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(Hearing commenced at 10:05 a.m.)

CHAIRMAN ARMSTRONG: Good morning.

Today is Wednesday, July the 10th, 2013, and we are on
record in the case of 2012-00578 styled Application of
the Kentucky Power Company for a Certificate of Public
Convenience and Necessity Authorizing the Transfer to
the Company of an Undivided Fifty Percent Interest in
the Mitchell Generating Statioﬁ and Associated Assets
and the Approval of the Assumption by the Kentucky
Power Company of Certain Liabilities in Connection
with the Transfer of the Mitchell Generating Station,
the Declaratory Rulings, and the Deferral of Costs
Incurred in Connection with the Company's Efforts to
Meet the Federal Clean Air Act and Related
Requirements, and Further, All Other Approvals and
Relief.

My name is David Armstrong. I am
Chairman of the Kentucky Public Service Commission.
And to my left is Jim Gardner, the Vice-Chair. To my
right, Commissioner Linda Breathitt.

This hearing is a continuation of a
hearing that was initially conducted, a hearing on May
the 29th, 2013. The hearing will consider the merits
of the Kentucky Power's application to -- among other

things, to acquire a 50 percent ownership interest in

McLENDON-KOGUT REPORTING SERVICE, LLC (502) 585-5634
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the Mitchell Generating Station currently owned by the
Ohio Power Company and located in Moundsville, West
Virginia.

The hearing will also consider the
reasonableness of a nonunanimous stipulation and
settlement that has been entered between Kentucky
Power Company and the Kentucky Industrial Utility
Customers, Incorporated, and the Sierra Club. The
Attorney General was not a party to this settlement.

We will now take the appearances of
counsel who are here. Mr. Overstreet.

MR. OVERSTREET: Good morning,

Mr. Chairman. I'm Mark Overstreet with the law firm
of Stites & Harbison, 421 West Main Street, Frankfort,
Kentucky. I'm appearing here on behalf of Kentucky
Power Company. Also appearing for the Company are --
is Ken Gish of our Lexington office and Hector Garcia
of American Electric Power Service Corporation. The
Commission has allowed Mr. Garcia to appear pro hac
vice by an earlier other.

MR. CHILDERS: Good morning,

Mr. Chairman. I'm Joe Childers, Joe F. Childers &
Associates, 201 West Short Street, Suite 300,
Lexington, Kentucky. I'm appearing on behalf of

Sierra Club and the individual intervenors. With me

McLENDON-KOGUT REPORTING SERVICE, LLC (502) 585-5634
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is Shannon Fisk from Earthjustice, who has been
permitted to appear pro hac vice by the Commission.

CHAIRMAN ARMSTRONG: General.

MR. HOWARD: Mr. Chairman, Dennis
Howard, II and Jennifer Black Hans with the Attorney
General's office on behalf of the ratepayers of
Kentucky Power.

MR. KURTZ: Mr. Chairman, good morning.
Mike Kurtz for KIUC, 1510 URS Center, Cincinnati,
Ohio.

CHAIRMAN ARMSTRONG: Thank you. Welcome
one and all.

MR. NGUYEN: Good morning, Mr. Chairman.
Quang Nguyen and Aaron Ann Cole as well as Richard
Raff for Commission Staff.

CHAIRMAN ARMSTRONG: Thank you very
much.

At this time we open the proceedings to
the public. I would first like to welcome and call
upon the Lawrence County Attorney, Michael Hogan.

Mr. Hogan.

MR. HOGAN: Good morning. I appreciate,
I guess, the reservation of time that was allowed to
me .

Let me first say that I was disappointed

McLENDON-KOGUT REPORTING SERVICE, LLC (502) 585-5634
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in the Commission's ruling that Lawrence County would
not have a seat at the table. I'm not going to go
into the procedural issues there. I think that we got
late notice. Certainly no one from AEP ever put
Lawrence County specifically on notice of this.

Our county never even received knowledge
of the inner workings of the pleadings that were filed
in this case -- it was filed in December -- till late
March, early April, when the Commission announced its
public comments and announced the Hazard and Louisa
hearings. It's at that time that we became involved
in this matter.

I think there's procedurally notice that
was fatally flawed on AEP's part, and this may or may
not come up at a later date, depending upon the ruling
in this case.

I applaud the Attorney General in not
agreeing to this unanimous dissent -- consent decree
or agreed order that has been proffered and was, I
guess, offered the day before the last hearing in June
to the Commissioner.

Let me speak to the reasonableness of
that decree and -- or consent decree or agreed order,
however 1it's termed, and tell you the way I view it.

Of course the Sierra Club is going to

McLENDON-KOGUT REPORTING SERVICE, LLC (502) 585-5634
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agree to anything that would shut down a coal-fired
power plant. It's their stated goal, and I don't have
any objection to someone furthering their agenda.

It's certainly not my agenda, never has been, but
there are certain people that we know that that's
their bailiwick, that's their call in life, and that
seems to be the Sierra Club's.

They obviously are going to consent to
anything that would close down a coal~fired plant.
That's their stated goal. I've even been told, and I
don't know, that there's a barometer on their website
that gauges how much they're able to reduce coal
emissions. So view that for what it is.

You also have the industrial customers
that are parties to this action that agreed to some
consent decree that were thrown a bone. They were
given reduced rates, incentives, to go along with it.

The provisions that were made for the
region of Lawrence County =-- and I hope that someone
from AEP or anybody else that's a part of this action
wouldn't try to portray what they've offered as some
bounty that's adequate to protect the interest of that
community.

What they offered -- and I really hope

that I don't hear this, because I will be personally

McLENDON-KOGUT REPORTING SERVICE, LLC (502) 585-5634
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offended, that if someone would stand up and say, "We
offer $500,000 a year over a five-year period for
winterization projects on low-income families to the
region -- not even to Lawrence County, to the

region -- would somehow compensate a community for the
loss of over a hundred jobs and $900,000 in tax
revenue a year.

Now, I understand that there are certain
elements at play that may be coming from Washington
and EPA, and I don't play at that level. I don't
understand the politics of it, don't want to get
involved in it.

But from a regional and a local aspect,
this application would be the worst thing that the
Commission could ever do to that community. I'm not
overstating the facts. I'm not exaggerating facts.
It's the truth.

I'm not going to continue to go into it.
Mr. Adkins has very artfully set forth the dire
economic consequences that would happen to Lawrence
County and Eastern Kentucky if this application is
granted. I have specifically stated my position in
regard to how it would directly affect Lawrence
County.

I'm not going to take any more of your

McLENDON-KOGUT REPORTING SERVICE, LLC (502) 585-5634
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time in regard to that. Suffice it to say, it is
factually true that if this application is granted as
stated, Lawrence County as we know it will cease to
exist.

The community will suffer economically.
The school systems will suffer economically. Every
county government employee, every department within
every taxing district that enjoys the tax revenue from
that plant will suffer directly, in addition to the
substantial loss of income and jobs in that community.

Now, with that being said, I ask simply
that you look at the math in this case and make it
wrap around your head somehow how that one would come
in here and ask for an eight percent rate increase to
shut down generating capacity in Kentucky and to buy
an asset from a company that they already own in
another state.

That's not reasonable, that's not fair,
and I ask you to reject this and send AEP back to
reconsider their position in this matter. There's
time to do it. We can bring everybody back to the
negotiating table. But it certainly makes no sense
for the ratepayers in Kentucky to pay more money to
AEP for them to be able to shut down a plant in

Kentucky and buy power from themselves out of another

McLENDON-KOGUT REPORTING SERVICE, LLC (502) 585-5634
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state.

Now, like I said, I don't play at that
level, and I really kind of feel a little bit out of
my bailiwick. I have probably as much or more trial
experience than any lawyer in this room. I feel
comfortable with making commonsense arguments in front
of reasonable people. I've been doing it for
18 years. Been very successful with selling cases to
juries based upon reasonableness.

And you can fudge the math and dodge the
numbers and put this here and put that there. I'm not
going to go into all the facts, but let me just --
does 1t make any sense that you would shut down the
generating capacity in Kentucky and allow them to buy
power from themselves that they're already generating
in another state, at the same time ask people to pay
more money to do it, and as a direct and proximate
consequence of that decision, shut down one whole
county and have dire economic consequences to a whole
region.

It doesn't make any sense to me. It
makes no sense to me.

Now, I'm down here fighting for what I
believe in, and I'm down here fighting for my

community. I've been tasked with this, and I have

McLENDON-KOGUT REPORTING SERVICE, LLC (502) 585-5634
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voluntarily assumed this responsibility in an effort
to try to save the community that I was born and
raised in.

Let me tell you, folks, the decision
that you make today, or whenever you make it, will
have lasting consequences for the people of Lawrence
County. I really find it somewhat amazing that no
other thought was given by the players that were given
a seat at the table, that no other communication or
dialogue was had with the County in regard to this
decision.

I don't know what the agenda was, and
I'm not going to speculate on 1it, but it seems to me
that the goodwill that AEP has developed in Lawrence
County over the last 60 years, close to 60 years, has
just about been shot in the foot in the last six
months.

