COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:

Electronic Application Of Kentucky Power Company
For (1) A General Adjustment Of Its Rates For
Electric Service; (2) Approval Of Tariffs And Riders;
(3) Approval Of Accounting Practices To Establish
Regulatory Assets And Liabilities; (4) A
Securitization Financing Order; And (5) All Other
Required Approvals And Relief

Case No. 2023-00159
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APPLICATION

Kentucky Power Company (“Kentucky Power” or the “Company”) applies to the Public
Service Commission of Kentucky (“Commission”) pursuant to KRS 278.180, KRS 278.190,
KRS 278.220, KRS 278,670 et seq., KRS 65.114, 807 KAR 5:001, Section 14, 807 KAR 5:001,
Section 15, 807 KAR 5:001, Section 16, 807 KAR 5:011, 807 KAR 5:051, and all other
applicable statutes and regulations, for an order granting: (1) approval of a general adjustment of
its electric rates; (2) approval of its tariffs and riders; (3) approval of accounting practices to
establish a regulatory asset or liability; (4) a securitization financing order; and (5) all other

required approvals and relief. In support of this Application, the Company states:



Application for General Adjustment of Rates

A. INFORMATION REGARDING THE APPLICANT.

1. Name and Address: The Applicant’s full name and post office address is:

Kentucky Power Company, 1645 Winchester Avenue, Ashland, Kentucky 41101. The

Company’s electronic mail address is kentucky regulatory_services@aep.com.

2. Incorporation: Kentucky Power is a corporation organized on July 21, 1919
under the laws of the Commonwealth of Kentucky. The Company currently is in good standing
in Kentucky.! Kentucky Power has on file with the Office of the Secretary of State certificates
for the following assumed names: “Kentucky Power;” “AEP Kentucky Power;” and “American
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Electric Power.” The required certificates of assumed name are provided in Section II, Exhibit
C.

3. Business: Kentucky Power Company is a public utility principally engaged in the
provision of electricity to Kentucky consumers. The Company generates and purchases
electricity that it distributes and sells at retail to approximately 163,400 customers located in all,
or portions of, the Counties of Boyd, Breathitt, Carter, Clay, Elliott, Floyd, Greenup, Johnson,
Knott, Lawrence, Leslie, Letcher, Lewis, Magoffin, Martin, Morgan, Owsley, Perry, Pike, and
Rowan. The Company also furnishes electric service at wholesale to the City of Olive Hill and
the City of Vanceburg.

4. Affiliations: Kentucky Power is a direct, wholly-owned subsidiary of American

Electric Power Company, Inc.

' A certified copy of the Company’s Articles of Incorporation and all amendments thereto was attached to the Joint
Application in In the Matter Of: The Joint Application Of Kentucky Power Company, American Electric Power
Company, Inc. And Central And South West Corporation Regarding A Proposed Merger, P.S.C. Case No. 99-149.
The Company’s June 23, 2023 Certificate of Existence is filed in Section II at Exhibit B of this Application.
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5. Annual Reports: The Company hereby certifies that its annual reports, including

the annual report for the most recent calendar year (2022), are on file with the Commission
pursuant to 807 KAR 5:006, Section 4(1) and 807 KAR 5:006, Section 4(2).

6. Company Property: The Company’s Big Sandy Power Plant consists of a 295

MW gas-fired steam-electric generating unit located at the Big Sandy generating station near
Louisa, in Lawrence County, Kentucky. In addition, Kentucky Power owns and operates a fifty
percent undivided interest in the coal-fired Mitchell generating station, located approximately ten
miles south of Moundsville, West Virginia.? Kentucky Power’s share of the Mitchell generating
station comprises 780 MW. The Company’s electric transmission system includes substation
nameplate capacity of approximately 4,520,000 kVA and approximately 1,263 circuit miles of
line, and is interconnected with the systems of neighboring utilities. The Company’s electric
distribution system includes substation nameplate capacity of approximately 1,853,000 kVA and
approximately 10,108 circuit miles (including secondary) of above-ground and underground line.
Other properties include service buildings, stores buildings, garages, and other structures and
equipment.

The net original cost of the property and the cost thereof to the applicant at March 31,

20233 was:

2 Order, In the Matter of: Application of Kentucky Power Company for (1) A Certificate of Public Convenience and
Necessity Authorizing the Transfer to the Company of an Undivided Fifty Percent Interest in the Mitchell
Generating Station and Associated Assets; (2) Approval of the Assumption by Kentucky Power Company of Certain
Liabilities in Connection with the Transfer of the Mitchell Generating Station; (3) Declaratory Rulings; (4) Deferral
of Costs Incurred in Connection with the Company’s Efforts to Meet Federal Clean Air Act Requirements; and (5)
All Other Required Approvals and Relief, Case No. 2012-00578 (Ky. P.S.C. October 7, 2013).

3See Section I, Exhibit L for further detail.



Kentucky Power
Electric Plant in Service and Accumulated Depreciation
At March 31, 2023

Original Cost - Electric Plant in Service

Production Plant 1,240,461,007
Transmission Plant 806,326,991
Distribution Plant 1,077,191,875
General Plant 107,196,677
Intangible Plant and Other EPIS 61,225,982

Total 3,292,402,531

Less Accumulated Depreciation and

Amortization of Electric Utility Plant (1,248,334,822)

Net Plant 2,044,067,708

B. NOTICES.

7. Notice of Intent. Pursuant to 807 KAR 5:001, Section 16(2), Kentucky Power

filed its Notice of Intent with the Commission on May 23, 2023. The Notice of Intent was filed
at least thirty days prior to the filing of this Application. A copy of the Notice of Intent was
transmitted by e-mail to the Attorney General’s Office of Rate Intervention in a portable

document format (rateintervention@ky.gov). A copy of the notice of intent is provided as

Section II, Exhibit H of this Application.

8. Customer Notices: The required customer notice was and is being given in

compliance with 807 KAR 5:001, Section 17 as follows:

(a) The customer notice required by 807 KAR 5:001, Section 17(2) and 807
KAR 5:011, Section 8(2), as modified by the Commission’s June 2, 2023 order in these
proceedings, will be published once a week for three consecutive weeks in a prominent manner

in newspapers of general circulation in Kentucky Power’s service area, with the exception of two
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newspapers as detailed herein (the “Abbreviated Customer Notice”).* The Abbreviated
Customer Notice was first published beginning the week of June 19, 2023. Kentucky Power
Company on June 26, 2023 filed a request for deviation with respect to the publication of the
third weekly notices in The Elliott County News and The Licking Valley Courier. Both papers
will not publish the week of July 3, 2023. The Company is therefore requesting to publish the
third weekly notice in those papers approximately one week later than they otherwise would
have run. An affidavit verifying the contents of the published Abbreviated Customer Notice, that
the notice was published, and the dates of publication will be filed in accordance with 807 KAR
5:001, Section 17(3)(b) and 807 KAR 5:011, Section 8(3)(b) within 45 days of the date this
Application is submitted to the Commission;

(b) The Company also is making available on request the full-length customer
notice required by 807 KAR 5:001, Section 17 and 807 KAR 5:011, Section 8(2) (“Full-Length
Customer Notice”). The forms of the customer notice required by 807 KAR 5:001, Section
17(2)(b)(3) and 807 KAR 5:011, Section 8(4), as modified by the Commission’s June 2, 2023
order in these proceedings, are provided in Section II, Exhibit F of this Application;

(©) The public postings of the Full-Length Customer Notice required by 807
KAR 5:001, Section 17(1)(a) and 807 KAR 5:011, Section 8(1)(a) were posted on or before June
29, 2023 at the following locations;

(1) Ashland Corporate Office, 1645 Winchester Avenue, Ashland,
Kentuckys;

(i1) Cannonsburg (Ashland) Service Center, 12333 Kevin Avenue,
Ashland, Kentucky;

(i11)  Hazard Service Center, 1400 E. Main Street, Hazard, Kentucky;

4 By Order dated June 2, 2023 in this proceeding, the Commission granted Kentucky Power’s Application to provide
abbreviated newspaper notice of the Company’s Application for a rate adjustment in satisfaction of the requirements
of 807 KAR 5:001, Section 17(2).



(iv)  Pikeville Service Center, 3249 N. Mayo Trail, Pikeville,
Kentucky;

(V) Paintsville Service Center, 416 Teays Branch Road, Paintsville,
Kentucky; and

(vi)  Whitesburg Service Center, 117 Madison Street, Suite A,
Whitesburg, Kentucky.

The Company also is providing a copy of the Application for public inspection during regular
business hours at each of the above locations. The public postings of the Full-Length Customer
Notice and copies of the Application will remain available for public inspection in conformity
with the requirements of 807 KAR 5:001, Section 17(1)(c) and 807 KAR 5:011, Section 8(1)(c)
until the Commission enters a final decision in this matter; and

(d) By posting on its website (www.kentuckypower.com) within five business

days of filing this Application the information and hyperlink required by 807 KAR 5:001,
Section 17(1)(b) and 807 KAR 5:011, Section 8(1)(b). This information will remain available
for public access and inspection in conformity with the requirements of 807 KAR 5:001, Section
17(1)(c) and 807 KAR 5:011, Section 8(1)(c) on Kentucky Power’s website until the
Commission enters a final decision in this matter.

9. Notices to the Company: Pursuant to KRS 278.380, Kentucky Power waives its

right for purposes of this proceeding to receive service of the orders of the Commission by mail.
The Company requests that electronic copies of all orders, pleadings, and other filings relating to
this proceeding be directed to the following in accordance with its May 12, 2023 Notice of

Election to Use Electronic Filing Procedures:

(a) Kentucky Power Company
kentucky regulatory services@aep.com
cmblend@aep.com
hgarcial @aep.com
tswolffram@aep.com
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(b) Stites & Harbison PLLC
kglass(@stites.com

(c) K&L Gates LLP
ken.gish@klgates.com

C. THE PROPOSED GENERAL ADJUSTMENT IN EXISTING ELECTRIC RATES AND
CHARGES.
10. Historical Test Year: The Company’s Application for a general adjustment to its

existing rates is supported by a twelve-month historical test year period ending March 31, 2023,
with certain adjustments for known and measurable changes. 807 KAR 5:001,
Section 16(1)(a)(1).

11.  Reasons for the Adjusted Rates: The Company files this application, in part, in

conformity with the Commission’s January 13, 2021 Order in Case No. 2020-00174, directing
the Company to file a general base rate adjustment application for rates effective January 1,
2024.° In addition, the Company files this application because Kentucky Power’s current rates
are not fair, just, and reasonable; do not permit the Company to operate successfully, to maintain
its financial integrity, to attract capital, or to compensate its investors for the risks assumed; and
do not provide the financial resources required to permit Kentucky Power to continue to provide
adequate, efficient, and reasonable service throughout its service territory. More specifically, but
without limitation, the proposed rates and tariff changes are required:

(a) To recover the annual test-year revenue shortfall resulting from increases
in expense and other items.

5 Order at 32, In The Matter Of: Electronic Application Of Kentucky Power Company For (1) A General Adjustment
Of Its Rates For Electric Service, (2) Approval Of Tariffs And Riders; (3) Approval Of Accounting Practices To
Establish Regulatory Assets And Liabilities; (4) Approval Of A Certificate Of Public Convenience And Necessity,
And (5) All Other Required Approvals And Relief, Case No. 2020-00174 (Ky. P.S.C. January 13, 2021).
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(b) To recover annual revenue lost as a result of the decline in the Company’s
load since March 31, 2020 (the test year used to establish Kentucky Power’s
current rates).

(c) To provide an annual return on the Company’s incremental rate base.

(d) To recover increased annual state and federal income tax expenses
resulting from the synchronization of the Company’s capital cost and structure in
the Application with the test period state and federal income tax expense.

(e) To recover net Federal Energy Regulatory Commission PJM Load-
Serving Entity Open Access Transmission Tariff (“OATT”) expenses solely
through base rates.

® To recover reasonable and prudently incurred adjusted test year fuel and
purchase power costs excluded from recovery through the Company’s current fuel
adjustment clause and not included in the Company’s current base rates.

(2) To recover the costs of planned distribution reliability investments through
the proposed Distribution Reliability Rider.

(h) To recover in full the reasonable expenses Kentucky Power incurs to
provide adequate, efficient, and reasonable service to its customers.

(1) To maintain the success of the Kentucky Economic Development
Surcharge and Home Energy Assistance Program by continuing the Kentucky
Economic Development Surcharge, with an equal Company match, and the Home
Energy Assistance Program charge, with an equal Company match at their current
levels.

12. In recognition of the circumstances in the Company’s service territory, and which
the Company’s customers are facing, the Company is proposing the following measures to
reduce and offset customer rate impacts:

(a) The Company proposes to finance through securitized bonds certain
deferred costs pursuant to KRS 278.670, et seq., which will allow the Company to
spread those costs over a longer period of time to reduce immediate bill impacts
that would have been otherwise incurred without securitization;

(b) Kentucky Power conditionally proposes to suspend collection of the
Decommissioning Rider and the Rockport Deferral (collected through Tariff
Purchase Power Adjustment) upon implementation of base rates approved in this
case. This proposal is conditioned upon Commission approval of the Company’s
request to securitize the Decommissioning Rider and Rockport Deferral



Regulatory Assets, Commission authorization for the Company to continue to
accrue carrying charges at the Company’s weighted average cost of capital
proposed in this case until the securitized bonds are issued, and the securitized
bonds being issued;

(©) Kentucky Power is postponing updating its depreciation expense as a
result of regulatory commission decisions regarding its interest in the Mitchell
Generating Station. Preliminary depreciation analysis reflected that updating
depreciation rates in this proceeding would have resulted in an approximately $69
million annual increase in Mitchell depreciation expense for the next five years;

(d) The Company proposes to reduce the level of total distribution major and
non-major storm project expense in the test year from $7.3 million to
approximately $1.0 million, and maintain the actual test year level of transmission
major and non-major storm project expense of $0.1 million, rather than propose
an increase to expense to reflect the three-year average of actual expenses
(excluding February 2021 Ice Storm and July 2022 Flood expenses), which would
have equaled approximately $9.4 million; and

(e) Kentucky Power is proposing a return on equity that is 70 basis points
lower than, and below the recommended reasonable range of, the return on equity
supported by Company Witness McKenzie.

13. The proposed rates and charges, even in the absence of the proposed rate impact

reduction and offset measures, are fair, just, and reasonable as required by KRS 278.030(1).

14.  Proposed Tariffs: The proposed tariffs in a form that complies with 807 KAR

5:011, with an effective date for service rendered on or after January 1, 2024.° are filed as
Section II, Exhibit D to this Application. 807 KAR 5:001, Section 16(1)(b)(3).

15.  Proposed Tariff Changes: The Company’s proposed tariff changes, identified in

compliance with 807 KAR 5:011, are filed as Section II, Exhibit E to this Application. 807 KAR
5:001, Section 16(1)(b)(4)(a). Kentucky Power also is providing a redlined version of its

proposed tariffs that indicates text changes in compliance with 807 KAR 5:001, Section

¢ Kentucky Power files this Application and provides this notice with the expectation the Commission subsequently
will suspend pursuant to KRS 278.190 the proposed rates for investigation. Kentucky Power requests that the
Commission conduct its investigation during this suspension period and enter its Order granting the relief requested
in conformity with the statutory requirements of KRS 278.190, and enter an order for rates effective January 1, 2024
consistent with the Commission’s January 13,2021 Order in Case No. 2020-00174.
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16(1)(b)(4)(b), but not formatting changes, as Exhibit LMK-7 to the Direct Testimony of
Lerah M. Kahn.

16. Effect of Proposed Adjustments: As shown on Line 1 of the Summary tab of

Section V of the Application, Kentucky Power’s test year retail sales revenues total
$694,002,526. The base rates proposed by Kentucky Power are designed to produce an
additional $93,935,727 in annual retail revenues, or an increase of approximately 13.6% above
the test year retail sales revenues total of $694,002,526 shown on Line 1 of the Summary tab of
Section V of the Application. (See line 2 of the Summary tab of Section V of the Application).
807 KAR 5:001, Section 16(4)(d).

(a) The effect of the increase on average or typical electric bills is presented
in Section II, Exhibit I. 807 KAR 5:001, Section 16(4)(e).

(b) The analysis showing revenues from present and proposed rates for each
customer classification is presented in Section II, Exhibits J and K. 807 KAR 5:001, Section

16(4)(g)-

17. New and Modified Programs, Policies, and Tariffs. In connection with this

Application, the Company is proposing to implement, without limitation, certain new programs,
policies, and tariffs, and to modify existing policies, programs and tariffs by:

(a) Creating a new Securitization Financing Rider to recover the costs
associated with issuing securitized bonds in the total approximate amount of $446.7 million to
finance regulatory assets totaling approximately $471.2 million pursuant to KRS 278.670 et seq.,
which will allow the Company to spread those costs over a longer period of time to reduce
immediate bill impacts that would have been otherwise incurred without securitization;

(b) Creating a new Distribution Reliability Rider to recover the capital and
incremental operation and maintenance expenses associated with projects to improve the
reliability and resiliency of the Company’s distribution system, including the projects to expand
the Company’s existing trees outside the right-of-way expansion work and additional
incremental distribution investments targeted at improving reliability to customers served via
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radial distribution lines proposed in this case; and to perform over/under accounting in
connection with that tariff;

(©) Proposing a voluntary seasonal residential service tariff option, which will
enable residential customers to reduce impacts associated with higher usage in the winter as a
result of electric heating and provide greater electric heating cost predictability and stability;

(d) Proposing a financial hedging plan to mitigate the volatility of its PIM
market energy purchases, which will provide customers with more fuel cost certainty and
stability, and amending Tariff Fuel Adjustment Clause to provide for recovery of the Company’s
proposed financial hedging plan through that tariff;

(e) Proposing a new distributed solar garden program, which will provide
significant benefits to customers, generate jobs and property taxes, and provide an approximately
$66 annual energy credit to low-income customers;

® Proposing to continue the current level of Kentucky Power Economic
Growth Grants grant funding through the Kentucky Economic Development Surcharge Tariff to
continue to support economic development and expansion in the Company’s service territory;

(2) Proposing to increase its Residential Energy Assistance surcharge and
Company match from $0.30 per month to $0.40 per month to support approximately 1,000
additional customers through its existing energy assistance program offerings;

(h) Proposing to discontinue cost-tracking of PJM Load Serving Entity Open
Access Transmission Tariff costs through Tariff Purchase Power Adjustment at this time, and to
instead collect those costs through base rates;

(1) Amending and renaming the Federal Tax Cut tariff to reflect the ending of
the rate credits associated with returning the unprotected accumulated deferred income taxes
owed to customers as a result of the 2018 Tax Cuts and Jobs Act, to reflect the collection of
accumulated deferred federal income taxes and corporate alternative minimum tax through that
tariff, and to perform over/under accounting in connection with that tariff;

) Amending Tariff Purchase Power Adjustment to reflect the proposed
discontinuance of cost-tracking of PJM Load Serving Entity Open Access Transmission Tariff
costs at this time, and to reflect the expiration of the Rockport Unit Power Agreement through
that tariff;

(k) Amending Tariff Environmental Surcharge to reflect the expiration of the
Rockport Unit Power Agreement, and to reflect the proposed updated return on equity for that
surcharge;

Q) Closing the Non-Utility Generator tariff to new participants and removing
provisions for Commissioning Power Service and Startup Power Service; and
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(m)  Limited updating and revising of the Company’s terms and conditions of
service, including providing customers with additional time to pay their bills by extending the
deadline for customer bill payment from 15 to 21 days; and

(n) Implementing non-substantive global formatting and reorganization

changes to the entire tariff book.

D. COMPLIANCE WITH STATUTORY AND REGULATORY REQUIREMENTS FOR
GENERAL RATE ADJUSTMENTS.

The Company provides the following information in further response to the requirements
imposed by KRS 278.180, KRS 278.190, KRS 278.2203, KRS 278.2205, 807 KAR 5:001,
Section 12, 807 KAR 5:001, Section 16, and 807 KAR 5:011:

18. A financial exhibit in the form prescribed by 807 KAR 5:001, Section 12 is filed
in Section IV to this Application.

19. A description and quantification of all proposed adjustments, with proper support
for any proposed changes as prescribed by 807 KAR 5:001 Section 16(6)(a), is provided in
Section V to this Application.

20. The prepared testimony and exhibits of the following witnesses in support of this

Application are provided in Section III to this Application:

WITNESS TOPICS

Company Organizational Structure and Service Territory;

The Company’s Support of Customers, Eastern Kentuckys;
Current Challenges and the Need for this Case;

Overview of Major Proposals and Measures to Reduce and Offset
Customer Rate Impacts; and

Identification and Introduction of the Company’s Witnesses

Cynthia G. Wiseman
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WITNESS

TOPICS

Brian K. West

Proposed Revenue Requirement;

Proposed Recovery of Winter Storm Elliott Purchase Power Costs;
Distribution Reliability Rider Proposal;

Prudency of the Company’s Distribution Investment;

Overview of Request for Securitization Financing Order;

Total Estimated Amount to be Securitized;

Discontinuing PJM LSE OATT Cost Tracking; and

Amortization of Certain Other Deferrals

Steven Fetter

The Regulatory Compact and Need for Constructive Utility
Regulation to Support Utility Credit Quality

Stevi Cobern

Kentucky Power’s Focus on Customer Care;

Proposal to Increase Residential Energy Assistance Surcharge to
Increase Benefit Availability; and

Proposal to Extend Customer Bill Payment Deadline

Amanda Clark

Kentucky Power’s Investment in Economic Development and
Kentucky Power Economic Growth Grant Program Continuation

Everett G. Phillips

Overview of Kentucky Power Distribution Programs;

Annual Distribution O&M Expenses and Capital Investment;
Vegetation Management Plan Funding;

Kentucky Power’s Smart Grid Investments; and

Overview of Investments to be Recovered through the Proposed
Distribution Reliability Rider

Stephen D. Blankenship

Prudency of Major Storm Costs Sought to be Securitized

Timothy C. Kerns

Overview of Kentucky Power Generation Assets;

Description of Retired Generation Assets Comprising
Decommissioning Rider Regulatory Asset;

Generation Capital Investments Since Last Case; Test Year
Generation O&M Expenses; and

Operation of Kentucky Power Generation Assets During Winter
Storm Elliott

Alex E. Vaughan

Prudency of Purchased Power Costs Above Peaking Unit
Equivalent, Including Winter Storm Elliott Costs;
Financial Power Hedging Proposal; and

Distributed Solar (Solar Garden) Proposal

Adrien M. McKenzie

Calculation Of A Fair, Just, and Reasonable ROE Range

Franz D. Messner

Kentucky Power’s Proposed Capital Structure;

Cost of Capital For Ratemaking Purposes;
Securitization Customer Benefits NPV Analysis;
Proposed Securitized Bond Recovery Period; and
Estimated Upfront and Ongoing Securitization Costs
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WITNESS

TOPICS

Katrina T. Niehaus

Securitization Background;

Proposed Securitization Transaction;

Securitization Execution Process; and

Key Elements of Financing Order and Transaction Documents

Michael M. Spaeth

Overview of the Relation Between the Company’s Base Rates and
its Surcharges and Riders;

Rate Design;

Certain Tariff Changes;

Securitization Financing Rider;

Estimated Amount of Securitized Surcharge;

Semi-Annual Securitization Financing Rider True-Up; and
Proposed Future Reconciliation Process

Katharine I. Walsh

Jurisdictional Cost-of-Service Study; and
Calculation of Return on ADIT for Securitization Customer
Benefits NPV Analysis

Jaclyn N. Cost

Class Cost-of-Service Study; and
Allocation Of Requested Increase To Customer Classes

Heather M. Whitney

Certain Revenue And Operating Expense Adjustments;
Requests for Deferral Accounting Authority Related to Certain
Riders; and

Certain Capitalization And Rate Base Adjustments

Linda M. Schlessman

Calculation Of Gross Revenue Conversion Factor;
Jurisdictional State and Federal Income Taxes;

Cost of Removal;

Net Operating Loss Carryforward Normalization;
Tax Effects Of Certain Ratemaking Adjustments; and
Corporate Alternative Minimum Tax

Lerah M. Kahn

Environmental Surcharge Base Revenue Requirement;
Certain Revenue and Operating Expense Adjustments; and
Proposed Changes to Certain Tariffs

Scott E. Bishop

Certain Revenue and Operating Expense Adjustments

Andrew R. Carlin

Employee Compensation Strategy

Kamran Ali

Transmission Planning;
Kentucky Power Transmission Investment; and
Reasonableness of PIM LSE Costs

Joshua D. Burkholder

Overview of Kentucky Power’s PJM Membership and Participation|
in the AEP Transmission Agreement;

Kentucky Power’s Transmission Expense and Revenues; and
Compliance with Transmission Cost-Related Provisions of the
Commission’s Order in 2020-00174

Katherine Steward

Zero-Intercept Study

Michael Adams

Lead/Lag Study
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807 KAR 5:001, Section 16(4)(b).

21. The Company’s Cost Allocation Manual is provided in Section II, Exhibit A to
the Application. KRS 278.2203; KRS 278.2205.

22. A copy of the statutory notice is provided as EXHIBIT 1 to this Application. KRS
278.180.

23. The remaining required information provided in support of this Application, and
in compliance with the provisions of Chapter 278 of the Kentucky Revised Statutes and the
Commission’s regulations is provided, or its location in the Application identified, in the Filing

Requirements sheets provided in Section II to the Application.

24. The Company also provides as EXHIBIT 2 to this Application its rate case filing

requirements summary demonstrating that it has complied with the filing requirements.

Application for Approval of Accounting Treatment to Establish
Regulatory Assets and Liabilities

25. The Company incorporates paragraphs 1 through 24 of this Application as if fully
restated herein.

26.  Kentucky Power’s application for a general adjustment of its rates provides for
the creation of its Distribution Reliability Rider (“Rider D.R.R.”) to recover the costs of projects
that will improve the reliability and resiliency of the distribution grid.

27.  For Rider D.R.R. projects, the Company will institute appropriate accounting and
cost recording processes to accumulate Rider D.R.R. revenues and related Rider D.R.R. project
costs. As discussed further in the testimony of Company witnesses provided in Section III to this
Application, to avoid any over-recovery or under-recovery as a result of the timing difference
between costs incurred for Rider D.R.R. projects and Rider D.R.R. revenues, the Company
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proposes to calculate and record (i.e., defer) the cumulative monthly or other periodic difference
between Rider D.R.R. revenues and actual incurred Rider D.R.R. project costs eligible for
recovery as a regulatory asset or regulatory liability. Any resulting over- or under-recovery
would be subject to annual reconciliation.

28.  Kentucky Power’s application for a general adjustment of its rates also provides
for recovery through Tariff Federal Tax Credit (proposed to be renamed to “Federal Tax
Change”) (“Tariff F.T.C.”) amounts associated with federal taxes assessed to the Company.

29.  For Tariff F.T.C., the Company will institute appropriate accounting and cost
recording processes to accumulate Tarifft F.T.C. revenues/(refunds) and Tariff F.T.C.
costs/(benefits). As discussed further in the testimony of Company witnesses provided in
Section III to this Application, to avoid any over-recovery or under-recovery as a result of the
timing difference between eligible tax costs/(benefits) incurred and Tariff F.T.C.
revenues/(refunds), the Company proposes to calculate and record (i.e., defer) the cumulative
monthly or other periodic difference between Tariff F.T.C. revenues and actual eligible tax
costs/(benefits) incurred, as a regulatory asset or regulatory liability. Any resulting over- or
under-recovery would be subject to annual reconciliation.

30. Financial Accounting Standards Board Accounting Standards Codification
(“FASB Codification” or “ASC”) 980-340-25-1 requires utility management to defer and
capitalize a current cost (as a regulatory asset) when in management’s judgment the cost is
probable of recovery. ASC 980-405-25-1 requires deferral accounting based on the existence of
a regulatory liability when a true-up to actual costs results in an over-recovery and probable
refund to customers in a future ratemaking proceeding. The FASB ASC Master Glossary defines

“probable” as “the future event or events are likely to occur.” Evidence of probable recovery
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includes orders from the regulator specifically authorizing deferral of the current cost or current
obligation for later review and recovery or refund through rates.

31. The requested order authorizing over/under accounting treatment for annual
review and reconciliation through rates would permit Kentucky Power to establish the regulatory

assets or liabilities, as the case may be, for Rider D.R.R. and Tariff F.T.C.

Application for Securitization Financing Order
Pursuant to KRS 278.670, et seq.

32. The Company incorporates paragraphs 1 through 31 of this Application as if fully
restated herein.

33. The Company hereby applies to the Commission for a financing order to finance
extraordinary and other deferred costs from previous events for regulatory assets that total
approximately $471.2 million. KRS 278.672(1).

34. The Company seeks to securitize the regulatory assets described in the table
below. Each of these regulatory assets will exist on Kentucky Power’s books on June 30, 2023.
Their respective expected values as of June 30, 2023 also are provided in the table below. KRS

278.672(1); KRS 278.672(2)(a); KRS 278.672(2)(b).
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Expected Balance
Line FERC as of
Mo. | Regulatory Asset Description Case Mo. Subaccount(s) | June 30, 2023
1 1823376
2
— Please Refer 1823378
3 . .. . o 1823379
| Decommissioning Rider Regulatory Asset to Application 1823380 S 289,193,517
— Exhibit 4
5 1823517
-] 1823518
7 |lanuary 2020 Wind Storm 5 646,479
8 |April 2020 Thunderstorm 2020-00368 5 474 856
9 |April 2020 Wind Storm 5 9,843,159
10 |December 2020 Snow Storm 2021-00135 1823620 5 1,043,892
11 | 2020 Storm Incremental O&M 5 12,008,426
12 |Less: &Amount in Base Rates 5 {1,498 582)
13 | 2020 Storm Expense Deferral Regulatory Asset S 10,509,844
14 |February 2021 Ice and Snow Storms 2021-00129 5 46,199,297
15 |February 2021 Major Flood 2021-00:402 5 B26,495
16 |2021 Storm Incremental O&M 1823623 5 47,025,792
17 |Less: Amount in Base Rates 5 (1,028 783)
18 |2021 Storm Expense Deferral Regulatory Asset S 45,996,003
18 |) 2022 Th i 3,401,582
une ] unlflerstl:nrm and Wind Starm 2023-00293 5
20 [July 2022 Historic Flood 5 11,449,177
21 (2022 Storm Incremental O&M 1823698 5 14 850,759
22 |Less: Amount in Base Rates 5 (1,012,476)
23 | 2022 Storm Expense Deferral Regulatory Asset 5 13,838,283
24 |March 2023 Wind Storm (March 3, 2023) 5 3,285,455
25 |March 2023 Wind Storm (March 25, 2023) 5 1,028,326
26 |April 2023 Wind Storm 5 5,643,197
27 2023 Storm Incremental O&M - Estimate 2023-00137 1823722 5 4 956,978
28 |Less: Amount in Baze Rates 5 (1,012,476)
29 |2023 Storm Expense Deferral Regulatory Asset - Estimate 5 8,954,502
2017-00179
1823430
30 |Rockport Deferral Regulatory Asset 2020-00174 1873431 5 52,253,087
2022-00283
. 2017-00179
31 Tariff P.P.A. Under-Recovery Regulatory Asset 2030-00174 1823557 $ 50.453.564
{Under-Recovered Since lanuary 2020) e
2022-00416
32 |T-nta| Regulatory Assets Requested for Securitization 5 471,198,800

35.  The Decommissioning Rider Regulatory Asset is comprised entirely of retired
generation costs. Each of the storm regulatory assets are comprised entirely of extraordinary

storm costs. Each of the Rockport Deferral Regulatory Asset and the Tariff P.P.A. Under-
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Recovery Regulatory Asset are comprised entirely of other deferred costs that are not ongoing
utility investments or operating costs. KRS 278.672(1). Because June 2023 Tariff
Decommissioning Rider (“Tariff D.R.”) and Tariff Purchase Power Adjustment (“Tariff P.P.A.”)
revenues and expenses are not known at the time of this filing, expected amounts reported in the
table above for the Decommissioning Rider Regulatory Asset and Tariff P.P.A. Under-Recovery
Regulatory Asset represent May 2023 actual balances. The expected amount reported in the
table above for the 2023 Storm Expense Deferral Regulatory Asset represents the estimated
regulatory asset balance, as provided to the Commission in Case No. 2023-00137.7 The
Company will file its actual costs associated with the March and April 2023 storms on or before
September 30, 2023 in Case No. 2023-00137.

36. The Decommissioning Rider Regulatory Asset totals approximately
$289,000,000. Thus, more than fifty percent of the deferred costs that the Company seeks to
securitize in this proceeding are retired generation costs. Company Witness Kerns further
describes the Big Sandy Unit 2 retirement costs and Big Sandy Unit 1 coal-related retirement
costs comprising that regulatory asset. KRS 278.672(2)(a)(1).

37. Copies of the previous Commission orders related to the deferral of the costs
comprising the Decommissioning Rider Regulatory Asset are presented in EXHIBIT 4 to this
Application. KRS 278.672(2)(a)(2).

38. The Commission has authorized the Company to amortize and recover the
Decommissioning Rider Regulatory Asset through Tariff D.R. The Commission has authorized

the Company to amortize and recover the Rockport Deferral Regulatory Asset through Tariff

7 In The Matter Of: Electronic Application Of Kentucky Power Company For An Order Approving Accounting
Practices To Establish A Regulatory Asset Related To The Extraordinary Expenses Incurred By Kentucky Power
Company In Connection With The March 3, 2023, March 25, 2023, And April 1, 2023 Major Event Storms, Case
No. 2023-00137.
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P.P.A. The Commission has authorized the Company to recover the Tariff P.P.A. Under-
Recovery Regulatory Asset through the over/under accounting mechanism in Tariff P.P.A.3

39. The costs incurred that comprise each of the above storm regulatory assets were
reasonably and prudently incurred. Company Witness Blankenship supports the reasonableness
of the costs comprising each storm regulatory asset and the recovery of these costs from
customers. KRS 278.676(1)(a).

40. The Company seeks to finance through securitized bonds all of the deferred costs
comprising each of the regulatory assets, net of any applicable return on accumulated deferred
income tax (“ADIT”) as described in further detail by Company Witness Walsh, listed in the
table above. KRS 278.672(2)(c).

41. The estimated financing costs related to the securitized bonds are $6.3 million for
upfront costs and an estimated $973 thousand of ongoing costs. KRS 278.672(2)(d). Company
Witness Messner describes these financing costs in greater detail.

42.  The estimated net amount to be securitized is $446.7 million. KRS 278.676(1)(a).

43. The estimated securitized surcharge necessary to recover the securitized costs and
financing costs will be allocated to Residential and All Other Non-Residential Customers based
on total retail revenue and assessed to both customer groups as a percentage of retail revenue at
the following rates:

Residential SFR Factor: 5.8233%
All Other SFR Factor: 11.440%
The expected period for recovery of the costs is 20 years. KRS 278.672(2)(e). Company

Witness Spaeth discusses the calculation of the securitized surcharge in greater detail.

8 See Tariff D.R. (Tariff Sheet No. 38-1 through 38-2); Tariff P.P.A. (Tariff Sheet No. 35-1 through 35-3).
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44. The Company performed a comparison between the net present value (“NPV”) of
the costs to ratepayers that are estimated to result from the issuance of securitized bonds and the
cost that would result from an alternative means of providing for the full recovery of and return
on those securitized costs from customers, using the weighted average cost of capital proposed
by the Company in this case. That NPV analysis demonstrates that, based on current market
conditions, the issuance of securitized bonds and the imposition of securitized surcharges are
expected to provide a quantifiable NPV net benefit to customers of approximately $74 million,
compared to the cost that would result from an alternative means of providing for the full
recovery of and return on those securitized costs from customers using the Company’s proposed
weighted average cost of capital. This amount is an estimate based on current market conditions
and reasonable assumptions regarding tenor, coupon, upfront, and ongoing bond costs and may
change between now and the date of the securitized bonds’ issuance. Company Witness Messner
provides additional detail regarding the NPV calculation. Company Witness Walsh provides
additional detail on the calculation of the return on ADIT used to develop the NPV calculation.
KRS 278.672(2)(f).

45. The Company is proposing the Securitization Financing Rider to recover the
securitized costs detailed herein. The Securitization Financing Rider’s monthly cost would
appear as a separate line item on customers’ bills (the securitized surcharge). The Company’s
proposed Securitization Financing Rider is supported by Company Witness Spaeth.

46. The Company also is proposing a future ratemaking process to reconcile any
differences between securitized costs financed by securitized bonds and the final securitized
costs incurred by the Company. KRS 278.672(2)(g). Company Witness Spaeth describes this

process.
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47.  In addition, the Company will propose semi-annual adjustments to the securitized
surcharge that customers are required to pay pursuant to the financing order. This is necessary to
correct for any over- or under-collection of the surcharge and ensure the timely payment of
principal, interest, and ongoing financing costs. The Company proposes to make a semi-annual
true-up filing no later than February 15 and August 15 of each year for rates effective with cycle

1 of the following April and October billing periods, as set forth in the Securitization Financing

Rider tariff sponsored by Company Witness Spaeth. KRS 278.676(1)(f).

48. The Company’s Application for a securitization financing order is supported by

testimony as follows. KRS 278.672(2)(h).

WITNESS

TOPICS

Brian K. West

Overview of Request for Securitization Financing Order;
and Total Estimated Amount to be Securitized;

Katrina T. Niehaus

Securitization Background;

Proposed Securitization Transaction;
Securitization Execution Process; and

Key Elements of Financing Order and Transaction
Documents

Timothy C. Kerns

Description of Retired Generation Assets Comprising
Decommissioning Rider Regulatory Asset

Stephen D. Blankenship

Prudency of Major Storm Costs Sought to be Securitized

Franz D. Messner

Securitization Customer Benefits NPV Analysis;
Proposed Securitized Bond Recovery Period; and
Estimated Upfront and Ongoing Securitization Costs

Michael M. Spaeth

Securitization Financing Rider;

Estimated Amount of Securitized Surcharge;

Semi-Annual Securitization Financing Rider True-Up; and
Proposed Future Reconciliation Process

Katharine 1. Walsh

Calculation of Return on ADIT for Securitization Customer
Benefits NPV Analysis

49. The approval of a securitization financing order, and the resulting estimated

securitized surcharge, is in the public interest and is fair, just, and reasonable because it would
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reduce rates for customers by financing these prudently incurred regulatory assets at a long-term
triple-A debt interest rate, and over a longer period of time than would be the case absent
securitization. Further, it also would give the Company access to capital that can be deployed
elsewhere over a comparable time horizon.

50. The Company has identified the location within the Application of the required
information in support of the Company’s request for a securitization financing order pursuant to
the provisions of KRS 278.670 et seq. in the securitization filing requirements summary
provided as EXHIBIT 3 to this Application.

51. The proposed Financing Order, discussed in further detail by Company Witness
Niehaus, is attached as EXHIBIT 5 to this Application.

52. The Company also provides as EXHIBIT 6 to this Application a glossary of
acronyms used throughout the Company’s Application and testimony.

