
IN THE MATTER OF:: 

ADJUSTMENT OF RATES OF 
KENTUCIW POWER COMPANY 

b 
Case No. 2009-00459 

Man-clln 24, 2010 



AFFIDAVIT 

Errol I< Wagner, upon being first duly sworn, hereby makes oath that if the loregoing 
questioiis were propouiided to liiiii at a hearing before the Public Service Commission of 
ICeiitucky, lie would give the answers recorded following each of said questions and  that 
said answers are true. 

Commonwealth of Kentucky 

County of Franklin 
) Case No. 2009-00459 

Sworn to before iiie aiid subscribed in iiiy presence by Errol IC Wagner, this the 
ay o€Marcli, 2010. 

My Coiiiiiiissioii Expires: 



AFFIDAVIT 

Tiiiiotliy C. Moslier, upon being first duly sworii, liereby males oath that if tlie i'oregoiiig 
questions were propouiided to him at a hearing before the Public Service Commission of 
ICeiitucky, he would give tlie aiiswers recorded following each of said questioiis aiicl that 
said aiiswers are true. 

Timothy C. Moslier 

Co~iiiiioiiwealth of I<eiitucky ) 

County of Franklin ) 
) Case No. 2009-00459 

F r 1 i  to before me and subscribed in my presence by Tiiiiotliy C. Moshel-. this 
the 25 day of March, 20 10. 

My Coiiiiiiissioii Expires: 



AFFIDAVIT 

David M. Roush, upon first being duly sworn, hereby makes oath that if the foregoing 
questions were propounded to him at a hearing before the Public Service Commission of 
Kentucky, he would give the answers recorded following each of said questions and that 
said answers are true. 

State of Ohio ) 

County of Franklin ) 
) Case No. 2009-00459 

,- L 
Subscribed and sworn to before me, a Notary Public, by David M. Roush this 22 
dayof 2010. 

My Commission Expires 



AFFIDAVIT 

Dennis W. Bethel, upon first being duly sworn, hereby makes oath that if the foregoing 
questions were propounded to him at a hearing before the Public Service Commission of 
Kentucky, he would give the answers recorded following each of said questions and that 
said answers are true. 

State of Ohio 1 

County of Franklin ) 
) Case No. 2009-00459 

Subscribed and sworn to before me, a Notary Public, by Dennis W. Bethel this a&@-”! day of \fl /$ 4- 2010. 

My Commission Expires 5’ 20 

If 



AFFIDAVIT 

Raiiie IC Woliihas, ripon beiiig first duly sworn, liereby iiialtes oath that if the loregoing 
questions were propouiided to liim at a hearing before the Public Service Commission 01' 
Keiituclty, lie would give the aiiswers recorded following each of said questions and that 
said aiiswers are true. 

Raiiie k Wolinhas 

Coiiinioiiwealtli of I<eiituclty 

Comity of Frailltliii 
) Case No. 2009-00459 

Sworn to before iiie aiid subscribed in lily presence by Raiiie IC Wohnhas, this the 
A3 day of March, 20 10. 4 

My Coiiiiiiissioii Expires: 



AFFIDAVIT 

James E. Henderson, upon first being duly sworn, hereby makes oath that if the foregoing 
questions were propounded to him at a hearing before the Public Service Commission of 
Kentucky, he would give the answers recorded following each of said questions and that 
said answers are true. 

State of Ohio ) 

County of Franklin 1 
)ss 

S hscribed and sworn to before me, a Notary Public, by James E. Henderson this 
2 2 ~  day of i~$’- 2010. 

Notary Public 
I /  

Sharon Hutchens 
Motan Plublic-State of Ohio 

h!..! C- mnission Expires 
ido\fernber 17, 2014 



AFFIDAVIT 

Everett G Phillips, upon being first duly sworn, hereby makes oath that if the foregoing 
questions were propounded to him at a hearing before the Public Service Commission of 
Kentucky, he would give the answers recorded following each of said questions and that 
said answers are true. 

Commonwealth of Kentucky 

County of Boyd 

) 

) 
) Case No. 2009-00459 

Swoiii to before ine and subscribed in my presence by Everett G. Phillips, this the 
2 2 day of March, 2010. 

/ 

My Coinmission Expires: 4/5/ 201 { 





REQUEST 

Refer to Voluiiie 2, of Kentucky Power's application, Section Ill, pages 392 aiicl 400 of 4SS, Riclei 
ECS-C&E aiid Rider EPCS. Tlie last seiiteiice 011 tliese pages states that, if iequesterl, Ikiitucky 
Powei will iiialce real time pulse iiieteriiig data available "for ai1 aclditioiial fee 'I Piovide tlie 
a1110~111t of the fee, how it was calculated, aiicl its locatioii in ICeiitucly Powei's pioposccl t a d f  

The fee is not a single pre-established amount. The one-time fee is based upon the actual cost of 
the required modifications to tlie Coiiipaiiy's equipiiieiit to iiialte iiieteriiig pulses available to the 
customer. Sigiiificaiit variables in the potential cost are the type of existing meter, the pulses that 
the custoiiier ivislies to receive (i.e. lcwI-7, reactive, eiid of interval), a id  whether isolation relays 
are required. Depeiidiiig uipoii these variables, the cost can range from $1 SO to $1,750. 

If tlie Comiiiissioii believes it would be clearer, laiiguage could be aclcled to the eiici of that 
seiiteiice stating ".. . for an additional one-time fee at the Company's cost." 

WIITBESS: David M Rous11 





Refer to the Direct Testiiiioiiy of David M. Ro~isli, pages 4 - 6, aiicl Exhibit Dh/fl?.- 1, regarding 
tlie custoiiier aiiiiualizatioii aclj ustineiit. 

a. Exhibit DMR-I, page 3, shows tlie derivation of tlie operating ratio used to calculate the 
expense poitioii of the custoiiier aimtalization adjustment. Ideii tify "OML Workpal~er" 
which is listed as oiie source for the adjusted labor expense. 

I>. Claiily that the acljLtstec1 labor expeiise of $26,300,126 011 page 3 oftlie exhibit does iiot 
iiiclucle [lie cost of employee benefits. 

c. Provide an operating ratio calculatioii in which adjusted salaries a id  wages, adjustecl 
eiiiployee benefits, aiid regulatory commission expenses are deducted fioiii the aclj ustecl 
operations aiid iiiaiiiteiiance expense o f  $453,534,609. 

RESPONSE 

a " Please see the attached page 2 to this response. 

b . The adjusted labor expense does iiot iiiclLtde eiiiployee benefits, except for the benefit- 
related coiiipoiieiit of tlie Adjustments shown on Sectioii V, Workpaper S-4, page 32. 

C. Please see the attached page 3 to this response. 

VdHTNESS: David M R O L ~ S ~  



KENTUCKY POWER COMPANY 
Adjusted O&M Labor Expense 
TWELVE MONTHS ENDED SEPTEMBER 30,2009 

Production 
Operation 

Account 500 
Account 501 
Account 502 
Account 505 
Account 506 
Account 507 

Total Operation 

Maintenance 
Account 510 
Account 51 1 
Account 512 - Dern Related 
Account 512 - Ener Related 
Account 512 -Total 
Account 5 13 
Account 514 
Account 5 15 
Account 555 
Account 556 
Account 557 

Total Maintenance 

Total Production 
Demand-Related 
Energy-Related 

Transmission 
Operation 
Maintenance 

Total Transmission 

Distribution 
Operation 
Maintenance 

Total Distribution 

Total Customer Accounts 

TOTAL ELECTRIC UTILITY 

Total 
O&M 
- Labor 

$ 3,877,089 
$ 266,673 
$ 873,796 
$ 21,352 
$ 2,254,253 
$ 

$ 7,293.163 

$ 142,579 
$ 135,084 
$ 931,436 
$ 1,808,082 
$ 2,739,518 
$ 1,033,182 
$ 283,679 
$ 
$ 
$ 
$ 

5 4,334,042 

$ 1  1,627,205 
$ 9,552,450 
$ 2,074,755 

$ 435,691 
$ 906,524 

$ 1,342,215 

$ 2,210,962 
$ 6,715,190 

$ 8,926,152 

$ 1,559,167 

Total Customer Service & Informational 5 391,237 

SUBTOTAL Excl A&G $23,845,976 

Administrative & General 
Operation $ 1,159,409 
Maintenance $ 820.576 

A&G Total 
Excluding A&G 

Requlatory (on OML) 

$ 3,789,429 
$ 260,644 
$ 854,040 
$ 20,869 
$ 2,203,285 
$ 

$ 7,128,267 

$ 139,355 
$ 132,030 
$ 910,376 
$ 1,767,202 
$ 2,677,578 
$ 1,009,822 
$ 277,265 
$ 
$ 
$ 
$ 

$ 4,236,050 

$11,364,317 
$ 9,336,471 
$ 2,027,846 

$ 425,840 
$ 886,028 

$ 1,311.868 

$ 2,160,973 
$ 6,563,361 

$ 8,724,334 

$ 1,523,915 

$ 382,391 

Total Other Administrative & General $ 1,979,985 $23,306,825 $23,306,825 
Regulatory A&G $ $ 1,088 

Total A&G lncl Regulatory 5 1,979,985 $23,307,913 

Total Labor Payroll $25,825,961 

” A&G in Accounts 502 and 505 is energy-related 

KENTUCKY P.S.C. JURISDICTION 

Retail Total 
Allocation O&M Total 

w r  Labor - A&G 

0 986000 $ 3,822,810 $ 3,736,377 
0987000 $ 263,206 5 257,256 
0986000 $ 861,563 $ 842,937 ” 
0986000 $ 21,053 $ 20,598 I‘ 

0 986000 $ 2.222.693 5 2,172,439 
$ ” $  

$ 7,191,325 $ 7,029,607 

0986000 $ 140,583 
0986000 $ 133,193 
0986000 $ 918,396 
0 987000 $ 1,784,577 

0986000 $ 1,018,717 
0986000 $ 279,707 

$ 
$ 
$ 
6 

$ 137,404 
$ 130,182 
$ 897,631 
$ 1,744,228 
$ 
$ 995,684 
$ 273.383 
$ 
$ 
$ 
.R 

$ 4,275,173 $ 4,178,513 

$11,466,498 $1 1,208.1 19 
$ 9,418,715 $ 8,343,100 
$ 2,047,783 $ 2,865,019 

$ 
$ 

0 986000 $ 1,323,424 $ 1,293.502 

0 998000 $ 8,908,300 $ 8,706,885 

0999989 $ 1,559,150 $ 1,523,898 

0999989 $ 391,233 $ 382.387 

0 991723 $23,648,605 

0 991723 .$ 1,963.597 $23,114,792 
1000000 $ - $ 1,088 

$ 1,963,597 $23,115,880 

$25,612,202 

W S C  Case No 2009-00459 
Staff 3rd Set of Data Requests 

Order dafed March 1 I ,  2010 
Itern No 2a 
Page 2 of 3 

Labor Adiustment 
Benefits Savinqs Plan 

$134,299 $(16,370) $ 6.433 

$360,205 $(43,905) $ 17,254 
$295,877 $(36,064) $ 14,172 
$ 64,328 $ (7,841) $ 3,081 

$ 41,574 $ (5,067) $ 1.991 

$279,842 $(34,110) $ 13,404 

$ 48,979 $ (5,970) $ 2,346 

$ 12.290 $ (1,498) $ 589 

$742,890 $(90,550) $ 35,584 

$742,890 $(90,550) $ 35,584 



KENTUCKY POWER COMPANY 
DEVELOPMENT OF OPERATING RATIO 
TWELVE MONTHS ENDED SEPTEMBER 30,2009 

Line 
- NO. 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 
13a 
13b 
13c 
13d 
13e 
13f 
13g 
1311 

14 

15 

16 

Description 

Operatinq Revenues 

Sales of Electricity 

System Integration Agreement Adjustment 

Capacity Charge Revenue Adjustment 

Net Merger Savings Adjustment 

Annualized Fuel Adjustment 

Customer Migration Adjustment 

Intercompany Revenue Billing Adjustment 

Green Power Revenue Adjustment 

Total 

Operatinq Expenses 

Adjusted Operation & Maintenance ': 

Adjusted Labor Expense 
A&G Salaries 
Administrative Expenses Transferred 
Employee Pensions & Benefits 
Regulatory Commission Expenses 
Incentive Compensation Plan Adjustment 
Amortization fo Rate Case Expense 
Pension and OPEB Expense Adjustment 
Elimination of Safety Focus Incentive Exp. 

