
CONNONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE CONNISSION

In the Natter of:

APPLICATION FOR ADJUSTNENT OF ELECTRIC
RATES OF KENTUCKY PONER CONPANY

)
) CASE NO. 91-066
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On Narch 27, 1991, Kentucky Power Company ("Kentucky Power" )

filed an application with the Commission for authority to reduce

electric rates by approximately $3.3 million annually. The

reduced rates had a proposed effective date of April 1, 1991, and

were allowed to go into effect subject to refund as proposed.

Intervention was granted to: the Attorney General's Office,
Utility and Rate Intervention Oivision ("AG")> Hola Scaggs< Gladys

and Vernel Naynard, Debra and James Nollette, collectively
referred to as the Kentucky Low Income Residential Customers

("LIRC"); ARNCO Steel Company, Lp; Air products a Chemicals, Inc.,
Ashland Oil, Inc., and Kentucky Electric Steel Corporation,

collectively known as Kentucky Industrial Utility Customers

("KIUC"); and Kentucky Cable Television Association, Inc.
("KCTA")o

pursuant to the Commission's procedural orders, all parties
were afforded an opportunity to engage in discovery. Testimony

was filed by Kentucky Power, AG, LIRC, KIUC, and KCTA. A hearing

commenced on September 4, 1991 at the Commission's offices at

Frankfort, Kentucky. On September 5, 1991, Kentucky Power filed a



proposed Settlement Agreement ("Settlement" ) which was signed by

all parties. See Appendix A, attached hereto and incorporated

herein by reference. Pursuant to the terms of the Settlement,

Kentucky Power agreed to reduce its base retail electric rates by

$11.5 million annually for service rendered on and after April 1,
1991. All excess rates collected since that time are to be

refunded with interest within 60 days of the Commission's approval

of the Settlement. In addition, Kentucky Power will make a one

time refund of $600,000 by a credit to its System Sales Clause.

The Settlement further provides that: the System Sales Clause

as set forth in Kentucky Power's currently effective tariffs shall

remain in effect as filed; Kentucky Power's depreciation study and

revised depreciation rates shall be approved as fi.led; and the

unprotected portion of Kentucky Power's excess deferred federal

income taxes shall be flowed back over a five year period. The

Settlement is intended to be a full and complete resolution of all
issues raised in this case with the exception of the LIRC's

proposal to adopt a Low Income Residential Assistance Rate, which

was subject to a hearing on September 6, 1991.
In determining the overall reasonableness of the proposed

Settlement Agreement, the Commission has evaluated the $11,500,000

annual revenue reduction. In making this evaluation, the

Commission has considered all of the revenue and expense

adjustments proposed by the parties and analyzed these adjustments

in light of our normal rate-making treatment. In addition, the

Commission has taken into consideration the rates of return on

common equity which have been authorized in recent rate cases, and



finds that the earnings resulting from the Settlement should fall
within a reasonable range. After considering these factors and

the evidence in this record, the Commission finds that the revenue

reduction provided for in the Settlement is reasonable and will

result in fair, just, and reasonable rates for Kentucky Power.

The Commission's approval of this Settlement is based solely on

its reasonableness in toto and does not constitute the approval of

any rate-making adjustment or revenue allocation except for the

depreciation rates and five year flow back of excess deferred

federal income taxes.

Kentucky Power's filing ot'eptember 16, 1991 included two

schedules of rates based on the revenue allocation reflected in

the Settlement. The first schedule included settlement rates for
the period from April 1, 1991 through June 30, 1991. The second

schedule, with an effective date of July 1, 1991, included the

same settlement rates, but with all energy charges reduced to
reflect the transfer of [1.36) mills per KWH from Kentucky Power's

fuel adjustment rate to its base rates effective July 1, 1991 as

approved in Case No. 90-362. These rates will be used to
calculate the refunds due customers for the period from April 1,
1991 up to the date of this Order.

In accord with the Settlement, the amounts due customers

shall be refunded with interest within 60 days of the date of this

Case No. 90-362, An Examination by the Public Service
Commission of the Application of the Puel Adjustment Clause of
Kentucky Power Company from November 1, 1988 to October 31,
1990, Orders dated April 3 and 24, 1991.



Order. The refunds are to be made by a one-time credit to the

bills of current customers and by check to customers that have

discontinued service since April 1, 1991. In accordance with

Commission practice, the rate of interest shall be the average of

the Three-Month Commercial Paper Rate for the immediately

preceding 12 months.