WHEREFORE, Kentucky Power Company respectfully requests that the Public

Service Commission of Kentucky to enter an Order:

1. Approving the requested general adjustment of it rates for electric service;

2. Approving its revised and new tariff sheets submitted as Schedule II, Exhibit D to
this Application;

3. Granting accounting treatment authorizing Kentucky Power to defer and create a

regulatory asset or liability in connection with the creation of the Distribution Reliability Rider
and modification of the Federal Tax Cut Tariff;

4. Granting the Company’s request for a securitization financing order pursuant to
KRS 278.670 et seq.; and

5. Granting such further relief to which the Company may be entitled.
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Respectfully submitted,
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Katie M. Glass
STITES & HARBISON PLLC
421 West Main Street
P. O. Box 634
Frankfort, Kentucky 40602-0634
Telephone:  (502) 223-3477
Fax: (502) 560-5377
keglass@stites.com

Kenneth J. Gish, Jr. (KBA #93970)
K&L GATES LLP

300 South Tryon Street, Suite 1000
Charlotte, North Carolina 28202
Telephone:  (704) 331-7424
Fax: (704) 353-3124
ken.gish@klgates.com

COUNSEL FOR KENTUCKY POWER
COMPANY
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COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:

Electronic Application Of Kentucky Power Company
For (1) A General Adjustment Of Its Rates For
Electric Service; (2) Approval Of Tariffs And Riders;
(3) Approval Of Accounting Practices To Establish
Regulatory Assets And Liabilities; (4) A
Securitization Financing Order; And (5) All Other
Required Approvals And Relief

Case No. 2023-00159

N N N N N N N

STATUTORY NOTICE

Kentucky Power Company (“Kentucky Power” or the “Company”) informs the Public
Service Commission of Kentucky (“Commission”) that it is engaged in business as an electric
generation, distribution, and transmission utility. The Company principally provides retail electric
service to consumers located in all or part of 20 counties in eastern Kentucky. Kentucky Power
also furnishes electric service at wholesale to the City of Vanceburg and the City of Olive Hill.

Pursuant to KRS 278.180 and 807 KAR 5:011, Section 9, and all other applicable
provisions, Kentucky Power gives notice to the Commission that on June 29, 2023 it is filing with
the Commission: (i) its revised tariff sheets adjusting its base rates and implementing or modifying
riders and surcharges effective for service rendered on or after January 1, 2024;' and (ii) its
Application supporting the proposed new and adjusted base rates, riders, and surcharges. The

proposed effective date of the tariffs and rates proposed in the Company’s Application is greater

! Kentucky Power files this Application and provides this notice with the expectation the Commission subsequently
will suspend pursuant to KRS 278.190 the proposed rates for investigation. Kentucky Power requests that the
Commission conduct its investigation during this suspension period and enter its Order granting the relief requested
in conformity with the statutory requirements of KRS 278.190, and enter an order for rates effective January 1, 2024
consistent with the Commission’s January 13, 2021 Order in Case No. 2020-00174.



than thirty days from the date of filing. The revised and new tariff sheets, riders, and surcharges
are found in Exhibit D to the filing requirements filed in Section II of the Application.

Kentucky Power proposes to adjust its existing base rates, surcharges, riders, and tariffs by
substituting the proposed tariff sheets for the corresponding sheets of its existing tariffs as shown
in Exhibit E to the filing requirements filed in Section II of the Application.

Kentucky Power is giving notice to the public as required by 807 KAR 5:001, Section 17
and 807 KAR 5:011, Section 8, as modified by the Commission’s June 2, 2023 order in these
proceedings, by publishing notice once a week for three consecutive weeks in a prominent manner
in newspapers of general circulation in Kentucky Power’s service area, with the exception of two
newspapers as detailed herein (the “Abbreviated Customer Notice”).> The Abbreviated Customer
Notice was first published beginning the week of June 19, 2023. Kentucky Power Company on
June 26, 2023 filed a request for deviation with respect to the publication of the third weekly
notices in The Elliott County News and The Licking Valley Courier. Both papers will not publish
the week of July 3, 2023. The Company is therefore requesting to publish the third weekly notice
in those papers approximately one week later than they otherwise would have run.

Notice also is being given through the public posting of the full-length customer notice
required by 807 KAR 5:001, Section 17(1)(a) and 807 KAR 5:011, Section 8(1)(a) (“Full-Length
Customer Notice”) at each of the offices listed below. The Company also is providing a copy of
the Application for public inspection at Kentucky Power’s corporate offices and distribution
operations centers at the following locations:

(1) Ashland Corporate Office, 1645 Winchester Avenue, Ashland,
Kentucky;

2 By Order dated June 2, 2023 in this proceeding, the Commission granted Kentucky Power’s Application to provide
abbreviated newspaper notice of the Company’s Application for a rate adjustment in satisfaction of the requirements
of 807 KAR 5:001, Section 17(2).



(i1) Cannonsburg (Ashland) Service Center, 12333 Kevin Avenue,
Ashland, Kentucky;

(ii1))  Hazard Service Center, 1400 E. Main Street, Hazard, Kentucky;

(iv)  Pikeville Service Center, 3249 N. Mayo Trail, Pikeville,
Kentucky;

(v) Paintsville Service Center, 416 Teays Branch Road, Paintsville,
Kentucky; and

(vi)  Whitesburg Service Center, 117 Madison Street, Suite A,
Whitesburg, Kentucky.

The public postings of the Full-Length Customer Notice and copies of the Application will remain
available for public inspection during regular business hours in conformity with the requirements
of 807 KAR 5:001, Section 17(1)(c) and 807 KAR 5:011, Section 8(1)(c) until the Commission

enters a final decision in this matter. In addition, within five business days after June 29, 2023,

Kentucky Power will post on its website (www.kentuckypower.com) the information and
hyperlink required by 807 KAR 5:001, Section 17(1)(b) and 807 KAR 5:011, Section 8(1)(b). This
information will remain available on the Company’s website for public access and inspection in
conformity with the requirements of 807 KAR 5:001, Section 17(1)(c) and 807 KAR 5:011,
Section 8(1)(c) until the Commission enters a final decision in this matter.

A proof of compliance with the notice and posting requirements will be filed in accordance
with 807 KAR 5:001, Section 17(3) and 807 KAR 5:011, Section 8(3).

Additional information regarding the Company’s proposed new and adjusted base rates,

riders, and surcharges is contained in the Company’s Application filed this same date.


http://www.kentuckypower.com/

This 29" day of June, 2023.

Respectfully submitted,
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Katie M. Glass

STITES & HARBISON PLLC
421 West Main Street

P. O. Box 634

Frankfort, Kentucky 40602-0634
Telephone:  (502) 223-3477
Fax: (502) 560-5377
kglass@stites.com
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Kenneth J. Gish, Jr. (KBA #93970)
K&L GATES LLP

300 South Tryon Street, Suite 1000
Charlotte, North Carolina 28202
Telephone:  (704) 331-7424
Fax: (704) 353-3124
ken.gish@klgates.com

COUNSEL FOR KENTUCKY POWER
COMPANY
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Requirement

Description of Requirement

Location(s) in Filing

KRS 278.180

30 days' notice of proposed rates to Commission. (If no effective
date provided for proposed rates no advance notice required)

Application, Exhibit 1.

807 KAR 5:001

Section 14(1)

Full name, mailing address, and e-mail address of applicant.

Application q 1.

Section 14(1)

A reference to the particular provision of law requiring
Commission approval.

Application at introductory
paragraph.

Section 7(1) The application and 10 copies. Company is e-filing.

Section 4(3) Paper signed by submitting party or attorney. Application p. 24.

Section 4(3) Name, address, telephone number, fax number, and e-mail Application p. 24.
address of submitting party or attorney.

Section 4(10) Personal information must be redacted Complied.

Section 8(4)(b) Has submitting party optimized pdf document Complied.

Making all text pages searchable or OCR’d.
Bookmarks added to distinguish sections of the paper

Section 14(2)

If applicant is a corporation, the applicant shall identify in the
application the state in which it is incorporated and the date of its
incorporation, attest that it is currently in good standing in the
state in which it is incorporated, and, if it is not a Kentucky
corporation, state whether it is authorized to transact business in
Kentucky.

Application 9] 2, fn. 1; Section II
at Exhibit B.




Requirement

Description of Requirement

Location(s) in Filing

Section 14(3)

If applicant is a limited liability company, the applicant shall
identify in the application the state in which it is organized and
the date on which it was organized, attest that it is in good
standing in the state in which it is organized, and, if it is not a
Kentucky limited liability company, state whether it is authorized
to transact business in Kentucky.

N/A.

Section 14(4)

If applicant is a limited partnership, a certified copy of its limited
partnership agreement and all amendments, or a written statement
that its partnership agreement and all amendments have been filed
with the Commission in a prior proceeding and a reference to the
case number of that proceeding.

N/A.

Section 16(1)(b)

1. A statement of the reason the adjustment is required.

Application § 11;
Wiseman Test. p. 10-15.

2. A certified copy of a certificate of assumed name as required
by KRS 365.015 or a statement that such a certificate is not
necessary.

Application § 2; Section II,
Exhibit C.

3. New or revised tariff sheets, if applicable, in form complying
with 807 KAR 5:011 with an effective date not less than thirty
(30) days from the date the application is filed (or no effective
date).

Application 9 14; Section II,
Exhibit D.

4. New or revised tariff sheets, if applicable, shown by either
providing the present and proposed tariffs in comparative form on
the same sheet side by side or on facing sheets side by side, or
providing a copy of the present tariff indicating proposed
additions by italicized inserts or underscoring and striking over
proposed deletions.

Application 9 15; Section II,
Exhibit E; see also Section III,
Exhibit LMK-7 to the Kahn
Test.

5. A statement that notice has been given in compliance with
Section 17 of this administrative regulation, with a copy of the
notice.

Application § 8; Section I,
Exhibit F.




Requirement

Description of Requirement

Location(s) in Filing

6. If a water district proposes to increase any current rate for
service or implement a new rate for service, a statement from an
authorized official of the district indicating the date the proposed
rate increase or new rate was reported to the governing body of
the county in which the largest number of its customers resides
and the date it presented testimony, or is scheduled to present
testimony, to that governing body.

N/A.

Section 16(2)

If utility’s gross annual revenues exceed $5,000,000, was written
notice of intent to file a rate application filed at least thirty (30)
days, but not more than sixty (60) days, prior to application

Filed May 23, 2023; Section II,
Exhibit H; see also Section II,
Exhibit G at 9 2(a).

(a) Notice shall state whether the application will be supported by
historical or a fully forecasted test period.

Complied.

(b) Upon filing the notice of intent, an application may be made
to the commission for permission to use an abbreviated form of
newspaper notice of proposed rate increases provided the notice
includes a coupon that may be used to obtain a copy from the
applicant of the full schedule of increases or rate changes.

Filed May 23, 2023; Approved
by Order dated June 2, 2023;
Section II, Exhibit G at p. 2.

(c) Has a copy of the notice of intent been served upon the
Attorney General, either by electronic mail in a portable
document format or mail

Application ¥ 7; see also Section
I1, Exhibit G at 9 2(a).

Historical Test Period

Section 16(4)

(a) Complete description and quantified explanation for all
proposed adjustments with support for changes in price or activity
levels, and other factors affecting the adjustment.

Section V; and Section III,
Bishop Test.; Kahn Test.;
Phillips Test.; Schlessman Test.;
Walsh Test.; and Whitney Test.

(b) If utility has gross annual revenues exceeding $5,000,000,
written testimony of each witness who will support the
application.

Section I1I.




Requirement

Description of Requirement

Location(s) in Filing

(c) If the utility has gross annual revenues less than $5,000,000,
written testimony of each witness who will support application or
statement that utility does not plan to submit written testimony.

N/A.

(d) Estimate of effect that new rate(s) will have on revenues
including, at minimum, total revenues resulting from increase or
decrease and percentage of increase or decrease.

Application  16; West Test. p.
5; and Section V, Summary Tab.

(e) If electric, gas, sewage or water utility, the effect upon the
average bill for each customer classification to which change will

apply.

Section II, Exhibit I.

(f) If incumbent local exchange company, effect upon the average
bill for each customer class for change in basic local service.

N/A.

(g) Analysis of customers' bills in such detail that revenues from
present and proposed rates can be readily determined for each
customer class.

Section II, Exhibits J and K.

(h) Summary of determination of revenue requirements based on
return on net investment rate base, return on capitalization,
interest coverage, debt service coverage, or operating ratio, with
supporting schedules.

Section V, Schedules 1, 2, and 4.

(1) Reconciliation of rate base and capital used to determine
revenue requirements.

Section II, Exhibit L.

(j) Current chart of accounts if more detailed than the Uniform
System of Accounts.

Section II, Exhibit M.

(k) Independent auditor's annual opinion report, with any written
communication from auditor which indicates existence of
material weakness in internal controls.

Section II, Exhibit N.

(1) The most recent FERC or FCC audit reports.

Section II, Exhibit O.

(m) The most recent FERC Form 1 (electric), FERC Form 2
(gas), or PSC Form T (telephone).

Section II, Exhibit P.




Requirement

Description of Requirement

Location(s) in Filing

(n) Summary of latest depreciation study with schedules by major
plant accounts, except that telecommunications utilities adopting
PSC's average depreciation rates shall provide schedule
identifying current and test period depreciation rates used by
major plant accounts. If filed in another PSC case, refer to that
case's number.

West Test. p. 32; Section II,
Regulatory Filing Requirements,
p. 49.

(o) List of all commercial or in-house computer software,
programs, and models used to develop schedules and work papers
associated with the filing. Include each software, program, or
model; what each was used for; its supplier; brief description and
specifications for the computer hardware and the operating
system required to run the program.

Section II, Regulatory Filing
Requirements, p. 51.

(p) Prospectuses of most recent stock or bond offerings.

Section II, Exhibit Q.

(q) Annual report to shareholders, or members, and statistical
supplements covering the 2 most recent years from the
application filing date.

Section II, Exhibit R.

(r) Monthly managerial reports providing financial results for 12
months in test period.

Section II, Exhibit S.

(s) SEC's annual report (Form 10-K) for most recent 2 years, any
Form 8-Ks issued within past 2 years, and Form 10-Qs issued
during the past 6 quarters updated as current information becomes
available.

Section II, Exhibits R and T;
Section II, Regulatory Filing
Requirements, p. 58.




Requirement

Description of Requirement

Location(s) in Filing

(t) If utility had amounts charged or allocated to it by affiliate or
general or home office, or paid any monies to affiliate or general
or home office during test period or during previous 3 calendar
years, file:

1. Detailed description of method of calculation and amounts
allocated or charged to utility by affiliate or general or home
office for each charge allocation or payment;

2. Explanation of how allocator for the test period was
determined; and
3. All facts relied upon, including other regulatory approval,

to demonstrate that each amount charged, allocated or paid during
test period was reasonable;

Section II, Exhibit U; Section II
Regulatory Filing Requirements,
p. 59.

(u) If gas, electric, sewage or water utility, whose annual gross
revenues exceed $5,000,000, cost of service study based on
methodology generally accepted in industry and based on current
and reliable data from a single time period.

Cost Test., passim;

Exhibits JCN-1 & JCN-2;
Walsh Test., passim;
Section V, Schedule 4 and 5.

(v) Local exchange carriers with more than 50,000 access lines
shall file:

1. Jurisdictional separations study consistent with 47 C.F.R. Part
36 of the FCC's rules and regulations; and

2. Service specific cost studies supporting pricing of all services
that generate annual revenue greater than $1,000,000 except local
exchange access:

a. Based on current and reliable data from a single time
period; and

b. Using generally recognized fully allocated, embedded, or
incremental cost principles.

N/A.

Pro Forma Adjustments




Requirement

Description of Requirement

Location(s) in Filing

Section 16(5)

(a) Detailed income statement and balance sheet reflecting impact
of all proposed adjustments.

Section IV, pp. 3,4 and 7.

(b) Most recent capital construction budget containing at least
period of time as proposed for any pro forma adjustment for plant

Section II, Exhibit W; Section II
Regulatory Filing Requirements,

additions. p. 63.
(c) For each proposed pro forma adjustment reflecting plant N/A.
additions the following information:

1. Starting date of the construction of each major

component of plant;

2. Proposed in-service date; N/A.

3. Total estimated cost of construction at completion; N/A.

4. Amount contained in construction work in progress at end | N/A.
of test period;

5. A schedule containing complete description of actual N/A.
plant retirements and anticipated plant retirements related
to the pro forma plant additions including the actual or
anticipated date of retirement;

6. Original cost and the cost of removal and salvage for each | N/A.
component of plant to be retired during the period of the
proposed pro forma adjustment for plant additions;

7. Explanation of any differences in amounts contained in N/A.
the capital construction budget and amounts of capital
construction cost contained in the pro forma adjustment
period; and

8. Impact on depreciation expense of all proposed pro forma | N/A.

adjustments for plant additions and retirements;




Requirement Description of Requirement Location(s) in Filing
(d) The operating budget for each month of the period Section II, Exhibit X; Section II
encompassing the pro forma adjustments; and Regulatory Filing Requirements,
p. 65.
(e) Number of customers to be added to the test period — end level | Section II Regulatory Filing
of customers and the related revenue requirements impact for all | Requirements, p. 66.
pro forma adjustments with complete details and supporting work
papers.
Public Notice

Section 17(1)

(a) A utility shall post at its place of business a copy of the notice

no later than the date the application is submitted to the
commission.

Application § 8(c); Section II,
Exhibit G at q (2)(c).

(b) A utility that maintains a Web site shall, within five (5)

business days of the date the application is submitted to the
commission, post on its Web sites:

1. A copy of the public notice; and

2. A hyperlink to the location on the commission's Web site
where the case documents are available.

Application 9 8(d); Section I,
Exhibit G at 9 (2)(d).

(c) The information required in paragraphs (a) and (b) of this
subsection shall not be removed until the commaission issues a
final decision on the application.

Application 9 8(c) and (d);
Section II, Exhibit G at g (2)(c)
and (d).

Section 17(2)

(b) If a utility has more than twenty (20) customers and is not a
sewage utility, it shall provide notice by:

3. Publishing notice once a week for three (3) consecutive
weeks in a prominent manner in a newspaper of general
circulation in the utility's service area, the first publication to be
made no later than the date the application is submitted to the
commission.

Application 9 8(a) and (b);
Section II, Exhibit G at q (2)(b).

Section 17(4)

Each notice issued in accordance with this section shall contain:
(a) The proposed effective date and the date the proposed rates
are expected to be filed with the commission.

Section II, Exhibit F at pp. 2, 4.




Requirement

Description of Requirement

Location(s) in Filing

(b) The present and proposed rates for each customer class to
which the proposed rates will apply.

Section II, Exhibit F at pp. 2, 4-
28.

(c) Amount of change requested in dollar amounts and percentage
change for each customer classification to which change will

apply.

Section II, Exhibit F at pp. 2, 29.

(d) Electric, gas, and water utilities — the amount of the average
usage and the effect upon average bill for each customer class to
which change will apply.

Section II, Exhibit F at pp. 2, 30.

(e) A statement that a person may examine this application at the
offices of (utility name) located at (utility address);

Section II, Exhibit F at pp. 2, 31.

() A statement that a person may examine this application at the
commission's offices located at 211 Sower Boulevard, Frankfort,
Kentucky, Monday through Friday, 8:00 a.m. to 4:30 p.m., or
through the commission's Web site at http://psc.ky.gov;

Section II, Exhibit F at pp. 2, 31.

(g) A statement that comments regarding the application may be
submitted to the Public Service Commission through its Web site
or by mail to Public Service Commission, Post Office Box 615,
Frankfort, Kentucky 40602;

Section II, Exhibit F at p. 2, 31.

(h) A statement that the rates contained in this notice are the rates
proposed by (utility name) but that the Public Service
Commission may order rates to be charged that differ from the
proposed rates contained in this notice;

Section II, Exhibit F at p. 2, 31.

(1) A statement that a person may submit a timely written request
for intervention to the Public Service Commission, Post Office
Box 615, Frankfort, Kentucky 40602, establishing the grounds for
the request including the status and interest of the party; and

Section II, Exhibit F at p. 2, 31.

(j) A statement that if the commission does not receive a written
request for intervention within thirty (30) days of initial
publication or mailing of the notice, the commission may take
final action on the application.

Section II, Exhibit F at p. 2, 31.
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Requirement

Description of Requirement

Location(s) in Filing

KRS 278.672(1)

Application for financing order — eligibility of costs to be
securitized

Application 9] 33-35;
West Test. p. 25-26.

KRS 278.672(2)(a)(1)

Application contents — description of deferred costs and retired
electric generating facility

Application 9] 33-36;
West Test. p. 23-24;
Kerns Test. p. 8.

KRS 278.672(2)(a)(2)

Application contents — copy of Commission orders

Application Ex. 4.

KRS 278.672(2)(b) Application contents — dollar amount of deferred costs Application 9] 34;
West Test. p. 23-24.

KRS 278.672(2)(c) Application contents — statement concerning financing of all ora | Application ¥ 40;
portion of deferred costs using securitized bonds West Test. p. 23-24.

KRS 278.672(2)(d) Application contents — estimate of financing costs related to Application § 41;

securitized bonds

Messner Test. p. 10.

KRS 278.672(2)(¢)

Application contents — estimate of securitized surcharge and
recovery period

Application 4 43, 45;
Spaeth Test. p. 22;
West Test. at p. 27.

KRS 278.672(2)(f)

Application contents — net present value calculation

Application | 44;
Messner Test. p. 7-9;
Walsh Test. p. 19-20.

KRS 278.672(2)(g)

Application contents — proposed future ratemaking process for
reconciliation

Application 9 46;
Spaeth Test. p. 21;
West Test. p. 28-29.

KRS 278.672(2)(h)

Application contents — testimony supporting application

Application 9] 48;

West Test. p. 21-30;
Niehaus Test. passim;
Kerns Test. p. 8-9;
Blankenship Test. passim;
Messner Test. p. 7-11;
Spaeth Test. p. 20-22;
Walsh Test. p. 19-20.

KRS 278.672(3)

Application shall not be filed after December 31, 2024

Date of Application




Requirement

Description of Requirement

Location(s) in Filing

KRS 278.674(1)(b)(1)

The application is in the public interest

Application | 49;
West Test. p. 27-28.

KRS 278.674(1)(b)(2)

The estimated securitized surcharge is fair, just, and reasonable

West Test. p. 27-28;
Spaeth Test. p. 21-22.

KRS 278.676(1)(a)

Financing order — amount of securitized costs and finding that
recovery is fair, just, reasonable, and in the public interest

Application Ex. 5;
West Test. p. 26;
Messner Test. p. 9.

KRS 278.676(1)(b)

Financing order — description and estimate of the amount of
financing costs and recovery period

Application Ex. 5;
Messner Test. p. 9-10.

KRS 278.676(1)(c)

Financing order — proposed issuance and securitized surcharge
are fair, just, reasonable, in the public interest, and are expected to
provide quantifiable net present value benefits to customers

Application Ex. 5

KRS 278.676(1)(d)

Financing order — proposed structuring and pricing of securitized
bonds is expected to result in lowest securitized surcharges at the
time of pricing under the financing order’s terms

Application Ex. 5

KRS 278.676(1)(e)

Financing order — nonbypassability of securitized bonds

Application Ex. 5

KRS 278.676(1)()

Financing order — formula-based true-up mechanism

Application Ex. 5;
Spaeth Test. p. 21;
West Test. p. 28-29.

KRS 278.676(1)(g)

Financing order — requirements regarding creation and use of
securitized property

Application Ex. 5

KRS 278.676(1)(h)

Financing order — degree of flexibility afforded to utility in
establishing bond terms and conditions and bond issuances and
transfers

Application Ex. 5

KRS 278.676(1)(i)

Financing order — allocation of securitized surcharges among
retail classes

Application Ex. 5;
Spaeth Test. p. 22;
West Test. at p. 27.

KRS 278.676(1)(j)

Financing order — process for determining initial securitized
surcharge after approval but before securitized bond issuance

Application Ex. 5




Requirement

Description of Requirement

Location(s) in Filing

KRS 278.676(1)(k)

Financing order — method of tracing funds collected as securitized
surcharges and funds and identifiable cash proceeds of securitized

property

Application Ex. 5

KRS 278.676(1)(1)

Financing order — future ratemaking process to reconcile any
differences between the actual securitized costs financed

Application Ex. 5;
Spaeth Test. p. 21;
West Test. p. 28-29.

KRS 278.676(1)(m)

Financing order — procedure allowing utility to earn return at
WACC in rate proceedings on moneys advanced by the electric
utility to fund reserves, or capital accounts established under the
terms of any indenture, ancillary agreement, or other financing
documents pertaining to the securitized bonds

Application Ex. 5

KRS 278.676(1)(n)

Financing order — expected timeline for issuance of securitized
bonds

Application Ex. 5

KRS 278.676(1)(0)

Financing order — statement that ADIT used calculating retired
generation costs shall be excluded from rate base and not
reflected in future rate cases

Application Ex. 5
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COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:

APPLICATION OF KENTUCKY POWER
COMPANY FOR (1) A CERTIFICATE OF
PUBLIC CONVENIENCE AND NECESSITY
AUTHORIZING THE TRANSFER TO THE
COMPANY OF AN UNDIVIDED FIFTY
PERCENT INTEREST IN THE MITCHELL
GENERATING STATION AND ASSOCIATED
ASSETS; (2) APPROVAL OF THE
ASSUMPTION BY KENTUCKY POWER
COMPANY OF CERTAIN LIABILITIES IN
CONNECTION WITH THE TRANSFER OF THE
MITCHELL GENERATING STATION,; (3)
DECLARATORY RULINGS; (4) DEFERRAL OF
COSTS INCURRED IN CONNECTION WITH
THE COMPANY'S EFFORTS TO MEET
FEDERAL CLEAN AIR ACT AND RELATED
REQUIREMENTS; AND (5) ALL OTHER
REQUIRED APPROVALS AND RELIEF

CASE NO.
2012-00578

R i S L WL P N R R R

ORDER

On December 19, 2012, Kentucky Power Company ("Kentucky Power”) filed an
Application seeking a Certificate of Public Convenience and Necessity (“CPCN"),
pursuant to KRS 278.020, in connection with the proposed transfer of an undivided 50
percent interest in the Mitchell Generating Station (“Mitchell Station”) and related assets
currently owned by an affiliate, Ohio Power Company (“Ohio Power”). The 1,560-MW
Mitchell Station is located in Moundsville, West Virginia, and is comprised of two coal-
fired units. Kentucky Power also requests authorization pursuant to KRS 278.300 to
assume certain liabilities in connection with the transfer. Kentucky Power further seeks

authority to accumulate and defer for review and recovery in its next base rate case



approximately $28 million of costs associated with Kentucky Power’s efforts to meet the
Federal Clean Air Act and other environmental requirements with respect to Big Sandy
Unit 2.

The following parties were granted full intervention in this matter: (1) the
Attorney General of the Commonwealth of Kentucky, by and through his Office of Rate
Intervention (“AG"); (2) Kentucky Industrial Utility Customers, Inc. (“*KIUC"); and (3)
Alexander DeSha, Tom Vierheller, Beverly May, and the Sierra Club (collectively “Sierra
Club”). On January 25, 2013, the Commission issued an Order establishing a
procedural schedule for the processing of this matter. The procedural schedule
provided for two rounds of discovery on Kentucky Power, an opportunity to file
intervenor testimony, discovery on intervenor testimony, and an opportunity for
Kentucky Power to file rebuttal testimony.

The Commission conducted a public meeting for the purpose of taking public
comments on Kentucky Power's Application in Louisa, Kentucky, on May 14, 2013, and
in Hazard and Whitesburg, Kentucky, on May 15, 2013. A formal hearing was
scheduled to begin on May 29, 2013, at the Commission's offices in Frankfort,
Kentucky, but was continued until July 10, 2013, so that the record could be more fully
developed and to allow further discussion among the parties with respect to a possible
settlement.

On July 2, 2013, Kentucky Power filed a non-unanimous Stipulation and
Settlement Agreement (“Stipulation”) entered into by and among Kentucky Power,
KIUC, and Sierra Club. Kentucky Power also filed supplemental testimony in support

of the Stipulation, which set forth the terms of the Stipulation and an explanation of why
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the Stipulation should be approved as fair, just, and reasonable. The Stipulation also
contained, as exhibits, certain new and revised tariffs to implement the terms of the
Stipulation. The new proposed tariffs were the Asset Transfer Riders and the Purchase
Power Adjustment. The first is Tariff Asset Transfer Rider (“Tariff A.T.R.”), which
permits Kentucky Power to recover a portion of the non-fuel costs associated with the
Mitchell acquisition during the period between January 1, 2014, and the date the base
rates established in Kentucky Power's next base rate case become effective. The
second is Tariff Asset Transfer Rider-2, which would replace Tariff A.T.R. upon
Kentucky Power's next base rate case and allows Kentucky Power to recover its Big
Sandy Station retirement costs. If Big Sandy Unit 2 is retired or can no longer be
economically operated, the Purchase Power Adjustment would allow Kentucky Power to
recover any incremental power costs associated with forced outages of other Kentucky
Power generating units that are not otherwise recoverable through the fuel adjustment
clause. This provision is intended to protect Kentucky Power from any incremental
purchased power cost in the event Big Sandy Unit 2 is retired or can no longer be
economically operated. The provision benefits ratepayers by exerting downward
pressure on the company's capital costs which allows Kentucky Power to stay out
longer between base rate cases.

The Commission conducted a formal evidentiary hearing on this matter on July
10 through 12, 2013. Kentucky Power filed post-hearing responses on July 26, 2013.
The parties submitted post-hearing briefs on August 12 and 13, 2013. The matter is

now before the Commission for a decision.
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KENTUCKY POWER’S SCRUBBER STUDY

Beginning in 2004, Kentucky Power, in collaboration with AEP Service
Corporation (“AEPSC")," began an investigation into the measures necessary to allow
Big Sandy Unit 2 to continue to operate in compliance with the Federal Clean Air Act
and other environmental requirements. Among the environmental requirements
addressed in the investigation were the former Cross-State Air Pollution Rule, the Clean
Air Interstate Rule, the former Electric Generating Unit Maximum Achievable Control
Technology Rule, the Mercury and Air Toxics Standard (*"MATS") Rule, and the
requirements imposed by the 2007 New Source Review (“NSR") Consent Decree.?

As part of the investigation, Kentucky Power engaged an architect/engineer to
perform engineering, design, and feasibility studies in connection with the investigation.
The architect/engineer, with input from a team of AEPSC engineers and managers,
defined the scope of the project, prepared work plans, and developed a budgetary cost
estimate and schedule for implementation. Preliminary environmental permitting work
also began. Finally, because Kentucky Power was investigating the use of a wet flue
gas desulfurization unit (“WFGD"), a WFGD supplier was engaged to begin conceptual
engineering of a WFGD unit.®

In 2006, Kentucky Power stated that it suspended, but did not cancel, the
investigation into retrofitting Big Sandy Unit 2. According to Kentucky Power, the

suspension was driven by the conclusion that the WFGD was not the most economic

! AEPSC is a service company that provides management and professional services to American
Electric Power and its utility operating companies, including Kentucky Power.

2 Application, page 23, paragraph 65.

® Id., paragraph 66.
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means of addressing the environmental requirements for the continued operation of Big
Sandy Unit 2 due to the decreased projected price spread between low- and higher-
sulfur coals. At the time of suspension, the investigation and related expenditures for
which deferral is sought in this proceeding totaled approximately $15.2 million, of which
$1.69 million was related to a landfill needed in conjunction with the WFGD.*

Kentucky Power states that it reinitiated its investigation in October 2011,
following further investigation into the least-cost alternative for meeting Kentucky
Power's capacity and energy needs in light of the environmental requirements affecting
Big Sandy Unit 2. Kentucky Power maintains that this work was a continuation of the
work that began in 2004 and was suspended in 2006. At no time during the suspension
period did Kentucky Power seek authority to accumulate and defer for future recovery
the investigation costs.

As part of the continued investigation, Kentucky Power evaluated the available
flue gas desulfurization (“FGD”) technologies and concluded that the most suitable was
a dry FGD ("DFGD") technology. Kentucky Power undertook engineering and other
activities to support Kentucky Power's application in Case No. 2011-004015.6 The cost
incurred by Kentucky Power in conducting this more recent investigation was

approximately $12.9 million. The investigation’s overall cost totaled $28,113,304.

“Id., page 24, paragraph 67.

® Case No. 2011-00401, Application of Kentucky Power Company for Approval of Its 2011
Environmental Compliance Plan, for Approval of Its Amended Environmental Cost Recovery Surcharge
Tariff, and for the Grant of a Certificate of Public Convenience and Necessity for the Construction and
Acquisition of Related Facilities (Ky. PSC May 31, 201 2).

® Application, page 24, paragraph 68,
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On May 31, 2012, the Commission granted Kentucky Power’s motion for leave to
withdraw without prejudice its application in Case No. 2011-004017 to permit Kentucky
Power to reevaluate the continued operation of the Big Sandy generating station in light
of the 2007 NSR Consent Decree, the Cross-State Air Pollution Rule, the MATS Rule,
and other environmental standards.

PROPOSED MITCHELL ACQUISITION

Kentucky Power is a privately owned electric utility that generates, transmits,
distributes and sells electricity to approximately 173,000 customers in all or parts of 20
counties in eastern Kentucky. Kentucky Power is a subsidiary of American Electric
Company (“AEP”), a public utility holding company.® Kentucky Power, along with three
other operating utility companies,® is also a member of the AEP East System, which
provides electric service to retail customers in seven states.

Kentucky Power states that as a result of current and evolving environmental

requirements, as well as the termination of the AEP Interconnection Agreement (“Pool

" Id., Case No. 2011-00401, Ky. PSC May 31, 2012.

® As a subsidiary of AEP, Kentucky Power is a member of the integrated AEP System.
Subsequent to its merger in 2000 with Central and South West Corporation, AEP has operations in
Arkansas, Indiana, Kentucky, Louisiana, Michigan, Ohio, Oklahoma, Tennessee, Texas, Virginia, and
West Virginia.

® The subsidiaries are Appalachian Power Company, Indiana & Michigan Power Company and
Ohio Power Company.
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Agreement”),’® it faces important choices about how to obtain sufficient resources and
base load generation to meet the capacity and energy needs of its customers over the
long term. At this crossroad, and as promised last year when Kentucky Power withdrew
its application to retrofit Big Sandy Unit 2,"" Kentucky Power has conducted in-depth
analyses of reasonable portfolio alternatives to determine the best path to ensure
adequate and reliable capacity and energy for its customers relative to the unit
disposition of Big Sandy Unit 2. Kentucky Power states that its comprehensive
economic analysis demonstrated that the proposed acquisition of an undivided 50
percent interest in the Mitchell Station is the least-cost and best alternative.

According to Kentucky Power, the Mitchell units are of a similar size, design, and
capacity to Big Sandy Unit 2, and thus represent technology with which Kentucky Power
and the Commission are already familiar. Kentucky Power maintains that the Mitchell

units are appropriately sized to meet its needs, and are environmentally controlled units

"% The Pool Agreement, which created the AEP East System, is a tariff that contains rates and
terms of service for the wholesale sale of power and is subject to regulation by the Federal Energy
Regulatory Commission ("FERC”). The Pool Agreement governs the use of generating facilities and the
allocation of their costs among the four AEP member operating companies. This agreement requires that
the various members of the system are to be planned and operated as a single integrated system. Thus,
the member operating companies share generating capacity and either make or receive capacity-related
payments pursuant to FERC-approved rates. Under the terms of the Pool Agreement, each operating
company must provide adequate generating facilities to meet its firm load requirements; capacity costs
are allocated to each operating company based on a formula referred to as the “Member Load Ratio;" and
payment of a carrying charge, referred to as a capacity settlement payment, must be made to equalize
the cost responsibility for existing generating capacity. The provisions of the Pool Agreement require a
capacity “deficit’ company to pay under a FERC tariff a capacity settlement charge to capacity “surplus”
companies, with the payment based on the embedded costs of capacity of the surplus companies. On
December 17, 2010, each of the members of the Pool Agreement, including Kentucky Power, provided
notice to the other Pool Agreement members to terminate the Pool Agreement on January 1, 2014. The
decision to terminate the Pool Agreement was due to certain cumulative changes in the structure of the
electric industry, including evolving environmental regulations, introduction of open access to
transmission facilities, the advent of regional transmission organizations, movement toward industry
deregulation, an increased emphasis on demand-side management, and expanding competition. Once
the Pool Agreement is effectively terminated, Kentucky Power will essentially operate as a stand-alone
utility.

" Case No. 2011 -00401, Kentucky Power's Motion for Leave to Withdraw Application Without
Prejudice, filed May 30, 2012.
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already equipped with both FGD and selective catalytic reduction (“SCR") systems. The
Mitchell units are proposed to be transferred at their net book value (“NBV’), which
Kentucky Power states is less than the cost of retrofitting Big Sandy Unit 2.

The proposed transfer will consist of a series of near-simultaneous transactions
that are scheduled to take place on or about December 31, 2013, and are intended to
be accomplished without incurring unintended tax consequences.

Under the corporate restructuring plan approved by the Public Utilities
Commission of Ohio, Ohio Power will enter into a Corporate Separation Transaction
whereby it will divest its generation assets, including the Mitchell Generating Station, to
AEP Generation Resources Inc. ("AEP Generating Resources”). Immediately upon the
closing of the Corporate Separation Transaction, it is proposed that a 50 percent
undivided interest in the Mitchell Generating Station (including related assets and
assumed liabilities) will be transferred in a near-simultaneous series of transactions to
NEWCO Kentucky,'® which is a yet-to-be formed corporation to be organized under the
laws of the State of Delaware for the limited purpose of effectuating the proposed
transfer of the subject assets and liabilities to Kentucky Power. In the final step,
NEWCO Kentucky, a wholly owned subsidiary of AEP Generation Resources, will
merge with Kentucky Power, with Kentucky Power being the surviving entity and owning
the proposed 50 percent undivided interest in the Mitchell Generating Station. The

contemplated merger will take place in accordance with the terms and conditions of the

12 Application, paragraph 64, page 22. Kentucky Power requested that the Commission enter an
Order declaring that the merger of NEWCO Kentucky and Kentucky Power is not subject to the
requirements of KRS 278.020(5) or KRS 278.020(6) on or before February 15, 2013. On February 15,
2013, the Commission issued an Order that approval is not required pursuant to KRS 278.020(5) and
KRS 278.20(6) for the merger of NEWCO Kentucky and Kentucky Power.
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Form of Agreement and Plan of Merger of Kentucky Power Company and NEWCO
Kentucky.

Mitchell Station Unit 1 has an average annual capacity rating of 770 MW. Unit 2
has an average annual capacity rating of 790 MW. As stated earlier, both units are
equipped with FGD and SCR systems, which, according to Kentucky Power, bring the
Mitchell units into compliance with the 2007 Consent Decree and the MATS rule. The
proposed Mitchell transfer is scheduled to close on December 31, 2013, based on a
projected NBV of $536 million, or $687 per kW.

Along with the undivided 50 percent interest in the Mitchell generating station, a
like share of all related equipment and facilities associated with the Mitchell generating
station is proposed to be transferred to Kentucky Power, including the appurtenant
interconnection facilities, the associated real property, inventories, leases, permits,
emission allowances, equipment, machinery, and the other assets described in the
Form of the Asset Contribution Agreement between AEP Generation Resources and
NEWCO Kentucky (“‘Asset Contribution Agreement”).'® Collectively, the undivided 50
percent interest in the Mitchell Station and related assets to be transferred to Kentucky
Power constitute the transferred assets (“Transferred Assets”). Excluded from the
definition of Transferred Assets are the assets described in the Asset Contribution

Agreement.*

13 Application, Exhibit 1, page 9, Article I, Transfer of Assets, Section 2.01 of the Application, filed
Dec. 19, 2012.

" Application, Exhibit 1, page 11, Article Il, Excluded Assets, Section 2.02 of the Application, filed
Dec. 19, 2012.
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In conjunction with the transfer of the Transferred Assets, Kentucky Power will
assume an undivided 50 percent interest in the liabilities described in the Asset
Contribution Agreement between AEP Generation Resources Inc. and NEWCO
Kentucky (collectively the “Assumed Liabilities).”® Excluded from Assumed Liabilities
are those liabilities described in the Asset Contribution Agreement.'®

The Transferred Assets and Assumed Liabilities will be transferred to Kentucky
Power though a series of near-simultaneous transactions (“Transfer and Assumption
Transaction”). At the conclusion of the Transfer and Assumption Transaction, Kentucky
Power will own the Transferred Assets and be subject to the Assumed Liabilities.

