
STITES HARBISON PLLC 

ATTORNEYS 

September 11,2013 Mark R. Overstreet 
(502) 209-1219 
(502) 223-4387 FAX 
moverstreet@stites.com 

HAND D E L I V E R E D 

Jeff R. Derouen 
Executive Director 
Public Service Commission 
211 Sower Boulevard 
P.O. Box 615 
Frankfort, K Y 40602-0615 

R E : Case No. 2013-00197 

Dear Mr. Derouen: 

Enclosed please find and accept for filing the original and ten copies of the following: 

(a) Kentucky Power's Response to Staf fs Second Set o f Data Requests; and 

(b) Kentucky Power's Response to Kentucky Industrial Uti l i ty Customers, Inc. Initial 

Also being filed is an original and ten copies of the Company's motion for confidential 
treatment of the identified portions o f Attachment 1 to its response to Commission Staff Data 
Request 2-42, and Attachments 1 and 2 to its response to KIUC Data request 1-15. 

A copy of this letter, the responses, and the motion are being served by overnight 
delivery on counsel o f record. 

Data Requests. 

Veiyi | ruly yours. 

I 

Mark R. Overstreet 

MRO 

cc: Michael L. Kurtz 
Jennifer B. Hans 
Don C.A. Parker 



COMMONWEALTH OF K E N T U C K Y 

B E F O R E THE 

PUBLIC S E R V I C E COMMISSION OF K E N T U C K Y 

I N T H E M A T T E R OF: 

A P P L I C A T I O N OF K E N T U C K Y P O W E R C O M P A N Y ) 

F O R A D J U S T M E N T OF E L E C T R I C RATES ) CASE NO. 2013-00197 

K E N T U C K Y P O W E R C O M P A N Y RESPONSE T O 
C O M M I S S I O N STAFF'S SECOND SET OF D A T A REQUESTS 

September 11,2013 



V E R I F I C A T I O N 

Dr. Wil l iam E. Avera being duly sworn deposes and says he is the President o f FINCAP, 
Inc., and that he has personal knowledge o f the matters set forth in the forgoing data 
requests and the information contained therein is true and correct to the best o f his 
information, knowledge, and belief. 

Dr. Wil l iam E. Avera 

STATE OF TEXAS ) 
) CASE NO. 2013-00197 

COUNTY OF H A Y S ) 

Subscribed and sworn to before me, a Notary Public in and before said County 
and State, by. Dr. Wil l iam E. Avera this j / j day o f September 2013. 

Notary Public j 

|RI><r}3 Notary Pub/ic. i I X 
i^S'"f<^ State of-Texas I I ' 
' -^ ' " ' i^ tLi^TI"- Exp-06-17-141' M y Gemnlission Expires: 



V E R I F I C A T I O N 

The undersigned, Jeffrey B. Bartsch, being duly sworn, deposes and says he is the 
Director, Tax Accounting and Regulatory Services for American Electric Power Service 
Corporation and that he has personal knowledge o f the matters set forth in the forgoing 
responses for which he is identified as the witness and the information contained therein 
is true and correct to the best o f his information, knowledge and belief 

STATE OF OHIO 

County of F R A N K L I N 

) 

) Case No. 2013-00197 

) 

Subscribed and sworn to before me, a Notary Public in and before said County 
and State, by Jeffrey B. Bartsch, this the day o f September, 2013. 

Notary Public 

PAULINE A LUTZ 

fiil^OTARY PUBLIC-OHIO 

5 MY COMM. EXP. 9-12-16 



V E R I F I C A T I O N 

The undersigned, Douglas R. Buck, being duly sworn, deposes and says he is Senior 

Regulatory Consultant for American Electric Power Service Corporation and that he has 

personal knowledge of the matters set forth in the forgoing responses and the information 
contained therein is true and correct to the best of his information, knowledge and belief 

z:.^^ -^yf^-C ' ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ . 
Douglas R. B d ^ 

STATE OF OHIO ) 

) Case No. 2013-00197 
County of F R A N K L I N ) 

Subscribed and sworn to before me, a Notary Public in and before said County 
and State, by Douglas R. Buck, this the o t ^ ^ a y of August, 2013. 

Isfotary Public 

M y Commission Expires: jJ^fjhJh -'^ (^/(r^ 

ELLEN A. MCANINCH 
NOTARY PUBLIC 
STATE OF OHIO 

Recorded In 
Franklin County 

My Comm. Exp. 5/11/16 



V E R I F I C A T I O N 

The undersigned, Andrew R. Carlin, being duly sworn, deposes and says he is the 
Director, Compensation and Executive Benefits for American Electric Power Service 
Corporation and that he has personal knowledge o f the matters set forth in the forgoing 
responses for which he is identified as the witness and the information contained therein 
is true and correct to the best of his information, knowledge and belief 

Andrew R. Carlin 

STATE OF OHIO ) 

) Case No. 2013-00197 
County o f F R A N K L I N ) 

Subscribed and sworn to before m e ^ N o t a r y Public in and before said County 
and State, by Andrew R. Carlin, this the f y ^ ' - day o f September, 201' 

Notary Pu! 

Terry Jo Snnith 
Notary Public-State of Ohio 

My Commission Expires 
February 27, 2017 

M y Commission Expires: 



V E R I F I C A T I O N 

The undersigned, David A . Davis, being duly sworn, deposes and says he is the Manager, 
Property Accounting Policy and Research that he has personal knowledge of the matters 
set forth in the forgoing responses for which he is identified as the witness contained 
therein is true and correct to the best of his information, knowledge and belief 

David A . Davis 

STATE OF OHIO ) 
) Case No. 2013-00197 

County of F R A N K L I N ) 

Subscribed and sworn to before me. a Notary Public in and before said County 
and State, by David A. Davis, this the k^' day of September, 2013. 

Notary Public 

M y Commission Expires: !'J-m,4<, 



V E R I F I C A T I O N 

The undersigned, Hugh E. McCoy, being duly sworn, deposes and says he is the Director, 
Accounting Policy and Research for American Electric Power Service Corporation and 
that he has personal knowledge o f the matters set forth set forth in the forgoing responses 
for which he is identified as the witness and information contained therein is true and 
correct to the best o f his information, knowledge and belief 

Subscribed and sworn to before me, a Notary Public in and before said County 
and State, by Hugh E. McCoy, this the day o f September, 2013. 

STATE OF OHIO 

) Case No. 2013-00197 
County of F R A N K L I N 

Notary Public 

M y Commission Expires: itf^ti^ /% 0 / 1 



V E R I F I C A T I O N 

The undersigned, Thomas E. Mitchell , being duly sworn, deposes and says he is 
Managing Director, Regulatory Accounting Services for American Electric Power 
Service Corporation and that he has personal knowledge of the matters set forth in the 
forgoing responses and the information contained therein is true and correct to the best o f 
his information, knowledge and belief 

Subscribed and sworn to before me, a Notary Public in and before said County 
and State, by Thomas E. Mitchell, this the (^tl- day o f September, 2013. 

STATE OF OHIO ) 

) Case No. 2013-00197 

) County o f F R A N K L I N 

Notary Public 

My Commission Expires: ly^Pr jS'^, c^O/J 



V E R I F I C A T I O N 

The undersigned, Li la P. Munsey, being duly sworn, deposes and says she is ihe 
Manager, Regulatory Services for Kentucky Power, that she has personal knowledge o f 
the matters set forth in the forgoing responses for which she is the identified witness and 
that the information contained therein is true and correct to the best o f her information, 
knowledge, and belief 

Subscribed and sworn to before me, a Notary Public in and before said County 
and State, by Lila P. Munsey, this H ^ a y o f September 2013. 

C O M M O N W E A L T H OF K E N T U C K Y 

) Case No. 2013-00197 
COUNTY OF F R A N K L I N 

0 , 



V E R I F I C A T I O N 

The undersigned, Gregory G. Pauley, being duly sworn, deposes and says he is the 
President and Chief Operating Officer for Kentucky Power Company, that he has 
personal knowledge of the matters set forth in the forgoing responses for which he is the 
identified witness and that the information contained therein is true and correct to the best 
of his information, laiowledge and belief 

C O M M O N W E A L T H OF K E N T U C K Y ) 

) Case No. 2013-00197 
COUNTY OF F R A N K L I N ) 

Subscribed and sworn to before me, a Notary Public in and before said County 
and State, by Gregory G. Pauley, this the t f ^ - day o f September 2013. 

,^'otai-y P^Wlic / j 

M y Conmiission E x p i r e W J ^ y / z / ^ ^ / j . aC^ t^-Q^J^J 



V E R I F I C A T I O N 

The undersigned, Marc D. Reitter, being duly sworn, deposes and says he is the Director, 
Corporate Finance for American Electric Power Service Corporation and that he has 
personal knowledge o f the matters set forth in the forgoing responses and the information 
contained therein is true and correct to the best of his infonnation, knowledge and belief 

STATE OF OHIO ) 

) Case No. 2013-00197 
County o f F R A N K L I N ) 

Subscribed and sworn to before me a Notary Public in and before said County 
and State, by Marc D. Reitter, this the 2*{^^ day o f September, 2013. 

I JOSEPHINE CONER 
* | Notary Public, state of Ohio 

5 My Commission Expires 09-20-16 

M y Commission Expires: 



V E R I F I C A T I O N 

The undersigned, Jason M . Stegall, being duly sworn, deposes and says he is the a 
Regulatory Consultant for American Electric Power Service Corporation and that he has 
personal knowledge of the matters set forth in the forgoing response and the information 
contained therein is tme and correct to the best of his information, knowledge and belief 

Jast^n M . Stegall 

STATE OF OHIO 

County of F R A N K L I N 

) 
) Case No. 2013-00197 

) 

Subscribed and sworn to before me, a Notary Fublic in and before said County 
and State, by Jason M . Stegall, this the. 

% C t w y i LStrawser 
• 1 Notary Pubic; state of Ohio 

fcVComniWonExpifMlWM^ie 

day of September, 2013. 

Notary Publ 

My Commission Expires: L / ? I p h - f ^ h ^01 



V E R I F I C A T I O N 

The undersigned, Alex E. Vaughan, being duly sworn, deposes and says he is the 
Manager, Regulatory Pricing and Analysis that he has personal knowledge o f the matters 
set forth in the forgoing responses and the information contained therein is true and 
correct to the best o f his information, knowledge and belief 

STATE OF OHIO 

County o f F R A N K L I N 

) 
) Case No. 2013-00197 

) 

Subscribed and sworn to before me, a^otary Public in and before said County 
and State, by Alex E. Vaughan, this the day o f September, 2013. 

Notary Public ^ 

ELLEN A. MCANINCH 
$ $ - - ^ ) y J . 0 O S ^ J - ' . NOTARY PUBUC 

STATE OF OHIO 
Recorded in 

Franklin County 
My Comm. Exp. 5/11/16 

M y Commission Expires 



V E R I F I C A T I O N 

The undersigned, Ranie K. Wolinlias, being duly sworn, deposes and says he is Ihe 
Managing Director Regulatory and Finance for Kentucky Power, that he has personal 
knowledge of the matters set forth in the forgoing responses for which he is the identitied 
witness and that the information contained therein is true and correct to the best ol" his 
information, knowledge, and belief 

Ranie K. Wohnhas 

C O M M O N W E A L T H OF K E N T U C K Y ) 

) Case No. 2013-00197 
COUNTY OF F R A N K L I N ) 

Subscribed and sworn to before me, a Notary Public in and before said County 
and State, by Ranie K. Wolinlias, this the y ^ d a y of September 2013. 

M M 3 

My Commission E x p i r e s k J ^ ^ ^ / ^ J -3 .̂ ^ ^ / 7 



KPSC Case No. 2013-00197 
Commission S t a f f s Second Set of Data Requests 

Dated August 26, 2013 
Item No. 1 
Page 1 of 1 

Kentucky Power Company 

REQUEST 

Refer to page 13 o f the Direct Testimony of Wil l iam E. Avera ("Avera Testimony"). 
Provide the most current information available to update the "Current" interest rates on 
30-year Treasury bonds, triple-A rated corporate bonds, and double-A rated utility bonds 
as shown on Figure WEA-2, which is based on monthly average bond yields for the six-
month period ending February 2013. 

RESPONSE 

Please see KPSC 2-1 Attachment 1. 

W I T N E S S : Dr. Wil l iam E. Avera 



6-MONTH AVERAGE BOND YIELDS 

KPSC Case No, 2013-00197 
Commission Staffs Second Set of Data Requests 

Order Dated August 26, 2013 
Item No. 1 

Attachment 1 
Page 1 of 1 

(a) (b) (b) (a) 
Public Utility Bonds 30-Yr. 10-Yr. A A A 

BBB A AA AVG. Treas. Treas. Corp. 

Mai-. 2013 4.72% 4.20% 3.95% 4.29% 3.16% 1.96% 3.93% 
Apr. 2013 4.49% 4.00% 3.74% 4.08% 2.93% 1.76% 3.73% 
May 2013 4.65% 4.17% 3.91% 4.24% 3.11% 1.93% 3.89% 
Jun. 2013 5.08% 4.53% 4.27% 4.63% 3.40% 2.30% 4.27% 
Jul. 2013 5.21% 4.68% 4.44% 4.78% 3.61% 2.58% 4.34% 
Aug. 2013 5.28% 4.73% 4.53% 4.85% 3.76% 2.74% 4.54% 

Average 4.91% 4.39% 4.14% 4.48% 3.33% 4.12% 

(a) Moody's Investors Service. 
(b) http://www.federalreserve.gOv/reIeases/h 15/data.htm. 



KPSC Case No. 2013-00197 
Commission S t a f f s Second Set of Data Requests 

Dated August 26, 2013 
I tem No. 2 
Page 1 of 1 

Kentuclty Power Company 

REQUEST 

Refer to pages 16-17 of the Avera Testimony. State whether N V Energy should be 
excluded f rom the proxy group based on its involvement in an acquisition, as reported by 
the August 2, 2013 issue of Value Line. I f so, provide the Return on Equity ("ROE") 
analyses based on this exclusion. 

RESPONSE 

The data used in Dr. Avera's analyses predated the announcement of the merger with 
MidAmerican Energy. As a result, there is no basis to conclude that these projections 
would be distorted by the results of the subsequent merger announcement or to exclude 
N V Energy f rom the analyses contained in Dr. Avera's testimony. 

W I T N E S S : Dr. Wil l iam E. Avera 



KPSC Case No. 2013-00197 
Commission S t a f f s Second Set of Data Requests 

Dated August 26, 2013 
I tem No. 3 
Page 1 of 1 

Kentuclcy Power Company 

REQUEST 

For each utility covered by Value Line that was excluded from the proxy group, explain 
why it was not chosen. 

RESPONSE 

The foiu" criteria used to create the proxy group are detailed at page 16 of Dr. Avera's 
testimony. The companies that comprise the proxy group satisfy each of these criteria 
and are highlighted in green on Attachment 1 to KPSC 2-3. Those companies excluded 
from the proxy group are not highlighted. The metric resulting in the exclusion of a 
particular company is illustrated in red on Attachment 1 to KPSC 2-3. For example, 
CenterPoint Energy (CNP) was excluded because its S&P credit rating fell outside o f the 
BBB+, BBB, and BBB- ratings used to define the comparable risk proxy group. 

W I T N E S S : Will iam E. Avera 



VALUE LINE ELECERIC UTILITIES 

KPSC Case No. 2013-00197 
Commission Staffs Second Set of Data Requests 

Order Dated August 26, 2013 
Item No. 3 

Attachment 1 
Page 1 of 1 

(1) (2) (3) 

S&P Moody's V.iiue Line 

Credit Isssuer Safety Financial Market 

SYM Company Rating Rating Rank Strength Beta Cap 

1 A L E ALLI?rE BBB+ Baal _ 2 A 0.70 

2 LNT Alliant llncrgy A - Baal 2 A 0.70 $5,803 

3 Amerc?n Corp. B B B Baa3 3 B + / 0.80 S8,714 

-t AEP American Elec Pwr BBB Baa2 A 0.65 

5 A V A Avista Corp. B B B Baa2 2 A 0.70 SI ,731 

5 " B K H ^ Black l i i l i s Corp. BBB- Baa3 3 B t 0.80 $2,180, 

7 CNP CcntorPoint Energy A- Baa3 2 ^}^+ 0.80 S10,30! 

8 CHG CU Fnergy Group A A3 1 A 0.60 $961 . 

9 C N l . Cieco Corp. BUB Bna3 1 A 0.65 52,869 

10 •CMS _ CMS Fnergy-Corp. BBB Baa3 " B ^ 6^75 S7,615 

11 E D ConsolidiifL'tl I'dison A- Baal 1 A+ 0.60 $17,625 

12 D Dominion Resources A - l!aa2 2 B++ 0.65 S.34,880 

13 m i - D i l i Energy Co. BBBt Baal 2 B++ 0.75 ' $l'2356-

11 D U K Duke Hnergy Corp. B B B + Baa2 2 A 0.60 $50,097 

15 m x Edison IntemaKonal BBB- BaaZ 2 B « 0.7S SI5,867' 

16 CP. F.l Paso Uleciric rniB Baa2 2 l iH- 0.70 $1,512 

17 E D E Fmpirc Districf HIL'C BHB Baa2 2 n^^ 0.65 $967 

IS I- tR lintergy Corp. B B B Baa3 3 B H 0.70 SI 2388 

19 TiXC ExcJon Corp. B B B " Baal " 3" " B+r 0.80 $29,745-

20 FirstEnergy Corp. B B B , Baa3 , 3 B+ 0,7S $18,025 

21 GXP Grmt Plains Fnergy BBB Baa3 3 Bi- 0.75 S3,m 

22 t I K f l awai ian RIec. BBB- Baa2 2 0.70 Sim-. 
23 I D A IDACORF, Inc BBB Baa2 3 0.70 $2,474 

21 T E G Integrys Fnergy Group A - Baal 2 B++ 0.90 $4,761 

23 r r c r r c Ffuliiings Corp. BBB+ Baa2 2 li++ 0.75 54,630 

26 MGia-: MCJF Fnergy A A - A I 1 A 0.60 1301.32 

27 N E E N'cxfF'ra Fnergy, Inc. A- Baal 2 A 0.70 S34,I54 

28 N U Northeast Utilities A- Baa2 2 B + + 0.70 $13,877 

24 NWE Northwestern Corp. BBB Baal 3 B+ 0.70 1592.73 

31) . W E " K V Fnergy, Inc. " " - • ; | B B - 7 - ' . Bal 3" B f $4,849 

31 OGE OGF Fnergy Corp. Baal 2 A ' 0.75 $7,026 

32 o r t u Otter l a i lCorp . B B B - A3 3 Bt 0.90 106733 

33 P O . M Pepco I loldings BBB+ Baa3 3 B 0.75 $.5,027 

31 PCG PCj&E Corp. ^ B a a l 3 Bt 050^ • 

35 P N V V Pinnacle West Capital 'BBB+ " " Baa2 1 A 0.70 $6,603 

36 P N M PNM Resources BBI! Bal 3 B 0.95 $1,833 

37 •I'OR Portland General Elec BBB Baa l 2^' B4H 0.75 $2,434 

38 I ' H . PPL Corp. BBB Baa3 3 B^^ 0.65 $18,628 

3') PEC; PubSv Fnterprise Grp BBUt B,ia2 1 A 6.75 $17,528 

>-io SCO SCAN A Corp. BBB+' Baa 3 ' 2 ^ B t f 0.65 " " "56,985 

tl SRlv Sempra Fjwrgy BBBi- Baal 2 A 0.80 $20,191 

32 s o Soutliern Company A Baal 1 A 0..55 $40,299 

13 TECO Knergy BBB+ BaaZ 2 B+i- O S $.1,078 

-li on. . OIL Holdings BBB Baa 3 , 2 0.70 $2,097 

45 UNS UNS Fnergy BB+ B a l 3 B+ 0.70 $2,071 

16 v v c Veclren Corp. A- A3 2 A 0.70 $2,962 

47 WR Wester Energy B B i r ; J " Baa2 ' 2 B+l- 0.70 " •ii4,241i 

IS VVl-C VViscon.'sin Fnergy A - ' A3 1 A 0.60 $9,892 

49 XHL XVel Fnergy, Inc. A - Baal 2 B++ 0.60 $14,912 

Comments 

Acquisition by Fortis 

Sale of transmission assets to ITC Holdings 

Purchase of transmission assets from Enfergy 

(1) Corporate credit rating from www.standardandpoors.com (retrieved May L I , 2UI3). 

(2) I ong-term rating from www.moodys.com (retrieved May 14, 2013) 

(3) Tlie Value Line Investment Survey (Mar. 22, May 3, & May 2-1, 2013). 

Criteria 

1 Pay common dividends 

2 S&P Credii Rating of "BBB-" to "BDB+" 

3 Safety Rank of "2" or "3" 

4 Financial Strength Rating of "B+'' or higher 

5 Market capitalization of SL6 billion or greater 



KPSC Case No. 2013-00197 
Commission S t a f f s Second Set of Data Requests 

Dated August 26, 2013 
I tem No. 4 
Page 1 of 3 

Kentuclcy Power Company 

REQUEST 

Refer to page 42 o f the Avera Testimony. 

a. Explain why a historical risk premium was not calculated as an additional element of 
the Empirical Capital Asset Pricing Model ("ECAPM") analysis. 

b. State whether companies wi t l i negative growth rates and excessive growth rates were 
excluded f rom the Discounted Cash Flow ("DCF") analysis. I f not, explain why. 

c. Explain why Earnings Per Share ("EPS") growth projections were not talcen from 
Value Line, which provided the dividend yields. 

d. Explain the need for a size adjustment, given that American Electric Power ("AEP"), 
Kentucky Power's parent company, is sufficiently large as to require a negative size 
adjustment, as shown on Exhibit WEA-6. 

RESPONSE 

a. Dr. Avera did not rely on an historical equity risk risk premium in applying the 
ECAPM or CAPM approaches. While investors undoubtedly consider historical 
information as one facet in their evaluation of ftiture expectations, the cost of capital 
is a forward-looking concept. Because the CAPM is focused solely on the 
perceptions o f today's capital market investors, it should not be applied using 
historical rates of return. Moreover, the CAPM cost of common equity estimate is 
calibrated f rom investors' required risk premium between Treasury bonds and 
common stocks. In response to heightened uncertainties, investors have repeatedly 
sought a safe haven in U.S. government bonds and the Federal Reserve has continued 
to employ various policy measures in order to effect a reduction in long-term 
borrowing costs. These policy measures and the "fl ight to safety" have pushed 
Treasury yields significantly belov/ historical levels. This distortion not only impacts 
the absolute level of the CAPM cost o f equity estimate, but it affects estimated risk 
premiums. Meanwhile, backward-looking approaches incorrectly assume that 
investors' assessment of the required risk premium between Treasury bonds and 
common stocks is constant, and equal to some historical average. At no time in 
recent history has the fallacy o f this assumption been demonstrated more concretely. 



KPSC Case No. 2013-00197 
Commission S t a f f s Second Set of Data Requests 

Dated August 26, 2013 
Item No. 4 
Page 2 of 3 

The growth rates used to apply the DCF model to estimate the cost o f equity for the 
390 dividend paying companies in the S&P 500 reflect the published values from the 
Institutional Brokers Estimate System (IBES). This recognizes the far greater breadth 
of expectations for the market group versus a narrowly focused proxy group of 
utilities. Eliminating negative growth rates would increase the market return by 10 
basis points. Screening upper-end cost of equity estimates for the market as a whole 
is complicated due to the wide range of investment risks represented by the individual 
companies. Based on the 17.7% upper-end screen used by FERC and the average 
beta for the electric utility industry of 0.71, this would imply an upper-end threshold 
for the mai-ket rate of return under the CAPM of 19.3%. [ (17.7% - 3.3%) / 0.71]. 
Consistent with the disparities between the individual firms in the market group, beta 
values also vary considerably. Based on the 1.85 beta assigned to Bank of America 
for example, this would imply an upper-end threshold for a firm in the market group 
of 32.9%. [ 3.3% + 1.85*(19.3% - 3.3%) ] . Eliminating companies with negative 
growth rates as well as cost o f equity estimates above 32.9% v/ould result in a market 
rate of return o f 12.4%. Of course, this would tend to be understated because lov>'-end 
estimates that do not materially exceed corresponding yields on long-term bonds 
should also be eliminated. Considering the fact that many firms in the market as a 
v/hole have ratings that fall below investment grade, this implies a far higher low-end 
cut o f f for illogical results. 

Dr. Avera relied on the consensus EPS growth projections from IBES because this 
source is widely referenced in the financial literature in applying a forward-looking 
DCF approach to estimate the mai'ket cost o f equity. See, e.g., Robert S. Harris and 
Felicia C. Marston, "The Market Risk Premimn: Expectational Estimates Using 
Analysts' Forecasts," Journal of Applied Finance (2001). A copy of this article is 
attached as KPSC 2-4 Attachment 1. 



KPSC Case No. 2013-00197 
Commission S t a f f s Second Set of Data Requests 

Dated August 26, 2013 
I tem No. 4 
Page 3 of 3 

d. The size adjustment required to implement the ECAPM and CAPM approaches is not 
designed to account for tlie relative size of AEP versus other firms in the proxy group. 
Rather, it is necessary to address the findings of empirical research published in the 
financial literature, which demonstrate that the beta risk measure does not fully 
capture the relafionship between a firm's relative size and investors' required return. 
The size adjustment modifies the ECAPM and CAPM results in order to account for 
this increment of retimi related to firm size that is not captured by beta, and which 
can be positive or negative. In the case o f larger firms, such as AEP, the adjustment 
has the effect of lowering the indicated ECAPM and CAPM results. The sole 
purpose of the adjustment is to produced cost of equity estimates that better reflect the 
true values required by investors. 

WITNESS: Wil l iam E. Avera 



KPSC Case No. 2013-00197 
Commission Staffs Second Sel of Data Requests 

Order Dated August 26, 2013 

Item No. 4 part c 

Attachment 1 
Page 1 of 11 

The Market Risk Premium: 
Expectational Estimates U s i n g 

Analysts' Forecasts 

Robert S. Harris and Felicia C. Marston 

{'v/;/i^ L'\p!'Chinoihil lialii Ironi fhuiin-iid ana!y\ts. wv csliiiuac n niarkcl rhk prcatiifin fnr I S v/f,rAv. 

i sing fhe Si^P 5(10 ; n pi'0\y for ihi' markvi rnn-ifnlht. the iiVi'ruf^c nuirkcl i i\k prvnisiun i\ fumni lo he 

~. I - / " i i iihttx c yields SIU ioiVLi-teriii l/S ernnnn/ ly.'mls tivcr the/wi iotl l'lS2.l9''k^ 'I his ii\k prem iu at 

Viiries liver lime: nmeh uf tills etiriaiio/i eaii he expiuineii hi' eilher liie lei el ofiniei es/ riites ar reaJilv 

ai'iiiliihle /(iru iirchiiMfkiiii^ preixies Jar risk. The iniirkei risk premiiiiu uppe.irs t<i muve inrerseir iriili 

^overuineiu inleresl rules siiejiesiim; ihtii reipiired relurns (in suieks are mere .^tidde limn inleres'i 

rules themselves. I.IFJ: IS si. GI2J 

^ T I K - notion o f a markel rihk premium (llie .spread 

lielweeii investor required relurns on safe and average 

risk assets) has long pla\ed a cenlral role in llnanec, Il 

is a key factor in asset allocation decision.-, to determine 

the por t fo l io ni i . \ o f debt and eq i i i t j ' instruments. 

Morei)\er, the market risk premium plays a crilieal role 

in ihe Capital ,-\sscl Pricing Model (CM' .Vl) . the mosl 

widely used means of eslimating e t ] u i l \ hurdle rates by 

praciilioners. In recent years. Ihe practical significtmee 

o f estimating such a markel premium has incre;ised as 

firms, financial analysts, and investors employ financial 

f rameworks to analyze corporate and investmenl 

performance , f o r instance, the increased use ol" 

I 'conomie Value , ' \dde i i ( f ' V . . \ ' ) lo assess corporate 

performance has pro\ ided a new impetus Ibr eslimaling 

capital cosls. 

The mo.st prevalent approach to eslimating Ihe markel 

risk premium relies on some average ol"lhe hislorical 

spread between returns on stocks and bonds.^ This 

Kcfbiit! S. l i i i r i ! ^ Is [lie r'. Sicw.iU Slit-pp,'!J l'!nk-,ss(!f iH* BuMilc-.s 

, \ dna i j i> l r , !S i i i i i l-chci.*! ( ' M a i s i f i i ] is .in •\s>oci.!!e Proic-^sor 
, i t r n u c r s i l > ..|' \ i r i i i n ra , ( I i i i i ! i - a e < n l ' i : . \ , \ 21'M(e 

MK- i u r l h n i s UrHtk f n k Hciu-.ul .ni ..mens i\\oii\ ixstexser. a iu i 
HCranKif p a r l a ' ! j i , H l I s ru ihc thnxcrs i l ; . r-l \ ' n s . ! n H . i . IIIL' 
I .MOM.'r%iH of { . ' nD i i ecOc iH ; u u i .si l i i c s f ( \e.i ^.immvul^. 

l l u i i i k N I . i n.ir . l i-n S|Hiii<iirN. I \ \ . Ihc W j l k c l I :>mll> I i i m l . 
.ma M w h a u ^ A s . ; , ' i i.slcs I \ M ri.ippuo ok J 'r^ ic-;c.ir , .ai e,i..l t u 
I H I A i i u l , , r Mippl;, 111;: l i . i i j . 

choice has some appealing characterislics bul is 

subject lo many arbitrary assumptions such as ihe 

rele\ain period for taking an a\erage. Compounding 

the dilTiculty o f using historical returns is the well 

noted fact thai standard models of consumer choice 

would predict much lower spreads belween equity and 

debl returns than have occurred in US markets- the 

so called equity risk premium ptr-'zle (see Welch, 2(100 

ami Siegel and Thaler. I '-V-1T). In addition, theory calls 

for a forward-looking risk premium lhat could well 

change o\ er lime. 

This paper lakes an aliernale approach by using 

expectational dala lo estimate the market risk premium. 

The approach has two major a thanlages for 

p rae l i l ione i s ('"irsi. it provides an independent 

estimate thai can be compared lo hislorical averages. 

.At a mi i i i i i i i i in . this can help in uiulerstanding likely 

ranges for risk premia. Second, expcctalioiial dala allow 

investigation of changes in risk premia over lime. Such 

lime variations in risk premia serve as important signals 

from investors that should affeel a host o f financial 

decisions, fh i s paper provides new tests o f vvhelhcr 

changes in risk premia over time aie linked to Ibivvard-

lookiiig measures ofri.sk. Speeifieallv. ue look ni the 

H r u n e K ISuk- ;. innr is . i m ! Ilpuyiiis i [ ' )9S! pais hic ^uncs 
s.'^KL'ni.c '.Hi In t th i cMh. i i i i . . j . - h u - . : .mA p r . u t i u o n c r iHctl'.tsdh 
l o l I •.liiH.iSU!^; c.-iprUil .i:...A\ \s k " , l , i n i L n ! le Ihc ni . irki-l lor 
C.-.1 riC i . i p i i i i l c,hm,iR'<. IW'.>lM-ii AsM.u.iic^ | | i , " i : - : i piihlLslas 
:i . . . I 1.1 I i p i L i I i . i i i . m c i 1-1 • 
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HARRIS & MARSTON—THE MARKET RISK PREMIUM 

iclanonsliip belween ihe risk premium and lour l u -

iiiih- measures of risk: ilie spread benveen v iclds on 

corporate and t!0\crnnienl hond.s, consumer senlimeni 

abotn fuii ire economic conditions, the average level 

o f d i spers ion across analvsts as ihev forecast 

corporate earnings, and llie implied volatili ty on the 

S&P500 lnde\ derived from options dala 

Section 1 provides background on the estimalion of 

erpiity required leturns and a br ie f discussion o f 

current practice in estimating the market risk premium. 

In Seciion 11, models and data are discussed, kollovv ing 

a comparison ol ' ihe resulls lo historical returns in 

Seciion 111. we examine the lime-series eharacleristics 

olThe Cbti inaied market premium in Seciion IV. Finally, 

conclusions are offered in Section V. 

I. Background 

The notion o f a "market" required rate o f return is a 

convenienl and widely used conslruct. Such a rale | / .) 

is ihe minimum level o f e.xpecled reiurn necessary to 

compensate investors for hearing the average risk of 

equity invesimenls and receiving dollars in the fiiuire 

rather l h a n in the present. In general, k w i l l depend on 

relurns available on alternative invesimenls (e.g., 

blinds). To isolate the effects ol" risk, i l is useful lo 

vvork in lernis o f a markel risk premium ( l y l , dellnetl as 

r,') • A ;, (1 ) 

where ; ' required return for a ?ero risk inveslment. 

Lacking a superior alternalive. investigators often 

use averages id" historical realization.s to esliniaie a 

markel risk premium. Bruner. Fades. 1 larris. and l liggins 

( 1 ')yx) provide recent.survey resulls on best practices 

bv corporations and financial advisors. While alinosi 

all respondenis used some average o f past data in 

eslimating a market risk premium, a wide range of 

approaches emerged. '"While mosl of our 27 sample 

companies afjpear lo use a 60 >• year historical period 

to esliinuie returns, one cited a window of less than 

len years, two eiled windows of about len years, one 

began av eraging with 1960. and anoiher with 1952 data" 

!p- 221. Some used arithmetic av erages, tind some used 

geometi ic , l itis historical approach requires the 

assumptions lhat past realizations are a good surrogale 

for future expeclations and. as typically applied, that 

the risk premium is csinsiant over lime. C'iirleton and 

Lakonishok ( I ''S.s) demonstrate empirically some of the 

problems wiih suchTiisiorical premia when they are 

disaggregaied for diffei-enl time periods or groups of 

llrms, Siegel ( 1 c i t e s addilional problems o f using 

hislorical rciums and argue.-, that equity premium 

esiimate'. from pasl data arc likely tins high. As Bruner 

7 

ei al. (1998) pomi oul. lew respoiulents cited use of 

expectalional dala to sup|ileniem or replace historical 

relurns in eslimating ihc markel premium 

Survey evidence also shows substanlial variation 

in empirical esliinales. When resptmdenls gave a 

precise estimate of the markel premium, they cited 

figures from . l " ' i i lo over 7°n I Bruner ei al.. 1998). A 

quote from a survey respondent highlights the range 

in practice. " In 199.). we polled various investment 

banks and academic studies on the issue as to the 

appropriate i-aie and got anywhere beivvcen 2 and H'l'o, 

but mosl were between 6% and 7.4",)," (Bruner et al.. 

199,S). An informal sampling ol" current praclice also 

reveals large differences in assumptions about nn 

appropriate market premium. For inslance. in a 1999 

app l i e a t i on o f FV,.\ analysis , Oo ldman Sachs 

Investment Research specifies a markel risk premium 

of- .T; , , from 1994-1997 and 3S% from 1998-1999E for 

the S&F Industrials" (Goldman Sachs. 1999), At the 

same lime, an Apr i l 1999 phone call lo Stern Stewart 

revealed lhat their own application o f EV.A typically 

employed a market risk premium of6"M. In its application 

ofthe C.Al 'M. Ibbotson .Associates {199S) uses a markel 

risk premium of 7.K'"'o. Not surprisingly, academies do not 

agree on the ri,sk premium eilher. Welch (2000) surveyed 

leading llnancial econornisls al major universilics. For a 

.lO-year horizon, he found a mean risk premium of 7.1% 

hut a range from 1.5"k to 1 >". ii w ilh an inlerquarlile range 

of 2.4% (based on 226 responses). 

To prov ide addilional insight on estimates of the 

market p r e m i u m , we use p u b l i c l y ava i lab le 

expectal ional data. This expectational approach 

employs the div idend growth niodcl (hereafter referred 

to as the discounted cash How (DCF) model) in which 

a conscn.sus measure of financial analysts- forecasts 

(FAF) o f earnings is U;.ed as a pro.vy for investor 

expecialions, Farlier vvork has used FAF in DCF models' 

but generally has covered a span o f onlv a few years 

due lo dala availability, 

II. Models and Data 

The simplest and mosl commonly used version of 

the DCF model is employed lo estimate shareholders' 

rctpiired rale td'return, k. as shown in F.qualion (2): 

S.-c \ l a l k i c l ( [ " H : ; ! . H r i i : ! i . , ! n . V i i i M . n . ami .Shi.mi.' ( i ' ) S ^ i . 

i l . i n r ; ( l ' ) S M .nu l ^ ^ a ^ 1 ^ . o i J M i r s u i n i\')'>l\. I h c 1,H'I 

ap[! rn , ic l i wnh . tnaiysl .s ' t n r c i a s b luis iu'co usc i l I r c i j n e n l l v in 

r e t a i l . i m r v s c u i n c s P ^ h n i s f i i Vs'^iicialcs i | y ' ) K ) use a va r i . i ru 

o f ihc [)('r intiLlcl u i l i i riir%^.iuklfH!l,in;i g v n u l l i rale?.; j l i sucvcr , 

l l i c y ti ) i l i i - ^ aN i -^cpaialc [ c c i i n i i p i c arul no! .is p a r i la (he 

t ' A I ' M I r.; i h c i i f \ P - ' l CHlua.ac;:, l i lcv Use hi>h!riL\U averar-cs 

f n r i t ic iH.u k c l r;sk p t i . n' Htr, 
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where IJ,^ - dividend per share expected to be received 

at time one. = current price per share (time 0). and g 

" expected growth rate in dividends per share.' A 

primary d i f f icuhy in using the DCF model is obtaining 

an estimate o f g, since i l should ref lect markel 

expcctalion.s o f future performance. This paper uses 

published F.-\F of long-run growth in earnings as a 

pro.xy for «. Equation (2) can be applied for an 

individual stock or any portfolio o f companies. We 

focus primarily on its applicaiion to estimate a markel 

premium as proxied by the S&P500. 

FAF comes f rom IBES Inc. The mean value o f 

individual analysis" forecasls of five-year growth rate 

in EPS is used as the estimate o(g in the DCF model. 

The llv c-year horizon is ihe longest horizon over which 

such forecasts are available from IBES and often is the 

longest horizon used by analysis. IBES requesls 

"normalized" live-year grovvili rates from analysts in 

order lo remove short-term disioriions that might stem 

frotn using an unusually high or low earnings year as 

a base. Cirowth rates are available on a monthly basis. 

Dividend and olher firm-specinc information come 

from COMPUST.AT. D^ is eslimaled as the current 

indicated annual dividend lime.s ( / i^s;). Interest rales 

(bolh government and corporate) are f|-om Federal 

Reserve Bulletins and Moody's Boiul Rcconl. Exhibil 1 

describes key variables used in the study. Data are 

used for ail stocks m ihe SlaiidanI ami Pour''; 500 

slock (SctPSOO) index followed by IBES. Since Five-

year grovvlh rates;trc Urst available from IBBS beginning 

in 19,S2, the analysi.s covers the perioi! from .lanuary 

1982-December l')9S. 

