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DATA REQUEST

KPSC Provide any testimony, explanation, or other evidence that Kentucky
RH1_17 Power contends supports the assertions made in Kentucky Power’s motion
for rehearing, limited to the issues for which rehearing was granted in the
Commission’s April 9, 2026 Order.
RESPONSE

In addition to the information provided in the Company’s motion for rehearing, Kentucky
Power supports the assertions made in its motion for rehearing in the following:

e Treatment of Vegetation Management Expense: Rehearing Testimony of Amy J.
Elliott and the Company’s responses to Commission Staff Rehearing Data Requests
RH 1-1 and RH 1-6 through RH 1-10.

e Treatment of PIM OATT Expense: Rehearing Testimony of Amy J. Elliott and the
Company’s response to Commission Staff Rehearing Data Requests RH 1-2 through
RH 1-4.

e Treatment of Incentive Compensation tied to reliability: Rehearing Testimony of
Amy J. Elliott.

e Treatment of Other Compensation: The Company’s response to Commission Staff
Rehearing Data Requests RH 1-11 through RH 1-13, RH 1-15 and RH 1-16.

e Calculation of recoverable rate case expense: The Company’s response to
Commission Staff Rehearing Data Request RH 1-14.

August 24, 2026 Supplemental Response

As explained in the Company’s Motion for Rehearing! and Post-Rehearing Brief?, the
five issues on which the Company was granted rehearing equate to approximately $15M
in annual revenue requirement that was denied in the Commission's February 28, 2026
Final Order (“Original Order”). This is before considering the potential write-off of
approximately $17M in prudently incurred vegetation management investments since the
end of the Company’s test year in this case. These issues represent a significant financial
impact to the Company and further diminish the Company’s opportunity to earn the
authorized return on equity (ROE) of 9.75%.

I'See KPCO_ Motion_for Rehearing at Pg.9
2 See KPCO_Post_Rehearing_Brief at Pg.2
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The denial of the Company’s ability to recover standard labor costs and prudently
incurred transmission costs together comprise an approximate 2% reduction in the
Company’s earned ROE potential. Indeed, four months after the Commission’s Original
Order took effect, the Company’s earned ROE for the 12 months ended June 2026 was
only 4.06%, far less than the Commission authorized return of 9.75%.

Furthermore, while the portion of the Commission’s Original Order regarding the
treatment of the Company’s vegetation management programs increased the annual
revenue requirement by approximately $0.5M, it resulted in an annual reduction in funds
to be used in the Company’s planned Trees Outside of Rights-of-Way (“TOR”) program
of roughly $11M in 2026. That reduction increases to $18M in 2027 and in 2028.

Company Witness Elliott noted in her Rehearing Testimony that the reduction in the
TOR program will undoubtedly have a negative impact on customer reliability, as TOR
continues to be the leading cause of outages. Had the Commission’s order not reduced
the TOR program, the Company would have removed approximately 16,500 more trees
outside of the rights-of-way across the service territory so far this year.

The reduction to the TOR program has real-world customer impacts. From August 11th
to August 18th, the Company’s service territory was impacted by several severe
thunderstorms that resulted in a total of 56,289 customers interrupted over the course of
the week. Preliminary estimates indicate that approximately 58% of the outages
associated with these storms were caused by damage from TOR.

More than half of these outages occurred in the portion of the Company’s service
territory around Hazard. The area around Hazard is notoriously challenging to operate in
mostly because of the forested, mountainous terrain. In fact, the Commission’s 2003
management audit confirmed that, stating:

The mountainous terrain and significant tree exposure make it a more difficult
service territory to provide a comparable level of service than other areas of
Kentucky.
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At hearing in this case, Company Witness Ross highlighted the importance of the
Company’s TOR program in relation to storms:

So, we can take a proactive approach and spend the dollars and be able to analyze
each area and be prudent in how we're spending each dollar, or we can be reactive
and have no control on what that spend could potentially be.

