086 allows the vendor to scheduls material fabrication during slack periods In
their shops, allowing them to decresse the material and project cost to us by $376,000,

This project is being completed in three phases. The Phase 1 feasibillly study was completed In
Dscember 2005.

During Phase 2 an ESP aquipment suppller will be released to proceed with the engineering, design and
pracurement of long lead materials required for ESP refurbish { and the al reinfc it
required for balanced draft operation. Aiso during Phase 2 the scope of tha project will be finalized and
the instaliation sequence and duration optimized.

Construction work packages will be bid. These bids will be used to update the overall project cost
timate thal will be reviewed with AEP Generation Management before proceeding with Phase 3 final
construction. The phased approach will greatly reduce the project cost uncertainty.

Project Justification & Expianation of Scores

This Is an environmental and safety related project and as such, the typical cost/benefit analysis Is not
warranted. Elimination of the existing T/R sets reduces the environmental risk and the exposure of
personnel fo PGBs. Refurblshing the collecting flelds improves particulate removal of the existing
aquipment and allows continuing compliance with WVA particulale mass emission and opacity
regulations.

Reason for Ravision

Spending an additionat $5,000,000 on a direct, total cost basis in 2008 instead of 2007 reduces the
project cost $376,000.

Ragulatory issues

The work scops oullined In this Cl addl several latory issues.

s Salely and environmental Issues regarding PCBs contained in the T/R sets at Amos Unlt 3 will bs
eliminated.

= Partlculate capture will improve as a result of adding increesed power and sectionalization to the
ESP
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1

PROJECT APPROVAL REQUISITION

@

Associated Projects

This CI {AMP000488) funds OPCo’s share of Amos Unit 3. C {(AMP000104) funds APCo's share of Amos
Unit 3.

Project Contacts
Contact Name Telaphone
Projsct Manager P. Scheckermann 200-3218
Requisition Datall Provider P. Scheckermann 200-3218
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Page 24 of 173
Ohio Power - Generation Funding Project Number: CD0O01FGDO
Authorization Type: _x_ Capital improvement ____ Original Version: 00
Lease Improvement X _ Revision Number: 03
Business Line: Generation
Location: Cardinal Generating Plant
Project Title: CD U1 FGDS Phase lll Engineering, Procurement and Construction
Brief Description: Final Authorization to complete detailed engineering, design, procurement,

environmental permitting, construction and start-up of the Wet Flue Gas
Desulfurization system for Unit 1 at Cardinal Plant in December 2007, This
Cl revision provides the necessary funding to complete the project
previously authorized under Phase 1& Il

Project Start: Completion: Authorization Needed by:
Dates: 08/25/2003 07/1/2008 1/31/2006
Expenditure to be Authorized (ully loaded)

Capital Removal  Total Cost ($)
Previously Approved Amount ~ $55,929,103 $0 $55,929,103
This Submission 255,864,187 0 255,864,187
Total ($) $311,793,290 $ 0 $311,793,290
Note: Amount to be authorized is the total amount

Required Signatures

Authorization Title Approver Signature Date
Limits

amt < § 10m Senior VP Sigmon, W.
$10m < amt<3$20m Executive Vice President Powers, R.

$20m < amt< $50m  Chairman, President & CEO Morris, M. G.

amt > $50m Board of Directors Keane, J
Secretary
CP&B Review Senior VP Munczinski, R
Budget Availability for this Authorization: X In Budget Offset
Offset (source & amount):
Generatfion Only: Submission approved by Project Management Review Group? __Yes X No
Nuclear Project Review Group? ___Yes _X No

Comments: PMRG approval not required per Michael lsenberg

Page 10of7
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Project Expenditure Schedule

Future Total
Year 2003 2004 2005 2006 2007 Years ($)
Capital $250,680 $5,276,064 $37,828,656 $101,948,107 $163,478,703 $3,011,080 $311,793,200
Removal $0 $0 $0 $0 $0 $0 $0

Amount to be
Authorized

Assoc. D&M

$250,680 $5,276,064

$0 $0

$37,828,656 $101,948,107 $163,478,703 $3,011,080 $311,793,280

$150,218 $0 $500,000 $0 $650,218

Note: Operating & Maintenance dollars are assumed fo be in bubdget or offset in the year spent.

Financial Analysis Summary

Reference “Business Case Supporting Emission Reduction Capital Needs” dated Jan 2004, by
Chuck Zebula for Financial Analysis.

Simple Payback Discount Rate
Parameter IRR NPV Period Used
Result N/A N/A N/A N/A
Nofe: These results must match all background information
Scoring Summary
____ Discretionary X Mandated
4 Strategic Scores R
S10- | 'z 1 T | R S o -
2 + } 1 t } t ;
’ ! | | | ] | r
: | i | | ! [ (
> [ 1 l [ ; | [
- x I l ! I T !
-2 : : : f : : ;
3 o I I b R N PO U
NPV IRR Payback Oper Perf Regulatery Safety Community Emp/Bus Process
Value 0 0 0 0 0 [+] 0 0
Parametoer
\- %
Risk Scores Consequence of not doing project
Catastrophic/Severe | Major/Moderate Minor/ Minimal
Certain/Probable S
Probability Likely/Possible
Rare/Remote
Risk Type Key: F = Financial, T = Technical, S = Sociopolitical

Please see Project Justification and Glossary for explanation of Scores

Page 2 of 7
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The decision to install Wet Flue Gas Desulfurization (WFGD) scrubber technology at Cardinal
was made in the context of an AEP system wide environmental compliance analysis which
identified that scrubbing Cardinal Units 1& 2 was a critical element in achieving the least cost
compliance plan to meet current and future emission regulations. The analysis was conducted
using the multi-emissions compliance optimization model (MECO), a unique mixed integer
programming mode] which solves for the least cost environmental compliance plan. The model
considers power and emission ailowance markets, load demand forecast, emission allowance
balances, emission control retrofit costs, new unit costs, unit emission rates, and unit operating
costs. This proprietary model is a sophisticated analytic tool that allows the company to
systematically weigh costs and risks of a wide variety of options and allows simultaneous
optimization across multi-emissions (SO, NO,, mercury and COy).

In July 2003, the company analyzed a variety of potential environmental scenarios, including
current SO, and NOx regulations faced by the company under Title IV and the NOx SIP Call
under the Clean Air Act of 1980 plus a variety of additional reductions under EPA’s future
regulatory initiatives for fine particulates, visibility and ozone attainment initiatives. In addition,
potential multi-emissions regulations such as Clear Skies and the Carper hill were evaluated. The
analysis indicated that under all the scenarios and related sensitivity analyses that the Cardinal
scrubber decision was always a critical element of the least cost compliance plan.

In the January 2005 MECO run, AEP reanalyzed the compliance plan in light of the proposed
EPA Clean Air Interstate Rule (CAIR) and the mercury rules (proposed in December 2003) and
reached an identical conclusion. The Cardinal scrubber was again found to be an economic
decision. In January 2005, updated capital costs and fuel pricing were entered into the model
and Cardinal was again selected for scrubbing, as were retrofits necessary to burn low-cost high
sulfur coal as part of AEP’s least cost compliance plan.

In addition, under all the scenarios analyzed, fuel and operating costs of Cardinal plus the
scrubber investment (incremental capital ) and additional O&M costs were well below market
prices for power now and projected in the future, indicating that the investment in Cardinal was
sound and robust relative to market alternatives.

Revision for Phase lll (CPP CD001FGDO Revision 3)

In order to meet the Cardinal FGD 2007 in-service date, this Phase Ill CPP is required to continue
detailed engineering, design, scheduling, environmental planning, permitting, procurement,
construction and start-up to obtain an operational WFGD system at Cardinal. Phase lll is the final

Page 3of 7
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Component Cls
Service Date | CI Number Description of Work Est. Fully Est. Fully
Loaded Capital Loaded
Cost ($) Removal Cost ($)
12/16/2007 000007231 | FGD scope of work. This component Cl $224,556,532
was originally approved as a standalone
Cl (Revision 02) in the amount of
$55,829,103.
12/16/2007 | CDDD1CONO | Controls Modernization 37,454,332
12/16/2007 | CD0O01BMOO | Boiler Modifications $8,763,256
12/16/2007 CDOO1BALO | Balanced Draft $39,042,255
12/16/2007 CDO01FDFO | FD Fan Modifications $2,228,312
12/16/2007 CDO01PURO | Purge Stream Water Treatment $16,089,060
12/16/2007 CD001S030 | SO3 Mitigation $9,165,967
12/16/2007 | CDOO1CATO | Catalyst Replacement $4,513,576
Total Cost ($) $311,793,290
Project Justification
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authorization phase and includes erection of WFGD and Balance of Plant (BOP) equipment and
start-up.

Specifically, Phase il will build upon engineering and budgetary cost estimates from Phase Il &
Phase | and continue with detailed design including the shift from Open Spray Tower WFGD
(OST) technology to Chiyoda Jet Bubbling Reactor WFGD (JBR) scrubber technology

Phase IlI will fully fund the selected Architect / Engineer (A/E) Black & Veatch (B&V), currently
under contract for Cardinal Plant Units 1& 2 under a fixed price confract arrangement to provide
Engineering, Procurement, Construction and Start-up (EPC) services for WFGD OEM & BOP
scope.

Phase H will fully fund the selected chimney A/E (Puliman Power), currently under contract for
Cardinal Units 1& 2 under a fixed price contract arrangement to provide Engineering,
Procurement and Construction { EPC) services for the new 1000 ft. chimney required for WFGD.

Phase Il will fund all required AEPSC FGD project support including; Project Management,
Engineering, Design, Permitting, Construction and Start~up support services through the in-
service date of December 16, 2007 and subsequent performance, reliability and acceptance
testing in the 1% quarter of 2008.

Note: Funding for Cardinal Units 1& 2 Landfill and Gypsum Transportation scope as well as
funding for facilities required specifically for barge shipment of gypsum to the BPB wallboard
facility will be included in separate Cl funding requests.

Associated Environmental Operability and Reliability Work — Component Cls

The AEP Fleet Compliance Plan to address emissions regulations in the most cost-effective manner
relies on the efficient and reliable operation of the controlled Units. The associated projects identified
below are intended to provide greater operational flexibility in this area and address overall reliability.
The complexity of the associated projects and their interaction between WFGD and the existing SCR
requires continuing review to optimize scope, costs and scheduie. These projects (Component Cls} are
consistently selected as a key part of the low cost compliance plan through MECO model analysis.

Steam generator additions to allow the use of the most economic high sulfur coal have been analyzed as
a part of the WFGD project. The following associated projects are included in this Phase Il funding
request.

= Balance Draft Conversion —Installation of WFGD necessitates implementation of new fans to
overcome additional system pressure drop (resistance). This provides the opportunity to convert
the furnace and gas path to operate at slightly negative pressure (balanced draft condition).
Converting to balance draft design concurrent with a WFGD retrofit enables the unit to burn lower
cost high sulfur coal, provides a less hazardous work environment, and mitigates reduction in unit
availability while reducing the potential for fugitive emissions to the environment.

= S0, Mitigation System - A portion of SO, generated during coal combustion is oxidized to SO;
in the steam generator and further oxidized in the SCR. Burning higher sulfur coals potentially
increases the quantity of resultant SO, from both the steam generator and SCR. Without
additional controls, the stack SO, levels are projected to exceed the stack targeted control range
S0 and could contribute to blue plume opacity in flue gas exiting the stack. Control of SO; stack
emissions will require the application of two separate SO3 mitigation techniques/technologies.
One of the required mitigation techniques will be replacement of the SCR catalyst with low SO, to
S0; conversion catalyst to reduce the amount of SO; converted in the SCR. The second
mitigation technology will require installation of a dry sorbent (trona or lime) injection system. This
technology will inject sorbent into the flue gas upstream of the existing electrostatic precipitators
(ESP) where SO; will react with the sorbent forming salts that are collected in the ESP.

Page 4 of 7
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Unit Controls Modernization - The WFGD system employs a state of the art distributed control
system. Significant modernization of existing obsolete plant control systems will be required to
enable integration of new WFGD controls. In addition to providing a local control room for
WEFGD, all operator control functions required for systems modified by this project will be
incorporated into a common control room console along with existing SCR controi stations. Plant
boiler control systems will be affected by the upgrade.

WFGD retrofit includes new equipment for controlling boiler slag and balanced draft operation.
Integration of new equipment controls, monitoring, and protection functions with the existing main
control room operator interface must be accomplished in @ manner that allows an operator to
perform duties without confusion.

Steam Generator Modifications —Flexibility to burn higher sulfur coal, with its increased
slagging potential and tube wall corrosion potential requires retrofitting the boiler with additional
equipment in order to maintain reliable operation. Modifications to the steam generator will
inciude additional furnace slag control devices (water cannons and soot blowers), slag monitoring
devices, (high temperature camera and temperature instrumentation) and furnace tube wall
corrosion protection (weld overlay) to operate satisfactorily and maintain reliability.

Purge Stream Water Treatment ~Evaluation of expected WFGD purge stream water contents
indicates that treatment for Total Suspended Solids (TSS) and PH will be required for
environmental water quality compliance. Studies are in progress to finalize the design basis of the
treatment facility that will be required to meet compliance standards. In order to support
environmental permitting and an EPC execution schedule to meet the required operational date in
December 2007, an estimated $14 million direct cost aliowance is recommended to fund this
portion of the work. This cost amount was determined from industry benchmarking and input from
the AE. This portion of the project will be firmed up early in the second guarter of 2006.

FGD Project Bulk Power Feed- Required 13.8 KV electrical power to operate the WFGD project
will be supplied from the Cardinal Plant 138 KV switch yard. This power supply will be
accomplished by the addition of (4) new 138KV {o 13.8KV step-down fransformers to be instalied
in the 138KV switchyard and (4) new 13.8 KV circuits running from the switchyard to a dead end
structure located on Ohio Power property near WFGD facilities.

FD Fan Modifications —Existing FD Fans may require modification to efficiently operate and
accommodate changed operating conditions resulting from the addition of ID Fans required for
FGD and Balanced Draft operation.

Regulatory Issues - Status November 2005

Existing regulations under Title IV of the Clean Air Act, as well as regulations issued by the U.S.
EPA in March, 2005, will require AEP to significantly reduce emissions of SO2 in the future. This
will trigger the need to install additional emission control technology on selected plants in the
fleet. U.S. EPA’s, final Clean Air Interstate Rule will require additional 802 emission reductions
beginning in 2010 and establishes annual NOx compliance requirements in 2009 in addition to
the ozone season requirements. In March 2005, U.S. EPA finalized a regulation for mercury
emissions from coal-fired power plants. Under this program, if adopted by states in which AEP
operates, mercury emissions will have to be reduced by approximately 1/3 by 2010. Mercury
emission reductions can be achieved with a combination of SCR and FGD contro! technology. In
addition to these regulations, the existing Title IV Acid Rain Control Program will require emission
reductions from AEP coal-fired plants prior to 2010 due to the expected decline in the availability
of SO2 emission allowances in the market.
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Alternatives Considered

The S02 Compliance Plan has evaluated several alternatives such as
procurement of S02 allowances on the open market and/or fuel switching,
but these alternatives will not provide the amount of S02 allowance
required to support AEP's coal-fired electrical generation fleet.

Conclusion

Phase }il funding for engineering, design, procurement, permitting, construction and start-up is
required to support the Cardinal Unit 1 WFGD program execution schedule and operation date of
December 16, 2007,

Approval of this Ohio Power Phase i1l Cl for Cardinal Plant Unit 1 WFGD is recommended
contingent upon Buckeye Power Company Board approval of the Cardinal Plant Unit 2 WFGD.
This is necessary because the WFGD system design basis for each Cardinal unit relies on
shared use and common ownership of various WFGD system components. (i.e.- chimney, barge
facilities, limestone and gypsum material preparation, electrical power supply, material handling,
water treatment, SO3 Mitigation)

This strategy supports the construction of a WFGD at Cardinal Plant for operation in 2007.

Background Information

In accordance with the fleet SO2 compliance plan, Cardinal WFGD technology is targeted fo be
capable of 88% SO, removal efficiency. This level of removal will allow for an expected 95%
reduction in annual emissions during all modes of operation. The reagent will be fimestone, and
the technology will provide the operational flexibility to produce a wall-board quality gypsum
byproduct. The WFGD design criteria will maintain maximum fuel fiexibility for burning high sulfur
coal.

The WFGD design basis for these units must include provisions for adding future emission control
equipment for reduction of mercury and possibly other emissions without relocation of equipment.
This approach will allow for implementation of current available technologies at some later date
without major redesign of systems and provide AEP the opportunity to explore new technologies
in meeting future regulations.

A computer model, Multi-Emissions Compliance Optimization (MECO), was developed to guide
the selection of methods for fleet compliance under five different regulatory scenarios. The model
considers power and emission allowance markets, load demand forecast, emission allowance
balances, emission controf retrofit costs, new unit costs, unit emission rates, and unit operating
costs. The methods considered viable are allowance purchases, fuel switching, capacity
retirement, and building new equipment. This model identified the Cardinal Unit 1 as requiring a
WFGD in 2007 based on the current assumptions for SO, credit value and availability.
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Associated Projects

= The following is a list of the joint plant projects for Cardinal Operating Company and Buckeye
Power Company associated with the Ohio Power Company component Cl's in this CPP:

CD Project OP Project BP Project Project Description
000007110 000007231 000007230 CD U1 FGD
CDOO1CONM CDOQO01CONO 000007230 CD U1 Controls Modernization
CD001BMOD CDO001BMOO 000007230 CD U1 Boiler Modifications
CDO01BALD CDDO01BALO 000007230 CD U1 Balanced Draft
CDOO1FDFM CDO01FDFO 000007230 CD U1 FD Fan Modifications
CDO01PURG CDOO1PURO 000007230 CD U1 Purge Stream Water Treatment
CD001S0O3M CD00138030 000007230 CD U1 SO3 Mitigation
CDOD1CATA CDOO1CATO 000007230 CD U1 Catalyst Replacement
Project Contacts
Contact Name Telephone
Project Manager Dan Hummel (614) 718-1725
Requisition Detail Provider Dan Hummel (614) 716-1725
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Company: Ohio Power Company Funding Project Number: MI.001FGDGO
Authorization Type: Capital X  Original Version: 00
Revision Number:
Business Line: Generation

Location:
Project Title:

Brief Description:

Project
Dates:

Mitchell Generating Plant
ML U1 WFGD/SCR Phase lil Engineering, Procurement, and Construction

Final authorization to complete detailed engineering, design, procurement,
construction, and start-up of a Wet Flue Gas Desulfurization and a
Selective Catalytic Reduction system for Unit 1 by April 2007. This Cl
revision provides the necessary funding to complete the project previously
authorized under Phases | & 1l

Authorization Needed by:
2/23/2005

Completion:
06/30/2007

Start:
10/01/2001

Expénditure to be Authorized iy ioad

Capital Removal  Total Cost ($)
Previously Approved Amount ~ $73,048,582 $73,048,582
i »his“ _ubmission . _$371 316,707 $371,316,707
‘Total(3) . .. $444,365,298 $444,365,298
Note: Amount fo be authorized is the fotal amount
Required Signatures
Authorization Title Approver Signature Date
Limits L/
amt<$ 10m Senior VP Sigmon, W. s
$10m =<amt<$20m Executive VP/COO Powers, R. /6 e Ké// 75
z -]
$20m <amt<$50m  Chief Execufive Officer Morris, M. G. W é‘ /}/ / Of’
4 ’ [
amt = §50m Board of Directors Keane, J. / /
7 Secretary
! -
CP&B Review Senior VP Munczinski, R 7 3 ,(5’ }6 £
Budget Availability for this Authorization: X In Bud\éé{ Offset

Offset (source & amount):

Generation Only: Submission approved by Project Management Review Group? __Yes X No
Nuclear Project Review Group? __Yes X No

Comments: .
IT Project Only: ___ $250,000 < $1,000,000 submission approved by EVP or Delegated to SVP only? ___Yes __ No
Yes No

___ > §1,000,000 submission approved by Office of Chairman?
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Project Expenditure Schedule

Future Total
Year <2005 2005 2006 2007 2008 Years %)

185 | $136,763,381 . 82

$0 $0 $700,000 50 $700,00

Note; Operating & Maintenance dollars are assumed to be in budget or offset in the year spent.

Financial Analysis Summary

Simple Payback Discount Rate
Period Used

7.9%

Parameter IRR NPV

Note: Thesé fésdlts must ma“tch' éil background information

Scoring Summary

Discretionary _X_ Mandated
d Strategic Scores )
3
oL
1
E
3 0
-1
.2
-3 NIRRT Payback Oper Porf Regulatory Communtty . Bus Process
Value -3 -1.68 0.12
Parameter
- S/
isk Scores :°" Consequence of not doing project
Catastrophic/Severe | Major/Moderate Minor/ Minimal
Certain/Probable S
Probability Likely/Possible
Rare/Remote
Risk Type Key: F = Financial, T = Technical, S = Sociopoiitical

Please see Project Justification and Glossary for explanation of Scores
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Component Cls

s CINumb&r | Déseri
04/01/2007 WSX115086 | FGD/SCR scope of work. This $369,248,323
component Cl was originally approved
as a standalone Cl (Revision 03) in the
amount of $73,048,582,
04/01/2007 | MLOO1BALD | Balanced Draft Conversion $24,116,897
04/01/2007 | MLO0O1DCS0 | Controls Modernization $2,756,539
04/01/2007 | MLOO1BMOD | Steam Generator Modifications. $10,139,130
04/01/2007 | MLO01SO3M | SO, Mitigation System $14,636,084
04/01/2007 | MLOO1PURG | Purge Stream Water Treatment System $11,349,651
04/01/2607 | MLOD1COAL | Coal Blending Station $12,121,665
o - '$444,365,289 |:
ne DO A

This Phase il Cl final funding authorization covers expenditures in.2005, 2006 and 2007 to
complete the Mitchell Unit 1 Wet Flue Gas Desulfurization (WFGD) and Selective Catalytic
Reduction (SCR) projects including engineering, procurement, construction, and startup of the
WFGD and SCR systems and all associated projects. The in-service date is scheduled for April
2007 with process testing and project close out completing June 2007.

Site mobilization occurred in mid-August, 2004 to start excavation and relocation of underground
interferences in preparation for excavation for the stack, absorber towers, and WFGD huilding
foundations. Excavation for the stack foundation began in early October 2004 to support the
stack shell erection commencing in March of 2005. Funding for site preparation, stack, and
foundation contractors was provided by Phase i of this CI. All current authorization will be
committed and/or spent by the end of February 2005.

Project Justification & Explanation of Scores

The decision to install WFGD and SCR systems at Mitchell was made in the context of an AEP
system wide environmental compliance analysis which identified that scrubbing Mitchell Unit 1
and installing a SCR systemn were critical elements in achieving the least cost compliance plan to
meet current and future emission regulations. The analysis was conducted using the MECO
(multi-emissions compliance optimization) model, a unique mixed integer programming model,
which solves for the least cost environmental compliance plan. The model considers power and
emission allowance markets, load demand forecast, emission allowance balances, emission
control retrofit costs, new unit costs, unit emission rates, and unit operating costs. This
proprietary model is a sophisticated analytic tool that allows the company systematically to weigh
the costs and risks of a wide variety of options and allows simultaneous optimization across multi-

emissions (S0O2, NOx, mercury and CO2).

In July 2003, the company analyzed a variety of potential environmental scenarios, including the
current SO, and NOx regulations faced by the company under Title IV and the NOx SIP Call
under the Clean Air Act of 1990 plus a variety of additional reductions under EPA’s future
regulatory initiatives for fine particulates, visibility, and ozone attainment initiatives. In addition,
potential multi-emissions regulations such as Clear Skies and the Carper bill were evaluated. The
analysis indicated that under all the scenarios and related sensitivity analyses that the Mitchell
Plant WFGD/SCR decision was always a critical element of the least cost compliance plan.

In January 2004, AEP reanalyzed the compliance plan in light of the proposed EPA clean air
interstate rule (CAIR) and the mercury rules (proposed in December 2003) and reached an
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identical conclusion. The Mitchell Unit 1 WFGD and SCR were again found to be an economic
decision.

= In January 2005, updated capital costs and fuel pricing were entered into the WFGD model and
Mitchell Plant was again selected for scrubbing as were retrofits necessary to burn low-cost high
sulfur coal as part of AEP’s least cost compliance plan. In addition, under all the scenarios
analyzed, the fuel and operating costs of Mitchell Unit 1 plus the WFGD investment (incremental
capital) and additional O&M costs were well below market prices for power now and projected in
the future, indicating that the investment in Mitchell was sound and robust relative to market

alternatives.

= In order to meet the Mitchell Unit 1 WFGD/SCR 2007 in-service date, Phase Il Cl funding is
required to continue and complete detailed engineering, design, scheduling, environmental
planning, permitting, procurement, and construction to obtain operational WFGD and SCR
systems at Mitchell. Phase il includes the erection of the WFGD, SCR and Balance of Plant

(BOP) equipment and system startup.

= Specifically, Phase 1l will build upon the engineering and budgetary cost estimates from Phase Il
and continue with detailed engineering, design and construction. Construction labor Request for
Quotation (RFQ) Packages were issued for competitive pricing and have become the basis of the
Phase Il requested labor funding for the WFGD project. A firm price for the SCR construction
has been established, also through the use of competitive pricing.

= Phase lil funds the selected A/E through completion of detailed engineering, design, and
construction in 2007. Phase il also funds the selected WFGD and SCR OEMs to continue
design and equipment selection, to support the construction and in-service schedule. Funding for
Phase Il also supports internal AEPSC engineering, design, air permitting efforts, project
management and construction services through completion of the project.

Associated Environmental Operability and Reliability Work

The AEP Fleet Compliance Plan, to address emissions regulations in the most cost-effective manner,
relies on the efficient and reliable operation of the controlled Units. The associated projects identified
below are intended to provide greater operational flexibility in this area and addressing overall reliability.
The complexity of the associated projects and their interaction between the WFGD and the SCR requires
continuing review to optimize scope, costs and schedule. These projects are consistently selected as a
key part of the low cost compliance plan through MECO model analysis.

Steam generator additions to allow the use of the most economic high sulfur coal have been analyzed as
a part of the WFGD project. The following associated projects are included in Phase Ill.

= Balance Draft Conversion — The installation of WFGD necessitates the implementation of new
fans to overcome the additional system pressure drop (resistance). This provides the opportunity
to convert the furnace and gas path to operate at slightly negative pressure (balanced draft
condition). Converting to balance draft design concurrent with a WFGD retrofit enables the Unit
to combust high sulfur lower cost coal, consistently provides a less hazardous work environment,
mitigates reduction in unit availability and reduces potential for fugitive emissions to the
environment.

= S0, Mitigation System - A portion of the SO, generated during coal combustion is oxidized to
S0, in the steam generator and further oxidized in the SCR. Burning higher sulfur coals
potentially increases the quantity of resultant SO; from both the steam generator and SCR.
Without additional controls, the stack SO; levels are projected to exceed the stack targeted
control range and could contribute to a blue plume opacity in the flue gas exiting the stack. The
installation of a magnesium hydroxide slurry injection system into the upper furnace of the steam
generator will reduce SOj; exiting the boiler. The SCR will be designed to utilize low SO, to SO,
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conversion rate catalyst to minimize the amount of SO; converted in the SCR. The remaining
S0, levels will be reduced to the control range via use of the existing ammonia injection system.

Unit Controls Modernization — The installation of WFGD and SCR technoiogies will utilize a
state of the art control system. This new, modern DCS system will be integrated into the existing
unit controls, which will be incrementally modernized so as to make this work feasible. “Stand-
alone” controls for the WFGD and SCR are not desirable.

Fuel Blending Capabilities ~ On-site blending capability adds significant flexibility for the
procurement of the most economic fuel. The economies of burning high sulfur coal have been
analyzed as part of the WFGD project and are supported by the economic models. Mitchell plant
has the tunnel and chute capacity and a radial stacker that will accommodate a blending
operation. There are conveyors that would need to be added and/or upgraded to allow blending.

Steam Generator Additions — Building on the fuel flexibility benefits, for Mitchell Plant to
combust coals with sulfur contents as high as 4.5#/MBtu, the steam generator will require some
changes, including installation of a new rearwall arch, additional furnace slag control devices
(water cannons and/or blowers), furnace overlay to mitigate increased furnace corrosion, and
boiler instrumentation upgrades.

Riverwater Makeup Pump Upgrades - The water demands of the WFGD and SCR systems
exceed the existing capacity of the riverwater makeup system. Review of various options o
increase system capacity has determined that the most economic approach is to replace the
existing pumps and motors with higher flow capacity pumps/motors. This will assure reliable
water supply for plant needs as well as the WFGD and SCR.

Purge Stream Water Treatment - Initial evaluation of the potential purge stream water contents
indicates that treatment may be required. Further studies are in progress to determine the extent
of treatment if any, which may be required. In order to maintain the current schedule, a
preliminary estimate of $20 million is allocated to fund this portion of the work. This number was
determined from benchmarking the industry and input from the AE and will be accurately
determined late in the second gquarter of 2005.

Conclusion

Phase Il funding for engineering, design, procurement, construction, and start-up is required to
support the WFGD and SCR schedule.

This strategy supports the construction of WFGD and SCR systems at Mitchell Unit 1 for
operation April 2007.

Additional Information

Regulatory Issues

Existing regulations under Title IV of the Clean Air Act, as well as regulations currently under
development by the U.S. EPA, along with other alternatives to the Clean Air Act being considered
by Congress such as Clear Skies and the Carper Bill, will require AEP to reduce emissions of
S0, in the future. This will trigger the need for installing additional emission control technology
on selected plants in the fleet. U.S. EPA proposed in December 2003 regulation of interstate air
quality that, if promulgated, will require significant additional SO, and NO, emission reductions
beginning in 2010. U.S. EPA also proposed in December 2003 regulation of mercury emissions
from coal-fired power plants. Mercury emission reductions can be achieved with a combined
SCR and WFGD system. In addition to these proposed regulations, the existing Title IV acid rain
control program will require emission reductions from AEP coal-fired plants prior to 2010 due to
the expected decline in the availability of SO, emission allowances in the market.
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Alternatives Considered

The SO, Compliance Plan has evaluated several alternatives such as the procurement of 80,
allowances on the open market and/or fuel switching, but these alternatives will not provide the
amount of SO, allowance required to support AEP's coal-fired electrical generation fleet.

Alternatives to the SCR technology that were considered include buying needed NOx emissions
allowances in the marketplace, Over-Fired Air (OFA), Water Injection, OFA & Water Injection,
SNCR, OFA & PRB Fuel Blend, AEFLGR, Gas Reburn, and PRB Fuel Blend. Reliance on an
uncertain marketplace for NOx emissions allowances is an unacceptable compliance strategy
and would place the Company and its ratepayers at an unacceptable risk of noncompliance. The
alternatives to the application of SCR technology are, in some cases, not as cost effective as
SCR and, in all cases, unable to achieve the reduction required at Mitchell to meet the applicable
NOx requirements for the AEP System.

Background Information

The WFGD technology is targeted to be capable of 98% SO, removal efficiency. This level of
removal will allow for an expected 95% reduction in annual emissions during all modes of
operation. The reagent will be limestone, and the technology will provide the operational flexibility
to produce a wall-board quality gypsum byproduct. The WFGD design criteria provide maximum
fuel flexibility by allowing for the burning of high sulfur coal.

The WFGD design basis for this unit includes provisions for adding future emission control
equipment for reduction of mercury and possibly other emissions without relocation of equipment.
This approach will allow for implementation of current emerging technologies at some later date
without major redesign of systems and provide AEP the opportunity to explore new technologies
in meeting future regulations.

The SCR system will be designed for a 90% NOx removal rate with an allowable maximum
ammonia slip of 2 ppmv (at 3% O,) and a design catalyst life that minimizes the life cycle costs.
A urea to ammonia conversion system will be used fo supply the SCR reactors with reagent.

Project Contacts

Edward V. Gilabert — FGD (614) 716-1765

ProjectManager ™ ;o1 Johnson - SCR (614) 716-3437
Requisition Detall Provider Edward V. Gilabert (614) 716-1765
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Business Line: Generation
Location: Mitchell Generating Plant
Project Title: ML U2 WFGD/SCR Phase lll Engineering, Procurement, and Construction
Brief Description: Final authorization to complete detailed engineering, design, procurement,

construction, and starf-up of a Wet Flue Gas Desulfurization and a

Selective Catalytic Reduction system for Unit 2 by December 2006. This Cl

revision provides the necessary funding to complete the project previously

authorized under Phases | & Il
Project Start: Completion: Authorization Needed by:
Dates: 10/01/2001 06/30/2007 2/23/2005

‘Expenditure to be Authorized (ulyloaded) : - ' ¥
Capital Removal  Total Cost ($)
Previously Approved Amount  $73,561,953 $0 $73,561,953
This Submission $364,032,565 $0 $364,032,565
:Total($) | . $437,594,518° $0.:7.8437,594,518

Note: Amount fo be authorized is the tofal amount

Required Signatures

Authorization Title Approver Signature Date
Limits 4
amt < $ 10m- - Senior VP Sigmon, W. 37 1 ,_/7}_,/) - /5//0{
7 1) V4
$10m =amt<$20m Executive VP/COO Powers, R. AL H, Vi, ; 2/2//0 5
520m samt<$50m  Chief Executive Officer Morris, M. G. ﬁ M 5, )7 ;OJ
M v
amt = § 50m Board of Directors Keane, J. ( }
Secretary
CP&B Review Senior VP Munczinski,@ ?&S (_o_’%}_’b%: ﬂfbﬁ-{fﬁ’\ ;);7 lc)
g - - » =
Budget Availability for this Authorization: X In Budget Offset
Offset (source & amount):
Generation Only: Submission approved by Project Management Review Group? ___Yes X No
Nuclear Project Review Group? ___Yes X No
Comments:
IT Project Only: ~_ $250,000 = $1,000,000 submission approved by EVP or Delegated to SVP only? __Yes __ No
___ > 51,000,000 submission approved by Office of Chairman? __Yes ___ No
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Project Expenditure Schedule
Year <2005 2005 2006 2007 2008 Future Total
Years %)
Capital $31157,834 §148,081,544 $213,382,002 §44:072,238 i 437,504,518
Removal $0 $0 30 $0 $0
‘Amounttobe .. .o oo S O s E e
N nores SE1ISTOSH SUSOUSH: S22 S44ST20% koot
Assoc. O & M $0 $0 $700,000 $0 $700,000
Note: Operating & Maintenance dollars are assumed to be in budaget or offset in the year spent.
Financial Analysis Summary
Parameter IRR NPV Simple Paybe_ack Discount Rate
Period Used
© WiResllt . 0%, T (150) M5 79
“Note. These results must match'é'lili background information ‘ T ' "
Scoring Summary
____ Discretionary X Mandated J
4 Strategic Scores N
3 e e o :” - 7 TN s T T e T e
2 = f s
! 3 i i ;
g ; ik 2 i
g ° . {
2 T *
- NP\/ IRR 'Payback ' OperPerf ‘R:eg;latory Ccrrrmmty :mBus Process
Value -3 -1.68 012
Parameter J
N
Risk Scores Consequence of not doing project
Catastrophic/Severe | Major/Moderate Minor/ Minimal
Certain/Probable S :
Probability Likely/Possible
Rare/Remote
Risk Type Key, F = Financial, T = Technical, S = Sociopolitical
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Component Cls . i
Service ClNumber | Description of Work - | Est Fully Est. Fully
Date : ’ ' : . . | 'Loaded .| Loaded:
L . % ... | CapitalCost | Rerroval’
12/31/2006 | WSX115137 | FGD/SCR scope of work. This $362,984,414
component Ci was originally approved
as a standalone Cl (Revision 03) in the
amount of $73,561,953.
12/31/2006 | MLOD2BALD | Balanced Draft Conversion $23,843,429
12/31/2006 | MLO02DCSO | Controls Modernization $2,953,086
12/31/2008 MLO02BMOD | Steam Generator Modifications. $10,014,620
12/31/2006 MLO028SO3M | SO, Mitigation System $14,470,122
12/31/2006 MLOO2PURG | Purge Stream Water Treatment System $11,344,634
12/31/2006 | MLOO2CQOAL | Coal Blending Station $11,984,214
Total . | T T T T[T $437,594,518 |
Cost{($) g S A

= This Phase [l Cl final funding authorization covers expenditures in 2005, 2006 and 2007 to
complete the Mitchell Unit 2 Wet Flue Gas Desuifurization (WFGD) and Selective Catalytic
Reduction (SCR) projects including engineering, procurement, construction, and startup of the
WFGD and SCR systems and all associated projects. The in-service date is scheduled for
December 2006 with process testing and project close out completing June 2007.

=  Site mobilization occurred in mid-August, 2004 to start excavation and relocation of underground
interferences in preparation for excavation for the stack, absorber towers, and WFGD building
foundations. Excavation for the stack foundation began in early October 2004 to support the
stack shell erection commencing in March of 2005. Funding for site preparation, stack, and
foundation contractors was provided by Phase Ii of this Cl. All current authorization will be
committed and/or spent by the end of February 2005.

Project Justification & Explanation of Scores

= The decision to install WFGD and SCR systems at Mitchell was made in the context of an AEP
system wide environmental compliance analysis which identified that scrubbing Mitchell Unit 2
and installing a SCR system were critical elements in achieving the least cost compliance plan to
meet current and future emission regulations. The analysis was conducted using the MECO
(multi-emissions compliance optimization) model, a unigue mixed integer programming model,
which solves for the least cost environmental compliance plan. The model considers power and
emission allowance markets, load demand forecast, emission allowance balances, emission
control retrofit costs, new unit costs, unit emission rates, and unit operating costs. This
proprietary model is a sophisticated analytic tool that allows the company systematically to weigh
the costs and risks of a wide variety of options and allows simultaneous optimization across multi-
emissions (SO2, NOx, mercury and CO2).

In July 2003, the company analyzed a variety of potential environmental scenarios, including the
current SO, and NOX regulations faced by the company under Title IV and the NOx SIP Call
under the Clean Air Act of 1990 plus a variety of additional reductions under EPA’s future
regulatory initiatives for fine particulates, visibility, and ozone attainment initiatives. In addition,
potential multi-emissions regulations such as Ciear Skies and the Carper bill were evaluated. The
analysis indicated that under all the scenarios and related sensitivity analyses that the Mitchell
Plant WFGD/SCR decision was always a critical element of the least cost compliance plan.

In January 2004, AEP reanalyzed the compliance plan in light of the proposed EPA clean air
interstate rule (CAIR)} and the mercury rules (proposed in December 2003) and reached an
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identical conclusion. The Mitchell Unit 2 WFGD and SCR were again found to be an economic
decision.

= In January 2005, updated capital costs and fuel pricing were entered into the WFGD model and
Mitchell Plant was again selected for scrubbing as were retrofits necessary to burn low-cost high
sulfur coal as part of AEP's least cost compliance plan. in addition, under all the scenarios
analyzed, the fuel and operating costs of Mitchell Unit 2 plus the WFGD investment (incremental
capital) and additional O&M costs were well below market prices for power now and projected in
the future, indicating that the investment in Mitchell was sound and robust relative to market

alternatives.

= In order to meet the Mitchell Unit 2 WFGD/SCR 2006 in-service date, Phase 11l Cl funding is
required to continue and complete detailed engineering, design, scheduling, environmental
planning, permitting, procurement, and construction to obtain operational WFGD and SCR
systems at Mitchell. Phase Il includes the erection of the WFGD, SCR and Balance of Plant

(BOP) equipment and system startup.

= Specifically, Phase HI will build upon the engineering and budgetary cost estimates from Phase 1)
and continue with detailed engineering, design and construction. Construction labor Request for
Quotation (RFQ) Packages were issued for competitive pricing and have become the basis of the
Phase Il requested labor funding for the WFGD project. A firm price for the SCR construction
has been established, also through the use of competitive pricing.

= Phase [ll funds the selected A/E through completion of detailed engineering, design, and
construction in 2007. Phase lll also funds the selected WFGD and SCR OEMs to continue
design and equipment selection, to support the construction and in-service schedule. Funding for
Phase [l also supports internal AEPSC engineering, design, air permitting efforts, project
management and construction services through completion of the project.

Associated Environmental Operability and Reliability Work

The AEP Fleet Compliance Plan, to address emissions regulations in the most cost-effective manner,
relies on the efficient and reliable operation of the controlled Units. The associated projects identified
below are intended 1o provide greater operational flexibility in this area and addressing overall reliability.
The complexity of the associated projects and their interaction between the WFGD and the SCR requires
continuing review to optimize scope, costs and schedule. These projects are consistently selected as a
key part of the low cost compliance plan through MECO model analysis.

Steam generator additions to allow the use of the most economic high sulfur coal have been analyzed as
a part of the WFGD project. The following associated projects are included in Phase lIl.

= Balance Draft Conversion — The installation of WFGD necessitates the implementation of new
fans to overcome the additional system pressure drop (resistance). This provides the opportunity
to convert the furnace and gas path to operate at slightly negative pressure (balanced drait
condition). Converting to balance draft design concurrent with a WFGD retrofit enables the Unit
to combust high sulfur lower cost coal, consistently provides a less hazardous work environment,
mitigates reduction in unit availability and reduces potential for fugitive emissions fo the
environment.

s S0, Mitigation System - A portion of the SO, generated during coal combustion is oxidized to
S0; in the steam generator and further oxidized in the SCR. Burning higher sulfur coals
potentially increases the quantity of resultant SO3 from both the steam generator and SCR.
Without additional controls, the stack SOj3 levels are projected to exceed the stack targeted
control range and could contribute to a blue plume opacity in the flue gas exiting the stack. The
installation of a magnesium hydroxide slurry injection system into the upper furnace of the steam
generator will reduce SO; exiting the boiler. The SCR will be designed to utilize low SO, to SO;
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conversion rate catalyst to minimize the amount of SO3 converted in the SCR. The remaining
S0; levels will be reduced to the control range via use of the existing ammonia injection system.

Unit Controls Modernization — The installation of WFGD and SCR technologies will utilize a
state of the art control system. This new, modern DCS system will be integrated into the existing
unit controls, which will be incrementally modernized so as to make this work feasible. “Stand-
alone” controls for the WFGD and SCR are not desirable.

Fuel Blending Capabilities — On-site blending capability adds significant flexibility for the
procurement of the most economic fuel. The economies of burning high sulfur coal have been
analyzed as part of the WFGD project and are supported by the economic models. Mitchell plant
has the tunnel and chute capacity and a radial stacker that will accommodate a blending
operation. There are conveyors that would need to be added and/or upgraded to allow blending.

Steam Generator Additions — Building on the fuel flexibility benefits, for Mitchell Plant to
combust coals with sulfur contents as high as 4.5#/MBtu, the steam generator will require some
changes, including installation of a new rearwall arch, additional furnace slag control devices
(water cannons and/or blowers), fumace overlay to mitigate increased furnace corrosion, and

boiler instrumentation upgrades.

Riverwater Makeup Pump Upgrades - The water demands of the WFGD and SCR systems
exceed the existing capacity of the riverwater makeup system. Review of various options to
increase system capacity has determined that the most economic approach is to replace the
existing pumps and motors with higher flow capacity pumps/motors. This will assure reliable
water supply for plant needs as well as the WFGD and SCR.

Purge Stream Water Treatment — Initial evaluation of the potential purge stream water contents
indicates that treatment may be required. Further studies are in progress to determine the extent
of treatment if any, which may be required. In order to maintain the current schedule, a
preliminary estimate of $20 million is aliocated to fund this portion of the work. This number was
determined from benchmarking the industry and input from the AE and will be accurately
determined late in the second quarter of 2005.

Conclusion

Phase 1l funding for engineering, design, procurement, construction, and start-up is required to
support the WFGD and SCR schedule.

This strategy supports the construction of WFGD and SCR systems at Mitchell Unit 2 for
operation December 20086. .

Additional Information

Regulatory Issues

Ll

Existing regulations under Title IV of the Clean Air Act, as well as regulations currently under
development by the U.S. EPA, along with other alternatives to the Clean Air Act being considered
by Congress such as Clear Skies and the Carper Bill, will require AEP fo reduce emissions of
S0, in the future. This will trigger the need for installing additional emission control technology
on selected plants in the fleet. U.S. EPA proposed in December 2003 regulation of interstate air
quality that, if promulgated, will require significant additional SO, and NO, emission reductions
beginning in 2010. U.S. EPA also proposed in December 2003 regulation of mercury emissions
from coal-fired power plants. Mercury emission reductions can be achieved with a combined
SCR and WFGD system. In addition to these proposed regulations, the existing Title IV acid rain
control program will require emission reductions from AEP coal-fired plants prior to 2010 due to
the expected decline in the availability of SO, emission allowances in the market.
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Alternatives Considered

= The SO, Compliance Plan has evaluated several alternatives such as the procurement of SO,
allowances on the open market and/or fuel switching, but these alternatives will not provide the
amount of SO, allowance required o support AEP's coal-fired electrical generation fleet.

= Alternatives to the SCR technology that were considered include buying needed NOx emissions
allowances in the marketplace, Over-Fired Air (OFA), Water Injection, OFA & Water Injection,
SNCR, OFA & PRB Fuel Blend, AEFLGR, Gas Reburn, and PRB Fuel Blend. Reliance on an
uncertain marketplace for NOx emissions allowances is an unacceptable compliance strategy
and would place the Company and its ralepayers at an unacceptable risk of noncompliance. The
alternatives to the application of SCR technology are, in some cases, not as cost efiective as
SCR and, in all cases, unable to achieve the reduction required at Mitchell to meet the applicable
NOx requirements for the AEP System.

Background Information

s The WFGD technology is targeted to be capable of 98% SO, removal efficiency. This level of
removal will allow for an expected 95% reduction in annual emissions during all modes of
operation. The reagent will be limestone, and the technology will provide the operational flexibility
to produce a wall-board quality gypsum byproduct. The WFGD design criteria provide maximum
fuel flexibility by allowing for the burning of high sulfur coal.

a  The WFGD design basis for this unit includes provisions for adding future emission control
equipment for reduction of mercury and possibly other emissions without relocation of equipment.
This approach will allow for implementation of current emerging technologies at some later date
without major redesign of systems and provide AEP the opportunity to explore new technologies
in meeting future regulations.

= The SCR system will be designed for a 90% NOx removal rate with an allowable maximum
ammonia slip of 2 ppmv (at 3% O,) and a design catalyst life that minimizes the life cycle costs.
A urea to ammonia conversion system will be used to supply the SCR reactors with reagent.

Project Contacts

" ‘contact . " Telephoné

. Edward V. Gilabert - FGD (614) 716-1765

Project Manager 0.1 johnson - SCR (614) 716.3437
Requisition Detail Provider Edward V. Gilabert (614) 716-1765
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Company:

Authorization Type:

Ohio Power Company

Funding Project Number: #W3H103015
Original Version: 00

_X _Capital improvement .
Revision Number: )

Lease Improvement

Business Line:
Location:

Project Title:

Brief Description:

Project
Dates:

Generation

Kammer/Mitchell Plants Unit 0  Owned: Ohio Power Company

Conner Run Impoundment Expansion

The Conner Run impoundment is the common disposal site for fly ash from both
Kammer and Mitchell Plants and coal wash slurry from Consol Energy’s McElroy
coal prep plant. This disposal site is gritical to the continued operation of both
generation plants and the McElroy mine. This Cl and subsequent revisions will
fund construction associated with the raising of the impoundment dam from the
currently permitted elevation of 937" to 1050" by 2018 allowing continued disposal
through 2031.

Authorization Needed by:
12/31/2003

Compiletion:
12/31/2008

Start:
01/01/2004

 Expenditure to be Authorized (uly loaded); .. - R
Capital Removal  Total Cost ($)
Previously Approved Amount $116,666 ;_ 0 £:$116,666
This Submission $9,527,600 - . ~$200,000 - $9,727,600
Total ($). - - - 99, 644 1266 - - - $200,000. %7/ $9,844,266 |
Note: Amount fo be authonzed is the fotal amount L . el
Required Signaturesj
Authorization Title Approver Signature Date
Limits J
amt < $ 3m Senior VP Sigmon, W Z /’74/"/2'//0?
$3m <amt<$10m  Executive Vice President Powers, R { A1 n_N
Fi
$3m <amt<$10m  Vice Chaiman & COO Shockley III, T -\} - MM’[M / VU5 03
$10m =amt<$30m  President, Chaiman & CEO  Draper, E. Linn D
amt =$ 30m Board of Directors Tomasky, S
Secretary
CP&B Review Senior VP Munczinski, R/)) W\*J\’WWLL l L\ Lﬁl s
=) WV ;
Budget AvaiAlability for this Authorization: X In Budget Offset
Offset (source & amount):
Generation Only; Submission approved by Project Managemenf Review Group? __Yes __ No
Nuclear Project Review Group? Yes No
Comments:
IT Project Only: $100,000 - $250,000 submission approved by Executive Vice President & ClO? Yes ___ No
Yes No

> $250,000 submission approved by Office of Chairman? -
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Future Total

2002 2003 2004 2005 2008 uture e
116,666 50 §5102000, $984,500 $2,732,400  $707,800  $9,644,266
$200,000 $200,000

116666+ ' $5302,900. ' $984,500 $2,732.400. . $707,800 - * $9,844,266

~ Assoc. Fuel
Exp. $155250  $94,750  $50,638  $56,200 $356,838

Note: Operating & Maintenance dollars are assumed to be in budget or offset in the year spent.

Financial Analysis Summary

Simple Payback Discount Rate
Parameter IRR NPV Period Used
Result NIA NIA  N/A N/A

‘ .Note: Thése results must match all backgrouhd }'nformation

Scoring Summary“

____ Discretionary X _ Mandated

\
Strategic Scores

3 e st 1

: N
!

1

R
>

-1 H T 1

z f z |

3o _r\-l;\; o —HR‘;{F" ‘-J‘_mw;;)./back 0;;;‘”9_3;%“ ‘ Regulatary Communlty - Bus Process .

Value 0 4] 0 1 1 0 0
Parameler
o S
... " Risk Scores. - Consequence of not doing project
Catastrophic/Severe | Major/Moderate Minor/ Minimal
Certain/Probable F&T&S
Probability Likely/Possible
Rare/Remote
Risk Type Key: F = Financial, T = Technical, S = Sociopolitical

Please see Project Justification and Glossary for explanation of Scores
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Project Justification & Explanation of Scores

A disposal site for generated fly ash is required for the continued operation of both Kammer and Mitchell
plants. In the current regulatory environment, there are no other financially viable alternatives for
disposing the fly ash generated at Kammer and Mitchell Plants. Any change in the disposal location
would require both Kammer and Mitchell plants to convert of a dry {ly ash collection, transport and
disposal system which is estimated to cost $44,000,000. There is no reasonable market for the quantity
and quality of ash generated at both plants, which means that the ash would have to be placed in a newly
permitted landfill with a liner and a leachate collection system. The total $14,000,000 cost (see below for
details) for this project through 2016 when compared with the estimated $44,000,000 cost for the
alternate proposal makes the proposed project financial scores 3+ and additional financial analysis not

applicable.

Conclusion

The expansion of the current fly ash and mine refuse impoundment, by raising the impoundment dam, is
clearly the most economically favorable resoltution for the required increase in capacity. The necessary
property is already owned by either AEP or Consol. Access roads, power supply and other infrastructure
improvements are currently in service and suitable for continued operation and construction. The

impoundment is surrounded by adjoining Consol or AEP property.

Additional Information

Alternatives Considered

The only other viable alternative approach for the continued and effective disposal of Kammer and
Mitchell Plant fly ash is to convert the wet collection and transfer systems now in place at both plants to
dry fly ash collection, storage, transfer and truck loading systems. In addition, a new dry ash landfill will
have to be constructed on land that is now owned by others. Our estimate for the construction of a new
landfill at the Henderson Hollow property, which has been studied as a potential site for a future landfill,
was approximately $25,000,000. The estimated cost to convert the ash collection, storage and loading
facilities to a dry fly ash collection system at both Mitchell and Kammer plants is $19,000,000. Therefore,
the total estimated costs for the alternate method (i.e. converting to dry ash handling and construction of a
new landfill) for disposal of fly ash produced at Kammer and Mitchell plants are $44,000,000.

Associated / Future Projects

The construction related to raising the dam and the associated expansion of the Conner Run Impoundment
is anticipated to extend through 2016. We anticipate revising this CI two more times to cover the future
construction cost. AEP’s portion of the construction costs for the years beyond 2008 are estimated at
$350,000/year with the exception of additional amounts for raising of towers associated with two
additional transmission lines crossing the impoundment (R ammer Ormet #1 (50% of $1,737,150in 2009)
and Kammer Ormet #2 (50% of $970,450 in 2014). That would put the total construction costs for this
project at approximately $14,000,000, including overheads.

Regulatory Issues
The outflow of the impoundment is regulated by an NPDES issued by WVDEP. A “Certificate of

Approval” issued by the State of West Virginia DEP, Dam Safety Section, of the Division of Water
Resources, regulates the dam’s design, construction and operation.
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Background Information

The Conners Run Impoundment is the common disposal site for fly ash from Kammer and Mitchell plants
and coal wash slurry from Consol Energy's McElroy Mine Wash Plant. This disposal site is critical to the
operation of both power plants and the McElroy Mine. The McElroy mine and wash plant are undergoing
major expansions that will double the mine’s capacity and will greatly increase the wash plant’s waste
output. This will profoundly increase the rate of consumption of the impoundment capacity.

The remaining capacity of the impoundment is insufficient for the forecasted service life of Kammer and
Mitchell Power Plants and the McElroy Mine and Wash Plant. In fact, there is less the three years of

available capacity remaining.

The history of our participation in the impoundment expansion follows:

In 1973, Consolidated Coal Company (Consol Energy, Inc.) hereinafter referred to as Consol, transferred
760 acres of their land over to AEP for $10 and other good and valuable considerations. The land transfer
was part of a multifaceted agreement between Consol and AEP that has been amended several times. The
25-page transfer agreement contains many provisions, which includes Consol’s right to dispose their fine
refuse shurry in the impoundment. The series of agreements also stipulate that AEP shall be solely
responsible for the continued operation and maintenance of the Conners Run Fly Ash Impoundment and
Dam. The agreements further limit the impoundment’s capacity by limiting the maximum elevation of the
dam. Nearly all of the surrounding land is owned by Consol. These agreements dictate that any major
expansion of the impoundment must be undertaken jointly with Consol or at least with their full

agreement and participation.

The impoundment, designed in the early 1970’s met the environmental requirements of the time. The
impoundment has neither a liner nor other sophisticated drainage and control systems that would now be

required..

In short, we are constrained by agreements that allow Consol to dispose of their refuse in the
impoundment that is operated and maintained at AEP’s expense. In addition, we are also constrained by
the agreements to a maximum impoundment capacity (AEP does not own the land above the 1000’
elevation). A joint use/joint funding agreement is currently be finalized between AEP and Consol which
would result in cost sharing for the future construction and eventual closure of the eventual closure of the

impoundment.

Both AEP and Consol realize the value of this cost effective waste storage impoundment, which is critical
to both operations.

Project Contacts

Contact Name s Telephone
Project Manager Pedro J. Amaya 614 716 29286
Requisition Detall Provider John F. Mainieri 614 716 2942
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Ohio Power Company ~ Generation Funding Project Number: MLWALLBDP
Authorization Type: X Capital Improvement X Original Version: 00
Lease Improvement Revision Number:
Business Line: Generation
L.ocation: Mitchell Generating Plant
Project Title: Mitchell Wallboard Facility Conveyor System

Brief Description:  Perform the detailed engineering, procurement, construction and
commissioning of an overland gypsum conveyor from the Mitchell site to the
wallboard manufacturing facility, including modifications and/or additions to
the presently designed FGD gypsum system, gypsum storage facility, barge
unloading equipment, and miscellaneous site infrastructure facilities.

Project Start: Completion: Authorization Needed by:
Dates: 11/01/2004 03/31/2007. 07/29/05
Expenditure to be Authorized fuiyloadedy = ./ w0l T
Capital Removal Total Cost ($)
Previously Approved Amount 0 0 0
This Submrssnon $33,227,523 0 $33,227,523
Total ($) . oL 933,227,523 ¢ - 00 $33,227,523
‘Note: Amount fo be authonzed is the total amount
Required Signatures
Authorization Title Approver Signature Date
Limits 2,
amt < $10m Senior VP/or As Delegated Sigmon, W. (4>
$10m samt < $20m Executive Vice President/COO Powers, R. , 9/2 Z/ 0y
$20m <amt < $50m Chairman, President & CEO Morris, M. G. //W‘L Q. L% O DV
amt =$50m Board of Directors Cross, J. _—
Secretary
CP&B Review Senior VP Munczinski, RNQ A ‘C-)z Rén 2/} Z /D s
0 "¢
Budget Availability for this Authorization: X In Budget Offset
Offset (source & amount):
Generation Only: Submission approved by Project Management Review Group? ___Yes X No
Nuclear Project Review Group? __Yes X No
Comments:
IT Project Only: ___ $100,000 - $250,000 submission approved by Executive Vice President & CIO? __Yes _ No
___ > $250,000 submission approved by Office of Chairman? __Yes ___No
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Project Expenditure Schedule

Future Total
Year 2003 2004 2005 2006 2007 Years (5)
S0 5248208 $3271.401 829150980 ¢, $547,084° . 5 $33,227623
Removal $0 $0
. Amountto be™ ! i T R gan
7 Authorized | B0 S2B08 3T -
Assoc. O& M $0 30 30

Note: Operating & Maintenance dollars are assumed fo be in budget or offset in the year spent.

Financial Analysis Summary

Simple Payback Discount Rate
Parameter IRR NPV Period Used
 Result NA% 7L §NIAT U NIAyears: . NIA%|

] 'Noté: These fésdlts muét match é// backgrbund informafion

Scoring Summary

_X_Discretionary Mandated

Risk Type Key: F = Fipancial, T = Technical, S = Sociopolitical

Please see Project Justification and Glossary for explanation of Scores

/ Strategic Scores h
3 [,
2
. 2
L4 IR
» H .
‘s 0 " -
»
2 - : : . -
NPV ? R ' R R;ag‘)ula:io;y‘ R S Commity 'J\Err;}su‘sﬁroéés’;
Value 0 0 0 4] 0 0 0 Qa
Parameter
- /
. Risk Scorés: Consequence of not doing project
Catastrophic/Severe | Major/Moderate Minor/ Minimal
Certain/Probable
Probability Likely/Possible
Rare/Remote
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Project Justification & Explanation of Scores

On March 11, 2005, AEP and BFB executed a 25-year supply agreement for the delivery of
WFGD synthetic gypsum to a new BPB wallboard manufacturing facility to be located adjacent to
the Mitchell Plant. This agreement requires AEP to provide a base volume of 800,000 dry tons of
gypsum per year, of which approximately 600,000 tons will be supplied from Mitchell with the
remaining volume to be supplied from Cardinal Plant.

This gypsum supply agreement will enable AEP to avoid the construction of a landfill for the
disposal of gypsum produced by the Mitchell WFGD'’s and reduce costs for gypsum disposal at
Cardinal Plant. The avoided capital cost has been estimated at $171M to $222M. In addition, the
agreement will also allow Mitchell to avoid the O&M expense of $3-$5/ton associated with

gypsum disposal.

In order to provide gypsum from Mitchell o the adjacent wallboard facility, the FGD gypsum
material handling system, as designed, must be modified. The present design takes gypsum
from the dewatering building and conveys it to an enclosed gypsum storage pile just south of the
plant where it would be further conveyed to a barge load out facility at the riverbank. A covered
gypsum conveying system must now be extended to run further south of the plant and cross
Highway 2 to reach the proposed wallboard facility location.

When initially comparing the incremental capital costs to modify the presently designed gypsum
material handling system, estimated at $17.1M to $27.9M, to the avoided landfilling costs noted
above, the NPV of avoided capital is $127,000,000. The present estimate is $30.7M.

The following are the major changes and additions to the existing gypsum material handling
system required to support the wallboard facility:

o The gypsum material handling conveyor will be extended approximately 4700 feet beyond the
site to the wallboard facility.

o Additional barge unloading equipment and conveyors are required to unload covered gypsum
barges arriving from Cardinal Plant.

o Modifications are required to the proposed river cells to accept additional unloading
equipment.

o The addition of a portal scrapper reclaimer in the gypsum storage pile and reclaim hopper
and blend feeder is required for high capacity reclaim and management of off-spec gypsum.

o A chemistry laboratory and limestone sampling are required to ensure that gypsum quality is
maintained and meets the agreement’s contractual specifications.

o Purchase of a parcel of land south of the site for the conveyor and railroad spur right of way
is required.

o High voltage line relocation is required to facilitate the extended conveyor.

o Ancillary systems — electrical power, fire protection, underground relocations, etc., are
required to support infrastructure requirements.

The initial gypsum material handling system was previously released for procurement, with
erection scheduled to start August 2005. The expanded wallboard related changes require
detailed engineering and design for the system modifications to start in June 2005 to support a
wallboard manufacturing in-service date of mid-2007.

The requested funding is for Mitchell Plant specific expenditures. Separate Cls will be generated
to cover Cardinal and any Mountaineer specific costs associated with the wallboard facility.
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Conclusion

=

Providing gypsum to a wallboard facility close to the Mitchell site from various plants, including
Mitchell, is the overall most economic means of disposing of gypsum, the waste by-product of the
WFGD’s. ,

Additional Information

Regulatory Issues

Issues that need to be finalized include a storm water drain permit for any acquired property, a
highway crossing permit for the conveyor, and environmental remediation of any acguired
property, if required. River cell work is already covered by the existing Army Corp of Engineers
permit application.

Site fugitive dust emission sources including the extension of the gypsum material handling
system to the wallboard facility have been included in the project's Regulation 13 permit
application submittal.

Alternatives Considered

a

The wallboard agreement represents the outcome of a rigorous economic evaluation of different
scenarios involving landfill related costs among Mitchell, Cardinal and Mountaineer against the
benefits and liabilities of a long term contract with a third party. Whether it was building miles of
conveyors at Mitchell or barging all of Mitchell's gypsum to a “Mega” landfill at Mountaineer, the
least cost option for all three plants is this gypsum supply contract with BPB.

Trucking gypsum to the wallboard facility was evaluated against extending the proposed gypsum
material handling system. Total evaluated costs, including O&M, favored installing the conveyor
system.

Project Contacts

- Contact ' ' Telephone
Project Manager E. V. Gilabert (614) 716-1765
Requisition Detail Provider E. V. Gilabert (614) 716-1765
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Ohio Power Company - Generation Funding Project Number: 000009803
Authorization Type: _X Capital Improvement Original Version: 00
Lease Improvement X Revision Number: 05
Business Line: Generation
Location: Mountaineer Generating Plant
Project Titie: Gypsum unloading and transfer equipment engineering

Brief Description: Complete the construction and commissioning of a gypsum and wastewater
cake barge unloader, conveyors and overland conveying system. The system
is designed to unload gypsum/wastewater cake from barges, transfer to the
overland conveying system for transport to Little Broad Run landfill. The
gypsumfwastewater cake unloaded from barges will be generated at Mitchell
and Cardinal Plants.

Project Start: Completion: Authorization Needed by:
Dates: 07/19/2004 1/07/2007 6/30/2006
Expenditure fo be Authorized (uly loaded)

Capital Removal  Total Cost ($)
Previously Approved Amount 10,269,605 0 10,269,605
This Submission 2,853,479 0 2,853 479
Total ($) 13,123,084 0 13,123,084
Note: Amount to be authorized is the total amount

Required Signatures

Authorization Title Approver Signature Date
Limits
amt < $10m Senior VP/or As Delegated Sigmon, W.
$10m < amt < $20m Executive Vice President/COO Powers, R.
$20m s amt < $50m Chairman, President & CEO Morris, M. G.
amt = $50m - Board of Directors Keane, J.
Secretary
CP&B Review Senior VP Munczinski, R
Budget Availability for this Authorization: In Budget Offset
Offset (source & amount):
Generation Only. Submission approved by Project Management Review Group? _Yes _X No
Nuclear Project Review Group? ___Yes X No
Comments:
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Project Expenditure Schedule
Year 2003 2004 2005 2006 2007 Future Total
Years %)
Capital 5 $582,378  $1,553,302 $10,979,806 $7,598 513,123,084
Removal $0 $0 $0 30
Amount to be
Authorized $ $582,378  $1,553,302 $10,979,806 $7,598 $13,123,084
Assoc. O & M $0 $0 $0 $0
Note: Operating & Maintenance dollars are assumed to be in budget or offset in the year spent.
Financial Analysis Summary
Simple Payback Discount Rate
Parameter IRR NPV Period Used
Result N/A % $ N/A N/A years N/A %
Note: These results must match all background information
Scoring Summary
____ Discretionary X Mandated
é Strategic Scores A
3 o o l.,‘ - P ,.,l [— !__.H s — s I - v ]” v ———— [ PSS - | S
2 | | ] ] ] ! I
; | | | | | | |
¢ | | | | | { |
¥
T’ 0 ] T T 1 T 1 i
>
4 L | ! } | ! !
| | | | | | |
2 l r [ [ ? l ]
B T URE T Tempesk T Operper T Teumeny | saey | Gommunty | Empl8us Frocess
Value 0 0 0 o 0 0 0 0
Parameter
. J
Risk Scores Consequence of not doing project
Catastrophic/Severe | Major/Moderate Minor/ Minimal
Certain/Probable
Probability Likely/Possible
Rare/Remote
Risk Type Key: F = Financial, T = Technical, S = Sociopolitical

Please see Project Justification and Glossary for explanation of Scores
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Project Amendment Explanation

= As detailed engineer progressed thru completion, and issued for construction (IFC) drawings and
specifications were released it became apparent that the [FC documents differed from the scope
previously identified in revision four of this Cl. Major scope changes include the addition of three
river cells to support the conveyor from the river unloading cell fo land. Additional charges for
relocate existing utilities and development of temporary access roads for access during
construction. The final cost addition to the Cl is for schedule acceleration costs for the erection
contractor. The late issue of engineering drawings and specifications, which lead to late
construction turn over dates of foundation to the erection contractor, has caused the construction
schedule duration to be shortened by two months. To maintain schedule we must work additional
days per week and extended work hours per day.

= Additional costs for this revision are direct labor, materials and AEP Indirect costs. A break down
of these costs are as follows

Labor increased $1,001,491

Material increased $973,066

Equipment costs increased $676,287 (FMC scheduie acceleration costs)

Indirects were reduced $518,377

AEP PMEC increased $189,497

Contingency increased $50,847

S8&W engineering decreased $189,495

0 000000

= In an effort to reduce the cost overrun on this Cl the remaining foundation, utility, and access
work has been contracted on a time and material basis. The erection contractor (FMC) remains
on a firm price contract,

v Ag detailed engineer progressed thru completion, and issued for construction (IFC) drawings and
specifications were released it became apparent that the scope of work in the [FC documents
differed from the scope previously identified in revision three of this Cl. Major scope changes
include the addition of three river cells to support the conveyor from the river unloading cell to
jand. Additional charges for relocate existing utilities and development of temparary access roads
for access during construction. Schedule constraints increased the cost of conveyor erection
above those anticipated.

= |n an effort to reduce the cost overrun on this Cl the remaining foundation, utility, and access
work has been contracted on a time and material basis. The erection contractor remains on a firm
price contract because discussions with the contractor reveled that converting to a time and
material basis would not result any savings.

Project Justification & Explanation of Scores

= In order to comply with US EPA Clean Alr Interstate Regulations, flue gas desulfurization (FGD)
units will be retrofitted on AEP’s Mountaineer (MT), Mitchell (ML) and Cardinal (CD) plants. These
FGD will produce gypsum as a by-product. Some of this gypsum will be sent to a wallboard plant
and the remainder will be disposed of in landfills. In addition to the gypsum produced at Mitchell
and Cardinal, both will produce a wastewater cake from their water treatment process. The
Mitchell and Cardinal landfills are not expected to be ready in time for initial FGD operation. The
least cost option for interim disposal is to place gypsum/wastewater cake from ML and CD in
Mountaineer's Little Broad Run landfill. This will necessitate installing the ability to unload CD and
ML gypsum/wastewater cake from the river and transport it to the landfill at MT. Gypsum/cake will
be transported via an over land conveying system.

