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those peers. The average monthly bill of the peer group is $187.22, while the Company’s
average monthly bill for customers using 1,000 kWh is $150.09.

All of this data shows that it is not accurate to say that the Company has “the highest
rates in the country.”
THERE HAVE ALSO BEEN CLAIMS THAT THE COMPANY’S RATES HAVE
INCREASED SIGNIFICANTLY OVER RECENT YEARS. HOW DO YOU
RESPOND?
It is true that the cost of doing business for an electric utility (and any business) has
increased over the years (which is one cause of increased rates). However, it also seems
that there is a misunderstanding of rates and total bills. I will focus on total bills, which is
ultimately what the customer experiences. As of June 1, 2025, the Company’s average 12-
month residential bill was $191.13. Looking back to August 2019, the Company’s average
12-month residential bill was $153.71. Using inflation calculators, $153.71 in 2019 would
translate to $194.87 assuming a cumulative inflations rate of 26.8%.” Thus, the Company
has kept its total average 12-month residential bill below the rate of inflation. Furthermore,
if you look back to December 2022, the Company’s average 12-month bill was $198.54.
Thus, customers are, on average, paying less on an inflation-adjusted total bill basis than
they were in 2022.

This is not to say the work is done or that customer sentiment should be ignored.
The Company understands that it serves a very unique service territory as compared to the
other investor-owned utilities across the nation and even in the Commonwealth. This is

precisely why the Company has worked to mitigate rate increases, fought to bring

7 Inflation Calculator | Find US Dollar's Value From 1913-2025.
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economic development into its service territory, placed securitization bonds to reduce bill
impacts to customers, and is diligently working to pass additional securitization legislation
so it can further reduce bill impacts to customers. As an example, if the Company only
cared about increasing earnings, it would not be seeking additional securitization
legislation for the Mitchell Plant. The Company would, in fact, earn a higher return if it
simply continued to run those costs through rate base at its weighted average cost-of-capital
as opposed to securitizing the net book value of the plant so that customers instead pay a
debt rate on those assets going forward.

Kentucky Power is continually committed to making positive bill impacts for
customers, but it also has to maintain its financial health so it can continue to make
investments that improve the service provided to customers. That is what this case is about.
We have substantially mitigated our initial rate increase request to reduce customer bill
impacts while also only including the actual costs the Company incurred or, in certain
limited instances, it knows it will incur in providing safe and reliable service to customers
going forward.

CAN YOU PLEASE PROVIDE ADDITIONAL DETAIL ABOUT HOW THE
COMPANY HAS BEEN ACTIVELY WORKING WITH THE STATE
LEGISLATURE WITH RESPECT TO NEW SECURITIZATION LEGISLATION?
Yes. As mentioned in my Direct Testimony, since 2023 the Company has actively been
advocating for additional securitization legislation to allow it to securitize the remaining
net book value of the Mitchell Plant at the state legislature. In 2025, the Company,
including AEP CEO Bill Fehrman, testified before the Senate Standing Committee on

Natural Resources and Energy to support new securitization legislation. When the
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Committee asked follow-up questions of the Company after that session, the Company
provided direct responses to each of the questions presented to the Company from that
Committee, which are attached as Exhibit TSW-R3. The Company stands ready and
willing to address any further questions or provide any additional information needed to
get this legislation passed so we can provide additional benefits to customers.
THERE WAS ALSO CONCERN THAT THE COMPANY’S RATES WOULD
HINDER ITS ABILITY TO ATTRACT ECONOMIC DEVELOPMENT. DO YOU
AGREE?
No, the Company has a variety of tools to attract economic development regardless of its
Industrial Class rates. That said, when you look at the Company’s I.G.S. rates, they remain
competitive in the Commonwealth. Comparing the most recent publicly-available data, the
Company’s I.G.S. rates are lower or in-line with the surrounding electric cooperatives and
the other investor-owned utilities in the Commonwealth. Specifically, in 2024, the
Company’s I.G.S. average rate was $0.0832 per kWh, and the average of the other investor-
owned utilities was $0.0817 per kWh. Further, the surrounding cooperatives’ most recent
publicly available-data for industrial rates were $0.6146 per kWh, $0.0980 per kWh, and
$0.0635 per kWh. Thus, overall, the Company’s I.G.S. rates remain competitive to allow
it to attract economic development to eastern Kentucky, specifically to Kentucky Power’s
service territory.