The approach used is generally Ihe same approach 

as used in Flarris and Marston (1992). F"or eaeh month, 

( l i i f ineihod.s lollmv Miirri-s { P^H6) aiul l l a j r f s and M.ir.sinn 
(I'iM?) vUici di.';cu-ss earhcr rej;earch and the approach cinpkyvcd 

here, includiai: eonipari.sons af single versus imillistaue grovvih 

nnnlcls. ,Si!icc ,ihn!ysts' forecast yravvUi in earnings per ;̂ hare. 

ihea prajeciioii.s slsould incdrporaie liic aiuicipalcU elleels o f 

share rcpfircli.ase programs. Dividends per share uottkl graw at 
ihc .same rale as f PS as liint: as eonipanies nuinage a ennssant 
ratii! id'dividends lo eajnings on a p^̂ r shnre basis Pased nn 
S&P50IJ Imuies iscc the Standard and Ponr\s vvehsite l"or their 
procedtircs}, lite rtttio td DPS tu LPS vvtis .SI dtnang llie pcrnul 
l';S>:'..Si) and .52 fi ir the period IO<)i)-')S l a m d i i i L l l l l i l ) 
discnsses Simte tssncs i t siiare iepiireha.ses ticslroy the 

eqsiivalenee nt I-PS and DPS growth rates fheoreiictihy. / is a 

nsk-lrcc rtite. tliongh its empirical proxy is onh a "'ieast risk" 
aitcrn.uivc thtti is slsei I siihjcct to risk. For ytstancc. Asne.ss 
12(111111 shows lhat over the l ' )4 f i - l 'WS pcii iul . hoiitl .olat i l i ty 
on monlSily rcali/cnl rclnrnst h.ss tln.rcascd relative to slnck 
v.datilily, w h i i d i wmiUi be consistcnl u i t i i ,i drtip in tiie etjtnty 
in . i fkc! picnonni 

JOURNALOFAPPLIEDFINANCE - 2001 

a markel required rale of reiurn is calculated using 

each dividend-paying slock in ihe S&P500 index for 

which data are available. .As addilional screens for 

reliability o f data, in a given month we eliminate a firm 

i f there are fewer lhan three analysis" forecasts or i f 

ihe standard deviation around (he mean forecasl 

exceeds 20"i). Combined, these two screens eliminate 

fewer than 20 stocks a monlh. Later we repori on the 

sensitivity o f t h e results to various screens. The DCF 

model in Equation (2) is applied to eaeh stock and the 

results weighted by market value o f equity lo pn)duce 

the markel-required return, "fhe risk premium is 

constructed by sub l rac l ing the interest rate on 
government bonds. 

We weighted 199X resulls by year-end 1997 markel 

values since the monthly data on markel value did not 

extend through this period. Since dala on nrm-specifie 

dividend yields were not available for the last four 

months o f 1998 at the time o f this study, Ihe markel 

dividend yield for Ihese months was estimated using 
the dividend yield reported in the Wall Sireei .lownal 

scaled by the average ratio o f this f igure to ihe 

dividend yield for our sample as calculated in the first 
eight monlhs of 1998, Adjustments were then made 

using growth rates from IBES to calculate the market 
required return. We also cstinuiied results using an 

average dividend yield for ihe month that employed 

the average o f t h e price al the end o f t h e current and 

prior monlhs. These average dividend yield measures 

led to similar regression eoefficienis as those reported 

later in the paper. 

For short-term horizons (quarterly and annual), pasl 
research (Brown, 1993) finds that on average analysts' 

forecas ls are ove r ly o p t i m i s t i c compared to 

realizations. However, recenl research on quarterly 
hor izons ( B r o w n . 1997) suggests that analysts ' 

forecasts for S&PSOO firms do not have an optimistic 

bias for the period 199,3-1996. There is very little 

research on the properl ies o f f ive-year g rowth 

forecasts, as opposed lo shorler horizon predictions. 

Boebel (1991) and Boebel. Harris, and Gullekin (1993) 

examine possible bias in analysts" live-year growth 

rates. These studies find evidence ofopt imism in IBES 

growth forecasts. In the most thorough study lo date. 
Bkiehcl (1991) reports lhat this bias seems to be gelling 

smaller over lime. I l l s forecasl data do not extend into 
the 1990s. 

Analys ts ' opl imism, i f any, is not necessarily a 

problem I'or the analysis in this paper. I f investors share 
analysts" views, our procedures w i l l s t i l l y i e ld 

unbiased estimtitcs o f required returns and risk premia. 

In l ighl o f ihe possible bias, however, we interpret the 
esiimaies as "upper bounds" for the markel premium. 

This study also uses four veiy different sources lo 
create i-x niiiv measures of equity risk at the markel 
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H A R R I S & M A R S T O N — T H E M A R K E T R I S K P R E M I U M 9 

E x h i b i t 1 . Var iab le D e f i n i t i o n s 

A ~ f\ |uiE} required ia!e re i i i i i i . 

~ Priee per slKire 

/ L ™ l:\pecled dividend per sli.ire jne.tsiired as euiaeni indic.aied anmi.d 

dividend l ium COMPUST.AT midliplied by ( I + 

- -Averaiic tin.inciai .inalysw' foreeasl ed five'Vcar itrcnvdi uae in eaniinys 

per sh.uv (Ironi I B PS;. 

; - Wciil [11 maluiity op Iniig-Ierni CS goscrnmenl oliliaautnis (suuree; 

federal Reserve. lO vear etnrsEan! niauiiMy seriesr 

rp - Hipiilv risk pfomiinn c.iietdaled as rp = A -

tiSPRE.-XD spi e.id belvv eon yieUis on corpcuaae .nul govemnienl bonds. BSPREAD ™ 

yield lo mauirity on iong-Eerni eorpuraie builds {Mimdy 's averaac across hond raliag caiegoiiesj 

ininns t, 

CO.N - .Moiithly consumer coniiilence iiidcA repoEled hy die Cnnlereaee Boarvl 

(divided liy 101)1, 

DISP = Dispersion okanaivsis' f ifccasts al ihe markel level 

V O L ~ Volaiili t)- Hif die S-rP.SlH) index as implied bv u|ilions tiala. 

level. '1 he firsl proxy conies from ihe bond maikel ami 

is calculated as ihe spread beivvcen corporaie and 

government bond yields (BSPRE.AD). The rationale is 

that increases in this spread s ignal i nves to r s ' 

perceptions ofincreascd riskiness of corporate activity 

that would be translated to both debt and equity 

ovuiers. The second meastire. CON. is the consumer 

conndence index reporlcd by the Conference Board al 

the end o f t h e month. While the reporlcd index lends 

to be around 100. we rescale CON as the actual index 

divided by 100, We also examined use of CON as o f 

the end o f the prior month; however, in regression 

analysis, this lagged measure generally was not 

statistically signillcant in explaining the level of Ihe 

markel risk premium. ' The third measure, DISP. 

measures Ihe dispersion o f analysts' forecasts. Such 

analyst disagreemeni should be posilivcly relaled lo 

perceived risk since higher levels o f uncertainly would 

l i k e l y generate a wider d i s t r ibu t ion o f eatiiings 

forecasts for a given l l rm. DISP is calculated as the 

average of In'm-specific standard deviations for each 

stock in ihe S&P500 covered by IBES. The firm-specinc 

s landard dev i a t i on is ca lcula ted based on the 

dispersion of indiv idiial analysts' grovvlh forecasts 

'"vVc esamiiied ca o oilier i>ra>\ies lor C onsumer C onl'fdence. 

The k onl'erenec Board'.s L'nnsnnier lixpeclalion-S Index yielded 
essenlially die same resulls as those reported The l.aiiversitv 
.ik XlichiLtan's r rnisnnier Sentiment ihiiiee.s tended to î e less 

signit ' ic. tnti) l inked to ilic market risk prcnunir. tluuieti 
coelheicnts vvere slid neaative 

around the mean of ind iv id in i l forecasls for lhal 

company in thai month. DISP also was eslimatetl using 

a value-weighted measure of analysl disjjersion for 

the firms in our sample. The resulls reported use ihe 

equally weighted version but similar patterns were 

obtained wiih both constructions.'' Our final measure. 

V O L . is the implied volatility on the S&P.500 index .As 

of the beginning of Ihe month, a dividend-adjusted 

Black Scholes Formula is used to estimate Ihe implied 

volati l i ty in the S&P500 index oplion contracl. which 

expires on the third Friday of the month. The call 

premium, exercise price, and llie level o f ihe S&P500 

index are taken from llie ll'ull S/rcc/ Jnurnal. and 

ireasury yields come from the Federal Reser\e. 

Dividend yield comes from DRl . The option contract 

lhat is closest to being al ihe money is used. 

III. Estimates of the Market Premium 

Exhibit 2 reports both requiretl returns and risk 

premia by year (averages o f monthly data), d'he 

estimated risk premia are posilive. eonsistenl with 

equity ovvnei's demanding addilional rewartis over and 

above relurns on debt secur i l ics . The avcrtigc 

e.xpeetatiotial risk prc in iu i i i (1982 lo I99K) over 

l or lite reyressioiis reported in ( x l i i b l l 6. the vahie-

weigh ted dispers ion nle.isure aetil . i l lv exh ih i l ed uloie 
cxpianate'rv p.>vver. l or reeressHms usini! the l'rais~\Vin>ien 
Hicthod tsee toidmde ?i. liie eoctlteieiil on DISP w.is mo 

•.lunioeant in 1 o f ihe 4 e .ses. 
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E x h i b i t 2 . B o n d M a r k e t Y i e l d s , E q u i t y R e q u i r e d R e t u r n , a n d Equ i ty R i sk P r e m i u m , 1982-1998 

Value.-; :ire average.-; o f miimhiy ligure.s in pcrconl. / is ilie \ i e l d lo mauiriiv on long-lerin gmeinmeii l hi aids. /, is ihe rt-ijuireil reuim 

oiiilieSetP.iuOesiin);Ued.isavaliievveigliled.iVL-r,i<ieiisiiig;u!iscoumedcasli How modelwi l l i ai);il> sis" grins il l forcc.isls. I lie iisk 

p remium r:> ' k i. l l i e average ol 'analys is" urovvili forceasLs is e Dlv vichi is c \pce led d iv iden i l per sluiie div ided 

by price [jer sliare. 

Year Div. Yield 9 k / rp = k 

1983 6 K<) 1 1 7 "> 19,62 12.76 6,Sh 

1 ').S."! .s 24 12,60 1 ?,,H() 1 1 . 1 ,H 6.67 

1 ys4 ,a ,S.S 12.02 17,57 !2,39 54 H 

1 ')S.S d.97 1 1.43 16,42 10.79 5 63 

1980 4,08 1 1,(15 15,13 7.80 7 ,14 

19S7 . v i a 1 M i l 14.65 S.5K 6.(17 

I9HS 4,27 1 I.IMl 15.27 K.96 6 31 

19.S9 ,L9,-=; 1 1 OH 15.113 8,45 6,58 

199(1 4.0.1 1 1.69 13.72 H.ol 7,1 1 

1991 ,Lh4 1 1.99 15,63 S 14 7,5(1 

1992 3.,15 12 13 15.47 7,67 7,KI 

199,1 3.15 1 1 63 14.78 6,60 K.IS 

19M4 3.19 1 1 47 14,66 7.37 7,29 

I99.S 3,(M 11,51 I4..S5 6,.SK 7,07 

199(1 2,60 1 1 .Is9 14.49 6.711 7.7'i 

1997 2.IK 12.6(1 14.78 6.60 8 17 

1 998 U l l 12.95 i i 2 5 52iS 93 , ; 

3,X() 1 LSI 15.67 H.53 7.14 

govemmenl bonds is 7.143,i. slightly higher lhan ihe 

6.47"'b average for 1 982 to 1991 reporleil by 1 larris and 

Marslon (1992). For comparison purposes. l,-2vhibil 3 

contains historical returns and risk premia. The average 

expectalional risk premium reitortcd in Rxhibil 2 is 

approximately equal to ihc arithmetic (7.5'f.'i) long-term 

differential between returns on stocks and long-term 

government bonds." 

Iiilei'cslingl>, lur Ihe i Ss:!-1')">(. pei ie,d llie .iriihraelie spread 
bcoveen large cnmpaiiv siueks aiul Iniiu-lerm gio cm meiil 
bunds was H i l l y .1,3'',, per vear. Ihe downward Irend in inleresl 
rales residU'd in aeeraiic annual leluois o! 14 IS. un loim-
lerni uovcrninenl Imiuf-. civei ihis hoi i / n n . Some ie LI 
Ibbnison. 1 '1M7| .iryae lliai onh the income oiol lo la l l rcuiin 
•n bonds should he sidiiracled in ia!cnlali im l^^k preini.c 

Fxhibit 2 shtnvs ihe estimated risk premium changes 

over t ime, suggesting changes in the market ' s 

perception ol'ihe inci-enienlal risk of investing in equity 

rather lhan debt securilics. Scanning the lasl column 

o f Itxhibit 2. the risk preniium is higher in the 1990s 

lhan earlier and especially so in laic 1997 and 1998. 

Our DCF resulls provide no c\ idcncc lo support the 

noiioti o f a declining risk premimn in the 1990s as a 

driver o f t h e strong run up in equity prices. 

•A striking i"ealure in Fxhibil 2 is the relaliv e slabilitv 

ol" ihc esiimaies o f As Af t e r dropping (along with 

interest raies) in the earl)- and mid-1980s, ihe ;ivcragc 

annual value ofA- has remained vv iihin a 75 basis point 

range around 15'iii for over a decade. Moieover, (his 

s l a b i l i i y arises despite some var iab i l i ty i i i ihc 
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E x h i b i t 3. Ave rage H i s t o r i c a l Re tu rns on B o n d s , S t o c k s , B i l l s , and I n f l a t i o n in the US, 1926-1998 

Historical Return Realizations Geometric Mean Arithmetic Itean 

f i ' i i i u i i i i Slivk ih i icc Coiii|!an>) I I 2'I \}2'.} 

L c n g scnn (-r.i\coin'cril B L ' I K K .S .I 7 

faniMin P.ills ,S I H 

hlilauoii fciic 

•.• . iKi .ao, Inc . I-I'l'/ SI,:,. I,. !:,,r, I. II:!!'. ,ir, I hul,lU'ni. 

i i n d c r l y i n L ' Jiv utcml \ i c l d a n d grow ih C i n i i p o n c n L s of 

/. as l ixh ib i l 2 illu.slralcs. The resulls suggcsl lhal k is 

i i H o e suihle than ao\ern i i ie i i l inleresl rales. Sucli 

rehuive siahiliiy of A' iranslales into parallel changes 

in ihe markel risk premium. In a subsetiuein section. 

\sv examine tt heiher changes in our market risk premium 

estimates appear linked lo inleresl rate conditions and 

a number ofproxies for risk. 

We explorerl the sensiliviiy o f i h e results l o our 

screening procedures in selecting coin|ianies. 'I'hc 

reporteti resulls screen out all non-di\ idend paying 

stocks on I h e premise lhat use o f lite IX'V model is 

inappropriale in such cases. Tlic dividend screen 

eliminates an average of .S.S companies p e r monlh. In a 

given monlh. we also screen out firms vvilh fewer lhan 

three analvsls" forecasts, or i f the slaiidaril deviation 

aroimd i h c mean forecasl exceeds 20",,. When the 

analysis is repealed without any o f t h e three screens, 

llie average risk premium o v e r Ihe sample period 

increased by only 40 basis points, from 7.14" „ to 7.54"... 

Ihe beta o f t h e sample firms also w a s eslimaled a n d 

the sample average w a s o n e . suggesting thai the 

screens do not syslemalieally remove low or high-risk 

firms. (Specilicallv, using llrms in t h e screened sample 

as o f December IM')? (the l a s l dale for which we had 

CRSP return riala). w e used ordinaiy least sipiares 

regressions lo estimale beta lor each siock using the 

prior 00 monlhs of d a l a and the tVRSP reiurn (SPRTRN) 

as the market index. The value-vveighled average ofthe 

individual betas w a s 1.00,) 

The results reported here use llrms in the Sc'iPSOO as 

reported by CO.MPUSf.AT in September 109S, This 

could create a survivorship bias, especially in the earlier 

months of the sample. We compared our currenl resulls 

to I b o s c oblaiiicd in Harris and Marston ( l 'W2) for 

w h i c h there was i l a l a lo update the Set 1'500 

civrnposilion each monlh. For t h e overlapping pcruid. 

.lanuary 1 082-Ma; 1401. ihe iwo procedures yield ihe 

same average markel risk premium. 6.47",,. ' fh i s 

siiggesis lhal ihe firms departing from or entering the 

SctP^OO index do so for a number of reasons w i i h no 

disccrnablc clTecl on I h e overall eslimaled Si ' iP500 

iiuirkel risk premium. 

IV. Changes in the Market Risk 
Premium Over Time 

With changes in the economy and lltianeial markets, 

cciiiity invesimems may be perceived lo change in risk. 

For inslance. i m estor sentiment about future business 

condilimis likely alTecis altiludes about the riskiness 

o f equity investments compared to investments in the 

bond markets. Moreover, since bonds are r isky 

invesimems ihemselves. equity risk premia (relative 

to bonds) couhl change due to changes in perceived 

riskiness of bonds, evHi i fequities diJplayeil no shifts 

in risk. 

In earlier work cov cring the I 'M2-1001 period, i lams 

and .Marston (1002) reported regression results 

indicaiiug lhat the markei pi-emium decreased with ihe 

level ol"governmeiil interest rales and increased with 

the -spread between corporate and government bond 

yields ( B S P R F A D ) . ' f h i s bond y ie ld spread was 

interpreted as a lime series proxy for equity risk. In 

this paper, wc introduce ihrce addil ional o.v tiiiii-

measures of risk shown in FIxhibit 1: CON. DISK and 

VOL. fhe three measures come from ihrce iiidcpendcni 

sets ol"data ami arc supplied by differem agcnls in the 

economy (consumers, equity analysts, and investors 

(via option and share price data)). Fxhibit 4 provides 

summary daLi on all four of these risk measures. 

Fxhibi l 5 replicates and updates earlier analysis by 

Harris and Mai'ston ( l ' ) y 2 ) , ' H ie results confirm the 

earlier patierns. For the entire sample period. Panel .A 

shows thtil risk premia are negatively relaled to inleresl 

rales. This negative relationship is also true I'or bolh 

"OLS rcgre>s>..n> «it l i level, , . l v.lilables cenerii lv sluwvetl 

severe -l l l l . icuirel j t i i . i i . As a lesull. ne iise.l liic I'rai-.-Wiiislcii 
luelliiul inn levels , i f variahlesi and als.i 1)1 S rearess^.m.. , , n 

llrst .Idleieaces , , | vaoahlcs s „ K e l»,ih n i c l i i . u l i yielded s n i . i l . i . 

tcsuils ami liic i.suct h . i d rune ^l.thlc ccei I icients .icros-

specilicaliims. vvc reporl imlv i h e results nsina llrst dU'lcrcm-Cs 
lests nsine nmbin-Watsmi stalisiic^ tram reiirv'ssinns n, 

I vhibils S and (, d„ ,„„ .lecepl the iiypallics,. ., | ,mi,.cor,elaled 

eirurs .lest-* at 0 1 > i e m h e . i i K C levef êe -Sdin^l.ai. I'lSa) 

We .ds,. cslim.ncd the rn,l dillcicnce mcdcl v v n h . n i i .111 iiiiencpt 
ami iibi.iincd eslmiaies aiincst iilemical m lliose repelled 
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1 2 J O U R N A L O F APPLIED F I N A N C E — 2001 

E x h i b i t 4. D e s c r i p t i v e S t a t i s t i c s on Ex Ante R i s k M e a s u r e s 

Lmrie-. are b.ised on ninnihly ilaia, B.SPRI-.AD is ilie spread beiuccn yields an long-ienn eorpoiaie and uincranieni bonds, t O N 

is Ilic consumer cniiUdcnce index. OISP measures the dispersion iil"analj sis' I'm ecasts oreamiiigs gtmvih. VOL is the volai i l i iv on 

lite .S&P.SOO index implied by options d.ila, \'anables arc expres.scil in decimal lomt. l eg . . I3'"'i. ' .12). 

ITSPRLAD 

C O N 

DLSP 

V O L 

nSPHP.AD 

C O N 

DISP 

V O L 

ILSPRii.AD 

C O N 

DISP 

V O L 

M e a n 

. u i ; i 

.'J.slU 

.0.1-1 u 

. I .W'l 

IVIean 

-.00001 

00,10 

,000(12 

-,0008 

J'iuu'l L yaiuii'!e\ itiv Mnnlhlv Lvis-ls 

Standard Deviation Minimum 

.004(1 .0070 

.2242 .47.1 

.0070 ()2H.5 

.0697 l)76,s 

I'liiifl n. \'iiiiiihlt'.s (lie Mimllily (7iim.i;i'f 

Standard Deviation Minimum 

.0011 -.0014 

.0-549 -,2.100 

.0024 -.OKiO 

.0-592 --2156 

I'liiii-I C. Ciiiri'lalii'ii Ciiflfirii'iti.', jhr hhtnlhlv Cluinges 

CON DISP BSPREAD 

1,00 

. I 6 * ' 

054 

- .16^-

LOO 

.ll()5 

-.(10 

.054 

.065 

LOO 

.1)27 

Maximum 

,0254 

I..1S2 

-0687 

-6(1K5 

Maximum 

.0016 

-2170 

,0L54 

.4081 

VOL 

-.09 

.027 

I -00 

'*S i i jn i l i ean l ly diO'erenl I'rmn /ern al Ihe li-S level 
^Signirieanily dllTereiit Iratii ,tcrn at the .111 level. 

the 1980s and 1990s as displayed in Panels H and C-

1-or the cnlire 1982 lo 1998 period, the addition of the 

yield spread risk proxy to the regressions lowers the 

magnitude o l ' i h e coclTicienl im government bond 

yields, as can be seen by comparing F.c|ualions 11) and 

(2) o f Panel .-\. Furthermore, ihe coefficient of the yielil 

spreiid (0.488) m itself s ignif icantly positive. This 

pallern suggests that a reduction in the risk differential 

between inveslmcii l in gov ernmeni bomis and in 

corporate bonds is iranslaled inlo a lower eipi i iy 

market risk premium. 

In major respects, (he results in Fxhibit 5 piirallel 

earlier findings. The market risk premiiiin chimgcsovcr 

time titid appears inversely related lo government 

inleresl rales but is positively rehiied to the bond yield 

sprciid. which proxies ft^i the incremental risk o f 

investing in equities as opposed to government bonds. 

One striking feature is the large negative coefficients 

on government bond yiekls. Fhe coeflicients indicate 

I h e equity risk premium declines by over 70 basis 

points for a 100 basis point increase in government 

interest rales.'* This inverse relationship suggests 

' i l i e l-ivhibit 5 ciielTieient.s ui! / are siynitteantly diOerem 
ttmm - 1 . (i smeucsttiyu lhat equity letpiired reliirn.s du respviitd 
to interest raie ehanite-c llovvcver. ihe large neaaticc 
coeOlcieni.-- imply only minor adjsistmcms cd' required relurns 
to interest rate chansie.s since lite risk iirettiiuni declines, in 
earlier wotk ( l la i r is and Marston. PrM2) Ihe cueOicient uas 
sigudie-iniK nceaticc bul itLil as larLte in absolute value. In ihat 
carlici work, vvc reporictl resulls usiim the I'rais-Winstcn 
Cstimatc-rs. When ue use ih.il estimation leehrnt|ne .nul recieaie 
the second tecrcssion in iiviiibit 5, Ute coenic-ient for / is -.SS-I f/ 

I .L25) lot ihc enure s-unple period I>)K2-I>)OS 
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E x h i b i t 5. C h a n g e s in t h e Marke t E q u i t y R i s k P r e m i u m Over T i m e 

l i i e e-;hibil repuris reeressiuii Hieilicieiils (/-uiliKS). RcLiression esiimaies u.se all v.iriables expressed as monllily elianKcs in 

eiirreei lor auiiiciinelalion. The dependent v.iriable is the markel eLjuitj risk premium fur the S&P.KIO index, B S I ' R F , . A D ~ I S the 

spread beiHe'en yields 011 long-tenn ciiiporale and goxeninieni bonds. The yield 1 0 niaiitrily mi lonu-ierm iiovcrnmeni bonds is 

dciioletl as 1 For purposes o f t h e regression, variables aie cspresscd in decimal form. (e.g.. \2"„ - .12). 

Time P e r i o d Intercept / BSPREAD 

A. / ' ; « - ; y < ; v -,0002 

(-1.4')l 
-.86') 

(-1(1..-14) 

..•i7 

. 0002 

t 1,11) 

- . 7 4 9 

l - l l,.17) 

,4 8 8 

(2 9 4 ) 

, 5 9 

«. l9Slh - OOO.a 

(-1 f i 2 i 

-.887 

(-1(1 .97) 

• (1004 

(-1.24) 

-,7.s9 

(-7.42) 

..slW 

(1 9 9 ) 

87 

C. IWDi -.001)0 

(-0,09) 
- , S 4 1 ) 

I - I . T 7 K ) 
.M 

-OOOO 

iO.OI 1 ( - 9 . 8 . S ) 

..147 

(1.76) 

,6.5 

E x h i b i t 6. Changes In the Market Equ i ty Risk P r e m i u m Over T i m e a n d Se lec ted Measures o f Risk 

The exhibit teporis regression cocfncie i i l s ( ;- \al l ies) . Regression esiimaies use all variables expressed as moi i ih ly changes 

1 0 correct for a t ikic i i r rc la t ion. The dependenl variable is the market ei |ui iy risk preniium for the S&1'5()() index. B S P R F A D 

is the spread between yields on long-term corporate and goveriinicnt bonds. The y ie ld tu maturi ty on long-term gov crnmem 

bonds is denuted as /. C O N is the eonsiinier connilencc index. D18P meiisitrcs the dispersion o f analysts" forectsis ol" 

eaniiiigs growth. V O L is die vo la i i l i t y on the SctPSOO index impl ied by opiums dala. For purposes o f the rcgressiott. 

varkihles are expressed in decimal f o r m . ( e g , . I2"<i--- .12) 

Time Period 

.-I , /y,s2-;yvi,\' 

I I I 

Intercept 

ll.l,KX)2 

(,97) 

BSPREAD CON 

41.014 

!-,\,Sl)) 

DISP VOL Adj. Ff 

O.O.s 

-0.(KH)l 

(-.96) 

0 .717 

(-1 L.11) 

().45.« 

(2.76) 

-0(X)7 

( - 2 . 4 X ) 

0.60 

0I)(X)2 

I 7 9 ) 

0.224 

(3..18) 
0.02 

(1 ) -0.(KK)l 

( - .93) 

-0.733 

•11.39) 
0 4 3 3 

(2.691 
4).(X)7 

(-2.77) 

O.IS.s 

(3.13) 
0.62 

ll:\4iiv im-l'/J-H i5i ( i m t ) .0,,H|S 0.420 -0,1103 0.37S O.fi.S 

(-06) I - I L 2 I ) (2.32) (-2 231 (1.77) 

n i l (XWOl 0 0 1 1 (11)5 

'•"'-'I (2.S9) 

i 7 i O.CHKK) -O.KII 0.326 -(UKIS 0372 (),(,K)ti OaoO 

602) (-11.32) (1.9.11 (-232) 1.1.77) i2,fi6) 
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much grcaicr siability in ci]uity icquircd returns lhan 

is often assiuned. f o r inslance. standanl applicaiion 

of the C.APM suggests a one-io-onc change in equih' 

relurns and gox'ernmeni l^ond > iclds. 

H.shibil fi inlroduees three additional proxies for risk 

and explores whether these var iables , e i ther 

individualiv or colleclix cly. are correlaled vviih llie 

nutrkel premium. .Since the estiniatcs of iinpited v olatilily 

start in Nfay 14X6. the exhibil shows i-csulls for both 

the entire sample period aiul Ibr the period during w hich 

we can introduce all varitibles. fn le rcd individually 

each o f t h e three vtirtables is sigmficanlly linked lo 

the risk premium wi th ihe coef f ie ien l having the 

expected sign. For instance, in regression j l ) llie 

cocf l lc ie i i l on CON' is, -.014. which is signincanlly 

different from /ersi (l -' -.LSO). The negativ e coefficient 

signals lhat higher consuttier conlidence is linked lo a 

lowei maikel premium. d1ie posilive coeflicients on 

V O L and DISP indicate the equity risk premium 

increases vvilh bolh market volati l i ly ami disagreement 

among analysis. The elTecls ofthe three variables appear 

largely tinaffecled by adding other varitibles. For 

instance, in regression (4) the cocrncients on CON ;ind 

DLSP both remain significant and are similar in magniuide 

to the eoefficienis in single variable regressions." 

Lven i l l the presence o f ihe new risk variables, 

Fxhibil 6 shows lhal the markel risk premium is affected 

hy interest rate condi t ions , f he large negalive 

coefncienl on government bond rales implies large 

reductions in the equity premium as inleresl rales rise. 

One feature ol'our dala may contribute to the observed 

negative relationship between the nutrkel risk premium 

and the level of inleresl rales. Specifically, i f analysis 

are slow lo report updates in Iheir growth forecasls. 

changes in the eslimaled A would noi adjust fiilly w ith 

changes in the inleresl rate even ilTlie iriie risk preniium 

were coitslanl. To address ihe impact o f "slickiness" 

in ihc meastircmenl o f Ax we formed "quarter ly" 

measures of the risk premium thai irctil A as an average 

over the quarter. Specifically, vve lake the value o f A at 

the end o f a quarter and subtract from i l ihe average 

value o f / for the months ending when A is measured. 

For instance, lo form the risk premium Ibr March lOOS. 

••iUsili/cd eqiutv returns .ire dilflenN in prerirei out tU stintple 
l.-ice ( i , i ; . i l niul We-Ieh. i ' f ) ' ) ) I lyr .,ppr,..„.l, i l i l lereni in 
tital w c It'uk .a evpcei.ititin.t! risk prenii.i wliieli aie nmeh 
more si.thlc. f u r inslanec. uhen ue cstmtale I ' c e r e s M i m 
c . eitieients tusinu the -.peefne.uimt sluivn m reetession " nt 
I v lobi t II) and .ipplv ihetn iiut ni ,.,nnpie ue ^do.iin 
••predfettnns'' nt evpeeiation.il i n k [vrcnila ih. i i .lie 

sirmilleantiv more aecui.de ibeiter ih.ni the , i j l leveli l lu i i .1 

no elt.iltge foreeast. V\e u.se a •"roMmy reeic-.ston - ;i|ijuoaeh 
tisinu ilata tha-oneh Deeember idO| n, get coelikaenls io predict 
the ri.sk prendnnt in I.innarv ioos. ^y ,̂ tepeat liie procedure 
rnov iim luruatd a nioniit ,0 'd .iropping the oirK.st tnonilt ol 
d. ii.i iVmii ibc rccrcssicin. Deiaih. arc avaddde ir,.m the inthoic 

JOURNAL OF APPLIED FINANCE - - 2001 

the avenige v alue o f / for ,lanuary, Februarv. and March 

IS siiblisieted from ihe March v aluc of Ax 4 his approach 

assumes thai, in Mtircli . A still reHecls values iifg lhal 

have not been updated from the prior two months, 

fhe quarterly measui'c o f risk premium then is paired 

with the average values o f llic oilier varitibles for Ihe 

quarter. For instance, the iMarch 190,S "quarterly" risk 

premium vvmild be paired wi th aveiaged values o f 

BSPRF.AI) over ihe January ihroiigh Match period. To 

avoid overlapping observations for ihe independent 

variables, we use only ev cry third tnomh (March, .luiie. 

Seplembei". December) in the sample. 

.As reported in Exhibil 7. sensiliviiy analysis using 

" tptar ter ly" observations suggests lhal delays in 

iipdaling may be responsible for a portion, but not a l l . 

o f t h e observed negative relationship belween the 

markel premium and inleresl rates. For example, when 

quarlcrl j observations are used, the coeffieienl on 1 in 

regression (2) o f Fxhibil 7 is -.527. w e l l below the earlier 

estimates bul sl i l l significantly negalive.'" 

.As an addilional lest, movements in the bond risk 

premium (BSPRF.AD) are examined. Since BSPRF.AD is 

ctinslrucied directly from bond yield data, it docs not 

have ihe poleiuial for reporting lags that mav affeel 

analysis" growth forecasls. Regression .1 in L'xhihit 7 

shows BSPRF/\D is negatively linkeil to government 

i'ates and signiUcamly so." While ihe equity premium 

need not move in the same pattern as the corporate 

bond preniium. the negalive coefncienl on BSPRF.VD 

suggests lhat our earlier results are not due solely to 

•"slickincss" in nieasurements ol"markel required reuinis. 

"Fhe resulls in I fxl i ib i t 7 suggest thai the inverse 

relationship between inleresl rales and the maikel risk 

premium may not be as pronounced as suggested in 

earlier exhibits. S l i l l . Ihere appears 1 0 be a significant 

negalive link between the equity risk premium and 

government interest ixi ics . 'Fhe tpiarterly resulls in 

Fxhibit 7 would suggest aboiil a 50 basis point change 

in risk preniium for each 100 basis point ntovemenl in 

inlei 'Csl rales. 

Overall , the ev tinic cstimalos o f Ihe markel risk 

preniium arc signincantly linked to cx uiiic proxies for 

risk. Such a link suggests lhal investors modify their 

required relurns in response lo perceived changes in 

ihe env ironment, fhe findings prov irle some comfort 

lhal OUI' risk ptemium esiimaies arc capturing. ;it least 

• ' S c n s i l i v i t v a n a l v c i , iS.r i h c ids^- lo . sd a n d l>mi|- |0SS 

s n h p e i i o d s v ic l j s results similar I n l l iose r c p o o e d . 

• We lli.ink b o h t o n r o y Ujr s u e g e s l i n e Use i d H M ' i ! l - . \ l ) , 

Reyression 1 m Lxhihdl " t t f i p c a r s t o h.tve a m o c o r r e [ a t e d 
e r to i s : the f)urbin-\Vatson li)V\ I . .hnistie reieels ihe hvpol l ies i s 
o l no a u t o c o r r e l a t i o n . I louevc t . in snbpeiioLl . m a i v s i s , lite 
I)\V s i . u i s t i e tor i l i e I ' b l l l . o s p e r o u l is c o n s i s t e n t u i l h no 

. u i t o c a i e i . i l i o n .inrl die coc l ' t i c ien t n / is cssenindh- tile s.Hue 
I - j a . .,s !lsi ,1 - . ret^c-rtcd m l \ i l i ! - i l " 
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E x h i b i t 7. R e g r e s s i o n s U s i n g A l t e r n a t e M e a s u r e s o f R i sk P remia t o A n a l y z e Po ten t i a l E f f e c t s o f 
R e p o r t i n g Lags in A n a l y s t s ' Fo recas t s 

The exhi'nil rcptirw regression eoefficienis (r-v allies). Regression esiimaies use all variables expressed as chances Oiionlhl) 

or qi iar ier lv) lo correct lor aiitacorrelaiion. USPKILAD is the spread between >ields on lui i t t - lerm corpoiate and^governmem 

humls, ,p is the ris'k premium nn the S&?5m index. I he v ic ld to mat i i r i ly on lotty-lerm'governmeiit bonds is^denuled as 

/. Lor purposes o f lite regression, variables are expressed in decimal Air in . (e.g.. 12"o I 2 L 

Dependent Vanable 

(11 Lquiiy Risk Premitiin i i / i ) 

NLinihly Cbservaliiins 

I same tis Ttible V ) 

Intercept 

-.1)00.2 

l - L I I) 
- . 7 4 9 

•W.yi) 

BSPREAD 

.4HS 

( 2 .94 ) 

Adj. FT 

. . S 9 

Etiuiiy Risk Ptemiiiitr up) 

"Qttafterly" nonovcriapptng 

obscivaltutis toiiccouiil Ibr 

ktgs ia anaiysl reporting 

Corporaie Bond Spretid IB.SPRH.AD) 

.Vlonihlv OKservaiiiins 

-.01X12 

(-49) 

-.(KXll 

l - l 911) 

-..S27 

I d , IK) 

-.247 

l - l L29I 

.S.SO 

2 20) 

.()() 

il) part, u n d e r l y i n g changes in the economic 

env i ronmcm. Moreover, each o l ' ihe risk measures 

appears to contain relevant information for investors, 

Ihe market risk premium is negatively relaled lo the 

level of consumer confidence and positively linked lo 

interest rate spreads between corpora ie and 

government debl. disagreemeni among analysts in iheir 

forecasts o f earnings growth, and ihe implied volai i l i iv 

o f equity returns as revealed in options dala. 

V. Conclusions 

Shareholder required rales o f reiurn and risk premia 

should be based on theories about i n v e s l o r s ' 

expeclations for ihc future. In practice, however, risk 

premia arc typical ly estimated using averages o f 

historical relurns. This paper applies an alternate 

approach lo esl imaling risk premia lhal employs 

publicly tivailable expectational dalti. The resultant 

average market equity risk premium over gov ernmeni 

bonds is comparable in magnitude to long-term 

dirfercnces (192('> to l99,St in historical returns between 

stocks and bonds. /\s a result, our evidence does not 

resolve the equity premium pu/.zle; rather, the results 

suggest investors still expect lo receive large spreads 

lo invest in equity versus debt instrttinenls. 

There is strong evidence, however, lhal the market 

risk premium changes over l ime. Moreover, ihcsc 

changes appear linked lo ihc level o f interest rates as 

vv ell as cx i/;i/c proxies for risk drawn from inleresl rtiie 

spreads in the bvtnd markel. coiistimer confiilence in 

I'ulure economic condil ions. disagreemeni atiionu 

financial .malysis in their forecasls and the vola i i l i iv 

o f equity relurns implied by options data. The signilicant 

economic links between the market premium and a wide 

arrtiy o f risk variables suggests that the notion o f a 

constant risk premium over time is not an adequate 

explanalion of pricing in equity versus debt markets. 

These results have implications for practice. Fii-st. 

ill least on average, the estimates suggest a markel 

premium roughly comparable lo long-term historical 

spreads in relurns bctvveen slocks and bonds. Our 

coiijeciure is that, i f anything, the estimates are on the 

high side and thus esiablish an upper bound on the 

market preniium. Second, the results suggest lhat use 

o f a constant risk premium w i l l not fu l l y capture 

changes in inv estor reUini requirements. As a specific 

example, our findings indicate that common application 

o f models such as Ihe CAPM wi l l overstale changes 

in shareholder return requirements when government 

inicrcst rales change. Rather lhan a oite-l'or-onc 

change w ith interest i-ates implied by use of constant 

risk premium, the resulls indicate lhat equity required 

relurns for average risk stocks likely change by half 

(or less) o f t h e change in interest rates. However, the 

picliire is considerably more complicated as shown by 

the linkages between the risk premium and olhcr 

iiltributes o f risk, 

Cltimalely. our research does iiol resolve ihe answer 

to the quest ion " W h a l is the r igh i markel r i sk 

premiiimV'" Perhaps more important ly, our work 

suggests that the answer is Citnditional on a number 

o f features in the economy - not an absolute. Wc hope 

lhal future research wi l l harness ox iinie dala to provide 

addilional guidance to best praclice in using a markel 

premium to iiiipiove llnanckil decisions.• 
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Kentucky Power Company 

REQUEST 

Refer to the Avera exhibits containing Mr. Avera's proxy group. 

a. Provide the most current ROEs awarded by their respective regulatory agencies and 
the dates o f the awards for Mi-. Avera's proxy group, or for their electric utility 
subsidiaries i f the proxy company is a holding company. 

b. Explain why it is appropriate to include Kentucky Power's parent company, AEP, in 

the ROE analysis. 

RESPONSE 

a. Dr. Avera has not conducted, nor does he typically conduct, any independent research 
to identify the most current ROEs awarded to individual utility operating companies 
by their respective regulatory agencies. Dr. Avera's testimony addresses earned or 
expected returns, which ai-e different than awarded returns. The awarded ROE 
information is not necessary to support his analyses and conclusions. 

b. Because Kentucky Power obtains its equity capital from AEP, estimates of investors' 
required return for AEP provide one benclmiark, along with estimates for the other 
proxy companies, to evaluate a fair ROE. Because of the inherent difficulties in 
estimating the cost o f equity and the potential for measurement error, it is important 
to consider the results o f multiple methods for a group of risk-comparable utilities. 
AEP satisfies the proxy group screening criteria and is properly included in the 
analyses. 

W I T N E S S : Dr. Wil l iam E. Avera 
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Kentuclcy Power Company 

I N Q U E S T 

Provide an electronic copy of the Excel spreadsheets supporting the Avera Testimony and 
the responses to items in this request for information for which Mr. Avera is responsible, 
where appropriate, with the underlying data and formulas intact. 