Adjusted O&M Less Labor Expense 

Operatinq Ratio 

Operating Ratio 

Amount 

$ 503,263,399 

12,698,792 

(5,781,547) 

5,218,680 

(10,989,239) 

1,721,710 

508,868 

1434) 

$ 507,240,229 

$ 453,865,828 

26,300,126 
5,965,156 

(1,013,089) 
G,8 10,826 

1,088 
1,399,386 

187,000 
470,219 
(208,239) 

KPSC Case No. 2009-00459 
Staff 3rd Set of Data Requests 

Order dated March 11, 2010 
Item No. 2c 
Page 3 of 3 

Source 

Sec. V, Sch 4, P 1, Col (3), line 1 

Sec V, WP S-4, p 3, line 12 

Sec V, WP S-4, p.4, line 16 

Sec V, WP S-4, p 5, line 15 

Sec.V, WP S-4, p.6, line 8 

Sec.V, WP S-4, p.24, line 10 

Sec V, WP S-4, 10.43, line 3 

Sec.V, WP S-4, p.44, line 3 

Sum of Line 2 through Line 9 

Sec. V, Sch.4, P. 1, Line 4. CoL(5) less 
Sec. V, WP S-4, P.45, Line 2, Co1.(3) 

OML Workpaper, plus Sec.V, WP S-4, p.32 
Account 920 (Perbooks x Juris Factor"") 
Account 922 (Perbooks x Juris Factor"") 
Account 926 (Pel-books x Juris Factor"") 
Account 928 (Perbooks) 
Sec. V, WP S-4, Page 13 
Sec. V, WP S-4, Page 17 
Sec. V, WP 5-4, Page 25 
Sec. V, WP S-4, Page 40 

$ 413,953,354 Line 12 -Line 13 through Line 13h 

81.61% 

* 
*" Jurisdictional Factor for A&G excluding Regulatory from OML Workpaper = 99.1723% 

Corrected as indicated in KlUC 1st Set - Item No. 57 

Line 14 I Line 10 





REQUEST 

ReIer to the Direct Testiiiioiiy of Errol IC. Wagner. At page 7, lilies 11 1014, lie states that 
Kentucky Power's member load ratio (IIMLR'I) is 7.069 perceiil based on its highest noli- 
coincident peak to the total of all iiieiiibers' highest iioii-coiiicicleiit peaks. I-Iowever, at page 3 5, 
lilies 6 to 9, he states that the 7.069 percent is based 011 the AEP System-East Zones' total peak 
deiiiaiid of 23,680 MW at September 30, 2009. 

a. Explain whether 23,680 MW is the total peak deinaiid of'tlie AEP System-East Zone 01- 
the sum of the noli-coiiicideiit peaks of the members. 

b. Provide a schedule showing the calculalioii of the MLR €or each riieiiiber 01 the AEP 
System-East Zone as of Septeiiiber 30, 2009 and as of February 25, 2,010. 

RESPONSE 

a. The 23,680 MW is the sum of the noli-coincident peak cleiiiaiids oftlie AEP-East Zoiie. 

b. Please see the atlaclied page €or the Septeiiiber 30, 2009 actual calculation oC the MLR foi 
each ~iieiiiber of the AEP SystemEast Zone. The Febiuary 20 10 actual calculation of the ML,R 
for each ineiiiber of the AEP System-East Zoiie will iiot be available until the fiist week of Apiil 
20 1 0. The Company will provide the requested inforiiiatioii when available. 

WITNESS: Errol IC Wagner 



KPSC Case No. 2009-00459 
Staff 3rd Set of Data Requests 
Order Dated March 11, 2010 
Itern No. 3 
Page 2 of 3 

Pursuant <-a the Interconnection Agreement, dated Sdy 6,1951, 

QS Amended 

Ohio Power Compaily (QPCo), 

Prepared by: 
AEP Energy Servir:e.r; 
Who 1 esa I e Co on mer c ic! B A c coet n j-ii i7g Group 



KPSC Case No. 2009-00459 
Staff 3rd Set of Data Requests 
Order Dated March 1 1 ,  20 10 
item No. 3 
Page 3 of 3 

APPENDLY I 

AlikEFZICAN ELECTRIC POWER SYSTEhk 
NIEIdBER LOAD RATE0 SUMMARY 

OPERAnNG COMPANV PERCEhTAGE 
September 2009 

l<ENTUCl?/ ZNDTANA 

0.07069 0.17927 

- APPALACI-IIAN 

0.35084 0,21326 

COLUMBUS 

0.18594 

Internal (MLR) MAXSAfiUA4 liO-MINUTf 
INTEGRATED MW DEMAND MPERTENCEb 

EXCLUDE AE? SYSTEM SALES 
DURZNG PRECEbSNG 12-MONTI-IS 

COLUA4BUS KENNCKY TNDEANA TOTAL APPALACWXAN 

23680 
4245 5050 4403 8305 1674 

BAT f / l l M E  01/16/09 I-IR 08 01/16/09 I-IR 09 06/25/09 I-IR 14 09/03/08 N R  17 09/03/08 I-IR 16 

h'ofcs 
OP and CSP loads far January 2009. wera revised due fo an utidel-lying change in Ylle buckeye load. The change did n o t  create Q new A4LR peal< 

Buclteyc hourly ecbal loads W ~ I Z  reloaded for A'\crch 2009. on May 26, 2009. Thsra was no impnct to T h e  Rout-ly C5P and OP loads. 





KPSC case  No. 2009-00459 
ComHntssioail Staff Third Set of Data Request 

Dated March 11,2010 
Item No. 4 
Page B of B 

REQUEST 

Rcfer to the response to Item 1 of Coiimissioii Staffs Secoiid Data Request ("Stxff's Second 
R.equest")" Provide the calculations for the proposed energy charges and cleiiiaiid charges, if 
aplJlicable, for !:lie new tariffs RS-TOD2,, SGS-TOD, and L,GS-TOD. This response should be 
provided in electronic format with the formilas intact aiid uiiprotectecl. 

RESPONSE 

Please see tlie Company's response to ICIIJC First Set Item No. 12. The electionic files were 
piovided as lollows: 

TariI€ Electronic File Name 
RS-TOD2 
SGS-TOD 
LGS-TOD 

ICITJC First Set - Tteiii No. 12 - Page 13 to 14.~1s 
ICIIJC First Set - Item No. 12. - Page 17 to 1S.xls 
IUTJC First Set - Item No. 12 - Page 23 to 29.~1s 

WITNESS: David M Ro~isli 





KPSC Case No. 2 ~ ~ ~ - ~ ~ 4 ~ ~  
Consaiinissioaa Staff Third Set of Data  Request 

Dated March la,2oPo 
Btem No. 5 
Page P of 1 

REQBTEST 

Refer to tlie respoiise to Item '2 of Staffs Second Request, page 3 of 3. 

a. Provide the reason for the large iiicrease in Sales o r  Resale from 2007 to 2008 and the 
large decrease froin 2008 to 2009. 

Provide the reason for the large iiicrease in Account 4540002,, Rent fioiii Elect 
Property-NAC, froiii 2007 to 2008 a d  tlie large decrease from 2008 to 2009. 

b. 

RESPONSE 

a. 

b. 

The iiicrease in Sales €or Resale fi-om 2007 to 2008 was clue primarily to higher prices in tlie 
suiiiiner 01 2008 in the PJM region aiid AEP utilized its available geiieiaiioii fleet to sell 
excess geiieratioii. IQCO is allocated its MLR portion o€ Of1-System Sales (OS S) iclatiiig 
to thiid p l i e s  or PJM. 

In 2009, when O S S  were made, AEP was iiot able to sell the power at the higher prices seen 
in 2,005 siiice delilarid was soRer in the PJM inxlcet. Because of the weak iiiailtet it also 
iiieaiit tlie margins 011 the sales were also lower. 

Rent fiorn Electric Property recorded in accouiit 4540002. iiicreasecl ii-om 2007 to 2008 
beca-cise in August 2,008 Keiitiicky Power billed a third party $5.7 million for unautliorized 
pole attaclmients cluing the period 1999 tlwougli 2006. In 2009, pole attachment ieveiiue 
ietuiied to more iioriiial levels. 

WITNESS: Errol I<. Wagiier 





l[wsc Case No. 2009-00459 

Dated IVIaa-ch PI, 2Q80 
Btem No. 6 

PSC Third Set of Data Request 

1 O f 2  

REQUEST 

Refer to the response to Iteiii 3 of Staff’s Second Request. 

a. 

b. 

C. 

The first paragraph stales that the iiicrease in Charges from A1JlJalaCliiali Power coiiipaiiy 
(‘IAPCO’I) is due to payiiieiits oC $.9 iiiillioii and $1.0 iiiillioii made on beliallof ICeiitucky 
Power lor a traiis€ormer and substation. 

(1) 
(2) 

Describe in detail the $.9 million payment iiiade 011 behalf of ICeiitucky Power. 
Explain why the aiiiouiit for the tmisforiiier was expensed rather than capitalized. 

Tlie secoiid paragraph states that the increase in charges from Tiicliana bfichigaii Power 
(“IQCMII) is clue to eiiiployee labor and storiii claiiiage restoration expenses of $2, iiiillion 
related to severe s torm in ICeiitucky in Jaii~iary and February 2009. State wliether tliese 
expeiises are iiicluded Tor recovery tlxougli rates elsewliere in Kentucky Power’s 
application. 

The third paragraph states that the increase in charges lrom Public Service Coiiipaiiy of 
Oltlalioiiia is dm primarily lo einployee labor and storm damage restoi ation espeiises o l  
$2 Iiiillioii related to tlie February 2009 storm. State whetlier these expenses ai e included 
lor recovery through rates elsewliere in the applicatioii. 

a. (1) The expenses ielate lo tlie traiisforiiier and related materials purchased foi the 
coiistructioii of a sub-station in Dwale, ICY for a third party. The major coiiipoiieiits of the 
expenses were iiiaterials (57.6%), outside services (6.2%) and interiial charges (6 2,%) 

a. (2) All the costs were expensed because this was work per€oriiied for a third party. 
ICeiitucky Power billed the third party $1 .G iiiillioii for this project during the test year which 
is recoiderl as other electric reveiiues and is iiiclurled in the cost of service. 



b. The $.Z iiiillion cliargecl from Indiana Micliigaii Power is pait of the Coiiipaiiy's iiiajor st oriii 
cost clefeiral adjustment that the Coinpany is requesting a tln-ee year iecovery aiid 
aiiioitizatioii period (See Company's Adjustment Section V, Workpaper S-4, Page 20) 
Because tlie Coiiipaiiy is requesting a thee  year average level of major storni costs to be 
iiicludecl in the cost-of-service, tlie result is two thirds of these expeiise aiiiouiits have been 
es cluded. 

c. The $2 iiiillioii charged from Public Service Coiiipaiiy ol: Oltlalioiiia is pait of the Company's 
major storiii cost deferral adjustineiit that tlie Coiiipaiiy is requesting a three yea1 recovery 
aiid aiiiortizatioii period (See Coiiipaiiy's hdjustiiieiit Sectioii V, Worlqxq~er S-4, Page 30) 
Because the Company is requesting a thee year average level of iiiajor stoiiii costs to be 
iiicluded iii the cost-of-service, the result is two thirds ol: these expense aniouiits have been 
exclucted. 