»  Funding has been previously approved for the gypsum/wastewater cake unloader and overland
conveying system and the conceptual engineering, scheduling, environmental planning and
permitting to obtain a detailed cost estimate for the installation of the gypsum unloader and
conveying system has been obtained.
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= The design of the gypsum/wastewater cake system includes unloading gypsum/wastewater cake
from the river via an E-Crane unloader. The gypsum/cake will be placed on a conveyor and
transported to transfer tower number four. The overland conveyor system starts at fransfer tower
number four. The overland conveyor system is comprised of five conveyors and six transfer
fower. Multiple options have been reviewed on how to handle the gypsum/cake and this option
has been determined to be the only option that can handle the amount of materials (tons) that are
required and stay compliant within our permitted fugitive dust limit.

= To take advantage of this option, additional funding is being requested to complete construction
and commissioning of the system.

Process

= Mountaineer will transfer gypsum from their FGD process to Little Broad Run landfill via the
overland conveyor system. Mountaineer's gypsum will be weighed before it is placed on the
overland conveying system. This weight will be used to determine the inter company billing for the
use of the overland conveyor. Gypsum will be transferred via the overland conveying system to a
stack out pad at the landfill. Gypsum will be manually loaded into trucks at the stack out pad and
transported to the active storage site in Little Broad Run Landfill. In the event the overland
conveyor may go down for maintenance Mountaineer has the ability to stack out their produced
gypsum onto a open conical pile capable of holding 51 hours of full load production. In the event
this scenario would oceur the gypsum stacked out on the conical pile would need to be loaded
manually into dump trucks and hauled to the active storage site in the landfill.

e Mitchell and Cardinal gypsum/waste water cake will be transferred by, the barge unioader (E-
Crane) and conveyors, from the river to the overland conveyor. This material will be weighed by a
belt scale system. This weight will be used to determine the inter company billing for the use of
the overland conveying system. The gypsum and wastewater cake will be transferred to the stack
out pad at the landfill. Gypsum/Cake will be manually loaded into trucks at the stack out pad.
Trucks will be required to cross a weight scale to determine the basis for billing. Due to the
weiness of the material being hauled and the possibility of the material sticking to the trucks
dump beds the trucks will be required to weigh empty and full. After the weight has been
determined the material will be hauled to the active storage site in the landfill. In the event the
overland conveyor may be out of service for any reason the material in the barges will not be
unloaded until the conveyor system is put back in service.

= Funding for this portion of the scope of work will be thru OPCO. This is required due to Mitchell
and Cardinal Plants’ disposal needs. Mountaineer does not require river off loading of
gypsum/wastewater cake for their process. The addition of a (gypsum/wastewater cake) river celi,
unloading hopper, conveyors and transfer tower number four are highlighted on the print that has
been added to this Cl request. The print depicts the equipment that will be funded by this Cl.

Conclusion

= Funding for construction and commissioning of a (gypsum/waste water cake) river cell, unloading
hopper, conveyors and transfer tower four is required to support the operation of the WFGD
systems at Mitchell and Cardinal Plants.

= This Cl does not provide funding for the entire gypsum handling system. An additional Cl
(000012019) was routed for APCO, which completes the funding required for the entire gypsum
handling system. Both Cl's are required for the completion of the gypsum handling system.

= This strategy supports the construction of WFGD systems at Mountaineer, Mitchell and Cardinal
Plants for operation in 2007.
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Additional Information

Regulatory Issues

= The use of the (gypsum/wastewater cake) river cell, unloading hopper, associated conveyors and
transfer tower four are for Mitchell and Cardinal Plants use only.

= Mountaineer, Mitchell and Cardinal will utilize the overland conveying system.

= Billing for the use of the over land conveying system, truck scales and truck wash system will be
thru affiliate transaction. All transactions will be based on the amount of Cardinal and Mitchell
gypsum placed in Little Broad Run Landfill. All material will be weighed to provide the basis for
the billing.

s QOperation and maintenance of the barge unioader and over land conveying system would be
handled by APCO with affiliate transactions to OPCO based on usage (tons).

Project Contacts
Contact Name Telephone
Project Manager Chris Beam (614) 716-1177
Requisition Detail Provider Chris Beam (614) 716-1177
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Company: Ohio Power Funding Project Number: ML2SC0004
Authorization Type: X Capital Improvement X Criginal Version: 00
Lease Improvement Revision Number:
Business Line: Generation
Location: Mitchell Unit 2
Project Title: ML-2 T/R Set Replacement Program (Mitchell Project # ML2SCO004)

Brief Description: The T/R sets on Mitchell Unit 2 will be replaced between 2005 and 2008. The
replacement program is justified by marginal ESP performance, multiple controls
issues, undersized power cabling, and other electrical and operating issues that
can be remedied with the capital improvements outlined in this Cl. One half of
the existing T/R sets will be removed and replaced with conventional design,
non-PCB T/R sets in 2005. The other half of the T/R sets will be replaced with
high frequency, non-PCB sets in 2006. This program begins a fleet-wide effort to
eliminate all risks involved with PCBs.

Project Start: Completion: Authorization Needed by:
Dates: 03/01/2005 12/31/2006 6/24/2005
Expenditure to be Authorized guiyloadedy - o a0
Capltal Removal Total Cost ($)
Previously Approved Amount 0 0 0
This Submlssson $8,351,205 - 0 $8,351,205
‘Total (%) :: A : '$8,351,205. - . ... -:0 . s $8,351,205
“Note: Amount to be authorlzed is the fotal amount

Required Signatures
Authorization Title Approver Slgnature Date
Limits

amt < § 10m Senior VP/or As Delegated Sigmon, W. M%_//) é/ 7/05

$10m =amt<$20m  Executive Vice President/COO Powers, R.

$20m =< amt < $50m Chairman, President & CEO Morris, M. G.

amt = § 50m Board of Directors Keane, J.

2

CP&B Review Senior VP Munczinski, R\b}(ﬂ‘/\rm \,gl,, f\@l‘* D, , ( , 04

Budget Availability for this Authorization: In Budget X Offset

Offset (source & amount): INCCAPINV - $2,536K

Generation Only: Submission approved by Project Management Review Group? _x_Yes __ No
Nuclear Project Review Group? ____Yes _x_ No

Commenis:
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Project Expenditure Schedule (fully loaded)

. Futire  Total

Year 2002 2003 2004 2005 2006 ure s

. Capital . $5035,120  §3,316,085° .. $8351,205
Removal 0 0 0
“Ambunttobe O e A N I TP
Authorized L E L e BB o $B1205
Assoc. 0 &M $991,000  §400,000 $1,400,000

Note: Operating & Maintenance dollars are assumed to be in budget or offset in the year spent.

Financial Analysis Summary

Parameter IRR NPV Simple Paybgck Discount Rate
Period Used
Result - .NA U NA .Y NAY " NA

‘Note: This 'brbjectiv}as néz‘ juéﬁﬁea by écohohvics: It )'s}ustiﬁed on an éni/iroﬁrhenial baéig'. '“

Scoring Summary

___ Discretionary x__ Mandated
4 - ™
Strategic Scores for:
Risk A. A PCB Release fo the ESP Roof.
Risk B. A PCB release to the ESP Internals.
3 5 S e e~ e v N vy
: ; ; ! i
2 '. — = : o
s 0 : ] ; l : | : 4 |nRisk A
g 1 j i E : T |&A Risk B
2 | : | s
5 S USSR F U P J‘ e i i § oo ! . H e .ﬁl,.. o s am s e e e+ b £ 2 s e it e
. Emp/Bus
NPV IRR Payback Oper Perf Regulatory Safety Community Process
Risk A 0 0
Risk B 0 0 0 0 2 2 2 0
Parameter
NG J
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Rlsk Scoreés - Risk A. A PCB Release to the ESP Roof.’ .
Consequence of not domg pro;ect
Catastrophic/Severe | Major/Moderate Minor/ Minimal
Certain/Probable
Probability Likely/Possible F,S,T
Rare/Remote F,S, T F,S,T

Risk Tvpe Key: F = Financial, T = Technical, S = Sociopolitical

Rlsk Scores - Rlsk B. APCB Release to the ESP Internals.

Consequence of not doing prOJect
Catastrophic/Severe | Major/Moderate Minor/ Minimal
Certain/Probable F.5,T
Probability Likely/Possible F,S,T
Rare/Remote

Risk Type Key: F = Financial, T = Technical, S = Sociopolitical

Project Justification & Explanation of Scores

The existing T/R sets contain polychlorinated biphenyls (PCBs) and have been in service for 27 years.
The sets are approaching their design life of 30 years and while the possibility of a PCB release to the
environment is rare, the failure rate of a T/R set increases with age. Shoulid the PCBs penetrate the
designed barriers and possibly enter the electrostatic precipitator (ESP), the consequences of a release
could be minor to severe. Once inside the ESP, the PCBs will have potential paths to the stack and the
fly ash pond complex. In these environments, containment and removal of the PCB would be costly and

socio-politically damaging.

In 2004, AECE conducted a detailed engineering study outlining hypothetical scenarios by which PCBs
could escape from a T/R set and leak into the ESP. In addition, the study outlined options for managing
the potential risks involved with a PCB release. Regardless of the release scenario, the long-term
recommendation for all AEP units using PCB-filled T/R sets was a replacement program.

A PCB release occurred at Mitchell Plant shortly after the engineering study was conducted. A T/R set
failure occurred which resulted in the release of approximately 30 gallons of PCB fluid into the girder box.
The cleanup costs for this release amounted to approximately $150,000.

As a result of the study and the release, AEP management has concurred with the recommendation to
begin a pro-active replacement program of all PCB-filled ESP T/R sets on the fleet. The PMRG approved
$2.8M in direct costs to purchase new T/R sets for Unit 2. However, after a complete engineering review
of the ESP and its electrical components, the work scope for Mitchell is $6.2M in direct costs [$9.8M in

fully loaded costs].

This Is an environmental and safety related project and as such, the typical cost/benefit analysis is not
warranted. Elimination of the existing T/R sets reduces the environmental risk and the exposure of
personnel to PCBs. Also, during the engineering review of this project, it was discovered that the existing
2/0 aluminum power cable is undersized for its required ampacity. The Cl will correct this and other
system deficiencies as detailed below.

T/R Seis and Associated Bus Duct

The exxs’nng T/R sets are conventional 1000 mA and provide a current density (charge potentxal) of 44
mA/1,000 ft°. This potential is significantly below the AEP fleet average of 80 mA/1,000 ft. This hinders
the ability of Mitchell Plant, located in West Virginia, to meet a strict 10% opacity iimit. (The opacity limit
in most other regions is 20 %.) Since 1995, 10,000 6-minute opacity exceedances have occurred at
Mitchell. In addition, opacity curtailments and other ESP issues cost AEP $2.1M in lost generation
between 1997 and 2004 (see ATTACHMENT 1). Any modification to the ESP that will aid collection is

desirable.
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As such, AEP will purchase new 1200 mA T/R sets. These T/R sets will provide an increased current

density of 70 mA/1,000 ft? to the ESP. (Note that even with the 1200 mA sets, Mitchell Plant will remain
below the fleet average for current density.) The additional power that the 1200 mA set provides to the
ESP can be purchased for no differential material or install costs from an in-kind 1000 mA replacement.

A total of 64 - 1200 mA sets will be installed in the odd-numbered fields (1, 3, 5, and 7) of the ESP in
2005. Inthe even fields (2, 4, 6, and 8), 64 - high frequency (HF) T/R sets are intended to be installed in
2006. If the HF sets are commercially unavailable, conventional T/R sets will be used,

The conventional and HF T/R sets draw the same primary voltage and current of 575V and 180A.
However, the HF T/R sets output a much higher average voltage at the same secondary current of 1200
mA. This additional power allows for greater ash collection in the ESP. AEP is successfully utilizing HF

sets on Big Sandy 1, Big Sandy 2, and Conesville 4.

These new, additional T/R sets will restore the ESP to its original degree of sectionalization and provide
improved ESP performance and reliability.

The new conventional T/R sets have a different physical arrangement than the existing sets and therefore
require new bus duct. The new ducts will be purchased from the T/R set manufacturer. The HF sets,

which sit directly on the girder box, require no bus duct.

Cable and Breakers -The new cable and breakers are an extension of the original work scope.

The existing power cable for the T/R sets is 2/0 aluminum. The 2/0 aluminum cable is rated 132A at its
operating temperature. Per AEP’s Engineering Guidelines and the National Electric Code (NEC), the
existing cable is undersized for its current load of 143 A and the future load of new T/R sets. Evidence of
overheat can be found at the plant in the britlle cable insulation near the T/R set and the power lugs
between the power cable and the T/R set, which occasionally burn off. This presents an unsafe condition
and reduces the ability of the ESP to maintain environmental compliance. This Cl will cover the
replacement of all 2/0 aluminum power cable with 4/0 copper cable.

Protection for the new cable requires new 225A breakers to be installed as well.

Cable Tray -The new cable tray is an extension of the original work scope.

The cable tray runs from the ESP control room, up the side of the ESP, and across the roof of the ESP.
There is one cable tray to support each field of T/R sets. The existing trays on the roof of the ESP are in
poor condition. Nearly all of the transition pieces have fallen or rusted out and the trays have been
exposed to a harsh environment for the last 30 years. 1t is uncertain how they will withstand the
installation siress of new, heavy 4/0 3/C cabling. New fiberglass cable trays will be installed on the ESP
roof and six feet down the side of the ESP.

Automatic Voltage Controis {AVCs) and Rapper Conirols —~ The new controls are an extension of the
original work scope. '

The existing AVCs (Solvera 6001 Series) were installed at Mitchell in 2000. On average, the failure rate
of the 6001 controls is 10%. The 6001 microprocessor, although functional, operates at design at its
maximum output. The existing conirols will be replaced with the Solvera 9000 series which is a more
robust and reliable design. AEP has over 900 units of the Solvera 9000 control installed across the fleet

and the failure rate of this control is less than 1%.

The existing Solvera rapper controls at Mitchell are in good operating condition and will not be repiaced.
However, a modification to the controls to monitor the feedback of the rapper motor current and an
update to the host management system (HMS) will be incorporated at a small incremental cost. These
updates will improve the control of the both the collecting system (CS) and discharge system (DS).
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SCRs - The new Silicon Controlled Rectifiers (SCRs) are an extension of the original work scope.

The existing SCRs at Mitchell are rated at 185. The reactors have a high failure rate of approximately 15
per year per unit because the rating of 185A is marginally sized for the existing load of 143A. The new
conventional and HF T/R sets will draw 180A and therefore require new SCRs.

CLRs - The new Current Limiting Reactors (CLRs) are an extension of the original work scope.

The existing CLRs at Mitchell are rated at 143A and are undersized for the new T/R sets.

Key Interlock System - The interlock system is an extension of the original work scope.

The existing key interlock system is in very poor condition with multiple access door locks missing or
broken. The system is in place fo provide controlled entry to a statically energized area when the ESP
has been de-energized and is a significant safety issue. A new key interlock system will be purchased

under this CI.

Fire Detection System - The new system is an extension of the original work scope.

PCB is non-flammable and therefore there exists no fire detection equipment on the ESP roof. The new
T/R sets will use a silicon dielectric fiuid. Although silicon has a very low flammability, its flammability is
greater than PCB and it will burn, The Fire and Risk Control group requires Protectowire to alarm the
control room of a fire on the ESP and fire extinguishers across the ESP roof.

Grounding Grid

The ESP has no physical grounding grid. A grid is needed to suppress stray voltages introduced into the
systern that can cause failure of control memory cards and circuit traces. This CI will cover the

instaliation of a ground grid.

Conclusion

The project work scope will be completed over 2 years. The scope for the fall outage of 2005 covers the
installation of:
s 64 conventional, 1200 mA T/R sets in fields 1,3, 5, and 7
64 bus duct assemblies
64 SCRs

64 CLRs
64 AVCs and updates to the CS and DS rapping and Host Management Systems

A grounding grid for 128 T/R sets

Cable frays to support 128 T/R seis

Power cable for 128 T/R sets

A fire detection system for the entire ESP roof
A key interlock system for the entire ESP

The fall outage of 2006 covers the installation of:
e 64 HF, 1200 mA T/R sets in fields 2, 4, 6 and 8

The capital investments outlined in this Cl, combined with O&M improvements to the internals of the ESP,
will permit Unit 2 to achieve consistent particulate compliance in the coming years. The ESP
performance, in addition to future SO, and NOx controls, is an integral part of Mitchell’s fleet position in
the environmental compliance strategy for AEP,
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Other Alternatives Considered

Not applicable.

Associated/Future Projects

A similar work scope is being developed for the Mitchell Unit 1 spring outage of 2008. The duration of the
Unit 1 outage is only 8 weeks compared to the 14 and 12 week outages for Unit 2. As such, additional
work shifts will be necessary to complete the scope in the allotted time. A separate Cl will be prepared

for Unit 1.

Regulatory Issues

The work scope outlined in this Cl addresses several regulatory issues.

« Safety and environmental issues regarding PCBs contained in the T/R sets at Miichell will be

eliminated.
» Particulate capture wili improve as a result of adding increased power and sectionalization to the

ESP.

« Within the next 3 to 5 years under Title V, Mitchell Plant will be required to develop a Continuous
Assurance Monitoring (CAM) Plan for its ESP. With higher power levels, upgraded controls, and
a demonstration improved performance, Mitchell will be in a good position for developing a plan
with the state of West Virginia.

Project Contacts

C‘Onfcac't . " Name * _Télépﬁ_gnéi
Project Manager (TBD) (TBD)
Requisition Detail Provider Jill Sustar 200-1835
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Other Alternatives Considered

Not applicable.

Associated/Future Projects

A similar work scope Is being developed for the Mitchell Unit 1 spring outage of 2006. The duration of the
Unit 1 outage is only 8 weeks compared to the 14 and 12 week outages for Unit 2. As such, additional
work shifts will be necessary to complete the scope in the allotted time. A separate C! will be prepared

for Unit 1.

Regulatory Issues

The work scope outlined in this Cl addresses several regulatory issues.

» Safety and environmental issues regarding PCBs contained in the T/R sets at Mitchell will be
eliminated.

» Particulate capture will improve as a result of adding increased power and sectionalization fo the
ESP.

»  Within the next 3 to 5 years under Title V, Mitchell Plant will be required to develop a Continuous
Assurance Monitoring (CAM) Plan for its ESP. With higher power levels, upgraded controls, and
a demonstration improved performance, Mitchelf will be in a good position for developing a plan
with the state of West Virginia.

Project Contacts

Contact ' © 7 Name & ;;.:Télebhohe:‘
Project Manager (TBD) (TBD)
Requisition Detall Provider Jill Sustar 200-1835
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OPACITY 6 MINUTE EXCEEDANCE

Attachment 1. ML Opacity Exceedances and Curtailments.

>

YEAR 1985 1996 1997 1998 1998 2000 2001 2002 2003 2004 - 2005
18T 28 294 67 19 170 74 467 289 137 920 631
QUARTER
2ND 55 107 220 15 300 117 288 56 882 145
QUARTER
3RD 25 810 51 40 63 55 205 116 424 273
QUARTER
4TH 83 306 353 65 113 240 306 371 287 172
QUARTER Total
TOTAL 192 1517 691 139 646 486 1356 B32 1740 1510 631 9740
$ Lost due to Opacity Curtailments and Other Precipitator Issues
[ "YEAR__[ 1985 1996 | 1997 1988 | 1899 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005* Total |
i | I~ $617,770 1. . .| 5204,111 | $4B5393 | 856.253 | $292,726 | $485,743 51,164,156 $3,306,152)
* Year to Date
w
g 2000 600,000
5 1800 - £l
E 1600 - e é $500,000
7] 3
] 1400 E $400,000
"~ 1200 1
3 1000 < 300,000 -
S 800 * @
O sm 3 3 $200,000 +
o + “
= 400 4
@ @ $100,000
£ 200 + + s .
:23 0 T v v -y v $0 . - . r
1994 1896 1998 2000 2002 2004 2008 1989 2000 2001 2002 2003 2004 2005
Year Year
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Company:  Ohio Power Funding Project Number: 000011001 | 29¢ 68 0f173
Authorization Type: X  Capital Improvement X  Original Version: 00
Lease Improvement Revision Number:
Business Line: Generation
Location: Little Broad Run Landfill - Sporn
Project Title: Little Broad Run Landfill & New Site
Brief Description: Perform construction of the Mountaineer Little Broad Run (LBR) Landfill

Cells 6 & 7 for the co-disposal of Mountaineer FGD waste and
Mountaineer/Sporn Plant flyash. Perform the engineering, design and
permitting of cells 8-11 of LBR. Perform new siting studies, site
assessments, permitting, land options and procurement for a new landfill.

Project Start: Completion: Authorization Needed by:
Dates: 03/01/05 11/30/08 02/21/05

'Expenditiire to be Authorized (il ioadeq) B T
Capital Removal Total Cost ($)
Previously Approved Amount 0 0 0
6,546,032 6,546,032
e 106,546,032 ~/. 6,546,032
zed is the total amount
Required Signatures
Authorization Title Approver Signature Date
Limits N4 5 )
amt < § 10m Senior VP/or As Delegated Sigmon, W. 2 /608
$10m =amt<$20m  Executive Vice President/COO Powers, R. 54 /0 "{
$20m <amt<$50m  Chairman, President & CEO Morris, M. G. S 7. 0F
amt = § 50m Board of Directors Keane, J. 6 /

Feull
CP&B Review Senior VP Munczinski, R}STL,:\ A Do cfs [
U U %) { v

Budget Availability for this Authorization: In Budget X  Offset
Offset (source & amount): 000011000 - $1,700K
Generation Only: Submission approved by Project Management Review Group? ___Yes X No
Nuclear Project Review Group? __Yes X No
Comments:
IT Project Only: ___ $250,000 < $1,000,000 submission approved by EVP or Delegatedto SVP only? ~ ___ Yes __ No
___ > $1,000,000 submission approved by Office of Chairman? __Yes __ No
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Project Expenditure Schedule

Future Total
Year 2005 2006 2007 2008 2009 Years $)

Removal

Assoc. O &M
Note: Operating & Maintenarnice dollars are assumed fo be in budget or offset in the year spent.

Financial Analysis Summary

Simple Payback Discount Rate
Period Used

Parameter IRR NPV

Nofe: These rééu/fé must maz‘:éh'é]/ backgroundmfonna o}';

Scoring Summary

____ Discretionary _X_ Mandated

( Strategic Scores h

Value

g R T s = S TR I
NPV IRR Payback Oper Perf Regulatory Community Bus Process

Value
Parameter J

Zi1 ‘Risk Scores Consequence of not doing project
' Catastrophic/Severe | Major/Moderate Minor/ Minimal
Certain/Probable
Probability Likely/Possible
Rare/Remote .
Risk Type Key: F = Financial, T = Technical, S = Sociopolitical

Please see Project Justification and Glossary for explanation of Scores
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PROJECT APPROVAL REQUISITION Order Dated August 24, 2006

item No. 4
Page68 of 173

Project Justification & Explanation of Scores
The scope of this Cl is to construct areas 6 & 7 of the existing Litle Broad Run (LBR) Landfill o support
the Mountaineer FGD project and disposal of flyash from Mountaineer and Sporn. The engineering,
design and re-permitting of cells 6 & 7 have been completed under the MT FGD Cl. This phase of work
will include the following activities:
s Construction of areas 6 & 7 of LBR to allow co-disposal of flyash with FGD waste gypsum
+ Engineering, Design and Permitting of LBR areas 8-11
o Perform and new landfill siting study and site assessments
* Procure new land options and land procurement
» Closureofcells 6 &7
Funds are being requested to complete this phase of the landfill activities. Future phases will be
completed through requested Cl revisions at a later date.
= The project economic justification is based upon a capitalization of the estimated costs for
disposal of the waste. Disposal within the captive Little Broad Landfill is expected to be in the §9-
$10/ton range for each of the 4 years. In comparison with the expected capitalized costs of
disposal into a commercial landfill with costs in the $52-$57/ton range. Based upon this
economical analysis, it is obvious the most economical choice for disposal is the LBR landfill.
« The FGD environmental program will fund a total of $22 miliion in controllable costs for this
project. This represents approximately 57% of the total capital costs associated with a 5 year

disposal capacity (Celis 6 & 7).

Conclusion
« This FGD landfill project will ensure that these long term activities do not delay operation of the

Mountaineer FGD project and Mountaineer and Sporn plants.
» The development of the LBR landfill is clearly the most economical solution for disposal of our
gypsum and flyash waste.
Additional Information

Associated / Future Projects
s This funding request is for Sporn Plant's (OPCo) portion of the costs for the landfill (71.4% of
Sporn's total). Companion Cls for Sporn Plant’s {APCo) portion of costs (000011339) and
Mountaineer Plant's portion (000011000) are also being routed for approvals.

Regulatory Issues
s The re-permit application for LBR has been submitted to the WVDEP for their approval and
acceptance. There is a high level of confidence that this permit will be accepted.

Background Information
» WFGD permitting, engineering, design and subsequent FGD construction are funded under Ci#

000007068.
o The initial engineering and design of areas 6 & 7 has been completed under the MT FGD Cl. A

portion of these costs ($186k) are being transferred to this Cl for capitalization purposes.

¢ Funds are being requested for the completion of this phase of work which is scheduled to be
completed 11/08.

= The construction of cells 6 & 7 will provide at least 4 years of disposal capacity for Mountaineer
and Sporn plants.

» The LBR landfill is being permitted to accept gypsum from both Cardinal and Mitchell plants.

s Funding for future phases of work will be requested by a Cl revision at a later date.
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Project Manager

Robert Cundiff

814-716-2076

Requisition Detail Provider

Robert Cundiff

614-716-2076
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Date May 15, 2008

KPSC Case No. 2006-00307
Commission Staff First Set Data Request
Order Dated August 24, 2006

Company

Indiana Michigan Power

cinl/CpP/Program Number
RKIMC0852

Version

Per Scope Review - Capifal, Removal,
Lease and O&M classifications appear
to be appropriate §74

Reviewed by
CP&B

Budget Dollars are in budget and/or budget
transfer has been received

R. A. MacPherson

Reviewed by
CP&B

e

552000

—

J. Torpey

R. E. Munczingki

AEG Joirit Plant Cl# RKAEG0B52
Sy 3(3@

S. Smith

8. Tomasky

B. Bond (SWEPGO T&D)

M. Heyeck

V. McCellon-Allen

M. K. Nazar

S. N. Smith

R. P, Powers

H. Koeppel

T. M. Hagan

J. Hamrock

€. L. English

Cecelia Androsky/Buckeye Power
Approval

M. G. Morris

Paula Cahill - 28th floor
Ext 2494

552000

Approved in PowerPlant

Lo ~0l

Month included in Board Package

Aiternate CP&B Contacts:
Bobby Myers - 28th Floor - Ext 2642
Pat Bachman - 28th Fioor - Ext 2888

AEP Printing Services:
Scanned File Name: indiana Michigan Power RKIMC06852 Version .pdf
Please return to Capital Budgeting, 28th Floor 1RP

ltem No. 4
Page 70 of 173
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Date May 15, 2008

KPSC Case No. 2006-0030

Commission Staff First Set Data Reque
Order Dated August 24, 2008

ltem No. 1
Page 71 of 17

T

Company

AEP Generating Co.

CHLUCPP{Program Number
RKAEG0852

Version

Per Scope Review - Capital, Removal,
Lease and O&M classifications appear
to be appropriate

CP&B

Reviewed by

R. A. MacPherson

(8
";’IS- 2006

Budget Dollars are in budget and/or bucdiget
transfer has been recelved

Reviewed by
CP&B

P
S~ 5-200(,

-\

J. Torpey

R. E. Munczinski

1&M, Joint ?Iant Ci# RKIMCO0852

5115 166

S. Smith

S. Tomasky

B. Bond (SWEPCO T&D)

M, Heyeck

V. McCellon-Allen

M. K. Nazar

S.N. Smith

R. P. Powers

H. Koeppel

T. M. Hagan

J. Hamrock

C. L. English

Cecelia Androsky/Buckeye Power
Approval

M. G. Morris

Paula Cahiil - 28th floor
Ext 2494

G (s - 2060,

Approved in PowerPlant

fa 06

Month Included in Board Package

Alternate CP&B Contacts:
Bobby Myers - 28th Floor - Ext 2642
Pat Bachman - 28th Floor - Ext 2888

AEP Printing Services:
Scanned File Name: AEP Generating Co. RKAEG0652 Version .pdf
Please refurn to Capital Budgeting, 28th Fioor 1RP




KPSC Case No. 20086-00307
Commission Staff First Set Data Request
Order Dated August 24, 2006

ltem No. 4
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Status: Approved

Originated
05/04/2008




KPSC Case No. 2008-00307
Commission Staff First Set Data Request
Order Dated August 24, 2006

ltem No. 4

Page 73 of 173

Comments
Clyde L Pries - 05/05/2006 03:24:59 PM
PMRG Board approval not required due to authorization limit.

Attachments

RKIMC0652 PMRGApprovalT mplateS-9-05_000.xls




KPSC Case No. 2006-00307

PROJECT APPROVAL REQUISITIO R o e e e e

Ry ltem No. 4
Page-Fi-of 173
Company: {ndiana Michigan Power Funding Project Number: 000009289
Authorization Type: X  Capital Improvement Original Version: 00
Lease Improvement X Revision Number; 01
Business Line: Generation
Location: Tanners Creek Unit 4
Project Title: TC U4 PRB Fuel Blend Project Phase 2 & 3 Engineering, Procurement, and
Construction
Brief Description: Proceed with final engineering, design, equipment and materials procurement,

construction, startup and commissioning to convert Tanners Creek Unit 4 fuel
from a 40% PRB blend io an 80% design basis PRB blend, with provisions to
stage PRB levels up to 100%. Proceed with environmental permiit applications.
Perform site investigations and underground explorations.

Project Start: Completion: Authorization Needed by:
Dates: 05/17/04 05/31/06 11/15/04
"Expenditure 16 be;Authorized fuiy o
Capital Removal  Total Cost ($)
Previously Approved Amount $1,495,533 $0 $1,495,533
This Submission $89,141,950 $0 $89,141,950
Total (5) 90,637,463 50777 590,637,483
Note: Amount o be authorized is the total amount

Required Signatures

Authorization Title Approver Signature Date
Limits e L TN .
amt < § 10m Senior VP/or As Delegated Sigmon, W. /é 2/_{05
7 T
$10m =amt<$20m Executive Vice President/COO Powers, R. ,/\ ppe—  / / /,/3 / / & j/

.
$20m < amt < §50m Chairman, President & CEO Morris, M. G. /ZW / 57 /g'r
7 / ' 7
v, .

amt = § 50m Board of Directors Keane, J.
CP&B Review Senior VP Munczinski, R CLonpea_ Ygﬂ, R | / Y26, / o)
) -t
Budget Availability for this Authorization: X _In Budget Offset
Offset (source & amount):
Generation Only: Submission approved by Project Management Review Group? X Yes No
Nuclear Project Review Group? Yes X No
Comments:
IT Project Only: ___ $250,000 < $1,00C,000 submission approved by EVP or Delegated to SVP only? ___Yes __ No
___ >§1,000,000 submission approved by Office of Chairman? __Yes __ No

Page 1of5




PROJECT APPROVAL REQUISITION™™ss®

KPSC Case No. 2006-00307

n Staff First Set Data Request
Order Dated August 24, 2006

ltem No. 4

Project Expenditure Schedule

Page /5 of 173

Year

2003 2004

2005 2006 2007

Future
Years

Total
(%)

Assoc. O& M

Note: Operating & Maintenance dollars are assumed fo be in budget or offset in the year spent.

Financial Analysis Summary

Parameter

IRR NPV

* Simple Payback Discount

Period

Rate
Used

Note: These results must match all background infér}nation

Scoring Summary

Discretionary

X Mandated

e
Strategic Scores
2
H
- o
»
-2
3 N et g R R : o IR
NPV RR Payback Oper Per{ Regulatory Cormnity " Bus Process
Vatve 3 03 156 0 ] o [
Parameter

Consequence of not doing project

Catastrophic/Severe | Major/Moderate Minor/ Minimal
Certain/Probable S
Probability Likely/Possible
Rare/Remote

Risk Type Key: F = Financial, T = Technical, S = Sociopolitical

Please see Project Justification and Glossary for explanation of Scores
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KPSC Case No. 2008-00307

PRO.. T APPROVAL REQUISITION

Commission Staff First Set Data Request
Order Dated August 24, 2006

item No. 4

Page 76 of 173

¢
¥

Revision 01:
Project Justification & Explanation of Scores

This revision is requesting funding to proceed with final engineering, design, equipment and
materials purchases, permit applications, site investigations, underground explorations,
construction, startup and commissioning requested to convert Tanners Creek Unit 4 fo an 80%

Powder River Basin (PRB) coal blend.

Based.on the results of the Phase 1 engineering, it is estimated that this fuel switch will reduce
S0, emissions by 21,000 tons per year. Additionally, it will reduce NO, emissions by 500 tons
per Ozone season; particulate emissions will be measurable unaffected due fo the low ash
content and large precipitator; and fuel casts will be reduced.

Conclusion

Installation of adequate blending capability to burn 80% PRB coal, and potentially higher PRB
blends, at TC4 is recommended, and is part of the overall AEP flset SO, emission optimization

plan.

TheMﬁlti-Emissioms Compliance Optimization (MECQO) computer mode! has elected to switchito .

PRB blend at Tanners Creek 4 In all scenarios and sensitivity analyses performed. This project
has the advantage of being a relatively “quick” source of SO, reductions (within 12 months). In
MECO systermn-wide studies, it is selected in the first year assumed available. The project aiso’
provides a positive IRR of 14.5% over 15 years with a simpie pay back of 6.3 years.

This funding request is for Tanners Creek Unit 4. Funding to proceed with detziled engineering,
design, equipment and materials purchases, permit applications, site investigations, underground
explorations, construction, startup and commissioning is required to support the overall project
schedule to commence consiruction activities in April, 2005 and to complete all work by February,

2006.

Revision 00:
Project Justification & Explanation of Scores

= A computer model, Multi-Emissians Compliance Optimization (MECO), was developed to

evaluate fleet emissions compliance. This model identified the Tanners Creek Unit 4 fuel switch
as a least cost compliance option based on the projected market and regulatory assumptions

along with the estimated project cost.

In order to meet SO, compliance requirements in 2010, funding for a Phase | study is requested
to perform preliminary engineering, design, scheduling, and planning fo obtain cost estimates to
convert Tanners Creek Unit 4 to an 80% Powder River Basin (PRB}) coal blend.

Itis estimated that this fuel switch will reduce SO, emissions by 25,000 to 30,000 tons per year.
Additionally, it will reduce NO, emissions by 400 to 800 tons per Ozone season; particulate
ernissions will be measurable unaffected due 1o the low ash content and large precipitator; and

fuel costs will be reduced.

At the completion of this Phase 1 work, Phase 2 will build upon the conceptual engineering and
budgetary cost estimates from Phase 1 and continue with detailed engineering & design to
generate construction labor Request for Quetation (RFQ) Packages. These packages will be
competitively priced and become the basis for the Phase 3 requested labor and material funding.

Conclusion

Page 30f 5




KPSC Case No. 2006-00307
PROJECT APPROVAL REQUISITIORm o s e et 54 5008

item No. 4

Page /7 of 173

= Since this is a preliminary engineering Cl, there has not been an economic analysis performed or
strategic or risk scores identified. Information gathered under this Cl will be used in part to
develop a future economic analysis and strategic and risk scores for the detailed engineering,
procurement and construction of the fuel blend project.

= This funding request is for Tanners Creek Unit 4. Funding for Phase 1 engineering, design and
environmental assessment for the fuel blend project is required to support development of a
Phase 2 Cl, to be routed for approval during the fourth quarter of 2004.

Additional Information

Alternatives Considered

» The emissions Compliance Plans have evaluated several alternatives such as the procurement of
allowances on the open market and/or SCR and WFGD installations, but these alternatives are
more costly.

' Regulatory Issues

= Existing regulations under Title IV of the Clean Air Act, as well as regulations currently under
development by the U.S. EPA, along with other alternatives to the Clean Air Act being considered
by Caongress such as Clear Skies and the Carper Bill, will require AEP to reduce emissions of
S0, in the future. This will trigger the need for installing additional emission control technology
on selected plants in the fleet. The U.S. EPA proposed in December 2003 regulation of interstate
air quality that, if promulgated, will require significant additional SO, and NO, emission reductions
beginning in 2010. The U.S. EPA also proposed in December 2003 regulation of mercury
emissions from coal-fired power plants. Mercury emission reductions can be achieved with a
combined SCR and FGD system. In addition to these proposed regulations, the existing Title IV
acid rain control program will require emission reductions from AEP coal-fired plants prior to 2010
due to the expected decline in the availability of SO, emission allowances in the market.

Background Information

= The fuel switch will reduce SO, emissions by 25,000 to 30,000 tons per year. Additionally it will
reduce NO, emissions by 400 to 800 tons per Ozone season and will reduce fuel costs.

= A computer model, Multi-Emissions Compliance Optimization (MECO), was developed to guide
the selection of methods for fleet compliance under different regulatory scenarios. The model
considers power and emission allowance markets, load demand forecast, emission allowance
balances, fuel and fuel switching costs, emission control retrofit costs, new unit costs, unit
emission rates, and unit operating costs. The methods considered viable are allowance
purchases, fuel switching, capacity retirement, and building new equipment. This mode! identified
the Tanners Creek Unit 4 fuel switch as a least cost compliance option based on the projected
market and regulatory assumptions along with the estimated project cost.

Associated / Future Projects

« NA

Project Contacts

Page 4 of 5
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PROJECT APPROVAL REQUISIT]QN°mmssinSiff First Set Data Request

ltem No. 4
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Project Manager Rodney E. Moore 200-1758

Requisition Detail Provider Rodney E. Moore 200-1758
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Commission Staff First Set Data Request
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D Ry

Generation Business Unit

AEP Environmental-Related Capital and Removal Expenditures
for SCR and FGD Projects (AEP-Owned Plants)

Historical Forecast
1,400.0 <
Historical comprised of: | = Cardinal 1, Mitchell 182, and Mountaineer
SCRs $1,462.3M 1 FGDISCR syslems and associated work(3,500
1,200.0 FGDs 612.5M MW). -
MT Gypsum 4.2M I —
$2,079.0M I D = Amos 1, 2 & 3, Big Sandy 2, Muskingum
1.000.0 2 River 5, Conesville 4, and Stuart FGD/SCR -
2 ' 1 systems (5,759 MW) with operability &
8 | relfabifity improvements, plus FGD upgrades for
=" Dolet Hills and Pirkey, pius CVESP's for Pirkey
.*é- = 800.0 - I 1, Northeaslern 384, and Rockport 1&2, plus
8 % l Mountaineer Gypsum Unloader/ Handling,
38 I
g 600.0 - R
3 |
1
I
400.0 + I
1
200.0 4 I
! 13.5
0.0 -
Historical
1999-2002 2003 2004 2005 Total 2006 2007 2008 2009 2010 2006-2010 | 20042010
Forecast | Environmental
Program Totalg
£ Tierli Cis 0.0 0.0 3.8 120.4 124.3 528.1 638.1 508.2 113.2 13.5 1,801.1 1,9253 8
Tier 1 Cls 0.0 9.3 100.8 523,5 633.6 837.0 257.3 23.6 0.0 0.0 1,117.9 1,742.2 §
Total Approved Cls 898.7 192.9 175.0 53.1 1,319.6 0.0 0.0 0.0 0.0 0.0 0.0 2280 %
Grand Total All Cls 898.7 202.2 279.6 697.0 20774 1,365.1 895.4 531.8 113.2 13.5 2,919.0 3895052, 8
[Shu PN
IS8
oL
o
Note: No expenditures for new build or allowances are included in this report. Long Range Plan Rov. & is AEP view only; no cash flow is shown for OVEC/IKEC (Kyger and Clifty Creck), Buckaye Power (Cardinal 2 and 3} or CCD poriion of Congcs)villega g ;
©
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Ovefﬁeads and AFUDC) ‘

Lang Range Plan

Plant Equipment | ClPhase 2004 2005 I 2006 | 2007 1 2008 2009 i 2010 Total
SCR
In Service Projecls SCR In-Service 175,069,039 53,135,000 - - - - . 228,204,039
Mitchell U1 SCR Phase 3 10,278,643 51,999,021 54,729,080 16,764,479 - - - 133.771,424
Mitchell U2 SCR Phase 3 10,276,302 65,405,942 49,854,094 11,920,455 - - - 137,556,743
Conesville U4 @43.5% SCR Phase 2 38,101 2.688,276 6,550,786 18,066,499 16,116,034 7.277.080 - 52,739,576
Total SCR's 195,662,285 173,220,239 111,233,960 46,751,433 18,118,834 7,277,080 - 552,271,831
FGD
Pirkey @85.94% FGD Phase 3 176,940 3,880,099 12,032,695 - - - 16,089,735
Dolet Hifls @ 40.23% FGD Phase 3 - - 620,125 437,715 - - 1,057,840
Mountaineer FGD Phase 3 31,860,903 122,351,068 200,443,017 6,149,668 - - 360,804,656
Mitchell U1 FGD Phase 3 21,436,754 106,107,833 89,122,124 26,239,551 - - - 242,906,262
Mitchell U2 FGD Phase 3 20,881,532 104,375,442 92,060,024 18,836,635 - - - 236,154,132
Cardinal U1 FGD Phase 3 5,526,743 35,726,150 39,369,389 79,756,735 6,369,402 - - 216,746,420
Amos U3 FGD Phase 3 755,330 29,640,190 134,207,245 131,470,481 54,877,601 - - 350,950,847
Muskingum River U5 FGD Phase 2 418,423 11,551,591 59,571,607 121,970,616 83,174,636 . - 276,666,873
Amos Ut & U2 FGD Phase 3 B57,303 33,876,815 91,481,902 110,654,622 104,763,373 156,833,004 . 357,467,019
Conesville U4 @43.5% FGD Phase 2 257,389 3,776,573 13,059,045 37,282,407 44,409,538 12,331,648 - 191,215,649
Big Sandy U2 FGD Phase 2 - - . . - . 3,320,556 13,320,556
Stuart FGD Phase 3 - 23,426,000 71,109,000 30,420,000 17.673.500 7,411,560 - 150,120,060
Total FGD's 82,171,318 474,710,462 553,956,973 863,218,429 311,268,080 35,078,262 13,320,556 2,134,222,044
Landfill
Mountaineer LBR Landfilt - 7,362,103 11,567,396 10,858,620 §1,665,924 . 41,454,042
Cardinal U1 Landfilf 471,689 455 514 3,309,470 7,224,504 4,241,340 - - 15703417
Amos Landfill 472,175 1,670,348 12,991,123 10,022,850 8,206,006 12,000,239 . 45,352,841
Muskingum River U5 Landfill 232,806 408,789 4,049,769 8,621,602 15,085,980 - - 203,408,845
Conesville U4 @ 43.5% Landfill 64,629 325,515 358,740 182,743 31,987 0,216 165,495 1,202,325 o
Total Landfills 1,241,249 10,122,268 32,306,497 36,910,818 39244738 12,130,458 165,485 132421570 g
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2004-2010 Environmental Program (CapEx Only, Including Overheads and AFUDC)

Luny Range Plan
Plant Equipment Cl Phase 2004 2005 | 2006 [N 2007 i 2008 ! 2009 | 2074 Tatal
Associated
Mountaineer Assoc. Phase 3 - 17,601,045 99,849,800 17,750,632 - B - 135,201,478
Cardinal U1 Assoc. Phase 3 - - 16,247,352 51,329,492 1,336,718 - P 58,913,561
Mitchell Ut & U2 Assoc, Phase 3 - 12,015,223 130,422,847 10,460,764 - - - 152,898,934
Conesville U4 @43.5% Assoc. Phase 2 - 431,119 1,682,500 10,156,610 14,051,570 6,918,791 33,240,589
Amos Ut & U2 Assoc, Phase 3 - 1,751,655 12,890,696 17,554,183 85,587,056 - - 117,780,509
Amas U3 Assoc. Phase 3 - 3623410 49,606,615 123,909,587 4,475,288 - B 185,614,610
Muskingum River U5 Assoc. Phase 2 . . 2,685,475 17,258,449 19,569,256 . - 39,513.100
Total Associated - 35,422,152 313,385,386 248,416,716 129,019,898 5,918,791 - 733,162,942
ClESP
Pirkey 1 ACHESP . . . - 4,080,000 7,320,000 . 12,200,000
Northeastem 3 & 4 ACUHESP - - 7,500,000 11,200,000 - 18,700,000
Rockport 1 & 2 ACHESP - - - - 21,800,000 32,800,000 - 54,500,000
Total CIESP's - - - - 34,180,000 51,320.000 - 15,500,000
Other
Mountaineer Gypsum Unloader Other 581,774 1,553,906 10,294,185 1516 - - - 12,437,380
Mountaineer Gypsum Handling Other - 1,992,637 43,896,872 41,818 - . . 45,931,328
Total Other 501,774 3,546,542 54,191,067 42,332 - - - 58,368.705
Grand Total 279,656,678 697,029,563 1,365,073,873 895,346,724 531,831,518 113,222,538 13,485,051 3,895.647,098
v
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2004-2010 Environmental Prog

ram for AEP owned Plants

Long Range Plan Revisions
Docembor 2005 Controliablo l Non-Controilable ] impact on ! Forpcast
Plant Rov. 5 Cost Cost Foroeast Rov, §
SCR
In Sorvico Projocts 228 - {0) {0) 228
Mitehell U1 134 0 (0) {0) 134
Mitcholl U2 136 2 g 2 138
Conesvilie U4 @43.5% 52 o Q ] 53
Total SCR's 550 2 g 2 552
FGD
Pirkoy @85.94% 14 2 0 2 16
Dolct Hills @ 40.23% 4 (3 (0} (3} 1
Mountainoar 367 {8} 2 {6} 361
Miteholl U1 230 12 1 13 243
Mitchell U2 226 11 {1} 10 238
Cardinal U1 229 (18} 5 {12} 217
Amos U3 316 38 {0} 35 3561
Muskingum Rivor US 200 62 16 7% 277
Amos U1aU2 395 (37) 1) (38} 357
Conosvillo U4 @43.5% 111 (0} 1 1 112
Big Sandy U2 198 (150) (35) (185) 13
Stuart 150 - - - 150
Total FGD's 2,441 {34) {13} {107) 2,334
Landfill
Mountainoor LBR 3g 1 1 3 41
Mitcheoll Landfill 1 {1) - {1} -
Cardinal U1 13 4 1 3 16
Amos 42 U} 4 3 45
Muskingum Rivor US 24 4 1 5 28
Conosville U4 @ 43.5% 24 {18} {8) {23} 1
Big Sandy 2 33 (30 {3} (33) -
Total Landfills 182 {48) {4) {50) 132
Associatod
Mountainoer 128 8 1 9 138
Cardinal U1 73 (4 0 4 69
Mitcholl U1 8 U2 141 12 {0} 12 153
Conosvillo U4 @43.5% 33 {0} 0 0 33
Amos U1 & U2 156 (40) 1 (38) 118
Amos U3 127 &4 5 §9 188
Muskingum River US 60 {20} (0} (20) 40
Big Sandy 2 72 {62) {10} {72) -
Total Associated 787 {51) {3} {54) 733
ACHESP
Firkoy 1 40 {25) (3) {28} 12
Northoastorn 3 & 4 - 17 2 19 18
Rockport1& 2 78 {20) {3} {23) £5
Total ACVESP 118 {29) {4) {33} 8¢
Othor
Mountaineor Gypsum Unloador 8 4 [} 4 12
Mountainoer Gypsum Handling 41 5 o 5 48
Total Othor 50 K] [ 3 58
Grand Total 4,128 {209} {24) {232} 3,896
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THE PUBLIC UTILITIES COMMISSION OF OHIO

In the Matter of the Application of Columbus )
Southern Power Company and Chio Power g
)

Company for Approval of a Post-Market Case No. 04-169-EL-UNC
Development Period Rate Stabilization Plan.
OPINION AND ORDER
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PINION AND ORDER

The Commission, having considered the evidence, the arguments of the parties, and
the applicable law, hereby issues its opinion and order in this proceeding.
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OPINION
L Background

In June 1999, the Ohio General Assembly passed legislation (Amended Substitute:
Senate Bill No. 3 of the 123® General Assembly, referred to as SB3) requiring the
restructuring of the Ohio electric utility industry and providing for competition for the
generation component of electric service. That legislation was signed by the governor in
July 1999. Pursuant to SB3, the Commission received and reviewed proposed plans by
Columbus Southern Power Company and Ohio Power Company (collectively AEP) to
transition from the then-existing regulatory framework to the restructured SB3 framework.
In the Matter of the Applications of Columbus Southern Power Company and Ohio Power
Company for Approval of Their Electric Transition Plans and for Receipt of Transition Revenues,
Case Nos. 99-1729-EL-ETP and 99-1730-EL-ETP, Opinion and Order (September 28, 2000)
and Entry on Rehearing (November 21, 2000).

Ohio electric choice (a short-hand term for the competitive electric generation
component in Ohio) began on January 1, 2001. Under Section 4928.40, Revised Code, a
period of time was established to allow a competitive electric market to develop for the
generation component of electric service (market development period, MDP). The default
expiration date of the MDPs was December 31, 2005, unless otﬁerw*ise determined by the
Commission in conformance with certain statutory criteria. Since electric choice began,
three competitive retail electric service providers have been certified to serve customers in
AEP’s service territories, with only one actually serving customers (nonresidential) (Tr. I,
34, 127). There has been at most 3.4 percent shopping in Columbus Southern’s service
territory and zero percent shopping in Ohio Power’s territory (Tr. II, 175; OCC Ex. 8;
GMEC Ex. 5, at first set discovery requests 25 and 26 and third set discovery requests 1
and 2). AEP’s MDP is currently scheduled to expire on December 31, 2005.

In September 2003, the Commission (while addressing a proposed stipulated plan
for the competitive market in The Dayton Power and Light Company service territory)
encouraged all other electric distribution utilities (EDUs) in the state to consider
continuation of their MDPs, a plan for rate stabilization, and/or a market-based standard
service offer as a means for allowing time for their competitive electric markets to grow.
In the Matter of the Continuation of the Rate Freeze and Extension of the Market Development
Period for The Dayton Power and Light Company, Case No. 02-2779-EL-ATA, Opinion and
Order at 29 (September 2, 2003). Then later that month, the Commission elaborated
further that such proposals should balance three objectives: rate certainty, financial
stability for the EDU, and further competitive market development. In the Matter of the
Application of FirstEnergy Corp. on Behalf of Ohio Edison Company, The Cleveland Electric
IHuminating Company, and The Toledo Edison Company for Approval of Tariff Adjustments, Case
No. 03-1461-EL-UNC, Entry at 4-5 (September 23, 2003). '

On February 9, 2004, AEP filed an application with the Commission for approval of
a rate stabilization plan (RSP) to follow its competitive electric MDP. AEP proposes a plan
to substitute for a post-MDP, market-based standard service offer and to eliminate a
competitive bidding process from 2006 through 2008.
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Twenty-five entities filed motions to intervene in this proceeding. Those requests
were all granted and the intervenors are:

Appalachian People’s Action Coalition | Buckeye Power Inc.

(APACY

Calpine Corporation City of Dublin

City of Upper Arlington Constellation NewEnergy Inc.? ,
Constellation Power Source Inc. Green Mountain Energy Company (Green

Mountain or GMEC)

Industrial Energy Users-Ohio (IEU-Ohio) The Kroger Company

Lima/ Allen Council on Community Affairs | Mid American Energy Company

National Energy Marketers Association | Ohio Consumers’ Counsel (OCC)
(NEMA)

Ohio Energy Group (OEG)? Ohio Hospital Association

Ohio Manufacturers” Association Ohio Partners for Affordable Energy
(OPAE)

Ohio Rural Electric Cogperatives Inc. PJM Interconnection L.L.C. (PJM)

PSEG Energy Resources and Trade LLC | Strategic Energy LLC

(PSEG)

Wheeling-Pittsburgh Steel Corporation WPS Energy Services Inc.

W505 Community Action

By entry dated March 11, 2004, the Commission established a procedural schedule
for this proceeding. A technical conference was held on March 24, 2004. Objections to the
application were filed on April 8, 2004. By entry dated April 27, 2004, the examiner
slightly modified that procedural schedule, changing deadlines for prefiling expert
testimony, discovery cut-off, the local hearing dates (to be held in Canton and Columbus),
and the evidentiary hearing date. In May 2004, the parties prefiled their expert testimony
under the revised schedule.

Pursuant to the revised schedule, the local, public hearing in Canton, Ohio, was
conducted on May 19, 2004. However, the examiner discovered after that hearing that the
Commission had not properly sent any of the publication notices to the newspapers in
AEP’s service territory. Therefore, the examiner scheduled another local hearing in

Canton, Ohio, for July 7, 2004, and rescheduled the local hearing in Columbus for July 1,
2004.

On May 24, 2004, OCC filed a motion to dismiss the application on various legal
grounds. On May 25, 2004, AEP filed a motion to extend the time to respond to OCC’s
motion. IEU-Ohio supported an extension of the time to respond to OCC’s motion. By

1 Appalachian People’s Action Coalition, Lima/Allen Council on Community Affairs, Ohio Partners for

Affordable Energy, and WSOS Community Action are collectively referenced in this decision as the low-
income advocates or LIA.

Constellation NewEnergy Inc., MidAmerican Energy Company, Strategic Energy LLC, and WPS Energy
Services Inc. are collectively referenced in this decision as the Ohio Marketers Group or OMG.

OEG is composed of AK Steel Corporation, BP Products North America Inc., The Procter and Gamble
Co., Ford Motor Company, and International Steel Group Inc.
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entry dated June 1, 2004, the examiner granted the request to defer a ruling on OCC’s:
motion to disiiss, stating that all parties shall have the opportunity to argue the legality of
AEP’s proposal in post-hearing briefs.

The evidentiary hearing began on June 8, 2004, and continued to June 14, 2004. AEP
presented the testimony of five witnesses. The staff and OCC each presented the
testimony of two witnesses. APAC, Lima/Allen Council on Community Affairs, and
WSOS Community Action jointly sponsored the testimony of one witness and OEG
presented the testimony of one witness. At the July 1 and 7, 2004 local hearings, three
people provided testimony in opposition to AEP’s proposed RSP. The parties filed post-
hearing briefs on July 13 and 30, 2004.

1L The Law
Section 4928.14, Revised Code, states in pertinent part:

(A)  After its market development period, an electric distribution ufility in
this state shall provide consumers, on a comparable and
nondiscriminatory basis within its certified service territory, a market-
based standard service offer of all competitive retail electric services
necessary to maintain essential electric service to consumers,
including a firm supply of electric generation service....

(B)  After that market development period, each electric distribution
utility also shall offer customers within its certified territory an option
to purchase competitive retail electric service the price of which is
determined through a competitive bidding process....At the election
of the electric distribution utility, and approval of the commission, the
competitive bidding option under this division may be used as the
market-based standard offer required in division (A) of this section.
The commission may determine at any time that a competitive
bidding process is not required, if other means to accomplish
generally the same option for customers is readily available in the
market and a reasonable means for customer participation is
developed.

Also relevant, the Commission approved a request filed by AEP to temporarily
waive the need for it to propose a market-based standard service offer and/ or competitive
bidding process (CBP). In the Matter of the Request for a Temporary Waiver by Columbus
Southern Power Company and Ohio Power Company from the Requirementis of Chapter 4901:1-35,
Ohio Administrative Code, Case No. 04-888-EL-UNC, Entry (June 23, 2004). The
Commission agreed that AEP need not make such proposal(s) until 30 days after the final
order is issued in this proceeding.

OI.  Certain Elements of the Approved Electric Transition Plan

In moving to electric choice in Ohio, the Commission had to address a number of
financial and regulatory concerns so that each of the electric utilities could transition into
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utilities providing monopoly distribution service, while competing to provide the
generation component. In the course of making that transition, the bundled rates and
services of the electric utilities had to be separated, or unbundled, into generation,
distribution and transmission components in the electric transition plan (ETP)
proceedings.

Most of the parties to the AEP ETP proceedings agreed upon a resolution of the
issues. The Commission reviewed that proposed resolution and approved it, with some:
minor modifications and with a reservation of a ruling upon the independent transmission
plan. For purposes of better understanding the proposed RSP, several relevant
components of the ETP are:

(1) All distribution rates effective December 31, 2005 will be frozen
through 2007 for Ohio Power and 2008 for Columbus Southern.
However, during that period, distribution rates can adjust to reflect
costs of complying with certain changes (e.g., environmental, tax and
regulatory changes) and for relief from storm damage or emergencies.

(2)  Columbus Southern and Ohio Power agreed to absorb the first $20
million of actual consumer education, customer choice
implementation and transition plan filing costs, but the remainder of
such were permitted to be deferred, plus a carrying charge, as
regulatory assets for recovery in future distribution rates (via a rider).

(3)  Regulatory asset recovery was approved for the companies’ MDP and
for the subsequent three years for Columbus Southern and the
subsequent two years for Og.io Power. Recorded regulatory assets at
the beginning of the MDP, which exceeded specific regulatory asset
dollar amounts in the stipulation, were amortized during the MDP
and recovered through existing frozen and unbundled rates.

(4)  Columbus Southern made available to the first 25 percent of the
switching residential customers a shopping incentive. Any unused
portion of that incentive as of December 31, 2005, will be credited to
Columbus Southern’s regulatory transition cost recovery.

(5)  AEP reduced by five percent its generation component (including the
regulatory transition costs). AEP agreed to not seek to reduce that
five percent reduction for residential customers during the MDP. The
first 20 percent of Ohio Power residential customer load as of
December 31, 2005, that switches will not be charged the regulatory
transition charge in 2006 and 2007.

(6)  AEP shall transfer, by no later than December 15, 2001, operational
control of its transmission facilities to a Federal Energy Regulatory
Commission (FERC) approved regional transmission organization
(RTO). AEP established a fund (up to $10 million) for costs associated
with transmission charges imposed by PIM and/or the Midwest
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Independent System Operator (MISO) on generation originating in
the service territories of PJM or MISO as such costs may be incurred.

IV.  Elements of the Proposed Rate Stabilization Plan

AEP proposes a plan from 2006 through 2008 to substitute for a post-MDP market-
based standard service offer and to eliminate a competitive bidding process (Tr. I, 27). The
RSP states that all provisions of the approved ETP that are not changed by the RSP will not
be changed. The RSP proposal can be quickly summarized as follows: ;

(1)  Keeps distribution rates in effect on December 31, 2005, frozen
through 2008, except for changes allowed by 12 categories.

(2)  Continues to defer pre-2006 consumer education, customer choice
implementation and transition plan filing expenses beyond $20
million. Defer post-2005 consumer education, customer choice
implementation and transition plan filing expenses and all RSP filing
costs. All will be recovered as distribution regulatory asgets, along
with carrying charges, after the RSP.

(3)  Allows deferral and recovery in RSP distribution rates of: (a) RTO
administrative charges from the date of integration in PJM through
2005, along with a carrying cost; (b) full carrying charges for
construction expenses in Accounts 101 {electric plant in service) and
106 (completed construction not dassified) from 2002 through 2005;
and (c) 2004 and 2005 equity carrying charges for expenditures from
2002 through 2005 in Account 107 (construction work in progress).

(4)  Increases generation rates for all customer classes by three percent for
Columbus Southern and seven percent for Ohio Power each year of
the plan. Also, generation rates can be adjusted in the event that any
of five situations arise, but the sum of the generation increases shall
not be greater than seven percent for Columbus Southern and 11
percent for Ohio Power in any one of the years. As an alternative to
the increases for residential customers, AEP offers that the
Commission can terminate the five percent residential generation rate
discount on June 30, 2004 (which will, instead, increase generation
rates for residential customers by 1.6 percent for Columbus Southern
and 5.7 percent for Ohio Power each year of the plan). These
generation rate increases are avoidable for customers who choose
another competitive generation supplier.

(5)  Allows adjustments of transmission components for changes in costs
directly or indirectly imposed on the companies during the RSP.

(6)  Recovers amortized generation-related transition regulatory assets
under the ETP rates.
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(7)  Makes the Columbus Southern 2.5 mills per kilowatt-hour (kWh)
shopping incentive available during the RSP to the first 25 percent of
the Columbus Southern residential load. Any unused portion will not
be credited to the regulatory asset charge, but will become income to
Columbus Southern. Still for 2006 and 2007, the first 20 percent of
Ohio Power residential load that switches will not be charged the
regulatory asset charge.

(8) Includes otherterms addressing post-RSP Commission action,
functional separation, an allowance for AEP to participate in the CBPs
of other companies, and minimum stay requirements for all categories
of customers.

AEP provided estimated revenue amounts expected from the fixed generation rate
increases and the new deferrals to be recovered during the RSP (AEP Ex. 3, at 10):

Company 2006 2007 2008 Total ...
Columbus Southern  $48 million  $74 million $100 million $222 million
Ohio Power $112 million 176 million $247 million $535 million

If the potential four percent generation increase were also added to the calculation, AEP
acknowledges that the total estimated revenue amount combined for both companies
becomes $1.17 billion (Tr. I, 78).

V. OCC’s Motion to Dismiss

As noted eatlier, OCC filed, on May 24, 2004, a motion to dismiss the application in
this proceeding on two grounds, namely that the application will violate several statutes
and it illegally proposes to repudiate the ETP stipulation. In the context of describing the
various components of the RSP, we will also explain and address the legal and policy
arguments raised by the parties, including the specific arguments made by OCC. .

VL Positions of the Intervening Parties and Commission Discussion

Of the parties who have expressed a position in this proceeding, nearly all agree
that a competitive market has not adequately developed in AEP’s service territories (AEP
Ex. 1, at 4; AEP Ex. 2, at 24; Tr. I, 201; Staff Ex. 2, at 3; Tr. IV, 151; OEG Ex. 2, at 5; Tr. I1I,
208; GMEC Initial Br. 2, 5; IEU-Ohio Initial Br. 8-10; LIA Reply Br. 2, 9). Moreover, many
also believe that some action needs to be taken by the Commission to avoid a “flash-cut”
in 2006 to a freely competitive electric generation market (OEG Ex. 2, at 5; Tr. IIl, 208;
7/7/04 Tr. 6-7, 9; IEU-Ohio Reply Br. 7). Some of these parties openly fear that, without
some Commission action, generation rates will escalate and fluctuate dramatically, which
could hurt consumers, hurt the development of a competitive market, and harm the
market participants (AEP Ex. 1, at 4; Staff Ex. 2, at 7; Staff Initial Br. 1, 12). The
disagreement here is over the specific approach that the Commission should take to spur
competition in AEP’s service territories, while balancing the interests of the different
market participants. As already noted, the Commission has determined that the objectives
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of an RSP are to develop a plan providing for: rate certainty, financial stability for the
EDV, and further competitive market development.

A.  Market-Based Standard Service Offer and Competitive Bidding
Process

AFP has not conducted any studies or surveyed the market to determine the impact’
of its RSP upon shopping or participation by competitive suppliers (Tr. I, 177; GMEC Ex.
2). However, AEP believes that the proposed rate increases will create some opportunity
for increased shopping (Tr. I, 178). Staff also agreed (Tr. IV, 23, 243-244). Moreover in
AEP’s view, its RSP will cover AEP’s need to spend approximately $1.3 billion on
environmental controls after 2005 and address AEP's environmental expenditures of
roughly $1.0 billion between 2002 and 2004 (AEP Ex. 3, at 8, 11; Tr. I, 234-235).
Additionally, AEP states that the RSP addresses transmission expenses, customer
switching and future uncertainty (AEP Initial Br. 11). It is for those reasons that AEP
believes its RSP is a reasonable proposal and good substitute for a market-based standard
service offer and CBP. N

AFEP’s RSP contains no CBP; instead, AEP seeks to substitute its RSP for a CBP.
AEP takes the position that a CBP is not practical and not worth the effort (Tr. I, 96-97, 104-
105). As noted earlier, the Commission has waived, temporarily, the current requirement
for the filing of a CBP while the proposed RSP is under consideration. AEP believes that
its proposed increased generation rates are reasonable substitutes for market-based rates.
In AEP’s view, if the market exceeds those rates, customers will benefit by having a fixed
rate and, if the market rates fall below the increase levels, customers can avoid them by
switching to another supplier (AEP Initial Br. 23, 65-66). Staff concurs that the generation
rates constitute a reasonable proxy of market-based rates because of prices in the current
wholesale market, prices in AEP’s area, and shopping levels (Tr. IV, 20-21, 26-27, 244; Staff
Initial Br. 4, 6). Moreover, staff believes that a next step (RSP) that provides generation
rate stability and gradual, predictable increases is the best approach (Staff Reply Br. 3).

OEG and [EU-Ohio agree with the Commission’s stated objectives and the concept
of an RSP. However, neither agrees with AEP’s RSP. Instead, they each advocate that
their own proposed rate plan be adopted by the Commission (OEG Ex. 2, at 7-9; OEG
Initial Br. 15-18; [EU-Ohio Initial Br. 6, 14, 37-40). OEG's rate plan basically provides: (a)
no new transmission and distribution deferrals beyond that authorized in the ETP
decision; (b) no transmission and distribution increases except for costs to comply with
environmental (distribution-related), tax and regulatory laws or regulations, relief from
storm damage expenses, or an emergency; (c) transmission and distribution rate increases
after 2005 only upon a fully evaluated rate case; and (d) fixed generation rate increases
after 2005 througﬁ a monthly rider designed to recover incremental environmental and
governmentally mandated costs that have passed an earnings test (OEG Ex. 2, at 7-9; OEG
Initial Br. 15-18). OEG’s plan also addresses allowed components of rate base,
components of operating expenses and rate of return (OEG Initial Br, 23-26).* OEG
considers its plan to appropriately balance several things: (a) new environmental and

% Green Mountain disagrees with OEG’s proposed RSP because the increases are cost-based, not market-
based (GMEC Reply Br. 6).

B on ol
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generation-related costs are balanced with timely recovery, while the rates increase to
reasonable levels based upon earned returns; (b) allows gradual and steady monthly rate
increases when needed for financial stability; (c) ensures market development through
moderate generation rate increases; and (d) ensures that earned returns do not increase
through piecemeal, single-issue, distribution rate increases (Id. at 18; OEG Reply Br. 23-24).

IEU-Ohio recommends various modifications to AEP’s RSP that focus upon the
price certainty and financial stability objectives identified by the Commission (IEU-Ohio
Initial Br. 38-40). In particular, [EU-Ohio recommends that: (a) AEP establish its standard
service offer prices as the current generation charge® of each rate schedule; (b) AEP
continue to collect transition costs; and (c) AEP be permitted to seek adjustment of the
current generation charges (either as confiscatory or as requiring increases due to
increased jurisdictional costs from fuel prices, environmental actions, tax laws, or
judicial / administrative orders).$ In the alternative, IEU-Ohio urges the Commission to
consider extending and lowering the current fixed rates, as was found to be acceptable in
Virginia (IEU-Ohio Reply Br. 11). AEP responds to both OEG'’s and IEU-Ohio’s proposed
plans, stating among other things that those parties simply want to keep AEP’s low rates
for another period of time and their plans do not take into account all three Commission
goals (AEP Reply Br. 14, 25-26).