The remaining undivided 50 percent interest in the Mitchell Station will be
transferred to NEWCO Appalachian. This undivided 50 percent interest in the Mitchell
Station will then be transferred to Appalachian Power Company (“APCo") in a series of
near-simultaneous transactions that parallel those by which the other undivided 50
percent interest in the Mitchell Station will be transferred to Kentucky Power.” APCo is
required to seek approval from the West Virginia Public Service Commission and the
Virginia State Corporation Commission to acquire its half interest of the Mitchell

Station.'®

15 Application, page 7, paragraph 14 and Exhibit 1, page 11, Article Il, Assumed Liabilities,
Section 2.03 of the Application, filed Dec. 19, 2012,

16 Application, page 7, paragraph 14 and Exhibit 1, page 12, Article Il, Excluded Liabilities,
Section 2.04 of the Application, filed Dec. 19, 2012.

'" Application, page 10, footnote 9.

" On July 31, 2013, the Virginia State Corporation Commission issued an Order in Case No.
PUE-12-00141 denying APCo’s request to acquire the remaining 50 percent undivided interest in the
Mitchell Station. As of the date of the instant Order, the West Virginia Public Service Commission has not
yet ruled upon APCo's request for the acquisition of a 50 percent undivided interest in the Mitchell
Station, Case No. 12-1655,
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There are other agreements associated with the transfer and assumption of the
Mitchell plant, one of which is the Mitchell Plant Operating Agreement (“Operating
Agreement”). Under the Operating Agreement, APCo is to operate and maintain the
Mitchell generating station in accordance with good utility practices. The Operating
Agreement also provides Kentucky Power with the right to call on at any and all times its
pro rata share of the available output of the Mitchell generating station. The monthly
Mitchell Station’s operating and maintenance costs are apportioned between APCo and
Kentucky Power in accordance with their respective ownership interests. The Operating
Agreement also provides for an Operating Committee, made up of representatives of
APCo, Kentucky Power, and AEPSC as agent, to review and approve annual budgets,
capital expenditures, and other matters regarding the operation of the Mitchell
generating station. Finally, the Operating Agreement governs other aspects of the
operation of the Mitchell Station, as well as relations among the parties to the
agreement.'®

In addition to the Operating Agreement,? the transfer of ownership of the Mitchell
generating station will involve the assumption by APCo (in its role as operator of the
plant) of the rights and obligations under various executory contracts necessary for the
operation of Mitchell. These contracts include contracts for supplies of coal,
transportation of coal, consumables for the operation of environmental control facilities

(e.g., limestone, urea, and trona), and other matters. All of these contracts are existing

19 Application, Exhibit 3, Rate Schedule No. 303, Mitchell Plant Operating Agreement,

Appalachian Power Company, Kentucky Power Company, and American Electric Power Service
Corporation, as Agent.

2 Id., footnote 11, The Mitchell Plant Operating Agreement is a mechanism to fairly allocate

Kentucky Power's ratable expenses in connection with its ownership of a 50 percent undivided interest in
the Mitchell generating station: it is not an assumption of liability by Kentucky Power.
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and necessary for the operation of the Mitchell Station, are significant in number, and
may be subject to change prior to the transfer.?’ Under the Operating Agreement,
Kentucky Power will reimburse APCo for Kentucky Power's pro rata share of the
expenses under the contracts assumed by APCo.22

Another agreement associated with the Mitchell acquisition is the Bridge
Agreement. The Bridge Agreement is an interim agreement among APCo, Indiana &
Michigan Power Company (“I&M"), Ohio Power, Kentucky Power, AEP Generation
Resources, and AEPSC, as agent, and governs the treatment of purchases and sales
made on behalf of the parties before, but that extend beyond, the termination of the
Pool Agreement. In addition, the Bridge Agreement addresses the manner in which
APCo, 1&M, Ohio Power, and Kentucky Power will meet their collective obligation under
the PJM Reliability Assurance Agreement through May 31, 2015 (PJM planning year
2014/2015).%

Lastly, in connection with the termination of the Pool Agreement at the end of
2013, a Power Coordination Agreement was entered into among APCo, &M, and
Kentucky Power. Unlike the Pool Agreement, the Power Coordination Agreement does
not require generation to be planned on a system-wide basis. APCo, I1&M, and
Kentucky Power each individually will be required to have sufficient generation to meet
their respective load and reserve obligations. Parties to the Power Coordination

Agreement are not precluded from jointly owning units with, or buying capacity from or

2! Id., Exhibit 4, the contracts include coal, gypsum sale, hydrated line, limestone, trona, urea,
urea transportation, railcar lease, and construction, operation, and maintenance of fly ash impoundment.

? Id., page 12, paragraph 28.

? Id., page 13, paragraph 29.
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selling capacity to, other parties to the agreement, through separate agreements.
Consequently, there are no capacity equalization payments required under the Power
Coordination Agreement.?* Kentucky Power states that Commission approval is not
required for the Bridge Agreement, the Power Coordination Agreement, or the Mitchell
Plant Operating Agreement, which upon acceptance by FERC, will be FERC-filed rate
schedules under Section 205 of the Federal Power Act, Kentucky Power also states
that following the execution of these agreements, Kentucky Power plans to file with the
Commission executed copies of Agreement and Plan of Merger of Kentucky Power and
NEWCO Kentucky and the Mitchell Plant Operating Agreement among APCo, Kentucky
Power, and AEPSC as agent.

ECONOMIC ANALYSIS OF PROPOSED MITCHELL ACQUISITION

The purpose of this proceeding is to determine the least-cost option and best
alternative for Kentucky Power to meet necessary capacity and energy requirements for
its customers. In the Application, Kentucky Power provided six options for
consideration.

Option 1: Retrofit Big Sandy Unit 2.

Option 1A: Retrofit Big Sandy Unit 2 with DFGD technology by
approximately June 2017 (and, subsequently, require Coal
Combustion Residuals (“CCR”) and Rule 316(b)-related equipment by
2019); and Retire Big Sandy Unit 1 by June 2015 replacing this unit
with capacity and energy from a 20 percent (312 MW) ownership
interest of Mitchell Units 1 and 2 on January 1, 2014.

Option 1B: Same as Option 1A, except assume additional capacity
and energy required to replace Big Sandy 1 is purchased from
projected available PJM markets for 10 years in lieu of a Mitchell unit
ownership transfer; then assume a new-build combined cycle (“CC"),
or simple-cycle combustion turbine (“CT") facility.

? Id., paragraph 30.
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Option 2: Retire & Replace Big Sandy Unit 2 with a (Brownfield) CC.

Option 2A: Retire Big Sandy Unit 2 (@and Unit 1) by January 2016 (and
April 2015), respectively, and replace Unit 2 capacity and energy with a
nominally-rated 762-MW (918-MW for peaking purposes with duct-
firing) new-build natural gas CC facility, to be located at the Big Sandy
site, by June 2017, with additional capacity and energy required to
replace Big Sandy Unit 1 from a 20 percent (312 MW) ownership
interest of Mitchell Units 1 and 2 on January 1, 2014.

Option 2B: Same as Option 2A except, assume additional capacity
and energy to replace Big Sandy Unit 1 is purchased from projected
available PJM markets for 10 years in lieu of a Mitchell unit ownership
transfers; then assume a new-build CC, or CT(s).

Option 3: Retire & Replace Big Sandy Unit 2 with a CC-Repowered Big Sandy
Unit 1.

Option 3A: Retire Big Sandy Unit 2 by January 2016 and replace it
with the repowering of Big Sandy Unit 1 as a nominally-rated 745-MW
(802-MW for peaking purposes with duct-firing) natural gas CC unit by
June 2017, with additional capacity and energy required to replace Big
Sandy Unit 1 from a 20 percent (312 MW) ownership interest of
Mitchell Units 1 & 2 on January 1, 2014.

Option 3B: Same as Option 3A except, assume additional capacity
and energy to replace Big Sandy 1 is purchased from projected
available PJM markets for 10 years in lieu of a Mitchell unit ownership
transfer; then assume a new-build CC, or CT(s).

Option 4. Retire & Replace Big Sandy Units 2 (and Unit 1) with Market
Purchases.

Option 4A: Retire Big Sandy Units 1 & 2 by June 2015, and replace
both units with capacity and energy purchased from projected available
PJM markets for an interim period of 5 years (through 2020), then
assume a larger-tranche (700-800 MW) new-build CC and/or CT(s)
capacity replacement.

Option 4B: Same as Option 4A except, assume replacement capacity
and energy purchases from projected available PJM markets for an
interim period of 10 years (through 2025) before a (~700-800 MwW)
new-build CC and/or CT(s).
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Option 5: Retire Big Sandy Unit 2 and Preserve Big Sandy Unit 1 as a
Converted Natural Gas-Fired Unit.

Option 5A: Retire Big Sandy Unit 2 by June 2015 replacing it with
capacity and energy from a 50 percent (780-MW) ownership interest of
Mitchell Units 1 and 2 on January 1, 2014; while converting Big Sandy
Unit 1 to burn natural gas by July 2015.

Option 5B: Same as Option 5A except, assume capacity and energy
purchased from projected available PJM markets for an interim period
of 5 years (through 2020), then assume (~700-800 MW) new-build CC
and/or CT(s), in lieu of a 50 percent Mitchell transfer.

Option 6: Retire Big Sandy Unit 2 (and Unit 1) with 50 percent Mitchell Asset
Transfer and Market Purchases.

Retire both Big Sandy Units 1 & 2 by June 2015, and replace with
capacity and energy from a 50 percent ownership interest of Mitchell
Units 1 and 2, plus additional (~250 MW) capacity and energy
purchased from available projected PJM markets for a period of 10
years, then assume new-build CC, or CT(s).

In analyzing the least-cost option, Kentucky Power conducted a comprehensive
analysis utilizing Strategist, an economic software modeling tool. The Strategist
simulation modules used were Load Forecast Adjustment (“LFA"), Generation and Fuel
("GAF"), and PROVIEW. The LFA module simulates the peak demand and energy
requirements and also models any demand-side management programs that may
impact peak demand and energy requirements. The peak demand and energy-
requirement data is transferred from the LFA to the GAF module. The GAF module
uses a probabilistic generating unit dispatch algorithm to simulate the dispatch of a
utility’s generating resources and estimates the energy production and related variable
cost incurred in meeting those peak demand and energy requirements. The GAF

module simulates a utility’s ability to purchase or sell energy from or into a market when

it is economic to do so, on user-defined long-term market pricing profiles. The
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PROVIEW resource optimization module’s dynamic programming optimization algorithm
is used to create a decision tree of alternatives to determine the utility's optimal overall
capacity and energy-resource plan over the user-defined study period, such as the 30-
year study period assumed in this matter. In developing a decision tree, PROVIEW
determines the recovery of each resource's capital cost and energy-production cost in
order to determine an overall revenue requirement for that resource and the plan as a
whole.?

PROVIEW determines the cumulative present worth (“CPW") of the revenue
requirements for each branch of the decision tree. PROVIEW then uses that CPW to
determine which branch of the decision tree is the least-cost optimal resource plan for
the utility over the user-defined study.?

The Strategist modeling process determined that Option 6 and Option 5A, both
incorporating the ownership transfer of 50 percent of the Mitchell facility, were the least-
cost alternatives,*” with Option 5A being the lowest cost option.%®

DISCUSSION OF PROPOSED MITCHELL ACQUISITION

Because the Commission was presented with a non-unanimous Stipulation, we
must first address the position of the parties with respect to Kentucky Power's proposal

to acquire an undivided 50 percent interest in the Mitchell Station.

% Application, Direct Testimony of Mark A. Becker, pages 3-4 and MAB-Exhibit 23, page 1 of 1.
* Id., pages 4-5.

?” Application, Direct Testimony of Scott C. Weaver, page 44 and SCW-Exhibit 5.

% Id., SCW-Exhibit 5.
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KENTUCKY POWER’'S ARGUMENTS

Kentucky Power contends that, based upon its robust economic analyses, the
proposed acquisition of the Mitchell Station was the least-cost option when compared to
a wide range of available, real-world alternatives for Kentucky Power to meet its long-
term capacity and energy obligations in light of known and emerging environmental
requirements.

Kentucky Power evaluated the alternative of retrofitting Big Sandy Unit 2 with
DFGD technology against options that included the following: (1) retiring Big Sandy
Unit 2 and replacing it with the Mitchell purchase; 2° (2) retire and replace Big Sandy
Unit 2 with a new 762 MW CC natural gas unit; (3) retire and replace Big Sandy Unit 2
by repowering Big Sandy Unit 1 as a 745 MW natural gas-fired CC unit; (4) retire and
replace both Big Sandy units with capacity and energy purchased from projected
available PJM markets for an interim period of five years and then construct a 700-800
MW CC or combustion turbine ("CT") natural gas unit; (5) retire and replace Big Sandy
Unit 2 with capacity and energy purchased from projected available PJM markets for an
interim period of five years then construct a 700-800 MW CC or CT natural gas unit;
and (6) retire and replace both Big Sandy units with capacity and energy from a 50
percent ownership interest of the Mitchell Station, plus additional capacity and energy
purchased from available projected PJM markets for a period of ten years then
construct a CC or CT natural gas unit. Kentucky Power noted that the focus of its
evaluation was to determine the lowest cost option to meet environmental requirements
applicable to Big Sandy Unit 2. The evaluations also included, as subsets of most of

the options, alternatives for the disposition of Big Sandy Unit 1.

® This alternative also included the conversion of Big Sandy Unit 1 to burn natural gas.
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In performing the Strategist economic modeling, the total revenue requirement
for each of the 11 alternatives over a 30-year period is calculated, discounted back to
2011 dollars, and reflected on a CPW basis. Rather than concentrating on the absolute
CPW resuits, the economic modeling focused on a comparative view of the alternative
options’ results, which, according to Kentucky Power, would identify the relative least-
cost option among the 11 alternative scenarios. The economic modeling, which took
into account long-term forecasts of Kentucky Power's energy sales and peak demand,
long-term forecast of generation related commodity prices, and capital costs,
demonstrated that the Mitchell acquisition, as Option 5a, was the least-cost alternative
by a significant margin when compared against all five commodity pricing scenarios.
The next closest option was Option 6: retire and replace Big Sandy Units 1 and 2 with
the proposed Mitchell acquisition and market purchases for a ten-year period followed
by construction of a new gas-fired generation unit. Option 6 was still $156 million more
expensive, on a CPW basis, than the option of retiring Big Sandy Unit 2 and replacing it
with Mitchell and repowering Big Sandy Unit 1. When compared against the Big Sandy
Unit 2 retrofit alternative, the proposed Mitchell acquisition is less expensive by a $469-
$663 million margin, on a CPW basis. Likewise, the alternative to construct a
brownfield new natural gas CC unit is $327-$526 million, on a CPW basis, more
expensive than the Mitchell transfer. The repowering Big Sandy Unit 1 alternative
would cost $402-$598 million more than the Mitchell proposal. Lastly, the market
purchase option is $376-$401 miilion more than the Mitchell transfer.

The relative CPW of all other options compared to the proposed Mitchell

acquisition alternative is summarized as follows:
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CPW vs.

Option 5A
Big Sandy Unit 2 Big Sandy Unit 1 (In Millions of
Option Replacement Replacement Dollars)

1A Retrofit with DFGD 20 Percent Mitchell $626
1B Retrofit with DFGD PJM Market (10 Yrs) $819
2A Retrofit with NGCC 20 Percent Mitchell $483
2B Retrofit with NGCC PJM Market (10 Yrs) $682
3A BS1 Repower 20 Percent Mitchell $558
3B BS1 Repower PJM Market (10 Yrs) $754
4A PJM Market (5 Yrs) PJM Market (5 Yrs) $532
4B PJM Market (10 Yrs) PJM Market (10 Yrs) $557
5A 50 Percent Mitchell Natural Gas Conversion $0
58 PJM Market (5 Yrs) Natural Gas Conversion $379
6 50 Percent Mitchell PJM Market (10 Yrs) $156

Kentucky Power noted that it also conducted a break-even analysis to determine
how much reduction in capital cost for a new CC unit would be needed in order to make
the company indifferent to acquiring Mitchell. The break-even analysis showed that the
cost of a new-build CC would have to decline by $587 million, or $613/kW, to achieve
the point of economic indifference with the Mitchell option. When comparing against
both the Mitchell acquisition and the repowering of Big Sandy Unit 1, the cost of a new-
build CC unit would have to decrease by $448/kW before reaching the economic break-
even point. When the break-even analysis is applied to compare the cost of an existing
CC facility, the purchase price would need to be at most $310/kW to be competitive with
the proposed Mitchell acquisition combined with the repowering of Big Sandy Unit 1.

Kentucky Power conducted other sensitivity analyses to confirm that the Mitchell
transfer and the repowering of Big Sandy Unit 1 was the least-cost option. Other
sensitivity analyses included the modeling of additional costs associated with the
installation of a baghouse fabric filter, which could potentially be needed to meet the
new MATS requirements; the construction of a new CC unit in 2017, plus the

conversion of Big Sandy Unit 1 to natural gas combined with a lower natural gas price
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forecast; and the early retirement of the Mitchell Station by 20835, rather than the
retirement in 2041 as modeled. The results from these sensitivity runs showed that the
proposed Mitchell option is still the least-cost option by $274 million, $377-$560 million,
and $250 million, respectively.

Kentucky Power asserted that a request for proposals (“RFP”) would not have
established a fair market value benchmark for the Mitchell Station because the
company had already publicly announced the price at which it would be willing to
acquire the Mitchell assets. Thus, any solicitation would have been perceived by the
bidding community as artificial, less than genuine, and an attempt to obtain market
intelligence. Rather, Kentucky Power argued that its economic modeling and the
evidence of record established that the fair market value of the Mitchell Station
exceeded its NBV. Kentucky Power maintained that its utilization of Strategist, which is
a widely used and sophisticated modeling tool for resource planning and unit
disposition, provided the best, most appropriate, and transparent method for
determining the fair market value of a base load plant such as the Mitchell Station.
Kentucky Power contends that its Strategist modeling effectively considered a market
proxy option through the alternative, which assumed the retirement and replacement of
Big Sandy Unit 2 with a new build CC option.

Kentucky Power believes that it is very reasonable to assume that a long-term,
competitive power-purchase agreement solicitation to replace the capacity and energy
supplied by Big Sandy Unit 2 would likely be offered or priced at the cost of a new-build
CC in response to such a request for proposal. Because its economic analysis

examined all performance and cost attributes of a new-puild CC replacement and
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utilized the projected net book value of the Mitchell assets, Kentucky Power concluded
that the equivalent market replacement value would have exceeded Mitchell's NBV.
Kentucky Power’s conclusion is based upon the significant difference between the CPW
of the Mitchell transfer, coupled with the conversion of Big Sandy Unit 1 to natural gas
and the various sub-options of the market proxy alternative. Those range from $483
million when compared with the sub-option of the CC new-build and a 20 percent
purchase of the Mitchell Station to $682 million when compared to the sub-option of the
CC new-build and purchasing the remaining capacity from the PJM market for a ten-
year interim period, and then building a new CC or CT natural gas unit. Such a
significant difference in CPW is highly indicative of the fact that the starting point of the
Strategist analysis, the NBV of the Mitchell assets, is less than market.

Moreover, Kentucky Power argues that its stacking analysis of the conforming
responses to the Big Sandy Unit 1 RFP also demonstrates that the NBV of the Mitchell
Station is less than its fair market value.® Because the generation bid into the Big
Sandy Unit 1 RFP could be substituted for the Mitchell proposal, an analysis of the
CPW of the Big Sandy Unit 1 RFP conforming bids’ costs to CPW of the Mitchell
proposal’s costs would provide evidence of the relationship between the NBV and the
fair market value of the Mitchell Station. Kentucky Power stated that it performed such
an analysis by first creating a substitute for the Mitchell acquisition by combining, or
stacking, the least-cost conforming Big Sandy Unit 1 RFP bids and then comparing, by
utilizing Strategist modeling, the CPW of the substitute generation stack’s costs against

the CPW of the Mitchell acquisition costs. The results of this stacking analysis indicate

% As required by the Commission’s Order entered May 28, 2013, Kentucky Power filed a
summary of the responses to its RFP for power to replace Big Sandy Unit 1.
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that the CPW of the costs of the substitute stack generation exceeded, by $110 million,
the CPW of the costs of the Mitchell acquisition, including the assumption that Big
Sandy Unit 1 would be converted to natural gas. Kentucky Power pointed out that KIUC
agreed that the Big Sandy Unit 1 RFP responses were indicative of the availability of
generation resources and their pricing to results that might be obtained in the case of an
RFP for 800 MW.

Lastly, Kentucky Power puts forth that the fair market value of the Mitchell assets
exceeding their NBV was independently confirmed at the evidentiary hearing in this
matter.®’ KIUC noted that AEP was required to conduct an impairment analysis of the
Mitchell Station, which was triggered by the anticipated termination of the Pool
Agreement and the Ohio Power-related corporate separation and electric security plan
proceedings conducted by the Public Utility Commission of Ohio. The results of the
impairment analysis, as reviewed by AEP’s external auditors, indicated that the book

32 of the Mitchell Station was less than its fair market value. Under Cross-

cos
examination at the hearing, a KIUC witness confirmed that the fair market value of the
Mitchell Station exceeded its NBV, even though the impairment analysis utilized more

conservative assumptions than those employed in Kentucky Power's Strategist

modeling.®®

. Post-Hearing Brief of Kentucky Power Company, p. 84; see also, Post-Hearing Brief of

Kentucky Industrial Utility Customers, Inc., p. 12-13.
% Book cost of the Mitchell Station is its original cost less accumulated depreciation.

% Post-Hearing Brief of Kentucky Industrial Utility Customers, Inc., p. 13.
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KIUC'S AND SIERRA CLUB'S ARGUMENTS

In its post-hearing brief, KIUC agrees with Kentucky Power's position that the
company's economic analysis sufficiently determined that the proposed Mitchell
acquisition and conversion of Big Sandy Unit 1 to natural gas was the least-cost option
by a significant margin. Sierra Club also agrees with Kentucky Power's analysis that
the Big Sandy Unit 2 retrofit alternative was more expensive than the proposed Mitchell
acquisition.

AG'S ARGUMENTS

The AG argues that Kentucky Power failed to satisfy its burden of proof. In
particular, the AG contends that Kentucky Power did not demonstrate that its plan to
acquire the Mitchell Station was based upon prudent and independent decision-making
analyses, noting that the results of the economic modeling could not be independently
reproduced and that the modeling itself was self-serving and contained questionable
data assumptions. The AG also contends that Kentucky Power failed to issue an RFP
to assess alternatives for the disposition of Big Sandy Unit 2, and in contravention of
what the AG asserted was the Commission’s clear indication that an RFP is the
“preferred” benchmarking tool to determine least-cost generation and planning
decisions. The AG also cites to the Virginia State Corporation Commission’s denial of
APCo’s request to acquire the remaining 50 percent interest of the Mitchell Station. The
AG noted that the Virginia State Corporation Commission denial was based on a finding
that APCo failed to provide compelling evidence regarding market alternatives and,
therefore, had failed to satisfy Virginia's least-cost test as applied to affiliate

transactions. The AG contends that Kentucky Power has likewise failed to present
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credible and independently verifiable evidence in the instant matter establishing that the
Mitchell acquisition is the least-cost alternative.

PUBLIC COMMENTS

This case has generated significant interest from the local public and many
comments and efforts on behalf of the region most affected by the situation at the Big
Sandy plant. Representative Rocky Adkins, House Majority Floor Leader, and Michael
T. Hogan, Lawrence County Attorney, were especially vocal and eloquent in their
advocacy of the plan to install a pollution control system at the Big Sandy Unit 2, rather
than retiring Big Sandy Unit 2 and replacing that capacity and energy with the
acquisition of the Mitchell Station, as Kentucky Power has proposed in this case.

Representative Adkins wrote several letters and spoke at both the public meeting
in Louisa, Kentucky, on May 14, 2013 and the formal hearings at the Commission’s
offices on May 29, 2013 and July 10, 2013. He argued that Kentucky Power’s original
rate impact estimate of 31 percent resulting from scrubbing Big Sandy Unit 2, as
compared to an estimated rate impact of 8 percent associated with the proposed
Mitchell acquisition, was faulty.** Representative Adkins contends that the rate impact
differential between the two options has narrowed based upon the evidence presented
in this matter and in Kentucky Power's pending rate case. Because of this, he
recommends that the Commission reconsider the option of scrubbing Big Sandy Unit 2
and keep that unit operational, which would preserve good paying jobs, preserve

property tax revenues, and preserve coal sales.

% Based upon our analysis of the information in the record, the rate impact associated with the
retrofitting of Big Sandy Unit 2 would have been approximately 26 percent based upon the company's
2012 jurisdictional revenues. The rate impact associated with the proposed Mitchell acquisition is
approximately 14 percent based upon Kentucky Power's 2012 jurisdictional revenues. The difference
between the two in real dollars is $59,392,000, an average of $343.31 per year per customer.
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Mr. Hogan points out that the closure of Big Sandy Unit 2 would not only result in
the loss of 150 well-paying jobs, but also the loss of approximately $980,000 annually in
franchise tax paid by Kentucky Power. The loss of jobs and tax revenues would impact
public safety and welfare, as well as public education. Mr. Hogan contends that the
economic impact of Kentucky Power's decision to retire Big Sandy Unit 2 should be
considered when evaluating the options proposed by Kentucky Power.

The Commission greatly appreciates the participation of elected officials and
affected customers in this important process. We note that the scrubber issue has been
extensively reviewed in Case No. 2011-00401 and to a lesser extent in Case No. 2013-
00144 involving Kentucky Power's request to enter into a purchase power agreement
for the purchase of biomass renewable power. Kentucky Power has been investigating
Big Sandy Unit 2 environmental compliance since 2004 and entered into the 2007
Consent Decree ultimately agreeing to either retrofit, repower, refuel, or retire Big Sandy
Unit 2 by the end of 2015. Kentucky Power then made a formal filing with the
Commission to retrofit Big Sandy Unit 2 in 2011, at a cost of more than $940 million,®
only to withdraw its application after the evidentiary record had been completed. Thus,
the decision before the Commission in this case is limited to whether the acquisition of
the Mitchell Station is the lowest cost compared to other options, including the scrubber
installation at Big Sandy Unit 2. Kentucky Power, by withdrawing its application in Case

No. 2011-00401, made the decision not to scrub Big Sandy Unit 2, and because of the

% Case No. 2011-00401, Application of Kentucky Power Company for Approval of its 2011
Environmental Compliance Plan for Approval of its Amended Environmental Cost Recovery Surcharge
Tariff, and for the Grant of a Certificate of Public Convenience and Necessity for the Construction and
Acquisition of Related Facilities, Application at paragraph 20.
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consent decree and the economic analysis showing that scrubbing Big Sandy Unit 2 is
not the lowest cost option, will retire the unit.

As discussed in more detail below, the framework of our analysis in the instant
case is guided by KRS Chapter 278. The legal standard that the Commission must
apply to this case is whether there is a need for the proposed Mitchell acquisition and
whether that proposal would result in wasteful duplication of facilities. Thus, arguments
on economic benefits to specific areas of Kentucky Power's service territory are beyond
the scope of the Commission's jurisdiction.

LEGAL STANDARD

No utility may construct or acquire any facility to be used in providing utility
service to the public until it has obtained a CPCN from this Commission.*® To obtain a
CPCN, the utility must demonstrate a need for such facilities and an absence of
wasteful duplication.?”

“Need"” requires:

[A] showing of a substantial inadequacy of existing service,
involving a consumer market sufficiently large to make it
economically feasible for the new system or facility to be
constructed or operated.

[T]he inadequacy must be due either to a substantial
deficiency of service facilities, beyond what could be
supplied by normal improvements in the ordinary course of
business; or to indifference, poor management or disregard
of the rights of consumers, persisting over such a period of
time as to establish an inability or unwillingness to render
adequate service.?®

% KRS 278.020(1).
8 Kentucky Utilities Co. v. Pub. Serv. Comm'n, 252 S.W.2d 885 (Ky. 1952).
% Id. at 890.
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“Wasteful duplication” is defined as “an excess of capacity over need” and “an
excessive investment in relation to productivity or efficiency, and an unnecessary
multiplicity of physical properties.”*® To demonstrate that a proposed facility does not
result in wasteful duplication, we have held that the applicant must demonstrate that a
thorough review of all reasonable alternatives has been performed.*® Selection of a
proposal that ultimately costs more than an alternative does not necessarily result in
wasteful duplication.*’ All relevant factors must be balanced.> The Commission has
long recognized that the principle of least-cost is one of the fundamental foundations
utilized when setting rates that are fair, just, and reasonable and that this principle is
embedded in KRS 278.020(1).*

The Commission fully recognizes the unique situation that Kentucky Power is
faced with: the decision to replace a significant portion of not only its base load
generating capacity but that of its base load energy as well. The complexity of the
situation is heightened by the fact that the Pool Agreement is scheduled to terminate on
January 1, 2014. Kentucky Power along with several other AEP affiliates jointly

operated their systems under the Pool Agreement, which allowed Kentucky Power

Y.

“ Case No. 2005-00142, Joint Application of Louisville Gas and Electric Company and Kentucky
Utilities Company for a Certificate of Public Convenience and Necessity for the Construction of
Transmission Facilities in Jefferson, Bullitt, Meade, and Hardin counties, Kentucky (Ky. PSC Sept. 8,
2005).

*! See Kentucky Utilities Co. v. Pub. Serv. Comm’n, 390 S.W.2d 168, 175 (Ky. 1965). See also
Case No. 2005-00089, Application of East Kentucky Power Cooperative, Inc. for a Certificate of Public
Convenience and Necessity for the Construction of a 138 kV Electric Transmission Line in Rowan
County, Kentucky (Ky. PSC Aug. 19, 2005).

* Case No. 2005-00089, East Kentucky Power, Order dated August 19, 2005, at 6.

* Case No. 2009-00545, Application of Kentucky Power Company for Approval of Renewable
Energy Purchase Agreement for Wind Energy Resources Between Kentucky Power Company and FPL
Hlinois Wind, LLC (Ky. PSC Jun. 28, 2010).
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access to low cost capacity and energy for over five decades. Upon the termination of
the Pool Agreement, Kentucky Power will operate in effect as a stand-alone utility and
will be required to conduct resource planning to meet its load requirements without the
benefit of the low-cost capacity and energy provided under the Pool Agreement.
Kentucky Power's decision is constrained further by the potential additional costs
imposed by more stringent environmental regulations.

Against this backdrop, and based on our comprehensive review of the extensive
record, we find that Kentucky Power has established that the proposed Mitchell
acquisition is needed to address the disposition of the nearly 1078 MW Big Sandy
Generating Station because the station can no longer operate as it is currently
configured and be in compliance with stringent federal environmental regulations.
Based on Kentucky Power's analyses, the cost of retrofitting the Big Sandy Station
would not be economically justified resulting in the company's decision to retire Big
Sandy Unit 2 by June 2015. In the absence of the Mitchell capacity and energy,
Kentucky Power would be energy deficit by 268 Gwh beginning in January 2014 with a
negative 66.26 percent reserve margin, or 937 MW short, beginning the 2015/2016 PJM
planning year.

The Commission further finds that the record is sufficient to demonstrate that the
proposed Mitchell acquisition represents the least-cost resources to meet Kentucky
Power's capacity and energy needs resulting from the decision to retire Big Sandy Unit
2. Contrary to the AG's assertion that an RFP is the Commission’s “preferred”
benchmarking tool to determine market alternatives for the proposed Mitchell

acquisition, the Commission has previously accepted economic analyses in lieu of
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RFPs when justified by the circumstances. As Kentucky Power points out, the
Commission in Case No. 2003-00252% specifically found that an RFP was not required
by the Union Light, Heat and Power Company (“ULH&P”") to determine the
reasonableness of ULH&P's proposal to acquire certain generating units from its parent
company. The Commission further found that ULH&P’s market analysis, which was
conducted by a retained consulting firm, of the generating capacity that was the subject
of the proposed transaction was reasonable. As we succinctly stated in the ULH&P

matter:

The Commission recognizes the AG's concerns and
acknowledges that utilities under its jurisdiction typically
conduct an RFP as part of the process of selecting new
supply resources. We believe that such a process has
benefitted Kentucky's utilities and its ratepayers and that it
will continue to benefit them in the future. However, in this
instance, given the uniqueness of the proposed transaction,
we are not persuaded that undertaking an RFP process
would benefit ULH&P or its ratepayers.  Attempting to
acquire an entire generation fleet through a single
transaction is unprecedented in the electric utility industry.
Given the level of uncertainty that exists in the electric
industry today, there are several arguments in favor of
relying on factors other than the market or financial strength
of the firms that make up that market. Furthermore, based
on ICF's market analysis, the facilities included in the
transaction are being offered at an attractive price.*s

Our ruling in the ULH&P matter is squarely on point in this instance. Like
ULH&P in the case cited above, Kentucky Power finds itself in an unenviable and

unique situation of having to replace nearly 1100 MW of its generation capacity, or

“ Case No. 2003-00252, Application of the Union Light, Heat and Power Company for a
Certificate of Public Convenience and Necessity to Acquire Certain Generation Resources and Related
Property; for Approval of Certain Purchase Power Agreements; for Approval of Certain Accounting
Treatment; and for Approval of Deviation from Requirements of KRS 278.2207 and 278.221 3(6) (Ky. PSC
Dec. 5, 2003).

“1d. at 11.
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approximately 73 percent of its generation portfolio. The electric industry is as uncertain
today, as it was in the early 2000s, and perhaps even more uncertain in light of more
stringent environmental regulatory requirements, combined with shale gas development
that has driven down the price of natural gas. Lastly, as the evidentiary record
indicates, based upon the indicative offers from the Big Sandy Unit 1 RFP, the Mitchell
units are being offered at a reasonable price of approximately $687 per kW, based on a
projected NBV of $536 million. In comparison, Louisville Gas and Electric Company
and Kentucky Utilities Company are constructing a 640-MW natural gas CC combustion
turbine at a proposed price of $583 million, or approximately $910 per kW.*¢

Based on all these factors, we find that the absence of an RFP in this matter was
not fatal to Kentucky Power's ability to establish the reasonableness of the proposed
Mitchell acquisition. As in the ULH&P matter, we find that Kentucky Power had other
means of determining whether the proposed acquisition is reasonable. In particular,
Kentucky Power utilized Strategist,*” a highly sophisticated and industry-wide accepted
economic modeling software tool, to conduct a robust and comprehensive economic
analysis of the Mitchell acquisition.

Significantly, Kentucky Power's economic modeling took into account a wide
range of reasonable alternatives, including a market proxy alternative that consisted of
retiring and replacing the Big Sandy Station with a new-build CC natural gas unit which

provided a reasonable means of determining the relationship between the NBV of the

* Case No. 2011-00375, Joint Application of Louisville Gas and Electric Company and Kentucky
Utilities Company for a Certificate of Public Convenience and Necessity and Site Compatibility Certificate
for the Construction of a Combined Cycle Combustion Turbine at the Cane Run Generating Station and
the Purchase of Existing Simple Cycle Combustion Turbine Facilities from Bluegrass Generation
Company, LLC in Lagrange, Kentucky (Ky. PSC May 3, 2012) at 1.

" ULH&P utilized Strategist in performing economic modeling analysis of its proposed generation
acquisition in Case No. 2002-00252,
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Mitchell assets and its fair market value. The evidentiary record contained other means
through which one could quantitatively assess the reasonableness of the proposed
Mitchell acquisition: for example, Kentucky Power's stacking analysis of the Big Sandy
Unit 1 RFP indicative responses and the impairment analysis.

Lastly, the Commission finds that Kentucky Power's comprehensive economic
analysis sufficiently supports the company’s conclusion that the Mitchell acquisition is
the least-cost alternative and would not result in wasteful duplication. We note that the
economic analysis evaluated various resource options to address the mandatory
environmental standards applicable to Big Sandy Units 1 and 2 over a 30-year study
period. Options inciuded the Mitchell transfer, retrofitting Big Sandy Unit 2, constructing
4 new gas unit, converting Big Sandy Unit 1 to gas, and purchasing power from the
market. The modeling assumed Kentucky Power as a stand-alone utility and relied
upon inputs related to price forecasts for coal, natural gas, market prices for on- and ofi-
peak energy, market capacity, emissions allowances, and carbon. In addition to a base
commodity price scenario, Kentucky Power also used four additional pricing scenarios
to reflect the effects of higher fuel costs, lower fuel costs, an earlier carbon-pricing date,
and no carbon pricing. The economic analysis showed that the Mitchell proposal,
combined with the conversion of Big Sandy Unit 1 to gas, was the least-cost alternative
by a wide margin. Sensitivity and break-even analyses also demonstrated that the
Mitchell acquisition is the least-cost option. Accordingly, we conclude that the proposed
Mitchell acquisition represents the least-cost alternative to meeting Kentucky Power's

capacity and energy needs and would not result in wasteful duplication of facilities.
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DISCUSSION OF NON-UNANIMOUS STIPULATION

Finding that the Mitchell proposal is needed and represents the least-cost
alternative, we now address the reasonableness of the Stipulation reached by Kentucky
Power, KIUC, and Sierra Club (collectively “Stipulating Parties”). The Stipulation is
attached as Appendix A to this Order. The Stipulating Parties contend that the
Stipulation is fair, just, and reasonable in that jt offers benefits that otherwise would not
be achievable in a fully litigated proceeding while recognizing and acknowledging that
the Mitchell acquisition is the least-cost alternative. Kentucky Power contends that the
Stipulation is in the public interest because it provides the Commission, the company’s
ratepayers, and Kentucky Power with the benefits of a regulated owned asset model
while avoiding the volatility and increased risk attendant with a market-based
alternative.  Kentucky Power asserts that the Stipulation provides substantial rate
benefits to its customers, noting that the company has agreed to limit the recovery of
the Mitchell related non-fuel costs, including its return on and of its investment in the
Mitchell assets, to $44 million annually for a 17-month period and that the recovery of
such costs would be through an Asset Tariff Rider surcharge.”® Kentucky Power also
agreed to maintain its current base rates through at least May 31, 2015 and to withdraw
its pending base rate case.*® In the absence of the Stipulation, the increase in Kentucky
Power's stand-alone Mitchell-related annual revenue requirement would be

approximately $138 million.*® The limited recovery under the Stipulation would result in

“ Stipulation, paragraph 4.
* Stipulation, paragraph 3.

* Post-Hearing Brief of Kentucky Power, p. 50.
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Kentucky Power's customers saving $133 million over the 17-month base-rate-freeze
period.*" KIUC concurs, arguing that the 13.98 percent total rate increase® associated
with the Mitchell acquisition is reasonable and manageable, particularly when compared
with the 23.9 percent rate increase associated with the pending rate case® and the
25.59 percent rate increase which would have occurred if the scrubber retrofit on Big
Sandy Unit 2 had been pursued.* In addition, Kentucky Power points out that the
Stipulation recognizes that the Mitchell Station will be included in the economic dispatch
of Kentucky Power's generation resources, and that Mitchell-related fuel costs will be
included in the calculation of any charges or credits under the company's fuel
adjustment clause. Because Mitchell fuel costs are anticipated to be lower than the fuel
costs for the Big Sandy Station, the Mitchell acquisition would result in annual fuel
savings of approximately $16.75 million to the benefit of Kentucky Power's customers.®®

The Stipulating Parties point out that the Stipulation also provides protection
against unreasonably higher costs due to unanticipated greenhouse gas regulation.
The significance of this provision is highlighted by the fact that on June 25, 2013,
President Obama issued his Climate Action Plan and Presidential Memorandum
directing the Environmental Protection Agency to ‘“issue proposed carbon pollution

standards, regulations, or guidelines, as appropriate, for modified, reconstructed, and

.

% This total rate increase comprises a 5.33 percent increase during the 17-month rate freeze
period and an 8.21 percent increase when Big Sandy Unit 2 is retired in mid-2015.

% Direct Testimony of Jason M. Stegall, Exhibit JMS-3, at 1 filed in Case No. 2013-00197,
Application for a General Adjustment of Electric Rates of Kentucky Power Company.