RESPONSE 

Please see the Company's response to KIUC 1-1 Attachment 14. 

W I T N E S S : Dr. Wil l iam E. Avera 
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Kentuclty Power Company 

REQUEST 

Refer to the Direct Testimony of Jeffrey B. Bartsch ("Bartsch Testimony") at pages 3-4 
and Section V , Workpaper S-2, page 2. 

a. The KPSC maintenance fee shown on Hne 4 o f the worlcpaper is 045 percent. On 
June 10, 2013, the Kentucky Revenue Department provided the new assessment rate 
of 0.1785 percent for state govermiient's 2013-2014 fiscal year to the Commission. 
Provide a revised gross revenue conversion factor calculation using the new 
assessment rate. 

b. Explain why income tax rates for Illinois and Michigan are included in calculating 

the gross revenue conversion factor. 

RESPONSE 

a. Please see KPSC 2-7 Attachment 1. 

b. Kentucky Power files state income tax retmiis in Illinois and Michigan as a result o f 
off-system sales in these states. As a result o f the nexus or business presence in 
these states, KPCo must pay income tax on each dollar of taxable income earned on 
an apportioned basis. The apportionment of taxable income betv/een all o f the states 
in which KPCo has a presence has the impact of reducing the statutory Kentucky 
income tax rate of 6% to an overall effective state income tax rate of 5.3947%. In 
addition, KPCo customers shai-e in the benefits of the off-system sales and these 
other state income taxes are a minor cost of entering into these off-system sale 
transactions. 

WITNESS: Jeflxey B Bartsch 
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Computation of Gross Revenue Conversion Factor 

Percentage of 
Incremental 

Tax Rates Gross Revenues 

1 Operating Revenues 100.0000% 

2 Less: Uncollectible Accounts Expense 0.2500% 

3 Less: KPSCMaintenanceFee 0.1785% 

4 Income Before Income Taxes 99.5715% 

5 Less: State Income Taxes (Line 4 x State Tax Rate) 5.3947% 5.3716% 

6 Income Before Federal Income Taxes 94.1999% 

Less: Federal Income Taxes (Line 6 X Federal Tax Rate) 35.00% 32.9700% 

"B Operating Income Percentage 61.2299% 

9 Gross Revenue Conversion Factor (100%/Line 8) 1.6332 
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Kentucky Power Company 

REQUEST 

Refer to the Bartsch Testimony at pages 5-6 and Section V , Workpaper S-4, pages 63 and 
65. 

a. Explain why it was determined that an adjustment to Kentucky Power's test year 
Schedule M removal cost was necessary based on the average amount from the three 
most recent tax returns. 

b. Explain why it was determined that the Mitchell plant test year Schedule M amount 
was appropriate for ratemaking purposes and did not require an adjustment based on 
a historical average. 

RESPONSE 

a. The removal cost Schedule M can vary significantly from year-to-year on the 
Federal income tax return. Since this Schedule M adjustment is treated as a flow-
thru item for Kentucky rate-maldng puiposes (i.e. no deferred income taxes are 
recorded), it can have a significant impact on the Federal income tax expense 
computation. The Company believes that a tlii-ee year average is more representative 
of what this Schedule M would be in the future when the rates set in this proceeding 
would be in effect. 

b. Unlike removal costs, the Mitchell plant depreciation Schedule M's are not as 
volatile and are ful ly normalized for Federal income tax purposes (i.e. lo l l deferred 
Federal income taxes have been recorded on the books of Ohio Power and wi l l be 
transferred to KPCo). Therefore, changing the Mitchell plant depreciation Schedule 
M's would have no impact on the Federal income tax expense computations. 

WITNESS: .leffrey B Baitsch 
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Kentucl<y Power Company 

REQUEST 

Refer to the Bartsch Testimony at pages 8-9 and Section V, Worlcpaper S-4, page 64. 

a. Explain why three years was selected as the basis for determining an average amount 
for the Section 199 Manufacturing Deduction. 

b. The three-year period shown in tlie worlcpaper ends with the 2011 tax return. Explain 
when Kentucky Power's 2012 tax return w i l l be filed. 

RESPONSE 

a. As shown on Section V, Worlcpaper S-4, page 64, the Section 199 Manufacturing 
Schedule M deduction can vary significantly f rom year-to-year on the Federal income 
tax return. In fact, this Schedule M deduction was $42,781 on a separate stand-alone 
tax return in 2011. The tln-ee year average used by the Company in this proceeding 
was $124,538. Since this Schedule M adjustment is a permanent deduction for 
Kentucky rate-making purposes (-ie- no deferred income taxes are recorded), it can 
have a significant impact on the Federal income tax expense computation. The 

Company believes that a three year average is more representative o f what this 
Schedule M would be in the future when the rates set in this proceeding would be in 
effect. 

b. The 2012 Federal Income Tax Return was fi led and accepted by the IRS on August 
13, 2013. The 2012 return is available for review at the Kentucky Power office 
located in Frankfort, Kentucky. 

WITNESS: .leffrey B. Bartsch 
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Kentucky Power Company 

REQUEST 

Refer to the Dkect Testhnony of Douglas R. Buck, pages 2-7. For each rate class 
receiving a proposed change in monthly service charges, energy charges, and demand 
charges, explain how the changes in the various charges were determined and provide 
supporting analysis. 

RESPONSE 

The cost components developed by Witness Stegall in the Class Cost of Service Study 
provided the relative amounts of revenue to be recovered from customer charges, energy 
charges and demand charges for each rate class. Once determined, the initial rates were 
then compared to the current rates to determine which price changes would need to be 
moderated to mitigate price impacts on individual bills. 

Please see K I U C 1-1 Attacliment 12 for workpapers used for the detailed development of 
each proposed rate charge. 

For this proceeding no rate design changes are being proposed, and rates were designed 
using the methods applied and approved in the previous KPCo rate case before this 
Commission, Case No. 2009-00459. 

W I T N E S S : Douglas R. Buck 
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Kentucky Power Company 

REQUEST 

Refer to the Direct Testimony of Andrew R. Carlin at pages 19-28 and pages 28-32 and 
Section V, Workpaper S-4, pages 35 and 47. 

a. Both sections o f t h e testimony, 19-28, which covers amiual incentive compensation, 
and 28-32, which covers long-term incentive compensation, reference the worlcpaper, 
pages 35 and 47. Page 35 has the adjustment for Kentucky Power while page 47 shows 
the calculation of the Mitchell plant adjustment. 

(1) Provide a breakdown of the test yeai- actual incentive plan payout for Kentucky 
Power o f $5,778,275 (page 35) which shows the amounts related to annual incentive 
compensation and long-term incentive compensation separately. 

(2) Provide a breakdown of the incentive plan payout at a 1.0 payout for Kentucky 
Power o f $3,697,125 (page 35) which shows the amounts related to annual incentive 
compensation and long-term incentive compensation separately. 

(3) Provide a breakdown of the test year actual incentive plan payout for the Mitchell 
plant o f $1,843,172 (page 47) which shows the amounts related to annual incentive 
compensation and long-term incentive compensation separately. 

(4) Provide a breakdown of the incentive plan payout at a 1.0 payout for the Mitchell 
plant of $1,085,424 (page 47) which shows the amounts related to annual incentive 
compensation and long-term incentive compensation sepai-ately. 



KPSC Case No. 2013-00197 
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Dated August 26, 2013 
Item No. 11 
Page 2 of 2 

b. Provide a further breakdown of tlie amounts provided in response to part a. of this 
request which shows, for each of the amiual incentive payout amounts, the portion 
related to each component of the annual incentive compensation plan and, foi- each of 
the long-term incentive payout amounts, the portion related to each componenl o f t h e 
long-term incentive compensation plan. 

RESPONSE 

a. For (1) - (4) see KPSC 2-11 Attacliment 1. 

b. The components and performance measures o f AEP's amiual and long-term incentive 
compensation plans are aggregated within these categories in AEP's accounting system 
and, therefore, a breakdown of these items is not available. 

W I T N E S S : Andrew R Carlin 



Kentucky Power Company 

Incentive Compensat ion Breakdown 

Test Year Twelve IVIonths Ended 3 /31 /13 

KPSC Case No. 2013-00197 
Commission Staffs Second Set of Data Requests 

Order Dated August 26, 2013 
Item No. 11 

Attachment 1 
Page 1 of 1 

Page 35 (KY) Page 47 (Mi tchel 

LTIP 1,392,424 802,913 811,694 472,231 

50% of Mi tche l l n/a n/a 405,847 236,115 

CIP 4,385,851 2,894,212 2,874,650 1,698,617 

50% of Mi tche l l n/a n/a 1,437,325 849,309 

Total 5,778,275 3,697,125 1,843,172 1,085,424 

Quest ion 1 1 a . (1) 11 a. (2) " 11 a. (3) 11 a. (4) 
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Kentuclcy Power Company 

REQUEST 

Refer to the Carlin Testimony at page 21 and Exhibit ARC-7, page 10. 

a. Explain whether an improvement in Kentucky Power's System Average Incident 
Diu-ation Index ("SAIDI") results in an increased incentive pay payout for its 
employees. 

b. Explain whether improvements in Kentucky Power's SAIDI result in an increased 
incentive pay payout for AEP Service Corporation ("AEPSC") employees. 

c. I f the Commission-approved amiual reliability spend were there to be increased by 
$10 mil l ion, explain whether Kentucky Power's SAIDI would be expected to 
improve over time. 

d. Explain whether Kentucky Power and AEPSC employees would receive increased 
incentive pay because of an improved SAIDI i f the improvement resulted from the 
Conmiission's having authorized an increase in Kentucky Power's annual reliability 
spend. 

RESPONSE 

a. Because SAIDI is a 15 percent component in Kentucky Power's annual incentive 
plan, an improvement in SAIDI generally resuhs in increased incentive payouts for 
its employees, assuming earning thresholds are achieved and all else being equal. 

b. Because Kentucky Power SAIDI was only a small component of overall AEP SAIDI 
for 2012 and because SAIDI is not a component o f incentive compensation for many 
AEPSC employees for 2013, an improvement in Kentucky Power SAIDI generally 
w i l l not result in significant increase in incentive payouts for its employees, 
assuming earning tlii-esholds are achieved and all else being equal. 
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Item No. 12 
Page 2 of 2 

c. Generally, yes, depending on weather and other factors. 

d. The increase in incentive payouts described for Kentucky Power employees 
described in response a. above would be expected to occur, assuming earning 
tluesholds are achieved and all else being equal, i f the Commission authorizes an 
increase in Kentucky Power's amiual reliability spend. Since the score for each 
performance measure is capped at 200 percent of the target score for that measure 
and S A I D I has a 15 percent weight, the maximum impact would be to increase 
incentive payout for these employees by 30 percent of their target payout. 

However, as stated in response b. above, an improvement in Kentucky Power SAIDI 
generally w i l l not resuh in significant increase in incentive payouts for AEPSC 
employees, assuming earning thresholds are achieved and all else being equal. In 
addition, since AEP's overall incentive funding is determined by other annual 
incentive measures, any increase in incentive compensation payouts for Kentucky 
Power employees would be coupled with a reduction in incentive payouts in other 
AEP incentive groups, including AEPSC employees, i f earnings thresholds are 
achieved and all else being equal. 

Furthermore, i f only the target level of incentive compensation is included in rates, 
as requested, then the expense associated with any increase in incentive 
compensation payouts above the target level would be borne by shareholders, not 

ratepayers. 

WITNESS: Ranie K Wohnhas 
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Kentucky Power Company 

REQUEST 

Refer to the Direct Testimony of David A. Davis ("Davis Testimony") at page 7. The 
testimony indicates that Kentucky Power used the Average Remaining Life Metliod for 
the individual primaiy plant accounts. Provide the rational for using that methodology. 

RESPONSE 

The Average Remaining Life Method or Remaining Life Method is a widely used 
methodology for calculating utility depreciation rates. Public utility commissions in 
Arkansas, Indiana, Michigan, Louisiana, Oklahoma, Texas, Virginia and West Virginia 
all have accepted AEP operating company depreciation rates calculated using the 
Remaining Life Method. Kentucky's currently approved depreciation rates from Case 
No. 91-066 were calculated using the Remaining Life Method. 

The Remaining Life Method recovers the original cost of the property, adjusted for net 
salvage over the remaining life of the investment. As noted by Public Uti l i tv  
Depreciation Practices published by the National Association of Regulatory Util i ty 
Commissioners, Page 65: "The desirability o f using the remaining life technique is that 
any necessary adjustments o f depreciation reserves, because of changes to the estimates 
of life or net salvage, are accrued automatically over the remaining l ife of the property." 

WITNESS: David A Davis 
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Kentucky Power Company 

REQUEST 

Refer to the Davis Testimony at page 10. Mr. Davis recommends that the Commission 
authorize Kentucky Power to adopt and apply the proposed depreciation accrual rates at 
the primary plant account level and that accumulated depreciation by primary plant 
account be established as o f the date of this order. Explain whether this approach is 
current i n use by other AEP operating companies. 

RESPONSE 

Yes, this approach is currently in use in the following other AEP operating companies: 

I . Appalachian Power Company 
I I . Indiana Michigan Power Company 
I I I . Ohio Power Company 
I V . Public Service of Oklahoma 
V. Southwestern Electric Power Company 
V I . AEP Texas Central Company 
V I I . AEP Texas North Company 

W I T N E S S : David A Davis 
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Kentuclcy Power Company 

REQUEST 

Refer to the Davis Testimony and page 5 of Exhibit D A D - 1 . Item 1 of the exhibit 
indicates that Kentucky Power chose to use the group plan for all depreciable property 
included in the report and that it had previously used the remaining-life method of 

depreciation. 

a. Explain why Kentucky Power chose to change methodologies. 

b. Identify and describe the effects that using the group plan w i l l have on the overall 
depreciation rates, compared with using the remaining life methodology. 

RESPONSE 

Kentucky Power did not change hs depreciation methodology. The remaining life 
method is still being used to calculate Kentucky Power's depreciation rates as is noted 
on page 5 of Exhibit D A D - 1 , item 2. The group plan summarized in item 1 on page 5 
of Exhibit DAD-1 notes that depreciation is accrued upon the basis of the original cost 
o f all property included in each depreciable plant account which means that all o f the 
property in each account is talcen as a group for depreciation rate calculations. The 
remaining life method was used to calculate depreciation rates for each plant account 
considering all of the property in each account as a group. 

There is no effect on depreciation rates by using the group plan. As explained in the 
Company's response to item a, above, the remaining life methodology is being used to 
calculate depreciation rates on each account where all of the property in each account 
is taken as a group (group plan). This is the same method that was previously used to 

calculate depreciation rates for Kentucky Power. 

W I T N E S S : David A Davis 
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Kentuclcy Power Company 

REQUEST 

Refer to Exhibit D A D - 1 , page 8, wherein Mr. Davis indicates that a retirement date of 
2015 is applicable for Big Sandy Units 1 and 2. 

a. Explain whether Kentucky Power has made a decision to retire both units in 2015. 

b. I f the study were to be performed based on Big Sandy Unit I's remaining in service 
beyond 2015, explain how that would affect the depreciation model runs. 

RESPONSE 

a. Kentucky Power has decided to retire Big Sandy Unit 2 in 2015 and Big Sandy Unit 1 
as a coal fired imit in 2015. 

b. I f Big Sandy Unit 1 were to remain in service beyond 2015, the Company's production 
plant service life would be extended which would decrease annual depreciation 
expense. 

WITNESS: David A Davis 
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Kentuclcy Power Company 

REQUEST 

Refer to the Direct Testimony of Hugh E. McCoy ("McCoy Testimony") at page 8 and 
Exlribit H E M - L 

a. Identify the causes of the increase in amiual pension expense from $3,245,663 in 
calendar year 2012 to $4,061,812 in calendar year 2013. 

b. Confirm that the amount shown in Exhibit HEM-1 as pension cost for the 12 months 
ended March 31, 2013 reflects the sum of nine times the average monthly amount for 
calendar year 2012 pension cost plus tliree times the average nionthly amount for 
calendar year 2013 pension cost. 

RESPONSE 

a. Pension expense in calendar year 2013 increased versus calendar year 2012 because 
of (a) increased amortization of 2008 investment losses, which are phased-in as an 
increase in pension expense over five years, with the fu l l effect first being recognized 
in 2013, (b) the decline in interest rates, and (c) the lower assumed long-term rate o f 

' return on plan investments, which reflects a more conservative allocation o f trust fund 
investments. 

b. Yes, the pension cost amount shown on Exhibit HEM-1 for the 12 months ended 
March 31, 2013 reflects nine-twelfths of calendar year 2012 cost plus three-twelfths 
of calendar yeai- 2013 cost. 

WITNESS: Hugh E McCoy 
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Kentucky Power Company 

REQUEST 

Refer to the McCoy Testmiony at pages 17-21, Exhibit HEM-4, and Section V, Schedule 
4, page 1. Exhibit HEM-4 shows a prepaid pension balance as of March 2013 of 
$26,308,055. However, Section V, Schedule 4, page 1, shows a March 31, 2013 
prepayments balance of $1,455,069 and a rate case adjustment which adds the 
$26,308,055 for an adjusted amount of $27,763,124. Clarify what the correct March 2013 
balance is for prepayments and, i f the prepaid pension amount was not included in that 
balance, explain where and how it was recorded prior to being included as a rate case 
adjustment. 

RESPONSE 

The correct amount of prepayments to be included in rate base as of March 31, 2013 is 
$27,763,124, which includes a prepaid pension asset of $26,308,055 plus other 
prepayments of $1,455,069. 

The $26,308,055 prepaid pension asset is the cumulative amount of additional cash 
contributions to the pension trust fund beyond the amount of FAS 87 pension cost. This 
additional cash investment is recorded on the Company's books in Account 1650010. 
Including this amount in rate base allows ratemaking recognition of the Company's cost 
of funds on the additional cash contributions, which benefit customers through reduced 
pension cost as a result of investment income on the additional pension funds. 

Not included in rate base is the negative $26,308,055 (a credit) recorded in Account 
1650014 as a FAS 158 mark-to-niarket adjustment, a non-cash accrual adjustment. As 
Witness McCoy discusses at the top of page 19 of his direct testimony, FAS 158 non
cash adjustments should be excluded from rate base because they have no effect on the 
Company's cash pension investment or its FAS 87 pension cost included in cost of 
service. 

W I T N E S S : Hugh E McCoy 
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Kentucky Power Company 

REQUEST 

Refer to the Dkect Testmiony of Thomas E Mitchell ("Mitchell Testimony") at page 5 
and Section V, Workpaper S-4, pages 56-59. Most o f the adjustments related to the 
planned acquisition of a 50 percent ownership interest in the Mitchell generating capacity 
include a step showing a 50 percent calculation. However, the adjustments on pages 56-
59 do not contain this step. Confirm that tlie amounts in these adjustments rellect 50 
percent and not 100 percent of the Mitchell-related costs. 

RESPONSE 

The Company confirms that the adjustments on pages 56, 57 and 59 are at 50% of the 
total Mitchell-related costs. 

However, the adjustments on page 58 of Workpaper S-4 were inadvertently computed at 
100%o of the Mitchell-related costs. Page 58 w i l l be updated to reflect the adjustments on 
the page at 50% of the Mitchell-related costs and w i l l be submitted as part of the 
supplemental response to KIUC 1 - 1 . 

W I T N E S S : Thomas E Mitchell 
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Kentucky Power Company 

REQUEST 

Refer to the Mitchell Testimony at pages 8-12. Kentucky Power proposes to recover the 
deferred costs shown on page 9 with no carrying chai-ges. However, it is proposing to 
recover the deferred Big Sandy depreciation expense and operation and maintenance 
( "O&M") expense with an 11.66 carrying charge. Explain in detail why different 
approaches are proposed for the recovery of these deferred costs. 

RESPONSE 

Because the proposed deferral of Big Sandy depreciation and O & M expense was done 
only for rate mitigation purposes, the Company deemed it appropriate to include a 
carrying charge on the deferral of Big Sandy depreciation expense and O & M expense in 
order to recover the Company's related financing costs of the deferral. In the preparation 
of this base case, the Company inadvertently did not request a carrying charge on the 
deferred costs shown in the table on page 9 of Company witness Mitchell's testimony, 
although the Company believes in general it is entitled to a carrying charge for recovery 
of deferred costs beyond one year. 

WITNESS: Thomas E. Mitchell / Ranie K. Wohnlias 
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Kentucky Power Company 

REQUEST 

Refer to the Mitchell Testimony at page 11 and Section V, Workpaper S-4, page 61 
regarding the depreciation adjustment for the Mitchell plant in service. 

a. Confirm tliat the new depreciation rates shown in column 5 of the workpaper are the 
rates being proposed for Kentucky Power in this case based on the depreciation study 
performed by Mr. David Davis and discussed in the Davis l^stimony. 

b. I f the answer to part a. o f this request is affirmative, explain why it is appropriate to 
apply these rates to Kentucky Power's investment in the Mitchell plant accounts when 
the Davis Testimony states that the new depreciation rates reflect changes in average 
service lives due in large part to "the timing of the planned refirement of the Big 

Sandy unhs." 

RESPONSE 

a. Yes. The rates used are the rates being proposed for Kentucky Power in this case 
based on the depreciation study performed by Company witness Davis. See Exhibit 
DAD-1 pages 20 and 21. 

b. As stated in Company witness Davis testimony - page 8 "Production Plant original 
cost, accumulated depreciation and terminal net salvage by plant account for Big 
Sandy and Mitchell plants (Mhchell Plant cost included at the proposed 50% 
Kentucky share) were combined in the depreciation study. The combined amounts 
were used to establish production plant depreciation rates by plant account that 
incorporate the 2015 retirement of Big Sandy Plant and fu l ly depreciate each plant 
account by Mitchell Plant's estimated 2040 retirement year." Because the rales were 
combined, it is appropriate to apply these same depreciation rates to the Kentucky's 
investment in Mitchell plant. 

W I T N E S S : David A. Davis/Gregory G. Pauley 
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Kentucky Power Company 

REQUEST 

Refer to the MitcheU Testimony at pages 11-12 and Section V, Workpaper S-4, page 66. 

a. Explain whether the Big Sandy production depreciation expense that is being 
removed f rom the test year is the expense for both units or just for Unit No. 2. 

b. Provide the calculation o f the $24,151,805 in expense shown on line 1 of the 
workpaper. 

RESPONSE 

a. Yes. The depreciation expense removed from the adjustment on Section V , 
Workpaper S-4, page 67 includes both units. 

b. The calculation o f the amount was the depreciation expense recorded for the twelve 
months ended March 31, 2013 of $20,371,302 recorded in FERC account 403 plus 
the depreciation expense adjustment o f $3,780,503 on Section V Workpaper S-4, 
page 46. This total of $24,151,805 is the total company depreciation expense that 
was included in the Company's test year ended March 31, 2013. 

W I T N E S S : Thomas E Mitchell 
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Kentucky Power Company 

REQUEST 

Refer to the Dkect Testimony of Lila P. Munsey ("Munsey Testimony") at page 17 and 

Section V , Workpaper S-4, page 1. 

a. Provide tlie amount of interest expense on customer deposits recorded by Kentucky 
Power during the test year and the account(s) in which it was recorded. 

b. The reduction in the interest rate on customer deposits to 0.18 percent took effect on 
.Tanuai-y 1, 2013, meaning the historical rate o f 6 percent was in effect for the llrst 
nine months of the test year. Explain why the proposed adjustment, based on the 
amount, o f $42,860, of interest expense on the March 31, 2013 balance of customer 
deposits, calculated at 0.18 percent, is an addition to the cost of service. 

RESPONSE 

a. The aiiiomit of interest expense on customer deposits recorded by the Company during 
the test year was $395,818.48 and was recorded in account 4310002. Because the 
interest on customer expense is a "below-the-line" expense, the Company showed the 
customer expense interest amount as an adjustment calculated at the new reduced 
rate. 

b. A n adjustment was made to include interest on customer deposits (at the new 0.18 % 
interest rate) because no customer deposit interest was included in the O & M 
expenses recorded in Schedule 7. 

W I T N E S S : Lila P. Munsey 
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Kentucky Power Company 

REQUEST 

Refer to the Munsey Testimony at page 18 and Section V, Workpaper S-4, page 2. 

a. Provide the dates of all company-performed audits/surveys of pole attaehments 
performed since calendar year 2000. 

b. Provide the date o f the next scheduled audit/survey. 

RESPONSE 

a. Please see KPSC 2-24 Attaclmient 1 for the most complete listing of pole audits and 
surveys available to the Company. 

b. KPCo is currently in its third year of a five-year cycle of conducting a system ]3ole 
audit o f its service territory. In a system pole audit the Company inventories all poles 
and attachments in an identified ai-ea. The schedule for the system pole audits is set 
forth below, with the year- the audit is scheduled to begin indicated to the left o f the 
audit area. The Company projects it w i l l complete the system pole audits identified 
below by the end o f 2015. Begimiiiig in 2016, a new five-year cycle w i l l begin. 

2011 Pike County 
2012 Floyd, ICnott, and Letcher County 
2013 Clay, Leslie, Breathht, Owsley, and Perry Counties 
2014 Lewis, Rowan, Carter, Elliott, Morgan, Magoffin, Greenup, 

and Jolmson Counties 
2015 Lawrence, Boyd, and Martin Counties 

W I T N E S S : Lila P. Munsey 



Company-Performed 
PobAitachment inventory 

Agreement 
Type OpCc Counly DistricI Agreement 

PDS 
Code 

Phor Field 
Check 
Year^ 

Year Field 
Check 

Completer 

Nexl 
Agreement 

Cycle (Year) 

Next Planned 
Inventory 

Year 

Field Check 
Completed 

(Year) 

CATV KTY PIKE PIKEVILLE Allro TV Cable 3015 1999 2007 2012 2011 

ILEC KTY MARTIN PIKEVILLE Bell South (South Contra! Bell) 3002 200S 2011 2011 2012 

ILEC KTY PIKE PIKEVILLE Bell South (South Cenlral Bell) 3002 2006 2011 2011 2012 

ILEC KTY PIKE PIKEVILLE Coalfields (Harold) 3003 2006 2011 2011 2012 

CLEC KTY PIKE PIKEVILLE East Kentucky Notvwrt! 3045 2001 2006 2011 2011 2012 

CATV KTY PIKE PIKEVILLE Inter Mountain Cable Company 3033 2002 2008 2013 2011 2012 

CATV KTY PIKE PIKEVILLE Mikrotec Cable LLC - KY NEW In 20D7 3517A new 2011 2012 

CLEC KTY PIKE PIKEVILLE Southeast Telephone {Lighlyear) 3508 nev/ 2011 2012 

CATV KTY PIKE PIKEVILLE Suddeniink Communications (Cebridge) KY 3040 2001 2008 2013 2011 2012 

CATV KTY MARTIN PIKEVILLE Suddeniink Communications (ID #^3600) KY 3024 2001 2008 2013 2011 2012 

CATV KTY PIKE PIKEVILLE Suddeniink Communications (ID #3600) KY 3024 2001 2008 2013 2011 2012 

CLEC KTY MARTIN PIKEVILLE Windstream (KDL-KY 3509) 3509A new 2011 2012 

CLEC KTY PIKE PIKEVILLE Windstroam (KDL-KY 3509) 3509A mvj 2011 2012 

ILEC KTY (vJARTIN PIKEVILLE Windstream Communicalions (Alilei) 3001 3001 2003 2011 2011 2012 

ILEC KTY PIKE PIKEVILLE Windslream Communications (Alltel) 3001 3001 2006 2011 2011 2012 

ILEC KTY FLOYD PIKEVILLE Bell South (South Central Bell) 3002 2006 2011 2012 2012 

ILEC KTY KNOTT HAZARD Bel! Soulh (South Central Beli) 3002 2006 2011 2012 2012 

ILEC KTY LETCHER HAZARD Bell South (South Central Bell) 3002 2005 2011 2012 2012 

CATV KTY FLOYD PIKEVILLE Big Sandy Broadband Inc 3017 2001 2007 2012 2012 2012 

ILEC KTY FLOYD PIKEVILLE Coalfields (Harold) 3003 20O6 2011 2012 2012 

CATV KTY FLOYD PIKEVILLE East Kentucky Nelv/oric 3045 2001 2006 2011 2012 2012 

ILEC KTY FLOYD PIKEVILLE Foothills Rural-no Foolhiils in 2012-rem 3004 2006 2011 2012 na 

CATV KTY FLOYD PIKEVILLE inter Mountain Cable Company 3033 2002 2008 2013 2012 2012 

CATV KTY KNOTT HAZARD Inter Mounlain Cable Company 3033 2002 2008 2013 2012 2012 

CATV KTY LETCHER HAZARD Mikrotec Cable LLC - KY NEW In 2007-not on 2012 DHH 3517A nevi 2012 2012 2012 

CATV KTY FLOYD PIKEVILLE Suddeniink Communlcafions (ID #3600) KY 3024 2001 2008 2013 2012 2012 

CATV KTY LETCHER HAZARD Suddeniink Communicalions (ID #3600) KY-not in Letcher 3024 2001 2003 2013 2012 2012 

ILEC KTY FLOYD PIKEVILLE Thacker-Grigsby 3007 2003 2008 2013 2012 2012 

ILEC KTY KNOTT HAZARD Thacker-Grigsby 3007 2003 2008 2013 2012 2012 

CATV KTY LETCHER HAZARD Tri-Star Communicalions Inc 3042 2001 2007 2012 2012 2012 

CATV KTY FLOYD PIKEVILLE TV Service inc. 3041 2002 2008 2013 2012 2012 

CATV KTY KNOTT HAZARD TV Service inc. 3041 2002 2008 2013 2012 2012 

CATV KTY LETCHER HAZARD TV Service Inc. 3041 2002 2008 2013 2012 2012 

CLEC KTY FLOYD PIKEVILLE Windslream (KDL-KY 3509) 3509A new 2012 2012 

ILEC KTY KNOTT HAZARD Windstream Communicalions (Alilei) 3001 3001 2006 2011 2012 2012 

ILEC KTY LETCHER HAZARD Windstream Communicalions (Alilel) 3001 3001 2006 2011 2012 2012 

CATV KTY 3REATHITT HAZARD Allro TV Cable 3015 1999 2007 2012 2013 

CATV KTY ^ERRY HAZARD Allro TV Cable 3015 1999 2007 2012 2013 

ILEC KTY BREATHITT HAZARD 3ell Soulh (Soulh Cenlral Bell) 3002 2006 2011 2013 2012 

ILEC KTY 1 MINGO =IKEV1LLE 3eil Soulh (South Central Bell) j 3002 2006 2011 2013 I 
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Prior Fieic 
Giieck 
Years 

Year FieIc 
Check 

Compieiec 
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ILEC KTY PERRY HAZARD Bell Soutir (South Central Beli) 3002 2005 2011 2013 2012 

CATV KTY LESLIE HAZARD Bowling Cable TV 3018 2001 2007 2012 2013 

CATV KTY PERRY HAZARD Community TV Inc, 3027 2001 2007 2012 2013 

CATV KTY BREATHITT HAZARD Crystal Broadband (Windjammer/TW/FV/Triax i Triax SE) CBNK new 2013 

CATV KTY LESLIE HAZARD Cryslal Broadband (Windjammer/TW/FV/Ttiax 8, Triax SE) CBNK nev/ 2013 

CATV KTY PERRY HAZARD Crystal Broadband (Windjammer/TW/FV/Triax i . Triax SE) CBNK new 2013 

CATV KTY BREATHITT HAZARD East Kentucky Network 3045 2001 2006 2011 2013 2011 

CATV KTY PERRY HAZARD East Kentucky Network 3045 2001 2005 2011 2013 2011 

CATV KTY BREATHITT HAZARD Fields Cable Company 3029 2001 2007 2012 2013 

CATV KTY PERRY HAZARD Fields Cable Company 3029 2001 2007 2012 2013 

ILEC KTY BREATHITT HAZARD Foothills Rural 3004 2003 2011 2013 2011 

CATV KTY CLAY HAZARD Gaiaxy Cable Company Inc. 3031 2001 2007 2012 2013 

CATV KTY LESLIE HAZARD Galaxy Cable Company inc. 3031 2001 2007 2012 2013 

ILEC KTY BREATHITT HAZARD Leslie County Telephone 3005 2005 2011 2013 2012 

ILEC KTY C U Y HAZARD Leslie County Telephone 3005 2006 2011 2013 2012 

ILEC KTY LESLIE HAZARD Leslie County Telephone 3005 2006 2011 2013 2012 

ILEC KTY OWSLEY HAZARD Leslie County Teiepimne 3005 2005 2011 2013 2012 

ILEC KTY PERRY HAZARD Leslie Counly Telephone 3005 2006 2011 2013 2012 

CATV KTY MINGO PIKEVILLE Suddeniink Communications (ID #3500) KY 3024 2001 200B 2013 2013 

ILEC KTY BREATHITT HAZARD Thacker-Grigsby 3007 2003 2003 2013 2013 2012 

ILEC KTY PERRY HAZA.RD Thacker-Grigsby 3007 2003 2008 2013 2013 2012 

CATV KTY PERRY HAZARD Tri-Star Communicalions inc 3042 2001 2007 2012 2013 2012 

CATV KTY BREATHITT HAZARD TV Sen/ice inc. 3041 2002 2008 2013 2013 2012 

CATV KTY LESLIE HAZARD TV Service Inc. 3041 2002 2003 2013 2013 2012 

CATV KTY PERRY HAZARD TV Service inc. 3041 2002 2008 2013 2013 2012 

CLEC KTY BREATHITT HAZARD Windslream (KDL-KY 3509) 3509A nev/ n/a 2013 2012 

CLEC KTY LESLIE HAZARD Windstream (KDL-KY 3509) 3509A new n/a 2013 2012 

CLEC KTY PERRY HAZARD Windslream (KDL-KY 3509) 3509A new n/a 2013 2012 

ILEC KTY BREATHITT HAZARD Windslream Communicalions (Alilei) 3001 3001 2006 2011 2013 2012 

ILEC KTY LESLIE HAZARD Windslream Communicalions (Alilei) 3001 3001 2005 2011 2013 2012 

ILEC KTY PERRY HAZARD Windslream Communicalions (Alilei) 3001 3001 2005 2011 2013 2012 

CATV KTY GREENUP ASHLAND Amislrong Uliiilies Inc. 3016 2001 2007 2012 2014 

CLEC KTY CARTER ASHLAND AT&T(CLEC) 3044 new 1995 2007 2012 2014 

CLEC KTY ROWAN ASHLAND AT&T (CLEC) 3044 new 1995 2007 2012 2014 

ILEC KTY JOHNSON 'IKEVILLE Bell South (South Cenlral Bell) 3002 2005 2011 2014 

ILEC KTY JIAGOFFIN =IKEVILLE 3ell Soulii (Soulh Central Beli) 3002 2006 2011 2014 

CATV KTY JOHNSON 'IKEVILLE 3ig Sandy Broadband Inc 3017 2001 2007 2012 2014 

CATV KTY MORGAN =IKEVILLE Oollins TV 3026 2001 2007 2012 2014 

ILEC KTY iLLIOTT ASHLAND -oothills Rural 3004 2005 2011 2014 

ILEC KTY 1 OHNSON 'IKEVILLE -oothiiis Rural 3004 2006 2011 2014 
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ILEC KTY MAGOFFIN PIKEVILLE Faothllls Rural 3004 2005 2011 2014 

ILEC KTY WAYNE, WV ASHLAND Foothills Rural 3004 2005 2011 2014 

CATV KTY MAGOFFIN PIKEVILLE Frank Howard TV Cable 3030 1999 2006 2011 2014 

CATV KTY MORGAN PIKEVILLE Frank HowanI TV Cable 3030 1999 2006 2011 2014 

CATV KTY JOHNSON PIKEVILLE Inter Mountain Cable Company 3033 2002 2008 2013 2014 2012 

CATV KTY MAGOFFIN PIKEVILLE inter Mountain Cable Company 3033 2002 2008 2013 2014 2012 

ILEC KTY ELLIOTT ASHLAND Mountain Rural 3006 2006 2011 2014 2012 

ILEC KTY MORGAN PIKEVILLE Mountain Rural 3006 2005 2011 2014 2012 

CATV KTY MORGAN PIKEVILLE Mountain Telecommunicallon, inc. MTKY nev/ 2014 

CATV KTY JOHNSON PIKEVILLE PSWTV Cable System 3035 2001 2007 2012 2014 

CATV KTY JOHNSON PIKEVILLE Rick Hov/anj TV Cable 3037 1999 2006 2011 2014 

CATV KTY CARTER ASHLAND Suddeniink Communications (Cebridge) KY 3040 2001 2008 2013 2014 

CATV KTY JOHNSON PIKEVILLE Suddeniink Communications (ID #36t]0) KY 3024 2001 2008 2013 2014 

CATV KTY GREENUP ASHLAND Time Warner (Centutv Ohio) 3010 2001 2005 2011 2014 

CATV KTY CARTER ASHLAND Time Warner (Fronller\'ision/Cox) 3012 2001 2006 2011 2014 

CATV KTY GREENUP ASHLAND Trme Warner (Frontiefvision/Cox) 3012 2001 2005 2011 2014 

CATV KTY WAYNE. WV ASHLAND Time Warner (Fronlienrislon/Cox) 3012 2001 2006 2011 2014 

CATV KTY CARTER ASHLAND Time Warner CFrontiervision/Simmons) 3011 2001 2005 2011 2014 

CATV KTY LEWIS HAZARD Time Wamer (Frontiervision/Simmons) 3011 2001 2006 2011 2014 2012 

CATV KTY ROWAN ASHLAND Time Warner (Frontiervision/Simmons) 3011 2001 2006 2011 2014 

CLEC KTY CARTER ASHLAND Wfindstream (KDL-KY 3509) 3509A new 2014 

CLEC KTY JOHNSON PIKEVILLE Windstream (KDL-KY 3509) 3509A nev/ 2014 

ILEC KTY CARTER ASHLAND Windstream Communications (Ailtel) 3001 3001 2006 2011 2014 

ILEC KTY ELLIOTT ASHLAND Windstream Communications (Ailtel) 3001 3001 2005 2011 2014 

ILEC KTY GREENUP ASHLAND Windslream Communications (Alilei) 3001 3001 2005 2011 2014 

ILEC KTY LEWIS HAZARD Windstream Communicalions (Aillel) 3001 3001 2006 2011 2014 2012 

ILEC KTY ROWAN ASHLAND Windslream Communications (Alitei) 3001 3001 2005 2011 2014 

ILEC KTY WAYNE, WV ASHLAND Windslream Communications (Alilei) 3001 3001 2006 2011 2014 

CLEC KTY BOYD ASHLAND Amlrak 3514 2007 2012 2015 

CATV KTY BOYD ASHLAND Amislrang Uliiilies Inc. 3018 2001 2007 2012 2015 

CLEC KTY BOYD ASHLAND AT&T (CLEC) 3044 new 1995 2007 2012 2015 

ILEC KTY J\WRENCE ftSHLAND Beil South (Soulh Cenlral Boll) 3002 2005 2011 2015 

CLEC KTY BOYD ASHLAND Fibemel LLC 3216 nev/ 2015 

ILEC KTY 3 0 Y D ASHLAND =oothills Rural 3004 2006 2011 2015 

ILEC KTY .AWRENCE ASHLAND -ootliills Rural 3004 2015 

CATV KTY 30YD ASHLAND .ycom Comm (Lav-renco S Greenlree) 3034 1999 2007 2012 2015 

CATV KTY .AViRENCE \SHLAND -ycom Comm (Lav.tence & Greenlree) 3034 1999 2007 2012 2015 

CATV KTY E JOYD / ".SHLAND Suddeniink Communications (Cebridge) KY 3040 2001 200S 2013 2015 

CATV KTY L AWRENCE / iSHLAND DUddenlinK Communicalions (Cebridge) KY 3040 2001 2003 2013 2015 

CATV KTY |L AWRENCE [ A S H L A N D uddeniink Communications ( ID #3600) KY 3024 2001 2008 2013 2015 
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CATV KTY BOYD ASHLAND Time Warner (Frontien/ision/Cox) 3012 2001 2006 2011 2015 

CATV KTY LAWRENCE ASHLAND Time Warner (Frontieryislon/Cox) 3012 2001 2006 2011 2015 

CLEC KTY BOYD ASHLAND Windstream (KDL-KY 3509) 3509A nev/ 2015 

ILEC KTY BOYD ASHLAND Windstream Communications (Alilei) 3001 3001 2003 2011 2015 

ILEC KTY LAWRENCE ASHLAND Windstream Communications (Alltel) 3001 3001 2006 2011 2015 
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Kentucky Power Company 

REQUEST 

Refer to the Munsey Testimony at page 22 and Section V, Workpaper S-4, page 9. On 
-lune 10, 2013, the Kentucky Revenue Depailment provided the new assessment rate o f 
0.1785 percent for state government's 2013-2014 fiscal year to the Commission. Provide 
a revised Workpaper S-4 based on the new assessment rate. 

