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The manual has been written to document AEP’s approach to cost
allocation and transfer pricing of affiliate transactions. Its
purposes are to

e provide an easily referenced source of information

e state and clarify policy

o Tormalize procedures

e provide a basis of communication between all employees concerning
cost allocation matters

e meet all regulatory requirements for maintaining a cost allocation

manual .

The contents of the manual have been approved by management.
Responsibility for adhering to the policies and procedures rests with

every employee.

The manual is maintained in the A-Z index of AEP Now, under “Cost
Allocation Manual”. Maintenance of the documents incorporated in the
manual by reference is the responsibility of the individuals and

groups designated in the manual.

Errors iIn content and other requests for revision of this manual

should be directed to the attention of Brian T. Lysiak.

Brian T. Lysiak

Senior Manager — Corporate Accounting

Jeffrey W. Hoersdig

Assistant Controller — Corporate Accounting
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HOW TO USE THIS MANUAL

SUMMARY

DOCUMENT NUMBERING
SYSTEM

INDEXES

Alphabetic Subject

Locating a Document

INDEXES (Cont’d)

Date
October 4, 2000

This Manual i1s divided iInto

TABS - major divisions within the manual
SECTIONS - divisions within a TAB
SUBJECTS - divisions within a SECTION.

Each document (i.e., subject) has a unique 6-
digit number. This number is divided into 3
sets of two digits which are separated by
dashes.

EXAMPLE: 05 — 03 — 02
TAB-SECTION-SUBJECT

The alphabetic subject index is the key to
this manual. It appears in the “Controls”
TAB following this document.

The alphabetic subject index (00-00-03) lists
every subject in this manual in alphabetical
order along with the document number at which
each subject may be located. To be able to
retrieve information, each subject (and
important captions within a subject) are
listed three or more ways in the index.

Document numbers appear in bold print on the
upper right corner of each page (see top of
this page). To locate a Subject:

1. Refer to the Alphabetic Subject Index
and locate the SUBJECT you need.

2. Note the Document Number indicated

EXAMPLE: 05-03-02
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Locating a Document
(Cont~d)

TABLE OF CONTENTS

FORMAT

DISTRIBUTION

AMENDMENTS

Amendment Record

Date
October 4, 2000

3. Locate TAB 5 of the manual and within
this TAB find SECTION 03 and SUBJECT 02.
Or, 1f you are viewing this manual
electronically using Acrobat Reader,
simply click on the subject line listed
in the table of contents.

The table of contents (00-00-01) is intended
to give a cover-to-cover overview of the
manual contents and organization. It lists
contents of a TAB to the SUBJECT level in
document number order. (Subjects are listed
alphabetically in the Alphabetic Subject
Index).

The format followed for each TAB within this
manual may vary. Uniformity of format has
been attempted to the extent practicable.

The AEPSC Corporate Accounting Department is
solely responsible for the issuance, revision
and distribution of all copies of this manual
and database.

Revisions or additions to the manual will be
issued as required. |IFf practical, such
revisions and/or additions will be
accumulated and issued periodically as a
group. The date of the latest revision or
addition will appear at the bottom of the
page in the left-hand corner.

All users of this manual are urged to
contribute ideas and suggestions for
revisions to this manual.

An amendment record is kept of all revisions
to this manual. The amendment record appears
in the front of this manual as the first
document in the “Controls” SECTION.
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OVERVIEW (GENERAL)

SUMMARY

BUSINESS

ORGANIZATION CHART

AFFILIATE TRANSACTIONS

Date
September 10, 2009

American Electric Power Company, Inc. (AEP)
is a public utility holding company. It
has subsidiaries that conduct regulated
operations and non-regulated operations.

AEP i1s one of the United States” largest
generators of electricity and owns the
nation’s largest electricity transmission
system. AEP delivers electricity to
customers in eleven states: Arkansas,
Indiana, Kentucky, Louisiana, Michigan,
Ohio, Oklahoma, Tennessee, Texas, Virginia
and West Virginia.

Wholly-owned subsidiaries are involved in
power engineering and construction services
and energy management.

The ownership relationship between AEP, its
subsidiaries, and their subsidiaries at
successive levels is captured in AEP’s
corporate chart.

AEP, 1ts subsidiaries and certain other
affiliates in the AEP holding company
system conduct capital (i.e., Ffinancial)
transactions among themselves. The
subsidiaries, iIn certain situations, also
perform services for one another.
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OVERVIEW

SUMMARY

CORPORATE CHART

Date
September 16, 2010

American Electric Power Company, Inc. (AEP)
is a public utility holding company. It has
direct subsidiaries (first tier) and indirect
subsidiaries (second tier and lower).

A listing of the direct and indirect
subsidiaries of AEP, i1ncluding domestic and
foreign subsidiaries, i1s contained In AEP’s
corporate organization chart.
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CORPORATE CHART

SUMMARY

CORPORATE ORGANIZATION
CHART

Date
March 15, 2020

American Electric Power Company, Inc. (AEP)
is a public utility holding company. It has
no customers or employees nor does it own any
utility property. AEP does own common stock
of ten operating electric utility companies.

AEP also owns common stock of American
Electric Power Service Corporation (AEPSC)
and other domestic and foreign subsidiaries.

AEPSC i1s a management, professional and
technical services organization that provides
such services, at cost, to AEP, the operating
electric utility companies in the AEP Systenm,
and other affiliated companies. Other AEP
subsidiaries provide power engineering,
energy consulting and energy management
services.

The following organization chart lists
hierarchically all of the direct and indirect
subsidiaries of AEP. Company names are
indented to identify them as subsidiaries of
the company that is listed immediately above
them at the next tier. Some companies are
subsidiaries of more than one company. The
footnotes provide a general description of
the business conducted by each company.
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CORPORATE CHART
Name Notes:
American Electric Power Company, Inc. [Note A]
01. Abstract Digital, LLC [Note 1]
01. AEP Coal, Inc. [Note L]
02. AEP Kentucky Coal, LLC [Note L]
02. Snowcap Coal Company, Inc. [Note L]
01. AEP Credit, Inc. [Note R],[VIE]
01. AEP Energy Supply LLC [Note 1]
02. AEP Clean Energy Resources, LLC. [Note X]
03. AEP Wind Holdings, LLC [Note X]
04. AEP ABW Holdings, LLC [Note X]
05. Apple Blossom Wind Holdings, LLC [Note X],[VIE]
06. Apple Blossom Wind, LLC [Note X]
04. AEP BOGW Holdings, LLC [Note X]
05. Black Oak Getty Wind Holdings, LLC [Note X],[VIE]
06. Black Oak Wind, LLC [Note X]
04. AEP Renewables Development, LLC [Note X]
04. AEP Wind Turbine Holdings, LLC [Note X]
04. Auwahi Wind, LLC [Note X]
05. Auwahi Holdings, LLC [Note X]
06. Auwahi Wind Energy, LLC [Note X]
04. Auwahi Wind 2, LLC [Note X]
04. Cedar Creek Il Wind Energy, LLC [Note X]
05. Cedar Creek Il Holdings, LLC [Note X]
06. Cedar Creek I1, LLC [Note X]
04. Flat Ridge 2 Wind, LLC [Note X]
05. Flat Ridge 2 Wind Holdings LLC [Note X]
06. Flat Ridge 2 Wind Energy LLC [Note X]
04. Flat Ridge 3 Wind Energy, LLC [Note X]
04. Fowler Ridge 11 Wind, LLC [Note X]
05. Fowler 11 Holdings LLC [Note X]
06. Fowler Ridge 1l Wind Farm, LLC [Note X]
04. Mehoopany Wind, LLC [Note X]

Date
March 15, 2020
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CORPORATE CHART

05. Mehoopany Wind Holdings LLC [Note X]
06. Mehoopany Wind Energy LLC [Note X]

04. Prairie Hills Wind, LLC [Note X]
02. AEP Energy Partners, Inc. [Note W]
02. AEP Generation Resources Inc. [Note E]
03. Cardinal Operating Company [Note E]
03. Conesville Coal Preparation Company [Note M]
03. Ohio Franklin Realty, LLC [Note T]

04. Central Coal Company (Inactive)

(Inactive), [Note K]

02. AEP OnSite Partners, LLC [Note 1]
03. Brainerd Solar, LLC [Note 1]
03. Broad Street Fuel Cell, LLC [Note 1],[VIE]
03. Century West PNL, LLC [Note 1]
03. Dynasty PNL, LLC [Note 1]
03. Exeter Solar Power 1, LLC [Note 1]
03. Garnet Solar Partners, LLC [Note 1]
03. Imboden Il Solar, LLC [Note 1]
03. Imboden 111 Solar, LLC [Note 1]
03. Kamaaha PNL, LLC [Note 1]
03. Kona CE, LLC [Note 1]
03. Midwest Energy Finance, LLC [Note 1]
03. NM Renewable Development, LLC [Note 1]

04. NMRD Data Center, LLC [Note 1]
04. NMRD Data Center 11, LLC [Note 1]

05. NMRD Data Center I1l1-Britton, LLC [Note 1]
04. NMRD Data Center 111, LLC [Note 1]

05. NMRD Data Center l1ll1-Encino, LLC [Note 1]
03. North Smithfield Solar Power 1, LLC [Note 1]
03. Northwest Jacksonville Solar Partners, LLC [Note 1]
03. Ogdensburg Solar Partners, LLC [Note 1]
03. Quincy 1l Solar Garden, LLC [Note 1]
03. Rutland Renewable Energy, LLC [Note 1]
03. Sunset Lakeview PNL, LLC [Note 1]

Date
March 15, 2020
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03. SoCore Sherburne 1, LLC [Note 1]
03. Trout Creek Solar, LLC [Note 1]
03. Twin Lantern Solar Partners, LLC [Note 1]
02. AEP Renewables, LLC [Note 1]
03. Boulder Solar 11, LLC [Note 1]
03. Jacumba Solar, LLC [Note 1]
03. Pavant Solar 111, LLC [Note 1]
03. Santa Rita East Wind Energy Holdings, LLC [Note X],[VIE]
04. Santa Rita East Wind Energy, LLC [Note X]
02. AEP Retail Energy Partners LLC [Note 1]
03. AEP Energy, Inc. [Note 1]
03. BSE Solutions LLC [Note 1]
02. CSW Energy, Inc. [Note 1]
03. AEP Properties, LLC [Note X]
03. Desert Sky Wind Farm LLC [Note X]
03. Trent Wind Farm, LLC [Note X]
01. AEP Generating Company [Note E],[VIE]
01. AEP Investments, Inc. [Note F]
02. AEP Energy Services, Inc. [Note D]
03. AEP Energy Services Gas Holding Company [Note D]
02. Braemar Energy Ventures 111, LP [Note DD]
02. Chargepoint, Inc. [Note DD]
02. ClearSky, Inc. [Note DD]
02. Columbus Collaboratory LLC [Note DD]
02. EnerBlu, Inc. [Note DD]
02. Eta Gen, Inc. [Note DD]
02. Gridedge Networks, Inc. [Note DD]
02. Utilidata, Inc. [Note DD]
02. Westly Capital Partners Fund 111, L.P. [Note DD]
01. AEP Nonutility Funding LLC [Note AA]
01. AEP Pro Serv, Inc. [Note 1]
02. United Sciences Testing, Inc. [Note B]
01. AEP T&D Services, LLC [Note BB]
Date

March 15, 2020
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01. AEP Texas, Inc [Note J]
02. AEP Texas Central Transition Funding 11 LLC [Note AA],LVIE]
02. AEP Texas Central Transition Funding 111 LLC [Note AA],LVIE]
02. AEP Texas North Generation Company, LLC [Note E]
02. AEP Texas Restoration Funding, LLC [Note AA],[LVIE]
02. 926 Pulliam Street [Note T]
01. AEP Transmission Holding Company, LLC [Note P]
02. AEP Storage Holding Company, LLC [Note P]
03. AEP Storage New York, LLC [Note P]
02. AEP Transmission Company, LLC [Note P]
03. AEP Appalachian Transmission Company, Inc. [Note P]
Inc?s- AEP Indiana Michigan Transmission Company [Note P]
03. AEP Kentucky Transmission Company, Inc. [Note P]
03. AEP Ohio Transmission Company Inc. [Note P]
03. AEP Oklahoma Transmission Company, Inc. [Note P]
03. AEP Southwestern Transmission Company, Inc. [Note P]
03. AEP West Virginia Transmission Company, Inc. | [Note P]
02. Bold Transmission LLC [Note P]
02. Electric Transmission America, LLC [Note P]
03. Prairie Wind Transmission, LLC [Note P]
02. Electric Transmission Texas, LLC [Note P]
02. Grid Assurance LLC [Note P]
02. PATH West Virginia Series [Note P],[VIE]
03. PATH West Virginia Transmission Company, LLC | [Note P]
02. Pioneer Transmission, LLC [Note P]
LLgZ- Potomac-Appalachian Transmission Highline, [Note P]
02. Prairie Wind Transmission, LLC [Note P]
02. RITELine Indiana, LLC [Note P],[VIE]
02. RITELine Transmission Development, LLC [Note P],[VIE]
03. RITELine I1llinois, LLC [Note P]
03. RITELine Indiana, LLC [Note P],[VIE]
02. Transource Energy, LLC [Note P],[VIE]
Date

March 15, 2020
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03. Golden State Transmission, LLC [Note A]
03. Transource Delaware, Inc. [Note P]
03. Transource I1llinois, LLC [Note P]
03. Transource Indiana, LLC [Note P]
03. Transource Kansas, LLC [Note P]
03. Transource Kentucky, LLC [Note P]
03. Transource Maryland, LLC [Note P]
03. Transource Michigan, Inc. [Note P]
03. Transource Missouri, LLC [Note P]
03. Transource New England, LLC [Note P]
03. Transource New Jersey, LLC [Note P]
03. Transource New York, LLC [Note P]
04. Transource New York Land Company, Inc. [Note T]
03. Transource North Carolina, LLC [Note P]
03. Transource Ohio, LLC [Note P]
03. Transource Pennsylvania, LLC [Note P]
03. Transource Projectco, LLC [Note P]
03. Transource Tennessee, Inc. [Note P]
03. Transource Texas, LLC. [Note P]
03. Transource Virginia, Inc. [Note P]
03. Transource West Virginia, LLC [Note P]
03. Transource Wisconsin, LLC [Note P]
01. AEP Utility Funding, LLC [Note AA]
01. American Electric Power Service Corporation [Note B],[VIE]
02. American Electric Power Foundation [Note FF]
01. Appalachian Power Company [Note J]
02. Appalachian Consumer Rate Relief Funding LLC [Note AA],[VIE]
02. Cedar Coal Co. (Inactive) (Inactive), [Note K]
02. Center McGuire Master Tenant LLC [Note T]
03. Center Landlord LLC [Note T]
02. Center Landlord LLC [Note T]
02. Central Appalachian Coal Company (lnactive) (Inactive), [Note K]
02. Central Coal Company (Inactive) (Inactive), [Note K]
Date

March 15, 2020
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02. Southern Appalachian Coal Company (Inactive) (Inactive), [Note K]
01. Franklin Real Estate Company [Note T]
02. Indiana Franklin Realty, Inc. [Note T]
01. Indiana Michigan Power Company [Note J]
02. Blackhawk Coal Company (lnactive) (Inactive), [Note K]
02. Price River Coal Company, Inc. (Inactive) (Inactive), [Note K]
01. Kentucky Power Company [Note J]
01. Kingsport Power Company [Note J]
01. Kyte Works, LLC [Note 1]
01. Ohio Power Company [Note J]
02. NCT Ventures Fund 11 [Note AA]
02. Ohio Phase-In-Recovery Funding LLC [Note AA],[LVIE]
02. Ohio Valley Electric Corporation [Note E],[VIE]
03. Indiana-Kentucky Electric Corporation [Note E]
02. Revl Ventures Fund 1 [Note DD]
01. Ohio Valley Electric Corporation [Note E],[VIE]
02. Indiana-Kentucky Electric Corporation [Note E]
01. Oil Casualty Insurance, Ltd. [Note 1]
01. PowerTree Carbon Company, LLC [Note D]
01. Public Service Company of Oklahoma [Note J]
01. Southwestern Electric Power Company [Note J]
02. Dolet Hills Lignite Company, LLC [Note L], [VIE]
02. Mutual Energy SWEPCo, LLC [Note W]
02. Oxbow Lignite Company, LLC [Note L]
02. Southwest Arkansas Utilities Corporation [Note T]
02. 926 Pulliam Street [Note T]
01. Wheeling Power Company [Note J]
Date

March 15, 2020
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Variable Interest Entity (VIE) in accordance with generally accepted
accounting principles, no costs are allocated to this entity.