As I said, the Commission recognized in lke and ice that with the severe weather
and the impacts to that weather, right, hazard trees, it's a problem. And the extent
of damage it caused throughout the Commonwealth was quite costly to the
customers.

So we can either be proactive or we can be reactive. I think our customers want us
to be proactive.’

The best tool that the Company has to proactively manage vegetation in the service area
and reduce outages is to continue capitalizing the annual TOR program costs. This
approach also minimizes customer rate impact because removal of TOR generally has a
30-year depreciable life, such that customers only pay 1/30 of the investment plus a
return at the Company’s weighted average cost of capital each year.

Finally, as a reminder, the Company is still proposing to apply deferred tax liability
credits to offset customer rate impact from changes to the annual revenue requirement as
a result of rehearing in this case.

Witness: Amy J. Elliott

Witness: Michele Ross

September 30, 2026 Supplemental Response

Kentucky Power supplements its response to inform the Commission of relevant
developments in two other jurisdictions on the topic of whether it is acceptable for
utilities to continue to capitalize certain distribution vegetation management costs such as
costs associated with removal of trees outside of right of way (“TOR”).

3 Ross Hearing Test. at 625.
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West Virginia

On September 8, 2026, the West Virginia Public Service Commission (“WVPSC”) issued
an order in Case No. 26-0575-E-P granting AEP-affiliated utilities’ Appalachian Power
Company (“APCO”) and Wheeling Power Company’s (collectively, the “WV
Companies”) June 12, 2026 petition to continue the historical practice of capitalizing
certain distribution vegetation management costs to utility plant for West Virginia
ratemaking purposes. Relevant portions of the WVPSC’s order are provided below

“The Commission grants the Companies' request to continue to capitalize the
Referenced Costs associated with distribution assets for West Virginia ratemaking
purposes...The Commission finds the appropriate time to consider a change in
ratemaking adjustment associated with the FERC audit finding is in the
Companies' next base rate case, where a complete evidentiary record can be
developed.

The Commission will consider in the next base rate case whether any adjustment
to the West Virginia plant balances is warranted to reflect FERC accounting
treatment retroactive to January 1, 2026. If an adjustment is approved, the
Commission will consider any associated request for regulatory asset treatment.

The Companies should provide details regarding ongoing changes in expense
levels if the capitalization of right-of-way clearing is changed. The Companies
should maintain appropriate records sufficient to permit a review and audit of
differences between vegetation management right of way capitalized costs for
FERC accounting purposes and for West Virginia ratemaking purposes. The
Companies shall also be prepared in their next base rate case to quantify any
ongoing changes in expense levels attributable to the FERC accounting
treatment...

FINDINGS OF FACT

1. The Companies filed a Petition and requested that the Commission approve
the Companies' proposed ratemaking treatment and recovery for certain
vegetation management costs as a result of a recent FERC audit of SWEPCo's
accounting.

2. Inlight of FERC's audit findings and resulting accounting requirements, the
Companies requested the Commission authorize them to continue to capitalize
the Referenced Costs for distribution to utility plant for ratemaking
purposes...



CONCLUSIONS OF LAW
1. The Companies should continue to capitalize the Referenced Costs associated
with the distribution assets for West Virginia ratemaking purposes ... unless
and until otherwise authorized by the Commission....

ORDER
IT IS THEREFORE ORDERED that Appalachian Power Company and Wheeling
Power Company's request to continue to capitalize the Referenced Costs for
distribution to utility plant for West Virginia ratemaking purposes is granted...”

The WV Companies’ June 12, 2026 petition is provided at
KPCO SR KPSC RH 1 17 SupplementalAttachmentl. The WVPSC’s September 8,
2026 order is provided at KPCO SR_KPSC RH 1 17 SupplementalAttachment2.

