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VIA EXPRESS MAIL

Ms. Sharla Dillon, Docket Room Manager
Tennessee Regulatory Authority

460 James Robertson Parkway
Nashville, Tennessee 37243-0505

Re: Petition of Appalachian Power Company for Approval of Refinancing and
New Financing
TRA Docket No. 04-00371

Dear Ms. Dillon:

In connection with the Appalachian Power Company Petition referenced above, we
enclose herewith for filing in the docket fourteen (14) copies of two Orders of the Virginia State
Corporation Commission Granting Authority to Appalachian Power Company to engage in the
financing activities sought in the Docket before the Tennessee Regulatory Authority. We wish
these to become a part of the Docket file.

Very sincerely yours,
HUNTER, SMITH & DAVIS, LLP

YL (o iricm_

William C. Bovender
Counsel for Appalachian Power Company
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COMMONWEALTH OF VIRGINIA
* STATE CORPORATION COMMISSION

AT RICHMOND, NOVEMBER 30, 2004
APPLICATION OF
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APPALACHIAN POWER COMPANY CASE NO. PUE-2004-00 125‘
For authority to receive cash

capital contributions from an
affiliate -

velm 0t

avprye g
eyt

b0 A i L

ORDER GRANTING AUTHORITY

On October 20, 2004, Appatachian Power Company (“APCO” o the “Company”) and
American Electric Power Company, Inc. (“AEP”), jointly filed an application with the State
Corporation Commnission (*Commission™) under Chapter 4 of Title 56 of the Code of Virginia
requesting authority for AEP to make cash capital contributions to APCO from time to time priox
to January 1, 2007, up to an aggregate amount of $200,000,000.

APCO states that the proceeds of such capital contributions will be applied to the
Compi;nfﬁ construction program, to repay short-term debt, and for other proper corporate
purposes. APCO also states that their will be no costs allocated or charged for such capital
contributions and that they will help provide an adequate equity component in managing a
favorable capital structure for APCO.

THE COMMISSION, upon consideration of the application and having been advised by

Staff, is of the opinion and finds that approval of the application will not be detrimental to the
public interest. Accordingly,

IT IS ORDERED THAT:
(1) APCO is hereby authorized to receive cash capital contributions from AEP, at
AEP’s discretion, from time to time prior to January 1, 2007, up to an agpregate amoun of
$200,000,000.
(2)  Within sixty {60) days after the end of each calendar quarter ip which any of the .
cash capital comrib'utions are received pursuant to Ordering Paragraph (1), Applicant shall file
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with the Commission a detailed Report of Action to include all cash capital contributions
received during the calendar quarter by amount and date, along with a corresponding quarter
ended balance sheet that reflects such contributions. '

(3) Applicant’s Final Report of Action shall be due on or before March 1, 2007, to
include the information required in Ordering Paragraph (2) in 2 cumulative sumimary of actions
taken during the period authorized.

(4) Approval of the application shall have no implications for ratemaking purposes.

(5) Approval of this application does not preclude the Commission from applying the
provisions of § 56-78 and § 56-80 of the Code of Virginia hereafter.

(6) The Commission reserves the right to examine the books and records of any

affiliate, whether or not such affiliate is regulated by this Commission, in connection with the

authority grantcd herein, pursuant to section 56-79 of the Code of Virginia.

(7) This matter shall be continued, subject 1o the continuing review, audit, and
appropriate directive of the Commission.

AN ATTESTED COPY hereof shall be sent to Applicant, to the attention William E.
Johnson, Attorney, American Blectric Power, ] Riverside Plaza, Columbuvs, OH, 43215-2372;

and to the Commission’s Division of Economics and Finance and Public Utlity Accounting.