54 Kentucky Power's Response to Commission Staff's Fifth Data Request, Item No. 10.

% Stipulation, paragraph 2.
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existing power plants by no later than June 1, 2014.”% Under Paragraph 21 of the
Stipulation, Kentucky Power is required to file, as part of its future integrated resource
plans, an economic analysis of all generating unit costs, including the costs of
complying with greenhouse gas emission regulation; Kentucky Power explicitly
recognizes the right of the Commission or any parties to challenge the company'’s rates
on the grounds that they are unreasonable due to the Mitchell Station’s no longer being
the least-cost generation resource due to environmental requirements relating to
greenhouse gas emission regulation: Kentucky Power explicitly recognizes the
Commission’s authority to retire for ratemaking purposes the company’s interest in the
Mitchell Station in such an event: and Kentucky Power will recover its remaining
investment in the Mitchell Station over a period determined by the Commission at a
debt-only return.

The Stipulating Parties contend that the Stipulation provides other tangible
benefits that could not otherwise be achieved through a litigated process. These
benefits include (1) Kentucky Power agrees to shareholder contributions of $100,000
annually in each of the next five years for economic development and job training in
Lawrence and contiguous Kentucky counties to mitigate the economic impact of the
closure of Big Sandy Unit 2:5 (2) Kentucky Power agrees to increase its shareholder
contribution to the Home Energy Assistance (“HEA") Program by 20 percent from

$0.125 per meter per month to $0.15 per meter per month, which increases the amount

*% presidential Memorandum of June 25, 2013, Power Sector Carbon Pollution Standards, 78
Fed. Reg. 39535 (2013).

*’ Stipulation, paragraph 10.
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of shareholder HEA contributions by $43,500 to an annual total of $522,000;°® (3)
Kentucky Power agrees to institute a new two-year Demand-Side Management ("DSM™)
program to help fund energy management programs for schools that are mandated by
KRS 160.325 to participate in the Kentucky Energy Efficiency Program — $75,000 in
2014 and $50,000 in 2015:%° (4) Kentucky Power commits to increase its DSM
expenditures from the current $3 million annual amount to $6 million in 2016 and to
maintain the expenditure level at $6 million through at least 2018;%° (5) Kentucky Power
agrees to increase the amount of qualified interruptible load programs that can receive
credit to 75 MW for industrial customers;®' and (6) Kentucky Power agrees to issue a
non-binding RFP for 100 MW of wind power for the purpose of incorporating the results
of the RFP when it files its next Integrated Resource Plan filing in December 2013.%2
Having reviewed the non-unanimous Stipulation and being otherwise sufficiently
advised, the Commission finds that it is in effect an offer by Kentucky Power to amend
its application by requesting authority to acquire a 50 percent interest in the Mitchell
Station on terms more favorable than those originally proposed. The Commission finds
that the acquisition of 50 percent of the Mitchell Station is Kentucky Power's lowest-cost
option and the provisions of the non-unanimous Stipulation provide additional,
substantial benefits to ratepayers that could not otherwise be obtained. Therefore, we

find the Stipulation to be reasonable and we will approve it subject to the following

*® Stipulation, paragraph 11.
* Stipulation, paragraph 12.
% .
® Stipulation, paragraph 9.
® Stipulation, paragraph 19.
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modifications. In addition to our finding that the Mitchell acquisition is the least-cost
alternative to address the unit disposition of Big Sandy Unit 2, the Commission believes
that the benefits achieved through the Stipulation, as modified, would provide Kentucky
Power's customers with rate savings and tangible financial commitments. Regarding
the provision to fund school energy managers,®® the Commission finds that this
provision should be modified to make clear that Kentucky Power's shareholder
contribution would be incremental funding for the school energy manager program,
which could be for new school energy manager(s) or additional funds for existing school
managers, and that the funding would be limited to those schools in Lawrence and
contiguous Kentucky counties impacted by KRS 160.325.

Concerning the provision in which Kentucky Power agrees to maintain a
minimum level of DSM spending of at least $6 million after 2018,% the Commission
finds that this provision is ambiguous and should be modified to clearly specify
Kentucky Power's commitment to seek prior Commission approval should the company
desire to spend less than $6 million on DSM or energy-efficiency programs after 2018.

With respect to Kentucky Power's agreement to provide shareholder contribution
for economic development support for Lawrence County and the counties contiguous to
Lawrence county, we find that the amount of $100,000 per year for five years, with a
carve-out of $33,000 set aside for job training, with a preference on weatherization and
energy-efficiency-related jobs,®® to be insufficient to mitigate the significant negative

economic impact that the closure of Big Sandy Unit 2 would have on this region. We,

% Stipulation, paragraph 12.
*Id.

% Stipulation, paragraph 10.
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therefore, find that the provision should be modified to increase the shareholder
contribution to $200,000 per year for five years toward economic development support
for Lawrence county and the contiguous counties thereto. We also find that the amount
set aside for job training should not be carved out of the total annual contribution but
should instead be in addition to the $200,000 annual shareholder contribution for an
annual contribution from Kentucky Power shareholders of $233,000 per year for five
years. The shareholder funds designated for job training should also be placed in an
account for the benefit of the two colleges in the Kentucky Community and Technical
College System located in Kentucky Power's system, Ashland Community and
Technical College and Big Sandy Community and Technical Coliege, for the express
purpose of utilizing the two colleges to work with local economic officials, local industrial
authorities, local workforce investment boards, and chambers of commerce on a regular
basis to retain or attract business as well as to provide career counseling, assessments,
and retraining of displaced workers. The two colleges would also be able to utilize their
workforce solution divisions to provide specific training for industry, such as
weatherization and energy-efficiency job training.

The Stipulation also provides that Kentucky Power be authorized to accumulate
and defer for review the $28,113,304 in costs incurred by the company from 2004
through 2012 associated with Kentucky Power's ongoing efforts to meet Federal Clean
Air Act and other environmental requirements with respect to Big Sandy Unit 2
("Scrubber Study Costs”).% Kentucky Power contends that this provision is reasonable
because those costs were a necessary part of a major multi-year capital asset project

that would have been included in the capital cost of the project if the retrofit of Big

*® Stipulation, paragraph 8.
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Sandy Unit 2 had proven the least-cost alternative. Kentucky Power also contends that
the full span of the study was necessary for the company to reach the least-cost option
for the environmental issues facing Big Sandy Unit 2, and that it was only in the eighth
and final year that the company was able to reduce the capital cost by $412 million,
which reflects the difference between the capital cost of retrofitting Big Sandy Unit 2
with a DFGD and the capital cost of the Mitchell acquisition.

While studies or evaluations relating to major multi-year capital asset projects are
generally considered necessary and recovery of the cost of such studies and
evaluations through rates is generally considered reasonable, given the uniqueness of
the situation as presented herein, the Commission finds that this provision of the
Stipulation is not reasonable and should be stricken. We note that the proposed
Mitchell acquisition will result in a 5.33 percent rate increase to Kentucky Power's
customers during the 17-month period in which Kentucky Power's base rates are frozen
at the current level. Upon the retirement of Big Sandy Unit 2 in mid-2015, Kentucky
Power's projects that its ratepayers will see an additional increase of approximately 8.21
percent to their rates when Kentucky Power will seek to recover, among other things,
the undepreciated costs associated with the retirement of Big Sandy Unit 2, as well as
the coal-related retirement costs of Big Sandy Unit 1. The Commission finds that the
potential imposition of the $28 million Scrubber Study Costs, in addition to the costs
associated with the Mitchell acquisition, is not reasonable, particularly when the
Scrubber Study Costs, although spanning a significant period of time, did not result in a
formal Kentucky Power proposal upon which the Commission rendered a decision

based on its merits. The Commission likewise finds the potential imposition of the
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Scrubber Study Costs on ratepayers not reasonable due to the fact that a study of this
magnitude did not result in the addition of a scrubber or other pollution control facilities
at Big Sandy Unit 2.

DISCUSSION OF ASSUMPTION OF LIABILITIES

As part of the Mitchell acquisition, Kentucky Power requests authority pursuant to
KRS 278.300 to assume an undivided 50 percent interest in the liabilities associated
with the Mitchell Station as of December 31, 2013. Kentucky Power contends that its
assumption of these liabilities comports with KRS 278.300. Kentucky Power asserts
that assuming the liabilities as part of its efforts to obtain the necessary capacity and
energy to continue to provide retail electric is for a lawful object within the corporate
purposes of the company. Kentucky Power also asserts that such assumption is both
necessary for and consistent with its provision of public utility service to the public
because, in the absence of the Mitchell acquisition, Kentucky Power would not be able
to provide the capacity and energy to meet its customers’ needs at the lowest possible
price. Lastly, Kentucky Power contends that the assumption of liabilities will not impair
its ability to provide public utility service, noting that any liabilities assumed would
reduce the transfer price of the Mitchell Station.

The Commission finds that Kentucky Power’s request to assume an undivided 50
percent interest in the liabilities associated with the Mitchell acquisition is for lawful
objects within the corporate purposes of Kentucky Power, is necessary and appropriate
for and consistent with the proper performance by Kentucky Power of its service to the
public, will not impair its ability to perform that service, is reasonable, necessary, and

appropriate for such purposes, and should be approved. In arriving at this decision, the
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Commission relied upon the testimony of witnesses for Kentucky Power who indicated
that no environmental liabilities are known at this time as a result of environmental
retrofits to the Mitchell Station. Additionally, the Commission relied upon Kentucky
Power's testimony that because of prior maintenance and upgrades to the Mitchell
Station, there are no known liabilities or repairs needed at the current time, and with
only normal maintenance the Commission can expect the Mitchell Station to be
operational in 2040.

MISCELLANEOUS ISSUES

1. Reporting Requirement

Given the age of the Mitchell units and the ever changing landscape of
environmental requirements, we will require Kentucky Power to file annual reports
providing the Commission with detailed updates on the performance of the Mitchell
Station and the company’s assessment of any potential changes in environmental
regulations that would impact the Mitchell Station. The annual reports shall include, at a
minimum, a discussion and evaluation of the performance of each of the two Mitchell
units, unplanned system outages, heat rate, budgeted and actual capital expenditures
for the prior year and budgeted capital expenditures for the reporting year, budgeted
and actual operation and maintenance ("O&M") expenditures for the prior year and
budgeted O&M expenses for the reporting year, and a discussion of potential
environmental regulations that may impact the Mitchell Station.

2. Mitchell Plant Operating Agreement

On August 5, 2013, Kentucky Power filed supplemental responses to

Commission Staff's post-hearing data requests, which advised that the Virginia
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Corporation Commission had recently issued an order denying the transfer of a 50
percent undivided interest in the Mitchell Station to APC0.*” Kentucky Power noted in
that supplemental response that the instant Application is independent of any action by
either the Virginia or West Virginia commissions because Kentucky Power continues to
require both the capacity and energy available to it through the Mitchell acquisition and
because the Mitchell acquisition continues to represent the least-cost alternative to
address the company’s needs.

Kentucky Power advises that if the remaining 50 percent undivided interest in the
Mitchell Station is not ultimately transferred to APCo, that interest will likely remain with
AEP Generation Resources. Under those circumstances, Kentucky Power states that a
revised Mitchell Plant Operating Agreement will be filed with FERC providing that
Kentucky Power will operate the Mitchell Station on behalf of itself and AEP Generating
Resources. The revised operating agreement will continue to reflect the costs attendant
to Kentucky Power's ownership and operation of the undivided 50 percent interest in the
Mitchell Station.

Should APCo fail to obtain the remaining undivided 50 percent interest of the
Mitchell Station and the Mitchell Plant Operating Agreement is revised and filed with
FERC to reflect Kentucky Power's status as operator of the Mitchell Station, Kentucky
Power should provide the Commission a copy of the FERC application and apprise the

Commission of FERC's final decision on the application.

®” See Case No. PUE-2012-00141, Application of Appalachian Power Company for Approval of
Transactions to Acquire Interests in the Amos and Mitchell Generation Plants and to Merge with Wheeling
Power Company (VSCC, July 31, 2013).
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3. Net Book Value

In the event the Public Service Commission of West Virginia (“West Virginia
PSC") approves APCo’s request to acquire the remaining 50 percent undivided interest
in the Mitchell Station at a NBV that is lower than the $536 million projected in the
instant matter, Kentucky Power's authority to acquire the Mitchell Station will be limited
to the NBV as determined by the West Virginia PSC.

4, Off-System Sales

The Stipulation also provides that Kentucky Power will set and maintain the
System Sales Adjustment Factor to 0.0000 mills/kWh until new base rates are
established.®® Currently, customers receive a credit, or pay a charge, equal to 60
percent of the difference between Kentucky Power's net system sales revenues for a
particular month and the amount specified for that month in the Tariff System Sales
Clause. Pursuant to the Stipulation, customers will receive the benefit of the full
$15,290,363 built into current base rates even if the monthly off-system sales fall short
of the tariff amount and Kentucky Power will retain all of the excess amounts when off-
system sales exceed the amount in base rates. This modification will continue until new
base rates are established in Kentucky Power's next base rate case.

As we stated earlier, Kentucky Power is in the midst of a unique transformation of
its operations, having to consider the disposition of a significant portion of its generation
portfolio. This case is just one step towards how Kentucky Power will propose to
reconstitute its generation assets. As has been mentioned in this matter, we anticipate

Kentucky Power to file a certificate case for the repowering of Big Sandy Unit 1. Also,

% Stipulation, paragraph 7.
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Kentucky Power has requested approval of a renewable energy purchase agreement
and that case is currently pending before the Commission.®® The final resolution of the
disposition of Big Sandy Unit 1 and Case No. 2013-00144 will bring more clarity to
Kentucky Power’s capacity and energy needs. Accordingly, the Commission will closely
scrutinize Kentucky Power's treatment of its off-system sales and any associated
mechanism proposed in the company’s next base rate case.

IT IS THEREFORE ORDERED that:

1. Kentucky Power's request to acquire an undivided 50 percent interest in
the Mitchell Generating Station and to assume an undivided 50 percent interest in the
liabilities associated with the Mitchell acquisition is approved subject to the provisions of
the Stipulation set forth in Appendix A and Kentucky Power’'s acceptance of the
modifications to the Stipulation set forth in Appendix B.

2. The Stipulation, including the tariffs proposed to implement the terms of
the Stipulation, is approved subject to Kentucky Power's acceptance of the
modifications to the Stipulation set forth in Appendix B.

3. Kentucky Power’s request for a deviation from KRS 278.2207(2) is denied
as moot.

4, Within seven days from the date of this Order, the President of Kentucky
Power shall file written notice with the Commission indicating whether Kentucky Power
accepts and agrees to be bound by the modifications to the Stipulation as set forth in

Appendix B.

% Case No. 2013-001 44, Application of Kentucky Power Company for Approval of the Terms and
Conditions of the Renewable Energy Purchase Agreement for Biomass Energy Resources Between the
Company and ecoPower Generation-Hazard LLC; Authorization to Enter Into the Agreement; Grant of
Certain Declaratory Relief: and Grant of All Other Required Approvals and Relief (filed April 10, 2013).
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5. Should APCo fail to obtain ownership of the remaining undivided 50
percent interest of the Mitchell Station and a revised Mitchell Plant Operating
Agreement is filed with FERC to reflect Kentucky Power's status as operator of the
Mitchell Station, Kentucky Power shall file a copy of the FERC application and apprise
the Commission of FERC's final decision on the application.

6. Kentucky Power shall file annual status reports concerning the
performance of the Mitchell Station as discussed herein no later than March 1, 2014,
and on the same date each year thereafter until the Commission orders otherwise.

7. In the event the West Virginia PSC approves APCo's request to acquire
the remaining 50 percent undivided interest in the Mitchell Station at a NBV that is lower
than the $536 million NBV proposed in the instant matter, Kentucky Power’s authority to
acquire the Mitchell Station shall be limited to the NBV as found by the West Virginia
PSC.

8. Within seven days after the closing of the Mitchell transaction, Kentucky
Power shall file written notification to the Commission detailing the status of the
transaction.

9. Within 20 days after the date of closing the Mitchell transaction, Kentucky
Power shall file with the Commission its tariff sheets as approved herein, showing their
date of issue and that they were issued by authority of this Order.

10.  Any documents filed pursuant to ordering paragraphs 8 and 9 of this Order
shall reference the number of this case and shall be retained in the utility's general

correspondence file.
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Nothing contained herein shall be construed as a finding of value for any purpose

or as a warranty on the part of the Commonwealth of Kentucky or any agency thereof

as to the securities authorized herein.

By the Commission

ENTERED

0CT 07 2013

KENTUCKY PUBLIC
SERVICE COMMISSION

ATTEST:

Executive Director /é"(—
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APPENDIX A

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE
COMMISSION IN CASE NO. 2012-00578 DATED OCT 0 7 2013



COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION

IN THE MATTER OF:

APPLICATION OF KENTUCKY POWER
COMPANY FOR (1) A CERTIFICATE OF
PUBLIC CONVENIENCE AND
NECESSITY AUTHORIZING THE
TRANSFER TO THE COMPANY OF AN
UNDIVIDED FIFTY PERCENT
INTEREST IN THE MITCHELL
GENERATING STATION AND
ASSOCIATED ASSETS; (2) APPROVAL
OF THE ASSUMPTION BY KENTUCKY
POWER COMPANY OF CERTAIN
LIABILITIES IN CONNECTION WITH
THE TRANSFER OF THE MITCHELL
GENERATING STATION; (3)
DECLARATORY RULINGS; (4)
DEFERRAL OF COSTS INCURRED IN
CONNECTION WITH THE COMPANY’S
EFFORTS TO MEET FEDERAL CLEAN
AIR ACT AND RELATED
REQUIREMENTS; AND (5) ALL OTHER
REQUIRED APPROVALS AND RELIEF

RECEIVED

JUL 02 2013

PUBLIC SERV
COMMISSIO‘\?E

Case No. 2012-00578

STIPULATION AND SETTLEMENT AGREEMENT

pi
This Stipulation and Settlement Agreement, made and entered into this 3 day of July,

2013, by and among Kentucky Power Company (

“Kentucky Power” or “Company”); Kentucky

Industrial Utility Customers, Inc. (“KIUC”); and Sierra Club, Alexander Desha, Tom Vierheller,

and Beverly May (“Sierra Club™):



WITNESSETH:

WHEREAS, on December 19, 2012 Kentucky Power filed a verified application pursuant
to KRS 278.020, 807 KAR 5:001, Section 9 (now 807 KAR 5:001, Section 15), KRS 278.300,
and 807 KAR 5:001, Section 1 (now 807 KAR 5:001, Section 17). In its application, styled /n
the Matter of: Application of Kentucky Power C, ompany for. (1) A Certificate Of Public
Convenience and NecessityAuthorizing The Transfer To The Company Of An Undivided F. ifty
Percent Interest In The Mitchell Generating Station And Associated Assets; (2) Approval Of The
Assumption By Kentucky Power Company Of Certain Liabilities In Connection With The
Transfer Of Mitchell Generating Station; (3) Declaratory Rulings,;’ (4) Deferral Of Costs
Incurred In Connection With The Company’s Efforts To Meet Federal Clean Air Act And Related
Requirements; And (5) For Al Other Required Approvals And Relief, Case No. 2012-00578
(“Transfer Application.”) In the Transfer Application, the Company sought approval for all
approvals necessary to effectuate the transfer of a fifty percent undivided interest in Ohio Power
Company’s Mitchell Generating Station, including the assumption of certain liabilities. In
addition, the Company sought the authority, in accordance with F inancial Accounting Standards
Board Standards Codification 980-340-25-1, to accumulate and defer for review and recovery in
its next base rate proceeding certain costs incurred from 2004 through 2012 in connection with
the Company’s ongoing efforts to meet Federal Clean Air Act and other environmental

requirements with respect to Big Sandy Unit 2; and

WHEREAS, KIUC, Sierra Club, and the Attorney General of the Commonwealth of

Kentucky, by and through his Office of Rate Intervention (“Attorney General™) (collectively the

"On February 15, 2013 the Commission issued a declaratory order stating that prior approval pursuant to KRS
278.020(5) and KRS 278.020(6) is not required for the merger of Kentucky Power and NEWCO Kentucky.

2




“Intervenors™) filed motions for full intervention in P.S.C. Case No. 2012-00578. The Public

Service Commission of Kentucky (“Commission™) granted each of the intervention motions; and

WHEREAS, Sierra Club and KIUC filed written testimony raising issues regarding

Kentucky Power’s Transfer Application; and

WHEREAS, Kentucky Power and the Intervenors have had a full opportunity for

discovery, including the filing of written data requests and responses; and

WHEREAS, Kentucky Power offered the Intervenors, along with Commission Staff, the
opportunity to meet and review the issues presented by Kentucky Power’s application in this

proceeding and for purposes of settlement; and

WHEREAS, during May 2013 representatives of Kentucky Power and the Intervenors,
along with Commission Staff, met to review the issues and discuss settlement of the Transfer

Application; and

WHEREAS, on May 28, 2013 Kentucky Power, along with Sierra Club and KIUC
(“Settling Intervenors™), entered into a Memorandum of Understanding Regarding Stipulation

and Settlement Agreement memorializing the basis for settling the issues in this proceeding; and

WHEREAS, Kentucky Power and the Settling Intervenors have reviewed the issues raised
in P.S.C. Case No. 2012-0578, and have reached a settlement of the case, including the issues

raised therein; and

WHEREAS, the Attorney General declined to enter into a settlement of the issues and thus

there is not a unanimous settlement of the proceedings in Case No. 2012-00578; and

LI



WHEREAS, Kentucky Power and the Settling Intervenors execute this Stipulation and
Settlement Agreement (“Settlement Agreement”) for purposes of submitting it to the Public
Service Commission of Kentucky for approval, and for such further approvals as are required to

implement its provisions; and

WHEREAS, Kentucky Power and the Settling Intervenors believe that the relief, rates, and
approvals provided for by this Settlement Agreement are in accordance with the requirements of

Chapter 278; and

WHEREAS, the adoption of this Settlement Agreement will limit the need for the

Commission and the parties to expend considerable resources in the litigation of this proceeding,

NOw THEREFORE, for and in consideration of the mutual premises set forth above, and
the agreements and covenants set forth herein, Kentucky Power and the Settling Intervenors

hereby agree:

1. On December 31, 2013, fifty percent of Mitchell Units 1 and 2 (including
associated assets and liabilities) are to be transferred to Kentucky Power Company in the manner
described in the Transfer Application. The transfer will be at actual net book value as of
December 31, 2013, including all Accumulated Deferred Income Tax benefits, with no off-set to
negate the transfer of those tax benefits to Kentucky ratepayers, in a manner consistent with the
accounts and accounting entries shown on RK W-Exhibit 2 and RKW-Exhibit 3 (the net book
value is currently estimated to be approximately $536 million), and the calculation of the
“Mitchell Plant Revenue Requirement” amounts shown on RKW-Exhibit 4 and the underlying
workpapers for RKW-Exhibit 4. Such transfer shall be deemed a prudent component of rate base

in future proceedings. The Company will use current Ohio Power Company depreciation rates



for Mitchell Units 1 and 2 until such rates are changed in the Base Rate Case, as that proceeding
is defined in Paragraph 3. The Company shall propose depreciation rates that reflect a 2040

retirement date for the Mitchel] units in the Base Rate Case.

2. Mitchell-related fuel costs shall be included in the calculation of charges or
credits under Kentucky Power Company’s Fuel Adjustment Clause. The Mitchell units will be
included in the economic dispatch of Kentucky Power Company’s generation resources.
Because of the anticipated lower fuel costs of Mitchell Units 1 and 2 vis-a-vis the anticipated
fuel costs of the Big Sandy units, the transfer of the Mitchell units to Kentucky Power is
expected to provide Kentucky Power customers with the benefit of reduced fuel costs of
approximately $2.50/MWh. Based on 2012 jurisdictional kWh sales of 6.7 GWh, the benefits

are estimated to total $16.75 million annually,

3. Upon approval by the Commission of this Stipulation and Settlement Agreement,
the Company shall withdraw any pending base rate case.? The Company agrees to maintain
current base rates at least through May 31, 2015, subject to Paragraph 16 of this Settlement
Agreement. In addition, the Company agrees to file a base rate proceeding (“Base Rate Case”)
no later than December 29, 2014 utilizing a September 30, 2014 test year. The Company agrees
to propose combining, using the C.LP.-T.0.D. rate design, the C.1P.-T.0.D. and Q.P. tariff
classes in the Base Rate Case. The Company agrees to remove all coal-related operating
expenses related to Big Sandy 1,and all operating expenses related to Big Sandy Unit 2 from the
cost of service study in the Base Rate Case. The Company further agrees to remove all coal-

related plant and other capitalized costs, e.g., fuel inventories, materials and supplies inventories,

2 Kentucky Power Company on May 17, 2013 filed its Notice of Intent to file an Application For General
Adjustment of its Rates (Case No. 2013-00197). On June 28, 2013 the Company filed its Application seeking a
23.39% adjustment in its revenues (with the transmission adjustment).



etc., related to Big Sandy Unit 1, and all plant and other capitalized costs, e.g., fuel inventories,
materials and supplies inventories, etc., related to Big Sandy Unit 2,from the cost of service
study in the Base Rate Case, and instead recover these costs in the manner set forth in Paragraph

14 of this Settlement Agreement.

4. Effective January 1, 2014, the Company will implement an Asset Transfer Rider
pursuant to the Tariff Asset Transfer Rider attached hereto as EXHIBIT 1. The Asset Transfer
Rider is designed to collect $44 million annually, with a true-up mechanism to ensure no over or
under recovery. The charges payable under the Asset Transfer Rider are initially determined by
first allocating the $44 million revenue requirement between residential and all other customers
based upon their respective percentage of total revenues as of the twelve month period ended
September 30, 2013. The Asset Transfer Rider charges will be calculated as a percentage of total
revenues for the residential class, and as a percentage of non-fuel revenues for all other
customers. The Asset Transfer Rider will remain in place until the Commission sets new base
rates for the Company that include the Mitchel] units. After new base rates are established, the
Asset Transfer Rider will be reset to remove the $44 million by substituting Asset Transfer
Rider-2 (Tariff A.T.R.-2), attached hereto as EXHIBIT 1-A, which thereafter will be used to

recover the Big Sandy 1 and Big Sandy 2 retirement costs as described in Paragraph 14.

5. Effective January 1, 2014, the monthly Environmental Surcharge factor (Tariff
E.S.) will be fixed and maintained at 0.00% until new base rates are set by the Commission. The

revised Tariff E.S. is attached hereto as EXHIBIT 2,

6. When base rates are set in the Base Rate Case, all costs associated with the

Mitchell Units 1 and 2 Flue Gas Desulfurization (FGD) equipment will be recovered through the



environmental surcharge (Tariff E.S.) approved in the Base Rate Case, and excluded from base
rates in the Base Rate Case. This collection mechanism shall continue at least until the
Commission sets new base rates for a period commencing after June 30, 2020 that include these
costs. The charges payable under the Environmental Surcharge to be submitted for approval in
the Base Rate Case will be determined by first allocating the revenue requirement between full
requirements wholesale customers and retail customers in the same manner that it is presently
allocated. The retail share of the revenue requirement will then be allocated between residential
and non-residential retail customers based upon their respective total revenues. The
Environmental Surcharge will be implemented as a percentage of total revenues for the

residential class and as a percentage of non-fuel revenues for all other customers.

7. Effective January 1, 2014, the Company will set and maintain the System Sales
Adjustment Factor (Tariff S.S.C.) to 0.0000 mills/kWh until new base rates are set by the
Commission. The revised Tariff S.S.C. is attached hereto as EXHIBIT3. Calendar year off-
system sales margins above $15,290,363, the level in current base rates, will be retained by the

Company until new base rates are set.

8. The Company shall be authorized in accordance with Financial Accounting
Standards Board Standards Codification 980-340-25-1 to accumulate and defer for review and
recovery in the Base Rate Case the $28,1 13,304 of costs incurred from 2004 through 2012 in
connection with the Company’s ongoing efforts to meet Federal Clean Air Act and other
environmental requirements with respect to Big Sandy Unit 2. The Company shall be authorized
to amortize and recover the regulatory asset over a five-year period commencing with the

implementation of the base rates established in the Base Rate Case. The Company will be



authorized to apply carrying costs to the unamortized regulatory asset at a long-term debt rate of

6.48%.

9. Effective June 1, 201 5, the availability of service under Tariff C.S.-I.R.P. shall
increase to 75,000 kW in accordance with the revised Tariff C.S.-I.R.P. attached hereto as

EXHIBIT4. F urther, the revised Tariff C.S.-I.R.P. provides that effective June 1, 2015 credits

under Tariff C.S.-I.R.P. of $3.68 /kW/month will be provided for interruptible load that qualifies
under PIM’s rules as capacity for the purposes of the Company’s FRR obligation. This
interruptible service will be consistent with PJM’s Limited Demnand Response, Emergency —
Capacity Only Program, subject to any limitations on the availability of that Program by PIM. If
insufficient MWs are available for PJM enrollment by Kentucky Power, the revised Tariff C.S -
LR.P. provides that Company shall offer to substitute one of the other PIM Emergency Demand
Response Programs that is available. To be elj gible for the credit, customers must be able to
provide interruptible load (not involving behind the meter diesel generation) of at least one MW
at a single site and commit to a minimum 4-year contract term. Any such credits wil] be
collected through the newly-established Purchase Power Adjustment to be implemented pursuant

to Paragraph 15 of this Settlement Agreement.

10. The Company agrees to provide economic development support for Lawrence
County, Kentucky and the Kentucky counties contiguous thereto in the total amount of $100,000
per year for five years. Of this annual amount, $33,000 will be set aside for job training, with a
preference for training for weatherization and energy efficiency-related jobs. The $100,000

annual contribution shall not be recoverable from Kentucky Power customers.



11. The Company agrees to increase its contribution to the Home Energy Assistance
Program to 15 cents per residential meter per month. Such amounts shall not be recoverable

from customers.

12. The Company agrees to institute a new two-year Demand-Side Management
(*DSM”) program to help fund chergy management programs for schools affected by KRS
160.325. The annual DSM funding level for this program will be $75,000 in 2014 and $50,000
in 2015. Further, Kentucky Power agrees to increase its aggregate annual spending on cost-
effective DSM and energy efficiency measures through Commission-approved DSM programs to
$4 million in 2014; $5 million in 2015; and $6 million in 2016, 201 7, and 2018. The Company
also will seek to maintain a minimum spending level of $6 million for Commission-approved
cost-effective DSM and energy efficiency measures in years after 2018. The Sierra Club may
participate in the Company’s DSM collaborative and receive the Company’s periodic reports and

evaluations of its DSM programs.

13. The Company shall file with the Commission an application pursuant to KRS
278.020 for Certificate of Public Convenience of Necessity to convert the 268 MW Big Sandy
Unit 1 to natural gas, and will exercise its option to terminate its March 28, 2013 Request for
Proposals. All parties to this Settlement Agreement agree they will not move to intervene to
challenge the Company’s filing for the required Certificate of Public Convenience and Necessity
to convert Big Sandy Unit 1 to natural gas, provided the cost to convert is approximately $60

million.

14, The Company shall be authorized to recover the coal-related retirement costs of

Big Sandy Unit 1, the retirement costs of Big Sandy Unit 2, and other site-related retirement



costs that will not continue in use. The costs shall be recovered on a levelized basis, including a
weighted average cost of capital (WACC) carrying cost, over a 25 year period beginning when
base rates are set in the Base Rate Case. The term “Retirement Costs” as used in this agreement
are defined as and shall include the net book value, materials and supplies that cannot be used
economically at other plants owned by Kentucky Power, and removal costs and salvage credits,
net of related ADIT. Related ADIT shall include the tax benefits from tax abandonment losses.
The Company will use its best efforts to minimize the cost of dismantling and to maximize

salvage credits. Such retirement costs will be recovered in the Asset Transfer Rider-2.

15. Beginning January 1, 2014, no outage associated with Big Sandy Unit 2,
including that due to its retirement, shall be treated as a forced outage for purposes of the Fuel
Adjustment Clause. After Big Sandy Unit 2 is retired or can no longer be economically
operated, the Company shall be authorized to recover incremental purchased power costs
associated with forced outages of other Kentucky Power plants, not otherwise recoverable
through the Fuel Adjustment Clause, pursuant to the Purchase Power Adjustment attached hereto
as EXHIBIT 5. Customers shall at all times be entitled to the least cost energy produced by
generation owned, leased or purchased by the Company consistent with economic dispatch

principles.

16.  The retirement of Big Sandy Unit 2 prior to May 31, 2015, shall be considered a
Force Majeure Event and the Company shall have the right to seek emergency rate relief from
the Commission to prevent its credit or operations from being materially impaired or damaged
under KRS 278.190 (2) consistent with the Commission’s orders and precedent governing such

relief. Such emergency rate relief shall be limited to $24 million annually ($2 million per month

10



for each remaining month through May 2015). For purposes of this provision, Big Sandy Unit 2

shall be deemed retired upon review of the retirement as required under the PIM tariff.

17. The Company agrees to continue to procure coal for the Mitchell units with no

bias against coal produced in Kentucky.

18. The Company agrees to continue to work during the conversion of Big Sandy

Unit 1 to use local labor sources, in connection with the conversion, when technically practical.

19. The Company agrees to issue a non-binding Request For Proposals for 100 MW
of wind power for the purpose of incorporating the results of the RFP in its Integrated Resource

Plan that will be filed in December 2013.

20. The Company’s application in Case No. 2013-00144 (In The Matter Of: The
Application Of Kentucky Power Company For: (1) The Approval Of The Terms And Conditions
Of The Renewable Energy Purchase A greement For Biomass Energy Resources Between The
Company And ecoPower Generation-Hazard LLC; (2) Authorization To Enter Into The
Agreement, (3) The Grant Of Certain Declaratory Relief; And (4) The Grant Of All Other

Required Approvals and Relief) is to be decided separately by the Commission.

21. Kentucky Power and the Settling Intervenors agree:

(a) Any party can contest the reasonableness of the ongoing costs of
environmental compliance in future proceedings. The Company acknowledges the authority of
the Commission, upon its own motion, or upon application by the parties (including the Attorney
General, Sierra Club, and KIUC), to determine following a full due process hearing that Mitchell

Units 1 and 2 are no longer the least cost generation resource for the ratepayers of the Company



due to federal, state or local environmenta] laws or regulations imposing on Mitchell Units 1 and
2 costs or operational requirements associated with or related to greenhouse gas emissions, and
to order upon such determination that Mitchell Units 1 and 2 shall be retired for Kentucky
ratemaking purposes. Nothing in this Stipulation and Settlement Agreement shall bar the
Commission or the parties (including the Attorney General, Sierra Club, and KIUC) from
proceeding pursuant to KRS 278.260 to challenge the Company’s rates on the ground the rates
are unreasonable or unjustly discriminatory because Mitchell Units 1 and 2 are no longer the
least cost generation resource for the ratepayers of the Company due to federal, state or local
environmental laws or regulations imposing on Mitchell Units 1 and 2 costs or operational
requirements associated with or related to greenhouse gas emissions. The Company and Settling
Intervenors further agree to work collaboratively with the Kentucky and West Virginia
Environmental Protection Agencies to attempt to reasonably address the potential regulation of

carbon and its impact on Kentucky Power customers.

(b) Any costs resulting from federal, state or local environmental
requirements relating to greenhouse gas emissions will be collected through the Environmental
Surcharge or a similarly-structured surcharge mechanism consistent with the allocation specified

in Paragraph 6.

(c) If Mitchell Units 1 or 2 are retired for Kentucky ratemaking purposes
pursuant to Paragraph 21(a) or retired early as the result of federal, state or local environmental
requirements relating to greenhouse gas emissions, the Company agrees to collect the Retirement
Costs with a debt-only carrying cost. The recovery period and mechanism shall be approved by
the Commission. Retirement Costs shall be as defined in Paragraph 14. The Company further

agrees to include an economic analysis of all generating unit costs, including the costs of

12



complying with greenhouse gas emission regulation, in future Integrated Resource Plans. This
Stipulation and Settlement Agreement does not bar any party from advocating any position it

deems appropriate in a future Integrated Resource Plan docket, or any other future proceeding.

22, Filing Of Settlement Agreement With The Commission And

Request For Approval.

Following the execution of this Settlement Agreement, Kentucky Power and the Settling
Intervenors shall file this Settlement Agreement with the Commission along with a joint request

to the Commission for consideration and approval of this Settlement Agreement.

23. Good Faith And Best Efforts To Seek Approval.

(a) This Settlement Agreement is subject to approval by the Commission.

(b)  Kentucky Power and the Settling Intervenors shall act in good faith and
use their best efforts to recommend to the Commission that this Settlement Agreement be
approved in its entirety and without modification, and that the rates and charges set forth herein

be implemented.

(c) Kentucky Power and certain Intervenors filed testimony in this case and
Kentucky Power filed rebuttal testimony. Kentucky Power also filed testimony in support of this
Settlement Agreement. For purposes of any hearing with respect to this Settlement Agreement
or the Application in Case No. 2012-00578, the Settling Intervenors and Kentucky Power waive
all cross-examination of the other parties' witnesses except for supporting this Settlement

Agreement, unless the Commission disapproves this Settlement Agreement.



(d) Kentucky Power and the Settling Intervenors further agree to support the
reasonableness of this Settlement Agreement before the Commission, and to cause their counsel
to do the same, including in connection with any appeal from the Commission’s approval,

implementation, or enforcement of this Settlement Apgreement.

(e) No party to this Settlement Agreement shall file judicial or administrative
challenges to any Order of the Commission approving the Settlement Agreement in its entirety

and without modification.

24. Failure Of Commission To Approve Settlement Agreement.

If the Commission does not accept and approve this Settlement Agreement in its entirety
and without modification, this Settlement Agreement shall be void and withdrawn by Kentucky
Power and the Settling Intervenors from further consideration by the Commission and none of

the parties to this Settlement Agreement shall be bound by any of the provisions herein.

25. Continuing Commission Jurisdiction.

This Settlement Agreement shall in no way be deemed to divest the Commission of

jurisdiction under Chapter 278 of the Kentucky Revised Statutes.

26. Effect of Settlement Agreement.

This Settlement Agreement shall inure to the benefit of and be binding upon the parties to
this Settlement Agreement, their successors and assigns. In the event that the Company or either
of the Settling Intervenors believes a Party to this Settlement Agreement has breached any of its

obligations set forth herein, the Party alleging breach shall provide the allegedly breaching Party
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written notice and a 30-day opportunity to cure the alleged breach. The Parties agree that any
breach of this agreement shall result in irreparable injury, for which the non-breaching party is
without adequate remedy at law. Accordingly, the parties to this Stipulation and Settlement
Agreement further agree that equitable relief, including specific performance or injunctive, is the
sole remedy in the event of an uncured breach, and that no Party shall be liable for monetary
damages in the event of breach. The Parties expressly waive and forego the right to money

damages for any breach of any of the obligations set forth in this Settlement Agreement.

27. Complete Apreement,

This Settlement Agreement constitutes the complete agreement and understanding among
the parties to this Settlement Agreement, and any and all oral statements, representations or
agreements made prior hereto or contained contemporaneously herewith shall be null and void

and shall be deemed to have been merged into this Settlement Agreement.

28. Independent Analysis.

The terms of this Settlement Agreement are based upon the independent analysis of the
parties to this Settlement Agreement, are the product of compromise and negotiation, and reflect

a fair, just and reasonable resolution of the issues herein.

29. Settlement Agreement And Negotiations Are Not An Admission.

(a) This Settlement Agreement shall not be deemed to constitute an admission
by any party to this Settlement Agreement that any computation, formula, allegation, assertion or
contention made by any other party in these proceedings is true or valid. Nothing in this

Settlement Agreement shall be used or construed for any purpose to imply, suggest or otherwise
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indicate that the results produced through the compromise reflected herein represent fully the

objectives of Kentucky Power or the Settling Intervenors.