OCC argues that AEP's proposed RSP does not meet the requirements of Sections
4928.02 or 4928.14, Revised Code, because the RSP is not a market-based standard service
offer and/or a CBP (OCC Motion to Dismiss 34, 11; OCC Initial Br. 35-36; OCC Reply Br.
22). Thus, in OCC’s view, the Commission has no authority to approve the RSP.
Similarly, OCC argues that the generation rate component of the RSP is improper because
it contains no CBP, as required by Section 4928.14(B), Revised Code (OCC Initial Br. 35).
Also, OCC contends that, since the RSP addresses service during the MDP that conflicts
with the approved ETP, it violates Section 4928.33(C), Revised Code (OCC Motion to
Dismiss 12). OMG, NEMA, PSEG, Green Mountain, and LIA concur with these criticisms
(OMG/NEMA Initial Br. 2-6, 15; OMG/NEMA Reply Br. 3-5; PSEG Br. 3-4, 8-9; GMEC
Initial Br. 6; GMEC Reply Br. 4; LIA Initial Br. 9-11). In their view, the RSP cannot be an
acceptable substitute because it is not based on market prices. OCC, OMG and NEMA
acknowledge that the RSP was proposed as an alternative to the market-based standard
service offer, but argue that, legally, an alternative cannot be substituted because the
statute does not allow for such (OCC Initial Br. 38; OMG/NEMA Initial Br. 5-6;
OMG/NEMA Reply Br. 4-5). LIA and Green Mountain state that, instead of illegally
seeking RSP proposals, the Commission should have followed the path set forth in Section -
4928.06, Revised Code, and provided an evaluation to the leﬁ'slature (LIA Initial Br. 12-14;
LIA Reply Br. 8; GMEC Reply Br. 6). OCC recommends that a CBP be filed as soon as

5 In IEU-Ohic’s proposal, it references the “little g” instead of current generation charges. When AEP's
rates were unbundled prior to the start of electric choice, the amounts that were categorized as
generation-related (or the “big G”) were the amounts not distribution-related, transmission-related,
other unbundled amounts, and tax valuation adjustments. Section 4928.34(A)(4). Revised Code. For
AEP, the “little g” is the difference between the “big G” and the amounts allotted for the regulatory
transition charge. The “little g” is what is reflected in AEP’s charges as the current generation charges.
Green Mountain also disagrees with IEU-Ohio’s proposed RSP because the MDP rates are not market-
based rates (GMEC Reply Br. 5).
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possible and recommends a particular format (OCC Ex. 10, at 10, Attach, A; OCC Reply Br.
24-25).

PSEG and OEG argue that the Commission’s goals for a RSP are not fulfilled by
AEP’s proposal. Specifically, PSEG states that rate certainty is not assured because of the
many exceptions that are contained in the RSP for possible future events (PSEG Br. 6).
OEG states that rate stability is not induded in the RSP because the $1.17 billion potential
increase cannot constitute stability (OEG Initial Br. 5). Next, they both contend that the
RSP really just provides financial stability to AEP and PSEG believes it will benefit AEP’s
competitive activities, rather than financial stability of its regulated functions (PSEG Br. 7;
OEG Initial Br. 5). Moreover, PSEG claims that the RSP will do nothing to foster
development of the competitive electric market (PSGE Br. 8). OCC quantifies the impact:
on the residential class for some of the costs over the three years as $266 million if the
additional generation increase is not included and $410 million if it is included (OCC Ex. 5,
at 3-4, Schedule FRP-1). OCC recommends that the entire RSP be rejected (OCC Initial Br.
64) :

If the RSP is not rejected for failure to use market-based rates, OMG, NEMA and
PSEG recommend that the Commission require a competitive bid to test the market (as it
did with the FirstEnergy EDUs) and establish a basis for that market’s prices
(OMG/NEMA Reply Br. 6-8, 11; PSEG Br. 9).7 Moreover, OMG and NEMA point out that,
pursuant to Section 4928.14(B), Revised Code, AEP must either provide for a competitively
bid generation service or demonstrate that such would be duplicative to available services.
They argue that AEP cannot make such a demonstration and, therefore, a CBP must be
scheduled like the Commission has done with other EDUs (OMG/NEMA Reply Br, 8-9).
If the Commission decides to require a CBP, Green Mountain advocates a retail CBP
(bidding for customers) as done in Pennsylvania, instead of a wholesale CBP (bidding to
provide generation) (GMEC Reply Br. 10-12). IEU-Ohio took the opposite position, stating
that providing customers with a CBP in the current state of the market would elevate form
over substance (IEU-Ohio Initial Br. 40). Instead, IEU-Ohio believes the Commission
should ask the legislature to delay the CBP option until the Commission concludes that the
market is suffidently mature to warrant the time and resources needed for CBPs (Id.).

Comumission Discussion
At the outset, we will note that AEP proposed an RSP because we requested it, All

parties to this proceeding are aware of the direction that this Commission has taken and
the concerns it has with the post-MDP competitive electric environment. In fact, many of

7 The Commission ordered a CBP for the FirstEnergy EDUs in In the Matter of the Applications of Ohio
Edison Company, The Cleveland Electric lluminating Company and The Toledo Edisen Company for Authority to
Continue and Modify Certain Regulatory Accounting Practices and Procedures, for Tariff Approvals and to
Establish Rates and Other Charges Including Regulatory Transition Charges Following the Market Development
Period, Case No. 03-2144-EL-ATA (June 9, 2004). On December 8, 2004, the CBP took place (an auction).
The Commission concluded, on December 9, 2004, that the CBP auction price should be rejected because
the previously approved RSP price is more favorable for consumers than the clearing price of the
auction, which represented the best available market-based price to cover FirstEnergy’s retail load. In the
Matter of the Application of Ohio Edison Company, The Cleveland Electric Wluminating Company and The Toledo
Edison Company for Approval of a Competitive Bid Process to Bid Out Their Retail Electric Load, Case No. 04-
1371-EL-ATA, Finding and Order.
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the parties in this proceeding have participated in several other proceedings involving the
MDPs and post-MDP activities for other EDUs. Many of the parties readily acknowledge
that a competitive electric generation market has not developed thus far in AEP’s service
territories and will not adequately develop by the time AEP’s MDP expires in December
2005. With so few participants, so very little shopping having taken place in Columbus
Southern’s territory and no shopping at all having taken place in Ohio Power’s territory,
we do not want to simply allow market forces to be unfettered. We believe, in AEP’s
territory, a controlled transition is not only appropriate, but very much needed. We also
believe that many, if not all parties, agree with this fundamental starting point.

The difference of opinion occurs with the manner in which to handle the near term.
OCC, OMG, NEMA and LIA argue that Section 4928.14, Revised Code, provides the gnly
mechanisms available to the Commission (adoption of a market-based standard service
offer and a service developed through a CBP) and the proposed RSP is neither. Even with
those two mechanisms identified in Section 4928.14, Revised Code, the parties disagree
what should be done. However, AEP, staff, OEG and IEU-Ohio believe greater flexibility
is available, namely, the Commission can adopt an RSP. We agree. AEP takes the position
that.a CBP is not practical and not worth the effort. Staff and IEU-Ohio agreed. We also
agree and, as is within our authority, we conclude that a CBP is not warranted for AEP at
the conclusion of its MDP. The record reflects that, in the past several years, only three
competitive suppliers have been certified to provide competitive electric service in AEP's
territory and only one is actually serving customers (Tr. I, 34, 127). Plus, there has been at
most 3.4 percent shopping in Columbus Southern’s service territory and zero percent
shopping in Ohio Power’s territory (Tr. I, 175; OCC Ex. 8; GMEC Ex. 5, at first set
discovery requests 25 and 26 and third set discovery requests 1 and 2). This level of
inactivity leads us to seriously doubt the efficacy of initiating a competitive bid. Instead,
we conclude that an RSP (and in particular the one we adopt today) will accomplish,
generally, the same as a CBP for customers and provide a reasonable means for customers
to participate in that competitive énvironment as it continues to develop. As further
explained in this decision, we agree to increase generation rates (which are avoidable to
customers who choose another competitive generation supplier). These components of
the RSP, along with continuation of the unaffected provisions of the ETP, we believe will
prompt the competitive market and continue to provide customers a reasonable means for
customer participation. Therefore, we conclude that, at this time, a CBP is not required for
AFEP between 2006 and 2008.

Many parties argue that AEP’s proposed RSP is not a market-based standard
service offer because it is not based upon the market. OMA and NEMA have argued that
the RSP is not based upon a willing buyer and a willing seller. AEP proposes its RSP as a
substitute for a market-based standard service offer (Plan at 3). Staff presented evidence
that the RSP is a reasonable proxy of market-based rates based upon its evaluation (Tr. IV,
20-21, 26-27, 244). OCC's witness acknowledged that the Commission has the discretion to
determine an appropriate proxy for a market-based standard service offer, given that both
the retail electric choice market and the wholesale market have not sufficiently developed
(Tr. I, 147). For the period involved (2006 through 2008), we conclude that the generation
rates that we approve in this RSP today will constitute an appropriate market-based
standard service offer, as required by Section 4928.14(A), Revised Code. We will evaluate
any subsequent, additional generation rate adjustments (which are limited to only the
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enumerated categories). Additionally, we conclude that the RSP that we approve today
complies with the requirements of Section 4928.14, Revised Code. None of the arguments
raised to the contrary convinces us otherwise. Finally, we note that there is greater
flexibility under Section 4928.14, Revised Code, than what some parties have advocated in
this proceeding. The Ohio Supreme Court recently recognized, in Constellation NewEnergy,
Inc. 0. Pub, Util. Comm., ____ Ohio St.3d __, 2004-Ohio-6767 (December 17, 2004), that an
RSP could satisfy Section 4928.14, Revised Code.

Next, we conclude that our decision today will fulfill our previously identified RSP:
goals. Throughout this decision, as we address the various components of the proposed.

RSP, we specifically explain how and why we believe that various approved components
are acceptable, indluding how they meet or fulfill our intended goals.

B. Generation Rates and Charges (Provisions Two and Three of the RSP)

1. Three and Seven Percent Increases

AEP proposes in the RSP that, for all customer classes, the generation rates will
increase each year (2006, 2007, and 2008) by three percent for Columbus Southern and by
seven percent for Ohio Power. These increases will generate $151 million for Columbus
Southern and $376 million for Ohio Power (AEP Ex. 3, at 10). AEP contends that the three
and seven percent generation rate increases are reasonable to address the Commission’s
three objectives of a RSP. These generation rate increases are based upon the companies’
judgment (AEP Ex. 2, at 12). Given that AEP has low generation rates currently, AEP
contends that fixed increases will spur market competition and be preferable to customers,
rather than imposition of full market-based rates (Id. at 13). AEP further notes that the
generation rate increases complement the companies’ substantial investments to comply
with environmental requirements. AEP noted that it plans to spend $1.3 billion beyond
normal capital expenditures after 2005 on generation-related environmental controls (AEP
Ex. 2, at 14; AEP Ex. 3, at 11). Next, AEP points to other EDU generation rates and
contends that its increased rates would still be below the current lowest average
residential generation rates of those EDUs (AEP Ex. 5, at 13; Tr. 1, 31).8 When that
comparison is made, AEP argues that its proposed generation rate increases are
reasonable (AEP Ex. 5, 13; AEP Initial Br. 24, 67-68).

Staff supports the fixed generation rate increases as reasonable in magnitude and
because they are completely avoidable if a competitor can beat the price and customers
shop (Staff Ex. 2, at 8; Tr. IV, 152, 154-155, 163-164, 248-249; Staff Reply Br. 4). Staff
evaluated this portion of the plan in the context of the current market, the expectation that
generation rates will rise and the magnitude of the proposed numbers for company
financial integrity (Tr. IV 156, 158; Staff Ex. 2, at 8). Moreover, staff noted that AEP's rates
are low compared to the Ohio market and keeping them frozen would impede supplier
entry in the territory (Tr. IV, 248).

8 Staff notes that AEP is distinguishable from other EDUs in Ohio because it has lower cost generation

supplies and has an infrastructure to allow it to move power within a seven-state region (Staff Initial Br.
4). Staff suggests that AEP’s proposal here should be evaluated separately from the other RSPs (I4.).
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OEG, Green Mountain, LIA, OCC, and IEU-Ohio disagree with the proposed fixed,
generation rate increases, OEG and [EU-Ohio object to the three and seven percent
generation rate increases on the ground that they will generate excessive earnings, while
AEP has been already receiving very healthy returns (OEG Ex. 2, at 14-16; OEG Reply Br.
4, 6; IEU-Ohio Initial Br. 7). OEG contends that the fixed generation increases will
engender 3.6 times more revenues than the companies’ projected costs for the
environmental expenditures identified (OEG Ex. 2, at 15). OEG and OCC are also
skeptical that customers will really avoid the increased generation rates on the ground
that the market is defective now and even AEP anticipates that it will remain defective for
a period of time (OEG Reply Br. 22-23; OCC Reply Br. 20). Thus, in OEG’s and OCC’s
view, customers will only have an option to shop in a defective market or take generation
service from AEP at increasing rates (Id.). Moreover, OCC highlights that the identified
projected costs for the environmental expenditures are not costs just for these companies;
rather, they will be allocated throughout the entire AEP system, but AEP did not account
for such allocation (Tr. I, 79; OCC Ex. 10, at 8; OCC Initial Br. 28). AEP and staff respond
that, after the MDP, generation service is no longer subject to cost-based regulation and,
thus, AEP's generation rafes and charges need not be cost-based (AEP Initial Br. 31; Staff
Initial Br. 4; Tr. IV, 154, 158, 165-166, 245). OEG counters by noting that AEP justified
many aspects of the proposed RSP by relying solely on the cost of service for those items
(e.g., additional generation-related expenses to be recovered through generation rate
increases and deferrals) (OEG Reply Br. 17-18).

Green Mountain argues that the RSP’s rates are below market (GMEC Initital Br. 8).
Green Mountain further argues that AEP should be required to prove the cost basis of its
generation rates (and distribution and transmission rates) since AEP has justified its RSP
by pointing to various costs/expenses and Section 4905.33(B), Revised Code, prohibits
service for less than actual cost for purposes of destroying competition (Id. at 18).

IEU-Ohio contends that justification for the fixed generation rate increases is weak
because it is not clear that AEP will spend all estimated amounts on environmental
compliance, the estimated expenditures only modestly affect production costs during the
RSP period, and those expenditures will be allocated among the various operating
companies as production costs (Tr. I, 58-60; IEU-Ohio Initial Br. 5-6). IEU-Ohio points out
that the proposed fixed generation rate increases will allow AEP to collect $527 million
more than current generation rates allow, in addition to the $702 million in transition costs
allowed under the ETP decision (IEU-Ohio Initial Br. 3). IEU-Ohio points out that this RSP
asks the Commission to approve generation rate increases on the basis that the current
generation rates are below market, while in 1999, AEP dlaimed that the generation
component was at above-market prices and, therefore, asked for regulatory transition
costs (IEU-Ohio Initial Br. 17-18, 22; [EU-Ohio Reply Br. 7).

IEU-Ohio acknowledges that electric generation service (after the MDP) shall not be
subject to traditional cost-of-service supervision or regulation, but it also believes that the
Commission has a duty to ensure that the standard service offer prices are just and
reasonable (IEU-Ohio Initial Br. 25-29; IEU-Ohio Reply Br. 3-5). In IEU-Ohio’s view, the
RSP’s proposed generation rates are too high and not reasonable, particularly since AEP's
financial condition has been very favorable over the last few years. Next, I[EU-Ohio
contends that these rate increases will simply fund investments and growth on earnings
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and are not necessary for finandal stability (IEU-Ohio Initial Br. 30-31). IEU-Ohio also
noted that, in Virginia, ﬁ‘rlice caps have been extended and Ohio should realize that raising
retail prices in Ohio (while other states extend rate caps) will not benefit Ohio as it strives
to compete in the global economy (IEU-Chio Reply Br. 8).

OCC argues that this portion of the RSP violates Section 4928.38, Revised Code,
because it seeks recovery of additional generation-related costs not authorized in the ETP
at the time when AEP is supposed to be on its own with respect to recovery of generation-
related costs (OCC Motion to Dismiss 5). OCC further argues that these fixed generation-
rate increases are not cost-based or justified because a complete picture of current costs
has not been made (some prior costs may no longer exist, while some new costs and
benefits have developed) (Tr. I, 173-174, 222; OCC Initial Br. 28-31; OCC Reply Br. 16, 17).
OCC supports OEG's estimated rates of return and argues that they demonstrate that the
fixed generation rate increases alone will cause extremely high returns for AEP that
should not be permitted (OCC Initial Br. 32, 39; OCC Reply Br. 16-17). In other words,
OCC states that AEP should not be earning higher returns on equity than they could

possibly be allowed in a regulatory environment when a developed competitive market is
absent (Id. at 39).

LIA also disagrees with the generation rate increases in the RSP (LIA Initial Br. 16).
On legal grounds, LIA argues that, since the RSP involves an increase in rates, AEP has
violated Sections 4909.17 and 4909.19, Revised Code, by not following rate increase
procedures (Id. at 9). Moreover, LIA contends that AEP’s actions/inactions regarding
RTO membership have caused a competitive market to not develop and, therefore, AEP
does not have “clean hands” and should not be rewarded with excessive increases in rates
(LTA Reply Br. 2). From a public policy perspective, LIA contends that the companies
already ﬁave high profit margins and do not need rate increases, and yet do not propose
any programs to mitigate the impact of the RSP on low-income customers (LIA Initial Br.
16, 20, 31; LIA Reply Br. 34, 6). 'LIA notes that AEP is the only Ohio utility to ever
terminate funding for low-income energy efficiency programs (APAC Ex. 1, at 7; Tr. IV,
182; LIA Initial Br. 32). LIA further contends that the RSP will exacerbate the already high
amounts of percentage of income payment plan (PIPP) arvearages for AEP customers (Id.
at 26). If the Commission proceeds with an RSP, LIA and OCC argue the Commission
must consider the impact of the RSP on the low-income consumers and vulnerable
populations in order to promote rate stability and certainty (Id. at 20, 34; OCC Initial Br.
62). Specifically, LIA urges: (a) the Commission to allow PIPP customer pools to
participate in CBPs during the RSP; (b) AEP to negotiate with the Ohio Department of
Development, Commission staff, and low-income intervenors to develop “an approach to
arrearages that reinforces good payment behavior by PIPP program participants and
reduces the PIPP debt to a manageable level that can conceivably be repaid”; and (c) the
Commission require funding by AEP of $1.5 million per year for a low-income energy
efficiency program in AEP’s service territory (APAC Ex. 1, at 8, 12; Tr. IV, 197, 201; LIA
Initial Br. 29), 32; LIA Reply Br. 7-8). OCC supports these three recommendations (OCC
Initial Br. 62).




KPSC Case No. 2008-00307
Commission Staff First Set Data Request
Order Dated August 24, 2006

ltem No. 4

04-169-EL-UNC - ~18ge 105 of 173

Commission Discussion

Certainly, to some extent, the generation rate increases will provide additional
funds to the companies and assist in their financial stability. As noted, AEP will be

incurring large generation-related expenses above normal capital expenditure levels.

during the RSP period. However, we also believe that the RSP package as a whole
supports our goals of helping to develop the competitive market and providing some rate’

stability. We reach this conclusion because we believe that the generation rate increases
are a reasonable approximation of the future market conditions. With the RSP's
structured, periodic generation rate increases, customers will not be subjected to
significant swings in generation ratesin an emerging competitive market for AEP. We
believe this provision is not only very important to spurring a competitive market, but also
to protecting customers from the risks and dangers associated with price volatility and a
nascent competitive market.

We also accept our staff's conclusion that the percentage increases are reasonable in
magnitude. Many of the parties object to this provision because they contend that AEP is
already earning too much. However, these parties seem to forget that, with the expiration
of the MDP, generation rates are subject to the market (not the Commission's traditional
cost-of-service rate regulation) and that the plan was an option that AEP voluntarily
proposed. Section 4928.05(A)(1), Revised Code. We make this observation to point out
that, under the statutory scheme, company earnings levels would not come into play for
establishing generation rates - market tolerances would otherwise dictate, just as AEP
argued (AEP Reply Br. 26-27). We are strongly committed to encouraging the competitive
market in AEP’s service territories as it is the policy of this state, per Section 4928.02,
Revised Code. Given that commitment, we do not feel that the earnings levels evidence or
cost-based analyses and arguments presented by OEG, OCC, IEU-Ohio or LIA justify
rejection of this provision. We believe that this provision will establish generation rates
that are appropriate for the RSP period, spur the competitive market, and also protect
customers from dramatic or volatile generation rate price changes. We do not agree that
this provision violates any of the cited statutes.

While we have found the proposed generation rate increases to be reasonable, both
in concept and in number, it is also appropriate to point out that these increases will be
avoidable during the rate stabilization period. Customers who choose another
competitive generation supplier can avoid AEP’s increased generation rates (because those
customers will pay, instead, the rates of their chosen supplier). We believe this is an
important point to note.

We do realize that rate increases can be difficult for some customers to handle, as
LIA has argued. We are not ignoring these concerns. In fact, we believe that the
structured nature of the generation rate increases will be more helpful to the low-income
customers in AEP's territory than would otherwise likely occur without the RSP. Ideally,
we agree that rate increases are not preferred, but we are weighing and balancing several
competing interests and we believe that the proposed generation rate increases will result
in the most balanced and reasonable generation rates for all customers in AEP’s service
territories during the three years following the MDP. For these additional reasons, we
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accept this provision. Despite that conclusion, we agree that low-income customers, in
particular, can be disproportionately affected by the RSP. To alleviate that concern, we
conclude that low-income customers should receive some additional assistance.
Therefore, we have provided for additional funding of low-income and economic.
development programs during the RSP period as set forth in Section VI.G of this decision.

2. Elimination of Five Percent Residential Discount

For all residential customers, AEP proposes an additional generation rate increase
each year of 1.6 percent for Columbus Southern and 5.7 percent for Ohio Power, if the five
percent generation discount terminates on June 30, 2004. This would end the five percent
residential rate reduction 18 months earlier than what was agreed upon in the ETP
stipulation (Tr. I, 28). If elimination of the five percent discount to residential customers is
included, AEP calculates that the generation rate increases will be 8.5 percent for
Columbus Southern residential customer and 13.2 percent for Ohio Power residential
customers in 2006 (AEP Ex. 2, at 11). This would amount to roughly a $6 million increase
for residential rates (Tr. I, 29). AEP supports this proposal by noting that Section
4928.40(C), Revised Code, allows the Commission to terminate_the discount if it is
“unduly discouraging market entry by [...] alternative suppliers.” Despite the proposed
June 30, 2004 date having passed, AEP has noted that the alternative is still viable, but the
later termination of the discount (still prior to the end of the MDP) will result in reduced
fixed increases for residential customers (AEP Initial Br. at footnote 11). AEP, staff and
Green Mountain believe that the current generation rates, along with the existing
temporary discount, unduly discourages market entry because of the small price
differential between AEP’s generation rates and others’ generation supplies (AEP Ex. 2, at
12; Tr. IV, 23; GMEC Br. at 16-17). Staff and Green Mountain urge the Commission to
eliminate the temporary discount (Staff Ex. 2, at 9; GMEC Initial Br. 17).

OCC opposes elimination of the five percent discount on the ground that the ETP
stipulation requires the companies to retain tﬁe discount for residential customers through
the MDP (OCC Initial Br. 32; OCC Reply Br. 17).2 The ETP stipulation states that the
companies will “not seek to reduce the [five percent] reduction in the generation
component rate reduction for residential customers during the market development
period” (OCC Ex. 1, at 6). OCC also contends that AEP has not demonstrated that the
discount is unduly discouraging market entry, as required by Section 4928.40(C), Revised
Code (OCC Ex. 10, at 5; OCC Reply Br. 18). In fact, AEP could not say that elimination of
the discount would result in suppliers entering the residential market (AEP Ex. 2, at 12; Tr.
I, 137-138). AEP contends that its RSP does not ask to remove the five percent discount
during the MDP; it only noted that it was an option that the Commission could consider in
the context of the RSP’s proposed generation rate increases (AEP Initial Br. 27-28, 68, 78).

IEU-Chio states that the Commission should consider elimination of AEP’s five
percent residential discount in a “stand-alone” proceeding that is “focused on the

% OCC argues that the Commission lacks authority to approve any portion of the RSP that impacts any

term in the ETP decision {OCC Motion to Dismiss 2; OCC Initial Br. 2-3). Staff disagrees with that
argument because the Commission retains ongoing jurisdiction over its orders, including the authority
to change or modify its earlier decisions as it deems necessary in the best interests of the utility and
customers (Staff Initial Br. at footnote 1).
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residential customer sector and the full range of conditions that are affecting market entry
by alternate suppliers” (IEU-Ohio Initial Br. 41).

Commission Discussion

OCC correctly cites the ETP stipulation. We also believe that AEP’s argument that:
its RSP does not ask to remove the five percent discount is an attempt at “hair-splitting”.
AEP’s RSP proposed eliminating the five percent discount and it previously agreed that it
would not make such a request during the MDP. ~

Notwithstanding the language in the ETP stipulation and our acceptance of that
stipulation, we have the ability to evaluate the impact of the five percent residential
discount under Section 4928.40(C), Revised Code. Section 4928.40(C), Revised Code, gives
the Commission the flexibility to eliminate the five percent residential discount if it
unduly discourages market entry in AEP’s service territories. We believe that an early
ending to the discount is not warranted and, rather, it is appropriate that the five percent
residential discount in both companies’ territories, end effective December 31, 2005. We
further note that ending the five percent residential discount on December 31, 2005, is in
keeping with SB3 (including Section 4928.40, Revised Code) and is consistent with the
timing required of the residential discounts of four other EDUs. Ohio Edison, Case No. 03-
2144-EL-ATA, supra at 24-25 and In the Matter of the Application of The Cincinnati Gas &
Electric Company to Modify its Nonresidential Generation Rates to Provide for Market-Based
Standard Service Offer Pricing and to Establish an Alternative Competitive-Bid Service Rate
Option Subsequent to the Market Development Period, Case No. 03-93-EL-ATA, Opinion and
Order at 36-37 (September 29, 2004).

3. Additional Generation Rate Increases

AEP’s RSP allows generation rates to further increase, after a Commission hearing,
for: (a) increased expenditures incurred through an affiliate pooling arrangement for
complying with changes in laws/rules/regulations related to environmental
requirements, security, taxes, and new generation-related regulatory requirements
imposed by statute/rule/ regulation/administrative order/ court order; or (b) customer
load switches that materially jeopardize either company’s ability to recover the anticipated
generation revenues. Total generation rate increases cannot be greater than seven percent
for Columbus Southern and 11 percent for Ohio Power in any given year (if the five
percent residential discount is not eliminated).1 The additional generation adjustments
are effectively capped at four percent. The RSP proposes a 90-day time frame, after which
the proposed increase will become effective on an interim basis until the Commission’s
final order is implemented.

AEP points out that this aspect of the RSP only gives the company the flexibility to
ask for additional, limited generation rate increases in the event of changes in the two
enumerated categories; it does not pre-approve or guarantee rate increases (AEP Ex. 2, 16-

10 If the five percent residential discount would have been eliminated as of June 30, 2004, any additional
generation rate increases would be at most four percent above the residential customers' fixed annual
increase, which would be at most 5.6 percent for Columbus Southern residential customers and 9.7
percent for Ohio Power residential customers (AEP Ex. 2, at 18).
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17; AEP Initial Br. 35). AEP characterizes this provision as a means to manage the risk it
faces relative to the fixed generation rate increases (AEP Reply Br. 28). At this point in:
time, AEP does not expect to ask for additional rate increases (Tr. I, 198). Also, AEP
mentions that any additional increases that might be authorized by the Commission could
be avoided for customers who choose another competitive supplier (AEP Initial Br. 35).

Staff, Green Mountain and IEU-Ohio do not fully support or fully object to this
provision. They believe that any request for additional generation rate increases should be
evaluated by looking at the company’s overall financial health (not just the events that
triggered the proposed further increase) and not be limited to four percent (Staff Ex. 2, at
9-10; GMEC Reply Br. 12-13; [EU-Ohio Initial Br. 42; Tr. IV, 33, 153, 231, 245). Staff
recognizes that the proposed additional generation increases would be sought for many of
the same reasons that AEP had based its proposed three and seven percent increases and,
thus, believes automatic additional increases should only be considered after looking at
the whole company (Tr. IV, 153, 245-247). AEP responded by stating that a look at the
overall financial health of the company is contrary to Section 4928.05(A)(1), Revised Code,
because generation pricing will not, be subject to cost-of-service ratemaking principles
(AEP Initial Br. 38). Additionally, AEP predicts that holding generation rates down
because of a strong “wires business” is likely to result in rate shock in 2009, which is what
the Commission is trying to avoid today (Id.; Tr. I, 247).

OCC argues that the proposed four percent additional increase does not result from
changes in market prices and, thus, is not market-based (OCC Ex. 10, at 9). Like staff,
OCC characterizes this provision as improper single-issue ratemaking and also criticizes
the ambiguity of the phrase “materially jeopardizes either or both companies’ ability to
recover the increased revenues” (Id.).

OEG worries that this portion of the RSP could permit recovery twice for the same
expenses; essentially that the same ¢osts used to justify the fixed increases arguably could
justify the proposed additional increases (OEG Ex. 2, at 16-17). Plus, because the
companies will continue to have very high earnings, OEG believes that the additional
generation rate increases are not needed to maintain financial stability (OEG Initial Br. 8).
AEP notes that this criticism is really a concern over the Commission’s ability to judge any
proposed additional generate rate increase and not a sufficient basis for rejecting this
portion of the RSP (AEP Initial Br. 39).

Commission Discussion

We find this portion of the RSP to be acceptable. We agree with AEP that this
portion of the RSP will allow AEP to seek additional generation rate increases; it does not
pre-approve them (although it does limit any approved amount). We understand staff’s
and IEU-Ohio’s preference that subsequent generation rate increases be viewed in the
context of the company’s overall financial health, but that position ignores the
requirements of Section 4928.05(A)(1), Revised Code. Thus, we find this portion of the
RSP to appropriately temper potentially large generation rate increases {(by limiting the
dollar amounts), while also recognizing AEP’s interest in financial stability. This
provision is a compromise position that takes into consideration the competing interests.
We understand the criticism raised with the phrase “materially jeopardizes either or both
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companies’ ability to recover the increased revenues.” In the event that further increases
are requested by AEP, we will evaluate this. Similarly, we understand OEG’s concern that
AEP could request further generation-related rate increases for items that it is already
recovering. But, as AEP states, the concern does not justify rejecting the provision; it is
really a question of whether the proposed further increase is properly evaluated. For
these reasons, none of the comments raised in this proceeding convinces us that this
portion of the RSP should be rejected.

C.  Distribution Rates and Charges (Provision One of the RSP)

Under the RSP, AEP distribution rates and charges in effect on December 31, 2005,
would remain in effect through 2008 (except for the universal service fund rider, energy
efficiency fund rider, and certain cost-based charges such as right-of-way charges). These
“frozen” distribution charges could be also adjusted in the event of an emergency, changes
in transmission/distribution allocations under the FERC's seven-factor test, or if the
companies experience increased distribution-related expenses due to: (a) changes in
laws/rules/regulations related to environmental requirements; (b) security; (c) taxes; (d)
O&M due to new requirements imposed by federal or state legislative or regulatory
bodies after March 31, 2004; and (e) major storm damage service restoration. Furthermore,
the “frozen” distribution rates will be adjusted, if the Commission approves, to recover
certain deferred RTO administrative costs (deferred in 2004 and 2005) plus carrying costs
and certain deferred carrying costs on certain environmental expenditures since 2002, plus
carrying costs.

AEP points out that the RSP only freezes distribution rates for an additional one-
year period for Ohio Power, because the ETP froze them previously (AEP Ex. 2, at 5). AEP
acknowledges that, in addition to what is contained wﬂgnn the ETP, the RSP would add
some additional categories for which the “frozen” distribution rates would/could be
adjusted (Id.; Tr. 1, 31-32). AEP contends that, at least with the proposed adjustments for
security expenses and the specified O&M expenses, they are justified because of the
unforeseen security issues that previously developed and the likelihood that O&M
expenditures will be needed since the ETP was approved (AEP Ex. 2, at 6).

Staff, IEU-Ohio and OEG state that a distribution rate case should be conducted,
instead of freezing distribution charges from 2006 to 2008 (Staff Ex. 2, at 7-8; Tr. IV, 230;
IEU-Ohio Initial Br. 42; OEG Ex. 2, at 22-23). They reach this conclusion because these
distribution rates were established in 1991 and 1994 rate cases (Staff Ex. 2, at 8). More
specifically, OEG believes that AEP’s returns on common equity have been very high over
the last several years and the proposed RSP will only perpetuate them (OEG Ex. 2, at 11-
14). AEP took issue with OEG’s rate of return calculations, alleging a number of errors
(AEP Initial Br. 31-35).

OCC also opposes this provision. OCC contends that the additional exceptions to
the distribution rate freeze (security and O&M expenses) are unwarranted (OCC Ex. 10, at
6). In OCC’s view, AEP accepted the risk that increasesd expenses for these two items
would occur when it signed the ETP stipulation and AEP should not now be permitted to
illegally attempt to modify the ETP or violate Sections 4909.18 and 4909.19, Revised Code
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(OCC Ex. 10, at 6-7; OCC Motion to Dismiss at 9).1! Moreover, OCC contends that these
exceptions to the distribution rate freeze constitute single-issue ratemaking, which is not:
appropriate public policy because the exceptions do not recognize other cost-related
changes (OCC Ex. 10, at 6-7; Tr. [IL, 187-188). In response, AEP states that OCC’s position
conflicts with its position that the Commission set a post-MDP generation rate at
something other than market levels (AEP Initial Br. 14).

LIA disagrees with the distribution rate provision in the RSP because it will also
allow rate increases (LIA Initial Br. 16).

Commission Discussion

We find that Provision One of the RSP is acceptable. The additional exceptions to
the distribution rate freeze are, in the context of considering the RSP as a package,
reasonable. We understand OCC’s contention that the additional exceptions to the rate
freeze can be considered single-issue ratemaking, but we also must point out that OCC
previously agreed to other exceptions to the distribution rate freeze, which can also be
considered single-issue ratemaking. The next question then is whether the additional
exceptions are justified. We do accept AEP’s contention that, in 1999 and 2000, security
expenses and the specified O&M expenses were not fully foreseeable. In this respect, we
believe that allowing for these additional exceptions to the distribution rate freeze during
the RSP is acceptable. We view the extension of the distribution rate freeze as a positive
aspect of the RSP, which meets our goal of fostering a competitive market and still
balancing rate stability with financial certainty for AEP.

We apprediate the position taken by staff, [EU-Ohio and OEG about the need for a
distribution rate case. They have correctly noted that a rate proceeding has not taken
place for either company for a period of time. AEP believes that, after the RSP, it would be
appropriate for the Commission to initiate rate proceedings (Tr. I, 102). AEP explained
that a rate proceeding at this point would frustrate the Commission’s goals of rate stability
and financial stability over the next few years (Id.). We agree that embarking on a rate

proceeding at this point could run counter to our ultimate goals. Therefore, we do not
accept that position. :

D.  Deferral Requests (Provisions One, Five and Six of the RSP)

The companies propose to defer the costs of several items during the RSP (AEP Ex.
2, at 8-9; AEP Ex. 4, at 4-6, 10-12). These items are:

(@)  RTO administrative charges (adjusted for net congestion costs) from
the time of integration into PJM12 through 2005, plus a carrying
charge (based on the weighted average cost of capital).

(b)  The 2004 and 2005 equity carrying charges on expenditures begun in
2002 through 2005 for expenditures located in Account 107,
construction work in process (CWIP).

11 OCC contends that, after the MDP, EDU distribution rates can only be adjusted through properly filed
applications under Chapter 4909, Revised Code (OCC Motion to Dismiss 10).

12 AEP integrated into PJM on October 1, 2004.
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() The full carrying charges (based on the weighted average cost of
capital) on expenditures begun in 2002 through 2005 for all functions
in Accounts 101 (electric plant in service) and 106 (completed
construction not classified), except line extension expenditures, which
are already subject to carrying cost deferrals.

(d) Consumer education, customer choice implementation, and transition
plan filings through 2005, plus a carrying charge.

(e)  Consumer education, customer choice implementation, and transition
plan filing costs incurred after 2005, and all RSP filing costs, plus a

carrying charge.

Most of the expenditures in the second and third categories are associated with
environmental control equipment (nitrogen oxide burners, flue gas desulphurization, and
selective catalytic reduction) for generation facilities (Tr. II, 14-18; OCC Ex. 3). AEP
estimated the total amounts of these proposed deferrals over the RSP as follows (AEP Ex.
4, at 3, 6-7; AEP Ex. 3, at 4-5, 7; AEP Ex. 2, at 8):

Proposed Deferral Columbus Southern Ohio Power

RTO Admin. Costs3 $11.9 million $15.6 million
RTO Admin. Costs Carrying Costs 2.5 million 3.2 million}4
CWIP Carrying Costs 1.0 million 9.0 million
In-Service Plant Carrying Costs 13.0 million 50.0 million
Addl. Carrying Costs for CWIP and '

In-Service Plant 2.0 million 9.0 million!>
Pre-2006 Education, Choice

Impl. and Transition Plan

Filing Costs!® . 40.6 million 45.5 million
Post-2005 Education, Choice

Impl., Transition Plan Filing

and all RSP Filing Costs!” 18.2 million ~19.7 million
Total $89.2 million $152 million

13 These estimates do not include an adjustment for congestion costs, as those are unknown (AEP Ex. 3, at
3; AEP Ex. 2, at 8).

14 AEP’s estimate of the RTO administrative costs totaled $14.4 million for Columbus Southern and $18.8
million for Ohio Power, while the revenues to be produced by this aspect of the RSP are estimated to be
$48 million for Columbus Southern and $60 million for Ohio Power {AEP Ex. 3, at 7, 10). However, we
note that AEP's brief reflects instead that the anticipated revenues to be produced by this aspect of the
RSP will be $16.8 million for Columbus Southern and $20.7 million for Ohio Power {AEP Initial Br.
Attachment A at 3 and Attachment B at 3).

15 AEP's estimates of the carrying costs of the CWIP and in-service plant totaled $16 million for Columbus
Southern and $68 million for Ohio Power, while the revenues to be produced by this aspect of the RSP
are): estimated to be $23 million for Columbus Southern and $99 million for Ohio Power (AEP Ex. 3, at 7,
10).

16 These estimates were made by AEP in May 2000 (OCC Ex. 1, at 4). They do not include carrying charges.
No updated estimates were presented as evidence in this proceeding.

17 The companies did not estimate RSP filing costs (AEP Ex. 3, at 5).
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In AEP’s view, these are new, significant costs that cannot be capitalized and were not
built into current rates (AEP Ex. 4, at 7). It should be noted, however, that AEP would
amortize these new deferrals over the three-year RSP and begin recovering those amounts
as regulatory assets through distribution charges in 2006, except for the consumer
education, customer choice implementation, transition plan filing costs incurred, and all
RSP filing costs, plus a carrying charge (AEP Ex. 2, at 21; AEP Ex. 4, at 4).

1. Regional Transmission Organization Administrative Costs

Staff calculated an average of the RTO deferral rider to be .27 mills/kWh for botty
companies and found it to be a reasonable level for what it considers to be a new service
(Tr. IV, 63-64, 67-68, 112, 253). OMG and NEMA do not fully object to this proposed
deferral, but contend that recovery of it during the RSP will cause some shopping
customers to be charged twice for those same costs (OMG/NEMA Initial Br. 9-11). OCC
also agrees with this criticism, but still otherwise objects to the deferral, as detailed further
below (OCC Initial Br. 8-9; OCC Reply Br. 8). More specifically, OMG and NEMA explain
that any shopping customer will pay the pre-2006 RTO administrative charges to his/her
generation supplier as part of the cost of receiving that generation supply and, then, also
pay AEP when it assesses the deferral during the RSP. OMG and NEMA state that an easy
solution is to require that AEP customers who shop after October 1, 2004, get a credit for
PJM administrative charges until the end of the MDP, but impose the deferrals upon them
during the RSP (OMG/NEMA Initial Br. 11-12). Green Mountain agrees (GMEC Reply Br.
9). AEP responds to this suggestion, stating that it is impossible to segregate how much
each customer’s bill will recover the deferral and, thus, the suggestion is not possible (AEP
Reply Br. 19-20). :

OCC objects to the RTO administrative cost deferral for several other reasons. OCC
first contends that this proposed deferral should be rejected because it violates the intent
of the distxibution service rate cap (set forth in Section 4928.34(A)(6), Revised Code); it is
simply an attempt to recover costs that were to be recovered by the capped distribution
rates (OCC Ex. 10, at 7; OCC Initial Br. 5-6, 9; OCC Reply Br. 2-3; OCC Motion to Dismiss
7). OCC also considers this provision to violate the part of the ETP decision which freezes
distribution rates beyond the MDP. OCC points out that a utilizlcan recover transmission
costs through an increase to the transmission component, which will correspondingly
decrease the distribution component during the MDP (OCC Initial Br. at 6). AEP even
acknowledged this possibility (Tr. I, 171). Second, OCC argues that AEP is proposing
single-issue ratemaking contrary to Chapter 4909, Revised Code (OCC Initial Br. 7; OCC
Reply Br. 12-13). OCC does not believe that the Commission should consider this single
($33.2 million) charge in isolation of overall transmission rates.

OCC next contends that the proposed deferral of the RTO administrative charges
would improperly allow AEP to recover transmission-related expenses through
nonbypassable distribution rates (OCC Reply Br. 7-8). AEP acknowledges that the RTO
administrative charges are transmission-rated (AEP Ex. 2, at 7; AEP Ex. 4, at 16; Tr. ], 240).
However, AEP contends that these costs benefit all customers (switching and non-
switching customers) because all customers benefit with AEP’s participation in an RTO.
AEP explains that the only means to allocate cost recovery among all customers in a
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competitively neutral fashion is a nonbypassable distribution charge (AEP Ex. 2, at 7; AEP
Ex. 4, at 18). AEP also explained that, without the requested authority or FERC authority,
the RTO administrative charges would not be recovered (Tr. I, 237). Moreover, AEP stated
that, while the RTO administrative costs could be recovered via a change in state
transmission charges (and thereby reduce distribution rates), AEP would effectively not be
able to recover those transmission expenses (Tr. I, 238). Finally, in OCC'’s view, it “strains
credibility that the companies did not know there would be RTO administrative costs'
when they agreed to join an RTO in the ETP stipulation” (OCC Initial Br. 10). OCC also
does not consider the RTO administrative costs to be a new service, as staff indicated, or:
rate stabilization charges. OCC believes these are MDP-incurred transmission charges
proposed to be recovered through a distribution rider after the MDP (Id.).

LIA argues that a deferral of the pre-2006 RTO administrative costs is tantamount
to an increase in the MDP-capped distribution rates (LIA Initial Br. 4, 6). LIA states that
Section 4928.38, Revised Code, prohibits the creation of new deferrals associated with
distribution service construction, and Section 4928.34(A)(6), Revised Code, and the ETP
decision are also violated (Id. at 5, 7). In LIA’s view, this deferral constitutes a “back door”
attempt to raise distribution rates, regardless of when the deferral is collected (Id. at 6).

OEG contends that the RTO administrative cost deferral proposes to adjust frozen
distribution rate under circumstances not permitted by the ETP decision (OEG Initial Br.
13). OEG also believes that the effect of the deferral request is to avoid a rebalancing of
transmission and distribution rate levels, which is required by Section 4928.34(A)(1),
Revised Code, to remain at the MDP levels (Id.). Next, OEG takes issue with the dollar
amounts in this proposed deferral for two reasons. OEG points out that AEP does not
plan to recognize, in the amount of RTO administrative deferrals, the benefit that AEP will
receive from making additional off-system sales as a member of PJM (Tr. ], 173). Further,
OEG highlights that these administrative costs will include costs related to the companies’
efforts to participate in the MISO (Tt. I, 248; OEG Initial Br. 14).

IEU-Ohio states that these RTO administrative costs were considered when
transition costs were developed in the ETP proceeding and the companies’ current
financial condition does not justify creation of new regulatory assets (IEU-Ohio Initial Br.
at 44). For this reason, IEU-Ohio contends that the proposed deferral should be denied.
IEU-Ohio also noted that, in July 2004, an AEP affiliate in Virginia agreed to forego
recovery of RTO administrative costs, certain congestion costs, and ancillary service cost
increases, except through a base rate case (I[EU-Ohio Reply Br. 7-8, Attachment). That
affiliate also agreed to not seek to defer such Virginia-specific costs. Furthermore, that
affiliate agreed to not seek to recover development and implementation costs that were
then being deferred, other than through a base rate case. IEU-Ohio makes the point that
other treatment of RTO administrative costs has been agreeable to an AEP company.
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Commission Discussion

The RTO administrative charges involved in this proposed deferral will be charges
incurred from October 2004 through 2005. We do not believe that this proposed deferral is
a rate increase. Accord, Consumers” Counsel v. Pub. Utl. Comm. (1983), 6 Ohio St.3d 377.
Recovery of the deferred RTO administrative charges would be based upon accruals
during AEP’s MDP. As a result, we will not approve the proposed deferral of 2004 and
2005 RTO administrative charges.

The Commission recognizes that AEP’s expenditures for RTO membership during
the MDP have been and will continue to be instrumental in enabling AEP to efficiently.
fulfill its provider of last resort (POLR) responsibilities during the rate stabilization period.
AFEP is required to provide that function after the MDP. Section 4928.14(A) and (B),
Revised Code. The Commission has also recognized in other cases that the POLR
responsibility of the EDU is one for which the EDU incurs necessary costs and which
warrants compensation during rate stabilization periods. See, Dayton, supra at 28, and .,
Ohio Edison, Case No. 03-2144-EL-ATA, supra at 23-24. The Supreme Court of Ohio
recently upheld an earlier Commission conclusion that the existence of POLR costs makes
it reasonable to apply a charge to customers during a RSP period. Constellation, supra. Our
staff also made this argument in this proceeding (butin relation to the CWIP and in-
service plant deferrals). We believe the proposed RTO administrative charge amounts for
collection during the rate stabilization period constitute reasonable and not excessive
compensation to AEP for part of the cost of fulfilling its POLR responsibilities and,
accordingly, approve the collection of these amounts as part of a POLR charge. This POLR
charge will be established as part of a separate unavoidable rider that is applicable to all
distribution customers.

We reach this conclusion based upon the specific circumstances before us in this
proceeding. Nothing in this decision is intended to be precedent-setting or to be construed
as ruling upon the other RTO charge-related deferral requests that we have recently
received from other EDUs. See, In the Matter of the Application of The Dayton Power and Light
Company for Authority to Modify its Accounting Procedures, Case No. 04-1645-EL-AAM, and
In the Matter of the Application of Ohio Edison Company, The Cleveland Electric lluminating
Company, and The Toledo Edison Company to Modify their Accounting Procedures, Case No. 04-
1931-EL-AAM.

2. Carrying Costs of Construction Work in Progress and In-
Service Plant Expenditures

Staff supports the CWIP and in-service plant deferrals as well (Staff Ex. 2, at 11).
Staff considers such deferrals to be equivalent to POLR charges (Tr, IV, 108-109, 147, 148,
171). Staff reaches this conclusion because the RSP is providing an option to switch and
avoid charges for AEP customers and creating a risk for AEP that customers will switch,
for which it is reasonable, in staff’s view, for AEP to collect POLR charges (Tr. IV, 149-150).
AEP concurs that these costs function as POLR costs (AEP Initial Br. 47, 79; AEP Reply Br.
16). Moreover, staff noted that, when compared to similar charges proposed by other
EDUs, staff felt that AEP’s proposed levels were reasonable (Id.). Staff calculated the
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amounts per kWh to be .38 mills for Columbus Southern and 1.16 mills for Ohio Power,
for an average of .84 mills (Tr. IV, 108-109). Staff also stated that allowing AEP to recover
a part of what it would be able to obtain under traditional regulatory process when
competition has not really arrived is reasonable (Staff Ex. 2, at 11). Staff further
acknowledges that, if these costs are allowed as rate stabilization charges, it is fair for the
charges to be bypassable (that is to say, a customer who chooses another supplier and is

not returning would not be subject to the charge while purchasing another’s generation)
(Tr. IV, 254-255).

OCC objects to this portion of the RSP for a host of reasons. OCC argues that, if
these generation-related deferrals are permitted for recovery after the MDP, then the rate
freeze is meaningless (OCC Initial Br. at 14, 51; OCC Reply Br. 2-3). OCC believes that,
after the MDP, new distribution deferrals are not permitted under Ohio law because
distribution rates are subject to rate regulation under Chapter 4909, Revised Code (OCC
Initial Br. 14-15, 52). Additionally, OCC contends that AEP assumed the risk of these
expenditures when it agreed to freeze distribution rates in the ETP proceeding (Id. at 15,
17-19). OCC points to OEG's evidence that AEP does not need the deferrals to provide
financial stability. OCC also claims that distribution rates should not be increased to
recover generation costs, per the ETP decision and Sections 4928.15, 4928.17(A),
4928.34(A)(6) and 4928.38, Revised Code (Id. at 15-16; OCC Motion to Dismiss 8; OCC
Reply Br. 10-11). Like the RTO administrative costs, OCC contends that the Commission
should not approve these single-issue ratemaking deferrals without looking at the full
picture and because shopping customers will then pay a portion of AEP’s generation costs
even though they will be taking generation service from a competitor (OCC Initial Br. 15,
22; OCC Reply Br..12-13).

OEG and OCC argue that these deferrals constitute retroactive ratemaking (a rate
increase during the MDP) because the deferral relates to amounts in existence prior to the
date of the decision in this case (OEG Ex. 2, at 18-19; OCC Initial Br. 17-19). Also, OEG and
LIA contend that these two deferrals take away one of the primary incentives of
implementing electric choice in Ohio (a cap on distribution rates during the MDF)
contrary to Section 4928.34(A)(6), Revised Code (OEG Initial Br. 9-11; LIA Initial Br. 4).
Further, OEG, LIA and OCC believe these deferrals violate the ETP decision because they
are generation-related expenses used to adjust distribution rates during the period
allowed by the ETP decision for frozen distribution rates (LIA Initial Br. 5, 7; OEG Initial
Br. 12-13; OCC Initial Br. 16). AEP disagrees, noting that the Commission has allowed
deferrals for periods that precede the date of a decision (AEP Initial Br. 46). Also, AEP
argues that accounting deferrals are not rate increases and, thus, cannot constitute
retroactive ratemaking (Id.; AEP Initial Br. 70; AEP Reply Br. 17).

OEG also argues that these deferrals do not recover distribution-related costs and
should not be deferred for recovery in distribution charges (OEG Ex. 2, at 20-22). AEP
agrees that these deferrals are not recovering distribution costs and, thus, argues that the
distribution rate freeze cannot preclude them (AEP Initial Br. 47). In AEP’s and staff’s
view, recovery of these deferrals will function as POLR charges, not distribution service
charges (Id.; AEP Reply Br. 16; Tr. IV, 108, 147).
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Green Mountain has a different point of view. It argues that generation-related
increases should not be as limited as set forth in the RSP (GMEC Initial Br. 15-16). Instead,:
Green Mountain contends that any generation-related costs that AEP seeks to recover:
should be included in generation rates. However, if the Commission accepts another
recovery mechanism (such as the proposed deferrals), then the established recovery
mechanism should be bypassable (Id.; GMEC Reply Br. 9). -

IEU-Ohio states that these CWIP and in-service plant expenditures were considered
when transition costs were developed in the ETP proceeding and the companies’ current
financial condition does not justify creation of new regulatory agsets (IEU-Ohio Initial Br.
at 44). For this reason, IEU-Ohio contends that these proposed deferrals should be denied. :

Commission Discussion

Similar to our reasoning for the RTO administrative charges, we do not believe that
this proposed deferral is a rate increase. However, recovery of the deferred CWIP and in-
service plant carrying charges would be based upon accruals during AEP’s MDP. The
Commission recognizes that AEP's expenditures for CWIP and in-service plant during the
MDP have been and will continue to be instrumental in enabling AEP to efficiently fulfill
its POLR responsibilities during the rate stabilization period, which warrants
compensation during rate stabilization period. Section 4928.14(A) and (B), Revised Code,
requires AEP to provide that function after the MDP. We believe these carrying charge
amounts proposed for collection during the rate stabilization period constitute a
reasonable and not excessive compensation to AEP for part of the cost of fulfilling its
POLR responsibilities and, accordingly, approve the collection of these amounts as part of
a POLR charge. As noted earlier, this POLR charge will be established as part of a separate
unavoidable rider that is applicable to all distribution customers.

3.  Consumer Education, Customer Choice Implementation,
Transition Plan Filing Costs, and all Rate Stabilization Plan
Filing Costs

Staff supports this deferral provision (Staff Ex. 2, at 10). TEU-Ohio does not believe
that the Commission needs to address most of this deferral because it was already
addressed in the ETP decision (IEU-Ohio Initial Br. 43). Also, IEU-Ohio does not believe
that the Commission should authorize increases for isolated categories of costs, even if
expected (Id. at 44). OCC argues that, aside from the agreement in the ETP decision to
allow some of these deferrals, the Commission should reject additional deferrals in this
case (OCC Initial Br. at 52). OCC reaches this conclusion because new distribution
deferrals and rate riders for single issues have no basis in Ohio law; the Commission can
only adjust regulated distribution rates through a properly filed rate case.

Commission Discussion

We already allowed deferral for most of the costs in this category (in the ETP
proceeding). This RSP provision would further defer those costs and also allow deferral of
the RSP filing costs. In the context of considering the RSP package and our stated RSP
goals, we are willing to accept this provision of AEP's plan.
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E.  Transmission Rates and Charges (Provision Four of the RSP)

This part of the proposed RSP states the AEP may adjust state transmission charges
(attributable to the applicable company, affiliated company or RTO open access
transmission tariff [OATT]) to reflect FERC-approved rates and charges during the RSP,
whether imposed directly on the companies or through an approved RTO. These include
RTO administrative changes imposed, amortization of RTO start-up costs, and/or
surcharges for recovery of lost transmission revenues. Such rate changes would be
effective 30 days after filing, unless delayed by the Commission (but no longer than a
period of 60 days).

AEP characterizes this portion of the RSP as an affirmation of the companies’
existing right to make a filing for recovery of FERC-approved costs (AEP Initial Br. 40, 60).
AEP believes the proposed expedited review process of such applications is warranted
because the Commission should look at new transmission charges and should allow the
pass-through of FERC-approved transmission charges (Tr. I, 242-243). Furthermore, AEP
believes these costs will be significant, new costs, which are not currently in rates (AEP Ex.
3, at 4; AEP Initial Br. 40). A preliminary estimate of at least some of the anticipated costs
in this area is $10.4 million per year for Columbus Southern and $13.1 million per year
Ohio Power (AEP Ex. 3, at 4).

Staff expressly supports this provision of the RSP (Staff Ex. 2, at 10). IEU-Ohio
recommends that this provision be rejected because transmission costs were taken into
consideration when the ETP decision was issued and there are indications that AEP's
integration into PJM will create additional transmission revenues, Thus, IEU-Ohio
believes that there is no need for this provision (IEU-Ohio Initial Br. 43). Similarly, OEG
and OCC argue that this provision will allow AEP to be reimbursed for RTO expenses, but
it does not take into account certain savings that will simultaneously be realized, e.g., off-
system sales (OEG Reply Br. 19; OCC Reply Br. 13-14). OEG contends that the
corresponding savings should be recognized so that the provision is truly a “pass
through” (Id.). Also, OCC contends that there should be no authorization for additional
transmission charges that have not been authorized by FERC or that AEP selects apart
from charges in the PJM RTO OATT (OCC Initial Br. 46).

Commission Discussion

We find that this provision of AEP’s RSP is reasonable, except as discussed below.
In concept, any FERC-approved transmission rates and charges during the RSP should be
passed through. We will look at them and ensure that “pass through” is appropriate.
Despite [EU-Ohio’s, OEG’s and OCC’s comments, we believe this aspect of Provision Four
is appropriate. We do, however, have concerns with the Commission review process set
forth in Provision Four. If viewed in isolation, we would not necessarily believe that the
30-day/60-day automatic process was problematic. However, we and our staff will be
receiving similar types of applications from more than just AEP. For that reason, we
believe that the time period proposed is not as workable as it should be. Therefore, we
conclude that the applications to adjust state transmission charges (attributable to the
applicable company, affiliate company or RTO OATT) to reflect FERC-approved rates and
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charges during the RSP (whether imposed directly on the companies or through an
approved RTO) shall be automatically approved on the 61st day after filing, unless the
Commission rejects, modifies or suspends the filing. We believe this approval process,
fairly and adequately balances: (1) the desire for a definitive conclusion from the.
Commission in a prompt manner, (2) the ability of other interested persons to participate,
and (3) the concerns for adequate amounts of time to review the anticipated applications’
in the context of other Commission work.

F.  Current Regulatory Asset Recovery (Provision Five of the RSP)

The RSP proposes that AEP continue to recover amortized generation-related
transition regulatory assets under the approved ETP. Staff accepts this provision,
describing this term as simply continuing practices established in the ETP decision (Staff
Ex. 2, at 10). OCC supports this portion of the RSP because it continues one part of the
ETP decision. However, OCC does argue that, if the Commission will not require AEP to
keep the rest of the ETP bargain, the Commission should revisit this and other aspects of
the ETP decision (OCC Ex. 10, at 4; OCC Initial Br. 47). To this argument, AEP contends
that an examination of the regulatory assets recovery should not be a consequence of filing
the RSP as requested (AEP Reply Br. 42). OCC notes that the bulk of the transition
regulatory assets for Ohio Power (associated with mining operations) may no longer
represent a liability to Ohio Power (Tr. II, 27, 36). IEU-Ohio is not opposed to this
pr;)vision, if the Commission accepts its proposed RSP (IEU-Ohio Reply Br. 10, Footnote
11). '

Commission Discussion

We also agree with Provision Five and find it appropriate to allow AEP to continue
to recover amortized generation-related transition regulatory assets under the approved
ETP. We note that no direct opposition to this portion of the RSP was raised by any of the
parties.

G.  Shopping Incentives and Credits (Provision Seven of the RSP)

AEP proposes in the RSP that Ohio Power will still not charge the regulatory asset
charge rider, from January 1, 2006 to December 31, 2007, to the first 20 percent of the Ohio
Power residential customer load that switches, as was agreed in the ETP stipulation.18
Columbus Southern will, through the MDP and 2008, make available to the first 25 percent
of the residential class load an incentive of 2.5 mills/kWh that the qualifying customers
will receive as a credit. Any unused amount of the incentive money at December 31, 2005,
will not be credited to regulatory asset charge recovery. Thus, as proposed under the RSP,
Columbus Southern will receive as income any unused shopping incentive balance and
not offset the incentive balance against the transition regulatory asset.

18 Although both the ETP stipulation and the RSP state that there will be no shopping incentive for Ohio
Power customers, the provision to not charge certain shopping Ohio Power customers the regulatory
asset charge rider was included in the RSP’s Provision Seven under the heading “Shopping Incentives”.
Nothing in our decision should be construed as converting that term into a shopping incentive or
characterizing it otherwise. We have simply chosen to discuss the entirety of Provision Seven at one
time.
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Columbus Southern’s unused shopping incentive through January 2004 was
roughly $12.9 million (Tr. II, 108; OCC Ex. 4). The RSP extends the Columbus Southern
shopping incentive through 2008. As a trade off, AEP also proposes to alter the manner in

which the unused portion of Columbus Southern’s shopping incentive is handled (AEP,
Ex. 2, at 23-24; AEP Ex. 4, at 5; Tr. I, 33). To be clear, AEP’s proposal to extend this;
shopping incentive is tied to the new proposed treatment of its unused balance (AEP’
Reply Br. 32). AEP argues that the extended shopping incentive, along with increased

generation rates, should result in more shopping (AEP Initial Br. 48).

Staff believes that the unused Columbus Southern shopping incentive should be
treated as a regulatory liability and flowed back to customers (Staff Ex. 2, at 12). [EU-Ohio
concurs (IEU-Ohio Initial Br. 45). AEP believes that this position does not adequately
acknowledge that the companies are proposing to extend the shopping incentive (AEP
Initial Br. 49).

OCC believes Provision Seven of the plan violates the ETP decision by altering the
treatment of the unused Columbus Southern shopping incentive (OCC Ex. 10, at 8; OCC
Initial Br. 53). AEP points out that the effect of OCC’s position is that no shopping
incentive would be available to Columbus Southern residential customers during the RSP
(AEP Initial Br. 49).

Green Mountain contends that the RSP’s shopping incentive will be inadequate to
spur shopping. AEP calculated that the average residential price to compare for the
generation component (under the RSP and its shopping incentive terms) will be as follows
(GMEC Ex. 5, at fourth set discovery request 1):

Company 2006 2007 2008
Columbus Southern ’

With Three Percent Increase 4.26 4.38 451

With Termin. of Resid. Discount  4.20 4.27 4.33 .
Ohio Power

With Seven Percent Increase 3.73 3.98 3.94

With Termin. of Resid. Discount  3.69 3.89 3.79

In Green Mountain’s view, the residential incentive values may be at their highest during
the RSP, but they will still not spur shopping (GMEC Initial Br. 10; GMEC Reply Br. 8). In
addition to greater shopping incentives, Green Mountain also advocates for shopping
credits (avoidable charges) set at market prices (GMEC Initial Br. 11). Green Mountain
further advocates that the $10 switching fees be waived, market support generation be
provided, a voluntary enrollment process be instituted, new partial payment priority
changes be made, and reasonable/nondiscriminatory credit arrangements be created (Id.
at 10-15, 19-20). AEP states in response to these additional requests that there is no
evidence to support them and they should be rejected (AEP Reply Br. 40-14).

N ey
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Commission Discussion

First, we accept again the term of this provision related to Ohio Power’s residential
customers who shop in 2006 and 2007. We continue to believe that this term will be
beneficial to Ohio Power customers in the near future. No arguments were raised against
this part of Provision Seven, except those raised by Green Mountain (in relation to the
amount and impact), which we address further below.

The first criticism raised about Provision Seven of the RSP is that AEP proposes to
not credit the unused Columbus Southern shopping incentive to regulatory asset charge
recovery (and instead extends the incentive through 2008, with any remaining amounts
becoming income to Columbus Southern). AEP correcily notes that, if the Commission
does not accept this aspect of Provision Seven, there will be no shopping incentive for
Columbus Southern’s residential customers. Shopping credits and incentives were
established to promote customer switching and effective competition. Sections 4928.37
and 4928.40, Revised Code. Accord, Constellation, supra. Shopping credits and incentives
are not mandated by statute after the MDP. Certainly, however, the idea of having a
Columbus Southern shopping incentive during the RSP is attractive, particularly since we
are trying to spur further development of the competitive market in AEP's service
territories. However, we must weigh that against AEP’s clear statements that its proposed
extension of the Columbus Southern shopping incentive is contingent upon any remaining
amounts at the end of the RSP becoming income to Columbus Southern.

We do not agree that the unused amount of the Columbus Southern shopping
incentive at the end of the RSP should become income to that company on the basis that it
is a fair trade-off to offering to extend that incentive during the period, as AEP has argued.
Under the ETP, Columbus Southern was not going to receive income if that shopping
incentive was not completely used ‘during the MDP. Instead, AEP previously agreed to
flow those dollars back to customers (by making a reduction to the remaining regulatory
asset amounts equivalent to the amount of the unused shopping incentive). Moreover, we
do not believe that Columbus Southern should earn income when customers have not
shopped sufficiently to utilize the same shopping incentive over an extended period.
Furthermore, as explained below, we do not believe that the RSP must include a shopping
incentive for Columbus Southern customers either. Therefore, the proposed Columbus
Southern shopping incentive portion of Provision Seven of the RSP is rejected.

As previously noted, the ETP decision requires that the unused balance of the
Columbus Southern shopping incentive at the end of the MDP be credited back to
Columbus Southern customers (via an adjustment to the level of regulatory asset
recovery). We agree that customers should benefit in the event that Columbus Southern
customers do not shop sufficiently by the end of this year (which is the end of the MDP).
We believe that most parties, if not all, would agree that sufficient shopping is very
unlikely to occur by the end of the MDP and, thus, an unused dollar amount will exist.
However, we conclude a redirected application of the unused shopping incentive monies
is more appropriate, while yet still in line with the goal of benefiting customers. LIA and
OCC have asked in this proceeding for specific dollars targeted to low-income customer
issues because that segment of the customer base may be disproportionately affected by
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the RSP. As we noted in section VI.B.1 of this decision, we believe that it is appropriate to
assist the AEP low-income customers. Therefore, we conclude that $14 million should be
should be allotted by AEP for the benefit of the Columbus Southern and Ohio Power low-
income customers, as well as for economic development during the RSP period. We will
require AEP to work with our Service Monitoring and Enforcement Department staff to
develop the details for the use of those sums. Our staff will consult with the Ohio
Department of Development in relation to the use of that money in AEP's service
territories. ’

Green Mountain has alleged that the shopping incentives (as identified for,
Columbus Southern customers above and a zero incentive for Ohio Power customers) will
not be sufficient to spur shopping in either company’s territory. As we have already
noted, shopping incentives are not mandated after the MDP. In any event, the shopping
incentives are only one manner of further developing the competitive market and we
- believe that, in the full context of the proposed RSP, our decision to require monetary
assistance for low-income and economic development issues is an appropriate conclusion.
With regard to Green Mountain’s argument related to partial payment priority, the
Commission is not willing to alter its established payment priority scheme just because
AEP is seeking to establish a RSP. Green Mountain has also asked for several other
specific alterations (establish other credits via avoidable charges, waiver of the $10
switching fees, provision of market support generation and institution of a voluntary
enrollment process). We do not believe that these items are needed at this point.
Accordingly, we will not adopt them.

H.  Other Items (Provisions Eight through Eleven of the RSP)
1. Additional Future Proceedings

AEP recommends (in Provision Eight) that the Commission conduct a proceeding
to determine the “manner in which electric generation service should be provided to the
companies” customers” after the RSP and report the results to the legislature by December
31, 2005. AEP explains that this provision is intended to avoid facing the same situations
at the end of the RSP as we face today (AEP Ex. 2, at 24-25). Staff and IEU-Ohio agree
(Staff Ex. 2, at 13; IEU-Ohio Initial Br. 45). OMG and NEMA also appear to agree.
SEeciﬁcally, OMG and NEMA state that, if the Commission approves a RSP for AEP, it
should establish a re-opener during 2007 in order to make adjustments to assist market
development and to plan for the end of the rate stabilization period {to meet the statutory
goals of market-base rates) (OMG/NEMA Initial Br. 12). OCC disagrees that the
Commission should complete a report by 2005, arguing that any report completed by that
date will not likely provide any valuable information for the post-RSP period (OCC Initial
Br. 55-56).

Commission Discussion

This provision of the RSP is acceptable as a recommendation on steps the
Commission should consider by the end of the RSP period. The Commission has a
mandate to consider all possible options for implementation at the end of the rate
stabilization period.
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2. Functional Versus Structural Separation

In Provision Nine, the companies would continue functional separation (one
corporate entity with separate groups to handle each function). AEP explained that it has

not yet received authorization from the Securities and Exchange Commission to:
structurally separate, although AEP has made that request (AEP Ex. 2, at 25-26). At this:

point, AEP “does not contemplate structurally separating” the generation assets (Id.)
because restructuring has slowed down. Staff concurs with this provision, particularly

since structural separation could limit or preclude options in the future (Staff Ex. 2, at 13;-

Tr. IV, 250). IEU-Ohio does not oppose this provision (IEU-Ohio Initial Br. 45).

OCC, OMG, NEMA and Green Mountain state that AEP must structurally separate
per Section 4928.17, Revised Code (OCC Initial Br. 56; OMG/NEMA Initial Br. 13-14;
GMEC Initial Br. 21). PSEG states that it makes little sense for the Commission to approve
the RSP based upon risks/ volatility of the competitive market and not protect customers
by requiring AEP to implement corporate separation (PSEG Br. 7-8). Green Mountain
argues that to continue functional separation seeks something that AEP never lawfully
had (because the ETP approved only structural separation) (GMEC Initial Br. 21). Green
Mountain states that the Commission should not permit AEP to continue functional
separation if the RSP is not implemented (Id.).