Notes:

A. Public utility holding company.

Management, professional and technical services.

Telecommunications.

Broker and market energy commodities.

Generation.

. Investor in companies developing energy-related ideas, products and
echnologies.

Distributed generation products.

International energy-related investments, trading and other projects.

Non-regulated energy-related services and products.

Domestic electric utility.

Coal mining (inactive).

Coal mining (active).

Coal preparation.

Inactive.

Subsidiary public utility holding company.

Electric transmission.

Leasing.

Accounts receivable factoring.

Independent power.

Real estate.

Staff augmentation to power plants.

Retail energy sales.

Marketing of natural gas, electricity or energy-related products.

X =I<|C|H4| 0NN DO VO Z|ZrM NG| =T O =T | MO O|T

Wind Power Generation.

<

Barging Services

AA. Finance Subsidiary

BB. Energy services including operations, supply chain, transmission and
distribution

CC. Gas pipeline and processing

Date Page
March 15, 2020 38
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DD. Domestic energy-related investments, trading and other projects

EE. Trust

FF. Nonprofit

Date —
March 15, 2020 [_____;_____
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POWER Number 01-03-01
Cost Allocation Section
Manual Affiliate Transactions

Subject

OVERVIEW
SUMMARY The electric utilities i1in the AEP holding

company system conduct transactions with
each other, American Electric Power Service
Corporation (AEPSC) and their non-regulated
affiliates.

AEPSC Services Rendered AEPSC provides management, technical and
professional services to other companies
within the AEP holding company system.

01-03-02
INTERCOMPANY PRODUCTS The electric utility companies provide
AND SERVICES products and services to each other and iIn

certain cases they provide products and
services to non-regulated affiliates and
receive products and services from non-
regulated affiliates.

01-03-03

MONEY POOL The operation of the AEP Utility and Non-
utility Money Pool is designed to match, on
a daily basis, the available cash and
borrowing requirements of its participants,
thus minimizing the need to borrow from
external sources.

01-03-04

RESEARCH AND DEVELOPMENT Research and development (R&D) activities
are generally performed by AEP System
companies on a shared basis. AEPSC manages
most R&D projects.

01-03-05

Date Page
February 18, 2008 1



Cost Allocation
Manual

Document

Number 01-03-01

Section

Affiliate Transactions
Subject

OVERVIEW

FINANCIAL TRANSACTIONS

INTELLECTUAL PROPERTY

CONVENIENCE PAYMENTS

Date
February 18, 2008

The AEP System companies, although legally
separated, operate on an integrated basis,
as permitted by law and regulation.

Financial transactions are conducted on a

regular basis in support of the integrated
activities.

01-03-06

Revenues derived from non-associates for the
resale and licensing of property protected
by copyright, patent or trademark laws are
shared among AEP affiliates and regulated
by the Federal Regulatory Commission (FERC)

under the Public Utility Holding Company
Act of 2005.

01-03-07

Payments made for the convenience of another
associate company within the AEP System
need to be kept to a minimum and be

reimbursed immediately to the paying
company .

01-03-08

Page
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Number 01-03-02

Subject

SERVICES RENDERED BY AEPSC

SUMMARY

SUMMARY OF AEPSC
SERVICES

The services provided by AEPSC are regulated
by the Federal Energy Regulatory Commission
(FERC) under the Public Utility Holding

Company Act of 2005.

The following table provides a listing of
services AEPSC provides to affiliate

companies:

GROUP/FUNCT ION

DESCRIPTION

Audit Services

Audit Services provides
audit and review
services to assist
management and the
Board of Directors in
the effective discharge
of their
responsibilities to
establish, maintain,
and oversee a proper
internal control
environment.

Chief Administrative
Officer
Administration

Executive management
support of all areas of
the Chief
Administrative Officer.

Chief Executive

Services provided by

Officer the office of the
Administration chairman.

Chief Security The Chief Security
Officer Officer provides, among
Administration other items, overall

direction and
management to all
companies in the AEP
system, and includes
the CEO and his staff.

Chief Financial
Officer
Administration

Executive management
support of all areas of
Finance, Accounting and
Strategic Planning as
well as miscellaneous
accounting billings and

Date
September 15, 2019
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Subject

SERVICES RENDERED BY AEPSC

GROUP/FUNCT ION DESCRIPTION

adjustments.

Commercial Operations | Capture maximum value
for surplus generation
and secure competitive,
low-cost supplies from
the market to meet the
needs of the AEP
System. Operational
analyses, responsible
for decision support
modeling, dispatch
pricing, and position
reporting. Manage and
administer non-
affiliated gas
marketing.

Corporate Accounting |Corporate Accounting &
Finance provides
services such as
maintaining the books
and records, preparing
all monthly entries to
the ledgers, and
developing and
maintaining the
accounting and business
systems that support
the utilities.
Services also include
financial and
regulatory reporting,
managing financial
resources, performing
tax compliance and
ensuring compliance
with generally accepted
accounting principles
and corporate
accounting policy.

Corporate Corporate
Communications Communications provides
local corporate

Date

September 15, 2019
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Section

Affiliate Transactions

Subject

SERVICES RENDERED BY AEPSC

GROUP/FUNCT ION DESCRIPTION

communications by
distributing
information to
employees, the media,
customers, civic
leaders, and the public
at large. Provide
feedback to management
from those various
groups.

Corporate Human Human Resources
Resources responsible for
interpreting, defining,
writing, and
administering the
Company”s human
resource policies and
providing human
resource services to
all AEP employees.
Responsible for
compliance with all
related bodies of
regulation, including
EEO, ERISA, and OSHA.

Corporate Planning Corporate Planning &
and Budgeting Budgeting provides long
and short range
financial planning
services, strategic
planning and analysis,
and budget services..

Customer and Customer Services
Distribution Services | resolves customer
problems and manages
customer relationships.
Primarily provide
support In the areas of
customer operations,
billing support,
website development,

Date

September 15, 2019
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01-03-02

Subject

SERVICES RENDERED BY AEPSC

GROUP/FUNCT ION

DESCRIPTION

and customer solution
centers. Distribution
Services provides
mapping services,
contract
administration, data
analysis and
benchmarking, system
budgeting, line
training, project
management, design and
development of
construction projects,
drafting and
engineering services,
and planning services.

Distribution,
Customer Ops, and
Regulatory Services
Administration

Other i1ncludes, among
other items, executive
management support of
all areas of the
Distribution, Customer
Operations, and
Regulatory Services.

Energy Supply
Administration

Services include
administration of
coordinating the
dispatch of AEP’s
competitive generation
fleet and engage iIn
marketing, risk
management and retail
activities in ERCOT,
PIM and MISO.

Environment and
Safety

Support of
environmental and
safety concerns.

Federal Affairs

Monitors and
participates in
rulemakings and other
public policy
discussions at various
federal agencies.

Date

September 15, 2019
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POWER oo 01-03-02
Cost Allocation Section
Manual Affiliate Transactions
Subject
SERVICES RENDERED BY AEPSC
GROUP/FUNCT ION DESCRIPTION
Fossil and Hydro Provide power plants
Generation with engineering and
technical resources
necessary to manage
day-to-day operations
Issues affecting unit
reliability,
availability, and
equipment performance.
Generation Services provided by
Administration the Generation
Administration.
Generation Business Business support
Services services for operation
and maintenance of AEP
generating assets.
Generation Administration of all
Engineering and generation assets:
Technical Services — | fossil, hydro, and
Engineering Services |engineering technical
services
Generation Administration of all
Engineering and generation assets:
Technical Services — | fossil, hydro, and
Project and engineering technical &
Contstruction project and
construction
Information Information processing,
Technology business unit support,
application
development, client
computing and technical
software support and
EAS solutions and
telecommunication
operations.
Investor Relations Investment services.
Date

September 15, 2019
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01-03-02

Subject

SERVICES RENDERED BY AEPSC

GROUP/FUNCT ION

DESCRIPTION

Legal

Legal counsel and
public/regulatory
policy for questions,
Issues, cases, etc. for
all aspects of the AEP
System.

Real Estate and
Workplace Services

Real Estate and
Workplace Services 1is
responsible for areas
of facilities
management, office
services, physical
security and land
management.

Regulated Commercial
Operations

Commercial Operations
services include
coordinating the
dispatch of AEP’s
generation fleet and
engage in bulk power
market activity in
order to serve native
load requirements and
to lower customer rates
through off-system
sales. Also
responsible for fuel
procurement, fuel
contract negotiation
and administration,
fuel inventory
management, and fuel
planning and analysis.

Regulatory Services

Support of system wide
regulatory and rate
analysis.

Risk and Strategic
Initiatives

Coordination of risk
assessment, credit risk
management and
insurance coverage.

Supply Chain & Fleet

Supply Chain and Fleet

Date

September 15, 2019
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Subject

SERVICES RENDERED BY AEPSC

GROUP/FUNCT ION

DESCRIPTION

Operations

Services are
responsible for fleet
support, which
encompasses the
provision and support
of vehicles and related
equipment. Also
provides materials
management services,
procurement and
contracting services.

Transmission
Administration

Services provided by
Transmission
Administration.

Transmission Asset
Strategy and Policy

Executive management
support of all areas of
Transmission.

Transmission Field
Services

Transmission Field
Services is responsible
for the maintenance and
emergency restoration
of the AEP transmission
system and distribution
station facilities.

Transmission Grid
Development &
Portfolio Services

Transmission Strategy
and Business
Development Services 1is
responsible for
developing and
executing transmission
strategy and business
plans in alignment with
AEP"s corporate
strategy.

Transmission-
Engineering and
Project Services

Transmission Field
Services is responsible
for the maintenance and
emergency restoration
of the AEP transmission
system and distribution

Date

September 15, 2019
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Document
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Subject
SERVICES RENDERED BY_ AEPSC
GROUP/FUNCT ION DESCRIPTION
station facilities.
Treasury Cash management, and
financing services.
Date

September 15, 2019
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Document
Number

01-03-03

Subject

Intercompany Products and Services

SUMMARY

PRODUCTS AND SERVICES
PROVIDED BY REGULATED
UTILITIES TO NON-

REGULATED AFFILIATES

Date
September 15, 2019

The non-tariffed products and services
provided by AEP’s regulated utilities to
affiliate companies and vice versa are
governed by written agreements between and
among the companies (see TAB 04 in this

manual) .

The following tables describe the

nature of the various transactions that are
conducted with affiliates iIn three

categories:

e products and services provided
by regulated utilities to non-
regulated affiliates

e products and services provided
to regulated utilities by non-
regulated affiliates

e products and services provided
by regulated utilities to each

other.

The following table describes the nature
of products and services provided by the
AEP System’s regulated utilities to non-

regulated affiliates:

CATEGORY

DESCRIPTION

Facilities Management

Construct, operate
and maintain
equipment, approval
of outside contracts
& monitoring work of
contractors.

Pole Attachments

Lease poles and
towers for
communication and
other purposes.

Customer Accounting

Service, administer,
and collect
receivables sold to
AEP Credit, Inc.

Page
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Subject

Intercompany Products and Services

CATEGORY

DESCRIPTION

Land Management

Provide consulting
services related to
the buying and
selling of real
estate; including
site appraisals and
site maintenance
services.

Corporate Services

Provide office space,
furnishings, and
equipment. Provide
consulting services
related to
maintenance of owned
and leased
facilities.

Building Space and
Office Services

Bill rent and
carrying charges for
building space
occupied.

Equipment Rentals

Lease short-term
equipment rentals.

Materials and
Supplies (inventory
transfers)

Provide materials
from storerooms.
Charges include the
cost of the materials
and supplies and
appropriate stores
overheads. Stores
overheads include
costs associated with
purchasing and
maintaining the
materials and
supplies inventory.

Telecom Communication
Services &
Maintenance

Effective January 1,
2014, AEP Generation
Resources (AGR) has

contracted with Ohio
Power Company (OPCo)

Date
September 15, 2019
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Intercompany Products and Services

PRODUCTS AND SERVICES
PROVIDED TO REGULATED
UTILITIES BY NON-

REGULATED AFFILIATES

Date
September 15, 2019

CATEGORY

DESCRIPTION

to provide bandwidth,
local phone service
and maintenance
services on
telecommunication
equipment owned by
AGR. These services
provided by OPCo will
be billed to AGR at
the higher of cost or
market, in compliance
with the asymmetric
pricing rules.

The following table describes the nature of
products and services provided to the AEP
System”s regulated utilities by non-

regulated affiliates:

CATEGORY

DESCRIPTION

Testing Services

USTI provides
environmental testing
services to our
generation
facilities. These
services provided by
USTI will be billed
to the regulated
generation facilities
at the lower of cost
or market, in
compliance with the
asymmetric pricing
rules.

Page
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Subject

Intercompany Products and Services

PRODUCTS AND SERVICES
PROVIDED BY REGULATED
UTILITIES TO EACH
OTHER (Including Coal
Mining Subsidiaries)

Date
September 15, 2019

The following table describes the nature of
products and services provided by the AEP
System”s regulated utilities to each other:

CATEGORY

DESCRIPTION

Materials and
Supplies (inventory
transfers)

Materials supplied
from company
storerooms shall
include the material
cost and stores
overheads. Overheads
include costs
associated with
purchasing and
maintaining materials
and supplies
inventory.

Equipment Maintenance

Provide personnel and
services to perform
regular and emergency
equipment repairs
(primarily for
operating plant
equipment).

Simulator Training

Provide personnel and
facility to train
power plant personnel
on the operation of
1300 MW units.