Within 90 days of the date of this Order, Kentucky Power

shall file a refund report which shows the amounts refunded to

each rate class and the derivation of those amounts. This

derivation should show by class the billing determinants and the

amounts billed for the period from April 1, 1991 up to the date of

this Order and the calculated amounts that would have been billed

for that period under the settlement rates.
Within 30 days of the date of this Order, Kentucky Power

shall file its revised tariff sheets setting out the settlement

rates approved herein. This filing should include two sets of

tariffs: one set to be effective April 1, 1991 through June 30,

1991, containing the settlement rates reflecting the pre-July 1991

hase fuel rate; and a second set to be effective July 1, 1991,

containing the settlement rates reflecting the July 1, 1991 change

in base fuel rate.
IT IS THEREPORE ORDERED that:

1. The settlement rates filed September 16, 1991,

reflecting the pre-July 1, 1991 base fuel rate, be and they hereby

are approved for service rendered on and after April 1, 1991

through June 30, 1991.



2. The settlement rates filed September 16, 1991,

reflecting the post-June 30, 1991 base fuel rate, be and they

hereby are approved for service rendered on and after July 1,
1991.

3. Kentucky Power shall refund, with interest as provided

for herein, for the period April 1, 1991 up to the date of this

Order, all charges collected in excess of the rates approved

herein.

4. Within 30 days of the date of this Order, Kentucky Power

shall file its revised tariff sheets setting out the settlement

rates as filed September 16, 1991 and approved herein.

5. Within 90 days of the date of this Order, Kentucky Power

shall file its report of the amounts refunded to its customers

pursuant to the terms of the settlement.

Done at Frankfort, Kentucky, this 28th day of October, 1991.

PUBLIC SERVICE COMMISSION

Vilce-Cha'itsuN' v i

Commissioner

ATTEST

Executive'irector



APPENDIX A

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE
CONNISSION IN CASE NO. 91-066 DATED 10/28/91
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settlement Agreement, made and entered into this 5th day

of September, 1991, between and among Kentucky Power Company

(Kentucky Power}, the Kentucky Attorney General (Attorney

General), Nola scaggs, Gladys and Vernal Maynard, Debra and James

Mollette (collectively th» Kentucky Low Income Residential

customers (LIRC)), Armco Steel Company, LP (Armco), and the

Kentucky Industrial Utility Customers on behalf of Air Products 6

chemicals, Inc., Ashland 011, Inc. and Kentucky Electxic steel
Corporation (collectively KIUC), and Kentucky Cable Television

Association, Inc. (KCTA).

WITNESSETH:
That, WHEREAS, on March 27, 1991, Kentucky Power filed before

the Kentucky Public Service Commission (Commission) an Application

(Case No. 91-066) to reduce its base retail electric rates by

approximately 63.3 million annually, effective April 1, 1991; and

WHEREAS, in addition to the $3.3 million annual base rate

decrease, Kentucky Power sought approval from the Commission to
implement a permanent System Sales Clause and further sought

approval of a Depreciation Study as well as a proposed change to
the Company's depreciation rates; and

WHEREAS, the Attorney General, the LIRC, Armco, and the KIUC

each separately intervened in Kentucky Power's x'ate proceeding and

took various positions in opposition to the rate application, as

well as to the revenue allocation proposed by Kentucky Power among



the various customer classes served by Kentucky Power and

represented by the various intervenors; and

wHEREAs, the Kentucky cable Television Association, Inc.

(KCTA) also intervened in Kentucky Power's rate proceeding and

thereafter ob)ected to Kentucky Power's proposed methodology for

establishing pole attachment rates for cable television companies;

and

WHEREAS, the parties hereto believe that a settlement of the

rate application by Kentucky Power (except as hereinbelow set out)

is in their hest interest as well as the public interest.
NOW, THEREFORE, for and in consideration oi the mutual

covenants and premises set, forth above, the parties hereto agree

as follows:

(1) Upon approval of this Settlement Agreement by order of

the Commission, Kentucky Power shall reduce its base retail
electric rates by $11.5 million on an annual basis for electric
service rendered on and after April 1, 1991. The difference

between the rates in effect from APril 1, 1991 and the new rates

to be established pursuant to this Settlement Agreement and

pursuant to such Commission Order shall be refunded to the

Company's customers through its regular billing process within 60

days of such final order. The refund will be based on historical

usage during the period new rates have been in effect. The refund

will be in the form of a one-time credit to current customers with

checks issued to customers who have left the Company. The refund
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shall be paid with interest calculated in accordance with

commission practice.

(2) The SYstem Sales Clause (Tariff p.S AC. Electric No. 6,
Sheet Nos. 19-1 and 19-2) as filed by the Company on March 27,

1991 and made effective by Order of the Commission dated April 1,
1991 shall remain in effect and operational as filed.

(3) Zn addition to the refund referred to in Paragraph (1)

above, Kentucky Power shall by a one-time credit to the System

Sales Clause commence refunding the sum of $600,000 within 60 days

of the Order approving this Settlement Agxeement.

(4) Kentucky Power shall flow back the unprotected poxtion

of the excess deferred Federal income tax (DFXT) over' 5-year

period commencing Apxil 1, 1991.