RESPONSE 

Please see Attachment 1 to this response for a revised Commission maintenance 
assessment adjustment. 

WITNESS: Lila P Munsey 



KPSC Case No. 2013-00197 
Commission Staffs Second Set of Data Requests 

Order Dated August 26, 2013 
Item No. 25 

Attactiment 1 
Page 1 of 1 

Kentucky Power Company S E C T I O N V 
Annualization of Public Service Commission W O R K P A P E R S -4 

Maintenance Assessment to Reflect Assessment for P A G E 9 

PSC Fiscal Year July 1,2012- 2013 
Test Year Ended 3/31/2013 
Revised September 2013 

Line 
IMo. 

(1) 
Month 

(2) 
Year 
(3) 

Restatement of Charges 
to Reflect Monthly Costs for 
Fiscal Year 7/1/2012-2013 

(4) 

Per Books 
Actual 

(5) 

Difference 
fC4-G5) 

(6) 

1 April 2012 $102,161 $68,810 $33,351 

2 May 2012 $102,161 $68,810 $33,351 

3 June 2012 $102,161 $68,810 $33,351 

4 July 2012 $102,161 $85,849 $16,312 

5 August 2012 $102,161 $85,849 $16,312 

6 September 2012 $102,161 $85,849 $16,312 

7 October 2012 $102,161 $85,849 $16,312 

8 November 2012 $102,161 $85,849 $16,312 

9 December 2012 $102,161 $85,849 $16,312 

10 January 2013 $102,161 $85,849 $16,312 

11 February 2013 $102,161 $85,849 $16,312 

12 March 2013 $102,161 $85,849 $16,312 

13 Total $1,225,927 * $979,071 $246,861 

14 Allocation Factor -SPECIFIC 1.000 

15 Kentucky Jurisdiction Amount (Ln 13 X Ln 14) 

* Per Office ofthe Secretary Memo, dated June 10, 2013. 

$246,861 

Witness: L. P. Munsey 
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Kentuclcy Power Company 

REQUEST 

Refer to the Munsey Testimony at page 22 and Section V, Worlcpaper S-4, page 13. The 
effective date o f t h e postage rate increase was January 27, 2013, yet the increase in the 
rate is applied to the total number o f notices, letters, and bills mailed by Kentucky Power 
during the test year. Provide the number o f notices, letters, and bills mailed f rom Apri l 1, 
2012 tln-ough January 26, 2013 and a revised adjustment based on that number o f 
mailings. 

RESPONSE 

Please see Attachment 1 to this response for a revised postage rate increase adjustment. 

WITNESS: Lila P Munsey 
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Kentucky Power Company 
Adjustment for Postage Rate Increase 

Effective January 27, 2013 
Test Year Ended 3/31/2013 

Revised September 2013 

Line 
No. Description Amount 
(1) (2) (3) 

Number of Bills, Notices and Letters IVlailed 

1 April 1, 2012 through January 26,2013 1,693,986 

2 Postage Rate Increase per Mailed Item 1/ $0,010 

3 Adjustment to O&M for Postage Increase (Ln 1 X Ln 2) $16,940 

4 Allocation Factor-SPECIFIC 1.000 

5 KPSC Jurisdictional Amount (Ln 3 X Ln 4) $16,940 

1/ Effective Date of Postage Increase was January 27, 2013 
Rate of Increase was 2.48% 
Current Average Postage Rate was $0,364 
Increase Cost was $0,010 

SECTION V 

WORKPAPER S-4 

PAGE 13 

Witness; L. P. Munsey 
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Kentucky Power Company 

REQUEST 

Refer to the Munsey Testimony at page 24 and Section V, Workpaper S-4, page 32. 

a. Explain whether tlie "Property Taxes Charged" for the test year of 

$9,502,813 shown on line 4 o f the workpaper is before or after adjustments to the 
amounts initially assessed by the taxing authorities. 

b. I f the amoiuit of $9,502,813 shown on line 4 is before adjustments 

to the amounts initially assessed by the taxing authorities, provide the amount 
chai-ged after adjustments. 

c. I f the amount o f $9,502,813 shown on line 4 is after adjustments to 

the amoimts initially assessed by the taxing authorities, provide the amount charged 
before adjustments. 

RESPONSE 

a. ICPCo uses accrual accounting, so the amount expensed in a given calendar year 
represents the amount expected to eventually be paid when all bills ai-e received and 
paid. Due to the prolonged billing cycle from some of the local Kentucky 
jurisdictions, there is often a long gap between the normal expense period and when 
final adjustments to expense are made. The Test Year figure of $9,502,813 was 
primarily expenses f rom Tax Years 2012 (Apr-Dec) and 2013 (Jan-Mar). KPCo 
made no adjustments to Property Taxes Charged for either o f those Tax Yeai's during 
the Test Year. 

b. There were adjustments made to Tax Years 2011 and 2012 subsequent to the Test 
Year, in the amount o f $57,547. 

c. The Test Year included Property Tax Charges for Tax Years 2009, 2010 and 2011. 
The amount included in the $9,502,813 that related to prior period charges was 
($228,800). 

W I T N E S S : Lila P. Munsey 
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Kentucky Power Company 

REQUEST 

Refer to the Munsey Testimony at page 24, Exhibit LPM-3, and Section V, Workpaper S 
2, page 34. 

a. On Exhibit LPM-3, column 9 is headed "Deferred Fuel." Explain what deferred Ixiel 
represents, how long the amount in a given month is deferred, and why there is no 
deferred fuel amount in either o f the first two months of the test year. 

b. During the test year customers took service under Tar i f f R.T.P. who, per the customer 
migration adjustment, are no longer served under that tariff. Rate R.T.P. is not 
subject to Kentucky Power's fuel adjustment clause. Explain whether the test year 
status and current status of these customers have any effect on the proposed fuel 
over/ (under) revenue adjustment. 

RESPONSE 

a. The Company's deferred fuel accounting defers fuel expense from one accounting 
period to an accounting period when the fuel revenues w i l l be received, two months 
later. The first two months displayed on Exhibit LPM-3 do not have a deferred fuel 
amoimt as the spreadsheet calculates the under/over recovery during the test year 
only. 

b. During the six months the ten customers took service under Tar i f f RTP, the 
Company calculated its FAC in the same mamier as it would have i f no customers 
had been taking service under Tar i f f RTP. As a result, the per kWh FAC rate for 
non-RTP customers during the six months was the same as i f no customers had been 
taking service under Tar i f f RTP. Thus, there is no effect on the proposed fuel over/ 
(under) revenue adjustment. 

W I T N E S S : Lila P Munsey 
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Kentucky Power Company 

REQUEST 

Refer to the Munsey Testimony at pages 26-27, Exhibit LPM-4, and Section V , Workpaper S-4, 

page 62. 

a. Tlie testimony refers to expenses that w i l l no longer be paid due to the termination of the 
AEP Pool Agreement; however, the proposed adjustment eliminates revenues from the test 
year. Exhibit LPM-4 shows the expenses being reported in Kentucky Power's monthly 
environmental surcharge filings. Explain why termination o f the pool agreement does not 
result in an adjustment to eliminate expenses and identify the account(s) in which the 
revenues being eliminated were recorded in the test year. 

b. Exhibit LPM-4 indicates the adjustment to eliminate $7,320,077 in revenues is matched with 
a comparable reduction to Kentucky Power's environmental base costs. The exhibit also 
includes an adjustment which increases enviromnental base costs by $74,114,113 due to the 
proposed Mitchell acquisition. Explain why this increase in costs is not matched by an 
adjustment to increase revenues similar to the adjustment to decrease revenues related to 
termination of the pool agreement. 

RESPONSE 

a. Termination of the pool agreement does result in an adjustment to eliminate expenses which 
are identified in Section V , Workpaper S-4, page 60 supported by Witness Vaughan and in 
Exhibit LPM-4, column 4. 

b. The addition to costs by the proposed Mitchell acquisition does result in an adjustment to 
increase revenues wli ich are identified in Section V, Workpaper S-4, page 60 supported by 
Witness Vaughan. 

WITNESS: Li la P Munsey 
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Kentucky Power Company 

REQUEST 

Refer to Exhibit LPM-5, page 1, of the Munsey Testimony. 

a. Explain how the transportation hourly rate of $7.91 was determined. 

b. Explain how the fringe benefit rates of 0.4220 and 0.1260 were determined. 

RESPONSE 

a. The hourly transportation rate of $7.91 was determined by dividing the total budgeted 
amount for the class o f vehicles driven by KPCo meter servicers, $412,907, by the 
total number o f vehicles in that class, 45, and then dividing that average cost per 
vehicle, $9,176, by 1,160 hoiu's, the projected number of meter-servicing hours per 
meter service employee per year. 

The budgeted amoimt includes Lease, Fuel, Maintenance, License, Overheads, and 
Building Allocation expense. 

b. The fringe benefit rate was developed by dividing the total fringe amount for 
Kentucky, $13,744,000 Power by the total Kentucky Power labor amount, 
$32,536,000. 

The Kentucky Power overtime fringe rate was developed by dividing the total 
Kentucky Power overtime fringe amount, $4,089,000 by the total Kentucky Power 
labor amoimt, $32,536,000. 

W I T N E S S : Lila P. Munsey 
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Kentucky Power Company 

R E Q U E S T 

Refer to the Direct Testimony of Marc D. Reitter ("Reitter Testimony") at page 6, Exhibit 
M D R - 1 , page 1, and Section V, Workpaper S-3, page 2. 

a. Given the lower annual cost rate of short-term debt as compared with accounts 
receivable financing, explain why Kentucky Power did not make greater use o f short 
term notes payable during the test period in lieu of some portion of its accounts 
receivable financing. 

b. Identify and describe the circumstances that resulted in Kentucky Power's having no 
short-term debt balances at month's end for the first eight months of the test year and 
then having month-end balances for each o f the last four months of the test year. 

m S P O N S E 

a. Kentucky Power utilizes accounts receivable factoring to accelerate its recovery o f 
accounts receivable, and thereby lower cash working capital requirements to the 
benefit o f customers. I f working capital requirements exceed the operating cash 
fiows generated from accounts receivable factoring, the compairy w i l l borrow fiom 
the utility money pool as part of the corporate borrowing program to manage 
working capital requirements. Furthermore, Kentucky Power is limited to $250 
mil l ion dollai's o f short term debt in accordance with AEP's Uti l i ty Money Pool 
agreement. It would be imprudent to allow short-term debt to reach an elevated level 
for an extended period o f time. Although we have been in a relatively low interest 
rate environment, it would be irresponsible to overlook in these challenging 
economic times the importance of liquidity as it allows a company to remain flexible 
as market conditions change. For example in September o f 2008, access to the 
capital markets was essentially shut down following the collapse of Lehman 
Brothers. 

b. Traditionally, utility companies experience fluctuating working capital 
requirements. Therefore in some months, the company may rely on the utility money 
pool to fund working capital needs while other months the company may be in an 
invested position (i.e. no short term debt borrowings from the utility money pool). 

W I T N E S S : Marc D Reitter 
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Kentuclcy Power Company 

REQUEST 

Refer to the Reitter Testimony at pages 7-9 and Section V , Scliedule 3 
and Worlcpaper S-3, page L 

a. The credit spread on the January 2013 debt issued by AEP Texas North Company 
("TNC") was 1.45 percent. Explain how TNC's current credit profde compares to 
Kentucky Power's current credit profile. 

b. The answer at the top o f page 9 indicates that Kentucky Power wi l l issue new long-
term debt associated with the Mitchell acquisition "within approximately six months 
o f the closing o f the Transfer and Assumption Transaction i f the debt capital markets 
are available to Kentucky Power." Explain whether there is a concern as to whether 
the debt capital maiicets w i l l be available to Kentucky Power. 

c. Clarify whether the term "new debt" in the aforementioned answer refers to the $225 
mil l ion described on page 7 at line 6 as "newly issued indebtedness" or i f it refers to 
the total debt amoimt of $290 mil l ion shown in column 4 of Schedule 3. 

d. Six months after the plamied closing on the Mitchell transfer w i l l be approximately 15 
months after the end o f the test period in this case. The debt related to the Mitchell 
acquisition has not been authorized by the Commission pursuant to KRS 278.300, and 
the last sentence in the answer at the top of page 9 indicates that authorization wi l l be 
sought "subsequent to the Transfer and Assumption Transaction." Given these 
circumstances, explain why it is appropriate for the cost of this debt to be included in 
Kentucky Power's revenue requirement at this time. 

e. Kentucky Power has made a rate-mitigation proposal to defer and amortize the 
depreciation expense and operation and maintenance ("O&M") expense it projects for 
the period after the Mitchell acquisition but before the retirement of one or both Big 
Sandy units so that customers would not be paying for the ftill amount o f its Big 
Sandy-related costs and the f u l l amount o f its Mitchell-related costs. Explain why a 
similar proposal was not made for the financing costs related to the Big Sandy plant. 
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RESPONSE 

a. AEP Texas North's credit profile is considered slightly favorable compared to 
Kentucky Power. Moody's states that TNC's rating reflects its relatively low risk 
business and operating environment as a small, primarily T & D company. 

b. There are currently no concerns that would limit Kentucky Power's access to debt 
capital mai-kets. 

c. The term "new debt" refers to the total debt amount o f $290 mil l ion shown in column 
4 o f Schedule 3. 

d. Upon approval without modification in Case No. 2012-00578 of the Mitchell Transfer 
(and related requests) the company intends to promptly submit its application 
pursuant to KRS 278.300 for the required financing authority. The Company 
anticipates receiving an Order in Case No. 2012-00578 in the third quarter o f 2013. 
As such, the approval for the financing may be received before the requested rates 
become effective. In any event, the costs associated with the debt to be issued reflect 
known and measurable changes and result in fair, just and reasonable rates. Further, 
the pre-asset transfer capital structiu-e of approximately fifty-five percent total debt to 
total capitalization, and which the proposed debt w i l l restore, is consistent with the 
credit rating agencies' criteria for investment grade credit ratings. Finally, the 
recapitalization adjustments to the per books March 31, 2013 capital structure benefit 
Kentucky Power's customers by lowering the embedded cost o f long-term debt by 
0.50%. 

e. The deferral and amortization o f Big Sandy O & M expenses allows the Company to 
strike a fair and reasonable balance by providing reasonable rate mitigation for its 
customers without unduly impinging on the Company's ability to recover its Big 
Sandy-related O & M costs. Further rate mitigation in the form of the deferral and 
amortization of the financing costs for Big Sandy Unit 2 would be both unreasonable 
and could adversely affect the Company's finances. 

W I T N E S S : Marc D. Reitter / Ranie K. Wolmlias 
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Kentuclcy Power Company 

REQUEST 

Refer to the Du'ect Testimony of Jason M . Stegall at pages 4-6, Exhibit JMS-1, and 
Section 111, Exhibit K, page 9 of the application. The eustomer amiualization adjustment 
reflects a revenue reduction of $6,452,693. Page 9 of Exhibit K indicates a large portion 
of the reduction is related to lower revenues f rom customers served under tariffe "CIP 
Sub (371)" and "CIP Tran (372)." 

a. E)escribe the changes in customers, demand, or energy usage that resuh in a reduction 
of $1,765,895 in "CIP Sub (371)" revenues. 

b. Describe the changes in customers, demand, or energy usage that result in a reduction 
of $4,253,900 in "CIP Tran (372)" revenues. 

RESPONSE 

As discussed in the section of Company witness Stegall's testimony identified in the 
question, the customer annualization adjustment is the product of three items: customer 
growth, average kWl i per customer and and test year average revenue per kWh. Witness 
Stegall defines customer growth as the difference between the number o f customers in 
the test year (the sum of the 12 monthly customer counts) divided by twelve and the 
number o f customers at the end of the test year. 

a. As a result of the methods used, customer growth is calculated as a reduction of 0.25 
customers per month, or tliree customers for the entire test year. This resulted in a 
decrease of 35,249,972 kilowatt-hours of billing energy, a decrease o f 60,648 
kilowatts of on-peak demand, a reduction of 63,364 kilowatts of off-peak demand 
and 7,006 k V A R of reactive demand. The specific bill ing determinants can be seen 
in Column (15) on Section I I I , Exhibit K , Page 33 of 67. 
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b. The primary driver o f the reduction in the CIP Tran revenues is the adjustment made 
for a laiown and measurable change related to a specific customer. These changes 
are identified in Columns (6) through (9) of Page 1 of .TMS-1, shown in detail in 
Column (13) on Section I I I , Exhibit K, Page 34 of 67 and further detailed in KPSC 
2-42 Confidential Attacliment 1. The result is a decrease o f 65,681,838 kilowatt-
hours of billing energy, a decrease of 227,535 kilowatts of on-peak billing demand, 
a decrease of 55,291 k V A R of reactive demand and $4,244,380 of revenues. 

W I T N E S S : Jason M Stegall 
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Kentucky Power Company 

REQUEST 

Refer to the Stegall Testmiony and Exhibit JMS-2. State whether the cost-of-service study 
("COSS") fi led in this proeeeding uses the same methodology and allocation factors as used in 
the COSS filed in Case No. 2009-00459.' I f no, explain the differences. 

'RESPONSE 

The COSS filed in this proceeding was designed to replicate the methodology and used the same 
allocation factors used in the COSS filed in Case No. 2009-00459. This COSS was developed in 
Excel, however, while the one used in Case No. 2009-00459 was developed using a specialized 
software package. 

W I T N E S S : Jason M Stegall 

' Case No. 2009-00459, Application of Kentucky Power Company for a General Adjustment of Electric Rales (Ky. 
PSC .lune 28, 2010) 
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Kentucky Power Company 

REQUEST 

Refer to the Stegall Testimony at pages 6-7 which discuss an error in the operating ratio 
used in the customer amiualization adjustment. Page 7 states the net impact on adjusted 
net operating income as $4,365. Provide the calculation of the $4,365. 

RESPONSE 

KPSC 2-35 Attachment 1 on the enclosed CD shows the comparison of the data provided 
in Section V , Workpaper S-4, Page 23 and the data resulting f rom the corrected O & M 
Operating Ratio discussed in the testimony of Company witness Stegall. 

W I T N E S S : Jason M . Stegall 
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Kentuclcy Power Company 

REQUEST 

Refer to the Stegall Testimony at pages 13-14. Starting at the bottom of page 13, it states 
that the production demand allocation factor assigns costs based on the class contribution 
to the average of Kentucky Power's 12 monthly pealcs on the production facilities. 
Starting at line 12 o f page 14, it states that the transmission demand allocation fector 
assigns costs based on the class contribution to the average of Kentucky Power's 12 
monthly peaks on transmission facilities. State whether the 12 monthly peaks for the 
production and transmission facilities would typically be the same or i f they would differ. 

I f they would differ, explain why. 

RESPONSE 

The 12 monthly peaks for the production facilities and the 12 monthly peaks Ibr the 

transmission facilities are typically the same. 

W I T N E S S : .lason M Stegall 
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Kentucky Power Company 

REQUEST 

Refer to the Stegall Testimony at page 14, line 16, where it states that distribution plant is 
classified as demand- and customer-related. Explain in detail how distribution plant was 
allocated between demand- and customer-related. 

RESPONSE 

As shown in Exhibit JMS-2, each FERC Distribution Plant account is allocated 
individually. Their allocators are identified below. A more detailed description of these 

allocators was provided in KPSC 2-43 Attacliirient 1. 

FERC 360 (Land and Land Rights) - DIST^CPD 
FERC 361 (Structures and Improvements) - DIST^CPD 
FERC 362 (Station Equipment) - DIST^CPD 
FERC 363 (Storage Battery Equipment) - DIST^POLES 
FERC 364 (Poles) - DIST_^POLES 
FERC 365 (Overhead Lines) - DIST^OHLINES 
FERC 366 (Undergroimd Conduit) - DIST^^UGLINES 
FERC 367 (Underground Lines) - DIST^UGLINES 
FERC 368 (Transformers) - DIST^TRANSF 
FERC 369 (Services) - DIST^SERV 
FERC 370 (Meters) - DIST^METERS 
FERC 371 (Installations on Customer Premises) - DIST^OL 
FERC 372 (Street Lighting) - DIST^SL 

W I T N E S S : Jason M Stegall 
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Kentuclcy Power Company 

REQUEST 

Refer to the Stegall Testimony at page 16. Starting at line 5, Mr. Stegall states that the 
first component of cash working capital is related to system sales and is split between 
demand and energy. Explain how the allocation between demand and energy was 

calculated. 

RESPONSE 

The split between demand and energy was provided in Schedule 15 of Section V o f th e 
Company's filing. The total Kentucky jurisdictional values from Schedule 15 were 
included in the O & M Expense section o f Exhibit JMS-2, the Class Cost-ol-Service 
Study, and 12.5% of those values are included in the Working Capital - Cash section of 

JMS-2. 

W I T N E S S : Jason M Stegall 
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Kentucky Power Company 

REQUEST 

Refer to the Stegall Testimony at page 18. Beginning at line 13, Mr. Stegall states that 
Accounts 581 and 582 were allocated using the distribution demand allocation factor. 
Explain in detail how this factor was calculated. 

RESPONSE 

The distribution demand allocator is based on each class' contribution to the 12 monthly 
coincident peaks on the primary distribution system. This factor was calculated by 
determining each individual class' loss adjusted demand at the time of each monthly peak 
during the test year. The twelve monthly values were averaged and the allocator is 
calculated for each class by taking the ratio of the class' average to the primary 
distribution system average. 

W I T N E S S : .lason M Stegall 
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Kentucky Power Company 

REQUEST 

Refer to the Stegall Testimony at page 19. Starting at line 11, Mr. Stegall states that 
Account 598, Maintenance of Miscellaneous Distribution Plant, was directly assigned to 
the outdoor lighting class. Explain why this was done. 

RESPONSE 

In regards to Account 598, the FERC Uniform System of Accounts states, "This account 
shall include the cost of labor, materials used and expenses incurred in maintenance of 
plant, the book cost o f which is recorded in accounts 371, Installations on Customers' 
Premises, and 372, Leased Property on Customers' Premises, and any other plant the 
maintenance of which is assignable to the distribution function and is not provided Ibr 
elsewhere." The Class Cost-of-Service study assigned this account to the outdoor 
lighting class to be consistent with the assignment of the balance of FERC 371 to the 
outdoor lighting class. The Company did not report a balance in FERC 372. 

W I T N E S S : .lason M Stegall 
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Kentucky Power Company 

REQUEST 

Refer to the Stegall Testimony at page 22. Staiiing at line 5, when asked to explain the 
guidelines followed in allocating the proposed revenue increase among the tar i ff classes, Mr. 
Stegall states that "as discussed by Company witness (Rainey K.) Wolinlias, the Company opted 
not to equalize returns across tariff classes." 

a. Explain whether the discussion to which Mr. Stegall refers is at page 7 of Mr. Wohnhas' 
testimony which states, "While it is the Company's intention to gradually, over time, move 
towai-ds equalized rates of return across customer classes, the Company is not proposing to 
make any progress towards that goal for the purposes of this proceeding to mitigate rate 

impacts on the residential customer class." 

b. I f the Stegall Testimony is referring to another part of Mr. Wohnlias' testimony, identity the 

part o f the testimony to which he is referring. 

c. The statement quoted in part a. of this request does not explain how the proposed revenue 
increase was allocated among the customer classes. I f the Stegall Testimony was referring to 
this statement, explain how the increase was allocated to Kentucky Power's rate classes. 
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RESPONSE 

a. Yes, the section of Company witness Stegall's testimony identified in the question refers to 
the section of Company witness Wohnlias' testimony identified in Pail A of the question. 

b. N / A 

c. Exhibit JMS-3 provides the calculation of the allocation of the revenue increase to each 

customer class. 

• The required net operating income, calculated in Section V , Schedule 2, Column (3), 
Line 3, is allocated to each customer class using the rate base of each class calculated in 
the class cost-of-service study (COSS). The results are presented in Column (9) on Page 
3 of JMS-3. 

• The current income for each class is subtracted from the required income to determine an 
income increase. The resuhs are presented in Column (8) on Page 3 of JMS-3. 

• The Gross Revenue Conversion Factor is applied to the income increase to determine the 
revenue increase for each class. The results are presented in Column (7) of Page 3 of 
.lMS-3. 

9 The current subsidies, calculated on Page 2 o f JMS-3 as the difference between the 
company's current rate of return of 3.66% and the rate of return for each class, are 
subtracted f rom the revenue increase. The subsidies are shown in Column (12) of Page 3 
of JMS-3 and the proposed revenue increase less the subsidy is shown in Column (13). 

9 Finally, the revenue increases, net o f subsidies, are adjusted for the Transmission OATT 
adjustment. On Page 1 of JMS-3, the revenue increase net of subsidies is shown in 
Column (9), the Transmission OATT adjustment is shown in Column (10) and the target 
sales revenue for each class is shown in Column (11). 

W I T N E S S : Jason M Stegall 



KPSC Case No. 2013-00197 
Commission S t a f f s Second Set of Data Requests 

Dated August 26, 2013 
Item No. 42 
Page 1 of 1 

Kentucky Power Company 

REQUEST 

Refer to Exhibit JMS-1, page 1. Identify the specific customers for whom the adjustments are 
being made in columns 6-9 and provide support for the amounts included in those columns. 

RESPONSE 

The customer's historic and adjusted billing determinant data is provided in KPSC 2-42 
Attachment 1. Confidential treatment is being sought for portions of Attachment 1. 

WITNESS: .Tason M Stegall 



Customer! 

Kentucky Power Company 
Specific Customer Adjustment 

For tiie Test Year Ended March 31, 2013 

K P S C C a s e NO. 2013-00197 

Staf fs Second Set of Dala R e q u e s t s 
Received August 26, 2013 
Item No. 42 
Attachment 1 

R E D A C T E D 

P a g e 1 of 5 

R e m o v e f r o m C I P T r a n 

Billing kWh 

Metered kWh 

Billing kW 
On-Peak 
Off-Peak 
Minimum 
Maximum 

Billing KVAR 

Customer Charge 

Number of Customers 

Environmental Surcharge 

- i 

A d d t o Q P T r a n 

Billing kWh 
Metered Voltage Adjustment 
Metered kWh 

Billing kW 
On-Peak 
Off-Peak Excess 

Billing KVAR 

Customer Charge 

Number of Customers 

NOTE: Customer Sen/ices has provided 
data for an average month 



gentucky Power Company 
historic Customer Data for Kentucky Electric Steel 
For the Test Year Ended March 31, 2013 

Customer^ 
Source: Utilities International Data 

K P S C C a s e NO. 2013-00197 

Staf fs S e c o n d Set of Data R e q u e s t s 
Received August 26, 2013 
Item No. 42 

Attactiment 1 

R E D A C T E D 

P a g e 2 of 5 

Billing kWh 

Metered kWh 

Billing kW 
On-Peak 
Off-Peak 
Minimum 
Maximum 

$0.02880 

$10.98 
$1.10 

$11.09 

Metered kVAR 
Billing KVAR 

Customer Charge 

Number of Customers 

$0.69 

$1,353 

Environmental Surcharge 



Kentucky Power Company 
historic Customer Data for Kentucky Electric Steel 
For the Test Year Ended March 31, 2013 

Customer^^^^HH^ 
Source: Utilities International Data 

Billing kWh $0.02880 

Metered kWh 

Billinq kW 
On-Peak $10.98 
Off-Peak $1.10 
Minimum $11.09 
Maximum 

Metered kVAR 
Billing KVAR $0.69 

Customer Charge $1,353 

Number of Customers 

K P S C C a s e NO. 2013-00197 

Staf fs Second S e l of Data R e q u e s t s 

Rece ived August 26, 2013 

Item No. 42 

Attactiment 1 

R E D A C T E D 

P a g e 3 of 5 

Environmental Surcharge 



Kentucky Power Company 
historic Customer Data for Kentucky Electric Steel 
For the Test Year Ended March 31, 2013 

K P S C C a s e NO. 2013-00197 

Staf fs Second Set of Data Reques ts 

Rece ived August 26, 2013 
Item No. 42 

Attachment 1 

R E D A C T E D 

P a g e 4 of 5 

Customer! 
Source: Utilities International Data 

Feb Mar Total 
Billing kWh 

Metered kWh 

Billinq kW 
On-Peak 
Off-Peak 
Minimum 
Maximum 

$0.02880 

$10.98 
$1.10 

$11.09 

Metered kVAR 
Billing KVAR 

Customer Charge 

Number of Customers 

$0.69 

$1,353 

Environmental Surcharge 



K V 276 Rev 2/88 

K)-:s 
Cus tomor Uamo 

Corporato Afi i i ial ion 

C ' u i t l t u n . K y 
isorvicB Address 

ESTIMATE OF CUSTOMER CHANGE 

K P S C C a s e NO. 2013-00197 

Staf fs S e c o n d Se( of Dala Requests 
Rece ived August 25, 2013 
item No. 42 

Attachment 1 

R E D A C T E D 

P a g e 5 of 5 

M a y . U d . 21)1.^ 
uato Hroparod 

I v l i c l i a c i H u r l e y 
Proparad by ^ 

UalQ iiorviCQ Hoqueslod 

A. S o r v l c s Data : 

Domand 

A n n u a l Energy Usa 

Tariff: 

A n n u a l Revenue S 

Presgnl 

_Kw 

Kwh 

Prosenl Capacity 

Now or Increased 

Vo Power Factor 

% Load Faclor 

DaNvery Voltage 

B. E s t i m a t e d R a v o n u a : 

Serv ice Charge 

D o m a n d Charge(onp) 

D e m a n d Cnarge(ofp) 

Energy Charge (Kwh) 

Energy Charge (Kwh) 

Fuel /Env Adjustment 

React ive Charge 

Sub total 

1.353 00 

9,00 

0.03176 

0.00'1480 

Monthly Revenue 

Annual Revenue 

Less Present 

New or Increased 

S 

s ( 

s 

C. Fac i l i t i es C o s ! S u m m a r y ; 

Local Facilit ies Cost Break Down 

Transmiss ion S 

Subl ransmiss ion S 

Stat ion S 

- Distr ibution $ 

Meter ing 5 

Service Drop S 

Total Local Facil i t ies S 

Temporary Service Cost Breai<down 

_ Installalion S 

Remova l 5 

Unsalvageable Malerlal S 

Tgtal Ci??l 5 ' 

D. E s t i m a t e d A n n u a l Cos t o l Se rv i ce : 

Genera l ion & Transmiss ion Kw X S34.93'Kw 

Annual Cost 

S 

Pr imary Distribution Kwh X S0.00433/Kwh s 
Secondary Distr ibution Kwh X S0.00367/Kwh s 
Local Facilit ies X 0.2195 (CC) I 

Energy {Product ion Cost) Kwh X J0.01343/Kwh $ 
Tola l Annua l Cost J 

(1) Loads over 25 - 500 K w 

(2) Loads over 500Kw 

Local Facilit ies Cost 

Total Annual Cost 

Est imated Annual Revenue 

Esl imated Annual Revenue 
0.2195 (CC) 

Less Service Drop + Meter ing 

Excess Facilit ies Cost 

Tola l Contr ibut ion In Aid o l Constmct ion Rod. 

S 

S 

I ( 

$ 

s 

F. R e c o m m s n d a t j o n fo r S e r v i c e ; 

This load is compensatory. This is an old mine and has been served before and the facility has been idle for two years al approximately 70KW and they have recenlly 

increased there demand back la 1200KW per month 

Approved: 



KPSC Case No. 2013-00197 
Commission S t a f f s Second Set of Data Requests 

Dated August 26, 2013 
Item No. 43 
Page 1 of 1 

Kentucky Power Company 

REQUEST 

Refer to Exhibit JMS-2, pages 1-9. Explain in detail what the abbreviation of each of the 
allocation factors listed on these pages stands for. 

RESPONSE 

KPSC 2-43 Attacliment 1 provides a list of the allocators used in the Class Cost-ol-
Service Study along with a description of each and an indication of whether the data was 
directly input in the study, calculated using data f rom a workpaper or calculated 
internally within the study. 

W I T N E S S : Jason M Stegall 



KPSC Case No. 2013-00197 
Commission Staffs Second Set of Data Requests 

Order Dated August 26, 2013 
Item No. 43 

Attachment 1 
Page 1 of 2 

Cost-of-Service 
Study (COSS) Source 

Allocator 
AFUDC__OFF Internal Calculation 

BULK^TRANS Workpapers 

CUST_902 Workpapers 

C U S T „ 9 0 3 Workpapers 

CUST_DEP Workpapers 

GUST__DEP^FXNL Internal Calculation 

CUST^^TOTAL Workpapers 

DIST_CPD Workpapers 

DIST_^METERS Workpapers 

DIST^OHLINES Internal Calculation 

DIST^OL Direct Input 

DIST^PCUST Workpapers 

DIST^POLES Internal Calculation 

DIST__SERV Workpapers 

DIST_SL Direct Input 

DIST^TRANSF internal Calculation 

DIST^UGLINES Internal Calculation 

DISTSEG Workpapers 

EXP CM Internal Calculation 

EXP__OM^AG__REG Internal Calculation 

EXP^OM^CUSTACGT Internal Calculation 

EXP CM CUSTSERV Internal Calculation 

EXP^OM^DIST Internal Calculation 

EXP^OM^SS Internal Calculation 

EXP_OM„TRAN Internal Calculation 

EXP^OTHTAX^^PSC Internal Calculation 

FORF DISC Workpapers 

FORF DISC FXNL Internal Calculation 

FUELREV Workpapers 

LABOR^M Internal Calculation 

LABOR__PROD Internal Calculation 

PROD_DEMAND Workpapers 

PROD_ENERGY Workpapers 

Description 

Allocator based on the Total Per Books AFUDC Offset line in the COSS 
Average individual class loss-adjusted demands at the 12 monthly coincident peaks 

on the transmission system 
Customer-based allocator weighted for relative meter reading difficulty and meter 

location difficulty 
Customer-based allocator of activity in FERC 903 weighted for customer call volumes 
to call centers 
Balances of customer deposits by customer class 
Balances of customer deposits by customer class further allocated to the various 
utility functions using the RB_GUP allocator 
Average monthly Customer Annualization adjusted customers 
Average individual class loss-adjusted demands at the 12 monthly coincident peaks 

on the primary voltage distribution system 
Customer-based allocator using average Year End Annualization adjusted customers 

weighted by average installed meter costs 
Weighted distribution demand allocator where primary voltage overhead lines are 
allocated using the DIST„CPD allocator and secondary voltage lines are allocated 

using the DISTSEC allocator. 
Customer-based allocator where 100% of the charges are allocated to the Outdoor 
Lighting (OL) customer class 
Average monthly Year End Annualization adjusted customers served by the primary 

voltage distribution system 
Weighted distribution demand allocator where primary voltage overhead lines are 
allocated using the DIST_CPD allocator and secondary voltage lines are allocated 

using the DISTSEC allocator. 
Average monthly Year End Annualization adjusted customers sen/ed by the 
secondary voltage distribution system 
Customer-based allocator where 100% o f t h e charges are allocated to the Street 

Lighting (SL) customer class 
Weighted distribution demand allocator where primary voltage overhead lines are 
allocated using the DIST__CPD allocator and secondary voltage lines are allocated 

using the DISTSEC allocator. 
Weighted distribution demand allocator where primary voltage overhead lines are 
allocated using the DIST_CPD allocator and secondary voltage lines are allocated 

using the DISTSEC allocator. 
Secondary distribution demand allocator calculated using the average of each class' 
non coincident peak and each class' sigma non coincident peak 
Allocator based on the Total O&M Expenses line in the COSS 
The REVSALES allocator functionalized based on the RB_GUP allocator 
Allocator based on the Total line in the Customer Accounts section of O&M in the 

COSS 
Allocator based on the Total Customer Services Expenses line in the COSS 
Allocator based on the Total Distribution O&M line in the COSS 
Allocator based on the System Sales - Demand and System Sales - Energy lines in 

the O&M Expense - Production section of the COSS 
Allocator based on the sum of the Total Transmission Expenses and the Regional 

Market Expenses lines in the COSS 
Allocator based on the Kentucky PSC Maintenance line in the COSS functionalized 
using the RATEBASE allocator 
The class-by-class revenues earned from forfeited discounts 
The FORF_DISC allocator functionalized using the RSALE allocator 

Class-by-class revenues from the FAC 
Allocator based on the Total line of the O&M Labor section in the COSS 

Internal Calculation Allocator based on the Total Production line of the O&M Labor section in the COSS 

Average individual class loss-adjusted demands at the 12 monthly coincident peaks 

on the generation system 

Total loss-adjusted class energy usage during the test year measured at the 

generation point of the system 



KPSC Case No. 2013-00197 
Commission Staffs Second Set of Data Requests 

Order Dated August 26, 2013 
Item No. 43 

Attachment 1 
Page 2 of 2 

Cost-of-Service 
Study (COSS) 

Allocator 
Source 

RATEBASE 

RB GUP 
RB GUP CWIP 
RB__GUP__EPIS 

Internal Calculation 
Internal Calculation 

Internal Calculation 
Internal Calculation 

RB_^GUP„EPIS_ D Internal Calculation 

RB GUP EPIS 
RB_GUP_EPIS_ 

G 
P 

Internal Calculation 

Internal Calculation 

R B ^ G U P ^ E P I S „ T Internal Calculation 

REV Internal Calculation 

REV OTHER 

REV^SALES 

REVSALES 
REVSALES FXNL 

Internal Calculation 
Internal Calculation 

Workpapers 
Internal Calculation 

REVYEC Workpapers 

REVYEC^EXPJ OM Internal Calculation 

REVYEC___FXNL Internal Calculation 

RSALE Internal Calculation 

S U B „ T R A N S Workpapers 

TDOMX 

TDPLANT 

TOTMXEXP 

TOTOHLINES 

TOTOX234 

TOTOXEXP 

TOTUGLINES 

TRANS TOTAL 

Internal Calculation 

Internal Calculation 

Internal Calculation 

Internal Calculation 

Internal Calculation 

Internal Calculation 

Internal Calculation 

Internal Calculation 

Description 

Allocator based on the Total Rate Base line in the COSS 

Allocator based on the Total Electric Plant in Service line in the COSS 
Allocator based on the Total Adjusted CWIP line in the COSS 
Allocator based on the Total Electric Plant in Service line in the COSS 
Allocator based on the Total line of the Distribution section in the P-T-D Plant in 

Service section of the COSS 
Allocator based on the General & Intangible Plant line in the COSS 
Allocator based on the Production Plant line in the COSS 
Allocator based on the Total line of the Transmission section in the P-T-D Plant in 
Sen/ice section of the COSS 
Allocator based on the Sales of Electricity and Total Other Operating Revenues lines 

in the COSS 
Allocator based on the Total Other Operating Revenues line in the COSS 
Allocator based on the Sales of Electricity line in the COSS 
Year End Migration Adjusted Revenues 
The REVSALES allocator functionalized based on the RSALE allocator 
The Customer Annualization (Year End Customer) Adjustment assigned to each 

class. 
REVYEC„EXP„OM allocator is the basis to allocate the O&M portion of the Customer 
Annualization (Year End Customer) Adjustment. It is spread to the functions within 

each tariff class using total O&M. 
REVYEC_FXNL is a spreading of the REVYEC allocator to each function within the 

tariff classes using the RSALE allocator. 
This allocator is the class-by-class, function-by-function allocation matrix for revenue-
related items developed using a simplified ratemaking formula that draws from 

various items in the COSS. 
Average individual class loss-adjusted demands at the 12 monthly coincident peaks 
on the sub-transmission system 
Allocator based on all Transmission O&M and all Distribution O&M (FERC Accounts 

560 - 598) 
Total gross transmission and distrubution plant. Allocator based on the HR-J 765 
Line - AFUDC line, the Total line in the Distribution section and the Total line in the 

Transmission section, all of which are in the P-T-D Plant in Service section of the 

COSS 
Distribution Maintenance O&M excluding Account 590 - Supervision & Engineering. 
This allocator is based on the sum of the lines for the Distribution Maintenance 

Expenses, FERC 591-598. 
The Total Overhead Lines allocator that combines the lines for FERC 364 - Poles and 

365 - Overhead Lines 
An allocator that combines Customer Accounts O&M FERC accounts 902 - Meter 

Reading, 903 - Customer Records and 904 - Uncollectibles 
Distribution Operations O&M excluding Account 580 - Supervision & Engineering. 