Building Space and
Office Services

Billing of rent and
carrying charge for
building space
occupied.

Water Transportation,
Coal and Consumables
Handling, and Gypsum

Provide barging and
services at transfer
terminals and other
coal handling
facilities.

Railcar Maintenance

Billing for routine
inspection and repair
work on railcar hopper

Page
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Intercompany Products and Services

CATEGORY

DESCRIPTION

fleet.

Railcar Usage

Usage of railcars by
other companies.

Mining (including
mine shutdown costs)

Affiliated companies
mine and provide coal
and lignite to
electric utilities on
a cost reimbursement
basis.

Power Coordination
Agreement (power
purchases and sales)

Sharing of power
production and off-
system sales and
purchases among AEP
System generating
companies.

Emergency Assistance

Provide personnel to
restore electric
service interrupted by
natural disasters.

EHV Transmission
System

Sharing of costs
incurred regarding the
ownership, operation
and maintenance of
AEP’s extra-high
voltage (EHV) trans-
mission system.

Energy Distribution
System

Provide personnel and
services to perform
engineering, metering,
drafting, line work,
customer services,
right-of-way
maintenance work,
design of construction
projects, contract
administration and
administrative
planning.

Date
September 15, 2019
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Subject

Intercompany Products and Services

CATEGORY DESCRIPTION

Energy Transmission Provide personnel and
services to perform
transmission line
work, protection &
control, and station
and engineering work.

Energy Delivery Provide personnel and

Support services to perform
measurements,
telecommunications,

forestry and real
estate work.

Administrative Provide personnel and
Support services to perform
environmental,
governmental affairs,
fleet management,
building services and
mail services.

Hydro Plant Provide supervision,
maintenance and
operation of hydro
plant and associated
facilities.

Joint Facilities Share costs of
operations and
maintenance of jointly
owned facilities
(primarily generating
plants and HVDC

transmission

facilities).
Capitalized Spare Capitalized spare
Parts parts are sold by the

utilities to each
other at cost.

Coal Supply Sale of Coal to the
operating companies.
Waste Disposal Provide waste handling

and landfill services

Date
September 15, 2019
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Subject

Intercompany Products and Services

CATEGORY

DESCRIPTION

Consumables Handling

Provide Services for
transloading UREA.

Coal Handling

Provides trans-loading
services at Cook
Terminal.

Transmission Training

Provide transmission
employees with
training.

Date
September 15, 2019
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Cost Allocation
Manual

Document

Number 01-03-04

Section

Affiliate Transactions
Subject

MONEY POOL

SUMMARY

AUTHORITY

PARTICIPANTS

AGENT

FUNDING ENTITIES

Date
February 22, 2018

The AEP System Utility Money Pool and the AEP
System Nonutility Money Pool are arrangements
structured to meet the short-term cash
requirements of their participants. The
operation of the two Money Pool arrangements
is designed to match, on a daily basis, the
available cash and borrowing requirements of
participants, thereby minimizing the need to
borrow from external sources.

The AEP System Utility Money Pool and the AEP
System Nonutility Money Pool operate
consistently with the terms and conditions of
their respective agreements. The AEP System
Utility Money Pool Agreement is filed with
the Federal Energy Regulatory Commission
(FERC).

The AEP System Utility Money Pool
participants are certain of AEP regulated
direct and indirect subsidiaries as well as
certain nonutility subsidiaries. The AEP
System Nonutility Money Pool Agreement
participants are certain of AEP unregulated
direct and indirect subsidiaries. Each
participant may withdraw any of its funds
from the respective Money Pool to which it
belongs at any time upon notice to American
Electric Power Service Corporation (AEPSC).

AEPSC acts as the administrative agent of the
Utility and Nonutility Money Pools. As of
February 24, 2016 AEPSC no longer
participates in the Utility Money Pool.

AEP may engage in various types of short-term
financings to fund the daily needs of the
money pools. AEP Utility Funding LLC was
formed to fund the Utility Money Pool and AEP
Nonutility Funding LLC was formed to fund the
Nonutility Money Pool. Any funds transferred
to the Money Pool will flow through the
applicable Funding LLC. The Utility Funding
LLC may obtain funds from external sources,

Page
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Affiliate Transactions
Subject

MONEY POOL

RULES

PROCESS

Date
February 22, 2018

or AEP. The Nonutility Funding LLC will
obtain 1ts funds from AEP. The Funding LLCs
are solely financial conduits.

American Electric Power Company, Inc. (AEP),
AEP Utility Funding LLC, and AEP Nonutility
Funding LLC will not borrow funds from the
Utility or Nonutility Money Pools or their
participants.

Participants in the Nonutility Money Pool
will not engage in lending and borrowing
transactions with participants of the Utility
Money Pool.

Each participant, except AEP and AEP Utility
Funding LLC, and AEP Nonutility Funding LLC
has the right to borrow from its respective
Money Pool from time to time, subject to the
availability of funds and other limitations.
No participant is obligated to borrow from
its respective Money Pool if lower cost funds
can be obtained from its own external
borrowing.

Available funds in the treasuries of the
participants in the individual Utility and
Nonutility Money Pools are individually
“pooled” together. Within each money pool
the cash position of each Money Pool
participant is determined on a daily basis.
The pooled funds are either loaned to other
participants within the pool or invested in
short-term cash instruments.

IT the cash needs of the Utility and/or
Nonutility Money Pools exceed the pooled
funds, additional funds are raised through
external borrowings from the sale of
commercial paper notes as well as certain
other means to the extent permitted by law

and regulatory orders.
Page
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Number 01-03-04

Section

Affiliate Transactions
Subject

MONEY POOL

Date

February 22, 2018

A daily interest rate is calculated for each
money pool and applied to all participant
borrowings and investments.

The interest rate for the Utility Money Pool
is the composite weighted-average daily
effective cost incurred by AEP, and/or AEP
Utility Funding LLC for short-term borrowings
from external sources or an equivalent rate
when there i1s no external borrowing.

The interest rate for the Nonutility Money
Pool is the composite weighted-average daily
effective cost incurred by AEP for short-term
borrowings from external sources or an
equivalent rate when there is no external
borrowing, plus a margin 1f the Participant’s
internal credit rating is lower than that of
the Leading Parties.

IT surplus funds exist in the treasuries of
the Utility and/or Nonutility money pools, an
external investment is made on behalf of the
respective money pool with the surplus.

Interest income related to external
investment of surplus funds is calculated
daily and allocated back to the lending
participants based on their relative
contribution to the surplus.

Money Pool participants are also charged a
pro rata cost of certain expenses associated
with their borrowing program, including fees
associated with bank lines of credit, rating
agencies, and the issuing and paying agent.

Page
3



Cost Allocation
Manual

Document

Number 01-03-05

Section

Affiliate Transactions
Subject

RESEARCH AND DEVELOPMENT

SUMMARY

PROCEDURE

Non-Productive Pay

Fringe benefits
Procedure

Date
September 17, 2010

Research and development (R&D) projects are
generally managed by AEPSC on behalf of other
AEP System companies. The services performed
by AEPSC are billed to the respective parties
through the AEPSC billing system. Every
shared project i1s billed using one of the
approved Allocation Factors (see the Appendix
to this manual for a complete list of
approved Allocation Factors).

In many cases, an AEP System operating
company provides the site for conducting the
R&D activity and/or procures the equipment
and materials needed to conduct the research.
In these cases, the operating company acts as
the lead company for all other participants
and i1s responsible for the payment of all
costs i1t incurs on behalf of the other
participants.

The costs incurred by the lead company are
shared with and billed to the other AEP
participants through a separate R&D
accounting and billing process. The R&D
accounting and billing process uses the same
Allocation Factor for each project that AEPSC
uses to bill its support costs.

Operating company billings for R&D are
performed on a fully-allocated cost basis
(i.e., the billings include both direct and
indirect costs).

The cost of employee vacations, holidays,

Jjury duty and other paid absences are accrued
and loaded on to labor dollars.

The cost of fringe benefits such as pension
expense i1s loaded on to labor dollars.

Page
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Number 01-03-05

Section

Affiliate Transactions
Subject

RESEARCH AND DEVELOPMENT

A&G OVERHEADS

Direct Costs

BILLING

Date
September 17, 2010

Administrative and general (A&G) overheads
are loaded to R&D projects in the R&D
accounting and billing process based on the
labor dollars charged to each project.

All direct costs of a R&D project, including
productive labor, are captured along with the
indirect costs described above.

The lead company of any shareable R&D project
will bill its associates their respective
share of the incurred R&D costs. The costs
billed to the associate companies will be
exclusive of any costs that are incurred by
AEPSC since such costs are appropriately
allocated through the AEPSC work order
billing system. The lead company will retain
Its share of any incurred costs.
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Document
Number

01-03-06

Subject

FINANCIAL TRANSACTIONS

SUMMARY

FINANCIAL TRANSACTIONS

Date
August 16, 2006

The AEP System companies, although legally
separated, operate on an integrated basis as

permitted by law and regulation.

Financial

transactions are conducted on a regular basis
in support of the iIntegrated activities.

The following table provides a summary of the
primary financial transactions the AEP System
companies conduct with each other that are

not covered elsewhere
manual :

in this Section of this

CATEGORY

DESCRIPTION

Loans

Debt obligations.

Capital Contributions

Common stock purchases
as well as paid-in
capital transactions.

Accounts Receivables
Factoring

AEP Credit, Inc.
(formerly CSW Credit,
Inc.) buys the
accounts receivables
of certain of the
electric utility
affiliates.

Credit Line Fees

Credit line fees are
shared among AEP
System companies.

Dividend Payments

Dividend payments are
made by subsidiaries
to theilr parent
companies.

Real and Personal
Property

Title to and/or rights
in real or personal
property acquired and
held by an AEP
affiliate as Agent for
another AEP affiliate.
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CATEGORY DESCRIPTION

Employee Loans,
Accrued Compensation,
Employee Relocation
Expenses and Other
Employee-Related
Items

When an employee
transfers from one AEP
company to an
affiliate, the
receiving company pays
the employee’s
relocation expenses.
In addition, any
amounts due to or from
the employee are
transferred to the
receiving company from
the sending company.

Money Pool

An arrangement
designed to match the
available cash and
borrowings
requirements of
participants to
minimize the need for
external borrowings.

Date
August 16, 2006

NOTE: Also see Document Numbers 01-03-04, 01-
03-05 and 01-03-08 for a discussion of the

AEP Money Pool, Research & Development cost

sharing and Convenience Payments,

respectively.
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Document

Number 01-03-07

Section

Manual Affiliate Transactions
Subject
INTELLECTUAL PROPERTY
SUMMARY From time-to-time the unregulated companies

TERMS AND CONDITIONS FOR

USE OF INTELLECTUAL
PROPERTY BY UNREGULATED
COMPANIES

TERMS AND CONDITIONS FOR

THE USE OF INTELLECTUAL
PROPERTY DEVELOPED BY
UNREGULATED COMPANIES

Date

September 15, 2019

of the American Electric Power system may
enter Into agreements with non-affiliated
third parties for the licensing of
technology developed by American Electric
Power Service Corporation (AEPSC) and
certain electric utility subsidiaries
within the AEP System. These agreements,
among other things, extend to the resale
and licensing of property protected by
copyright, patent or trademark laws (herein
referred to as intellectual property).

IT an unregulated company sells or licenses
to non-affiliated intellectual property
developed by AEPSC or any other AEP System
company, such companies shall receive a

a percentage of the net profits and the
unregulated company will receive a
commission by having the unregulated pay
the AEP System company that developed the
intellectual property the amounts noted iIn
the following table:

REVENUE SHARING PROVISIONS

1. 70% of the revenues from the
intellectual property until the AEP
System company that developed the
intellectual property recovers its
programming and development costs; and

2. 20% of such revenues thereafter.

Intellectual property developed by an
unregulated company will be made available
to all associates in the AEP holding company
system without charge, except for actual
expenses incurred by an unregulated company
in connection with making such intellectual
property so available.
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Number 01-03-08

Section

Affiliate Transactions
Subject

SERVICE CORPORATION CONVENIENCE PAYMENTS

SUMMARY

AEP POLICY

REPORTING REQUIREMENTS

Date
June 30, 2010

American Electric Power Service Corporation
(AEPSC) provides services to other companies
in the AEP Holding Company System. To the
extent possible, the expenditures incurred by
AEPSC should pertain exclusively to the
services it performs.

AEP’s policy is to minimize AEPSC convenience
payments. However, iIn some situations, AEPSC
makes payments on behalf of other System
companies as a matter of convenience.
Generally, these convenience payments are
made In an emergency situation or for cost-
saving or timesaving purposes. The requester
must recommend an allocation method for any
Convenience Payment that pertains to two or
more companies.

The distribution of the convenience payment
among the appropriate companies will be
provided by either the requester of the
convenience payment or by AEPSC personnel
acting on behalf of the requester. The
distribution of the convenience payment can
be provided on the face of the invoice to be
paid, based upon anticipated benefits to be
derived by the appropriate companies, or
based upon existing AEPSC allocation methods.
The most appropriate and/or reasonable method
will be used for each specific convenience
payment based on the type of transaction.

Annually AEPSC is required to report the
amount paid during the past calendar year for
convenience payments. The required
information must be included in AEPSC’s
annual report that is filed with the Federal
Energy Regulatory Commission(FERC)on FERC
Form 60.
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OVERVIEW (GUIDELINES)
SUMMARY AEP has internal (i1.e., Corporate) guide-

lines for cost allocation and inter-company
billings. Federal and state authorities,
either through legislation or formal rule
making, have established cost allocation
methods and affiliate transaction
requirements.

CORPORATE AEP has established corporate policies and
procedures for cost allocation and billing.
Its cost allocation process includes both
direct costs and indirect costs. Its
inter-company billing process includes both
direct billings to a single company and
shared billings to a group or class of
companies.

FEDERAL REGULATION The Federal Energy Regulatory Commission
(FERC) regulates the AEP System’s cost
allocation process as well as the
transactions that take place among the AEP
System companies. AEP prices all
transactions among the affiliate companies
in the AEP System iIn accordance with the
“at cost” standard, which was carried
forward by the FERC under the PUHCA 2005.

STATE COMMISSION RULES AEP’s eleven state commissions, to some
degree, have established rules and
regulations or other requirements relative
to AEP’s cost allocation practices and
affiliate transactions. State commission
authority iIn these areas, for the most
part, is based on their authority to
establish rates for retail customers.

Date Page
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Number 02-02-01

Section

Corporate

Subject

OVERVIEW

SUMMARY

COST ALLOCATION POLICIES
AND PROCEDURES

THE COST ALLOCATION
PROCESS

COST POOLING AND COST
ASSIGNMENT

ACCOUNT DESIGNATIONS

ACCOUNT DESIGNATIONS

Date
March 13, 2020

AEP’s internal guidelines applicable to
cost allocations are designed to result in
a fair and equitable allocation of costs.
Policies and procedures have also been
formulated to meet regulatory standards
both for cost allocation and affiliate
transactions.

Each AEP subsidiary maintains separate
books and records. Transactions are coded
and processed in a manner that meets all
regulatory requirements. Proper audit
trails are maintained so that costs can be
traced from source documents all the way
through the applicable accounting and
billing systems.