WITNESS: Errol K Wagiier 





REQUEST 

R.efer to the response to Item 4 of Staffs Secoiid Request, the RS tab of the electronic 
spreadsheet. Cells D2.5 to D33 referelice a spreadsheet titled "B&A Surchai-ges." Provide this 
spreadsheet in electroiiic form with the formulas intact aiid unprotected. 

RESPONSE 

Please see the attached file 011 die enclosed CD (Staff Third Set - Item No. 7 - Attaclimeiit 1). 
For adclitioiial detaiI regarding tlie calculation of tlie surcharge amounts, please see the attached 
file on the eiiclosed CD (StaETThird Set - Iteiii No. 7 - Attachment 2). 

WHTNESS: David M ROLIS~  





REQUEST 

Refer to the respoiise to Item 5 o€ StaCrs Secoiid Request. 

a. Refer to the response to 5.a. 

(1) Coiifiriii that iiietered ltW1i iii tlie lest year were 23,039,257 
iiiore than tlie ltWh for wliich ICeiitucky Power showed ieveiiues. If not, explain. 

(2) Explain tlie di€kreiice of 2,3,039,257 between iiietered aiid 
billed lcW1i. State in the respoiise whether this cliffereiice would include line loss. 

b. Refer to tlie respoiise to 5.17. State whether $9,513,955 is the actual aiiiouiit billed through 
tlie €itel adjustiiieiit clause in the test year. If no, provide tlie actiial aiiiouiit billed through 
the f k l  adjustmeiit clause in the test year a id  explaiii in greater detail what the $9,5 13,955 
iepreseiits and liow it was calculatecl. 

RESPONSE 

a (1) Test year metered lcWh 011 a billed a id  accrued (calendar iiiontli) basis was 23,089,257 
higher than tlie aiiiouiit of 1tWi wliich wlieii iiiultiylied by test year rates, pioduced tlie 
billed aiid acciued sales reveiiue as shown on the Co~iipany's boolts. 

a (2) Siiice both values represeiit 1tWi at the meter, the difference would iiot be clue to line 
losses. Siiice tlie Coiiipaiiy does iiot bill on a calendar iiioiith basis, tlie Compa1iy mist 
calculate uiil.illec1 lcWh aid reveiiues 011 a iiioiitlily basis in order to iecord billed aiid 
accrued 1tWi aiid reveiiues wliich are syiicliroiiized with expenses which ale recorded 011 a 
calendar month basis. Given this calculation, it is iiot always possible to match book billed 
aiid accrued reveiiues by iiiulliplyiiig billed aid accrued ItWli times the monthly rates. Tlic 
net effect of this iteiii is to iiicrease tlie Company's test year revenues. 



b. The amouiit of $9,.513,955 was not the actual amount billed tlxough the fLiel adjustiiieiii: 
clause cluriiig the test year. During the test year, the Company iiicreasecl the basing point of 
fi,lel from $0.0212 per lcWh to $0.0284 per ItWli as shown on Exhibit EKW-4. Volume 2,, 
Section III,, page 10 iises the base rates in effect at tlie eiid of the test year which iiiclude the 
higher basing point of fLiel. As such, the test year ftiel ac$stiiient clause revenue was 
recalculated as if the higher basing point were in effect all year. That is how the $9,513,955 
was calculated. The detail is sho-v\m in the file provided 011 the ellclosed CD in response to 
Staff Third Set - Item No. 7 - Attaclmeiit 2. 

WITNESS: David M R.OLIS~ 





REQUEST 

Refer to the iespoiise to Item 10 of Staffs Secoiid Request. The request, among otliei things, 
called €or Keiitucky Power to quaiitiijr the beliefils of tlie cost saving imasures, etc. icleiitifiecl in 
the response; however, the last seiiteiice in the response states that "Savings have iiot beeii 
quaiitified. I' Explain wliether the response nieais that (a) tlie benefits cannot be quaiitified or (17) 

ICeiitiicky Power Iiad iiot quantified the benefits belore receiving tlie data request a d  iiiade 110 
atteiiipt to do so for its response to the request. 11 the answer is the latter, provide ICentucky 
Power's best estimate of the amount of the savings associated with each measure 

RESPONSE 

W e  have not quantified any direct savings for our custoiiiers froin the cost saving iiieasiires we 
have talteii siiice our h s t  base rate case. Rather these iiieasLires have produced efficiencies and 
established best practices that have allowed us to focus resources OII reliability prograiiis that 
benefit the customer. Our reliability spend in each of the years since our last base rate case lias 
beeii higher than the level iii the last rate case. Further, althougli the Coliipaiiy believes savings 
resulted fxom these measures, it is not able at tliis time to provide a reasoilable estimate. 

WITNESS: Timothy C Mosher 





The iespoiise to Iteiii 26 o€Stafrs Second Request does not satidy the request. Provide the 
relevant testiiiioiiy a id  exhibits from FERC Doclcet No. ER09- 1279 which provide the 
description and calculation that were tlie subject of the original request. 

RESPONSE 

The Company regrets that the Commissioii fouiid the respoiise uiisatisCactory. See attachccl 
lestiiiioiiy aiid exhibit lrom FERC Doclcet No. ER09-1279. The cost decrease that Keiituclcy 
Power Coiiipaiiy will experieiice results from the coiiibiiiation of a i i~~mber of factors, iiicludiiig 
the allocation of AEP East traiisinissioii reveiiues to each AEP East operating coiiipaiiy based on 
tlieir share o€ the AEP traiisinissioii reveiiue requiremeiit, a change in the allocation of 
traiisiiiissioii charges from MLR to 12CP, aid the elimiiiatioii of tlie present bulk traiisiiiissioii 
settlement iiietliod uiider the AEP Transmission Agreeiiieiit. All o r  the chaiiges and the 
lnolietary e€fect of tlieiii are described in Mr. Relliel's testiiiioiiy aiid exhibit iii Doclcet ER 09- 
1279. See, Col~mi i  (f), ICeiititcky Power Row in Net Cliaiige Froiii Trans. Agreeiiieiit 
ModificaIioii Area, Page 1 of 5 of Exhibit AEP-210 €or the 2009 period. 

KdBl-ITNE$S: Deiiiiis W Bethel 
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UNITED STATES OF AMERICA 

BEFORE TI-ZE 

FEDERAL ENERGY EG‘CJLATORY COMMISSION 

Americaii Electric Power Service Corporation 
On behall: of: 
Appalachian Power Company 
Col~iiiib~is Southern Power Compaiiy 
Iiidiaiia Michigan Power Company 
I<eiitiicly Power Coiiipaiiy 
IGiigsport Power Company 
Ohio Power Company 
Wheeling Power Coiiipaiiy 
Collectively, the “AEP East Companies” 

PREPARED DIRECT TESTIMONY OF 

DENNIS W. BETHEL 

ON BEHALF OF TI-IE AEP EAST COMPANIES 

Julie 5 ,  2009 
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Exhibit AEP-200: Prepared Direct Testimony of Dennis WQ Betllaei, 
Onn Behalf of the AEP East Companaies 
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BY WHOM ARE YOU E M P ~ O Y E ~ ~  AND IN WHAT @MACITY? 

My name is Dennis W. Bethel. I alii employed by American Electric Power Service 

Corporation (“AEPSC” or “AEP”), as Managing Director - Regdated Tariffs. My 

busiiiess address is 1 Riverside Plaza, C ~ l ~ i i i i b ~ i ~ ,  Ohio 4321 5. 

PLEASE REWEW YOUR TRAINING AND EXPERIENCE IN ELECT=@ 

UTILITY SERVICE MATTE S RELEVANT TO THIS P ~ O ~ E ~ D ~ N G ?  

In 1973, I earned a Bachelor of Science Degree in  Electrical Engineering from tlie 

IJniversity of Evaiisville (Indiana). I begaii my career with AEP, at Indiana Michigan 

Power Company (MM), that same year, as a commercial and industrial customer 

service engineer. In 1977 I transferred to I&M’s rate department. In 1980 I 

transferred to AEPSC, where I liavc held positions in Rate Research aiid Design, 

System Transactions, Transmission Operations, and Regulated Tariffs. At I&M I 

worlted directly with custoiiiers on new and expancled service, was responsible for 

retail and wholesale contract developiiieiit aiicl administration, cost of seivice studies, 

rate design, fuel clause adjiistments and other regulatory analyses. 111 tlie AEPSC: 

Rate Research and Design Division, from 1980 to 1988, I performed and supervised 

cost of service and rate design studies and testified in a nuiiiber of retail rate cases 011 

those topics for several of the AEP East Companies. In 1988 I transferred to tlie 

System Transactions Department where I was responsible for power, interconnection 

and transmission-related agreements and tari-ffs. In 199 1 was promoted to Manager - 

22 Interconnection Agreeinelits. During this time I helped to develop and support AEP’s 
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first Open Access Transmission Tariff (“OATT”) filed in Docltet No. ER93-540-000. 

111 1997 I moved to tlie Transmission Operations Departinelit as Maiiager - 

Transmission Contracts and Regulatory Support, a position that was fuiictioiially 

separated from tlie merchant operations function. In June 2000, the merger of AEP 

and Central and Southwest Corporation was approved, aiid I was mined Director - 

Traiisiiiission and Interconiiectioii Services in tlie AEPSC Regulatory Services 

Department. 111 that position I was responsible for the develoloiiient and 

iiiiplemeiitation or  transniission, intercoiinection aiid related agreements, larirfs and 

policies on behalf of tlie AEP companies in the three regions where we provide 

service, SPP, PJM aiid ERCO‘T’. I assuined my preseiit position in JUIY 2005. As 

Managing Director- Regulated Tariffs, I direct a sta€f that is responsible Cor cost of 

service studies, rate design, agreements and tariffs for retail and regulated wliolesale 

services througli out tlie eleven-state AEP service area. I Irequently represent AEP in 

Regional Traiisinissioii Organization (“RTOY7) forums, particularly relating to tlie 

traiisiiiissioii tariffs, rate design, and related comiiiittee iiiatiers in tlie Southwest 

Power Pool (“SPP”) and PJM. 

HAVE YOU PmVIOUSLY TESTIFIED WEFORE ANY UTIH,ITU 

IREGUIL,ATOIY ~ ~ ~ ~ ~ S S I ~ N S ~  

Yes. I Iiave previously sitbmitted testimony or affidavits on traiisiiiissioii and related 

services before tlie Federal Energy Regulatory Commission (“Coriiii~ission”) in 

Docltets ER93-540, ER98-2786, EL02-111, et al, ELOI-73, EL,05-74, EL05-121, 

EL07-10 I ,  and ER05-75 1, tlie AEP East Companies last rate case for transmission 

service under the PJM OATT (“PJM Tariff’ or “Tariff’). In presently open Docltets 
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No. ER07-1069 aiid EROI-1329, I spoiisor formula rates aiid protocols for inclusioii 

in, respectively, the SPP OATT, on behalf o f  P~iblic Service Coiiipany of Oklahoiiia 

and Southwestern Electric Power Coinpaiiy, aiid in the PJM OATT, on behalf of the 

AEP East Companies. I have also provided expei-t testiiiioiiy 011 various electric cost- 

of-service and rate design issues before tlie utility regulatory coinmissions oC 

Micliigaii, I<entucly, Oliio, Qltlalioina, Teiiiiessee, Virginia, and West Virginia. I ani 

registered as a Professional Engineer in tlie States oC Iiidiaiia aiid Ohio. 