Even beyond the Company’s rates, the Company has the ability to use special
contracts and, potentially, economic development incentives to attract businesses and
industry to eastern Kentucky. In fact, in 2025, the Company supported 12 new economic

development projects in eastern Kentucky that represented 16 MW of load and more than
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500 jobs. The Company is clearly committed to growing the eastern Kentucky economy to
make positive impacts on our customers, and we will continue to use all tools at our

disposal to do so.

Residential Rate Desion

Q.

YOU ALSO HEARD CONCERNS ABOUT THE NEW RESIDENTIAL RATE
DESIGN. HOW DO YOU RESPOND?

First, although the proposed residential rate design may appear more complicated than what
the Company has historically offered, it is in actuality a thoughtful rate design tailored to
the Company’s unique residential customer base. Company Witness Spaeth provides detail
on how the proposed rate design functions and is directly responsive to concerns from the
Commission in our last rate case.

Nonetheless, at a high-level, the main concern with the new residential rate design
is that the proposed rate design may benefit customers who have more ability to pay their
higher usage bills, as well as low-income customers. While I understand the concern, as
explained above in my Rebuttal Testimony, the Company cannot discriminate, through
rates, based on income status. While it is true there may be instances where customers with
greater ability to pay for higher usage may also receive a benefit from the new residential
rate design, the Company is also trying to provide relief to those customers who submit
public comments saying they are on a fixed income and their bills are $400 or more in a
given month. If those customers are truly incurring monthly bills at that level or above, that
necessarily means they have high usage in that month and those are the people that will see

the benefits of the proposed rate design.
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Relevant Reculatory History of Kentucky Power’s Generation Fleet

Q.

CAN YOU PROVIDE A BRIEF OVERVIEW OF THE RECENT HISTORY OF
KENTUCKY POWER’S GENERATION FLEET IN RESPONSE TO THE
COMMENTS RAISED AT THE LOCAL PUBLIC HEARINGS?

Yes. On December 5, 2011, in Case No. 2011-00401, the Company submitted an
application with the Commission seeking, among other things, a CPCN to retrofit Big
Sandy Unit 2 with a Dry Flue Gas Desulfurization System (“DFGDS” or “Scrubber”) and
associated equipment to comply with the requirements of the federal Clean Air Act. The
estimated cost of installing the DFGDS was approximately $940 million, or nearly $1
billion (and close to $1.5 billion in 2025 dollars, accounting for inflation). That case
proceeded through an evidentiary hearing and briefing, and every intervenor® opposed
installing the Scrubber on Big Sandy Unit 2 because of concerns with rate impacts to
customers, which were estimated to be an increase of approximately 31%.° In response to
these poignant concerns, before a final order was issued in that case, the Company
withdrew its application to scrub Big Sandy without prejudice.

The Company then filed an application in Case No. 2012-00578 for a CPCN to
acquire an undivided 50% interest in the Mitchell Plant, which already had FGD and SCR
systems installed to comply with the Clean Air Act. In the Company’s application, it
evaluated six alternatives to purchasing a 50% interest in the Mitchell Plant:

1. Retrofitting Big Sandy 2 with DFGD technology and retire Big Sandy Unit 1

and replace the capacity and energy from Big Sandy Unit 1 with either a 20%

8 The intervenors in that case included the Attorney General, KIUC, and Sierra Club.
9 Case No. 2011-00401, Direct Testimony of Lila P. Munsey at 24.
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ownership interest in the Mitchell Plant or with market purchases ($998 million
+ $214 million, respectively).

Retire both Big Sandy Units, build a new natural gas combined cycle plant and
replace the capacity and energy from Big Sandy Unit 1 with either a 20%
ownership interest in the Mitchell Plant or with market purchases ($1,234

million + $214 million, respectively).