02-02-02

Unless otherwise exempted, the AEP
companies allocate costs between regulated
and non-regulated operations, on a fully-
distributed cost basis. Fully-distributed
costs include all direct costs plus an
appropriate share of indirect costs.

02-02-03

Indirect costs are pooled and assigned to
multiple companies or company segments in
accordance with the relative benefits
received or by other equitable means.

02-02-04

The operation and maintenance expense
accounts in the Federal Energy Regulatory
Commission’s (FERC?s) uniform system of
accounts break functionally between
regulated and non-regulated expenses.
Certain administrative and general expenses

include costs that can be attributed to
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Cont”d) both regulated and non-regulated

activities. Some of AEP’s generation has
been restructured as a competitive
activity, and therefore, the power
production accounts iIn the FERC’s system of
accounts become non-regulated accounts.

02-02-05

Date
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Document

Number 02-02-02

Section

Corporate
Subject

COST ALLOCATION POLICIES AND PROCEDURES

SUMMARY

POLICIES AND PROCEDURES

Basic Goal

Date
April 8, 2008

Cost allocation is the process of assigning a
single cost to one or more company or company
segments on the basis of the relative
benefits received or other equitable basis.
This document summarizes the underlying cost
allocation policies and procedures that are
applied on a corporate-wide basis by all AEP
companies.

AEP’s cost accounting and cost allocation
policies and procedures shall not result in
any cost subsidies among or between regulated
and non-regulated operations. Unless
otherwise exempted, all affiliate
transactions for services or products will be
conducted at fully allocated cost. For the
transfer of capital assets, fully allocated
cost shall equal the net book value of the
capital asset.

The term “affiliate transactions” refers to
all transactions between the utility and any
separate affiliate company, both regulated
and non-regulated, including all transactions
between a utility’s regulated operations
(above-the-line) and non-regulated operations
(below-the-line).

The basic goal of AEP’s cost allocation
policies and procedures are threefold:

e to ensure a fair and equitable
distribution of costs among all
benefiting parties

e to meet pertinent regulatory
requirements

e to minimize the time and expense
needed to record, audit and report
transactions.
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Number 02-02-02

Section

Corporate
Subject

COST ALLOCATION POLICIES AND PROCEDURES

Separate Books and
Records

Accounting Transactions

Cross-Subsidies

Cost Allocation

Audit Trail

Date
April 8, 2008

Each subsidiary of AEP shall maintain
separate books and records and make maximum
use of common accounting and business systems
without violating any federal or state
imposed code of conduct provisions relative
to sensitive customer or non-public
information.

All financial accounting transactions will be
recorded in accordance with corporate
accounting policy using the appropriate
chartfield values for each transaction. Each
transaction will be recorded in accordance
with the FERC Uniform System of Accounts as
applicable to each subsidiary or affiliate.

AEP’s cost accounting and cost allocation
methods or procedures shall not result in any
cost subsidies among or between regulated and
non-regulated operations.

Factors to be considered in the Allocation of
individual items of cost include, among other
things:

e the relationship of the individual
cost to the benefiting company or
company segments

e generally accepted accounting
principles

e best practices

e regulatory principles

e reasonableness of results

A key requirement for allocating costs for
affiliate transactions is the maintenance of
adequate audit trails. The following audit
trail standards shall be maintained for all
transactions:
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Subject

COST ALLOCATION POLICIES AND PROCEDURES

Transfer Pricing of
Affiliate Transactions

Date
April 8, 2008

e vendor invoices, employee time
records and expense accounts, general
ledger journal entries and similar
documentation will be available and
accessible to adequately support the
accuracy and validity of individual
transactions

e all supporting documentation will be
retained iIn accordance with the
applicable regulatory requirements
for records retention

e all posting to the providers”
books of account or summary ledgers
will be identifiable with the
individual transactions that make up
the total amount of the posting.

The predominant pricing standard among AEP’s
various regulatory jurisdictions for
affiliate transactions is “fully-allocated
cost.” However, iIn certain jurisdictions and
instances, the substantiation of market
prices may be required because of state code
of conduct or other rules or regulations.

For billing purposes, non-tariff products and
services either purchased by or sold by one
of AEP"s regulated utilities will be priced
at “fully-allocated cost”.

In the case of products and services, “fully-
allocated cost” approximates market value in
most situations since the parties are simply
sharing costs that reflect current market
prices.

For the transfer of capital assets between an
AEP regulated utility and an affiliate,
“fully-allocated cost” shall equal the net
book value of the asset (i.e., original cost
less depreciation).
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COST ALLOCATION POLICIES AND PROCEDURES

ACCESS TO BOOKS AND All lawful requests by regulators to

RECORDS obtain access to the books and records of an
affiliate of a regulated utility for the
purpose of setting the utility’s cost-based
rates shall be honored in a timely manner.

Date
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Number 02-02-03

Section

Corporate
Subject

THE COST ALLOCATION PROCESS

SUMMARY

DIRECT COSTS

INDIRECT COSTS

COMMON AND JOINT COSTS

COST EXAMPLES

BASIC PROCESS

Date
December 19, 2000

AEP allocates costs to regulated and non-
regulated operations on a fully-distributed
cost basis. Fully distributed costs include
all direct costs plus an appropriate share of
indirect (and common) costs.

Direct costs can be identified with a
particular activity and can be incurred on
behalf of one or more companies or
affiliates.

Indirect costs cannot be identified with a
particular activity and must be charged to
the appropriate activity or activities to
which they relate using relevant cost
allocators. Indirect costs include, but are
not limited to, corporate or business unit
overheads, general and administrative
overheads, and certain taxes.

Common and joint costs, as distinguished from
indirect costs, are costs that are of joint
benefit between regulated and non-regulated
business operations. These costs can include
both direct and indirect costs.

The following table provides examples of the
expenses included in each cost category:

Direct Direct labor; direct materials
costs

Indirect | Board of Directors’ fees; FICA
costs tax; interest expense; other

elements of Internal Support Costs
and departmental overhead.

Common Depreciation or rent expense on
costs shared buildings; the expenses
incurred In operating a common

payroll system

AEP allocates costs among regulated and non-

Page
1




Cost Allocation

Manual

Section

Document

Number 02-02-03

Corporate

Subject

THE COST ALLOCATION PROCESS

BILLINGS TO AFFILIATES

Date

December 19, 2000

regulated business operations following three
basic steps:

1.

To the maximum extent possible, within
reasonable cost benefit standards, costs
are collected and classified on a direct
charge basis.

All costs, both direct and indirect, are
attributed to activities (i.e.,
projects, products or services) which,
by their very nature, are regulated,
non-regulated, common or joint.

The costs of common or joint activities
are allocated using either an output
measure of the activity performed or the
primary cost driver (or a relevant proxy
in the absence of a primary cost
driver).

Any costs incurred for the benefit of only
one client or affiliate are billed 100% to

that

client or affiliate.

Any costs incurred for the benefit of more

than

one client or affiliate are billed to

the clients or affiliates for which the
related service was performed using cost-
causative allocation factors of the nature
described In Step 3 of the basic allocation
process (see above). For example, the cost
accumulated for processing payroll is
allocated and billed based on the ratio of

each

client’s or affiliate’s number of

employees to the total number of employees of
all clients or affiliates receiving the
service.
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Section

Corporate
Subject

COST POOLING AND COST ASSIGNMENT

SUMMARY

UNDERLYING PRINCIPLE

POOLING METHODOLOGY

Sub-Pools

Date
December 19, 2000

The financial accounting systems used by the
AEP System companies are designed to pool
allocable costs in a manner that leads to a
fair and equitable distribution of costs
among all affiliated companies and between
regulated and non-regulated operations.

The underlying principle in cost allocation
is that the results must be fair and
equitable. To meet this standard, the
results must be reasonable and take into
account the relative benefits received from
each cost pool.

In order to perform fair and equitable cost
allocations, AEP’s financial accounting
systems are designed to capture and pool
costs at three basic levels:

e direct costs are costs which can be
specifically assigned to final cost
objectives;

e common or joint costs are costs which
apply to more than one cost objective
and can be attributed to them in
reasonable proportion to the benefits
received; and

e overhead costs relate to the overall
operations of the business and, as
such, have no direct relationship to
any particular cost objective.

Common and joint costs along with overhead
costs are further accumulated in various cost
groupings (sub-pools). Examples include:

e salary-related costs (also known as

fringes)
e compensated absences (i.e., non-

productive pay)
Page
1
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COST POOLING AND COST ASSIGNMENT

building costs

technology costs

general and administrative overhead
e construction overhead

COST ASSIGNMENT The AEP System pools and allocates costs at
each level on a legal entity basis. That is,
the costs incurred by one company do not
affect the level of costs allocated by
another company. Separate books and records
are maintained for each company.

All companies assign direct costs on a 100%
basis while common or joint costs are
assigned or charged to multiple cost
objectives in accordance with the relative
benefits received or by other equitable
means. Overhead costs are charged using
relatable, cost-causative factors such as
labor dollars, and total cost input.

Date Page
December 19, 2000 2
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Number 02-02-05

Section

Corporate

Subject

ACCOUNT DESIGNATIONS (Regulated, Non-
Regulated and Joint)

SUMMARY

ACCOUNT DESIGNATIONS

COST ALLOCATION

CHART

Date
September 10, 2009

As required by the Commonwealth of Kentucky’s
House Bill No. 897 [Section 4(f)], the Cost
Allocation Manual (CAM) maintained by the
electric utility must provide a report that
identifies whether the costs contained in
each account (or sub-account) of the Uniform
System of Accounts (i.e., the USo0A) are
attributable to regulated operations, non-
regulated operations, or are joint costs in
nature. A description of the methodology
used to apportion the costs shall also be
included. The allocation methodology must be
consistent with the provisions of Section 3
of House Bill No. 897.

While this document has been prepared
primarily to satisfy Kentucky’s CAM
requirement, the account designations
included in the accompanying chart also apply
to AEP’s other electric utilities.

The chart which begins on the following page
identifies those USoOA operation and
maintenance accounts that are considered to
be regulated, non-regulated or joint. The
chart pertains to all of AEP’s regulated
utilities to the extent that they use each
account. As generation becomes deregulated
in certain state jurisdictions, the accounts
for power production expenses will become
non-regulated.

To the extent possible, costs are charged
directly to either regulated or non-regulated
operations as appropriate. Those “joint”
costs that can not be directly charged are
allocated between regulated and non-regulated
operations based on the nature of the cost,
using the appropriate allocation basis from
the List of Approved Allocation Factors used
for Service Company billings.
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ACCOUNT DESIGNATIONS (Regulated, Non-
Regulated and Joint)

FERC Non
Account Description Reg. [Reg. | Joint
Power Production Expenses
500.0 |Oper Supervision & No No Yes
Engineering

501.0 |Fuel No No Yes

502.0 |Steam Expenses No No Yes

503.0 |Steam from Other Sources No No Yes

504.0 |Steam Transferred-Credit No No Yes

505.0 |Electric Expenses No No Yes

506.0 |Misc Steam Power Expenses No No Yes

507.0 |Rents No No Yes

508.0 |Oper Supplies and Expenses No No Yes

509.0 |Allowances No No Yes

510.0 |Maint Supv & Engineering No No Yes

511.0 |Maintenance of Structures No No Yes

512.0 |Maintenance of Boiler Plant| No No Yes

513.0 |Maintenance of Electric No No Yes
Plant

514.0 |Maintenance of Misc Steam No No Yes
PIt

515.0 |Maintenance of Steam No No Yes
Production Plant

517.0 |Oper Supervision & No No Yes
Engineering

518.0 |Nuclear Fuel Expense No No Yes

519.0 |Coolants and Water No No Yes

520.0 |Steam Expenses No No Yes

521.0 |Steam from Other Sources No No Yes

522.0 |Steam Transferred-Credit No No Yes

523.0 |Electric Expenses No No Yes

524 _.0 |Misc Nuclear Power Expenses| No No Yes

525.0 |Rents No No Yes

528.0 |Maintenance Supervision and| No No Yes
engineering

529.0 |Maintenance of Structures No No Yes

530.0 |Maintenance of Reactor No No Yes
Plant Equipment

531.0 |Maintenance of Electric No No Yes
Plant

532.0 |Maintenance of Misc Nuclear| No No Yes
Plant

535.0 |Operation Supervision and No No Yes
Engineering

536.0 |Water for Power No No Yes

537.0 |Hydraulic Expenses No No Yes

Date Page
September 10, 2009 2
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ACCOUNT DESIGNATIONS (Regulated, Non-
Regulated and Joint)

FERC Non
Account Description Reg. [Reg. | Joint

Power Production Expenses (Cont’d)

538.0 |Electric Expenses No No Yes

539.0 |Misc Hydr Power Generation No No Yes
Exp

540.0 |Rents No No Yes

540.1 |Operation Supplies and No No Yes
Expenses

541.0 |Maintenance Supervision and| No No Yes
Engineering

542 _0 |Maintenance of Structures No No Yes

543.0 |Maintenance of Reservoirs, No No Yes
Dams and Waterways

544 _0 |Maintenance of Electric No No Yes
Plant

545.0 |Maintenance of Misc No No Yes
Hydraulic Plant

545_.1 |Maintenance of Hydraulic No No Yes
Production Plant

546.0 |Operation Supervision and No No Yes
Engineering

547.0 |Fuel No No Yes

548.0 |Generation Expenses No No Yes

549.0 |Misc Oth Pwr Gen - Gas No No Yes
Turbine

550.0 |Rents No No Yes

550.1 |Operation supplies and No No Yes
expenses

551.0 |Maint Supv & Engineering No No Yes

552.0 |Maintenance of Structures No No Yes

553.0 |Maintenance of Generating No No Yes

and Electric Plant
554_.0 |Maintenance of Misc Other No No Yes
Power Generation Plant
554.1 |Maintenance of Other Power No No Yes
Production Plant

555.0 |Purchased Power No No Yes
556.0 |Sys Control & Load No No Yes
Dispatching
557.0 |Other Expenses No No Yes
Transmission Expenses
560.0 |Oper Supervision & Yes | No No
Engineering

561.1 |Load Dispatch--Reliability | Yes | No No
561.2 |Load dispatch—-Monitor and Yes | No No
operate transmission system

Date Page
September 10, 2009 3
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ACCOUNT DESIGNATIONS (Regulated, Non-
Regulated and Joint)

FERC Non
Account Description Reg. [Reg. | Joint
561.3 |Load dispatch-Transmission | Yes | No No
service and scheduling