Virginia

On September 16, 2026, Virginia State Corporation Commission (“VASCC”) Staff
witness Janille Olario filed testimony in response to APCO’s May 29, 2026 application
for a biennial review of its base rates in Case No. PUR-2026-00044, which included a
request to continue the historical practice of capitalizing certain distribution vegetation
management costs to utility plant for Virginia ratemaking purposes. VASCC Staff
Witness Olario provided on page 24, lines 8-16 of her pre-filed testimony that VASCC
staff, “...generally does not take issue with continuing the Company’s capitalization
policy of recording costs in FERC Plant Account 365 and continuing the use of the
currently authorized depreciation rates for Account 365.” VASCC Staff Witness
Olario’s pre-filed testimony is provided as KPCO SR KPSC RH 1 17
Supplemental Attachment3.

Witness: Amy J. Elliott
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Southwestern Electric Power Company Docket No. FA24-2-000
Background

On December 22, 2017, the TCJA was signed into law, which, in part, reduced the
federal corporate income tax rate from 35% to 21%, effective January 1, 2018.%
Accordingly, SWEPCo computed its income taxes owed to the Internal Revenue Service
(IRS) based on a 21% tax rate, beginning January 1, 2018. The tax rate reduction
resulted in a decrease of ADIT assets and liabilities recorded in Accounts 190,
Accumulated Deferred Income Taxes; 282, Accumulated Deferred Income Taxes — Other
Property; and 283, Accumulated Deferred Income Taxes — Other, on SWEPCo’s books.2¢
The reduction in ADIT assets and liabilities led to the creation of deficient and excess
ADIT, as required by the Commission’s accounting guidance.?’

SWEPCo revalued its ADIT assets and liabilities recorded in Accounts 190, 282,
and 283, using the newly enacted federal corporate income tax rate of 21%. The
revaluation resulted in a decrease in ADIT assets of $38 million and ADIT liabilities of
$602.8 million. SWEPCo combined the excess and deficient ADIT amounts that resulted
from the revaluation and recorded the net amount of $564.8 million as a regulatory
liability in Account 254. However, per the Commission’s accounting regulations,
SWEPCo was required to record the excess and deficient ADIT balances resulting from
the tax rate change separately in Accounts 254 and 182.3, respectively.

Recommendations

DAA recommends that SWEPCo:

25 Tax Cuts and Jobs Act, Pub. L. No. 115-97, 131 Stat. 2054 (2017).

26 ADIT balances are accumulated on the regulated books and records of public
utilities based on the requirements of the Uniform System of Accounts. ADIT arises
from timing differences between the method of computing taxable income for reporting
to the IRS and the method of computing income for regulatory accounting and
ratemaking purposes. See 18 C.F.R. § 35.24(d)(2) (2023). As a result of the reduction in
the federal corporate income tax rate, a portion of an ADIT liability that was collected
from customers will no longer be payable from the public utility to the IRS and is
considered excess ADIT, which must be returned to customers in a cost-of-service
ratemaking context. Additionally, for public utilities that have an ADIT asset, the TCJA
resulted in a reduction to that ADIT asset, and the amount of the reduction is considered
deficient ADIT.

27 See Accounting Interpretation No. 93-5, at Item 8.

44
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33.

34.

35.

Revise and implement policies and procedures to ensure that SWEPCo properly
accounts for and reports the effect of changes in tax laws or tax rates consistent
with the Commission’s accounting regulations.

Provide training to relevant staff on policies and procedures implemented in
response to Recommendation 33, and repeat such trainings as needed.

Submit correcting journal entries to DAA, within 60 days of issuance of this audit
report, with proposed accounting entries and supporting documentation that reflect
corrections to recorded excess and deficient ADIT in the appropriate Uniform
System of Accounts.

45
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7. FERC Form No. 1 Reporting

SWEPCo did not properly follow the FERC Form No. 1 page instructions and,
therefore, did not accurately report all required information on certain pages of its FERC
Form No. 1 filings. These actions affected the transparency, accuracy, and usefulness of
the affected pages of the FERC Form No. 1 filings.

