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March 23, 2011

Re: Amended and Restated Inter-Company Power Agreement and
Amended and Restated OVEC-IKEC Power Agreement
Docket No. ER11-____________

Honorable Kimberly D. Bose, Secretary
Federal Energy Regulatory Commission
888 First Street, N.E.
Washington, D.C. 20426

Dear Secretary Bose:

Pursuant to Section 205 of the Federal Power Act and Section 35.13 of the

Commission’s regulations, Ohio Valley Electric Corporation, together with its wholly

owned subsidiary, Indiana-Kentucky Electric Corporation (“IKEC”, and Ohio Valley

Electric Corporation, together with IKEC, herein referred to as “OVEC”) submits for filing:

(1) An Amended and Restated Inter-Company Power
Agreement, dated as of September 10, 2010 (“Amended
ICPA”) among OVEC and other parties thereto (referred to
as the “Sponsoring Companies”),1 which amends and
restates in its entirety the current Amended and Restated
Inter-Company Power Agreement, dated as of March 13,

1 The “Sponsoring Companies” are: Allegheny Energy Supply Company, LLC, Appalachian Power
Company (“Appalachian”), Buckeye Power Generating, LLC (“Buckeye”), Columbus Southern
Power Company (“CSP”), The Dayton Power and Light Company (“Dayton Power”), Duke Energy
Ohio, Inc. (“Duke Ohio”), FirstEnergy Generation Corp. (“FirstEnergy Generation”), Indiana
Michigan Power Company (“I&M”), Kentucky Utilities Company (“KU”), Louisville Gas and
Electric Company (“LG&E”), Monongahela Power Company (“Mon Power”), Ohio Power Company
(“OPCo”), Peninsula Generation Cooperative (“Peninsula”) and Southern Indiana Gas and Electric
Company (“SIGECO”).

IGS Ex. A
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2006, as amended by Modification No. 1, dated as of March
13, 2006 (the “Current ICPA”).

(2) An Amended and Restated Power Agreement, dated as of
September 10, 2010 (“Amended OVEC-IKEC Agreement”)
between OVEC and IKEC, which amends and restates in its
entirety the current Amended and Restated Power
Agreement, dated as of March 13, 2006 (the “Current
OVEC-IKEC Agreement”).

In accordance with the Commission’s Order No. 714, OVEC hereby submits

the above agreements in eTariff format.2

I. Introduction

OVEC hereby requests that the Commission accept for filing and grant any

other relief necessary to permit the Amended ICPA to become effective as soon as possible

after the date hereof, but in any event by the sixtieth (60th) day after the date hereof. The

Amended ICPA is the result of a unanimous agreement among OVEC and the Sponsoring

Companies to extend the term of the Current ICPA. In addition, the Amended ICPA

contains non-substantive administrative changes, including as necessary to reflect the

current parties based on assignments since 2004 and the transfer of responsibilities from

East Central Area Reliability Group (“ECAR”) to ReliabilityFirst Corporation (“RFC”). In

connection with the filing of the Amended ICPA, OVEC also requests that the Commission

accept the filing of the Amended OVEC-IKEC Agreement, which extends the term of that

agreement to coincide with the term of the Amended ICPA. The Commission’s acceptance

for filing of the agreements in this application will permit the Sponsoring Companies to

continue to receive the relatively low-cost electricity generated by OVEC (and its

2 Please note, that while both the Amended ICPA and Amended OVEC-IKEC Agreement were dated as
of September 10, 2010, they were not fully executed until sometime in February 2011 and their
effectiveness is subject to the receipt of all necessary regulatory approvals, including from the
Commission in the instant proceeding.
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subsidiary, IKEC) under the basic cost-based formula rates charged by OVEC for over 50

years.

II. Background of the Current ICPA and Related Agreements

Each of the Sponsoring Companies is a public utility or a subsidiary of an

electric cooperative operating in the Ohio Valley region and either owns, or is an affiliate of

a company that owns, capital stock issued by OVEC.3 During the early 1950s, these

stockholders (or their predecessors) formed OVEC in response to the request of the United

States Atomic Energy Commission (“AEC”) to supply the electric power and energy

necessary to meet the needs of a uranium enrichment plant being built by the AEC in Pike

County, Ohio. To provide that electric service, OVEC built two coal-fired generating

stations: (1) the Kyger Creek Plant in Cheshire, Ohio, which has a generating capacity of

1,075 megawatts, and (2) the Clifty Creek Plant in Madison, Indiana, which has a generating

capacity of 1,290 megawatts and is owned by OVEC’s wholly-owned subsidiary, IKEC.