561.4 |Scheduling system control No No Yes
and dispatch services

561.5 |Reliability planning and Yes | No No
standards development

561.6 |Transmission service Yes | No No
studies

561.7 |Generation interconnection | Yes | No No
studies

561.8 |Reliability planning and Yes | No No
standards development
services

562.0 |Station Expenses Yes | No No

563.0 |Overhead Line Expenses Yes | No No

564.0 |Underground Line Expenses Yes | No No

565.0 |Transmssion of Elect by Yes | No No
Others

566.0 |Misc Transmission Expenses | Yes | No No

567.0 |Rents Yes | No No

567.1 |Operation Supplies and Yes | No No
Expenses

568.0 |Maint Supv & Engineering Yes | No No

569.0 |Maintenance of Structures Yes | No No

569.1 |Maintenance of computer Yes | No No
hardware

569.2 |Maintenance of computer Yes | No No
software

569.3 |Maintenance of Yes | No No
communication equipment

569.4 |Maintenance of Yes | No No
miscellaneous regional
transmission plant

570.0 |Maint of Station Equipment | Yes | No No

571.0 |Maintenance of Overhead Yes | No No
Lines

572.0 |Maint of Underground Lines | Yes | No No

573.0 |Maint of Misc Transmssion Yes | No No
PIt

574.0 |Maintenance of Transmssion | Yes | No No
Plant

Regional Market Expenses

575.1 |Operation Supervision Yes | No No

575.2 |Day-ahead and real-time Yes | No No
market facilitation

575.3 |Transmission rights market | Yes | No No

Date Page
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ACCOUNT DESIGNATIONS (Regulated, Non-
Regulated and Joint)

FERC Non
Account Description Reg. [Reg. | Joint

facilitation

575.4 |Capacity market Yes | No No
facilitation

575.5 |Ancillary services market Yes | No No
facilitation

575.6 |Market monitoring and Yes | No No
compliance

575.7 |Market facilitation, Yes | No No
monitoring and compliance
services

575.8 |Rents Yes | No No

576.1 |Maintenance of structures Yes | No No
and improvements

576.2 |Maintenance of computer Yes | No No
hardware

576.3 |Maintenance of computer Yes | No No
software

576.4 |Maintenance of Yes | No No

communication equipment
576.5 |Maintenance of
miscellaneous market
operation plant

Distribution Expenses

580.0 |Oper Supervision & Yes | No No
Engineering

581.0 |Load Dispatching Yes | No No

581.1 |Line and Station Expense Yes | No No

582.0 |Station Expenses Yes | No No

583.0 |Overhead Line Expenses Yes | No No

584.0 |Underground Line Expenses Yes | No No

585.0 |Street Lighting & Signal Yes | No No
Sys Exp

586.0 |Meter Expenses Yes | No No

587.0 |Customer Installations Exp | Yes | No No

588.0 |Miscellaneous Distribution | Yes | No No
Exp

589.0 |Rents Yes | No No

590.0 |Maint Supv & Engineering Yes | No No

591.0 |Maintenance of Structures Yes | No No

592.0 |Maint of Station Equipment | Yes | No No

592.1 |Maintenance of Structures Yes | No No
and Equipment

593.0 |Maintenance of Overhead Yes | No No
Lines

594_0 |Maint of Underground Lines | Yes | No No

594.1 |Maintenance of Lines Yes | No No

Date Page
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ACCOUNT DESIGNATIONS (Regulated, Non-
Regulated and Joint)

FERC Non
Account Description Reg. [Reg. | Joint
595.0 |Maint of Line Transformers | Yes | No No

Distribution Expenses (Cont’d)
596.0 |Maint of Street Lighting & | Yes | No No
Signal Systems

597.0 |Maintenance of Meters Yes No No
598.0 |Maint of Misc Distribution Yes No No
PIt

Customer Accounts Expenses

901.0 |Supervision - Customer Yes | No No
Accts

902.0 |Meter Reading Expenses Yes | No No

903.0 |Cust Records & Collection Yes | No No
Exp

904.0 |Uncollectible Accounts Yes | No No

905.0 |Misc Customer Accounts Exp | Yes | No No

Customer Services and Informational Expenses

907.0 |Supervision - Customer Yes | No No
Service

908.0 |Customer Assistance Yes No No
Expenses

909.0 |Information & Instruct Yes No No
Advertising Exp

910.0 |Misc Cust Svc & Yes No No

Informational Exp

Sales Expenses

911.0 |Supervision - Sales Yes | No No
Expenses

912.0 |Demonstrating & Selling Exp| Yes | No No

913.0 |Advertising Expenses Yes | No No

916.0 |Miscellaneous Sales Yes | No No
Expenses

Administrative and General Expenses

920.0 |Administrative & Gen No No Yes
Salaries

921.0 |Office Supplies and No No Yes
Expenses

923.0 |Outside Services Employed No No Yes

924.0 |Property Insurance No No Yes

925.0 |Injuries and Damages No No Yes

Date Page
September 10, 2009 6



POWER® ocument 02-02-05
Cost Allocation Section
Manual Corporate
Subject

ACCOUNT DESIGNATIONS (Regulated, Non-
Regulated and Joint)

FERC Non
Account Description Reg. [Reg. | Joint
926.0 |Employee Pensions & No No Yes

Benefits
928.0 |Regulatory Commission Exp No No Yes
930.1 |General Advertising No No Yes
Expenses
930.2 |Misc General Expenses No No Yes
931.0 |Rents No No Yes
935.0 |Maintenance of General No No Yes
Plant

Date
P
September 10, 2009 age 7
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POWER Number 02-03-01
Cost Allocation Section
Manual Federal Regulation
Subject
OVERVIEW
SUMMARY Effective February 8, 2006, the Public

Utility Holding Company Act of 1935 was
repealed. Jurisdiction over certain holding
company related activities has been
transferred to the Federal Energy Regulatory
Commission under the Public Utility Holding
Company Act of 2005.

FERC REGULATION The business of transmitting and selling
electric energy in interstate commerce 1is
regulated through Part 11 of the Federal
Power Act.

02-03-02

Date Page
February 22, 2007 1



Cost Allocation
Manual

Document

Number 02-03-02

Section

Federal Regulation
Subject

FERC Regulation

SUMMARY

PUHCA 2005

Date
February 27, 2017

The transmission of electric energy in
interstate commerce and the sale of electric
energy at wholesale In interstate commerce 1is
regulated by the Federal Energy Regulatory
Commission (FERC) under the Federal Power
Act.

The Energy Policy Act of 2005 repealed the
Public Utility Holding Company Act of 1935
effective February 8, 2006 and replaced it
with the Public Utility Holding Company Act
of 2005. With the repeal of PUHCA 1935, the
Securities and Exchange Commission no longer
has jurisdiction over the activities of
registered holding companies. Jurisdiction
over certain holding company related
activities has been transferred to the
Federal Energy Regulatory Commission.
Specifically, FERC has jurisdiction over the
issuances of securities of our public utility
subsidiaries, the acquisition of securities
of utilities, the acquisition or sale of
certain utility assets, and mergers with
another electric utility or holding company.
In addition, both FERC and state regulators
will be permitted to review the books and
records of any company within a holding
company system. FERC also has jurisdiction
over certain affiliate transactions. As part
of the implementation of the Public Utility
Holding Company Act of 2005, FERC has adopted
rules addressing these various issues. The
pertinent rules may be found at 18 C.F.R.
Part 35, Subparts H and 1, and Part 366.

Page
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Cost Allocation
Manual

Document

Number 02-04-01

Section

State Commission Rules
Subject

OVERVIEW

SUMMARY

ARKANSAS

INDIANA

KENTUCKY

LOUISITANA

MICHIGAN

Date
September 15, 2019

AEP’s state commissions have established

certain rules and requirements relative to
affiliate transactions. The requirements
generally fall into four broad categories:

e they need to maintain a cost
allocation manual or other
documentation

e transfer pricing rules

e reporting requirements

e audit requirements.

Arkansas requirements can be found iIn
Arkansas Public Service Commission Order 7 of
Docket 06-112-R, dated May 25, 2007.

02-04-02

Indiana’s requirements can be found iIn the
Indiana Code as well as various orders of the
Indiana Utility Regulatory Commission.

02-04-03

Kentucky’s requirements are contained iIn
Kentucky Revised Statutes (KRS) 278.2201 thru
278.2219; Kentucky Public Service Commission
Regulation 807KAR 5:080 and in various orders
of the Kentucky Public Service Commission.

02-04-04
Louisiana’s requirements can be found in the
Louisiana Public Service Commission’s Order
No. U-23327, dated September 16, 1999,
subject to the conditions set forth in the

Stipulation and Settlement attached as
Appendix A to the Order.

02-04-05

Michigan’s requirements are contained iIn

Page
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Cost Allocation
Manual

Document

Number 02-04-01

Section

State Commission Rules
Subject

OVERVIEW

OHI0

OKLAHOMA

TENNESSEE

TEXAS

VIRGINIA

Date
September 15, 2019

various orders of the Michigan Public Service
Commission, including 1ts Order Approving
Settlement Agreement dated December 16, 1999,
in Case No. U-12204, and its Opinion and
Order, dated December 4, 2000, in Case No. U-
12134.

02-04-06

Ohio”s requirements are captured iIn the
corporate separation rules adopted by the
Public Utilities Commission of Ohio in Ohio
Admin. Code Chapter 4901:1-37, and iIn various
orders of the Commission.

02-04-07

Oklahoma’s requirements are focused on the
Oklahoma Corporation Commission’s ability to
access the books and records of Public
Service Corporation of Oklahoma and its AEP
affiliates as stated in the Stipulation,
dated as of April 16, 1999, in Cause No. PUD
980000444 .

02-04-08
Tennessee has no specific rules and
requirements applicable to cost allocations
and affiliate transactions.

02-04-09
Texas” requirements to a large degree are
contained in 836.058 of the Texas Public
Utility Regulatory Act and the rules of the
Public Utility Commission of Texas.

02-04-10

Virginia’s requirements can be found in the
Code of Virginia and in the regulations and

Page
2



 smcan D
POWER Number 02-04-01
Cost Allocation Section
Manual State Commission Rules
Subject
OVERVIEW

in orders of the Virginia State Corporation
Commission.

02-04-11

WEST VIRGINIA West Virginia’s requirements can be found in
the West Virginia Code and in orders of the
Public Service Commission of West Virginia.

02-04-12

Date
P
September 15, 2019 age 3



Cost Allocation
Manual

Document

Number 02-04-02

Section

State Commission Rules
Subject

ARKANSAS RULES AND REQUIREMENTS

SUMMARY

DOCUMENTATION REQUIRE-
MENTS

Date
August 6, 2007

The Arkansas Public Service Commission
adopted Affiliate Transaction Rules May 25,
2007. The purpose of the rules Is to ensure
that all transactions among or between a
public utility and any affiliates or
divisions do not result in rates which are
unreasonable and i1n violation of Arkansas
statutes; to ensure that the rates charged by
public utilities do not provide any subsidy
to affiliates or divisions of the public
utility which are involved in non-utility
activities or which provide services to the
public utility; to prevent anti-competitive
behavior, and market manipulation or market
power; and to prevent financial risk to rate-
regulated public utility operations which may
arise from business endeavors of an
unregulated affiliate.

The following summarizes the Affiliate
Transaction Rules as adopted.

The Commission’s documentation requirements
applicable to affiliate transactions are
provided in the table below:

SUBJECT REQUIREMENT
Record A public utility is to keep
Keeping books and records separately
Rule 1V from the books and records of

its affiliates and to
maintain such books and
records in accordance with
applicable rules and orders
of the Commission, and with
Generally Accepted Accounting
Principles as amended.

Such books and records shall
contain all information

Page
1




Cost Allocation

Manual

Section

Document

Number 02-04-02

State Commission Rules

Subject

ARKANSAS RULES AND REQUIREMENTS

SUBJECT

REQUIREMENT

necessary to itdentify all
affiliate transactions in
which a public utility
participated; and identify
and allocate or impute all
revenues and costs (both
direct and indirect)
associated with all such
affiliate transactions.

Upon the creation of a new
affiliate that will
participate with a public
utility, the utility shall,
no later than 60 days after
the creation of the
affiliate, notify the
Commission by letter to the
Secretary of the Commission
of the creation of the new
affiliate, and the notice
shall include an explanation
of how the public utility
will implement these rules
with respect to the new
affiliate.

Each public utility shall
maintain, for at least five
years, records of each
affiliate transaction in
which it participated and the
records shall:

a. be made
contemporaneously with
each affiliate
transaction;

b. be in a readily
retrievable format; and

c. include, for each
affiliate transaction:

1. 1dentify of the

Date

August 6, 2007

Page
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Cost Allocation

Manual

Section

Document

Number 02-04-02

State Commission Rules

Subject

ARKANSAS RULES AND REQUIREMENTS

SUBJECT

REQUIREMENT

affiliate;

2. commencement and
termination dates
of the transaction;

3. description of the
affiliate
transaction,
including the
nature and quantity
of value provided
and received;

4. the dollar amount
of the transaction
and the manner in
which such dollar
amount was
calculated;

5. all other terms of
the transaction;

6. the direct and
indirect costs
associated with the
transaction,
including any
allocation formula
used to attribute
indirect costs;

7. all information
necessary to verify
compliance with the
rules and the
accuracy of amounts
stated, 1.e.
invoices, vouchers,
communications,
journal entries,
workpapers,
information
supporting the
price of each
transaction,
including but not

Date

August 6, 2007

Page
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POWER Numbor 02-04-02
Cost Allocation Section
Manual State Commission Rules

Subject

ARKANSAS RULES AND REQUIREMENTS

SUBJECT REQUIREMENT

limited to the cost
and allocation
method of the
transaction and
when the cost was
the result of a
competitive bidding
process, the market
price and basis for
the market price;

8. be summarized and
filed with the
Commission as part
of the annual
report. Unless
otherwise ordered
by the Commission,
a copy of FERC Form
60, Annual Report
of Centralized
Service Companies,
may be filed.

Each public utility shall
file contemporaneously with
its annual report a summary
report indicating the
aggregate dollar amount of
all transactions described in
Rule 111.G.(D), (2), (3), and
(4) which the utility has
conducted with each utility,
including the name of each
such affiliate.

Each public utility is to
maintain, update annually,
train its employees in, and
(within 120 days following
the effectiveness of these
rules, and thereafter, to the
extent of material changes,
in each annual report) file
with the Commission, written

Date Page
August 6, 2007 4



Cost Allocation

Manual

Section

Document

Number 02-04-02

State Commission Rules

Subject

ARKANSAS RULES AND REQUIREMENTS

SUBJECT

REQUIREMENT

procedures which ensure
compliance with the rules,

such

procedures shall

include, at a minimum:

a.

all internal rules,
practices, financial
record keeping
requirements, and other
policies governing
affiliate transactions
among or between the
public utility and its
affiliates;

the names and addresses
of all the public
utility’s affiliates;

an organizational chart
depicting the ownership
relationships between
the public utility and
those affiliates that
participate in affiliate
transactions with the
public utility;

a description of the
types of assets, goods
and services provided in
any existing affiliate
transaction lasting more
than one year; and

a cost allocation manual
or other description of
the method used to
determine compensation
in affiliate
transactions

Commission
Access

The Commission shall have
access to all books and
records of a public utility
and its affiliate to the
extent such access is
relevant to determining

Date

August 6, 2007

Page
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Cost Allocation
Manual

Section

Document

Number 02-04-02

State Commission Rules

Subject

ARKANSAS RULES AND REQUIREMENTS

ALLOCATION OF COSTS
AND REVENUES

SUBJECT

REQUIREMENT

compliance with all
applicable Arkansas statutes
and rules or establishing
rates subject to the
Commission’s jurisdiction.

