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KENTUCKY PUBLIC SERVICE COMMISSION
TO: Case File 2013-00261
Case File 2013-00325
FROM: Chris Whelan
Ron Handziak
DATE: October 9, 2013
RE: Misallocations of Certain PJM Charges/Credits and their Effects on the Fuel

Adjustment Clause (“FAC"), Environmental Surcharge (“ES"), and Off-system
Sales (*OSS") Mechanism of Kentucky Power Company (“Kentucky Power”)

On October 7, 2013, Commission Staff (“Staff") held an informal conference (“IC") with
Kentucky Power concerning both of the cases listed above. Notice of the IC was issued on
October 3, 2013. Kentucky Power requested the IC to discuss misallocations of certain charges
and credits it received from PJM Interconnection, LLC, the regional transmission organization of
which it is a member, for the period from July 2011 through June 2013. These misallocations
affected Kentucky Power's FAC, ES, and OSS. A list of the IC attendees is attached to this
memorandum.

Kentucky Power began the IC by providing a handout which showed the effects of the
misallocations by month. A copy of this handout is attached. The period covered in Kentucky
Power's most recent two-year FAC review case was the 24 months ended October 31, 2012.
Because that case, Case No. 2012-00550, is closed, Kentucky Power proposes that a one-time
adjustment be made to correct the FAC only for the period November 2012 through June 2013.
Kentucky Power stated its understanding that once a case covering a two-year FAC review
period is closed, no adjustments for that period can be made. Kentucky Power proposes a one-
time adjustment, which would refund $210,151.09 to customers through the FAC. Kentucky
Power requests that the Commission approve this adjustment in the final order in Case No.
2013-00261. If the misallocations for the period from July 2011 through October 2012 were
corrected, the additional refund to customers through the FAC would be $525,522.94.
However, because of the sharing component of the OSS mechanism, the misallocation’s net
effect on customers by not correcting that earlier period is equal to only 40 percent of that
amount.

Kentucky Power proposes to correct the misallocation to its OSS by making a one-time
charge of $413,441.63. Because review of the OSS mechanism in previous periods is not
limited like the review of the FAC, Kentucky Power's proposed adjustment covers the entire
misallocation period of July 2011 through June 2012. To avoid double-recovery, the proposed
OSS adjustment does not include OSS related charges that were incorrectly recovered through
the FAC during the period July 2011 through October 2012.

Kentucky Power's handout showed that the effect of the misallocations on its ES was
minimal at $9,008. It proposes to make an adjustment for this amount in Case No. 2013-00325,
a two-year ES review in which the review period coincides with the misallocation period of July
2011 through June 2013. There being nothing further to discuss, the meeting was adjourned.

Attachment:  Sign-In Sheet
Kentucky Power handout
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COMMONWEALTH OF KENTUCKY
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LSE/OSS Allocation Issue for Kentucky Power

Background

AEP Service Corporation. on behalf of the AEP East Operating Companies. APCo. KPCo. I & M, and
OPCo, incurs PIM credits and charges for energy and ancillary services. AEP allocates some of these
PJM’s ancillary services: congestion. marginal losses and credits, and FTR revenues based on the amount
of energy assigned on an hourly basis from the AEP East Generating facilities. These assignments are
either to Internal Load. “LSE,” or Off-System Sales, “OSS.” The AEP East Operating Companies,
including Kentucky Power, record their Member [.oad Ratio Share per the East Interconnection
Agreement for LSE or OSS PJM charges and credits.

Issue Description

In August 2013, the ALP settlements team was reviewing the allocation amounts between L.SE and
OSS for PJM charges and credits and a determination was made that the PJM congestion costs. marginal
losses and credits, and FIR revenues were not being allocated in the same manner as the energy assigned
to either L.SE or OSS.