P.a8
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' ! COMMONWEALTH OF VIRGINIA
STATE CORPORATION COMMISSION

; AT RICHMOND, NOVEMBER 30, 2004 = T
APPLICATION OF % _
APPALAGHIAN POWER COMPANY CASE NO. PUE-2004-00123 “ =
o
For authority to incur . Pt
long-term debt
ORDER GRANTING AUTHORITY

. =UER URANIING AUTHORITY
On October 21, 2004, Appalachian Power Company (“APCO", or “Applicant”) filed an
application| with the Virginia State Corporation Commission (“Commission™) under Chapters 3
and 4 of Title 56 of the Code of Virginia for authority to issue long-term debt to the public and to

an affiliate] In conjunction, Applicant requests authority to enter one or more interest rate
hedging ari]

gements to protect against future interest rate movements in connechon with the-
long-term debt secunities to be issued. Furthermore, APCO requests authority to utilize interest
rate management techniques by entering into various Interest Rate Management Agreements
("IRMAs") Applicant has paid the requisite fee of $250,
Pproposes 1o issue secured or unsecured promissory notes (“Notes") up to the
aggregate principal amount of $950,000,000 from time to time through December 31, 2005. The
" Notes may be issued in the form of First Mortgage Bonds, Senior Notes, or other unsecured
promissory notes, Within certain limitations, APCO requests flexibility to selcct specific terms
and conditigns for the Notes based on market conditions at the time of issuance. The Notes wil]
ities of not less than 9 months and not more than 50 years. The interest rate may be
fixed or varjable. The fixed rate of any note shall not exceed by more than 350 basis points the
yield to matprity on Unites States Treasury obligations of comparable maturity at the time of

pricing of the Notes. The initial interest rate on any variable rate Note will not exceed 10% per

annum.
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- APLO requests authority to issue up to $200,000,000 out of the $950,000,000 aggregate
principal arpount of Notes to its parent company, American Electric Power Cdmpmy, Inc.
("AEP™), through onc or more unsecured Notes. APCO states that the interest rates on any
Notes issued to AEP would parallel AEP’s cost of capital in accordance with the Public Utility
Holding Campany Act of 1935, as amended (“PUHCA™). However, the Notes will only be sold
to AEP if their effective cost is lower than or equal to the effective cost of an unsccured Note of
simular terrms and tenor soid to non-aftiliated entities.

APCO intends to sell the Notes (i) by competitive bidding; (ii) through negotiation with
underwriters or agents; (jii) by direct placement with 2 commercial bank or other institutional

investor; or|(1v) to its parent company, AEP, Issuance costs are expected to be less than L.0% of

the principa), with no costs incurred on Notes jssued to AEP. The proceeds from the issuance of
the Notes wjll be used to redeem, directly or indirectly, long-term debt; to refund, directly or
indirectly, preferred stock; to repay short-term debt; to reimburse APCO’s treasury for
construction program expenditures; and for other proper corporate purposes. If it is found to be
cost advantageous, proceeds from the issuance of the Notes may be used for the early redemption
of up to $45/,000,000 of APCO's First Mortgage Bonds, 8.09 Series due 2025, which becomes
eligible for garly redemption at 1.04% of the principal amount on June 1, 2005.

In conjunction with the issuance of the proposed securities, Applicant requests authonty,
through December 31, 2005, to enter into one or more interest rate hedging arrangements to
protect against future interest rate movements in connection with the 1ssuance of the Notes. Such

hedging arrahgements may include, but not be limited to, reasury lock agreements, forward-

starting interest rate swaps, treasury put options, or interest rate collar agreements (“Treasury
Hedges™). 411 Treasury Hedges will correspond to one or more of the Notes. Consequéntly, the
cumulative r{oﬁonal amount of the Treasury Hedges cannot exceed $950,000,000.

Finalliy, APCO requests a continuation of the authority granted in Case No. PUE-2004-

00003 to utiljze interest rate management techniques and enter into IMRASs through December

2




v DEC-14-20@4 16:15 . P.04

31,2005.'| The IRMAs wilt consist of interest rate swaps, caps, collars, floors, options, hedging
forwards qr futures, or any similar products designed and used to manage and minimize interest
costs. IRMA transactions will be for a fixed period and based on a stated principal amount that
corresponds to an underlying fixed or variable rate obligation of APCO. APCO will only enter
' IRMAs with counterparties that are highly rated financial wnstitutions. The aggrepate notional
amount of the IMRASs outstanding will not exceed 25% of APCO's existing debt obligations.
THE COMMISSION, upon consideration of the application and having been advised by

its Staff, isiof the opinion and finds that approval of the application will not be detrimental to the

public intc\:'est. We will approve the application subject to the terms and conditions detailed
herein.