. Retire Big Sandy Unit 2 and replace it with repowering Big Sandy Unit 1 as a

natural gas CC unit and replace the capacity and energy from Big Sandy Unit 1
with either a 20% ownership interest in the Mitchell Plant or with market
purchases ($1,163 million + $214 million, respectively).

Retire both units and buy from the market.

Retire Big Sandy Unit 2 and convert Big Sandy Unit 1 to burn natural gas and
replace the capacity and energy from Big Sandy Unit 2 with either a 50%
ownership interest in the Mitchell Plant or with market purchases ($57 million
+ $536 million, respectively).

Retire both Big Sandy Units and replace with 50% ownership interested in the

Mitchell Plant and market purchases ($536 million + market pricing,

respectively).
WHAT DID THE COMPANY’S ANALYSIS OF THOSE OPTIONS
DEMONSTRATE?

The analysis showed that Option 5, to acquire a 50% interest in Mitchell and convert Big

Sandy Unit 1 to natural gas was the least-cost alternative.
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WHAT DID THE COMMISSION FIND IN THAT PROCEEDING?

The Commission specifically found, “...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.”'® The
Commission further found, “[t]he 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.”"!

WAS THE COMMISSION’S CONCLUSION THAT CONVERTING BIG SANDY
UNIT 1 TO NATURAL GAS AND BUYING A 50% INTEREST IN MITCHELL
WAS THE LEAST-COST, REASONABLE OPTION FOR CUSTOMERS
CORRECT?
Yes. First, as the Commission noted in its order in Case No. 2012-00578, federal
environmental regulations forced the Company to make a decision about the future of the
Big Sandy Plant; Big Sandy could not operate as it was under those environmental
regulations.

Second, the Company’s decision to acquire 50% of the Mitchell Plant and convert
Big Sandy Unit 1 to gas was, and continues to be, the least-cost option to serve our
customers, consistent with the Commission’s findings. Specifically, in comparing where
we are now against the hindsight analysis of making the nearly $1 billion investment that

would have kept Big Sandy Unit 2 operating as a coal unit ignores the fact that that nearly

19 Order at 28 (emphasis added).
'11d. at 31 (emphasis added).
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$1 billion investment does not account for any additional costs required to keep Unit 1
operating as a coal unit. As pointed out in the Company’s testimony in Case No. 2011-
00401, the Company did consider a retrofit for Unit 1 as well (to allow it to continue to
operate as a coal unit) but given the age, smaller size, lower relative thermal efficiency,
and the fact that Unit 1 did not have NOx emission control technology installed, retrofitting
that unit was not economically viable. Specifically, the Company would have had to install
both FGD and SCR technology on Unit 1 for it to continue to operate as-is, which would
have resulted in a higher cost to customers above the nearly $1 billion projected for Unit
2. As such, the evidence in 2011, as well as now, supports the Company’s decision to
invest in the Mitchell Plant and convert Big Sandy saved customers a significant amount
of money.

YOU HAVE ALSO HEARD THAT CONVERTING BIG SANDY TO NATURAL
GAS “KILLED COAL” IN EASTERN KENTUCKY. HOW DO YOU RESPOND?
I disagree with this assertion. This statement ignores, as stated above, the federal
environmental regulations required the Company to change the operations of Big Sandy to
comply with the Federal Clean Air Act.

Additionally, based on the University of Kentucky’s geological survey data, the 20
eastern Kentucky counties that the Company serves produced a total of 55.3 million tons
of coal in 2011."? In comparison, the Big Sandy Plant burned approximately 2.6 million
tons of coal in 2011. Thus, even assuming the Company was only burning coal from the
counties it served in 2011, the Plant would only account for about 5% of the total coal

production in those counties, meaning those mining operations had other end-users for 95%

12 Coal Production Search Results
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of the coal they produced. In 2017, which is the most recent data available from the
University of Kentucky’s geological survey, those counties produced approximately
12,700 tons of coal.! If the decline in coal production in eastern Kentucky resulted solely
from the conversion of the Big Sandy Plant, one would assume the production of coal
would have reduced by a similar amount to the amount of coal consumed at the Plant.
However, using the Plant’s 2011 coal consumption data, conversion of Big Sandy would
only account for 6% of the reduction in coal production from 2011 to 2017. It is my
understanding that numerous macro-economic factors impacted coal production in eastern
Kentucky; however, it is clear that the decline in coal production in eastern Kentucky goes
well beyond the decision to convert Big Sandy to natural gas.