(b) Neither the terms of this Settlement Agreement nor any statements made
or matters raised during the settlement negotiations shall be admissible in any proceeding, or
binding on any of the parties to this Settlement Agreement, or be construed against any of the
parties to this Settlement Agreement, exce}:t that in the event of litigation or proceedings
involving the approval, implementation or enforcement of this Apgreement, the terms of this
Settlement Agreement shall be admissible. This Settlement Agreement shall not have any

precedential value in this or any other jurisdiction.

30. Consultation With Counsel

The parties to this Settlement Agreement warrant that they have informed, advised, and
consulted with their respective counsel with regard to the contents and significance of this

Settlement Agreement and are relying upon such advice in entering into this agreement.

31. Authority To Bind.

Each of the signatories to this Settlement Agreement hereby warrant they are authorized

to sign this agreement upon behalf of, and bind, their respective parties.

32. Construction Of Agreement.

This Settlement Agreement is a product of negotiation among all parties to this
Settlement Agreement, and no provision of this Settlement Agreement shall be construed in
favor of or against any party hereto. This Settlement Agreement is submitted for purposes of this

case only. Except as otherwise provided in this Settlement Agreement, this Settlement

16



Agreement is not to be deemed binding upon the parties hereto in any other proceeding, nor is it
to be offered or relied upon in any other proceeding involving Kentucky Power or any other

utility.
33. This Settlement Agreement may be executed in multiple counterparts.

IN WITNESS WHEREOQF, this Stipulation and Settlement Agreement has been agreed to

as of thisd 2 day of July, 2013,
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KENTUCKY POWER COMPANY

AN,

~e

Mark R. Overstreet

Its: Attorney



SIERRA CLUB, ALEXANDER DESHA,
TOM VIERHELLER, AND BEVERLY
MAY

Shannon W. Fisk

Their: Attorney



KENTUCKY INDUSTRIAL UTILITY
CUSTOMERS, INC.

vy P

Michael L. Kurtz

Its: Attorney



EXHIBIT 1




KENTUCKY POWER COMPANY P.S.C.KY.NO. 10 QRIGINAL SHEET NO. 36-1 EXHIBIT 1
CANCELING P.SI.C.KY.NO. 10 -1

SHEET NO. 36-1
TARIFF A.T.R.
(Asset Transfer Rider)
APPLICABLE,

To Tariffs R.S., RS.-LM.-T.0.D,, RS.-T.O.D,, Experimental R.S.-T.0.D.2, S.G.S., Experimental $.G.S.-T.0.D., M.G.S., M.G.S.-T.0.D,, L.G.S
L.GS.-T.O.D, QP, CIP-T.OD,CS.-LRP, MW, OL.andS.L.

RATE.

1. Pursuant to the final order of the Kentucky Public Service Commission in Case No. 2012-00578 and the Stipulation and Settlemer
Agreement dated June _, 2013 as filed and approved by the Commission, Kentucky Power Company is to recover from retail ratepayers $4
million annually beginning January 1, 2014 and ending when the Commission sets new base rates for the Company that include Mitche
Units 1 and 2.

2. The allocation of the $44 million revenue requirement between residential and all other customers shall be based upon their respectiv
contribution to total retail revenues for the twelve month period ended September 30, 2013, according to the following formula:

$44.000.000 x KY Residential Retail Revenue RR(b)

Residential Allocation RA(m)

12 months KY Retail Revenue R(b)
All Other Allocation OA(m) = $44,000,000 x KY All Other Classes Retail Revenue OR(b)
12 months KY Retail Revenue R(b)

Where:
(m) = the expense month;

(b) = twelve month period ended September 30, 2013.

3. The Residential Asset Transfer Adjustment shall provide for monthly adjustments based on a percent of total revenues, according to the
following formula:

Residential Asset Transfer Adjustment Factor = Net Monthly Residential Allocation NRA(m)

Residential Retail Revenue RR(m)

Where:
Net Monthly Residential Allocation NRA(m) = Monthly Residential Allocation RA(m), net of Over/(Under) Recaovery
Adjustment;
Residential Retail Revenue RR(m) = Monthly Retail Revenue for all KY residential classes for the expense
month (m),

4. The All Other Classes Asset Transfer Adjustment shall provide for monthly adjustments based on a percent of non-fuel revenues, according to
the following formula;

All Other Classes Asset Transfer Adjustment Factor = Net Monthly All Other Allocation NOA(m)

All Other Classes Non-Fuel Retail Revenue ONR(m)
Where:

Net Monthly All Other Allocation NOA(m)

I

Monthly All Other Allocation OA(m), net of Over/(Under) Recovery
Adjustment;

All Other Classes Non-Fuel Retail Revenue ONR(m) Monthly Non-Fuel Retail Revenue for all classes other than residential

for the expense month (m).

1. The monthly asset transfer rider adjustments shall be filed with the Commission ten (10) days before it is scheduled to go into effect, along
with all the necessary supporting data to justify the amount of the adjustments, which shall include data, and information as may be required
by the Commission.

2. Copies of all documents required to be filed with the Commission shall be open and made available for public inspection at the office of the
Public Service Commission pursuant (o the provisions of KRS61.870 to 61.884

DATE OF ISSUE _XXXXXXXX

DATE EFFECTIVE__SERVICE RENDERED ON AND AFTER JANUARY 1 2014

ISSUED BY

TITLE: MANAGER OF REGULATORY SERVICES

BY AUTHORITY OF ORDER BY THE PUBLIC SERVICE COMMISSION

IN CASE NO. 2012-00578 DATED




EXHIBIT 1-A




KENTUCKY POWER COMPANY P.S.C.KY.NO. 10 ORIGINAL SHEETNO. 36-1 EXHIBIT 1-A
CANCELING PS.C.KY.NO. 10 SHEET NO. 36-1 PAGE 1of 2

TARIFF A.T.R.-2
(Assct Transfer Rider-2)
APPLICABLE.

To Tariffs R.S., RS.-L.M.-T.0.D,, RS.-T.0.D, Experimental R.S.-T.0.D.2, S.G.S., Experimental S.G.S.-T.0.D., M.G.S.,
M.G.§.-T.0.D, L.G.S, L.G.S.-T.0.D,, Q.P., CILP.-T.0.D,CS.-LRP, MW, O.L. andS.L.

RATE.

1. Pursuant to the final order of the Kentucky Public Service Commission in Case No. 2012-00578 and the Stipulation and
Settlement Agreement dated June __» 2013 as filed and approved by the Commission, Kentucky Power Company is to
recover from retail ratepayers the coal-related retirement costs of Big Sandy Unit I, the retirement costs of Big Sandy
Unit 2 and other site-related retirement costs that will not continue in use on a levelized basis over a 25 year period
beginning when new base rates are set for the Company that include Mitchell Units 1 and 2.

2. The allocation of the levelized revenue requirement (LRR) between residential and all other customers shall be based
upon their respective contribution ta total retail revenues for the most recent calendar twelve month period, according to
the following formula;

Residential Allocation RA(m)

1

LRR(m) x KY Residential Retail Revenue RR(b)
KY Retail Revenue R(b)

All Other Allocation OA(m) = LRR(m) x KY All Other Classes Retail Revenue OR(b)
KY Retail Revenue R(b)
Where:

(m) = the expense month;
(b) = Most recent available twelve calendar-month period ended December 31.

3. The Residential Asset Transfer Adjustment shall provide for monthly adjustments based on a percent of total revenues,
according to the following formula;

Residential Asset Transfer Adjustment Factor Net Monthly Residential Allocation NRA(m)

Residential Retail Revenue RR(m)
Where:

Net Monthly Residential Allocation NRA(m)

Monthly Residential Allocation RA(m), net of
Over/(Under) Recovery Adjustment;

Residential Retail Revenue RR(m) = Monthly Retail Revenue for all KY residential
classes for the expense month (m).

(Cont’d on Sheet No. 36-2)

DATE OF ISSUE _XXXXXXXX

DATE EFFECTIVE__ SERVICE RENDERED ON AND AFTER JANUARY 1,2014

ISSUED BY

TITLE: MANAGER OF REGULATORY SERVICES

BY AUTHORITY OF ORDER BY THE PUBLIC SERVICE COMMISSION

IN CASE NO. 2012-00578 DATED




KENTUCKY POWER COMPANY
CANCELLING P.S.C.KY.NO.10

P.8.C. KY.NO. 10 ORIGINAL SHEET NO. 36-2

EXIIBIT 1-A

SHEET NO. 36-2 PAGE 2 of 2

TARIFF A.T.R.-2
(Asset Transfer Rider-2)

RATE (Cont'd)

L. The All Other Classes Asset Transfer Adjustment shall provide for monthly adjustments based on a percent of non-fuel revenues,

according to the following formula:

All Other Classes Assel Transfer Adjustment Factor =

Net Monthly All Other Aliocation NOA({m)

All Other Classes Non-Fuel Retail Revenue ONR(m)

Where:
Net Monthly All Other Allacation NOA(m) =

All Other Classes Non-Fuel Retail Revenue ONR(m)

Monthly All Other Allocation OA(m), net of
Over/(Under) Recovery Adjustment;

Monthly Non-Fuel Retail Revenue for all classes
other than residential for the expense month (m).

2. The monthly asset transfer rider adjustments shall be filed with the Commission ten (10) days before it is scheduled to go into
effect, along with all the necessary supporting data to justify the amount of the adjustments, which shall include data, and

information as may be required by the Commission,

3. Copies of all documents required to be filed with the Commission shall be open and made available for public inspection at the
office of the Public Service Commission pursuant to the provisions of KRS61.870 to 61.884

DATE OF ISSUE _ XXXXXX

DATE EFFECTIVE SERVICE RENDERED ON OR AFTER JANUARY .2014

[SSUED BY

TITLE : MANAGER REGULATORY SERVI CES

BY AUTHORITY OF ORDER BY THE PUBLICE SERVICE COMMISSION

IN CASE NO. 2012-00578 DATED




EXHIBIT 2




EXHIBIT-2

KENTUCKY POWER COMPANY Original Sheet No. 29-]
Canceling Sheet No. 29-1

TARIFF E.S.
(Environmental Surcharge)

APPLICABLE.

To Tariffs RS, R.S.-L.M.-T.0.D., R.S.-T.0.D,, Experimental R.S.-T.O.D. 2, 5.G.8., Experimental $.G.S.-T.0.D., M.G.S., MGS.-T.0D, LGS,
LGS.-T.0.D, Q.P, CLP-T.OD,CS.-1R.P., MW, O.L.,andS.L.

RATE,

In accordance with the Stipulation and Settlement Agreement approved by the Commission by its Order dated , 2013 in Case No. 2012-
00578, the Monthly Environmental Surcharge Factor will be fixed and maintained at 0.00% until new base rates are first established by Commission afier the
effective date of this tariff without regard to the calculation of the Monthly Environmental Surcharge Factor under paragraphs | through 4 below. Coincident with
the first establishment of new base rates after the effective date of this tariff, the retail share of the revenue requirement associated with this tariff will then be
allocated between residential and non-residential retail customers based upon their respective total revenues. The Environmental Surcharge will be implemented as
a percentage of total revenues for the residential class and as a percentage of non-fuel revenues for all other customers.

!. The environmental surcharge shall provide for monthly adjustments based on a percent of revenues, equal 1o the difference between the
environmental compliance costs in the base period as provided in Paragraph 3 below and in the current period according to the following formula:

Monthly Environmental Surcharge Factor = Net KY Retail E(m)
KY Retail R(m)

Where:
Net KY Retail E(m) = Monthly E(m) allocated to Kentucky Retail Customers, net of Over/
(Under) Recovery Adjustment; Allocation based on Percentage of
Kentucky Retail Revenues to Total Company Revenues in the Expense
Month,
(For purposes of this formula, Total Company Revenues do not include
Non-Physical Revenucs.)
KY Retail R(m) = Kentucky Retail Revenues for the Expense Month.
2. Manthly Environmental Surcharge Gross Revenue Requirement, E(m)
Em) = CRR - BRR
Where:
CRR = Current Period Revenue Requirement for the Expense Month,
BRR = Base Period Revenue Requirement.
3. Base Period Revenue Requirement, BRR
BRR = The Following Monthly Amounts:
Base Net
Billing Month Environmental Costs
JANUARY 3 3,991,163
FEBRUARY 3,590,810
MARCH 3,651,374
APRIL 3,647,040
MAY 3,922,590
JUNE 3,627,274
JULY 3,805,325
AUGUST 4,088,830
SEPTEMBER 3,740,010
OCTOBER 3,260,302
NOVEMBER 2,786,040
DECEMBER 4,074,321
44,185,07
{Continued on Sheet 79.7)
DATE OF ISSUE __ XXXXXXXXX DATE EFFECTIVE _Service rendered on and after January 1, 2014
ISSUED BY __LILA P. MUNSEY MANAGER REGULATORY SERVICES FRANKFORT. KENTUCKY
NAME TITLE ADDRESS

Issued by authority of an Order of the Public Service Commission in Case No.2012-00578 dated XXXXXXX




EXHIBIT 3




EXHIBIT -3

KENTUCKY POWER COMPANY Original Sheet No. 19-1

Canceling Sheet No. 19-1

P.S.C. ELECTRIC NO. 9

TARIFF S.S. C.

(System Sales Clause)
APPLICABLE.

To Tariffs R.S.,, RS.-L.M.-T.O.D,, R.S.-T.0.D,, Experimental R.S.-T.0.D.2, S.G.S., Experimental $.G.S.-T.0.D., M.G.S,,
M.G.S.-T.0.D, LGS, L.G.S.-T.0.D,, Q.P., CIP.-T.0D,C.S.-LRP, MW, OL.and S.L.

RATE.

In accordance with the Stipulation and Settlement Agreement approved by the Commission by its Order dated , 2013
in Case No. 2012-00578, the System Sales Adjustment Factor will be fixed and maintained at 0.0000 mills/kWh until new base
rates are first established by Commission after the effective date of this tariff without regard to the calculation of the Monthly
System Sales Adjustment Factor under paragraphs 1 through 7 below.

1. When the monthly net revenues from system sales are above or below the monthly base net revenues from system
sales, as provided in paragraph 3 below, an additional credit or charge equal to the product of the KWHs and a system
sales adjustment factor (A) shall be made, where “A", calculated to the nearest 0.000]1 mill per kilowatt-haur, is
defined as set forth below.

System Sales Adjustment Factor (A) = (.6 [Tm - Tb])/Sm

In the above formulas “T™ is Kentucky Power Company’s (KPCo) monthly net revenues from system sales in the
current (m) and base (b) periods, and “S™ is the KWH sales in the current (m) period, all defined below.

The net revenue from American Electric Power (AEP) System sales to non-associated companies that are shared by AEP
Member Companies, including KPCo, in proportion to their Member Load Ratio and as reported in the Federal Energy
Regulatory Commission’s Uniform System of Accounts under Account 447, Sales for Resale, shall consist of and be derived as
follows:

a. KPCo’s Member-Lead Ratio-shareof total revenues from system sales as recorded in Account 447,
less b. and c. below.

b. KPCo'sMember—Load—Ratio-share—of total out-of-pocket costs incurred in supplying the power and
energy for the sales in a. above.

The out-of-pocket costs include all operating, maintenance, tax, transmission losses and other expenses that
would not have been incurred if the power and energy had not been supplied for such sales, including
demand and energy charges for power and energy supplied by Third Parties.

¢ KPCo’s environmental costs allocated 1o non-associated utilities in the Company’s Environmental
Surcharge Report.

(Cont’d on Sheet No. 19-2)

DATE OF ISSUE _XXXXXXXXX DATE EFFECTIVE _Service rendered on and after January 1, 2014

ISSUED BY _LILA P. MUNSEY MANAGER REGULATORY SERVICES FRANKFORT. KENTUCKY
NAME TITLE ADDRESS
Issued by authority of an Order of the Public Service Commission in Case No.2012-00578 dated XXXXXXX




EXHIBIT 4




EXHIBIT -4
PAGE 1 OF 2

Canceling Sheet No. 12-1

KENTUCKY POWER COMPANY Original Sheet No 12-1

P.S.C. ELECTRIC NO. 9

TARIFF C.S.-1.R.P.
{Contract Service - Interruptible Power)

AVAILABILITY OF SERVICE,

Available for service to customers who contract for service under one of the Company’s interruptible service options. The Company
reserves the right to limit the total contract capacity for all customers served under this Tariff to 68.008 75,000k

Loads of new customers locating within the Company’s service area or load cxpansions by existing customers may be offered
interruptible service as part of an economic development incentive. Such interruptible service shall not be counted toward the
limitation on total interruptible power contract capacity, as specified above, and will not result in a change to the limitation on total
interruptible power contract capacity.

CONDITIONS OF SERVICE.

The Company will offer eligible customers the option to receive interruptible power service.. This interruptible service will be
consistent with PJM’s Limited Demand Response, Emergency ~ Capacity Only Program, subject to any limitations on the availability
of that Program by PIM. If insufficient MWs are available for PJM enrollment by Kentucky Power, the Company shall offer to
substitute one of the other PJM Emergency Demand Response Programs that is available. To be eligible for the credit, customers
must be able to provide interruptible load (not including behind the meter diesel generation) of at least one (1) MW at a single site and
commit to a minimum four (4) year contract term. The contract shall provide that 90 days prior to each contract anniversary date, the
customer shall re-nominate the amount of interruptible load for the upcoming contract year, except that the cumulative reductions
over the life of the contract shall not exceed 20% of the original interruptible load nominated under the contract. If no re-nomination
is received at least 90 days prior to the contract anniversary date, the prior year's interruptible load shall apply for the forthcoming
contract year.

Upon receipt of a request from the Customer for interruptible service, the Company will provide the Customer with a written offer
containing the rates and related terms and conditions of service under which such service will be provided by the Company. If the
parties reach an agreement based upon the offer provided to the Customer by the Company, such written contract will be filed with the
Commission. The contract shall provide full disclosure of all rates, terms and conditions of service under this Tariff, and any and all
agreements related thereto, subject to the designation of the terms and conditions of the contract as confidential, as set forth herein.

The Customer shall provide reasonable evidence to the Company that the Customer’s electric service can be interrupted in accordance
with the provisions of the writien agreement including, but not limited to, the specific steps to be taken und equipment to be curtailed
upon a request for interruption.

The Customer shall contract for capacity sufficient to meet normal maximum interruptible power requirements, but in no event will
the interruptible amount contracted for be less than 1,000 KW at any delivery point.

RATE. (Tariff Code 321)

Credits under this tariff of $3.68/kW/month will be provided for interruptible load that qualifies under PIM’s rules as capacity for the
purpose of the Company’s FRR obligation.

Charges for service under this Tariff will be set forth in the written agreement between the Company and the Customer and will
reflect the firm service rates otherwise available to the Customer.,

FUEL ADJUSTMENT CLAUSE.

Bills computed according to the rates set forth herein wil] be increased or decreased by a Fuel Adjustment Factar per KWH calculated
in compliance with the Fuel Adjustment Clause contained in Sheet Nos. 5-1 and 5-2 of this Tariff Schedule.

(Cont’d on Sheet No. 12-2)
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KENTUCKY POWER COMPANY Original Sheet No 12-2
Canceling Sheet No. 12-2

P.S.C. ELECTRIC NO. 9

TARIFF C.S.-LR.P.
(Contract Service - Interruptible Power) (Cont’d.)

SYSTEM SALES CLAUSE.

Bills computed according to the rates set forth herein will be increased or decreased by a System Sales Factar per KWH calculated
in compliance with the System Sales Clause contained in Sheet Nos. 19-1 and 19-2 of this Tarifl Schedule.

DEMAND-SIDE MANAGEMENT ADJUSTMENT CLAUSE.

Bills computed according to the rates set forth herein will be increased or decreased by an Demand-Side Management Adjustment
Clause Factor per KWH calculated in compliance with the Demand-Side Management Adjustment Clause contained in Sheet Nos.
22-1 and 22-2 of this Tariff Schedule, unless the Customer is an industrial who has elected to opt-out in accordance with the terms
pursuant to the Commission’s Order in Case No. 95-427.

ENVIRONMENTAL SURCHARGE.

Bills computed according to the rates set forth herein will be increased or decreased by an Environmental Surcharge Adjustment
based on 2 percent of revenue in compliance with the Environmental Surcharge contained in Sheet Nos. 29-1through 29-5 of this
Tariff Schedule.

CAPACITY CHARGE.

Bills computed according to the rate set forth herein will be increased by a Capacity Charge Factor per KWH calculated in
compliance with the Capacity Charge Tariff contained in Sheet No. 28-1 of this Tariff Schedule,

DELAYED PAYMENT CHARGE.,

This tariff is due and payable in full on or before the due date stated on the bill. On all accounts not so paid, an additional
charge of 5% of the unpaid balance will be made.

TERM OF CONTRACT

The length of the agreement and the terms and conditions of service will be stated in the agreement between the Company and the
Customer.

CONFIDENTIALITY

All terms and conditions of any written contract under this Tariff shall be protected from disclosure as confidential, proprietary
trade secrets,  if either the Customer or the Company requests a Commission determination of confidentiality pursuant to
807 KARS5:001, Section 7 and the request is granted.

(Cont’d on Sheet No. 12-3)

DATE OF ISSUE XXXXXXX DATE EFFECTIVE  Service rendered on and after January [, 2014

ISSUED BY_LILA P. MUNSEY MANAGER OF REGULATORY SERVICES FRANKFORT, KENTUCKY
NAME TITLE ADDRESS

Issued by autharity of an Order of the Public Service Commission in Case N0.2012-00578 dated XXX XXX




EXHIBIT 5




EXHIBIT -5

KENTUCKY POWER COMPANY P.S.C.KY.NO. 10 ORIGINAL SHEET NO. 35-1
CANCELING P.S.C.KY.NO. 10 SHEET NO. 35-1

TARIFF P.P.A.
(Purchase Power Adjustment)
APPLICABLE,

To Tariffs R.S,, R.S.-LM.-T.0.D,, R.S.-T.0.D., Experimental R.S.-T.0.D.2, S.G.S., Experimental S.G.S.-T.0.D., M.G.S.,
M.G.S.-T.0.D,L.G.S,, L.G.S.-T.0.D, Q.P, CLP.-T.0.D,, C.S.- LR.P,M.W,, O.L. and S.L.

RATE.

1. The purchase power adjustment shall provide for monthly adjustments based on a percent of revenues, equal to the net
costs of any power purchases in the current period according to the following formula:

Monthly Purchase Power Adjustment Factor = NetKY Retail P(m)
KY Retail R(m)

Where:
Net KY Retail P(m) = Monthly P(m) allocated to Kentucky Retail Customers, net of Over/(Under) Recovery
Adjustment; Allocation based on Percentage of Kentucky Retail Revenues to Total
Company Revenues in the Expense Month (m). (For purposes of this formula, Total
Company Revenues include only Retail and Full-Requirements Wholesale revenues.)

KY Retail R(m) = Kentucky Retail Revenues for the Expense Month (m).

2. The net costs of any power purchased shall exclude costs recovered through the Fuel Adjustment Clause and shall be
computed as the sum of the following items:

a.  PPA(m) = The cost of power purchased by the Company through new Purchase Power Agreements (PPAs).
All new PPAs shall be approved by the Commission to the extent required by KRS 278.300.

b.  RP(m) = The cost of fuel related substitute generation less the cost of fuel which would have been used in
plants suffering forced generation or transmission outages.

c.  CSIRP(m) = The cost of any credits provided to customers under Tariff C.S.-L.R.P for interruptible service.

Monthly P(m) = PPAm + RP(m) + CSIRP(m)

3. The monthly purchase power adjustment shall be filed with the Commission ten (10) days before it is scheduled to go
into effect, along with all the necessary supporting data to justify the amount of the adjustment, which shall include
data, and information as may be required by the Commission.

4. Copies of all documents required to be filed with the Commission shall be open and made available for public
inspection at the office of the Public Service Commission pursuant to the provisions of KRS61.870 to 61.884

DATE OF ISSUE _ XXXXXXXXXX

DATE EFFECTIVE__SERVICE RENDERED ON AND AFTER JANUARY 1,2014
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APPENDIX B

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE
COMMISSION IN CASE NO. 2012-00578 DATED T 11 7 2013



MODIFICATIONS TO NON-UNANIMOUS STIPULATION

1. Paragraph 8 of the Stipulation allowing Kentucky Power to accumulate and defer
for review and recovery in a future base rate case the $28,113,304 Scrubber Study
Costs shall be stricken and removed from the Stipulation.

2. Paragraph 10 of the Stipulation concerning Kentucky Power's commitment to
provide shareholder contribution for economic development support for Lawrence
County and the counties contiguous to Lawrence county shall be modified to reflect an
increase in shareholder contribution from $100,000 to $200,000 per year for five years.
The amount set aside for job training should not be carved out of the total annual
contribution but should instead be in addition to the $200,000 annual shareholder
contribution for a total annual contribution from Kentucky Power shareholders of
$233,000 per year for five years. The shareholder funds designated for job training
should also be placed in an account for the benefit of the two colleges in the Kentucky
Community and Technical College System located in Kentucky Power’'s system,
Ashland Community and Technical College and Big Sandy Community and Technical
College, for the express purpose of utilizing the two colleges to work with local
economic officials, local industrial authorities, local workforce investment boards, and
chambers of commerce on a regular basis to retain or attract business as well as to
provide career counseling, assessments, and retraining of displaced workers. The two
colleges would also be able to utilize their workforce solution divisions to provide
specific training for industry, such as weatherization and energy efficiency job training.

3. That portion of Paragraph 12 of the Stipulation dealing with Kentucky Power's
commitment to contribute shareholder funds to assist energy management programs for
schools affected by KRS 160.325 shall be modified to make clear that Kentucky
Power’'s shareholder contribution would be incremental funding for the school energy
manager program, which could be for new school energy manager(s) or additional
funds for existing school managers, and that the funding would be limited to those
schools in Lawrence and contiguous Kentucky counties impacted by KRS 160.325.

4, That portion of Paragraph 12 of the Stipulation concerning Kentucky Power's
commitment to maintain a minimum level of DSM spending of at least $6 million after
2018 shall be modified to clearly specify Kentucky Power's commitment to seek prior
Commission approval should Kentucky Power desire to spend less than $6 million on
DSM or energy efficiency programs after 2018.
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COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE COMMISSION
In the Matter of:
Electronic Application Of Kentucky Power Company
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N N N N N N N

Approval Of Accounting Practices To Establish Case No. 2023-00159
Regulatory Assets And Liabilities; (4) A
Securitization Financing Order; And (5) All Other
Required Approvals And Relief
FINANCING ORDER
TABLE OF CONTENTS
I. DISCUSSION AND STATUTORY OVERVIEW .....cciiiniiiiinnnniicnssnnsicsssssnsccsssssssssssssssscssns 7
II. DESCRIPTION OF PROPOSED TRANSACTION....cccvvtieercrnricssssanrecssssssscssssssssssssssssacs 14
IIL. FINDINGS OF FACT cauuuciiiiinneiicnnnnniccsnsnssesssssssscsssssssssssssssssssssssssssssssssssssssassssssssssssssssssssss 18
A. Identification and Procedure 18
1. Identification of Applicant and Background ............cccccooieiiiiiiiiiiiiiee et 18
I G (o TTeTa L 2] 5 o) SRS SRSSTRT 19
B. Costs to be Securitized 19
Lo TA@NETICALION ..ottt ettt st s bt et e e e et e et e eb e e s bt e b e e bt embeemtesatesbeenbeenteenteens 19
2. Balance t0 DE SECUITHZEA ......ccuiiuiiuiieieeieiee ettt ettt sttt et s et et e be st e ebeeseenee e e e e 21
3. ISSUANCE AQVICE LEtOT ...cueeiiiiiiitietieeee ettt ettt b e bbbttt st eb e st eateaeneen 22
4.  Quantifiable Net Present Value Benefit .........cccoioviiiiiiiiiiiiiiic ettt ae e 23
C. Structure of the Proposed Securitization 24
Lo BOMACO ittt bbbt h et a e bbbttt b et b e bt ettt nee 24
2. Credit Enhancement and Arrangements to Enhance Marketability.........c..cccocirenirieniiniininininenceiceeene 26
T 0L 1§ 8 /S0 B g (0] 0 1<) 7SR 26
4. Servicer and the Servicing AGIEEMENT ........c.cecuiriiiieiieitiere et et eee st et ete e e eeeesseesseesseesaeensesneesneesseesseeseans 27
T e 11 8 b/<Ta B 2T o (SRR 29
6.  Security for Securitized BOndS..........cooiiiiiiiiiiiiiee e e 30
7. GENEIAL PIOVISIONS ....uiiuiiuiiiiitieteetiet ettt ettt sttt et e st e st et e e teete e bt eaeeae e e en s eebeeeeebeeseeseeneanse s ebeabeeseeseeneansenseneas 32
8. Securitized Surcharges—Imposition and Collection, and Nonbypassability ..........cccccccerererienciiniieneneeene 33
9. Allocation AMONG CUSLOIMETS .......cc.eerrierueereeteeterttesseeseeseesesseesseesseessessesssesssesseesseessesssesssesssesseessesssesssesses 34
10.  True-Up of Securitized SUICRAIZES .......occviiciieiieiiiiereeeee ettt beebeeaessaesreesseesseenseens 34
L1, INEEIIM TTUC-UD weiiieiieiieie ettt ettt ettt s et e e e sbeesaesseesse e seesseesseesseessessseseessaesseassesssesssesseenseensenns 36
12, Additional True-Up PrOVISIONS ......cceevieriieiiieieeiesiesieesteestestestesseesseeseensesssesssesssesseessesssesssesnsesseesseesseensenns 36
13.  Designated CommissSion Staff............ccoeriiiiiiiiiiiiiiieee ettt et seeae s ens 37
14.  Securitized Surcharges Lowest Cost Consistent With Market Conditions.............cecceceeveevienenenencneeneennenn 37

Page 1 of 59



D. Use of Proceeds 39
IV. CONCLUSIONS OF LAW...uuiiiiiicnsnicnsnicsssnncsssnesssssesssssesssssssssssssssssssssssssssssssssssssssssses 39
V. ORDERING PARAGRAPHS .....uuuirttitritinntnntennticneissississsisssssssisssessssissssssssssssasssses 46
A. Approval 46
B. Securitized Surcharges 48
C. Securitized Bonds 50
D. Servicing 54
E. Structure of the Securitization 56
F. Use of Proceeds 56
G. Miscellaneous Provisions 56

Appendix A Form of Issuance Advice Letter
Appendix B Form of Tariff (Securitization Financing Rider)

Appendix C  Projected Up-Front and Ongoing Financing Costs

Page 2 of 59



COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE COMMISSION
In the Matter of:

Electronic Application Of Kentucky Power Company
For (1) A General Adjustment Of Its Rates For Electric
Service; (2) Approval Of Tariffs And Riders; (3)
Approval Of Accounting Practices To Establish
Regulatory Assets And Liabilities; (4) A
Securitization Financing Order; And (5) All Other
Required Approvals And Relief

Case No. 2023-00159

N N N N N N N

FINANCING ORDER

This Financing Order (“Financing Order”) addresses the application of Kentucky Power

Company (“Kentucky Power”) under Chapter 278" of Title XXIV Public Utilities and Chapter 65>

of Title IX Counties, Cities, and Other Local Units of the act relating to investor-owned electric
utilities (collectively, the “Act”): (1) to securitize the balance of (a) certain securitized costs as
described in Table I titled “Regulatory Assets to be Securitized” plus (b) carrying costs accruing
on the applicable portions of such balance at the weighted average cost of capital approved in this
case through the date the securitized bonds are issued minus (c) all insurance, scrap, and salvage
proceeds, applicable unamortized regulatory liabilities for excess deferred income taxes; and the
present value of return on all accumulated deferred income taxes related to pretax costs with
respect to a retired or abandoned facility and related facilities, including those due to bonus and

accelerated tax depreciation and abandonment losses (such balance, the “Securitizable Balance”);?

(2) to securitize certain up-front financing costs* incurred in connection with such securitization
as further defined and described below; (3) for approval of the proposed securitization financing
structure and issuance of securitized bonds; (4) for approval of securitized surcharges sufficient to

recover principal of and interest on the securitized bonds plus ongoing financing costs to be

I Ky. Rev. Stat. Ann. (“KRS”) §§ 278.010, 278.670-.696.
2KRS § 65.114.

3KRS § 278.670(15), (18).

4KRS § 278.670(6).
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imposed on all existing and future retail customers receiving electrical service from Kentucky
Power or its successors or assignees; and (5) for approval of a tariff to implement such securitized

surcharges.

On June 29, 2023, Kentucky Power submitted an application for a financing order to
securitize the securitized costs, plus certain other financing costs associated with the proposed
securitization (the “Application”). As discussed in this Financing Order, the Public Service
Commission of Kentucky® (the “Commission”) finds that Kentucky Power’s Application for
approval of the securitization transaction should be approved. The Commission also finds that the

securitization approved in this Financing Order meets all applicable requirements of the Act.

Accordingly, in accordance with the terms of this Financing Order, the Commission:
(1) approves the securitization of the sum of (i) the Securitizable Balance, plus (ii) the financing
costs as described in Ordering Paragraph 2; (2) approves the structure of the proposed
securitization financing and issuance of securitized bonds in one or more series; (3) approves a
securitized surcharge in an amount to be calculated as provided in this Financing Order; (4)
approves the form of tariff as provided in this Financing Order to implement the securitized
surcharge; (5) finds that the proposed issuance of the securitized bonds and the imposition and
collection of the resulting estimated securitized surcharge and associated rates are fair, just and
reasonable, in the public interest, and expected to provide quantifiable net present value benefits
to customers as compared to recovery of the components of securitized costs that would have been
incurred absent the issuance of securitized bonds; and (6) finds that the proposed structuring and
pricing of the securitized bonds are reasonably expected to result in the lowest securitized
surcharges consistent with market conditions at the time the securitized bonds are priced under the

terms of this Financing Order.

In order to approve the securitization described herein, the Commission must find that the
proposed securitization meets the requirements set forth in the Act.® A financing order issued by
the Commission must include: (1) the amount of securitized costs to be financed using securitized
bonds and a finding by the Commission that the amount of securitized costs to be financed using

securitized bonds is fair, just, and reasonable and in the public interest; (2) a description and

SKRS § 278.010(15).
6 KRS § 278.676.
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estimate of the amount of financing costs that may be recovered through securitized surcharges
and the period over which securitized costs and financing costs may be recovered; (3) a finding
that the proposed issuance of securitized bonds and the imposition and collection of a securitized
surcharge are fair, just, and reasonable, in the public interest, and expected to provide quantifiable
net present value benefits to customers as compared to recovery of the components of securitized
costs that would have been incurred absent the issuance of securitized bonds; (4) a finding that the
proposed structuring and pricing of the securitized bonds are reasonably expected to result in the
lowest securitized surcharges consistent with market conditions at the time the securitized bonds
are priced under the terms of the financing order; (5) a requirement that, for so long as the
securitized bonds are outstanding and until all financing costs have been paid in full, the imposition
and collection of securitized surcharges authorized under a financing order shall be nonbypassable
and paid by all existing and future retail customers receiving electric service from the utility, its
successors, or assignees under Commission-approved rate schedules even if a retail customer
elects to purchase electricity from an alternative electric supplier following a fundamental change
in regulation of public utilities in the Commonwealth of Kentucky; (6) a formula-based true-up
mechanism for making (i) at least annually, expeditious periodic adjustments in the securitized
surcharges that customers are required to pay pursuant to the financing order; and (ii) any
adjustments that are necessary to correct for any over collection or under collection of the
surcharges and to ensure the timely payment of securitized bonds and financing costs and other
required amounts and surcharges payable under the securitized bonds; (7) a requirement that the
securitized property (i) is created or shall be created in favor of an utility, its successors, or
assignees and (ii) shall be used to pay or secure securitized bonds and approved financing costs;
(8) a statement regarding the degree of flexibility to be afforded to the utility in establishing, (i)
the terms and conditions of the securitized bonds, including but not limited to repayment
schedules, expected interest rates, and other financing costs, (ii) subject to the issuance advice
letter process, the terms and conditions for the securitized bonds to accommodate changes in
market conditions, including repayment schedules, interest rates, financing costs, collateral
requirements, required debt service, and other reserves, and (iii) at its option, the issuance or a
series of issuances of securitized bonds and correlated assignments, sales, pledges, or other
transfers of securitized property; (9) a requirement as to how securitized surcharges will be

allocated among retail customer classes; (10) a requirement that, after the final terms of a proposed
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issuance of securitized bonds has been established but before the issuance of the securitized bonds,
the utility shall determine the initial securitized surcharge in the manner required by and consistent
with the financing order — the initial securitized surcharge shall be final and effective upon the
issuance of the securitized bonds, with the surcharge to be reflected on a compliance tariff and
filing bearing the surcharge and the calculation thereof; (11) a method of, (i) tracing funds collected
as securitized surcharges or other proceeds of securitized property and authorization to change the
method of tracing funds from time to time in accordance with the financing documents, and (ii)
determining that the method, as amended from time to time, shall be used for tracing the funds and
the identifiable cash proceeds of any securitized property subject to a financing order under
applicable law; (12) a statement specifying the details of a future ratemaking process used to
reconcile any differences between the actual securitized costs financed by the utility, its successor,
or assignee provided that any reconciliation shall not affect the amount of securitized bonds or the
associated securitized surcharges paid by customers; (13) a procedure that shall allow the utility
to earn a return at its weighted average cost of capital authorized by the Commission in the utility’s
rate proceedings, and subject to changes in interest rates, any moneys advanced by the utility to
fund reserves, if any, or capital accounts established under the terms of any indenture, ancillary
agreement, or other financing documents pertaining to the securitized bonds; (14) an outside date,
which shall not be earlier than one (1) year after the date the financing order is no longer subject
to appeal, when the authority to issue securitized bonds granted in the financing order expires; and
(15) a statement that accumulated deferred income taxes and regulatory liabilities for excess
deferred income taxes used in calculating retired generation costs shall be excluded from the rate
base in future general rate cases and that no amortization of those excess deferred income taxes

shall be reflected in future general rate cases.’

Kentucky Power’s evidence shows that the securitization approved by this Financing Order
is expected to provide quantifiable net present value benefits to customers as compared to recovery
of the components of securitized costs that would have been incurred absent the issuance of

securitized bonds. Based on the amount that Kentucky Power seeks, Kentucky Power’s financial

KRS § 278.676.
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analysis indicated that such retail customers will realize benefits estimated to be approximately

$74.4 million on a present value basis in the expected scenario.®

Kentucky Power provided a general description of the proposed transaction structure in its
Application and in the evidence submitted in support of the Application. The proposed transaction
structure does not contain every relevant detail and, in certain places, uses only approximations of
certain costs and requirements. The final transaction structure will depend, in part, upon the
requirements of the nationally-recognized credit rating agencies which will rate the securitized
bonds and, in part, upon the market conditions that exist at the time the securitized bonds are taken

to the market.

While the Commission recognizes the need for some degree of flexibility with regard to
the final details of the securitization transaction approved in this Financing Order, its primary focus

is upon the statutory requirements that must be met prior to issuing a financing order.

In view of these obligations, the Commission has established certain criteria in this
Financing Order that must be met in order for the approvals and authorizations granted in this
Financing Order to become effective. This Financing Order grants authority to issue securitized
bonds and to impose, bill, charge, collect and receive securitized surcharges only if the final
structure of the securitization transaction complies in all material respects with these criteria. The
authority and approval granted in this Financing Order is effective as to each issuance upon, but
only upon, Kentucky Power filing with the Commission an issuance advice letter demonstrating
compliance of that issuance with the provisions of this Financing Order. If market conditions
make it desirable to issue the securitized bonds in more than one series, then the authority and
approval in this Financing Order is effective as to each issuance, but only upon Kentucky Power
providing to the Commission a separate issuance advice letter for that issuance demonstrating

compliance with the provisions of this Financing Order.