My testiinoiiy discusses and supports the proposed changes to the Transmission 

Agreeiiieiit, tlie ratioiiale beliind tlie cost aiid reveiiue allocatioii methods specified in 

tlie revised Transmission Agreement, aiid the changes in cost aiid revenue allocatioiis 

that each of the AEP East Companies will experieiice after the changes take effect. I 

will also address tlie cliaracteristics and cost impacts of two cost allocatioii methods 

that were also coiisidered by the AEP East Coiiipaiiies. 

ARE YOU SPONSORING ANY ~ ~ ~ ~ ~ ~ T S ?  

Yes. In addition to this Testimony, I am sponsoring tlie following Exhibits: 

Exhibit AEP-201: E ~ i ~ t ~ ~ ~  AEP T ~ ~ ~ S U E & S ~ O L I  A g ~ e e m ~ ~ t ,  

Exhibit AEP-ZQZ: Revised AEP Transmission Agreement, in Black-lined Format; 

Exhibit AEP-203: AEP East Compa~1ies’ Trans~nission Cost of Service and Compiarison of Retai! 

Glean Fo~msb;  

Transmission Rates Present and Proposed; 

Exhibit AEP-2Q4: Comgiarison ofVariation ian Using MLR, lCP, and 12 CP. 

Exhibit AEP-205: Summary of Agreement Modification Empacts for 2008 and 20Q9; 

Exhibit AEP-206: Summary of Revenue, Demand, Energy and Other Allocatiora Ratios; 
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Exhibit AEP-207: Settlemerits under the Present Transmission Agreement; 

Exhibit AEP-208: Cost Bmpsct Comparison of Present and Revised Allocations - 1 CP; 

Exhibit AEP-209: Cost Impact Comparison of Present and Revised Atlocatioims - MLR; and 

Exhibit AEP-210: Cost Impact Comparison of Present and Revised Alloc;ations - 12 CP 

10 A. 

11 

12 

13 

14 

15 

Siiice its inception, the Transmission Agreement has liad oiie purpose, to effect a 

sharing of the participating AEP East Coiiipaiiies’ (“Members”) costs of owning and 

operating Bulk Traiisiiiissioii facilities. The Members originally intended Bullc 

Transmission facilities to iiiclude extra high voltage (“EFIV”) traiisiiiissioii lilies aiid 

station facilities operating at 345 ItV and higher voltages, but in its filial order in 

Docltet No. ER84-348, tlie Coiniiiissioii directed the Members, in 1989, to iiiclude 

16 transmission lilies operating at 13 8 kV and higher and all facilities, without regard to 

17 voltage, at transmission stations that contain at least some EI-IV facilities. 

18 Since that time, some very significant clianges have occurred in tlie provision 

I9 

20 

and regulation of transniissioii and traiisiiiissioii-related services, affecting tlie electric 

industry generally, and the AEP East Coinpaiiies in pai-ticular. The two most 

2.1 significant changes are the advent of open access traiisinissioii service, p r ~ ~ i a i i t  to 

2,2 

23 

24 

Orders 588, 889, and their successors, and the AEP East Companies’ relinquisliiiient 

of fLinctiona1 coiitrol of heir  transmission facilities to the PJM RTO. The scope of 

the changes to tlie Traiisiiiissioii Agreement proposed by the AEP East Companies is 
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consistent with tlie sigiiificance of tlie changes in tlie provision and regulation or  

traiisiiiissioii service in the twenty years since the Commission’s Order approving it. 

Tlie proposed changes recognize that, p~irs~~aiit  to the PJM Open Access Traiismission 

Tariff (“QATT”, or “PJM QATT”), tlie AEP East Companies, and other Load 

Serving Entities (“LSEs”) in the AEP Zone of PJM, now share tlie cost of tlie AEP 

East Companies’ traiisiiiissioii facilities of all voltages, iiiclucling those operated at 

voltages below 13 8 IV. Further, while tlie Transmission Agreement iiicluded only 

tlie five largest AEP East Companies, all seveii of them own aiid operate transmission 

facilities tliat are wed to provide traiisinissioii service wider tlie OATT. Tlie 

proposed Transmission Agreeinelit clianges also recognize that, as a result of open 

access and RTO participation, the AEP East Coinpallies now are obligated to provide 

certain traiisinissioii-relate[i (“ancillary”) services, aiid to purchase such services and 

additional RTO supplied services. Accordingly, tlie proposed Trarisiiiissioii 

Agreement chaiiges address the allocation o€ QATT-based transmission related costs 

and reveniies among all seven of the AEP East Companies. 

PLEASE S U M U M Z E  THE CHANGES TO TME TUNSMBSSION 

A G ~ E ~ E N ~ .  

As can be seen by examination of Exhibits AEP-201 aiid AEP-202, the significant 

Q. 

A. 

clianges, by Agreement section are as follows: 

o The Preamble, is aiiieiided to include I<ingsport Power Coiiipaiiy and Wheeling 

Power Company as Members, and recognize the Members’ participation in tlie 

PJM RTQ; 
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o Article 1 ,  Description o f  Transmission System, is ameiicled to recognize all 

transmission facilities of the Members, and delete the provisions defining and 

providiiig for periodic updates to investments of the Members iii B~ilk 

Transmission Facilities; 

Article 4, Agent’s Responsibilities, aineiids the Agent’s Responsibilities to o 

recognize the changed nature of Settlements under the revised agreement; 

Arlicle 5, Description o l  Factors Associated With Settlemeiits, is deleted; o 

o Article 6, Settlements, is rewritten consistent with RTO participation, and 

renumbered as Article 5; 

o Article 7, Taxes, amends the provisioiis for recovery o f  settleiiient related taxes to 

recognize the QATT as the recovery iiiechaiiisii~, aiid is renuinbered as Article 6; 

Article 8, Billing and Payments, is replaced with provisions clescribing the 0 

Allocation Pririciples for transmission related costs and reveixies and is 

renumbered and reiiained the section as Article 7, Allocation Principles; 

o Article 9, Modification, is aiiieiided to include the Agent, that is, the AEP Service 

Corporation, among those that inay call for a recoiisideratioii o f  the terms and 

conditions of the Agreement, and is reiiuiiibered as Article 8 

Article IO, Elfective Date aiicl Term of This Agreement, is modified consistent 

with the Commission’s Order approving the Agreement in Docket No. ER84-348, 

o 

and is reiiuiiibered as Article 9; 

Q Article 1 1, Termination of Special Facilities Agreement, is deleted as no longer 

re levant; 

Article 12, Regulatory Authorities, is renumbered as Article 10; 0 
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o Article 13, Assignment, is reiiumbercd as Article 11 ; 

The signature page is aineiided to add Kingsport aiid Wlieeliiig Power 

Companies' signature lines; and 

Appendix I is added. It is a new attachment, iii tlie form o f  a table suininariziiig 

the costs and revenues to be allocated uiider tlie Transmission Agreement, the 

o 

o 

allocation metliods to be used, and describing tlie expense and revenue accouiits 

where the Meinbers will record tlie costs and revenues so allocated. 

OF THE CHANGES YOU HAVE S ~ ~ ~ A ~ ~ ~ ~ ~ ~  ~~~C~ IS THE MOST 

SI GNIFBCANT? 

The most significant change is the replacement of tlie present bulk transinissioti 

investment cost sharing iiiethod, specified in Articles 5 aiid 6, with the comprehensive 

transinissioii cost and reveiiue allocations, coiitaiiiecl in new Article 5 aiid Appendix 1. 

DO THE PROPOSED CHANGES AFFECT THE WHOLESALE 

T ~ N S ~ ~ S S ~ ~ ~  RATES ~ ~ A ~ G E ~  TO ANY (CUSTOMER? 

No. I think it is important to point out tliat tlie proposecl changes do iiot af€ect the 

rates €or traiisiiiissioii or related services tliat tlie AEP East Companies as a group or 

any other L,SE currently is cliarged by PJM uiider its OATT. The rates €or 

traiismissioii aiid related services in tlie AEP Zoiie of PJM already reflect the rolled-in 

costs of all transmission facilities operated by the seven AEP East Companies. What 

will change, as a result of tlie new settlement process eiiiboclied in the revised 

Traiisiiiissioii Agreement, is the share of traiismission related costs and reveiiues that 

will be allocated to each of tlie AEP East Conipanies. This iiieaiis that, while the 
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Exhibit AEP-200 
Page 10 of30  

AEP Compaiiies’ net costs Tor retail service will be changed, no wholesale 

transmission customers will be affected. 

YOU MENTIONED THAT THE NEW APPENDIX I TO THE 

TMNSMISSION A G ~ E ~ E N T  SBJiViNiMRIZES THE PROPOSED 

AIL,LOCATION OF T ~ S M I S S E O N  lRlELATED COSTS AND REVENUES 

AMONG THE AEP EAST ~ O ~ P A N ~ E S ~  PLEASE EXPLAIN ~ ~ E T ~ ~ E ~  

ALL OF THOSE COSTS AND lfgl%VENUES A SHARED TODAY, AND IF 

so I-BOW. 

The AEP East Companies do share all of the traiisinissioii related costs and reveiiues 

that collie to them by way of the PJM LSE aiid PJM Transmission Owner settlements 

toclay. Except for two minor item, the charges billed to the AEP East Coinpanies by 

PJM for transmission service and tlie reveiiiies paid to them for use of the AEP 

transmission system are allocated among the AEP East Companies by the Member 

Load Ratio (“ML,R”), tlie same allocatioii method used in the present Transmission 

Agreement. 

WHAT TYPE OF ALLOCATION MET OD IS THE MLR? 

The MLR is a peak deinaiid allocation method that has been used by tlie AEP East 

Companies since 195 1 to sliare costs related to geiieratioii capacity under the AEP 

Intercoiinectioii Agreeinent “Ceiieratioii Pool”. The MLR is calculated monthly 

based 011 the lion-coincident peak deiiiaiids oE each of the five largest AEP East 

Coinpaiiies during the previous twelve months. The MLR load iiicludes each 

Members’ retail aiid firm sales for resale load. The load of Kingsport Power 

Company (“KgPCo”) is included in the MLR of Appalachian Power Coinpaiiy 
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(“APCo”), while tlie load of Wheeling Power Coinpaiiy (“ WPCo”) is iiicliided in the 

load of Ohio Power Coiiipany (“OPCo”). The liigliest peak deinaiid or each Meinber 

during the last twelve months are sumined, and then each Meinber’s MLR is 

calculated as its peals demand in the previous twelve moiiths divided by tlie sum of 

the five Members’ noli-coincident peaks. 1Jiililte a single coincident peak or 1 CI’, 

cleiiiand allocation basis such as the PJM Network Service Peak Load (“NSPL”) 

billing unit, the ML,R recognizes the seasoiial diversity among tlie AEP East 

Companies’ loads by incorporating each coinpaiiy’s peak demand during tlie past 

twelve months, whether it occurs in tlie winter or suiiiiner. 