This allocator is based on the sum of the lines for the Distribution Operations 

Expenses, FERC 581-589. 
The Total Underground Lines allocator that combines the lines for FERC 366 -
Underground Conduit and 367 - Underground Lines 
The total transmission demand allocator developed by using electric plant balances to 

weight BULK^TRANS and SUB__TRANS allocators. 



KPSC Case No. 2013-00197 
Commission S t a f f s Second Set of Data Requests 

Dated August 26, 2013 
Item No. 44 
Page 1 of 1 

Kentucky Power Company 

REQUEST 

Refer to Exhibit JMS-2, pages 10-16. The allocation factors on these pages appear to be 
all-in factors after functionalization, classification, and allocation to the rate classes. 
Provide the factors for the functionalization, classification, and allocation steps 
separately. 

RESPONSE 

As indicated in Attacliment 1 of the Company's response to KPSC 2-43, allocators fall 
into three categories: those directly entered into the study because they are 100% 
attributable to a customer class; those generated from workpapers; and those generated 
inside the study using post-allocated data. In those cases where allocators are input, 
either directly or using the results from a workpaper, the functionalization and 
classification occurs based on laiowledge of the allocator itself For example, the 
PROD^DEMAND allocator is developed using loss-adjusted demands on the generation 
system so the allocator is Iciiown to apply to the generation function and the demand 
classification. 

Allocators that are generated inside the study are calculated in one of two ways: either 
using post-allocated data fi-oiii the study or combining allocators. In these cases, the 
classification and fimctionalization are provided from either the post-allocated data or 
source allocators. For example, the RB_GUP_EPIS_T allocator is based on the l^olal 
Transmission Plant line f rom the Cost-of-Service Study so it proportionally reflects GSU 
plant, classified and functionalized using the PROD^DEMAND allocator, and A l l Other 
Transmission Plant, classified and ftuictioiialized using the TRANS^TOTAL allocator. 
Attacliiiieiit 1 o f the Company's response to Question 43 indicates the basis of the 
functionalization and classification. 

hi regards to allocation, the sentence beginning on Line 21 of Page 10 of Company 
witness Stegall's testimony states, "The allocation process involves multiplying the 
functional and classified costs by the allocation factors, which results in costs assigned to 
each class." The allocation factors themselves are the means to achieve the allocation 
process. 

W I T N E S S : Jason M Stegall 



KPSC Case No. 2013-00197 
Commission S t a f f s Second Set of Data Requests 

Dated August 26, 2013 
I tem No. 45 
Page 1 of 1 

Kentucky Power Company 

REQUEST 

Refer to pages 19, 21 , and 27 of Exhibit JMS-2. Each page appears to be cut o f f at the 
bottom of the page. Provide complete pages. 

RESPONSE 

In the three instances identified in the question, the data was provided at the top o f the 
following page but the formatting made it appeal" the data was "cut o f f . KPSC 2-45 
Attachment 1 is new copy of JMS-2 with properly formatted page breaks. The Excel 
version of JMS-2 was provided as Attaclmient 6 to KIUC 1-1. 

WITNESS: Jason M Stegall 
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KENTUCKY POWER COMPANY 
COST-OF-SERVICE STUDY 
TWELVE r̂ ONTMS ENDING 

MARCH 31,2013 

Aliocaiion 
Factor 

Tolal 

Total Plani Heid tor Future UEG 

Working Capital 

Working Capiiai-Cash 
Working Capilai Cash - Exci Sys Sales 
System Sales Add Back - Demand 
System Salos Add Back - Energy 
Total Working Capiial - Cash 

Cash Worlting Capiial AdjuaiincnSs 

40.517.454 EXP_OM 
497,439 PROD_DEMAND 

14,047,379 PROD_ENEBGY 
55.062,272 

TOTAL 
TOTAL 
TOTAL 
TOTAL 

Working Capitsi - Maletiais & Supplies 
Fuei 
Production 
Emissions 
Transmission fi DisiribuSion 

Tolai V./orking Cap - Malcriais & SuppliDS 

Captial - Materials & Supplies Adjustments 
Big Sandy Coal Siock AdjuslmGnl 
Mitchell Goal Slock Mjustmcnl 
Adj to Incl Test Year Mitdieli Plant OSM and Rate Base 
Total Working Cap - Materials & Supplies Adjustments 

Working Capital - Prepayments 
Woridng Capital - Prepaymer?t3 

Ponsioti E. OPEB Exp^nso Adjuslmonl 

Total Working Capital 

4C,5Da.4GG PROD_ENERGY 
8,583,348 PROD„DEMAND 

10,040,115 PROD_ENERGY 
3,151,197 TDPLANT 

(20,875,574) PROD„ENERGY 
(1,151,253) PROD_ENERGY 
42,424,390 PROD_.DEMAND 
2D.3D7,558 

1,455,063 RS_GUP_EPiS 

26,303,055 UBOR M 

TOTAL 
TOTAL 
TOTAL 
TOTAL 

TOTAL 

TOTAL 
TOTAL 
TOTAL 
TOTAL 

TOTAL 

TOTAL 

TOTAL 

40,517,454 
497.439 

14.047,379 
55,052,272 

inleresl on Customer Deposils S,35B CUST_DEP_F>!igL TOTAL 5,358 
Adjust AEP Pool Capadly Cost tor Ctianges (2,663,012) PROD DEMAND TOTAL (2,663,012) 
Nortn/Eiim ot Comtnission f/iorirJaleri Consultant Cost . BEV SALES TOTAL 

(2,663,012) 

Tomporoiy iniorool Exponso (15,472) REV SALES TOTAL (15,472) 
t^ormaiization of Major Storms 57.396 TDOMX TOTAL 67,396 
Anrortization of Storm Cost Delorral (81,227) EXP OM DIST TOTAL (81,227) 
Rate Case ii^penso 27,083 EXP OM AG REG TOTAL 27,083 
Postage Rate iiicrease 2,543 OUST TOTAL TOTAL 2,543 
OSt^ Adjustment tor Aciueriising Expenses (3,714) EXP OM CUSTSERV TOTAL (3,714) 
System Saies Tractier Revenues 163,967 PROD ENERGY TOTAL 168,967 
Annualization ot tease Costs (33,343) TDOMX TOTAL (33,343) 
Net Line of Credit Fee 79,704 RB GUP TOTAL 79,704 
Reiiabiifty Adjustment (86,520) TOTOHLINES TOTAL (86,520) 
Customer Annualization Adjustment (502,100) REVYEC EXP OM TOTAL (502,100) 
Pension a OPEB EExpense Adjustment (125,598) LABOR M TOTAL (125.598) 
Amortization of Employer Group Waiver Plan 25,861 LABOR M TOTAL 26,861 
Amortization oi Deferred IGCC Costs 6,092 PROD DEMAND TOTAL 6,092 
Amortization of Dolcrrcd CCS FELD Sturly Costs 3,980 PROD DEMAND TOTAL 3,980 
Amortization of Deferred CARRS Site Costs 11,947 PROD DEMAND TOTAL 11,947 
Amortization of CSAPR 802 Ailov/ance Expense B,619 PROD ENERGY TOTAL 6,519 
Amortization of Deferred Preliminary Big Sandy FGD Costs 123.202 PROD DEMAND TOTAL 128,202 
incentive Compensation Plan Adjustment (258.053) UBOR_M TOTAL (258,063) 
Annuafize Empioyee-Reiatcd Expenses 76.163 UBOR M TOTAL 76,166 
Removal of KPCo Severance Cosls (135,673) UBOR U TOTAL (135,673) 
Removal of KPCo Repositioning Study Costs (53,885) UBOB 1,* TOTAL (53,885) 
tvtitciiell Plant incentive Compensation Adjusiment (93.961) UBOR PROD TOTAL (93,961) 
Ivtitcliell Plant Mamtenance (61,315) PROD DElvlAND TOTAL (61,315) 
ti^ilchell Plant Annuaiizalion o! Employee-Related Exp 3,797 UBOR PROD TOTAL 3,797 
Removal ot fvtitctiell Sovorance Costs (33,802) UBOH_PROD TOTAL (33,802) 
Removal ot tititciiell Repositioning Study Costs (25,226) UBOR PROD TOTAL (25,226) 
Adj to Ind TY l»iitcliell Plant OSM and Rale Base - Demand 2,521,920 PHOD_DEMAND TOTAL 2,521,920 
Adj to inc! TV Mitctieil Plant Oafut and Rate Base - Energy 2,272,615 PROD ENERGY TOTAL 2,272,615 
PJî t - Pooi Term a Witcfioil Xier - Prod Demand 722,896 PROD DEMAND TOTAL 722,696 
PJfvl Charges a Credits - Pooi Term & fi^itciieil Xlcr - Energy 513,733 PROD ENERGY TOTAL 513,733 
Amortization of Big Sandy Depreciation a OaM 837.821 PROD_DEMAND TOTAL 837,821 
Removal of Big Sandy Depreciation a OSivt (2,452,031) PROD DEMAND TOTAL (2,452,091) 

Total Casft Woriring Capital Adjuslmenls 850,698 TOTAL 850,698 

40,503,456 
8,588,348 

10,040.115 
3.15!,137 

68,288,126 

120,875,574) 
(1.151,258) 
42,424,390 
20,397,558 

1,455.069 

26,308,055 

172,361,770 

17.877,764 
231,441 

5,012,022 
23,122,027 

4,045 
(1,239,007} 

(6,381) 
35,565 

(55.264) 
11,023 
1,G2S 

(2,375) 
60,295 

(20,661) 
43,167 
(60,432) 
{7.327) 

(72,130) 
15,421S 
2,834 
1.852 
5,559 
3.075 

53,648 
(148,204) 

43,742 
(77,916) 
(30,945) 
(42,475) 
(28,528) 

1,716 
(15,280) 
(11,403) 

1,i 73,362 
810,905 
330,338 
183.326 
389,609 

(1.140,873) 

224.198 

15,596,595 
3,095,859 
3.582,826 
1,815,273 

25,990,553 

(7,449,471) 
(410,828) 

19.738,591 
1! ,578,293 

Case No.: 2013-00197 
Exhibit No.: JMS-2 

Page 2 of 29 
Witness: J. Slegali 

Tolal Total Toiai Tolai 
EGS MGS LGS QP CIP-TOD QL SL 

3 17 18 19 

28,357 67,148 67.211 23.103 6,113 308 31,213 3,503 

1,033,674 3,422,229 4,269,309 3.500.338 9,945,814 21,179 350,868 66,278 
0,290 41,881 52,816 44,407 116,749 211 551 93 

297,236 1.147,621 1.545,306 1.429.451 4.491.540 8,330 06,973 16,089 
1,340,200 4,611,731 5,887,432 4,974,206 14,554,103 29,720 458,392 84,460 

222 549 276 195 42 29 
(49,733) (224,203) (282,750) (237,730) (625,008) (1,128) (2,949) (499) 

(511) (1,647) (1,922) (1,364) (3,363) (10) (235) (39) 
1,661 5.864 6,301 2,926 3,843 28 740 258 

(3,070) (8,882) (9.052) (2,903) (71) (42) (1,418) (519) 
833 2,865 3,311 2,372 5,139 19 396 58 
271 85 10 1 0 0 549 1 

(395) (124) (15) ('! (0) (0) (802) (1) 
3,575 13,804 18,588 17.194 54,026 100 1,156 218 

(1,031) (3,406) (3,650) (1.700) (2,232) (16) (430) (155) 
2,299 7,270 8,2S2 5,355 11,497 35 1,593 185 

(2,753) (9,676) (10.006) (3,128) (47) (404) (71) 
901 (29,668) 15.018 (23,299) (453,415) (2,334) 14,792 (1,708) 

(4.266) (11,260) (12.490) (7,627) (15,719) (55) (1,706) (344) 
912 2,408 2,671 1,631 3,362 12 355 74 
114 513 647 544 1,430 3 7 1 
74 235 423 355 934 2 4 1 

223 1,005 1.268 1.067 2.804 5 13 2 
182 704 948 877 2.756 5 59 11 

2,394 10,794 13,612 11,445 30,089 54 142 24 
(6.766) (23.135) (25,664) (15.672) (32,230) (113) (3,505) (707) 
2,587 6,828 7,574 4,625 9,533 33 1,035 209 

(4,608) (12,163) (13,492) (8,239) (16,960) (53) (1,643) (372) 
(1,830) (4,831) (5,359) (3,272) (6,744) (24) (732) (148) 
(1,7B3) (7,882) (10,020) (6,531) (23,027) (42) (170) (30) 
(1,145) (5,162) (6,510) (5,474) (14,391) (26) (58) (11) 

72 319 405 345 931 2 7 1 
(642) (2,836) (3,605) (3,069) (8,284) (15) 161) ( I t ) 
(4791 (2,116) (2,690) (2,290) (6,182) (11) (46) (8) 

47.098 212,330 267,769 225,135 591,893 1,066 2,792 473 
40,087 165,655 250,003 231,261 726,551 1,348 15,689 2,925 
13,500 60,863 76,755 64,534 169,663 306 600 136 
10,870 41,970 56.514 52,277 164,262 305 3,546 662 
15,547 70,539 88,957 74,793 136,636 355 928 157 

(45,794) (206,451) (260,355) (218.901) (575,505) (1,036) (2,715) (460) 

24,916 71,262 171,751 153.737 178,273 (1,340) 27,568 331 

984,098 3,799,577 5,116,244 4,732.701 14,870,721 27.580 321,061 59,889 
160,392 723,085 911,682 766,633 2,015,661 3.636 9,510 1,510 
212,444 820,242 1.104.480 1,021,682 3,210.249 5,954 69,310 12,929 
105,248 298,006 325,351 180,475 322,945 1,414 91.977 10,418 

1,462,162 5,640,939 7,457,958 6.701,550 20,419,596 38,584 491,857 84,846 

(441,717) (1,705,460) (2,236,454) (2.124,298) (6.674,803) (12,379) (144,110) (26,862) 
(24,360) (94,054) (126,645) (117,152) (358,105) (683) (7,947) (1,482) 
792,298 3,571,868 4,504,482 3,787,278 9.956,983 17,963 46,975 7,952 
325,221 1,772,354 2,001,382 1,545,023 2,914,074 4,901 (105,063) (20,412) 

41,968 132,722 151,385 97.953 203,897 541 29,080 3,376 

893,602 2,350.473 2.616,250 1.597,647 3,292,577 11,490 357,356 72,034 

4,089,091 14.507,541 18.366.159 15.070.922 41,558,521 83,995 1,259,171 224.695 
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13.204 

45 
253 
108 

94,332 

38 
27,405 
8,582 

144,010 

i
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(3,993) 
76 

(310) 
2,140 

(4,155) 
546 

5 
(81 

1,741 
(1,243) 

ii p 
i| 
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35.811 
5 

269 
1,435 

514 

32,339 
243,895 

76,198 
390,565 

6 
34 

861 
114,255 

423 
437 

86,036 
202,059 

592,524 
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339 
60,679 

1,095 
138,161 

275 
112,137 
312,686 

2,442 

S
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232 
(23,589) 
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(1,884) 
5,920 

(11,347) 
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4,396 

(6,419) 
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1,447,123 
2,861,659 

250,833 

2,564 

16,591 

6,710 
2,097 
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338 
(5,000,061) 

6,627 
(26,601) 
30,742 

(572) 
49,115 

1 
(2) 

432,207 
(17,659) 
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10,143 
13,114 
4.981 

25,851 
31 

153,220 
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2,805 

71,051 
2,828,110 

10,321 
6,166 

4,994 

2.924,134 

3,782,115 

1,275 
5,274 

20,112 
24 
68 

25,754 

1 
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32,499 
966,948 
104,967 
881,741 

5,235 
2,037 

1,993,428 

20,395 

2,013,824 

34,314.475 

2,206 
(2,261,999) 

3,789 
(15,379) 
50,405 

(72,413) 
26,485 

80 
(117) 

148,700 
(29,282) 
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KENTUCKY POWER COMPANY 
CDST-OF-SEBVICE STUDY 
TWELVE MONTHS ENDING 

MARCH 31,2013 

Ilh 

fl 

TOTAL 6,005.122 2,763,303 
TOTAL 12,033,134 5,567,462 

TOTAL 1,111,504 517.191 

TOTAL 785.170 503,451 
TOTAL 2,923 1,988 
TOTAL 173,815 117,031 
TOTAL 335,063 233,640 
TOTAL 134,737 93,987 
TOTAL 94,392 
TOTAL 450,118 192,063 
TOTAL 149,530 95,715 
TOTAL 4,904,272 3,240,531 
TOTAL 1,532 700 1,012.412 
TOTAL 8.563.321 5.490.797 

TOTAL 762 529 
TOTAL 21,989 14,B05 
TOTAL 557,015 375,033 
TOTAL 24,453,798 17,030,364 
TOTAL 94,000 65,620 
TOTAL 58.682 42,300 
TOTAL 52,485 
TOTAL 51,572 22,005 
TOiAL 86,036 
TOTAL 25,376,413 17,600,659 

TOTAL 33,939,740 23,001,455 

TOTAL 298,715 255,438 
TOTAL 475,111 376,738 
TOTAL 5,469,354 4,728,961 
TOTAL 6,166 3,943 
TOTAL 15.S36 13,684 
TOTAL 6,255,292 5,379,823 

TOTAL 2,954,993 1,809,553 

TOTAL 4,164 2,575 

TOTAL 305,088 142,412 
TOTAL 6,780,300 3,136,685 
TOTAL 925,002 450,583 
TOTAL 7,312.515 5.383,411 
TOTAL 1.226,245 1.052.941 
TOTAL 519,043 331,903 
TOTAL 19,748,733 10,507,935 

TOTAL 156,850 67,947 

TOTAL 19,915,549 10,575,882 

TOTAL 324.133,633 143,022,109 

TOTAL 42,860 32,354 
TOTAL (21.304,039) (9.912.055) 
TOTAL 30,493 12,576 
TOTAL (123,777) (51,050) 
TOTAL 459,166 284,524 
TOTAL (543,818) (442,114) 
TOTAL 216,667 88,234 
TOTAL 20,347 13,01! 
TOTAL (29,713) (13,000) 
TOTAL 1,351,735 482,368 
TOTAL (266.741) (165,237) 
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705.170 TOTOXEXP 
2,923 DIST_CPD 

173,816 DIST CPD 
336,063 DIST OHLINES 
134,737 DIST_UGUNES 
94,392 DIST SL 

450,118 DIST METERS 
149,630 DIST PCUST 

4,904,272 RB_GUP EPIS D 
1,532,200 RB GUP EPIS D 
8,563,321 

762 TOTMXEXP 
21,933 DiST CPD 

5S7.D15 DIST CPD 
24,453,753 TOTOHLINES 

94,080 TOTUGLINES 
58.682 DIST TRANSF 
52,485 DIST SL 
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86,036 DIST OL 

25,375,410 

33,939,740 
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475,111 GUST 902 

5,459.364 CUST„S03 
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15,936 TOTOX234 
6,255,292 

2,954,993 CUST_TOTAL 

4.1B4 GUSTjrOTAL ill I 
m

 
1 i

l 

iiftll 
i

i
m

m
i

i 

L
A

 %
 

H
 

i
i si 

i rii: 
j j

i 
(

M
 

m
 

iiiil 



K
P

S
C

 C
a
se N

o
. 2

0
1

3
-0

0
1

9
7 

C
o

m
m

issio
n S

ta
ffs S

eco
n

d
 S

et o
f D

ata R
e
q

u
e
sts 

O
rd

er D
ated A

u
g

u
st 2

6
, 2

0
1

3
 

Item
 N

o
. 4

5
 

A
ttactim

en
t 1

 
P

a
g

e 5
 of 2

9
 

{ [G
 m

 5_
 

_̂ 
a_ f̂

, w 
5

 OJ fj S_
 ? 

§̂
 i 

||||.||S
.|| 

- 
O

 
c 

3 5
S

f 

21 Ĵ
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TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 

TOTAL 

TOTAL 

TOTAL 

TOTAL 
TOTAL 

TOTAL 

TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 

III 1 1 

51,117 EXP OTHTAX PSC 
476.081 RB GUP 
39,601 UBOR IA 
12,275 UBOR_PROD 

744,362 UBOR PROD 
1,578,885 REVSALES 
2,705.175 BB_QUP_EPIS_P 
5.607.495 

17.555,210 

441,555,427 

55,016,242 

(35,539,345) RATEBASE 
(12.997,183) RATEBASE 

6,481,714 

(35,745,221) RB GUP 
11,364 BULK TRANS 

(797,246) RB GUP CWIP 
21,625 BULK TRANS 

1,561,250 RB GUP 
819 UBOR M 

(3.248,179) RB_GUP 
2,824,470 RBJ3UP 

(6.176,610) RB_QUP 
4,457,970 PROD DEMAND 
1,940,096 REV 

(8,938,670) FUELREV 
(172 6101 UBOR M 

(1,005,700) UBOB M 
1,046,453 UBOR M 

1,503 UaOR_M 
(130) UBOR_M 

(90,210) UBOR_M 
23,119 UBOR M 

(627,698) CUST_TOTAL 
615,747 UBOR_M 
(19,133) UBOR_M 
(53,770) UBOR 111 

1,414 UBOR M 
101,151 TRANS TOTAL 

(199,951) PROD ENERGY 
(157.237) PHOD_ENEHGY 
(30.484) TDPUNT 
(13.393) REV 

(7,335,843) EXP_0M_D1ST 
(1,458,329) UBOR M 

(23,138) REV OTHER 
(1,046,453) UBOR U 

130 UBOR_M 
15,114,525 UBOR M 

27,842 PHOD.DEMAND 
33,313 RB_GUP 

(385,771) UBOR M 
(15,114,525) UBOR M 

2,255,797 UBOB M 
242,789 RB GUP 
308,235 UBOR_M 

1.484,696 REV 
(1,484,695) REV 
(? 255,797) UBOR M 

(68,050) REV 
12,578 UBOR_M 



KENTUCKY POWER COMPANY 
COST-OF-SERViCE STUDY 
TWELVE MONTHS ENDING 

MARCH 31,2013 

Allocation Total 
Label ConstanI Factor Fiinolion Relail 

1 
BS 
2 

Nondeductible Meais and Travel S Enlsnainmonl 39.242 UBOR M TOTAL 39,242 22.536 
Capitalized Soilv^are Costs Tax (1,033) RB QUP TOTAL (1,033) (559) 
Book Leases Cspilaiized lor Tax (167,706) RB GUP TOTAL (167,706) (90,827) 
Capitalized Soflwsro Costs Booii 72,252 RB GUP TOTAL 72,252 39,131 
MTM Book Gain Above the Line Tax Delerral 5.747,175 PROD ENERGY TOTAL 5,747,175 2,050,885 
Mark fi Spread Delorral - 283 A l 238,640 PROD ENERGY TOTAL 238,640 85,159 
Mark S Spread Delerral - ISO A/L (5,672,218) PROD ENERGY TOTAL (5,572,218) (2,024,137) 
Provision tor Trading Credii Risk (Above Line) (75,463) PROD ENERGY TOTAL (75,465) (25,923) 
Provision lor FAS 157 A/L 23,206 PROD ENERGY TOTAL 23,206 6,281 
Reg Liability - Unreaiiziid MTM Gain Delerral (735,920) PROD ENERGY TOTAL (735,920) (262,614) 
Book > Tax Basis - EMA A/C 283 (844,101) PROD_ENERQY TOTAL (844,101) (301,218) 

Tolal Scheduie M Adjuslmenls - Per Books (55,743,884) TOTAL (55,743,884) (29,828,395) 

Annualize Removal Cost - Schedule M 1,681,071 RB GUP TOTAL 1,681,071 910,446 
Removal ol Envrionmenlal Surcharge Provision lor Refund (1,635,430) REV TOTAL (1,635,430) (685,313) 
Foe! Over/Under Revenues 1,367,443 EXP OM DIST TOTAL 1,367,443 930,363 
Normaiization ol Maior Storms (649,816) UBOR M TOTAL (649,818) (373,187) 
Amortization ol Deferred CCS FEED Sludy Cosls 31,843 PROD DEMAND TOTAL 31,843 14,815 
AmorlizaLion oi Big Sandy Depreciation a O&M - O&tvl 6,702,565 PHOD_DEMAND TOTAL 6,702,565 3,118,470 
Amortization ol Big Sandy Depreciatk)n fi OfiM - Depr 8,129.400 PROD DEMAND TOTAL 8,129,400 3,782,327 
Amorlizalion of Detd Preliminary Bip Sandy FGD Cosls 1,025,615 PROD DEMAND TOTAL 1,025,615 477,183 
Amorlizslion of Deferred IGCC Costs 48,732 PROD DEMAND TOTAL 48,732 22,573 
Amortization of Deferred CARRS Site Cosls 95,579 PROD DEMAND TOTAL 95,579 44,470 
Amorlizalion of Employer Group Waiver Plan (EGWP) 214,887 PRODJDEMAND TOTAL 214,887 93,973 
Annuaiize Section ISO ManuL Deduct. @ Separate Return (123,293) RB GUP EPIS P TOTAL (123,293) (57.354) 
Pension and OPEB Expense Adjuslmenl (1,004,702) UBOR M TOTAL (1,004,782) (577.041) 
Amorlizalion of fntangibio Expenses 372,195 UBOR M TOTAL 372,195 213.749 
KPCo Deprecialion Annuaiizalion Expense - Production 3,742,698 HB GUP EPIS P TOTAL 3,742,698 1.741,347 
KPCo Depreciation Annuaiizalion Expense - Transmission 5,282,501 RB GUP EPIS T TOTAL 5,282,501 2,431,121 
KPCo Deprecialion Annuaiizalion Expense - Dislnbution 6,838,554 HB GUP EPIS D TOTAL 8,836,654 4,517,366 
KPCo Deprecialion Annuaiizalion Expense - Genera! 543,645 RB_GUP_EPIS_G TOTAL 543,645 312.212 
Miicheil Depreciation Annualization - Production 3,522,505 PROD DEMAND TOTAL 3,522,505 1.638,899 
Milcheli Deprecialion Annuaiizalion - Transmission (GSU) 10,778 PROD DEMAND TOTAL 10,778 5.015 
Miicheil Pianl Deprecialion-Refaled Shoduie M's 4,873,275 PROD_DEMAND TOTAL 4,873,275 2,287,365 

Adjuslmenls to Per Books Scheduie M 41,008,063 TOTAL 41,068,063 20,834,396 

Adjusted Schedule hi (14,675,821) TOTAL (14,675,821) (8,993,500) 

Kentucky Taxable Income Before Ad;ys!ments (8,194,107) TOTAL (8,194,107) (29,335,165) 
JCWA Depreciation Adjustment 31,755,185 RB_GUP TOTAL 31,755,185 17,138,195 
Federal Domestic Production Activity 123,293 RB„QUP_EPIS_P TOTAL 123,293 57,354 

Kenlucliy Taxable Income 23,684,371 TOTAL 23,584,371 (12,079,606) 
Tax Factor (Tax Rale x Apporllonmont) 5.16663001'. 

(12,079,606) 

Kcnlucky Tax 1.223.684 TOTAL 1,223,084 (624,109) 

West Virginia Taxable Income Bclore Adjuslmenls (8,194,107) TOTAL (6,194,107) (29,335,165) 
Federal Domestic Production Activity 123,293 RB_GUP_EPIS_P TOTAL 123,293 57,364 

V/ea! Virginia Taxable Income (8,070,814) TOTAL (8,070,814) (29,277,801) 
Tax Facior (Tax Rote x Apportionment) 0.0512540% 

(8,070,814) (29,277,801) 

West Virginia Tax (4,137) TOTAL (4,137) (15,006) 

iiiinois Taxable income Beloic Depreciation Adjuslmant (8,194,107) TOTAL (8,194,107) (29,335,155) 
JCWA Depreciation Adjustment 34,511.710 RB_GUP TOTAL 34,511,710 18,691,093 

Illinois Taxable Income 25.317.603 TOTAL 26,317,603 (10,644,072) 
Apportionment Facior 1.7969000% 

26,317,603 (10,644,072) 

Appotlioned illinoiE Stole Taxable Income 472.901 TOTAL 472,301 (191,253) 
Post Apportionmcnl Schoduic M Adiuslmonls (51,490) RB_GUP TOTAL (51,490) (27,885) 
Post Apponionment Taxable income 421,411 TOTAL 421,411 (219,150) 

Tax Rata 9.5000000% 
421,411 (219,150) 

Illinois Tax 40,034 TOTAL 40,034 (20,819) 

IMichigan Taxable Income Before Depreciation Adjuslmenl (8,194,107) TOTAL (8,194,107) (29,335,165) 
JCWA Depreciation Adjuslmenl 33,377,298 BB_GUP TOTAL 33,377,293 18,075,710 

fjlichigan Taxable Income 25,183,191 TOTAL 25,183,191 (11,258,455) 
Tax Factor (Tax Rate x Apportionment) 0,005060ff!'. 

25,183,191 (11,258,455) 

Michigan Tax 1,526 TOTAL 1,526 (682) 

Olher Slate income Taxes (per tax schedules) 199 HB_GUP TOTAL 199 108 

Total State Income Tax 1.261,308 TOTAL 1,261.306 (650,506) 

Case No.; 2013-00197 
Exhibit No.: JMS-2 
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Wi!ness:J. Stegaii 

Total Total Total Tolai 
ses MGS LGS QP CiP-TOD MW OL a. 

3 17 18 19 

1,333 3,516 3,902 2.383 4,911 17 533 108 
(30) (94) (107) (70) (149) (0) (21) (2) 

(4,837) (15,237) (17,448) (11.2S0) (24,192) (74) (3,352) (383) 
2,084 6,590 7,517 4.864 10,423 32 1,444 168 

121,608 469,524 632,228 584,832 1,837,615 3,408 39,674 7,401 
5,050 19,495 26,252 24,284 76.303 142 1,647 307 

(120,022) (463,400) (523,982) (577,205) (1,813,648) (3,364) (39,157) (7,304) 
(1,597) (6,165) (8.301) (7.679) (24.129) (45) (521) (37) 

491 1,898 2,553 2.361 7.420 14 160 30 
(15,572) (60,122) (80,956) (74.887) (235.305) (436) (5,030) (940) 
(17,861) {68,350) (92,857) (85,896) (269.895) (501) (5,827) (1,087) 

(1,680,664) (5,059.304) (5,769,823) (3,700,623) (8,372,078) (26,515) (1,150.033) (156,448) 

48,487 153,336 174,899 113,167 242,498 740 33,596 3,900 
(54,305) (174,251) (202,084) (142,141) (347,415) (1,022) (24,751) (4,056) 
51,677 149,532 152,383 48,960 1,203 705 23,877 0,743 

(22,072) (58,255) (64,622) (39,462) (81,328) (284) (8,827) (1,761) 
595 2,581 3,381 2,843 7,474 13 35 6 

125,174 564,314 711,656 598,346 1,573,089 2,838 7,422 1,256 
151,821 684,445 863,153 725,722 1,907,966 3,442 9,001 1,524 
19,154 86,350 108,895 91,558 240,711 434 1,136 192 

910 4,103 5,174 4,350 11,437 21 54 9 
1,785 8,047 10,148 8,532 22,432 40 106 18 
4,013 16.092 22,816 13,183 50,434 91 238 40 

(2,303) (10.380) (13,091) (11,007) (23,937) (52) (137) (23) 
(34,129) (90.077) (99,922) (61,019) (125,753) (439) (13.648) (2,753) 
12,642 33.367 37,014 22,603 46,582 163 5,056 1,020 
69,897 315.112 397,387 334,115 878,409 1,585 4,144 702 
97,379 438.197 553,198 481,757 1,271,873 2,213 5,773 978 

303.152 704.937 598,474 221,956 9,355 3,215 339,995 38,204 
18,465 48.737 54,064 33,015 68,040 237 7,385 1,490 
65,785 296.573 374,008 314,458 826,730 1.431 3,900 660 

201 907 1,144 362 2,530 5 12 2 
91,011 410.299 517,428 435,043 1,143,755 2,063 5,396 913 

949,249 3.586,066 4,305,505 3,202,944 7,721,030 17,501 399,768 51,044 

(731,415) (1,473,238) (1,464,319) (497,680) (650,388) (9,014) (750,265) (105,404) 

2,995,443 9,171,750 7,528,969 2,053,064 (1,988,668) 72,018 1,029,304 279,179 
315,913 2,896,603 3,303,816 2,137,713 4,580,757 13,936 634,632 73,669 

2,303 10,380 13,091 11,007 28,937 52 137 23 
3,913,558 12.078,634 10,845,876 4,201,783 2,521,026 56,057 1,564,073 352,870 

202,204 524,058 560,358 217,091 135,419 4,446 85,976 18,232 

2,995,443 9,171,750 7,528,969 2,053,054 (1,988,658) 72,018 1,029,304 279,179 
2,303 10,380 13,091 11,007 28,937 52 137 23 

2,997,745 9,182,131 7,542,060 2,054,070 (1,959,731) 72,071 1,029,441 279,202 

1,535 4,705 3,866 1,058 (1,004) 37 528 143 

2,995,443 9,171,750 7,528,969 2,053,064 (1,988,666) 72,018 1,029,304 279,179 
995,420 3,147,938 3,590,606 2,323,278 4,978,392 15,200 689,722 80,063 

3,930,852 12,319.685 11,119.575 4,376,342 2,989,724 87,218 1,719,026 359,242 

71,712 221,372 193,808 78.638 53,722 1.567 30.889 6,455 
11,485) (4,697) (5,357) (3,466) (7.428) (23) (1,029) (119) 
70,227 216,676 194,451 75,172 46.295 1,545 29,860 6,336 

6,672 20,584 18,473 7,141 4.398 147 2,837 602 

2,995,443 9,171,750 7,528,963 2,053,064 (1,986,668) 72,018 1,029,304 279,179 
952,700 3,044,462 3,472,581 2,246,011 4,814,751 14,700 667,050 77.432 

3,958,142 12,216,212 11,001,551 4,233,975 2,826.003 85,719 1,696,354 356,610 

240 740 667 261 171 5 103 22 

6 18 21 13 29 0 4 0 

210,558 650,107 583.392 225,564 139,012 4,635 83,448 18,999 
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35.276 
(58) 

(523) 
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(1,684) 
3,969 

156 
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(1,004) 
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(130.268) 
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(75.210) 
(17,056) 
(11,145) 
(33,453) 
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TOTAL 
TOTAL 
TOTAL 
TOTAL 
TOTAL 
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ll 1 

1,1, 

15.205,791 R8_GUP 
(57,198) RB GUP CWIP 

(225,584) RB.CUP 
(20,103) RB_GUP 
(2,066) UBOR_M 
(1,747) LABOR M 

(423,035) RB GUP 
(1,560,230) PROD DEUAMD 

(679,034) REV 
3,123,534 FUELREV 

60,414 LABOR M 
379,996 LABOR_M 

(356 2581 LABOR M 
(526) LABOR_M 

46 LABOR M 
31,573 LABOR M 
(8,092) LABORJJ 

219,504 CUST TOTAL 
(215,512) L«,BOR_M 

6,636 LABOR M 
20,919 mBOR H 

(495) LABOR_M 
(66,903) TRANS TOTAL 
69,903 PROD.ENERGY 
55,033 PROD_ENERGY 
10,659 TDPLANT 
4,688 REV 

2,557,545 EXP OM DIST 
513,916 LABOR M 

8,099 REV OTHER 
305,253 UBORJ.l 

(46) LABOR (4 
(5.290,934) LABOR U 

(9,745) PROD DEMAND 
(11,659) RB GUP 
135,020 LABOR M 

5,233,034 UBOR M 
(789,529) UBOR U 
(84,975) RB GUP 
789,520 UBOR M 
23.817 REV 

301 RB_GUP 
58,597 RS_GUP 

(25,289) RE_GUP 
(2.011.511) PROD_ENERGY 

(53,524) PROD ENERGY 
1,985,276 PHOD ENERGY 

26,412 PROD ENERGY 
(8,122) PROD_ENERGY 

257,572 PROD ENERGY 
295,435 PROD_ENERGY 

19,570,729 
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KENTUCKY POWER COMPANY 
COST-OF-SERVICE STUDY 
TWELVE MONTHS ENDING 

rySARCH 31,2013 

Ailocalion Total 
Label ConstanI Factor Rincjipn Retgij 

1 
BS 
2 

AmorlizaSiDn ol Defd Preliminary Big Sandy FGD Costs (353,555) PROD DElvlAND TOTAL (355,955) (167,014) 
Fuei Over/Under Revenues (•178.505) FUELREV TOTAL (478,605) (164,894) 
AFUDC Olfsel Adjualmen! 202,750 AFUDC OFF TOTAL 202.760 103,702 
KPCo Deprecialion Annus!i2a!ion (4,540,71-i) RB GUP TOTAL (4.540,714) (2,453,192) 
MilchGii AFUDC Olfse! Adjuslmen! 815,801 PROD„DEMAND TOTAL 515,501 379,554 
Miicheli Depreciation Annuaiizstion (077.942) PROD DEMAND TOTAL (977,942) (455,002) 
Mitcheli Piant DepfeciaSion-Related Scheduie M's (1,705.545) PROD_DEMAND TOTAL (1,705,646) (793,570) 
Amorlizalion of Big Sandy DepreciaSion & OSM (5,191,1^) PROD_DEMAND TOTAL (5,191,188) (2,415,279) 

Tolai AdiusImDnia !o DFiT (11.350,101) TOTAL (11.350,101) (5,521.819) 

Total Dcforred FIT 8,220,628 TOTAL a,220.S2B 4,963,974 

Total Federal income Tax 4,834,153 TOTAL 4.634,163 (5,107,806) 

Tolai Income Tax 6,095,470 TOTAL 6,095,470 (5,760.404) 

Toial Expenses 447,660,897 TOTAL 447,660,897 197,438,509 

Net Operaiing Income 48,322,772 TOTAL 48,922.772 10,202,470 

AFUDC Oilss! 
Produclion 7S3.042 PROD DEMAND TOTAL 7Sa,042 371.301 
Transmission 531.1S2 RB GUP EPIS T TOTAL 531,192 290,488 
Distribution 443,251 RB GUP EPIS D TOTAL 443,251 232,831 
Genersi 46.465 LABOR_M TOTAL 45,466 26,585 

Toiai Per Books AFUDC Oilsst 1,915,951 TOTAL 1,918,951 981,355 

AFUDC OilESl AdiuslmenS 1.368.839 AFUDC OFF TOTAL 1.358.685 700.053 
mcheW AFUDC Oiisel Adiuslmenl 3,647,940 PROD DEMAND TOTAL 3.647,948 1.697,253 