Commission Discussion

We are willing to accept this term of the RSP for several reasons. First and
foremost, AEP has been unable to structurally separate, as it had planned, because it does
not have the necessary federal authority to do so. We simply cannot force structural
separation when other agencies also must give their approval and that approval has not
been forthcoming. Second, we would be remiss if we did not recognize that many
expectations surrounding a competitive electric market in Ohio and around the country
have changed from 2000, which is when we approved AEP’s plan in its ETP proceeding to
structurally separate its generation functions from the remainder of its functions. Third,
Sections 4928.17(C) and (D), Revised Code, allow the Commission to modify a previously
approved corporate separation plan. OCC, OMG and NEMA seem to have overlooked
that aspect of the corporate separation statute. More specifically, we conclude that good
cause has been shown to allow AEP to operate on a functional separation basis for the RSP
period and such functional separation can still provide compliance with the state’s policies
associated with competitive retail electric service, as enumerated in Section 4928.02,
Revised Code.

3. Participation in Other CBPs

Provision 10 of the RSP allows the companies to submit bids in other EDU’s CBPs.
AEP argues that Section 4928.14(B), Revised Code, compels the Commission to grant this
provision of the RSP and the Commission has acknowledged such previously (AEP Initial
Br. 52). Staff agrees with this provision and [EU-Ohio believes current law already allows
AEP to participate in the CBPs of other EDUs (Staff Ex. 2, 13; IEU-Ohio Initial Br. 46).
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Green Mountain contends that AEP should not be permitted to participate in other CBPs
until it has structurally separated (GMEC Initial Br. 21-22).

Commission Discussion

AEP correctly notes that we have refused to limit participation in CBPs to non-EDU
affiliate participants because of the language in Section 4928.14(B), Revised Code. In the
Matter of the Commission’s Promulgation of Rules for the Conduct of a Competitive Bidding
Process for Electric Distribution Ulilities Pursuant to Section 4928.14, Revised Code, Case No.
01-2164-EL-ORD, Finding and Order at 9 (December 17, 2003). We find this provision of
the RSP to be reasonable. Nothing that Green Mountain has argued on this provision
convinces us that this aspect of the RSP should not be approved.

4. Minimum Stay Requirements

Also, the RSP addresses in Provision 11 the topic of minimum stay. It provides
that, during the RSP, residential and small commercial customers that return to the
standard service must remain through April 15 of the following year, if the customer took
generation service from the company between May 16 and September 15. During the RSP,
a 12-month minimum stay would be required for large commercial and industrial
customers that return under the standard service tariff. ‘

This RSP provision corresponds with AEP’s current minimum stay tariff
provisions, but those tariff provisions have not been in effect due to a Commission
moratorium.1® AFEP believes that minimum stay requirements are needed to avoid
seasonal impacts of switching when AEP’s prices are essentially annual average rates
(AEP Ex. 5, at 5). Staff finds AEP’s approach to be reasonable, but also recommends that
the alternative mentioned in those tariffs be more fully detailed (Staff Ex. 2, at 14).

OMG and NEMA argue that, before the minimum stay provisions are triggered, the
Commission should require that shopping customers be able to return to the standard
service offer three times (OMA/NEMA Initial Br. 15). They note that AEP agreed to such
a term in its ETP and, since no real shopping has taken place, it makes sense to require this
term during the RSP (Id.). AEP points out gxat the Commission did not accept this part of
the ETP settlement and nothing was presented in this proceeding to warrant its acceptance
now (AEP Reply Br. 39).

TEU-Ohio contends that this topic should be addressed by the Commission on a
generic basis, not in this RSP proceeding (IEU-Ohio Initial Br. 46). OCC contends that
AEP has not demonstrated a need for the minimum stay or any harm from the
moratorium (any alleged harm will only occur if customers actually shop and then return
to AEP) and, therefore, the moratorium should remain in place (OCC Initial Br.60).

19 The Commission issued a moratorium on any minimum stay requirements for residential and small
commercial customers on March 21, 2002, in In the Matier of the Establishment of Electronic Date Exchange
Standards and Uniform Business Practices for the Electric Utility Industry, Case No. 00-813-EL-EDI. That
moratorium has continued indefinitely. While another proposal is pending before the Commission on
the matter, we have not issued a definitive ruling on the matter.
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Commission Discussion

We are willing to accept this provision of the RSP. We realize that we still have not
addressed the pending minimum stay proposal {which differs from AEP’s minimum stay
requirements) in the generic proceeding. For the short three-year period of the RSP, we
are willing to allow AEP to implement these minimum stay requirements. It will allow us.
the opportunity to evaluate participation, gaming of enrollments, and the impact of our:
originally approved minimum stay requirements. We consider this approval to essentially
test the debate that has been raised with us for quite a period of time.

VII. Conclusion

Based upon the foregoing, we conclude that the proposed RSP should be adopted
(with the exception of the RSP’s proposed elimination of the five percent residential
discount in Provision Two, the proposed deferral of RTO administrative charges, the
proposed deferral of CWIP and in-service plant carrying charges, the proposed review
period associated with FERC-approved transmission rate changes, and the proposed
treatment of the Columbus Southern shopping incentive) for the reasons set forth herein.
We also conclude that OCC’s motion to dismiss the application should be denied.
Additionally, we conclude that, AEP shall allot $14 million for low-income customers and
economic development, and work with our Service Monitoring and Enforcement
Department staff to work out the details for those dollars. AEP is, furthermore, allowed to
establish a POLR charge.

As we have already mentioned, we believe certain changes are warranted as the
MDP ends for AEP. This decision will move AEP to market-based rates for the 2006-2008
period in an appropriate and balanced fashion and conforms with the state’s electric policy
(Section 4928.02, Revised Code) and this Commission’s stated goals. Circumstances are
not the same as when we issued our ETP decision and we recognize that fact and have
reached conclusions today that we believe are most appropriate for the 2006-2008 period.
To the extent any arguments were raised in this proceeding and they are not expressly
addressed in this decision, they have been rejected.

As noted earlier in this Order, AEP will be held forth as the POLR to consumers
who either fail to choose an alternative supplier or who choose to return to AEP's system
after taking service from another energy company. Consistent with Ohio law, the POLR
designation places expectations upon EDUs; the companies must have suffidient capacity
to meet unanticipated demand. Additionally, the Commission is among many state
agencies that have been charged by the Governor to enhance the business climate in Ohio
as it competes on a regional, national, and global basis for economic development projects.
One of the Commission’s roles in this endeavor has been to focus on reliable energy. We
believe that, consistent with Section 4928.02, Revised Code, Ohio consumers are entitled to
a future secure in the knowledge that electricity will be available at competitive prices. We
also feel strongly that electric generators of the future should be both environment-
friendly and capable of taking advantage of Ohio’s vast fuel resources. With the
recognition that new technologies must be forthcoming to replace the utilities’ aging
generation fleet, we urge AEP to move forward with a plan to construct an integrated
gasification combined-cycle (IGCC) facility in Ohio. AEP should engage the Ohio Power
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Siting Board in pursuit of such a plant. We are encouraged by emerging information that
suggests that the IGCC technology will be economically attractive. It is worth noting that
the Commission is exploring regulatory mechanisms by which utilities, given their POLR

responsibilities, might recover the costs of these new facilities.

FINDINGS OF FACT AND CONCLUSIONS OF LAW

(1)

@

3)

(4)

(5}

(6)

@
(8)
9

(10)

On February 9, 2004, AEP filed an application with the
Commission for aiproval of a rate stabilization plan for the
period 2006 through 2008.

Twenty-five entities filed motions to intervene in this
proceeding. All those requests were granted.

A technical conference was held on March 24, 2004. Objections
to the application were filed on April 8, 2004.

A local, public hearing in Canton, Ohio, was conducted on May ~

19, 2004. However, the Commission had nof properly sent any
of the publication notices to the newspapers in AEP’s service
territory. Therefore, the examiner scheduled another local
hearing in Canton, Ohio, for July 7, 2004 and rescheduled the
local hearing in Columbus, Ohio, for July 1, 2004, Atthe July 1
and 7, 2004 local hearings, three people provided testimony.

On May 24, 2004, OCC filed a motion to dismiss the application
on various legal grounds. By entry dated June 1, 2004, the
examiner deferred a ruling on OCC’s motion to dismiss, stating
that all parties shall have the opportunity to argue the legality
of AEP’s proposal in post-hearing briefs.

The evidentiary hearing began on June 8, 2004, and continued
through June 14, 2004. AEP presented the testimony of five
witnesses. The staff and OCC each presented the testimony of
two witnesses. APAC, Lima/Allen Council on Community
Affairs, and WS0S Community Action jointly sponsored the
testimony of one witness and OEG presented the testimony of
one wiiness,

The parties filed post-hearing briefs on July 13 and 30, 2004.
AEP’s MDP will end on December 31, 2005.

AEP’s proposed elimination of the five percent residential
discount in provision two is precluded by the ETP decision.

OCC’s motion to dismiss the application should be denied.

ltem No. 4

-38age 125 0f 173

T A",




KPSC Case No. 2006-00307
Commission Staff First Set Data Request
Order Dated August 24, 2006

04-169-EL-UNC

(11)

(12)

ORDER

We adopt all provisions of the proposed RSP with the
exception of the:

(@) RSP’s proposed elimination of the five percent
residential discount in Provision Two,

(b)  Proposed deferral of RTO administrative charges
in Provisions One and Six,

()  Proposed deferral of CWIP and in-service plant
carrying charges in Provisions One and Six,

(d) Proposed review period associated with FERC-
approved transmission rate changes in Provision
Four, and

(&) Proposed treatment of the Columbus Southern
shopping incentive in Provision Seven.

Our adopted provisions of the proposed RSP, our decision to
require AEP to allot $14 million for low-income customers and
economic development, our decisians to require AEP to work
with our Service Monitoring and Enforcement Department staff
to work out the details for those dollars, and our decision to
allow AEP to establish a POLR charge, taken together,
appropriately balance three objectives: (a) rate certainty, (b)
financial stability for AEP, and (c) the further development of
the competitive electric market. Moreover, the combination of
the approved components of the RSP, along with the additional
conditions of our decision and continuation of the unaffected
provisions of the ETP, will prompt the competitive market and
continue to provide customers a reasonable means for
customer participation in the electric competitive market.

It is, therefore,

ltem No. 4
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ORDERED, That OCC’s motion to dismiss this application is denied. It is, further,

ORDERED, That AEP’s application is approved, subject to the modifications set
forth in this decision. Itis, further,

ORDERED, That AEP work with our Service Monitoring and Enforcement staff to
work out the details for the allotted low-income and economic development dollars. It is,

further,
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ORDERED, That a copy of this opinion and order be served upon all 28 parties fo-
this proceeding and any interested persons of record.

THE PUBLI ITIES COMMISSION OF OHIO

;

]udith— Jones
n &7

Clarence’D) (Rogers,

GLP;geb

Entered in the Journal
JAN 2 6 2005

Reneé J. Jenkins

Secretary
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PUBLIC SERVICE COMMISSION
OF WEST VIRGINIA
CHARLESTON

At a session of the Public Service Commission of West Virginia, in the City of
Charleston, on the 26th day of July, 2006.

CASE NO. 05-1278-E-PC-PW-42T

APPATLACHIAN POWER COMPANY and

WHEELING POWER COMPANY, both dba

AMERICAN ELECTRIC POWER
Rule 42T application to increase electric rates and charges;
request for reactivation and modification of the Expanded Net
Energy Cost mechanism; proposal for the disposition of
Appalachian Power Company’s ENEC over-recovery balance;
request for implementation of a System Reliability Tracker
mechanism; and request for waiver of certain provisions of the
Commission’s Rules.

COMMISSION ORDER
The Commission approves the Stipulation.

BACKGROUND

On August 26, 2005, Appalachian Power Company and Wheeling Power Company,
both doing business as American Electric Power (AEP), filed a tariff containing increased
rates and charges for furnishing electric service to approximately 474,965 customers. The
initial proposed increased rates and charges were to become effective September 25, 2005.

In addition to the rate application, the joint application included (1) a request for
approval to reactivate and modify the Expanded Net Energy Cost mechanism (ENEC);
(2) approval of a proposal for the disposition of Appalachian Power Company’s ENEC over-
recovery balance; (3) approval to implement a System Reliability Tracker mechanism; and
(4) a waiver of certain provisions of the Commission’s rules: Rule 4.2.1.a. - waiver of refund
requirement with respect to all non-residential customers; 4.8.1.a.F. - waiver of the 8-hour
reconnect requirement; and 4.8.1.a.H. - wavier to avoid dangers associated with reconnect
personnel acceptance and transportation of money.

Public Service Commission
of West Virginia
Charleston
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On September 13, 2005, the Commission issued an order suspending the use of the
rates and charges stated in the revised tariff sheets until 12:01 a.m., June 23, 2006, unless
otherwise ordered by the Commission.

On November 10, 2005, the Commission issued an order that, among other things, set
this matter for hearing to begin on February 28, 2006, and established a procedural schedule.

The following parties were granted intervenor status: the Commission’s Consumer
Advocate Division (CAD), the West Virginia Energy Users Group (WVEUG), Century
Aluminum (Century), South Bluefield Neighborhood Association (SBNA), West Virginia
Building and Construction Trades Council (Trades Council), Concept Mining, Inc.
(Concept), The Kroger Co. (Kroger), Huntington Sanitary Board (Huntington), South Putnam
Public Service District (South Putnam), and West Virginia Community Action Partnership
(WVCAP). (See Orders dated November 10, 2005, and December 7, 2005).!

At AEP’s request, the Commission issued an order on January 27, 2006, that tolled
the statutory suspension period for five (5) weeks, from June 23, 2006, until July 28, 2006.
The order rescheduled the hearing, including public comments, to begin on April 18, 2006,
and established a new procedural schedule.

Public comment hearings were scheduled and conducted in Beckley, Logan,
Huntington, and Bluefield between February 6, 2006, and February 15, 2006.

In accordance with the schedule established by the Commission, AEP, Commission
Staff (Staff), CAD, Century, WVEUG, Kroger, South Putnam, Huntington, and WVCAP
submitted pre-filed testimony in advance of the hearing.

On April 18, 2006, the Commission convened the hearing as scheduled. AEP, Staff,
CAD, Century, WVEUG, Kroger, South Putnam, Huntington, and WVCAP appeared and
were represented by counsel. There were no members of the public present to provide
comments.

After a short recess in the proceedings, the parties advised the Commission that they
had reached a settlement, in principle, on a majority of the issues in the case. The parties
indicated that a rate issue involving Century was still open for further discussion and

'Although Concept and the Trades Council had been granted intervenor status, both
subsequently withdrew as parties to the case. Other than an appearance at the February 15,
2006 public comment hearing, SBNA did not participate in any other aspect of this case.
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negotiation. The Commission directed the parties to reduce the settlement to writing. The

parties were to reappear and submit the written settlement agreement to the Commission on
April 21, 2006.

Prior to adjourning the hearing, the parties submitted into evidence the pre-filed
testimony of various witnesses. (See, Exhibits contained in hearing transcript of April 18,
2006).

The hearing reconvened on April 21,2006. Atthat time, the parties were not prepared
to present a written settlement. The parties were directed to return on April 24, 2006, to
either submit a written settlement or to proceed with the evidentiary hearing.

On April 24, 2006, the parties appeared before the Commission and announced that
a Joint Stipulation and Agreement for Settlement (Stipulation) had been signed by the parties.
The Stipulation was entered into evidence. (See, Joint Exhibit 1). The parties explained the
Stipulation on the record and indicated that it resolved all issues except for the Special Rate
Mechanism for Century Aluminum (Century Rate). The Century Rate proposal is set out in
paragraph 37, pp. 14-16 of the Stipulation. Staff was the only party not in agreement with
that aspect of the Stipulation.

The parties were instructed to file briefs supporting their respective positions on the
Century Rate.

On April 24, 2006, AEP filed affidavits indicating that the required notices were
published, posted and mailed in accordance with the Commission’s orders and Tariff Rules.

Initial Briefs

Staff

Staff filed its Initial Brief on May 4, 2006. Staff reiterated that it was in agreement
with all terms and conditions of the Stipulation with the exception of the Century Rate
aspect. Additionally, Staff agreed that Century is a valuable industrial asset to the citizens
of West Virginia and that Century provides much-needed jobs.

Nonetheless, Staff argued that the Commission is not statutorily authorized to
authorize a special utility rate for certain energy-intensive industries. Staffcited W. Va. Code
§§ 24-1-1(a)(4); 24-1-1(c); 24-2-2(a); 24-2-3; 24-2-7(a); 24-3-1; and 24-3-2 in support of its
position.

Public Service Commission
of West Virginia
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Staff stated that the Commission had previously rejected a request that a special sewer
rate be created for housing projects for the low income and/or the elderly. (Jefferson County
Public Service District, Case No. 00-1329-PSD-19A, Recommended Decision entered
March 9, 2001, final March 29, 2001, citing Hope Gas Co., Case No. 82-158-G-42T
(Hearing Examiner’s Decision entered 1/11/83), Supplement to Vol. 70 ARPSCWV 1982-
1983.)

Conversely, Staff acknowledged that in a separate case, the Commission had
previously approved a settlement that did “not preclude AEP-APCo or AEP-WPCo from
entering into special contracts for specific customers that provide for rates different from
those contained in the companies’ tariffs, or from seeking Commission approval of new or
experimental rates of limited application. (Appalachian Power Co., Case No. 99-0409-E-Gl,
June 2, 2000, at p. 8).

Staff made two observations with regard to its experience with special contracts and
experimental rates. First, Staff stated that when a utility and a customer enter into a special
contract under which the customer will be paying a rate that is less than the rate of the
customer’s class rate, the special rate is generally cost-based and beneficial to the utility and
its other customers. (See, Wheeling Power Company, Case No. 90-243-E-42T, Commission
order February 15, 1991, citing Wheeling Electric Company, Case No. 86-587-E-42,
Commission order, August 5, 1988, discussing the benefits of having a special interruptible
rate for electric service).

Staff’s second observation regarding the use of special contracts filed pursuant to
Rule 39 of the Commission’s Tariff Rules is that special contracts are not approved in the
manner requested in the Stipulation. Staff stated that the Commission has in the past
declined to approve the specific terms and conditions of special contracts. However, the
Commission has stated that it would review disputes over allegations of imprudence which
may be made. (See, Mountaineer Gas Co., Case No. 94-0895-GT-PC, Comumnission order
June 1, 1995, petition to reconsider denied, Commission order July 28, 1995).

Staff indicated that there was “one glaring exception” to the Commission’s policy of
declining to approve the specific terms and conditions of a special contract. That exception
is found in Appalachian Power Company and American Alloys, Inc., Case No. 87-883-E-PC,
Commission order December 24, 1987). In that case Staff stated that the Commission
approved the special contract which provided for APCo charging American Alloys a lower
deposit rate than that required by the Commission’s Electric Rules. The Commission
concluded that APCo would be permitted in future rate cases to recover any loss which it
may experience by accepting less than the maximum allowed security deposit. Staff asserted
that it was unaware of any statutory provision that would authorize the Commission to

4

w

Public Service Commission
of West Virginia
Charleston



KPSC Case No. 2006-00307

est

rder Dated August 24, H006

Page 1320

guarantee a preferential rate treatment by permitting APCo to recover from its other
ratepayers any loss it incurred as the result of American Alloys being given permission to pay
a deposit less than required by the Electric Rules.

CAD

On May 4, 2006, CAD filed its Initial Brief. CAD advocated for the approval of the
Stipulation, including the Century Rate provisions.

CAD stated that Century would bear a substantial amount of the costs related to the
overall revenue increase agreed to in the Stipulation. (Stipulation, Ex. E). CAD explained
that under the three-year Century Rate proposal, Century will pay a base rate each month to
AEP equal to the currently effective rate, plus a surcharge based on the market price of
aluminum. In months when the base rate plus the surcharge is higher than the rate that would
otherwise be applicable to Century, a credit equal to the excess will be entered into the
“Century bank.” Conversely, in months when the base rate plus the surcharge is less than the
otherwise applicable rate, a debit will be recorded. A cumulative running balance of the
Century bank will be kept.

CAD stated that at the end of the three-year experimental rate period, in 2009, the
operation of the Century Rate will be examined and parties will be free to make whatever
recommendations related to continuation, elimination or modification of the rate that they
believe are appropriate at that time. If the Century Rate is continued, then whatever balance
is in the Century bank will simply be rolled forward and the monthly accounting will
continue. However, if the experimental rate is ended in 2009, then the Stipulation provides
that Century will keep any surplus in the Century bank while any deficit will be spread to all
other AEP customers.

As a hedge against a possible deficit in the Century bank, CAD noted that Century
agreed to two major changes in its experimental rate. First, Century agreed to deposit $1
million with AEP for the protection of other ratepayers. If there is a surplus at the end of the
experimental rate, the $1 million deposit will be spread as a credit to all other ratepayers. If
there is a deficit, the $1 million deposit will serve to reduce the deficit. Second, Century
agreed to raise the ceiling on the surcharge so that greater surplus amounts would be built up
during times of high aluminum prices. CAD asserted that raising the ceiling makes it more
likely that any deficit in the latter part of the three-year rate period will be offset by surpluses
developed during the early part of the three-year period.

CAD stated that it supports the experimental Century Rate within the context of the
entire settlement. While there may be parts of the Century Rate proposal that CAD likes or
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dislikes in isolation, CAD believes that the overall Century Rate is reasonable, and there are
sufficient safeguards provided to protect the interests of the other ratepayers. Most
importantly, CAD noted that the proposed Century Rate was of limited duration and would
be thoroughly reviewed at the end of three years. At that time, CAD stated that if the
Century Rate has not been beneficial to both Century and other ratepayers, it is doubtful that
it would be renewed in its present form.

CAD reminded the Commission that the Century Rate was part of the resolution of
controversies concerning proper allocation of the ENEC bank which was built up from 1996
through 1999. In return for getting agreement on the experimental rate design, Century gave
up any claim to a portion of the ENEC bank. If the Commission declines to approve the
experimental rate design for Century, then the parties have made clear that they reassert their
original positions on the proper allocation of the ENEC bank. CAD indicated that these
further controversies can be avoided by approving the Century Rate design as set forth in the
Stipulation.

AEP

On May 4, 2006, AEP filed its Initial Brief. AEP asserted that the Century Rate
contained in the Stipulation was reasonable and appropriate and an essential element of the
Stipulation.

AEP noted that the Commission has a statutory obligation to balance the interests of
customers, utilities and the state’s economy. (W.Va. Code § 24-1-1(b)). AEP asserted that
the Century Rate is an instance of such permissible balancing. It recognized the importance
of Century to the West Virginia economy and the millions of dollars of AEP’s fixed costs
Century will bear. AEP argued that the fairness and reasonableness of Century’s Rate was
demonstrated by the support it has from the diverse interests supporting it.

AFP asserted that the Code does not contain a blanket prohibition of all preference
and discrimination in rates. Instead, the Code prohibits discrimination that is unjust, undue,
or unreasonable. (See, W.Va. Code §§ 24-1-1(a)(4); 24-2-2; 24-2-3; 24-3-1; and 24-3-2).
AEP stated that to the extent the Century Rate constitutes a rate treatment that is at variance
with what is available to other customers, the variance is just and reasonable because it
serves the interests of all affected parties and fairly balances the interests of the utility, all
classes of customers and the State’s economy.

AFP argued that the Code does not require rates to be exclusively based on costs to
be reasonable. W.Va. Code § 24-1-1(a)(4) simply mandates that rates be “based primarily
on the costs of providing these services.” In the case of the Century Rate, AEP stated that
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the greatest part of the rate for service will be paid regularly, without discount adjustment or
leeway in the timing of the payment. Depending on the prevailing commodity price of
aluminum, Century may be required to pay a 100% cost-based rate and could be required to
accrue amounts in excess of 100% which would be used to pay full rates at times when
aluminum prices may be lower. AEP asserted that even if Century is paying the minimum
amount required under the Century Rate proposal, that minimum rate satisfies the
requirements of W.Va. Code § 24-1-1(a)(4), in that it is primarily cost-based.

Century

Century filed its Initial Brief on May 4,2006. Century noted that the proposed Century
Rate will provide it with some protection against a decline in the price of aluminum. Century
stated that this would protect nearly 700 Century union jobs, potentially 1100 Alcan jobs and
the economic benefits that Century brings to West Virginia.

Century stated that energy costs account for one-third of its production costs. Its
energy expenditures exceed $75.6 million per year at AEP’s current rates. Century is 11%
of AEP’s load and is AEP’s largest single customer. Century stated that without it, AEP
would have to pass on an additional $5 to $7 million dollars per year of AEP’s fixed costs
to the remaining rate payers. The proposed Century Rate is a means of controlling its energy
costs. When aluminum prices are high, Century can afford to pay more for power. But,
Century stated when the prices are low, it cannot afford the higher tariff rate and remain
economically viable.

Century argued that economic development and job retention are matters which the
Commission may address under its statutory authority. The key issue is whether a rate is
unjustly discriminatory. Century stated that the fact that various classes of customers are
charged different rates does not in and of itself make a rate discriminatory. It must be
unreasonably discriminatory in light of the factors that the Commission can consider, such
as the cost of service, purpose of service, quantity of service, or any other matter which
presents a substantial difference.

WVEUG

The WVEUG filed its Initial Brief on May 4, 2006. WVEUG stated that the
Stipulation is fair to all customer classes, including the members of the WVEUG. It noted
that the Stipulation nearly cuts in half the rate increase as originally proposed. In reducing
specific rate impacts, WVEUG believes that the Stipulation implicitly recognizes the inherent
value of industrial customers, the jobs they provide, and the additional benefits that are
created as a result of their investment in West Virginia. WVEUG requested that the
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Commission be mindful of West Virginia business and industry when considering whether
the Stipulation, is, without modification, in the public interest. WVEUG believes that the
Stipulation is, as a whole, in the public interest.

WVEUG noted that Rule 39 of the Commission’s Tariff Rules recognizes that large
industrial customers are often better served through special service agreements. Such
agreements balance the uniqueness of larger customers and the benefits they provide to the
entire system in terms of their fixed contributions to the rate base. WVEUG asserted that
Century is worthy of the service flexibility requested in the Stipulation.

Reply Briefs
Staff

Staff filed its Reply Brief on May 15, 2006. Staff repeated that Century is a valuable
industrial asset to the state’s economy and that it is engaged in an energy-intensive industry
that has been on the decline in the United States. However, Staff opined that until the
Legislature in West Virginia enacted a statute providing the Commission with the authority
to allow for special utility rates for depressed energy-intensive industries, the Commission
is not statutorily authorized to do so.

CAD

CAD filed its Reply Briefon May 15,2006. CAD disagrees with Staff’s assertion that
the Commission is not authorized, by statute, to adopt the Century Rate. CAD asserts that
W.Va. Code §§ 24-2-2 and 3 give the Commission plenary authority over the rates of utilities
within its jurisdiction. Those statutes set out guidelines for the Commission in establishing
rates. But, CAD argued that the guidelines are not absolute and recognize the quasi-
legislative nature of the ratemaking process, whereby the Commission is able to fully inform
itself about the impacts of various proposals and adapt to changing conditions. See, Central
West Virginia Refuse, Inc. v. PSC, 438 S.E.2d 596 (W.Va.1993).

CAD stated that the entire ENEC concept adopted for AEP in 1984 is an experimental
rate whereby shortfalls in particular cost or revenue items are not borne by the Company, but
instead are recorded as a regulatory asset and ultimately recovered from ratepayers.
(dppalachian Power Company, Case No. 83-697-E-42T, 72 ARPSCWV 834, 841-842
(Sept. 28, 1984)).

CAD also pointed to another experimental rate structure aimed at economic
development for qualifying industrial customers. Under the economic development rider,
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new industrial customers or existing customers that increased their billing demand would be
billed at 70%, 80% and 90% of the full billing demand in succeeding years over a three-year
period. See, Case Nos. 87-154-E-P, “Final Order” (April 7, 1987); Case No. 88-696-E-PC,
“Final Order” (Dec. 2, 1988); Case No. 89-796-E-PC, “Final Order” (Dec. 7, 1989); Case
No. 91-009-E-PC, “Final Order” (Jan. 18, 1991).

CAD asserted that the experimental rate proposed in this case is a variation on the
themes set out in the previous experimental rates. At the end of the three-year period, the
rate design will be reviewed and the Commission will ultimately have to determine whether
the Rate provided sufficient flexibility to Century while at the same time adequately
protected the interests of AEP and other ratepayers. CAD stated that modifications may need
to be made. However, CAD urged that such changes should be based on actual experience.

CAD agreed with Staff that the Commission should be very cautious in allowing
experimental rates. CAD believes that experimental rates should be carefully defined as the
Century Rate in the Stipulation has been. CAD asserted that the Commission has the
statutory authority to adopt the Century Rate and should do so.

Century

Century filed its Reply Brief on May 15, 2006. Century asserted that the Commission
has the authority to approve the Century Rate, that the Rate is fair, just and non-
discriminatory and primarily cost-based.

Century asserted that the Commission’s only limitation on the power to approve
experimental rates is that they must be reasonable. Approval of special rates to retain
industry is included in the Commission’s authority, Century argued.

Century noted that the Commission’s failure to approve the Century Rate will result
in a rejection of the Stipulation and a reversion to the parties’ original position with regard
to the ENEC bank balance. The Stipulation resolves numerous contentious issues that will
have to be litigated if the Century Rate is not approved.

WVEUG

WVEUG filed its Reply Brief on May 15,2006. WVEUG stated that the central issue
is whether the Century Rate is generally cost-based and beneficial to the utility and its
customers. WVEUG asserted that the Century Rate is primarily cost-based because the
minimum rate that Century will pay is approximately 90% of the total rate that Century
would otherwise pay. WVEUG also asserted that the Century Rate is beneficial to AEP’s
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other customers as Century will be paying a substantial portion of the costs related to the
overall revenue increase in this case. Additionally, in exchange for the special rate, Century
is agreeing to forgo any claim it may have to the ENEC bank balance which is arguably a
benefit to other customers.

AEP

AEP’s Reply Brief was filed on May 15, 2006. AEP stated the issue was whether the
provisions of Chapter 24 of the Code grant the Commission sufficient flexibility to approve
the Century Rate. AEP stated that it and all the other parties except Staff believe the
Commission has the required flexibility to approve the Century Rate.

AEP asserted that Staff’s proposal to defer a ruling on the treatment of a possible
deficit is neither fair nor equitable. AEP stated that it is practically impossible the Century
Rate will produce an exact zero balance at the end of the period, so there would be some
surplus or some deficit. AEP stated that the question is whether the mechanism which could
produce such a surplus or deficit is unduly, unjustly or unreasonably preferential or
discriminatory.

AEP argued that the Century Rate assures the ratepayers a substantial benefit - that
Century will be allocated the responsibility for many millions of dollars of fixed costs which
were the responsibility of those customers until the recent appearance of Century as a
customer and, which could become the responsibility of those customers again if Century
ceases operation. AEP stated that the Century Rate offers ratepayers a balanced calculated
risk. But, it does not provide Century a guaranteed subsidy. Overall, AEP asserted that the
arrangement provides a risk/benefit prospect that commands the support of all ratepayer
constituencies.

AEP disputed that the Century Rate constituted unjust or unreasonable discrimination.
AEP stated that preference or discrimination involve treating similarly situated entities
differently. Century is unique and no other entity is similarly situated. Even if the proposal
does constitute some measure of preference or discrimination, AEP stated that it was
completely just and reasonable. AEP referenced the Commission’s decision in Appalachian
Power Company and American Alloys. Inc. Case No 87-883-E-C. AEP asserted that the
same compelling reasons for the special treatment given American Alloys is the same
economic considerations that are pertinent to Century.

AEP asked that the Commission approve the Century Rate and approve the
Stipulation.

10
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The Commission has had the opportunity to review the pre-filed testimony
representing the respective parties’ initial positions in this case. Additionally, the
Commission has reviewed the Stipulation (attached hereto).

DISCUSSION

The only matter that remains for the Commission to resolve is the Century Rate. The
Commission has carefully reviewed and considered the briefs and positions of the parties on
that issue.

Staff’s position as to the Commission’s authority to approve the Stipulation inclusive
of the Century Rate rests upon a narrow interpretation of the applicable statutes as well as
past practices and policies of the Commission. The Commission is not persuaded that such
an approach is appropriate and concludes that, in this case, the Commission is vested with
the inherent jurisdiction, power and authority necessary to flexibly carry out its regulatory
responsibilities while protecting the public interest and maintaining or enhancing West
Virginia’s economic viability.

It is no secret that in the past two decades the electric industry in the United States has
undergone, and will continue to experience, tremendous change. Competitive forces in the
market and demand for low-priced electricity are driving this change.

West Virginia, as a regulated state, cannot function obliviously to the changes
occurring outside its boundaries. Instead, this Commission, if it is to protect the public
interest and enhance the state’s economic viability, must meet these challenges with unique
and innovative approaches within the framework of traditional ratemaking and rate-based,
i rate-of-return regulation.

Introduction, development, testing and implementation of such unique and innovative
approaches are within the scope of this Commission’s statutory authority. The Commission
encourages all parties to develop and propose unique and innovative approaches that will
encourage investment in and expansion of capacity accompanied by an adequate rate of
return, while at the same time maintaining and enhancing the state’s position and that of its
citizens.

For these reasons, the Commission concludes that the rates, charges, and terms and

conditions of service contained in the Stipulation are reasonable and should be approved.
The Stipulation will be approved as submitted.
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1. All parties to this case jointly presented a Stipulation in resolution of all issues.

FINDINGS OF FACT

2. The Stipulation left open the issue of whether to adopt the proposed Century Rate.
Staff was the only party objecting to that aspect of the Stipulation.

CONCLUSIONS OF LAW

1. The Commission is vested with the inherent jurisdiction, power and authority
necessary to flexibly carry out its regulatory responsibilities while protecting the public
interest and maintaining or enhancing West Virginia’s economic viability.

2. The Commission concludes that it has the authority to approve the Century Rate.
3. The Commission concludes that the rates, charges, and terms and conditions of
service contained in the Stipulation are reasonable and should be adopted. The Stipulation

will be approved as submitted.

ORDER

IT IS, THEREFORE, ORDERED that the Joint Stipulation and Agreement for
Settlement filed on April 24, 2006, and attached hereto as Appendix A, is hereby adopted by
the Commission as the final resolution of the issues in this proceeding.

IT IS FURTHER ORDERED that the parties shall abide by the terms and conditions
of the Stipulation.

IT ISFURTHER ORDERED that within 10 days of the date of this order Appalachian
Power Company and Wheeling Power Company, both doing business as American Electric
Power, shall file with the Commission’s Tariff Office the revised tariff sheets setting forth
the rates and charges approved by this Order.

IT IS FURTHER ORDERED that the rates and charges approved by this order are
hereby effective for all service rendered on and after July 28, 2006.

IT ISFURTHER ORDERED that upon entry of this order this case shall be removed
from the Commission’s docket of open cases.
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IT ISFURTHER ORDERED that the Commission's Executive Secretary serve a copy

of this order upon all parties of record by United States First Class Mail and upon

Commission Staff by hand delivery.

A True Copy, Texter ( % 2 ( E ‘ ’
Surbra Squire ‘

Executive Secretfary

TMH/kIm
051278cf.wpd
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PUBLIC SERVICE COMMISSION OF WEST VIRGINIA

CHARLESTON
CASE NO. 05-1278-E-PC-PW-42T B '€ m D1
T 1l =3 l:ﬂ .
B iilee! - .
APPALACHIAN POWER COMPANY and CEL IR
WHEELING POWER COMPANY SR = = |
o8®r . m
Joint Application for Rate Increases on Notice ;:5) =2 W g
with Proposed Effective Dates and Changes in M8 a g
Tariff Provisions, Pursuant to W.Va. Code, §24-2-4a, ' : '

inter alia, for Reactivation and Modification of
Expanded Net Energy Cost Mechanism, for Disposition
of ENEC Over-recovery Balance, for Implementation
of System Reliability Tracker Mechanism, and for
Waiver of Provisions of the Commission’s Rules.

JOINT STIPULATION AND AGREEMENT FOR SETTLEMENT

Pursuant to W, Va. Code 24-1-9(f) and Rule 13.4 of Title 150, Series 1, Rules of
Practice and Procedure, the following parties to this proceeding (hereinafier “the
Stipulating Parties”), Appalachian Power Company (“APCo”) and Wheeling Power
Company (“WPCo”) (collectively “the Companies”), the Staff of the Public Service
Commission of West Virginia (“the Staff”), the Consumer Advocate Division of the
Public Service Commission of West Virginia (“thé CAD”), E.I du Pont de Nemours and
Company, Huntington Alloys Corporation;, Bayer Crop Science/Bayer Material Science,
PPG Industries, Inc., Unign Carbide Corporation, and Steel of West Virginia, Inc.
(“SWVA, Inc”) referred to collectively as West Virginia Energy Users Group
(“WVEUG”), Century Aluminum of West Virginia, Inc. (“Century”), The Kroger Co.
(“Kroger™), the Huntington Sanitary Board and South Putnam Public Service District

(collectively “Huntington/South Putnam”), and the West Virginia Community Action
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Partnership (“WVCAP”), join in this Joint Stipulation and Agreement for Settlement
(“this Agreement”), and request that the Public Service Commission of West Virginia
(“the Commission”) approve and adopt it, in its entirety and without modification, as the
full and final resolution of the instant proceeding. In support of this Agreement, the
Stipulating Parties make the following representations:

Procedural History

1.  On August 26, 2005 the Companies filed their Joint Application to
reinstate the Expanded Net Energy Cost (“ENEC”) proceedings, increase base rates and
make changes in classifications, charges, rules and regulations, and other tariff
provisions. The Joint Application was supported by seven volumes, including Rule 42
data, workpapers, ENEC data, proposed tariffs; a class cost of service study, and a report
on emerging and state-of-the-art concepts.

2. On September 13, 2005 the Commission issued an Order which, among
other things, suspended the use of the rates and charges stated in the Companies’ revised
tariff sheets until June 23, 2006. By order of January 27, 2006 the Commission, in
response to a motion filed by the Companies, extended the suspension period until July
28, 2006, but authorized deferred accounting for ENEC to commence July 1, 2006.

3. At various dates various entities filed petitions to intervene, which were
granted by the Commission. Intervenors Concept Mining, Inc. and the West Virginia
State Building and Construction Trades Council, AFL-CIO later withdrew from this
proceeding. The South Bluefield Neighborhdod Association intervened but did not offer

testimony, participate in any of the settlement meetings, or appear at the April 18, 2006

hearing in this matter.
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4, On September 26, 2005 the Companies filed the direct testimony and
exhibits of Dana E. Waldo, Terry R. Eads, Paul R, Moul, John M. McManus, Stephen D,
Baker, Jeffrey B. Bartsch, Alan D. Bragg, Jeffrey L. Brubaker, Steven H. Ferguson, Chris
Potter, Oliver J. Sever, O. Patrick Taylor, and Philip A. Wright.
5. The Companies provided public notice in substantial compliance with the
Commission’s directions.
6. In the course of the discovery phase of this proceeding, numerous requests
for information were filed by various parties and responded to by the parties to whom
they were addressed.
7. On January 18, 2006 the Companies filed the supplemental direct
testimony and exhibits of Terry R. Eads, Steven H. Ferguson, and Chris Potter, and a
revised Volume IV containing revised ENEC data.
8. On March 8, 2006 the Staff filed the direct testimony and exhibits of
James W. Ellars, Michael L. Fletcher, Steven M. Kaz, Robert R, McDonald, Edwin L.
Oxley, David L. Pauley, and Thomas D. Sprinkle, as well as Staff Rule 42 Reports for
APCo and WPCo; the CAD filed the direct testimony and exhibits of Byron L. Harris,
Emily.Medine, Randall Short, and Ralph Smith; WVEUG filed the direct testimony and
exhibits of Stephen J. Baron, Richard A. Baudino, Timothy R. Duke and Richard
Piotrowski; Century Aluminum filed the direct testimony and exhibits of Gerald J.
Kitchen and Ronald Thompson; WVCAP filed the direct testimony and exhibits of
Dwight Coburn; The Kroger Co. filed the direct testimony and exhibits of Kevin C.
Higgins; West Virginia Building and Construction Trades Council, AFL-CIO filed the

direct testimony and exhibits of George L. Donkin; and the Huntington Sanitary Board
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and South Putnam Public Service District filed the direct testimony of Jack D. Gaines, J.
Bruce Fox, and Michael McNulty.

9. On April 7, 2006 the Companies filed the rebuttal testimony and exhibits
of Dana E. Waldo, Terry R. Eads, Paul R. Moul, Stephen D. Baker, Steven H. Ferguson,
Jeffrey L. Brubaker, Jeffrey B. Bartsch, James 1. Warren, Philip J. Nelson, O. Patrick
Taylor, Alan D. Bragg, and Chris Potter.

10.  On April 7, 2006 the Staff filed the amended direct testimony and exhibits
and rebuttal testimony of Robert R. McDonald and the amended direct testimony and
exhibits of Thomas D. Sprinkle; the CAD filed the rebuttal testimony and exhibits of
Byron L. Harris and Ralph C. Smith; WVEUG filed the rebuttal testimony and exhibits of
Stephen J. Baron; Century Aluminum filed the rebuttal testimony and exhibits of Gerald
J. Kitchen; the Huntington Sanitary Board and South Putnam Public Service District filed
the rebuttal testimony and exhibits of Jack D. Gaines.

11, On April 14, 2006 the Companies filed the additional rebuttal testimony of
Chris Potter.

12. For some weeks prior to hearing, the Stipulating Parties engaged in
settlement discussions concerning all aspects of the instant proceeding, and have now
reached agreement on a comprehensive series of proposals to recommend to the
Commission as a fair and just settlement of the issues in this proceeding.

13. At a hearing held on April 18, 2006 the Stipulating Parties represented to
the Commission that a settlement in principle had been reached among those parties. The

Commission directed the Stipulating Parties to provide it with a written and executed
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settlement agreement memorializing the settlement by 9:30 a.m. April 21, 2006. The
Commission admitted into the record all of the testimony and exhibits specified above.

14.  Except as set forth in paragraph 15 below, the Stipulating Parties agree
that the substantive elements of the proposed settlement, which are hereby submitted for
the Commission’s approval, resolve all of the issues in this proceeding, and are set forth
in particular below and in the exhibits attached hereto.

15.  Although the Stipulating Parties have reached agreement on most of the
substantive elements presented in the case, there remain two related issues in contention
among the parties which will have to be resolved by the Commi#si'on. This first issue
involves one aspect of the Special Rate Mechanism for Century Aluminum set forth in
paragraph 37 below. As explained in paragraph 37d, there is the possibility that at the
end of experimental rate program for Century in 2009, there may be a deficit (an under-
recovery) which will be spread to other customers in future rate proceedings. The second
issue is the treatment of the ENEC Bank discussed in paragraphs 19 to 24 below. As part
of the consideration for the Special Rate Mechanism, Century has given up any claim for
a portion of the ENEC Bank. If the Special Rate Mechanism, including the recovery of
any deficit, is not approved, Century will reassert its claim for a portion of the ENEC
Bank. Set forth below are the positions of the respective parties on these issues.

a. Staff. Staff has agreed to all terms and conditions of the Joint Stipulation
and Agreement for Settlement except for the condition in the Special Rate Mechanism for
Century Aluminum whereby any deficit that remains at the end of the experimental rate
mechanism time period will be recorded by APCo as a regulatory asset and flowed back

to all other ratepayers. Staff is willing to defer any argument conceming the deficit until
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the end of the experimental rate period, and if a deficit in fact exists at that time, advance
its arguments to the Commission regarding the proper treatment of such deficit.

b. The Companies. APCo and WPCo support approval of the Special Rate
Mechanism for Century Aluminum, but do not support the special rate mechanism
without the provision objected to by the Staff, which is an integral element of the
negotiated special rate mechanism. The Companies ask the Commission to resolve here
and now any issues about the experimental rate program and to approve it or disapprove
it without deferring any critical issues for resolution at a later date.

c. Century Aluminum. If the Commission does mnot approve this
experimental rate program in all its particulars, including providing APCo recovery of
any deficit, and thereby APCo does not enter into a special contract with Century
Aluminum, then Century withdraws its support for the remainder of this settiement and
reasserts ifs claim to the ENEC Bank.

d. WVEUG. WVEUG supports approval of the Special Rate Mechanism for
Century Aluminum. However, if the Special Rate Mechanism is disapproved and
Century reasserts its claim for a portion of the ENEC Bank, WVEUG asserts that the
allocation of the ENEC Bank set forth in Exhibit C continues to be reasonable and should
be approved as part of this settlement.

e. The Kroger Co. The Kroger Co. takes the same position as WVEUG.

f. CAD. Within the context of the overall se’ctleme’ht, the CAD supports
approval of the Special Rate Mechanism for Century Aluminum, However, if the Special
Rate Mechanism is disapproved and Century reasserts its claim for a portion of the ENEC

Bank, CAD asserts that Century has no legitimate claim on the ENEC Bank.
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Accordingly, the ENEC Bank should continue to be allocated as set forth in Exhibit C

hereto.

g Huntington Sanitary Board and South Putnam Public Service District.
These parties take the same position as the CAD.

h. Accordingly, the Stipulating Parties ask that the Commission render a
specific decision on the issues outlined above. The Stipulating Parties stand ready to
offer oral argument, witnesses and/or written briefs on these issues at the direction of the
Commission.

16. Expanded Net Energy Cost The Stipulating Parties agree that the
Expanded Net Energy Cost (“ENEC”) mechanism should be reinstituted for the
Companies, with new ENEC rates established in this proceeding, and annual ENEC
proceedings to resume in 2007.

17. The Stipulating Parties agree to the following ENEC rates:

a Consistent with the Commission’s January 27, 2006 Order in this
proceeding, the Stipulating Parties acknowledge that the Companies will commence
deferred accounting for revenues and costs included in the ENEC on July 1, 2006 and
agree that the ENEC rates to be used for such deferred accounting for each tariff class on
July 1, 2006, shall be those set forth in Company Exhibit No. 1, Revised Volume IV,
Revised Section 2, Attachment 1, which is attached hereto as Exhibit A and incorporated
herein.

b. The Stipulating Parties agree that, beginning July 28, 2006, the
ENEC rates for each tariff cléss shall be those set forth in Company Exhibit No. 1,

Revised Volume IV, Revised Section 1, Attachment 1, which is attached hereto as
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Exhibit B and incorporated herein. Those ENEC rates will stay in effect until July 1,
2007, or further order of the Commission, and are projected to produce additional annual
revetiues of $56.01 million.

18.  The Stipulating Parties agree to the following elements and procedures to
govern further ENEC proceedings.

a. The Companies will make their next ENEC filing by March 1,
2007, and then will make new ENEC filings by March 1st of each year thereafter.

b. In the ENEC filing of March 1, 2007:

i. the actual cost review period shall be July 1, 2006, th;'ough
December 31, 2006; and

ii. the forecast period shall be July 1, 2007, through June 30,
2008.

c. In subsequent annual ENEC proceedings the actual cost review
period shall be the immediately preceding calendar year, and the forecast period shall be
the twelve months from July 1* of the year in which the proceeding is initiated through
June 30® of the following year.

ENEC Over-Recovery Balance
19.  The Stipulating Parties agree that the accumulated ENEC over-recovery
balance (“the Bank”) being held by APCo, and to be fed back to customers pursuant to
this Agreement, is $51,207,683, plus simple interest on the principal balance as per the
Commission’s November 10, 2005 Order. That simple interest has been accrued since
November, 2005 and will continue to be accrued on the declining principal balance until

the entire balance has been fed back to customers.
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20.  The allocation of the Bank among customer classes and customers shall be
in accordance with the proposal of WVEUG, which is attached hereto as Exhibit C and
incorporated herein by reference.

21.  Beginning July 28, 2006, the Companies shall implement negative
surcharges by customer class, for all classes and customers receiving a portion of the
Bank, designed to feed back one-third of the principal balance of the Bamk to said
customer classes and customers over the following eleven (11) months. Pursuant to the
following paragraph, certain customers may elect an accelerated feedback of their portion
of the Bank.

22.  The Kroger Co., Huntington Sanitary Board, South Putnam Public Service
District, and/or the members of WVEUG may request alternative feedback mechanism(s)
designed to enable them to realize an accelerated feedback of their shares of the Bank.
On condition that no alternative mechanism enables an electing customer to receive more
than the shares of the Bank, plus interest up to fhe date of payout, which it would have
received under the standard mechanism provided for in the preceding paragraph, the
Companies are willing, after Commission approval of this Agreement, to negotiate
reasonable mechenisms for accelerated feedback, subject to legal constraints and
pracﬁcal limitations.

23.  In consideration of the Special Rate Mechanism discussed below, Century
shall not be entitled to any share in the principal balance of the Bank or any interest
accrued thereon.

24,  The timing and particulars of the feed back of the residual balance of the

Bank, plus interest, remaining after compliance with the preceding paragraphs of this
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section, shall be as determined and directed by the Commission in the next ENEC
proceeding filed by the Companies.

Recovery of Expenditures Related to the 765 kV Line and Scrubbers

25.  APCo is currently engaged in the following extraordinary construction
projects: (1) the Wyoming-Jacksons Ferry 765 kV Transmission Line; and (2) the retrofit
of flue-gas desulfurization units (“scrubbers”) on the Mountaineer generating plant and
Units 1, 2 and 3 of the John Amos generating plant (collectively referred to as “the
projects”).

26. The Stipulating Parties adopt, with certain modifications, the CAD’s
proposal for rate increments in future ENEC proceedings. The Wyoming-Jacksons Ferry
765 kV line is to be provided electric plant in service (“EPIS”) treatment at a 10.5%
return on equity based on the construction work in progress (“CWIP”) balance as of
December 31, 2005, including projected depreciation, taxes and other fixed operating
expense. The Wyoming-Jacksons Ferry line and each of APCo’s planned scrubber
projects will be afforded EPIS treatment at a 10.5% return on equity in succeeding ENEC
proceedings after a given project has been placed in service, provided the project is in
service no later than March 1st of the year the ENEC factor becomes effective. EPIS
treatment will include the recovery of estimated fixed costs.

27.  The Stipulating Parties agree that the Companies should be allowed to
recover the construction expenditures and other costs related to the projects during the
construction phase and, after the projects are classified as EPIS, in the following manner:

a. APCo shall accrue AFUDC on construction expenditures for each

project, based on a 10.5% ROE. In each ENEC proceeding APCo shall be allowed to
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recover a return and associated taxes (“Return”) on all CWIP expenditures along with
accrned AFUDC made in connection with the projects through the end of the ENEC
review period, December 315t of each year. Rates recovering such return (“construction
surcharges”) shall go into effect on July 1st of the next succeeding year as part of the
ENEC.

b. The return on such CWIP and EPIS shall be based on:

i, the‘ amount of equity, long term debt, short term debt and
preferred stock in APCo’s capital structure based on a thirteen month average as of
December 31 of each year;

ii. a rate of return on equity capital of 10.5%, and a return on
other capital (long term debt, short term debt and preferred stock) at the thirteen month
average cost of such other capital component as of December 31 of each year.

c. CWIP balances earning a CWIP allowance would not be subject to
the accrual of AFUDC. CWIP balances in excess of amounts earning a CWIP allowance
shall continue to be subject to the accrual of AFUDC during the construction period. In
addition to a return on CWIP existing at December 31st of each year, all projects that are
transferred to EPIS by March 1st of the succeeding year, shall also be allowed to recover
depreciation, property taxes and other fixed costs associated with such EPIS to be
incurred over the next succeeding ENEC recovery period.

d. In succeeding ENEC proceedings, projects previously transferred
to EPIS shall be allowed to recover a Return on EPIS balances net of accumulated
depreciation as of December 31st of each year, along with depreciation, property taxes

and other fixed costs,
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e The Stipulating Parties agree that the Companies shall be allowed
to recover in rates effective July 28, 2006, a total of $23.21 million associated with CWIP
expenditures on the projects as of December 31, 2005. The Stipulating Parties also agree
that the $23.21 million allowance includes recovery of depreciation, property taxes and
other fixed costs associated with the Wyoming-Jacksons Ferry 765 kV transmission line.

£ Construction surcharges and EPIS surcharges shall be established
as part of the Companies’ annual ENEC proceedings, but the costs and revenues
associated with these construction surcharges and EPIS surcharges shall not be subject to
deferred accounting for regulatory purposes. The Stipulating Parties acknowledge that
the construction and EPIS surcharges established in this case are calculated for the
various customer classes based on the twelve coincident peak (12 CP) demand allocator.

Base Rates

28.  The Stipulating Parties agree that effective July 28, 2006, the Companies’
current base rates shall be reduced by $18,433,000 on an annual basis, based on a return
on equity of 10.5%. Exhibit D, attached hereto and incorporated herein, is a cost of
service showing the derivation of the Companies’ stipulated base rate revenue
requirement. Although no Stipulating Party agrees with each and every item in the
attached cost of service, all parties agree that the overall cost of service is reasonable, and
should be adopted by the Commission.

29.  The base rates provided for in this Agreement reflect the recovery of the
amortization of the Asset Retirement Obligation (“ARO”) as proposed by the Companies

1n this case.
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30.  The rate changes with respect to base rate decreases, the feedback of the
Bank, ENEC increases, and the 2006 construction surcharges shall be allocated among
the customer classes as shown on Exhibit E attached hereto and incorporated hérein.

Reliability Expenditures

31. The Companies shall collectively expend an average of $18,660,000
annually in each calendar year, 2007, 2008, and 2009, for measures designed to maintain
and enhance reliability of service (i.e. right-of-way vegetation management and asset
management activities). This annual sum constitutes an addition of $4.782 million over
2004 test year levels.

32.  The Stipulating Parties agree that if APCo fails to earn a rate of return on
common equity (“ROE”) of at least 10.5% on a per books West Virginia retail
jurisdictional basis during any of the calendar years, 2007, 2008, or 2009, APCo shall be
entitled to defer an amount for T&D reliability expenditures sufficient to enable its ROE
to equal 10.5%, up to a collective maximum annual deferral of $4.782 million. At its
election, APCo shall be allowed to obtain appropriate recovery of any such deferrals in
succeeding ENEC or base rate case(s) following such deferrals.

33.  If the Companies intend to include in a case the issue of recovery of any
deferral referred to in the preceding paragraph, the Companies will give prior notice to
the other Stipulating Parties along with a calculation showiﬁg the derivation of the
deferral. The other Stipulating Parties shall be free to take whatever position they deem
appropriate concerning the appropriate amount of such recovery based on the ROE

earned by APCo, the proper calculation of ROE, and the sums expended on T&D

reliability measures.
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34,  The Companies recognize that it is their responsibility, as it is the
responsibility of all public utilities in this State, under W Va. Code §24-3-1, to provide a
reasonable level of reliable electric service to their customers. Nothing in this Agreement
is intended to (1) relieve or limit the Companies’ obligation to expend the funds needed
to discharge this responsibility or (2) absolve the Companies of their legal duty as set
forth in W. Va. Code §24-3-1.
Depreciation Rates
35.  Effective July 1, 2006, APCo’s West Virginia depreciation rates shall be
modified in accordance with the schedule of depreciation rates attached hereto as Exhibit
F and incorporated herein by reference.
36.  Notwithstanding the provisions of this Agreement by which the
Stipulating Parties agree to changes in the Companies’ depreciation rates as a significant
element of the Setﬂemerit, the Staff wishes to make clear that its agreement is due to the
unique circumstances of this case. The Staff holds firm to its position that depreciation
rate issues should not be part of any application filing in a base rate case, but should be
addressed by a separate filing made pursuant to Rule 20 of the Commission’s Rules of
Practice and Procedure,
Special Rate Mechanism for Century Aluminum
37. The Stipulating Parties agree that Century provides important
contributions to the economy of West Virginia in terms of good-paying industrial jobs,
tax revenues, and other factors. In light of those contributions, the electric-energy-

intensiveness of Century’s operations, and the competitiveness of Century’s industry, the

Stipulating Parties agree that it is appropriate to undertake an experiment in devising and
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applying a special rate mechanism to Century that is linked to the commodity price of
aluminum and that compensates the Companies’ ratepayers for the risks which the
experiment poses for them. If approved by the Commission, the special rate mechanism
experiment shall be implemented August 1, 2006 and shall operate as follows:

a. Century currently pays a rate equivalent to $27.16 per Mwh (the
“current rate”). Subject to subpart ¢ hereof, on and after August 1, 2006, Century shall
pay each month to APCo the lower of the cost-based rate applicable to Century resulting
from this or any future rate proceeding, or the current rate plus a surcharge based on the
simple average daily price of aluminum for the month as quoted on the London Metal
Exchange and as published by Reuters (“the LME price”). These surcharges are set forth
in Exhibit G attached hereto and incorporated herein.

b. Each month the current pﬁce plus the surcharge will be greater
than or less than the total rate responsibility allocated to Century. (“the otherwise
applicable rate”). Century and APCo will keep a running cumulative balance of these
monthly surpluses and deficits (“the Century Bank”). If in any month APCo does not
receive adequate revenue under the experimental rate mechanism, including any
payments from the Century Bank, equivalent to that which would be due from the
otherwise applicable rate, APCo will be authorized to record a regulatory asset in the
amount of such under-recovery for future recovery from the Companies’ customers, as a
part of its ENEC, at the conclusion of the experiment, pursuant to subpart d hereof.
Century shall maintain a monthly accounting record of the Century Bank, subject to audit
by the Companies and the Public Service Commission, showing the monthly and

curnulative surplus or deficit.
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c. As security for the Companies and other ratepayers, a portion of
the monthly payments based on the current rate plus the applicable surcharge will be
retained by APCo, up to $1,000,000, and will be paid by Century in months when the
current price plus the applicable surcharge exceeds the otherwise applicable rate, That
amount will be considered part of the Century Bank, although held by APCo as a
regulatory liability to be credited to customers in accordance with subpart d hereof. At
Century’s option, the $1,000,000 amount can be paid to APCo in equal monthly
payments during the first year of the experimental rate program. APCo will accrue
interest on the amount collected under this subpart at the Commission’s approved interest
rate on deposits.

d. The experimental rate program will be reviewed by the
Commission during the 2009 ENEC proceeding. If the experimental rate program is
extended, any existing Century Bank balance will roll forward into the new plan. If the
experimental rate program is terminated, Century will have no further obligations to pay
or rights to receive payments under this program. If the program is terminated, the
Companies will reflect any regulatory asset and/or regulatory liability as a net charge or
credit to all customers, excluding Century, in the next ENEC proceeding.

e. If the Commission approvés this experimental rate program in all
its particulars, Century and APCo will negotiate a detailed contract to implement this
experimental rate program and will file such contract with the Commission under Rule 39
of the Commission’s Rules. If the Commission does not approve this experimental rate
program in all its particulars, APCo shall have no obligation to provide service to

Century other than at its otherwise applicable rate.
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RS Rate Design

38.  The increase allocated to the residential (RS) class shall be recovered ﬁom
the usage blocks in that rate class. There will be no increase in the customer charge and
no imposition of a separate minimum bill.

LGS Rate Design

39.  The Stipulating Parties agree to modify the demand/energy split for the
LGS rate schedule to reflect a demand charge at 80% of full cost. The base rate revenue
reduction applicable to the LGS class shall be applied 80% to energy and 20% to
demand. Customer migrations between MGS and LGS shall not be permitted until the
next rate case, except in the case of material changes in load which result in a dramatic
change in a customer’s usage characteristics. However, the Companies agree that the
accounts of Huntington/South Putnam and the water and sewer utilities that have
supported the participation of Huntington/South Putnam in this proceeding (which are
listed on Exhibit H attached hereto and incorporated herein) will have been placed on the
appropriate MGS or LGS rate schedule for which they qualify prior to July 28, 2006.

Low-Income Weatherization Projects

40.  For the next three years, the Companies shall make a collective annual
contribution of $250,000 to the West Virginia Governor’s Office of Economic
Opportunity to be administered for WVCAP, to be used for low-income residential
weatherization projects. The scheduling of the payments and the usage of the funds shall

be arranged between the Companies and OEQ weatherization staff on behalf of WVCAP.
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Terms and Conditions of Service
and Requested Rule Waivers

41,  The Companies have withdrawn their requests for a partial waiver of
Electric Rule 4.2.1.a, for a grant of flexibility and discretion to require additional security
deposits of non-residential customers, for the institution of fixed non-refundable charges
for temporary service, and for a tariff modification concerning customer liability.

42,  The Stipulating Parties agree that the Companies should be granted partial
waivers of Electric Rules 4.8.1.a.F and 4.8.1.a H to enable them to defer non-emergency
reconnections of service from times of darkness to times of daylight and authorize their
field personnel to decline to accept cash payments to forestall disconnections of service
for non-payment.

43.  The Companies shall be authorized to impose a 1% delayed payment
charge (“DPC”) on a current bill owed by customers served under Rate Schedules R.S.
and R.S. — T.O.D. if not paid “by the next scheduled read date.” The DPC may be
assessed only once on a given current bill. Before this new DPC is implemented, the
Companies shall be required to give notice by bill message or bill insert to at least the
customer classes affected, in two successive billing months, of the basic facts about the
new DPC. The Companies shall change the proposed language in their tariffs about the
point at which an account becomes subject to a DPC assessment for balances not paid
“by the next bill preparation date” to “by the next scheduled read date.” The approval
and implementation of this new DPC shall have no effect on the DPCs already in

operation under other rate schedules of the Companies.
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Base Rate Case Filing Commitment

44,  The Companies commit to filing a base rate case, predicated on a 2009 test

year, by no later than the second quarter of 2010.
General Matters

45.  The Stipulating Parties agree to waive their right to conduct in this
proceeding any examination of the witnesses of any other party to this Agreement, except
that the parties may ask clarifying questions concerning this Agreement.

46.  This Agreement is entered info subject to the acceptance and approval of
the Commission. It results from a review of any and all filings in this proceeding, the
Stipulating Parties’ prefiled testimony and exhibits, and extensive discovery and
discussion. It reflects substantial compromises by the Stipulating Parties and the
withdrawal of their respective positions asserted in this case, and is being proposed to
expedite and simplify the resolution of this proceeding and other outstanding matters. It
is made without any admission or prejudice to any positions which any party might adopt
during subsequent litigation. The Stipulating Parties adopt this Agreement as being in the
public interest, without adopting any of the compromise positions set forth herein as
ratemaking principles applicable to future ENEC proceedings, Rule 42 proceedings, or
other regulatory proceedings, except as expressly provided herein. The Stipulating
Parties acknowledge that it is the Commission’s prerogative to accept, reject, or modify
any stipulation. However, in the event that this Agreement is rejected or modified by the
Commission, it is expressly understood by the Stipulating Parties that they are not bound

to accept this Agreement as modified or rejected, and may avail themselves of whatever
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rights are available to them under law and the Commission’s Rules of Practice and
Procedure.

WHEREFORE, the Stipulating Parties (except the Staff with regard to the one
element identified in Paragraph 15) on the basis of all the foregoing, respectfully request
that the Commission make appropriate Findings of Fact and Conclusions of Law
adopting and approving the Joint Stipulation and Agreement for Settlement in its entirety,
including specifically Exhibits A through H.

Respectfully submitted this 24th day of April, 2006.

Respectfully Submitted

APPALACHIAN POWER COMPANY and
WHEELING POWER COMPANY

L Oag el

STAFF OF THE PUBLIC SERVICE
COMMISSION OF WEST VIRGINIA

By LAl ) fodinon

CONSUMER ADVOCATE DIVISION OF THE
PUBLIC SERVICE COMMISSION
OF WEST VIRGINIA

By: / %ﬁ%ﬁ
7

'3
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WEST VIRGINIA ENERGY USERS GROUP

CENTURY ALUMINUM OF
WEST VIRGINIA, INC.

By:%/é—%/zﬂ
/S

THE KROGER CO.

v

HUNTINGTON SANITARY BOARD AND
SOUTH PUTNAM PUBLIC SERVICE
DISTRICT

WEST VIRGINIA COMMUNITY ACTION
PARTNERSHIP
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APPALACHIAN POWER COMPANY / WHEELING POWER COMPANY

EXPANDED NET ENERGY COST (ENEC) RATES
TWELVE MONTHS ENDED 12/51/2004

INCLUDES DATA CORRECTIONS
CUSTOMER CLASS ENEC
ENERGY -
FACTOR
CKWH
B 1612
ES -TOD'/ RS-LM-TOD
ON-PEAK 1617
OFF-PEAK . 1108
WS 1619
8GS 1526°
§6S - IM.TOD : _
ON-PEAK 1526°
OFF-PEAK 1169
ss. . SEC 1.107
' -PEI 1.076
-AF 1538
MGS SEC 1.107
-PRI 1.077
“SUBTEAN - 1057
JTRANS 1041
AF 1.541
"GS:TOD ) )
ON-PEAK  -SEC 1,884
OFF-PEAK  -SEC 1.258
ON.PEAK . PRI 2.040
OFF-PEAK  -PRI 1318
LG8 -SEC 1.108
‘ PRI 1.076
SUBT 1057
“TRANS 1.041
Lcp SEC 1108
- PRI 1.078
- SUBT 1.057
- TRANS 1.040
P SEC 1105
- PRI 1075
-SUBT 1057
. -TRANS
. All Other 1.040
SPECIAL CONTRACT 1 1.040
SPECIAL CONTRACT ¢ 1,040
SPECIAL CONTRACT H - 1040
oL 1105
SL

1105

ENEC
DEMAND

- FACTOR

§EW

1.842
. 1.303

1.188
1125

1.085

1077

1.680
1.612
1.570
1.544

1.607
1.660
1511

1.488

1.884

1782

1.752
1.752
1.768

T 2212
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SPECIAL CONTRACT A
" FIRM POWER 1.040 1.752
INTERRUPTISLE DEMAND 1.162
Pl 1.040
P2 o 1.040
P25 | - 1.040
P3 . 1.040
P4 1.040
SPECIAL, CONTRACT B
138 KV SERVICE
CAPACITY CHARGE 0.013
Pl 1.040
P2 : 1.040
P25 T 1040
P3 ‘ 1,040
P4 1,040
46 XV SERVICE :
Pl 1.055
P2 1.055
P25 1,085
P3 1,055
P4 ~ 1.055
SPECIAL CONTRACT C
Pl © 1088
2 . 1275 -
Ps. 12752
. P4 7555
SPECIAL CONTRACT D : '
FIRM POWER 1.054 1777
ON-PEAK DEMAND 0.844
OFF-PEAK DEMAND EXCESS 0.118
SHOULD, PEAK DEM. EXCESS 0.379
INTERR. ENERGY 1040
SPECIAY, CONTRACT E
-SEC w
ON-PEAK 1,853
OFF-PEAK . 1285
SHOULDER PEAK 1,447
PRI
ON-PEAK 1.67¢
OFF-PEAK - 1.338
SHOULDER PEAK C 1418
- EPECIAL CONTRACT F
FIRM POWER 1.057 © 2,048
EACK-UP POWER 1,057 0.205
MAINTENANCE 1,084

FLOODWALL ENEC Faotor for floodwall accounts Is the enargy component of

the appropilate general sarvics tariff for which the customer
would qualify,
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APPALACHIAN POWER COMPANY / WHEELING POWER COMPANY

PROPOSED EXPANDED NET ENERGY COST (ENEC) RATES
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. 2006 ENEC FACTOR
.- INCLUDES DATA-CORBECTION:& INCLUDES,CEREDO "oty
: JENEC ENEC
CUSTOMER CLASS ENERCY DEMAND
' FACTOR FACTOR
“CKWE- ~GEW
RS X 1.032 '
_RS-TOD / RS-IM.T0D’
OR-PEAE 1.838
OFF-.PEAR 1407
sws 1.643
SG8 1.848
SCS5 - LM-TOD . }
ON-FEAK 1,848
OFF-PEAK 1,478
58 «SEC " 1.408 1,287
PRI 1.889 1.847
WA 1,853
MCS « -SEC 1.408 1.188
. PRI 1,370 1162
SUBTRAN 1345 1132
ZTRANS - 1225 1.113
AP 1856
¢S TOD . .
ON-PEAK ~SEC 2.339
SOFR-PEAK  .8EC 1408
ON-PEAK - PRI 2554
OFF-PEAK  .PRI 1.367
1GS SEC 1.467 1715
PR 1369 1.665
SUBT 1845 - 1,622
“TRANS 1.325 1.595
LCP . .8EC 1.407 1.640
: -PRI 1389 1.601
- SUBT 1345 1.560°
- TRANS 1323 1,534
P SEC 1.408 1.948
: - PRI 1388 1,800
- SUBT 1384 1.842
- TRANS .
ALl Oiher 1323 1.811
SPECIAYL, CONTRACT I ' 1323 1811
SPECIAL CONTRACT C 1823 1,834
. SPECIAL CONTRACT H " 1824 2.269
oL 1.408
8L 1,405



Af'PALACHIAN POWER COMPANY / WHEELING POWER COMPANY

PROPOSED EXPANDED NET ENERGY COST (ENEC) BATES
2006 ENEC FACTOR
JNCLUDES DATA: CORRECTION & INGIMDES CEEBEDQ .