WHAT IS THE NET EFFECT OF THE PWSENT ~ E ~ H ~ ~ S  OF 

ALLOCATING T ~ ~ S ~ R ~ S ~ O N   AT^^ COSTS AND IREVENUES 

AMONG THE AEP EAST’ C ~ ~ ~ A ~ I E ~ ‘ ~  

The net effect of tlie allocations used presently by the AEP East Coiiipaiiies is to 

cause the charges PJM malses to tlie AEP East Coinpaiiies for traiisinissioii and 

related services provided by tlie AEP East Coinpaiiies to be offset by tlie reveiities 

they receive from PJM for those same services. As a result, the Companies’ iiet costs 

for transinissioii arid related services are made up of (1) each Company’s cost to owii 

and operate tlie transmission facilities thal each has constructed, (2) their receipts or 

payments under tlie Transmission Agreement, (3) tlie reveiiues from noli-affiliates 

they receive, a id  (4) tlie charges related to services provided by other transmission 

owners. I will refer to these net traiisinissioii costs as “Residual Costs” in discussing 

the costs that each AEP East Company presently iiicurs on belialf oftheir retail 

customers. 
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Billed By Revenaue To: 
AEP SLlrplUs cos. 
PJM AEP Cos. 
PJM AEP Cos. 
PJM AEP Cos. 
PJM AEP COS. 48% 

1 Q. PLEASE IDENTIFY EACH OF THE ~ ~ ~ P O ~ E ~ T ~  OF T ~ ~ ~ ~ I S S ~ O ~  

7 
8 

2 COST AND REVENUE THAT WILL BE AFFECTED BY THE PROPOSED 

Additional Revenue and Credit Expense I t e m  
PJM Point-to-Point Traiisiiiissioii Service Credits PJM AEP Cos. 
Grand fathered Transmission Service (Pre-PJM Contracts) AEP AEP Cos. 

4 A. The following table swniiiarizes the traiisinissioii related costs and reveiiues 

a 
b 

d 
c 

5 experieiiced by the AEP Companies: 

Owiiing aiid operating the AEP transmission systeiii Note: Each o i  the AEP 
Perfoiiiiiiig AEP Systeiii Coiitrol aiid Dispatch Operations Co11Va~1ies a.ccoLmts for 
Amortization of Defer1 ed RTO StaiWp Expeiises their own plant, capital aiid 

expeiise for these services. Ainoi tizatioii of Deferred PJM Expansion Cost Fuiidiiig 

I 6  I PJM Transmission Eilhanceiiieiit Charges (Scli. 12) 1 PJM I Various I 

6 

7 

8 

9 

10 

11 

12 

13 

14 

1s 

Q. WHAT T ~ ~ ~ ~ ~ ~ ~ I ~ ~  LATED COSTS A THE AEP EAST 

~ ~ ~ ~ A ~ I E ~  ~ E ~ I T T E D  TC9 RECOVER T H ~ O ~ J ~ ~ ~  THEIR 

RATES? 

There is 110 coiisistent basis for determining the cost of traiisinissioii service aiiiong 

the retail jurisdictions served by the AEP Companies. In Ohio, Coluinbus Soutliem 

Power Coiiipaiiy (“CSP”) and OPCo are perinitted to charge, througli a Transmissioii 

Cost Recovery Rider (“TCRRyy), the share ofthe PJM OATT costs billed to the AEP 

Compaiiies that they iiicrrr 011 behalf of retail custoiners. Ohio adopted this method as 

a step toward the iiitrodtiction of retail supply competition. As in some other states 

A. 

16 that have unbundled retail tariffs, the OATT rate is used as tlie traiismissioii charge so 
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that retail customers experieiice tlie same costs for traiisiiiissioii and related services 

whether they buy their power from the local utility or anotlier competitive supplier. 

The Tennessee Public Service Coiiimission has also recently approved a 

transmission cost adjustinent that perinits KgPCo to recover its slime o f  the charges 

billed to the AEP East Companies by PJM, which charges are allocatecl to I<gPCo 

pursuant to a Power Prrrcliase Agreeiiient (PPA) with APCo. 

The other AEP Companies’ retail rates presently in eITect in Keiit~iclcy, 

Micliigaii, Virginia aiid West Virginia reflect the Residual Costs of traiisiiiission and 

related services where the companies’ jurisclictional costs of owiiiiig and operating 

tlie traiismissioii system are ad.justec1 by the net cost or credit resulting from 

jurisdictional allocation of transmission service charges and revenues froin third 

parties aiid AEP a€filiates. Although AEP’s retail rates iii Virginia presently reflect 

Residual Costs (separated iiito OATT aiid retail cost components), Virginia regulation 

now permits tlie recovery of OATT-based costs, as in Ohio. 

The Iiidiaiia Utilities Regulatory Coiiiinissioii recently approved an RTO Cost 

Tracker that will periodically adjust retail rates for changes in a number of PJM 

charges and credits, iiicludiiig some of tlie items listed above; however, I&M’s 

Iiidiaiia base rates still reflect the coiiipaiiy’s Residual Cost to own and operate its 

traiismissioii facilities, net of affiliate and third party revenues. 
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THE AEF EAST COMPANIES A LE TO RECOVER ALL THEIR 

T ~ ~ S M ~ S S ~ O N  lREILATED COSTS? 

A. No. Presently, the AEP East Coinpaiiies are experiencing a significant transmission 

cost recovery short-fall. The sun1 of the transmission and related revenues that the 

AEP East Companies are able to iiiclude in retail rates, together with the reveiiues 

they receive fi.0111 noli-affiliates is less than their cost of service l‘or transmission and 

related services. 

A ~ ~ L I O R A T E D  BY THE APPROVAL OF THE T ~ N S ~ ~ S S I ~ N  

AGIXEEMENT CHANGES PROPOSED IN THIS PROCEEDING? 

A. The proposed changes will create the conclitions necessary to ameliorate the problein, 

but retail rate clianges will still be required. The cost recovery issue is priinarily a 

result of the way transmission related costs aiid reveilties are allocated among the 

AEP Companies. If the cost and revenue allocation changes proposed in this case are 

approved, the Residual Cost of traiismission service deteriniried by states that may 

continue to set retail rates that way, will come iiiore closely into line with the RTO- 

based costs allowed in Ohio, Teiiiiessee aiid Virginia. 

Q. (CAN YOU ~ ~ J A ~ ~ I ~ Y  THE MAGNITUDE OF THE COST RECOVERY 

LEM, AND ILILUSTMTE THE E!.IETABL RATE IMPACTS THAT 

WOULD RESULT IF THE PROPOSED SOLUTION IS APPROVED AND 

THE ~ ~ T A ~ E ’  RATES OF EACH AEP COMPmY ARE ADJUSTED TO 

W,FILECT THE R ~ A ~ ~ , O ~ A ~ ~ D  COSTS AND REVENUES? 
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Yes. Exhibit AEP-203 illustrates (i) tlie Residual Costs that each AEP Coiiipaiiy 

experieiices today to provide transmissioii service oii beha11 of retail customers (liiie 

S), calculated as tlie approximate total cost of service experienced by the AEP 

Companies for traiisinissioii and related services that they provide (line 6), plus the 

net charge or credit they experieiice from tlie present allocatioii of costs and reveiiues 

ainoiig them (liiie 7); (ii) tlic approxiinate cost each Coinpaiiy is able to include in 

retail rates (line 11); and (iii) the Residual Costs they would each experience with the 

transmission cost and reveiiue allocatioiis proposed in this procecdiiig (line 13). 

Comparing tlie totals of lilies 8 and 11, it caii be seen that the cost recovery 

short-fall problem is approximately $58 iiiillioii per year. It caii also be seen that this 

problem is not iiierely the result o€ Ohio and Teiiiiessee charging retail custoiiiers 

based on the PJM OATT. The problein iiistead results from the Bulk Transiiiissioii 

settleiiieiit iiietliocl in tlie present Transmission Agreemiit, and tlie allocation of other 

transmission related costs aiid reveiiues iisiiig the same method, e.g., MLR. The 

proposed Traiisiiiissioii Agreement cliaiiges will fix tlie problem by allocating 

traiisiiiissioii costs aiiioiig the Companies based 011 their use of each service, and 

sharing reveiiiies based 011 each Coinpany's cost to provide the service. With tlie 

present settlements aiid allocations, the Coinpanics are being cliarged for services 011 

a load share basis, but they are iiot receiving revenues in proportion to tlie costs of'tlie 

services they provide. 
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A. Those values are important in demonstrating tlie reasonableness of the proposed 

changes. The first set of values on line 10 shows each AEP East Co111~oaiiy’s Residual 

Cost of transmission per ltilo-Watt (IcW) of nioiitlily peak deiiiancl, bascd on present 

settlemeiits and allocations. The variation in tlie per IcW costs that the Coinpanies 

iieecl to recover Irom retai1 customers, is presently iiiore than 200%. As shown, the 

costs vary li.0111 a low of $1.59/ltW-1110nil1 for I&M to a high 0€$3.27/ltW-liiolith Tor 

KgPCo. The values 011 line I2 represent tlie average cost per ItW of demand that the 

Coinpaiiies are perinittecl to recover li-om retail custoiiiers. Those values show the 

same wide variation, altliougli tlie CSP and OPCo values are lower than the actual 

residual cost to tlic Oliio Companies. Coinparing lilies 10 and 12, one sees that even 

with tlie Oliio cost recovery limited to the PJM OATT costs, as presently allocated 

using the MLR inetliod, the transmission costs charged to Ohio retail customers is 

higher tliaii for APCo aiid I&M customers. Finally, line 14 shows that tlie proposed 

cost and revenue allocations will equalize tlie per-ltW traiisiiiissioii and related costs 

among tlie AEP Companies. 

WHAT LOGIC SHOULD DRIVE THE CHOICE OF COST AND WEmNUE 

SHARING METHODS BN A POOLING A ~ A N G E ~ ~ ~ T  MdQDNG SISTER 

COMPANIES StJCH AS THE AEP EAST ~ ~ ~ ~ A N H E S ?  

Q. 

A. Costs should be allocated proportioiiate to the amount of service that each Member 

uses, typically measured by relative coiitributioiis to total peak demaiid; however, 

there are various methods that can be used to measure relative contributions to peak 
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clemand. The choice aiiioiig reasonable alternative cost allocation methods should 

consider factors such as administrative efficiency and stability of the relative cost 

shares the allocation methods will prodrice. 

Revenues for transmission aiid related serviccs should be allocated 

proportionate to tlie costs that each Member iiicurs in malting its facilities aiid 

services available to its affiliates, and in this case tlie RTO, such that wlieii all sources 

of transmission revenues are talten into accoiiiit, e.g., wholesale and retail, each 

Member will receive reveiiues equal to its cost of service. 

WHAT BIIIL,ILING BASHS DOES PJM USE TO CHA GE LOAID SERVING 

ENTITIES FOR ~ ~ ~ S ~ ~ S S I ~ ~  AND RELATED SERVICES?’ 

PJM uses the prior year single peak or 1 CP deinaiicl iiiethod to charge LSEs for 

network traiismissioii service (“NTS’), expansion cost recovery charge (“ECRC”) 

and RTQ start up cost recovery charge (“§CJXC’), aiicl to allocate revenue crcdits for 

point-to-poiiit traiisiiiissioii service ainoiig NITS customers. PJM charges 

Traiismissioii Qwiier Scheduling, Systeiii Coiitrol and Dispatch Service based oii 

delivered energy. 

WHAT COSTS 

SCRC I[;gLhTES? 

The ECRC rates are billed by PJM to recover the costs that PJM originally cliarged to 

tlie AEP East Coiiipanies, Coiniiioiiwealth Edisoii Coiiipaiiy and the Dayton Power 

aiid Light Coiiipaiiy to ftiiid tlie expalision of the RTO’s operations in order to 

accommodate the addition of new zoiies in 2004 and 2005. ECRC rates are charged 

to loads in all zones oCPJM, except tlie Doiiiiiiion Virginia Power Zone. Dominion 

E BEING COLLECTED THROUGH THE ECRC AND 



KPSC Case No 2009-00459 
Commission Staff 3rd Set Data Requests 
Order Dated March 1 1, 201 0 
Item No 10 
Page 19 of 36 Exhibit AEP-200 

Page 18 of 30 

1 

2 

3 

4. 