The Commission’s rules for the allocation of

certain costs and

revenues related to

affiliate transactions are provided in the

table below:

SUBJECT REQUIREMENTS
Affiliate Except as provided otherwise
Financial in the Rules or in other
Transactions applicable law, a public
Rule 1V utility shall not engage iIn

any affiliate transaction in
which the public utility:

1.

provides to or shares
with any affiliate any
financial resource or
financial benefit,
including, but not
limited to any loan,
extension of credit,
guarantee or assumption
of debt,
indemnification, pledge
of collateral; or
encumbrance of or
restriction on the
disposition of any
public utility; or
incurs any debt for
purposes of iInvesting
in, or otherwise
supporting, any business
other than the provision
of public utility
service In Arkansas.

Date
August 6, 2007

Page
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Cost Allocation

Manual

Section

Document

Number 02-04-02

State Commission Rules

Subject

ARKANSAS RULES AND REQUIREMENTS

SUBJECT

REQUIREMENTS

A public utility may obtain
financial resources from an
affiliate for public utility
purposes, provided that the
cost to the public utility of
such financial resource does
not exceed the lower of
market price or the
affiliate’s fully allocated
cost.

This part of the rule shall
not apply to or prohibit any
of the following unless the
Commission finds, after
notice and hearing, unless
waived by the parties, and
consistent with applicable
law, that the arrangement is
not consistent with the
purposes of the rules:

1. An inter-affiliate
financial transaction
integral to an affiliate
transaction for goods or
services to and
consistent with Rule V
(Affiliate Transactions
Other than Financial
Transactions);

2. Payment of dividends by
a public utility to
affiliates that own
stock in such public
utility;

3. Transactions in
connection with the
factoring of accounts
receivable, the creation
and use of special
purpose financing
entities, and the

Date

August 6, 2007

Page
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Cost Allocation

Manual

Section

Document

Number 02-04-02

State Commission Rules

Subject

ARKANSAS RULES AND REQUIREMENTS

SUBJECT

REQUIREMENTS

4.

7.

creation and use of
money pool or cash
management arrangements,
subject to safeguards to
prevent cross-
subsidization and
unauthorized pledges or
encumbrances of public
utility assets;

Any loan, extension of
credit, guarantee,
assumption of debt,
restriction on
disposition of assets,
indemnification,
investment, or pledge of
assets by public utility
for the purpose of
supporting the utility
related business
activities of an
affiliate;

Any debt incurred by a
public utility,
including debt that
Imposes any encumbrance
on, or any restriction
placed on the
disposition of any
assets of, the public
utility for the purpose
of supporting the
utility related business
activities of an
affiliate;

Receipt by a public
utility of capital
contributions or
proceeds from the sale
of common stock to its
parent holding company;
Receipt by a public

Date

August 6, 2007

Page
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Cost Allocation

Manual

Section

Document

Number 02-04-02

State Commission Rules

Subject

ARKANSAS RULES AND REQUIREMENTS

SUBJECT

REQUIREMENTS

utility of financial
resources from an
affiliate for any non-
public utility purpose,
provided that the cost
to the public utility of
such resources shall not
be recovered from the
public utility’s
customers iIn Arkansas;
Any financing
arrangement involving a
public utility and any
affiliate that was iIn
existence as of the
effective date of the
rules; provided that the
public utility files
with the Commission a
description of each such
arrangement involving a
public utility and any
affiliate having an
annual value or amount
in excess of $350,000
and such filing is
received within 120 days
of the effective date of
the rules;

Any other affiliate
transaction proposed by
a public utility,
provided that the public
utility first files with
the Commission an
application for approval
of such proposed
affiliate financial
transaction including a
detailed description
thereof and any relevant

Date

August 6, 2007

supporting
Page
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Cost Allocation

Manual

Section

Document

Number 02-04-02

State Commission Rules

Subject

ARKANSAS RULES AND REQUIREMENTS

SUBJECT

REQUIREMENTS

documentation, and the
Commission finds, after
notice and hearing,
unless waived by the
partied, on such
application, that the
proposed affiliate
financial transaction is
consistent with the
purposes of the rules.

Affiliate
Transactions
other than
Financial
Transactions
Rule V

With

respect to an affiliate

transaction involving assets,
goods, services, information
having competitive value, or
personnel, a public utility
shall not:

1.

receive anything of
value, unless the
compensation paid by the
public utility does not
exceed the lower of
market price of fully
allocated cost of the
item received; and,
provide anything of
value, unless the
compensation received by
the public utility is no
less than the higher of
market price or fully
allocated cost of the
item provided.

rule shall not apply to:
exchanges of information
(a)necessary to the
reliable provision of
public utility service
by a public utility,
provided such exchange
occurs consistently with
guidelines published by

Date

August 6, 2007

Page
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Cost Allocation

Manual

Section

Document

Number 02-04-02

State Commission Rules

Subject

ARKANSAS RULES AND REQUIREMENTS

SUBJECT

REQUIREMENTS

the utility and applied
equally to affiliates
and non-affiliates; (b)
required by or necessary
to comply with federal
statutes or regulations;
or (c)between or among a
public utility, its
parent holding company, a
service company and any
affiliated rate-regulated
utility In another State.

2. The provision of shared
corporate support services,
at fully allocated cost,
between or among a public
utility and any affiliate,
including a service company.

3. The provision, at fully
allocated cost, of assets,
goods, services, or personnel
between or among a public
utility and a affiliated rate-
regulated utility in another
State.

4_The provision of assets,
goods, services, information
having competitive value, or
personnel, at a price
determined by competitive
bidding or pursuant to a
regulatory filed or approved
tariff or contract.

5. Any other affiliate
transaction proposed by a
public utility to be exempted
from the rule provided that
the public utility first

Date

August 6, 2007
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Cost Allocation

Manual

Section

Document

Number 02-04-02

State Commission Rules

Subject

ARKANSAS RULES AND REQUIREMENTS

COMPLIANCE
REQUIRIEMENTS

SUBJECT

REQUIREMENTS

files with the Commssion an
application for an exemption
of such proposed affiliate
transaction from the
requirements of the rule,
including a detailed
description of the proposed
transaction and any relevant
supporting documentation, and
the Commission finds, after
notice and hearing, that the
exemption Is consistent with
the purposes of the rules.

The Commission’s compliance requirements
applicable to the affiliate transactions are
provided in the table below:

SUBJECT REQUIREMENT
Annual No later than June 1 of each
Certification |year, each public utility

shall file with the
Commission a notice, signed
by both the public utility’s
president or chief executive
officer and its chief
financial offices, certifying
the public utility’s
compliance with these rules
in the prior year; and other
annual information and
reports required under the
rules.

The Commission may at any
time initiate a proceeding
against a public utility to
determine whether a
reasonable basis exists that
the public utility is out of

Date

August 6, 2007

Page
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Cost Allocation

Manual

Section

Document

Number 02-04-02

State Commission Rules

Subject

ARKANSAS RULES AND REQUIREMENTS

SUBJECT

REQUIREMENT

compliance with the rules.
IT the Commission, after
notice and hearing, makes
such determination, the
Commission may require the
public utility to engage an
independent accountant (
which, at the public
utility’s election, may be
the accountant that regularly
audits the public utility’s
financial statements) to
conduct Agreed Upon
Procedures to review
1dentified accounting
entries, methods or
procedures used by the public
utility In connection with
these rules. A work plan
outlining such Agreed Upon
Procedures, together with
such letters or
acknowledgements as shall be
reasonably required by the
accountant in connection with
such engagement, shall be
developed by the public
utility and filed with the
Commission for approval.
Upon review of the
information provided by such
independent accountant after
undertaking, the Commission
may order the public utility
to make changes in its
accounting methods or
procedures found by the
Commission in to be
reasonably necessary to
ensure future compliance with
these Rules.

Date

August 6, 2007
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Cost Allocation

Manual

Section

Document

Number 02-04-02

State Commission Rules

Subject

ARKANSAS RULES AND REQUIREMENTS

OTHER REQUIREMENTS —

Additional requirements applicable to
affiliate transactions are provided in the

table below:

SUBJECT REQUIREMENT

Bond Rating This rule applies to any
Downgrades public utility that has a
Rule V11 separate, stand-alone bond

rating by Standard and Poor’s
or Moody’s, and that has
affiliates, other than utility
related businesses, with
assets whose total book value
exceeds ten percent of the
book value of the public
utility’s assets.

IT a public utility’s bond
ratings are downgraded to a
Standard and Poor’s rating of
BB+ or lower, or to a Moody’s
rating of Bal or lower, such
utility shall notify the
Commission within 30 days of
such downgrading. The public
utility will provide the
Commission a copy of publicly
released information about
such rating downgrade and such
other information as the
Commission requests.

IT the Commission finds, after
notice and opportunity for
hearing, that the public
utility’s downgrade would not
have occurred but for one or
more relationships between
such public utility and one or
more affiliates, then the
Commission may impose remedies

Date

August 6, 2007
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Cost Allocation

Manual

Section

Document

Number 02-04-02

State Commission Rules

Subject

ARKANSAS RULES AND REQUIREMENTS

designed to insulate the
public utility and its
customers from any diminution
in the public utility’s
ability to carry out its
obligation to serve at
reasonable rates.

Utility
Ownership of
Non-utility
Business
Rule VIII

A public utility shall not
engage in a non-utility
business other than a utility
related business if the total
book value of the non-utility
assets owned by the utility
exceeds 10 percent of the book
value of the total assets of
the public utility and all its
affiliates.

This rule does not apply to or
prohibit a public utility or
any affiliate thereof from
continuing to engage iIn any
non-utility business existing
as of the effective date of
these rules; provided the
public utility files with the
commission a description of
such non-utility business
existing as of the effective
date of these rules and such
filing iIs received within 120
days of the effective date of
these rules.

Each public utility or its
public utility holding company
shall file an annual report
with the Commission in
accordance with the rules that
includes:
1. a certification by the
president of the public
utility that the public

Date

August 6, 2007

Page
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Cost Allocation

Manual

Section

Document

Number 02-04-02

State Commission Rules

Subject

ARKANSAS RULES AND REQUIREMENTS

utility 1s 1n compliance
with this section ;and

2_.all financial information
necessary for the
Commission to determine
the utility i1s complying
with the requirements of
the rules.

EXEMPTIONS
Rule XI

Any utility may petition for
exemption from any of the
rules on the basis that
application of the rule would
not be in the public interest.

Any existing financial
arrangements, provision of
corporate services or other
affiliate relationship which
could be deemed to be in
violation of these rules will
be allowed to continue for a
period of one year from
adoption of these rules in
order to allow the utilities
involved to seek an exemption
from the application of these
rules for those existing
circumstances

MISCELLANEOUS
Rule X

The costs of any affiliate
transaction found to be
inconsistent with these rules
shall be adjusted in a
ratemaking proceeding to be
consistent with these rules.

Date

August 6, 2007
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Cost Allocation
Manual

Document

Number 02-04-03

Section

State Commission Rules
Subject

INDIANA RULES AND REQUIREMENTS

SUMMARY

DOCUMENTATION REQUIRE-
MENTS

Date
September 15, 2019

Indiana’s rules and requirements applicable to
cost allocations and affiliate transactions can
be found in the Indiana Code and in the Indiana
Utility Regulatory Commission®s (the IURC’s, or
the Commission”s) order, dated April 26, 1999,
in Cause No. 41210, including the Stipulation
and Settlement Agreement which i1s attached to
the order as Exhibit A, as well as other orders
of the Commission.

Cause No. 41210 covers the IURC’s investigation
of the proposed merger of American Electric
Power Company, Inc. and Central and South West
Corporation. Section 8 of the Stipulation and
Settlement Agreement provides for Affiliate
Standards between the regulated and non-
regulated affiliates of the merged company.

The ITURC’s documentation requirements for
affiliate transactions are captured in the
following table:

SUBJECT REQUIREMENT
Separate Books |Each AEP Operating Company
and Records shall maintain, in

accordance with generally
accepted accounting
principles, books, records
and accounts that are
separate from the books,
records and accounts of its
affiliates, consistent with
Part 101 — Uniform System of
Accounts prescribed for
Public Utilities and
Licensees subject to the
provisions of the Federal
Power Act. [Section 8.B.]

Cost An AEP operating company
Allocation which provides both

Documentation regulated and non-regulated

Page
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Manual

Section

Document

Number 02-04-03

State Commission Rules

Subject

INDIANA RULES AND REQUIREMENTS

SUBJECT

REQUIREMENT

services or products, or an
affiliate which provides
services or products to an
AEP operating company, shall
maintain documentation iIn
the form of written
agreements, an organization
chart of AEP (depicting all
affiliates and AEP operating
companies), accounting
bulletins, procedure and
work order manuals, or other
related documents, which
describe how costs are
allocated between regulated
and non-regulated services
or products.[Section 8.P.]

Employee
Movements

AEP shall document all
employee movement between
and among all affiliates.
Such information shall be
made available to the IURC
and consumer advocate upon
request. [Section 8. G.]

Itemized
Billing
Statements

Any untariffed, non-utility
service provided by an AEP
operating company or
affiliated service company
to any affiliate shall be
itemized In a billing
statement pursuant to a
written contract or written
arrangement. The AEP
operating company and any
affiliated service company
shall maintain and keep
available for inspection by
the Commission copies of
each billing statement,
contract and arrangement
between the AEP operating

Date
September 15, 2019
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Manual

Section

Document

Number 02-04-03

State Commission Rules

Subject

INDIANA RULES AND REQUIREMENTS

TRANSFER PRICING

SUBJECT REQUIREMENT
Itemized company or affiliated
Billing service company and its
Statements affiliates that relate to
(Cont’d) the provision of such

untariffed non-utility
services. [Section 8.E.]

Goods and services provided
by a non-utility affiliate
to an AEP operating company
shall be by i1temized billing
statement pursuant to a
written contract or written
arrangement. The operating
company and non-utility
affiliate shall maintain and
keep available for
inspection by the
Commission copies of each
billing statement, contract
and arrangement between the
operating company and its
non-utility affiliates that
relate to the provision of
such goods and services in
accordance with the
Commission’s applicable
retention requirements.
[Section 8.F.]

[Source: Stipulation and Settlement Agreement
in Cause No. 41210]

Transactions between the regulated electric
utility and i1ts affiliates shall adhere to the
affiliate standards included in the following

table:

SUBJECT REQUIREMENT
Guiding The financial policies and
Principles guidelines for transactions

between the regulated

Date
September 15, 2019
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Document
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State Commission Rules

Subject

INDIANA RULES AND REQUIREMENTS

SUBJECT

REQUIREMENT

Guiding

utility and 1ts affiliates
shall reflect the following
principles:

1. An AEP operating
company’s retail
customers shall not
subsidize the activities
of the operating
company”s non-utility
affiliates or its utility
affiliates. [Section
8.A.1.]

2. An AEP operating
company’s costs for
jurisdictional rate
purposes shall reflect
only those costs
attributable to its
jurisdictional customers.
[Section 8.A.2.]