I. Discussion and Statutory Overview

The Kentucky Legislature amended KRS Chapters 65 and 278 in 2023 to permit electric

utilities to use securitization financing to recover deferred costs and retired generation costs,

8 See Direct Testimony of Franz D. Messner at 7, Exhibit FDM-1.

Page 7 of 59



including associated financing costs, incurred by public utilities within the Commonwealth of
Kentucky.® As a precondition to the use of securitization, the Legislature required that the
Commission must ensure that the securitization will provide greater quantifiable net present value
benefits to customers than would have been achieved without issuance of the securitized bonds.!°
Consequently, a basic purpose of securitization financing—the recovery of a utility’s deferred
costs and retired generation costs—is conditioned upon the other basic purpose—providing

economic benefits to retail customers in this state.

Pursuant to the Act, the costs eligible for securitization by Kentucky Power include the
Securitizable Balance plus certain up-front financing costs'' incurred in connection with such
securitization as further defined and described below. The deferred costs for regulatory assets
comprising the Securitizable Balance are described on, and estimates of which are set forth in,

Table I below.

9 KRS §§ 278.010, 278.670-.696, 65.114.
10 KRS § 276.676(1)(c).
KRS § 278.670(6).
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Table I — Regulatory Assets To Be Securitized

Expected
Line FERC Balance as of
No. |Regulatory Asset Description Case No. [Subaccount(s)| June 30, 2023
1 1823376
2 Please Refer 1823378
3 Decommissioning Rider Regulatory Asset to Application 1823375 S 289,193,517
4 - 1823380
Exhibit 4
5 1823517
6 1823518
7 |January 2020 Wind Storm S 646,479
8 |[April 2020 Thunderstorm 2020-00368 S 474,856
9 |April 2020 Wind Storm S 9,843,199
10 |December 2020 Snow Storm 2021-00135 1823620 S 1,043,892
11 |2020 Storm Incremental O&M S 12,008,426
12 |Less: Amount in Base Rates S (1,498,582)
13 |2020 Storm Expense Deferral Regulatory Asset $ 10,509,844
14 [February 2021 Ice and Snow Storms 2021-00129 S 46,199,297
15 |February 2021 Major Flood 2021-00402 S 826,495
16 [2021 Storm Incremental O&M 1823623 S 47,025,792
17 |Less: Amount in Base Rates S (1,029,789)
18 (2021 Storm Expense Deferral Regulatory Asset $ 45,996,003
19 [June 2022 'Ijhun(.:lerstorm and Wind Storm 2022-00293 S 3,401,582
20 |July 2022 Historic Flood S 11,449,177
21 12022 Storm Incremental O&M 1823698 S 14,850,759
22 [Less: Amountin Base Rates S (1,012,476)
23 (2022 Storm Expense Deferral Regulatory Asset $ 13,838,283
24 [March 2023 Wind Storm (March 3, 2023) S 3,295,455
25 |March 2023 Wind Storm (March 25, 2023) S 1,028,326
26 [April 2023 Wind Storm S 5,643,197
27 (2023 Storm Incremental O&M - Estimate 2023-00137 1823722 S 9,966,978
28 |Less: Amountin Base Rates S (1,012,476)
29 |2023 Storm Expense Deferral Regulatory Asset - Estimate S 8,954,502
2017-00179
1823430
30 [Rockport Deferral Regulatory Asset 2020-00174 1823431 $ 52,253,087
2022-00283
] 2017-00179
Tariff P.P.A. Under-Recovery Regulatory Asset
31 (Under-Recovered Since January 2020) 2020-00174 1823557 > 50453,564
2022-00416
| 32 |Tota| Regulatory Assets Requested for Securitization _ $ 471,198,800
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To allow for securitization of a utility’s securitized costs and associated financing costs,
the Commission may authorize the issuance of bonds known as securitized bonds. Securitized
bonds are generally defined as evidences of indebtedness or ownership that are issued under a
financing order, are limited to a term of not longer than 30 years, and are secured by or payable
from the securitized property, which includes (i) all rights and interests of a utility, its successor
or assignee under a financing order, including the right to impose, bill, charge, collect, and receive
securitized surcharges authorized under the financing order and to obtain periodic adjustments to
such charges authorized under the Act as provided in the financing order and (ii) all revenues,
collections, claims, rights to payments, payments, moneys, or proceeds arising from the rights and
interests specified in the financing order, regardless of whether such revenues, collections, claims,
rights to payment, payments, moneys, or proceeds are imposed, billed, received, collected, or
maintained together with or commingled with other revenues, collections, rights to payment,
payments, moneys, or proceeds, at the time such rights are transferred to an assignee or pledged in
connection with the issuance of securitized bonds.!? If securitized bonds are approved and issued,
retail customers must pay the principal, interest, and related charges of the securitized bonds
through securitized surcharges.!> Securitized surcharges must be approved by the Commission
pursuant to a financing order.!* For so long as the securitized bonds are outstanding and until all
financing costs have been paid in full, the imposition and collection of securitized surcharges
authorized under a financing order will be nonbypassable and paid by all existing and future retail
customers receiving electric service from the electric utility, its successors, or assignees under
Commission-approved rate schedules even if a retail customer elects to purchase electricity from
an alternative electric supplier following a fundamental change in regulation of public utilities in

the Commonwealth of Kentucky. '’

The Commission may adopt a financing order if it finds that (1) that the recovery of
securitized costs is fair, just and reasonable and in the public interest, '° (2) securitization provides

quantifiable net present value benefits to customers greater than would have been achieved absent

12 KRS § 278.670(17); KRS § 278.670(19).
13 KRS § 276.676(1)(b).

14 KRS § 276.676(1).

IS KRS § 278.676(1)(e).

16 KRS § 278.676(1)(a).
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the issuance of the securitized bonds,!” and (3) the structuring and pricing of the securitized bonds
are reasonably expected to result in the lowest securitized surcharges consistent with market
conditions at the time the securitized bonds are priced under the terms of a financing order.!'® All
of these statutory requirements are designed to ensure that securitization will provide real benefits

to customers.

An essential finding by the Commission that is needed to issue a financing order is that
securitization will provide quantifiable net present value benefits to customers as compared to
recovery of the components of securitized costs that would have been incurred absent the issuance
of securitized bonds. An economic analysis is necessary to recognize the time value of money in
evaluating whether and the extent to which benefits accrue from securitization. Moreover, an
economic analysis recognizes the concept that the timing of a payment can be as important as the
magnitude of a payment in determining the value of the payment. Thus, an analysis showing an

economic benefit is necessary to quantify a benefit to customers.

The precise interest rate at which securitized bonds can be sold in a future market, however,
is not yet known. Nevertheless, benefits can be calculated based upon certain known facts (e.g.,
the amount of assets to be securitized and the cost of the alternative to securitization) and
assumptions (e.g., the interest rate of the securitized bonds, the term of the securitized bonds and
the amount of other securitized costs and financing costs). By analyzing the proposed
securitization based upon those facts and assumptions, a determination can be made as to whether
quantifiable net present value benefits result. To ensure that benefits are realized, the securitization
transaction must conform to the structure ordered by the Commission, and an issuance advice letter
must be provided to the Commission no later than three (3) business days after pricing of the
securitized bonds that (a) reports the initial securitized surcharges and other information specific
to the securitized bonds as required by the Commission, (b) is in the form attached as Appendix
A, (c) indicates the final structure of the securitized bonds, and (d) provides the best available

estimate of total ongoing financing costs.

I7KRS § 278.676(1)(c).
18 KRS § 278.676(1)(d).
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Securitized surcharges will be collected by the utility, its successors, an assignee, or other
collection agents as provided for in this Financing Order. The securitized surcharges will be

allocated among retail customer classes. !

Under the Act, the rights to impose, bill, charge, collect and receive securitized surcharges
are present, intangible property rights which will be created simultaneously when such rights are
first transferred to an assignee and pledge in connection with the issuance of securitized bonds.*
Upon the pledge, sale or transfer of those rights, they become securitized property and, as such,
are afforded certain statutory protections to ensure that the charges are available for bond

retirement.?!

This Financing Order contains terms, as it must, ensuring that the imposition and collection
of securitized surcharges authorized herein shall be nonbypassable.?? This Financing Order also
includes a mechanism requiring that securitized surcharges be reviewed and adjusted at least
semiannually, to correct any overcollections or undercollection of the surcharges and to ensure the
timely payment of the securitized bonds and financing costs and other required amounts and
surcharges payable under the securitized bonds.”> Such semiannual update to its monthly
surcharge shall be based on estimates of consumption for each rate class and other mathematical
factors, to ensure that the amount of the securitized surcharges is sufficient to provide for payment
of principal, interest, acquisition, defeasance, financing costs, or redemption of premium and other
fees, costs, and charges with respect to securitized bonds approved under this Financing Order.?*
Interim true-up adjustments may also be made under the circumstances set forth in this Financing

t.> These provisions will help to ensure that the amount of

Order and consistent with the Ac
securitized surcharges paid by customers does not exceed the amounts necessary to cover the costs
of this securitization. To encourage utilities to undertake securitization financing, other benefits

and assurances are provided.

19 KRS § 278.676(1)(i).

20 KRS § 278.676(3).

21 KRS § 278.676(3).

2 KRS §278.676(1)(e).

2 KRS § 278.676(1)(1).

24 KRS § 278.678(3).

5 KRS § 278.676(1)(D(2).
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Upon the earlier of a transfer of securitized property to an assignee or the issuance of
securitized bonds authorized by this Financing Order, the Commission shall not be permitted to
amend, modify or terminate this Financing Order by any subsequent action or reduce, impair,
postpone, terminate, or otherwise adjust securitized surcharges approved in this Financing Order,
except for changes made pursuant to the formula-based true-up mechanism made pursuant to

KRS § 278.678(3).2°

The Commonwealth of Kentucky has pledged that the Commonwealth of Kentucky and its
agencies, including the Commission, pledge and agree with bondholders, the owners of the
securitized property, and other financing parties that the Commonwealth of Kentucky and its
agencies shall not: (1) alter the provisions of KRS §§ 278.670 to 278.696 and 65.114 which
authorize the Commission to create an irrevocable contract right or right to sue by the issuance of
a financing order creating securitized property, making the securitized surcharges imposed by a
financing order irrevocable, binding, or affecting the nonbypassable charges for all existing and
future retail customers of the electric utility; (2) take or permit any action that impairs or would
impair the value of securitized property or the security for the securitized bonds or revises the
securitized costs for which recovery is authorized; (3) in any way impair the rights and remedies
of the bondholders, assignees, and other financing parties; and (4) except for changes made
pursuant to the formula-based true-up mechanism authorized under KRS § 278.678, reduce, alter,
or impair securitized surcharges that are to be imposed, billed, charge, collected, and remitted for
the benefit of the bondholders, any assignee, and any other financing parties until any and all
principal, interest, premium, financing costs, and other fees, expenses, or charges incurred, and
any contracts to be performed, in connection with the related securitized bonds have been paid and

performed in full.?’

All securitized property (whether associated with a single bond series covering the entire
amount authorized to be securitized or with one of multiple bond series covering only a portion of
the total amount authorized to be securitized) that is specified in this Financing Order constitutes
an existing, present, intangible property right for purposes of contracts concerning the sale or

pledge of property, and the property will continue to exist for the duration of the pledge of the

26 KRS § 278.678(8).
7 KRS § 65.114(2).
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Commonwealth of Kentucky as described in the preceding paragraph. In addition, the interests of
a transferee, purchaser, acquirer, assignee or pledgee in securitized property (as well as the
revenues and collections arising from the property) specified in this Financing Order are not
subject to setoff, counterclaim, surcharge, or defense by the utility or any other person or in
connection with the reorganization, bankruptcy, or other insolvency of the utility or any other
entity.”® The creation, perfection, priority, and enforcement of any security interest or lien in
securitized property to secure the repayment of the principal and interest and other amounts
payable in respect of securitized bonds, amounts payable under any ancillary agreement, and other
financing costs are governed by KRS §§ 278.670 to 278.696 and 65.114 and not by the provisions
of the code or other law, except as otherwise provided in KRS §§ 278.670 to 278.696 and 65.114.%

The Commission may, at the request of an electric utility, open a proceeding and
subsequently issue a financing order providing for the refinancing, retiring or refunding of
securitized bonds issued pursuant to this Financing Order only upon making a finding that the
subsequent financing order satisfies all the criteria specified in KRS §§ 278.670 to 278.969 and
65.114.%° Kentucky Power has not requested and this Financing Order does not grant any authority

to refinance the securitized bonds authorized by this Financing Order.

To facilitate compliance and consistency with applicable statutory provisions, this

Financing Order adopts the definitions in KRS §§ 278.670.

II. Description of Proposed Transaction
A description of the transaction proposed by Kentucky Power is contained in its
Application and the evidence submitted in support of the Application. A brief summary of the
proposed transaction is provided in this section. A more detailed description is included in Section
III. C, titled “Structure of the Proposed Securitization” and in the Application and evidence

submitted in support of the Application.

To facilitate the proposed securitization, Kentucky Power has proposed that (depending on

whether more than one series of securitized bonds are issued) one or more special purpose entities

28 KRS § 278.684(6).
29 KRS § 278.686(1).
30 KRS § 278.680(2).
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(each referred to as “BondCo”) be created to which Kentucky Power will transfer the rights to
impose, bill, charge, collect and receive securitized surcharges along with the other rights arising
pursuant to this Financing Order, in each case allocable to the series of securitized bonds the
BondCo is issuing. Upon transfer of the securitized property to a BondCo, the rights in the
securitized property will pass from transferor to BondCo as provided by KRS § 270.670(19). If
securitized bonds are issued in more than one series, then the securitized property transferred as a
result of each issuance shall be only those rights associated with that portion of the total amount
authorized to be securitized by this Financing Order which is securitized by a particular bond
issuance. The rights to impose, bill, charge, collect and receive securitized surcharges, along with
the other rights arising pursuant to this Financing Order as they relate to any portion of the total
amount authorized to be securitized that remains unsecuritized, shall remain with Kentucky Power
and shall not become securitized property until transferred to a BondCo in connection with a

subsequent issuance of securitized bonds.

The rights, obligations, structure and restrictions described in this Financing Order with
respect to “BondCo” are applicable to each such purchaser of securitized property to the extent of
the securitized property transferred and sold to it and the securitized bonds issued by it. BondCo
will issue securitized bonds and will transfer the net proceeds from the sale of the securitized bonds
to Kentucky Power in consideration for the transfer of the corresponding securitized property.
BondCo will be organized and managed in a manner designed to achieve the objective of
maintaining BondCo as a bankruptcy-remote entity that would not be affected by the bankruptcy
of Kentucky Power or any other affiliates of Kentucky Power or any of their respective successors.
In addition, BondCo will have at least one independent manager whose approval will be required

for certain major actions or organizational changes by BondCo.

The securitized bonds will be issued pursuant to an indenture and administered by an
indenture trustee.’! The securitized bonds will be secured by and payable solely out of the

securitized property created pursuant to this Financing Order and other collateral described in

3 If more than one series of securitized bonds is issued, each series will be issued pursuant to a separate
indenture and be subject to its own set of basic agreements (e.g., Securitized Property Purchase and Sale Agreement,
Securitized Property Servicing Agreement, Administration Agreement). For purposes of this Financing Order, the
description of the securitized bonds applies to each series of securitized bonds.
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Kentucky Power’s Application. That collateral will be pledged to the indenture trustee for the

benefit of the holders of the securitized bonds and to secure payment of such securitized bonds.

The servicer of the securitized property will collect the securitized surcharges and remit
those amounts to the indenture trustee on behalf of BondCo. The servicer will be responsible for
filing any required or allowed true-ups of the securitized charges. If the servicer defaults on its
obligations under the servicing agreement, the indenture trustee may, on behalf of the holders of
securitized bonds, appoint a successor servicer. Kentucky Power will act as the initial servicer for

the securitized bonds.

Securitized surcharges will be calculated to ensure the collection of an amount sufficient
to service the principal, interest, and related charges for the securitized bonds and in a manner that
allocates this amount to the various classes of retail customers in the same manner as the
corresponding facilities and related expenses are allocated among customers in Kentucky Power’s
current base rates. The securitized surcharges will be calculated pursuant to the method described

in the Securitization Financing Rider (the “Securitization Financing Rider”), a pro forma copy of

which is contained in Appendix B. A formula based true-up mechanism for making, at least
annually, periodic adjustments in the securitized surcharges as required by KRS § 278.676(1)(f) is
necessary to ensure that the amount collected from securitized surcharges is sufficient to service
the securitized bonds and may be performed at other times as provided in this Financing Order.
The methodology for making true-ups and allocation adjustments and the circumstances under
which each shall be made are described in the pro forma Rider, attached to this Financing Order
as Appendix B. If securitized bonds are issued in more than one series, then each series will be
subject to a separate true-up pursuant to the Act and this Financing Order; provided, however, that

more than one series may be trued-up in a single proceeding.

The Commission determines that Kentucky Power’s proposed structure for the securitized
surcharges should be utilized. This structure provides for substantially levelized annual revenue
requirements over the expected life of the securitized bonds. This structure offers the benefit of
not relying upon customer growth and will allow the resulting securitized surcharges to remain
level or decline over time, if billing determinants remain level or grow. Further, Kentucky Power’s

proposed securitized surcharge tariff applies consistent allocation factors across rate classes,
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subject to modification in accordance with the true-up mechanisms adopted in this Financing

Order.

Kentucky Power requested approval of securitized surcharges sufficient to recover the
principal and interest on the securitized bonds plus ongoing securitized costs (and associated
required financing costs) as described in this Financing Order and Appendix C attached hereto.
Such securitized surcharges shall explicitly state on the retail customer’s bill the portion of
securitized surcharges applicable to the rate class as approved in this Financing Order issued to
the electric utility and include the securitized surcharge on each retail customer’s bill as a separate
line item and include both the base rate for the retail customer’s electricity and the amount of the

surcharge.

Kentucky Power requested in the Application that its financing costs, including up-front
and ongoing costs of issuing and maintaining the securitized bonds, be recovered respectively
through the securitized bonds and securitized surcharges approved in this Financing Order.
Kentucky Power’s estimated up-front costs total approximately $6.3 million, while estimated
ongoing costs of servicing the securitized bonds total approximately $1 million per year for each
year of the term of the bonds. The estimates were based on assumptions regarding a number of
variables that will directly affect the level of up-front and ongoing financing costs including (1) the
total Securitizable Balance will be $440,389,797; (2) only one series of securitized bonds will be
issued; (3) this Financing Order proceeding will not be contested; and (4) Kentucky Power acts as

servicer.

The Commission’s analysis of Kentucky Power’s request begins with the finding that
Kentucky Power’s up-front financing costs are permitted to be securitized and that the ongoing
financing costs that Kentucky Power proposes to recover directly through securitized surcharges

are permitted to be recovered through securitized surcharges.

The Commission finds that Kentucky Power should be permitted to securitize its up-front
financing costs of issuance in accordance with the terms of this Financing Order. As set forth in
Ordering Paragraph 2 of this Financing Order, up-front financing costs are estimated to be $6.3
million, plus (i) if applicable, the cost of original issue discount, credit enhancements and other
arrangements to enhance marketability as discussed in Ordering Paragraphs 4 and 21, plus (ii) the

cost of the Commission’s financial advisors and other consultants, if any, and any additional costs
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incurred by Kentucky Power to comply with the requests and recommendations of the
Commission’s financial advisor and other consultants, plus (iii) any costs incurred by Kentucky
Power if this Financing Order is appealed. In the issuance advice letter Kentucky Power will report

the updated up-front financing costs being securitized.

Kentucky Power is authorized to recover directly through the securitized surcharges its
actual ongoing costs of servicing the bonds and providing administrative services to BondCo. The
annual servicing fees are expected to be 0.10% of the original principal amount of the securitized
bonds plus out of pocket third-party costs, and the annual administrative fees are expected to be
$100,000 per annum per BondCo plus out of pocket third-party costs. The estimated ongoing
financing costs should be updated in the issuance advice letter to reflect more current information
then available to Kentucky Power. In accordance with the terms of this Financing Order and
subject to the approval of the indenture trustee, the Commission will permit a successor servicer
to Kentucky Power to recover a higher servicer fee if Kentucky Power ceases to service the

securitized property.

Kentucky Power does not anticipate incurring costs of retiring or refunding debt or equity
in connection with the use of the proceeds from the issuance of the securitized bonds.?> Kentucky
Power should be authorized to record such costs as a regulatory asset included on its books and to
accrue carrying costs on such regulatory asset using the average weighted interest rate on the
securitized bonds, until the costs are included in Kentucky Power’s next base rate case, and that
the costs, together with carrying costs, be considered for recovery in Kentucky Power’s next base
rate case, subject to a showing that such costs were prudently incurred and are reasonable and

necessary.

ITI. Findings of Fact

A. Identification and Procedure

1. Identification of Applicant and Background
1. Kentucky Power is a public utility principally engaged in the provision of electricity in the

Commonwealth of Kentucky. Kentucky Power is a direct, wholly-owned subsidiary of

32 Direct Testimony of Franz D. Messner at 10.
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American Electric Power Company, Inc., which is a public utility holding company under

the Public Utility Holding Company Act of 2005.

2. Procedural History

2.

On June 29, 2023, Kentucky Power filed the Application for this Financing Order under
the Act to permit securitization of an amount equal to the sum of (1) the Securitizable
Balance as of the date of issuance of the securitized bonds, plus (2) up-front financing

costs. The Application includes exhibits, schedules, attachments, and testimony.

An intervention deadline of was established by the Order issued on

The following parties requested and were granted intervention:

An evidentiary hearing was held on , 2023. By Order issued January

2024, the Commission approved Kentucky Power’s Application and rendered its final
order which (a) approved the securitization of the Securitizable Balance (estimated to be
$440,389,797) and up-front financing costs; (b) authorized the issuance of securitized
bonds in one or more series in an aggregate principal amount not to exceed the sum of
(1) the Securitizable Balance plus (ii) up-front financing costs as described herein;
(c) approved the structure of the proposed securitization financing and issuance of
securitized bonds; (d) approved securitized surcharges in an amount to be calculated as
provided in this Financing Order; and (e) approved the form of tariff as provided in this

Financing Order to implement those securitized surcharges.

B. Costs to be Securitized

1. Identification

6.

Financing costs are defined in KRS § 278.670(6) to include (a) the interest and acquisition,
defeasance, or redemption premiums payable on securitized bonds; (b) any payment
required under an ancillary agreement and any amount required to fund or replenish a
reserve account or other accounts established under the terms of any indenture, ancillary
agreement, or other financing document pertaining to securitized bonds; (c) any other cost
related to issuing, supporting, repaying, refunding, or servicing securitized bonds,

including the following fees and costs without limitation: (i) servicing fees, accounting and
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auditing fees, trustee fees, consulting fees, structuring adviser fees, financial advisor fees,
administrative fees, placement and underwriting fees, independent director and manager
fees, rating agency fees, stock exchange listing and compliance fees, security registration
fees, and filing fees; (ii) capitalized interest and information technology programming
costs; and (iii) any other costs necessary to otherwise ensure the timely payment of
securitized bonds or other amounts or charges payable in connection with the bonds,
including costs related to obtaining the financing order; (d) any taxes and license fees or
other fees imposed on the revenues generated from the collection of the securitized
surcharge or otherwise resulting from the collection of securitized surcharges, in any such
case whether paid, payable, or accrued; (e) any state or local taxes, franchise taxes, gross
receipts, and other taxes or similar charges, including Commission assessment fees,
whether paid payable, or accrued; and (f) any costs associated with performance of the
Commission’s responsibilities under KRS §§ 278.670 to 278.696 and 65.114 in
connection with: (i) approving, approving subject to conditions, or rejecting an application
for a financing order; and (ii) retaining counsel, one (1) or more financial advisors, or other
consultants as deemed appropriate by the Commission and paid pursuant to

KRS §§ 278.670 to 278.696 and 65.114, for the issuance advice letter process.

The actual costs of issuing and supporting the securitized bonds will not be known until
the securitized bonds are issued, and certain ongoing financing costs relating to the
securitized bonds may not be known until such costs are incurred. The amount of the up-
front financing costs shall be shown in the issuance advice letter to ensure compliance with

all statutory requirements.

Kentucky Power intends to use the proceeds from the sale of the securitized property to
reduce recoverable securitized costs, and thereafter to repay outstanding short-term debt at
Kentucky Power and to fund capital expenditures to support utility operations and services;
accordingly, it does not anticipate incurring costs of retiring or refunding debt or equity in

33 However, if

connection with the proceeds from the issuance of the securitized bonds.
costs of retiring or refunding debt are incurred, the Commission authorizes Kentucky

Power to record such costs as a regulatory asset included on its books. Kentucky Power is

33 See Direct Testimony of Franz D. Messner at 10.
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allowed to accrue carrying costs on such regulatory asset using the weighted-average
interest rate on the securitized bonds. The accrual of carrying costs will continue until the
costs are included in Kentucky Power’s next base rate case, and the costs, together with
carrying costs, will be considered for recovery in Kentucky Power’s next base rate case,
subject to a showing that such costs were prudently incurred and are reasonable and

necessary.

2. Balance to be Securitized

9.

10.

Kentucky Power should be authorized to cause securitized bonds to be issued in an
aggregate principal amount equal to the Securitizable Balance at the time of issuance plus
up-front financing costs as described in Ordering Paragraph 2. The “Securitizable
Balance” as of any given date is equal to the balance of securitized costs as is approved in
this case plus carrying costs accruing on the applicable portions of such balance at the
weighted average cost of capital approved in this case through the date the securitized
bonds are issued, as reduced by all corresponding insurance, scrap, and salvage proceeds,
applicable unamortized regulatory liabilities for excess deferred income taxes; and the
present value of return on all accumulated deferred income taxes related to pretax costs
with respect to a retired or abandoned facility and related facilities, including those due to
bonus and accelerated tax depreciation and abandonment losses. In the issuance advice
letter, Kentucky Power shall update the amounts to reflect the Securitizable Balance on the

date of issuance and the amount of up-front financing costs securitized.

It is appropriate for Kentucky Power to recover the annual ongoing servicing fees and the
annual fixed operating costs directly through securitized surcharges. It is also appropriate
for the initial annual servicing fees incurred when Kentucky Power serves as servicer to be
0.10% of the initial principal balance of the securitized bonds plus out of pocket third-party
costs and for the initial administrative fees incurred when Kentucky Power is the
administrator to be $100,000 per year for each BondCo plus out of pocket third-party costs
as shown in Appendix C. The annual servicing fee payable to a servicer not affiliated with
Kentucky Power shall not at any time exceed 0.60% of the initial principal balance of the
securitized bonds unless such higher rate is approved by the Commission. Ongoing

financing costs are estimated in Appendix C to this Financing Order. The servicing and
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administrative fees collected by Kentucky Power, or any affiliate of Kentucky Power,
acting as servicer or administrator under the servicing agreement or administration
agreement shall be included as a revenue credit and reduce revenue requirements in each
subsequent rate case. The expenses incurred by Kentucky Power or such affiliate to
perform obligations under the servicing agreement should be included in each Kentucky

Power base rate case.

3. Issuance Advice Letter

11.

12.

Because the actual structure and pricing of the securitized bonds will not be known at the
time this Financing Order is issued, following determination of the final terms of the
securitized bonds and prior to issuance of the securitized bonds, Kentucky Power will
provide with the Commission for each series of securitized bonds issued, and no later than
the end of the third (3™) business day after the pricing date for that series of securitized
bonds, an issuance advice letter. The issuance advice letter (a form of which is included
as Appendix A to this Financing Order in accordance with the Act) will report the initial
securitized surcharges and other information specific to the securitized bonds, including
the final structure, terms of the securitized bond issuance and best estimates of total
ongoing financing costs for such issuance. The estimated total up-front financing costs in
the issuance advice letter will be included in the principal amount securitized. The issuance
advice letter will report the actual dollar amount of the initial securitized surcharges and
other information specific to the securitized bonds to be issued. All amounts that require
computation will be computed using the mathematical formulas contained in the form of
the issuance advice letter in Appendix A to this Financing Order and the Securitization
Financing Rider. The securitized surcharges and the final terms of the securitized bonds
set forth in the issuance advice letter shall become effective on the date of issuance of the
securitized bonds unless prior to noon on the fourth business day after pricing the
Commission issues a disapproval order directing that the securitized bonds as proposed not

be issued and stating the basis for the disapproval.

If the actual up-front financing costs are less than the up-front financing costs included in
the principal amount securitized, the Periodic Billing Requirement, defined below, for the

first semiannual true-up adjustment shall be reduced by the amount of such unused funds
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13.

14.

15.

(together with interest, if any, earned on the investment of such funds). If the actual up-
front financing costs are more than the up-front financing costs included in the principal
amount securitized, Kentucky Power may request recovery of the remaining up-front

financing costs through a surcharge to Kentucky Power’s rates for distribution service.

Kentucky Power will provide a draft issuance advice letter to the Commission staff for
review not later than two weeks prior to the expected date of commencement of marketing
each series of securitized bonds. Within one week after receipt of the draft issuance advice
letter, Commission staff will provide Kentucky Power comments and recommendations
regarding the adequacy of the information provided and as may be necessary to assure the
accuracy of the calculations and that the requirements of the Act and of this Financing

Order have been met.

The proposed final issuance advice letter for a series of securitized bonds shall be provided
to the Commission not later than the end of the third (3) business day after the pricing of
such series of securitized bonds. The initial securitized surcharges and the final terms of
the securitized bonds set forth in the issuance advice letter shall become effective on the
date of issuance of the securitized bonds (which shall not occur prior to the fifth business
day after pricing) unless prior to noon on the fourth business day after pricing the
Commission issues a disapproval order directing that the securitized bonds as proposed not

be issued and stating the basis for the disapproval.

The completion of an issuance advice letter in the form of the issuance advice letter
attached as Appendix A, is necessary to ensure that any securitization actually undertaken

by Kentucky Power complies with the terms of this Financing Order and the Act.

4. Quantifiable Net Present Value Benefit

16.

The Commission is required to find that the imposition and collection of a securitized
surcharge are fair, just, and reasonable, in the public interest, and expected to provide
quantifiable net present value benefits to customers as compared to recovery of the
components of securitized costs that would have been incurred absent the issuance of

securitized bonds.>*

34 KRS § 278.676(1)(c).
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17.

The financial analysis presented by Kentucky Power indicates that securitization of the
Securitizable Balance and other financing costs as requested by Kentucky Power would
result in approximately $74.4 million of quantifiable net present value benefits to
customers on a present value basis if the securitized bonds are issued at an average
weighted average interest rate of 5.166% allowed by this Financing Order and with a 20-
year expected scheduled life. These estimates use Kentucky Power’s Securitizable Balance
as of June 30, 2023 ($440,389,797) and assume that updated up-front and ongoing
financing costs will be as shown on Appendix C to this Financing Order. Kentucky
Power’s evidence presented estimated expected quantifiable net present value benefits to
customers greater than would be achieved absent the issuance of securitized bonds;
however, the actual benefit to customers will depend upon market conditions on the date
of issuance of the securitized bonds, the actual scheduled maturity of the securitized bonds,

and the amount actually securitized.

C. Structure of the Proposed Securitization

1. BondCo

18.

For purposes of this securitization, Kentucky Power will create one or more BondCos, each
of which will be a Delaware limited liability company with Kentucky Power as its sole
member. If more than one series of securitized bonds are issued, Kentucky Power may
create a separate BondCo for the issuance of a particular series of securitized bonds and
the rights, structure and restrictions described in this Financing Order with respect to
BondCo will be applicable to each such purchaser of securitized property to the extent of
the securitized property sold to it and the securitized bonds issued by it. BondCo will be
formed for the limited purpose of acquiring securitized property, issuing securitized bonds
in one or more series consisting of one or more tranches, and performing other activities
relating thereto or otherwise authorized by this Financing Order. BondCo will not be
permitted to engage in any other activities and will have no assets other than securitized
property and related assets to support its obligations under the securitized bonds.
Obligations relating to the securitized bonds will be BondCo’s only significant liabilities.
These restrictions on the activities of BondCo and restrictions on the ability of Kentucky

Power to take action on BondCo’s behalf are imposed to achieve the objective that BondCo
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19.

20.

21.

will be bankruptcy remote and not affected by a bankruptcy of Kentucky Power. BondCo
will be managed by a board of managers with rights and duties similar to those of a board
of directors of a corporation. As long as the securitized bonds remain outstanding, BondCo
will have at least one independent manager with no organizational affiliation with
Kentucky Power other than acting as independent manager for any other bankruptcy-
remote subsidiary of Kentucky Power or its affiliates. BondCo will not be permitted to
amend the provisions of the organizational documents that relate to bankruptcy-remoteness
of BondCo without the consent of the independent manager. Similarly, BondCo will not
be permitted to institute bankruptcy or insolvency proceedings or to consent to the
institution of bankruptcy or insolvency proceedings against it, or to dissolve, liquidate,
consolidate, convert, or merge without the consent of the independent manager. Other
restrictions to facilitate bankruptcy-remoteness may also be included in the organizational

documents of BondCo as required by the rating agencies.

The initial capital of BondCo is expected to be not less than 0.5% of the original principal
amount of the securitized bonds issued by BondCo. Adequate funding of BondCo at this
level is intended to protect the bankruptcy remoteness of BondCo. A sufficient level of
capital is necessary to minimize this risk and, therefore, assist in achieving the lowest

securitized surcharges possible.

BondCo will issue one or more series of securitized bonds consisting of one or more
tranches. The aggregate amount of all tranches of all series of securitized bonds issued
pursuant to this Financing Order shall not exceed the principal amount approved by this
Financing Order. BondCo will pledge to the indenture trustee, as collateral for payment of
the securitized bonds, the securitized property, including BondCo’s right to receive the
securitized surcharges as and when collected, and certain other collateral described in

Kentucky Power’s Application.

Concurrent with the issuance of any of the securitized bonds, Kentucky Power will transfer
to BondCo all of Kentucky Power’s rights under this Financing Order related to the amount
of securitized bonds BondCo is issuing, including rights to impose, bill, charge, collect,
and receive securitized surcharges approved in this Financing Order. This transfer will be

structured so that it will qualify as a true sale within the meaning of KRS § 278.688(1) and
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22.

the rights, title and interest of Kentucky Power in, to and under the “securitized property”
will transfer concurrently with the sale to BondCo as provided in KRS § 278.670(19). By
virtue of the transfer, BondCo will acquire all of the right, title, and interest of Kentucky
Power in the securitized property arising under this Financing Order that is related to the

amount of securitized bonds BondCo is issuing.

The use and proposed structure of BondCo and the limitations related to its organization
and management are necessary to minimize risks related to the proposed securitization
transactions and to minimize the securitized surcharges. Therefore, the use and proposed

structure of BondCo should be approved.

2. Credit Enhancement and Arrangements to Enhance Marketability

23.

24.

Kentucky Power should be permitted to recover the ongoing costs of credit enhancements
and arrangements to enhance marketability, provided that such enhancements and
arrangements provide benefits greater than their tangible and intangible costs. If the use
of original issue discount, credit enhancements, or other arrangements is proposed by
Kentucky Power, Kentucky Power shall provide the designated Commission staff and any
financial advisor copies of all cost/benefit analyses performed by or for Kentucky Power
that support the request to use such arrangements. This finding does not apply to the

collection account or its subaccounts approved in this Financing Order.

Kentucky Power’s proposed use of credit enhancements and other arrangements to enhance
credit quality and/or marketability is reasonable and should be approved, provided that the

enhancements or arrangements provide benefits greater than their cost.

3. Securitized Property

25.

26.

Under KRS § 278.684(1), the property right or interest therein in the securitized property
exists regardless (a) of whether the revenues or proceeds arising from the property have
been billed, accrued, or collected; and (b) that the value or amount of the property is
dependent on the future provision of service to customers by Kentucky Power, its

successors, or assignees and on the future consumption of electricity by its customers.

The rights to impose, bill, charge, collect, and receive the securitized surcharges approved

in this Financing Order along with the other rights arising pursuant to this Financing Order
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27.

28.

will become securitized property of BondCo upon the transfer of such rights by Kentucky
Power to BondCo.* If securitized bonds are issued in more than one series, then the
securitized property transferred as a result of each issuance shall be only those rights
associated with that portion of the total amount authorized to be securitized by this
Financing Order which is securitized by such issuance. The rights to impose, bill, charge,
collect and receive securitized surcharges along with the other rights arising pursuant to
this Financing Order as they relate to any portion of the total amount authorized to be
securitized that remains unsecuritized shall remain with Kentucky Power and shall not
become securitized property unless and until transferred to a BondCo in connection with a

subsequent issuance of securitized bonds.

Securitized property and all other collateral will be held and administered by the indenture
trustee pursuant to the indenture, as described in Kentucky Power’s Application. This

proposal will help ensure the lowest securitized surcharges and should be approved.

Under KRS § 278.684, securitized property constitutes an existing, present, intangible
property right or interest therein for purposes of contracts concerning the sale, transfer or
pledge of property, notwithstanding the fact that the imposition and collection of
securitized surcharges depends on the electric utility performing its servicing functions

relating to the collection of securitized surcharges and on future electricity consumption.

4. Servicer and the Servicing Agreement

29.

Kentucky Power will execute a servicing agreement with BondCo. The servicing
agreement may be amended, renewed or replaced by another servicing agreement. The
entity responsible for carrying out the servicing obligations under any servicing agreement
is the servicer. Kentucky Power will be the initial servicer but may be succeeded as
servicer by another entity under certain circumstances detailed in the servicing agreement
and as authorized by the Commission. Pursuant to the servicing agreement, the servicer is
required, among other things, to impose and collect the applicable securitization surcharges
for the benefit and account of BondCo, to make the periodic true-up adjustments of

securitized surcharges required or allowed by this Financing Order, and to account for and

35 KRS §§ 278.684 and 278.688.
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30.

31.

32.

remit the applicable securitized surcharges to or for the account of BondCo in accordance
with the remittance procedures contained in the servicing agreement without any charge,
deduction or surcharge of any kind (other than the servicing fee specified in the servicing
agreement). Under the terms of the servicing agreement, if any servicer fails to perform
its servicing obligations in any material respect, the indenture trustee acting under the
indenture to be entered into in connection with the issuance of the securitized bonds, or the
indenture trustee’s designee, may, or, upon the instruction of the requisite percentage of
holders of the outstanding amount of securitized bonds, shall, appoint an alternate party to
replace the defaulting servicer, in which case the replacement servicer will perform the
obligations of the servicer under the servicing agreement. The obligations of the servicer
under the servicing agreement and the circumstances under which an alternate servicer may
be appointed are more fully described in the servicing agreement. The rights of BondCo
under the servicing agreement will be included in the collateral pledged to the indenture

trustee under the indenture for the benefit of holders of the securitized bonds.

The servicing agreement negotiated as part of this securitization shall contain a recital
clause that the Commission, or its attorney, will enforce the servicing agreement for the

benefit of Kentucky customers to the extent permitted by law.

The obligations to continue to provide service and to collect and account for securitized
surcharges will be binding upon Kentucky Power and any other entity that provides
electrical services to a person that was, or becomes, a retail customer of Kentucky Power,
its successors or assignees under commission-approved rate schedules, even if a retail
customer elects to purchase electricity from an alternative electricity supplier following a
fundamental change in regulation of public utilities in the Commonwealth of Kentucky.
The Commission will enforce the obligations imposed by this Financing Order, its

applicable substantive rules, and statutory provisions.

To the extent that any interest in the securitized property created by this Financing Order

is assigned, sold or transferred to an assignee,*® Kentucky Power will enter into a contract

36 The term “assignee” means “means a legally recognized entity to which an electric utility assigns, sells, or

transfers, other than as security, all or a portion of its interest in or right to securitized property. The term "assignee"
includes a corporation, limited liability company, general or limited partnership, public authority, trust, and financing
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with that assignee that will require Kentucky Power to continue to operate its transmission
and distribution system in order to provide electric services to Kentucky Power’s
customers. This provision does not prohibit Kentucky Power from selling, assigning or
otherwise divesting its transmission and distribution system or any part thereof so long as
the entity acquiring such facilities agrees to continue operating the facilities to provide

electric services to Kentucky Power’s customers.