These two generating stations, both of which began operation in 1955, are

connected by a network of 776 circuit miles of 345,000-volt transmission lines in Ohio,

Indiana and northern Kentucky. These lines were designed and built to provide for the

delivery of power and energy from OVEC’s generating facilities to the United States of

America, currently acting by and through the AEC’s successor, the Secretary of Energy, the

statutory head of the United States Department of Energy (the “DOE”), as well as to permit

DOE to obtain supplementary power and energy from the Sponsoring Companies to the

extent that OVEC’s generation output was either unavailable or insufficient to meet the

3 In particular, OVEC’s stock is owned by the following companies: Allegheny Energy, Inc.
(“Allegheny”) (3.5%); American Electric Power Company, Inc. (“AEP”) (39.17%); Buckeye (18%);
CSP (4.3%); Dayton Power (4.9%); Duke Ohio (9.0%); KU (2.5%); LG&E (5.63%); Ohio Edison
Company (0.85%); Peninsula (6.65%), SIGECO (1.5%); and The Toledo Edison Company (4.0%).
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DOE’s needs. To permit these deliveries of power and energy between OVEC, the

Sponsoring Companies and DOE, OVEC’s transmission facilities interconnect with the

facilities of certain neighboring Sponsoring Companies.

Upon its formation, OVEC entered into two principal power sales agreements:

(i) the DOE Power Agreement, which was between OVEC and the DOE, and (ii) the

predecessor to the Current ICPA. At the same time, OVEC also entered into the predecessor

to the Current OVEC-IKEC Agreement, which permits OVEC to purchase the entire output

of IKEC’s generating station at cost.

As a result of the DOE’s termination of the DOE Power Agreement as of April

30, 2003, each of the Sponsoring Companies currently is entitled to its specified share of all

net power and energy produced by OVEC’s two generating stations.4 In return, the Current

ICPA (as amended in 2004) requires the Sponsoring Companies to pay their share of all of

OVEC’s costs resulting from the ownership, operation and maintenance of its generation

and transmission facilities, except those costs that were paid by the DOE.

The term of each of the Current ICPA and the Current OVEC-IKEC Agreement

is set to expire on March 13, 2026. OVEC wants the flexibility to refinance all or part of its

long-term debt with maturities expiring after the current March 13, 2026 term. Without the

Commission’s acceptance for filing of the Amended ICPA and the related agreements in

sufficient time to permit such refinancing during 2011, OVEC may not be able to take

advantage of favorable interest rates that would allow OVEC to provide lower-cost power

and energy to the Sponsoring Companies.

4 By letter dated September 29, 2000, the DOE notified OVEC of the DOE’s election to terminate the
DOE Power Agreement as of April 30, 2003. OVEC currently provides retail service to DOE through
an “arranged power” agreement under which OVEC procures power and energy for DOE at cost from
third parties (based on bids directed by DOE and spot purchases required to manage changes in load).
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II. Description of Amended ICPA

The Amended ICPA is the result of a unanimous agreement among OVEC

and the Sponsoring Companies. The only substantive change to the Current ICPA is the

extension of its term from the current expiration date of March 13, 2026 to June 30, 2040.

(See Amended ICPA § 9.07.) The other changes contained in the Amended ICPA are “clean

up” changes necessary to reflect the current parties to the Amended ICPA (based on

assignments since 2004) and to eliminate references to ECAR and insert (where applicable)

references to current RFC obligations. OVEC’s rates will not be affected by these changes.

III. Description of Amended OVEC-IKEC Agreement

The Amended OVEC-IKEC Agreement extends the term of the Current

OVEC-IKEC Agreement to permit IKEC to continue to sell OVEC its entire electric output

at cost during the term of the Amended ICPA. As with the Amended ICPA, IKEC’s overall

rates will not be affected by these changes.

IV. Mountainview Analysis

In OVEC’s July 16, 2004 filing of the Current ICPA and the Current OVEC-

IKEC Agreement and its November 18, 2004 filing of Modification No. 1 to the Current

ICPA, OVEC submitted information and commitments in support of the participation in the

Amended ICPA of the Sponsoring Companies that might be deemed to be “affiliates” of

OVEC.5 On December 13, 2004, the Commission accepted the Current ICPA (including

Modification No. 1) and the Current OVEC-IKEC Agreement for filing.6

5 Amended and Restated Inter-Company Power Agreement, Amended and Restated OVEC-IKEC
Power Agreement, and Termination of First Supplementary Transmission Agreement, Docket No.
ER04-1026-000, filed July 16, 2004; Modification No. 1 to the Amended and Restated Inter-
Company Power Agreement and Supplemental Filing, Docket No. ER04-1026-001, filed Nov. 18,
2004.