Totai AFUDC Oifsei Adjustmonls 5,016,937 PR0D_DEMA1^D TOTAL 5,016.837 2,397,316 

Total Adjusted AFUDC Olfsets 6,935,765 TOTAL 5,935,708 3,378,671 

AdjuslGdNet Operating income 55,653.550 TOTAL 55,653,550 13,551,142 

Current Rate of Reiurn 3.55%. 1.74% 

O&l] Labor 
Production Demand 8,603.401 PROD DEMAND TOTAL 8,609,401 4,005.054 
Production Energy 1,195,224 PRDD_ENEHGV TOTAL 1,195,224 426,517 
TransiTiission 1,073,436 EXP 0,y TRAN TOTAL 1,073,438 495.891 
Dislribulion 8,53a,264 EXP OU DIST TOTAL 8,536.264 5,807.789 
Customer Accounts 1,322,911 EXP 0M_CUSTACCT TOTAL 1,322,911 1,135,945 
Customer Service 559,965 EXP_OM_CUSTSERV TOTAL 559,956 358.057 
Toiai 21,297.204 TOTAL 21,297,204 12,230,653 

Production Demand 8.603.401 PROD_DEEMND TOTAL 8.609.401 4.005,654 
Production Energy 1.195,224 PROD_ENERGY TOTAL 1,195,224 426,517 
Total Production 3,804,625 TOTAL 9,604,625 4,432,171 

Caiculalion of Proooccd Revenues 
Proposed Operating Income 126,001,777 RATEBASE TOTAL 128,001,777 50,407,033 Proposed Operating Income 

50,407,033 
Proposed Rate of Reiurn a.3B% 6.47% 

Income Increase 72.143.217 TOTAL 72.143.217 36,825,891 
Gross Revenue Conuersion Factor 1.632721 
Ravenue Increase 117,789,745 TOTAL 117.789,745 60,126,405 
Porconl Revenue Increase 24.17% 29.91% 

Proposed Sales Ravenue 605,191,527 TOTAL 505,191,527 261,145,428 

Adjusi Transmission OATT (3,790,918) TOTAL (3,790,918) 2,427,4! 4 

Total ProposEd Safes Revenue 501,400,009 TOTAL 501.400.609 263.573,842 

Case No.; 2013-00197 
Exhibil No.: JMS-2 

Page 9 of 29 
Witness: J. Siogali 

To1s( Totai ToUl Tolai 
SGS MGS LGS QP CiP-TOD MW OL SL 

3 
LGS 

17 18 19 

(6,704) (30,223) (38,114) (32,045) (84,249) (152) (397) (67) 
(9,764) (38,070) (51,127) (48,754) (161,988) (301) (3,100) (607) 
5,048 17,903 21,213 15,430 36,530 88 2,562 303 

(130,968) (414,175) (472,417) (305,674) (655.008) (2.000) (00,747) (10,534) 
15,235 58,685 86,619 72,828 191.468 345 003 153 

(18,264) (82,337) (103,835) (87,302) (223,522) (414) (1,083) (183) 
(31,854) (143,605) (181,100) (152,265) (400,314) (722) (1,889) (320) 
(36,948) (437,066) (551,183) (463,424) (1,218,369) (2.196) (5,748) (973) 

(242,770) (955,112) (1.185.877) (939,940) (2,395,830) (4.841) (84,947) (8,965) 

343,614 812,433 838,995 354,127 522,714 4,469 321,704 46,398 

1,322,265 3,787,978 3,251,929 988,564 (233,091) 28,019 649,113 137,282 

1,532,923 4.438,085 3,845,321 1,214,127 (94,079) 32,655 738,561 156,281 

13,052,245 42,400,150 51,122,151 38,231,041 95,497,441 240,433 5,698,891 911,975 

3,444,729 10,515,600 10,276,907 4,975,731 7,368,056 70,165 1,755,016 314,088 

14,004 67.190 84.733 71,242 187,300 338 884 150 

11,636 52.359 66.100 57,564 151.973 264 690 117 
19,655 45.704 45.285 14,390 606 208 22,043 2,477 
1,578 4,156 4,621 2,822 5.815 20 631 127 

47,772 160,419 200,740 145,018 345,635 831 24,249 2,871 

34,079 120,855 143,138 104,163 246,603 533 17,238 2,048 

68,127 307,134 387,327 325,657 856,172 1.545 4,039 684 
102,206 427,090 530,525 429,619 1,102.774 2,137 21,337 2,732 

143,978 597,409 731,265 575,838 1,448,470 2,969 45,586 5,602 

3,534,707 11,113,008 11,008,172 5,551,569 8,816,536 73,134 1.800,602 319,691 

9,14% 8.20% 6.82% 4.85% 3,25%. 10,57",1, 8.02% 11.85% 

160,785 724.858 914.118 768.572 2,020,622 3,645 9.533 1.614 

25,290 37.646 131.483 121,526 382,154 709 8.251 1.539 
19,925 89,751 113,241 95,799 254,397 452 1.182 200 

322,595 933,453 951,249 305,636 7,511 4,403 149,052 54,577 
135,238 44,795 5,649 523 112 64 236 230 
59,565 18,757 2,198 191 41 26 120,977 142 

723,399 1,909,259 2,117,937 1,233,346 2,565,446 9,301 289,291 58,362 

160,785 724,858 314,118 768,572 2,020,622 3,645 9,533 1,614 

25,290 97,646 131,483 121,025 382,164 700 8,251 1,533 
186,076 822,503 1,045,600 890,198 2,402,786 4,354 17,784 3,153 

5,453,850 17,517,325 18,631,672 10,960,639 21,516,655 105,519 2,861,883 447,202 

5,453,850 17,517,325 18,631,672 10,960,639 21,616,555 105,519 2,861,883 447,202 
13.85';o 12.92% 11.55% 9.57% 7.98% 15.33% 12.74% 16.57% 

1.859,143 6.404,317 7.023.500 5,409.070 12.800,119 32,365 1.061.281 127.511 

3,035,462 10.456.453 12.447,049 8.831.502 20,899,023 52,876 1.732,776 208.190 

18.84% 20.167„ 2055% 2056% 19.73% 17.20% 23.35% 17.04% 

19.147.535 62,326,971 73,007,087 51.794.158 126.828,383 360,268 9,151,459 1,430,229 

(498,305) (1,975,425) (1,667,582) (912.579) (915.389) (17,355) (23,693) (7,903) 

18,649,229 60,350,546 71,139,505 50.081.479 125,912.994 342,913 9,127,776 1,422.325 
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KeiTUCKY POWEn COMPflMY 
COST-OF-SERViCE STUDY 
TWELVE UamHS ENDlfjQ 

MARCH 31,2013 

Case to.. 20134̂ )97 
Ejciiisii Na.: JMS-2 

Page lQd29 
VJiinsss: J. Slsgsi 

,Q!P:ISQ:SM,B CIP-TQD-TRA 

AFUDC_OFF PHODUCTiON 
AFUDC_OFF BULKTHAIJ 
AFUDC„OFF SUBTRAN 
AFUDC_OFF DISTPR! 
AFUDC„OFF DiSTSEC 
AFUDC„OFF ENERGY 
AFUDC OFF CUSTOMER 
AriJDC„OFF TOTAL 

LftEOR_M PRODUCTia'̂  
LAGOa„M BULKTRAN 
LADDRJ.ISUaiBAN 
UBOR M DISTPRI 
UBORJ.I DiSTSEC 
LAiJORJ.I ENERGY 
LABOR M CUSTOMER 
LABOHJ.i TOTAL 

PRQO_ 
PROD 
PROD. 
PROD 
PROD. 
PROD 
PROD. 
PROD. 

PROD. 
PROD 
PROD 
PROD 
PROD, 
PROD 
PROD 
PROD_ 

LABOR 
LABOR. 
LABOR 
LABOR. 
UBOR 
UBOR 
UBOR. 
UEOR„ 

.OEMAfJD PRODUCTION 
"DSMAMD BUiiaRAJJ 
DEI.WWD SUBTRAN 
DEMAND DISTPRI 
DEWAND DISTSEC 
pB^mD ENERGY 
DEMAND CUSTOMER 
PEMAfJD TOTAL 

.ENERGY PRODUCTiON 
ENERGY OULKTRAN 
ENERGY SUBTRAN 
ENERGY DISTPRI 
EfJERGY DISTSEC 
ENERGY ENERGY 
ENERGY CUSTOy£R 
ENERGY TOTAL 

PROD PRODUCTION 
P R O D BULKTBAN 
PROD SUBTRAN 
PROD DISTPRI 
PROD DISTSEC 
PROD ENERGY 
_FROD CUSTOMER 
PROD TOTAL 

RATEOASE PRODUCTION 
RATEBASE DULiCTRAN 
RATEBASE SUQTRAN 
RATEDASE DISTPRI 
RATEBASE DISTSEC 
RATEBASE EfCBGY 
RAILBASECUSTOWEH 
RATEBASE TOTAL 

R3_GUP 
RB_GUP_ 
RB GUP 
nâ GUP 
RB GUP 
RB„GUP 
RB_GUP 
R3.,GUP, 

CWIP PRODUCTIQM 
_CVyiP BUiKTRA-J 
.CWSP SU3TBAN 
CVViP DISTPRI 
.CWIP DISTSEC 
CWIP ENERGY 
CWIP CUSTOŷ R 
CWIP TOTAL 

RB„GUP_£PIS_0 PRODUCTION 
Ra"GUP CPIS D OULKTRAN 
HB_GUP_£PIS_D EU3TFiAN 
RB_GUP_EP1S_D mSTPRi 
R0„GUP_EP1S D DfSTSEG 
RB_GUP_EPIS_D ENERGY 
RO_GUP„ePIS_D CUSTOMER 
RO_GUP̂ j:PiS_D TOTAL 

RB_GUP_EPSS_G PRODUCTDN 
RB„GUP„EP15_G BULKTRAN 
HO._GUP_EPiS Q SUBTRAN 
RB_GUP„EPIS_G DISTPRI 
BB_GUP̂ EP;S_G DISTSEC 
RB_GUP„EP1S_G ENERGY 
RB_GUP„EPJS_G CUSTOMER 
RB_GUP_EPiŜ G TOTAL 

nij„GUP_EPlS„P PRDOUCTiON 
Ra_GUP„EPlS_P BUIKTRAN 
Ri3„GUP„EPiS_P SUBTRAN 
RB_GUP„EPIS„P DSTPRi 
R̂ _CiUP_EPlS_P DISTSEC 
RO_GUP_EPIS_P ENERGY 
RB GUP EPIS„P CUSTOĴEB 
R0_GUP_EP1S„P TOTAL 

0.22535S05 
0.QS521K59 
0.12394725 
0.C3234331 
0.G013SS33 
0,a3£S4iCg 

0.431 G2232 
O-OIGIEDIU 

0.23325274 
Q.143§2£32 
•.05512117 
0.112D4411 

i-tmiiioiK) 

0,e7EC3S95 

0.4B23373a 
0.12702919 
0.Q53S1K:3 
a54G54231 
0.Q32S5S22 
aC5045a5I 
O.C423S5Sa 

0.51954204 
0.22837322 
0.03CSS324 
a.07B14537 
0.05162443 
0.0313734! 
0.02364325 

0.431 E2292 
aoifiisai9 
O.0O533M5 
0.23325274 
0.14392S32 

12157 

0.20250251 
0.104S5S72 
0.04253538 
0.08345337 
O.0GQ54573 
0.0004341)4 

D.51I-4C212 

0.20031 Q11 
0.C0753273 
O.0O30S3DO 
0.15704343 
0.10321G50 
O.D2GO2e30 
0.070 5S543 
0.57429431 

0.355S510S 

o.35es5ioi; 

0.4C554744 

0.22019461 
0.Q5B391E0 
D.Q237C042 
0.1H41B350 
O.0:-S2774! 
D.0iECg521 
0.01954542 
0.51Q45537 

0.24177135 
0.10543574 
0.04330021 
O.D520IS41 
0.03£D37a! 
0.D3O431E3 
0.01113S77 
0.43330OI7 

0.00312S3G 
D.0042037G 
0.001CQaS3 
Q.0Q3162D3 
0.(30340250 
0.1X1002375 
O.0O424iil̂  
0.024E35K! 

Q.0OS0SO79 
O.OCQ3€23S 
O.OK)I22D3 
0.00532323 

o.Dona75o 
0.D1233G93 
0.0333CSES 

0.4C52CS1D 0.01CG7SS3 

0.02115054 

0.02115354 

0,01E3K31 

O.eS075CH4 

0.2CSS191I 
0.C0753273 
O.(K}30G3ffi) 
0.15704340 
0.10521 
0.02iM2£30 
0,07353340 
0.57423431 

0-4S52£51S 0,01ES7553 

0.00915557 
0-Daz34123 
0.D0094S33 
a,D035.'!757 
0,00333316 
ammnm 
Q.00̂ S3343 
0.02577017 

0.009704̂  
0.ffi)427433 
0.00172507 
O.CO20OS22 
0.00214035 
0.0TOZ317 
0.00271937 
0.02250370 

O.0OSO3079 
o.coaao23s 
0.ia012203 
o.K)5ssa2a 
0.DO53ESS3 
O.0OS1S75O 
0,0123X03 
0.0332EQES 

D.e352S573 
0.01825SS3 
0.0073K112 
0.01355504 
O.DGSOTOOa 
o.offlioess 
0,00133400 
0.034E3252 

D.G3407257 
D.D01311B2 
0.00052445 
0.02SEOS32 
0.D1£;315SS 
0,D'044133» 
0.00334031 
0.03SK3234 

a.07ES3370 

0.07ESJ37Q 

0.07114037 

0.452Q42Q5 O.DlE37a34 0.08073475 

0.D3S31B7S 
a.010272S2 
0,l»l 11310 
0.D154443O 
O.OI0327DO 
0.GO39E50S 
O.0O153GGO 
0.03550744 

0.0.121043S 
0.01B54452 
0.C0741335 
o.ooa54cos 
0.00570717 
0.00010340 
0.COD355Q2 
0.00320022 

0.03437257 
0.M1315B2 
0.EKK52445 
0.02550022 
Q.D1531IES 
O.D04AmO 
0.00394031 
0.0afi53234 

0.00103303 
O-QOOSSCSO 
0.00022431 
D.C»4i225 

D.0S00O325 
D.00O434E2 
0.00271320 

0.K31Q7407 
D.CO004023 
0.00001616 
D.00077573 

0.K)ni3421 
O.DW50553 
O.OC25470S 

0.00239133 

0.00230139 

0.0021 B5 ID 

0.00119225 
0.00029791 
0.00011359 
D.CC0443CG 

0.(B011B22 
O,DO04GS24 
0.00203933 

0.GO129311 
0.DOOSSS54 
0.1X1022041 
0,0002533! 

0,00000330 
0.00027117 
0.CO2S2543 

O,0i)lE2y79 
0.00353313 

0.CO107407 
0,00004023 
o.offioieiB 
0.DCX177579 

0.OOO13421 
a.Da)K3S53 
0.0O2547D3 

.DG02E57G 

.DG0153I4 
,000031% 

.GOOHOO! 

.000143S9 
,00057540 

.00023330 
,000011DO 
.!m»5E9 

,00003740 
.00016134 
.0OOSOS33 

.0C0SS633 

.0OCKS35 

.GOOE0570 

.1X1003123 

.0COS77S3 

.00023021 

.00{K;E4£9 

.000034SG 

00a)2S29 
0CO12071 
.C0O53MS 

00035312 
.0OO15S53 
.0DiKf!324 

.om»0032 
,00003353 
,CKEa233 

.O0O:S33O 

.OKIOIIOO 

.00003740 

.00018134 

.ffil055B93 

0.03S£ai!! 
0.01B34S14 
0.00757420 
0.01353334 
0.007SS57! 
0.0001ie53 
0.CKK45i2O 
a.GS51BS33 

O.D3S2aS92 
0.COI33512 
O.0OO54414 
0.02547923 
0.013S3S53 
0.004B9333 
D.0OT77723 
0.03330471 

D.034D70CO 

0.03723303 

0.0372i!M9 

0.07332231 

0.03446442 

0.04163370 
O.O10SO54S 
Q.00432G03 
0.01553233 
0.00317922 
D.00443aB 
0.OOO53259 

0.043SSG77 
0.01924153 
0.007S9231 
0.OCS55G1B 
G.C0Kffl597 
0.00)12033 
O.C002a3S3 
0,0g4573O3 

0.0SOS3SSS 

0.0352̂ 32 
0.00130112 
D.0S054414 
0.02547323 
0.D1395SS3 
0.CO4SS933 
0.0007772Q 
a.KJ330471 

0.03407CS9 

0.0mi485a 
0.0031B351 
0,00127443 
0.D0227DES 

0.00)01977 
0.00014303 
0.01304720 

D.C0£Oi}747 
D.00022B72 
D.D€OT3t5G 
0.0042734G 

0.00031640 
D.0SO1B353 
0.01171̂ 14 

0,01454717 

D,01454717 

0.01240472 

D.0O523S34 
0.03177433 
0.00071101 
0.D025S73S 

O.0SO74255 
0.0001 GESa 
0,01230216 

O.DO734Q30 
0.C032332G 
D.C012943G 
0.C014317! 

Q,DOQ02Q05 
0.1X1003363 
0.01341307 

0.COSO3747 
O.C«)22a72 
O.COOCra!55 
0.CO42734G 

o,cmaie4o 
0,00010553 
0.01170314 

D.002E5SS3 
0.00147921 
D,0iK)7B118 

0,ffi»OC3!l 
0.ra)271G1 
0.00533313 

O.Q02iJ33CKl 
0.D0O1DS27 
a.cooa5Gi2 

0.CO037C24 
O.EB030375 
O.0O3O754C 

0,DOG70414 

0.CM7C414 

0.iX)5703S3 

0.CCO3I72G 

0.DOO5SCKX) 

a,M324G74 
O-OMW-ISO 
a.K!044E!;3 

O.EM]0330S!i 
0.00031204 
0.OT5IE079 

Q.DO341032 
O.0OI 50227 
0.E)0ra33Q 

0.tmX)S24 
0.00010935 
0,CD5K;04 

0,Da2B330a 
0,00010527 
0,SKKM53l2 

0.0D037524 
0,00030375 
0.0Q3G754S 

,[sxico!oa 
.DQffi)40SO 
.00037744 

.fiODM173 
,00004405 
.03070042 

.00145633 

.0OU5533 

.CO!24205 

.00017753 

.1X1142020 

.0X07382 

.0CK)4575 

.00033274 

,00ffi020! 
,00002529 
,00iasS5S 

.0OOT3I73 

.00004435 

.00075042 

,DK14510S 
,Cffi23355 
,00003437 
,00)17070 
,1JK)10313 
.00)03171 
,00000123 
,00105374 

.00044731 
,«!00167a 
,000iK!57S 
,00033529 
,G001GD01 
,00007054 
,00000211 
,00105031 

,00103033 

,00125555 

,00125SC5 

.mo-iom 

.00015343 

,C01D5344 

,0KJ5102S 
.{KO 13574 
,00005493 
,iXK)20554 
,00011916 
,00005300 
,00000142 
,00103197 

.00053̂ 52 
,0ffi323713 
.D00C35E5 
.00011257 
,00O0G4£3 
,OffiX10173 
,00000377 
,00105162 

,KM4473! 
,0iMOm7B 
,00000570 
,0K333529 
,00018091 
,00007004 
,00G!Xi211 
,0QlDEOai 

,001Q3S33 

0,01077335 
0.ffil97207e 
0.00300714 
0.007C5M3 

O.0Q!S!7D52 

D.a3sssas9 

0.01 ESI7C3 
O.0OTG3336 
0,0002£501 
0,0132S32a 

0.00291229 
0.00010345 
O-osssooao 

0.051 C928a 

D.OS! 83233 

0.03707533 

D.0213BlSa 
D.0O553321 
D.0022G351 
0,00013535 

0.00201!) 13 
0.00003330 

0,02241455 
D.00M7236 
0.00402300 
0.00445040 

0.00007153 
O.EX)04E55 
0.D4DSSS40 

0.01 B51759 
0.00030035 
0,00023501 
O.D132a3£0 

0.(H)291223 
O.IM5010345 
o.D35aa)Ki 

0.a!7e5Si33 
0.OM14212 
0.00507233 

0.00005755 
0.O0O3S535 
D.D322SSS3 

0.01750SO! 
D.C0ffi5G73 
0.05X136445 

0.00237633 
O.DK)41043 
0.02131̂ )9 

0.04235107 

0.042351 G7 

0.D35G21G3 

O.D2007103 
0,ro521033 
0,ffi!2£3545 

0.M211334 
0.00042037 
0.0307! 194 

0 02!O:C27 
0 033204CO 
OC0E152C9 

0 03005033 

0 0002^253 
O.O35SO404 

,01750301 
,(MSS&73 
,SM035445 

.00237533 

.0OT41043 

.D2i31SD0 

D.0C0O03S0 
O.KMS!SOa3 
0,C030a45G 

0.[ffl035114 
0,00m0747 
0,IX;244a72 

0.0)525579 

0.OOG25S79 

0,D033E07B 

O.CM)07C273 

0.00474343 

0.COT3S7D2 
0.0OO0E5Sa 
0.0031759S 

o.ooiKoes2 
Q.0OOO37S3 
0.00343367 

0.03755043 
O.O4533703 
0.02434532 

D.Em3S£J27 
O.Ka2G3E3 
0.15737533 

0.DH:33253 
O.EK)325703 
0.00174K)3 

0.01520S35 
0.D002S23S 
0.10734CO7 

0.00035)14 
D.CS)S05747 
0.00244372 

0.D043334Q D.201 mSS 

0.27100210 

0.271 K3210 

0.17E552ES 

0.10007595 
0.025DS5H5 
0.01402331 

0.01367727 
O.O0O3O573 
0.15417316 

0.10454001 
0.04£i)4402 
0.02472507 

0.0«)37355 
0-00016433 
0.175347!)2 

D.QSE33250 
0.003257Q9 
0.00174303 

0.01520335 
0.00029235 
D.1O7340O7 

0.00000223 
O-KiOOGOED 
0.02227212 

0.00273535 
O.K)S05747 
0-D17314K 

0.04274013 

0.G40740I3 

0.02943000 

0,00594152 

0.035377G2 

0.00231074 
Q.000OGK3 
0.D232533G 

0.COOOS71B 
0.00003733 
0.02510725 

0.00273535 
0,00005747 
0,01731405 

,00007222 
,00003353 
,COaOOM! 
,KKJK!1D9 
.00343310 

.00016275 

.OOOOOGCS 

.0X00279 

.00013531 

.C008S33S 

.00003328 

.GDOraSGO 
,00043573 

.0004234! 

.G!m53301 

.0X53301 

.00037179 

.00021022 
,00005.̂ 2 
.0a(K)2243 
.0iB0Q333 
.OCO04532 
0X02904 
.0C2O0234 
.0M44E3n 

,K3022D02 
.00W3S31 
,DKK}334S 
,00034553 
,00002423 

.Qffli0012B 
,CCi)420S3 

0,00043193 
0,Ê 24353 
0,00010102 
0.00019101 
0.00078587 
0.00000333 
0.01051703 
0.012S3S42 

O.KK)47792 
0.00001753 
0.C00K172G 
0.DiXi35D52 
0,00137E54 
0.00033742 
0.01035377 
0.01353352 

0.00110726 

0.0«3O323 

0.K1S2O329 

O.Cim722a 

0.00101382 

0.O0a54S37 
O.0O014255 
0.00005773 
0.00022163 
0.00030914 
0.000354H1 
D.012474S5 
0.01471073 

0.OO05753O 
0.aX25342 
o.coni02ss 
O.K!Q120£0 
0.0O043449 
0.00000252 
O.D0572a3D 
D,C0S23451 

0,KJ047732 
O.0OOO1793 
0.00005725 
0.CO03CG5S 
0.D0137ES4 
0.00033742 
0,01035377 
0,01358352 

,00010275 
,E0K1S!M5 
,0QD(X!279 
,00013531 
,DOO0S35 
,00003323 
,OtXK)C5E0 
,C»0435ra 

,00042341 0.00110720 

.cx)aoai53 

.GQKM224 

.00001710 

.0O1K33244 

.00014035 

.00503175 

.00110053 
,00142500 

OOOCSD30 
,0O(M)303 
,K]000123 
.DKX!Si04 
.00024524 
,000)7227 
.00227555 
,00274035 

,00013744 

,00123771 

COI2377! 

.MO 15453 

.00015S3S 

.00032157 

.0M13323 
,00102431 
.COD003E5 
,00503774 
,00015321 

,00137431 
.00175747 

,00009740 
.00004280 
,0OK)1737 
,00052045 
,00003332 
,IX!0G0I77 
,00074432 
,00101303 

,00003020 
,0000)303 
,como!23 
,00003104 
,00024624 
.0000722? 
,00227555 
,iH)274035 

,DG01fl744 

o W -s-

o TJ 
o CO 

CQ prr cfi ' CD m CD , 

^ §- 3 ; 
O CP O M 

=1 • O 
M — 4^ _ i 
CO ^ c:n C J I 

5 i 



K
P

S
C

 C
a
se N

o
. 2

0
1

3
-0

0
1

9
7 

C
o

m
m

issio
n S

ta
ffs S

eco
n

d
 S

e
t o

f D
ata R

e
q

u
e
sts 

O
rd

er D
ated A

u
g

u
st 2

6
, 2

0
1

3
 

Item
 N

o
. 4

5
 

A
ttach

m
en

t 1
 

P
a
g

e 1
4 of 2

9
 



K
P

S
C

 C
a
se N

o
. 2

0
1

3
-0

0
1

9
7 

C
o

m
m

issio
n S

ta
ffs S

eco
n

d
 S

e
t o

f D
ata R

e
q

u
e
sts 

O
rd

er D
ated A

u
g

u
st 2

6
, 2

0
1

3
 

Item
 N

o
. 4

5
 

A
ttach

m
en

t 1
 

P
a
g

e 1
5

 of 2
9
 

I 



K
P

S
C

 C
a
se N

o
. 2

0
1

3
-0

0
1

9
7 

C
o

m
m

issio
n S

ta
ffs S

eco
n

d
 S

et o
f D

ata R
e
q

u
e
sts 

O
rd

er D
ated A

u
g

u
st 2

6
, 2

0
1

3
 

Item
 N

o
. 4

5
 

A
ttach

m
en

t 1
 

P
a
g

e 16 of 2
9
 



K
P

S
C

 C
a
se N

o
. 2

0
1

3
-0

0
1

9
7 

C
o

m
m

issio
n S

ta
ffs S

eco
n

d
 S

et o
f D

ata R
eq

u
ests 

O
rd

er D
ated A

u
g

u
st 2

6
, 2

0
1

3
 

Item
 N

o
. 4

5 
A

ttach
m

en
t 1 

P
a
g

e 17
 of 2

9 

1 
ii 

1; 1
 

...Ji, ...yi L
U

 ..i..L. ...ll ...i 
ii 

i 1
 1 1 I 1 i s 1 

,„ii.. ..yi L
II ,.IL.. ...ll ...!! 

1
 

ii 
iri 

IM
 ...is. ..yi i.r.. 

...IL. ...i 
!! 

i.i'j 
r.„ 

...II 
n 

ii 
uH

 
iK

i ...Jl,. ..i.r.. 
..r.. 

1
 

il 
i.r.i 

r... 
,..!L. 

•1 
n

 
ij'j 

1',! ...Ji, 
...IL. 

'i 
II 

I.I'I 
ill ...fl ..yi i...r.. 

...il. ii 
1

 
ii 

I.PJ 
V

.I 
..yi !...il ..!..L.. ...i"... ii 

1
 

ii 
W

l..f... 
...il. 

H 
i s i i ̂

 i 1^1 ...f!. .I.r., 
...II. 

H
 ii 

U
H

 !M
 ,..!!.. ..yi. L

L
. 

...r... 
1

 
li 

U
H

 ill ...ll ..yi. L
SI ..III. ...r... is 

, , , ii 
1 

IS
 in 

r.i li ..i.r... 
If' 

1
 

11
 1.P.i v.! ,.Jl ..yi. i.f.. 

s ...III. ...1
 

H
 n 

U
H

 
...!l ..yi. L

il ..IL... ...il. ...1
 

%
 li 

iĴ
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KPSC Case No. 2013-00197 
Commission S t a f f s Second Set of Data Requests 

Dated August 26, 2013 
Item No. 46 
Page 1 of 2 

Kentucky Power Company 

REQUEST 

Refer to the Direct Testimony o f Alex E. Vaughan ("Vaughan Testimony"), pages 5-8. 
Mr. Vaughan states that the adjusted test year Kentucky retail jurisdictional total is 
$56,550,649, the PJM Rider is to be set at $0 the first year, and that Kentucky Power 
proposes an amiual true-up. 

a. Explain why the PJM Rider true-up would not be more frequent than monthly. 

b. Explain whether Kentucky Power intends to notify the Commission of accounts 
being added to the rider before making a scheduled true-up filing. 

c. State whether any PJM charges or credits are recorded in Kentucky Power's fuel 
adjustment clause ("FAC"). I f yes, identify the charges and credits that were 
recorded tln-ough the FAC during the test year, and state whether these items are 
included in the PJM charges and credits proposed to be tracked by the PJM Rider. 

RESPONSE 

a. PJM's monthly billing is not final until month end. 

b. Yes. 
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c. Yes. Besides LSE PJM marginal loss charges and credits, PJM spot market energy 
purchases used to serve KPCo's native load requirements is included in KPCo's 
monthly FAC filings. During the test year the PJM spot market energy purchases, as 
shown in Column 2 o f KPSC 2-46 Attachment 1, were $363,511. These PJM spot 
market energy purchases are exclusive of any capacity or demand charges, or other 
PJM charges or costs that are included in the Company's proposed PJM Tracker. 
The energy associated with the PJM net energy costs included in the monthly FAC is 
purchased on an economic dispatch basis and recorded in FERC Account 151. 
Other PJM charges included in the FAC are marginal line losses recorded in 
accounts 4470207 and 4470208 and listed in CokuBn 3 of KPSC 2-46 Attachment 1. 
Marginal Line Losses are recovered through the FAC as authorized in KPSC Order 
dated June 12, 2008 in Case No. 2007-00522. 

The PJM charges that are included in the FAC w i l l not be tracked in the PJM rider. 
Please see lines 13 and 14 of page 5 of Company witness Vaughan's testimony. 

W I T N E S S : Ranie K. Wolinlias 
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Order Dated August 26, 2013 
Item No. 46 

Attachment 1 

Kentucky Power Page 1 of 1 

PJM Costs locluded in FAC 
For the Test Year Ended March 31,2013 

KPCo Full 

Requirement 

Customers' PJM KPCo Marginal 
Month/Year Energy Costs Line Loss 

(1) (2) (3) 
April 2012 $ 38,536 $ 430,527 
May 2012 $ 76,853 $ 480,282 
June 2012 $ 53,533 $ 566,266 
July 2012 $ 8,253 $ 634,697 
August 2012 $ 10,895 $ 736,793 
September 2012 $ 10,451 $ 519,769 
October 2012 $ 27,452 $ 560,332 
November 2012 $ 21,167 $ 719,722 
December 2012 $ 15,818 $ 731,116 
January 2013 $ 22,997 $ 700,879 
February 2013 $ 17,005 $ 585,970 
March 2013 $ 60,551 $ 701,321 
Tota! $ 363,511 $ 7,367,674 
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Kentucky Power Company 

REQUEST 

Refer to Exhibit AEV-3 o f the Vaughan Testimony. Assuming a base amount of $0 and 
using the format o f Exliibit AEV-3, provide in electronic format wi th formulas intact and 
cells unprotected a schedule showing how the $56,550,649 from Exhibit AEV-2 would 
be allocated to each o f the customer classes. 

RESPONSE 

Please see KPSC Staff 2-47 Attacliment 1 on the enclosed CD. 

W I T N E S S : Alex E Vaughan 
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Kentuclcy Power Company 

REQUEST 

Refer to the Direct Testimony of Ranie K. Wolinlias ("Wolmhas Testimony") at pages 8-
9, Section V , Workpaper S-2, page 1 and Schedule 3. 

a. Given the cost rate thereof, explain whether Kentucky Power considers accoiuits 
receivable financing a short-term source of capital. I f Kentucky Power does not 
consider accounts receivable financing a short-term source of capital, provide a 
detailed explanation for why it does not. 

b. I f Kentucky Power considers accoimts receivable financing a short-term source o f 
capital, explain whether consideration was given to allocating the coal stock 
adjustments between short-term debt and accounts receivable financing. 

c. On page 8, at lines 17-19, and page 9, at lines 9-10, the testimony states that "coal 
inventory is usually financed with short-teriB debt." Explain the intent of the word 
"usually" in this context and why coal inventory is not always financed with short-

term debt. 

RESPONSE 

a. Accounts receivable factoring may be considered a source of short term capital as it 
accelerates the recovery of accounts receivable. However, for the purposes of GAAP 
(Generally Accepted Accounting Principles), Kentucky Power does not recognize the 
accounts receivable factoring as short term debt; the Company recognizes the 
carrying cost expense associated with the factoring program. 

b. Coal stock is not a qualifying electric receivable and therefore no allocation 
consideration was given. Kentucky Power's eligible electric receivables are 
purchased by AEP Credit then sold to and owned by bank sponsored conduits. This 
includes estimated unbilled revenues as energy is used by customers. 
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c. In the context of this sentence the term "usually" means "the general practice" is to 
use short term debt. Funds spent on coal inventory can not be specifically tracked. 

In Case Numbers 8429, 8734, 91-066, 2005-00341 and 2009-00459 KPCo consistently 
reflected adjustments (increase or decrease) in the value o f fuel inventory by making an 
adjustment to the short term debt value at the end of the test year. The Commission at 
page eight of its June 18, 1982 Order in Case No. 8429 states "the Commission has 
reduced Kentucky Power's adjustment [to its short term debt] by $4,108,704 to reflect the 
lower level of inventory and the weighted average price". 

W I T N E S S : Ranie K. Wolmhas 
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Kentucky Power Company 

REQUEST 

Refer to the Wolinlias Testinioiiy at page 12 and Section V , Workpaper S-4, page 10. 

a. The test year storm damage expense, excluding in-liouse labor, as shown on Une 1 o f 
the workpaper is $7,040,572. Line 5 of the workpaper shows a deferral amount of 
$12,146,000. Explain whether the deferral referenced on line 8 o f the workpaper is 
for an amount other than $12,146,000 and, i f it is for another amount, expkain how 

the amount was determined. 

b. Explain how the amoimt on line 8, titled "Test Year Storm Damage Expense Less 
Deferral" was calculated and provide the actual calculation. 

RESPONSE 

a/b. Line 8 was calculated by taking the total Storm Damage Expense incurred for the 
calendar year of 2012 ($13,779,828) less the authorized deferral amount for calendar 
year 2012 in Case No. 2012-00445 ($12,146,000). 

W I T N E S S : Ranie K Wolinlias 
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Kentuclty Power Company 

REQUEST 

Refer to the Wolmhas Testimony at page 14 and Workpaper S-4, page 19. 

a. Explain how the amount of the amiual net line o f credit fee is determined. 

b. I f Kentucky Power recorded an actual net line of credit fee o f $644,071 for the 12 
months ended March 31 , 2013, explain why an adjustment to add the jurisdictional 
portion of the fee to its cost o f service is necessary. 

c. Provide the amiual net line o f credit fees recorded by Kentucky Power for the five 
most recent calendar years. 

RESPONSE 

a. AEP allocates all costs associated with its Corporate Borrowing Program (including 
the cost o f credit facilities required to support AEP's commercial paper program) 
based on the participant's pro rata share of all borrowers' total borrowing basis. For 
the test year ended March 31, 2013, Kentucky Power's share o f the associated fees 
were $644,071. 

b. The net line of credit fee recorded by the Company during the test year is a "below-
the-line" expense and therefore the Company showed the net line of credit fee amount 
as an adjustment to the cost o f service. 

c. Please see the table below for the amiual net line o f credit fees recorded by Kentucky 
Power for the past five caleiidai- years. 

WITNESS: Ranie K Wolmhas 
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Kentucky Power Company 

REQUEST 

Refer to the Wolmhas Testimony at page 14 and Section V, Workpaper S-4, page 20. 

a. Provide a simimary description of Kentucky Power's efforts to comply with the 

"Vegetation Management" ("MV") component of the settlement in its last rate case 
f rom the time o f the final order in that case tlirough the end of the test year. 

b. Provide a breakdown, by account, of the expenditures made to f u l f i l l Kentucky 
Power's responsibilities under the M V component of the aforementioned settlement, 
by calendar year. Include the partial years of 2010 and 2013. 

c. I f different f rom what was included in the 2013 V M plan filed it with the Commission 
on September 28, 2012, describe Kentucky Power's plamied efforts for vegetation 
management tln-ough the end o f 2013. 

d. Explain whether Kentucky Power is on track to finish the line maintenance over seven 
years in accordance with the settlement o f its last rate case. 

RESPONSE 

a. In July 2010, Kentucky Power began ramping up its contractor resources to transition 
its vegetation management progi"ani to a four year- cycle. KPCo's plan is to 
completely re-clear its overhead distribution system begimiing with an initial seven 
year cycle that began in July 2010. Once the initial seven year cycle is complete, the 
Company w i l l develop and implement a four year cycle for maintaining 100% of its 
distribution R/W's in the future years. 

During 2010, as KPCo increased its base load contractor workforce (from 218 
employees to 335 workers), external crews were also brought in to KPCo's territory 
to accomplish the increase in work load. 
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Throughout 2011 and 2012 the base load contractor workforce increased from 335 to 
384 workers. KPCo also supplemented this workforce with outside resources, to 
accomplish program goals. 

In 2013, a second contractor was awarded part o f the maintenance work, and tlie 
Company total contractor workforce expanded to 411 employees. Since work began 
in July 2010, and with the exception of a $200,000 shortfall in calendar 2012 (that 
w i l l be made up in 2013), KPCo has met the budget targets associated with its 
expanded R/W maintenance program. Copies o f t he Company's 2010 (six months), 
2011, and 2012 reports are shown on Attaclmient 1 to this response. 

b. A l l o f the expenditures are recorded in Account 593. 

c. When Kentucky Power filed its Vegetation Management Plan information on Apri l I , 
2013, a revised 2013 V M Plan was also filed which differed slightly from the version 
filed wi th the Commission on September 28, 2012. Kentucky Power's planned efforts 
through the end of 2013 do not differ f rom the revised plan filed on Apri l 1, 2013. 

d. The Company is on track to finish the proposed R/W re-clearing over a seven year 
period that began July 2010 in accordance with the settlement in Case No. 2009-
00459. 