X. CONCLUSION

DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY?

Yes, it does.

13 Coal Production Search Results
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reliance on the market and hedge against increasing capacity prices in that market. Further, to
the extent Kentucky Power can securitize the net book value (and the ELG and capital catchup),
Mitchell would represent a low-cost capacity resource for customers.

I understand that Wheeling Power is currently seeking authorization for securitization from
the West Virginia PSC relating to the Mitchell plant.

Correct.
Please describe the West Virginia securitization request.

The securitization proposal has been described in the direct testimony of John Scalzo in the
most recent APCO/WPCO West Virginia base rate case filing. APCO & WPCO will be filing with
WV PSC for a financing order to effectuate securitization in the near future. At a high level the
proposal involves securitizing the existing net book values of the West Virginia shares of the
Mitchell, Amos and Mountaineer coal-fired plants, deferred storm costs, and deferred fuel
costs.

Is there any overlap in Kentucky Power’s current or intended securitization?

No. However, WPCO is proposing to securitize its total investment in the Mitchell Plant which
includes 100% of the ELG equipment and pro-rated ongoing capital that Kentucky Power
stopped investing when the KY PSC denied Kentucky Power’s CPCN for the ELG investment.
If/when Kentucky Power is approved to “catch up” on its share of the ELG investment and pro-
rated capital, may determine whether WPCO ends up including those dollars in its
securitization, or if Kentucky Power includes them in its contemplated securitization. Either
way, Kentucky Power would still need to make a payment to WPCO for its share of the ELG
investment and capital that has been pro-rated to WPCO since the KY PSC’s order.

This is Kentucky Power’s second request to the General Assembly for a securitization bill. In
March of 2023, we enacted Senate Bill 192 at the request of Kentucky Power. | understand
that Kentucky Power is still in the process of finalizing that securitization. | understand that
there were substantial delays at least in part by Kentucky Power in pursuing that
securitization and that there were other reasons for the delay. This delay has cost the
ratepayers in Eastern Kentucky many months of any financial benefit of the securitization.

Kentucky Power filed its application for a financing order within a few days of the securitization
legislation becoming effective, demonstrating its desire to place securitization as quickly as
possible to benefit customers.

Kentucky Power would also note that it is not currently collecting any of the balances to be
securitized in the pending securitization placement. Specifically, as detailed in Kentucky Power’s
Case No. 2023-00159, it suspended collection of the Decommissioning Rider, was not collecting
the Tariff PPA under-recovery regulatory asset, and was not collecting the major storm
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deferrals, which are the subjects of securitization. As such, customers have received the
benefits of reduced bill impacts through the pendency of the securitization placement.

If we enact your proposed legislation authorizing additional securitization, is Kentucky Power
committed to expeditiously pursuing that securitization to finality?

Yes.

Do you anticipate any delays or barriers to expeditiously pursuing that securitization? If so,
please describe.

No. The current draft legislation provides additional protections that ensure the placement of
the bonds can avoid some of the delays experienced in the current securitization. Additionally,
we will continue to work diligently with the Public Service Commission to place the current
securitization as quickly as possible.

Why is AEP/Kentucky Power attributing substantial costs associated with AEP’s distribution
and/or transmission line maintenance, improvements, and/or build outs outside of Kentucky
to Kentucky ratepayers when Kentucky Power predominately gets its power from the
Mitchell and the Big Sandy plants? Please explain.