Had there been honest, open, frank
discussions and adeguate protections and
reasonableness and fairness, the people of Lawrence
County might have understood, because we're reasonable
pecple, good, hardworking people.

But to come down here the day before the
hearing and find out that two of the three intervenors

have been given a little bit here and a little bit

McLENDON-KOGUT REPORTING SERVICE, LLC (502) 585-5634
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here, "You sign this, we'll present it to the

Commission."

Thank God the Attorney General had the
sense to object, otherwise it looks like we'd have had
a consent decree that would have just been signed off
on.

You-all have the power to reject this.
You have the power to reject it in toto. You have the
power to look at the reasonableness of a nonunanimous
consent decree. Nonunanimous. Attorney General still
objecting, still not agreeing to what's going on here.

I appreciate the Commission's indulgence
with me. I appreciate the behavior of your staff, the
way that they have treated me and the way that they
have treated my staff.

I ask you and urge you to give serious
thought to this. This is not some simple decision
that you have laid upon your desk today.

I don't want to go any further. Like I
said, I wish I had had a chance to be up here, but I
wasn't granted that. Nevertheless, I think that my
point has been made. I'm not going to belabor the
point anymore. I know you have other matters to take
up, and I appreciate you-all having me here today.

Please, before you make your decision,

McLENDON-KOGUT REPORTING SERVICE, LLC (502) 585-5634
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give serious thought to this, very serious thought to
this, and I appreciate you.

CHAIRMAN ARMSTRONG: Thank you,

Mr. Hogan. We appreciate your being here.

MR. HOGAN: Thank you.

CHAIRMAN ARMSTRONG: We are also pleased
to have with us today the Kentucky Majority Floor
Leader, the Honorable Rocky Adkins. Mr. Leader.

REP. ADKINS: Mr. Chairman and members
of the Commission, it's good to be back before you
again. I wish it was on a different subject matter
and a different occasion, but thank you for allowing
me to come before you now for the third time.

I've been before you on two different
occasions on this issue, and I feel 1like 1it's
important to come before you again to stress the
points that I made and the past comments that I've
made in the past hearings that I've made.

I have deep respect for this commission
and each member on this commission and the staff that
works at the Public Service Commission. I know who
yvou are, I know what you're made of. The staff i have
worked with on different subject matters, different
issues in my now 26th year in the Kentucky House.

I don't know that there's ever been a

McLENDON-KOGUT REPORTING SERVICE, LLC (502) 585-5634
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more important matter that I have come before you on
than this issue, and it's emotional to me. It's an
emotional issue.

I want to back up the comments of what
my county attorney, Mike Hogan, had to say, the
seriousness of this issue, an enormous decision that
you have to make really on what you think is in the

best interest of the ratepayers, what is in the best

17

interest of our region, but I know you have to look at

really what's in the best interest of the ratepayers.

And I tried to lay out before you the
case that -- what I believe is in the best interest o
the ratepayers, and that is, of course, to scrub Unit
2 of the Big Sandy power plant, bring certainty and
stability to the people of our region with the rates
they're going to be paying 30 years from now instead
of relying on transferring power or wheeling power in
from another state, from another power plant, to the
people of our region to pay for the scrubbers that
have been put on a facility in another state instead
of paying for the scrubbers that should be put on in
our state, and should have been put on several years
ago, to be very honest with you.

I also have in the audience today -- I

don't, they came on their own -- is the county judge

hid

McLENDON-KOGUT REPORTING SERVICE, LLC (502) 585-5634
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of Lawrence County and his son. Judge John Osborne 1is

here today, and he wanted to be here to represent the

county of Lawrence County and the people of Lawrence

County and to

help you understand really the concern

that the people of Lawrence County and the people of

Eastern Kentucky have with the filing that's been

placed before
Unit 2 of the

the assets of

want to thank

Staff for the

you, and that filing is to shut down

Big Sandy power plant and to transfer
the Mitchell plant to Kentucky Power.
Before I go into any further comments, I
the Commission and I want to thank the

Staff data reguest that you put forth to

gather information on really what is the cheapest and

best path forward, the cheapest and best path forward

as far as transferring the assets versus putting on

scrubbers at the Mitchell plant -- or putting on

scrubbers at the Big Sandy plant. Excuse me.

And even under Kentucky Power AEP's

numbers, we see that the difference is getting much

closer. They

the scrubbers

still show it's more expensive to put

on, but the numbers are not what they

once were when we first started hearing about a 31

percent rate increase versus an eight percent rate

increase.

I think, as you will see, that that

McLENDON-KOGUT REPORTING SERVICE, LLC (502) 585-5634
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number is even getting closer, and I think with
further analysis from the Staff and further gquestions,
maybe asking independent folks who specialize in this
industry out in the field, you'll probably even see
those numbers get much closer. So it's not any longer
eight percent versus 31 under this Staff data request.

And again, I want to thank the staff. I
want to thank you for the questions you asked. I want
to thank you for the information that has been
received from AEP Kentucky Power, because T think it's
starting to show exactly what we have been saying,
that it's cheaper to put the scrubbers on, it's in the
best interest of the ratepayers, it is in the best
interest of our economy, and it's in the best interest
of jobs.

Even under AEP's numbers, yes, they
still show it's more to put the scrubbers on than it
i1s to transfer the assets of A -- of the Mitchell
plant, but the numbers start doing this. They start
getting closer. And everybody's had a chance to
review that, and I think that's an important reason
that we need to explore further more information that
can be gotten from independent individuals and
organizations that can help pull together the

information before you make your decision, this very,

McLENDON-KOGUT REPORTING SERVICE, LLC (502) 585-5634
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very important decision.

An enormous decision for the ratepayers
of our region, an enormous decision for the economy of
our region, an enormous decision for jobs in our
region. As most of you know, the coal economy is the
backbone of our economy in Eastern Kentucky and
throughout Kentucky. Over 90 percent of our
electricity is produced from coal in Kentucky, and it
has made us a very strong manufacturing,
industrialized state, producing good jobs. As a
matter of fact, producing the blue collar middle
class.

So we're not talking about a shell game
here, we're talking about a real deal. We're talking
about real people. We're talking about folks that get
up and get their feet muddy and their hands dirty
every day. We're talking about people that work hard
to put food on the table and a roof over their head
and send their kids to school to get a college
education to be able to live the American dream.

So this is not a game in here today.
This 1is not about moving a shell game from one spot to
another and complicating the numbers as we've seen
over the last several months of filings being made of

a 31 percent rate increase and then back to the
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settlement agreement of an eight percent rate
increase. And I want to get to that just in a minute.
I want you to understand what I really
believe here. And this county attorney stated it very
well. We're talking about good people here that we're
getting ready to impact in one way or another, real
people just like you, folks in here this morning that
got up and put their suits and their ties on and their

nice clothes and they came in this room here this

morning. We're talking about real people in Eastern
Kentucky and in the district that I represent. We're
talking about their lives and their families. And I

hope we understand that.

And those of you that gathered in this
settlement agreement and agreed to it, I hope you
understand exactly what you've agreed to. If this
settlement agreement is approved, I'm going to tell
the Industrials that they're making a mistake because
you have done away with certainty. You've done away
with stability of energy costs that will be to those
large industrial customers there in my district and
throughout Eastern Kentucky.

The Sierra Club, yes, you can put it
down a notch that you've closed down another

coal-fired coal plant. You have an agenda, you

McLENDON-KOGUT REPORTING SERVICE, LLC (502) 585-5634
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believe that, that's your business. I respect that.

To us who are in Eastern Kentucky and
who want to be -- who want to be able to make a decent
living, to be able to take care of our families, to be
able to put a roof over our head, I want to tell you
what's happening in the mountains and hills of Eastern
Kentucky. Over the last 20 months we've had our
brains beat out. Fifty-seven hundred coal miners have
lost their jobs in the last 20 months in Eastern
Kentucky. Fifty-seven hundred coal miners have lost
their jobs in Eastern Kentucky in the last 20 months.

And now to come along with another stake
and drive it in our heart and close down our
coal-fired power plant in Eastern Kentucky is a
travesty. It's a travesty and it's wrong.

This is a corporate decision. This 1is
not a decision that is best for the ratepayers, the
economy, and jobs in Eastern Kentucky.

AEP is a public corporation. You can
read it yourself. I have pulled it up. Financial
institutions in New York City have sent out press
release after press release saying this, that AEP Ohio
Power has too much deregulated power, an excess amount
of deregulated power, and either get rid of some of it

or you're in possibility of being downgraded in AEP
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Ohio Power's network.

So what this is about is a corporate
decision, a corporate decision to help the bottom
line. Maybe that's okay on Wall Street, but let me
tell you what, that ain't okay on Main Street in
Louisa, Kentucky, or that ain't okay on Main Street in
Inez, Kentucky, nor is that okay on Main Street in
Pikeville, Kentucky, nor is that okay on Main Street
in Ashland, Kentucky, or Catlettsburg, Kentucky.

This is a corporate decision. This 1is
about transferring deregulated power into a regulated
market where there is a guaranteed rate of return, up
to ten and a half percent, on the investment.