6 Ohio Valley Electric Corporation, Amended and Restated Inter-Company Power Agreement and
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As explained below (and in OVEC’s July 16, 2004 and November 18, 2004

filings), OVEC submits that the Amended ICPA and the Amended OVEC-IKEC Agreement

should not be subject to the scrutiny applicable to affiliate agreements entered into at

market-based rates, as set forth in Southern California Edison Co., 106 FERC ¶ 61,183

(2004) (“Mountainview”) because OVEC is not controlled in the same manner as those

affiliate relationships described in Mountainview and related cases, and because the

Amended ICPA represents the continuation of a 50-plus year arrangement that does not raise

affiliate abuse or competitive concerns. Nevertheless, as it provided the Commission in its

November 18, 2004 filing, OVEC also provides an analysis and underlying study to

demonstrate that the Amended ICPA satisfies any applicable requirements under

Mountainview. OVEC hereby requests that the Commission accept the Amended ICPA and

Amended OVEC-IKEC Agreement for filing on the same basis as it did in its 2004 order

based on the arguments below and updated analysis.

A. Applicability of Mountainview

OVEC notes that the Amended ICPA and the Amended OVEC-IKEC

Agreement are substantively nearly identical to the Current ICPA and the Current OVEC-

IKEC Agreement, and other relevant facts such as ownership interests also are nearly

identical to those in 2004. OVEC is owned (directly or indirectly) by nine independent

holding company systems, none of which owns 50% or more of OVEC’s stock (indeed,

ownership is even more dispersed than at the time of OVEC’s July 16, 2004 filing due to

Allegheny’s sale of 9% of the OVEC equity to Buckeye and Ohio Edison Company’s sale of

Modification No. 1 dated as of March 13, 2006; an Amended and Restated Power Agreement and a
Termination Agreement both dated March 13, 2006, Docket Nos. ER04-1026-000 and ER04-1026-
001, issued Dec. 13, 2004.
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6.65% to Peninsula).7 Because of the dispersion of voting power, none of OVEC’s owners

can direct the management or operations of OVEC. OVEC continues to have its own

employees and is solely responsible for the operation and management of its generation

facilities. Furthermore, unlike in the cases of transactions between wholly owned

subsidiaries with a common parent, none of OVEC’s owners has the incentive to grant

“undue influence” or otherwise cross-subsidize OVEC’s operations through the Amended

ICPA because between 55.8% and 98.5% (depending on the holding company system) of

the benefits of such activities would flow to the other holding company systems, each of

which is a competitor in the wholesale market. As a result, OVEC does not believe that any

of its owners exercise the type of control necessary to make it an “affiliate” of any of the

owners for these purposes.8

7 Ownership of OVEC’s stock is held (directly or indirectly) by the following holding companies:
Allegheny (3.5%); AEP (43.47%); Buckeye Power, Inc. (18%); DPL Inc. (4.9%); Duke Energy
Corporation (9%); E.ON plc (8.13%); FirstEnergy Corp. (“FirstEnergy”) (4.85%); Vectren
Corporation (1.5%); and Wolverine Power Supply Cooperative, Inc. (6.65%).

8 In Morgan Stanley Capital Group Inc., 72 FERC ¶ 61,082, the Commission stated that the test for
affiliation under Part II of the Federal Power Act would be the same as the test under Section 161.2 of
the Commission’s regulation regarding interstate pipelines. Under that regulation, an “affiliate” is
defined as “another which controls, is controlled by or is under common control with such person,”
and “control” is defined as including “the possession, directly or indirectly and whether acting alone
or with others, of the authority to direct or cause the direction of the management or policies of a
company.” Although “control” is presumed if a person owns a 10% or greater voting interest in
another person, such presumption can be rebutted by specific facts and circumstances. See e.g.,
Iroquois Gas Transmission System, L.P., 78 FERC ¶ 61,108 (1997) (finding that 19.4% owner lacked
the ability to determine operational decisions); Western Gas Marketing, Inc., 63 FERC ¶ 61,172
(1993) (finding that 11% owner lacked operating or management control due to the dispersion of
ownership among non-affiliates). As stated above, none of OVEC’s owners has a majority interest
and, based on the dispersion of ownership interests among nine holding company systems, none of the
owners can direct the operation or management of OVEC.

Please note, however, that although OVEC believes that it should not be considered to be an
“affiliate” of its owners for these purposes, OVEC has not and does not hereby request exemption
from the obligations under the Commission’s orders relating to other inter-affiliate relationships,
including the standards of conduct between electric utilities and their affiliates under Order Nos. 888,
889, 2004 and related orders. OVEC believes that it is in full compliance with those orders with
respect to its relationship to AEP and their affiliates, each of which directly or indirectly controls or is
controlled by a company that owns 10% or more of OVEC’s stock. Buckeye Power Inc. is an electric
cooperative not subject to regulation as a public utility by the Commission.
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Second, even assuming OVEC’s affiliation with certain owners based solely

on stock ownership, the purchases under the Amended ICPA by the Sponsoring Companies

that are affiliates of such owners do not raise the potential for the affiliate abuses underlying

the Commission’s policies in Mountainview and related cases. The Amended ICPA does

not represent a build-or-buy situation because OVEC’s plants are over 50 years old. Neither

does it represent a market-based affiliate agreement. Indeed, purchases under the Amended