" EnEe

FLOODWALL

CUSTOMER CLASS mcy DEMAND
_FACIOR FACTOR
CKWH $KW
SPECIAL CONTRACT A ’
" FIRM POWER 1.328 181
INTERRUPTIBLE DEMAND 1.852
Pl 1323
P2 1.323
2.5 1823
PS 1.323
R 1.323
spscm. CONTRACT n
138 KV SERVICE
CAPACITY CHARGE . 0.848
PL 1.323
. 1.823 .
P25 1.323
Ps 1.323
P 1.823
46 KV SERVICE
Pl 1.843
P2 1343
P25 1.843
23 1443
P4 1348
SPECYAL CONTRACT C
rL 1,383
P2 1.621
P 16,208
P4 11.716-
SPECIAL CONTRACT D
FIEM POWER 19410 1.837
".ON-PEAX. DEMAND 0.658
SHOULD, PEAX DEM. 0.391
OFF-PEAK DEMAND 0.121
INTERR, ENERGY ~ 1.3230 -
SPECIAL CONTRACT E
) SBC
ON-PEAK 1,887
OFF.PEAK 1.885
SBEOULDER PEAX 1,740
-PRL
OR-PEAK 2,001
OFF.PEAK. 1.563
SHOULDER PEAK 1,605
'SPECIAL CONTRACT F
FIRM POWER - 1.344 2120
BACE.UP POWER 1.344 o212
MAINTENANCE 1.382

ENEC Factor for fioodwall accounts Is the snergy oompanent of
the appropriate general sarvics tarllf for which the cuslomar

wottd quallfy,
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EXHIBIT C

g

Appalachian Power Company
VWEUG Proposst {o
Distibute ENEC Ovarrecovery
Case No, 061 278-E-PC-PW4ZT
WVEUG
Settlement
Tanff Voltape _{tofal bank balance)
RS ‘ 27,899,511
 sws 260,845
868 1,222,031
" ss Sec. 803,504
.58 PA. 45,266
58 Aln, Field 10,983
880,762
MGS Sec. 8,252,178
MEs Pd. $84,330
MES Subte, 21,868,
MG8 Trang. -
_ MGS Ath, Field 8,011
) 3,844,173
GS-LMTOD Seopeak 35,880
© BS-LMTOD Sec-olt 18,088
GS5-LMTOD Pri speak " 22,663
G§-LMTOD Pi- off* 8,443
: 86,008
LGS 8ec, 8,236,548
LGS Pr. 483,058
- LG8 Subtr. 12,008
© LGS Trans, .
3,742,603
Lep 8ec. 250,008,
Lep Pd. 1.407,623
LCP Subtr. 2411,048
LcP Trons, 723,980
. 4,792,671 .
| Sec. 201,881
P Pi. ' 2,262,228
P .Subtr, 2,043,628
P Trans, 1,251,181
. 6,758,907
SPECIALA -
SPECIALB 437,165
BFECIALC 4,244
SFECIAL D 418,983
" SPECIALE 8,068
SPECIALF 78,087
SPECIALG 4,247,003
SPECIAL H C.
SPECIAL ¢ 852,492
oL 187,008
BL 78,083
TOTAL §1,207,981
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Baron Exhiblt_(SJB-1R)
{Modified par Stipulation)

WVEUG
Settioment
[4st vanr 1/8rd featbatk)
8,208,837

88,848
407,844

267,835
15422
3,681
288,917

1,084,080
121,443
7.218

2,004
1,214,724

11,063
6,383
554
2,814

28,685

1,078,848
164,353
4333

1,247,534

83,338
488,208
803,883 .
241,330

4,867,557

67,330
764,078
681,176
417,054

1,018,638

145,732
1,416
138,481
3332

. 26,32
405,658

184,164

45,689
25,384

17,089,327



EXHIBIT D

Appalachian Power Company and Wheeling Power Company

Case No. 05-1278-E-PC-PW-42T

Exhibit

Revenue Requirement Calculafion for Settlement

Setllement
Weighted Cost of Capltal 7.601%
Retum on Equity 10.50%
" Rate Base 1,657,541,508
‘Return on Rate Base 125,006,586
Federal Taxes 31,499,147
State Taxes ] 11,869,676
Operation & Maintenance Expense 727,297,676
. Depreclation Expenss 79,833,661
Taxes Other Than income §3,803 432
‘ Total Expenses 904,403,591

. Revenus Requirement

'1,030,400,177

Going Level Revenues
Subtotal

Additional Uncollectibles
Additonal B&O

Revenue Increase/(Decrease)

1,04B,473,441

{18,073,264)

(65,084)
(201,702)

(18,430,030)
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. LCP
L

‘SPECIALA
. SPECIAL B -

. SPECIAL ¢
" SPECIALD
SPECIALE
SPECIAL F
SPECIAL G

SPECIALH .

SPECIAL1

‘oL
SL

© TOTAL -

. Baée Fiata

Decrease

$2,422,695
(849,603)

§313432)

(5202,033)
($4,768,035)
($3,845,810)
($4,361,852)
($3,828,607)

($8,117)

. ($203,009)
($392,810)
§94

($40,547)
($508,467)

" ($1,125428)

($431,249)

(§$560,767)
- ($204,858)

-($1 8,430,000)

'EXHIBIT E

Appalachian Power Compﬁny
. Revenue Changes by Tarlff Class
- Case No, 05-1278-E-PC-PW-42T"

ENEC
Increase

. $18,735,078
$284,837

. §764,042
$1.6as,225
$4,6845,496
‘ 4,848,588
$6,165,854
§7,613,388

$136,538

$598,431

$8,738

$594,700

$11,820-

$107,780
$1,205,428
$8,121,578

$742,623

$222,218
. $87,575

. 856,011,083

" Construction

Surcharge

§8,321,136.

. $144,870

- $328,504

$513,713
$2,168,846
$1,921,120

$2,461,890

$2,655,841

' $24,304

$180,164

$256

$130,778
$4,482
$35,766
$354,502
§2,705,226

$242,311

$0

$0

$23,200,880

Net Revenue

Change

$30,478,807

'§377,015

| $808,203
§1,379,005
$2,045,407

$2,820,888

$4,2865,933

$6,442,822

$152,725
. §583,588
(¥1,110)

- $341,668

$16,505

§102,808
$1,051,463
$9,701,378

$553,685

- 80
_{$338,648)

($147,283)

$60,780,882

ENEC Bank
Amortization

(§9,209,837)
* (580,948)

L (8407,384)
‘(5286.917) .

($1,243,420)
($1,247,534)
($1,507,557)

($1,018,838) “

$0
($145,732)
($1,415)
($139,481)

(83,332)

($26,320)
(§405,388)
$0

(s184,184)

($45,683)
" (525,384)

($17,089,327)
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$21,178,070
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" §287,086

$401,860

" $1,082,088

$805,087

' $1,673,362
sz,sas,é'fs
$4,522,986

| §152,725

$437,854

(52,525)

$202,207
$13,173
$76,669
$645,786°
$8,701,376
$369,521

($384,218)
- ($142,647)

" $43,721,855
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Exhibit No

Appalachian Power Company

Depreciation Rates
Case No. 05-1278-E-PC-PW-42T

Current . New
' Rates Rates
Steam Production -
‘Mountainesr 2.64% . 1.88%
Amos A . 2.7% 2.88%
" Kanawha River .. 388% 1.18%
‘Sporn T 4.88% 1.63%
Clinch River - 3.48% 3.00%
. Giynlynb 0.92% 4.99%
~.GlynLyn 6 3.71% 4.00%
Hydro Production
Claytor, ' 271% - 1.47%
Byllesby ' 2.90% 2.89%
.. Buck . 3.21% 2.85%
" Niagara : - 231% 241%
Ruesens . ‘ 169% . 1.64%
Leesville | 251% 1.21%
London . 1.65% 1.85%
" Marmet T 1.65% 1.81%"
Winfield ) 1.65% 1.76%
Smith Mountain . 3.39%% 1.258%
Other Production
" Central Malntenance , - 4.02% 2.07%
Central Machine 4.02% 2.10%
Little Broad Run 4.02% 1.76%
Transmission Plant 2.21% 1.63%
Distribufion Plant 3.20% © 3.37%

General Plant . 314% 1.80%
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EXHIBIT G

SCHEDULE B
CENTURY ALUMINUM.OF WEST VIRGINIA, INC
MAXIMUM MONTHLY SURCHARGE *

, : MAXIMUM MONTHLY
MONTHLY LME PRICE @ SURCHARGE ©
. $2200/tonne or less
($0.998/1b or less) , Zero
© $2300/tonne o
($1.043/1b) 1.87 mills/kWh
$2400/tonne . a :
($1.089/1b) - ' ﬂ © 3,73 mills’kWh
$2500/tonne
($1.134/1b) . 5.56 mills/’kWh
$2600/tonne - ' -
($1.179/1b)- : . 7.43 mills/kWh
$2700/tonne : ;
($1.225/1b) 9.30 mills/kWh
$2800/tonne _ , ' '
($1.270/1b) 11.16 mills/kWh
$2900/tonne ' - ,
(31.315/1b) . 12.99 mills/kWh
~ $3000/tonne, : ,

(81.361/1b) 14.86 mills/KWh

‘(1) The Maximum Monthly Surcharge shall remain in effect for the full term of this
agreement, unless modified by Century Aluminum and approved by the PSCof
West Virginia,

'(2) The LME PRICE shall be defined as the daily cash settlement for high grade
alurninum, as quoted on the London Metal Exchange (as published by Reuters).
The monthly LME Price shall be the simple average of the daily prices.

(3) For LME prices not shown, the Maximum Monﬂﬂy Surcharge may be
interpolated between the points.

1538408.1
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PUBLICLY-OWNED SEWER AND WATER UTILITIES
SUPPORTING INTERVENTION OF SOUTH PUTNAM P8D
" AND HUNTINGTON SANITARY BOARD = . .
THROUGH CONTRIBUTIONS UNDERWRITING
. EXPERT WITNESS AND ATTORNEY FEES -

- Blugwell Public Service District
Cr.welyan Pﬁ't:.iic Senvice bist!'ict |

. bullodenﬁ Public Sgrvicé District
.Fa‘y"e.ttevllle,'Town.of

* Hodgesville Public Service District/
Tennerton Public Service District

Hurricane Water & Sanitary Board
Lavalette Public Service Disiri'ct |
~Logan County Public S;arvice District |
Oakvale Roa;d Public éerviée Dist(ict
' . ‘Pea- Ridgg “Pubiic Servlge Dtstri‘ct

West Hamiin, Town of
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Kentucky Power Company

REQUEST

Refer to the McManus Testimony, page 10, lines 18 through 23.

a. Did Kentucky Power or AEP announce previously, in either 2005 or 2006, that a flue gas
desulfurization ("FGD") system was going to be installed at Kentucky Power's Big Sandy

generating station?

b. Explain why a FGD system for Kentucky Power's Big Sandy generating station was not
referenced in Mr. McManus's testimony.

RESPONSE

a. Yes.
b. Since the public announcements, AEP’s compliance plan has been revised and currently

reflects a post-2010 in-service date for Big Sandy FGD. Since the in-service date was outside
the scope of this proceeding, it was not included in this revised environmental plan.

WITNESS: John M McManus
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Kentucky Power Company

REQUEST

Refer to the McManus Testimony, pages 12, 13, 22, 23, 25, and 26. Under the provisions of
KRS278.183(1), a utility shall be entitled to the current recovery of its costs of complying with
the Federal Clean Act as amended and those federal, state, or local environmental requirements
which apply to coal combustion wastes and by-products resulting from the production of energy
by the burning of coal. For each of the projects listed below, explain in detail how the project
satisfies the requirements of KRS278.183(1). Include in the response a discussion of how the
project directly relates to the control of coal combustion wastes and by-products and a
description of the features or characteristics of the project that qualifies it for inclusion in
Kentucky Power's environmental compliance plan and eligible for recovery through the
environmental surcharge.

a. Coal Blending projects at Amos Unit 3 and Mitchell Units 1 and 2.
b. Replacement of Transformer Rectifier Sets at Mitchell Units 1 and 2.

c. Limestone preparation, auxiliary pumping station, and river work grouped as a Plant Common
Project at Amos Unit 3.

RESPONSE

a. As described on page 14 of the McManus Testimony, the installation of FGD technology
allows greater flexibility in the range of coal quality that can be used at a controlled unit to meet
emission requirements. In order to take advantage of this flexibility, and to achieve subsequent
savings in fuel cost, improvements to the currrent coal handling systems are needed at some
units. This project would not be undertaken absent the requirement to comply with current and
future regulations under Title IV, 40 CFR 72-78 and the CAIR Program, 40 CFR 96.

b. As described on page 22 of the McManus Testimony, the transformer / rectifier sets (T/R
sets) are designed specifically to provide high voltage necessary for proper operation of the
electrostatic precipitator (ESP). The replacement is occurring for several reasons: 1) Safety and
environmental issues regarding PCBs contained in the T/R sets at Mitchell will be eliminated, 2)
particulate capture will improve as a result of adding increased power and sectionalization to the
ESP, and 3) within the next 3 to 5 years under Title V, Mitchell Plant will be required to develop
a Continuous Assurance Monitoring (CAM) Plan for its ESP. With high power levels, upgraded
controls, and a demonstration of improved performance, Mitchell will be in a good position for
developing a plan with the state of West Virginia.
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c. Low cost and wide availability make limestone the most extensively used reagent in the
utility industry. The installation of the limestone preparation area, auxiliary pumping station and
river work are all associated and required for operation of Amos FGD. The limestone
preparation work includes a limestone unloading area, limestone pile, limestone crushing, and
limestone slurry mixing. The auxiliary pumping work includes the pumps and piping required to
transport the limestone slurry to the landfill. The river work includes the additional barge cells
needed to facilitate limestone deliveries on the river. These projects would not be undertaken
absent the requirement to comply with current and future regulations under Title IV, 40 CFR 72-
78 and the CAIR Program, 40 CFR 96.

WITNESS: John M McManus
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Kentucky Power Company

REQUEST

Refer to the McManus Testimony, pages 17 and 18, and Exhibit IMM-1. Concerning the fuel
switching project at Tanners Creek Unit 4:

a. Was a cost/benefit analysis performed concerning the fuel switching option? Explain the
response.

b. If a cost/benefit analysis was not performed, explain in detail why such an analysis was not
performed.

c. If a cost/benefit analysis was performed, explain how the cost of transportation for additional
quantities of Powder River Basin coal was factored into the analysis.

d. If transportation costs were not included in a cost/benefit analysis, explain in detail why this
factor was excluded.

RESPONSE

a. Please see attached pages 2 through 15.

b. Not applicable.

c. Transportation cost is figured in total fuel cost savings that is reflected in the capital
improvement documentation. The reduced coal cost is equal to $0.12/Mbtu in 2006 to

$0.26/MBtu in 2014 and beyond.

d. Not applicable.

WITNESS: John M McManus
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Tanners Creek Unit 4 Fuel Blend
Project Update

Presented to:
American Electric Power
Executive Council
December 2004
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QIR

Presented by:
Michael Rencheck
Chuck Zebula
Bruce Braine
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e Increase TC4 PRB Fuel Blend from 40% to 80%
nominal
_ Reduce SO, Emissions by 21 ktons/year

_ Reduce NO, Emissions by 500 tons/O, season (1,200
tons/year)

- Reduce Coal Costs - $0.12/Mbtu in 2006 to $0.26/Mbtu in
2014 and beyond
o The Environmental Compliance Plan (MECO model)
identified the Tanners Creek Unit 4 fuel m<<;o: as one
of the least cost compliance options
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Major Scope of Work
e - Tl

Boiler Requirements Coal Handling
e Restore Gas Tempering e [ndependent Storage &
e Water Cannons Reclaim for the PRB and
o Slag & Soot Blower Eastern Bituminous Coals

Upgrades e New Crusher Station with
e Fine Grind Crushing 2x 100% Crushers

_ 98% thru a 4 mesh e Dust Collection in Crusher

e Economizer Hoppers House & Bunker Room

o Coal Feeder, Chute & o Dust Suppression
Pipe Upgrades
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e The emissions Compliance Plans have evaluated
several alternatives such as the procurement of
allowances on the open market and/or SCR and
WFGD installations, but these alternatives are more

costly.

e Off-Site blending options considered to reduce capital

by $7M:

~ Blend at CCT — Adds $4-5M/yr transportation
~ Blend at Mt. Vernon CT — Adds $20M capital plus $8-9M/yr

transportation

~ Layer Load barges at Mt. Vernon CT — Adds $3-4M/yr

transportation
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e MECO has elected to switch to PRB blend at Tanners Creek 4 in
all scenarios and sensitivity analyses performed.

e Switch to PRB blend has the advantage of being a relatively
“quick” source of SO, reductions (within 12 months). In MECO

system-wide studies, it is selected in the first year assumed
available.

e Decision remains robust at switching costs of $190/kw ($95
million)
e Static dollar-per-ton removed analysis shows PRB blend

comparable in cost to previously identified “Tier 1" and “Tier 2
scrubber decisions (see next slides)

e $/ton SO, removed are well below spot and expected future SO,
market allowance prices
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Fuel prices represent Oct. 2004 annuity projections from Commercial Ops Trading Group. Baseline SO2 emission rates are October 2004 actual YTD. All
other Inputs (e.g. capital costs) are from Aug. 2004 quarterly review and are currently being updated. These updates could have a significant impact on
the representative cost per ton at any given facility. A revised chart will be circulated reflecting these changes as soon as possible. Model assumes
static 80% cap factor for facllities 500MW+. TC4 and Clinch River are assumed to be 65%. All other cap factors are assumed to be 55%. Capital charge

rate of 14.5% accounts for favorable tax depreciation & assumes 10-year amortization. Mercury co-benefit is derived from internal compliance cost from
Aug. 2004 MECO runs (approx. $60,000/1b)

-

Note: Given the sighificantly lower cost per ton of the PRB fuel switch, the “Tanners Creek 4 wio PRB” cost per ton is only relevant
in scenarios that exclude PRB as a fuel switch option. 6
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e All major inputs, mxomE moﬁcccmﬁ capital, ﬂmzmoﬁ Sm _mﬁmmﬁ
available information (October 2004). FGD capital costs are

currently being revised and thus earlier (August 2004) estimates
are included in this analysis.

e Analysis is static (e.g. single capacity factor), which is appropriate
for understanding the relative costs of various scrubbers and fuel
switches at a certain point in time. A more dynamic analysis is
needed, such as that done directly in the- MECO model, to
evaluate system-wide compliance decisions (including shifts in

dispatch, mercury co-benefits, interactions with NOx controls,
overall emission allowance balances etc.)

o Analysis represents estimates for decisions in 2008. This was
done to analyze fuel switching and scrubbing decisions on a

comparable basis. Dollar per ton removed would be different at
varying points in time.
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Risks of Not Performing Work

e The SO, reductions for this project (21" ktons/year) will
need to be realized by other means — more expensive
alternatives, market

o Leaves asset exposed to higher dispatch cost as SO,
prices rise (currently $12/MWHr)

e Delaying of the project de-couples it from the existing
large outage and delays or prevents earning SO,
reductions prior to 2010™ (proposed regulatory change)

* Could be higher depending on capacity factor and blend ratio {20-30 ktons/year)

** Assumes CAIR rules as proposed where pre-2010 banked credits are valued at 1:1 rather than 2 allowances:1 ton emissions
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Equipment & Materials
Labor & Supervision
Direct Overheads
Sub-Total
Contingency

Total Direct Costs
Indirect Overheads
Total

Phase 1 Actual Costs
Total Cl Value

$23,657,108
$38,858,365
$11,958,933

$74,474,406
$7.447 441
$81,921,847
$7.,544.027
$89,465,874
$1,171,608
$90,637,482
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Results (Rising SO, Prices
to $1,608/ton in 2020)

Modeling | 15-Year | 15-Year | Simple
Methodology | IRR NPV | payback
(%) ($*000) | (Years) .

Economic 14.5% | $42,400K | 6.3 yr
Model

AEP Pool 9.4% $8,753K* | 8.1yr
Effect
(Shareholders
only)

SO, Removal Cost is about $750/ton based on 16.5% annual:
Capital Recovery for $89 million capital plus $1.3 million annual.
O&M divided by 21,000 tons/yr SO, removal.

* The weighted average cost of capital (discount rate) for AEP is 7.9% (e.g. NPV = 0 when IRR = 7.9%)).

10
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o Sensmwty Cases (Mutually Excluswe) J

e Foreach 10% change in Capital Cost, IRR
changes by about 1.5%

e Foreach 0.1 Lbs change in SO, emission rate, IRR
changes by about 0.7%.

e For Reduction in Off-Peak Night Prices by $3/MWh
and Weekend Prices by $6/MWh (Based on PJM
Clearing Prices), IRR changes by about 0.5%.

e Foreach 0.01 Lbs change in NOx emission rate,
IRR changes by about 0.2%.

11
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Unit Dispatch / Capacity Factors

- Assumed 15-yr average Capacity Factor without PRB
Conversion — 72.5%

e After project execution, Unit can be cycled between 300 MW
(net) and full load

e After project execution, Unit will have AGC omnmg:a\

- Assumed 15-yr average capacity factor with PRB
Conversion — 78.9%

e PRB conversion will eliminate $12/MWH SO, dispatch
penalty

- Anticipate no reduction in assumed Capacity Factors due
to PJM experiences to date

e Unit is currently dispatched at base load due to LP Turbine
problems

12
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Project Economic Analysis

o EFOR
Unit currently has an EFOR of 9.5% year to date.

- Projected EFOR after capital improvements is 8%
e Benchmarked based on other PRB burning cyclone units that

have made similar capital upgrades.
—  Sioux Station currently has a 5% EFOR

e Anticipate no impact due to PRB conversion

e Analysis Period

15-year life cycle was assumed in the economic analysis
due to the capital improvements being implemented

The PRB Conversion will not have a negative impact to
this assumption

13
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Recommendation

e \We recommend to proceed with the TC4 Fuel Blend
Project for the following reasons:

- The project provides annual SO, reduction of 21,000
tons.

~  The project has been selected by the MECO model
as one of the least cost compliance options.

— Immediate approval of the project enables the work to
be coupled with the 20-week Fall 2005 outage and
eliminates the need for another long outage to
perform the tie-in work.
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Kentucky Power Company

REQUEST

On pages 17 and 18 of the McManus Testimony is a discussion of a fuel-switching project at
Tanners Creek Unit 4 and a statement concerning reductions in sulfur dioxide and nitrogen oxide
("NOx") emissions at that generating station. Exhibit JMM-1 does not include a listing for a fuel
switching project at Tanners creek Unit 4, but instead lists a coal blending project at Tanners
Creek Common that was done in order to comply with the NOx State Implementation Plan Call.
In addition, Exhibit 1 to the Application does not reference a fuel-switching project at Tanners
Creek Unit 4, but instead lists the coal-blending project.

a. Resolve this apparent conflict between Mr. McManus's testimony and his Exhibit JMM-1 and
Application Exhibit 1.

b. If the project to be included in Kentucky Power's environmental compliance plan is for
Tanners Creek Common and a coal-blending project, provide a discussion of this project.

RESPONSE

a. As previously referenced on page 17 of John McManus’s testimony, the fuel switch project
should be titled as Tanner’s Creek Unit 4 Coal Blending Project. The scope of the coal blending
project included engineering, design, equipment and materials procurement, construction, start-
up and commissioning to allow Unit 4 to change its fuel blend from a 40% PRB / 60% Eastern
bituminous coal blend to an 80% PRB / 20% Eastern bituminous coal blend, with provisions to
stage PRB levels up to 100%.

b. The Tanner’s Creek Unit 4 Coal Blending project is only applicable to Unit 4 and Exhibit
IMM-1 has been corrected to reflect this. See attachment for revised Exhibit JIMM-1.

WITNESS: John M McManus



EXHIBIT IMM-1
REVISED September 8, 2006

Kentucky Power Company
AEP Pool Surplus Companies
Investment in Environmental Facilities
. . Project In-Service | New Facilities | Applicable
Generating Unit g
Description Date Cost ($1000s) | CAA Program
. Title IV Acid
Amos Unit 3 FGD 4Q-07 $346,121 Rain/CAIR Program
. Balance Draft 4Q-07 Title IV Acid
Amos Unit 3 Conversion $39,923 Rain/CAIR Program
. Controls 4Q-07 Title IV Acid
Amos Unit 3 Modernization 514,141 Rain/CAIR Propram
. Steam Generator 4Q - 07 Title IV Acid
Amos Unit 3 Modifications $6,091 Rain/CAIR Program
Amos Unit 3 S03 Mitigation 4Q-07 $14,066 NOx SIP Call
FGD Purge Stream 4Q-07 - .
, Title IV Acid
Amos Unit 3 Wateg Treatment $9,400 Rain/CAIR Program
ystem
. 4Q-07 Title IV Acid
Amos Unit 3 Plant Common $90,797 Rain/CAIR Program
. . . 4Q-07 Title IV Acid
Amos Unit 3 Coal Blending Station $5,740 Rain/CAIR Program
. . 4Q-07 Title IV Acid
Amos Units 1,2, & 3 Landfill $33,263 Rain/CAIR Program
4Q-07 Title I National
Amos Unit 3 Precip Modification $93,365 Ambient Air Quality
Standards
. . 4Q-07 Title IV Acid
Cardinal Unit 1 FGD $216,748 Rain/CAIR Program
Cardinal Unit 1 Controls 4Q-07 §5.930 Title IV Acid
Modernization i Rain/CAIR Program
Cardinal Unit 1 Steam Generator 4Q-07 $6.971 Title IV Acid
Modifications > Rain/CAIR Progtam
Cardinal Unit 1 Balance Draft 4Q-07 $30,530 Title IV Acid
Conversion ’ Rain/CAIR Program
Cardinal Unit 1 T 4Q - 07 Title IV Acid
FD Fan Modification $1,763 Rain/CAIR Pro
Cardinal Unit 1 FGD Purge Stream 4Q-07 . \
Title IV Acid
Water Treatment $12,821 .
System Rain/CAIR Program
Cardinal Unit 1 S03 Mitigation 4Q - 07 $7,292 NOx SIP Call
Cardinal Unit 1 Catalyst Replacement 4Q - 07 $3,606 NOx SIP Call
Cardinal Unit 1 Title IV Acid
Landﬁll 2Q-08 $15,703 Rain/CAIR Program
Gavin Plant Units 1 & 2 S03 Mitigation 4Q - 06 $9,997 NOx SIP Call
. . Title IV Acid
Mitchell Unit 1 FGD 2Q-07 $242,906 Rain/CAIR Program
Mitchell Unit 1 SCR 2Q-07 $133,771 NOx SIP Call
Mitchell Unit ! Balance Draft 2Q-07 $24.431 Title IV Acid
Conversions ’ Rain/CAIR Program |
Mitchell Unit 1 Controls 2Q-07 $3.026 Title IV Acid
Modemization ’ Rain/CAIR Program
Mitchell Unit ] Steam Generator 2Q-07 $10.262 Title IV Acid
Modifications > Rain/CAIR Program
Mitchell Unit ] S03 Modifications 2Q-07 $14,827 NOx SIP Call
Mitchell Unit 1 FGD Purge Stream 2Q-07 . .
Title IV Acid
Watcg Treatment $11,624 Rain/CAIR Program
ystem
Mitchell Unit 1 - . 2Q-07 Title IV Acid
Coal Blending Station $12,280 Rain/CAIR Program
Mitchell Unit 2 FGD 40- 06 $236,154 Title II)V Acid Rain
rogram
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EXHIBIT JMM-1
REVISED September 8, 2006

Kentucky Power Company
AEP Pool Surplus Companies
Investment in Environmental Facilities
. . Project In-Service New Facilitie ie
Generating Unit jec tics Applicable
Description Date Cost (31000s) | CAA Program
Mitchell Unit 2 SCR 20-07 $137,557 NOx SIP Call
Mitchell Unit 2 Bealance Draft Title IV Acid
Conversions 2Q-07 $24,431 Rain/CAIR Program
Mitchell Unit 2 Controls Title IV Acid
Modemization 2Q-07 $3,026 Rain/CAIR Program
Mitchell Unit 2 Steam Generator Title IV Acid
Modifications 2Q-07 $10,262 Rain/CAIR Program
Mitchell Unit 2 SO3 Modifications 2Q-07 $14,827 NOx SIP Call
Mitchell Unit 2 FGD Purge Stream . R
Water Treatment 2Q-07 $11,624 Title IV Acid
S Rain/CAIR Program
+ System
Mitchell Unit 2 . . Title IV Acid
Coal Blending Station 2Q-07 $12,280 Rain/CAIR Program
Mitchell Units 1 & 2 Title I National
Impoundment 4Q 06 39,644 Ambient Air Quality
Standards
Mitchell Units 1 & 2 Gypsum Material _ Title IV Acid
Handling 1Q-07 $33,228 Rain/CAIR Program
Mitchell Units 1 & 2 Gypsum Material _ Title IV Acid
Handling 4Q-06 $13,123 Rain/CAIR Program |
Mitchell Units 1 & 2 . Title 1 National
Transformer Rectifir 4Q - 06 $8,351 Ambient Air Quality
P Standards
Title 1 National
Spomn Units 2, 4, & 5 Landfill 4Q-08 $6,546 Ambient Air Quality
Standards
Title I National
Rockport Units 1 & 2 Leandfill 4Q-08 3998 Ambient Air Quality
Standards
NOx SIP Call and
Tanners Creek Unit 4 Counl Blending Project 2Q-06 $90,637 Title IV Acid
Rain/CAIR Program
Total Net Investment $2,030,083
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Kentucky Power Company

REQUEST
Refer to the McManus testimony, pages 19 through 21.

a. Has a federal, state, or local agency established emission limits or emission levels for sulfur
trioxides ("SO3")?

b. If yes to part (a), provide the emission limit or emission level, identify the agency establishing
the emission limit or emission level, and provide copies of the applicable statute, regulation, or

rule.

c. Has a federal, state, or local agency established emission limits or emission levels for sulfuric
acid ("H2S04")?

d. If yes to part (c), provide the emission limit or emission level, identify the agency establishing
the emission limit or emission level, and provide copies of the applicable statute, regulation, or

rule.

e. Provide the following information for Amos Unit 3, Cardinal Unit 1, Mitchell Unitl, Mitchell
Unit 2, and Gavin:

(1) The SO3 emission level immediately prior to the installation of selective catalytic
reduction ("SCR") equipment and FGD systems.

(2) The current SO3 emission level at each listed plant.

(3) The anticipated SO3 emission level at each plant after the installation of the SO3
mitigation system.

(4) The H2SO4 emission level immediately prior to the installation of SCR equipment and
FGD systems.

(5) The current H2SO4 emission level at each listed plant.

(6) The anticipated H2SO4 emission level at each plant after the installation of the SO3
mitigation system.
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f. Quantify what would constitute a "significant" increase in the H2504 emission levels that
would require additional permits and control equipment under the New Source Review Programs
in Title I of the Clean Air Act as amended. Include in the response an explanation of how the
"significant" increase is determined.

RESPONSE

a. No such emission limits or emission levels have been established for electric generating
units. For additional information, please see the Company's response in 9¢ below.

b. Not applicable.

C. No such emission limits or emission levels have been established for electric generating
units. 40 CFR 52.21(b)(23)(1) defines a "significant" increase in H2SO4 emission levels as 7
tons per year, and 40 CFR 52.21(a)(2) describes the process required to determine whether a
significant net increase occurs in connection with a project.

d. Not applicable.

e. Because each of the listed plants has or will have both FGD and SCR systems installed,
and SO3 is converted to H2SO4 in the presence of water vapor, we have assumed that upon
completion of the projects, all of the SO3 in the flue gases will be converted to H2S04 prior to
exiting the stack. A very small number of tests have been performed to characterize
SO3/H2S04 emission levels at certain of the listed plants under various operating conditions,
and more extensive testing was performed at Gavin Plant to determine the relative effectiveness
of various SO3 mitigation systems. A summary of ranges of SO3/H2504 emission levels
available from existing test data of the named plants is provided in the attached Page 3.

For each of the listed plants, the anticipated H2S04 emission level will be controlled so that
no significant net emission increase in SO4/H2S04 emission levels occurs as a result of the
installation of either SCR or FGD control systems at that plant.

f. 40 CFR 52.21(b)(23)(i) defines a "significant" increase in H2S04 emission levels as 7
tons per year, and 40 CFR 52.21(a)(2) describes the process required to determine whether a

significant net increase occurs in connection with a project. A copy of 40 CFR 52.21 has been
provided in the attached Pages 4 through 62.

WITNESS: John M McManus

ff
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$0,/H,50, after SCR SO,/H,S0, after
S0,H,S0, prior to and FGD installation installation of
installation of but without SO, $0,3/H,S0, mitigation
SCR/FGD (ppmdv) mitigation (ppmdv) (ppmdv)
Amos Unit 3 N/A N/A 3.910 7 (note 1)
Cardinal Unit 1 N/A N/A 2.010 2.5 (note 2)
Mitchell Unit1 | 3.1 to0 3.9 (see note 3) N/A N/A
Mitchell Unit 2 N/A N/A N/A
Gavin Unit 1 N/A 34 to 56 (note 4) 5to 31 (note 5)
18 to 24 (note 6);
Gavin Unit 2 N/A minimum 2(9 (note) 7 | B4to19(noted)

General Notes:

Note 1:
Note 2:

Note 3:
Note 4:
Note 5:

Note 6:
Note 7:

Note 8:

Data taken based on actual coal burned. FGD design coal may contain
significantly higher suifur. Variables including fuel sulfur, air heater set
points, economizer outlet temperature, efc., can effect SO; levels at the
stack. Data presented in the table represents stack data. No attempt was
made to calculate stack emissions based on SOj; tests upstream of the
stack. Data presented in the table is normalized to 3% O,.

SCR in service, No FGD, SO3 mitigation in service.

SCR in service; No FGD; SO3 mitigation in service; some data
questionable since ammonia was found in the test probe.

No SCR; No FGD; data taken at ESP outlet to stack

SCR in service; FGD in service, SO3 mitigation not in service

SCR in service; FGD in service, various SO3 mitigation systems in service

SCR not in service, FGD in service, SO3 mitigation not in service
SCR in service, FGD in service, short period of test data prior to SO3

being place in service.

SCR in service, FGD in service, various SO3 mitigation systems in service




52.21 - Prevention Of Significant Deterioration Of Alr Quality. KPSC Cag;“.'éjrr 6{112“683%3%3006
Commission Staff First Set Data Request
Order Dated August 24, 2008
ltem No. 8
Page 4 of 62

40 CFR §52.21 Prevention Of Significant Deterioration Of Air Quality.

(a){1) Plan disapproval. The provisions of this section are applicable to any State implementation
plan which has been disapproved with respect {o prevention of significant deterioration of air
quality in any partion of any State where the existing air quality is better than the national ambient
air quality standards. Specific disapprovals are listed where applicable, in subparts B through DDD
of this part. The provisions of this section have been incorporated by reference into the applicable
implementation plans for various States, as provided in subparts B through DDD of this part.
Where this section is so incorporated, the provisions shall also be applicable o all lands owned by
the Federal Goverment and Indian Reservations located in such State. No disapproval with
respect to a State's failure to prevent significant deterioration of air quality shall invalidate or
otherwise affect the obligations of States, emission sources, or other persons with respect to all
portions of plans approved or promulgated under this part.

(a)(2) Applicability procedures. (i) The requirements of this section apply o the construction of any
new major stationary source (as defined in paragraph (b)(1) of this section) or any project at an
existing major stationary source in an area designated as attainment or unciassifiable under
sections 107{d){(1)(A)(ii) or (iii) of the Act.

(a){2)(ii) The requirements of paragraphs (j) through {r) of this section apply to the construction of
any new major stationary source or the major modification of any existing major stationary source,
except as this section otherwise provides.

{(a)(2)(iii) No new major stationary source or major modification to which the requirements of
paragraphs (i) through (r)(5) of this section apply shall begin actual construction without a permit
that states that the major stationary source or major modification will meet those requirements.
The Administrator has authority to issue any such permit.

{(a){2){(iv) The requirements of the program will be applied in accordance with the principles set out
in paragraphs (a)(2){iv){a) through (f) of this section.

(a}(2)(iv}(a) Except as otherwise provided in paragraphs (a)(2){v) and (vi} of this section, and
consistent with the definition of major modification contained in paragraph (b){(2) of this section, a
project is 2 major modification for a regulated NSR poliutant if it causes two types of emissions
increases—a significant emissions increase (as defined in paragraph (b){40) of this section), and a
significant net emissions increase (as defined in paragraphs (b)(3) and (b)(23) of this section). The
project is not a major modification if it does not cause a significant emissions increase. If the
project causes a significant emissions increase, then the project is a major modification only if it
also resuits in a significant net emissions increase.

(a){2){iv}{b) The procedure for calculating (before beginning actual construction) whether a
significant emissions increase (i.e., the first step of the process) will occur depends upon the type
of emissions units being modified, according to paragraphs (a)(2){(iv)(c) through (f) of this section.
The procedure for calculating (before beginning actual construction) whether a significant net
emissions increase will occur at the major stationary source {i.e., the second step of the process)
is contained in the definition in paragraph (b)(3) of this section. Regardless of any such
preconstruction projections, a major modification results if the project causes a significant
emissions increase and a significant net emissions increase.

9/5/2006 ©1989-2006 RegScan, Inc. 1
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{@)2)(iv)(6) Actual-to-projected-actual applicability test for projects that only involve BR&ARY>
emissions units. A significant emissions increase of a regulated NSR pollutant is projected to
occur if the sum of the difference between the projected actual emissions (as dsfined in paragraph
{b){41) of this section) and the baseline actual emissions (as defined in paragraphs (b){48)(i) and
(i) of this section), for each existing emissions unit, equals or exceeds the significant amount for

that pollutant (as defined in paragraph (b)(23) of this section).

(a)(2)(iv)(d) Actual-to-potential test for projects that only involve consiruction of a new emissions
unit{s). A significant emissions increase of a regulated NSR pollutant is projected to occur if the
sum of the difference between the potential {o emit (as defined in paragraph (b)(4) of this section)
from each new emissions unit following completion of the project and the baseline actual
emissions (as defined in paragraph (b)(48}(iii) of this section) of these units before the project
equals or exceeds the significant amount for that pollutant (as defined in paragraph (b){23) of this
section).

{a)(2)(iv)(e) Emission test for projects that involve Clean Units. For a project that will be
constructed and operated at a Clean Unit without causing the emissions unit to lose its Clean Unit
designation, no emissions increase is deemed to ocour.

(a){2)(iv){f) Hybrid test for projects that involve multiple types of emissions units. A significant
emissions increase of a regulated NSR poliutant is projected to occur if the sum of the emissions
increases for each emissions unit, using the method specified in paragraphs (a)(2)(iv)(¢) through
(e) of this section as applicable with respect 1o each emissions unit, for each type of emissions
unit equals or exceeds the significant amount for that pollutant (as defined in paragraph (b){23) of
this section). For example, if a project involves both an existing emissions unit and a Clean Unit,
the projected increase is determined by summing the vaiues determined using the method
specified in paragraph (a)(2)(iv)(c) of this section for the existing unit and using the method
specified in paragraph (a)(2)(iv){e) of this section for the Clean Unit.

{(a)(2)(v) For any major stationary source for a PAL for a regulated NSR pollutant, the major
stationary source shall comply with the requirements under paragraph (aa) of this section.

{(a)(2)(vi) An owner or operator undertaking a PCP (as defined in paragraph (b)(32) of this section}
shall comply with the requirements under paragraph (z) of this section.

(b) Definitions. For the purposes of this section:
(b} 1)Xi)} Major stationary source means:

(b){1)(i)(a) Any of the following stationary sources of air pollutants which emits, or has the
potential 1o emit, 100 tons per year or more of any regulated NSR pollutant: Fossil fuel-fired steam
electric plants of more than 250 million British thermal units per hour heat input, coal cleaning
plants {with thermal dryers), kraft pulp mills, portland cement plants, primary zinc smelters, iron
and stee! mill plants, primary aluminum ore reduction plants, primary copper smelters, municipal
incinerators capable of charging mare than 250 tons of refuse per day, hydroflucric, sulfuric, and
nitric acid plants, petroleum refineries, lime plants, phosphate rock processing plants, coke oven
batteries, sulfur recovery plants, carbon black plants (furnace process), primary lead smelters, fuel
conversion plants, sintering plants, secondary metal production plants, chemical process plants,
fossil fuel boilers (or combinations thereof) totaling more than 250 million British thermal units per
hour heat input, petroleum storage and transfer units with a iotal storage capacity exceeding
300,000 barrels, taconite ore processing plants, glass fiber processing plants, and charcoal
production planis;

/512006 ©1989-2006 RegScan, Inc. 2
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(b)(1){i}{b) Notwithstanding the stationary source size specified in paragraph (b)(1)(if BRI *2
section, any stationary source which emits, or has the potential to emit, 250 fons per year or more
of a regulated NSR pollutant; or

(b)Y 1){i)(c) Any physical change that would occur at a stationary source not otherwise qualifying
under paragraph (b)(1) of this section, as a major stationary source, if the changes would
constitute a major stationary source by ifself.

{b)}{1)(ii} A major source that is major for volatile organic compounds or NOx shall be considered
major for czone.

(b)}{(1}{iit) The fugitive emissicns of a stationary source shall not be included in determining for any
of the purposes of this section whether it is a major stationary source, unless the source belongs
to one of the following categories of stationary sources:

{b){1)(iii}(2) Coal cleaning plants (with thermal dryers);

{b){1)(iii){b) Kraft pulp mills;

(b){1){iii)}{c) Poriland cement plants;

{b)(1){iii}{¢) Primary zinc smelters;

(b){(1)iii}{e) iron and steel mills;

(b)Y )ii))(f) Primary aluminum ore reduction plants;

{b){1){(iti)(g) Primary copper smelters;

(b)}{1){iii)(h) Municipal incinerators capabie of charging more than 250 tons of refuse per day;
{b){1)(iii){/) Hydrofluoric, sulfuric, or nifric acid plants;

{b)(1){iii)(j) Petroleum refineries;

{b)(1)(ii)(k) Lime plants;

{bY{1){iii)(/) Phosphate rock processing plants;

(b){1)(iii){(m) Coke oven batteries;

(b 1)(iii}(n) Sulfur recovery plants;

(b){1)iii}(o) Carbon black plants (furnace process);

(b){1){iii}(p) Primary lead smelters;

{b)}{1)iii}{(q) Fue! conversion plants;

{b}{1}{iii}{r) Sintering plants;

{b}{1)}(iii}{(s) Secondary metal production plants;

(b){(1)}{iii}(f) Chemical process plants;

9/5/2006 ©1989-2006 RegScan, Inc. 3
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{b){1){ii}{u) Fossil-fuel boilers {or combination thereof) totaling more than 250 millioh &g
thermal units per hour heat input;

{b)(1)(ili}{v) Petroleum storage and fransfer units with a total storage capacity exceeding 300,000
barrels;

{b)(1)(iii}(w) Taconite ore processing plants;
(b)(1){iii}{x) Glass fiber processing plants;
{(b){(1){iii}(y) Charcoal production plants;

{b)(1)(iii}(z) Fossil fuel-fired steam electric plants of more that 250 million British thermal units per
hour heat input, and

(b){1){iii){aa) Any other stationary source category which, as of August 7, 1980, is being regulated
under section 111 or 112 of the Act.

{b)(2)(i) Major modification means any physical change in or change in the method of operation of
a major stationary source that would result in: a significant emissions increase {as defined in
paragraph (b){40) of this section) of a regulated NSR pollutant (as defined in paragraph (b)(50) of
this section); and a significant net emissions increase of that pollutant from the major stationary
Source.

{b)}{2)(ii) Any significant emissions increase (as defined at paragraph (b){40) of this section} from
any emissions units or net emissions increase (as defined in paragraph (b){3) of this section) at a
major stationary source that is significant for volatile organic compounds or NOx shall be
considerad significant for ozone.

(b}{2)(iii} A physical change or change in the method of operation shall not include:

(b)(2){(iii)(a) Routine maintenance, repair and replacement. Routine maintenance, repair and
replacement shall include, but not be limited to, any activity(s) that meets the requirements of the
equipment replacement provisions contained in paragraph (cc) of this section;

Note to paragraph (b)}(2)(iii}{(a}): By court order on December 24, 2003, the second sentence of
this paragraph (b)(2)(iii){a) is stayed indefinitely. The stayed provisions will become effective
immediately if the court {erminates the stay. At that time, EPA will publish a document in the
Federal Register advising the public of the termination of the stay.

{b)(2)(iii}(b) Use of an alternative fuel or raw material by reason of an order under sections 2(a)
and (b) of the Energy Supply and Environmental Coordination Act of 1974 (or any superseding
legislation) or by reason of a natural gas curtailment plant pursuant to the Federal Power Act;

{b){2)(iii)(c) Use of an alternative fuel by reason of an order or rule under section 125 of the Act;

{b){(2){iii}(d) Use of an alternative fuel at a steam generating unit 1o the extent that the fuel is
generated from municipal solid waste;

(b}{2)(iii)(e) Use of an alternative fuel or raw material by a stationary source which:

(b}2)(iii}{e){ 7) The source was capable of accommodating before January 6, 1975, unless such
change would be prohibited under any federally enforceable permit condition which was
£2.27 or under regulations approved

9/5/2006 ©11989-2006 RegScan, inc. 4
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{52

pursuant to 40 CFR subpart { or 40 CFR 51.166; or

(R

(b)}{2)(iii}(e}{2) The source is approved to use under any permif issued under 40 CFR 82 71 or
under regulations approved pursuant to 40 TFR 51.168;

(b}(2){iii}(1) An increase in the hours of operation or in the production rate, unless such change
would be prohibited under any federally enforceable permit condition which was established after
January 6, 1975, pursuant to 42 CFR 52,21 or under regulations approved pursuant to 40 CFR
subpart | or 40 CFR 51,166,

(b}(2){iii}(g) Any change in ownership at a stationary source.

(b} 2){(iii}(h) The addition, replacement, or use of a PCP, as defined in paragraph (b)(32) of this
section, at an existing emissions unit meeting the requirements of paragraph (z) of this section. A
replacement control technology must provide more effective emission control than that of the
replaced conirol technology to qualify for this exclusion.

(b} 2){iii)()) The installation, operation, cessation, or removal of a femporary clean coal technology
demonstration project, provided that the project complies with:

(bY(2)(iii){#}{ 1) The State implementation plan for the State in which the project is located, and

(b)(2){iii}{)(2) Other requiremenis necessary to attain and maintain the national ambient air quality
standards during the project and after it is terminated.

{b)(2){iii)(j) The installation or operation of a permanent clean coal technology demonstration
project that constitutes repowering, provided that the project does not result in an increase in the
potential to emit of any regulated pollutant emitted by the unit. This exemption shall apply on a
poliutant-by-pollutant basis.

(b){(2){iii)(k) The reactivation of a very clean coal-fired electric utility steam generating unit.

(b)(2)(iv) This definition shall not apply with respect to a particular regulated NSR pollutant when
the major stationary source is complying with the requirements under paragraph (aa) of this
section for a PAL for that pollutant. Instead, the definition at paragraph (aa)(2)(viii) of this section
shall apply.

{b)(3)(i) Net emissions increase means, with respect to any regulated NSR poliutant emitted by a
major stationary source, the amount by which the sum of the foliowing exceeds zero:

(b){3){i)(a) The increase in emissions from a particular physical change or change in the method
of operation at a stationary source as calculated pursuant to paragraph (a)(2)(iv) of this section;
and

(b)}3){(i)(b) Any other increases and decreases in actual emissions at the major stationary source
that are contemporaneous with the particular change and are otherwise creditable. Baseline actual
emissions for calculating increases and decreases under this paragraph (b){3)(i)}(b) shall be
determined as provided in paragraph (b){(48) of this section, except that paragraphs (b}(48)(i)(c)
and (b){(48)(ii){d) of this section shall not apply.

{b}{(3)(ii) An increase or decrease in actual emissions is contemporaneous with the increase from
the particular change only if it occurs between:

{b}{(3)(ii)(a) The date five years before construction on the particular change commences; and

9/5/2008 ©1989-2006 RegScan, Inc. 5
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(b)(3){ii}(b) The date that the increase from the particular change occurs.
(b)(3)(iii) An increase or decrease in actual emissions is creditable only if:

(b)(3)(ii){e) The Administrator or other reviewing authority has not relied on it in issuing a permit
for the source under this section, which permit is in effect when the increase in actual emissions
from the particular change occurs; and

(b)(3){iii)(b) The increase or decrease in emissions did not occur at a Clean Unit except as
provided in paragraphs (x}(8) and (y)}(10) of this section.

(b)(3)(iv) An increase or decrease in actual emissions of sulfur dioxide, particulate matter, or
nitrogen oxides that occurs before the applicable minor source baseline date is creditable only if it

is required {o be considered in calculating the amount of maximum allowable increases remaining
available.

(b){(3}{v) An increase in actual emissions is creditable only o the extent that the new level of actual
emissions exceeds the old level.

{b)}{3}{(vi) A decrease in actual emissions is creditable only o the extent that:

{b)}(3){vi){a) The old level of actual emissions or the old level of allowable emissions, whichever is
iower, exceeds the new level of actual emissions;

(b}3)(vi){b) 1 is enforceable as a practical matier at and after the time that actual construction on
the particular change begins.

(b)(3){vi)(c) it has approximately the same qualitative significance for public health and welfare as
that attributed to the increase from the particular change; and

(b)(3)(vi){d) The decrease in actual emissions did not result from the installation of add-on control
technology or application of pollution prevention practices that were relied on in designating an
emissions unit as a Clean Unit under paragraph (y) of this section or under regulations approved
pursuant to §51.165(d) or to §51.166{u) of this chapter. That is, once an emissions unit has been
designated as a Clean Unit, the owner or operator cannot later use the emissions reduction from
the air pollution control measures that the designation is based on in caiculating the net emissions
increase for another emissions unit {i.e., must not use that reduction in a "netting analysis" for
another emissions unit). However, any new emission reductions that were not relied upon in a
PCP excluded pursuant to paragraph (z) of this section or for a Clean Unit designation are
creditable to the extent they meet the requirements in paragraph (z)(6)(iv) of this section for the
PCP and paragraphs (x)(8) or (y)(10) of this section for a Clean Unit.

{b){(3}{vii) [Reserved]

(b){(3)(viii) An increase that results from a physical change at a source occurs when the emissions
unit on which construction occurred becomes operational and begins to emit a particular poliutant.
Any replacement unit that requires shakedown becomes operational only after a reasonable
shakedown period, not to exceed 180 days.

{b)}(3)(ix) Paragraph (b)(21)(ii) of this section shall not apply for determining creditable increases
and decreases.

(b){(4) Potential to emit means the maximum capacity of a stationary source {o emit a poliutant

9/5/2006 ©1989-2006 RegScan, Ing, 6
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under its physical and operational design. Any physical or operational limitation on f8°Ca5%ty of

the source to emit a pollutant, including air poliution control equipment and restrictions on hours of
operation or on the type or amount of material combusted, stored, or processed, shall be treated
as part of its design if the limitation or the effect it would have on emissions is federally
enforceable. Secondary emissions do not count in determining the potential {o emit of a stationary
source.

(b)(5) Stationary source means any building, structure, facility, or installation which emits or may
emit any a regulated NSR paliutant.

(b)(6) Building, structure, facility, or installation means all of the pollutant-emitting activities which
belong to the same industrial grouping, are located on one or more contiguous or adjacent
properties, and are under the control of the same person {(or persons under common control)
except the activities of any vessel. Pollutant-emitting activities shall be considered as part of the
same industrial grouping if they belong to the same "Major Group" (i.e., which have the same first
two digit code) as described in the Standard Industrial Classification Manual, 1972, as amended
by the 1977 Supplement (U.S. Government Printing Office stock numbers 4101-0066 and 003-
005-00178-0, respectively).

(b)(7) Emissions unit means any part of a stationary source that emits or would have the potential
to emit any regulated NSR poliutant and inciudes an electric utility steam generating unit as
defined in paragraph (b)(31) of this section. For purposes of this section, there are two types of
emissions units as described in paragraphs (b)}(7){i) and (ii) of this section.

(b){7)i) A new emissions unit is any emissions unit that is (or will be) newly constructed and that
has existed for less than 2 years from the date such emissions unit first operated.

(b}(7}{ii) An existing emissions unit is any emissions unit that does not meet the requirements in
paragraph (b)(7)(i) of this section. A replacement unit, as defined in paragraph (b)(33) of this
section, is an existing emissions unit.

(b)(8) Construction means any physical change or change in the method of operation (including

fabrication, erection, installation, demalition, ar modification of an emissions unit) that would result
in a change in emissions.

{b)(9) Commence as applied to construction of a major stationary source or major modification

means that the owner or operator has all necessary preconstruction approvals or permits and
either has:

{b)(9){i) Begun, or caused to begin, a continuous program of actual on-site construction of the
source, io be completed within a reasonable time; or

(b){9)(ii) Entered into binding agreements or contractual obligations, which cannot be cancelled or
modified without substantial loss to the owner or operator, to undertake a program of actual
construction of the source to be completed within a reasonable time.

(b}(10) Necessary preconstruction approvals or permits means those permits or approvals
required under federal air quality control laws and regulations and those air quality control laws
and regulations which are part of the applicable State Implementation Pian.

{b)}(11) Begin actual construction means, in general, initiation of physical on-site construction
activities on an emissions unit which are of a permanent nature. Such activities include, but are
not limited to, installation of building supports and foundations, faying underground pipework and
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construction of permanent storage structures. With respect to a change in method &f ggﬁéfé%ns,
this term refers {o those on-site activites other than preparatory activities which mark the initiation
of the change.

(b)}(12) Best available control technology means an emissions limitation (including a visible
emission standard) based on the maximum degree of reduction for each pollutant subject to
regulation under Act which would be emitted from any proposed major stationary source or major
modification which the Administrator, on a case-by-case basis, taking into account energy,
environmental, and economic impacts and other costs, determines is achievable for such source
or modification through application of production processes or available methods, systems, and
techniques, including fuel cleaning or treatment or innovative fuel combustion techniques for
control of such pollutant. In no event shall application of best available control technology resuit in
emissions of any poliutant which would exceed the emissions allowed by any applicable standard
under 40 CFR paris 80 and £1. If the Administrator determines that technological or economic
limitations on the application of measurement methodology to a particutar emissions unit would
make the impostion of an emissions standard infeasible, a design, equipment, work practice,
operational standard, or combination thereof, may be prescribed instead to satisfy the requirement
for the application of best available control technology. Such standard shall, fo the degree
possible, set forth the emissions reduction achievable by implementation of such design,
eguipment, work practice or operation, and shall provide for compliance by means which achieve
equivalent results.

(b)Y(13)(i) Baseline conceniration means that ambient concentration level that exists in the
baseline area at the time of the applicable minor source baseline date. A baseline concentration is
determined for each pollutant for which a minor source baseline date is esiablished and shall
include:

{b){13}(i)}{a) The actual emissions, as defined in paragraph (b)(21) of this section, representative
of sources in existence on the applicable minor source baseline date, except as provided in
paragraph (b)(13)(ii) of this section; and

(b)Y(13){i)(b) The aliowable emissions of major stationary sources that commenced construction
before the major source baseline date, but were not in operation by the applicable minor source
baseline date.

{b)(13)(ii) The following will not be included in the baseline concentration and will affect the
applicable maximum allowable increase(s):

{b)(13){ii)(a) Actual emissions, as defined in paragraph (b){(21) of this section, from any major
stationary source on which construction commenced after the major source baseline date; and

(b} 13){ii}(b) Actual emissions increases and decreases, as defined in paragraph (b)(21) of this
section, at any stationary source occurring after the minor source baseline date.

{b}(14)(i) "Major source baseline date" means:
{b){14)(i){a) In the case of particulate matter and sulfur dioxide, January 6, 1975, and
{b){(14){i}{b} In the case of nitrogen dioxide, February 8, 1988.

{bY(14){il) "Minor source baseline date” means the earliest date after the trigger date on which a
major stationary source or a major modification subject to 40 CFR 52.21 or to regulations
approved pursuant to 40 CFR 51,166 submits a complete application under the relevant
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regulations. The trigger date is: 9

(b)(14)(ii}{a) In the case of particulate matter and sulfur dioxide, August 7, 1977, and
(b)Y{(14)(ii)}(b) In the case of nitrogen dioxide, February 8, 1988.

{b){(14)(iii) The baseline date is established for each pollutant for which increments or other
equivalent measures have been established if:

(b){(14){iii}(2) The area in which the proposed source or modification would construct is designated
as attainment or unclassifiable under section 107(d)(i){D) or (E) of the Act for the pollutant on the
date of its complete application under 40 CFR 52.21; and

{b){14){iii}(b) In the case of a major stationary source, the pollutant would be emitted in significant
amounts, or, in the case of a major modification, there would be a significant net emissions
increase of the poliutant.

{b){14){(iv} Any minor source baseline date established originally for the TSP increments shall
remain in effect and shall apply for purposes of determining the amount of available PM-10
increments, except that the Administrator shall rescind a minor source baseline date where it can
be shown, 1o the satisfaction of the Administrator, that the emissions increase from the major
stationary source, or net emissions increase from the major modification, responsible for friggering
that date did not resuilt in a significant amount of PM-10 emissions.

(b)(15)(i) "Baseline area" means any intrastate area (and every part thereof) designated as
attainment or unclassifiable under section 107(d){(1)(D) or (E) of the Act in which the major source
or major modification establishing the minor source baseline date would construct or would have
an air quality impact equal to or greater than 1 pg/m? (annual average) of the pollutant for which
the minor source baseline date is established.

(b){(15)(ii) Area redesignations under section 107(d)(1){D) or (E) of the Act cannot intersect or be
smaller than the area of impact of any mjaor stationary source or major modification which:

(b)(15){if}{(a) Establishes a minor source baseline date; or

(b){(18){ii)(b) Is subject to 40 CFR 52 .21 and would be constructed in the same state as the state
proposing the redesignation.

(b){(15)(iil) Any baseline area esiablished originally for the TSP increments shall remain in effect
and shall apply for purposes of determining the amount of available PM-10 increments, except
that such baseline area shall not remain in effect if the Administrator rescinds the corresponding
minor source baseline date in accordance with paragraph (b){14)(iv) of this seciion.

{b}(16) Allowable emissions means the emissions rate of a stationary source calculated using the
maximum rated capacity of the source (unless the source is subject to federally enforceable limits
which restrict the operating rate, or hours of operation, or both) and the most stringent of the
following:

{b}(16)(i) The applicable standards as set forth in 40 CFER parts 60 and §1;

(b}{18)(ii) The applicable State Implemenation Plan emissions limitation, including those with a
future compliance date; or

{b)(18)(iii) The emissions rate specified as a federally enforceable permit condition, including

8/5/2006 ©1989-2006 RegScan, Inc. 9
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(b){17) Federally enforceable means all limitations and conditions which are enforceable by the
Administrator, including those requirements developed pursuant to 40 CFR narts 80 and 51,
requirements within any apphcable State implementation plan, any permit requxrements
established pursuant to 40 CFR 52 .21 or under regulations approved pursuant to 43 CFR part 81,
subpart |, including operating permits issued under an EPA-approved program that is incorporated
into the State implementation plan and expressly requires adherence 1o any permit issued under
such program.

{b){18) Secondary emissions means emissions which would occur as a result of the construction
or operation of a major stationary source or major modification, but do not come from the major
stationary source or major modification itself. Secondary emissions include emissions from any
offsite support facility which would not be constructed or increase its emissions except as a result
of the construction or operation of the major stationary source or major modification. Secondary
emissions do not include any emissions which come directly from a mobile source, such as
emissions from the tailpipe of a motor vehicle, from a frain, or from a vessel.

{b){(18)(i) Emissions from ships or trains coming to or from the new or modified stationary source;
and

(b)(18)(ii) Emissions from any offsite support facility which would not otherwise be constructed or
increase its emissions as a result of the construction or operation of the major stationary source or
major modification.

{b}{(19) Innovative control fechnology means any system of air pollution control that has not been
adequately demonstrated in practice, but would have a substantial likelihood of achieving greater
continuous emissions reduction than any control system in current practice or of achieving at least
comparable reductions at lower cost in terms of energy, economics, or nonair quality
environmental impacts.

{b)(20) Fugitive emissions means those emissions which could not reasonably pass through a
stack, chimney, vent, or other functionally equivalent opening.

{b}21)(i) Actual emissions means the actual rate of emissions of a regulated NSR poliutant from
an emissions unit, as determined in accordance with paragraphs (b)(21)(ii) through (iv) of this
section, except that this definition shall not apply for calculating whether a significant emissions
increase has occurred, or for establishing a PAL under paragraph {aa) of this section. Instead,
paragraphs (b){41) and (b)}(48) of this section shall apply for those purposes.

{b}{21)(ii) In general, actual emissions as of a particular date shall equal the average rate, in tons
per year, at which the unit actually emitted the pollutant during a consecutive 24-month period
which precedes the particular date and which is representative of normal source operation. The
Administrator shail allow the use of a different time period upon a determination that it is more
representative of normal source operation. Actual emissions shall be calculated using the unit's
actual operating hours, production rates, and types of materials processed, stored, or combusted
during the selected time period.

{b){21){iii) The Administrator may presume that source-specific allowable emissions for the unit
are equivaient to the actual emissions of the unit.

{b)}{21)(iv) For any emissions unit that has not begun normal operations on the particular date,
actual emissions shall equal the potential o emit of the unit on that date.

9/5/2006 ©1989-2006 RegScan, inc. 10
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(b}(22) Complete means, in reference to an application for a permit, that the apptication contains
all of the information necessary for processing the application.

(b)(23)(i) Significant means, in reference to a net emissions increase or the potential of a source
to emit any of the following pollutants, a rate of emissions that would equat or exceed any of the
following rates:

Pollutant and Emissions Rate

Carbon monaoxide: 100 tons per year (tpy)

Nitrogen oxides: 40 tpy

Sulfur dioxide: 40 tpy

Particulate matter:

25 tpy of particulate matter emissions;

15 tpy of PM4g emissions

Ozone: 40 tpy of volatile organic compounds or NOx
Lead: 0.6 ipy

Fluorides: 3 tpy

Sulfuric acid mist: 7 tpy

Hydrogen sulfide (H2 S): 10 tpy

Total reduced sulfur (including Hz S): 10 tpy
Reduced sulfur compounds (including Hz S): 10 tpy

Municipal waste combustor organics (measured as total tetra- through octa-chlorinated dibenzo-p-
dioxins and dibenzofurans): 3.2 x 10- megagrams per year (3.5 x 108 tons per year). Municipal
waste combustor metals (measured as particulate matter): 14 megagrams per year (15 tons per
year)

Municipal waste combustor acid gases (measured as sulfur dioxide and hydrogen chloride): 36
megagrams per year (40 tons per year)

Municipal solid waste landfills emissions {(measured as nonmethans organic compounds): 45
megagrams per year (50 tons per year)

{(b)}(23)(ii) Significant means, in reference to a net emissions increase or the potential of a source
to emit a regulated NSR pollutant that paragraph (b)(23)(i) of this section, does not fist, any
emissions rate.

(b){23)(iii) Notwithstanding paragraph (b)(23)(i) of this section, significant means any emissions
rate or any net emissions increase associated with a major stationary source or major
modification, which would construct within 10 kilometers of a Class | area, and have an impact on
such area equal to or greater than 1 pg/m3, (24-hour average).
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{b)(24) Federal Land Manager means, with respect to any lands in the United States?%he ° %
Secretary of the department with authority over such Jands.

{b)}(25) High terrain means any area having an elevation 900 feet or more above the base of the
stack of a source.

{b}(26) Low terrain means any area other than high terrain.

{b)}(27) Indian Reservation means any federally recognized reservation established by Treaty,
Agreement, executive order, or act of Congress.

{b)(28) Indian Governing Body means the governing body of any tribe, band, or group of Indians
subject to the jurisdiction of the United States and recognized by the United States as possessing
power of self government.

(b}(29) Adverse impact on visibility means visibility impairment which interferes with the
management, protection, preservation or enjoyment of the visitor's visual experience of the
Federal Class | area. This determination must be made on a case-by-case basis taking into
account the geographic extent, intensity, duration, frequency and time of visibility impairment, and
how these factors correlate with (1) times of visitor use of the Federal Class | area, and (2) the
frequency and timing of natural conditions that reduce visibility.

(b)(30) Volatile organic compounds (VOC) is as defined in §51.100(s) of this chapter.

{b)(31) Electric utility steam generating unif means any steam electric generating unit that is
constructed for the purpose of supplying more than one-third of its potential electric output
capacity and more than 25 MW electrical output to any utility power distribution system for sale.
Any steam supplied to a steam distribution system for the purpose of providing steam to a steam-
electric generator that would produce electrical energy for sale is also considered in determining
the electrical energy output capacity of the affected facility.

{b)(32) Pollution control project (PCP) means any activity, set of work practices or project
(including poliution prevention as defined under paragraph (b)(39) of this section) undertaken at
an existing emissions unit that reduces emissions of air pollutants from such unit. Such qualifying
activities or projects can include the replacement or upgrade of an existing emissicns control
technology with a more effective unit. Other changes that may occur at the source are not
considered part of the PCP if they are not necessary to reduce emissions through the PCP.
Projects listed in paragraphs (b)(32)(i) through (vi) of this section are presumed to be
environmentally beneficial pursuant to paragraph (z)(2)(i) of this section. Projects not listed in
these paragraphs may qualify for a case-specific PCP exclusion pursuant to the requirements of
paragraphs (z)(2) and (z)(5) of this section.

{b}{(32)(i) Conventional or advanced flue gas desulfurization or sorbent injection for control of SO;.

(b){32)(ii) Electrostatic precipitators, baghouses, high efficiency multiclones, or scrubbers for
control of particulate matter or other pollutants.

{b)}(32)(iii) Flue gas recirculation, low-NOx burners or combustors, selective non-catalytic
reduction, selective catalytic reduction, low emission combustion (for IC engines), and
oxidation/absorption catalyst for control of NOx.

(b)(32)(iv) Regenerative thermal oxidizers, catalytic oxidizers, condensers, thermal incinerators,
hydrocarbon combustion flares, biofiltration, absorbers and adsorbers, and floating roofs for
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storage vessels for control of volatile organic compounds or hazardous air pol!utan?s. B4
purpose of this section, "hydrocarbon combustion flare” means either a flare used to comply with
an applicable NSPS or MACT standard (including uses of flares during startup, shutdown, or
malfunction permitted under such a standard), or a flare that serves to control emissions of waste
streams comprised predominately of hydrocarbons and containing no more than 230 mg/dscm
hydrogen sulfide.