V^ITN.ESS: Ranie K. Wolinlias 

Second half of 2010 
2011 
2012 
Y T D August 2013 

$12,650,212 
$17,245,255 
$17,023,685 
$12,331,212 



KPSC Case No. 2013-00197 

Commission Staffs Seconcl Set of Data Requests 

Order Dated August 26, 2013 

Item No. 51 

Attachment 1 

Page 1 of 24 

STITES&HARBISON P L L C 

A T t a n H l i Y E 

April 1,2011 

Jeff R. Derotiett 
Executive Dkector 
Public Service Coimnission 
211 Sower Boulevard 
P.O. Box 615 
Franlcfort, KY 40602-0615 

R E C E I V E D 

A P R d l 20lf 

COMMISSION 

421 West Main Street 
PostOffica Box 834 

rranl;fort,KY40BD2-<1634 
[502-1223-3477 
[502] 223-4124 Fox 
www.stitBs.com 

MarkR. Overstreet 
(502)209-1219 
(502) 223-4387 FAX 

movers (rsel@sll(Bs.com 

ME: Kentttclty Power Company's 2010 Vegetation Management Report FUed In 
Conformity With Commission's June 28, 2010 Order in Case No. 2009-00459 

Dear Mr. Derouen: 

Please find enclosed and accept for iiling the original and ten copies of Kentucky Power 
Company's 2010 Vegetation Management Report. It is heing filed hi accordance with the 
Commission's June 28,2010 Order hi Case No. 2009-0049 and paragraph 5 offlie_SfittIement 
Agreement approved by that order. A copy is hemg served on the AttorDpytjeneml7^ 

Please do not hesitate to contact me i f you have any question/ 

MarkR. O v e i ^ l ^ 

MRO 
cc: Demiis G. Howard I I (with enclosure) 

Alexandria, VA Atlonla,GA Frankfort, KV Franklin,TM Jeffsrsonville, IM LDXington, KY Louisvilla, KV Naslwilte, TM 
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COMMONWEALTH OF KENTUCKY 

BEFORE TFIE PUBLIC SERVICE COMMISSION 

RESPONSE OF ICENTUCKY POWER COMPANY 

I N CONFORMITY WITH PARA.GRAPH 5(d) 

OF 'n-IE UNANIMOUS SBTT.LEMENT AGREEMENT, 

APPENDIX A TO THE COlvIMISgTON ORDER I N 

CASE NO. 2009-00459 

DATED JUNE 28,2010 

April 1,2011 
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KPSC Case No. 2009-00459 
111 Confomiity Witli Patagrapli 5(d) 

Of the Unanimous Setttement Agreement 
Page 1 of 2 

FiledAprU 1,2011 

In accordance with the Public Service Commission's Order dated Jime 28, 2010, 
in Case No. 2009-00459, Kentuclcy Power malces the following report regarding its 
dish'ibutiott vegetation management progi-am for the 2010 calendar year: 

System Peifoitnatice (SAIFI, C A I D I and SAIDI) 
The first set of reliability infonnation includes tlie Kentuclcy Power System 

Average hitemiption Frequency Index, fhe Customer Average Intenuption Duration 
Index, and the System Average Intenxxption Duration hidex for the reporting period, 
laiown in the industry as SAIFI, CAIDI, and SAIDI, respectively. Kentuclcy Power has 
included these system performance numbers, excluding major events as defined by IEEE 
standard 1366, for the past five yeturs; 

Calendar 
Year SAIFi CAIDI S A i D i 

2006 2.756 182.2 502.1 

2007 2.276 146.9 334.2 

2008 2.904 170.9 4B6.3 

2009 2.558 194.5 497.1 

2010 2.470 169.4 418.4 

2010 Distribution Vegetation Management (VM) Work by Circuit 
See Attachment I for vegetation management work perfoimed on each 

distribution circuit for 2010. The units reported are miles completed, acre,g of bmsh cut, 
acres of brush sprayed, teees removed and trees trimmed. 

2010 Distribution Operation & Maintenaace V M Work by Cu'cuit 
See Attachment 1 for die total expenditures for vegetation management work on 

each distribution circuit ui 2010. RWM, AEP's soflvvai'e program for traclcing vegetation 
work and expenditures, does not separate the O&M and Capital expenditittes for the 
circiuts worked during the year. Therefore the costs in Attachment 1 represent the total 
O&M and Capital expenditures for each circuit ui 2010. 

Also, expenditures .shown in this attachment do not include all costs associated 
with the Vegetation Maintenance Program. Expenses associated with hiternal Company 
Labor & Fleet, unscheduled faotspot and trouble restoration work, incentive program for 
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KPSC Case No. 2009-00459 
Bl Conformity With Paragraph 5(d) 

Ofthe Unanimous Settlement Agreement 
Page 2 o f2 

Filed April 1,2011 

tree contractor employees, materials (herbicides for the Spray Program), contract 
foresters, hee conhactor's field supervision, and contract work plamiers are not allocated 
to a cu'ouit. 

2010 Dis i t ibut ion Vegetation Management Plan - Addit ional M b r m a t i o i i 
Kentuclcy Power's Distribution Vegetation Management Program changed mid

year fiom a performance-based mauitenance program to a fuU-chcuit niamtenanoe 
progi'am aimed at moving om V M Program to a cycle-based approach. Resource 
augmentation began eariy in M y , with the addition of in-liouse contract tree crews and 
outsom'ce crews, open circuit bids, and longer worlc-weelcs. The additional resom-ces 
were allocated to fidl-circuit reclearing projects. These circuits were ranlced based upon 
tree outage performance data. 

Maintenance v/as completed on 1,569 miles of line. Om" goal was Co achieve 
1,694 miles of line; however some circuits reqiured more work than anticipated due to 
the excessive amount; of tree growth in the rights-of-way. The accuracy of estimatmg 
reclearing costs is expected to improve as the Company gains more experience with fuU-
ch'cuit maintenance. The Company eaiinaited 90 miles of line for the aerial saw; 
inspections showed that many of these lines had been aerially sawn five to eight year's 
earlier and stiU exhibited good clearance. Tliirty-ejght miles were actually cut v/iih the 
aerial saw. 2,134 acres were sprayed, wliich exceeded the company's goal of 2,002 acres. 

The total 2010 O & M expenditures for the VIVI Progi'am were $12,650,212, or 
$343,754 above the Settlement amount of $12,306,458 for 2010, as shown below. 

Total VMP O&M $12,650,212 

S e t t t e m e n t A g r e e m e n t P a r a g r a p h 5 ( a ) 

S e t t l e m e n t A g r e e m e n t P a r a g r a p h G ( b ) 

T o t a l S e t t l e m e n t A g r e e m e n t 

$ 7 , 2 3 7 , 9 6 5 

$ 5 , 0 6 8 , 4 9 3 

$ 1 2 , 3 0 6 , 4 5 8 

Amount spent above the agreement $343.754 

The total Forestry Capital expenditures were $1,180,685. The total expenditures 
for the Vegetation Management Program, including the O&M and the forestry capital, 
were $13,830,897 for 2010. 
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Attachment 1 

2010 Ky Forestry - Cost & Units by Circuit 

oaiVI & Capi ta l M i les B r u s h Cu t B r u s t i Spray 
C i r cu i t c r r o u l t D e s c iSxpendl fures Comp le te A c r e s A c r e s TroD Remova l Tree T r i m 

21BQ103 Spngg-Sprigg 14,738.99 0J2 1.1 2 0 2 4 
220S403 Sou lh Neal - Whi tes Creek Road $33,851.77 5.4 1.a l o . a 266 1,000 
3000201 B^!_Sanciy - Fal lsburg Sou lh ,$523,409.54 13.3 22.5 42.9 4,432 7,383 
3000202 Big Sandy - Burnaur ih North $8-1,978.39 14.6 a.2 41 ,B 371 2,684 
3000301 Bsl lefonle - Washvoot i $83B.B0 11 
3000302 Bel lefonta - Ra lwooda 1374.12 6 
3000303 Belfefonfa - Bel lafonfa $530.43 1 1 
3000001 Gra fm - DbtnbuUon 59,050.85 1 0.0 S.4 2 0 
30D07D1 Gray.$branch - Graysl i rancl i $560,073.62 47.1 26 .2 20.8 4,864 2,946 
3000801 Hayward - Ha lderma i i S2,sao.oa 0.7 I S 15 
3000802 l-fayivard - tavvton $211,192-90 11 S.8 70.3 2,680 211 
3000B01 Highland - Russe l l W1,786 .80 1.8 4.9 1.9 261 112 
300QOO?, H i g h l a n d - F l a t w o o d s $40,987,58 2.2 1.7 364 112 
3000903 H igh tend-Wt i r l tanc l $fl,9S0.81 0.8 0.2 S 10 
3001001 Hi lch lns - Damron Branch $41,058.83 4.1 1.8 3.1 269 99 
3001002 H i t oh l i i s -W i l l a rd $343,564.39 27.9 10.3 11.0 4,763 1,067 
3001003 HI ichfns - Grayson $82,903.60 6.4 2.6 8,6 3 0 2 521 
3001004 H i l c h l n s - E K R o a i i $1,401.84 0.9 0.0 1.3 1 4 
3001101 Hoodscreek - S u m m i i l $888.07 3 1 
3001102 Hoodscreek - Rural $1,444.90 4.8 0.1 11 4 
3001201 Howard C o l l i n s - 1 3 { h St . $6,330.09 0.2 0.0 D-0 09 4 
3001203 Howard Coll ins - Floyd St. $000.94 3 
300140-1 Louisa - City $B,495.3S 4 .3 0.2 4.3 4 B 
3001402 Louisa - High Bo l tom $10,924.60 3.3 0.7 0.8 35 112 
3002001 South Shore - Sl loam $22,135.81 2.9 O.B 109 76 
3002002 South Shore - Disfribudon $15,803.20 1.2 0.8 37 57 
3002101 1D(h S l r e s t - e t l i S t . $1,261.73 O.S 1 
3002103 1 0 f h S I i - e D t - 1 2 U i S I . $151.30 4 
3002105 ID lh St reet - [und iovm $892.18 a 
3002107 10th S t r e e t - W e s t Central 31,698.09 0.1 - 3 
3003701 Coal ton - L is 60 W $86,791.57 105 1,600 
3003702_J Coa l ton - Cannonsburg 552,131.66 3.B 3.9 0.2 S40 148 
3003703 Coal ton - T race Creek 358,637.93 5.2 4 .6 3.B 860 316 
3004301 Si loani - DIairtbutlon $6,291.33 2.3 0.4 14 a s 
3007SQ3 Bus i joyv i l i a - Louisa 372,702.00 0 5.2 13,1 391 2,012 
3007904 Bussayul l lo - TorcWfght 5118,494.18 15.5 3.1 S7-1 818 4,560 
3007005 Bussayvi l le - (yialUa 534,359.10 4 .9 4 .4 0.0 842 BO 
30Q790B Bussayvl l lo - Walbr ldgo 329,884.65 3.2 21.1 93 1 
3008001 4 7 1 h S t r B e t - 4 9 U i Street $4,631,07 0.1 B 13 
3006002 47th Street - 39 th Street $952,30 32 
3008701 C a n n o n s b u r g - C a n n o n s b u r g $1,978.47 4 3 
3008702 C a n n o n s b u c q - R t . 3 $17,102.88 1.5 0.0 D.Q 4 2 1.204 
3010B01 Russel l - Kony.'ood $2,010.98 4 
3010602 RussQlI •• B e a r Run $34,111.72 3.4 0.9 8.1 275 110 
3103101 Ol ive Hill - G l o b a $430,220.17 37.3 18.3 22.7 2,991 1,929 
3110001 Wur t land - Wu i l l and $1,045.52 
3110S0Z Wur t land - Greenup $816.90 2 
3110903 W u r t l a n d - R t . 503 $20,830.24 i . a 0.0 0.0 32 2 
3110101 Grayson - Lansdowne 5 1 1 , 3 8 5 7 0 1.2 0.3 0.0 1S 32 
3116102 Grayson - Dix ie Park $9,208.33 2.3 0.2 0.0 17 44 
3116701 Balhavon - Diedrtch $11,811.18 1.Q 0.4 0.0 03 39 
3116702 Belhaven - Indian Run $3,931.34 1.3 0.3 0.0 69 26 
3116703 Ba lhaven - Argl l l l fn $163,700.07 19.9 6.6 0.0 1,125 1,168 
3117601 Pr incess - IVleade Stat ion $23,933.20 Q.8 1.2 2.3 78 13S 
3117602 Pr incess - Rt . 180 $38,461.08 3 3,1 1.6 S45 161 
3150501 Border land - Holan-A $52,827.83 3.9 1.2 6.4 877 40 
3150602 Bordar iand - Chal taroy $6,64,5.51 10.7 3.4 14.8 
320020-1 Barrensho - F reobum $7,072,85 B.3 11.9 
3200202 Barransiie - Vu ican-A $3,958,81 7.7 13.1 
3200204 Banenshe - Poundin i i Mil l $734,87 0.8 1.1 
3200301 Belfry - Belfry $4,140,36 0.1 3 5 
3200302 Belfry - Toler $18,128,93 1B.B 0.1 30.5 4 1 1 
3201002 Tom Wa lk l ns - Dlslr ibution-A $295,75 11 
3202202 Lovej i /^ -Wol f Creek $3,425.40 4.4 7.6 2 0 
3202203 Lovely - M l . Ster l ing $4,566,51 9.8 i a . i 1 
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2010 Ky Forestry - Cost & Urrits by Cireuit 

- — — 
oaw! a Cap i ta l IHilea B r u s h c u B r u s h Sp ray - — — 

c r r c u i t C i r c u i t Desc EKpsnd i t u res Comj j fe te A c r e s A c r o s T ree Remova l Tree T r i m 
3300B01 Bluegrass - Walkertovm $119,461,58 22.9 

A c r e s A c r o s 

2,960 420 
3300602 Bluegrass - Hazard $16,473.82 0 7.1 511 29 
3301101 Cf iav ies - Chavles $168,828.72 14.8 23.8 43.3 3,691 607 
3301102 C h a v i e s - B u c k h o r n $2,220.35 S3 B 
3301401 C o m b s - CoiTibs $362.16 15 
3301402 Comba -A i rpor t Garden $330.67 2 
3301701 Daisy - LealherWQod $192,488.38 40 2.7 69.6 2,302 669 
3302701 Hazard - Black Gold $364,169.61 28.7 115.9 67.1 11.380 1,161 
3302702 Hazard - Lot l iair $663.66 
3302703 Hazard - Hazard $141,701.50 10.B 1B.2 9.7 2,277 1,090 
3302704 Hazard - Kenmont $11,198,18 0.2 114 51 
3303901 Lesile - Hyden $177,206.49 49 0.5 02.7 3,433 351 
3303902 LaElia - Wooton $275,628.10 55.8 12.4 138.8 3,409 618 
3303903 Leslie - Hals Fork $12,491.31 4 .7 0.7 8.3 126 7 
3307301 Bulan - Ary-Hoinar $7,320.23 8.8 0.9 10.7 100 10 
3307302 Bulan - AJax-Dwarf $37,839.16 0.9 5.3 628 87 
3308001 Jackson - South Jackson $1,824.27 23 
3308002 Jackson - Panhovvl $61,711.35 1.8 6.8 874 122 
3308401 Beck i iam - HIndman $189,798.91 30.4 .37.8 18.5 2,350 577 
3308402 Beckham - Carr Creek $78,869.27 3-5 5.3 2.1 1,313 301 
3308403 Beckham - Canay $3,148.16 0.5 7 2 16 
3308502 Bonnyman - Hazard $48,330.42 15.9 2.7 32.6 1,061 0 2 
3308503 Bonnyman - Big Creek $73,228.57 26-0 8.2 40.3 1.954 58 
330B601 Coll ier - Upper Rackhouse $20,775.39 1.3 0.9 1.0 889 66 
3308S02 Coll ier - Lower Rockhouse $3,604.37 OJJ 0.2 60 11 
3308603 Col l ier - Smoo t Creek $107,659.19 19.3 18.4 20.7 3,758 814 
3309001 J e f f - V i p e r $23,050.12 21.1 0.4 35.4 87 2 
3309092 J e f f - , f e f f $3,643.20 0.1 32 10 
3309101 Whi tesbura - Whi lesb i i ro $569.78 0.1 18 
3309102 Whi fesburg - Hospi ia l $36,516.67 0.7 0.5 1.125 92 
3309103 Whi tesburg - Cowan $7,883.13 1.8 10.5 
3309104 Whi tosburn - Craf ts Col lsy $201,784.41 13.3 23-8 7.0 4.568 673 
3309301 V icco - Red Fox $85,473.21 12.1 5.1 36.1 906 132 
3309302 V icco - Jef f $46,755.64 23.8 4.0 36.5 908 43 
3309901 S lemp - Defoafod Cr. $111,960.88 34.4 7-9 109-1 1 . M 7 149 
3309902 S lemp - Lead ie twood $104,228.74 12.1 B.B 20,4 1,521 145 
3309903 S le rn | j ; ; t e i ech Fork $793,19 
33099Q4 S lemp - Royaf D iamond $19,462.47 1-7 3-3 683 5 2 
3310501 H a d d i x - Quicksand $93,282,59 41.1 7.4 65.5 481 34 
3310502 Haddix - Canoe $120,475,47 58.8 1 0 0 7 53,5 76 3 
3311101 S t i n n a t t - Redbird $37S.ZS 1 2 
3311102 St innett - B s e d i Fork $302.23 1 
3311401 R e e d i / ^ D e a n B $16,643.82 0,8 1-4 233 31 
3311701 Shamrock - S h a m r o c k $20,701.63 1.1 8.7 638 27 
3312201 Engla - Grapavine 34 .5 $77,246.75 10,B 41.0 15.7 781 59 
3312202 EngiB - Industrial Park 34.5 $2,749.18 2 3 
3312901 Jenk ins - Kona $66,087.77 14.1 9-7 18.1 988 297 
3312902 •tonkins - Jenkins $3,841.61 0.8 3.8 2 
3314401 Mayk ing - Emi lno $453,047.58 27.3 43 .8 2.H 5.833 2.535 
3314402 Mayk ing - M l i s tona $456,021.67 33.S 69.8 4.6 5,430 1.837 
3400101 Al len - Distribution $221,830.60 21 .B 33.S 5.2 5,276 586 
3400301 Betsy Layne - Mud Creek $310,545.01 30.8 22.3 42.2 3,437 7 4 0 
3400302 Betsy Layne - T r a m 121<V $12,273.66 0.7 26 17 
3400303 Be tsy Layno - Harold $6,193.51 0 5.2 7 
3400801 B u r t o n - l i g o n $030.71 0 1 
3400701 Drafrin - Botoher $22,587.44 7-5 0-7 11.3 239 50 
3400702 Drafffn - YelioW Hill $54,391,29 5 2 3 10.0 453 98 
3400901 Elkhorn C i t y - O i l y $1,205.38 3 
3400902 Elkhorn City - Grassy $668.62 
3401001 E i w o o d " Dorton $3,135.40 0.1 1.4 185 
3401002 Elwood - Vlrglo $1,403.47 0.1 1 
3401101 ^a lcon - oil Spr ings $13,105.44 19.9 32,8 
3401103 -a l con - Buj rn in^Fork $8,802.10 14.1 22.7 7 
3401301 - l e m I i i £ ; ; J ^ o n $24,530.10 2.8 0.9 175 102 
3401302 Fleming - McRobe i fs $43,504.70 15-6 4.2 22,5 394 174 
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2010 Ky Forestry - Cost St Units by Circuit 

R?il03 B r u s h C u t B r u s h Spray 

C i r cu i t C i r c u i t D R S D E x f j e n d l f u r e a 

$274,076.60 

C o m p l e t s A c r e s A c r e s Tree R e m o v a l TroG T r i m 
3401702 i len ry Clay - i^sglna 

E x f j e n d l f u r e a 

$274,076.60 I 9 . a 17.2 2S.3 3,1SB S78 

3401703 Henry Clay - As l i camp $210,113.13 4.0 12.7 0.0 3,093 406 

3401801 Index - Dlslnl jut inn $824.32 0.1 1 

3401602 Index - Hospital $793.86 0.1 1 

3402001 Keyser - Mullins $8,244.04 0.1 7 2 17 
3402002 Keyser - Stonecoal $23,631.36 3.8 1.0 9.1 B3S 

3402202 M c K i n n e v - G i b s o n $1,075.00 0.1 0.2 36 1 

3402501 Middle Craoi< - Distribution $2,033.75 4.5 8.3 

3402801 Pa in l sy i i l e -C l l y $2,346.41 1.4 2.5 

3402802 Painfsvil lB - t4lppa $3,373.01 4J2 

3403001 Pl l feu l l lB-Ci (y $23,478.73 B.7 10.2 34 3 

3403002 Pike«illf3 - Main Street •51.604,20 1 1.7 

3403003 PIkeSflllo - Island Creek $4,879,80 2.4 0.2 3.4 4 

3403201 Beaver Creek - U g o n $9,265.06 8.2 14.1 

3403202 Beaver Creek - Pr ice $8,703.89 8,4 14.2 1 

3403301 Prestonsbura - Ci ty $239.02 1 

3403801 Second Fork - Distribution 529.662.12 7.5 0.0 4.S 0 6,800 
3404301 Sidney - Big Creek $4,035,77 0.4 0.1 0 7 92 9 

3404302 S idney - Gobum Mtn . $609,162.11 34 38,3 11,1 10,202 2,399 
3407102 T o p m o s t - ( 3 a n e y $697.01 1.4 . 2.6 

3407103 T o p m o s t - Ki le $28,587.07 9 1.3 12.5 295 53 

3400101 Sal isbury - Printer $8,297.01 11.1 16.1 

3408103 Sal isbury - IVIarffn $3,374.48 0,2 7 9 
3408303 Co leman - Peter Creak $131,494.65 44.2 4 ,2 28.4 1.229 412 

3408401 K I m p e r - L o n g Fork $8,813,57 0.2 59 

3408402 Kimper - Grapevine $2,059.91 0.1 20 

3409001 W . Palntsvli le - Paintsvi l le $1,832.80 0.4 0.7 4 
.3409002 W . Paintsvil le - Btaffordsvi l lo $377,750.34 79 72,1 81.3 6.501 1,273 
3409003 W e s t Paintsvi l le - Piaza $14,745.95 20.7 34.7 7S 

3409301 Kenwood - W V a n Lear $5,469.39 0.4 0.0 15 31 

3409302 Kenwood - Aux ie r $1,240.58 2 .2 3.9 

3409303 Kemvood - Hagerbi i ! 38,353.63 7.2 11.9 10 22 
340B401 Feds Creek - Feds Creek 5912.736.38 38.B 69.1 24,2 11,861 1,644 
3409402 Feds Creeic- Lick Creek Sa02,4B3.82 17 40,7 24,3 5.210 693 

3409602 Burd lns - Lev isa S tone $13,744.00 1.0 237 4 
3409503 B u r d l n s - J e n k i n s $6,569.96 6.5 0,0 10,9 0 0 
3410502 So. Pikevil le - Is land Creek $23,054.67 2.8 0.7 3,3 611 1 
3411401 Dewey - !nez-A $163,164.26 5S.1 16.2 79,3 2.899 47B 
3411801 Jolrns Creek - Ivisla $160,241.91 10.1 4.6 12.4 2.201 243 
3411802 Jo ims Creek - Raccoon $31,080.61 B 0.9 17.0 22B 48 

3411001 Fords Brancf i - She lby $123,317.94 8 38.2 o.g 1 957 38S 
3411902 Fords Branoi i - Robinson Ck 5669,338.13 30.9 33 .7 33.7 8,224 1,303 
3412801 Weoksbury - DIsirtbulIon $830.33 20 
3413402 Gari-Qtt - Lackey $1,015.54 

3417601 Nev j Camp - Sou lh Side $3,698.68 5.6 11.0 

3417602 Nevi Camp - A r l i -W W m s n . $1,224.32 1.7 2.7 

3420002 S o f t s h e l l - L e b i i r n $3,039.68 0.5 0.9 111 
34S1202 Beefhlda - Dunham $14,329.11 3.1 2.6 3,3 253 88 

3974101 Big Rock - Conaway $17,849.87 0.90 2.0 185 40 
970603 H u r l e ^ - J ^ a c a j ^ o r k $2,699.75 

O&IVI 5 Capital To la is 512,636,837 _ j y m i o 1181.4 _ _ 2 £ | 3 4 . 1 _ _ 1 l 6 6 j 3 1 B _ 60.702 
Misc. V M exp not recorded by circuit |1,294_,g60 

$13,030,897 

|1,294_,g60 

$13,030,897 

Less:Total Forestry Capita! J 1 , 1 | g , 6 8 5 

$12 ,650 ,212 . 
... 

Tota l VIVIP o m 

J 1 , 1 | g , 6 8 5 

$12 ,650 ,212 . 
... J 1 , 1 | g , 6 8 5 

$12 ,650 ,212 . 
... 

Set l tement Agreement Paragraph 6(a) $7,237,965 

... 

So t i l ementAgreemenf Paragraph 5(b) S S , 8 6 M S 2 
Tota l Sett lement Agreement $12,306,458 

A m o t n i t ^ g o n t a f K ^ ^ $343,784 
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STITES^IHAEBISONPLLC 

A T T O n N E Y S 

March 30, 2012 

421 Wost Main Street 

PostOffica Bos 634 

I'ranlsfort, KY 40E02-0I)3'1 

(iiOZI 223-3477 

l!i021223-4124 Fa« 

wwirj.stites.cam 

Marl( R. Ovoislreol 

(502) 209-1219 

(502) 223-4307 FAX 

moverstreel@s(i!as.com 

PUP4 iC SERVICE 

HAND DELIVERED 

Jeff R. Derouen 
Executive Director 
Public Service Commission 
211 Sower Boulevard 
P.O. Box 615 
Fr-aii!cfort,KY 40602-0615 

RE: Case No. 20Q9-0Q459 

Deal" Mr. Derouen: 

Enclosed please find the original and ten copies of Kentucky Power Company's 2011 
Reliability Report. It is being filed ii i conformity with paragraph 5(d) the Commission's .lune 
28, 2010 Order in Case No. 200-00459, 

Plea.se do not hesitate to contact me i f you have any questions. 

Very truly yours, 

STP\E§4 HARfflfipN:\PL|LC 

(Q^^ f t 
Mark R. Overstreet 

MRO 
cc: Deimis G. Howard I I (witlr enclosure) 

Michael L. Kurtz (with enclosure) 

Alexandr ia ,VA At lan ta ,GA f - ra i4for t ,KY Jeffei-sonvi l le, IN Lexington,KY Louisvi l ls.KY Nasiwil le, iM Wasl i ington,DC 
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COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

B E C E I V E D 

3 0 Z 0 1 Z 

PUBLIC SERVICE 
^COMMISSION 

RESPONSE OF KENTUCKY POWER COMPANY 

IN CONFORMITY WITH PARAGRAPH 5Cd) 

OF THE UNANIMOUS SETTLEMliNT AGREEMENT. 

APPENDIX A TO THE COlvIMISSION ORDER W 

CASE NO, 2009-004.59 

DATED JUNE 28, 2010 

March 30,2012 
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KPSC Case No. 2009-004.59 
In Conformity Witli Paragraph 5(d) 

Of tlae Unanimous Settlement Agreement 
Page 1 of2 

Filed March 30, 2012 

In accordance witli the Public Service Commission's Order dated June 28, 2010, 
iir Case No. 2009-00459, Kentucky Power makes the following repori; regarding its 
distribution vegetation management program for the 2011 calendar year; 

System Perfomiance (SAIFL CAIDI, and SAIDI) 
The first set of reliability infomiation includes the Kentucky Power System 

Average .Inteimption Frequency Index, the Customer Average Intemiption Duration 
Index, and tlie System Average Intemiption Duration Index for tlie reporting period, 
laiown in the industry as SAIFI, CAIDI, and SAIDI, respectively. Kentuclcy Power has 
included tliese system perfomiance numbers, excluding major events as defined by IEEE 
standard 1366, for the past tlve years: 

Calendar 
Year 

SAIFI CAiDI SAfDI 

2007 2.276 146.9 334.2 

2008 170.9 496.3 

2009 2.556 194.5 497.1 

2010 2.470 169.4 418.4 

2011 3.085 195.4 602.8 

The increase in SAIDI for 2011 is lar-gely attributed to the exfiaordinaiy weather 
experienced during the year, l l i i s is evidenced by the fact that 2011 was a record year for 
precipitation in eastern Kentucky as we experienced a record level of 62.46 inches (NWS 
at Iluntmgton, WV) or 4S% above the average amiual precipitation of 43.1 inches. 

Since there was plenty of moisture to support free growth, we did experience an increase 
of outages and SAIDI for "Vegetation Inside R/W" outage cause. With the additional rain 
saturating the ground, -we also experienced a large increase in trees uprooting and fiillmg 
into the line as well as trees sliding down the mountain into the line. 

In addition, rainy wealher has an influence on the failed equipment outages. Cutout 
failures are the biggest contributor to failed equipment. It has been denionstoated that 
most defective cutouts will cause outages after rain has dampened Ihe pole and Iiaxdwai-e. 
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KPSC Case No. 2009-004.59 
In Cojiforniity With Paragraph 5(d) 

Of tlie Unaniinous Settlement Agreement 
Page 2 of2 

Filed March 30,2012 

201.1 Distribution Vegetation Maiiaizement (VM) Work by Circuit 
See Attaclmient 1 for vegetation management work performed on each 

distribiifiou circuit for 2011. The units reported are miles completed, acres of bnish cut, 
acres of brush sprayed, trees removed and ti-ees trimmed. 

2011 Distribiition Operation & Maintenance V M Work by Circuit 
See Attaclmient 1 for the total expenditures for vegetation management work on 

each distribution circuit in 2011. RWM, AEP's software program .for U-acking vegetation 
work and expenditures, does not separate the O&M and Capital expenditures for the 
circuits worked during the year. Therefore the costs in Attaclmient 1 represent the total 
O&M and Capital expenditures for each circuit in 2011. 

Also, expenditures shown m this attaclrment do not include aU costs associated 
with the Vegetation Maintenance Progi'am. Expenses associated with hiternal Company 
Labor & Fleet, unscheduled hotspot aud trouble restoration work, incentive program for 
tree contractor employees, materials (herbicides for the Spray Program), contract 
foresters, tree contractor's field supervision, and contract work planners are not allocated 
to a circuit. 

2011 Distiibution Vegetation Management Plan - Additional Information 
Kentuclcy Power's Distiibution Vegetation Management Program changed mid

year 2010 from a performauce-based maintenance program to a full-circuit maintenance 
program aimed at moving our V M Program to a cycle-based approach. The transition to a 
cycle-based program is estimated to take 7 years. 

Maintenance was completed on 1,871 miles of line while our goal was to acliieve 
maintenance on 2,295 miles of line. This goal was not acliieved due to uiiderestimatmg 
the amount of work required to re-clear some circuits wliich had not been maintained for 
a number of year's. 2,0S4 acres were sprayed, wMch exceeded the company's goal of 
2,006 acres. 

The total 2011 O&M expenditures for fhe V M Program were .H 17,245,255, or 
.$7,290 above the Settlement atuiual amount of $17,237,965, as shoTOi belov/. 

Totai VIVIP 0&.IV1 $ 17,245,255 

Settlement Agrsem.ent Paragraph 5(a) 

Ssttlernent Agreement Paragraph 5(b) 

Tola! Settlement Agreement 

$ 7,237,965 

$ 10.000.000 

$ 17,237,965 

Amount spent above the agreement $ 7,290 
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2011 KY POWER FORESTRY SUMMARY 

^•••Tatsl Coatr:. 

'••AiSias'-'-

îcornpletad? 
i;:-';:.:f.iliEis:4-,;;; 
ECcrriplGJacll-. 

v.y,vr îles:.̂ c 
3pDTrip[attjdr 

Sprlsf) - Kate-/.-an 1 O-Q 0.0 PeederBroQherreclGarinq ilGferrBcS 
320020-1 Earrcnshe- Fraabum 52.153 0.4- 0.4O 1.7D' 4 Ground spray npplictjtfon. 
2ZDD^2 SarrenEhe - Vuicar̂ -A Sa73,51rf 49 43 32.3 O.D 32.SD D.DO 9,0S5 1,641 Fuil Circuit RacEear. To be cDniplstad In 2012 
320D204. Bsrrenshe-Pounding Milt SSJ25 0.3 0.0 0.30 0.30 5a 35 Qround spray application. 
223Da02 3clfry-TD!sr 52,310 0,0 0.70 13 Quaiitv-of-Sor̂ rfce Worfc 
320-1Q02 Tom V/aiicins - Distfibiilion-A 51.711 0.1 Q.D 0.10 O.OD 0.00 2 0 QiiBlity-of-ServlcQ Worlt 
3202201 Lovely "lovfliy-A S16,76d 2.3 0.0 2.SQ 0.60 D.OO 133 23 Qualltv-of-Service Vl/orK 
32D22D2 Lovciv - Wcir Creek £5,D03 0.4 0.0 0.40 0.3D oa 7 Qimlltv-of-ServlcE Work 
330DS01 BiucgrasE - WaikctrtDVin 281,530 211 4 4.0 1J3 £.30 5,50 0.03 1.132 S10 2nd RcclosErZDnc - COMPLET'̂ D 
33DCG02 aiueHress-Hazard 5S,Ea7 0.0 0.27 0.02 144 42 Quniity-of-BGrvice Work 

Chavics-CtisviES 2.7 2.7D Z20 2.49 55 6 Ground spray aopllcaton. 
Co.-nbs - Cambs 320,523 a D 9,3 1.C 11.10 12.43 5.17 2.128 443 Full Circuit Rcntoar- COP^PLETED 

33Q-i<!02 Ctjmi'S - Airport Gar;ian SS&1,652 41 41 41.0 2.D 43.00 £5.13 L 9.27S T.eus FuO Circait Raclear - COMPLETED 
3301701 S2,D57 Q.O 
33D2701 HaznriJ.BlEicitGDicI S7S,219 3 2.5 32.2 41.30 11.03 75.84 1.524 2e5 QUBUtv-of-Sfirvlce Work & Ground spray application. 
33D2rD2 Hazard - Ut!ir.!r D.D D.OS 1 
3302703 Hazard - Hazard SM,0-J8 12.0 12,00 D.OS 30.75 12 i Ground spray apnlication. 
33D27C6 Hazard - Kenmont S9,751 0.0 0.19 53 B QuBiity-of-ServJce Work 
33D3SD1 Leslie-Hydsn siQ-sas 0.6 D.SO 273 Ground spnty aopiJ cation. 
3303S02 LoElIa-WQOton Sn.D63 4 0.3 0.0 0.3G D.75 1D1 31 QuBlllv-or-Scrvlce Work 
33032C3 Lc5!!c - Hais Fork 0.9 0.Q 0.20 0.1G 3.323 102 Qunfity-of-Service I'/orir 
33073C1 Bulan - Ary-Heincr SBAZO 0,5 O.SP 0.01 0.74 £5 5 Ground spr^y appiicntlan. 
33073D2 Huian-fllDK-D-.varf SB.755 1.1 1.10 D.D5 B.I 9 15 2 Ground spray sppilcation. 
33D73D3 Sulan . U)tts Craoii 22,200 0.0 0.00 0.K3 1,02 0 0 Quality-of-Service Work 
330CC01 Jackson - Sauth Jackson SS,243 0.4 0.D 0.40 0.74 6S B9 QuBlUv-of-Ser«!oG Worlt 
33Da4Q1 SEclsfiam-Hintimnn S3 75 SS.O 3.7 5a.70 161JZ2 S.B5 3.453 Fun Circuit Roclear, To SiEf corriDletod in 2012 
33011402 Sculiham - Carr Crcali S45,.I45 D,E) 5.30 <l.77 1.4S5 112 Treeivorklo Bddress reliatiiHty ISSUES on Irishman's Ck - COMPLETED 

SD.̂ ^yIJIan - Hiisard S17,34E 2.5 2-5D 1.35 7.ES 93 20 Qround soniy application. 
330B5D3 Bonnyman - Big crccit SZS,757 3.3 3.30 0.74 0.32 79 23 Ground aprayapalicntinn. 
3300001 collier- Upper RockhDusa S2.13a Q.3 O.JD £3.20 O.OS S7 a Ground spray appIEcatlon. 

r 33D8502 CoJiiBr-iDWarBDckhousG £501,4 S9 7D TO 2'l.B 0,0 24,BQ 101,14 16.33 7.631 1.B32 Full Circuit REciasr. To be compiated in 2Q12 
3308303 Collier-SmoEJtcraarc 33,192 0,1 0.10 1 1J35 11 2 Ground spray npplicatian. 
33£iS001 Jef!-Viper S113.S1S 7 7.0 0.4 7.4D 13.32 0-07 3.700 474 TrciE worlt to address rElinbliity ISSUES on I/oc&'s Cfc-COMPLETED 

Jeff-Jefl £1,7SS 0.0 S Quality-oF-Eca-icE VJork 
33QS101 WliitEsiJurg -ViThitafiburg S10.413 0,0 1.12 57 Qus!!tv-Df-Serv!cG Work 
3303102 V/hilesbiirjj - HospiUi! S52 0.0 0-02 Quailtj'-or-ServicB VJork 
33QS1D3 IVhitcsturg - Cav;an S4.227 1.4 1.40 Q-OD 2.S2 10 4 Sround spray ,ippTic3tion. 
330S104 WhilEsburg -Crsns CQiley S415.24-1 2T IS 15.0 Q.O 15.00 B2.C1 0.33 5.274 Z.D55 Full Circuit REdear- COMPLETcD 
33D53D'I S34.717 0.7 D.70 2 25 400 103 Qround spray application. 
3303302 Vicco-Jcif SZ1.21D 2.3 O.O 7 7? 77a E6 Quallty-of-SGrvicn VJork 
3303501 Slemp - Defaatcd Cr. 57£2 D.O 1 
33C2S02 Siernp-LGaiiien.vood 32,575 0.0 9 15 Qunlity-of-Sarvicn Work 
331DSC1 Haddix-QulcK-sand 3103,155 01.2 31.20 0.77 1S2.G2 147 15 Ground spray appiication. 
2310502 Hadtirx- Cance S11.716 0.0 0 26 45 12 Qua|lty-or~S0rvice Worh: 
33111G1 StlnneU-Rsdfalrd 31,572,314 •115 i ia 105.0 0.1 iOP.10 255.82 25.55 32.725 7,511 Fuil Circuit RGciear. To lie cnmpiRled In 2012 
33111^2 Stinnett-Beech Fork 31S0.237 10 10 IG.O 2,0 10.00 27.T2 5,554 773 Fuil Cf.-ccjit Rccieiir - COr̂ IPLETHD 
3311103 SiinnQtt-WondDver^SKV 53.204 0.1 0.0 Q.IQ 4 za Qunilty-Dr-Ssrvtco VJark 
Soll-iDI RQEdy - Dcana S435,G91 59 11 1G.0 A.S 20.BD 4Q.59 1.S5 5,232 1,25? Fill! Circuit HcEleEr. To &a compleiesi in 2012 
3311701 1 Shamrock - Shamroc!( S2,iiS0 0.3 D,3D 1-2D 1S7 15 Ground nprayapatlcallDn, 
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2011 KY PO¥«IER FORESTRY SUMMARY 

•-{i'-' ••I'iCircuU-̂ Jarae-.-:--;',:."•.•:•*•;;: 
;-.Tot;ii-.Co5:;;: 

--Ca^i^alV^•'*• 

-...•Wiles 
;!-P!annsdH 

Enish;Cut: 
<RcTnoyiiIs4 

rtrceiTHms; 

Lov;Gr Rccteasfl'™ Cic reilabUitv issuas- CO^TPLETED 
24-1-1401 
34111301 
y,-muz 
3411301 
3411SD2 
3413401 
3413402 
3414B01 
2417501 
3417602 
2420001 
3420002 
23706C3 

DDwey - !nc^-A 
Johns Crealt-Kcia 

Jolins Crcci;-Raccoon 
Fords Branch - Ehclby 

Fords Eraticn - Rcbmson Ck 
GarrEtt-Garrett 
Garrett - Ladcay 

Flshuap - DlGtribution 
Naw Caorp - Soulti Side 

HO.VI Camp - ftrh4iV Vimsn, 
Softeficil - Vest 

Sottshell-LDbLirn 
Hurlsiy-Hsce Fcrk 

1 Slim 

S34a.a25 
541.143 
527,355 

5S2Q.7S9 
Srii2,372 
S21,137 
S16.2E14 
SS2,334 

21,797 
SI .-115 

SS43 
S55D 

S130.B43 
517.510,970 

-i69 

33 
55 

5 

6 

3D 

5 

39 
40 

5 

3 
3 
0 

1092 

31.0 
33.3 

3.1 

0,1 

i S.3 
i 035 

11,3 
2,3 
G.Q 
0.0 
0.0 
iE3.5 
12.2 
0.0 
0.0 
D.O 
0.0 
0.0 
0,0 
D75. 