ICPA are more analogous to a vertically integrated utility’s entitlement to power from its

own generating plants. Under the Current ICPA (and its predecessors), since OVEC’s

inception the Sponsoring Companies have been responsible to pay for all charges not

recovered through retail sales to DOE and to pay demand and energy charges associated

with surplus energy released by the DOE under the DOE Power Agreement, which now

accounts for all of OVEC’s net output. In other words, OVEC’s owners and their affiliated

Sponsoring Companies have shared the risks and rewards of financing and operating

OVEC’s facilities for over 50 years. Thus, purchases under the Amended ICPA are more

akin to purchases from a jointly-owned plant than from an unregulated, affiliated marketer.

Finally, the continued purchase of power by the Sponsoring Companies does

not raise any competitive concerns implicated in Mountainview. The continuation of

purchases from OVEC under the Amended ICPA will not increase the market share of any

Sponsoring Company. In addition, the Sponsoring Companies consist of companies from

nine different holding company systems, each of which has multiple interconnections

throughout the region. Also, under the scheduling provisions of the Amended ICPA, which

are unchanged, available energy from OVEC’s generating facilities that is not scheduled by

one Sponsoring Company automatically is made available to the other Sponsoring
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Companies, which promotes the economic use or competitive marketing of all of OVEC’s

energy to the customers of any one of the Sponsoring Companies.

B. Analysis under Mountainview

The Amended ICPA is a cost-based power agreement requiring OVEC to

continue to sell to the Sponsoring Companies all of the power and energy capable of being

produced by its generation facilities for an additional 14 years through June 30, 2040. In

general, the Amended ICPA requires the Sponsoring Companies to pay their share of all of

OVEC’s costs resulting from the ownership, operation, financing and maintenance of its

generation and transmission facilities. The total charges under the Amended ICPA are

based on the same basic formula rates that have been charged to the Sponsoring Companies

for over 50 years. The Amended ICPA does not change the rates charged under the Current

ICPA.

At OVEC’s request, American Electric Power Service Corporation (which is

affiliated with certain of the Sponsoring Companies) performed a benchmark study to show

that the Amended ICPA represents a low-cost, long-term power supply option for the

Sponsoring Companies compared to the available alternatives. A copy of the benchmark

study along with supporting data (the “Benchmark Study”) is attached hereto as Exhibit A.

The Benchmark Study compares OVEC’s costs under the Amended ICPA to publicly

available market data with respect to the construction of base-load power plants. The

Benchmark Study demonstrates that the Amended ICPA satisfies the requirements under

Mountainview and related precedent to show that the agreement represents a just and

reasonable, low-cost supply option for the Sponsoring Companies. This benchmark study

and supporting materials are similar to those presented to the Commission in November
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2004 in connection with the Commission’s acceptance for filing of the Current ICPA and

Current OVEC-IKEC Agreement.9

VI. Effective Date Request

In order to permit OVEC sufficient time to refinance its current long-term

debt and to take other actions to ensure the continued operations consistent with the

Amended ICPA, OVEC respectfully requests that the Commission grant an effective date in

an order issued as soon as possible, but in any event on or before sixty (60) days after the

date of this filing.

OVEC’s operations are financed on a project-type basis and thus the advance

acceptance of the Amended ICPA by the Commission, as well as other required regulatory

approvals and filings, are essential for OVEC to be able to negotiate and put in place

acceptable refinancing of its existing long-term debt on reasonable terms. In addition to this

filing, the Amended ICPA is subject to filing with, or the approval or non-opposition of,

various regulatory authorities, including the Indiana Utility Regulatory Commission, the

Kentucky Public Service Commission, the Virginia State Corporation Commission and the

West Virginia Public Service Commission.

For the foregoing reasons, OVEC requests a waiver of any applicable

requirements to permit the Commission, by order, letter or other issuance on or before sixty

(60) days after the date of this filing, to grant the requested effective date.

VII. Filing Requirements

Pursuant to Section 35.13(a)(2) of the Commission’s regulations, OVEC

provides the following information:

9 See Exhibit A to Modification No. 1 to the Amended and Restated Inter-Company Power Agreement
and Supplemental Filing, Docket No. ER04-1026-001, filed Nov. 18, 2004.
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A. General Information

(1) List of documents submitted

Submitted with this letter are:

(a) Amended ICPA (executed);

(b) Amended OVEC-IKEC Agreement (executed);

(c) Certificates of Concurrence of each of the Sponsoring
Companies as to the Amended ICPA;

(d) Copies of the Amended ICPA and Amended OVEC-IKEC
Agreement (in eTariff format);

(e) A blacklined copy of the Amended ICPA, showing changes
from the composite copy of the Current ICPA (including Mod.
No. 1) (in eTariff format); and

(f) A blacklined copy of the Amended OVEC-IKEC Agreement,
showing changes from the Current OVEC-IKEC Agreement (in
eTariff format).