{(b){(32)(v) Activities or projects undertaken fo accommodate switching (or partially switching) tc an
inherently less polluting fuel, to be limited to the following fuel switches:

{b){32){v)(2) Switching from a heavier grade of fusl oil to a lighter fuel oil, or any grade of oii to
0.05 percent sulfur diesel (i.e., from a higher sulfur content #2 fuel or from #6 fuel, to CA 0.05
percent suifur #2 diesel);

{b){(32){v)(b) Switching from coal, oil, or any solid fuel to natural gas, propane, or gasified coal;

(b}(32){v)(c) Switching from coal to wood, excluding construction or demalition waste, chemical or
pesticide treated wood, and other forms of "unclean" wood;

{b)(32){v)(d) Switching from coal to #2 fuel oil (0.5 percent maximum sulfur content); and

(b)(32}{v)(e) Switching from high sulfur coal to low sulfur coal {maximum 1.2 percent sulfur
content).

{b)(32)({vi) Activities or projects undertaken to accommodate switching from the use of one ozone
depleting substance (ODS) to the use of a substance with a lower or zero ozone depletion
potential (ODP,) including changes to equipment needed to accommodate the activity or project,
that meet the requirements of paragraphs (b)(32)(vi)(a) and (b) of this section.

(b}(32){(vi){a) The productive capacity of the equipment is not increased as a resuit of the activity
or project.

(b)(32){vi)(b) The projected usage of the new substance is lower, on an ODP-weighied basis, than
the baseline usage of the replaced ODS. To make this determination, follow the procedure in
paragraphs (b)(32){vi)(b)(7) through (4) of this section.

{b)}(32){vi}(b)(7) Determine the ODP of the substances by consulting 40 CFR part 82, subpart A,
appendices A and B.

{b)}(32){vi){£)(2) Calculate the replaced ODP-weighted amount by muitiplying the baseline actual
usage (using the annualized average of any 24 consecutive months of usage within the past 10
years) by the ODP of the replaced ODS.

(b){32){vi}{b)({3) Calculate the projected ODP-weighted amount by multiplying the projected actual
usage of the new substance by its ODP.

{b){(32){(vi}{b){(4) If the value calculated in paragraph (b)(32){vi)(b)(2) of this section is more than
the value calculated in paragraph (b){32)(vi)}{(b)(3) of this section, then the projected use of the new
substance is lower, on an ODP-weighted basis, than the baseline usage of the replaced ODS.

{b}(33) Replacement unit means an emissions unit for which all the criteria listed in paragraphs
(B)(33)(i) through (iv) of this section are met. No creditable emission reductions shall be generated
from shutting down the existing emissions unit that is replaced.
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{L}{33){(i) The emissions unit is a reconstructed unit within the meaning of 80,157 ] of this

chapter, or the emissions unit completely takes the place of an existing emissions unit.

{b)(33)(ii) The emissions unit is identical to or functionally equivalent to the replaced emissions
unit.

(b)(33){iii) The replacement does not alter the basic design parameters (as discussed in
paragraph (cc}(2) of this section) of the process unit.

{b)(33)(iv) The replaced emissions unit is permanently removed from the major stationary source,
otherwise permanently disabled, or permanently barred from operation by a permit that is
enforceable as a practical matter. If the replaced emissions unit is brought back into operation, it
shall constitute a new emissions unit.

{b)(34) Clean coal technology means any technology, including technologies applied at the
precombustion, combustion, or post combustion stage, at a new or existing facility which will
achieve significant reductions in air emissions of sulfur dioxide or oxides of nitrogen associated
with the utilization of coal in the generation of electricity, or process steam which was not in
widespread use as of November 15, 1990.

{b)}(35) Clean coal technology demonstration project means a project using funds appropriated
under the heading "Department of Energy-Clean Coal Technology”, up to a fotal amount of
$2,500,000,000 for commercial demonstration of clean coal technology, or similar projects funded
through appropriations for the Environmental Protection Agency. The Federal contribution for a
qualifying project shall be at least 20 percent of the total cost of the demonstration project.

(b)(36) Temporary clean coal technology demonstration project means a clean coal technology
demonstration project that is operated for a period of § years or less, and which complies with the
State implementation plans for the State in which the project is located and other requirements
necessary to attain and maintain the national ambient air quality standards during the project and
after it is terminated.

{(b)(37)(i) Repowering means replacement of an existing coal-fired boiler with one of the following
clean coal technologies: atmospheric or pressurized fluidized bed combustion, integrated
gasification combined cycle, magnetchydrodynamics, direct and indirect coal-fired turbines,
integrated gasification fuel cells, or as determined by the Administrator, in consultation with the
Secretary of Energy, a derivative of one or more of these technologies, and any other technology
capable of controlling multiple combustion emissions simuitaneously with improved boiler or
generation efficiency and with significantly greater waste reduction relative to the performance of
technology in widespread commercial use as of November 15, 1290.

{b)(37){ii) Repowering shall also include any oil and/or gas-fired unit which has been awarded
clean coal technology demonstration funding as of January 1, 1991, by the Department of Energy.

(bX{37)(iii) The Administrator shall give expedited consideration {o permit applications for any
source that satisfies the requirements of this subsection and is granted an extension under section
409 of the Clean Air Act.

(b)(38) Reactivation of a very clean coal-fired electric ulility steam generating unit means any
physical change or change in the method of operation associated with the commencement of
commercial operations by a coal-fired utility unit after a period of discontinued operation where the
unit;

9/5/2008 ©1989-2006 RegScan, Inc. i



5221 - Prevention Of Significant Deterioration OF &ir Quaiity, Current To NSOR2008
21 gnt @ : KPSC Cass N&- Z0b8.00567

Commission Staff First Set Data Request
Order Dated August 24, 2006
term No. 9

{b}{38}{i) Has not been in operation for the two-year period prior 1o the enactment SFtRe Clean Air
Act Amendments of 1990, and the emissions from such unit continue to be carried in the
permitting authority's emissions inventory at the time of enactment;

{b)(38)(ii) Was equipped prior to shut-down with a continuous system of emissions control that
achieves a removal efficiency for sulfur dioxide of no less than 85 percent and a removal
efficiency for particulaies of no less than 98 percent,

(b)(38)(iii} Is equipped with low-NOy burners prior o the fime of commencement of operations
following reactivation; and

{b){38)(iv) Is otherwise in compliance with the requirements of the Clean Air Act.

{b)(39) Pollution prevention means any activity that through process changes, product
reformulation or redesign, or substitution of less polluting raw materials, eliminates or reduces the
release of air pollutants (including fugitive emissions) and other pollutants to the environment prior
to recycling, treatment, or disposal; it does not mean recycling (other than certain "in-process
recycling” practices), energy recovery, treatment, or disposal.

{b)}(40) Significant emissions increase means, for a regulated NSR pollutant, an increase in
emissions that is significant (as defined in paragraph (b){23) of this section) for that poliutant.

(b)(41)(i) Projected actual emissions means the maximum annual rate, in tons per year, at which
an existing emissions unit is projected to emit a regulated NSR pollutant in any one of the 5 years
(12-month period) foliowing the date the unit resumes regular operation after the project, or in any
one of the 10 years following that date, if the project involves increasing the emissions unit's
design capacity or its potential to emit that regulated NSR pollutant and full utilization of the unit
would result in a significant emissions increase or a significant net emissions increase at the major
stationary source.

{b)(41)(ii) In determining the projected actual emissions under paragraph (b){41)(i) of this section
{before beginning actual construction), the owner or operator of the major stationary source:

{b){41){ii}(2) Shall consider all relevant information, including but not limited to, historical
operational data, the company's own representations, the company's expected business activity
and the company's highest projections of business activity, the company's filings with the State or
Federal regulatory authorities, and compliance plans under the approved State Implementation
Plan; and

(b){(41){(ii)(b) Shall include fugitive emissions to the extent quantifiable and emissions associated
with starfups, shutdowns, and malfunctions; and

(b){41)(i1){c) Shall exclude, in calculating any increase in emissions that resuits from he particular
project, that portion of the unit's emissions following the project that an existing unit could have
accommodated during the consecutive 24-month period used 1o establish the baseline actuai
emissions under paragraph {b)(48) of this section and that are also unrelated to the particular
project, including any increased utilization due to product demand growth; or

(b}{41){ii)(d) in lieu of using the method set out in paragraphs (a)(41)(ii){(a) through (c) of this
section, may elect to use the emissions unit's potential to emit, in tons per year, as defined under
paragraph (b){(4) of this section.

(b}(42) Clean Unit means any emissions unit that has been issued a major NSR permit that
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requires compliance with BACT or LAER, is compiying with such BACT/LAER requifements. and
qualifies as a Clean Unit pursuant to paragraph (x) of this section; or any emissions unit that has
been designated by the Administrator as a Clean Unit, based on the criteria in paragraphs {(y}(3)(i)
through (iv) of this section; or any emissions unit that has been issued a major NSR permit that
requires compliance with BACT or LAER, is complying with such BACT/LAER requirements, and
qualifies as a Clean Unit pursuant to regulations approved info the State Implementation Plan in
accordance with 851 165/z) or §51.186{y; of this chapter; or any emissions unit that has been
designated by the rewewsng authonty as a Clean Unit in accordance with regulations approved

into the plan to carry out £51,185(ch) or 51 .188{1) of this chapter.

{b)(43) Prevention of Significant Deterioration (PSD) program means the EPA-implemented major
source preconstruction permit programs under this section or a major source preconstruction
permit program that has been approved by the Administrator and incorporated into the State
implementation Plan pursuant to £51.15€ of this chapter to implement the requirements of that
section. Any permit issued under such a program is a major NSR permit.

{b)(44) Continuous emissions monitoring system (CEMS) means all of the equipment that may be
required to meet the data acquisition and availability requirements of this section, to sample,
condition {if applicable), analyze, and provide a record of emissions on a continuous basis.

{b){45) Predictive emissions monitoring system (PEMS) means all of the equipment necessary io
monitor process and control device operational parameters (for example, control device secondary
voltages and electric currents) and other information (for example, gas flow rate, Oy or CO;
concentrations), and calculate and record the mass emissions rate (for example, Ib/hry on a
continuous basis.

(b)(46) Continuous parameter monitoring system (CPMS) means all of the equipment necessary
fo meet the data acquisition and availabifity requirements of this section, to monitor process and
control device operational parameters (for example, control device secondary voltages and
electric currents) and other information (for example, gas flow rate, Oz or CO» concentrations),
and to record average operational parameter value(s) on a continuous basis.

(b)(47) Continuous emissions rate monitoring system (CERMS) means the iotal equipment
required for the determination and recording of the poliutant mass emissions rate (in terms of
mass per unif of time).

(b)(48) Baseline actual emissions means the rate of emissions, in tons per year, of a regulated
NSR poliutant, as determined in accordance with paragraphs (b){48)(i) through (iv) of this section.

{b)}{48){(i) For any existing electric utility steam generating unit, baseline actual emissions means
the average rate, in tons per year, at which the unit actually emitted the pollutant during any
consecutive 24-month period selected by the owner or operator within the 5-vear period
immediately preceding when the owner or operator begins actual construction of the project. The
Administrator shall allow the use of a different time period upon a determination that it is more
representative of normal source operation.

{b)(48)(i)}{a) The average rate shall include fugitive emissions 1o the extent quantifiable, and
emissions associated with startups, shutdowns, and malfunctions.

{b){48){i)(b) The average rate shall be adjusted downward 1o exclude any non-compliant
emissions that occurred while the source was operating above any emission limitation that was
legally enforceable during the consecutive 24-month period.
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(b}{48){i){c) For a regulated NSR pollutant, when a project involves mulfiple emissions units, only
one consecutive 24-month period must be used to determine the baseline actual emissions for the
emissions units being changed. A different consecutive 24-month period can be used For each

regulated NSR pollutant.

£2 21 - Prevention Of Significant Deterioralion Of Alr Quatity.

{b){(48}{i}{d) The average rate shail not be based on any consecutive 24-month period for which
there is inadeguate information for determining annual emissions, in tons per year, and for
adjusting this amount if required by paragraph (b)(48)(i)(b) of this section.

{b)(48)(ii) For an existing emissions unit {other than an electric utility steam generating unit),
baseline actual emissions means the average rate, in tons per year, at which the emissions unit
actually emitted the pollutant during any consecutive 24-month period selected by the owner or
operator within the 10-year period immediately preceding either the date the owner or operator
begins actual construction of the project, or the date a complete permit application is received by
the Administrator for a permit required under this section or by the reviewing authority for a permit
required by a plan, whichever is earlier, except that the 10-ysar period shall not include any period
earlier than November 15, 1990.

{b){48)(ii)(a) The average rate shall include fugitive emissions to the extent quantifiable, and
amissions associated with startups, shutdowns, and malfunctions.

{b){48)(ii)}(b) The average rate shall be adjusted downward to exclude any non-compliant
emissions that occurred while the source was operating above an emission limitation that was
legally enforceable during the consecutive 24-month period.

(b)(48){ii}{c) The average rate shall be adjusted downward to exclude any emissions that would
have exceeded an emission limitation with which the major stationary source must currently
comply, bad such major stationary source been required to comply with such fimitations during the
consecutive 24-month period. However, if an emission limitation is part of a maximum achievable
control technology standard that the Administrator proposed or promulgated under pari 83 of this
chapter, the baseline actual emissions need only be adjusted if the State has taken credit for such
emissions reductions in an attainment demonstration or maintenance plan consistent with the
requirements of §51,185(s)3)iN{G) of this chapter.

{b){48)(ii){d) For a regutated NSR pollutant, when a project involves mutliple emissions units, only
one consecutive 24-month period must be used to determine the baseline actual emissions for all
the emissions units being changed. A different consecutive 24-month period can be used For
each regulated NSR pollutant.

{b){(48)(ii}{(e) The average rate shall not be based on any consecutive 24-month period for which
there is inadequate information for determining annual emissions, in tons per vear, and for
adjusting this amount if required by paragraphs (b)(48)(ii){b) and (c) of this section.

{b){48){iii) For 2 new emissions unit, the baseline actual emissions for purposes of determining the
emissions increase that will result from the initial construction and operation of such unit shall
equal zero; and thereafter, for all other purposes, shall equal the unit's potential to emit.

(b)(48)(iv) For a PAL for a stationary source, the baseline actual emissions shall be calculated for
existing electric utility steam generating units in accordance with the procedures contained in
paragraph (b){(48)(i) of this section, for other existing emissions units in accordance with the
procedures contained in paragraph (b)}48){ii) of this section, and for 2 new emissions unit in
accordance with the procedures contained in paragraph (b)(48)(iii) of this section.
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{b)(48) [Reserved] Page 21 of 62
{b)(50) Regulated NSR pollutant, for purposes of this section, means the following:

{b)(50)(i) Any pollutant for which a national ambient air quality standard has been promulgated
and any constituents or precursors for such pollutants identified by the Administrator (e.g., volatile
organic compounds and NQOx are precursors for oczong);

(b){50)(ii) Any pollutant that is subject {o any standard promulgated under section 111 of the Act;

{b){50)(iii) Any Class | or Il substance subject to a standard promulgated under or established by
title VI of the Act; or

{b){50}(iv) Any pollutant that otherwise is subject to regulation under the Act; except that any or all
hazardous air poffutants either listed in section 112 of the Act or added to the list pursuant to
section 112(b){(2) of the Act, which have not been delisted pursuant 1o section 112(b)(3) of the Act,
are not regulated NSR poliutants unless the listed hazardous air pollutant is also regulated as a
constituent or precursor of a general pollutant listed under section 108 of the Act.

{b)(51) Reviewing authority means the State air pollution control agency, local agency, other State
agency, Indian tribe, or other agency authorized by the Administrator to carry out a permit program

under §51.185 and 551,168 of this chapter, or the Administrator in the case of EPA-implemented
permit programs under this section.

{b)}(52) Project means a physical change in, or change in the method of operation of, an existing
major stationary source.

{b}{53) Lowest achievable emission rate (LAER) is as defined in 851.185(2)(1 jixiil} of this chapter.

{b)(54) Reasonably available control technology (RACT) is as defined in £51.100/¢) of this
chapter.

{b}(55)(i) In general, process unit means any collection of structures and/or equipment that
processes, assembles, applies, blends, or otherwise uses material inputs to produce or store an
infermediate or a completed product. A single stationary source may contain more than one
process unit, and a process unit may contain more than one emissions unit.

(b){55)(ii) Poliution control equipment is not part of the process unit, unless it serves a dual
function as both process and control equipment. Administrative and warehousing facilities are not
part of the process unit.

(b)}(55)(iii} For replacement cost purposes, components shared between two or more process
units are proportionately allocated based on capacity.

(b){(55){iv) The following list identifies the process units at specific categories of stationary
Sources.

{b)(55)(iv}{a) For a steam electric generating facility, the process unit consists of those portions of
the plant that contribute directly to the production of electricity. For example, at a pulverized coal-
fired facility, the process unit would generally be the combination of those systems from the coal
receiving equipment through the emission stack (excluding post-combustion pollution controls),
including the coal handling equipment, pulverizers or coal crushers, feedwater heaters, ash
handling, boiler, burners, turbine-generator set, condenser, cooling tower, water treatment syslem,
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air preheaters, and operating control systems. Each separate generating unit is a seaﬁgrat%

process unit.

{b)(565)(iv)(b) For a petroleum refinery, there are several categories of process units: those that
separate and/or distill petroleum feedstocks; those that change molecular structures; petroleum
freating processes; auxiliary facilities, such as steam generators and hydrogen production units;
and those that load, unload, biend or store intermediate or completed products.

{b)(55)(iv){c) For an incinerator, the process unit would consist of components from the feed pit or
refuse pit to the stack, including conveyors, combustion devices, heat exchangers and steam
generators, quench tanks, and fans.

Note to paragraph {b){55): By a court order on December 24, 2003, this paragraph (b)(55) is
stayed indefinitely. The stayed provisions will become effective immediately if the court terminates
the stay. At that time, EPA will publish a document in the Federal Register advising the public of
the termination of the stay.

(b)(58) Functionally equivalent component means & component that serves the same purpose as
the replaced component.

Note to paragraph {(b}(56): By a court order on December 24, 2003, this paragraph (b){(56) is
stayed indefinitely. The stayed provisions will become effective immediately if the court terminates
the stay. At that time, EPA will publish a document in the Federal Register advising the public of
the termination of the stay.

(b)(57) Fixed capital cost means the capital needed to provide all the depreciable components.
"Depreciable components” refers to all components of fixed capital cost and is calculated by
subtracting land and working capital from the total capital investment, as defined in paragraph
(b)(58) of this secfion.

Note to paragraph {(b)(57): By a court order on December 24, 2003, this paragraph (b){57) is
stayed indefinitely. The stayed provisions will become effective immediately if the court terminates
the stay. Al that time, EPA will publish a document in the Federal Register advising the public of
the termination of the stay.

{b)(58) Total capital investment means the sum of the following: all costs required to purchase
needed process equipment (purchased equipment costs); the costs of labor and materials for
installing that equipment (direct installation costs); the costs of site preparation and buildings;
other costs such as engineering, construction and field expenses, fees to contractors, startup and
performance tests, and contingencies (indirect instaliation costs); land for the process equipment;
and working capital for the process equipment.

Note to paragraph (b){58): By a court order on December 24, 2003, this paragraph (b)(58) is
stayed indefinitely. The stayed provisions will become effective immediately if the court terminates
the stay. At that time, EPA will publish a document in the Federal Register advising the public of
the termination of the stay.

{c) Ambient air increments. In areas designated as Class |, Il or lll, increases in pollutant
concentration over the baseline concentration shall be limited to the following:
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| Maximum allowable
Pollutant | increase (micrograms
| per cubic meter)

e e e e e e o o o o Sk e e i
CLASS I
.................................................... B e
particulate matter: i
DM-10, annual arithmetic mean............ |
PH-10, 24-Rr MAEXIMUER. ..o i | 8
Sulfur dioxide: !
annual arithmetic @ean. . ... ... ae-. } 2
24-hY WAXIMUM. o oo vt e e e | 5
3-HT MEXAMUM. oo v e v ce e | 25
Nitrogen dioxide: |
Annual arithmetic mean.........eveeennenn | 2.5
e e e e o e e e i o e e
CLASS TI
a2 o e e
Particulate matter: |
PM-10, annual arithmetic wean............ | 17
PM-10, 24-hr MaXItIUM. « .o v e vveranacnas i 30
suifur dicxide: |
annual arithmetic mean.............v. ..., ! 20
24-NT MEXIMUM. o v v v oo rcer o eensennssnnenans | 91
3-Nr MEXAMUM. oo v ers o s v cmntnenaranea s | 512
Nitrogen dioxide: |
Ennual arithmetic mean....... e | 25
....................................................... e e e
CLaSS III
......... e e e e e
particulate matter: ]
PM-10, annual arithmetic mean............ ! 34
PM-1D, 24-hr maximum........c.o.vaveennnn. | 50
sulfur dicxide: !
Annual arithmetic Mean..........coveuenenn | 40
24-hy MEKEAMUM. oottt i ! 182
2-hY MERIMUM. v vv e er e et incevnrennns | 760
Nitrogen dioxide: |
Annual arithmefic MEaAnN. ... .. .iiiiar s i 50
v e e e e B o

For any period other than an annual period, the applicable maximum allowable increase may be
exceeded during one such period per year at any one location.

(d) Ambient air ceilings. No concentration of a poliutant shall exceed:
{(d)(1) The concentration permitted under the national secondary ambient air quality standard, or

(d)(2) The concentration permitted under the national primary ambient air quality standard,
whichever concentration is lowest for the pollutant for a period of exposure.

(e) Restrictions on area classifications. (1) All of the following areas which were in existence on
August 7, 1977, shall be Class | areas and may not be redesignated:

(e}{1}(i) International parks,
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{e)1)(iii) Nationa! memorial parks which exceed 5,000 acres in size, and
{e){1){iv) National parks which exceed 86,000 acres in size.

(e){2) Areas which were redesignated as Class | under regulations promulgated before August 7,
1877, shall remain Class |, but may be redesignated as provided in this section.

(e)(3) Any other area, unless ctherwise specified in the legislation creating such an area, is initially
designated Class 11, but may be redesignated as provided in this section.

{e)}{4) The following areas may be redesignated only as Class | or i

{e){4)(i) An area which as of August 7, 1977, exceeded 10,000 acres in size and was a national
monument, a national primitive area, a national preserve, a national recreational area, a national
wild and scenic river, a national wildlife refuge, a national lakeshore or seashore; and

(e)(4)(ii) A national park or national wilderness area established after August 7, 1977, which
exceeds 10,000 acres in size.

(f) (Reserved]

(g) Redesignation. (1) All areas (except as otherwise provided under paragraph (e) of this section)
are designated Class | as of December 5, 1974. Redesignation (except as otherwise precluded
by paragraph (e) of this section) may be proposed by the respective States or indian Governing
Bodies, as provided below, subject to approval by the Administrator as a revision fo the applicable
State implementation plan.

{9)(2) The State may submit to the Administrator a proposal to redesignate areas of the State
Class | or Class Il provided that:

{(g)(2){i) At least one public hearing has been held in accordance with procedures established in

851,102 of this chapter;

{g)(2)(ii) Other States, Indian Governing Bodies, and Federal Land Managers whose lands may be
affected by the proposed redesignation were notified at least 30 days prior to the public hearing;

{@){(2)(iil) A discussion of the reasons for the proposed redesignation, including a satisfactory
description and analysis of the health, environmental, economic, social and energy effects of the
proposed redesignation, was prepared and made available for public inspection at least 30 days
prior to the hearing and the notice announcing the hearing contained appropriate notification of the
availability of such discussion;

{@){2)(iv) Prior to the issuance of notice respecting the redesignation of an area that includes any
Federal lands, the State has provided written notice to the appropriate Federal Land Manager and
afforded adequate opportunity (not in excess of 60 days) to confer with the State respecting the
redesignation and to submit written comments and recommendations. In redesignating any area
with respect {0 which any Federal Land Manager had submitted written comments and
recommendations, the State shall have published a list of any inconsistency between such
redesignation and such comments and recommendations (together with the reasons for making
such redesignation against the recommendation of the Federal Land Manager); and

{g){2)(v) The State has proposed the redesignation after consultation with the electad leadership
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of local and other substate general purpose governmenis in the area covered by the P of')osed

redesignation.

{g)(3) Any area other than an area to which paragraph (e) of this section refers may be
redesignated as Class Il if--

{g)(3)(i) The redesignation would meet the requirements of paragraph (g){2) of this section;

{g)(3)(ii) The redesignation, except any established by an Indian Governing Body, has been
specifically approved by the Governor of the State, after consultation with the appropriate
committees of the legislature, if it is in session, or with the leadership of the iegislature, if it is not
in session {unless State law provides that the redesignation must be specifically approved by
State legislation) and if general purpose units of local government representing a majority of the
residents of the area to be redesignated enact legislation or pass resolutions concurring in the
redesignation:

{9){3)(iii) The redesignation would not cause, or contribute to, a concentration of any air pollutant
which would exceed any maximum allowable increase permitted under the classification of any
other area or any national ambient air quality standard; and

{g)(3)(iv) Any permit application for any major stationary source or major modification, subject to
review under paragraph (1) of this section, which could receive a permit under this section only if
the area in question were redesignated as Class [ll, and any material submitted as part of that
application, were available insofar as was practicable for public inspection prior to any public
hearing on redesignation of the area as Class |ll.

{(g9)(4) Lands within the exterior boundaries of Indian Reservations may be redesignated only by
the appropriate Indian Governing Body. The appropriate Indian Governing Body may submit to the
Administrator a proposal to redesignate areas Class |, Class Il, or Class lll: Provided, That:

{g){4)(i) The Indian Governing Body has followed procedures equivalent to those required of a
State under paragraphs {g)(2), (g)(3){ii), and (g)(3){iv) of this section; and

{g)}{4)(ii) Such redesignation is proposed after consultation with the State(s) in which the indian
Reservation is located and which border the indian Reservation.

{g)(5) The Administrator shall disapprove, within 80 days of submission, a proposed redesignation
of any area only if he finds, after notice and opportunity for public hearing, that such redesignation
does not meet the procedural requirements of this paragraph or is inconsistent with paragraph ()
of this section. If any such disapproval occurs, the classification of the area shall be that which
was in effect prior to the redesignation which was disapproved.

{g)(B) If the Administrator disapproves any proposed redesignation, the State or Indian Governing
Body, as appropriate, may resubmit the proposal after correcting the deficiencies noted by the
Administrator.

{(h) Stack heights. (1) The degree of emission limitation required for control of any air poliutant
under this section shall not be affected in any manner by-

{h)(1)(i) So much of the stack height of any source as exceeds good engineering practice, or

{R}(1)(ii) Any other dispersion technique.
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(h)(2) Paragraph {h)1) of this section shall not apply with respect to stack heights ih8xi&ée

before December 31, 1970, or fo dispersion technigues implemented before then.

(i) Exemptions. (1) The requirements of paragraphs (j) through (r) of this section shall not apply to
a particular major stationary source or major modification, if;

(i))(1)(i) Construction commenced on the source or modification before August 7, 1877. The
regulations at 40 CFR 52 21 as in effect before August 7, 1977, shall govern the review and
permitting of any such source or modification; or

{(B{1)(ii) The source or modification was subject 1o the review requirements of 40 CFR S2.21{chi{( 1}
as in effect before March 1, 1978, and the owner or operator:

(I{1}{ii}(b) Commenced construction before March 18, 1979; and

(}{(1){ii}(c) Did not discontinue construction for a period of 18 months or more and completed
construction within a reasonable time; or

{i){(1){iii) The source or modification was subject to 40 CFR 82 21 as in effect before March 1,
1978, and the review of an application for approval for the stationary source or modification under
40 CFR 52.21 would have been completed by March 1, 1978, but for an extension of the public
comment period pursuant to a request for such an extension. In such a case, the application shall
continue to be processed, and granted or denied, under 40 CFR 52.21 as in effect prior to March
1,1978; or

{D{1)(iv) The source or modification was not subject to 40 CFR 52.21 as in effect before March 1,
1878, and the owner or operator;

{I}{1)(iv){a) Obtained all final Federal, state and local preconstruction approvals or permits
necessary under the applicable State Implementation Plan before March 1, 1978;

(i} 1X{iv){b) Commenced construction before March 19, 1979; and

{i}{(1){iv)(c) Did not discontinue construction for a period of 18 months or more and completed
construction within a reasonable time; or

{(i}{(1X{v) The source or modification was not subject to 40 CFR £2.21 as in effect on June 19, 1978
or under the partial stay of regulations published on February 5, 1980 (45 FR 7800), and the
owner or operator:

{i}(1}{v)(g) Obtained all final Federal, state and local preconstruction approvals or permits
necessary under the applicable State Implementation Plan before August 7, 1980;

({(1){v)}(b) Commenced construction within 18 months from August 7, 1980, or any earlier time
required under the applicable State Implementation Plan; and

{){1){v)(c) Did not discontinuue construction for a period of 18 months or more and completed
construction within a reasonable time; or

{i(1){vi) The source or modification would be a nonprofit health or nonprofit educational institution,
or a major modification would occur at such an institution, and the governor of the state in which
the source or modification would be located reguests that it be exempt from those requirements;
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or 9

{(i}(1)(vii) The source or modification would be a major stationary source or major modification only
if fugitive emissions, o the extent quantifiable, are considered in calculating the potential to emit of
the stationary source or modification and the source does not belong 16 any of the following
categories:

{I)(1)}{vii)(a) Coal cleaning plants {with thermal dryers);

({1 vii)(b) Kraft pulp mills;

{i}{1){vii){c) Portland cement plants;

({1 ){vii){d) Primary zinc smelters;

(D(1){vii}{e) Iron and steel mills;

({1){vii)(H Primary aluminum ore reduction plants;

(iX{1)(vii){g) Primary copper smelters;

(I 1H{vii)(h) Municipal incinerators capable of charging more than 250 tons of refuse per day;
{i{1){vii){7) Hydrofluoric, sulfuric, or nitric acid plants;

{i)(1){vii){j) Petroleum refineries;

(D(N){vii)(k) Lime plants;

{(1){vil){(/) Phosphate rock processing plants;

(i} 1){vii){(m) Coke oven batteries;

(iY(1){vii)(n) Sulfur recovery plants;

{i(1){vil}{o) Carbon black plants (furnace process);

(Y 1){vii){p) Primary lead smeliers;

(M 1){vii}{(g) Fuel conversion plants;

{D{(1)(vii){r) Sintering plants;

(1) vi)(s) Secondary metal production plants;

(i} 1){vit)(f) Chemical process plants;

(D} 1)(vii){u) Fossil-fuel boilers {or combination thereof) totaling more than 250 million British
thermal units per hour heat input;

{(I){(1){vii}(v) Petroleum storage and transfer units with a total storage capacity exceeding 300,000
barrels;

{i}(1){vii)(w) Taconite ore processing plants;
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(({1){vii)(x) Glass fiber processing plants; Page 28 0182

{(I}{1}{vii}(y) Charcoal production plants;

{i}{(1){vii){(z) Fossil fuel-fired steam electric plants of more than 250 million British thermal units per
hour heat input;

{i)(1){vii)(aa) Any other stationary source category which, as of August 7, 1980, is being regulated
under section 111 or 112 of the Act; or

{B}(1)}{viii) The source is a portable stationary source which has previously received a permit under
this section, and

(i)(1){viii}{a) The owner or operator proposes {o relocate the source and emissions of the source
at the new location would be temporary; and

{){1)(viii)(b) The emissions from the source would not exceed its allowable emissions; and

{({1)}{viii)(c) The emissions from the source would impact no Class | area and no area where an
applicable increment is known to be violated; and

{i){1){viii){d) Reasonable notice is given to the Administrator prior to the relocation identifying the
proposed new location and the probable duration of operation at the new location. Such notice
shall be given to the Administrator not less than 10 days in advance of the proposed relocation
uniess a different time duration is previously approved by the Administrator.

{i}{(1)(ix) The source or modification was not subject to £52.21 with respect to particulate matter,
as in effect before July 31, 1987, and the owner or operator:

{i}(1){ix)(a) Obtained all final Federal, State, and local preconstruction approvals or permits
necessary under the applicable State implementation plan before July 31, 1987;

(i 1){ix)(b) Commenced construction within 18 months after July 31, 1987, or any earlier time
required under the State implementation plan; and

(i} 1){ix){c) Did not discontinue construction for a period of 18 months or more and completed
construction within a reasonable period of time.

{i{1){x) The source or modification was subject to 40 CFR 52 .21, with respect to particulate
matter, as in effect before July 31, 1887 and the owner or operator submitted an application for a
permit under this section before that date, and the Administrator subsequently determines that the
application as submitted was complete with respect to the particulate matter requirements then in
effect in this section. Instead, the requirements of paragraphs (j) through (r) of this section that
were in effect before July 31, 1887 shall apply to such source or modification.

{}{2) The requirements of paragraphs (j) through (r) of this section shall not apply to a major
stationary source or major modification with respect to a particular pollutant if the owner or
operator demonstrates that, as to that pollutant, the source or modification is located in an area
designated as nonattainment under section 107 of the Act.

(i()3) The requirements of paragraphs (k), (m) and (o) of this section shall not apply to a major
stationary source or major modification with respect to a particular poliutant, if the allowable
emissions of that pollutant from the source, or the net emissions increase of that poliutant from the
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modification: 9

(IM3)i) Would impact no Class | area and no area where an applicable increment is known fo be
violated, and

(I){(3)(ii) Would be temporary.

{){4) The requirements of paragraphs (k), (m) and (o) of this section as they relate to any
maximum allowable increase for a Class || area shall not apply to 2 major modification at a
stationary source that was in existence on March 1, 1978, if the net increase in allowable
emissions of each regulated NSR pollutant from the modification after the application of best
available control technology would be less than 50 tons per year.

{i}(5) The Administrator may exempt a stationary source or modification from the requirements of
paragraph {m) of this section, with respect to monitoring for a particular pollutant if:

(i}(5)(i) The emissions increase of the poliutant from the new source or the net emissions increass
of the poliutant from the modification would cause, in any area, air quality impacts less than the
following amounts:

Carbon monoxide--575 g/m3, 8-hour average;

Nitrogen dioxide--14 ug/m3, annual average;

Particulate matter--10 pug/m3 of PM-10, 24-hour average;
Sulfur dioxide--13 pg/m3, 24-hour average;

Ozone;1

1 No de minimis air quaiity level is provided for ozone. However, any net emissions increase of
100 tons per year or more of volatile organic compounds or nitrogen oxides subject to PSD would
be required to perform an ambient impact analysis, including the gathering of ambiant air quality
data.

Lead--0.1 ug/m3, 3-month average;

Fluorides—0.25 pg/m3, 24-hour average;

Total reduced sulfur--10 pg/m3, 1-hour average;

Hydrogen sulfide--0.2 pg/m3, 1-hour average;

Reduced sulfur compounds--10 pg/m3, 1-hour average; or

(){5)(ii) The concentrations of the pollutant in the area that the source or modification would affect
are less than the concentrations listed in paragraph (i)(8)(i) of this section, or the pollutant is not
listed in paragraph (i)}(8)(i) of this section.

{i}(6) The requirements for best available control technology in paragraph (j) of this section and the
requirements for air quality analyses in paragraph (m)(1) of this section, shall not apply to a
pariicular stationary source or modification that was subject to 40 CFR 52.21 as in effect on June
19, 1978, if the owner or operator of the source or modification submitted an application for a
permit under those regulations before August 7, 1980, and the Administrator subsequently
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determines that the application as submitted before that date was complete. Instead tHe
requirements at 40 CFR 52.2171 and {n) as in effect on June 19, 1978 apply to any such scurce or
maodification.

{i{7)(i) The requirements for air quality monitoring in paragraphs (m)(1)(ii) through (iv) of this
section shall not apply to a particular source or modification that was subject to 40 CFR 52 21 as
in effect on June 18, 1978, if the owner or operator of the source or modification submits an
application for a permit under this section on or before June 8, 1981, and the Administrator
subsequently determines that the application as submitted before that date was complete with
respect to the requirements of this section other than those in paragraphs (m}1)(ii) through (iv) of
this section, and with respect to the requirements for such analyses at 40 CFR 82.21(my21asin
effect on June 19, 1878, Instead, the lalter requirements shall apply to any such source or
maodification.

(iX{7)(ii) The requirements for air quality monitoring in paragraphs (m){1)(ii) through (iv) of this
section shall not apply to a particular source or modification that was not subject to £0 CFR 52.21
as in effect on June 19, 1978, if the owner or operator of the source or modification submits an
application for a permit under this section on or before June 8, 1981, and the Administrator
subsequently determines that the application as submitted before that date was complete, except
with respect to the requirements in paragraphs (m){1)(ii) through {iv).

{i){8)(i) At the discretion of the Administrator, the requirements for air quality monitoring of PMyp in
paragraphs {m){1)(i}~{iv) of this section may not apply to a particular source or modification when
the owner or operator of the source or modification submits an application for a permit under this
section on or before June 1, 1988 and the Administrator subsequently determines that the
application as submitted before that date was complete, except with respect to the requirements
for monitoring particulate matter in paragraphs (m){1){i}—(iv).

{1}(8)(ii) The requirements for air quiality monitoring pf PMyg in paragraphs (m){(1), {ii) and (iv) and
(m)(3) of this section shall apply to a particular source or modification if the owner or operator of
the source or modification submits an application for a permit under this section after June 1, 1988
and no later than December 1, 1988. The data shall have been gathered over at least the period
from February 1, 1988 to the date the application becomes otherwise complete in accordance with
the provisions set forth under paragraph (m){1)(viii} of this section, except that if the Administrator
determines that a complete and adequate analysis can be accomplished with monitoring data over
a shorter period (not to be less than 4 months), the data that paragraph (m)(1)(iii) requires shall
have been gathered over a shorter period.

{i}(9) The requirements of paragraph (k){2) of this section shall not apply to a stationary source or
modification with respect {0 any maximum allowable increase for nitrogen oxides if the owner or
operator of the source or modification submitted an application for a permit under this section
before the provisions embodying the maximum allowable increase ook effect as part of the
applicable implementation plan and the Administrator subsequently determined that the
application as submitted before that date was complete.

{iY{(10) The requirements in paragraph (k)(2) of this section shall not apply to a stationary source or
modification with respect to any maximum aliowable increase for PM-10 if (i) the owner or operator
of the source or modification submitted an application for a permit under this section before the
provisions embodying the maximum allowable increases for PM-10 took effect in an
implementation plan to which this section applies, and (ii) the Administrator subsequently
determined that the application as submitted before that date was otherwise complete. Instead,
the requirements in paragraph (k)(2) shall apply with respect to the maximum allowable increases
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(i) Control technology review. {1) A major stationary source or major modification shall meet each
applicable emissions limitation under the State Implementation Plan and each applicable
emissions standard and standard of performance under 40 CFR paris 6Cand 81.

{i¥2) A new magjor stationary source shall apply best available control technology for each
regulated NSR pollutant that it would have the potential to emit in significant amounts.

(i}(3) A major modification shall apply best available control technology for each regulated NSR
poltutant for which it would result in a significant net emissions increase at the source. This
requirement applies io each proposed emissions unit at which a net emissions increase in the
poliutant would occur as a result of a physical change or change in the method of operation in the
unit.

(i}(4) For phased construction projects, the determination of best available conirol technology shall
be reviewed and modified as appropriate at the latest reasonable time which occurs no later than
18 months prior to commencement of construction of each independent phase of the project. At
such time, the owner or operator of the applicable stationary source may be required to
demonstrate the adeguacy of any previous determination of best available control technology for
the source.

(k) Source impact analysis. The owner or operator of the proposed source or modification shall
demonstrate that allowable emission increases from the proposed source or modification, in
conjunction with all other applicable emissions increases or reductions {including secondary
emissions), would not cause or contribute to air poliution in violation of:

(K){1) Any national ambient air quality standard in any air quality control region; or
(k}{2) Any applicable maximum allowable increase over the baseline concentration in any area.
(1) Air quality models. (1) All estimates of ambient concentrations required under this paragraph

shall be based on applicabie air quality models, data bases, and other requirements specified in
appendix W of part 51 of this chapter (Guideline on Air Quality Models).

(I}(2) Where an air quality model specified in appendix W of pari 51 of this chapter (Guideline on
Air Quality Models) is inappropriate, the model may be modified or another model substituted.
Such a maodification or substitution of a model may be made on a case-by-case basis or, where
appropriate, on a generic basis for a specific state program. Written approvai of the Administrator
must be obtained for any modification or substitution. In addition, use of a modified or substituted
model must be subject to notice and opportunity for public comment under procedures developed
in accordance with paragraph (q) of this section.

(m) Air quality analysis—(1) Preapplication analysis. (i) Any application for a permit under this
section shall contain an analfysis of ambient air quality in the area that the major stationary source
or major modification would affect for each of the following pollutants:

{m){1){i){a) For the source, each pollutant that it would have the potential to omit in a significant
amount;

{m){1){(i)(b) For the modification, each pollutant for which it would result in a significant net
emissions increase.

(m)(1)(ii) With respect to any such pollutant for which no National Ambient Air Quality Standard
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exists, the analysis shall contain such air quality moritoring data as the AdministralP @8 ines

is necessary to assess ambient air quality for that poliutant in any area that the emissions of that
pollutant would affect.

{m)(1){iii) With respect to any such pollutant {other than nonmethane hydrocarbons) for which
such a standard does exist, the analysis shall contain continuous air quality monitoring data
gathered for purposes of determining whether emissions of that pollutant would cause or
contribute to a violation of the standard or any maximum allowable increase.

{m}{1)(iv) In general, the continuous air quality monitoring data that is required shall have been
gathered over a period of al least one year and shall represent at least the year preceding receipt
of the application, except that, if the Administrator determines that a complete and adequate
analysis can be accomplished with monitoring data gaihered over a period shorter than one year
{but not to be less than four months), the data that is required shall have been gathered over at
least that shorter period.

{m}1)(v) For any application which becomes complete, except as 1o the requirements of
paragraphs (m)(1)(iii) and (iv) of this section, between June 8, 1981, and February 9, 1882, the
data that paragraph {m){1)(iii) of this section, requires shall have been gathered over at least the
period from February 8, 1981, to the date the application becomes otherwise complete, except
that:

{m}{1}{v)(a) If the source or modification would have been major for that pollutant under 40 CFR
52.21 as in effect on June 19, 1878, any monitoring data shall have been gathered over at least
the period required by those regulations.

(m)(1){(v)(b) If the Administrator determines that a complete and adequate analysis can be
accomplished with monitoring data over a shorter period (not 1o be less than four months), the
data that paragraph (m)(1)(iii) of this section, requires shall have been gathered over at least that
shorter period.

{m){1)}{v)(c) If the monitoring data would relate exclusively fo ozone and would not have been
otherwise appliéab)e rgquirements of this paragraph (v) to the extent that the applicant shows that
the monitoring data would be unrepresentative of air quality over a full year.

{m}{1}(vi) The owner or operator of a proposed stationary source or modification of violatile
organic compounds who satisfies all conditions of 40 CFR part 51 Appendix S, section IV may

provide post-approval monitoring data for ozone in lieu of providing preconstruction data as
raquried under paragraph (m)(1) of this section.

(m}{1)(vii) For any application that becomes complete, except as to the requirements of
paragraphs (m){1)iii) and (iv) pertaining to PMyg, after December 1, 1988 and no laler than
August 1, 1989 the data that paragraph (m){1)(iii) requires shall have been gathered over at least
the period from August 1, 1988 to the date the application becomes otherwise complete, except
that if the Administrator determines that a complete and adeqguate analysis can be accomplished
with monitoring data over a shorter pericd (not to be less than 4 months), the data that paragraph
{m){1)(iil) requires shall have been gathered over that shorter period.

{m){1)(viii) With respect to any requirements for air quality monitoring of PM1g under paragraphs
(){11)(i) and (ii) of this sectionm the owner or operator of the source or modification shall use a
monitoring method approved by the Administrator and shall estimate the ambient concentrations
of PMyg using the data collected by such approved monitoring method in accordance with
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estimating procedures approved by the Administrator. Page 33 of 62

{m){2) Post-construction monitoring. The owner or operator of a major stationary source or major
modification shall, after construction of the stationary source or modification, conduct such
ambient monitoring as the Administrator determines is necessary {o determine the effect
emissions from the stationary source or modification may have, or are having, on air quality in any
area.

{m){3) Operations of monitoring stations. The owner or operator of a major stationary source or
major modification shall meet the requirements of Appendix B to part 58 of this chapter during the
operation of monitoring stations for purposes of satisfying paragraph (m) of this section,

{n) Source information. The owner or operator of a proposed source or modification shall submit
all information necessary to perform any analysis or make any determination required under this
section.

{n)(1) With respect to a source or modification {o which paragraphs {j), (I}, (n) and (p) of this
section apply, such information shall include:

{n){1)(i) A description of the nature, location, design capacity, and typical operating schedule of
. the source or modification, including specifications and drawings showing its design and plant
layout;

{n){1)(il) A detailed schedule for construction of the source or modification;

(n){1)(iii) A detailed description as to what system of continuous emission reduction is planned for
the source or modification, emission estimates, and any other information necessary to determine
that best avallable control technology would be applied.

{(n}{2) Upon request of the Administrator, the owner or operator shall also provide information on:

(n){2)(i) The air quality impact of the source or modification, including meteorological and
topographical data necessary to estimate such impact; and

{n){2)(ii} The air quality impacts, and the nature and extent of any or all general commercial,
residential, industrial, and other growth which has occurred since August 7, 1977, in the area the
source or modification would affect.

(0) Additicnal impact analyses. (1) The owner or operator shall provide an analysis of the
impairment to visibility, soils and vegetation that would occur as a result of the source or
modification and general commercial, resideniial, industrial and other growth associated with the
source or modification. The owner or operator need not provide an analysis of the impact on
vegetation having no significant commercial or recreational value.

(0){(2) The owner or operator shall provide an analysis of the air quality impact projected for the
area as a result of general commercial, residential, industrial and other growth associated with the
source or modification.

{0)(3) Visibility monitoring. The Administrator may require monitoring of visibility in any Federal
class | area near the proposed new stationary source for major modification for such purposes and
by such means as the Administrator deems necessary and appropriate.

(p) Sources impacting Federal Class | areas--additional requirements--(1) Notice fo Federal land
managers. The Administrator shall provide written notice of any permit application for a proposed
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major stationary source or major modification, the emissions from which may affecf PTIEET area,
to the Federal land manager and the Federal official charged with direct responsibility for
management of any lands within any such area. Such noiification shall include a copy of all
information relevant to the permit application and shall be given within 30 days of receipt and at
least 60 days prior to any public hearing on the application for a permit to construct. Such
notification shall include an analysis of the proposed source's anticipated impacts on visibility in
the Federal Class | area. The Administrator shall also provide the Federal land manager and such
Federal officials with a copy of the preliminary determination required under paragraph (q) of this
section, and shall make available to them any materials used in making that determination,
promptly after the Administrator makes such determination. Finally, the Administrator shall also
notify all affected Federal land managers within 30 days of receipt of any advance nofification of
any such permit application.

{p)(2) Federal Land Manager. The Federal Land Manager and the Federal official charged with
direct responsibility for management of such lands have an affirmative responsibility to protect the
air quality related values (including visibiiity) of such lands and to consider, in consultation with the
Administrator, whether a proposed source or modification will have an adverse impact on such
values.

{p)(3) Visibility analysis. The Administrator shall consider any analysis performed by the Federal
land manager, provided within 30 days of the notification required by paragraph (p)(1) of this
section, that shows that a proposed new major stationary source or major modification may have
an adverse impact on visibility in any Federal Class | area. Where the Administrator finds that
such an analysis does not demonstrate to the satisfaction of the Administrator that an adverse
impact on visibility will result in the Federal Class | area, the Administrator must, in the notice of
public hearing on the permit application, either explain his decision or give notice as to where the
explanation can be obtained.

(p)(4) Denial—-impact on air qualily related values. The Federal Land Manager of any such tands
may demonstrate to the Administrator that the emissions from a proposed source or modification
would have an adverse impact on the air quality-related values (including visibility) of those lands,
notwithstanding that the change in air quality resulting from emissions from such source or
modification would not cause or contribute {o concentrations which would exceed the maximum
allowable increases for a Class | area. If the Administrator concurs with such demonstration, then
he shall not issue the permit.

(p}(5) Class | variances. The owner or operator of a proposed source or modification may
demonstrate o the Federal Land Manager that the emissions from such source or modification
would have no adverse impact on the air quality related values of any such lands (inciuding
visibility), notwithstanding that the change in air quality resulting from emissions from such source
or modification would cause or contribute {o concentrations which would exceed the maximum
allowable increases for a Class | area. If the Federal Land Manager concurs with such
demonstration and he so certifies, the State may authorize the Administrator: Provided, That the
applicable requirements of this section are otherwise met, to issue the permit with such emission
limitations as may be necessary to assure that emissions of sulfur dioxide and particulate matter,
and nitrogen oxides would not exceed the followng maximum allowable increases over minor
source baseline concentration for such pollutants:
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Page 35 of 62

| Maximum sllowable
Pcllutant | increase {micrograms
| per cubic mster)

Particulate matter: |
DM-10, arnual arithmetic mean............ i 17
PM-10, 24-hr maximum........... e J 30
Sulfur dioxide: {

Ennual arithmetic mean............ e | 20

Z4-0r MEXIMUTL, v v e eeranosonsianraan | g1

3-RT MARIMUM. oL ov it e e i 328
Nizrogen dioxide: i

Aunual arithmetic MERN. . v unsrony i 25

{p)(8) Sulfur dioxide variance by Governor with Federal Land Manager's concurrence. The owner
or operator of a proposed source or modification which cannot be approved under paragraph
(g)(4) of this section may demonstrate to the Governor that the source cannot be constructed by
reason of any maximum aliowable increase for sulfur dioxide for a period of twenty-four hours or
less applicable to any Class | area and, in the case of Federal mandatory Class | areas, that a
variance under this clause would not adversely affect the air quality related values of the area
(including visibility). The Governor, after consideration of the Federal Land Manager's
recommendation (if any) and subject to his concurrence, may, after notice and public hearing,
grant a variance from such maximum allowable increase. If such variance is granted, the
Administrator shall issue a permit to such source or modification pursuant fo the requirements of
paragraph (g)(7) of this section: Provided, That the applicable requirements of this section are
otherwise met.

{p)(7) Variance by the Governor with the President's concurrence. In any case where the
Governor recommends a variance in which the Federal Land Manager does not concur, the
recommendations of the Governor and the Federal Land Manager shall be transmitted to the
President. The President may approve the Governor's recommendation if he finds that the
variance is in the national interest. If the variance is approved, the Administrator shall issue a
permit pursuant to the requirements of paragraph (q)(7) of this section: Provided, Thatl the
applicable requirements of this section are otherwise met.

{(p)}(8) Emission fimitations for Presidential or gubernatorial variance. In the case of a permit issued
pursuant fo paragraph {q}(5) or (8) of this section the source or modification shall comply with
such emission limitations as may be necessary o assure that emissions of sulfur dioxide from the
source or modification would not (during any day on which the otherwise applicable maximum
allowable increases are exceeded) cause or contribute to concenirations which would exceed the
following maximum allowable increases over the baseline concentration and to assure that such
emissions would not cause or contribute to concentrations which exceed the otherwise applicable
maximum allowable increases for periods of exposure of 24 hours or less for more than 18 days,
not necessarily consecutive, during any annual period:

MAXIMUM ALLOWABLE INCREASE
[Micrograms per cubic meter]
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Page 36 of 62
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| Terrain areas

Period of exposure fm b

I Low { High

............................................... S e o
24-hr maximum. ... .. e | 36 | 82
3+hr mAXIMUM. ... | 130 | 221
....................................... b e e

(q) Public participation. The Administrator shall foliow the applicable procedures of 40 CFR part
124 in processing applications under this section. The Administrator shali follow ihe procedures at
40 CFR £2.21ir) as in effect on June 19, 1979, to the extent that the procedures of 40 CFR part

A i

124 do not apply.

(r) Source obligation. (1) Any owner or operator who constructs or operates a source or
modification not in accordance with the application submitted pursuant to this section or with the
terms of any approval to construct, or any owner or operator of a source or modification subject to
this section who commences construction after the effective date of these regulations without
applying for and receiving approval hereunder, shall be subject to appropriate enforcement action.

{r)(2) Approval to construct shail become invalid if construction is not commenced within 18
months after receipt of such approval, if construction is discontinued for a period of 18 months or
more, or if construction is not completed within a reasonable time. The Administrator may extend
the 18-month period upon a satisfactory showing that an extension is justified. This provision does
not apply to the time period between construction of the approved phases of a phased
construction project; each phase must commence construction within 18 months of the projected
and approved commencement date.

{r)(3) Approval to construct shall not relieve any owner or operator of the responsibility to comply
fully with applicable provisions of the State implementation plan and any other requirements under
jocal, State, or Federal iaw.

{r)(4) At such time that a particular source or modification becomes a major stationary source or
major modification solely by virtue of a relaxation in any enforceable limitation which was
established after August 7, 1980, on the capacity of the source or modification otherwise to emit a
poliutant, such as a restriction on hours of operation, then the requirements or paragraphs ()
through (s) of this section shall apply to the source or modification as though construction had not
yet commenced on the source or modification.

(r}(5) [Reserved]

{r)(6) The provisions of this paragraph (r)}(6) apply to projects at an existing emissions unit at a
major stationary source (other than projects at a Clean Unit or at a source with a PAL) in
circumstances where there is a reasonable possibility that a project that is not a part of a major
modification may result in a significant emissions increase and the owner or operator elects to use
the method specified in paragraphs (b)(41)(ii)(a) through (c) of this section for calculating
projected actual emissions.

{r){8)(i) Before beginning actual construction of the project, the owner or operator shall document
and maintain a record of the following information:

(r)(8)}(I}(a) A description of the project;

9/5/2008 ©1989-2006 RegScan, Inc. 33



52.21 - Prevention Of Significant Deterioration OF Air Quality. KPSC Cageu&rgn&gge@gé%ﬂ;ooa
Commission Staff First Set Data Request
Order Dated Augtist 24, 2006
ltem No. 9

(r)(6){(i)(b) Identification of the emissions unit(s) whose emissions of a regulated NSRpIGBH

could be affected by the project; and

{r)(6){i}{(c) A description of the applicability test used o determine that the project is not a major
modification for any regulated NSR pollutant, including the baseline actual emissions, the
projected actual emissions, the amount of emissions excluded under paragraph (b){41)(ii){c) of
this section and an explanation for why such amount was excluded, and any netting calculations, if
applicable.

{(r){6)ii) if the emissions unit is an existing electric uiility steam generating unit, before beginning
actual construction, the owner or operator shall provide a copy of the information set out in
paragraph {r}(6)(i) of this section io the Administrator. Nothing in this paragraph (r)(8)(ii) shall be
construed to require the owner or operator of such a unit {o obtain any determination from the
Administrator before beginning actual construction.

{r}{6){iii} The owner or operator shall monitor the emissions of any regulated NSR poliutant that
could increase as a result of the project and that is emitted by any emissions unit identified in
paragraph (r)(6)(i)(b) of this section; and calculate and maintain a record of the annual emissions,
in tons per year on a calendar year basis, for a period of 5 years following resumption of regular
operations after the change, or for a period of 10 years {following resumption of regular operations
after the change if the project increases the design capacity of or potential to emit that regulated
NSR poliutant at such emissions unit.

(r)(B)iv) If the unit is an existing electric utility steam generating unit, the owner or operator shall
submit a report to the Administrator within 60 days after the end of each year during which records
must be generated under paragraph (r){6)(iii) of this section sefting out the unit's annual emissions
during the calendar year that preceded submission of the report.

(r}{6){v) If the unit is an existing unit other than an electric utility steam generating unit, the owner
or operator shall submit a report to the Administrator if the annual emissions, in tons per year,
from the project identified in paragraph (r)(6)(i) of this section, exceed the baseline actual
emissions (as documented and maintained pursuant {o paragraph (r){6)(i}{c) of this section), by a
significant amount (as defined in paragraph (b){23) of this section) for that regulated NSR
poliutant, and if such emissions differ from the preconstruction projection as documented and
maintained pursuant to paragraph (r){6)(i){c) of this section. Such report shall be submiited to the
Administrator within 80 days after the end of such year. The report shall contain the following:

{r}{(BX{v){a) The name, address and telephone number of the major stationary source;
{(r)}(8){v){b) The annual emissions as calculated pursuant to paragraph (r)(8)(iii) of this section; and

(r)(6){v)(c) Any other information that the owner or operator wishes to include in the report (e.g.,
an explanation as to why the emissions differ from the preconstruction projection).

(r)}{(7) The owner or operator of the source shall make the information required to be documented
and maintained pursuant to paragraph (r)(6) of this section available for review upon a request for
inspection by the Administrator or the general public pursuant to the requirements contained in
§70.4(b){3){viii) of this chapter.

{s) Environmental impact statemenis. Whenever any proposed source or modification is subject {o
action by a Federal Agency which might necessitate preparation of an environmental impact
statement pursuant to the National Environmental Policy Act (42 U.8.C. 4321), review by the
Administrator conducted pursuant to this section shall be coordinated with the broad
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environmental reviews under that Act and under section 308 of the Clean Air Act topt?"%e %ﬁ&?i"num

exient feasible and reasonable.

(t) Disputed permits or redesignations. If any State affected by the redesignation of an area by an
Indian Governing Body, or any Indian Governing Body of a iribe affected by the redesignation of
an area by a State, disagrees with such redesignation, or if a permit is proposed to be issued for
any major stationary source or major modification proposed for construction in any State which the
Governor of an affected State or indian Governing Body of an affected tribe determines will cause
or contribute to a cumulafive change in air quality in excess of that allowed in this part within the
affected State or Indian Reservation, the Governor or Indian Governing Body may request the
Administrator to enter into negotiations with the parties involved to resolve such dispute. If
requested by any State or Indian Governing Body involved, the Administrator shall make a
recommendation {o resolve the dispute and protect the air quality related values of the lands
involved. If the parties involved do not reach agreement, the Administrator shall resolve the
dispute and his determination, or the resulis of agreements reached through other means, shall
become part of the applicable State implementation plan and shall be enforceable as part of such
plan. In resolving such disputes relating o area redesignation, the Administrator shall consider the
extent to which the lands involved are of sufficient size o allow effective air quality management
or have air qualily related values of such an area.

(u) Delegation of authority. (1) The Administrator shall have the authority to delegate his
responsibility for conducting source review pursuant to this section, in accordance with paragraphs
(v)(2) and (3) of this section.

(u)(2) Where the Administrator delegates the responsibility for conducting source review under
this section to any agency other than a Regional Office of the Environmental Protection Agency,
the following provisions shall apply:

{u)(2)(i) Where the delegate agency is not an air pollution control agency, it shall consuit with the
appropriate State and local air poliution control agency prior to making any determination under
this section. Similarly, where the delegate agency does not have continuing responsibiiity for
managing land use, it shall consult with the appropriate State and local agency primarily
responsible for managing land use prior to making any determination under this section.

{(u}2){ii) The delegate agency shall send a copy of any public comment notice required under
paragraph (r) of this section to the Administrator through the appropriate Regional Office.

(u}(3) The Administrator's authority for reviewing a source or modification located on an Indian
Reservation shall not be redelegated other than to a Regional Office of the Environmental
Protection Agency, except where the State has assumed jurisdiction over such land under other
laws. Where the State has assumed such jurisdiction, the Administrator may delegate his authority
to the States in accordance with paragraph (v)(2) of this section.

(u)(4) In the case of a source or modification which proposes to construct in a class il area,
emissions from which would cause or contribute to air quality exceeding the maximum allowable
increase applicable if the area were designated a class |l area, and where no standard under
section 111 of the act has been promulgated for such source category, the Administrator must
approve the determination of best available control technology as set forth in the permit.

{v) Innovative control technology. {1) An owner or operator of a proposed major stationary source
or major modification may request the Administrator in writing no later than the close of the
comment period under 40 CFR 124,10 to approve a system of innovative contro! technology.
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{v)(2) The Administrator shall, with the consent of the governor(s) of the affected siziS},”

determine that the source or modification may employ a sysiem of innovative control technology,
if;-

{(¥){2)(i) The proposed control system would not cause or contribute to an unreasonable risk to
public health, welfare, or safety in its operation or function;

{(v){(2)(ii) The owner or operator agrees to achieve a level of continuous emissions reduction
equivalent o that which would have been required under paragraph (j)(2) of this section, by a date
specified by the Administrator. Such date shall not be later than 4 years from the time of startup or
7 years from permit issuance;

{(v){2){iii) The source or modification would meet the requirements of paragraphs (j) and (k) of this
section, based on the emissions rate that the stationary source employing the system of
innovative control technology would be required to meet on the date specified by the
Administrator;

{(V){2)(iv) The source or modification would not before the date specified by the Administrator:

{(V){(2){iv)(a) Cause or contribute to a violation of an applicable national ambient air quality
standard; or

{(W{2){iv)(b) Impact any area where an applicable increment is known to be violated; and
(v)(2)(v) All other applicable requirements including those for public participation have been met.

(v){2)(vi) The provisions of paragraph (p) of this section (relating to Class | areas) have been
satisfied with respect to all periods during the life of the source or modification.

{v){3) The Administrator shall withdraw any approval o employ a system of innovative control
technology made under this section, if:

(V){3){i) The proposed system fails by the specified date to achieve the required continuous
emissions reduction rate; or

{v}{3){ii) The proposed system fails before the specified date so as to contribute to an
unreasonable risk to public health, welfare, or safety; or

{¥){3){iii) The Administrator decides at any time thal the proposed systemn is unlikely to achieve the
required level of control or to protect the public health, welfare, or safety.

{v){4) If a source or modification fails to meet the required level of continuous emission reduction
within the specified time period or the approval is withdrawn in accordance with paragraph (v)(3)
of this section, the Administrator may allow the source or modification up to an additional 3 years
to meet the requirement for the application of best available control technology through use of a

demonstrated system of control.

(w) Permit recission. (1) Any permit issued under this section or a prior version of this section shail
remain in effect, unless and until it expires under paragraph (s) of this section or is rescinded.

(w)(2) Any owner or operator of a stationary source or modification who holds a permit for the
source or modification which was issued under 40 CFR 52.21 as in effect on July 30, 1987, or any
earlier version of this section, may request that the Administrator rescind the permit or a particular
portion of the permit.
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{w)(3) The Administrator shall grant an application for rescission if the application shows that this

section would not apply to the source or modification.

(w)(4) If the Administrator rescinds a permit under this paragraph, the public shall be given
adequate notice of the rescission. Publication of an announcement of rescission in a newspaper of
general circulation in the affected region within 60 days of the rescisson shall be considered
adequate notice.

(x) Clean Unit Test for emissions units that are subject to BACT or LAER. An owner or operator of
& major stationary source has the option of using the Clean Unit Test to determine whether
emissions increases at a Clean Unit are part of a project that is a major modification according to
the provisions in paragraphs (x)(1) through (9) of this section.

{x)(1) Applicability. The provisions of this paragraph {X) apply to any emissions unit for which a
reviewing authority has issued a major NSR permit within the last 10 years.

(x)(2) General provisions for Clean Units. The provisions in paragraphs (x){(2)(i) through (iv) of this
section apply fo a Clean Unit.

{(x)(2){i) Any project for which the owner or operator begins actual construction after the effective
date of the Clean Unit designation (as determined in accordance with paragraph (x)(4) of this
section) and before the expiration date (as determined in accordance with paragraph (x)(5) of this
section) will be considered to have occurred while the emissions unit was a Clean Unit.

{x){(2)(ii) If a project at a Clean Unit does not cause the need for a change in the emission
fimitations or work practice requirements in the permit for the unit that were adopted in conjunction
with BACT and the project would not alter any physical or operational characteristics that formed
the basis for the BACT determination as specified in paragraph (x)(6)(iv) of this section, the
emissions unit remains a Clean Unit.

{x){2){iii} If a project causes the need for a change in the emission limitations or work practice
requirements in the permit for the unit that were adopted in conjunction with BACT or the project
would alter any physical or operational characteristics that formed the basis for the BACT
determination as specified in paragraph (x){(6)(iv) of this section, then the emissions unit loses its
designation as a Clean Unit upon issuance of the necessary permit revisions (unless the unit re-
qualifies as a Clean Unit pursuant o paragraph {x)(3)(iii} of this section). If the owner or operator
begins actual construction on the project without first applying to revise the emissions unit's
permit, the Clean Unit designation ends immediately prior to the time when actual construction
begins.

{x)(2)(iv) A project that causes an emissions unit to lose its designation as a Clean Unit is subject
to the applicability requirements of paragraphs (a)(2){(iv){a) through (d) and paragraph (a)(2)(iv)(f
of this section as if the emissions unit is not a Clean Unit.

(x)(3) Qualifying or re-qualifying to use the Clean Unit Applicability Test. An emissions unit
automatically qualifies as a Clean Unit when the unit meets the criteria in paragraphs (x)(3){i) and
(i) of this section. After the original Clean Unit expires in accordance with paragraph (x)(5) of this
section or is lost pursuant to paragraph (x)(2)iii) of this section, such emissions unit may re-qualify
as a Clean Unit under either paragraph (x)}{3)(iii) of this section, or under the Clean Unit provisions
in paragraph (y) of this section. To re-qualify as a Clean Unit under paragraph (x)(3){iii) of this
section, the emissions unit must obtain a new major NSR permit issued through the applicable
P3D program and meet all the criteria in paragraph (x){3)(iii) of this section. The Clean Unit
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(X)}3)(i) Permitting requirement. The emissions unit must have received a major NSR permit within
the last 10 years. The owner or operator must maintain and be able to provide information that
would demonstrate that this permitting requirement is met.

{(X){(3)(il) Qualifying air pollution control technologies. Air pollutant emissions from the emissions

unit must be reduced through the use of air pollution control fechnology (which includes poltution
prevention as defined under paragraph (b)(39) of this section or work practices) that meets both

the following requirements in paragraphs (x)(3)(ii)(a) and (b) of this section.

(x}{3)(ii}{a) The conirol technology achieves the BACT or LAER level of emissions reductions as
determined through issuance of a major NSR permit within the past 10 years. However, the
emissions unit is not eligible for the Clean Unit designation if the BACT determination resulted in
no requirement to reduce emissions below the level of a standard, uncontrolled, new emissions
unit of the same type.

(x){3){ii)(b) The owner or operator made an investment {o install the control technology. For the
purpose of this determination, an invesiment includes expenses to research the application of a
poliution prevention technique to the emissions unit or expenses o apply a pollution prevention
technigue to an emissicns unit.

{x)(3)(iii) Re-qualifying for the Clean Unit designation. The emissions unit must obtain a new major
NSR permit that requires compliance with the current-day BACT (or LAER), and the emissions
unit must meet the requirements in paragraphs (x){3)(i) and (x)(3)(ii) of this section.

{x)(4) Effective date of the Clean Unit designation. The effective date of an emissions unit's Clean
Unit designation {that is, the date on which the owner or operator may begin to use the Clean Unit
Test to determine whether a project at the emissions unit is a major modification) is determined
according fo the applicable paragraph {(x)(4)(i) or (x){4)(ii) of this section.

{x)(4)(1) Original Clean Unit designation, and emissions units that re-gqualify as Clean Units by
implementing new conirol technology fo meet current-day BACT. The effective date is the date the
emissions unit's air poilution conirol technoiogy is placed into service, or 3 years afier the issuance
date of the major NSR permit, whichever is earlier, but no sooner than March 3, 2003, that is the
date these provisions become effective.

(x)(4)(i1) Emissions units that re-qualify for the Clean Unit designation using an existing controf
fechnology. The effeclive date is the date the new, major NSR permit is issued.