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

Date
September 15, 2019
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Manual

Document

Number 02-04-03

Section

State Commission Rules

Subject

INDIANA RULES AND REQUIREMENTS

REPORTING REQUIREMENTS

AUDIT REQUIREMENTS

Date
September 15, 2019

SUBJECT REQUIREMENT
Principles [Section 8.A.3.]
(Cont~d) 4_An AEP operating company

shall maintain and
utilize accounting
systems and records that
identify and appro-
priately allocate costs
between the operating
company and its
affiliates, consistent
with these cross-
subsidization principles
and such financial
policies and guidelines.
[Section 8.A.4.]

Asset Asset transfers between an
Transfers AEP operating company and a
non-utility affiliate shall
be at fully distributed
costs iIn accordance with
current SEC issued
requirements or other
statutory requirements if
the SEC has no
jurisdiction. [Section

8.C.]

[Source: Stipulation and Settlement Agreement
in Cause No. 41210]

The Stipulation and Settlement Agreement in
Cause No. 41210 provides in part that the 1URC
may establish reporting requirements regarding
the nature of inter-company transactions
concerning the operating company and a
description of the basis upon which

cost allocations and transfer pricing have
been established in these transactions.
[Section 8.W.]

The i1ndependent audit requirement regarding the

Page
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Section

State Commission Rules

Subject

INDIANA RULES AND REQUIREMENTS

OTHER REQUIREMENTS

Date
September 15, 2019

merger has expired. [1&V/AEP was required to
conduct biennial audits for 8 years after the
merger. The final audit was submitted to the
Indiana Utility Regulatory Commission on
December 29, 2008.

The Stipulation and Settlement Agreement
contains other requirements related to
affiliate transactions some of which are listed
here:

e Thirty days prior to filing any affiliate
contract (including service agreements)
with the Securities and Exchange
Commission or the Federal Energy
Regulatory Commission the AEP operating
company shall submit to the Commission a
copy of the proposed filing. [Section 8.
T.]

e AEP will provide the Commission with
notice at least 30 days prior to any
filings that propose new allocation
factors with the SEC. [Section 6]

e AEP shall designate an employee who will
act as a contact for the Commission and
consumer advocates seeking data and
information regarding affiliate
transactions and personnel transfers.
Such employee shall be responsible for
providing data and information requested
by the Commission for any and all
transactions between the jurisdictional
operating company and its affiliates,
regardless of which affiliate(s),
subsidiary(ies) or associate(s) of the
AEP operating company from which the
information is sought. [Section 8.0Q.]

The Indiana Code [88-1-2-49] states, iIn part,
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Section

State Commission Rules
Subject

INDIANA RULES AND REQUIREMENTS

OTHER REQUIREMENTS
(con’t)

Date
September 15, 2019

that no management, construction,
engineering, or similar contract with any
affiliated interest shall be effective unless
it shall first have been filed with the
Commission. If it 1s found that any such
contract is not in the public interest, the
Commission, after investigation and a
hearing, is authorized to disapprove the
contract.

On September 28, 2016, the Indiana Utility
Regulatory Commission issued General
Administrative Order GAO 2016-5 which provides
that Affiliate contract should do the
following:

(a) Include the following terms:

(1) A definite termination date, not more than
five (5) years from the effective date of the
contract.

(2) Notice that the contract, pursuant to IC 8-
1-2-49(2), shall not be effective until it is
filed with the Commission.

(b) Exclude the following terms:

(1) A provision that provides for an automatic
contract renewal or renewal without notice to
all contracting parties and the Commission.
(2) A provision that provides for an effective
date that is prior to filing with the
Commission.

Page
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g D
POWER Numbor 02-04-04
Cost Allocation Section
Manual State Commission Rules

Subject

KENTUCKY RULES AND REQUIREMENTS

SUMMARY Kentucky’s rules and requirements applicable
to cost allocations and affiliate
transactions are contained in Kentucky
Revised Statues, (KRS) 278.2201 thru
278.2219; Kentucky Public Service Commission
Regulation 807KAR 5:08 and iIn certain orders
of the Kentucky Public Service Commission
(the Commission).

CAM REQUIREMENTS The following table summarizes Kentucky’s
Cost Allocation Manual (CAM) requirements:

SUBJECT REQUIREMENT

Summary Any utility that engages iIn

a non-regulated activity,

whose revenue exceeds 2% of

the utility’s total revenue
or $1,000,000 annually,

shall develop and maintain a

CAM. [KRS278.2203 (4) (a)]

“CAM” CAM means a cost allocation

Definition manual ; that is, an indexed

compilation and

documentation of a company’s
cost allocation policies and
related procedures. [KRS

278.010 (20)]

Contents The CAM shall contain the

following information for a

utility’s jurisdictional

operations in the

Commonwealth of Kentucky:

(a) A list of regulated and
non-regulated divisions
within the utility;

(b) A list of all regulated
and non-regulated
affiliates of the
utility to which the
utility provides
services or products
and where the

Date Page
August 8, 2007 1
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POWER Numbor 02-04-04
Cost Allocation Section
Manual State Commission Rules

Subject

KENTUCKY RULES AND REQUIREMENTS

SUBJECT REQUIREMENT

affiliates provide non-

regulated activities as

Contents defined In [KRS278.2205

(Cont”d) (2) (@ O1;

(c) A list of services and
products provided by
the utility, an
identification of each
as regulated or non-
regulated, and the cost
allocation method
generally applicable to
each category;
[KRS278.2205 (2) (©)]:

(d) A list of incidental,
non-regulated
activities that are
reported as regulated
activities in
accordance with the
provisions pf
[LRS278.2205 (2) (d)]:

(e) A description of the
nature of transactions
between the utility and
the affiliate; and
[KRS278.2205 (2) (e)]:

(F) For each FERC account
and sub-account, a
report that identifies
whether the account
contains costs
attributable to
regulated operations
and non-regulated
operations. The report
shall also identify
whether the costs are
joint costs that cannot
be directly identified.
A description of the
methodology used to

Date Page
August 8, 2007 2
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Cost Allocation Section
Manual State Commission Rules

Subject

KENTUCKY RULES AND REQUIREMENTS

SUBJECT REQUIREMENT
apportion each of these
Contents costs shall be included
(Cont’d) and the allocation

methodology shall be
consistent with cost
allocation
methodologies set out
in KRS 278.2203.

[KRS278.2205 (2) (P)]

Filing Within 270 days of the

Requirements |effective date of July 14,

2000, the utility shall

file:

(a) A statement with the
Commission that
certifies the CAM has
been developed and will
be adopted by manage-
ment effective with the
beginning of the next
calendar year. The
statement shall be
signed by an officer of
the utility; and

(b) One copy of the CAM.

[KRS278.2205 (3) (a)-(b)]

Changes Within 60 days of any

material change in matters

required to be listed in the

CAM, the utility shall amend

the CAM to reflect the

change. [KRS278.2205 (4)]

Public The CAM shall be available

Inspection for public inspection at the

utility and at the Commiss-

1on. [KRS278.2205 (5)]

Rate The CAM shall be filed as

Proceedings part of the initial Filing

requirement in a proceeding

involving an application for
an adjustment iIn rates

Date Page
August 8, 2007 3
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Subject

KENTUCKY RULES AND REQUIREMENTS

SUBJECT REQUIREMENT
Rate pursuant to KRS 278.190.
Proceedings [KRS278.2205(6)]
(Cont’d)
TRANSFER PRICING KRS278.2207 thru KRS278.2219 contains very

specific instructions on the pricing of
assets, services and products transferred
between the utility and its affiliates, as
captured in the following table:

SUBJECT REQUIREMENT

Summary A utility shall not subsidize
a non-regulated activity
provided by an affiliate or
by the utility itself.
Utilities must keep separate
accounts and allocate costs
Iin accordance with procedures
established by the
Commission. [KRS278.2201]

Pricing The terms for transactions
Rules between a utility and its
affiliates shall be in
accordance with the
following:

(a) Services and products
provided to an affiliate
by the utility pursuant
to a tariff shall be at
the tariffed rate, with
nontariffed i1tems priced
at the utility’s fully
distributed cost but in
no event less than
market, or in compliance
with the utility’s
existing United States
Department of
Agriculture (USDA),
Securities and Exchange

Pricing Commission (SEC), or

Date Page
August 8, 2007 4
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Manual
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Number 02-04-04

State Commission Rules

Subject

KENTUCKY RULES AND REQUIREMENTS

SUBJECT

REQUIREMENT

Rules
(Cont’d)

Federal Energy Regula-
tory Commission (FERC)
approved cost allocation
methodology.
[KRS278.2207 (1) (a)]
(b) Services and products
provided to the utility
by an affiliate shall be
priced at the
affiliate’s fully-
distributed cost but iIn
no event greater than
market or in compliance
with the utility’s
existing USDA, SEC, or
FERC approved cost
allocation methodology.
[KRS278.2207 (1) (6)]
NOTE: A utility may file an
application with the
commission requesting a
deviation from the
requirements of this section
for a particular transaction
or class of transactions.
The utility shall have the
burden of demonstrating that
the requested pricing is
reasonable. The commission
may grant the deviation if it
determines the deviation is
in the public interest.
Nothing in this section shall
be construed to interfere
with the commission’s
requirement to ensure fair,
just, and reasonable rates
for utility services.
[IRS278.2219 92)]

Date

August 8, 2007
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Number 02-04-04

Section

State Commission Rules
Subject

KENTUCKY RULES AND REQUIREMENTS

AFFILIATE TRANSACTION

Regulation 807KAR5:080

Case 97-309

Case 99-149

Date
August 8, 2007

Kentucky Public Service Commission and the
Commission’s orders in Case REPORTING
REQUIREMENTS Nos. 97-309 and 99-149 contain
very specific reporting requirements for
affiliate transactions.

In addition to the CAM reporting requirements
established by KRS 278.2201 thru 278.2219 as
noted above, PSC Regulation 807 KAR 5:080
requires the utility to inform the Commission
of new non-regulated activities begun by
itself or by the utility’s affiliate within a
timeframe to be established by the Commission
[KRS278.230 (3)]-

Also, the Commission may require the utility
to file annual reports of information related
to affiliate transactions when necessary to
monitor compliance with the transaction
guidelines contained In KRS278.2205 [807KAR
5:080 Section 2]

In Case 97-309 involving the approval of
affiliate transactions between KPCO and AEPC
(as outlined above), the Commission has
ordered KPCO to file an annual report that
lists all transactions with AEPC that
describes the parties involved, the assets
transferred, the services provided and the
transaction prices. The report should also
specify for each transaction whether the
price was based on cost or market and, if
market, how the market price was determined.

The Commission’s order in Case No. 99-149,
dated June 14, 1999, related to the proposed
merger of American Electric Power Company,
Inc. (AEP) and Central and South West
Corporation established specific reporting
requirements for KPCO, its parent company
(i.e., AEP) and related subsidiaries. While

Page
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Document

Number 02-04-04

Section

Manual State Commission Rules
Subject
KENTUCKY RULES AND REQUIREMENTS
the Commission’s order in Case No. 99-149 has
been superseded by KRS 278.2201 thru
KRS278.2219 and Ky PSC Regulation
807KAR5:080, dated July 14, 2000, the
periodic reports required by the Commission’s
June 1999 order remain in effect. The
following table provides details of the
specific reporting requirements:
SUBJECT REQUIREMENT
Periodic 1. Annual financial
Reports [Case statements of AEP should
No. 99-149, be furnished to the
Page 10] Commission, including
consolidating
adjustments of AEP and
Its subsidiaries with a
brief explanation of
each adjustment and all
periodic reports filed
with the SEC.

2. All subsidiaries should
prepare and have
available monthly and
annual financial
information required to
compile financial
statements and to comply
with other reporting
requirements.

3. The financial statements
for any non-consolidated
subsidiaries of AEP
should be furnished.

Annual Reports |1. A general description of
[Case No. 99- the nature of inter-
149, Page 11 company transactions
11,2] shall be provided with
specific identification
of major transactions,
and a description of the
Date

August 8, 2007
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Subject

KENTUCKY RULES AND REQUIREMENTS

SUBJECT

REQUIREMENT

Annual Reports
[Case No. 99-
149, Page 11
M11,2] (Cont’d)

basis upon which cost
allocations and transfer
pricing have been
established. This
report should discuss
the use of the cost or
market standard for the
sale or transfer of
assets, the allocation
factors used, and the
procedures used to
determine these factors
1T they are different
from the procedures used
in prior years.

A report that identifies
professional personnel
transferred from KPCO to
AEP or any of its non-
utility subsidiaries
shall be provided to the
Commission. This report
should include a
description of the
duties performed by the
employee while employed
by KPCO and to be
performed subsequent to
transfer.

AEP should file on an
annual basis a report
detailing KPCO’s
proportionate share of
AEP’s total operating
revenues, operating and
maintenance expenses, and
number of employees.

Special
Reports [Case
No. 99-149,
Pages 11-12]

AEP should file any
contracts or other
agreements concerning the
transfer of utility

Date

August 8, 2007
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Number 02-04-04

State Commission Rules

Subject

KENTUCKY RULES AND REQUIREMENTS

SUBJECT

REQUIREMENT

assets or the pricing of
inter-company
transactions with the
Commission at the time
the transfer occurs.

AEP should also file the
following special
reports:

e An annual report of
the number of
employees of AEP and
each subsidiary on the
basis of payroll
assignment.

e An annual report
containing years of
service at KPCO and
the salaries of
professional employees
transferred from KPCo
to AEP or its
subsidiaries filed in
conjunction with the
annual transfer of
employees report.

e An annual report of
cost allocation
factors iIn use,
supplemented upon
significant change.

e Summaries of any cost
allocation studies
when conducted and the
basis for the methods
used to determine the
cost allocation
effect.

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

Date

August 8, 2007
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Subject
KENTUCKY RULES AND REQUIREMENTS
SUBJECT REQUIREMENT
allocation factors iIn
use, supplemented upon
significant change.
Use of Where the same information
Existing sought 1n the above noted
Reports [Case reports has been filed with
No. 99-149, the SEC, FERC, or another
Page 12 17] state regulatory
commission, AEP may provide
copies of those filings
rather than prepare
separate reports.
Date

August 8, 2007
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POWER Numbor 02-04-05
Cost Allocation Section
Manual State Commission Rules

Subject

LOUISIANA RULES AND REQUIREMENTS

SUMMARY Louisiana’s requirements applicable to cost
allocations and affiliate transactions are
contained iIn the Affiliate Transaction
Conditions that appear in Appendix A to the
Louisiana Public Service Commission’s (the
Commission’s) Order No. U-23327, dated
September 16, 1999, in the matter of the
proposed merger of American Electric Power
Company, Inc. (AEP) and Central and South
West Corporation.