2.S0 
0.50 
31.00 
33,30 
18.50 
12 .^ 
3.10 

0.10 

5.90 
1,Q71,10 

0.54 
1.50 

48.24 
34.74 
3.2B 

5.51 

10.S0 
1 2.41 B,7S 

10.53 
0.30 
1.37 
15.0S 
27A5 
2Q2.7 

2,012.12 

524 
326 

5.712 
6,551 

1,559 
ID 
14 
4 

1.5S2 
232.45T 

24 
73 

1,634 
1.655 

17 

7 
14 

77 
S2,614 

Ground spray aopltcaaon. 
Ground spray aDnlication.Grassy Ck conversion proiect CAMCELED 
Full CiroultREclear.To be completed in 2012 
Full Circuit RcclGnr. To be comnlRtad in 2012 
Ground spray application. 
Ground spray application. 
rui! Circuit Redcar. To ba cnmolatcd in 2012 
Qua)!ty-or-SsrvicE Won: 
Ouallty-Df-Ssrvlce Work 
SHCond Zones -traa work DEi=HRRED 
Hf.rtnf;r.rZnnc. PoBBUm TroW/ilaV Br- DEFESÎ ED 
Fuil Circuit Recluar. To be compEated In 2012 
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KPSC Case No. 2013-00197 

Commission Staffs Second Set of Data Requests 

Order Dated August 26, 2013 

Item No, 51 

Attacliment 1 

Page 16 of 24 

>TITES&IHAEBISOI I P L i C RECr 
A T T O R M E Y S APR 0 • i^ . 

April 1,201.3 

Jeff R. Derouen 
Executive Director 
Public Service Commission 
211 Sower Boulevard 
P.O. Box 61.5 
Franlcfoit, KY 40602-0615 

421 West Main Street 
Post Oitico Box 634 
Frankfort, KV 'iOBOZ-OGSI 
1502] 223 -3«7 
[502! 223-4124 Fax 
vjww.si!tas,cDm 

Mark l l . Ovorslrcct 
(502) 209-1219 

(502) 223-"1387 PAX 
moYcrs(rect@stites.t:om 

RE: Kentucky Power Company's 2012 Vegetation Management Report Filed In 
Conformity Witli Commission's June 28,2010 Order in Case No. 2009-00459 

Dear Mr. Derouen; 

Please find enclosed and accept for filing tlie original and ten copies of Kentucky Power 
Company's 2012 Vegetation Management Report. It is being filed in accordance with the 
Commission's .June 28, 2010 Order in Case No. 2009-0049 and pai'agraph SjrflJiiiJSaltlement 
Agreement approved by that order. A copy is being served on the Attorrjjg'^jeneral. 

Please do not hesitate 'o contact me i f you have aiw-questions. 

Very tsuly yours. 

^Mark K. Overstxeet 

MRO 
cc: Dennis G. Howard II (with enclosure) 

Alexandria, VA Atlanta, OA Franlrfoit, KY Franklin, TN Jeffersonville, IM Lexington, KY LouisvillB, KY Ma-shville, TM 



KPSC Case No. 2013-00197 
Commission Stalf s Second Set of Data Requests 

Order Dated August 26, 2013 
Item No. 51 

Attacliment 1 
Page 17 of 24 

COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMlWSSION 

^^'^01 20i3 

RESPONSE OF ICENTUCKY POWER COMPANY 

IN C0NF01»4ITY WITH PARAGRAPH .5(d) 

OF THE UNANIMOUS SETTLEMENT AGREEMENT, 

APPENDIX A TO THE COMlvflSSION ORDER IN 

CASE NO. 2009-004.59 

DATED JUNE 28, 2010 

April 1, 2013 



KPSC Case No. 2013-00197 
Commission Staffs Second Set of Data Requests 

Order Dated August 26, 2013 
Item No. 51 

Attachment 1 
Page 18 of 24 

KPSC Case No. 2009-004,59 
In Conformity Witli Paragraph 5(d) 

Of tlie Unanimous Settlement Agreement 
Page 2 of 4 

Filed April 1,2013 

In accordance with the Public Service Commission's Order dated June 28, 2010, 
in Case No. 2009-00459, Kentuclcy Power malces the following report regarding its 
distribution vegetation management progi-am for tlie 2012 calendar year': 

System Performance rSAIFI. CAIDI. and SAIDI) 

The fii-st set of reliability uiformation includes the ICentucky Power System 
Average Interruption Frequency Index, tlie Customer Average Interruption Duration 
Index, and tlie System Average Interruption Duration Index for the reporting period, 
laiovm in the indusliy as SAIFI, CAIDI, and SAIDI, respectively. Kentucky Power has 
included these system performance numbere, excluding major events as defined by IEEE 
standard 1366, for tlie past five years: 

Calendar 
Year 

SAIFI CAIDI SAIDI 

2008 2.904 170.9 496.3 
2009 2.556 194.5 497.1 
2010 2.470 169.4 418.4 
2011 3.085 195.4 602.8 
2012 2.417 189.5 458,0 

2012 Distribution Vegetation Management (VM) Work by Circuit 

See Attacliment 1 for vegetation management work performed on each 
distribution circuit for 2012. The units reported are miles compiefed CUT, iMiles 
Completed SPRAY, Miles Completed TOTAL, acres of brush cut, acres of brush 
sprayed, trees removed and trees trimmed. 

2012 Distribution Operation & Maintenance V M Work by Circuit 

See Attaclmient 1 for tire total expenditures for vegetation managemejit work on 
each distxibiition circuit in 2012. RWM, AEP's software program for traclcing vegetation 
work and expenditures, does not sepai-ate the O&M and Capital expenditures for the 
circuits worked during the year. Therefore the costs in Attacliment 1 represent the total 
O&M and Capital expenditures for each circuit in 2012. 



KPSC Case No. 2013-00197 
Commission Staffs Second Set of Data Requests 

Order Dated August 26, 2013 
Item No. 51 

Attachment 1 
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KPSC Case No. 2009-00459 
hi Confomiity With Paragi-aph 5(d) 

Of the Unaniinous Settlement Agreement 
Page3 of4 

Filed A p r i l l , 2013 

2012 Distribution Vegetation Management Plati - Additional Infonnation 

ICentucky Power's 2010 Distribution Vegetation iMaiiagement Program changed 
mid-year 2010 from a performance-based maintenance program to a full-circuit 
maintenance program aimed at moving our V M Program to a cycle-based approach. The 
transition to a cycle-based program is estimated to take 7 years. 

In 2012, maintenance was completed on 2,054 miles of line while our goal was to 
acliieve mamtenance on 1,999 miles of line. 

The total 2012 O&M expendifiu-es for the V M Progi-am were $17,023,685, or 
$214,280 below the Settlement annual amount of $17,237,965, as shown below. 

Total VMP O&lVi $ 17,023,685 

SettlementAgreement Paragraph 5(a) $ 7,237,965 

Settlement Agreement Paragraph S(b) $ 10,000.000 
Totai Settlement Agreement $ 17,237,965 

A m o u n t spent below the agreement $ 214,280 

Aldioiigh the Company over expended in 2010 and 2011 by $343,712 and $7,290 
respectively, Kentucky Power plans to increase expenditures in 2013 by the under 
expenditure in 2012 of $214,280 to a O&M Expense target of $17,452,245 for its 
Vegetation Management Progi-am. 



KPSC Case No. 2013-00197 
Commission Staff's Second Set of Data Requests 

Order Dated August 26, 2013 
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KPSC Case No. 2009-00459 
In CoixEbrmity Witli Paragi-aph 5(d) 

Of tlie Unanimous Settlement Agreement 
Page 4 of4 

Filed April 1,2013 

Summary o f the 2012 Kentuclcy Power Dis t i ibut ion Vegetation 

Management Program 

Kentucky Power's 2012 Distiibution Vegetation IVIanagement (VM) Progi-ain continued 
tlie migration from a performance-based asset management maintenance progi'am to a 
ftill-circuit cycle-based maintenance progi-am. Approximately tliirty percent of our 
distribution system lias been recleared since July of 2010. We still estimate that tlie 
reclearing of oiu- distiibution system will be completed in about seven years (July 2017). 
The number of miles recleared per yeau- vnll increase as we work tlirough the most over
grown, densely vegetated circuits. 

Service restoration work associated witii five major storms hampered KY Power's 
vegetation mamtenance efforts in 2012. In addition, the projected cost of reclearmg 
some circuits was underestimated. Tlie uicreased costs were primaiily due to tire lai-ger 
than anticipated amount of hee growth encroacliing mto the primary, and to the amount 
of slash cleanup. The progi-am identified 1,157 miles for reclearing, and 895 miles (77%) 
were recleared. Most of tlie planned work tliat was mifiuislied in 2012 will be scheduled 
for completion in 2013. Finally, some planned work was deferred because of shifts in 
priorities caused by changes in circuit reliability performance. 

The program also plamied for 2,440 acres to be sprayed and 2,264 (93%) were 
accomplished. 

Total O&M expenditiu-es for the V M progi'am were $17,023,685 or 98.76% ofthe O&M 
budget target. Foresti'y capital expenditmes were $2,336,549 bringmg the total 
expenditui-es for the V M Program to $19,360,234. The Company has added the 2012 
O&M shortfall to tlie 2013 O&M budget. Costs that were not allocated to a circuit 
include; Internal Labor & Fleet, unscheduled hotspot maintenance, trouble restoration 
work, tree ticket investigation, contract foresters, tree contractor's field supervision, 
incentive program for tree contractor's employees, and materials (herbicides for the 
Spray program). 
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2012 KENTUCKY POWER FORESTRY CIRCUIT HiSTORY 

drcuiis frow •sJ In BOLD V •sesin tha .iCiz Flan f 

Cr-i. m 

.Cost-Cincltidss: 

OS I ntf 
Ca t«!) 

Tern 

'••[Ljqe';} 
a.. 

f Is ^ nie 

CLr(R "Is r 

r ic. 
tiCampleiad', 

CUT'mclaar} 

, t (^ 

"PHAY 

fife 
-.Completed: 

"QTAL 

Brush:-
Cut 

Acr2 \ 

3ru fl 
p y 

Acr 
TGP 

Trs-
CO BTS 

3117501 512,314.75 45.10 0 0 45.10 45.1G o.aQ{ 20.75 1 DlQuadry-ot-Ssrvica Work: grauna spray a3p:i=i:iicn 
31-75D2 PnnMJs-Rl, 1B0 S£0,703.50 23.00 0 0 1.40 1.40 1.S0{ 3.48 1.425 /. îQijalltv-of-Servics Wodt; tjrtutid spray sppSraiion 
315C501 S15,5S1.37 1B.50 0 0 6.AQ 5.40 1.8C| aso 12? 3iQusSty-o,'-SErviCE3 VVortt; qmmd somy appKcaUcn 
3150502 aoi'dcTlan^ - Chsitzroy E9.322.e6 10.00 0 0 5-70 5.70 i 5.10 3 iOua!ity.o.'.S6ivica Work: groyntl spra-/ appjc3.!;on 
3200201 SHrrenshs - FrseSuin 310,123.1.̂ , 11.70 0 a 1.0D 1.00 0.7D| 164 Z7|au2lily-or-Semca Work 
32D02D2 Earranahc - Vulcan-A 543*1,257,51 42.DD 9 I! S.OO 14.00i 10.451 22.40 5,i;54 1,344|comBl[;icd Fell Circuit eelcnr 
32D0203 ee/7£mh& - Siu\s Branch S7,233.CD 5.60 D 0 4.40 4.40) \ 22.00 iGfound spray eppfcaton 
32QD2Q4 Bcrransftc - Pcundlng 21,120.79 15.00 0 0 0-10 C-IOI 0.20} 42 iQunliiy-oj-SBrvicc Work 
320030-1 BolFry-Bslffv £23.302.71 17.-10 0 4.5 0.00 4.50 0.50 j 0,00 155 B4|Quni,ly-of-Ser.-iC3 Wath 
3Z0C3D2 Eallry-Tcior £8.Q5S,01 23.DG 0 0 l.EO 1.00 I ?..[iO 87 [Quall̂ '̂Of-Sarvicn WcrK; ground spray spplicafion 
3202201 Lovely - t-ovaly-A S'5ia.SG3.12 41.00 41 21 0.00 21.10 2.SD 30 4,047 6.315!bagln Full Circuit.ta be coftsprctad in 2013 
37.02202 l.Qvciy.VvclfCrESi)-. S32,1̂ H.7£ 59.70 0 1.3 0.00 1.30 i.osi 325 S5|Qua*!ty-of-Ssn-fcn WorK 
22D2203 Lcvcly-ML Slcriing Si.400.79 12.50 Q • 0.00 O.DOl 1 1QD |QuEr,h'-af-S3fV!ca Wor!̂  
33D0501 BluegrsES - WalSisnavm S2,335.2S 29.00 0 0 1.50 1.50 O,OD| 2jao 4 13iQuaiiiy-of-Semc0 Wodc gro-jnti spray appScaiinn 
32006D2 Elucfirass - HCtard S12,2EaS3 11.00 0 a 0.10 0.10 1.7SI 1SS 34iQuBi:iy.or-Strvica VVcrk 
3201101 Cfisvias-ChsviES S53Q.16 sa.so D 0 !110 0.1Di j 37 jQusF;ly-oF-Ser¥it:[! \a'ark 
3301'101 Comb:;. Combs S7.01D.57 0 0 b.DO 10.71 22 [Qualiiy-of-Servtce VWi^r. groi^d spnay snplicaiion 
33D1i)0Z Cambs - Alfpof! Gcrden S32,051.2S 43.00 0 0 13.00 13.00 073) 42.20 25S !.SlOuB);iy-ot-S!iP.Tce WotH: ground spray fjpfiScaaon 
5301701 D2i5¥-Leaihsr.viX)<i 3126.744.7^ B1.S0 0 0 12.20 12.20 17,D2| l i l O 3.471 4l0lQuEiLiv-ar-SsmcG Work; ground spray applicElicn 
3302703 Hszsni • Hazsfd S3.32Q-07 11.00 0 0 D.DO O.QO D.20i 41 DjQualit-/-cf-SGrvica Vltarl: 
33027Q4 Havana - KcnsnQni £21?,fl21..11 30.DO 3D 30 0.10 3C.1C 35.O1I 0.00 4,5D2 I . S S I I R J U Circuit Rcclaar 
3303SD1 U;iia-Hyaan S10.5S7.C3 B3.5D 0 0 0.00 D.ED o.ssi 312 46jQuB[lty-of-Ssn?;c3 WasY 
3303SQ2 Leslie-Wootan S13.G3E3.13 isa.oo 2B 0 0.20 o.ao 2.20} aoT 515 46jQi;nIity-^)r-5erwic5 Wcrk 
32D3G[;3 Leslie Hals Fork 2525,261.55 "i'.OO 77 40 07-00 77.00 130.46 e,7B5 l.lfiTibesIn Full CJTCUIC Rcclcar- In ba conpicted m 2013 
33D7301 Bulcn - Ary-Hoinsr £050,040.35 4S.0O 43 44 D.OO 44.00 0.64 12.1S5 2,565lFaI! Cirsrait Recloar 
3307302 Buian-AlaK-Dv/arf S1 a, 065.49 44.60 0 0 1.50 1.50 i.ssi eas 71 |Oiis!:iv-oi-Scn.'iC£! Worl; 
3303001 S12.E54.71 2S.D0 0 Q O.SO o.soj 1.81 j D.4G 141J 33iQuai:!y-of-Scr\ics Work: cround spray eppiicsycn 
3308002 Jzcitson-Prntc-M S21.B3D.43 30.10 0 0 l.OQ 1.DD O-Ssj aED 310 12B|Qus;;ty-Df-SsrviCG V^aik: qrorad spray acoKraJim 
3303401 Bockham - Hlndman 2345,333.33 in.OD 20 20 S.3Q 23.30 37.3B| 15.02 5,2SS 1,BB4 cotnplatcd Full Circuit Rcclear 
3300402 Bocithnm - CarrCrsait £335,744.93 ioa.oo SQ 50 2.5D £2.601 1Z7.70j 17.6S9 4,S31 benfn Full Circuit Rsdnar- to be complefsd in 2013 
3303502 Donnyman- Hszsfd 513,54S.G7 45.30 D 0 1.10 l.ioj 5.22 { B15 IZiQusRly-o.'-Ssnics Worn 
330S503 Bannvman - afg Cr«ek S743,0S3.30 Q4.10| 03 0.DO SS.Doj is2.eoi S3.35 23,047 3.5S3lFlin Circuli:Rcclear 
33QGa01 Collier - Upper RccKtiausc 220.244.43 19.S0 0 0 0-70 0,701 2,04| 454 75 Qifalily-of-SeraPf! VtorH 
3308502 Ccilicr-LcwarRockhousQ 3317,753.22 66.0D 35 35 0.90 40.30 67.96| 33.B0 10,057 3.573] complalGd Fuil Circuit Sccisar 
330S603 CciliHr. SfnootCiaok 319.416.41 r.0.3D 0 s.ao 5.30] 1.04) 7.30 213 0SlOu3;;iv-o!-Sen'ice Wnrte prDund jpray applc3'.;cn 
3303001 JaJf - Viper '17.40 0 0 1.30 1,3Di 1.75j 5S5 40)Qusi:ty-or-Sffirvfce Work 
3309002 Jsfi- Jeff SI.OSS.BS iJZO Q 0 0.00 o.coi 1 42 !QuBl;̂ y-of•̂ ê v̂ ca V̂ ark 
3393101 564,3=1.57 10.00 10 10 0.00 10.00] E.2Sj 373 42S!Puil Circuit Roclenr 
33091CZ WfiiScaburg - Hcspiial G7.329.13 6.D0I 0 0 3JZ0 3.2D| 0.521 SB 37iOuB'j[y-nf-SE?rvica Wcri; 
3303103 Vviiltcstjurti - Ccv;an SZC52.50 43.10 0 0 0.1D o.ioj O.Dsi 40 13iQuB'̂ ty-of-5er\'iCQ Wcrl; 
3301:301 Viccc - Red Fox Se.^9.25 48.50 0 0 0.20 0.2Dj 1 45 43lQuE^!ty-af-SemcE WJMK 
3309302 Vicco-Jeff 510,523.01 53.2D 0 0 s.oo 6,00] o.?a! 13.07 61 34!Ciî Hy'Of-Servica Wurl;; grcund spray Gpplicalion 
33DS9Q1 SJRfno-Defeaisd Cr. S2e3.ll 23,00 c 0 11.20 II.20I 0.111 10 |aualilv.af.Sar/lce V/acH 
33DSS02 Sicmp - LcGlhCA'.-ocd S11.W7.03 45,00 0 0 D.4D 0,40 1.2a! 494 14tQuE:it^'-of-SmiEE Vtoh 
331CS01 343.031.05 212.10 0 0 21.S0 21.00 10.S2j 26.07 sS61 S3|QuB!([y-Qr-ServiCB Wrh; ground spray cppL'caton 
331 OS [32 HEcitiix- Csnce 512,377.23 124.50 0 0 3.40 3-40 0.4B g.aa 14tS 3ljQira;Hy-a^S5rv:co WorVi; graund sprs-/ sppftca'Jon 
3311101 Siinnstt. Rcdbfrd S573,4S4.32 120.00 1S 15 50.00 

105.001 
31.52 157.1 a l.Qtdicotrpletsd Pull Circuit Rsclciir 

3311102 EtinnBiNBeBch Fork S19.aS4.45 1D.Q0 0 Q S.10 G.10| 0.631 17.17 150 4|Q!i2tity-Df-Si!rv!cB \V<sik. trrouml spray appiical'on 
3311103 St/fi.ne!;- IVcfidDvcroSitV £413,774.73 3G.O0 3e 30 O.QO 35.00 43.37! 25.5? ^ 5.270 2.151 irulj Circuit Roclanr 
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KPSC Case No. 2013-00197 
Commission S ta f f s Second Set of Data Requests 

Dated August 26, 2013 
I tem No. 52 
Page 1 of 2 

Kentucky Power Company 

REQUEST 

Refer to pages 24-26 of the Wohiilias Testimony wlierein he discusses the proposed 
Purchased Power Adjustment ("PPA"). 

a. Explain why the PPA would be needed after the termination o f the Pool Agreement 
but is not currently needed with the Pool Agreement in place. 

b. State whether a similar PPA has been approved for an American Electric Power 
("AEP") company operating in another jmisdiction. I f yes, provide the name of the 
company and the jurisdiction. 

c. Explain, in instances in which Kentucky Power currently purchases power, whether 
specific percentages are considered fuel cost and non-fuel cost. I f yes, provide the 
percentages. 

d. Provide the percentage and amoimt of Kentucky Power's current purchased power 
costs that were recovered tln-ough its FAC during the test year. 

e. I f the majority o f Kentucky Power's purchased power costs are currently recovered 
through its FAC, explain why a PPA is necessary. 

f Page 26 indicates that a contract management fee of 8.08 percent would be included 
in the PPA. Explain the reason for this fee and indicate to whom it would be paid. 

g. Provide a sample scenario and workpapers showing how the PPA is intended to work. 
The response should reflect the exclusion of costs recovered through the FAC and 
how each of items 1-3 shown on pages 25-26 are calculated. 



KPSC Case No. 2013-00197 
Commission S t a f f s Second Set of Data Requests 

Dated August 26, 2013 
Item No. 52 
Page 2 of 2 

RESPONSE 

a. As detailed on page 25, lines 12-16 o f Wohnlias' Testimony, with the Pool Agreement, 
the Company had ready access to capacity from other members of the AEP-East Pool. 
When the Pool Agreement terminates at the end of 2013 the Company w i l l no longer 
have that ready access to capacity from the AEP-East Pool. As a result, the Company 
may be required to obtain capacity from the market to meet its P.IM capacity 
requirements. 

b. The Oklahoma Corporation Commission has approved a tar i f f for the Public Service 
Company of Oklalioma (PSO) to allow for the recovery o f non-fuel purchased power. 

c. For third party purchases, 100% of the purchase is considered fuel cost. For purchases 
through the AEP East System Pool, fuel is not calculated on a percentage basis but is 
based on actual costs. 

d. Please see KPSC 2-52 Attaclmient 1 o f this response. 

e. Purchases f rom third paily entities on a day-to-day basis as needed would continue to 
be recovered tln-ough the FAC as we do currently. The PPA is being requested to 
provide concurrent recovery o f (1) non-fuel costs related to specific new purchase 
power agreements that could stand in place of the Pool, and (2) costs of fuel related to 
substitute generation less the cost of fuel which would have been used in plants 
suffering forced generation or transmission outages. Neither of these costs are 
recoverable through the FAC. These two components are set out in the P.P.A. tariff 
under the RATE section parts 2a. and 2b. 

f The 8.08% is the weighted average cost of capital as shown in Section V , Workpajier 
S-2, Page 1 of 3, column 6, line 5. This would be applied to the PPA(m) cost as 
shown on Tar i f f P.P.A. and be recovered f rom the ratepayers. The fee would be paid 
to Kentucky Power. I f the Company is to take the risk o f imputed debt on its balance 
sheet as part entering into a PPA, then the Company should also have the ability to 
earn a return for this risk. 

g. Please see KPSC 2-52 Attaclmient 2 of this response. 

W I T N E S S : Ranie K Wohnhas 



Kentucky Power Company 

Internal Load Purchased Power Costs 

Test Year Ended March 31, 2013 

Percentage of 

Purchased Power Total Purchases 

Costs Recovered AEP East System Recovered 

Third Party AEP East System Through FAC (3) other Total Charges through the 
Month Year Purchases* Pool Purchases* + (4) Charges** (5)+ (6) (5) 7(7) 

OJ i i i 151 M m M 
April 2012 $ 133,505.96 $ 574,287.82 s 707,893.78 s 92,251.88 s 800,145.66 88.47% 
May 2012 $ 184,833.84 s 5,976,560.40 $ 6,161,394.24 $ 978,872.50 s 7,140,266.74 86.29% 
June 2012 $ 94,259.31 $ 1,214,898.00 $ 1,309,157.31 $ 141,308.00 $ 1,450,465.31 90.26% 
July 2012 S 10,706.43 s 1,031,482.73 $ 1,042,189.16 $ 96,477.81 $ 1,138,666.97 91.53% 
August 2012 $ 12,432.57 s 2,190,652.16 $ 2,203,084.73 s 237,709.63 $ 2,440,794.36 90.26% 
September 2012 $ 26,133.12 $ 6,447,991.97 $ 6,474,125.09 $ 761,918.89 $ 7,236,043.98 89.47% 
October 2012 $ 40,602.29 $ 7,644,582.12 $ 7,685,184.41 s 1,073,362.71 $ 8,758,547.12 87.74% 
November 2012 $ 30,089.04 s 7,375,439.43 $ 7,405,528.47 $ 1,165,487.80 $ 8,571,016.27 86.40% 
December 2012 $ 16,862.91 $ 7,801,548.42 $ 7,818,411.33 $ 1,520,464.78 $ 9,338,876.11 83.72% 
January 2013 $ 47,708.26 $ 5,534,224.63 $ 5,581,932.89 $ 650,240.99 $ 6,232,173.88 89.57% 
February 2013 $ 46,088.82 $ 4,598,873.43 s 4,644,962.25 $ 611,701.49 $ 5,256,663.74 88.36% 
March 2013 $ 60,906.07 s 2,952,868.61 $ 3,013,774.68 $ 386,164.54 $ 3,399,939.22 88.64% 
Total $ 704,228.62 $ 53,343,409.72 $ 54,047,638.34 $ 7,715,961.02 $ 61,763,599.36 87.51% 

*Allocated to internal load and Recovered through FAC 

**Fuel handling and O & M , not recovered through FAC 1 
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KPSC Case No. 2013-00197 
Commiss ion S ta f f s Second Set of Data Reques ls 

Order Dated August 26, 2013 

I tem No. 52 
At tachment 2 

Kentucky Power Company Page i o f i 

Analysis using Proposed PPA Tariff 

Scenario - New Wind 100 MW PPA and Mitchell has forced generation outages. 

PPA(ml 

Rate per MWh 

MWh's Generated 

Total Cost 

Total 

Cost 

S 70 S 

21,900 

S 1,533,000 S 

Recovered 

Thru FAC 
Recovered 

Thru PPA 

S 70 

21,900 

S 1,533,000 

Substitute Generation - RPfml 

Rate per MWh 

MWh's Substituted 

Total Cost 

S 35 S 

5,000 

32 S 3 

5,000 5,000 

S 175,000 S 160,000 $ 15,000 

Contract Management Fee - CMfm) 

WACC 

Total Fee 

8.08% 

S 123,866 

Kentucky Retail to be Recovered - P(m) = PPA(m) + RP(m) + CM(m) 

Kentucky Monthly Retail Revenue - (R(m) 

Monthly Purchase Power Adjustment Factor - P(m) / R(m) 

S 

$ 

1,671,866 

42,000,000 

3.9806% 



KPSC Case No. 2013-00197 
Commission S ta f f s Second Set of Data Requests 

Dated August 26, 2013 
Item No. 53 
Page 1 of 2 

Kentucky Power Company 

REQUEST 

Refer to the Wolmlias Testimony at pages 26-29 regarding emission allowances under the 
the Cross-State Ai r Pollution Rule ("CSAPR"). 

a. Provide the dates on which Kentucky Power purchased CSAPR S02 Allowances and 
the number of allowances in each purchase. 

b. Explain why five years was selected as the period over which to amortize the cost of 
these allowances. 

c. Given that the U.S. Supreme Comt w i l l review the decision to vacate CSAPR, 
explain why Kentucky Power has made what appeal's to be a final determination that 
there w i l l be no consumption o f CSAPR allowances and that it should begin to write
o f f and recover the costs o f its CSAPR allowances in conjunction with this rate case. 

RESPONSE 

a. KPCo purchased 1,000 (2012 vintage) CSAPR S02 allowances for $350,000 on 
December 14, 2011. 

b. The five year amortization period allows the Company to recover the cost of the 
allowances in a reasonable amount of time while mitigating the rate impact to the 
customer. This amortization period is consistent with that approved by the 
Coimnission for storm damage recovery in KPSC Case No. 2009-00459. 



KPSC Case No. 2013-00197 
Commission S t a f f s Second Set of Data Requests 

Dated August 26, 2013 
Item No. 53 
Page 2 of 2 

c. KPCo has not made a final determination that there w i l l be no consumption of 
CSAPR allowances, nor is KPCo "writing o f f the cost of the CSAPR allowances 
held. 

KPCo is seeking recovery of the prudently-incurred cost o f these allowances because 
there is currently no consumption of the allowances in the Company's forecasts. I f 
granted recovery of the costs associated with these allowances, the Company w i l l 
decrease the book value o f the allowances held by the amount approved for recovery 
(20% per year for five years per the Company's request). The costs recovered w i l l 
decrease the book value o f the allowances that are held, such that i f the CSAPR is 
reinstated the allowances w i l l be consumed at whatever cost, i f any, remains on the 
Company's books at the time of consumption. 

W I T N E S S : Ranie K Wolmlias 



KPSC Case No. 2013-00197 
Commission S t a f f s Second Set of Data Requests 

Dated August 26, 2013 
I tem No. 54 
Page 1 of 1 

Kentuclty Power Company 

REQUEST 

Refer to the Wolnilias Testimony at pages 29-30 concerning the proposed deferral and 
amortization of Big Sandy plant depreciation and production O & M expense. 

Explain how five years was selected as the amortization period as compared to a shorter 
or longer length o f time. 

RESPONSE 

The five year amortization period allows the Company to recover the Big Sandy plant 
depreciation and production O & M expenses in a reasonable amount of time while 
mitigating the rate impact to the customer. This amortization period is consistent with 
that approved by the Commission for storm damage recovery in PCPSC Case No 2009-
00459. 

WITNESS: Ranie K Wolinlias 



KPSC Case No. 2013-00197 
Commission S t a f f s Second Set of Data Requests 

Dated August 26, 2013 
I tem No. 55 
Page 1 of 1 

Kentucliy Power Company 

REQUEST 

Refer to the Wolinlias Testimony at pages 30-31 and Section V , Workpaper S-4 page 
26. 

a. Identify the specific time period and/or calendar years in which the costs of 
preliminary engineering and development related to an integrated gasification 
combined cycle ("IGCC") facility were incurred by Kentucky Power. 

b. The testimony states that feasibility o f the IGCC facility depended on certain 
legislation being enacted that would support recovery o f the facility's costs through 
rates; however, such legislation was not enacted. Explain why costs incurred prior to, 
or without, such legislations being enacted should be considered to have been 
"prudently incurred." 

RESPONSE 

a. The costs were incuiTed by Kentucky Power Company between November 2005 
tln-ough 2008 totaling $1,182,935. In 2011, based on an internal audit, an additional 
$64,856 was allocated to Kentucky Power Company. In 2013, there was an additional 
reclassification o f $88,020 to Kentucky Power Company based on a Public Uti l i ty 
Coimnission o f Ohio audit. Both audits fomid cost charged directly to Ohio Power 
Company that should have been shared among the various sites that were under 
consideration for IGCC construction. 

b. The IGCC project-related costs for which the Company is seeking to be recovered 
were allocated to Kentucky Power by AEPSC as Kentucky Power's proportionate 
share o f engineering and development costs incm-red by AEPSC in coiniection with 
AEPSC's assessment o f IGCC teclmology that was being considered for deployment 
in at least tln-ee jurisdictions, including Kentucky. The Company believed that the 
prospects for enactment o f the necessary legislation by the Kentucky General 
Assembly were sufficiently good at the time the investigation was undertaken that its 
participation in the joint project was both reasonable and prudent. 

W I T N E S S : Ranie K. Wolmhas 



KPSC Case No. 2013-00197 
Commission S ta f f s Second Set of Data Requests 

Dated August 26, 2013 
I tem No. 56 
Page 1 of 1 

Kentucky Power Company 

REQUEST 

Refer to the Wolnrlias Testmiony at pages 31-32 and Section V , Workpaper S-4, page 28. 

a. Identify the specific time period and/or calendar years in which the costs of 
preliminary site design and engineering work related to the CaiTS Site were incurred 
by Kentucky Power. 

b. Provide the date on which Kentucky Power decided not to pursue construction of new 
generation at the Can-s Site and provide docmnentation o f both the decision and date 
of the decision. 

RESPONSE 

a. The Company's cm-rent records only show specific costs by month and year back to 
2002. There has been no preliminary site design and engineering work back to 2002. 
The Company's best estimate is that the majority of these costs were incurred prior to 
1980. 

b. The last time the Cai-rs site was considered as a generation site was in 2006 for the 
possible construction o f an IGCC facility. Please see the Company's response to 
K I U C 1-17 (d) and (e) and KPSC 2-55(b). The Company has no specific 
documentation of any decision not to proceed with the IGCC facility. 

W I T N E S S : Ranie K Wolmhas 



KPSC Case No. 2013-00197 
Commission S t a f f s Second Set of Data Requests 

Dated August 26, 2013 
Item No. 57 
Page 1 of 1 

Kentucky Power Company 

REQUEST 

Refer to the WoInilias Testimony at page 32 and Section V, Workpaper S-4, page 33. 
Provide a brealcdown of the $28,113,304 in costs related to Kentucky Power's evaluation 
of potential flue gas desulfurization ("FGD") systems at its Big Sandy Station which 
shows the amount incurred by year since 2004 separated by whetlier it related to a wet or 
dry FGD system, and, the amount of cost incurred for work done by (a) Kentucky Power, 
(b) an outside f n m or consuhant, or (c) a Kentucky Power affiliate. 

RESPONSE 

Please see IG'SC 2-57 Attaclmient 1, being provided by the Company on the enclosed 
CD. This spreadsheet provides the detail of the $28,113,304 separated by Dry FGD/Wet 
FGD/Landfil l , the yeai- o f the expense, and the cost component. Outside services include 
cost components 210, 214, 260, 262, 266, 285 and 290. The service corporation cost 
component is 780. Other cost components ai-e listed on the attaclmient including labor 
which has not been sepai-ated between Kentucky Power and affiliate labor, i f any. 

W I T N E S S : Ranie K Wolinlias 



KPSC Case No. 2013-00197 
Commission S t a f f s Second Set of Data Requests 

Dated August 26, 2013 
Item No. 58 
Page 1 of 1 

Kentucky Power Company 

REQUEST 

Refer to Section I I I , Exhibit K, pages 10 to 39 and pages 41 to 67. Explain wiry the 
amounts listed for Enviromnental Surcharge under the colmnn "Revised Revenue" on 
pages 10 through 39 do not match the amounts listed for Enviromnental Surchai-ge under 
the column "Current Revenue" on pages 41 tluough 67. [For example, page 10 shows an 
enviromnental surchm-ge of ($3,689,358) wliile page 41 shows the surchai-ge as 
($6,665,283)]. 

RESPONSE 

Section I I I , Exlnbit K, pages 1 0 - 3 9 refer to the per books revenue, and do not include 
an enviromnental surchai-ge adjustment for fhe elimination of the Pool Agreement. 
Section I I I , Exliibit K pages 41-67 include the enviroimiental surcharge for the 
elimination o f the Pool Agreement. Tliis additional adjustment of $7,320,077 to 
eliminate enviromnental costs associated wi th the pool is shown in Section V, Workpaper 
S-4, page 62 and is supported by Witness Munsey. This adjustment was allocated to the 
various classes in the Class Cost-of-Service study and frnther allocated to the individual 
tariffs based on the respective per books enviromnental sm-charge. 

W I T N E S S : Douglas R Buck 



KPSC Case No. 2013-00197 
Commission S ta f f s Second Set of Data Requests 

Dated August 26, 2013 
I tem No. 59 
Page 1 of 1 

Kentucky Power Company 

REQUEST 

Refer to Section I I I , Exhibit K , page 41. Confirm that the reason there are Environmental 
Surcharge costs of ($6,665,283) under the Current Revenue column and no 
Environmental Surcharge costs under the Proposed Revenue colunni is that Kentucky 
Power is proposing to roll enviromnental costs into base rates. I f this cannot be 
confirmed, explain the reason for the difference. 

RESPONSE 

Confirmed. 

W I T N E S S : Douglas R Buck 



KPSC Case No. 2013-00197 
Commission S ta f f s Second Set of Data Requests 

Dated August 26, 2013 
I tem No. 60 
Page 1 of 1 

Kentucky Power Company 

REQUEST 

Refer to Section I I I , Exliibit K , pages 41 tlirough 65, Current Bil l ing Units columns. 
Explain why the numbers on the Customer Charge row are often different I fom the 
nimibers on the Number o f Customers row. (For example, page 41 shows 1,677,419 
current bil l ing units for Customer Charge, cuid 1,686,852 for Number of Customers.) 

RESPONSE 

Number o f Customers is, as the name implies, tlie nmiiber of customers served by the 
tariff(s) identified in the page heading. Wlien a new customer begins to take service, 
regardless o f when in the billing cycle that occurs, the customer counts as a single 
customer. I f that customer begins taldng service at a date other than the begimiing of the 
billing cycle, that customer w i l l not pay a fu l l customer clwge but instead wi l l pay a 
prorated customer charge based on the number o f days service was taken; therefore, the 
numbers o f the two columns are different. 

W I T N E S S : Jason M Stegall 



KPSC Case No. 2013-00197 
Commission S ta f f s Second Set of Data Requests 

Dated August 26, 2013 
I tem No. 61 
Page 1 of 1 

Kentucky Power Company 

REQUEST 

Refer to Section I I I , Exhibit K, Page 46. Explain why current bill ing units of 10.92 in the 
Customer Charge row is not a whole number. 

RESPONSE 

Bil l ing units not displayed in whole units include proration for those customers who did 
not take service at tlie begimiing of a bill ing cycle. 

W I T N E S S : Jason M Stegall 



KPSC Case No. 2013-00197 
Commission S ta f f s Second Set of Data Requests 

Dated August 26, 2013 
I tem No. 62 
Page 1 of 1 

Kentucky Power Company 

REQUEST 

Refer to Section I I I , Exhibit K, Page 66. Explain why Proposed Bil l ing Units are not 

whole numbers. 

RESPONSE 

These bil l ing units include prorated miits for those customers that do not begin service on 

the first day o f the billing cycle. 

W I T N E S S : Jason M Stegall 



KPSC Case No. 2013-00197 
Commission S t a f f s Second Set of Data Requests 

Dated August 26, 2013 
I tem No. 63 
Page 1 of 1 

Kentucky Power Company 

REQUEST 

Refer to Section V , Scliedule 1 of the application. Confirm that that the increase in O & M 
expenses of $471,159 on line 4 of tlie "Proposed Change" column represents the 
projected increase in uncollectible accounts expense and the KPSC maintenance fee 
related to the $117,789,745 revenue increase on line 1 of that column. 

RESPONSE 

The Company confirms that the $471,159 represents the increase in uncollectible 

accounts expense and the KPSC maintenance fee related to the $117,789,745 revenue 

increase. 

W I T N E S S : Ranie K Wolinlias 



KPSC Case No. 2013-00197 
Commission S t a f f s Second Set of Data Requests 

Dated August 26, 2013 
Item No. 64 
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Kentucky Power Company 

REQUEST 

Provide tlie following exliibits in Excel spreadsheet format with the formulas intact and 
cells unprotected and with all rows and columns accessible: 

a. Munsey Testimony - Exliibit L P M - 3 and LPM-5 

b. Stegall Testimony - Exliibits JMS-1, JMS-2, and JMS-3 

c. Wolinlias Testimony - Table RWIC-l (page 22) 

d. Section I I I , Exhibit K 

e. Section V 

RESPONSE 

The requested exhibits can be found electronically on the attached CD as: 

a. KPSC 2-64 Attaclmient 1 

b. KPSC 2-64 Attaclmients 2a, 2b, 2c (requires Excel option "iterations" to be on) 

c. KPSC 2-64 Attaclnnent 3 

d. KPSC 2-64 Attaclmient 4 

e. KPSC 2-64 Attaclmient 5 

W I T N E S S : Lila P. Munsey / Jason M . Stegall / Ranie K. Wolmlias 