Now, eight percent is one filing.

That's one filing. The next filing comes in late
fall-winter of 2014. So i1f this is approved, there's
an eight percent rate increase.

Late 2014, that's where the real rubber
meets the road. Late 2014 there will be another
rate-based filing that comes before this Commission,
and that will tell the real rates. That will tell the
real story. That is when they file the rate case that
refinances the debt of the Mitchell plant. It
refinances the debt of Big Sandy.

And, yes, in that will be the closing
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down of Unit 2 as well. We get to pay for that as
well in this next rate filing that will come in late
2014, because this eight percent only lasts till the
end of May of 2015. So you have this rate case in
late 2014 'cause you gotta have that rate in place to
take the place of whatever it was that you've approved
in this rate filing for 2015 at the end of May.

So the real rubber meets the road when

we come back in late 2014 and file the real rate-based

case.

We got a little example of that real
rate-based -- the real example of that real rate-based
case just a week or week and a half ago. And I

understand there were some timelines that had to be

‘met, but there was another filing that was withdrawn

over here as’soon as two of the three parties came
together on this settlement agreement.

Thirty-one percent. Thirty-one percent
was the rate case that was filed about a week or week
and a half ago, I think. That was withdrawn when the
Industrials and the Sierra Club came together and
said, "We agree with this settlement agreement."

The Attorney General is looking and
seeing the shell game that's being played with the

numbers. They understand it. They understand that
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more information needs to come together for this
Commission to make the right decision and the best
decision for the ratepayers of Eastern Kentucky.

If we lose this asset, the Big Sandy
power plant in Louisa, Lawrence County, Kentucky, we
lose it forever. It's gone. It'11 never.come back.

And, oh, by the way, when they come back
with this rate filing, the one that's in now and the
one that comes in late 2014, there happens to be an
environmental surcharge on everybody's bill as well.
And guess what's in this filing before you, I think
now, is to go ahead and start passing the charge
through to our people in Eastern Kentucky to pay for
the scrubbers that's already been put on Mitchell.

Now, if you want to take alcohol and rub
it in somebody's eye, that's the way you take alcohol
and rub it in somebody's eye is you shut down their
coal-fired power plant, you transfer the assets of
Mitchell to Kentucky Power, and then you start
charging our people to pay for the scrubbers that's
already been put on the Mitchell plant through the
environmental surcharge. It's a travesty and it's
wrong.

I want to encourage this Commission to

gather the information you need. Take your time.
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Take your time. Don't let anybody rush you and say,
"Oh, we gotta meet this date, we gotta meet that
date." This is an enormous decision for the people of
Lawrence County. This is an enormous decision for the
people that work at that facility who are throwing
their hands up. They don't know which way to turn.
They don't know what's going to happen.

Over a hundred and some jobs, over 900
and some thousand dollars of property taxes that are
paid to the local government and the school district.
A community, one of the few east of Lexington and
Winchester, that has shown growth in population.

We've prospered. We've done well.

And now to wave the white flag and shut
down a major industry that has provided not only for
Lawrence County but our entire region, through the
coal truck drivers and the coal miners, the vendors
that serve all of those related industries.

And let's Jjust talk about the

$940 million a minute. I represent one of the biggest
percentages -- one of the -- one of the biggest
districts -- or my district has a larger percentage of

building trades construction workers of anybody in the
state. You know where they're working now? Chicago,

New York, California. Traveling all over this country
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to find a job.

I would say that most of us in this room
sleep in our own bedroom at night. Sleep in your own

bedroom with your family. My folks don't. They

travel, They're construction workers. They're pipe
fitters. They're boilermakers. They're ironworkers.
They're carpenters. They're laborers.

$940 million7 Guess what? They get to
stay home for three years. They get to put those
scrubbers on. Forty percent of that $940 million goes
back in their pocket. Guess where they spend it?

Back in our communities. Back in our communiﬁies.

I will close with this: I didn't mean
to preach. I didn't mean to give a sermon. This is a
big deal. This is an enormous decision on the
direction of Lawrence County and our region for
generations to come.

All we ask you to do is gather the
information from this outstanding staff. Gather the
information that you need instead of the shell game
that you're being given.

I'm not an attorney. I'm an old country
boy from the left-hand fork of Middle Fork in Elliott
County. And when this guy right here, the county

attorney, said common sense, that's all we're looking
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for. We're not looking for a game of numbers, we're
looking for common sense, a commonsense solution to

this issue to save the jobs of our people and save the

economy of our region. That's all we're asking for.
Don't drive the stake in our heart. Let
us have a chance. Let us have hope and opportunity.

You have never had a more important
decision before this Commission than this decision, in
my opinion.

I respect you, I appreciate you, and I
want to thank you for letting me be before you now for
the third time to speak on a subject matter that I
believe is of the utmost importance.

Let's put these scrubbers on. Let's
keep our economy alive. Let's make sure we provide
good jobs for our people.

Thank you all so much.

CHAIRMAN ARMSTRONG: Mr. Leader.

Other members of the public and
our legislature?

REP. HALL: Thank you, Commission. Good
to see you my good friend, Ms. Breathitt.

COMMISSIONER BREATHITT: Thank you.

REP. HALL: I'm Representative Keith

Hall. I chair Tourism, Development, and Energy 1in
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Frankfort, Kentucky. I'm an old Pike County boy
representing 44,000 ratepayer people in East Kentucky
and Pike County that gets their power from Kentucky
Power.

Very difficult day when I have friends
on both sides of this aisle, great respect for the
conglomerate AEP and what they do, the jobs they
provide in the Pikeville community, and my friends on
both sides of the aisle.

As a fourth generation coal miner, I can
tell there's a lot of poor people in Pike County. My
mother and father and the Medicaid recipients and the
Social Security recipients that have fixed incomes
that cannot endure, much less an eight percent
increase, much less a 23 percent increase, and this
moving target that we've seen that's been all over the
board.

Woodrow Wilson would say a great
leader's ear is filled with the voice of his people.
I stand today to represent my people in Pike County
that's going to be paying those power bills.

As a person in business in the
electrical business, I understand the cost of power.
I understand the cost of generation. We build power

centers for the mining industry. We have been hit
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very hard. We have appreciated in the past decades
the job that AEP has done burning East Kentucky coal
that we pay coal severance in, and we provide water
systems, sewer systems and great a things to our
people. Our friends in the gas industry pay the same
severance.

So I'm not here today to conguer and
divide gas versus coal. I'm here today to let you
know there's a lot of poor people that I don't think
can endure rate increases that's been talked about,
that I've seen published to me and given to me as
chairman, maybe 8, maybe 23, 14, 15, those moving
target numbers.

I would be remiss if I didn't say to you
that we had a bill this session, and my friends on the
Commission and my friends in the Governor's office
called me to their table and said, "This AT&T bill
would be a great thing for Kentucky. It would move
Kentucky forward. We would go IP and we would have
great service and we would put $5 billion into this
economy."”

And the more I looked at the details of
that bill, the more I realized that in the rural areas
of East Kentucky, where trees are tall and mountains

are taller, IP doesn't work so well in Pike County,
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Kentucky. When I travel home 200 miles on the
Mountain Parkway to Phelps, Kentucky, I drop my call
six times.

I don't know how AT&T was going to fix
my problem overnight just by one swoop of one piece of
legislation, but as my Floor Leader Rocky Adkins said,
"We slowed that train down." We didn't rush to
judgment.

I have great respect, and I am humbly
before you today, the PSC Commission. Great is your
endeavor to evaluate this issue and make a decision,
not for tomorrow, but for generations and genefations
to come, for my three children and my three
grandchildren who reside in East Kentucky and what
rates they'll pay for power and electricity.

I would humbly ask you, look hard, turn
eévery page, uncover every stone, be in no hurry to
make a decision, because the impact this will have on
the 175,000 East Kentuckians who are some of the
poorest of the poor, I don't think they can endure
that.

And so I'm asking you today to look for
every solution, every opportunity, every means that we
can put together a game plan, what is in the best

interest of the people of East Kentucky with the power
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case we have Dbefore us.

I would be remiss 1f I didn't mention
that in Ohio and their deregulated power, and I think
some o0f the messes they've created there, we don't
have that problem in Kentucky, and God bless us that
we don't have that problem. Nor do I want Ohio's
baggage to come and flow across that river into
Kentucky either. We've tried to keep those problems
out of this state as legislators.

So I would ask the Commission today
humbly, as I stand as one person representing that
175,000 ratepayers of East Kentucky, that we look hard
at those details and we make a decision that is in the
best interest not of AEP, not of the ratepayers only,
but what's fair and what's balanced.

I refereed high school and college
basketball 20 years. I always had to see both sides
of the floor. I always had to hear the boos and the
yeas. But I always had to do what was best at the end
of the day for those kids I represented and who I
refereed and who I blowed that whistle for.