DOCUMENTATION REQUIRE- The Commission’s documentation requirements

MENTS applicable to affiliate transactions, as
contained in the Affiliate Transaction
Conditions, are captured in the following
table:

SUBJECT REQUIREMENT
Access to AEP and Southwestern Electric
Books and Power Company (SWEPCO, and
Records the Company) will provide the
Commission access to their
books and records, and to any
records of their subsidiaries
and affiliates that
reasonably relate to
regulatory concerns and that
affect SWEPCO’s cost of
service and/or revenue
requirement. [T 2]
Service For ratemaking and regulatory
Company reporting purposes, SWEPCO
Costs shall reflect the costs
assigned or allocated from
affiliate service companies
on the same basis as if
SWEPCO had incurred the costs
directly. This condition
shall not apply to book
accounting for affiliate
transactions. [ 11]

Date Page
April 8, 2008 1
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POWER Numbor 02-04-05
Cost Allocation Section
Manual State Commission Rules

Subject

LOUISIANA RULES AND REQUIREMENTS

ALLOCATION OF COSTS The Commission’s requirements for the
allocation of certain costs and revenues, as
contained 1n the Affiliate Transaction
Conditions, are presented in the following
table:

SUBJECT REQUIREMENT
Notification |The Company shall submit iIn
of Changes in |writing to the Commission
Cost any changes it proposes to
Allocation the System Agreement, the
Methodologies | System Integration Agreement
and any other affiliate cost
allocation agreements or
methodologies that affect
the allocation or assignment
of costs to SWEPCO. The
written submission to the
Commission shall include a
description of the changes,
the reasons for such
changes, and an estimate of
the impact, on an annual
basis, of such changes on
SWEPCO’s regulated costs.

To the extent that any such
changes are filed with the
SEC or FERC, the Company
agrees to utilize its best
efforts to notify the
Commission at least 30 days
prior to those filings and
at least 90 days prior to
the proposed effective date
of those changes or as early
as reasonably practicable,
to allow the Commission a
timely opportunity to
respond to such filings. |If
the documents to be filed
with the SEC or FERC are not

Date Page
April 8, 2008 2
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Subject

LOUISIANA RULES AND REQUIREMENTS

SUBJECT

REQUIREMENT

Notification
of Changes 1in
Cost Alloca-
tion Method-
ologies
(Cont’d)

finalized 30 days prior to
the filing, the information
required above may be
provided by letter to the
Commission with a copy of
the SEC or FERC filing to be
provided as 1t is prepared.
The filing by the Company of
this information with the
Commission shall not
constitute acceptance of the
proposed changes, the
allocation or assignment
methodologies, or the
quantifications for
ratemaking purposes. [T 12]

Revenue
Allocation
Applicable to
Product or
Service
Development

IT an unregulated business
markets a product or service
that was developed by SWEPCO
or paid for by SWEPCO
directly or through an
affiliate, and the product
or service is actually used
by SWEPCO, all profits on
the sale of such product or
service (based on Louisiana
retail jurisdiction) shall
be split evenly between
SWEPCO, which was
responsible for or shared
the cost or developing the
product, and the unregulated
business responsible for
marketing the product or
service to third parties,
after deducting all
incremental costs associated
with making such product or
service available for sale,
including the direct cost of
marketing such product or

Date

April 8, 2008
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Subject

LOUISIANA RULES AND REQUIREMENTS

TRANSFER PRICING

SUBJECT

REQUIREMENT

Revenue
Allocation
Applicable to
Product or
Service
Development
(Cont’d)

service. However, in the
event that such product or
service developed by SWEPCO
to be used iIn its utility
business is not actually so
used, and subsequently 1is
marketed by the unregulated
business to third parties,
SWEPCO shall be entitled to
recover all of its costs to
develop such product or
service before any such net
profits derived from its
marketing shall be so
divided. |If SWEPCO jointly
develops such product or
service and shares the
development with other
entities, then the profits
to be so divided shall be
SWEPCO”s pro rata share of
such net profits based on
SWEPCO”s contribution to the
development costs. [T 14]

The Commission’s transfer pricing
requirements for affiliate transactions, as
contained in the Affiliate Transaction
Conditions, are presented in the following

table:

SUBJECT REQUIREMENT
Asset Purchases. Assets with a net
Transfers book value in excess of $1

million per transaction,
purchased by or transferred
to the regulated electric
utility (SWEPCO) from an
unregulated affiliate either
directly or indirectly
(through another affiliate),

Date

April 8, 2008
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SUBJECT

REQUIREMENT

Asset
Transfers
(Cont’d)

Asset

must be valued for purposes
of the Louisiana retail rate
base (but not necessarily for
book accounting purposes) at
the lesser of the cost to the
originating entity and the
affiliated group (CSW or AEP)
or the fair market value,
unless otherwise authorized
by applicable Commission
rules, orders, or other
Commission requirements.

[T 4.a.]

Sales. Assets with a net book
value in excess of $1 million
per transaction, sold by or
transferred from the
regulated electric utility
(SWEPCO) to an unregulated
affiliate either directly or
indirectly (through another
affiliate), with the
exception of accounts
receivable sold by SWEPCO to
AEP Credit Inc., must be
valued for purposes of the
Louisiana retail rate base
(but not necessarily for book
accounting purposes) at the
greater of the cost to SWEPCO
or the fair market value,
unless otherwise authorized
by applicable Commission
rules, Orders, or other
Commission requirements.

[T 4.b.]

Reporting. The Company shall
notify the Commission in
writing at least 90 days 1in

Date

April 8, 2008
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Subject
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SUBJECT

REQUIREMENT

Transfers
(Cont’d)

Asset
Transfers

advance of a proposed
purchase, sale or transfer of
assets with a net book value
in excess of $1 million if
such proposed purchase, sale
or transfer is expected at
least 90 days before the
anticipated effective date of
the transaction. With the
notice, the Company shall
provide such information as
may be necessary to enable
the Commission Staff to
review the proposed
transaction, including,
without limitation, the
identity of the asset to be
transferred, the proposed
transferor and transferee,
the value at which the asset
will be transferred, the net
book value of the asset, and
the anticipated effect on
Louisiana retail customers.
When such a transaction
requires approval of a
federal agency, under no
circumstances shall such
notification be less than 60
days in advance or such
longer advance period as the
applicable federal agency
from time to time prescribe.
IT not provided with the
initial notice, the Company
will provide the Commission
with a copy of its federal
filing at the same time it is
submitted to the federal

agency. [1 6]

Date

April 8, 2008
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SUBJECT

REQUIREMENT

(Cont’d)

Burden of proof. Consistent
with Commission and legal
precedents and Commission
General Orders, the Company
shall have the burden of
proof iIn any subsequent
ratemaking proceeding to
demonstrate that such
purchase, sale or transfer of
assets satisfties the
requirements of applicable
Commission and legal
precedent and Commission
General Orders, and will not
harm the ratepayers. [T 7]

Treatment of gains or losses.
The Commission reserves the
right, in accordance with
Commission and legal
precedents and Commission
General orders, to determine
the ratemaking treatment of
any gains or losses from the
sale or transfer of assets to
affiliates. [T 8]

Goods and
Services

Purchases. With the exception
of transactions between
SWEPCO and AEP Credit Inc.
and AEPSC, for goods and
services, including lease
costs, purchased by SWEPCO
from unregulated affiliates
either directly or indirectly
(through another affiliate),
SWEPCO agrees that it will
reflect the lower of cost or
fair market value in
operating expenses for
ratemaking purposes, unless
otherwise authorized by

Date

April 8, 2008
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Subject

LOUISIANA RULES AND REQUIREMENTS

REPORTING REQUIREMENTS

AUDIT REQUIREMENTS

SUBJECT REQUIREMENT
Goods and applicable Commission rules,
Services Orders, or other Commission
(Cont’d) requirements. [T 10]

Sales. For goods and
services, including lease
costs, sold by SWEPCO to
unregulated affiliates either
directly or indirectly
(through another affiliate),
SWEPCO agrees that it will
reflect the higher of cost or
fair value 1In operating
income (or as an offset to
operating expenses) for
ratemaking purposes, unless
otherwise authorized by
applicable Commission rules,
Orders, or other Commission
requirements (e.g.,
Commission-approved tariffed

rates). [T 9]

The Commission has not established periodic
reporting requirements relative to affiliate
transactions other than those noted above in
connection with the notification of changes
in cost allocation methodologies and asset
transfers.

The Commission’s audit requirements
applicable to affiliate transactions, as
contained in the Affiliate Transaction
Conditions, are captured in the following

table:

SUJECT REQUIREMENT
Audits of AEP will cooperate with
Affiliate audits ordered by the

Transactions Commission of affiliate
transactions between SWEPCO

and other AEP affiliates,

Date

April 8, 2008
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OTHER REQUIREMENTS

SUJECT REQUIREMENT
Audits of including timely access to
Affiliate the books and records and to
Transactions | persons knowledgeable
(Cont’d) regarding affiliate

transactions, and will
authorize and utilize i1ts
best efforts to obtain
cooperation from i1ts external
Auditor to make available the
audit workpapers covering
areas that affect the costs
and pricing of affiliate
transactions. [1 3]

Other requirements of the Commission
applicable to affiliate transactions, as
contained in the Affiliate Transaction
Conditions, are presented in the following

table:

SUBJECT REQUIREMENT
Competitive SWEPCO or AEPSC on behalf of
Bidding SWEPCO may not make any non-

emergency procurement in
excess of $1 million per
transaction from an
unregulated affiliate other
than from AEPSC except
through a competitive bidding
process or as otherwise
authorized by the Commission.
Transactions involving the
Company and CSW Credit, Inc.
(or its successor) for the
financing of accounts
receivables are exempt from
this condition. Records of
all such affiliate trans-
actions must be maintained
until the Company’s next

Date

April 8, 2008
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SUBJECT

REQUIREMENT

Competitive
Bidding
Cont’d)

comprehensive retail rate
review. In addition, at the
time of the next comprehen-
sive rate review, all such
transactions that were not
competitively bid shall be
separately i1dentified for the
Commission by the Company.
This i1dentification shall
include all transactions
between the Company and AEPSC
in which AEPSC acquired the
goods or services from
another unregulated
affiliate. [ 13]

Mandating of
Retail Access
by the
Commission

IT retail access for SWEPCO-
La. is mandated by the
Commission, or through action
by the Federal Energy
Regulatory Commission or
federal legislation, then
SWEPCO-La. shall have the
right to petition the
Commission for modification
to the terms of this merger
settlement, including the
affiliate transaction
conditions, that are made
necessary by the mandating of
retail access and its likely
impact on the retail rates at
SWEPCO-La. Any such petition
must establish the necessity
of the proposed modifications
and provide appropriate
protections to ensure that
the benefits of this merger
are preserved for SWEPCO-La.
regulated customers,
including merger savings and
the hold harmless provisions

Date

April 8, 2008
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SUBJECT

REQUIREMENT

Mandating of
Retail Access
by the
Commission
(Cont’d)

set forth herein. The
Commission will act upon the
petition in accordance with
its normal rules and
procedures. This paragraph
Is not intended to limit
SWEPCO”s right to petition
the Commission in the event
that electric utility
unbundling or retail access
Is ordered by a state
commission regulating
SWEPCO’s retail rates,
provided that SWEPCO must
comply with the requirements
set forth above in any such
petition. [ 17]

Date

April 8, 2008
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Cost Allocation
Manual

Document

Number 02-04-06

Section

State Commission Rules
Subject

MICHIGAN RULES AND REQUIREMENTS

SUMMARY

DOCUMENTATION REQUIRE-
MENTS

Date
September 15, 2019

Michigan’s rules and requirements applicable
to cost allocations and affiliate
transactions are included In various orders
of the Michigan Public Service Commission
(the MPSC, or the Commission).

The MPSC”s documentation requirements for
affiliate transactions and cost allocations
can be found in the Settlement Agreement
approved by the Commission in its Opinion and
Order in Case No. U-12204 in the matter of
the proposed merger of American Electric
Power Company, Inc. and Central and South
West Corporation, and its Code of Conduct for
electric utilities and alternative electric
suppliers (Opinion and Order, dated December
4, 2000, in Case No.U-12134) with Redline
changes to October 29, 2001 Final Version.
The term “alternative electric suppliers” is
defined in MCL 460.10.g, MSA 22.13(109).-

The documentation requirements found in the
Settlement Agreement document are captured iIn
the following table:

SUBJECT REQUIREMENT
Separate Books |Each AEP Operating Company
and Records shall maintain, in

accordance with generally
accepted accounting
principles, books, records
and accounts that are
separate from the books,
records and accounts of its
affiliates, consistent with
Part 101 — Uniform System of
Accounts prescribed for
Public Utilities and
Licensees subject to the
provisions of the Federal
Power Act, [Section 8.B.]
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Cost Allocation
Manual

Section

Document

Number 02-04-06

State Commission Rules

Subject

MICHIGAN RULES AND REQUIREMENTS

SUBJECT

REQUIREMENT

Cost
Allocation
Documentation

An AEP operating company
which provides both
regulated and non-regulated
services or products, or an
affiliate which provides
services or products to an
AEP operating company, shall
maintain documentation in
the form of written
agreements, an organization
chart of AEP (depicting all
affiliates and AEP operating
companies), accounting
bulletins, procedure and
work order manuals, or other
related documents, which
describe how costs are
allocated between regulated
and non-regulated services
or products. [Section 8.P.]

Employee
Movements

AEP shall document all
employee movement between
and among all affiliates.
Such information shall be
made available to the
Commission upon request.
[Section 8.G.]

lItemized
Billing
Statements

Any untariffed, non-utility
service provided by an AEP
operating company or
affiliate service company to
any affiliate shall be
itemized In a billing
statement pursuant to
written contract or written
arrangement. The AEP
operating company and any
affiliated service company
shall maintain and keep
available for inspection by
the Commission copies of

Date
September 15, 2019
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Cost Allocation
Manual

Document

Number 02-04-06

Section

State Commission Rules
Subject

MICHIGAN RULES AND REQUIREMENTS

TRANSFER PRICING

SETTLEMENT AGREEMENT

SUBJECT REQUIREMENT
Itemized each billing statement,
Billing contract and arrangement
Statements between the AEP operating
(cont’d) company or affiliated

service company and its
affiliates that relate to
the provision of such
untariffed non-utility
services. [Section 8.E.]

Goods and services provided
by a non-utility affiliate
to an AEP operating company
shall be by i1temized billing
statement pursuant to a
written contract or written
arrangement. The operating
company and non-utility
affiliate shall maintain and
keep available for
inspection by the Commission
copies of each billing
statement, contract and
arrangement between the
operating company and its
non-utility affiliates that
relate to the provision of
such goods and services in
accordance with applicable
Commission retention

requirements. [Section 8.F.]

Date
September 15, 2019

The MPSC”s transfer pricing requirements can
be found in the Settlement Agreement
document, it’s Code of Conduct for electric
utilities and alternative electric suppliers,
and the Company’s Code of Conduct compliance
plan on file with the Commission.

The transfer pricing and related requirements

contained in the Settlement Agreement
document are captured in the following table:
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Cost Allocation
Manual

Section

Document

Number 02-04-06

State Commission Rules

Subject

MICHIGAN RULES AND REQUIREMENTS

SUBJECT REQUIREMENT
Guiding The financial policies and
Principles guidelines for transactions

between the regulated
utility and i1ts affiliates
shall reflect the following
principles:

1.

An AEP operating
comp