In July 2011, AEP changed energy cost reconstruction systems from ECR to Power Tracker. [t was
determined that the interface from Power Tracker to AEP’s PIM allocation system, nMarket,” did not
properly allocate costs in comparison to the energy assigned for some of the AEP East Generating Plants.
The mapping issuc in nMarket caused additional PJM congestion costs, marginal losses and credits, and
FTR revenues disproportionally assigned to LSE versus OSS for the period of July 2011 through June
2013. In the review, the determination was that the actual assignment of energy in Power Tracker and
other PIM ancillary costs or credits were allocated correctly. AEP settlements corrected the allocation
issue in nMarket for July 2013 settlements going forward.

Impact of Reclassification Issue

The settlements group reran the period of July 2011 through June 2013 to determine the impact of
correcting the allocation between LSE and OSS for the impacted PJM ancillary costs or credits. The
impact to Kentucky Power was approximately $1.2M of net PJM ancillary costs for congestion. marginal
losses and credits. and FTR revenues should have been assigned to OSS instead of L.SE.

In September 2013, Kentucky Power will record an entry to increase PIM costs assigned to OSS of
$1.2M with the oftset decreasing the LSE PJM accounts by the same amount. Kentucky Power is
analyzing the regulatory impact from these entries. AEP is also continuing to review their allocation
process from a settlement and system perspective to ensure costs or credits between L.SE and OSS are
properly assigned.

Page 1 of 1
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PJM Charges and Credits — Description

4470093 — PJM Implicit Congestion LSE - A charge attributable to the increased cost of energy delivered at a given
load bus when the Transmission System serving that load bus is operating under constrained conditions. AEP
allocates this PJM charge type between Internal Load and Off-System Sales. The 4470093 account represents the
congestion attributable to serving Internal Load.

4470126 - PJM Implicit Congestion OSS - A charge attributable to the increased cost of energy delivered at a given
load bus when the Transmission System serving that load bus is operating under constrained conditions. AEP
allocates this PIM charge type between internal Load and Off-System Sales. The 4470126 account represents the
congestion attributable to serving Off-System Sales.

4470101 - PJM Financial Transmission Revenues LSE - A financial instrument awarded to bidders in the FTR
auctions that entitles the holder to a stream of revenues (or charges) based on the hourly Day ahead congestion
price differences across the path. AEP allocates this PJIM charge type between Internal Load and Off System Sales
and is a hedge on congestion costs. The 4470101 account represents the financial transmission revenues

attributable to serving internal load.

4470100 — PJM Financial Transmission Revenues OSS - A financial instrument awarded to bidders in the FTR
auctions that entitles the holder to a stream of revenues (or charges) based on the hourly Day ahead congestion
price differences across the path. AEP allocates this PJM charge type between Internal Load and Off-System Sales
and is a hedge on congestion costs. The 4470100 account represents the financial transmission revenues
attributable to serving Off-System Sales.

4470207 - PJM Transmission Loss Charges LSE — Transmission losses priced by P/M according to marginal loss
factors which represent the percentage increase in system losses caused by an increase in power injection or
withdrawal. AEP allocates this PJM charge type between Internal Load and Off-System Sales. The 4470207

account represents the transmission loss charges attributable to serving Internal Load.

4470209 - PJM Transmission Loss Charges OSS — Transmission losses priced by PJM according to marginal loss
factors which represent the percentage increase in system losses caused by an increase in power injection or
withdrawal. AEP allocates this PJM charge type between Internal Load and Off-System Sales. The 4470209
account represents the transmission [oss charges attributable to serving Off-System Sales.

4470208 — P!M Transmission Loss Credits LSE — PJM redistributes any over collections from transmission loss
charges back to the PIM participants. AEP allocates this PJM charge type between Internal Load and Off-System
Sales. The 4470208 account represents the transmission loss credits attributable to serving Internal Load.

4470206 - PJM Transmission Loss Credits OSS — PJM redistributes any over collections from transmission loss
charges back to the PJM participants. AEP allocates this PIM charge type between Internal Load and Off-System
Sales. The 4470206 account represents the transmission loss credits attributable to serving Off-System Sales.
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