(2) The proposed effective date

OVEC proposes that the Amended ICPA and the Amended OVEC-
IKEC Agreement become effective as soon as possible, but in any event
within sixty (60) days after the date hereof.

(3) Names and addresses of persons to whom a copy of this filing has
been mailed

A copy of this filing has been mailed this date to:

(a) Allegheny Energy Supply Company, LLC
4350 Northern Pike – 4 North
Monroeville, Pennsylvania 15146-2841

(b) Appalachian Power Company
1 Riverside Plaza
Columbus, Ohio 43215
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(c) Buckeye Power Generating, LLC
6677 Busch Blvd., P.O. Box 26036
Columbus, Ohio 43226

(d) Columbus Southern Power Company
1 Riverside Plaza
Columbus, Ohio 43215

(e) The Dayton Power and Light Company
1065 Woodman Drive
Dayton, Ohio 45432

(f) Duke Energy Ohio, Inc.
139 East Fourth Street
Cincinnati, Ohio 45202

(g) FirstEnergy Generation Corp.
76 South Main Street
Akron, Ohio 44308

(h) Indiana Michigan Power Company
P. O. Box 60
Ft. Wayne, Indiana 46801

(i) Kentucky Utilities Company
P. O. Box 32010
Louisville, Kentucky 40232

(j) Louisville Gas and Electric Company
P. O. Box 32010
Louisville, Kentucky 40232

(k) Monongahela Power Company
P.O. Box 1392
Fairmont, West Virginia 26555

(l) Ohio Power Company
1 Riverside Plaza
Columbus, Ohio 43215

(m) Peninsula Generation Cooperative
10125 W. Watergate Road
Cadillac, MI 49601

(n) Southern Indiana Gas and Electric Company
20-24 N.W. Fourth Street
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Evansville, Indiana 47741

(o) The Utility Regulatory Commission of Indiana
302 West Washington Street
Suite E-306
Indianapolis, Indiana 46204

(p) The Public Service Commission of Kentucky
211 Sower Boulevard
P. O. Box 615
Frankfort, Kentucky 40602-0615

(q) The Public Service Commission of Michigan
6545 Mercantile Way
P. O. Box 30221
Lansing, Michigan 48909

(r) The Public Utilities Commission of Ohio
180 East Broad Street
Columbus, Ohio 43215

(s) Tennessee Regulatory Authority
460 James Robertson Parkway
Nashville, Tennessee 37243-0505

(t) The State Corporation Commission of Virginia
Tyler Building
P. O. Box 1197
Richmond, Virginia 23209

and

(u) The Public Service Commission of West Virginia
201 Brooks Street
P. O. Box 812
Charleston, West Virginia 25323

(4) Brief description of agreements

The Amended ICPA is the result of a unanimous agreement among
OVEC and the Sponsoring Companies to extend the term of the Current
ICPA and to make certain administrative changes. In addition, in
connection with the extended term of the Amended ICPA, OVEC and
IKEC have executed the Amended OVEC-IKEC Agreement, which
extends the term of that agreement to coincide with the term of the
Amended ICPA. The Commission’s acceptance of this filing will
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permit OVEC to refinance its long-term debt at favorable rates and
allow the Sponsoring Companies to continue to receive lower-cost
electricity generated by OVEC (and its subsidiary, IKEC) under the
Amended ICPA.

(5) Statement of the reasons for the filed agreements

The Amended ICPA and the Amended OVEC-IKEC Agreement
represent the result of a unanimous compromise among OVEC and the
Sponsoring Companies concerning the terms and conditions of those
agreements, including the extension of the term of the Current ICPA
and the Current OVEC-IKEC Agreement, both of which would
otherwise expire on March 13, 2026.

(6) Showing that all requisite agreements to the filed agreements have
been obtained

All requisite agreements to the Amended ICPA and the Amended
OVEC-IKEC Agreement, including permission to make this filing, have
been obtained. As evidenced by the enclosed copies of each agreement,
OVEC and all of the Sponsoring Companies have executed the
Amended ICPA and the Amended OVEC-IKEC Agreement. In
addition, attached for filing are Certificates of Concurrence of each of
the Sponsoring Companies as to those agreements.