Your task is humongous as you sit today
to evaluate and critique and go through this
information. All I can say 1is I pray you have

Solomon's wisdom. God bless you in your endeavor. I
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like to think you're my friends. And I don't envy the
task in front of you, but I'm just saying to you, I
appreciate that I can come and be a voice of those
175,000. Many of those don't have a voice. I'm their
voice, and I'm telling you, the poor people of that --
of that area, who's already been hit by a 30 percent
reduction in coal sales, I don't think can endure a
rate increase of 8, 20, 30, and only God knows, as we
go forward into the future, how much more that power
bill will Dbe.

Thank you all, and God bless you for
allowing me this opportunity. Thank you.

CHAIRMAN ARMSTRONG: Thank you,
Mr. Chairman.

Are there others? Members of the

public?

Yes, sir. Come forward.

MR. SALYER: Thank you Mr. Chairman,
Commissioners. I spoke before you about nine months
ago in Louisa, but I'm an energy manager. My name is

Terry Salyer, and I work with four school districts in
that region. I represent over $70 million of
taxpayers' money. I represent almost 10,000 students

in that area.

And what we've done over the last three

McLENDON-KOGUT REPORTING SERVICE, LLC (502) 585~5634




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

34

years has been able to save almost 10 million kilowatt
hours and over a million dollars with energy teams
that we've put in schools to be able to do that, just
to offset the increases that we received back in 2008
and '10.

If this goes through at any price or
whatever, our funds every year are being cut in
education for our students and our schools. Every
year.

We saw -- we have seen seed money be cut
on every district that I have and that I represent.

If this increase goes into effect, in the next ten
years, I'm looking at $6 million, probably, increase
for our utility bills in my schools. That's
approximately 60 jobs of teachers that I have out
there.

Our gocal with what we do as energy
managers in our schools right now is to try to go out
and save those jobs for our teachers. The second
largest line item budget in the school district is
enerqgy. So it's a very important thing to us, not
only for the fact because number two affects number
one big time, and that's our people.

Our students, at a lower level, knowing

what's going to happen in the future, are taking

McLENDON-KOGUT REPORTING SERVICE, LLC (502) 585-5634




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

35

action now.

What concerns me is this: I don't know
if it's in the application or whatever, but other
utility providers in our state, such as LG&E and KU
and things have gone out and done programs to work
with us as energy managers to try to lower consumption
and awareness ih our schools. AEP has never done
that. They have recently gone in and had supplemental
programs that have been applied for before you-all and
approved to be able to have programs in effect that
will help those schools.

That's what I'm here today for is for
those 10,000 students. We need your help. We need
AEP to be able to look and say, "You know, we need to
be able to help compensate some of these programs."
Other utility providers in our state are doing that.
They have never done that in Eastern Kentucky. We
need their help to be able to try to continue the
progress that we have been able to make with our
students.

But meore importantly, like these
gentlemen have said right here, today is a very
important decision, and there's a lot of people at the
table. I represent the good old common person, good

old country boy, with about 10,000 young kids that are
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out there, that their awareness in saving energy and
conservation they have done. They're doing their

part.

And what we have to do as people in this
room is like Mr. Adkins said, that we have to come
together. There has to be a solution, not for just
right now, what's going to be a nice little temporary
fix or whatever, 'cause we know that the decisions
that we make today are going to be our future in
Fastern Kentucky. It's going to be the future of my
students, whether they stay in that region or whether
they have to go to Chicago and New York and all these
other places, where we see a lot of our students doing
that.

So my appeal to you today from the
educational standpoint is: We cannot handle it,
because it will cost us jobs in our education by the
shutting down of this plant. There's got to be some
other solution by bringing more people to the table
that have a common interest of what's going on.

And I've been in business for a long
time, and I've worked with bureaucracies and I worked
with Fortune 100 companies, and I know the ability to

do that when you get those type of people together can

happen.
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But the problem that I have is where I
have to read something on July 3rd saying there's
going to be a hearing on July 10th, to be able to talk
about this. That concerns me, because the people of
our region are not being informed enough by all the
parties that are involved to be able to have their say
at this table right here today.

I appreciate the opportunity for you to
allow me to speak, but I want you to know that we are
looking at our future in our region, and I know that
by touching students, not just in Lawrence County, but
Lawrence County is one of my districts, and Martin
County, Johnson County, Paintsville Independent
Schools, that's who I represent. So I represent all
the students in Eastern Kentucky today.

That awareness 1is important, but the
decision that you make on this application affects
their future.

Thank you very much.

CHATRMAN ARMSTRONG: Thank you, sir.

Any other members of the public waﬁting
to be heard?

Mr. Nguyen, are there any motions?

MR. NGUYEN: I don't think there are any

cutstanding motions other than, you know, just the
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petitions for confidentiality and certain motions,
deviates, there are no other substantive motions that
are outstanding at this point in time, Your Honor.

MR. OVERSTREET: That's accurate to my
understanding too, Your Honor.

CHATRMAN ARMSTRONG: Notice necessary?

MR. NGUYEN: Your Honor?

CHAIRMAN ARMSTRONG: Are there notice
necessary?

MR. NGUYEN: No, it was not necessary
for this particular case, Your Honor.

CHAIRMAN ARMSTRONG: Mr. Overstreet,
your witness.

MR. OVERSTREET: Thank you,
Mr. Chairman.

Kentucky Power's first witness 1is
Gregory G. Pauley. Mr. Pauley is the president and

chief operating officer of Kentucky Power Company.
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GREGORY G. PAULEY, called by Kentucky
Power Company, having been first duly sworn, testified

as follows:

DIRECT EXAMINATION

By Mr. Overstreet:

CHATRMAN ARMSTRONG: Have a seat. Speak
up loud and’clear. Your name?

THE WITNESS: Gregory G. Pauley.

CHAIRMAN ARMSTRONG: What do you do?

THE WITNESS: I'm president and COO of
Kentucky Power Company.

CHAIRMAN ARMSTRONG: Why are you here?

THE WITNESS: I'm here to testify with
regard to the case before the Commission regarding the
transfer of 50 percent of the assets of Mitchell plant
to Kentucky Power Company.

CHATIRMAN ARMSTRONG: Your witness.

MR. OVERSTREET: Thank you,
Mr. Chairman.

Q Mr. Pauley, have you caused to be filed

in this proceeding testimony, rebuttal testimony, and

answers to certain data requests?
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A Yes, sir.

Q Do you have any corrections to those
filings?

A I do not. I do not.

Q And if you were asked those same

questions today, would your answers be the same?
A Yes, sir.
MR. OVERSTREET: Mr. Chairman, the
witness is available for cross-examination.
MR. HOWARD: Mr. Chairman, I believe

that the AG is up, if I may.

MR. NGUYEN: That's correct, Your Honor.

CROSS~EXAMINATION

By Mr. Howard:

Q Good morning, Mr. Pauley. How are you,
sir?

A Good morning. I'm doing well, thank
you.

0 Can you hear me well enough?

A Yes, sir.
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0 In the -- in the event that you can't,
I'd please ask you to inform me and then I'll speak a
little louder.

A And likewise from here.

Q Can you give me an overview of your
responsibilities in your official capacity at Kentucky
Power?

A As president and COO, I am responsible
for the -- the running of the utility company here in
Kentucky, which includes a number of things with
regard to regulatory, with regards to environmental
compliance, with regards to marketing and customer
services, as well as distribution work and -- and
legislative public policy aspects of our operation
here in Kentucky.

Q When it comes to the ultimate
decision-maker, does the buck stop with you?

A The buck stops with me with regard to
Kentucky Power Company, understanding Kentucky Power
Company is a subsidiary of AEP, but I am held
accountable for Kentucky Power, but I work in
collaboration with a number of people with the parent
company, if you will, AEP.

Q In regards to this application, did you

make the decision to proceed with the application as
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filed?

A Yes, I did, working collaboratively with
AEP with regard to what was happening to the
generation within the company.

Q Prior to this case -- and I just want to
keep things in context, if I may. Are you aware of
the history that led up to this filing-?

A I believe so. If you want to be more
specific.

Q Sure. In regard -- you're familiar with

case 2011-401, correct?

A Yes. That's the scrubber case?

Q Correct.

A Yes.

Q And that case was primarily a request

for authorization to proceed under KRS 278.183, the
ECR statute?

A That is correct, yes, sir, my
understanding.

Q On a percentage basis, what did your
company project its increase for the residential class
would be for the retrofit of Big Sandy 27

A Well, that was an environmental filing,
and the impact of that case would have been 31 percent

on our customers.
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0 Was that residentials only or was that

across the board?

A That's across the board. It's an

environmental, much different than a base rate case.

Q The impact on residentials, though,

would be about --

A Would have been 31 percent.

Q Thirty-one percent?

A Yes.

Q So I'm a little confused here. When you
say 31 percent across the board, when I think of
across the board, I'm thinking, on average,
industrials, commercials, and residentials.

A Well, my understanding of the
environmental surcharge or the environmental cost
recovery aspect would have been applied across the
board --

Q Okay.

A -- as opposed to a base rate case.

0 Fair enough.

A Thank you.

Q Thank you for the clarification. That

case was withdrawn, correct?
A That is correct.