Pertinent Guidance

e 18 C.F.R. § 141.1(b)(2)(iii), which discusses the filing requirements for the FERC
Form No. 1, states:

This report must be filed with the Federal Energy Regulatory
Commission as prescribed in § 385.2011 of this chapter and as
indicated in the General Instructions set out in this form and must be
properly completed and verified. Filing on electronic media pursuant
to § 385.2011 of this chapter is required.

Background

SWEPCo is required to report financial and operational information on an annual
basis in the FERC Form No. 1. During fieldwork, audit staff reviewed SWEPCo’s 2021
through 2023 FERC Form No. 1 submissions and evaluated whether SWEPCo properly
followed the requirements and instructions for populating and reporting information in
the form. The review entailed a detailed analysis of each page.

Audit staff found that amounts reported on Page 429, Transactions with
Associated (Affiliated) Companies, did not agree with the supporting documentation
SWEPCo provided. SWEPCo stated that the errors were due to internal processes,
software design, and workarounds needed to report the data on Page 429. During the
audit period, the errors resulted in a total overstatement of $48,243,142 in Non-power
Goods or Services Provided by Affiliated [Companies] and a total understatement of
$14,848,954 in Non-power Goods or Services Provided for Affiliated [Companies] in the
2021 through 2023 FERC Form No. 1 filings.

Additionally, audit staff found several instances when SWEPCo did not report
information in its FERC Form No. 1 consistent with the form’s instructions or reported
incorrect information. These actions affected the transparency and accuracy of the
information. The table below presents SWEPCo’s reporting errors and their locations in
its 2021 through 2023 FERC Form No. 1 filings.

46
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List of Schedules 2 “None,” “not applicable,” or “NA” was not
listed for the schedules where no information
or amounts were reported in the 2021-2023
filings.

General 101 Information regarding the state and date of

Information incorporation was not provided in the 2021-
2023 filings.

Information on 106(a)(b) “No” was checked instead of “yes” in response

Formula Rates to “does the respondent have formula rates” in
the 2021-2023 filings.

Electric Plant in 204-207 ARO adjustments were listed as negative in the

Service additions column, column (c), instead of the
adjustments column, column (e), in the 2021
filing.

Other Regulatory 232 The docket numbers were not included for

Assets some lines. Additionally, the accounts
credited, column (d), were incorrect for some
line items in the 2022 and 2023 filings.

Miscellaneous 233 The accounts charged, column (d), for line 9,

Deferred Debits Dolet Hills and Sabine Reclamation Advance,
were incorrect in the 2023 filing.

Other Regulatory 278 The accounts credited, column (c), were

Liabilities incorrect for some line items in the 2023 filing.

Purchased Power 326-327 Statistical Classification, column (b), and
FERC Rate Schedule or Tariff Number,
column (c), were not completed for all lines in
the 2021 and 2022 filings.

Depreciation and 336-337 Average Remaining Life, column (g), was not

Amortization of completed in the 2021-2023 filings.

Electric Plant

Amounts Included 397 Balance at End of Quarter 1, 2, and 3, columns

in ISO/RTO (b), (¢), and (d), were not completed in the

Settlement 2021 and 2022 filings.

Statements

Monthly 400 Page was not completed in the 2021-2023

Transmission filings.

System Peak Load

Substations 426-427 Attended or Unattended, column (b-1), was not

completed in the 2021-2023 filings.

47
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Transactions with 429 Some of the line-item descriptions, accounts
Associated debited/credited, and amounts were not
(Affiliated) accurate. Some line items were omitted, and
Companies the amounts for some line items were
incorrect.
Recommendations

DAA recommends that SWEPCo:

36. Revise and implement policies and procedures to ensure that SWEPCo reports
correct, accurate, complete information in the FERC Form No. 1 consistent with
the page instructions of the form. Include footnotes to the FERC Form No. 1
when software limitations prevent reporting complete information.