(7) Statement concerning whether any expenses or costs have been
alleged or adjudged in any administrative or judicial proceeding to
be illegal, duplicative or unnecessary costs that are demonstrably
the product of discriminatory employment practices

The rates under the Amended ICPA and the Amended OVEC-IKEC
Agreement include no expense or cost that has been alleged or adjudged
in any administrative or judicial proceeding to be an illegal, duplicative
or unnecessary cost that is demonstrably the product of discriminatory
employment practices.

B. Information relating to the effect of the rate schedule change

(1) Table or statement comparing (i) existing sales and services and
revenue from existing sales and services to (ii) sales and services and
revenue from sales and services if the Commission permits the
Amended ICPA and the Amended OVEC-IKEC Agreement to
become effective
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There will be no change to OVEC’s overall rates or services as a result
of the Amended ICPA or the Amended OVEC-IKEC.

(2) Comparison to similar existing service and rate

OVEC does not offer other services similar to the proposed service.
Consequently, a comparison of the proposed service and rate to a
similar existing service and rate cannot be provided.

(3) Statement concerning new or modified facilities

No facilities have been or will be installed because of the Amended
ICPA or the Amended OVEC-IKEC Agreement.

C. Waiver of Filing Requirements Request

OVEC believes that the information supplied with this filing will permit the

Commission to conclude that the Amended ICPA and the Amended OVEC-IKEC

Agreement are just and reasonable under the Federal Power Act and that such agreements,

along with the attached Certificates of Concurrence, should be accepted for filing.

Consequently, OVEC requests this Commission to waive, to the extent necessary, any of the

Commission’s requirements with which this filing does not comply.
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D. Addresses for Correspondence

Correspondence relating to this filing should be addressed to:

Brian Chisling
Simpson Thacher & Bartlett LLP
425 Lexington Ave.
New York, New York 10017-3954
(212) 455-3075
(212) 455-2502 (fax)
bchisling@stblaw.com

and

Scott N. Smith
Ohio Valley Electric Corporation
1 Riverside Plaza
Columbus, Ohio 43215
(614) 716-2860
(614) 716-1094 (Fax)
snsmith@aep.com

Respectfully submitted,

OHIO VALLEY ELECTRIC CORPORATION
INDIANA-KENTUCKY ELECTRIC
CORPORATION

By_/s/ Brian E. Chisling________________
Brian E. Chisling
Simpson Thacher & Bartlett LLP
Counsel for Ohio Valley Electric
Corporation and Indiana-Kentucky Electric
Corporation
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Attachments: (1) Exhibit A: Benchmark Study Demonstrating that the Inter-Company
Power Agreement Offers Low-Cost Power;

(2) Amended ICPA (executed);

(3) Amended OVEC-IKEC Agreement (executed);

(4) Certificates of Concurrence of each of the Sponsoring Companies as
to the Amended ICPA.

Enclosures: (1) Clean Copies of the Amended ICPA and Amended OVEC-IKEC
Agreement;

(2) Blacklined Copies of the Amended ICPA, showing changes from the
composite copy of the Current ICPA (including Mod. No. 1) and the
Amended OVEC-IKEC Agreement, showing changes from the
Current OVEC-IKEC Agreement.

cc: Allegheny Energy Supply Company, LLC
Appalachian Power Company
Buckeye Power Generating, LLC
Columbus Southern Power Company
The Dayton Power and Light Company
Duke Energy Ohio, Inc.
FirstEnergy Generation Corp.
Indiana Michigan Power Company
Kentucky Utilities Company
Louisville Gas and Electric Company
Monongahela Power Company
Ohio Power Company
Peninsula Generation Cooperative
Southern Indiana Gas and Electric Company
The Utility Regulatory Commission of Indiana
The Public Service Commission of Kentucky
The Public Service Commission of Michigan
The Public Utilities Commission of Ohio
Tennessee Regulatory Authority
The State Corporation Commission of Virginia
The Public Service Commission of West Virginia
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CERTIFICATE OF SERVICE

I hereby certify that I have this day served the foregoing Amended ICPA and
Amended OVEC-IKEC Agreement of Ohio Valley Electric Corporation upon each person
designated on the official service list compiled by the Secretary in Docket No. ER04-1026
and each person listed in section 7(A)(3) above.

/s/ Brian E. Chisling________________
Brian E. Chisling

Dated this 23rd day of March, 2011.
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Exhibit A

Benchmark Study Demonstrating that
the Inter-Company Power Agreement Offers Low-Cost Power

At the request of the Ohio Valley Electric Corporation (“OVEC”), American

Electric Power Service Corporation (“AEPSC”) performed a benchmark study in support of the

proposed 14-year extension of the term of the Inter-Company Power Agreement (“ICPA”),

originally dated July 10, 1953 and as amended from time to time, among OVEC and the public

utilities named therein as “Sponsoring Companies,” which include several affiliates of AEPSC.

As discussed below, it is clear the ICPA offers low-cost power to the Sponsoring Companies,

taking into account both price and non-price factors.