Q And why was that case withdrawn?
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A Well, what I observed from the time of
our filing going back to December 11th, which we felt
very comfortable that the scrubbing of that unit was
the least-cost option for our customers, you may
remember, because you were very active in opposition
of that case, with regard to the fact that the market
somewhat changed with regard té what was happening.

Gas prices bottomed out and other things
occurred in the energy industry that resulted in me
looking at the fact that there may be lesser-cost
alternatives to the impact of the -- of the customers
in Eastern Kentucky. And I felt, based upon those
alternatives that had become available to me, it just
seemed prudent, working with the Compahy, that we step
back and reevaluate those options to make sure we were

doing what was right for Eastern Kentucky customers.

0 Did you testify in that case?
A No, I believe I did not.
Q Did any corporate officers testify in

that case?

A Subject -- I don't -- I don't remember.
I think there were employees from Columbus who
testified in that case, yes.

0 I'm talking about Kentucky Power,

though, if I may.
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A Yes. I think Mr. Wohnhas testified in
that case.

0 And he was at the time, i1if I recall, and
correct me if I'm wrong, but I don't know, but was he
an actual officer that could bind the Commission in

the event the Commission asked --

A He --

Q -- about a certain --

A He 1is not an officer of Kentucky Power
Company. I'm the -- I'm the officer of Kentucky Power
Company.

Q Okay. The 401 case was literally

withdrawn before the Commission issued an order,
correct?

A I'm sorry?

Q The Case Number 401 was literally
withdrawn just days before a Commission order was --
was expected?

A That is correct. I think we asked on
May 30th, and -- and it was granted on May 3lst,
allowing us time to review alternatives that may be of
lesser cost.

Q So the case pending before us today in
effect serves -- I won't say it's the substitute, but

once the 401 case was withdrawn, this case now stands
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in its stead, correct?

A Yes, I think that's a safe statement
from the standpoint we have found a lesser-cost option
that is available to our customers and it's the
direction we wish to go.

Q and I -- am I correct that the only
applicant in this proceeding is Kentucky Power?

A I'm sorry?

Q The only applicant in this case is
Kentucky Power?

A Yes, sir.

0 And just to make sure that I understand,
you are the person ultimately that made the decision
to proceed with this application?

A I'm -- I'm responsible from the Kentucky
Power perspective, but again, as I stated earlier, I
work collaboratively with -- with our generation group

in Columbus and others in Columbus to make sure that

we're -- we're doing what's best for Kentucky,
what's -- we're doing what's best for our customers,
and -- and the Company.

Q So you had to work collaboratively with

other AEP companies in order for Kentucky Power to
make this decision?

A Sure.
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0] At least insofar as Kentucky Power in

this decision-making process, who participated in

that?
A In the collaboration for this effort?
Q Correct.
A And you're saying specifically to

Kentucky Power Company?

Q When -- let me restart.
A Okay.
Q In this decision-making process, and

you've indicated that it was a collaborative process,
who participated from Kentucky Power?

A That would have been me, and I would
have also utilized the services of Ranie Wohnhas, who
is our managing director of regulatory.

Q Okay. And then from -- and then who
were the other participants?

A Robert Powers, who is the C0O0O of AEP,
along with Richard Munczinski, who is the -- I think
the senior vice president of regulatory. Philip
Nelson would have been engaged in those conversations,
as well as Mark McCullough, who is in charge of our
generation group, and I believe Charles Patton, who is
the president and COO of Appalachian Power Company.

Q Okay. So when the decision-making --
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when the final decision was made to proceed with this
application, and unfortunately I didn't keep count of
the numbers, there were two people from Kentucky Power
that participated in this collaborative, and how many
were there from other AEP companies? Five, six,
seven, eight?

A Well, I would say from the standpoint of
the decision-making process, the people I listed to
you were there from the decision-making, but we
utilized the talents and expertise that we have
throughout the company, so there could have been a lot
of people, but the decision-making ended up in the
hands of those people there.

Q Okay. And, again, I just want to

understand the numbers.

A Yes.

Q Two people from Kentucky Power?

A Yes.

Q And six, seven, eight from AEP?

A Four or five.

Q Four or five?

A Yeah.

Q You've indicated also that this decision

in this case 1s a once-in-a-lifetime; am I correct?

A That is correct. I believe so0. It's
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not often you're looking for 800 megawatts of energy
or capacity.

Q What information did you use 1in your
analysis? I mean -- and actually, let me go ahead so
I can give you a reference here, if I may.

A Okay. All right. Thank you.

Q You claim that you did a detailed and
thorough analysis, including -- including work papers
and studies in this matter, and then you -- and you
said so when you said that "I did a rigorous analysis
supporting the application to demonstrate it was the
least-cost option,"™ and that was at page 5 of your
rebuttal testimony. I can give you that reference. I

should have done that --

A Thank you.

Q -—- earlier and I apologize.

A Page 5 of rebuttal?

Q That would be correct, sir. And if we

can look at lines 20 and 21.

A Okay.

Q And again, you state there that -- and
I'm quoting, if I may, that the rigorous analysis
according to this application demonstrated --
demonstrates it is the least-cost option, end quote.

Am T correct in that?
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A That 1s correct.
Q The KIUC asked you for the information
regarding that rigorous analysis. And actually, what

I can do, sir, to assist you, 1if you'll look at KIUC
1-102.

A I'm not sure I have that in front of me.

Q I think that we have some copies that we
can present to the witness as well as the other
parties, 1f you'll bear with us for just a moment.

MR. HOWARD: Do you have that document

in front of you, Mr. Overstreet? Have you had the
opportunity to review that?

MR. OVERSTREET: I have, Mr. Howard.

Thank you.

Q Actually that question is referring to
page 4, but in that data request, the question -- and
I will read it into the record. "Please identify and

provide a copy of all documents reviewed, relied upon,
and/or prepared by Mr. Pauley to make the decision
and/or communicate the decision to acquire 50 percent
of the Mitchell units," period.
Is that a correct statement of the
question that is asked by KIUC, Mr. Pauley?
A Are you reading from the data request?

Q I -- I --
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A I'm sorry.

Q Yes, I am, sir.

A All right. I accept that's accurate.

Q Okay. What were the documents that were
provided?

A I think we've attached the -- the letter
that Scott Weaver -- or the e-mail that Scott Weaver

provided us on June 14th of 2012 with regard to the --
if you will, the reanalysis, the straw man that --
from which we started from.

MR. HOWARD: And it's my understanding
that this information is not confidential, and it's my
goal throughout this process ﬁo try to keep everything
in the public domain, but, Mr. Overstreet, in the
event that I venture into a confidential area, please
caution me. I'll do the best I can to prevent that.

MR. OVERSTREET: Thank you. I will.

Q If I'm looking at this particular -- the
materials that you provided, Mr. Pauley, and you are
the sponsor of this witness, correct -- or of this
question?

A Yes, sir.

Q There's this e-mail, it's a one-page
e-mail, and then how many pages follow?

A I think there are three pages. Let me
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confirm that. Four.

Q Four pages?

A Yes.

Q And that's entitled what, sir, the
document, that -- that four pages?

A The document attached to the e-mail?

Q That's correct.

A It's a Kentucky Power Company Capacity

Resource Need Reanalysis Resource Options.

Q So the gquestion that was asked of you,
again, was to provide the materials that you relied
upon in making the decision, and you provided KIUC a
total of five pages?

A Well, I think this is -- in answer to
the data request, this is the information that we
supplied.

Q Well, I mean, when -- again, look back
at the data request, if you would. It states, "Please
identify and provide a copy of all documents reviewed,
relied upon, and/or prepared by Mr. Pauley to make the

decision and/or communicate the decision to acquire

50 percent of the Mitchell units," correct?
A Yes, and I think if -- if -- if I may,
the -- the purpose of this was the starting point for

our evaluation and working from there, and that
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the -- and the other -- other documents that are a
matter of record with regard to Scott Weaver's
testimony.

Q Was -- but, I mean, you only provided

five pages, and you -—-

A I provided the response to the data
request. Any other data that was pertinent to this
was -- was filed, I believe, with Scott C. Weaver's

testimony and data.
Q If you'll look at KIUC 2-51, please,

sir.

MR. HOWARD: We're going to hand that
out as well.

CHAIRMAN ARMSTRONG: Do you -- do you
want to —--

MR. HOWARD: Yes.

CHAIRMAN ARMSTRONG: -—- admit this?

MR. HOWARD: Mr. Chairman, I'm -- I'm

53

sorely remiss in doing that, so I'll try to do better.

I would like to go ahead and move for the introduction

of that document into the record.
CHAIRMAN ARMSTRONG: As what?

MR. HOWARD: AG Number 1.

CHAIRMAN ARMSTRONG: Without objection?
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MR. OVERSTREET: ©No objection, Your

Honor.
CHAIRMAN ARMSTRONG: So ordered.
(AG Exhibit 1 admitted.)
Q I think in your elaboration a moment ago
you indicated that there were further studies or -- or

analyées ultimately in regard to your decision?

A There were a num -- from -- yes. Yes, I
indicated that to you.