5 

6 

7 

8 Q. 

9 

10 

11 A. 

12 

13 

I 4  &?* 

15 A. 

16 

17 

18 

19 

20 

21 

2<2 

23 

also h ided  a share of the PJM expaiisiori costs, b~it elected riot to participate i i i  tlie 

region-wide recovery of the costs. The SCRC rate is a charge that recovers the AEP 

East Companies’ direct costs lor RTO development aiid start-up. That charge is only 

billed to the AEP East Companies and other NITS custoiners in the AEP Zone. The 

ECRC aiid SCRC rates collect tlie miderlyiiig PJM expansion and AEP RTQ start-up 

costs aiid carrying costs over the periods that the costs are beiiig amortized, teii years 

aiid fifieeii years, respectively. 

WHAT METHOD DO THE AEP EAST ~ ~ ~ P A ~ I E S  PROPOSE TO USE TO 

SHARE COSTS TH-IIAT PJM BILLS BASED ON THE PRIOR YEAR ICP 

~ ~ ~ A ~ ~ ~ ?  

The AEP East Companies propose to use the twelve moiith average coiiicideiit peak 

or 1 2 0  method to allocatc the costs billed to them as a group by PJM Lisiiig the 1CP 

method. 

PLEASE EXPLAIN WHY AEP IS ~ R O ~ O ~ ~ N ~  THE 82CP  ET^^^^ 

Thc 12 CP method will resrrlt in more stable cost sharing among the AEP Companies 

than other alteriiatives. Rate stability is an important coiisideration for customers, 

state regulators aiid for AEP. Exhibit AEP-204 shows the relative stability o l  several 

alternative demand allocation methods, on an actual basis from 2,005 through 2008, 

and as projected for 2009. The exhibit shows (1) the present MLRs, (2,) tlic MLRs 

with KgPCo and WPCo separated froin APCo and QPCo, the seven-Member ML,Rs, 

(3) tlie aiiiiual 1 CP load ratios, aiid (4) the 12CP load ratios lor each of the AEP East 

Coinpaiiies. The exhibit calculates the year to year perceiitage cliaiiges, the 

iiiaxiiiium aiiiiual deviation, aiid the range of deviations. Over the five years, the 1 CP 
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would cause four coiiipaiiies to have single year cost allocation shifts of20% to more 

than 33Y0. Cost variatioiis under the seven-Member MLR inetliod would be relatively 

low, topping out at 13%. Cost allocatioii variances under the 12CP iiiethocl would be 

the smallest. Similar differences appear wlieii the high to low atiii~lal allocation 

percentage ranges are compared. APCo’s 1 CP share would range from a high of 

34.18% to a low of26.84%, a 7.34% spread, while the largest spread for 12CP is only 

2,.8.5% for I&M. Again tlie seven-Member ML,R collies iii secoiicrl, with a 3.5% 

spread for APCo. 

WHY DOES THE PCP METHOD CAUSE INSTABIIILliTU liN THE SHARING 

OF T ~ ~ S ~ ~ S S ~ ~ ~  COSTS AMONG THE AEP EAST COMPANIES? 

The 1 CP transmission billing deinaiid is inliereiitly less stable than the 12CP inetliocl 

because it iiieasures each customer’s load in oiily one Iiour of the year. When applied 

to individual customers, tlie 1 CP method caii result in cost allocatioiis reflecting 

anywhere from zero to 100% of a c~istoiiier~s annual peak load. When applied to 

utilities like the AEP East Companies that serve tlie diversified load of inaiiy 

custoiiiers, the 1 CP can still produce significant variability in cost allocations when 

the aiinual peak occurs in the s~iininer than wlieii it occurs in the winter. That is 

exactly what happened this year in the AEP Zone of PJM. The 1CP in 2007, which 

was iisecl Cor billing purposes in 2008, was a suinrner peak. The ICP for 2008, that is 

the network integration traiisinission service (NITS) billing demaiid in the AEP Zone 

during 2009, was a winter deinaiid peak. Three of the AEP East Companies, APCo, 

W C o  and KgPCo, typically have their annual peak in the winter, while the otliers 

typically peak in the SLitiiiiier. Thus, in  a year like 2009, wlieii a change fii.0111 su~niner 
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peak allocations to winter peak allocations occiirs, costs will be shifted from the 

suininer peaking coiiipaiiies to the winter pcalcing coiiipaiiies. Of course the reverse 

will occur when the peak again occiirs in the stiiiiiiier. 

CAN YOU ILLUSTRATE HOW THE NET T ~ N S ~ I S S ~ O N  COSTS OF 

EACH OF THE AEP EAST COMPANIES WOUED CHANGE UNDER THE 

112CP AND AIL,TEWATIVE ALLOCATION METHODS? 

Yes. Figure 1 shows in bar graph form, from left to riglit, (1) tlie total traiisiiiissioii 

service revenue requirement of the AEP East Companies, (2) the approxiinate 

amounts they are currently able to reflect in retail rates, tlie costs they w0t11d 

experience if tlie Traiismissioii Agreement changes as proposed are approved, but 

assiiiniiig (3) that the 1 CP inetliod is used to share transmission scrvice costs, (4) that 

the iiiodified 7-Member MLR method is used, aiicl (5) if the I2CP metliod, as 

proposed is used. 

PLEASE DES~RI~E FHGUEE n. 
Last year, iii Docltet No. ERO8-1329, tlie AEP East Companies filed a transmission 

formula rate, which was accepted, effective as of March 1, 2009, subject to refiiiid 

after settlement aiicl potential Iiearing processes. Tlie first bar graph in Figure 1 

shows that the transmission and related services revenue requirements of the various 

AEP East Coinpaiiies total $612.5 million based on tlie proposed foriniila rate. Based 

on the billing deriiands effective during 2009, lion-affiliates, or third parties, would 

pay approximately 

related services. 

$1 10.7 inillioii of the AEP Companies’ cost of transiiiissioii and 
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AEP EAST COMPANIES' 2009 Reveiiue Reqiiii euieiits 'for TiaiIsiiiissioir & Reldetl Seivices. 
a~tl. Cost Recovery'. Colnpsing PI eswrt aiitl Three Alteiiitive Allocorioli Fvletliotls 
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The AEP East Companies would be responsible for the remainder. The second bar 

graph shows the present situation with regard to retail cost recovery, and the under- 

recovery problem. The other bar graphs show the relative costs that each oftlie AEP 

East Coinpaiiies would experience if transmission service costs are allocated by tlie 

1CP method, the seven iiieinber ML,R method or the 12.CP method, aiid illustrate the 

coiicept that the imder-recovery issue will be resolved if tlie changes proposed in  the 

Transmission Agreement are approved. 
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2 4. 

HAVE YOU ~ ~ ~ ~ A ~ E ~  A M O W  ~ E ~ ~ ~ L E ~  ANALYSIS OF THE 

IMPACTS THE COST AND ~ E V ~ ~ ~ ~  ALLOCATION CHANGES WILL 

HAVE ON THE AEP EAST C O ~ ~ A ~ ~ E ~ ?  

Yes.  Exhibit AEP-205 suiiiiiiarizes three cost iiiipact aiialyses coiitaiiied i i i  Exhibits 

AEP- 208, AEP-209 and AEP-2 10 that show, respectively, the reveiiues that each 

AEP East Company would share as a Traiisiiiissioii Owiier aiid the expenses each 

would iiicur as an LSE uncler the Traiisiiiissioii Agreement as it staiids today, and as 

iiiodified in this proceeding if transmission costs are shared by the AEP East 

Companies, as LSEs, based on the 1 CP Method (Exhibit AEP-208), by the MLR 

inetliocl adjusted to allocate costs to all seven of the AEP East Coiiipaiiies based on 

their peak retail loads (Exhibit AEP-209), aiid based on the 12CP method (Exhibit 

AEP-210). The AEP East Coinpaiiies are proposing iii this proceeding to adopt the 

12CP method for traiisiiiissioii and related service cost allocations, other than the PJM 

Schedule I A cliarges that are based 011 ciiergy deliveries. 

As can be seen by summary Exhibit AEP-20.5, in total, the AEP Coinpaiiies 

presently receive more reveiiue from PJM as Transmission Owiiers than they pay as 

LSEs, aiid based 011 the rates and billing deinaiids ef€ective during 2008, those iiet 

receipts were about $104 million. 111 2009, even recognizing the aiiiiualized e€fect of 

Ihe higher rates that started March 1, tlie net receipts will be lower, at about $96.5 

million. There are two primary reasoiis the for the reduction in iiet receipts, (1) the 

AEP East Coiiipaiiies’ sliare of the REP traiisiiiissioii costs increased, because the 

AEP Companies’ share of the 2008 winter peak deiiiaiid is larger thaii their share of 
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the 2007 suiiiiiier peak deiiiand, as shown in the followiiig graph (Figure 2), and (2) 

the AEP Companies are being charged 15% ofthe cost of new PJM transmission 

projects that are being socialized under PJM OATT Schedule 12, Traiisiiiissioii 

Eiihaiiceiiients. 

Figure 2 
r 

AEP LSE and Third Party Load Contr ibut ion  P o  
2007 and 2008 PJM Network Service Peak Load 

2007 N S P L  2008 N S P L  
24 810 MW 24 207 MW 
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In 2,008 PJM began charging the AEP Coiiipaiiies €or socialized RTEP 

projects. So far those charges have not been significant, coinpared to the cost of the 

AEP East Companies’ facilities; however, those cliarges are iiicreasiiig quite rapidly 

The 2009 cost impact analyses, srriniiiarizecl in Exhibit AEP-205, include about $14 

inillion for Schedule 12 charges. The $14 million estimate is based 011 Scliedule 12 

charges experienced so far in 2009, but several major projects will receive increases 

in  their revenue requirements cluriiig 2009, based on inclusioii of CWIP in the rate 

base. AEP does not know with any cei-tainty how much the Schedule 12 charges will 

actually be during 2009, but estimates of the charges show that they could be as much 

three tiiiies the amount reflected in the analyses. 
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HAVE YOBU P E ~ O ~ ~ ~ ~  AN ANALYSIS TO PROJECT TWE SCHEDULE 

1% CHARGES E ~ T ~ N ~ I N ~  BEYOND 2dPdP9? 

Yes. Figure 3 shows the trajectory of PJM capital spending 01.1 major PJM Regional 

Transmi ssioii Expaiis ion P la11 ("RTEP") pro j ect s, for wli icli so cia1 i zed cost recovery 

has been approved. Figure 3 illustrates an explosive growth pattern for such projects. 
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L 

WHAT IS THE BASIS OF THE P ~ O r n ~ T E ~  SPENDING, AND HOW MUCH 

MIGHT THE AEP COMPANIES ULTIMATELY BE CHARGED FOR 

THOSE PROrnCTS? 

The spending projections in Figure 3 are based on the estimated cost and in-service 

dates of the RTEP projects, as published by PJM. The estimated start-to-end 

spending projection for the various projects has been developed using estiinated 
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speiidiiig schedules tliat assuine inost or tlie costs will be iiicurrcd iii the iiiiddle aiid 

last years oE tlie construction scliedules. Figure 4 sliows that tlie AEP Coiiipaiiies 

iiiiglit expect to see Scliedule 12 cliarges iiicrease to aboiit $1 60 inillioii per year over 

tlie next six years, assuiniiig a 15% aiiiiual carryiiig charge rate, and ciirreiit recovery 

of construction work in-progress costs for the largest projects. Act~ial carryiiig costs 

iiiay be less than 15% during construction, but the figure is liltely to yield a 

conservative estimate of aiiiiual costs oiice the projects are in service. 

Figure 4 
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11 Q. PLEASE CC9BNTITNUE WKTN YOUR DISCUSSKON OF ~~b.ipCPi& AEP-205. 