(5) Kentucky Power's Depreciation Study and corresponding

xevised depreciation xates shall be approved as filed, effective
April 1, 1991.

(6) The xevenue allocation among the Company's various

classes of customers, including the apportionment of the refund

referred to in Paragraph (1) above, shall be as set forth and

pxescribed in the methodology which is attached hereto as Exhibit

No. 1 and included as if fully set out herein.

(7) Kentucky Power shall not adjust or amend its
miscellaneous service charges or late payment charges, but will

instead retai.n such miscellaneous service charges and late payment

charges at the levels that existed immediately prior to the March

27th Rate Application.
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(8) This Settlement Agreement shall not be considered as

precedent for any issue except:

(a) The Depreciation Study and corresponding

depreciation rates; and

(b) The flowback of unprotected DFIT over a 5-year

period.

However, this Settlement Agreement shall settle and resolve all
issues in the current rate proceeding except those speciiically
set forth below:

(a) The proposal of the LIRC. for the LIRAR plan as set
forth in LIRC's prefiled testimony1

(b) The proposal of the KIUC to reduce the

Interruptible (IRP) tariff minimum demand from

5,000 kw to 3,000 kw.

Issue (a) will be tried immediately and issue (b) may, at. the

request of the KIUC, or at the request of Kentucky Power, be

submitted to the Commission for separate ad]udication by Notice to
all parties within 30 days of the date of this Settlement

Agreement. Thereafter the Commission shall cause any such issue,

if so requested, to be set for hearing and litigated separate and

apart from the instant rate proceeding, but without otherwise

affecting the terms of this Settlement Agreement or the unrelated

tariffs to be filed pursuant thereto.

(9) The proposed tariff ior pole attachments of CATV shall

be withdrawn and the tariifs currently in effect shall not be

amended until the Company's next general rate case.



(10) The tariffs, including the terms and conditions, as

filed in this proceeding, except as modified by this Settlement

Agreement, shall be approved as filed. Kentucky Power shall

submit revised tariffs, terms and conditions to the Public Service

Commission within 14 days from the data of the Commission's Order

approving this Settlement Agreement to the extent that this
Settlement Agreement calls for those revisions.

(11) This Settlement Agreement is conditioned upon and

subject to the express approval by the Kentucky Public Service

Commission. The terms of this Sattlemant Agreement are

inseparable from one another, and accordingly are not severable by

the Commission. In the event the Commission fails to approve this
settlement Agreement in its entirety, then this Agreement shall be

deemed to be null and void ab initio and of no legal effect, and

the parties shall be returned to the status duo existing at the

time immediately prior to the execution of this Agreementt nor

shall the Settlement Agreement be binding on the parties hereto,

nor shall the Settlement Agreement, or any of its terms, be

admissible in any court or administrative proceeding.

(12) The rates provided for in this Agreement are based upon

the independent analysis of the parties and reflect a fair and

reasonable resolution of the issues settled herein; and said rates
as of the date of this Agreement are fair, just and reasonable as

those terms are used in KRS 278.030.
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(13) This Settlemant Agraemant shall inure to the benefit of

and be binding upon the parties hereto, their heirs, successors

and assigns.

(14) This Settlement Agraemant constitutes the complete

agreemant and understanding between tha parties hereto, and any

and all oral statements, representations and/or agreements made

prior hereto or contemporaneous herewith shall be null and void

and shall be deemed to have been marged into this Settlemant

Agreement.

IN WITNESS WHEREOF, the parties hereto, through counsel,

execute this Settlement Agraemant, with tha signatories hereto

hereby representing their authority to enter into this Settlement

Agreemant on behalf of their clients.

ICENTUCKY POWER COMPANY
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KENTUCKY ATTORNEY GENERAL
UTILITY 4 RATE INTERVENTION
DIVISION

r

KENTUCKY INDUSTRIAL UTILITY
CUSTOMERS

AZR PRODUCTS AND CHEMICALS, INC.
ASHLAND OILt ZNC,
KENTUCKY ELECTRIC STEEL CORPORATION

Byh

ARMCO STEEL COMPANY, LP

By'ENTUCKY
LOW INCOME RESIDENTIAL

CUSTOMERS

NOLA SCAGGS, GLADYS AND VERNAL
MAYNARD, DEBRA AND JAMES MOLLETTE

/
KENTUCKY CABLE TELEVISION ASSOCIATION,
ZNC



Rats
Class

OL

SL

OS Fixed

OS OCher

LOS

CIP-TOD

ZRP

Total

Total l
32 ~ 08195

.76721

.2513l

1.8278l

12 ~ 6400l

15-9467l

11.89734

22 ~ 5k.508

.2941'l

1.7787'l

Total Dollars

3e689e419

88,228

28,900

210, 197

l.o453o600

1,833,870

1,368, 189

2,589,225

33,821

204.551

$11 500,000

EKHIBIT 1