Acgordingly, IT IS ORDERED THAT:
1) ' Applicant is hereby authorized to issue and sell up to $950,000,000 of Notes, from
time to urmI: during the period Yanuary 1, 2005, through December 31, 2005, for the purposes and

under the térms and condutions sct forth in the application.

(2)  Notes issued in accordance with Ordering Paragraph (1) for the purpose of
refunding maturing debt are limited to the aggregate principal amount of $530,000,000, while

| remaining Notes may be issued to increase outstanding debt or for the early redemption of

| existing debt, when it is cost effective and intercst savings can be demonstrated.

| (3)' Applicant is hereby authonzed to issue and sell up to $200,000,000 of the total
$950,000,000 authorized in Ordering Paragraph (1) to AEP, provided that the effective cost of
such Notes is lower than or equal 10 the effective cost of an unsecured Note of similar terms and

! - conditions sold to non-affiliated entities,

| (4)  Applicant is authorized to enter into the hedging agreements for the purposes set

forth in its application and to the extent that the aggregate notional amount outstanding does not

to exceed $950,000,000 during the period January 1, 2005 through December 31, 2005,

! Pursuant to the Commission’s Order Granting Authority, dated February 11, 2004, in Case No. PUE-2004-00003,
APCO's existing authority to utilize IRMAs is set lo expiré after December 31, 2004.
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(5):  Applicant is authorized to enter into IRMAs for the purposes set forth in its
application: and to the extent that the aggregate notional amount outstanding does not exceed
25% of Applicant's total ourstanding debr obligations during the period January 1, 2005, through
December 31, 2005. |

©) . Applicant shall not enter into any IRMA or hedging transaction involving
counterparties having credit ratings of less than investment grade.

(7);  Applicant shall submit a preliminary Report of Action within ten (10) days after
the issuancc:: of any debt pursuant to this Order to include the type of debt, the issuance date, the
amount of the issue, the interest rate, the maturity date, and any securities retired.

(8) . Applicant shall submit a preliminary Report of Action within tcn (10) days after it
enters into any hedging agreement or IRMA pursuant to Ordering Paragraphs (4) and (5) to
Include: the beginning and, if established, ending dates of the agx’eeM, the notional amount,
the underlying securities on which the agreement is based, an explanation of the general terms of
the agreement that explain how the payment obligation is determined and when it is paysable, and
a calculation of the cumulative notional amount of all outstanding IRMAs as a percent of 101al
debt outstanding.

(%)  Within 60 days after the end of each calendar quarter in which any debt is issued
pursuant to this Order, Applicant shall file a more detailed Report of Action to include: the type
of debt issued, the date and arount of cacﬂ series, the interest rate, the maturity date, net
proceeds to Applicant, an itemized list of expenses to date associated with each issue, a
description of how the proceeds were used, a list of any securities retired with a comesponding
analysis to demonstrate the costkavings associated with the refunding, a list of all hedging
agreements and IRMAs associated the debt issued, and a balance sheet reflecting the actions

taken.

(10)  Applicant’s Final Report of Action shall be due on or before March 1, 2006, to

include the information required in Ordering Paragraph (9) in a cumulative summary of actions
taken during the period authorized,
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(11)  The authority granted herein shall have no implications for ratemaking purposes.

(12)  Approval of this application does not preclude the Commission from applying the

provisions of § 56-78 and § 56-80 of the Code of Virginia bereafter.
- a3)

The Commission reserves the right to examine the books and records of any
affiliate, whether or not such affiliate is regulated by this Commussion, in connection with the

authority granted herein, pursuant to §56-79 of the Code of Virginia.

(14) This matter shall remain under the continued review, audit, and appropriate action
of this Commission.

AN ATTESTED COPY hereof shall be sent to Applicant, to the attention William K.
Johnson, Attorney, American Electric Power, 1 Riverside Plaza, Columbus, OH, 43215-2372;

and to the Commission’s Djvision of Economics and Finance and Public Utlity Accounting.
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