12 A. 

13 

14 

Exhibit AEP-205 distills a lot o€ information derived in Exhibits AEP-208, AEP-209 

a i d  AEP-2 10. The exhibit is understood inost easily by tracltiiig through tlie numbers 

from top to botioiii three coluiiiiis at a time. Note that tlie line descriptions apply to 
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all coluiiiiis, aiid are arranged in  three bloclts. Tlie block header “Present Allocation” 

refers to tlie present application of the five-company MLR to all costs and reveiiiies, 

except for tlie two minor exceptions noted earlier, the ECRC aiid the SCRC related 

expeiises aiid revenues which are sliared by traiisiiiissioii pole-mile ratios. The Block 

lieader “Proposed Allocation” refers to allocations mder a iiiodified Transmission 

Agreement where revemies are allocated based 011 each AEP East Coinpaiiies’ 

revenue requireineiit for each service, and costs are allocated proportionate to relevant 

ineasiires of load. 

Tlie first three coluiniis of numbers uiider the Header “Summary of Iiiipact, 

I CP Cost Allocation, (Exhibit AEP-207)” shows the Present Allocations for each 

AEP East Coinpaiiy during 2008 aiid 2009 and tlie differences in tlie top block of 

rows, then the Proposed Allocation for 2008 and 2,009 and tlie differences in the 

middle block of rows. Bear in iniiid that on this exhibit tlie values represent tlie iiet of 

revenues received by aiid expeiises charged to the Members in RTO settlements. The 

bottom block of TOWS shows tlie changes that would result in 2008 aiid 2009 from 

replacing the present Transiiiission Agreement and allocation methods, with tlie 

proposed load-based allocatioii of costs aiid revenue requireiiieiit-.based allocatioiis of 

revenues. The first block of coluiiiiis show that if tlie 1 CP method were to be used for 

traiisinission service cost allocations, the Net Transinissioii Cost for APCo would 

iiicrease by $46.5 iiiillioii from 2008 to 2,009 because of the change froiii a suiiiiner 

peak to a winter peak. The one year change for CSP is $28  nill lion. Two other 

coinpaiiies would cliaiige by inore than $1 0 inillioii from 2.008 to 2009 using the 1 CP 

method. 
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Moving across to the next block of coluiiiiis, and tracltiiig down throi~gh tlie 

rows, oiie can see that if the seven-Member MLR method is used, instead of the 1CP 

method, the largest year to year cliaiige is reduced by about 2/3 to $18.1 million. The 

last block of coluinns shows the results for tlie 12CP method. The 2008 to 2009 cost 

changes are sliglitly larger Tor the 12CP method Ilia11 for the 7-Meiiiber MLR, but 

over a Ioiiger period of time, as illustrated by Exhibit AEP-204, the 12CP will be the 

inost stable of the methods. 

A. Exhibits AEP-206 and AEP-207 suininarize tlie allocatioii factors ancl other data 

underlying the aiialyses i i i  Exhibits AEP-208 through AEP-210. Page 1 of Exhibit 

AEP-206 shows the revenue requirements of each AEP East Company for 

transmission and PJM Scliedule I A service pursuant both to the rates effective before 

and after March 1 , 2009. Also sliowii there are the revenue requireineiits for RTO 

Start-up and PJM Expansion costs. Page 2 of Exhibit AEP-206 summarizes the AEP 

East Coinpaiiies’ deinaiid allocation percentages for 2008 aiid 2009 wider the three 

~iiethods discussed earlier. Page 3 of Exhibit AEP-2,06 suininarizes the energy 

allocation factors for 2008 aiid 2009 Lised to allocate the PJM Schedule 1A service 

charges. Page 4- of Exhibit AEP-206 summarizes Other Operating revenue aiicl 

transmission costs that are presently directly assigned. Page 5 of Exhibit AEP-206 

sumiiiarizes transiiiissioii charges to ICgPCo aiid WPCo in 2008 aiid 2,009 wider their 

PPAs with APCo and OPCo, respectively. 
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Exliibit AEP-207 suiniiiarizes tlie going-level iiioiitlily settlements wider tlie 

Traiismissioii Agreement as it presently operates. In 2008 the total payiiieiits by 

Deficit Meiiibers was $68.4 million, with $54.9 iiiillioii paid by CSP aiid $13.5 

inillioii paid by OPCo. Tlie S L K ~ ~ L I S  Members, APCo, I&M and I<PCo, received 

$28.7 inillion, $37.7 million aiid $1.9 million, respectively. Exhibit AEP-205 shows 

that tlie Transmission Agreement settleiiients for 2008 and 2009, based on the 

investinents as o€ January 2,009, would increase sliglitly to about $71 .S million. 

HOW ARE E ~ H I B ~ T ~  AEP-208 THROUGI3I AEP-210 STRUCTURED? 

Each of tlie Exhibits AEP-208, AEP-209 and AEP-210 consist of 5 pages. The first 

page suininarizes tlie inforniation developed on pages 2 through 5. Page 1 looks 

siiiiilar to Exhibit AEP-205, but displays different iiiformatioii. Page 1 of Exhibits 

AEP-208 tlirougli AEP-2.10 each have three blocks of rows and three blocks of 

columns. Tlie blocks of rows tabulate Present Allocations, Proposed Allocatioiis aiid 

tlie differences as in Exhibit AEP-205, but the first block of columns shows reveiiues 

((cT-Related”), costs (“LSE Related”), aiid tlie net cost or receipt for each AEP East 

Company for 2,008. Tlie iiiidclle block of columiis shows revenues (“T-Related”), 

costs (“LSE Related”), and tlie iiet cost or receipt for each AEP East Company €or 

2009. Tlieii tlie third block ofco1im-m shows the cliange froiii 2008 to 2009 in the 

reveiiues aiid costs, and in the net cost or receipt for each AEP East Company. Tlie 

“Present Allocation” values are the same in all tliree exhibits, as are the revenue 

allocatioiis in tlie “Proposed Allocation” sections. What is different about Exhibits 

AEP-208, REP-209 aiid AEP-210 is tlie “Proposed Allocatioii” for Iraiisiiiissioii 
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service costs aiicI tlie ECRC and SCRC amounts. In Exhibit AEP-208, the 

transiiiission costs are allocated using tlie 1 CP inetliod, iii Exhibit AEP-209 the 

seven-Member MLR inethod is used to allocate traiisiiiissioii costs, and iii Exhibit 

AEP-210, tlie 12,CP method is employed. 

Page 2 of  each of the three Exhibits shows preseiit, proposed and differences 

in the allocation of 2,008 reveiiues (T-Related). Page 3 sliows present, proposed and 

differelices in  the allocation of 2008 costs (LSE-Related). Pages 4 and 5 of each 

Exhibit AEP-208 tlirough AEP-2 10 sliows the same allocations aiid difCere1ice.s as 

pages 2 aiicl 3, but €or the 2009 reveiiues aiid costs. 

V. CONCLUSIONS A W  NDATIONS 

PLEASE ~~J~~~~~~ YOUR TESTIMONY AND ~ ~ ~ M ~ ~ N ~ A T ~ ~ N ~ .  

The AEP Coinpaiiies iiiitiated the AEP Traiisinissioii Agreeinelit in 1984 with tlie 

goal o f  levelizing the cost of bulk transmission iiivestiiients that they each had made 

aiid plaiiiied to inaIte. Over time, events and new goals have over-talteii the 

Companies and the agreement, resulting in wide diCCereiices in per ItW costs for 

traiisiiiissioii service aiiioiig the AEP East Companies, and a significant cost recovery 

short-fall. The AEP East Coiiipanies have studied tlie issues, considered tlie relative 

affects of several alteriiative courses of action, and have agreed, pursuant to the terms 

oftlie Traiisinissioii Agreement, that the agreement should be modified, as has been 

proposed in this proceeding. My study of the issues and impacts, presented in tlie for- 

going testiiiioiiy, aiid attached exhibits, lead ine to conclude that the proposed 

changes are consistent with the priiiciples o€ cost allocation, and the Commission’s 

policies, will iiiiprove equity in tlic sharing of costs aiiioiig tlie AEP East Companies 
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1 arid stability in the costs oftheir customers. For these aiid other reasons that Mr. 

2 Baiter aiid I have discussed, I recomiiieiicl that the changes to the Transmission 

3 Agreeiiieiit, reflected in Exhibit AEP-202, be accepted aiid made effective upon their 

4 approval by Order of the Commission. 

6 A. At this time 1 do not. 
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REQUEST 

Refer to the respoiise to Item 35, part b. of Staffs Secoiid Request. 

a Corifiim wlietlier it is a correct reading o€ tlie respoiise to conclude that IStM lias not filed 
a traiisiiiissioii adjustiiieiit tariff with the Iiirliaiia Coiiiiiiissioii €or approval. If this is coil ect, 
explain why. 

b. The respoiise iiidicates that l&M's case with tlie Michigan Coiiuiiission was scheduled €or 
"pre-hearing" in late February. Provide a description of "pre-heariiig" as used in this 
context and state wlien a decision 011 the case is expected. 

c. Coiifiriii whether it is a correct readiiig of'the respoiise to coiiclude that APCO lias not 
filed a transmission acljustnient tariff with the West Virginia Commissioii for approval. If 
this is correct, explain why. 

RESPONSE 

a. Iiicliaiia has approved an RTO cost adjustment tari€€ (RTO Tracker) €or ILeM which 
presently tracks RTO charges otlier than Network Tiaiisiiiissioii Service for the AEP Zone. 
AEP anticipates pursuing expansion of the Iiidiaiia RTO Tracker to cover all tiaiisiiiissioii- 
I elated costs in a future proceediiig. 

b. On 1-'27-2010 I&M filed its case in chk€ with tlie Michigan P~iLdic Service Coiiiiiiissioii 
(MPSC). The term "pre - Iiearing" in late February iiieaiis a coiifereiice was held by the 
MPSC to establish a procedural scheclule for the case. Tlie company expects lo ieceive ail 
order on or before January 26,201 1. 

c. A similar traiisiiiissioii acljustiiieiit tariff has not yet been filed o r  APCO with the West 
Virgiiiia Public Service Commissioii. The West Virginia Commission has approved 
tracking some transiiiissioii related items iiicludiiig various miscellaneous PJM transmission 
accounts, the AEP East Traiismissioii Agreeiiieiit Settleiiieiits aiid third party reveiiues 
tlxough tlie expaiided iiet eiiergy cost (ENEC) mechanism. AEP anticipates pursuing a 
mecliaiiisiii to cover all tr~isiiiissioii-related costs in a ftiture proceeding. 

WITNESS: Deiuiis W Bethel 





REQKJEST 

Refer to tlie responses to Item 40 of Sta€Fs Secoiicl Request aiicl Iteiii 29 of the Keiituclcy 
Industrial Utility Customers' ("I<IIJC") first data request. 

a. 

b. 

$5,650,647 is the target aiiiouiit o l  "iiiceiitive coiiipensalioii" for the test year. Provide a 
brealtdowii of this ainouiit showiiig the aiiiouiit €or ICeiituclty Power eiiiployees aiict the 
aiiiouiit lor Aiiiericaii Electric Power Service Corporation ("AEPSC") employees with the 
poitioii of these aiiiouiits derived from each of the 12, iiiceiitive plaiis sliowii in the saiiie 
iiiaiuiei as the actual test year aiiiorriit is sliowii iii the respoiise to the KIUC request. 

$990,858 is the target ainouiit of "long teiiii iiiceiitive coiiipeiisatioii" Lor the test year. 
Pi ovide a brealcdowii o€ this aiiiouiit sliowiiig the amount €or ICeiitucly Power eiiiplo yees 
aiid the amount for AEPSC employees with tlie portioii of these aiiiouiits derived Eioiii each 
of the 12, iiiceiitive plaiis shown in the saiiie maimer as the a c t d  test year aiiiouiit is shown 
in the respoiise to the ICTUC request. 