33. The provisions described in Findings of Fact Nos. 29 through 32 are reasonable, will reduce
risk associated with the proposed securitization and will, therefore, result in lower
securitized surcharges and greater net present value benefits to customers and should be

approved.

5. Securitized Bonds

34.  BondCo will issue and sell securitized bonds in one or more series consisting of one or
more tranches. The legal final maturity date of any series of securitized bonds will not
exceed 22 years from the date of issuance of such series. The legal final maturity date of
each series and tranche within a series and amounts in each series will be finally determined
by Kentucky Power consistent with market conditions and indications of the rating
agencies, at the time the securitized bonds are priced, but subject to ultimate Commission
review through the issuance advice letter process. Kentucky Power will retain sole
discretion regarding whether or when to assign, sell, or otherwise transfer any rights
concerning securitized property arising under this Financing Order, or to cause the issuance
of any securitized bonds authorized in this Financing Order, subject to the right of the
Commission to issue a disapproval order in connection with the issuance advice letter
process. BondCo will issue the securitized bonds on or after the fifth business day after
pricing of the securitized bonds unless, prior to noon on the fourth business day following
pricing of the bonds, the Commission issues a disapproval order directing that the

securitized bonds as proposed not be issued and stating the basis for the disapproval.

35. The Commission finds that the proposed structure—providing for substantially levelized

annual revenue requirements over the expected life of the securitized bonds—is in the

entity to which an assignee assigns, sells or transfers, other than as security, its interest in or right to securitized
property.” See KRS 278.670(2).

Page 29 of 59



public interest and should be used. This structure offers the benefit of not relying upon
customer growth and will allow the resulting securitized charges to remain level or decline
over time, if billing determinants remain level or grow. The approved structure is

reasonable and should be approved.

6. Security for Securitized Bonds

36.

37.

The payment of the securitized bonds and related charges authorized by this Financing
Order is to be secured by the securitized property created by this Financing Order and by
certain other collateral as described in the Application. The securitized bonds will be
issued pursuant to an indenture administered by the indenture trustee (any such indenture,

the “indenture,” and the trustee under an indenture, the “indenture trustee”). The indenture

will include provisions for a collection account for the series and subaccounts for the
collection and administration of the securitized surcharges and payment or funding of the
principal and interest on the securitized bonds and other costs, including fees and expenses,
in connection with the securitized bonds, as described in Kentucky Power’s Application.
Pursuant to the indenture, BondCo will establish a collection account as a trust account to
be held by the indenture trustee as collateral to ensure the payment of the principal, interest,
and other costs approved in this Financing Order related to the securitized bonds in full and
on a timely basis. The collection account will include the general subaccount, the capital

subaccount, and the excess funds subaccount, and may include other subaccounts.

a. The General Subaccount

The indenture trustee will deposit the securitized surcharge remittances that the servicer
remits to the indenture trustee for the account of BondCo into one or more segregated trust
accounts and allocate the amount of those remittances to the general subaccount. The
indenture trustee will on a periodic basis apply moneys in this subaccount to pay expenses
of BondCo, to pay principal of and interest on the securitized bonds, and to meet the
funding requirements of the other subaccounts. The funds in the general subaccount will
be invested by the indenture trustee in short-term high-quality investments, and such funds
will be applied by the indenture trustee to pay principal of and interest on the securitized
bonds and all other components of the PPR (as defined in Finding of Fact No. 48), and

otherwise in accordance with the terms of the indenture.
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38.

39.

b. The Capital Subaccount

When a series of securitized bonds is issued, Kentucky Power will make a capital
contribution to BondCo for that series, which BondCo will deposit into the capital
subaccount. The amount of the capital contribution is expected to be not less than 0.5% of
the original principal amount of each series of securitized bonds, although the actual
amount will depend on tax and rating agency requirements. The capital subaccount
represents the equity capital of BondCo . The capital subaccount will serve as collateral to
ensure timely payment of principal of and interest on the securitized bonds and all other
components of the PPR. Any funds drawn from the capital subaccount to pay these
amounts due to a shortfall in the securitized charge remittances will be replenished through
future securitized surcharge remittances. The funds in this subaccount will be invested by
the indenture trustee in short-term high-quality investments, and, if necessary, such funds
will be used by the indenture trustee to pay principal and interest on the securitized bonds
and all other components of the PPR. For any capital contribution made by Kentucky
Power into the capital subaccount, Kentucky Power will be authorized to receive an annual
return at the authorized pre-tax weighted average cost of capital established in Kentucky
Power’s most recent base rate case on the remainder of the capital contribution for such
series. The required revenue, if any, to provide the annual return at the pre-tax weighted
average cost of capital established in Kentucky Power’s most recent base rate case is an
ongoing financing cost. Upon payment of the principal amount of all securitized bonds
and the discharge of all obligations that may be paid by use of securitized surcharges, all
amounts in the capital subaccount will be released to BondCo for payment to Kentucky

Power.

c. The Excess Funds Subaccount

The excess funds subaccount will hold any securitized surcharge remittances and
investment earnings on the collection account (other than earnings attributable to the
capital subaccount and released under the terms of the indenture) in excess of the amounts
needed to pay current principal of and interest on the securitized bonds and to pay other
PPRs (including, but not limited to, replenishing the capital subaccount). Any balance in
or amounts allocated to the excess funds subaccount on a true-up adjustment date will be

subtracted from the Periodic Billing Requirement (“PBR”) for the purposes of the true-up
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40.

adjustment. The money in this subaccount will be invested by the indenture trustee in short-
term high-quality investments, and such money will be used by the indenture trustee to pay

principal and interest on the securitized bonds and other PPRs.

d. Other Subaccounts
Other credit enhancements in the form of subaccounts, such as an over-collateralization
account, may be utilized for the transaction provided that such enhancements provide

benefits greater than their tangible and intangible costs.

7. General Provisions

41.

The collection account and the subaccounts described above are intended to provide for
full and timely payment of scheduled principal of and interest on the securitized bonds and
all other components of the PPR (defined in Findings of Fact Paragraph 48). If the amount
of securitized surcharges remitted to the general subaccount is insufficient to make all
scheduled payments of principal of and interest on the securitized bonds and to make
payment on all of the other components of the PPR, the excess funds subaccount and the
capital subaccount will be drawn down, in that order, to make those payments. Any
deficiency in the capital subaccount due to such withdrawals must be replenished to the
capital subaccount on a periodic basis through the true-up process. In addition to the
foregoing, there may be such additional accounts and subaccounts as are necessary to
segregate amounts received from various sources, or to be used for specified purposes.
Such accounts will be administered and utilized as set forth in the servicing agreement and
the indenture. Upon the maturity of the securitized bonds and the discharge of all
obligations in respect thereof, remaining amounts in the collection account, other than
amounts that were in the capital subaccount, will be released to BondCo and equivalent
amounts will be credited by Kentucky Power to customers as provided in Ordering
Paragraph No. 19. Upon the maturity of the securitized bonds and the discharge of all
obligations in respect thereof, remaining amounts in the collection account, other than
amounts that were in the capital subaccount, will be released to BondCo and equivalent
amounts will be credited by Kentucky Power to customers consistent with KRS

§ 278.676(1)(m).
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42.

The use of a collection account and its subaccounts in the manner proposed by Kentucky
Power is reasonable, will lower risks associated with the securitization and thus lower the

costs to customers, and should, therefore, be approved.

8. Securitized Surcharges—Imposition and Collection, and Nonbypassability

43.

44,

45.

46.

Kentucky Power seeks authorization to impose on and collect from customers the
securitized surcharges under this Financing Order or the tariffs approved hereby, in an
amount sufficient to provide for the timely recovery of its securitized costs and any
financing costs approved in this Financing Order (including payment of principal and

interest on the securitized bonds and ongoing costs related to the securitized bonds).

Securitized surcharges will appear as a separate line-item on customer bills, in accordance

with KRS § 278.682(1)(b).

The securitized bonds may not have a maturity date exceeding 30 years under
KRS § 278.670(17). Kentucky Power proposes a scheduled final payment date for the
securitized bonds to be approximately 20 years from date of issuance of a series of
securitized bonds. However, amounts may still need to be recovered after the expiration of
the scheduled final payment date, but prior to the legal maturity date. Kentucky Power
proposed that the securitized surcharges related to a series of securitized bonds will be
recovered over a period of not more than approximately 22 years from the date of issuance
of that series of the securitized bonds but that amounts due at or before the end of that
period for securitized surcharges allocable to the approximate 22-year period may be

collected after the conclusion of the 22-year period.

Kentucky Power will collect securitized surcharges from all existing and future retail
customers receiving electric service from Kentucky Power, its successors, or assignees
under Commission-approved rate schedules even if a retail customer elects to purchase
electricity from an alternative electric supplier following a fundamental change in
regulation of public utilities in the Commonwealth of Kentucky. Any such existing or
future retail customer may not avoid securitized surcharges by switching to another electric
utility, electric cooperative, or municipally-owned utility on or after the date this Financing

Order is issued.
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47.

Kentucky Power’s proposal related to imposition, billing, charging and collection of
securitized surcharges is reasonable and is necessary to ensure collection of securitized
surcharges sufficient to support recovery of the securitized costs and financing costs
approved in this Financing Order and should be approved. It is reasonable to approve the
form of Kentucky Power’s Securitization Financing Rider in this Financing Order and
require that these tariff provisions be filed before any securitized bonds are issued pursuant

to this Financing Order.

9. Allocation Among Customers

48.

49.

50.

The “PPR” is the required periodic payment for a given period (e.g., annually,
semiannually, or quarterly) due under the securitized bonds. Each PPR includes: (a) the
principal amortization of the securitized bonds in accordance with the expected
amortization schedule (including deficiencies of previously scheduled principal for any
reason); (b) periodic interest on the securitized bonds (including any accrued and unpaid
interest); (c) ongoing financing costs consisting of the servicing fee, rating agencies’ fees,
trustee fees, legal and accounting fees, other ongoing fees and expenses, and the costs, if
any, of maintaining any credit enhancement; and (d) funds needed to replenish the capital
subaccount. The initial PPR for the securitized bonds issued pursuant to this Financing

Order should be updated in the issuance advice letter.

The PBR represents the aggregate dollar amount of securitized charges that must be billed
during a given period (e.g., annually, semiannually, or quarterly) so that the securitized
surcharge collections will be sufficient to meet the sum of all PPR for that period, given:
(1) forecast usage data for the period; (ii) forecast uncollectibles for the period; and (iii)

forecast lags in collection of billed securitized surcharges for the period.

The securitized costs and financing costs which will be recovered through the securitized
surcharges authorized by this Financing Order are allocated among the customer classes

on a percent of revenue basis by residential and all other rate schedules.

10. True-Up of Securitized Surcharges

51.

Pursuant to KRS § 278.676(1)(f), the servicer of the securitized bonds will make at least

semiannually, adjustments to the securitized surcharges to:
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52.

53.

(a) correct any undercollections or overcollections during the preceding 6 months; and

(b) ensure the billing of securitized surcharges necessary to generate the collection of
amounts sufficient to timely provide all scheduled payments of principal and
interest (or deposits to sinking funds in respect of principal and interest) and any
other amounts due in connection with the securitized bonds (including ongoing fees
and expenses and amounts required to be deposited in or allocated to any collection
account or subaccount, trustee indemnities, payments due in connection with any
expenses incurred by the indenture trustee or the servicer to enforce bondholder
rights and all other payments that may be required pursuant to the waterfall of
payments set forth in the indenture) during the period for which such adjusted

securitized surcharges are to be in effect.

With respect to any series of securitized bonds, the servicer will make true-up adjustment

filings with the Commission at least semiannually.

True-up filings will be based upon the cumulative differences, regardless of the reason,
between the PPR (including scheduled principal and interest payments on the securitized
bonds) and the amount of securitized surcharge remittances to the indenture trustee. True-
up mechanisms are necessary to correct for any overcollection or undercollection of the
surcharges and to ensure the timely payment of securitized bonds and financing costs and
other required amounts and surcharges payable under the securitized bonds. In order to
assure adequate securitized surcharge revenues to fund the PPR and to avoid large
overcollections and undercollections over time, the servicer will reconcile the securitized
surcharges using Kentucky Power’s most recent forecast of electricity deliveries (i.e.,
forecasted billing units) and estimates of transaction-related expenses. The calculation of
the securitized surcharges will also reflect both a projection of uncollectible securitized
surcharges and a projection of payment lags between the billing and collection of
securitized surcharges based upon Kentucky Power’s most recent experience regarding

collection of securitized surcharges.

The servicer will make true-up adjustments in the following manner:
(a) allocate the upcoming period’s PBR based on the allocation factors approved in

this Financing Order;
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(b) calculate undercollections or overcollections, from the preceding period in each
class by subtracting the previous period’s securitized surcharge revenues collected
from each class from the PBR determined for that class for the same period;

(c) sum the amounts allocated to each customer class in steps (a) and (b) to determine
an adjusted PBR for each securitized surcharge customer class; and

(d) divide the amount assigned to each customer class in step (c) above by the
appropriate forecasted billing units to determine the securitized surcharge rate by

class for the upcoming period.

11. Interim True-Up

54.

55.

In addition to the semiannual true-up adjustments, true-up adjustments may be made by
the servicer more frequently at any time during the term of the securitized bonds to correct
any undercollection or overcollection, as provided for in this Financing Order, in order to
assure timely payment of securitized bonds based on rating agency and bondholder
considerations. Beginning 12 months prior to the scheduled final payment date for the
latest maturing tranche of securitized bonds of a particular series, the required true-up

adjustments should be done on a quarterly basis.

In the event an interim true-up is necessary, the interim true-up adjustment shall use the
methodology utilized in the most recent semiannual true-up and be filed not less than 15
days prior to the first billing cycle of the month in which the revised securitized charges

will be in effect.

12. Additional True-Up Provisions

56.

The true-up adjustment filing will set forth the servicer’s calculation of the true-up
adjustment to the securitized surcharges. The Commission will have 10 days after the date
of a true-up adjustment filing in which to confirm the mathematical accuracy of the
servicer’s adjustment. >’ Any true-up adjustment filed with the Commission should be
effective on its proposed effective date, which shall be not less than 10 days after filing.®

Any necessary corrections to the true-up adjustment, due to mathematical errors in the

KRS § 278.678(5).
38 See id.

Page 36 of 59



57.

calculation of such adjustment or otherwise, will be made in future true-up adjustment

filings.

The true-up procedures contained in the proposed Securitization Financing Rider are
reasonable and will reduce risks related to the securitized bonds, resulting in lower
securitized surcharges and greater net present value benefits to customers and should be

approved.

13. Designated Commission Staff

58.

59.

The Commission may designate one (1) or more representatives from Commission staff
who may be advised by one (1) or more financial advisors contracted with the Commission
to provide: (a) input to and collaboration with the electric utility during the process
undertaken to place the securitized bonds to market; and (b) an opinion to the Commission
on the reasonableness of the pricing, terms, and conditions of the securitized bonds on an

expedited basis.*

The designated Commission staff and any financial advisor providing advice to the
Commission staff shall: (a) have no authority to direct how Kentucky Power places the
bonds to market; and (b) be permitted to attend meetings convened by Kentucky Power to

address placement of the bonds to market.*°

14. Securitized Surcharges Lowest Cost Consistent With Market Conditions

60.

Kentucky Power has proposed a transaction structure that is expected to include (but is not

limited to):

(a) theuse of BondCo as issuer of the securitized bonds, limiting the risks to securitized
bond holders of any adverse impact resulting from a bankruptcy proceeding of its

parent or any affiliate;

(b) the right to impose, bill, charge, collect and receive securitized surcharges that are

nonbypassable and which must be trued-up at least semiannually, but may be trued-

39 KRS § 278.674(4).
40 KRS § 278.674(5).
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61.

up more frequently under certain circumstances, in order to assure the timely

payment of the debt service and other ongoing financing costs;

(c) additional collateral in the form of a collection account which includes a capital
subaccount funded in cash in an amount equal to not less than 0.5% of the original
principal amount of the securitized bonds and other subaccounts resulting in greater
certainty of payment of interest and principal to investors and that are consistent
with the IRS requirements that must be met to receive the desired federal income

tax treatment for the securitized bond transaction;

(d) protection of securitized bondholders against potential defaults by Kentucky Power

as servicer or any successor SGI‘ViCGI‘;

(e) Dbenefits for federal income tax purposes including: (i) the transfer of the rights
under this Financing Order to BondCo not resulting in gross income to Kentucky
Power and the future revenues under the securitized surcharges being included in
Kentucky Power’s gross income under its usual method of accounting, (ii) the
issuance of the securitized bonds and the transfer of the proceeds of the securitized
bonds to Kentucky Power not resulting in gross income to Kentucky Power, and

(ii1) the securitized bonds constituting obligations of Kentucky Power; and

(f) the securitized bonds will be marketed using proven underwriting and marketing
processes, through which market conditions and investors’ preferences, with regard
to the timing of the issuance, the terms and conditions, related maturities, and other
aspects of the structuring and pricing will be determined, evaluated and factored

into the structuring and pricing of the securitized bonds.

Kentucky Power’s proposed transaction structure is necessary to enable the securitized
bonds to obtain the highest possible bond credit rating, ensures that the structuring and
pricing of the securitized bonds will result in securitized surcharges are fair, just, and
reasonable, in the public interest, and expected to provide quantifiable net present value
benefits to customers as compared to recovery of the components of securitized costs that

would have been incurred absent the issuance of securitized bonds.
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62.

63.

To ensure that customers receive the quantifiable net present value benefits due from the
proposed securitization and so that the proposed securitized bond transaction will be
consistent with the standards set forth in KRS §§ 278.670 to 278.696 and 65.114, it is
necessary that (i) the issuance advice letter demonstrates that the transaction is expected to
provide quantifiable net present value benefits to customers compared to collection of the
Securitizable Balance through conventional financing; (ii) the legal final maturity date of
the last tranche of securitized bonds will not exceed 22 years, (iii) the amortization of the
securitized bonds is structured to be consistent with Findings of Fact Nos. 34 and 35, and

(iv) Kentucky Power otherwise satisfies the requirements of this Financing Order.

D. Use of Proceeds
Upon the issuance of securitized bonds, BondCo will use the net proceeds from the sale of
the securitized bonds (after payment of up-front financing costs) to pay to Kentucky Power
the purchase price of the securitized property. The proceeds from the sale of the securitized
property will be applied by Kentucky Power to reduce its recoverable securitized costs.
The proposed accounting entries will result in removal of the regulatory asset representing
the distribution portion of recoverable securitized costs from Kentucky Power’s books.
Thereafter, bond proceeds will be used to repay any outstanding term loans and short-term
debt at Kentucky Power and to fund capital expenditures to support utility operations and
services. The specific application of the proceeds will be determined by market conditions

and Kentucky Power’s expected future expenditures at the time the proceeds are received.

IV. Conclusions of Law

Kentucky Power is a utility, as defined in KRS §§ 278.670(21) and 278.010(3)(a), and an
electric utility, as such term is used in KRS § 278.672(1).

Kentucky Power is entitled to file an application for a financing order under KRS

§ 278.672(1).
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10.

1.

12.

The Commission has jurisdiction and authority over Kentucky Power’s Application

pursuant to KRS §§ 278.674 and 278.680.*!
The Commission has authority to approve this Financing Order under the Act.

The Act allows Kentucky Power to securitize its deferred costs and retired generation costs

(and associated financing costs thereto).

BondCo will be an assignee, as defined in KRS § 278.670(2), when an interest in the
securitized property created under this Financing Order is transferred, other than as

security, to BondCo.

The holders of the securitized bonds and the indenture trustee will each be a financing party

as defined in KRS § 278.670(8).
BondCo may issue securitized bonds in accordance with this Financing Order.

The securitization approved in this Financing Order results in the removal of the regulatory
asset representing the securitized costs from Kentucky Power’s books and satisfies the
requirement of KRS § 278.670(17) dictating that the proceeds of the securitized bonds shall
be used to directly or indirectly recover, finance, or refinance capitalized costs assets and

financing costs that are secured by or payable from securitized property.

The securitization approved in this Financing Order satisfies the requirement of KRS
§ 278.676(1)(c) mandating that the securitization be fair, just, and reasonable and in the

public interest.

The securitization approved in this Financing Order satisfies the requirement of KRS
§ 278.676(1)(c) mandating that the securitization is expected to provide quantifiable net
present value benefits to customers as compared to recovery of the components of

securitized costs that would have been incurred absent the issuance of securitized bonds.

BondCo’s issuance of the securitized bonds approved in this Financing Order in
compliance with the criteria established by this Financing Order satisfies the requirement
of KRS §278.676(1)(d) prescribing that the proposed structuring and pricing of the

securitized bonds are reasonably expected to result in the lowest securitized surcharges

41 KRS § 278.040.
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13.

14.

15.

16.

17.

consistent with market conditions at the time the securitized bonds are priced under the

terms of this Financing Order.

This Financing Order details that for so long as the securitized bonds are outstanding and
until all financing costs have been paid in full, the imposition and collection of securitized
surcharges authorized under this Financing Order shall be nonbypassable and paid by all
existing and future retail customers receiving electric service from the electric utility, its
successors, or assignees under Commission-approved rate schedules even if a retail
customer elects to purchase electricity from an alternative electric supplier following a

fundamental change in regulation of public utilities in the Commonwealth of Kentucky.

The method approved in this Financing Order for collecting and allocating the securitized
surcharges satisfies the requirements of KRS §§ 278.676(1)(i) and (k). The securitization
approved in this Financing Order satisfies the requirements of KRS § 278.676(1)(k)
directing that the total amount of revenues to be collected under this Financing Order
include a method of tracing funds collected as securitized surcharges or other proceeds of
securitized property and that a method has been determined for tracing the funds and the
identifiable cash proceeds of any securitized property subject to a financing order under

applicable law.

As provided in KRS §278.678, this Financing Order, together with the securitized
surcharges authorized by this Financing Order, is irrevocable and not subject to reduction,
impairment, postponement or otherwise any adjustment by further act of the Commission,
except for the true-up procedures approved in this Financing Order, as required by
application of the formula-based true-up mechanism as provided in KRS §§ 278.670 to
278.696 and 65.114.

As provided in KRS § 278.688(4), the rights and interests of Kentucky Power or its
successor under this Financing Order, including the right to impose, bill, charge, collect
and receive the securitized surcharges authorized in this Financing Order, are assignable

and shall be securitized property when they are first transferred to BondCo.

The rights, interests and property that will be conveyed to BondCo in the Securitized
Property Purchase and Sale Agreement and the related Bill of Sale, including the

irrevocable right to impose, collect and receive securitized surcharges and the revenues and
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18.

19.

20.

21.

22.

23.

collections from securitized surcharges are “securitized property” within the meaning of

KRS § 278.670(19).

Securitized property will constitute a present, intangible property right for purposes of
contracts concerning the sale or pledge of property, notwithstanding the fact that the
imposition and collection of the securitized surcharges depends on Kentucky Power
performing its servicing functions relating to the collection of securitized surcharges and

on future electricity consumption, as provided by KRS § 278.684(1).

All revenues and collections resulting from the securitized surcharges will constitute
proceeds only of the securitized property arising from this Financing Order, as provided by

KRS § 278.670(19)(b).

Upon the transfer by Kentucky Power of securitized property to a BondCo, the BondCo
will have all of the rights, title and interest of Kentucky Power with respect to such
securitized property including the right to impose, bill, charge, collect and receive the

securitized surcharges authorized by this Financing Order.

The securitized bonds issued pursuant to this Financing Order will be “securitized bonds”
within the meaning of KRS § 278.670(17) and the securitized bonds and holders thereof

are entitled to all of the protections provided under the Act.

Amounts that are required to be paid to the servicer as securitized surcharges under this
Financing Order or the tariffs approved hereby are “securitized surcharges” as defined in
KRS § 278.670(20), and the amounts collected from retail customers with respect to such
securitized surcharges are “securitized surcharges” as defined in KRS § 278.670(20),
whether or not such surcharges are set out as a separate line item on the retail customer’s

bill.

As provided in KRS § 278.684(6), the interests of an assignee, the holders of securitized
bonds, and the indenture trustee in securitized property and in the revenues and collections
arising from that property are not subject to setoff, counterclaim, surcharge, or defense by
Kentucky Power or any other person or in connection with the bankruptcy of Kentucky

Power or any other entity.
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24.

25.

26.

27.

The true-up mechanism approved in this Financing Order to adjust the securitized

surcharges satisfies the requirements of KRS §§ 278.676 and 278.678.

If and when Kentucky Power transfers to a BondCo the right to impose, bill, charge, collect,
and receive the securitized surcharges and to issue the securitized bonds, the servicer will
be able to recover the securitized surcharges associated with such securitized property only
for the benefit of the BondCo and the holders of the securitized bonds in accordance with

the servicing agreement.

If and when Kentucky Power transfers its rights under this Financing Order to a BondCo
under an agreement that expressly states that the transfer is a sale or other absolute transfer
in accordance with the true-sale provisions of KRS § 278.688, then, pursuant to that
statutory provision, that transfer will be a true sale of an interest in securitized property and
not a secured transaction or other financing arrangement and title, legal and equitable, to
the securitized property will pass to the BondCo. As provided by KRS § 278.688, this true
sale shall apply regardless of whether the purchaser has any recourse against the seller, or
any other term of the parties’ agreement, including the seller’s retention of an equity
interest, whether direct or indirect, or whether subordinate or otherwise, in the securitized
property, Kentucky Power’s role as the collector of securitized surcharges relating to the
secured property, or the treatment of the transfer as a financing for tax, financial reporting,

or other purposes.

As provided in KRS § 278.686, a valid and enforceable lien and security interest in the
secured property in favor of the holders of the securitized bonds or a trustee on their behalf
will be created by this Financing Order and the execution and delivery of a security
agreement with the holders of the securitized bonds or a trustee on their behalf in
connection with the issuance of the securitized bonds. The lien and security interest will
attach automatically without any physical delivery of collateral or other act from the time
that value is received for the securitized bonds and, on perfection through the filing of
notice with the Secretary of State in accordance with the rules prescribed under KRS §
278.692, will be a continuously perfected lien and security interest in the securitized

property and all proceeds of the securitized property, whether accrued or not, will have
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28.

29.

30.

31.

32.

priority in the order of filing and will take precedence over any subsequent judicial or other

lien creditor.

As provided in KRS § 278.688(4)(d), the transfer of an interest in securitized property to
an assignee will be perfected against all third parties, including subsequent judicial or other
lien creditors, when this Financing Order becomes effective, transfer documents have been
delivered to that assignee, and a notice of that transfer has been filed in accordance with
the rules prescribed by the Secretary of State under KRS § 278.692. The transfer to a
BondCo of Kentucky Power’s rights under this Financing Order will be a transfer of an

interest in securitized property for purposes of the Act.

As provided in KRS § 278.690, the priority of transfer perfected under KRS §§ 278.686,
278.688, 278.690, and 278.692 shall not be impaired by any later modification of this
Financing Order or securitized property or by the commingling of funds arising from

securitized property with other funds.

As provided in KRS § 278.690(1), if securitized property is transferred to an assignee, any

proceeds of the securitized property will be treated as held in trust for the assignee.

As provided in KRS § 278.686(7), if a default or termination occurs under the securitized
bonds, the financing parties or their representatives may exercise the rights and remedies
available to a secured party under the Uniform Commercial Code, including the rights and
remedies available under Article 9, Part 6 of the Uniform Commercial Code. The
Commission also may order amounts arising from securitized charges be transferred to a
separate account for the benefit of the financing party, to which their lien and security
interest shall apply. On application by or on behalf of the financing parties, the Circuit
Court for the county or city in which the electric utility’s headquarters is located shall order
the sequestration and payment of revenues arising from the securitized charges to the

financing parties.

As provided by KRS § 278.694(2), the securitized bonds authorized by this Financing
Order are not a debt or obligation of the Commonwealth of Kentucky and are not a charge

on its full faith and credit or taxing power.
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33.

34.

35.

36.

Pursuant to KRS § 278.678(8), the Commission is prohibited from taking any action that
would amend, modify, or terminate this Financing Order by any subsequent action and the
Commission may not reduce, impair, postpone, terminate, or otherwise adjust securitized

surcharges approved by this Financing Order.

Pursuant to KRS § 65.114, the Commonwealth of Kentucky has pledged for the benefit
and protection of all financing parties and Kentucky Power, that the Commonwealth of
Kentucky and its agencies, including the Commission shall not: (1) alter the provisions of
KRS §§ 278.670 to 278.696 and 65.114 which authorize the Commission to create an
irrevocable contract right or right to sue by the issuance of a financing order creating
securitized property, making the securitized surcharges imposed by a financing order
irrevocable, binding, or affecting the nonbypassable charges for all existing and future
retail customers of the electric utility; (2) take or permit any action that impairs or would
impair the value of securitized property or the security for the securitized bonds or revises
the securitized costs for which recovery is authorized; (3) in any way impair the rights and
remedies of the bondholders, assignees, and other financing parties; and (4) except for
changes made pursuant to the formula-based true-up mechanism authorized under KRS §
278.678, reduce, alter, or impair securitized surcharges that are to be imposed, billed,
charge, collected, and remitted for the benefit of the bondholders, any assignee, and any
other financing parties until any and all principal, interest, premium, financing costs, and
other fees, expenses, or charges incurred, and any contracts to be performed, in connection
with the related securitized bonds have been paid and performed in full.** A BondCo, in
issuing securitized bonds, is authorized pursuant to KRS § 65.114(3) and this Financing

Order to include this pledge in any documentation relating to the securitized bonds.

This Financing Order will remain in full force and effect and unabated notwithstanding the

bankruptcy of Kentucky Power, its successors, or assignees.

Kentucky Power retains sole discretion regarding whether or when to assign, sell or
otherwise transfer the rights and interests created by this Financing Order or any interest

therein, or to cause the issuance of any securitized bonds authorized by this Financing

2 KRS § 65.114(2).
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37.

38.

Order, subject to the right of the Commission to designate one (1) or more representatives
from commission staff who may be advised by one (1) or more financial advisors
contracted with the commission to provide input to and collaborate with the electric utility

during the process undertaken to place the securitized bonds to market.

This Financing Order is final, is not subject to rehearing by this Commission, and is not
subject to review or appeal except as expressly provided in KRS § 278.674(2). The finality
of this Financing Order is not impaired in any manner by the participation of the designated
Commission staff or any financial advisor or by the Commission’s review of or decision
to issue a disapproval order, directing that the securitized bonds, as proposed, not be issued

and stating the basis for the disapproval.

This Financing Order meets the requirements for a financing order under the Act.

V. Ordering Paragraphs

Based upon the record, the Findings of Fact and Conclusions of Law set forth herein, and

for the reasons stated above, this Commission orders:

A. Approval
Approval of Application. The Application of Kentucky Power for the issuance of a

financing order under the Act is approved, as provided in this Financing Order.

Authority to Securitize. Kentucky Power is authorized in accordance with this Financing
Order to securitize and to cause the issuance of securitized bonds with a principal amount
equal to the sum of (a) the Securitizable Balance at the time the securitized bonds are issued
plus (b) up-front financing costs (which are estimated to be $6.3 million) plus, (i) if
applicable, the cost of original issue discount, credit enhancements and other arrangements
to enhance marketability as discussed in Ordering Paragraphs 4 and 21, (i1) the cost of the
Commission’s financial advisor, if any, and any additional costs incurred by Kentucky
Power to comply with the requests and recommendations of the Commission’s financial
advisor, and (iii) any costs incurred by Kentucky Power if this Financing Order is appealed.
The “Securitizable Balance™ as of any given date is equal to the balance of securitized costs

as is approved in this case plus carrying costs accruing on the applicable portions of such
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balance at the weighted average cost of capital approved in this case through the date the
securitized bonds are issued, as reduced by all corresponding insurance, scrap, and salvage
proceeds, applicable unamortized regulatory liabilities for excess deferred income taxes;
and the present value of return on all accumulated deferred income taxes related to pretax
costs with respect to a retired or abandoned facility and related facilities, including those
due to bonus and accelerated tax depreciation and abandonment losses. If the actual up-
front financing costs are less than the up-front financing costs included in the principal
amount securitized, the Periodic Billing Requirement for the first semiannual true-up
adjustment shall be reduced by the amount of such unused funds. If the final up-front
financing costs are more than the up-front financing costs included in the principal amount
securitized, Kentucky Power may defer the amounts for recovery in a future base rate

proceeding.

Recovery of Securitized Surcharges. Kentucky Power shall act as the initial servicer and
impose on and collect securitized surcharges from all existing and future retail customers
receiving electrical service from Kentucky Power or its successors or assignees under
Commission-approved rate schedules, even if a retail customer elects to purchase
electricity from an alternative electricity supplier following a fundamental change in
regulation of public utilities in the Commonwealth of Kentucky, in an amount sufficient to
provide for the timely recovery of its aggregate securitized costs detailed in this Financing

Order (including payment of principal and interest on the securitized bonds).

Issuance Advice Letter. For each series of securitized bonds issued, Kentucky Power
shall provide an issuance advice letter to the Commission following the determination of
the final terms of the series of securitized bonds no later than three (3) business days after
the pricing of the securitized bonds. This issuance advice letter shall: (a) report the initial
securitized surcharges and other information specific to the secured bonds as required by
the Commission; (b) indicate the final structure of the securitized bonds; and (c) provide
the best available estimate of total ongoing financing costs. The issuance advice letter shall
be completed, shall evidence the actual dollar amount of the initial securitized surcharges
and other information specific to the securitized bonds to be issued. In addition, if original
issue discount, additional credit enhancements, or arrangements to enhance marketability

are used, the issuance advice letter shall include such information. All amounts which
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require computation shall be computed using the mathematical formulas contained in the
form of the issuance advice letter in Appendix A to this Financing Order and the
Securitization Financing Rider approved in this Financing Order. Electronic spreadsheets
with the formulas supporting the schedules contained in the issuance advice letter shall be
included with such letter. The Commission’s review of the issuance advice letter shall be
limited to the arithmetic accuracy of the calculations and to compliance with the Act, this
Financing Order, and the specific requirements that are contained in the issuance advice
letter. The initial securitized surcharges and the final terms of the securitized bonds set
forth in the issuance advice letter shall become effective on the date of issuance of the
securitized bonds (which shall not occur prior to the fifth business day after pricing) unless
prior to noon on the fourth business day after the pricing of the securitized bonds, the
Commission issues a disapproval order, directing that the securitized bonds, as proposed,

not be issued and stating the basis for the disapproval.

Approval of Tariff. The form of the Securitization Financing Rider attached as Appendix
B to this Financing Order is approved. Prior to the issuance of any securitized bonds under
this Financing Order, Kentucky Power shall file a tariff that conforms to the form of the

Securitization Financing Rider tariff provisions attached to this Financing Order.

B. Securitized Surcharges
Imposition and Collection. Kentucky Power is authorized to impose on, and the servicer
is authorized to collect from, all existing and future retail customers receiving electrical
service from Kentucky Power or its successors or assignees under Commission-approved
rate schedules, even if a retail customer elects to purchase electricity from an alternative
electricity supplier following a fundamental change in regulation of public utilities in the
Commonwealth of Kentucky, securitized surcharges in an amount sufficient to provide for
the timely recovery of the aggregate PPR (including payment of principal and interest on
the securitized bonds), as approved in this Financing Order. If there is a shortfall in
payment of an amount billed, the amount paid shall first be apportioned ratably between
the securitized surcharges and other fees and charges, other than late fees, and second, any

remaining portion of the payment shall be allocated to late fees.
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10.

1.

BondCo’s Rights and Remedies. Upon the transfer by Kentucky Power of the securitized
property to a BondCo, the BondCo shall have all of the rights, title and interest of Kentucky
Power with respect to such securitized property, including, without limitation, the right to
exercise any and all rights and remedies with respect thereto, including the right to
authorize disconnection of electric service and to assess and collect any amounts payable
by any retail customer in respect of the securitized property. If securitized bonds are issued
in more than one series, then the securitized property transferred as a result of each issuance
shall be only those rights associated with that portion of the total amount authorized to be
securitized pursuant to this Financing Order which is securitized by such issuance. The
rights to impose, bill, charge, collect and receive securitized surcharges along with the
other rights arising pursuant to this Financing Order as they relate to any portion of the
total amount authorized to be securitized that remains unsecuritized shall remain with
Kentucky Power until transferred to a BondCo in connection with a subsequent issuance

of securitized bonds.

Collector of Securitized Surcharges. Kentucky Power or any subsequent servicer of the
securitized property shall bill retail customers, or other entity which, under the terms of
this Financing Order or the tariffs approved herebys, is required to bill, or collect securitized

surcharges, for the securitized surcharges attributable to that customer.

Collection Period. The securitized surcharges related to a series of securitized bonds shall
be designed to be collected over the scheduled life of the securitized bonds. However, to
the extent that any amounts are not recovered by the end of the scheduled life of the
securitized bonds, Kentucky Power may continue to bill and collect securitized surcharges
over a period ending not more than 22 years from the date of the issuance of the securitized
bonds, and any amounts due at or before the end of that period for securitized surcharges

allocable to the 22-year period may be collected after the conclusion of the 22-year period.

Allocation. Kentucky Power shall allocate the securitized surcharges among customer

classes in the manner described in this Financing Order.

Nonbypassability. Kentucky Power and any other entity providing electric services or
acting as servicer to any existing and future retail customers receiving electric service from

Kentucky Power, its successors, or assignees under Commission-approved rate schedules
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are entitled to collect and must remit, consistent with this Financing Order, the securitized
surcharges from such existing and future retail customers even if a retail customer elects
to purchase electricity from an alternative electric supplier following a fundamental change
in regulation of public utilities in the Commonwealth of Kentucky. The Commission will
ensure that such obligations are undertaken and performed by Kentucky Power and any

other entity providing electric services or acting as servicer to such retail customers.

True-Ups. True-ups of the securitized surcharges shall be undertaken and conducted as
described in the Securitization Financing Rider. The servicer shall file the true-up
adjustments in a compliance docket and shall give notice of the filing to all parties in this
docket. If securitized bonds are issued in more than one series, then each series will be
subject to separate true-up adjustments pursuant to the Act and this Financing Order,

provided, however, that more than one series may be trued-up in a single proceeding.

Ownership Notification. Any entity that bills securitized surcharges to retail customers
shall include on the customer bill a statement that (i) the securitized surcharges are the
property of BondCo and not of the entity issuing such bill and (ii) such entity is acting as

a collection agent or servicer for such BondCo.

C. Securitized Bonds
Issuance. Kentucky Power is authorized through one or more BondCos to issue one or
more series of securitized bonds as specified in this Financing Order. The securitized costs
and ongoing financing costs described in Appendix C may be recovered directly through

the securitized surcharges. The securitized bonds shall be denominated in U.S. Dollars.

Up-Front Financing Costs. Kentucky Power may securitize up-front financing costs in
accordance with the terms of this Financing Order (which are estimated to be $6.3 million)
plus, (i) if applicable, the cost of original issue discount, credit enhancements and other
arrangements to enhance marketability as discussed in Ordering Paragraphs 4 and 21, (i1)
the cost of the Commission’s financial advisor(s) and other consultant(s), if any, and any
additional costs incurred by Kentucky Power to comply with the requests and
recommendations of the Commission’s financial advisor(s) and other consultant(s), and

(ii1) any costs incurred by Kentucky Power if this Financing Order is appealed.
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Ongoing Financing Costs. Kentucky Power may recover its actual ongoing financing
costs through its securitized surcharges, subject to the caps on the servicing fees and
administrative fees (which are applicable as long as Kentucky Power serves as servicer or
administrator, as applicable) set forth in this Financing Order. Ongoing financing costs,
other than the servicing fee and the administrative fees of Kentucky Power as servicer and
administrator, are not capped by this Financing Order. Ongoing financing costs also
include an annual return at the authorized pre-tax return weighted average cost of capital
as discussed in Finding of Fact No. 38. The amount of ongoing financing costs is subject
to updating in the issuance advice letter to reflect a change in the size of the securitized
bond issuance and any decision to issue the bonds in more than one series and other
information available at the time of submission of the issuance advice letter. As provided
in Ordering Paragraph No. 26, as servicer, Kentucky Power may collect a servicing fee
higher than that set forth in Appendix C to this Financing Order, if such higher fee is

approved by the Commission and the indenture trustee.