A. Definition of the Relevant Market, Time Period and Products.

1. Relevant Geographic Market

Under Commission precedent, the relevant geographic market is the market where

sellers can supply the relevant product to the purchasers under the subject contract.1 This

benchmark study defines the relevant geographic market broadly to include any supplier that is

in the reliability regions governed by or under the following: (a) ReliabilityFirst Corporation

(“RFC”), which is a consolidation of the three previous regions East Central Area Reliability

Coordination Agreement (“ECAR”), the Mid-Atlantic Area Council (“MAAC”) and the Mid-

America Interconnected Network (“MAIN”), and (b) Midwest Reliability Organization

(“MRO”), which regions collectively include the majority of the service territories of the

regional transmission organizations of the PJM Interconnection, LLC (“PJM”) and the Midwest

Independent Transmission System Operator, Inc. (“MISO”).

1 Ocean State Power II, 59 FERC ¶ 61,360 at p. 62,333 (1992) (“Ocean State”).
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2. Contemporaneousness

The Commission defines the relevant period for these purposes as the period

during which purchasers made their decisions to contract with the supplier.2 Consequently, this

benchmark study is based on a current forecast of generation alternatives through 2040,

consistent with the extension period.

3. Comparable Products

The Commission generally requires that the evidence presented in benchmark

studies compares transactions involving goods and services similar to those provided within the

proposed transaction.3 Accordingly, this benchmark study defines the relevant comparison to be

the ICPA to the construction of base-load power plants over the same long-term time period,

since the construction of a power plant is the most comparable alternative to entering into this

long-term power supply agreement.

Other products such as power plant acquisitions and long-term power contracts

were not considered comparable products since the proposed extension is for the time period

March 14, 2026 through June 30, 2040. Such transactions would be near-term agreements that

would not be comparable to an extension period that does not begin until 2026, in part since

generally no market exists for offers that would provide beginning or closing dates in this

timeframe. Construction start dates for new generation, on the other hand, are generally at the

discretion of the purchaser, subject to permitting limitations and vendor availability.

2 See Electric Generation LLC, 99 FERC ¶ 61,307, at p. 22 (2002).

3 See Boston Edison Co. Re: Edgar Electric Energy Co., 55 FERC ¶ 61,382 at p. 62,169
(1991); Ocean State, 59 FERC at p. 62,333.
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B. Summary of Benchmark Study

The benchmark study consists of a comparison of the IPCA for the extension

period to construction of new base-load generation.

1. Costs to Construct New Power Plants

Based on information from the U.S. Energy Information Administration (“EIA”)

document, “Table 1. Updated Estimates of Power Plant Capital and Operating Costs”. Release

Date: November 2010, supplemented by operational assumptions and cost estimates from

AEPSC internal sources, the estimated levelized cost of six different types of newly built central

station base-load generation are shown on Schedule 1, page 1. The types of power plants

reviewed include a new coal plant with flue gas desulphurization (i.e., “scrubbed”), integrated

coal-gasification combined cycle (IGCC), with and without carbon capture and sequestration,

advanced nuclear generation, and natural gas combined cycle (CC), with and without carbon

sequestration. Other potential generation sources were excluded because they were not

considered comparable, for example wind and solar, since they are intermittent, non-dispatchable

resources.

As shown in Schedule 1, the installed cost of the comparable new units ranges

from $1,003/kW for CC without carbon sequestration to $5,348/kW for IGCC with carbon

sequestration. For comparison purposes, a typical annual carrying charge was applied to the

estimated installed cost to reflect a reasonable amount for depreciation, taxes, administrative and

general costs, and other expenses. Estimated fuel costs were also added, along with assumptions

regarding the future average costs of carbon dioxide (CO2) emissions and the ability of

sequestration systems to capture the CO2. These calculations resulted in average levelized total
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unit costs, including CO2 costs, ranging from $106 per MWh for a CC plant without carbon

sequestration up to $159.20/MWh for an IGCC plant with carbon sequestration. If CO2 costs are

ignored or assumed to be zero, the alternatives range from $96.53/MWh for a new advance gas

combined cycle plant to $122.51 per MWh for an advanced nuclear plant.

As shown on Schedule 1, page 2, the average forecasted cost of the ICPA contract

for the period 2011 through 2040 is $84.23/MWh including CO2 cost and $60.90/MWh

excluding CO2 cost. These forecasts already include all of the carrying and operating costs

associated with the planned environmental upgrades, including completion of Flue Gas

Desulfurization for all Clifty Creek and Kyger Creek units and Selective Catalytic Reduction for

Clifty Creek units 1-5 and Kyger Creek units 1-5.

For the cases including CO2 costs, the cost of the ICPA is expected to be

approximately 21% less than the least expensive alternative, the CC plant without carbon

sequestration. For the cases excluding CO2 costs, the ICPA is expected to be approximately 37%

less than the least expensive alternative of the new CC plant.