Q Okay. If you'll look at KIUC's
Supplemental Data Request Number 51. Do you have that
in front of you, sir?

A Yes, 1 do.

Q And I shall guote from that, if I may.
"Refer to the Company's response to KIUC 1-102.

Please confirm that there were no other documents
relied on by Mr. Pauley to make the decision and/or
communicate the decision to acquire 50 percent of the
Mitchell units," period. "Please supplement this
response if there are additional documents, such as
e-mails or correspondence between Mr. Pauley and
Mr. Patton," period. "If none, then please so state,”
period.

Is that an accurate reading of that

question?
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A Yes, I believe it is.
Q And what was your response?
A I believe my response to that was there

were no other documents.

Q Thank you.

A Recognizing the initial one that
Mr. Weaver had sent to us was the straw man.

0 You state in your testimony that the
Strategist and Aurora modeling were the expensive
tools serving as a foundation for making the
decisions; 1s that correct?

MR. OVERSTREET: Could you refer him to

MR. HOWARD: I'll be glad to,
Mr. Overstreet, and I apologize for not having done

SO.

Q Mr. Pauley, if you could look at your

rebuttal at page 8.

A Okay. Wait just a minute.
0 At page 8 I'll give you a further
reference. We're looking at lines 3 and 4.

Again I'1ll state the question. So you
state 1n your testimony that the Strategist and Aurora
modeling were the expensive tools serving as a

foundation for making the decisions; is that correct.
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A Yes.

MR. HOWARD: Okay. Mr. Chairman, if I
may, too, if I can go back, we handed out AG
Exhibit --

MS. HANS: Two.

MR. HOWARD: -— 2 that we would like to
have marked, and that was the Company's response to
KIUC's Supplemental Item Number 51. I'd 1ike to move
for its introduction, if I may.

MR. OVERSTREET: ©No objection, Your
Honor.

CHATRMAN ARMSTRONG: Without objection?
So ordered.

(AG Exhibit 2 admitted.)

Q Now, also on that same page, do you
state that it is AEP -- again, it's AEP that has
access to the Strategist and Aurora modeling as well
as the necessary personnel to employ the models?

MR. OVERSTREET: You need to speak

audibly, Mr. Pauley.

A Ch. That is correct.
Q Did Kentucky Power -- I'm talking about
Kentucky Power -- independently run the Strategist and

Aurora modeling?

A Kentucky Power had the Aurora modeling
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run. We utilized the expertise and the talents that's
available to us through the parent company, and -- in
order to do that. We do not have this specific to --
ownership for Kentucky Power specifically. It's quite
expensive, and I feel sure that the -- the expense
associated with this would be questioned, about adding
it to our rate base, because these decisions aren't
made, if you will, over a short period of time.

The utilization of this is utilized for
major decisions that we're making. I think you
referred to it earlier, once-in-a-lifetime decision,
through my testimony, so we have that tool and
modeling available to us through the parent company.

Q Let me rephrase. And I just want a yes
Or no answer. Did Kentucky Power independently run
the Strategist and Aurora modeling?

A Kentucky Power in collaborative with
the -- with the parent company expertise that does
that ran that for us.

Q I'll try one more time. Did Kentucky
Power independently, outside of a collaborative
process with the rest of the AEP family, run the
Strategist and Aurora models?

A Answer you the best way I can from the

standpoint that we do not have the expertise to run
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that. We utilize the expertise available to us
through the parent company to run that modeling.

Q And as to the application generally, did
Kentucky Power rely primarily on the Strategist

modeling for the decision-making for this application?

A We believe that modeling is -- 1is very
good with regard to such decisions being made. It's
accepted -- it's an industry-accepted modeling that's

been around for a long time.

Q Can an individual, whether the PSC or
any other party, re-create the results arrived at by
the Company without the Strategist model?

A Ask that again if you would, please.

Q Sure. And actually what I'll try to do
to assist --

A Okay.

MR. HOWARD: Ms. Hans, if we can --
MS. HANS: Uh-huh.

MR. HOWARD: Would you --

MS. HANS: Uh~-huh.

MR. HOWARD: Thank you.

THE WITNESS: Thank you.

Q Okay. If you'll look at what is the
Attorney General's Initial Set of Data Requests, Item

Number 18.
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A Yes.

Q Do you have that before you, sir?

A Yes, I do.

Q The question reads, (Reading) Can an

individual or the PSC independently re-create the
Strategist results arrived at by the com -- or arrived
at by the applicant, guestion mark.

Is that correct?

A That is correct.

Q And the re -- please read the response.

A The response was provided by Witness
Becker, and I think he's available to you. "The

results could be independently re-created by an
individual or the PSC if they have access to the
Strategist model, assuming they used the same input
assumptions used by the Company."
Q Even though that Becker 1is present,
would you believe that that answer is accurate?
A I absolutely do.
0 Thank you.
MR. HOWARD: Mr. Chairman, we move for
its introduction as AG Number 3, please.
MR. OVERSTREET: No objection.
Q Mr. Pauley, what is the purpose of

the -- of using the --
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CHAIRMAN ARMSTRONG: Just a minute. Did

I hear an objection to this?

MR. OVERSTREET: ©No objection, Your
Honor.

CHAIRMAN ARMSTRONG: No objection.

MR. OVERSTREET: I'm sorry.

CHAIRMAN ARMSTRONG: Without objection,
then, so ordered.

(AG Exhibit 3 admitted.)

Q Mr. Pauley, I understand you've
indicated this was a collaborative process and you've
indicated there were various models that have been
used. I'm trying to use that information without

having to ask a lot of questions of a lot of other

witnesses. Obviously if you don't know, you can
defer.

A Thank you.

0 What is the purpose of using the Aurora

modeling?

A Well, Mr. Weaver, who 1is available to
you, is the -- is our expertise regarding this, but
the purpose of that modeling is to help us make sure
we make the right decisions with regard to the
comparison that we did on -- on the study. And that

study, when it was completed, clearly showed that the
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Mitchell transfer was the least-cost option for our
customers in Eastern Kentucky.

MR. HOWARD: Okay. Mr. Chairman, we are
going to be handing out the Company's response to AG's
Initial Set Number 34.

MR. OVERSTREET: This is
Mr. Bletzacker's confidential testimony that I was
given.

MR. HOWARD: And, Ms. Hans, if you'll
hang on for just a moment. Let's make sure that we're
on the right page.

MR. OVERSTREET: You asked me to tell
you.

MR. HOWARD: I appreciate -- no, right
up front, you know the AG is extremely cautious about
confidential.

MS. HANS: I apologize.

MR. HOWARD: That's okay.

CHATRMAN ARMSTRONG: It's marked
confidential.

MR. HOWARD: No, we're -- we're -- we'll
pull those back, Mr. Chairman.

MS. HANS: I apologize. My error.

MR. HOWARD: We got thing out of

sequence a bit, and we'll rectify that immediately.
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Q Hopefully we now have the matter
rectified. What has been handed out to you hopefully
is the Company's response té the Attorney General's
Initial Set, Question Number 34. Do you have that in

front of you, sir?
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A Yes, sir.
Q And if I may, I shall read the question
to you. "Can an individual or the PSC independently

re-create the Aurora results arrived at by the
applicant,”" gquestion mark.
Is that an accurate reading of that
question?
A I believe it is.
Q And while the answer was sponsored by
Mr. Weaver, please read the response by the Company.
A "The results could be independently
re-created by an individual or the KPSC if they have
access to the Aurora model, assuming they used the
same input assumptions used by the Company."
I think that's an accurate reading.
0 Thank you, sir. I concur.
And then, based on my understanding, I
think you've asked -- or answered the question, but I

just want to confirm. Based on my understanding of
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the Company's application, the decision to move
forward with the 50 percent purchase of the Mitchell
units is based on the results from the Strategist and
Aurora modeling, correct?

A Yes, the analysis using those clearly
showed -- clearly showed that the Mitchell transfer
was the least-cost option for our customers.

Q What is the Company's position on the
estimated increase to its customers if this
application is to be approved? And I'm talking about

the application.

A You're talking about the specific
application, or are you talking about the -- the --

Q I'm talking about the application.

A The application itself I think dealt

with an eight percent increase.
Q Does 7.98 percent sound accurate?
A I think that's pretty close, yes. I'1l1
say less than eight percent, then.
Q Fair enough.
A Okay.
CHAIRMAN ARMSTRONG: Do you wish this to
be admitted?
MR. HOWARD: Yes, Mr. Chairman. That

should be admitted, if I may, as AG Number 4.

McLENDON-KOGUT REPORTING SERVICE, LLC (502) 585-5634




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

64

CHATRMAN ARMSTRONG: Without objection?

MR. OVERSTREET: ©No objection, Your
Honor.

CHAIRMAN ARMSTRONG: So ordered.

(AG Exhibit 4 admitted.)

MR. HOWARD: If I could ask the parties'
indulgence for just a moment so I can make sure I've
got' my record keeping in order.

Commissioners and parties, in order to
prevent people from having to refer to all kinds of
volumes, we're trying to hand out as many of the
documents as possible. Hopefully we'll keep things
moving quickly.