37

Provide training to relevant staff on policies and procedures implemented in
response to Recommendation 36, and repeat such trainings as needed.

48
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V.SWEPCo’s Response to the Audit Report

v Jessica A. Cano
w Assoc; General Counsel — Regulatory East
POWER' Amenican Elecinc Power Service
Corporation
POUNDILELL EREST 1 Riverside Plaza
Columbus, Ohio 43215
(614) 716:2921
Jjacano{@aep.com
March 16, 2026
Director and Chief Accountant
‘Division of Audits and Accounting
Office of Enforcement and Regulatory Accounting
Federal Energy Regulatory Commission
888 First Street, NE.
Washington. DC 20426
‘Via E-mail: Kristen fleet@ferc. gov

Re: Docket No. FA24-2-000, Draft Audit Report

American Electric Power Service Corporation ("TAEPSC™), on behalf of Southwestern
Electric Power Company (“SWEPCO"), received the Draft Audit Report issued in the above-
teferenced docket. The Draft Audit Report contains seven findings and 37 recommendations.
Pursuant to Section 41.1(b) of the Commission’s regulations and consistent with your request,
AEPSsthﬁd;ymspondmgtomeDmﬁAudﬂRepoﬂasfonows

1. Capitalization of Vegetation Management Costs

AEPSC accepfs this finding and the related recommendations but maintains that its
capitalization of the disputed vegetation costs was appropriate from both an
accounting and ratemaking perspective. The capitalized vegetation management
costs extend the lives and improve the efficiency of the transmission and distribution
assets fo which they relate. SWEPCO's capitalization of these costs also has resulted
in lower historical customer rates than otherwise would have been charged had these
coss been expensed. AEPSC clarifies that the statement at pages 2 and 19 that
SWEPCO “ovesbilled transmission customers” is not accurate with respect to its
capitalization practices generally: rather, that statement relates only to sub-issue (3).
which identified the inadvertent double-counting of certain costs.

49
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Kristen Fleet
March 16, 2026, p. 2

2.

Prepaid Pension AFUDC

AEPSC accepts this finding and the related recommendations.

Allowance for Funds Used During Construction

AEPSC accepts this finding and the related recommendations.
Prepayments
AEPSC accepts this finding and the related recommendations.

Accounting Misclassifications

AEPSC accepts this finding and the related recommendations.

Excess Accumulated Deferred Income Tax

AEPSC accepts this finding and the related recommendations.

FERC Form No. 1 Reporting

AEPSC accepts this finding and the related recommendations.

As requested at page 8 of the Draft Audit Report, AEPSC will submit within 30 days of
the issuance of the final audit report a plan for implementing the audit recommendations.
AEPSC also will make quarterly reports of its progress in completing each corrective action and
provide copies of any written policies and procedures developed in response to the
recommendations.

Sincerely,

s/ Jessica A. Cano

Jessica A. Cano
Assoc. General Counsel —
Regulatory East
American Electric Power
Service Corporation

Counsel for SWEPCO
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VERIFICATION

STATE OF WEST VIRGINIA,

)
COUNTY OF KANAWHA, TO-WIT: )

John J. Scalzo, Vice President — Regulatory Services and Finance for
Appalachian Power Company and Wheeling Power Company, after being duly
sworn, states upon his information and belief that the facts and allegations

contained in the foregoing “Petition” are true and correct.

///I//J/\/

John J. Stalzo

Taken, subscribed and sworn to before me on the 12th day of June, 2026.

My commission expires: W&&& .2,, 2029

Do, . PM,,%

Notary Public /

O ICIAL SEAL 1 )
NOVARY PUBLIC

STATE OF WEST VIRGINIA
Dorothy E. Philyaw
Power
200 Association Drive
Suite 201

(SEAL)

Charfoxton, WV 25311
My Commisaion Expires Oclobar 2, 2029,
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