It is recognized that the above values include the period from 2011 through 2040

for the ICPA even though the current request is for the period March 14, 2026 through June 30,

2040. No adjustments were made to attempt to project a near-term completion date and then

“remove” the financial impacts of the new build options and the OVEC extension for the period

prior to 2026. In practical terms, any such adjustment would require the implicit assumption that

a counter-party could be identified that would be willing to purchase the output of the new plant

at the fully-loaded cost in the interim period from the plant completion date until a termination

date in 2026.
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Likewise, forecasting a completion date for a new build option that did not begin

commercial operation until 2026 would require the assumption of an unusual near-term

commitment from the purchaser (and the vendor) in the near-term. In addition, this option would

include a plant life period for the new-build generation that would extend well beyond the

extension period termination of 2040. Presenting the proposed extension and the new build

options on a levelized cost of electricity basis makes them comparable and mitigates the need for

attempts at such adjustments. In addition, the ICPA analysis includes assumptions for the entire

period that would potentially impact the cost in the current ICPA contract period.

One significant benefit of the ICPA is that it is expected to be the least cost

alternative whether CO2 costs are included or not. In comparing the CC without carbon

sequestration alternative to the ICPA, the benefit of the ICPA, besides the expected discount

indicated, is that the ICPA is not expected to carry the same price uncertainty for the fuel input,

coal, as that of the CC plant, based on historic volatility associated with natural gas. Since

neither of these options have carbon sequestration capability, the CC plant still carries

approximately half the CO2 emission risks as that associated with the ICPA. Furthermore, if

forecasted CO2 emissions cost are less than that included in this forecast, this result would tend

to favor the ICPA even more than indicated above.

In a comparison with an advanced nuclear plant, the OVEC ICPA remains the

least expensive option even when CO2 costs are included. As CO2 costs become less of a factor,

or goes to zero, the ICPA discount becomes more comparable to either the natural gas CC or the

advanced nuclear plant. In this case, the ICPA is less costly than the least expensive options

identified, a new pulverized coal plant, which would have a similar CO2 emission risk or the CC
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plant. Consequently, the ICPA clearly provides the most flexible choice with the highest degree

of optionality in that it is the least cost option regardless of future CO2 costs.

It should be noted further that the valuations contained herein that include CO2

cost do not include any carbon cost offsets. Many types of proposed carbon programs include

allocations of offsets, allowances or other phase-in programs that will reduce the carbon costs, at

least in the initial years of such a program. No such assumptions are included in the above

comparisons, and if they were, the OVEC extension would appear even more favorable

compared with other, less carbon-intensive options.

2. Analysis of Non-Price Terms

The Commission also requires an assessment of non-price terms and conditions.4

AEPSC performed a comparative analysis of specific non-price terms and conditions where such

data was available. Specifically, for power plant sales and new-build power plants, the relevant

non-price terms and conditions include: (1) availability, (2) dispatchability, (3) fuel price risk,

and (4) project development risk. In general, the ICPA contains favorable non-price terms.

a. Availability

The availability of a power plant is a key measure of the reliability of any

generating facility.5 It is an indicator of the potential of a generating resource to meet load

requirements and support system reliability. Availability also is a key contract indicator for

measuring performance. The OVEC generating facilities have an excellent record of

4 Ocean State, 59 FERC at p. 62,337.

5 See Electric Generation, LLC, 101 FERC ¶ 63,005 (2002).
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performance based on availability factors. The availability factor for OVEC’s Clifty Creek Plant

was 85.0% in 2008, 87.1% in 2009 and 83.8% in 2010, while the availability factor for its Kyger

Creek Plant was 85.4% in 2008, 84.3% in 2009 and 84.0% in 2010.

b. Dispatchability

Under the ICPA, the Sponsoring Companies have the right to schedule

their proportionate share of the full available capacity and energy output of OVEC’s generating

facilities, subject to scheduling procedures developed by OVEC’s Operating Committee.

c. Fuel Price Risk

Fuel costs associated with OVEC’s coal-fired generating facilities may

increase over the proposed extension of the term of the ICPA, thereby increasing costs to the

Sponsoring Companies. However, with respect to construction of comparable units, the

purchasers would be subject to the similar cost increases due to fluctuations in fuel prices.

d. Project Development Risk

The Sponsoring Companies are insulated against development risk under the ICPA, as

compared to the new construction option, because the OVEC units have already been built and

operating for many years.

C. Conclusion

Based on the benchmark study, the charges under the ICPA compare favorably to

data concerning prices obtained through review of comparable information for other new

generation base load options. The ICPA offers low-cost power to the Sponsoring Companies,

taking into account both price and non-price factors.
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