Now, this consists of a series of pages,
the first of two, and again this is because of the
document replication process in our office, but the
first two pages are extraneous. What I would like the
witness to review, however, is the Company's response
to the AG's Supplemental Data Request at Item 12,
2-12.

Q So, Mr. Pauley, I think there are two
miscellaneous pages on top of what you've been handed
and then there is a response to AG 2-12. Is that, in
fact, in front of you?

A I'm showing Lane Kollen page 35 in the
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upper right-hand corner.

0 There are two pages at the beginning of
the exhibit that are extraneous, and that's my error,
but if you could disregard those two pages --

A This one?

MS. ERNST: Yeah.

THE WITNESS: Thank you.

Q And then go to the next page, which
should say PS -- KPSC Case Number 2012-00578.

A Yes, sir.

Q Okay. And that is a response to the

Attorney General's Supplemental Set of Data Requests
dated March 8th, 2013, and that's Item Number 12,

correct?

A Yes.

Q And there are attachments to that,
correct?

A I think I'm with you.

Q Okay. And you see those attachments to
that?

A Yes.

0 And again, the sponsor of this

particular gquestion or answer is Mr. Wohnhas, and
we're prepared to ask this of him, but in the event

that you know, I have a guestion for you. Did the
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bear with me. Give me about five seconds.

Did the Company update the rate
implications based on the calendar year 2012 in

response to AG 2-127?

A I believe it did, yes.

0 And that update, if I can --

A Obviously Mr. Rainhaus would be able
to -- or Wohnhas would be able to provide greater

expertise on that, but --

66

Q Sure, and I understand and respect that,

but are you comfortable in looking at that document
and confirming to me that the Company's determination
was -- after updating the information, the rate
implication was 9.9 percent? And I'm looking at the
second spreadsheet following the question.

A I'm seeing what you're looking at,

Mr. Howard, and I believe that is correct, yes.

0 SO0 you -- but are you comfortable with
that belief?

A I'm -- I'm comfortable with the belief,
but I think your more expertise on this is going to
come from Mr. Wohnhas. I don't know where you're
going with it, so --

0 I was just trying to find out whether
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that information was updated to show what the current
increase would be, and you're saying you feel pretty
comfortably that that update is --

A Subject to check with Mr. Wohnhas, your
Cross-examination of him, yes.

Q Okay. Thank you.

MR. HOWARD: We'd like to go ahead and
enter that in production.

MR. OVERSTREET: Your Honor, I don't
have an objection to the admission of the exhibit. I
would note on one of the pages there is some
handwritten notes that do not belong to the Company,
SO0 to the extent it goes in like that, I would object,
but --

CHAIRMAN ARMSTRONG: Would you identify
what ‘pages they're on?

MR. OVERSTREET: It is the -- it's this
page that's labeled Calendar 2012, and it's the arrows
drawn.

MR. HOWARD: And, Mr. Chairman, those
are, in fact, my notes.

Mr. Overstreet, I understand your
objection. We can find clean copies. We were just
trying to move this along.

MR. OVERSTREET: That's fine. I
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appreciate that. I just -- just for the record.

MR. HOWARD: So, for the record, can we
still introduce this?

MR. OVERSTREET: Absolutely, with that
understanding that those arrows don't belong to the
Company.

MR. HOWARD: Right. Those are my
handwriting.

CHAIRMAN ARMSTRONG: And I can't read
his writing, so --

MS. HANS: ©Neither can I.

MR. OVERSTREET: I will say it's better
than mine.

CHAIRMAN ARMSTRONG: Without objection.

MR. HOWARD: And that's AG Number 5,

CHAIRMAN ARMSTRONG: It's 4, I believe.
Five, you're right.

MR. HOWARD: Thank you.

MS. HANS: Thank you. Okay.

CHAIRMAN ARMSTRONG: So admitted.

(AG Exhibit 5 admitted.)

Q Now, if we look at that same document --

and let's keep that in front of us for a moment, if I

may, Mr. Pauley. Are you aware of the fact that KIUC
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maintained that the actual increase was not
9.9 percent in that case, but 19.1 percent?
MR. OVERSTREET: Can you direct him to
something in the exhibit?
MR. HOWARD: I'm looking at the same
document that I had inadvertently marked up,
Mr. Overstreet.
MR. OVERSTREET: But what part of that
document, please?
MR. HOWARD: I'm looking at column -- or
rather row 31.
Q Perhaps I'll lay a little foundation, if
that'll help. Are you aware of the fact that
Mr. Kollen testified?
I'll start again. I'll -- let me lay a
little foundation.
A Okay. I'm sorry. I thought you were

speaking to my counsel.

Q No, Mr. Pauley, I'll -- let me give
you --

A My apologies.

Q -- a few guestions for foundation.

A Okay.

0 Are you aware of the fact that

Mr. Kollen testified?
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A I'm aware that Mr. Kollen provided
testimony with regard to this issue, yes.

0} And -- and are you aware of the fact
that he took issue with the fact that he did not
believe that the Company would, in fact, give the
credit for the incremental impact to Big Sandy and
Mitchell at historic average generation of five?

MR. OVERSTREET: Can you direct the
witness to the portion of Mr. Kollen's testimony where
that's stated, please?

MR. HOWARD: Well, unfortunately I don't
have that in front of me. Okay. Yes. Okay. And
with the assistance of Ms. Hans, with those two
documents that were part of the -- of AG Number 5, the
two extraneous materials that I originally identified
as extraneous are not identified -- or are not
extraneous, that, in fact, if we look at page 36,

Mr. Kollen is testifying that the rate impact is
actually the 19.1 percent.

Q So if you still have AG Exhibit 5 and
you look at the first two pages of that, which is part

of Mr. Kollen's testimony, and look at page 36.

A Uh-huh.
Q Are -- do you see there --
A What line on page 367
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Q Four and 5.
A Okay.
Q Do you see that Mr. Kollen is actually

saying that the increase, instead of 19.1, is actually
20 percent?

MR. OVERSTREET: I object. It misstates
the testimony. It --

CHAIRMAN ARMSTRONG: How so?

MR. OVERSTREET: In two respects. First
of all, Your Honor, what the sentence says 1is, without
these normalization adjustments, the rate impact of
acquiring 50 percent of the Mitchell units will
increase -- will be an increase of nearly 20 percent.

So, first of all, he's not saying it's
20 percent. He's agreeing with the 19. And then what
he's further saying is that that is only the case
without those normalization adjustments.

MR. HOWARD: Well, I'll -- what I'm
trying to do is get Mr. Pauley to understand what
Mr. Kollen was stating in his -- in'his testimony.

I'm not asking him to agree with it or disagree with
it, I just want to make sure that we have in the
record that Mr. Kollen, in fact, testified as to
certain numbers.

MR. OVERSTREET: Well, of course,

McLENDON-KOGUT REPORTING SERVICE, LLC (502) 585-5634




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

72

Mr. Kollen's testimony is already in the record, but
if you want to get him to agree or disagree or to
recognize, I guess I would ask that you -- that you
read him his testimony so that he has a fair
opportunity to understand what's been said and not
paraphrase it.

MR. HOWARD: Well, okay, then if we can
just ask him to read -- will it satisfy you 1if I ask
him simply to read the testimony?

MR. OVERSTREET: That's fine.

MR. HOWARD: Okay.

MR. OVERSTREET: That's fine.

MR. HOWARD: Okay.

Q Then, Mr. Pauley, if you could read --

MR. HOWARD: What are those pages again,
Ms. Hans?

MS. HANS: Page 36, lines 4 and 5.

Q Page 36, lines 4 and 5.

A Would you like for me to begin with the
beginning of the sentence that starts on line 37

Q That's fine.

A Thank you. And stop at the period after
"revenues"?

0 That's correct. Please.

A "Without these 'normalization'
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of the Mitchell units would be an increase of nearly

20 percent on total revenues."

Q Thank you, Mr. Pauley.
A You're welcome.
Q Under the partial stipulation, what is

the increase? Under the partial stipulation that's
tendered in the record at this point in time, what 1is
the increase?

A When you say "partial,” you're talking
about of the stipulation agreement that we have with

KIUC and the Sierra Club?

Q That's correct, Mr. Pauley.

A Okay. Well, I think the -- the impact
fo the customers is basically driven to the -- the
response to the Commission. I think it's 5-10. And

that reflects, if you will, apples to apples with

regard to a comparison with the environmental filing

73

which I believe you numbered 401 and the -- the impact

of the stipulation agreement on our customers. And

Mr. Wohnhas can address that. He is our expert on the

stipulation agreement.

Q Okay. Now, if we're still looking at AG

Number 5, at the page on which I have made certain

markations, and again we discussed the fact that
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that's when the Company updated its numbers to reflect
the increase, that increase went from 7.98 to
9.9 percent, correct?

A Yes. I think there's also an
explanation in there with regard to -- I think that's

a difference in test years of 2011 and 2012, and I

think we explained in our testimony it was a bit of an

anomaly with regard to how the units were operating.
Q Okay. Now, 1in the partial settlement
that has been tendered and in which the AG did not
agree, there is that 7.98 percent figure. Has that
been updated to reflect information that the Company

used to update our regquest?