No distribution expense outside of Kentucky Power’s service territory is charged to Kentucky
Power customers. Kentucky Power is part of the larger AEP transmission zone, which is also
part of the PJM RTO. Kentucky Power pays a share of the total AEP transmission system costs
and as a result the receive at a minimum the following benefits:

1. Access to the energy and capacity from their share of the Mitchell Plant in West Virginia
which is not directly connected to Kentucky Power’s transmission system.

2. Increased reliability from being part of a larger gride and power pool. As demonstrated
during the last reliability event, winter storm Elliot, when Kentucky Power had no
outages due to a lack of transmission service and available generation. Other providers
in Kentucky did have such outages.

3. The option to purchase energy from a broad market when it is lower cost than Kentucky
Power’s cost to generate energy from its generation resources.

KENTUCKY POWER’S COMMITMENT TO PROVIDE POWER TO EASTERN KENTUCKY

What are Kentucky Power’s immediate and long-term plans for providing power to Eastern
Kentucky?

First, Kentucky Power has proposed to extend the life of the Big Sandy Plant through 2041.
Beyond that, Kentucky Power ran an all-source RFP for additional generation resources and, as
a result, negotiated a PPA with an 80 MW solar facility in Perry County; that application is
currently pending before the Commission. Additionally, Kentucky Power is currently evaluating
acquiring or building a gas generation resource to cover its remaining capacity needs. Finally, as
mentioned above, we have sought to reopen the 2021-00004 docket for reconsideration of ELG

9
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at Mitchell, which would allow Mitchell to operate to the benefit of Kentucky Power customers
beyond 2028.

What are the immediate and long-term sources of that power?

In both the immediate and long-term, Kentucky Power’s generation mix will be mostly fossil
based, supplemented with PJM market purchases to the extent Kentucky Power’s applications
for its solar PPA, extension of Mitchell, and new gas resource are not approved.

Do you have plans to build or purchase additional power plants or other power generating
sources in Kentucky or elsewhere? If so, what and where?

Yes, Kentucky Power is currently evaluating acquiring or building natural gas resources within
the Commonwealth. However, the viability of such an acquisition or self-build option is
uncertain without the proposed securitization legislation.

I understand that Kentucky Power cannot purchase power from any AEC affiliated company.
Is that true? Please explain.

Although Kentucky Power does not currently have a purchase power agreement with any
affiliate, Kentucky Power previously purchased power from an affiliate company through a
decades-long purchase power agreement with the Rockport plant in Indiana. Kentucky Power
does participate in the Power Coordination Agreement with the other AEP East operating
companies to meet its joint capacity obligations at PJM.

What are Kentucky Power’s current arrangements for purchasing power on the open market
and what are the future plans for such purchases?

Kentucky Power purchases all of its load from the PIM hourly markets and, at the same time,
economically offers its generation resources into the same hourly energy markets. If economic
(cost to generate is less than the locational marginal price of energy), its generation resources
sell their energy into the hourly energy market. In some hours Kentucky Power is a net seller of
energy, and in some hours, it is a net purchaser of energy. In its last rate case, Kentucky Power
proposed a term financial energy hedging program to aid in stabilizing the cost of net
purchased energy situations; however, the PSC denied this request. Kentucky Power’s future
plan is to add in-state generation assets to reduce or physically hedge its potential energy
market purchases, which is in part why we are seeking to securitize the net book value of its
interest in the Mitchell Plant so that it can make said investment in in-state dispatchable
generation.

In 2022, Kentucky Power had entered into an agreement to sell to Liberty Utilities Company,
a company heavily focused and reliant on green energy such as solar and wind power.

10
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Kentucky Power abandoned its plans to sell to Liberty only after the Kentucky Attorney
General successfully challenged before FERC.

Are AEP and Kentucky Power considering any sales to any other entity regarding its Kentucky
operations?

AEP and Kentucky Power remain committed to providing reliable and affordable power to
improve customers’ lives in Eastern Kentucky.

Are AEP and Kentucky Power committed to providing reliable and affordable power to
Eastern Kentucky?