Refinancing. Kentucky Power or any assignee may apply for one or more new financing

orders pursuant KRS § 278.680(2).

Collateral. All securitized property and other collateral shall be held and administered by
the indenture trustee pursuant to the indenture as described in Kentucky Power’s
Application. BondCo shall establish a collection account under the indenture as described
in Findings of Fact Nos. 37 through 44. Upon payment of the principal amount of all
securitized bonds authorized in this Financing Order and the discharge of all obligations in
respect thereof, all amounts in the collection account, other than amounts in the capital
subaccount, shall be released by the indenture trustee to BondCo for distribution in
accordance with Ordering Paragraph No. 19. Kentucky Power shall notify the Commission
within 30 days after the date that these funds are eligible to be released of the amount of

funds available for crediting to the benefit of customers.

Distribution Following Repayment. Following repayment of the securitized bonds
authorized in this Financing Order and release of the funds held by the trustee, the servicer,
on behalf of BondCo, shall distribute to Kentucky Power or any successor servicer

responsible for collection of securitized surcharges from retail customers, the final balance
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of the general, excess funds, and all other subaccounts (except the capital subaccount),
whether such balance is attributable to principal amounts deposited in such subaccounts or
to interest thereon, remaining after all other financing costs have been paid. BondCo or its
successor in interest to the securitized property shall, to the extent the capital subaccount
is not depleted below its original amount, also distribute to the servicer and each other
entity responsible for collection of securitized surcharges from retail customers any

subsequently collected securitized surcharges.

Funding of Capital Subaccount. The capital contribution by Kentucky Power to be
deposited into the capital subaccount shall, with respect to each BondCo and series of
securitized bonds, be funded by Kentucky Power and not from the proceeds of the sale of
securitized bonds. Upon payment of the principal amount of all securitized bonds and the
discharge of all obligations in respect thereof, all amounts in the capital subaccount and
any amounts required to replenish the capital subaccount to the level of Kentucky Power’s
capital contribution and any unpaid authorized return on capital contributions for a series

of securitized bonds shall be released to BondCo for payment to Kentucky Power.

Credit Enhancement. Kentucky Power may provide original issue discount or provide
for various forms of credit enhancement, including letters of credit, an overcollateralization
subaccount or other reserve accounts, surety bonds, and other mechanisms designed to
promote the credit quality or marketability of the securitized bonds to the extent not
prohibited by this Financing Order. Kentucky Power may not enter into an interest rate
swap, currency hedge, or interest rate hedging arrangement. Kentucky Power may include
the costs of original issue discount, credit enhancements or other arrangements to promote
credit quality or marketability as financing costs only if such arrangements are reasonably
expected to provide net quantifiable benefits greater than their cost. Kentucky Power shall
not be required to enter any arrangements to promote credit quality or marketability unless
all related costs and liabilities can be included in financing costs. Kentucky Power shall
evaluate the relative benefits of the arrangements in the same way that quantifiable net
present value benefits are qualified under this Financing Order. This Ordering Paragraph
does not apply to the collection account or its subaccounts approved in this Financing

Order.

Page 52 of 59



22.

23.

24.

25.

Life of Bonds. The legal final maturity date of the securitized bonds authorized by this

Financing Order shall not exceed 30 years.

Amortization Schedule. The Commission approves, and the securitized bonds shall be
structured to provide a securitized surcharge that is based on substantially levelized annual
revenue requirements over the expected life of the securitized bonds and utilize consistent
allocation factors across rate classes, subject to modification in accordance with the true-
up mechanisms adopted in this Financing Order. The structure employing substantially
levelized annual revenue requirements will allow the resulting securitized surcharges to
remain level or decline over time, if billing determinants remain level or grow. If the
securitized bonds are issued in more than one series, each series must meet the requirement

of substantially levelized annual revenue requirements.

Commission Participation in Bond Issuance. The Commission may designate one (1)
or more representatives from commission staff who may be advised by one (1) or more
financial advisors contracted with the commission to provide input to and collaboration
with Kentucky Power during the process undertake to place the securitized bonds to market
and an opinion to the Commission of the reasonableness of the pricing, terms, and
condition of the securitized bonds on an expedited basis; provided, however, that the
designated Commission staff and any financial advisor shall: (a) have no authority to direct
how Kentucky Power places the securitized bonds to market; and (b) be permitted to attend
meetings convened by Kentucky Power to address placement of the securitized bonds to
market (see KRS § 278.674(5)). Although this Financing Order is written in the context
of an underwritten offering, nothing herein shall be construed to preclude issuance of the
securitized bonds through a competitive bid offering or private placement if Kentucky
Power believes it should do so and such determination is reasonable, providing the

representative with the opportunity to provide input.

Use of BondCo. Kentucky Power shall use BondCo, a bankruptcy remote special purpose
funding entity as proposed in its Application, in conjunction with the issuance of a series
of securitized bonds authorized under this Financing Order. BondCo shall be funded with
an amount of capital that is sufficient for BondCo to carry out its intended functions and to

avoid the possibility that Kentucky Power would have to extend funds to BondCo in a
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manner that could jeopardize the bankruptcy remoteness of BondCo. Kentucky Power may
create more than one BondCo in which event, the rights, structure, and restrictions
described in this Financing Order with respect to BondCo would be applicable to each
purchaser of securitized property to the extent of the securitized property sold to it and the

securitized bonds issued by it.

D. Servicing
Servicing Agreement. The Commission authorizes Kentucky Power to enter into a
servicing agreement with BondCo and to perform the servicing duties approved in this
Financing Order. Without limiting the foregoing, in its capacity as initial servicer of the
securitized property, Kentucky Power is authorized to calculate, bill and collect for the
account of BondCo, the securitized surcharges initially authorized in this Financing Order,
as adjusted from time to time to meet the PPR as provided in this Financing Order; and to
make such filings and take such other actions as are required or permitted by this Financing
Order in connection with the periodic true-ups described in this Financing Order. The
servicer shall be entitled to collect servicing fees in accordance with the provisions of the
servicing agreement, provided that, as set forth in Appendix C, the annual servicing fee
payable to Kentucky Power while it is serving as servicer (or to any other servicer affiliated
with Kentucky Power) shall initially be 0.10% of the original principal amount of the
securitized bonds plus out of pocket third-party costs. The annual servicing fee payable to
a servicer not affiliated with Kentucky Power shall not at any time exceed 0.60% of the
initial principal balance of the securitized bonds unless such higher rate is approved by the

Commission.

Administration Agreement. The Commission authorizes Kentucky Power to enter into
an administration agreement with each BondCo to provide the services covered by the
administration agreements. The fee charged by Kentucky Power as administrator under
that agreement shall initially be $100,000 per annum per BondCo plus out of pocket third-

party costs.

Servicing and Administration Agreement Revenues. The servicing and administrative
fees collected by Kentucky Power, or any affiliate of Kentucky Power, acting as either the

servicer or the administrator under the servicing agreement or administration agreement,
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shall be included as a revenue credit and reduce revenue requirements in each Kentucky
Power base rate case. The expenses incurred by Kentucky Power or such affiliate to
perform obligations under the servicing agreement and the administration agreement shall

likewise be included as a cost of service in each Kentucky Power base rate case.

Replacement of Kentucky Power as Servicer. Upon the occurrence of an event of default
under the servicing agreement relating to servicer’s performance of its servicing functions
with respect to the securitized surcharges, the financing parties may replace Kentucky
Power as the servicer in accordance with the terms of the servicing agreement. If the
servicing fee of the replacement servicer will exceed the applicable maximum servicing
fee specified in Ordering Paragraph No. 26, the replacement servicer shall not begin
providing service until (i) the date the Commission approves the appointment of such
replacement servicer or (ii) if the Commission does not act to either approve or disapprove
the appointment, the date which is 45 days after notice of appointment of the replacement
servicer is provided to the Commission. No entity may replace Kentucky Power as the
servicer in any of its servicing functions with respect to the securitized surcharges and the
securitized property authorized by this Financing Order, if the replacement would cause
any of the then current credit ratings of the securitized bonds to be suspended, withdrawn,

or downgraded.

Collection Terms. The servicer shall remit collections of the securitized surcharges to
BondCo or the indenture trustee for BondCo’s account in accordance with the terms of the

servicing agreement.

Contract to Provide Service. To the extent that any interest in the securitized property
created by this Financing Order is assigned, sold or transferred to an assignee, Kentucky
Power shall enter into a contract with that assignee that requires Kentucky Power to
continue to operate its transmission and distribution system in order to provide electric
services to Kentucky Power’s customers; provided, however, that this provision shall not
prohibit Kentucky Power from selling, assigning, or otherwise divesting its transmission
and distribution systems or any part thereof so long as the entities acquiring such system
agree to continue operating the facilities to provide electric service to Kentucky Power’s

customers.
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E. Structure of the Securitization
Structure. Kentucky Power shall structure the securitization as proposed in Kentucky
Power’s Application. This structure shall be consistent with Findings of Fact Nos. 60

through 62.

F. Use of Proceeds
Use of Proceeds. Upon the issuance of securitized bonds, BondCo shall pay the net
proceeds from the sale of the securitized bonds (after payment of transaction costs) to
Kentucky Power for the purchase price of the securitized property. Kentucky Power will
apply these net proceeds to reduce recoverable securitized costs. Thereafter, bond proceeds
will be used to repay any outstanding short-term debt at Kentucky Power and to fund

capital expenditures to support utility operations and services.

G. Miscellaneous Provisions
Continuing Issuance Right. Kentucky Power has the continuing irrevocable right to
cause the issuance of securitized bonds in one or more series in accordance with this
Financing Order for a period commencing with the date of this Financing Order and
extending one (1) year following the later of (i) the date on which this Financing Order
becomes final and no longer subject to any appeal and (i1) the date on which any other
regulatory approvals necessary to issue the securitized bonds are obtained and no longer

subject to any appeal.

Internal Revenue Service Private Letter or Other Rulings. Kentucky Power is not
required by this Financing Order to obtain a ruling from the IRS; however, if it elects to do
so, then upon receipt, Kentucky Power shall promptly deliver to the Commission a copy
of each private letter or other ruling issued by the IRS with respect to the proposed
transaction, the securitized bonds or any other matter related thereto. Kentucky Power
shall also include a copy of every such ruling by the IRS it has received as an attachment
to each issuance advice letter required to be filed by this Financing Order. Kentucky Power
may cause securitized bonds to be issued without a private letter ruling if it obtains an

opinion of tax counsel sufficient to support the issuance of the bonds.
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Binding on Successors. This Financing Order, together with the securitized surcharges
authorized in it, shall be binding on Kentucky Power and any successor to Kentucky Power,
and such successor shall perform and satisfy all obligations of, and have the same rights under
this Financing Order as, Kentucky Power under this Financing Order in the same manner and
to the same extent as Kentucky Power, including collecting and paying to the person entitled
to receive the revenues, collections, payments, or proceeds of the securitized property. This
Financing Order is also binding on any other entity responsible for billing and collecting
securitized surcharges on behalf of BondCo and on any successor to the Commission. In
this paragraph, a “successor” means any entity that succeeds by any means whatsoever to
any interest or obligation of its predecessor, including by way of bankruptcy,
reorganization or other insolvency proceeding, merger, consolidation, conversion,

assignment, pledge or other security, by operation of law or otherwise.

Flexibility. Subject to compliance with the requirements of this Financing Order,
Kentucky Power and BondCo shall be afforded flexibility in establishing the terms and
conditions of the securitized bonds, including the final structure of BondCo, repayment
schedules, term, payment dates, collateral, credit enhancement, required debt service,
reserves, interest rates, use of original issue discount, and other financing costs and the
ability of Kentucky Power, at its option, to cause one or more series of securitized bonds

to be issued.

Effectiveness of Order. This Financing Order is effective upon issuance and is not subject
to rehearing by the Commission. Notwithstanding the foregoing, Kentucky Power shall
not be authorized to impose, collect, and receive securitized surcharges, until concurrently
with the transfer of Kentucky Power’s rights hereunder to BondCo in conjunction with the

1ssuance of the securitized bonds.

Regulatory Approvals. All regulatory approvals within the jurisdiction of the
Commission that are necessary for the securitization of the securitized surcharges
associated with the costs that are the subject of the Application, and all related transactions

contemplated in the Application, are granted.

Payment of Commission’s Costs for Professional Services. In accordance with

KRS § 278.670(6)(f), Kentucky Power shall pay the costs to the Commission of acquiring
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professional services for the purpose of evaluating Kentucky Power’s proposed
transaction, including, but not limited to, the Commission’s outside attorneys’ fees in the

amounts specified in this Financing Order.

Effect. This Financing Order constitutes a legal financing order for Kentucky Power under
the Act. The Commission finds this Financing Order complies with the provisions of the
Act. A financing order gives rise to rights, interests, obligations and duties as expressed in
the Act. It is the Commission’s express intent to give rise to those rights, interests,
obligations and duties by issuing this Financing Order. Kentucky Power and any successor
servicer is directed to take all actions as are required to effectuate the transactions approved
in this Financing Order, subject to compliance with the criteria established in this Financing

Order.

Further Commission Action. The Commission will act pursuant to this Financing Order
as expressly authorized by the Act to ensure that expected securitized surcharge revenues
are sufficient to pay on a timely basis scheduled principal of and interest on the securitized
bonds issued pursuant to this Financing Order and other costs, including fees and expenses,

1n connection with the securitized bonds.

All Other Motions, etc., Denied. All motions, requests for entry of specific findings of
fact and conclusions of law, and any other requests for general or specific relief not

expressly granted herein, are denied.
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SIGNED AT FRANKFORT, KENTUCKY on the day of January, 2024.

PUBLIC SERVICE COMMISSION OF KENTUCKY

KENT A. CHANDLER, CHAIRMAN

ANGELA C. HATTON, VICE CHAIR

MARY PAT REGAN, COMMISSIONER
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FORM OF ISSUANCE ADVICE LETTER

day, , 20

Docket No.

PUBLIC SERVICE COMMISSION OF KENTUCKY

SUBJECT: ISSUANCE ADVICE LETTER FOR SECURITIZED BONDS

Appendix A

Pursuant to the Financing Order adopted in Electronic Application Of Kentucky Power Company
For (1) A General Adjustment Of Its Rates For Electric Service; (2) Approval Of Tariffs And
Riders, (3) Approval Of Accounting Practices To Establish Regulatory Assets And Liabilities;
(4) A Securitization Financing Order; And (5) All Other Required Approvals And Relief,
Case No. 2023-00159 (the “Financing Order”), KENTUCKY POWER COMPANY (the
“Applicant”) hereby provides, no later than the end of the third (3) business day after the pricing
date of this series of the Securitized Bonds, the information referenced below. This Issuance
Advice Letter is for the 20[ ] Securitized Bonds, tranche[s] A-1 [through A- ]. Any
capitalized terms not defined in this letter have the meanings ascribed to them in the Financing
Order.

PURPOSE

This filing establishes the following:

(a)
(b)
(c)
(d)
(e)

the total amount of Securitized Costs and Financing Costs being securitized,
confirmation of compliance with issuance standards;

the actual terms and structure of the Securitized Bonds being issued;

the initial Securitized Surcharges for existing and future retail customers; and
the identification of the special purpose entity / issuer (the “BondCo”).

FINANCING COSTS BEING SECURITIZED

The total amount of Securitized Costs and Financing Costs being securitized is presented in
Attachment 1.



Appendix A

COMPLIANCE WITH ISSUANCE STANDARDS

The Financing Order requires the actual terms of the Securitized Bonds result in compliance with
the standards set forth in the Financing Order. These standards are:

1. The transaction is expected to provide quantifiable net present value benefits to
customers as compared to recovery of the components of Securitized Costs that would
have been incurred absent the issuance of securitized bonds (See Attachment 2,
Schedule D);

2. The total amount of revenues to be collected under the Financing Order is less than the
revenue requirement that would be absent the issuance of securitized bonds (See
Attachment 2, Schedule C and D);

3. The Securitized Bonds will be issued in one or more series comprised of one or more
tranches having scheduled final payment of [e] years and legal final maturities not
exceeding [®] years from the date of issuance of such series (See Attachment 2, Schedule
A);

4. The Securitized Bonds may be issued with an original issue discount, additional credit
enhancements, or arrangements to enhance marketability provided that the original issue
discount is reasonably expected to provide benefits greater than its cost; and

5. The structuring and pricing of the Securitized Bonds is reasonably expected to result in

the lowest Securitized Surcharges consistent with market conditions and the terms at the
time the Securitized Bonds are priced under the terms of the Financing Order.
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Appendix A

ACTUAL TERMS OF ISSUANCE

Securitized Bond Series:

Securitized Bond Issuer: [BondCo]

Indenture Trustee:

Closing Date: ,200 ]

Bond Ratings: S&P [AAA], Moody’s [Aaa]

Amount Issued: $

Securitized Bond Up-Front Financing Costs: See Attachment 1, Schedule B.
Securitized Bond Ongoing Financing Costs: See Attachment 2, Schedule B.

Expected Final | Legal Final
Tranche | Coupon Rate Payment Maturity
A-1 %
A-2 %

Effective Annual Weighted Average Interest Rate

of the Securitized Bonds: [ | %
Life of Series: years
Weighted Average Life of Series: years
Call provisions (including premium, if any):

Target Amortization Schedule: Attachment 2, Schedule Al
Scheduled Final Payment Dates: Attachment 2, Schedule A
Legal Final Maturity Dates: Attachment 2, Schedule A
Payments to Investors: Semiannually

Beginning , 200 ]

Initial annual servicing fee as a percent of original
Securitized Bond principal balance: 0.10%
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Appendix A

INITIAL SECURITIZED SURCHARGE

Table I below shows the current assumptions for each of the variables used in the calculation of
the initial Securitized Surcharges.

TABLE 1

Input Values For Initial Securitized Surcharges

Applicable period: from to

Forecasted retail kWh/kW sales for the applicable period:

Securitized Bond debt service for the applicable period: $

Percent of billed amounts expected to be charged-oft: %

Forecasted % of billing paid in the applicable period: %

Forecasted retail kWh/kW sales billed and collected for
the applicable period.

Forecasted annual ongoing transaction expenses
(Excluding Securitized Bond principal and interest): $

Initial Securitized Bond outstanding balance: $

Target Securitized Bond outstanding balance as
off / / $

Total PBR for applicable period: $

Allocation of the PBR among customer classes: See Attachment 3.
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Appendix A

Based on the foregoing, the initial Securitized Surcharges calculated for retail customers are as

follows:
TABLE 11
Rate Class Initial Securitized Surcharge
[ 1] $ /kWh
[ ] $ /kWh
IDENTIFICATION OF BONDCO
The owner of the Securitized Property will be: [BondCo].

EFFECTIVE DATE

In accordance with the Financing Order, the Securitized Surcharge shall be automatically
effective upon the Applicant’s receipt of payment in the amount of $ from [BondCo],
following Applicant’s execution and delivery to [BondCo] of the Bill of Sale transferring
Applicant’s rights and interests under the Financing Order and other rights and interests that will
become Securitized Property upon transfer to [BondCo] as described in the Financing Order.
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NOTICE
Copies of this filing are being furnished to the parties on the attached service list. Notice to the

public is hereby given by filing and keeping this filing open for public inspection at Applicant’s
corporate headquarters.

AUTHORIZED OFFICER

The undersigned is an officer of Applicant and authorized to provide this Issuance Advice Letter
on behalf of Applicant.

Respectfully submitted,

KENTUCKY POWER COMPANY

By:
Name:
Title:
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ATTACHMENT 1
SCHEDULE A
CALCULATION OF SECURITIZED COSTS AND FINANCING COSTS

Securitizable Balance to be securitized: $
Up-front Financing Costs $
TOTAL SECURITIZED COSTS AND FINANCING COSTS $
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ATTACHMENT 1
SCHEDULE B
ESTIMATED UP-FRONT FINANCING COSTS

UP-FRONT FINANCING COSTS

Legal Fees (Kentucky Power, Issuer, and Underwriter)

Accountant’s Fees

AR AR AR

Indenture Trustee’s and Indenture Trustee Counsel’s
Fees and Expenses
Servicer’s Set-up Costs

Printing/Edgarizing

Kentucky Power’s Advisor’s Fee
BondCo Setup Costs
Securitization Proceeding Expenses

Miscellaneous Administrative Costs

\Underwriters’ Fees

Rating Agency Fees
SEC Registration Fee
Commission’s Financial Advisor Fees

Legal Fees for Counsel to the Commission’s Advisor

Original Issue Discount
Cost of Other Credit Enhancements
Rounding/Contingency

AL A A A AL AR AR

TOTAL UP-FRONT FINANCING COSTS $
SECURITIZED

Note: Differences that result from the estimated up-front financing costs securitized
being less than the actual up-front costs incurred will be resolved in a future
proceeding as described in the Financing Order.
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ATTACHMENT 2
SCHEDULE A

SECURITIZED BOND REVENUE REQUIREMENT INFORMATION

SERIES, TRANCHE

Payment Principal Interest Principal Total Payment

Date Balance

SERIES, TRANCHE

Payment Principal Interest Principal Total Payment

Date Balance
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ATTACHMENT 2
SCHEDULE B

Appendix A

ESTIMATED ONGOING FINANCING COSTS

ANNUAL AMOUNT

Servicing Fee

Administration Fee

\Accountant’s Fee

Legal Fees/Expenses for Kentucky Power’s/Issuer’s Counsel

Indenture Trustee’s and Indenture Trustee’s Counsel’s Fees
and Expenses

DA | P PP

Independent Manager’s Fees

Rating Agency Fees

Printing/Edgarizing Fees

Miscellaneous

DA PP

TOTAL ESTIMATED ONGOING FINANCING COSTS
(Kentucky Power as Servicer)

Ongoing Servicers Fee (Third Party as Servicer) (0.60% of
rincipal amount)

TOTAL ESTIMATED ONGOING FINANCING COSTS
(Third Party as Servicer)

Note: The amounts shown for each category of operating expense on these attachments are
the expected expenses for the first year of the securitized bonds. Securitized surcharges
will be adjusted at least semiannually to reflect any changes in ongoing financing costs

through the true-up process described in the Financing Order.
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ATTACHMENT 2
SCHEDULE C
CALCULATION OF SECURITIZED SURCHARGES

Securitized Bond Present Value of
Year 1 Ongoing Costs? Securitized
Payments Surcharges?
g

1 $ $ $
2 $ $ $
3 $ $ $
4 $ $ $
5 $ $ $
6 $ $ $
7 $ $ $
8 $ $ $
9 $ $ $
10 |$ $ $
11 $ $ $
12 $ $ $
13 $ $ $
14 $ $ $
Total |$ $ $

! From Attachment 2, Schedule A.
2 From Attachment 2, Schedule B.
3 The discount rate used is the weighted average effective annual interest rate of the Securitized Bonds.
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ATTACHMENT 2
SCHEDULE D

Appendix A

COMPLIANCE WITH KRS §§ 278.672 AND 278.676

Demonstration of quantifiable net present value benefits to customers (a) greater than would be
achieved absent the issuance of securitized bonds and (b) as compared to collection of the
Securitizable Balance through alternative means of financing, determined using an economic
analysis to account for the time value of money:*

Alternative Means of Securitization Savings/(Cost) of
Financing Financing® Securitization Financing
Present
Value $ million $ million $ million

4 Calculated in accordance with the methodology cited in the Financing Order.

3> From Attachment 2, Schedule C.
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ATTACHMENT 3

INITIAL ALLOCATION OF COSTS TO RATE CLASSES

Appendix A

) (@) 3 (C)) ©) Q)
Billing
Periodic Billing Requirement per Forecasted Billing
RATE Class Allocation® Requirement Rate Class Determinants Rate Charge
[ ] % $ $ $ /kWh
[ ] %o $ $ $ /kWh
Total 100.0000 % $ $

¢ Determined in accordance with the methodology set forth in the Financing Order and the Securitization Financing

Rider.
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Appendix B
Page 1 of 2

KENTUCKY POWER COMPANY P.S.C.KY. NO. 13 ORIGINAL SHEET NO. 35-1
CANCELLING P.S.C. KY. NO. 12 18 REVISED SHEET NO. 35-1

Securitization Financing Rider

(S.F.R))

Applicable
To Tariffs R.S., R.S.D., R.S.-L.M.-T.0.D., R.S.-T.0.D., Experimental R.S.-T.0.D.2, G.S., S.G.S.-T.0.D., M.G.S.-T.0.D.,

L.GS..L.GS.-T.0.D..1.G.S..C.S.-1.R.P., M.W.,O.L.,and S.L..

Rate

1. Pursuant to the final order of the Kentucky Public Service Commission in Case No. 2023-00159, Kentucky Power Company is to
recover from retail ratepayers the costs approved for securitization by the Commission.

This rider is designed to recover from customers the amounts necessary to service, repay and administer customer-backed bonds

associated with the approved securitized costs pursuant to the terms of the financing order of the Kentucky Public Service
Commission in Case No. 202#-####.

This rider shall remain in effect until the complete repayment and retirement of any customer-backed bonds, or refunding bonds,
associated with the approved securitized costs. This schedule is irrevocable and nonbypassable for the full term during which it
applies.

The applicable rates for service rendered on and after XXXXXXXXX ##, 202# to be applied to the revenues described in paragraph
5 of this tariff are:

Residential Adjustment - $X = X X%
Factor DX
All Other Classes _ $X _ 0
Adjustment Factor - $X = D

2. The allocation of the actual revenue requirement (ARR) between residential and all other customers shall be based upon their
respective contribution to total retail revenues for the most recent twelve-month period ending December 31 or June 30, according

to the following formula:

KY Residential Retail Revenue RR(b)

Residential Allocation RA(y) ARR(y) X KY Retail Revenue R(b)
. KY All Other Classes Retail Revenue OR(b)
All Other Allocation OA(y) ARR(y) X KY Retail Revenue R(b)
Where:
) = the expense year;
(b) = Most recent available twelve month period ended December 31 or June 30.
Continued on Sheet 35-2
DATE OF ISSUE: June 29, 2023
DATE EFFECTIVE:  January 1, 2024
ISSUED BY: /s/ Brian K. West
TITLE: Vice President, Regulatory & Finance

By Authority of an Order of the Public Service Commission
In Case No.: 2023-00159 Dated XXXX XX, XXXX




Appendix B
Page 2 of 2

KENTUCKY POWER COMPANY P.S.C.KY. NO. 13 ORIGINAL SHEET NO. 35-2
CANCELLING P.S.C. KY. NO. 12 3% REVISED SHEET NO. 35-2

Securitization Financing Rider Continued

(S.F.R.)

3. The Residential S.F.R. Adjustment shall provide for annual adjustments based on a percent of total revenues, according to the
following formula:

Net Annual Residential Allocation NRA(y)
Residential Retail Revenue RR(b)

Residential S.F.R. Adjustment Factor

Where:

Net Annual Residential Allocation NRA(y)

Annual Residential Allocation RA(y), net of

Over/(Under) Recovery Adjustment;
Annual Retail Revenue for all KY residential classes

for the year (b).

Residential Retail Revenue RR(b)

+4. The All Other Classes S.F.R. Adjustment shall provide for annual adjustments based on a percent of non-fuel revenues, according
to the following formula:

Net Annual All Other Allocation NOA(y)
All Other Classes Non-Fuel Retail Revenue ONR(b)

All Other Classes S.F.R. Adjustment Factor =

Where:
Net Annual All Other Allocation NOA(y) _ Annual All Other Allocation OA(y), net of
- Over/(Under) Recovery Adjustment;
All Other Classes Non-Fuel Retail Revenue _ Annual Non-Fuel Retail Revenue for all classes
ONR(b) - other than residential for the year (b).

5. The Revenues to which the residential Securitization Financing Rider factor are applied is the sum of the customer’s Service
Charge, Demand Charge, Energy Charge(s), Fuel Adjustment Clause, System Sales Clause, Demand-Side Management
Adjustment Clause, Federal Tax Change, Residential Energy Assistance, Purchase Power Adjustment and Distribution

Reliability Rider.

The Revenues to which the all other customer Securitization Financing Rider factor are applied is the sum of the customer’s

Service Charge, Demand Charge, Energy Charge(s) less Base Fuel, Minimum Charge, Reactive Charge, System Sales Clause,

Demand-Side Management Adjustment Clause, Federal Tax Change, Kentucky Economic Development Surcharge, Purchase
Power Adjustment and Distribution Reliability Rider.

6. The initial Securitization Financing Rider rates shall be file on the day following the pricing of the bonds and shall become

effective the first billing cycle following the closing of the bonds. All subsequent Rider rate adjustments shall be semi-annual
every six months).

The semi-annual Securitization Financing Rider adjustments shall be filed with the Commission no later than February 15 and
August 15th of each year before it is scheduled to go into effect on Cycle 1 of the April and October billing cycles,
respectively, along with all the necessary supporting data to justify the amount of the adjustments, which shall include data,

and information as may be required by the Commission.

Interim Securitization Financing Rider adjustments may be filed with the Commission outside of the standard semi-annual
timeframe in order to correct for over- or under-collection to be submitted no later than 10 days before the rate is to be
effective.

2—Copies of all documents required to be filed with the Commission shall be open and made available for public
inspection at the office of the Public Service Commission pursuant to the provisions of KRS 61.870 to 61.884.

DATE OF ISSUE: June 29, 2023

DATE EFFECTIVE:  January 1, 2024

ISSUED BY: /s/ Brian K. West

TITLE: Vice President, Regulatory & Finance

By Authority of an Order of the Public Service Commission
In Case No.: 2023-00159 Dated XXXX XX, XXXX




APPENDIX C

Appendix C

ESTIMATED UP-FRONT FINANCING COSTS

AMOUNT

Legal Fees (Kentucky Power and Issuer) $2,750,000
IAccountant’s Fees $150,000
Indenture Trustee’s and Indenture Trustee Counsel’s Fees $25,000
and Expenses

Servicer’s Set-up Costs $125,000
Printing/Edgarizing $75,000
Commission and Kentucky Power’s Advisor’s Fee $750,000
Miscellaneous Administrative Costs $31,242
Underwriters’ Fees $1,787,066
Rating Agency Fees $591,965
SEC Registration Fee $24,930
TOTAL ESTIMATED UP-FRONT FINANCING $6,310,203
COSTS SECURITIZED

ESTIMATED ONGOING FINANCING COSTS
ANNUAL AMOUNT

Servicing Fee $446,766
\Administration Fee $100,000
Accountant’s Fee $75,000
Legal Fees/Expenses for Kentucky Power’s/Issuer’s Counsel $50,000
Indenture Trustee’s and Indenture Trustee’s Counsel’s Fees $10,000
and Expenses

Independent Manager’s Fees $2,750
Rating Agency Fees $75,000
Return on Capital Account $188,027
Miscellaneous $25,000
TOTAL ESTIMATED ONGOING FINANCING COSTS $972,543




Exhibit 6



Term Abbreviation Term Abbreviation
12 Month Average Peak Demand 12CP Day Ahead Local Marginal Price DA LMP
N . Debt to Earnings Before Interest,
Accounting Standards ASC Taxes, Depreciation and Debt/EBITDA
Codification L
Amortization
Accumulated][; e;(ferred Income ADFIT or ADIT Decommissioning Rider Tariff D.R.
Adjusted Financial Statement AFSI Deferred Tax Asset DTA
Income
Administrative and General A&G Demand Side Management DSM
Advanced Metering Infrastructure AMI Discounted Cash Flow DCF
AEP Generation Resources Inc. AEP Generation Distribution Automat.lon Circuit DACR
Resources Reconfiguration
AEP Kentucky Transmission Kentucky Transco Distribution Factors DFAX
Company
AEP System-East Zone AEP Zone Distribution Reliability Rider DRR
Allowance for Funds Used During AFUDC Distribution Refnote Terminal DRTU
Construction Units
American Electric Power AEP Dividends Per Share DPS
American Electric Power Service AEPSC Dry Sorbent Injection DSI
Corporation
Appalachian Power Company Appalachian Power Earning Per Share EPS
Asset Backed Securities ABS Edison Elecitrc Institute EEI
Asset Retirement Obligation ARO Effluent Limitation Guidelines ELG
Attorney General and KIUC AGKIUC Electricity Subsection ESCC
Coordinating Council
Automated Meter Reading AMR Electrostatic Percipitators ESP
Average Monthly Payment Plan AMP Empirical CAPM ECAPM
Average Rate Assumption Method ARAM Energy Allocation Factor EAF
Big Sandy Unit 1 Opertions Rider BS10R Entergy New Orleans ENO
Capacity Charge Tariff Tariff C.C. Environmental Compliance Plan ECP
Capital Asset Pricing Model CAPM Environmental Surcharge Tariff Tariff E.S.
Cash Working Capital cwe Environmental, soAcnal,‘ govemance ESG
and sustainability
Centers for Discase Control and cpe Equivalent Availability Factor EAF
Prevention
Clean Energy Demonstration
Program on Current and Form CEML Equivalent Forced Outage Rate EFOR
Mine Land
Coal Combustion Residuals CCR Equivalent U]r;ztl:nned Outage EUOR
Coincident Peak Ccp Estimated Time of Restoration ETR
Community Action Agencies CAA Federal LOW Income Home LIHEAP
Energy Assistance Program
Community Action Kentucky CAK Federal Open Market Committee FOMC
Consent Decree and Cross-State .
Air Pollution Rule CSAPR Federal Regulatory Commission FERC
Consolidated Transmission CTOA Federal Tax Change Rider FTC
Owners Agreement
Consolidated Edison of New York Con Ed Financial Accoum: ng Standards FASB
Board's
Construction Work In Progress CWIP Flnanc@l C,O neepts and FINCAP
Applications, Inc.
Consumer Price Index CPI Fitch, Inc. Fitch
Contributions m Aid of CIAC Fixed Resource Requirement FRR
Construction
Corporate AheTrZi"“ Minimum CAMT Flue Gas Desulfurization FGD
Cost Allocation Manual CAM Franchise Tariff FTC
Cost of Removal COR Funds from Operations to Debt FFO/Debt
Customer Ave?rage Interruption CAIDI Generally Acgelalted Accounting GAAP
Duration Index Principles
Customer Interruptions CI Gigawatt-hours GWh
Customer Minutes of Interruption CMI Gigawatts GW




Term Abbreviation Term Abbreviation
Goldman Sachs & Co. Goldman Long-Term Disability LTD
Grid Resilience am'i Innovation GRIP Long-term Incgntwe LTI
Partnerships Compensation
Gross Domestic Product GDP Major Event Day MED
Gross Plant Distribution GP-DIST Mark to Market MTM
Gross Plant Production, . .
Transmission, and Distribution GP-PTD Maryland Pu.bh.c Service MDPSC
Commission
Factor
Gross Plant Total Allocation GP-TOT Megawatt MW
Factor
Gross Plant Transmission GP-TRANS Megawatt Hours MWh
Gross Revenue Conversion Factor GRCF Mercury and Air Toxics MATS
Home Efficiency Rating HER Michigan Puth: Service Michigan PSC
Commission
Home Energy Assistance HEA Miles per Hour mph
Home Energy Assistance Program HEAP Mitchell Generating Station Mitchell
Homer Energy Assistance in HEART Moody's Investor Service Moody's
Reduced Temperatures
Housing Development Alliance HAD National éssocnallog O.f NARUC
Regulatory Utility Commissioners
Human Resources Committee of . . .
AEP's Board of Directors HR Committee National Electric Safety Code NESC
Incentive Compensation Plan icp National Regul.atory Rescarch NRRI
Institute
Incident Command System 1CS Net Capacity Factor NCF
Independent System Operator 1SO Net Operating Loss NOL
Indiana Michigan Power Company}| 1&M Net Operating Loss Carryforward NOLC
Inflation Reduction Act IRA Net Present Value NPV
Innovation Mattress Solutions MS Network Integratlfm Transmission NITS
Service
Input-output 1-0 New Source Review NSR
Installed Capacities ICAP Nitrogen Oxide NOx
Institutional Brokers' Estimate IBES Non-Utility Generator NUG
System
Internal Revenue Code Code Nort.h Ar.nerlcan Elegtnc NERC
Reliability Corporation
Investment Tax Credits ITC Off System Sales 0SS
Investor-Owned Utility 10U Operating Earnings Per Share Operating EPS
Issuance Advice Letter IAL Operation and Maintenance Labor OML
Jurisdictional Cost of Service JCOS Operations and Maintenance O&M
Kentuck)f Association for KAED Original Issue Discount OID
Economic Development
Kentucky Economic De.velopment Tariff K.E.D.S. Other Post Emplyment Benefits OPEB
Surcharge Tariff
Kentucky Industrial Utility KIUC Outdoor Lighting oL
Customers, Inc.
Kentucky P th . . .
Kentucky Power Company entucky Fower or the Peaking Unit Equivalent PUE
Company
Kentucky Power Economic K-PEGG Performance Assessment Intervals PAIs
Growth Grant
Kentucky Pro'd}wt‘ Development KPDI Performance Share Units PSU
Initiative
Kentucky Pu?ll? Service Commission Personél Consgmpnon PCE
Commission Expenditure Price Index
kilovolt-amperes kVA PJM Interconnection, LLC PIM
Kilowatt kW PIM Open Access Transmission | p g a7 or OATT
Tariff
Kilowatt-hours kWh Power Coordination Agreement PCA
Liberty Utilities Company Liberty Private Letter Rulings PLRs
Limited Liability Company LLC Production Demand Allocation PDAF
Factor
Load Serving Entity LSE Production Plant Blanket PPB




Term Abbreviation Term Abbreviation
Production Tax Credit PTC Total Shareholder Return TSR
Public Convenience and Necessity CPCN Transmission Demand Allocation TDAF
Factor
Rate of Return ROR Transmission Expgnswn Advisory TEAC
Committee
Regional Mutual Assistance RMAGs Transmission Owner TO
Groups
Regional Service Organization RSO Trees Inside of Rights-of-Way TIR
Regional Transmission Expansion . . N
Plan RTEP Trees Outside of Rights-of-Way TOR
Regional T.ran.smlssmn RTOs Uniform System of Accounts USofA
Organizations
Regulatory Research Associates RRA Unit Power Agreement UPA
Reliability Pricing Model RPM Value Line Investment Survey Value Line
Renewable Energy Certificate REC Vice President VP
Residential Energy Assistance REA Weighted Average Cost of Capital WACC
Residential Energy Assistance Tariff RE.A. Weighted Average Life WAL
Tariff
Restricted Stock Unit RSU West Virginia l')u‘t.)hc Service WVPSC
Commission
Return on Equity ROE Wheeling Power Company Wheeling Power
Rider Demand Response Service D.R.S. Winter Storm Elliott Elliott
Rights-of-Way ROW Zacks Investment Research Zacks
RRA Regulatory Focus RRA
Securities anfl ijchange SEC
Commission
Securitization Financing Rider SFR
Selective Catalyt_ic Converter SCR
Reduction
Short-term Inc@twe STI
Compensation
Spare Transformer Equipment STEP
Program
Special Purpose Entity SPE
Standard & Poor's S&P
Statement of Financial Accounting SFAS
Standards
Storm Outage Prediction Model SOPM
Strategic Capital Prioritization SCPP
Process
Street Lighting SL
Strengthsj weaknesses, SWOT
opportunities, and threats
Supervisory C(')1¥11.'01 and Data SCADA
Acquisition
System AverAage Interruption SAIDI
Duration Index
System Average Interruption SATFI
Frequency Index
System Sales Clause SSC
Tariff Contract Service - CS-IRP.

Interruptible Power

Tariff Demand-Side Management
Adjustment Clause

Tariff D.S.M.C.

Tariff Fuel Adjustment Clause F.A.C.
Tariff Purchase Power Adjustment Tariff P.P.A.
Tax Cut and Jobs Act TCIA
Temporary Hea}ing Assistance in THAW
Winter
Terms and Conditions T&Cs
Total Case Compensation TCC
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