A I think in the -- in the stipulation
agreement, it reflects -- it -- that decision with
regard to the rate impact is -- is reflected on the

Commission 5-10 --

Q Yes.

A -- that -- yes. That Mr. Wohnhas can
address with you.

Q Okay. The Company's filed a recent rate

case, has it not?

A That is correct.
Q How much is the Company requesting?
A I think the revenue requirement on
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Q And in dollars?
A A hundred and -- I -- subject to check.

I don't have that in front of me right now.

Q You think 114, is that --

A I was thinking a hundred and teens. I
can't -- subject to check.

Q And I'll have to get that subject to

check to myself too, but let's just work with that

assumption.

A Let's agree with each other, then.

Q Very good.

A Okay.

Q If the partial settlement is approved,

that rate case goes away, does it not?

A That is correct.

Q And the partial settlement contains a
stay until 31 May 20157

A Yes, we would file December 'l4 for a
base rate case to be effective June of '1l5, yes.

Q And when that period ends, will the
Company file a rate case no later than December 29th,

2014, to recover the Mitchell costs?

75

A It would recover the Mitchell costs that

are not recovered in the stipulation agreement.
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Q What are the costs that are going to be
recovered of the Mitchell in the stipulation? Do you
have an idea as to that?

A Well, it's -- 1t's an agreement that was
all put together. We're looking at $44 million. It's
an agreement that was all put together with regard to
the entire agreement, so I can't identify specifically
that associated with Mitchell.

Q But also in the rate case you're going
to be requesting the retirements of Big Sandy 1 and 2,
correct?

A Well, the stipulation agreement includes
a provision in there with regard to we would like to
convert Unit 1 to a gas, and -- and then we would
retire Unit 2.

Q But in re -- but -- and I stand
corrected that there is the conversion of Big Sandy 1,
but you will be asking for the retirement of Big Sandy
2, correct?

A That is correct.

Q Do you have any estimated amount that
the Company will seek when it does file that rate case
after the stay?

A Are you talking about total dollars?

Q Yes.
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A I'm going to defer that to Mr. Wohnhas.
He's more integrated into that total amount. I think
the Commission -- I think it's 5-10, or something like

that, addresses what we anticipate that to be on a

percentage basis.

Q Thank you, Mr. Pauley. And we will get
to 5-10.

A Okay. It's a good deal.

Q In some people's eyes. Is this
application -- or in this application the Company

requests how much? We have given the 7.98 percent,
but how much in actual dollars is the Company
requesting?

MR. OVERSTREET: Mr. Howard, can you
help me out? We've talked about a couple of
applications. Are we talking about the rate case or
are we talking about --

MR. HOWARD: I'm looking at the
application before us today --

MR. OVERSTREET: This case.

MR. HOWARD: -—- Mr. Overstreet.

MR. OVERSTREET: Okay. Thanks. Thank
you.

A I'm -- I'm sorry, Mr. Howard, I am not

recalling that total number. I think the transfer
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amount with regard to the Mitchell assets is about 536

million.

Q That's the transfer of the Mitchell
units, but the -- and as far --

A If you're talking about the stipulation
agreement, it's 44 million. I'm not sure which one

you're asking.

Q . Bear with me for just a moment and I'll
confirm, if you would. You're thinking it's 44
million. And again, we're trying to -- we've got the

percentage in the record for the current application
of 7.98 percent.

MR. KURTZ: Can I, Mr. Howard, make a --
just an objection or a statement? The seven point --
this certificate case that we're in front of right now
is requesting no rate increase.

MR. OVERSTREET: Exactly.

MR. KURTZ: The 7.9 percent, the right
below eight percent, was an estimate of the Company of
what it would be if there was a rate case, but there
is a rate case pending, and that's the 23 percent.

MR. HOWARD: Correct. And I'm trying to
understand -- and thank you for the clarification,

Mr. Kurtz.

Q But insofar as the certificate case,
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what are the costs that would be associated with that,
you've indicated 7.98 percent, and I'm trying to
assign an actual dollar amount to that will ultimately
be sought to be recovered by the Company.

Will you accept, subject to check, that
it's approximately 45,127,000, based on RKW Exhibit 4,
page 1 of 17

A Yes.

Q Okay. And again, in the next rate case,
you're not comfortable in anticipating how much the
Company will be requesting?

A From a dollar amount, no. I can == I'm
comfortable with the data associated with the response

to the Commission Staff.

Q If we can look at your rebuttal,
Mr. Pauley. Do you have that in front of you, sir?
A Yes, sir.
Q If you can look at page 5 of your
‘rebuttal at line 3. Can you read that gquestion into

the record, sir?

A This is page 5, line 3, the question
that exists on lines 3 through 77

Q That's correct, sir.

A (Reading) Does the recent FERC order

approving the transfer of the Mitchell Generating
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Station to Appalachian Power Company and the Company,
the Company being Kentucky Power Company, have any
bearings on KIUC's proposal to delay transfer of the
Mitchell Generating Station?

Q And -- and your answer is -- if you
could read your answer as well.

A (Reading) Yes. In its recent order
approving the transfer of the Mitchell units, FERC
included a requirement that the Company inform the
Commission within 30 days of any material change in
circumstances that departs from the facts the
Commission relied upon in granting the application.
KIUC's proposal to delay the transfer would be one
such change in the facts relied upon by FERC in light
of the fact that the Company's application stated that
immediately following the transfer of AP -- AEP
Generation Resources, a 50 percent undivided interest
in the units would be transferred to Kentucky Power.

Q Thank you, sir. If the transfer does
not occur on the date as requested in the application,
is AEP obligated to hold the possible acquisition
available to Kentucky Power in the future?

A If you're referring to Generation
Resources, they're not obligated at all.

Q So is Kentucky Power basically
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presenting the application to the Commission as a
situation that if the Commission refuses to grant the
application, the deal is off?

A The deal is off?

Q Yeah. I mean, you -- there's no
commitment by the AEP company, and I forget which one
it is that's holding the assets, that the com -- that
Kentucky Power has asked for the transfer to take
place by a date certain, and you just stated that if
that doesn't happen, then there's no obligation on
behalf of this AEP company to hold those assets.

So the guestion I've got for you: If
the Commission does not approve your request for the
purchase of those units by that date certain, the deal
is off or the units are no longer available to
Kentucky Power, correct?

A Well, I think the Commission would --
would miss a great opportunity from the standpoint
of -- of ruling against this to -- to provide the
certainty that's -- that would be associated with this
transfer.

Generation Resources has no obligation
to hold those, and our -- our effort with regard to
this filing is the fact that we can get those at what

has proven to be a least-cost impact on our customers
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in Eastern Kentucky that -- and that has been
mentioned here before, an economically distressed part
of the state, and it's a tremendous benefit.

If -- if we do not get that, then we
need to go back and look at other ways, and most of
those other ways, based on my understanding of
everything, is more expensive, so I would -- I would
hope that the Commission in their rulings would see
this as a way that capturing these now as opposed to
anticipating it later on would be detrimental to our
customers.

And I also think it's a -- it's a great
opportunity for us to -- to address the need now, get
it while it's available now, as opposed to putting our
customers at risk with regard to other options.

Q And thank you for your explanation, but
let me get back to the guestion. If the PSC doesn't
approve this as tendered by the Company, then is the
deal off or on?

A I think the deal with regard to the 536
million becomes into question, and we would have to --
we wouldn't know that those facilities would be
available to us --

Q So --

A -—- we'd have to go back and look.
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Q Excuse me for interrupting. Do you know
for certain?

A Do I know for certain what?

Q I mean, if the acgqui -- you just said
that there might still be some room for negotiating,
or did I misunderstand?

A Well, there -- there probably -- there
probably would be, but the problem is, I don't know
what the cost of that unit's going to be, and we're
putting those customers at risk of a more expensive
opportunity, if you will.

I'll use the word "opportunity," but I
use it from the standpoint of waiting on this can only
cost our customers more money. There's no -- there's
no guarantee those facilities would be available,
because Generation Resources has the obligation to
maximize that asset.

Q Okay. So the bottom line is that
there's no guarantee that --

A There's no guarantee that they would be
available.

Q Very good. Thank you. Are you aware
that Ohio is deregulated?

A The Commission ruled, I think it was in

October, of the separation of assets, and -- and
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those -- those generating units go to a deregulated
environment on January 1 of '1l4.

Q And you're aware that there's a

termination of the pool agreement?

A That is correct. That decision was made
by vote of the -- of the pool members, I think it's
December 17th, 2010. We gave a three-year notice to

. each other.

Q Are you general -- are you generally
familiar with the testimony of Mr. Nelson?

A I may be in some aspects, maybe not in
others.

MR. HOWARD: Again, Mr. Overstreet,
we're trying to accomplish as much with one witness as
possible.

MR. OVERSTREET: And I appreciate that,
Mr. Howard. I, you know, would note that Mr. Pauley
is here to support his 