Kentucky Power continues to be committed to providing reliable and affordable power to
eastern Kentucky, which is precisely why it is seeking to securitize its 50% undivided interest in
Mitchell. Securitization enables Kentucky Power to make necessary investments in generating
resources in the Commonwealth, all while lowering customer bills.

On or about March 20, 2023, Kentucky Power filed its Integrated Resources Plan with the PSC
assuming that sale would be finalized. Kentucky Power states in its IRP that its “Preferred
Plan” for providing power to Eastern Kentucky is to provide 700 Megawatts (MW) of new
wind and 800 megawatts (MW) of new solar along with 50 megawatts (MW) of storage by
2037. The Preferred Plan also includes the extension of the Big Sandy gas unit to 2041. This
will be supplemented by short-term market purchases. This is the current IRP for Kentucky
Power.

Is this still the “Preferred Plan”?

No. After the 2023 IRP was filed, the Company issued an RFP to identify potential generation
resources to meet the preferred plan contained in its IRP and did not receive bids necessary to
meet the preferred plan. As such, the Company has moved on to select the most appropriate
resources to serve customers. Kentucky Power has not filed a new IRP with a new preferred
plan or since the proposed sale to Liberty was terminated. The next IRP is expected to be filed
in Q1 of 2026. Kentucky Power’s “preferred plan” is the one that produces the lowest cost total
generation service for its customers regardless of what the modeling exercise in the IRP
indicates. That is why Kentucky Power conducted all source RFPs regardless of what the IRP
indicated to be the “preferred plan”.

If not, what is the plan?

Please see responses above regarding the extension of the Mitchell plant past 2028 and the
evaluation of additional resources in Kentucky Power’s service area.

11
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Where will these wind and solar units be located?

Kentucky Power has not selected any wind resources to serve customers. It has contracted,
upon Commission-approval, for a solar resource to be located in Perry County, Kentucky.

Kentucky Power recently concluded a hearing before the Public Service Commission in
connection with the Bright Mountain solar project.

Please describe that project.

The Project isan 80 MW solar facility to be built in Kentucky Power’s service area, Perry County,
located on a reclaimed coal mining site. The facility is expected to be commercially operational
on April 15, 2027. Once available, the agreement would entitle Kentucky Power to the energy
produced by the facility, enable Kentucky Power to include its capacity in its PJIM capacity
obligations, and includes renewable energy certificates that it can liquidate to lower the costs

to customers.
How will that project impact the rates in Eastern Kentucky?

Based on Kentucky Power’s analysis, our average residential customer would experience a
$0.29 increase on monthly bills if the project is approved.

Is there a deadline by which AEP/Kentucky Power must receive a commitment through
legislation for the requested securitization? If so, what is that deadline? Please explain.

For Kentucky Power to complete its current generation transformation by adding the resources
it is currently evaluating, it would need new legislation authorizing securitization of the Mitchell
Plant by the end of the 2025 session.

Mr. Fehrman stated before the committee that if we do not provide securitization to
Kentucky Power, AEP/Kentucky Power would have to look at alternatives. What are those
alternatives?

Securitization drives the affordability of acquiring or building an in-state resource. Without
securitization, the affordability of different options will change, and Kentucky Power will need
to explore which alternatives are best for KY customers considering its financial situation and
customer impacts.

Do you have any other information that you would like for us to consider in connection with
your request for securitization? If so, what information?

We appreciate the Committee’s thoughtful attention and consideration of our proposal. As we
indicated in the hearing and above, Kentucky Power is actively working to make generation
decisions that are in the best interest of our customers and in alignment with the
Commonwealth’s expressed desire for the Kentucky utilities to own in-state generation. Time is
of the essence. Failure to pass securitization legislation is likely to result in higher costs to the
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Commonwealth’s most vulnerable customers. Through this plan, Kentucky Power is eager to
make a significant investment in in-state generating capacity in the Commonwealth. This plan,
however, cannot come to fruition without legislative action on securitization that allows us to
invest while also limiting customer rate impacts and maintaining Kentucky Power’s credit
quality and balance sheet.
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