(x)}(5) Clean Unit expiration. An emissions unit's Clean Unit designation expires (that is, the date
on which the owner or operator may no longer use the Clean Unit Test to determine whether a
project affecting the emissions unit is, or is part of, 2 major modification) according to the
applicable paragraph (x)(5)(i} or (i) of this section.

(x){(5)(i) Original Clean Unit designation, and emissions units that re-qualify by implementing new
control technology to meet current-day BACT. For any emissions unit that automatically gualifies
as a Clean Unit under paragraphs (x)(3)(i) and (ii) of this section or re-qualifies by implementing
new control technalogy to meet current-day BACT under paragraph (x){3)(iii) of this section, the
Clean Unit designation expires 10 years after the effective date, or the date the equipment went
into service, whichever is earlier; or, it expires at any time the owner or operator fails to comply
with the provisions for maintaining the Clean Unit designation in paragraph (x)(7) of this section.
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(X)(5)(ii) Emissions units that re-qualify for the Clean Unit designation using an existing échtfol

technology. For any emissions unit that re-qualifies as a Clean Unit under paragraph (x)(3)(jii) of
this section using an existing control technology, the Clean Unit designation expires 10 years after
the effective date; or, it expires any time the owner or operator fails to comply with the provisions
for maintaining the Clean Unit designation in paragraph (x)(7) of this section.

(x}(8) Regquired title V permit content for a Clean Unit. After the effective date of the Clean Unit
designation, and in accordance with the provisions of the applicable fitle V permit program under
part 70 or part 71 of this chapter, but no later than when the title V permit is renewed, the title V
permit for the major stationary source must include the following terms and conditions in
paragraphs (x){6)(i) through {(vi) of this section related to the Clean Unit.

{(x){6)(i) A statement indicating that the emissions unit qualifies as a Clean Unit and identifying the
pollutant(s) for which this designation applies.

{x)(6){ii) The effective date of the Clean Unit designation. If this date is not known when the Clean
Unit designation is initially recorded in the title V permit {e.g., because the air poliution control
technology is not yet in service), the permit must describe the event that will determine the
effective date {e.g., the date the control fechnology is placed into service). Once the effective date
is determined, the owner or operator must notify the Administrator of the exact date. This specific
effective date must be added to the source's title V permit at the first opportunity, such as a
modification, revision, reopening, or renewal of the title V permit for any reason, whichever comes
first, but in no case later than the next renewal.

{x)(6)(iii) The expiration date of the Clean Unit designation. If this date is not known when the
Clean Unit designation is initially recorded into the title V permit (e.g., because the air pollution
control technology is not yet in service), then the permit must describe the event that will
determine the expiration date (e.g., the date the control technology is placed into service). Once
the expiration date is determined, the owner or operator must notify the Administrator of the exact
date. The expiration date must be added to the source's title V permit at the first opportunity, such
as a modification, revision, reopening, or renewal of the litle V permit for any reason, whichever
comes first, but in no case later than the next renewal.

{x){6)(iv) All emission limitations and work practice requirements adopted in conjunction with
BACT, and any physical or operational characteristics which formed the basis for the BACT
determination (e.g., possibly the emissions unit's capacity or throughput).

{x){6}(v) Monitoring, recordkeeping, and reporting requirements as necessary to demonstrate that
the emissions unit continues to meet the criteria for maintaining the Clean Unit designation. (See
paragraph (x)(7) of this section.)

{x){6)(vi) Terms reflecting the owner or operator’s duties to maintain the Clean Unit designation
and the consequences of failing to do so, as presented in paragraph (x)(7) of this section.

(X7 Maintaining the Clean Unit designation. To maintain the Clean Unit designation, the owner
or operator must conform to all the restrictions listed in paragraphs (x){7)(i} through (iil) of this
section. This paragraph (x)(7) applies independently to each pollutant for which the emissions unit
has the Clean Unit designation. That is, failing to conform to the restrictions for one pollutant
affects the Clean Unit designation only for that poliutant.

(x}{7){i) The Clean Unit must comply with the emission limitation(s) and/ or work practice
requirements adopted in conjunction with the BACT that is recorded in the major NSR permit, and
subsequently reflected in the title V permit. The owner or operator may not make a physical
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change in or change in the method of operation of the Clean Unit that causes the &resione unit to
function in a manner that is inconsistent with the physical or operational characteristics that
formed the basis for the BACT determination {e.g., possibly the emissions unit's capacity or
throughput).

(x}{7)(ii) The Clean Unit must comply with any terms and conditions in the fitle V permit related to
the unit's Clean Unit designation.

(x)}{7(iii) The Clean Unit must continue to contro! emissions using the specific air poliution control
technology that was the basis for its Clean Unit designation. If the emissions unit or control
technology is replaced, then the Clean Unit designation ends.

(x){(8) Neiting at Clean Units. Emissions changes that occur at a Clean Unit must not be included
in calculating a significant net emissions increase (that is, must not be used in a "netfing
analysis"), unless such use occurs before the effective date of the Clean Unit designation, or after
the Clean Unit designation expires; or, unless the emissions unit reduces emissions below the
level that qualified the unit as a Clean Unit. However, if the Clean Unit reduces emissions below
the level that qualified the unit as a Clean Unit, then the owner or operator may generate a credit
for the difference between the level that qualified the unit as a Clean Unit and the new emissions
limit if such reductions are surplus, quantifiable, and permanent. For purpeses of generating
offsets, the reductions must also be federally enforceable. For purposes of determining creditable
net emissions increases and decreases, the reductions must also be enforceable as a practical
matter.

{x)(9) Effect of redesignation on the Clean Unit designation. The Clean Unit designation of an
emissions unit is not affected by re-designation of the attainment status of the area in which it is
located. That is, if a Clean Unit is located in an attainment area and the area is redesignated to
nonattainment, its Clean Unit designation is not affected. Similarly, redesignation from
nonattainment to attainment does not affect the Clean Unit designation. However, if an existing
Clean Unit designation expires, it must re-qualify under the requirements that are currently
applicable in the area.

(y) Clean Unit provisions for emissions units that achieve an ernission limitation comparabie o
BACT. An owner or operator of 2 major stationary source has the option of using the Clean Unit
Test to determine whether emissions increases at a Clean Unit are part of a project that is a major
modification according to the provisions in paragraphs (y)(1) through {11) of this section.

{y)(1) Appilicability. The provisions of this paragraph (y) apply to emissions units which do not
qualify as Clean Units under paragraph (x) of this section, but which are achieving a level of
emissions control comparable to BACT, as determined by the Administrator in accordance with
this paragraph (y).

{y¥(2) General provisions for Clean Units. The provisions in paragraphs (y)}(2){i) through (iv) of this
section apply to a Clean Unit (designated under this paragraph (y)).

(Y)2)(i) Any project for which the owner or operator begins actual construction after the effeciive
date of the Clean Unit designation (as determined in accordance with paragraph (y)(5) of this
section) and before the expiration date (as determined in accordance with paragraph (y}(6) of this
section) will be considered to have occurred while the emissions unit was a Clean Unit.

{yX2)(ii) if a project at a Clean Unit does not cause the need for a change in the emission
limitations or work practice requirements in the permit for the unit that have been determined
{pursuant to paragraph (y)(4) of this section) to be comparable to BACT, and the project would not
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alter any physical or operational characteristics that formed the basis for determininpégﬁﬁgto{gé
emissions unit's control technology achieves a level of emissions control comparable to BACT as
specified in paragraph {y)(8)(iv) of this section, the emissions unit remains a Clean Unit.

{y){2)(iii) If a project causes the need for a change in the emission limitations or work practice
requirements in the permit for the unit that have been determined (pursuant to paragraph (y)(4) of
this section) to be comparable to BACT, or the project would alter any physical or operational
characteristics that formed the basis for determining that the emissions unit’s control technology
achieves a level of emissions control comparable to BACT as specified in paragraph (y)8)(iv) of
this section, then the emissions unit loses its designation as a Clean Unit upon issuance of the
necessary permit revisions (unless the unit re-gualifies as a Clean Unit pursuant to paragraph
{u)(3){iv) of this section). If the owner or operator begins actual construction on the project without
first applying to revise the emissions unit's permit, the Clean Unit designation ends immediately
prior fo the time when actual construction begins.

{y}{2){iv) A project that causes an emissions unit to lose its designation as a Clean Unit is subject
to the applicability requirements of paragraphs (a)(2)(iv)(a) through (d) and paragraph (a)(2)(iv){f
of this section as if the emissions unit is not a Clean Unit.

(YX(3) Qualifying or re-gualifying to use the Clean Unit applicability test. An emissions unit qualifies
as a Clean Unit when the unit meets the criteria in paragraphs (y)(3)(i) through (iii) of this section.
After the original Clean Unit designation expires in accordance with paragraph (y){6) of this
section or is lost pursuant to paragraph (y)(2)(iii) of this section, such emissions unit may re-qualify
as a Clean Unit under either paragraph (y)(3){iv) of this section, or under the Clean Unit provisions
in paragraph {x) of this section. To re-qualify as a Clean Unit under paragraph (y)(3)(iv) of this
section, the emissions unit must obtain a new permit issued pursuant to the requirements in
paragraphs (y)}7) and (8) of this section and meet all the criteria in paragraph (y){(3)(iv) of this
section. The Administrator will make a separate Clean Unit designation for each pollutant emitted
by the emissions unit for which the emissions unit qualifies as a Clean Unit.

(V)(3)(i) Qualifying air pollution control technologies. Air poliutant emissions from the emissions
unit must be reduced through the use of air poliution control technology (which includes pollution
prevention as defined under paragraph (b)(39) of this section or work practices) that meets both
the following requirements in paragraphs (y)(3)(i){a) and {b) of this section.

{¥)}3)(i}(a) The owner or operator has demonstrated that the emissions unit's control technology is
comparable to BACT according to the requirements of paragraph (y){4) of this section. However,
the emissions unit is not eligible for a Clean Unit designation if its emissions are not reduced
below the level of a standard, uncontrolled emissions unit of the same type (e.g., if the BACT
determinations to which it is compared have resulied in a determination that no control measures
are required).

(Y}3){i)(b) The owner or operator made an investment to install the controt technology. For the
purpose of this determination, an investment includes expenses to research the application of a
pollution prevention technique to the emissions unit or o retoo! the unit to apply a pollution
prevention technique.

{(y)(3)(ii) Impact of emissions from the unit. The Administrator must determine that the allowable
emissions from the emissions unit will not cause or contribute to a violation of any national
ambient air quality standard or PSD increment, or adversely impact an air quality related value
(such as visibility) that has been identified for a Federal Class | area by a Federal Land Manager
and for which information is available to the general public.
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{y)3}{iii) Date of installation. An emissions unit may quatify as a Clean Unit even i 8 Eofol
technology, on which the Clean Unit designation is based, was instailed before March 3, 2003.
However, for such emissions units, the owner or operator must apply for the Cilean Unit
designation before December 31, 2004. For technologies instalied on and after March 3, 2003, the
owner or operator must apply for the Clean Unit designation at the time the conirol technology is
instalied.

(y)(3)(iv) Re-qualifying as a Clean Unif. The emissions unit must obtain a new permit (pursuant to
requirements in paragraphs (y){7) and {8) of this section) that demonstrates that the emissions
unit's control technology is achieving a level of emission control comparable to current-day BACT,
and the emissions unit must meat the requirements in paragraphs (y)(3)i){&) and {y)(3)(ii) of this
section.

{(v)(4) Demonstrating control effectiveness comparable to BACT. The owner or operator may
demonstrate that the emissions unit's control technology is comparable to BACT for purposes of
paragraph (y)}(3)(i) of this section according to either paragraph (y)(4)(i) or {ii) of this section.
Paragraph (y)(4)(iii) of this section specifies the time for making this comparison.

{v}{4}(i) Comparison to previous BACT and LAER determinations. The Administrator maintains an
on-line data base of previous determinations of RACT, BACT, and LAER in the
RACT/BACT/LAER Clearinghouse (RBLC). The emissions unit's control technology is presumed
o be comparable to BACT if it achieves an emission limitation that is equal 1o or better than the
average of the emission limitations achieved by all the sources for which a BACT or LAER
determination has been made within the preceding 5 years and entered into the RBLC, and for
which it is technically feasible to apply the BACT or LAER control technology to the emissions unit.
The Administrator shall also compare this presumption to any additional BACT or LAER
determinations of which he or she is aware, and shall consider any information on achieved-in-
practice pollution control technologies provided during the public comment period, to determine
whether any presumptive determination that the control technology is comparable {o BACT is
correct,

{(y)(4)(i) The substantially-as-effective test. The owner or operator may demonstrate that the
emissions unit's control technology is substantially as effective as BACT. In addition, any other
person may present evidence related to whether the control technology is substantially as effective
as BACT during the public participation process required under paragraph (y)(7) of this section.
The Administrator shall consider such evidence on a case-by-case basis and determine whether
the emissions unit's air poliution control technology is substantially as effective as BACT.

(yX4)(i) Time of comparison.

(y)(4)(iii}(a) Emissions units with conirol technologies that are installed before March 3, 2003. The
owner or operator of an emissions unit whose control technalogy is installed before March 3, 2003
may, at its option, either demonstrate that the emission limitation achieved by the emissions unit's
control technology is comparable o the BACT requirements that applied at the time the control
technology was installed, or demonstrate that the emission limitation achieved by the emissions
unit’s control technalogy is comparable to current-day BACT requirements. The expiration date of
the Clean Unit designation will depend on which option the owner or operator uses, as specified in
paragraph (y)(6) of this section.

(yM4)(iii)(b) Emissions units with control technologies that are installed on and after March 3,
2003. The owner or operator must demonstrate that the emission limitation achieved by the
emissions unit's control technology is comparable to current-day BACT requirements.
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(y)(5) Effective date of the Clean Unit designation. The effective date of an emissiong UhfE Clean
Unit designation {that is, the date on which the owner or operator may begin to use the Clean Unit
Test to determine whether a project involving the emissions unit is a major modification) is the
date that the permit required by paragraph (y)(7) of this section is issued or the date that the
emissions unit's air poliution control technology is placed into service, whichever is later.

{y)(6) Clean Unit expiration. If the owner or operator demonstrates that the emission limitation
achieved by the emissions unit's control technology is comparable to the BACT requirements that
applied at the time the control technology was installed, then the Clean Unit designation expires
10 years from the date that the control technology was installed. For all other emissions units, the
Clean Unit designation expires 10 years from the effective date of the Clean Unit designation, as
determined according to paragraph (y)(5) of this section. in addition, for all emissions units, the
Clean Unit designation expires any time the owner or operator fails to comply with the provisions
for maintaining the Clean Unit designation in paragraph (y)(9) of this section.

(¥)(7) Procedures for designalting emissions units as Clean Units. The Administrator shall
designate an emissions unit a Clean Unit only by issuing a permit through a permitting program
that has been approved by the Administrator and that conforms with the requirements of §§51.180
through 51.164 of this chapter including requirements for public notice of the proposed Clean Unit
designation and opportunity for public comment. Such permit must aiso meet the requirements in

paragraph {y)(8) of this section.

(y)(8) Reguired permit content. The permit required by paragraph (y)}(7) of this section shall
inciude the terms and conditions set forth in paragraphs (y)(8)(i) through (vi) of this section. Such
terms and conditions shall be incorporated into the major stationary source's title V permit in
accordance with the provisions of the applicable titie V permit program under part 70 or part 71 of
this chapter, but no later than when the title V permit is renewed.

{y}(8)(i) A statement indicating that the amissions unit qualifies as a Clean Unit and identifying the
pollutani(s) for which this designation applies.

{y}(8)(ii) The effective date of the Ciean Unit designation. If this date is not known when the
Administrator issues the permit {e.g., because the air pollution control technology is not yet in
service), then the permit must describe the event that will determine the effective date (e.g., the
daie the control technology is placed into service). Once the effective date is known, then the
owner or operator must notify the Administrator of the exact date. This specific effective date must
be added to the source's titie V permit at the first opportunity, such as a modification, revision,
reopening, or renewal of the title V permit for any reason, whichever comes first, but in no case
later than the next renewal.

{y){8)(iii) The expiration date of the Clean Unit designation. If this date is not known when the
Administrator issues the permit (e.g., because the air pollution control technology is not yet in
service), then the permit must describe the event that will determine the expiration date {(e.g., the
date the control technology is placed into service). Once the expiration date is known, then the
owner or operator must notify the Administrator of the exact date. The expiration date must be
added to the source's title V permit at the first opportunity, such as a modification, revision,
reopening, or renewal of the fitle V permit for any reason, whichever comes first, but in no case
later than the next renewal.

(V)(8)(iv) All emission limitations and work practice requirements adopted in conjunction with
emission limitations necessary {o assure that the control technology continues to achieve an
emission limitation comparable to BACT, and any physical or operational characteristics that
formed the basis for determining that the emissions unit's control technology achieves a level of
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emissions control comparable to BACT (e.g., possibly the emissions unil's capacity ?}qret%rcft?éhput .

{y)(8)(v) Monitoring, recordkeeping, and reporting requirements as necessary to demonstrate that
the emissions unit continues to meet the criteria for maintaining its Clean Unit designation. (See
paragraph {y)(9) of this section.)

{y)}{8){vi) Terms reflecting the owner or operator's duties to maintain the Clean Unit designation
and the consequences of failing to do s0, as presented in paragraph (y)(8) of this section.

{y}(8) Mainiaining a Clean Unit designation. To maintain the Clean Unit designation, the owner or
operator must conform to all the restrictions listed in paragraphs (y)(2){i) through (v) of this
section. This paragraph (y)(9) applies independently to each pollutant for which the Administrator
has designated the emissions unit a Clean Unit. That is, failing to conform to the restrictions for
one pollutant affects the Clean Unit designation only for that pollutant.

(y¥){9)(i) The Clean Unit must comply with the emission limitation(s) and/ or work practice
requirements adopted to ensure that the control technology continues to achieve emission control
comparable to BACT.

{y){9)(ii) The owner or operator may not make a physical change in or change in the method of
operation of the Clean Unit that causes the emissions unit to function in a manner that is
inconsistent with the physical or operational characteristics that formed the basis for the
determination that the control technology is achieving a level of emission control that is
comparabie to BACT (e.g., possibly the emissions unit's capacity or throughput).

(y}9)(iii} [Reserved]

{y)(8)iv) The Clean Unit must comply with any terms and conditions in the title V permit related to
the unif's Clean Unit designation.

(YX9)(v) The Clean Unit must continue to control emissions using the specific air pollution control
technology that was the basis for its Clean Unit designation. If the emissions unit or control
technology is replaced, then the Clean Unit designation ends.

{v)(10) Netting at Clean Units. Emissions changes that occur at a Clean Unit must not be included
in calculating a significant net emissions increase (that is, must not be used in a "netting analysis")
unless such use occurs before March 3, 2003 or after the Clean Unit designation expires; or,
unless the emissions unit reduces emissions below the level that qualified the unit as a Clean
Unit. However, if the Clean Unit reduces emissions below the level that qualified the unit as a
Clean Unit, then the owner or operator may generate a credit for the difference between the level
that qualified the unit as a Clean Unit and the emissions unit's new emissions limit if such
reductions are surplus, quantifiable, and permanent. For purposes of generating offsets, the
reductions must also be federally enforceable. For purposes of determining creditable net
emissions increases and decreases, the reductions must also be enforceable as a pracfical
matter.

{y)(11) Effect of redesignation on a Clean Unit designation. The Clean Unit designation of an
emissions unit is not affected by redesignation of the aitainment status of the area in which it is
located. That is, if a Clean Unit is located in an attainment area and the area is redesignated to
nonattainment, its Clean Unit designation is not affected. Similarly, redesignation from
nonattainment to attainment does not affect the Clean Unit designation. However, if a Clean Unit's
designation expires or is lost pursuant to paragraphs (x)(2){iii) and (y)(2)(iii) of this section, it must
re-qualify under the requirements that are currently applicabie.
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(z) PCP exclusion procedural requiremnents. PCPs shall be provided according to the provisions in
paragraphs (z)(1) through {6) of this section.

(z)(1) Before an owner or operator begins actual construction of a PCP, the owner or operator
must either submit a notice to the Administrator if the project is listed in paragraphs (b)(32)(i)
through {vi} of this section, or if the project is not listed in paragraphs (b)(32)(i) through {vi) of this
section, then the owner or operator must submit a permit application and obtain approval {o use
the PCP exclusion from the Administrator consistent with the reguirements in paragraph (z)(5) of
this section. Regardless of whether the owner or operator submits a notice or a permit application,
the project must meet the requirements in paragraph (z)(2) of this section, and the notice or permit
application must contain the information required in paragraph (z)(3) of this section.

{z)(2) Any project that relies on the PCP exclusion must meet the requirements of paragraphs
{z)(2)(i) and (i} of this section.

{2){(2)(i) Environmentally beneficial analysis. The environmental benefit from the emissions
reductions of pollutants regulated under the Act must outweigh the environmental detriment of
emissions increases in pollutants regulated under the Act. A statement that a technology from
paragraphs (b)(32)(i) through (vi} of this section is being used shall be presumed to satisfy this
requirement.

(2)(2){ii) Air quality analysis. The emissions increases from the project will not cause or contribute
to a violation of any national ambient air quality standard or PSD increment, or adversely impact
an air quality related value (such as visibility) that has been identified for a Federal Class | area by
a Federal Land Manager and for which information is available to the general public.

{2)(3) Content of notice or permit application. In the notice or permit application sent to the
Administrator, the owner or operator must include, at a minimum, the information listed in
paragraphs (z)(3)(i) through (v) of this section.

(2)(3)(i) A description of the project.

{z)(3)(ii) The potential emissions increases and decreases of any poliutant regulated under the Act
and the projected emissions increases and decreases using the methodology in paragraph
(a){(2)(iv) of this section, that will result from the project, and a copy of the environmentally
beneficial analysis required by paragraph (z){2)(i) of this section.

{z)(3)(iii) A description of monitoring and recordkeeping, and all other methods, to be used on an
ongoing basis to demonstrate that the project is environmentally beneficial. Methods should be
sufficient to meet the requirements in part 70 and part 71 of this chapter.

(2){3)(iv) A certification that the project will be designed and operated in a manner that is
consistent with proper industry and engineering practices, in a manner that is consistent with the
environmentally beneficial analysis and air quality analysis required by paragraphs (z)(2)(i) and (ii)
of this section, with information submitted in the notice or permit application, and in such a way as
to minimize, within the physical configuration and operational standards usually associated with
the emissions control device or strategy, emissions of colfateral pollutants.

(2)(3){v) Demonstration that the PCP will not have an adverse air quality impact (e.g., modeling,
screening level modeling results, or a statement that the collateral emissions increase is included
within the parameters used in the most recent modeling exercise) as required by paragraph
(z)(2)(ii) of this section. An air quality impact analysis is not required for any pollutant that will not
experience a significant emissions increase as a result of the project.
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{z)(4) Notice process for listed projects. For projects listed in paragraphs (b)(32){i) through (Vi) of
this section, the owner or operator may begin actual construction of the project immediately after
notice is sent to the Administrator (unless otherwise prohibited under requirements of the
applicable State Implementation Plan). The owner or operator shall respond to any requests by
the Administrator for additional information that the Administrator determines is necessary fo

evaluate the suitability of the project for the PCP exclusion.

{z)(5) Permit process for unlisted projects. Before an owner or operator may begin actual
construction of a PCP project that is not listed in paragraphs (b)(32)(i) through (vi) of this section,
the project must be approved by the Adminisirator and recorded in a Stale Implementation Plan-
approved permit or title V permit using procedures that are consistent with §§51.180 and 51187 of
this chapter. This includes the requirement that the Administrator provide the public with notice of
the proposed approval, with access to the environmentally beneficial analysis and the air quality
analysis, and provide at least a 30-day period for the public and the Administrator to submit
comments. The Administrator must address all material comments received by the end of the
comment period before taking final action on the permit.

{2)(8) Operational requirements. Upon installation of the PCP, the owner or operator must comply
with the requirements of paragraphs (z)(6)(i) through (iv) of this section.

{2)(6){i) General duly. The owner or operator must operate the PCP in a manner consistent with
proper industry and engineering praclices, in a manner that is consistent with the environmentally
beneficial analysis and air quality analysis required by paragraphs (z)(2)(i) and (i) of this section,
with information submitted in the notice or permit application required by paragraph (z)(3) of this
section, and in such a way as to minimize, within the physical configuration and operational
standards usually associated with the emissions control device or strategy, emissions of collateral
poliutants.

{z){6)(ii) Recordkeeping. The owner or operator must maintain copies on site of the
environmentally beneficial analysis, the air quality impacts analysis, and monitoring and other
emission records to prove that the PCP operated consistent with the general duty requirements in
paragraph (z)(6)(i) of this section.

(2)(8)(iii) Permit requirements. The owner or operator must comply with any provisions in the State
Implementation Plan-approved permit or title V permit related to use and approval of the PCP
exclusion.

{(z){(6)(iv) Generation of emission reduction credits. Emission reductions created by a PCP shall
not be included in calculating a significant net emissions increase uniess the emissions unit further
reduces emissions after qualifying for the PCP exclusion (e.g., taking an operational restriction on
the hours of operation). The owner or operator may generate a credit for the difference between
the level of reduction which was used to qualify for the PCP exclusion and the new emissions fimit
if such reductions are surplus, quantifiable, and permanent. For purposes of generating offsets,
the reductions must also be federally enforceable. For purposes of determining creditable net
emissions increases and decreases, the reductions must also be enforceable as a practical
matter.

{aa) Actuals PALs. The provisions in paragraphs (aa)(1) through (15) of this section govern
actuals PALs.

(aa)(1) Applicability.
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(aa){(1}{i) The Administrator may approve the use of an actuals PAL for any existin5 7 ea?%?f 62

stationary source if the PAL meets the requirements in paragraphs (aa)(1) through (15) of this
section. The term "PAL" shall mean "actuals PAL" throughout paragraph (aa) of this section.

{aa){1)}{ii) Any physical change in or change in the method of operation of a major stationary
source that maintains its iotal source-wide emissions below the PAL level, meets the requirements
in paragraphs (aa){1) through (15) of this section, and complies with the PAL permit:

{aa){1}{ii)(&) !s not a major modification for the PAL pollutant;
{aa}{11}{ii)}{b) Does not have to be approved through the PSD program; and

{aa){1){ii}{c) Is not subject to the provisions in paragraph (r)(4) of this section (restrictions on
relaxing enforceable emission limitations that the major stationary source used to avoid
applicability of the major NSR program).

{aa)(1)(iii) Except as provided under paragraph {aa){1)(il)(c) of this section, a major stationary
source shall continue to comply with all applicable Federal or State requirements, emission
limitations, and work practice requirements that were established prior to the effective date of the
PAL.

(aa)(2) Definitions. For the purposes of this section, the definitions in paragraphs (aa)(2){i) through
(xi) of this section apply. When a term is not defined in these paragraphs, it shall have the
meaning given in paragraph (b) of this section or in the Act.

{aa)(2)(i) Actuals PAL for a major stationary source means a PAL based on the baseline actual
emissions (as defined in paragraph (b)(48) of this section) of all emissions units (as defined in
paragraph (b)(7) of this section) at the source, that emit or have the potential to emit the PAL
pollutant.

{(aa)(2)(ii) Allowable emissions means "allowable emissions” as defined in paragraph (b)(16) of
this section, except as this definition is modified according to paragraphs (aa)(2)(ii){a) and (b) of
this section.

{aa){2)(ii)(a) The allowable emissions for any emissions unit shall be calculated considering any

emission limitations that are enforceable as a practical matter on the emissions unit's potential to
emit.

{aa)(2)(ii){b) An emissions unit's potential o emit shall be determined using the definition in
paragraph (b)(4) of this section, except that the words "or enforceable as a practical matter”
should be added after "federally enforceable.”

{aa)(2)(iii) Small emissions unit means an emissions unit that emits or has the potential to emit the
PAL pollutant in an amount less than the significant level for that PAL poliutant, as defined in
paragraph {b){(23) of this section or in the Act, whichever is lower.

{aa){2){iv) Major emissions unit means:

(aa){2)(iv}(a) Any emissions unit that emits or has the potential to emil 100 tons per year or more
of the PAL pollutant in an attainment area; or

{aa}{(2){iv)(b) Any emissions unit that emits or has the potential to emit the PAL pollutant in an
amount that is equal to or greater than the major source threshold for the PAL poliutant as defined
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by the Act for nonattainment areas. For example, in accordance with the definition ormajor
stationary source in section 182(c) of the Act, an emissions unit would be a major emissions unit
for VOC if the emissions unit is located in a serious ozone nonattainment area and it emits or has

the potential to emit 50 or more tons of VOC per year.

{aa){2)(v) Plantwide applicability limitation (FAL) means an emission limitation expressed in tons
per year, for a poliutant at a major stationary source, that is enforceable as a practical matter and
established source-wide in accordance with paragraphs (aa)(1) through (15) of this section.

(aa)(2)(vi) PAL effeciive date generally means the date of issuance of the PAL permit. However,
the PAL effective date for an increased PAL is the daie any emissions unit that is part of the PAL
major modification becomes operational and begins to emit the PAL poliutant.

(aa)(2)(vii) PAL effective period means the period beginning with the PAL effective date and
ending 10 years jater.

(aa){2)(viii) PAL major modification means, notwithstanding paragraphs (b)}(2) and (b)(3) of this
section (the definitions for major modification and net emissions increase), any physical change in
or change in the method of operation of the PAL source that causes it to emit the PAL pollutant at
a level equal to or greater than the PAL.

{(aa)(2)(ix) PAL permit means the major NSR permit, the minor NSR permit, or the State operating
permit under a program that is approved into the State Implementation Plan, or the title V permit
issued by the Administrator that establishes a PAL for a major stationary source.

(aa}{2)(x) PAL poliutant means the poliutant for which a PAL is established at a major stationary
source.

(aa)(2)(xi) Significant emissions unit means an emissions unit that emits or has the potential to
emit a PAL pollutant in an amount that is equal to or greater than the significant level (as defined
in paragraph (b)(23) of this section or in the Act, whichever is lower) for that PAL pollutant, but
less than the amount that would qualify the unit as a major emissions unit as defined in paragraph
(aa)(2){iv) of this section.

{aa)(3) Permit application requirements. As part of a permit application requesting a PAL, the
owner or operator of a major stationary source shall submit the following information to the
Administrator for approval;

{aa){3)(i) A list of all emissions units at the source designated as small, significant or major based
on their potential to emit. In addition, the owner or operator of the source shall indicate which, if
any, Federal or State applicable requirements, emission limitations, or work practices apply to
each unit.

{(aa)(3)(ii) Calculations of the baseline actual emissions (with supporting documentation). Baseline
actual emissions are {o include emissions associated not only with operation of the unit, but also
emissions associated with startup, shutdown, and malfunction.

{(aa)(3)(iii) The calculation procedures that the major stationary source owner or operator proposes
to use to convert the monitoring system data to monthly emissions and annual emissions based
on a 12-month rolling total for each month as required by paragraph (aa)(13)(i) of this section.

{(2a)(4) General requirements for establishing PALs.
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{(aa){4)(i) The Administrator is allowed {o establish a PAL at a major stationary SOUIcH eprovnéed

that at 2 minimum, the requirements in paragraphs (aa)(4){i){a) through (g) of this section are met.

(aa}{4){i)(@) The PAL shall impose an annual emission limitation in tons per year, that is
enforceable as a practical matter, for the entire major stationary source. For each month during
the PAL effective period afier the first 12 months of establishing a PAL, the major stationary
source owner or operator shall show that the sum of the monthiy emissions from each emissions
unit under the PAL for the previous 12 consecutive months is less than the PAL (a 12-month
average, rolled monthly). For each month during the first 11 months from the PAL effective date,
the major stationary source owner or operator shall show that the sum of the preceding monthly
emissions from the PAL effective date for each emissions unit under the PAL is less than the PAL.

{aa)}{4){i)(b) The PAL shali be established in a PAL permit that meets the public participation
requirements in paragraph (aa){5) of this section.

{(aa){4){i)(c) The PAL permit shall contain all the requirements of paragraph (aa)(7) of this section.

(aa){4){i)(d) The PAL shall include fugitive emissions, to the extent quantifiable, from all emissions
units that emit or have the potential to emit the PAL poliutant at the major stationary source.

(aa){4){i)(e) Each PAL shall regulate emissions of only one pollutant.
(aa)(4)(i}(f) Each PAL shall have a PAL effective period of 10 years.

{aa)(4){i)(g) The owner or operator of the major stationary source with a PAL shall comply with the
monitoring, recordkeeping, and reporting requirements provided in paragraphs (aa){12) through
{(14) of this section for each emissions unit under the PAL through the PAL effective period.

{(aa)(4)(ii) At no time (during or after the PAL effective period) are emissions reductions of a PAL
pollutant that occur during the PAL effective period creditable as decreases for purposes of offsets
under $51.185{2 )30 of this chapter unless the level of the PAL is reduced by the amount of
such emissions reductions and such reductions would be creditable in the absence of the PAL.

{aa)(5) Public participation requirements for PALs. PALs for existing major stationary sources shall
be establlshed renewed, or increased through a procedure that is consistent with 851,160 and

51 of this chapter. This includes the requirement that the Administrator provide the public with
notice of the proposed approval of a PAL permit and at least a 30-day period for submittal of
public comment. The Administrator must address all material comments before taking final action
on the permit.

(aa)(B) Setting the 10-year actuals PAL level. (i) Except as provided in paragraph (aa){6)(ii) of this
section, the plan shall provide that the actuals PAL level for a major stationary source shall be
established as the sum of the baseline actual emissions {as defined in paragraph (b)(48) of this
section) of the PAL pollutant for each emissions unit at the source; plus an amount equal {o the
applicable significant level for the PAL pollutant under paragraph (b){23) of this section or under
the Act, whichever is lower. When establishing the actuals PAL level, for a PAL poliutant, only one
consecutive 24-month period must be used to determine the baseline actual emissions for all
existing emissions units. However, a different consecutive 24-month period may be used for each
different PAL pollutant. Emissions associated with units that were permanently shut down after
this 24-month period must be subtracted from the PAL level. The reviewing authority shall specify
a reduced PAL level(s) (in fons/yr) in the PAL permit to become effective on the future compliance
date(s) of any applicable Federal or State regulatory requirement(s) that the reviewing authority is
aware of prior to issuance of the PAL permit. For instance, if the source owner or operator will be
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required 1o reduce emissions from industrial boilers in half from baseline emissions of 60 ppm
NOx to a new rule limit of 30 ppm, then the permit shall contain a future effective PAL level that is

equal to the current PAL level reduced by half of the original baseline emissions of such unit(s).

(aa){6)(ii) For newly constructed units (which do not include modifications to existing units) on
which actual construction began after the 24-month period, in lieu of adding the baseline actual
emissions as specified in paragraph (aa)(6)(i) of this section, the emissions must be added to the
PAL level in an amount equal to the potential to emit of the units.

{aa)(7) Contents of the PAL permit. The PAL permit must contain, at a minimum, the information
in paragraphs (aa)(7)(i) through (x} of this section.

{aa}{7)(i) The PAL pollutant and the applicable source-wide emission limitation in tons per year.
{aa)(7)(il) The PAL permit effective date and the expiration date of the PAL (PAL effective period).

{aa){(7)(ii) Specification in the PAL permit that if a major stationary source owner or operator
applies to renew a PAL in accordance with paragraph (aa){(10) of this section before the end of the
PAL effective period, then the PAL shall not expire at the end of the PAL effective period. it shall
remain in effect until a revised PAL permit is issued by a reviewing authority.

(aa)(7)(iv) A requirement that emission calculations for compliance purposes must include
emissions from startups, shutdowns, and malfunctions.

{aa)(7)(v) A requirement that, once the PAL expires, the major stationary source is subject to the
requirements of paragraph (aa)(9) of this section.

{aa)(7)(vi) The calculation procedures that the major stationary source owner or operator shall use
to convert the monitoring system data to monthly emissions and annual emissions based on a 12-
month rolling total as required by paragraph (aa)(13)(i) of this section.

(aa)(7)(vii) A requirement that the major stationary source owner or operator monitor all emissions
units in accardance with the provisions under paragraph (aa)(12) of this section.

{aa)(7){viii) A requirement to retain the records required under paragraph (aa){13) of this section
on site. Such records may be retained in an electronic format.

{(aa)(7)(ix) A requirement to submit the reports required under paragraph (aa){14) of this section by
the required deadlines.

(aa){7)(x) Any other requirements that the Administrator deems necessary to implement and
enforce the PAL.

{(aa)(8) PAL effective period and reopening of the PAL permil. The requirements in paragraphs
(aa)(8)(i) and (i) of this section apply to actuals PALs.

(aa)(8)(i) PAL effective period. The Administrator shall specify a PAL effective period of 10 years.
{aa}(8)(ii) Reopening of the PAL permit.
{aa)(8){(ii}(a) During the PAL effective period, the Administrator must reopen the PAL permit to:

{aa)(8)(ii){a)(7) Correct typographical/calculation errors made in setting the PAL or reflect a more
accurate determination of emissions used to establish the PAL;
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{aa){8)(ii){a)(2) Reduce the PAL if the owner or operator of the major stationary source creates
creditable emissions reductions for use as offsets under 821,185z 3} of this chapter; and

{aa){8)(ii){(a)(3) Revise the PAL to refiect an increase in the PAL as provided under paragraph
{aa)(11) of this section.

{aa)(B){ii)(b) The Administrator shall have discretion to reopen the PAL permit for the following:

{aa)(B)ii}{b}( 1) Reduce the PAL to reflect newly applicable Federal requirements (for example,
NSPS) with compliance dates after the PAL effective date;

(aa)}{8Xii}{b)}(2) Reduce the PAL consistent with any other requirement, that is enforceabie as a
practical matter, and that the State may impose on the major stationary source under the State
Implementation Plan; and

{aa){8)(il){b)(3) Reduce the PAL if the reviewing authority determines that a reduction is necessary
to avoid causing or contributing to a NAAQS or PSD increment violation, or to an adverse impact
on an air quality related value that has been identified for a Federal Class | area by a Federal Land
Manager and for which information is available to the general public.

{aa)(8){ii){c) Except for the permit reopening in paragraph (aa)(8)(ii)(a)(7) of this section for the
correction of typographical/calculation errors that do not increase the PAL level, all other
reopenings shall be carried out in accordance with the public participation requirements of
paragraph (aa)(5) of this section.

{aa)(9) Expiration of a PAL. Any PAL that is not renewed in accordance with the procedures in
paragraph (aa)(10) of this section shall expire at the end of the PAL effective pericd, and the
requirements in paragraphs {aa)(9)(i) through (v) of this section shall apply.

{aa)(9)(i) Each emissions unit (or each group of emissions units) that existed under the PAL shall
comply with an allowable emission limitation under a revised permit established according to the
procedures in paragraphs (aa)(9)(i)(a) and {b) of this section.

{aa)(9){i}{a) Within the time frame specified for PAL renewals in paragraph (aa)(10)(ii) of this
section, the major stationary source shall submit a proposed allowable emission limitation for each
emissions unit (or each group of emissions units, if such a distribution is more appropriate as
decided by the Administrator) by distributing the PAL allowable emissions for the major stationary
source among each of the emissions units that existed under the PAL. If the PAL had not yet been
adjusted for an applicable requirement that became effective during the PAL effective period, as
required under paragraph (aa){10){v) of this section, such distribution shall be made as if the PAL
had been adjusted.

{(aa)(9)(i){b) The Administrator shall decide whether and how the PAL allowable emissions will be
distributed and issue a revised permit incorporating allowable limits for each emissions unit, or
each group of emissions units, as the Administrator determines is appropriate.

(aa}{9)(ii) Each emissions unit(s) shall comply with the allowable emission limitation on a 12-
month rolling basis. The Administrator may approve the use of monitoring systems (source testing,
emission factors, etc.) other than CEMS, CERMS, PEMS, or CPMS to demonsirate compliance
with the allowable emission limitation.

(aa){9)(iii) Until the Administrator issues the revised permit incorporating allowable limits for each
emissions unit, or each group of emissions units, as required under paragraph (aa)(9)(i}{(b) of this
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section, the source shall continue {o comply with a source-wide, multi-unit emissions ap

equivalent to the level of the PAL emission limitation.

(aa){9)(iv) Any physical change or change in the method of operalion at the major stationary
source will be subject {o major NSR requirements if such change meets the definition of major
modification in paragraph {b)(2) of this section.

{aa)(8)}{v) The major stationary source owner or operator shall continue to comply with any State
or Federal applicable requirements (BACT, RACT, NSPS, etc.) that may have applied either
during the PAL effective period or prior {o the PAL effective period except for those emission
limitations that had been established pursuant to paragraph (r){4) of this section, but were
eliminated by the PAL in accordance with the provisions in paragraph (aa){(1){ii)(c) of this section.

(a=a)(10) Renewal of a PAL.

{aa){10)(i) The Administrator shall follow the procedures specified in paragraph {(aa)(5) of this
section in approving any request to renew a PAL for a major stationary source, and shall provide
both the proposed PAL level and a written rationale for the proposed PAL level {o the public for
review and comment. During such public review, any person may propose a PAL level for the
source for consideration by the Administrator.

{aa)(10)(ii) Application deadfine. A major stationary scurce owner or operator shall submit a timely
application to the Administrator {o request renewal of a PAL. A timely application is one that is
submitted at least 6 months prior to, but not earlier than 18 months from, the date of permit
expiration. This deadline for application submittal is to ensure that the permit will not expire before
the permit is renewed. If the owner or operator of a major stationary source submits a complete
application to renew the PAL within this time period, then the PAL shall continue to be effective
until the revised permit with the renewed PAL is issued.

(aa)(10)(iii} Application requirements. The application to renew a PAL permit shall contain the
information required in paragraphs (aa)(10)(iii}(a) through (d) of this section.

(aa)(10){iii}{a) The information required in paragraphs {aa)(3){i} through (iii) of this section.
{aa){10){iii}{b) A proposed PAL level.

(aa)(10)iii}{c) The sum of the potential to emit of all emissions units under the PAL (with
supporting documentation).

{aa)(10)(iii){d) Any other information the owner or operator wishes the Administrator to consider in
determining the appropriate level for renewing the PAL.

(aa){10)(iv) PAL adjustment. In determining whether and how to adjust the PAL, the Administrator
shall consider the options outlined in paragraphs (aa)(10)(iv)(a) and (b) of this section. However, in
no case may any such adjustment fail to comply with paragraph (aa)(10)(iv)(c) of this section.

(aa){(10)(iv)(a) If the emissions level calculated in accordance with paragraph (aa){6) of this
section is equal 1o or greater than 80 percent of the PAL level, the Administrator may renew the
PAL at the same level without considering the factors set forth in paragraph (aa){(10)(iv)(b} of this
section; or

(aa}(10)(iv)(b) The Administrator may set the PAL at a level that he or she determines to be more
representative of the source's baseline actual emissions, or that he or she determines to be more
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growth in the area, desire to reward or encourage the source's voluntary emissions reductions, or
other factors as specifically identified by the Administrator in his or her written rationale.

{aa)}(10){iv)(c) Notwithstanding paragraphs (aa){10)(iv){a) and (b) of this section:

{(aa)}{10){iv)}{c){7) If the potential to emit of the major stationary source is less than the PAL, the
Administrator shall adjust the PAL to a level no greater than the potential to emit of the source;
and

{aa){10){(iv){c}{2) The Administrator shall not approve a renewed PAL level higher than the current
PAL, unless the major stationary source has complied with the provisions of paragraph (aa)(11) of
this section (increasing a PAL).

{aa}{(10)(v) if the compliance date for a State or Federal requirement that applies to the PAL
source occurs during the PAL effective period, and if the Administrator has not already adjusted
for such requirement, the PAL shall be adjusted at the time of PAL permit renewal or title V permit
renewal, whichever occurs first.

{aa)(11) Increasing a PAL during the PAL effective period.

{aa)(11)(i) The Administrator may increase a PAL emission fimitation only if the major stationary
source complies with the provisions in paragraphs {aa)(11}{i)}(a) through (d) of this section.

{aa)(11){i)}(2) The owner or operator of the major stationary source shall submit a complete
application to request an increase in the PAL limit for a PAL major modification. Such application
shall identify the emissions unit(s) contributing fo the increase in emissions so as to cause the
major stationary source’s emissions to equal or exceed its PAL.

{aa)(11){i}(b) As part of this application, the major stationary source owner or operator shall
demonstrate that the sum of the baseline actual emissions of the small emissions units, plus the
sum of the baseline actual emissions of the significant and major emissions units assuming
application of BACT equivalent controls, plus the sum of the allowable emissions of the new or
modified emissions unit(s) exceeds the PAL. The level of control that would result from BACT
equivalent controls on each significant or major emissions unit shall be determined by conducting
a new BACT analysis at the time the application is submitted, unless the emissions unit is
currently required to comply with a BACT or LAER requirement that was established within the
preceding 10 years. In such a case, the assumed control level for that emissions unit shall be
equal to the level of BACT or LAER with which that emissions unit must currently comply.

{(aa)(11){i)(c) The owner or operator obtains a major NSR permit for all emissions unif(s) identified
in paragraph (aa)(11){i}{(a) of this section, regardiess of the magnitude of the emissions increase
resulting from them (that is, no significant levels apply). These emissions unit{s) shall comply with
any emissions requirements resulting from the major NSR process (for example, BACT), even
though they have also become subject to the PAL or continue to be subject to the PAL.

{aa){11)}(i}{d) The PAL permit shall require that the increased PAL level shall be effective on the
day any emissions unit that is part of the PAL major modification becomes operational and begins
to emit the PAL pollutant.

{aa)(11)(ii) The Administrator shall calculate the new PAL as the sum of the allowable emissions
for each modified or new emissions unit, plus the sum of the baseline actual emissions of the
significant and major emissions units (assuming application of BACT equivalent controls as
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emissions of the small emissions units.

{aa){11)(iil) The PAL permit shall be revised to reflect the increased PAL level pursuant to the
public notice requirements of paragraph {aa)(5) of this section.

(aa){12) Monitoring requirements for PALs. (i) General requirements. (&) Each PAL permit must
contain enforceable requirements for the monitoring system that accurately determines plantwide
emissions of the PAL pollutant in terms of mass per unit of time. Any monitoring system
authaorized for use in the PAL permit must be based on sound science and meet generally
acceptable scientific procedures for data quality and manipulation. Additionally, the information
generated by such system must meet minimum legal requirements for admissibility in a judicial
proceeding to enforce the PAL permit.

{(aa){12){i}{b) The PAL monitoring system must employ one or more of the four general monitoring

approaches meeting the minimum requirements set forth in paragraphs {aa)(12)ii){a) through (d)
of this section and must be approved by the Administrator.

{a2){12)(i)(c) Notwithstanding paragraph (aa){12)(i}(b) of this section, you may also employ an
alternative monitoring approach that meets paragraph (aa){12)(i){&) of this section if approved by
the Administrator.

{aa){12){i}{d) Failure to use a monitoring systern that meets the requirements of this section
renders the PAL invalid.

{(aa)(12){ii) Minimum performance requirements for approved monitoring approaches. The
following are acceptable general monitoring approaches when conducted in accordance with the
minimum requirements in paragraphs (aa)(12)(iii) through (ix) of this section:

(aa)(12)(ii}(2) Mass balance calculations for activities using coatings or solvents;
(aa)(12)(ii)(b) CEMS;

(aa)(12){ii)(c) CPMS or PEMS; and

{(aa){12}{ii)(d) Emission factors.

(aa)(12)(iii) Mass balance calculations. An owner or operator using mass balance calculations to

monitor PAL pollutant emissions from aclivities using coating or solvents shall meet the following
requirements:;

(aa)(12){iii)}(a) Provide a demonstrated means of validating the published content of the PAL
poliutant that is contained in or created by all materials used in or at the smissions unit;

(aa){(12)(iii)(b) Assume that the emissions unit emits all of the PAL pollutant that is contained in or
created by any raw material or fuel used in or at the emissions unit, if it cannot otherwise be
accounted for in the process; and

(aa)(12){ili)(c) Where the vendor of a material or fuel, which is used in or at the emissions unit,
publishes a range of pollutant content from such material, the owner or operator must use the
highest value of the range to calculate the PAL pollutant emissions unless the Administrator
determines there is site-specific data or a site-specific monitoring program to support another
content within the range.
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(aa)(12)(iv) CEMS. An owner or operator using CEMS to monitor PAL pollutant emiSeiors Shall

meet the following requirements:

(aa}(1 2){iv)(a) CEMS must comply with applicable Performance Specifications found in £0 CFR
part 80, appendixn B; and

(aa)(12){iv}(b) CEMS must sample, analyze and record data at least every 15 minutes while the
emissions unit is operating.

{aa){12){v) CPMS or PEMS. An owner or operator using CPMS or PEMS to monitor PAL poliutant
emissions shall meet the following requirements:

(2a}{12){v)(a) The CPMS or the PEMS must be based on current site-specific data demonstrating
a correlation between the monitored parameter(s) and the PAL pollutant emissions across the
range of operation of the emissions unit; and

(aa){12){v)}{b) Each CPMS or PEMS must sample, analyze, and record data at least every 15
minutes, or at another less frequent intervai approved by the Administrator, while the emissions
unit is operating.

(aa)(12){vi) Emission factors. An cwner or operator using emission factors to monitor PAL
poliutant emissions shall meet the following requirements:

{aa){12){vi)(a) All emission factors shall be adjusted, if appropriate, to account for the degree of
uncertainty or limitations in the factors’ development;

{aa)(12)(vi){b) The emissions unit shall operate within the designated range of use for the
emission factor, if applicable; and

{aa){12){vi)(c) If technically practicable, the owner or operator of a significant emissions unit that
relies on an emission factor {o calculate PAL poliutant emissions shall conduct validation testing to
determine a site-specific emission factor within 6 months of PAL permit issuance, unless the
Administrator determines that testing is not required.

{aa}{12){vii} A source owner or operator must record and report maximum potential emissions
without considering enforceable emission limitations or operational restrictions for an emissions
unit during any period of time that there is no monitoring data, unless another method for
determining emissions during such periods is specified in the PAL permit.

(aa)(12)(viii) Notwithstanding the requirements in paragraphs (aa)(12)(iii) through (vii) of this
section, where an owner or operator of an emissions unit cannot demonstrate a correlation
between the monitored parameter{s) and the PAL pollutant emissions rate at all operating points
of the emissions unit, the Administrator shall, at the time of permit issuance:

{aa)(12)(viii){a) Establish default value(s) for determining compliance with the PAL based on the
highest potential emissions reasonably estimated at such operating point(s}; or

{aa)(12){vili)}(b) Determine that operation of the emissions unit during operating conditions when
there is no correlation between monitored parameter({s) and the PAL pollutant emissions is a
violation of the PAL.

(aa){12){ix) Re-validation. All data used 1o establish the PAL pollutant must be re-validated
through performance festing or other scientifically valid means approved by the Administrator.
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Such testing must occur at least once every 5 years after issuance of the PAL,  "29% %9 0182

{3a)(13) Recordkeeping requirements. (i) The PAL permit shall require an owner or operator to
retain a copy of all records necessary to determine compliance with any requirement of paragraph
{aa) of this section and of the PAL, including a determination of each emissions unit's 12-month
rolling total emissions, for 5 years from the date of such record.

(aa)(13){ii) The PAL permit shall require an owner or operator to retain a copy of the following
records for the duration of the PAL effective period plus 5 years:

{aa)}{13){ii)(a) A copy of the PAL permit application and any applications for revisions to the PAL;
and

{aa)(13){ii)(b) Each annual certification of compliance pursuant fo titte V and the data relied on in
certifying the compliance.

{aa)(14) Reporting and notlification requirermnents. The owner or operator shall submit semi-annual
monitoring reports and prompt deviation reports to the Administrator in accordance with the
applicable title V operating permit program. The reporis shall meet the requirements in paragraphs
{(aa)(14)(i) through (ii{) of this section.

{(2a)(14){i) Semi-annual report. The semi-annual report shall be submitted to the Administrator
within 30 days of the end of each reporting period. This report shall contain the information
required in paragraphs (aa)(14)(i}(a) through (g) of this section.

{aa)(14){i}{a) The identification of owner and operator and the permit number.

{aa)(14)(i)(b) Total annual emissions {tons/year) based on a 12-month rolling total for each month
in the reporting period recorded pursuant to paragraph (aa)(13)(i) of this section.

{aa)(14)(i)(c) All data relied upon, including, but not limited to, any Quality Assurance or Quality
Control data, in calculating the monthly and annual PAL pollutant emissions.

{(aa)(14)(iX(d) A list of any emissions units modified or added to the major stationary source during
the preceding 8-month period.

{aa)(14)(i}(e) The number, duration, and cause of any deviations or monitoring matfunctions {other
than the time associated with zero and span calibration checks), and any corrective action taken.

(aa){14){i)(f) A notification of a shutdown of any monitoring system, whether the shutdown was
permanent or temporary, the reason for the shutdown, the anticipated date that the monitoring
system will be fully operational or replaced with another monitoring system, and whether the
emissions unit monitored by the monitoring system continued o operate, and the calculation of the
emissions of the pollutant or the number determined by method included in the permit, as provided
by (aa){12){vii).

{aa)(14)(i)(g) A signed statement by the responsible official (as defined by the applicable fitle V

operating permit program) certifying the truth, accuracy, and completeness of the information
provided in the report.

{aa){14)(ii) Deviation report. The major stationary source owner or operator shall promptly submit
reports of any deviations or exceedance of the PAL requirements, including periods where no
monitoring is available. A report submitted pursuant to §70.6{(a)(3)(iii}{B) of this chapter shall
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satisfy this reporting requirement. The deviation reports shall be submitled within tHEHBL TiRits
prescribed by the applicable program implementing §70.6(a)(3)(iii)(B) of this chapter. The reports

shall contain the following information:

(aa){14)(il){(a) The identification of owner and operator and the permit number;
(aa}{14)(ii}(b) The PAL requirement that experienced the deviation or that was exceeded;
(aa)(14){ii}{c) Emissions resulting from the deviation or the exceedance; and

{aa){14){(ii)}{0) A signed statement by the responsible official (as defined by the applicable title V

operating permit program) certifying the truth, accuracy, and completeness of the information
provided in the report.

(aa)(14)(iii) Re-validation results. The owner or operator shall submit fo the Administrator the
resuits of any re-validation test or method within 3 months afier completion of such test or method.

{(aa)(15) Transition requirements.

(aa){15)(i) The Administrator may not issue a PAL that does not comply with the requirements in
paragraphs (aa)(1) through (15) of this section after March 3, 2003.

(aa){15)(it) The Administrator may supersede any PAL that was established prior to March 3, 2003
with a PAL that complies with the requirements of paragraphs (aa){1) through (15) of this section.

(bb) If any provision of this section, or the application of such provision {0 any person or
circumstance, is held invalid, the remainder of this section, or the application of such provision to
persons or circumstances other than those as to which it is held invalid, shall not be affected
thereby.

{cc) Without regard to other considerations, routine maintenance, repair and replacement
includes, but is not limited to, the replacement of any component of a process unit with an identical
or functionally equivalent compoenent(s), and maintenance and repair activities that are part of the
replacement activity, provided that all of the requirements in paragraphs (cc)(1) through (3) of this
section are met.

(ce)(1) Capital cost threshold for equipment replacement. (i) For an electric utility steam
generating unit, as defined in §52.21{b3(31}, the fixed capital cost of the replacement
component(s) plus the cost of any associated maintenance and repair activities that are part of the
replacement shall not exceed 20 percent of the replacement value of the process unit, at the time
the equipment is replaced. For a process unit that is not an electric utility steam generating unit
the fixed capital cost of the replacement component(s) plus the cost of any associated
maintenance and repair activities that are part of the replacement shall not exceed 20 percent of
the replacement value of the process unit, at the time the equipment is replaced.

{ce){1)(ii) in determining the replacement value of the process unit; and, except as otherwise
allowed under paragraph (cc)(1)(iii) of this section, the owner or operator shall determine the
replacement value of the process unit on an estimate of the fixed capital cost of constructing a
new process unit, or on the current appraised value of the process unit.

(ce){1)(iii) As an alternative to paragraph (cc){1){ii) of this section for determining the replacement
value of a process unit, an owner or cperator may choose to use insurance value (where the
insurance value covers only complete replacement), investment value adjusted for inflation, or
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another accounting procedure if such procedure is based on Generally Accepted A%??&?ﬁﬁﬁsgz
Principles, provided that the owner or operator sends a notice to the reviewing authaority. The first
time that an owner or operator submits such a notice for a particular process unit, the notice may
be submitted at any time, but any subsequent notice for that process unit may be submitted only at
the beginning of the process unit's fiscal year. Unless the owner or operator submits a notice to
the reviewing authority, then paragraph (cc)(1)(ii) of this section will be used to establish the
replacement value of the process unit. Once the owner or operator submits a notice to use an
alternative accounting procedure, the owner or operator must continue o use that procedure for
the entire fiscal year for that process unit. In subsequent fiscal years, the owner or operator must
continue {o use this selected procedure unless and until the owner or operator sends another
notice to the reviewing authority selecting another procedure consistent with this paragraph or
paragraph {cc){(1)(ii) of this section at the beginning of such fiscal year.

{ce)(2) Basic design parameters. The replacement does not change the basic design parameter(s)
of the process unit to which the activity pertains.

(cc){2)(i) Except as provided in paragraph (cc)(2)(iii) of this section, for a process unit at a steam
electric generating facility, the owner or operator may select as its basic design parameters either
maximum hourly heat input and maximum hourly fuel consumption rate or maximum hourly
electric output rate and maximum steam flow rate. When establishing fuel consumption
specifications in terms of weight or volume, the minimum fuel quality based on British Thermal
Units content shall be used for determining the basic design parameter(s) for a coal-fired electric
utility steam generating unit.

{cc)(2)(ii) Except as provided in paragraph {cc)(2)(jii) of this section, the basic design parameter(s)
for any process unit that is not at a steam electric generating facility are maximum rate of fuel or
heat input, maximum rate of material input, or maximum rate of product output. Combustion
process units will typically use maximum rate of fuel input. For sources having multiple end
products and raw materials, the owner or operator should consider the primary product or primary
raw material when selecting a basic design parameter.

{cc)(2)(iii) If the owner or operator believes the basic design parameter(s) in paragraphs (cc)(2)(i)
and (ii) of this section is not appropriate for a specific industry or type of process unit, the owner or
operator may propose to the reviewing authority an alternative basic design parameter(s) for the
source's process unit(s). If the reviewing authority approves of the use of an alternative basic
design parameter(s), the reviewing authority shall issue a permit that is legally enforceable that
records such basic design parameter(s) and requires the owner or operator to comply with such
parameter(s).

(cc)(2)(iv) The owner or operator shall use credibie information, such as results of historic
maximum capability tests, design information from the manufacturer, or engineering calculations,
in establishing the magnitude of the basic design parameter(s) specified in paragraphs (cc){(2)(i)
and (ii) of this section.

{ccH2){v) If design information is not available for a process unit, then the owner or operator shall
determine the process unit's basic design parameter(s) using the maximum value achieved by the
process unit in the five-year period immediately preceding the planned activity.

{ce}{2)(vi) Efficiency of a process unit is not a basic design parameter.

{cc)(3) The replacement activity shail not cause the process unit to exceed any emission
limitation, or operational limitation that has the effect of constraining emissions, that applies to the
process unit and that is legally enforceable.
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Note to paragraph {cc): By a court order on December 24, 2003, this paragraph {c¢) is stayed
indefinitely. The stayed provisions will become effective immediately if the court terminates the
stay. At that time, EPA will publish a document in the Federal Register advising the public of the
termination of the stay.

{43 FR 26403, June 19, 1978, as amended at 44 FR 27571, May 10, 1979; 45 FR 52735, Aug. 7,
1980; 47 FR 27561, June 25, 1982; 48 FR 43209, Oct. 28, 1984; 50 FR 28550, July 12, 1985; 51
FR 40875, 40677, Nov. 7, 1986; 52 FR 24714, July 1, 1987; 52 FR 26401, July 14, 1987; 53 FR
396, Jan. 6, 1988; 53 FR 40671, Ocl. 17, 1988; 54 FR 27285, 27300 June 28, 1989; 56 FR 5508,
Feb. 11, 1991; 57 FR 3946, Feb. 3, 1992; 57 FR 32336; July 21, 1992; 58 FR 31622, June 3,
1993; 58 FR 38816, July 20, 1983; 58 FR 34369, June 25,1993; 60 FR 40465, Aug. 9, 1995; 61
FR 9905, Mar. 12, 1996, 61 FR 41838, Aug. 12, 1996; 67 FR 80186, Dec. 31, 2002; 68 FR 61248,
Oct. 27, 2003; 68 FR 63021, Nov. 7, 2003; 69 FR 40274, July 1, 2004; 70 FR 36036, June 22,
2005; 70 FR 71612, Nov. 28, 2005]
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Pagelofl

Kentucky Power Company

REQUEST

Refer to Exhibit 3 of the Application. In Kentucky Power's two previous environmental
compliance plan amendment and surcharge modification proceedings, Case Nos. 2002-00169
and 2005-00068, the Commission approved an Environmental Surcharge ("ES") Tariff for
service rendered on and after a specific date. In light of those previous Commission decisions,
explain why Kentucky Power proposes that the changes to its ES Tariff should become effective
with bills rendered on and after a specific date.

RESPONSE

When a tariff is approved for service rendered on and after a specific date requires the utility to
estimate the customer's usage between the last billing date and the tariff's effective date. When a
tariff is effective with bills rendered on and after a specific date eliminates any required
estimation. The Company believes billings, which reduce the level of estimation, are more
accurate.

WITNESS: Errol K Wagner






KPSC Case No. 2006-00307
Commission Staff First Set
Order Dated August 24, 2006
Item No. 11

Page 1 of 1

Kentucky Power Company

REQUEST

Refer to the Direct Testimony of Errol K Wagner ("Wagner Testimony"), page 12, and Exhibit
EKW-1. In discussing the impact of the proposed amendment to the environmental compliance
plan and amendment to the environmental surcharge, Mr. Wagner notes that retirements
associated with some of the projects have not been included in the calculations due to the fact
Kentucky Power has not estimated or forecasted the associated retirements.

a. Using a copy of Exhibit EKW-1, indicate the projects that are expected or can be reasonably
expected to have retirements associate with the project.

b. When would Kentucky Power or AEP be estimating or forecasting the costs of any existing
plant retired as a result of the proposed projects? Explain the response.

RESPONSE

a. Any project that has an amount in the "Removal" column on the Project Approval Requisition
(CI) is expected or can be reasonably expected to have retirements associated with the project.
The Projects listed on Exhibit EKW-1 only the Mitchell Impoundment has an amout of $200,000
in the "Removal" column. The Company expects, based on past experience, other projects will
have some retirements associated with these projects. However, at this time that information is
unknown.

b. The Company does not typically forecast the specific cost of existing plant to be retired prior

to the recording of the actual retirement. The actual retirement is recorded when a project is
placed into service.

WITNESS: Errol K Wagner
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Kentucky Power Company

REQUEST

Refer to the Wagner Testimony, Exhibit EKW-1. For each project listed on this exhibit, provide
documentation supporting the amounts reported as the "Cost of Environmental Facilities".

RESPONSE

Please see the Company's response to Item No. 4 part b for supporting documentation.

Please note on Exhibit EKW-1, Lines 1 through 8, Amos Unit No. 3, the individual amounts
reflected in column 9 are different than the amounts listed on the OPCo CI AMO0O3FGDO page 3
of 6. However, the difference between the total amount shown on the CI is only $6,000 from the
total amount shown on Exhibit EKW-1 for Lines 1 through 8 ($389,820 - ($9,962 + $62,246)).
This correction has no effect on the annual revenue requirement of Kentucky Power Company.

Attached is a revised EKW-1 showing the following revisions:

Line 41, Mitchell Unit Nos. 1 and 2, Impoundment, the amount of $9,844 should read
$9,644. The removal costs on the CI should not have been included on the original Exhibit
EKW-1.

Lines 47 and 48, Rockport Units 1 and 2, Landfill, the original amount of $2,500,000 was
picked up in error the correct amount should have been $499 for each unit.

Line 50, Tanners Creek Common should have read Tanners Creek Unit No. 4.

Attached is a Revised copy of Exhibit EKW-1 showing the above three changes (See Pages 2
through 4 attached).

None of the above changes change the $2.67 "Effect on Wgt. Ave. Rate" shown on Exhibit
EKW-4, line 12.

Also, attached is reconciliation showing the source of the amounts shown on Exhibit EKW-1
(See Pages 5 through 8 attached).

WITNESS: Errol K Wagner



Ln.
No

)

W N -

&8 4

TS0 ~N®

13
14
15
16

17
18
19
20
21

22

Generating
Unit
@)

Amos Unit No. 3
Amos Unit No. 3
Amos Unit No. 3

Amos Unit No. 3
Amos Unit No. 3

Amos Unit No. 3

Amos Unit No. 3

Amos Unit No. 3

Amos UnitNos. 1,2 &3
Amos Unit No. 3
Sub-Total

Cardinal Unit No.
Cardinal Unit No.
Cardinal Unit No.
Cardinal Unit No.
Cardinal Unit No.

[ NP S S S

Cardinal Unit No.
Cardinal Unit No.
Cardinal Unit No.
Cardinal Unit No.
Sub-Total

. N T -

Gavin Units Nos 1 & 2

Description of
Environmental
Facilities

(3)

FGD
Balance Draft Conversion
Controls Modernization

Steam Generator Modifications
S0O3 Mitigation

FGD Purge Steam Water
Treatment System

Plant Common Equipment

Coal Blending Station
Landfill

Precip Modification

FGD
Controls Modernization
Boiler Modification
Balance Draft Conversion
FD Fan Modification
FGD Purge Stream Water
Treatment System
S03 Mitigation
Catalyst Replacement
Landfill

S0O3 Mitigation

Kentucky Power Company
AEP Pool Surplus Companies

Net Investment In

Environmental Facilities
in Thousand of Dollars

Cost of Less Cost
In-Service Environmental of
Date Facilities Original
4) () (6)
4Q-07 $346,121 $0
4Q-07 $39,923 $0
4Q-07 $14,141 30
4Q-07 $6.,091 $0
4Q-07 $14,066 $0
4Q-07 $9,400 $0
4Q-07 $90,797 $0
4Q-07 $5,740 $0
4Q-07 $33,263 $0
4Q-07 $93,365 30
$652,807 $0
4Q-07 $216,748 $0
4Q-07 $5,930 $0
4Q-07 $6,971 $0
4Q-07 $30,530 30
4Q-07 $1,763
4Q-07 $12,821 $0
4Q-07 $7,292 $0
4Q-07 $3,606 $0
2Q-08 $15,703 $0
$301,364 $0
4Q-06 $9,997 $0
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Page 2 of 8

Exhibit EKW-1
Page 1 of 3
Revised Sept. 08, 2006

OPCo
or OPCo's 1&M's
&M Envir. Envir.
Percentage Invest. Invest.
(7) (8) 9
66.67% $230,779
66.67% $26,613
66.67% $9,448
66.67% $4,081
66.67% $9,398
66.67% $6,287
29.89% $27,159
66.67% $3,847
29.89% $9,962
66.67% $62,246
$389,820
100.00% $216,748
100.00% $5,930
100.00% $6,971
100.00% $30,530
100.00% $1.763
100.00% $12,821
100.00% $7,292
100.00% $3,606
100.00% $15,703
$301,364
100.00% $9,097



23
24
25
26

27
28

29
30
3

32
33
34
35

36
37

38
39
40

Generating

Unit

)

Mitchell Unit No.
Mitchell Unit No.
Mitchell Unit No.
Mitchell Unit No.

Mitchell Unit No.
Mitchell Unit No.

JUL NN, S S §

Mitchell Unit No. 1

Mitchell Unit No.
Sub-Total

Mitchell Unit No.
Mitchell Unit No.
Mitchell Unit No.
Mitchell Unit No.

Mitchell Unit No.
Mitchell Unit No.

Mitchell Unit No.
Mitchell Unit No.
Sub-Total

NN N

NN

NN

Description of
Environmental

3

FGD
SCR
Balance Draft Conversion
Controis Modernization

Steam Generator Modifications
SO3 Mitigation
FGD Purge Stream Woater
Treatment System
Coal Blending Station

FGD
SCR
Balance Draft Conversion
Controls Modernization

Steam Generator Modifications
S03 Mitigation
FGD Purge Stream Water
Treatmen{ System
Coal Blending Station

Kentucky Power Company
AEP Pool Surplus Companies

Net Investment In

Environmental Facilities
in Thousand of Dollars

In-Service

Date

(4)

2Q-07
2Q-07
2Q-07
2Q-07

2Q-07
2Q-07

2Q-07
2Q-07

4Q-06
2Q-07
2Q-07
2Q-07

2Q-07
2Q-07

2Q-07
2Q-07
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Exhibit EKW-1
Page 2 of 3
Revised Sept. 08, 2006

OPCo

Cost of Less Cost or OPCo's 1&M's

Environmental of &M Envir. Envir.

Facilities Original Percentage Invest, Invest.

(5) (6) (7) (8) (9)

$242,906 $0 100.00% $242,906
$133,771 $0 100.00% $133,771
$24,431 $0 100.00% $24,431
$3,026 $0 100.00% $3,026
$10,262 30 100.00% $10,262
$14,827 $0 100.00% $14,827
$11,624 $0 100.00% $11,624
$12,280 $0 100.00% $12,280
$453,127 30 $453,127
$236,154 $0 100.00% $236,154
$137,557 $0 100.00% $137,557
$24,431 $0 100.00% $24,431
$3,026 $0 100.00% $3,026
$10,262 $0 100.00% $10,262
$14,827 $0 100.00% $14,827
$11,624 30 100.00% $11,624
$12,280 $0 100.00% $12,280
$450,161 $0 $450,161




Ln.
No

(1
41
42
43

44
45

46

47

48
49

50

51

1/
2/
3/

Generating
Unit
2)
Mitchell Unit Nos 1 & 2
Mitchell Unit Nos 1 & 2
Mitcheli Unit Nos 1 & 2

Mitchell Unit Nos 1 & 2
Sub-Total

Sporn Unit Nos 2.4 &5
Rockport Unit No 1
Rockport Unit No 2
Sub-Total

Tanners Creek Unit No. 4

Total Net Investment

2/

Description of
Environmental
Facilities

(3)

Impoundment
Gypsum Material Handling
Gypsum Material Handling
Transformer Rectifier Set

Replacement

Landfil}

Landfill
Landfill

Coal Blending

* 1&M's Share of Rockport Plant in the AEP Pool

Rockport Unit No. 1 = 1&M 650 MW + AEGCo's 455MW (1105 MW / 1300 MW)
Rockport Unit No. 2 = 1&M's 650 MW + AEGCo's 196 MW (846 MW / 1300MW)

Cost of Removal was eliminated from the total capital costs.

Tanners Creek Common was changed fo Tanners Creek Unit No. 4.
The Amount of $2,500,000 as originally filed was picked up in error.

Kentucky Power Company
AEP Pool Surplus Companies

Net Investment In

Environmental Facilities
in Thousand of Dollars

In-Service

Date
(4)
4Q-06
1Q-07
4Q--06

4Q-06
4Q-08
4Q-08

4Q-08

2Q-06
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Exhibit EKW-1
Page 3 of 3
Revised Sept. 08, 2006

OPCo
Cost of Less Cost or OPCo's 1&M's
Environmental of 1 & M Envir. Envir.
Facilities Original Percentage Invest. invest,
() (6) (7) (8) 9)
$9,644 $0 100.00% $9,644
$33,228 $0 100.00% $33,228
$13,123 $0 100.00% $13,123
$8,351 $0 100.00% $8,351
$64,346 $0 $64,346
$6,546 30 100.00% $6,546
$499 $0 85.00% * $424
$499 ¥ $0 65.08% * $325
$998 $0 $749
$90,637 $0 100.00% $90,637
$2.030,083 $0 $1,675,361 $91,386
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No.
O]
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©@~N D

10

11
12

13

14

15
16
17
18

19
20
21

Generating
Unit
@

Amos Unit No. 3
Associated Costs

Amos Unit No. 3

Amos Unit No. 3

Amos Unit No. 3

Amos Unit No. 3

Amos Unit No. 3
Amos Unit No. 3
Amos Unit No. 3
Total
Associated Costs
Total
Amos Unit 3 FGD Phase 3

Amos Unit Nos. 1,2 &3
Amos Unit No. 3
Total
Amos Plant

Cardinal Unit No. 1
Associated Costs
Cardinal Unit No. 1
Cardinal Unit No.
Cardinal Unit No.
Cardinal Unit No.

— wd d

Cardinal Unit No.
Cardinal Unit No.
Cardinal Unit No.

ok
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Kentucky Power Company
AEP Pool Surplus Companies
Net Investment in Page 1 of 4
Environmental Facilities
Cost of
Cosf of Environmental
Cost of Environmental Facilities
Cost of Environmental Facilities Exhibit EWK-1
Description of In Environmental Facilities per (Revised
Environmental Service Facilities per Long Project Eng. Total Sept. 08, 2006} Difference
Facilities Date per Cl Range Plan Estimate {C5+C6 +CT7) (Columns 8 & 9) (C9-C8)
(3) 4 &) (6) N (8) 9 (10)
FGD 4Q-07 $230,862,650 $230,862,650 $230,779,000 ($83,650)
Balance Draft Conversion 4Q-07 $26,628,748 $26,628,748 $26,613,000 ($15,748)
Controls Modernization 4Q-07 $9,431,870 $9,431,870 $9,448,000 $16,130
Steam Generator Modifications 4Q-07 $4,062,864 $4,062,864 $4,081,000 $18,136
S0O3 Mitigation 4Q-07 $9,382,118 $9,382,118 $9,398,000 $15,882
FGD Purge Steam Water
Treatment System 4Q-07 $6,269,803 $6,269,803 $6,287,000 $17,197
Plant Common Equipment 4Q-07 $27,139,275 $27,139,275 $27,159,000 $19,725
Coal Blending Station 4Q-07 $3,828,581 $3,828,581 $3,847,000 $18,419
$86,743,259 $86,743,259 $86,833,000 $89,741
$317,605,809 $317,605,909 $317,612,000 $6,091
Landfill 4Q-07 $33,262,602 $9,942,192 1/ $9,962,000 $19,808
Precip Modification 4Q-07 $13,364,807 $80,000,000 $62,246,317 2/ $62,246,000 ($317)
$330,970,716 $33,262,602 $80,000,000 $389,794.418 $389,820,000 $25,582
FGD 4Q-07 $216,748,420 $216,748,420 $216,748,000 ($420)
Controls Modernization 4Q-07 $5,930,000
Boiler Modification 4Q-07 $6,971,000
Balance Draft Conversion 4Q-07 $30,530,000
FD Fan Modification 4Q-07 $1,763,000
FGD Purge Steam Water
Treatment System 4Q-07 $12,821,000
SO3 Mitigation 4Q-07 $7.292,000
Catalyst Replacement 4Q-07 $3,606,000




Ln.
No.
N
22

23

24

25

26

27

28
29

30
3

33
34
35
36

37

38

Generating
Unit
2)

Total
Associated Costs
Total
Cardinal Unit 1 FGD Phase 3

Cardinal Unit No. 1
Total
Cardinal Plant Unit 1

Gavin Units Nos 1 & 2
Total
Gavin Plant Units 1 & 2

Mitchell Unit No. 1
Associated Costs
Mitchell Unit No. 1
Mitchell Unit No. 1
Mitchell Unit No. 1
Mitchell Unit No. 1

Mitchell Unit No. 1
Mitchell Unit No. 1
Total
Associated Costs
Total
Mitchell Unit 1 FGD Phase 3

Mitchell Unit No. 1
Total
Mitchell Plant Unit 1

Description of
Environmental
Eacilities
(3)

Landfill

S03 Mitigation

FGD

Balance Draft Conversion
Controls Modernization
Steam Generator Modifications
S0O3 Mitigation
FGD Purge Stream Water
Treatment System
Coal Blending Station

SCR

in
Service
Date
(4)

2Q-08

4Q-06

2Q-07

2Q-07
2Q-07
2Q-07
2Q-07

2Q-07
2Q-07

KPSC Case No. 2006-00307
Commission Staff 1 st Set Data Requests
Order Dated August 24, 2006

item No. 12
Page 6 of 8
Kentucky Power Company
AEP Pool Surplus Companies
Net Investment In Page 2 of 4
Environmental Facilities
Cost of
Costof Environmental
Cost of Environmental Facilities
Cost of Environmental Facilities Exhibit EWK-1
Environmental Facilities per (Revised
Facilities per Long Project Eng. Total Sept. 08, 2006) Difference
per Ci Range Plan Estimate (C5+CB+CT) {Columns 8 & 9) (C9-C8)
(5) (6) ) (8) )] {10)
$68,913,561 $68,913,561 $68,913,000 ($561)
$285,661,981 $285,661,981 $285,661,000 ($981)
$16,564,518 $15,703,417 $15,703,417 $15,703,000 {$417)
$16,564,518 $301,365,398 $301,365,398 $301,364,000 ($1,398)
$9,996,582 $9,996,582 $9,997,000 $418
$9,996,582 $9,996,582 $9,997,000 $418
$242,906,262 $242,906,262 $242,906,000 ($262)
$24,431,000
$3,026,000
$10,262,000
$14,827,000
$11,624,000
$12,280,000
$76,449,467 $76.449,467 3/ $76,450,000 $533
$319,355,729 $319,355,729 $319,356,000 $271
$133,771.424 $133,771,424 $133,771,000 ($424)

2Q-07

$453,127,153

$453,127 153

$453,127,000

($153)




Ln.
No.
M

46
47
48

49

50
51
52
53

54

55

56

Generating
Unit
(2)

Mitchell Unit No. 2
Associated Costs
Mitchell Unit No. 2
Mitchell Unit No. 2
Mitchell Unit No. 2
Mitchell Unit No. 2

Mitchell Unit No. 2
Mitchell Unit No. 2
Total
Associated Costs
Total
Mitchell Unit 2 FGD Phase 3

Mitchell Unit No. 2
Total
Mitchell Plant Unit 2

Mitchell Unit Nos 1 & 2
Mitchell Unit Nos 1 & 2
Mitchell UnitNos 1 & 2
Mitchell Unit Nos 1 & 2
Total
Mitchell Plant Units 1 & 2

Sporn Units Nos 2,4 & 5
Total
Gavin Plant Units 1 & 2

KPSC Case No. 2006-00307
Commission Staff 1 st Set Data Requests
Order Dated August 24, 2006

ltem No. 12
Page 7 of 8
Kentucky Power Company
AEP Pool Surplus Companies
Net Investment !n Page 3 of 4
Environmental Facilities
Cost of
Cost of Environmental
Cost of Environmental Facilities
Cost of Environmental Facilities Exhibit EWK-1
Description of in Environmental Facilities per (Revised
Environmental Service Facilities per Long Project Eng. Total Sept. 08, 2006) Difference
Facilities Date per Cl Range Plan Estimate (C5+C6+C7) {(Columns 8 & 9) (C9-C8)
3) (4) (5) 6 (7 8 ™ (10)
FGD 4Q-06 $236,154,132 $236,154,132 $236,154,000 ($132)
Balance Draft Conversion 2Q-07 $24,431,000
Controls Modernization 2Q-07 $3,026,000
Steam Generator Modifications 2Q-07 $10,262,000
SO3 Mitigation 2Q-07 $14,827,000
FGD Purge Stream Water
Treatment System 2Q-07 $11,624,000
Coal Blending Station 2Q-07 $12,280,000
$76,449,467 $76,449.467 3/ $76.450,000 $533
$312,603,599 $312,603.599 $312,604,000 $401
SCR 2Q-07 $137,556,793 $137,556,793 $137,5657,000 $207
$450,160,392 $450,160,392 $450,161,000 $608
Impoundment 4Q-06 $9.644,266 $9,644,266 $9.644,000 {$266)
Gypsum Material Handling 1Q-07 $33,227,523 $33,227,523 $33,228,000 $477
Gypsum Material Handling 4Q--06 $13,123,084 $13,123,084 $13,123,000 ($84)
Transformer Rectifier Set 4Q-06 $8,351,205 $8,351,205 $8.351,000 ($205)
$64,346,078 $64,346,078 $64,346,000 ($78)
Landfill 4Q-08 $6,546,032 $6,546,032 $6.546,000 ($32)
$6,546,032 $6,546,032 $6,546,000 ($32)




Ln.
No
4}

57
58

59

60

61

62

17

2/

3/

4/

Generating
Unit
(2

Rockport Unit No 1
Rockport Unit No 2
Total
Rockport Plant Units 1 & 2

Tanners Creek Unit 4
Total
Tanners Creek Plant

Total Net Investment

Per the Long Range Plan Page 3

Description of
Environmental
)

Landfill
Landfill

Coal Blending

In
Service
Date
@

4Q-08
4Q-08

2Q-06

KPSC Case No. 2006-00307
Commission Staff 1 st Set Data Requests
Order Dated August 24, 2006

Item No. 12
Page 8 of 8
Kentucky Power Company
AEP Pool Surplus Companies
r-\let lnvestment.lr'z ) Page 4 of 4
Environmental Facilities
Cost of
Cost of Environmentat
Cost of Environmental Facilities
Cost of Environmental Facilities Exhibit EWK-1
Environmental Facilities per (Revised
Facilities per Long Project Eng. Total Sept. 08, 2006) Difference
per Gl Range Plan Estimate (C5+C6+C7) {Calumns 8 & 9) {(C9-C8)
(5) ©®) 7 8) 9 (10)
$499,350 $424 448 4] $424,000 {$448)
$499,350 $324,977 4/ $325,000 $23
$998,700 $749.,425 $749,000 ($425)
$90,637.483 $90,637.483 $90,637,000 ($483)
$90,637,483 $90,637,483 $90,637.000 ($483)
$520,060,109 $1,237.915,545 $80,000.000 $1,766,722,961 $1,766,747,000 $24,039

Amos Landfill - $45,,352,841 - $12,090,239 (Year 2009) = $33,262,602 @ 29.89% = $9,942,192

Per Cis AMPOOO104 & AMPOQ0488 ($13,364,807) and Project Engineer’'s Estimate ($80,000,000)

Amos Unit 3 Precipitator Modifications - $13,364,807 + $80,000,000 = $93,364,807 @ 66.67% = $62,246,317

Per the Long Range Plan Page 4

Mitchell Units 1 & 2 Associated Costs - $152,898,934 / 2 = $76,449,467

Per Cis RKIMC0652 & RKAEG0852 - $998,700

Rockport Unit 1 Landfill - $998,700 / 2 = $499,350 @ 85.00% = $424,448
Rockport Unit 2 Landfill - $998,700/ 2 = $499,350 @ 65.08% = $324,977
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Page 1 of 25

Kentucky Power Company

REQUEST

Assume for purposes of this question that the Commission approves Kentucky Power's
amendment to its environmental compliance plan and modification to the surcharge mechanism
as proposed. Indicate what schedules Kentucky Power would propose to include with the
monthly environmental surcharge filing to document the additional environmental costs it was
permitted to recover from ratepayers.

RESPONSE

The Company envisions changes to the format of the following monthly environmental
schedules.

Schedule Reason for Modification
ES Form 3.10 Description on Line 17
ES Form 3.13 Removed 1997 Plan & 2003 Plan in
Heading
ES Form 3.14 Page 3 of 11 Added Lines 6,9, 12 & 14
ES Form 3.14 Page 4 of 11 Added Lines 4,7,10 & 12
ES Form 3.14 Page 7 of 11 Added Lines 4,7, 10, & 12

The net investment along with any associated O&M expenses associated with the facilities
included in the 2006 Plan would be included in all of the already existing environmental
schedules.
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Page 2 of 25

Below is a list of schedules and the associated Plants which the investment and any associated
O&M expenses would be included. Again some of these schedules were modified to
accommodate the associated environmental O&M expense.

Plant ES Form
Amos Unit No. 3 3.14 page 3 of 11
Cardinal Unit No. 1 3.14 page 4 of 11
Gavin Unit Nos. 1 & 2 3.14 page 5 of 11
Mitchell Unit Nos. 1 & 2 3.14 page 7 of 11
Sporn Unit Nos. 2,4 & 5 3.14 page 9 of 11
Rockport Unit Nos. 1 & 2 3.14 page 10 of 11 and ES Form 3.20

Tanners Creek Unit Nos. 1,2,3 & 4 3.14 page 11 of 11

Attached is a copy of the July 2006 expense month environmental monthly schedules as-filed
along with the monthly costs associated with the 2006 Plan. There is a column showing the as-
filed information and a column showing the as-proposed or total column. The information
included in the total columns include the financial impact of all past and proposed environmental
facilities. The Company would propose filing monthly schedules only with the total column.

WITNESS: Errol K Wagner
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ES FORM 1.00
KENTUCKY POWER COMPANY - ENVIRONMENTAL SURCHARGE REPORT
CALCULATION OF E(m) and SURCHARGE FACTOR
For the Expense Month of July 2006
CALCULATION OF E(m
AS FILED
E(m) = CRR - BRR JULY 2006 TOTAL
LINE 1 JCRR from ES FORM 3.00 $3,058,984 $4,178,359
LINE 2 IBrr from ES FORM 1.10 2,818,212 2,818,212
LINE 3 JE(m) (ILINE 1 - LINE 2) $240,772 $1,360,147
Kentucky Retail Jurisdictional Allocation Factor,
LINE 4 gfrom ES FORM 3.30, Schedule of Revenues, LINE 1 64.0% 64.0%
LINE 5 JKY Retail E(m) (LINE 3 * LINE 4) $154,0094 $870,494
LINE 6 gOver/(Under) Recovery Adjustment from ES FORM 3.30 ($187,244) ($187,244)
LINE 7 JNet KY Retail E(m) (LINE 5 + LINE 6) . ($33,150) $683,250
SURCHARGE FACTOR
LINE & [NetKY Retail E(m) (Line 7) ($33,150) $683,250
LINE 9 JKY Retail R(m) from ES FORM 3.30 $36,201,227 $36,201,227
Environmental Surchage Factor for Expense Month
LINE 10 J{Line B/LINE 9) -0.0816% 1.8874%

Effective Date for Billing:

Submitled By :

Title :

Date Submitted :

Director Regulatory Services
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ES FORM 1.10
KENTUCKY POWER COMPANY - ENVIRONMENTAL SURCHARGE REPORT
BASE PERIOD REVENUE REQUIREMENT
For the Expense Month of July 2006
MONTHLY BASE PERIOD REVENUE REQUIREMENT
Base Net
Environmental

Billing Month Costs

JANUARY $2,631,784
FEBRUARY 3,003,995
MARCH 2,845,066
APRIL 2,095,535
MAY 1,514,858
JUNE 1,913,578
JULY 2,818,212
AUGUST 2,342,883
SEPTEMBER 2,852,305
OCTOBER 2,181,975
NOVEMBER 2,598,622
DECEMBER 1,407,969

----- i 1 o b o i

TOTAL $28,106,683

s A sy i s s Gt S
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ES FORM 3.00
KENTUCKY POWER COMPANY - ENVIRONMENTAL SURCHARGE REPORT
CURRENT PERIOD REVENUE REQUIREMENT
For the Expense Month of July 2006
CALCULATION OF CURRENT PERIOD REVENUE REQUIREMENT
LINE AS FILED
NO. COMPONENTS JULY 2006 TOTAL
First Component: Associated with Big Sandy Plant
{RB KP(C)) (ROR KP(C)/12)) + OE KP(C)
1 ES FORM 3.10, Line 20 $3,180,728 $4,298,297
Second Component: Associated with Rockport Plant
[((RB IM(C)) (ROR IM(C)/12)) + OE IM(C)
2 ES FORM 3.20, Line 12 $4,130 $5,936
Third Component: Net Proceeds from Emission Allowances Sales
AS
1) $02 - EPA Auciion Proceeds received during
Expense Month $0 $0
2) S02 - Net Gain or (Loss) from Allowance Sales,
in compliance with the AEP interim Allowance
Agreement, received during Expense Month $125,874 $125,874
Total Net Proceeds from SO2 Allowances $125,874 $125,874
1) NOx - ERC Sales Proceeds, received during Expense Month $0 $0
2) NOx - EPA Auction Proceeds, received during Expense Month $0 $0
3) NOx - Net Gain or Loss from NOx Allowances Sales, received
during Expense Month $0 30
Total Net Proceeds from NOx Aflowances $0 $0
3 [Total Net Gain or (Loss) from Emission Allowance Sales $125,874 $125,874
4  §Total Current Period Revenue Requirement, CRR Record
on ES FORM 1.00. $3,058,984 $4,178,359




KENTUCKY POWER COMPANY - ENVIRONMENTAL SURCHARGE REPORT
CURRENT PERIOD REVENUE REQUIREMENT
COSTS ASSOCIATED WITH BIG SANDY

For the Expense Month of July 2006

ES FORM 3.10

LINE AS FILED AS FILED
NO. COST COMPONENT JULY 2006 JULY 20086 TOTAL TOTAL
Return on Rate Base :
1 [Utility Plant at Original Cost $191,352,406 $191,352,406
2 |lLess Accumulated Depreciation ($28,081,453)
3 ]Less Accum. Def. Income Taxes $30,666,364) bt e
4 INet Utility Plant $132,604,588 $132,604,589
5 |S02 Emission Allowance Inventory from ES FORM 3.11 $10,586,378 $10,586,378
6 JECR & NOx Emission Allowance Inventory from ES FORM 3.12 $0 $0
7 }Cash Working Capital Allowance from ES FORM 3.13, Line11 $127,662 $148,688
8 |Total Rate Base $143,318,629 $143,339,655
9 [Weighted Average Cost of Capital - ES FORM 3.15
10 |Monthly Weighted Avg. Cost of Capital (7)/12 0.83% 0.83%
11 }Monthly Return of Rate Base {8) * (10) $1,189,545 $1,189,719
Operating Expenses :

12 |Monthly Depreciation Expense $677,125 $677,125
13 |Monthiy Catalyst Amortization Expense $46,030 $46,030
14 Monthly Property Taxes $18,325 $18,325
15 [Monthly Kentucky Air Emissions Fee $24,732 $24,732

Monthly Environmental AEP Pool Capacity Costs
16 [from ES FORM 3.14, Page 1 of 11, Column 5, Line 10 $704,880 $1,822,275
17 |Non-Fuel O&M Expenses from ES FORM 3.13, Lines 5,6, 7,8 &9 $305,021 $305,021
18 [Monthly SO2 Emission Allowance Consumption $315,070 $315,070
19 |Monthly ERC & NOx Emission Allowance Consumption $0 50
20 |}Total Operating Expenses [Line 12 thru Line 19} $1.991.183 $3.108,578
21 |Total Revenue Requirement - Big Sandy

Record on ES FORM 3.00, Line 1 $3,180,728 $4,298,297
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ES FORM 3.11
KENTUCKY POWER COMPANY - ENVIRONMENTAL SURCHARGE REPORT
CURRENT PERIOD REVENUE REQUIREMENT
S02 EMISSIONS ALLOWANCE INVENTORY
For the Expense Month of July 2006
(1 (@) (3) (4) (5)
Allowance
Activity in Cumulative JDollar Value of} Curmulative Weighted
Month Balance Activity Dollar Balancef Average Cost
BEGINNING INVENTORY 754,608 $4,685,726 $6.208
Additions -
EPA Allowances 0 298,425 $0 $0 $0.000
CGavin Reallocation D 51,715 30 $0 $0.000
P & E Transfers In 0 323,146 sof $4,236040 $13.108
Intercompany Purchases 0 20,657 $0 $3,212,441 $155.513
Other (List) 0 413,387 $0 | $63,838,192 $154.672
- 802 Emissions Allowance
Adjustment 0 4 30 $0 $0.000
Withdrawals -
P & E Transfers Qut 0 9,038 50 $775,253 $85.777
intercompany Sales 0 47,090 $0 $4,598,026 $97.643
Off - System Sales 225 280,141 $13,439 § $28,482,827 $101.616
802 Emissions Allowance
Adjustment 0 0 $0 | $0 $0.000
802 Emissions Allowances
Consumed By Kentucky Power 379,341 $315,070 § $30,630,824 $80.748
ENDING INVENTORY - Record
Balance in Column (4) on
ES FORM 3.10, Line 5 1,136,332 $10,566,378 $9.316
Expense Month Member Load Ratio for AEP/Kentucky Power 0.07502

Columns 1and 2 -

Record the number of allowances in any transaction (purchase, sale, transfer) which occurred
during the Expense Month. Multiple transactions for a given category are o be shown as the
total activity for that category during the Expense Month. For each transaction shown in
Cofumn 1, update the cumulative balance in Column 2.

Columns 3 and 4 -

For each transaction reflected in Column 1, record the fotal dollars of the transaction.
Multiple transaction for a given category are fo be shown as the total dollar amount for that
category during the Expense Month. For each transaction shown in Column 3, update the
cumuiative doliar balance in Column 4. Include transactions that fotal zero dollars. Record
amounts in whole doliars.

Column 5 -

Compute the Weighted Average Cost by dividing the Cumulative Dollar Balance (Co. 4) by

the corresponding Cumulative Balance (Col. 2). Perform this calculation for the Beginning
Inventory, Ending Inventory and all additions and withdrawals made during the Expense Month.
The Weighted Average Cost should be carried out to 3 decimal places,
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ES FORM 3.12
KENTUCKY POWER COMPANY - ENVIRONMENTAL SURCHARGE REPORT
CURRENT PERIOD REVENUE REQUIREMENT
ECR and NOx EMISSIONS ALLOWANCE INVENTORY
For the Expense Month of July 2006
(1) ¢ 3 @ {5)
Allowance
Activity in Cumulative | Dollar Value of §  Cumulative Weighted
Month Balance Activity Dollar Balance §  Average Cost

BEGINNING INVENTORY 0 $0 0.000
Additions -

EPA Allowances 0 18,543 $0 $0

P&E Transfers in 0. 0 30 1

Intercompany Purchases o 0 $0 $0 0.000

Other (List) 0 0 $0 $0 0.000
Withdrawals -

P & E Transfers Out 30 0.000

Intercompany Sales $0 0.000

Off - System Sales $0 0.000

ERC Consumed By Kentucky Power $0 0.000

NOx Consumed By Kentucky Power $0 0.000
ENDING INVENTORY - Record Balance in
Column (4) on ES FORM 3,10, Line 5 $0 0.000

Columns 1and 2 -
Record the number of allowances in any transaction (purchase, sale, transfer) which occurred
during the Expense Month. Multiple transactions for a given category are to be shown as the

total activity for that category during the Expense Month. For each transaction shown in

Column 1, update the cumulative balance in Column 2.

Columns 3and 4 -
For each transaction refiected in Column 1, record the total dollars of the transaction.
Multiple transaction for a given categury are to be shown as the fotal doliar amount for that
category during the Expense Month, For each transaction shown in Column 3, update the
cumulative dollar balance in Column 4. include transactions that total zero dollars. Record
amounts in whole dollars.

Cohumn § -

Compute the Welghted Average Cost by dividing the Cumulative Dollar Balance (Co. 4) by
the corresponding Cumulative Balance (Col. 2). Perform this calculation for the Beginning
inventory, Ending Inventory and ali additions and withdrawals made during the Expense Month,

The Weighted Average Cost should be carried out to 3 decimal places.

Note :  For any sale or transfer of ERCs or NOx emission allowanges, attach {o this report
documentation showing the currently avallable market prices for similar ERC or NOx allowances.

Total Early Reduction Credits (ERC)

Consumed:
June 2004
July 2004

Total Consumed

Remaining Early Reduction Credits (ERC)

830

420
510

930

0
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ES FORM 3.13

KENTUCKY POWER COMPANY - ENVIRONMENTAL SURCHARGE REPORT

CURRENT PERIOD REVENUE REQUIREMENT

For the Expense Month of July 2006

AS FILED
NO. O&M Expenses JULY 2006 TOTAL
1 fMonthly Kentucky Air Emissions Fee $24,732 $24,732
Total Monthly AEP Pool
2 §Environmental Capacity Costs $376,470 $544,680
3 [Monthly SO2 Allowance Consumption $315,070 $315,070
4 I Monthly Varible Cladding at Big Sandy Unit 1 $0 $0
5 [Monthly Urea Consumpfion at Big Sandy Unit 2 $201,871 $201,871
6 [JMonthly Catalyst Replacement at Big Sandy Unit 2 $0 $0
7 [Monthly ERC & NOx Allowance Consumption $0 $0
8 [Equipment - Associated Operating Expenses $23,957 $23,957
9 [Equipment - Associated Maintenance Expenses $79,193 $79.193
10 Total Monthly O&M Expenses $1.021.293 $1,189,503
11 JCash Working Capital Allowance ( Line 10 X 1/8) $127,662 $148,688

Total Cost at Line 11 is to be recorded on ES FORM 3.10, Line 7.
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Kentucky Power Company
Environmental Equipment Operation and Maintenance Costs
July 2008
Outside Misc
Work Material Contract Other Total
Description Costs Labor Costs Costs
SCR Boiler Outiet Ductwork $950,80 $71,766.29 $0.00 $72,717.09
SCR Booster Fans ($24.07) $0.00 $0.00 ($24.07)
SCR Ammonia Injection System $589.50 $0.00 $0.00 $589.50
SCR Acousfic Homs $350.69 $0.00 $0.00 $350.69
Total SCR
July 2006
O & M Expense $1,866.92 $71,766.29 $0.00 $73,633.21
Additional Operator Overtime During
The Ozone Season $0.00 $0.00 $23,956.59 $23,956.59
Emission Testing Required Under
Permit -
Operation $0.00 $0.00 $0.00 $0.00
Maintenance $3,022.93 $2,536.99 $0.00 $5,559.82
July 2008
O & M Expenses Filed $103,150



Line
No.
M

10

Cost Component
03

Amos Unit No. 3
Environmental Cost to Kentucky Power
{ES FORM 3.14, Page 3 of 11, Line 22)

Cardinal Unit No. 1
Environmental Cost to Kentucky Power
(ES FORM 3.14, Page 4 of 11, Line 20)

Gavin Plant
Environmental Cost to Kentucky Power
(ES FORM 3.14, Papge 5 of 11, Line 25)

Kammer Plant
Environmental Cost to Kentusky Power
(ES FORM 3.14, Page 6 of 11, Line 20)

Mitchell Piant
Environmental Cost to Kentucky Power
(ES FORM 3,14, Page 7 of 11, Line 20)

Muskingum Plant
Environmental Cost to Kentucky Power
{ES FORM 3.14, Page 8 of 11, Line 20)

Spom Plant
Environmental Cost fo Kentucky Power
(ES FORM 3,14, Page 9 of 11, Line 20)

Rackport Plant
Environmental to Kentucky Power
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KENTUCKY POWER COMPANY - ENVIRONMENTAL SURCHARGE REFORT
CURRENT PERIOD REVENUE REQUIREMENT
AEP POOL MONTHLY ENVIRONMENTAL. CAPACITY COSTS

For the Expense Month of July 2008

ASFILED
JULY 2008

Ohin
Power
Caompany's
Environmental
Cost to KPCo

3

$56,070

$60,075

$484,605

54,005

$12,015

$68,085

$12,015

(ES FORM 3.4, Page 10 of 11, Column 5, Line 21)

Tanners Creek Plant
Environmental Cost o Kentucky Power
(ES FORM 3.14. Page 11 of 11, Ling 20)

Total AEP Poal
Monthly Enviranmenta! Capaclly Costs
to Kentucky Power

Nate; Cost in Column 5, Line 10 is to be recorded on ES FORM 3.10, Line 16.

$696,870

AS FILED
JULY 2006
indiana
Michigan
Power
Company's
Enviranmental
GCost to KPCo
4)

$4,005

$6,010

ltem No. 13
Page 11 of 25

ES FORM 3.14
Page 1 of 11
AS FILED
JULY 2008 TOTAL TOTAL
indiana
Chio Michigan
Power Power
Company's Company's
Environmental Environmental
Total Caost to KPCo Cost o KFCo Total
5 G] M (8)

$300.375

§264,330

$492,615

$4,005

$660,825

§68,085

12,018

£4,005
$16,020
$704,880 $1,802,250 $20,025 $1,822,275
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KENTUCKY POWER COMPANY - ENVIRONMENTAL SURCHARGE REPORT  ES FORM 3.14

CURRENT PERIOD REVENUE REQUIREMENT Page 2 of 11
AEP POOL MONTHLY ENVIRONMENTAL CAPACITY COSTS
WORKING CAPTIAL ONLY
For the Expense Month of July 2006
AS FILED AS FILED AS FILED
JULY 2006 JULY 2006 JULY 2008 TOTAL TOTAL
indtana indiana
Ghio Michigan Ohio Michigan
Pownr Powar Powar Power
Company’s Company's Company's Company's
) {OPCo) 18v) {OPCo} ()]
Line Environmental  Environmental Envionmental  Envirenmental
No, Cost Component Costio KPCo  Costio KPCo Total Costto KPCo  Costto KPCo Total
) 2 3) 4 5) 0} ) (8)
Amos Unit No. 3 ’
Emvironmertzal Cost to Kentucky Power
4 {ES FORM 3.14, Page 3 of 11, Line 22) $140,218 §782,214
Cardinal Unit No. 1
Environmental Cost to Keniusky Power
2 (ESFORM 3.14, Page 4 of 11, Line 20) $5154,250 $995,261
Gavin Plant
Environmental Cost to Kentucky Power
3 (ES FORM 3.14, Page § of 11, Line 25) $8,589,228 $8,598,228
Kammer Plart
Environmental Cost to Kentucky Power
4 (ESFORM 3.14, Pape 6 of 11, Line 20) $18,033 $18,033
Mitchell Plant
Erwvironmental Cost to Kertucky Power
5 (ESFORM3.44, Page 7 of 11, Line 20) $21,235 $2,689,666
Muskingum Plant
Environmertal Cost to Kentucky Power
6 (ESFORM 3.14, Page 8 of 11, Line 20) $2086,953 $206,953
Spom Piant
Environimental Cost to Kertucky Power
7 {ES FORM 3,14, Page 8 of 11, Line 20) $31,495 $31,495
Rockport Plant
Envionmental to Kentucky Power
(ES FORM 3.14, Page 10 of 11,
8 Column 6/8, Line 10) $0 $0
Rockport Plant
Environmental to Kertucky Power
(ES FORM 3.14, Page 10 of 11,
8 Column 8/10, Line 10} $0 $0
Tanners Creek Plant
Environmertal Cost to Kertucky Power
10 [ES FORM 3.14, Page 11 of 11, Line 10} $4,005 $12,500
11 Subtotal $8,171,412 $4,005 $13,322,850 $12,500
Steam Capactly By Company -
12 OPCo {Column 3) / 1&M (Column 4) (kw) 8,438,000 £,064,000 8,438,000 5,054,000
13 Envionmental Base (B/kw) $1.09 $0.00 $1.68 $0.00
44 Cormpany Surpius Weighting B6.00% 14.00% B8.00% 14.00%
Portion of Weighted Average
Capastty Rate Attributed to
15 Environmental Fixed O&M Costs $0.84 $0.00 $1.36 $0.00
16 Kentucky Power Capactly Deficlt (kw) 400,800 400,500 400,600 400,500
Fixed Q&M Environmental Cost
17  to Kentucky Power $376,470 $0 $376,470 $544,680 $0 $544,680

Note: Cast in Column 5, Line 17 is to be recorded on ES FORM 3.13, Line 2,
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ES FORM 3.14
Page 3 of 11
KENTUCKY POWER COMPANY - ENVIRONMENTAL SURCHARGE REPORT
CURRENT PERIOD REVENUE REQUIREMENT
OHIO POWER COMPANY (OPCo) - AMOS PLANT UNIT NO. 3
For the Expense Month of July 2006
TINE 2005 ASFILED
NO. COST PLAN JULY 2006 TOTAL

1 Utllity Plant at Original Cost $369,820,000 $89,843,840 $479,663,840
2 §Member Primary Capacity Investment Rate (16.44% / 12) 1.37%! 1.37% 1.37%!
3 [JTotal Rate Base $5,340,534 $1,230,861 $6,571,395
4 | Ohio Power Company’'s Percentage Ownership - Environmental investment 100.00%| 100.00% 100.00%,
5 ROPCo's Share of Cost Assoclated with Amos Unit No. 3 (3) X (4) $5,340,534 $1,230,861 $6,571,385

Operations :
6 [Disposal (5010000) $436,800 $0 $436,800
7 YUrea (5020002) §0 $204,209 $204,208
B §Trona (5020003) $41,302 50 $41,302
9 |[Lime Stone (5020004) $346,395 $0 $346,385
10 JAir Emission Fee $0 $6.107 $6,107
11 |} Total Operations (6) + (7} + (B) + (8) + (10) $B824,497 $210,316 $1.034.,813

Maintenance :
12 | Scrubber Maintenance (5120000) $276,900 30 $276,900
13 JSCR Maintenance (5120000} $0 $0 50
14 | Total Maintenance (12) + (13) $276,800 80 $276 900
15 [1/2 of Maintenance (14) * 50% $138.450 30 $138.450
16 [ Fixed O&M (11) + (15) §962,947 $210,316 $1.173,263
17 §Ohio Power Company's Percentage Ownership - O&M Cost 66.67% 86.67% 66.67%
18 JOPCo's Share of O&M Cost Associated with Amoes Unit No. 3 (16) X (17) 541 997 $140.218 £782.214

Total Revenue Reguirement,
19 JCost Associated with Amos Unit No, 3 (5) + (18) $5,982,531 $1,371,079 $7,353,600
20 JOhic Power Company Steam Capacity (kw) 8,438,000 8,438,000
21 JAmos Unit No. 3 Environmental Rate ($/kw) $0.16 $0.87
22 [ COhio Power Surplus Welghing 86.00% 86.00%
23 ) Portion of Weighted Average Capacity Rate

Attributed to Amos Unit No. 3 SCR (8/kw) (21) * (22) $0.14 $0.75

Armos Unit No. 3 Costs to Kentucky Power :
24 jRAmos Unit No, 3 Portion ($/kw) (23) $0.14 $0.75
25 FKentucky Power Capactty Deficit (kw) 400,500 400,500

Amos Unit No, 3 Environmenta! Cost to Kentucky Power (24) * (25)
26 J(ES FORM 3.14, Page 1 of 10, Line 1) $56,070 $300,375
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ES FORM 3.14
Page 4 of 11
KENTUCKY POWER COMPANY - ENVIRONMENTAL SURCHARGE REPORT
CURRENT PERIOD REVENUE REQUIREMENT
OHIO POWER COMPANY (OPCo} - CARDINAL UNIT 1
For the Expense Month of July 2008
TINE 2006 AS FILED
NO. COST PLAN JULY 2006 TOTAL

1 jUtility Plant at Original Cost $301,364,000 $87,260,708 $398,624,708
2 JIMember Primary Capacity investmant Rate (16.44% / 12) 1.37% 1.37%) 1.37%]
3 [Total Rate Base $4,128,687 $1,332,472 $5,461,158

Operations :
4 }Disposal (5010000) $200,928 $0 $200,928
5 Jurea (5020002) 30 $151,338 $151,338
6 | Trona (5020003) $147,357 $0 $147,357
7 {Lime Stone (5020004) $420,039 $0 $429,039
8 JAiIr Emission Fee £0 $2.912 $2912
9 | Total Operations (4) + (5) + (B) + (7) + (8) $777.324 $154,250 $931,574

Maintsnancs :
10 §Scrubber Maintenance (5120000) §$127,374 $0 $127,374
11 JSCR Maintenance (5120000) $0 $0 $0
12 [ Total Maintenance (10) + (11) $127,374 $0 $127.374
13 )1/2 of Maintenance (11) * 50% 63,687 $0 63,687
14 [Fixed O&M () + (13) $841.011 $154.250 $995 2651

Total Revenue Requirement,
15 JCost Associated with Cardinal Unit No. 3 (3) + (14) $4,989,698 $1,486,722 $6,456,419
16 [ Ohio Power Company's Percentage Ownership 100.00% 100.00%
17 JOPCd's Share of Cost Assaciated with Cardinal Unit No. 1 (15) X (16) $1,486,722 $6,456,419
18 JOhio Power Company Steam Capacity (kw) 8,438,000 8,438,000
19 [ Cardinal Unit No. 1 ($/kw) $0.18 $0.77
20 [} Ohio Power Surplus Weighing 86.00% 86.00%
21 JPortion of Weighted Average Capacity Rate

Atiributed to Cardinal Unit No. 1 ($/kw) (18) X (20) $0.15 $0.68

Cardinal Unit No. 1 Costs to Kentucky Power :
22 {Cardinal Unit No. 1 Portion ($/kw) (21) $0.15 $0.65
23 JKentucky Power Capacity Deficit (kw) 400,500 400,500

Cardinal Unit No. 1 Environmental Cost to Kentucky Power (22) * (23)
24 J(ES FORM 3.14, Page 1 of 10, Line 2) $60,075 $264,330
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ES FORM 3.14
Page 5 of 11
KENTUCKY POWER COMPANY - ENVIRONMENTAL SURCHARGE REPORT
CURRENT PERIOD REVENUE REQUIREMENT
OHIO POWER COMPANY {OPCo) - GAVIN PLANT (UNITS 1 & 2)
For the Expense Manth of July 2008
LINE 2005 AS FILED
NO. COST PLAN JULY 2006 TOTAL
1 §Utility Plant at Original Cost $9,897,000 $243,404,794 $253,401,794
2 JMember Primary Capacity investment Rate (16.44% / 12) 1.37% 1.37% 1.37%
3 ]Total Rate Base $136,959 $3,334,646 $3,471,605
Operations
4  |Siudge Disposal (5010000) $0 $404,594 $404.594
5 JLime (5020000) $0 $2,620,083 $2,620,083
6 JUrea (5020002) $0 $771,121 §771.121
7 {Trona (5020003) $0 $325,904 $325,804
8 JAIr Emission Fee $0 $28,432 $28,432
g Jlease (5070005) $0 $4,236232 $4,236,232
10 | Total Operations (4) + (5) + (6) + (7) + (B) + (9) $0 $8,386,366 $8,388,366
Maintenance :
11 | SCR Maintenance (5120000) 30 $20,627 $20,627
12 §Scrubber Maintenance (5120000) %0 $405.097 405,097
13 §Total Maintenance (11) + (12) $0 $426 724 $425. 724
14 §112 of Maintenance (13) * 50% %0 $212.862 $212.862
15 [Fixed O&M (10) + (14) $0 $8,599,228 $8,598.228
Total Revenue Requirement,
16 JCost Associated with Gavin Plant (3) + (15) $136,959 $11,933,874 $12,070,833
17 JOhio Power Company's Percentage Ownership 100.00% 100.00% 100.00%
18 JOPCo's Share of Cost Assoclated with Gavin Plant (18) X (17) $136,959 $11,933,874 $12,070,833
19 JOhic Power Company Steam Capacity (kw) 8,438,000 8,438,000
20 JGavin Plant ($/kw) $1.41 $1.43
21 }Onhio Power Surplus Weighing 86.00% 86.00%
22 JPortion of Weighted Average Capacity Rate
Attributed to Gavin Plant ($/kw) (20) X (21) $1.21 $1.23
Gavin Plant Costs to Kentucky Power :
23 §Gavin Piant Portion ($/kw) (22) $1.21 $1.23
24 }Kentucky Power Capacity Deficit (kw) 400,500 400,500
Gavin Plant Environmental Cost to Kentucky Powar (23) * (24)
25 J(ES FORM 3.14, Page 1 of 10, Line 3) $484,605 $492,615
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ES FORM 3.14
Page 6 of 11
KENTUCKY POWER COMPANY - ENVIRONMENTAL SURCHARGE REPORT
CURRENT PERIOD REVENUE REQUIREMENT
OHIC POWER COMPANY (OPCo) - KAMMER PLANT (UNITS 1, 2 & 3)
For the Expense Month of July 2008
OINE 2006 AS FILED

NO. COST PLAN JULY 2008 TOTAL
1 JUtility Plant at Original Cost $0 $7,064,364 $7,064,364
2 [Member Primary Capacity Investment Rate (16.44% / 12) 1.37% 1.37% 1.37%
3 [} Total Rate Base $0 $96,782 $96,782

Operations :
4 RUrea (5020002) $0 $0 $0
5 [ Trona (5020003) $0 $0 $0
6 JAIir Emission Fee $0 $18.033 $18.033
7 §Total Operations (4) + (5) + (6) $0 $18,033 $18,033

Maintenance :
8 JSCR Maintenance (5120000) $0 $0 30
9  ]1/2 of Maintenance (8) * 50% $0 $0 30
10 JFixed O&M (7) + (9) 80 $18.033 518,033

Total Revenue Requirement,
11 JCost Associated with Kammer Plant (3) + (10) $0 $114.815 $114.815
12 §Ohio Power Company's Percentage Ownership 100.00% 100.00% 100.00%
13 JOPCo's Share of Cost Associated with Kammer Plant (11) X (12) $0 $114,815 $114,815
14 [JOhio Power Company Steam Capacity (kw) 8,438,000 8,438,000
15 [ Kammer Plant ($/kw) $0.01 $0.01
16 JOhio Power Surplus Weighing 86.00% 86.00%
17 JPortion of Weighted Average Capacity Rate

Attributed to Kammer Plant ($/kw) (15) X (16) $0.01 $0.01

Kammer Plant Costs to Kentucky Power :
18 f§Kammer Plant Portion ($/kw) (17) $0.01 $0.01
1¢ JKentucky Power Capacity Deficit (kw) 400,500 400,500

Kammer Plant Environmental Cost to Kentucky Power (18) * (19)
20 MES FORM 3,14, Page 1 of 10, Line 4) $4,005 $4,005
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ES FORM 3.14
Page 7 of 11
KENTUCKY POWER COMPANY - ENVIRONMENTAL SURCHARGE REPORT
CURRENT PERIOD REVENUE REQUIREMENT
OHIO POWER COMPANY (OPCo) -~ MITCHELL PLANT {(UNITS 1 & 2)
For the Expense Month of July 2008
[INE 2006 AS FILED
NO. COST PLAN JULY 2008 TOTAL
1 Utility Plant at Original Cost $5967,634,000 $19,443,483 $987,077.483
2 IMember Primary Capacity Investment Rate (16.44% / 12) 1.37%| 1.37% 1.37%
3 JTotal Rate Base $13,256,586 $266,376 $13,522,962
Operations .
4 |Disposal (5010000) $537,600 $0 $537,600
5 JUrea (5020002) $743,084 $0 $749,064
6 [} Trona (5020003) $127,878 $0 $127,878
7 jLime Stone (5020004) $1,083,489 30 $1,083,488
8 JAIr Emission Fee $0 $21,235 $21,235
8 [ Total Operations (4) + (5) + (6) + (7) + (+8) $2,488,031 $21,235 $2,519,268
Maintenance :
10 JScrubbar Maintenance (5120000) $340,800 30 $340,800
11 §SCR Maintenance (5120000) $0 $0 $0
12 §Total Maintenance (10) + (11) $340,800 $0 340,800
13 §1/2 of Maintenance (12) * 50% $170.,400 $0 $170,400
14 JFixed O&M (8) + (13) $2,668,431 $21.235 $2,680 666
Total Revenue Requirement,
15 JCost Associated with Mitchell Plant (3) + (14) $15.825 017 $287.611 $16,212.628
16 JOhio Power Company's Percentage Ownership 100.00% 100.00% 100.00%
17 JOPCo's Share of Cost Associated with Mitchell Plart (15) X (16) $15,825,017 $287,611 $16,212,628
18 JOhic Power Company Steam Capacity (kw) 8,438,000 8,438,000
19 [Michall Plant ($/kw) $0.03 $1.82
20 ¥ Ohio Power Surplus Weighing 86.00% 86.00%
21 JPortion of Weighted Average Capacity Rate
Atiributed to Mitchell Plant ($/kw) (19) X (20) $0.03 $1.65
Mitchell Plant Costs to Kentucky Power :
22 [Mitchell Plant Portion ($/kw) (21) $0.03 $1.65
23 [ Kentucky Power Capacity Deficit (kw) 400.500 400,500
Mitchell Plant Environmental Cost to Kentuzky Power (22) * (23}
24 J(ES FORM 3.14, Page 1 of 10, Line 5) $12,015 $660,825
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ES FORM 3.14
Page 8 of 11
KENTUCKY POWER COMPANY - ENVIRONMENTAL SURCHARGE REPORT
CURRENT PERIOD REVENUE REQUIREMENT
OHIO POWER COMPANY (OPCo) - MUSKINGUM PLANT (UNITS1,2,3,4 &5)
For the Expense Month of July 2008
LINE 2008 AS FILED

NO. COST PLAN JULY 2006 TOTAL
1 Utility Plant at Original Cost §0 $108,143,602 $108,143,602
2 EMember Primary Capacity investment Rate (16.44% / 12) 1.37% 1.37% 1.37%]
3 [ Total Rate Base $0 $1,454,167 $1,454,167

Operations :
4 JUrea (5020002) $0 $179,257 $179,257
5 §Trona (5020003) $0 $0 $0
6 JAir Emission Fee $0 $27.698 $27.696
7 | Total Operations (4) + (5) + (6) $0 $206,853 $208,953

Maintenance :
8 }SCR Maintenarce (5120000) $0 50 $0
9 |1/2 of Maintenance (8) * 50% &0 $0 50
10 JFixed O&M (7) +(9) 0 $206 953 $206,953

Total Revenue Reguirement,
11 [ Cost Assosiated with Muskingum Plant (3) + (10} $0 $1,861,120 $1.661,120
12 JOhio Power Company's Percentage Ownarship 100.00% 100.00% 100.00%
13 JOPCo's Share of Cost Associated with Muskingum Plant (11) X {12) $0 $1,661,120 $1,661,120
14 JOhio Power Company Steam Capacity (kw) 8,438,000 8,438,000
15 [ Muskingum Plant (3/kw) $0.20 $0.20
16 JOhio Power Surplus Welghing 86.00% 86.00%
17 QPortion of Weightad Average Capacity Rate

Attributed to Muskingum Plant ($/kw) (15) X (16) $0.17 $0.17

Muskingum Plant Costs to Kentucky Power :
18 [EMuskingum Plant Portion ($/kw) (17) $0.17 $0.17
19 | Kentucky Power Capacity Deficit (kw) 400,500 400,500

Muskingum Plant Environmental Cost to Kentucky Pawer (18} * (18)
20 J(ES FORM 83.14, Page 1 of 10, Line 6) $68,085 $68,085
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ES FORM 3.14
Page 9 of 11
KENTUCKY POWER COMPANY - ENVIRONMENTAL SURCHARGE REPORT
CURRENT PERIOD REVENUE REQUIREMENT
OHIO POWER GCOMPANY (OPCo) - SPORN PLANT (UNITS 2, 3, 4 & 5)
For the Expense Month of July 2008
LINE 2005 AS FILED
NO. COST PLAN JULY 20086 TOTAL
1 JUtility Plant at Original Cost $6,546,000 §15,246,415 $21,792.415
2 I Member Primary Capacity Investment Rate (16.44% / 12) 1.37% 1.37% 1.37%
3 [ Total Rate Base $89,680 $208,876 $298,556
Operations :
4  JUrea (5020002) $0 $18,127 $18,127
5§ [ Trona (5020003) 30 $0 $0
6 JAIr Emission Fee $0 $13,368 513,368
7 [ Total Operations (4) + (5) + (6) $0 $31,495 $31,495
Maintenance :
8 JSCR Maintenance (5120000) $0 $0 50
9  §1/2 of Maintenance (8) * 50% $0 $0 80
10 Fixed O&M (7) + () $0 $31,495 $31,495
Total Revenue Requirsment,
11 [ Cost Associated with Spom Plant (3) + (10) $89.680 $240.371 $330,051
12 JOhio Power Company's Percentags Ownership 100.00% 100.00% 100.00%
13 JOPCo's Share of Cost Associated with Sporn Plant (11) X (12) $89,680 $240,371 $330,051
14 JOhio Power Company Steam Capacity (kw) 8,438,000 8,438,000
15 g Spomn Plant ($/kw} $0.03 $0.04
16 JOhio Power Surplus Weighing 86.00% 86.00%
17 B Portion of Weighted Average Capacity Rate
Attributed to Sporn Plant ($/kw) (15) X (16) $0.03 $0.03
Spomn Plant Costs to Kentucky Powar .
18 | SpomnGavin Plant Portion (8/kw) (17) $0.03 $0.03
19 JKentucky Power Capacity Deficit (kw) 400,500 400.500
Sporn Plant Environmental Cost to Kentucky Power (18) * (19)
20 MES FORM 3,14, Page 1 of 10, Line 7) $12,015 $12,015
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Page 10 of 11
KENTUCKY POWER COMPANY - ENVIRONMENTAL SURCHARGE REPORT
CURRENT PERIOD REVENUE REQUIREMENT
INDIANA MICHGAN POWER COMPANY (I&M) - ROCKPORT PLANT (UNITS 1 & 2)
Far the Expense Month of July 2008
ASFILED | ASFILED
2006 2006 JULY 2006 JJULY 2006 P
PLAN PLAN PLAN PLAN TOTAL TOTAL
LINE UNIT1 UNIT2 UNIT 1 UNIT2 UNIT 1 UNIT 2
NO. CcOST AMOUNTS | AMOUNTS TOTAL AM O_UNTS AMOUNTS TOTAL AMOUNTS | AMOUNTS TOTAL
)] ) {8) ] ] ) [G] (O] [ (19} i)
1 JUlility Plant at Original Cost $499,000 |  $499,000 r$10.544.676 F$1 6,714,682 P$11,043,G76 $17,213,682
2 RMember Prmary Capacily Investment Rate (16.44% /7 12) 1.37%! 1.37% 9 1.371% 9 1.37%)
3 [Total Rale Base $6,836 $6,836 $144,462 $228,991 $151,298 $235,827
Operations ;
4 QUrea (5020002) $0 30 80 $0 $0 $0
5§ §Trona (5020003) $0 $0 $0 30 $0 $0
& JAIrEmission Fes $0 30 80 $0 $0 $0
7 {Total Operatlons (4) + (5) + (6) 30 30 30 50 $0 $Q
| Maintenance :
8 ESCR Maintenance (5120000) %0 30 30 $0 $0 30
g §12 of Maintenance (8) * 50% 0 30 $0 $0 30 $C
10 RFixed O&M (7) + (10) $0 30 $0 $0 $a $0
Total Revenue Requiremsnt,
11 §Cost Associated with Rockport Plant (3) + (10} 36,836 $6,836 $144,462 | $228,991 $151,298 | $235,827
12 Jlndiana Michigan Power Company's Percentags Ownership 85,00% 65.08% 85.00%} 65,08%] 5 85.08%
13 |I&M's Share of Cost Associaled with Rockport Plant (11) X (12) $5.811 $4,449 $122,793 $149,027 $128,803 | $153,476
14 [Total Rockport Units 1 8 2 $10,260 $271,820 $262,079
15 Rindlana Michigan Power Company Steam Capacily (kw) 5,064,000 5,064,000
16 JRockport Plant ($kw) (14} / (15) $0.05 $0.06
Kentucky Power Poriion of Rackport Plant /
17 Jindiana Michigan Powsr Surplus Weighing 14.00% 14.00%
18 §Portion of Weighted Average Caparily Rate
Attributed to Rockport Plant (3/kw) (16} X {17) $0.01 $0.01
Rockport Plant Costs lo Kentucky Power :
19 fRockport Plant Portion ($/kw) (18) $0.01 $0.01
20 JKentucky Power Capacity Deficit (kw) 400,500 400,500
Rockport Units 1 & 2 Environmental to Kentucky Power (19) * (20}
21 J{ES FORM 3.14, Page 1 of 10, Line 8) $4,005 $4,005
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KENTUCKY POWER COMPANY - ENVIRONMENTAL SURCHARGE REPORT
CURRENT PERIOD REVENUE REQUIREMENT
INDIANA MICHGAN POWER COMPANY (1&M) - TANNERS CREEK (UNITS 1,2, 3 & 4)

For the Expense Month of July 2008
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ES FORM 3.14
Page 11 of 11

TINE 2006 ASFILED
NO. COST PLAN JULY 2006 TOTAL
1 JUtility Plant at Original Cost $90,637,000 1 $15,810,530 | $108,447,530
2 [§Member Primary Capacity Investment Rate {16.44% / 12) 1.37% 1.37%! 1.37%
3 JTotal Rate Base $1.241,727 $216,604 $1,458,331
Operations :
4 |Urea (5020002) 50 $0 $0
5 JTrona (5020003) $0 $0 $0
6 JAIr Emission Fee $0 $12,500 $12.500
7 [} Total Operations (4) + (5) + (8) $0 $12,500 $12,500
Maintenance :
8 ¥SCR Maintenance (5120000) $0 $0 $0
8 }1/2 of Maintenance (8) * 50% 30 $0 $0
10 JFixed O&M (7) + (9) $0 $12.500 $12,500
Total Revenue Requirement,
11 R Cost Associated with Tanners Creek Plant (3) + (10) $1.241.727 $229.104 $1,470.831
12 Jindiana Michigan Power Company's Percentage Ownership 100.00% 100.00% 100.00%
13 JI&M's Share of Cost Associated with Tanners Creek Plant (11) X (12) $1,241.727 $229,104 $1,470,831
14 Rlindiana Michigan Power Company Steam Capacity (kw) 5,064,000 5,064,000
15 JTanners Creek Plant ($/kw) $0.05 $0.2¢9
16 Jindiana Michigan Power Surplus Weighing 14.00% 14.00%
17 JPortion of Weighted Average Capacity Rate
Aftributed to Rockport Plant ($/kw) (15) X (16) $0.01 $0.04
Tanners Creek Plant Costs to Kentucky Power :
18 §Tanners Creek Plant Portion ($/kw) (17) $0.01 $0.04
18 §Kentucky Power Capacity Deficit (kw) 400,500 400,500
Tanners Creek Plant Environmental Cost to Kentucky Power (18) * (19)
20 §(ES FORM 3.14, Page 1 of 10, Line 9) $4,005 $16,020
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ES FORM 3.15
KENTUCKY POWER COMPANY ~ ENVIRONMENTAL SURCHARGE REPCRT
CURRENT PERIOD REVENUE REQUIREMENT
BIG SANDY PLANT COST OF CAPITAL
Forthe Expense Month of July 2006
LINE Cap, Cost WACC WAGC
NO. § Component Balantes Structure Rates (Net of Tax) GRCF (PRE-TAX)
As of
06/30/2005
1 FUT DEBT $487,746,122 57.43% 5.70% 3.27% 3.27%
2 IS/TDEBT $0 0.00% 3.34% 0.00% 0.00%
ACCTS REC
3 FF!NANCING $30,139,598 3.55% 2.89% 0.11% 0.11%
4 JCEQUITY $331,354,481 39.02% 10.50%] 1/ 4.10% 16073 | 2 6.50%
5 [TOTAL $849,210,201 166.00% 7.48% 6.87%)
WACC = Weighled Average Cost of Capital
1/ |Rate of Return on Common Equity per Case No. 2005 - 00341
2/ |Gross Revenue Corversion Facior {(GRCF) Caleuiation:
Appendix C Case No. 2005-00341 dated - March 14, 2006
1 JOPERATING REVENUE 100.0000
2 JUNCOLLECTIBLE ACCOUNTS EXPENSE (0.47%) 0.4700
3 |STATE TAXABLE PRODUCTION INCOME BEFORE 189 DEDUCTION 93,5300
4 [STATE INCOME TAX EXPENSE, NET OF 188 DEDUCTION [SEE BELOW) 6.0450
5 |FEDERAL TAXABLE PRODUCTION INCOME BEFORE 198 DEDUCTION 93.4850
6 [198 DEDUCTION PHASE-IN 2.8050
7 |FEDERAL TAXABLE PRODUCTION INCOME 90.6800
B [FEDERAL INCOME TAX EXPENSE AFTER 199 DEDUCTION (35%) 31.7380
B JAFTER.TAX PRODUCTION INCOME 58.9420
10 JGROSS-UP FACTOR FOR PRODUCTION INCOME:
11 AFTER-TAX PRODUCTION INCOME 58,9420
12 198 DEDUCTION PHASE-IN 2.B050
13 UNCOLLECTIBLE ACCOUNTS EXPENSE 0.4700
14 {TOTAL GROSS.-UP FACTOR FOR PRODUCTION INCOME (ROUNDED) 62,2170
15 |BLENDED FEDERAL AND STATE TAX RATE!:
16 FEDERAL (LINE 8) 31.7380
17 STATE (LINE 4) 6.0450
18 IBLENDED TAX RATE f 37.7830
19 JGROSS REVENUE CONVERSION FACTOR (100.0000 / Line 14) 1.6073
STATE INCOME TAX CALCULATION:
1 PRE-TAX PRODUCTION INCOME 400.0000
2 COLLECTIBLE ACCOUNTS EXPENSE (0.20%) 0.4700
3 STATE TAXABLE PRODUCTION INCOME BEFORE 199 DEDUCTION 89.5300
4 LESS: STATE 189 DECUCTION 2.8050
5 STATE TAXABLE PRODUCTION INCOME BEFORE 199 DEDUCTION 9B.7250
5] STATE INCOME TAX RATE 6.2500
7 STATE INCOME TAX EXPENSE (LINE § X LINE 6) 6.0450

The WACC (PRE - TAX) value on Line § Is to be recorded on ES FORM 3.10, Line 8.



KENTUCKY POWER COMPANY - ENVIRONMENTAL SURCHARGE REPORT
CURRENT PERIOD REVENUE REQUIREMENT
COSTS ASSOCIATED WITH ROCGKPORT

For the Expense Manth of July 2008

ESFORM 3.20

2008 As Filed Tatal
2006 2006 Flan July 2008 Total AEGCo
Plan Plan Total Rochport Rockport Low
LINE Unit Unit Units Plant Plant NOx
NO. COST COMPONENT No. 1 No. 2 182 Common Corlmcn Burners Total
(1) (2) 3) @) {5) (6} {7) (8) 9) {10)
Return on Rate Bass ;

CONDO S WN ..

10

12

13

14
15

1Rockport Plant Continous Environmental Monitoring System (CEMS)

Installed Cost

AEGCo Low NOx Bumners (LNB) Inslatied Cost

Rockport Plant Landfiit

Less Accumulated Depreolation

{ ess Acoum. Def. income Taxes

Total Rata Bage

Weighted Average Cost of Capital - ES FORM 3,21

Monthly Welghted Avg. Cost of Capitai (LINE 77 12)

Monthly Relum of Rale Base (Line 6 * Line 8)
Operating Expenses :

Monthly Depreciation Expense

Monthly Indiana Air Emissions Fee

Total Operating Expenses (Line 10 + Line 11)

Total Revenue Requirement, Cost Associated with Rockport Plant

CEMS and LNB {Line 9+ Line 12)

Kentucky Powar's Partion of Rockparts CEMS and Land(ill (Ling 13 * 15%)
|Kentucky Power's Portion of AEGCo's LNB (Line 13 * 30%)

Kentuoky Power's Portlon of Rockport Plant's

Total Revenue Requirement, (Column 8, Line 14 + Column 11, Line 15)
Note: Cost In Column 11, Line 16 Is to be Recarded on

£85 FORM 3.00 Line 2

With each monthly filing, altach a schedule similar (o Exhibit EKW-2, page 11 of 11
(Wagner Direct Teslimony in Case No. 95-489), showing the calculation of the Weighted
Average Cost of Capllal. These calculations should reflect the provisions of the

Rockport Unit Powsr Agresmeit, and be as of lhe Current Expense Month,

$898.000

0.9130%

$1.776,759

$1,776,759

$998,000

(3574.057) {$574,057)

$127,333;
$1,075,369

($127,333)

$2,073.369

0.9130% 0.9130%

$9,112

$2,928

$9.818

$5,212
$12,500

$18,930

$8,140
$12,500

$17,712

$20,640

$12,040

$27,530

§39,570

$4,130

$5,938
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ES FORM 3.21
KENTUCKY POWER COMPANY - ENVIRONMENTAL SURCHARGE REPORT
CURRENT PERIOD REVENUE REQUIREMENT
ROCKPORT UNIT POWER AGREEMENT COST OF CAPITAL
For the Expense Month of July 2008
LINE Cap. Cost WACC WACC
NO. Component Balances Structures Rates (NET OF TAX) § GRCF (PRE - TAX)
As of
07/31/2006
1 LT DEBT 44,832,773 33.5997% 4.6595% 1.5656% 1.5656%
2 |S/TDEBT 36,988,878 27.7212% 5.3450% 1.4817% 1.4817%
CAP|TALIZATION

3 OFFSETS 0 0.0000% 4.9694% 0.0000% 0.0000%

4 DEBT

5 |CEQUITY 51,610,433 38.6781% 12.1600%} 1/ 4.7034%11.681378 12/ 7.8082%

6 TOTAL 133,432,184 100.0000% 7.7507% 10.9555%

-
~

N

O ®W~NMOD WM -

WACC = Weighted Average Cost of Capital
Cost Rates per the Provisions of the Rockport Unit Power Agreement

Gross Revenue Conversion Factor (GRCF) Caleulation:

OPERATING REVENUE
LESS: [INDIANA ADJUSTED GROSS INCOME
(LINE 1 X .085)
INCOME BEFORE FED INC TAX
LESS: FEDERAL INCOME TAX
(LINE 4 X .35)
OPERATING INCOME PERCENTAGE
GROSS REVENUE CONVERSION
FACTOR (100% / LINE 7)

100.00

8.500

91.500

32.025
50.475

1.681379

The WACC (PRE ~ TAX) value on Line 6 is to be recorded on ES FORM 3.20, Line &.
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ES FORM 3.30

KENTUCKY POWER COMPANY - ENVIRONMENTAL SURCHARGE REPORT

CURRENT PERIOD REVENUE REQUIREMENT

MONTHLY REVENUES, JURISDICTIONAL ALLOCATION FACTOR,

and OVER/(UNDER) RECOVERY ADJUSTMENT

For the Expense Month of July 2006

SCHEDULE OF MONTHLY REVENUES

Line Percentage of Total
No. Description Monthly Revenues Revenues
1 ]Kentucky Retail Revenues $36,201,227 64.0%
2 [FERC Wholesale Revenues $355,328 0.6%
3 |JAssociated Ulilifies Revenues $5,153,092 9.1%
4 [Non-Assoc. Utilities Revenues $14,910,575 26.3%
5 ]Total Revenues for Surcharges Purposes $56,620,222 100.0%
6 |Non-Physical Revenues for Month $1,147 168
7 |Total Revenues for Month $57,767,390
The Kentucky Retail Monthly Revenues and Percentage of Total Revenues (Line 1) are
to be recorded on ES FORM 1.00, Lines 8 and 4. The Percentage of Kentucky Retail
Revenues to the Total Revenues for the Expense Month will be the Kentucky Retail
Jurisdictional Allocation Factor.
OVER/(UNDER) RECOVERY ADJUSTMENT
Line
No. Description Amounts
1 JKentucky Retail Surcharge Factor for May 2006 2.6225%
2 [Kentucky Retail Revenues for Current Expense Month $35,344,519
3 [Surcharge Collected (1) * (2) $926,910
4 [Surcharge Amount To Be Collected $739,666
5 JOver/(Under) Recovery (3) - (4) = (5) $187,244

The Over/(Under) Recovery amaunt is to be recorded on ES FORM 1.00, LINE 6.

NOTE : The sign on LINE 5 of ES FORM 3.30 will be changed on LINE 6 of ES FORM 1.00

in order to properly adjust the collection of the current month's expense.