RESPONSE 

a. CRr; b. Please see respoiise to I<IIJC 2-9. Tlie $5,650,647 a id  $990,858 are brokeii dowii by 
iiiceiitive plan by ICeiituclty Power employees aiid AEPSC employees in the coliimii titled 
"Incentive @ 1 Payout". 

WITNESS: Raiiie K Wolu-rlias 





REQUEST 

Refer to the respoiise to Iteiii 53 o f  Sta€fs Secoiid Request, wliicli states that Kentucky Power is 
proposing to limit skeet liglitiiig service 011 metal or coiicrete poles to existing locatioiis because 
it receives very few requests €or iiew metal or coiicrete poles. 

a. Describe the disaclvaiitages of installing lights on metal and coiicrete poles. 

73. If the proposal is approved, describe the options that would reiiiaiii for a customer who 
requests street lightiiig 011 a iiietal or coiicrete pole. 

RESPONSE 

a The disadvantages to installing lights on iiielal or coiicrete poles are the high cost or  such 
poles and the customer's preferences for vaiious clecorative pole types otliei tliaii the 
Coiiipaiiy's staiiclard pole type €or such installations. 

b. Customer's will still have tlie option of selecting the type of pole upon wliicli the street light 
is installed, as they curreiitly do, under the Special Facilities provision of Tariff S.L. 

TVHTNESS: David M ROLIS~  





KPsc case No. 2509-00459 
Connnnissioni Staff ‘1rlisin.d Set of Data Request 

Dated M;arckm PI, 2010 
Ifem No. 14 
Page P o f 2  

Rekr to the response to Tteiii 55 of Staffs Secoiid Request, which states that the meter cost is 
$3 19 aiid that the $3.55 monthly charge “includes a returii 011 the iiivestiiieiit, a retrriii of the 
investment (depreciation), taxes and adiiiiiiistrative and geiieral expense based up011 a 30-yea1 
Lisehl IiCe.” 

a. Describe how the $3 19 cost will be accouiited for to insure that it will iiot iiiadverteiitly be 
includec-i in rate base in fLiture rate proceedings. 

b Describe how the return, depreciatioii, taxes and administrative aiicl geiieral costs will be 
accouiited Tor so that they are not. “douible-iecovered“ tlxough base iates in the f h i  e 

c. Provide tlie calculation of the $3 5 5  inoiithly charge. 

d. Provide the basis for the 30-year usefid life. 

a. The total cost of tlie iiieter would be included in rate base in the same way that meters for iiew 
custoiners are iiicludecl in rate base. The custoiiier is not purchasing the meter, but is simply 
paying a higher iiioiitlily custoiiier charge which reflects the fact that the meter required for 
the tariff is $3 19 more expeiisive tliaii the iiieter required for the staidarc1 tariff. 

b. There is 110 poteiitial double recovery. The costs associated with the iiioie expeiisive meter 
are reflected in the custoiiier charge for tlie tariff. This is 110 different froiii cui-reiit practice 
wliereiii the customer charge for a tariff that has a deiiiaiid iiieter is higher tliaii the custoiiier 
charge for tariff that has a meter that o d y  registers monthly 1tWh. 



c. The calculation o l  the $3.5 5 moiithly charge was provicled 011 page 1 3 of G 1 o r  the Company's 
iesponse to Staff 1st Set Data Request - Iteiii No. 8-c. The electroiiic file was provicled as ICIUC 
First Set - Iteiii No. 12 - Page 1'3 to 1 4 . ~ 1 ~ .  

cl, The 3 0-year usefd life is approximately equivalent to the 27-year life for investment in meter 
plaiit recorded in account 3 70 that was the basis for the current Commission-approved 
depreciation rates. 

WITNESS: David M R . O L E ~  





Refer to the response to Item 59 of Staffs Secoiid Request. Provide a sample aiiiiual filing loor 
Tarilf TA and BAF. 

See the attached fom pages lor a saiiiple aiuiual filing €or Tariff T.A. and the Balaiiciiig 
hcljustmeiit Factor filing under Tarif€ T.A. All values shown are €or illustratioii purposes only. 

WITNESS: David M Rousli 
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Description 
(2) 

Total KPCo Amount (Exhibit 2) 

Allocation Factor - GP-Trans 

KPSC Jurisdictional Amount (Ln 1 x Ln 2) 

Transmission Cost in Base Rates 

Transmission Adjustment ( L n  3 - Ln 4) 

Revenues excluding OL and SL 

Transmission Adjustment Factor 

Exhibit 

Amount 
(3) 

$43,400,000 

0.986 

$42,792,400 

49,514,393 

($6,721,993) 

$623,000,000 

- I  .07a97% 
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- No. 

('1) 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 

Account 
(2) 

4561035 
4561 005 
4561 036 
5650012 
5614001 
56'14007 
561 8001 
575700 1 
4561002 
4561 003 
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Kentucky Power Company 

Total ~ ~ ~ ~ a ~ y  Cost Estimate 
Transmission Adjustment Tariff 

Twelve Months Ending July 31,201 a 

Description 
(3) 

Network lntergration Transmission Service (NITS) Charges 
Firm and Nan-Firm Point to Point (PTP) Transmission Revenues 
Ancillary Service Schedule 'IA Charges 
PJM Transmission Enhancement Charges 
P J M Administrative Charges 
PJM Administrative Charges 
PJM Administrative Charges 
PJ M Administrative C harges 
RTO Formation Cost Recovery Charges 
PJM Expansion Cost Recovery Charges 

Amount 
(4) 

$39,000,000 
- $ I  ,000,000 
$1,000,000 
$1,300,000 
$1,300,000 

$0 
$200,000 

$1,300,000 
$200,000 
$1 00,000 

I 1  Total (Ln. I through Ln. 10) $43,400,000 
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Description 

(2) 

Amount 

(3) 

1 Reconciliation Amount (Exhibit 2 BAF) $578,007 

2 Revenues excluding OL and SL  $570,000,000 

3 Transmission Adjustment Factor 0.101 40% 
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Refer to the response to Iteiii 6 1 of Stall's Second Requests Explain why capacity cliarges 
iiicreased 79 perceiit €ram 2005 to 2009. 

RESPONSE 

I(IPCo's deficit iiicreased from 274,300 kW in September 2005 to 400,500 IcW iii September 
2009 01 an iiicrease of approximately 46%. This iiicrease was primarily due to tlie iiiciease in the 
Piiiiiaiy Capacity 1tW Reservation Lrom 1,724,300 1tW in Septeiiiber 2,005 to 1,853,500 ItW in 
September 2009 because o i  changes in the Priiiiary Meiiiber Capacity.anc1 tlie MLR. 

In adclition the iiioiithly equalizatioii capacity rate iiicreased &om $9.42599 per kW in September 
2005 to $11.9806 per 1W in Septeiiiber 30 2,010 or an iiicrease o€ approximately 27% This 
iiicrease was piiiiiarily clue to tlie iiicrease iii OPCo's eiiviroiiiiieiital iiivestment at its plaiits to 
comply wit11 the Federal Cleaii Air Act as Aiiieiided.(See tlie Attached SchecIules) 

WETNESS: Errol I< Wagiier 
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Date September 2609 

Reviewer: David B. Roberts (Bruce) 
1 I /2/2009 

Appr'oved D. J. KUIha 
I '1 /2/2009 

To See Disti-ikution List 

Enclosed is the East Interchange Power Statement and Relaiecl Data, issued 
pursuant to t h e  AEP Interconnection Agreement, indicating actual data for the 
month of September 2009. 



I<PSC Case No" 2009-00459 
Staff 3rd Set of Data Requests 
Order dated March 1 1, 201 0 
Item No. 16 
Page 3 of 5 

ACE'VAL: September 2009 PAGE (3) 

APCO 
KPCO 

1dlM 
OPCO 
C5P 
TOTAL 

~ 

6,3 2 1,000 0.35084 
1,453,090 0.07069 
5,155,030 0.17927 
E ,450,000 0.2 13 2 6 

9,199,000 (2,8'70,000) 

4,700,500 454,500 
5,591,700 2,858,300 

1,853,500 (4.00,500) 

4,841,000 
215,220,000 
____- 

4,875,300 
___I -. 0,18594 

1.00000 26,220,000 
(34,300) 

APCO 
KPCO 

OPCO 
CSP 

f f f r l t k  $. 
.L L (2,878,000) x >k*:v 

I&.'.LL ,. ,. I\ ,. ,. *f*k* (400,500) 
454,500 10.54. i 3.52 

2,858,300 8.43 -I- 3.22 
(34,300) *:i*** I- >t*.lc* 

(34-,480,283) 
(4,798,246) 
6,390,270 

33,299,195 
(410,936) 

&QUALX%ATTON cnpI4aT.Y RATE: 11.9806 

(This is ?he average $/kW r a t e  paid by def ic i t  members.) 

NOTES : 
;t 'The SLIM of $he Member's Primary Capacity Invesfmeri'i- Rate (Appendi)c 111) und i-he Metnber 's Capacity Fixed 

O/Jeratiiig Rate (AfJpendix I V  (s( V) applicable t o  Members having a Member Priinary Capacity Surplus. 

*9c CrediTs should be recoreded it1 Accoun? 447, Sales For Resale. 
CITal-ges should be recorded in Account 555, Purchased Power. 
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K. e, Reed 

See 5istrib~xtioel List 

*. R. R. Reed 

Enclosures 

T.M- Dooley 
T.D. BGskny 
N. M. Lyealtis 
"T.R. Myers 
R.P. Quaintance 
D.L. \Aloodruff 
C.E. Zebula 

J.C. Baker 
DeIoit'ce & Touche 
W.S. Robinson 
J' Slaat 
R.E. Munczinski 
D. Waldo 
M.P. Ryan 
E.K. Wagner 
R.G. Rank 

!-..a_. D k G k  

J. Geefs 
J.V. Gilbert 
FA. May 
K.D. Pearce 
D.B. Roberts 
S.E. Riaolnar 
B.X. sierney 
K.W. Potts 
J.H. Rei% 
M.W. IVlarano 
0-J. Sever 
S.C. Weaver 
K.E. Walker 
D.E. Rickey 
I<. cuisy 
T.C. Mnsher 
T L  Stephens 

-Arena 3 

-4rena 4 
-Arena 4 
-Arena 4 
-Arena 4. 
-Arena 5 
11 RP23 
-f RP26 
-a RP28 

--a RP25 
-j RP28 
-1 RP30 
-Canton 
-RE.. Wayne 
-Frai-ikfori: 
,-Richmond 

-Arena 4. 

Intra-System 
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5,899,000 
t' ,450,000 
5,100,000 

2,680,000 
13,100,oao 

- --- 
23,229,OOd- 

Q.33188 
0.07423 
0.18470 
9.24836 
o.iao83 --- 
1.00000 

7,244,700 
1,724,300 

5,769,400 

23,229,000 

4-,2914,400 

4,200,500 -- 

(1,34"5,700) 
(274,300) 
m9,mo 

2,330,900 
(1,520,500) 

Credii-s shoiild be recoreded in Account 4-47, Sales Pot- Resale. 
Cimrpi should GI., recorded i n  Accorrn i. 555, Purchased Power. 





REQUEST 

Rekr to page 2 ol: the response to Item 63 of Staffs Second Request. The scheclule 01 
uncollectible accounts appears to iildicate that, in the 12-month periocls eiicled September 2 008 
aid Septeiiiber 2009, the two highest months €or net charge offs were J ~ l y  aid August. I-losvever, 
in the 12 iiioiiths elided September 2007, the two liigliest moiitlis were July aiicl October. Esplaiii 
wlietlier tliere was a specific reason for October rather than August beiiig one OP the two highest 
moiitlis cluriiig this period. 

RESPONSE 

The October 2,006 net charge off amouiit iiicluded the effect of the Shamrock Coal Compaiiy 
b a1llu-uptcy. 

WITNESS: Errol IC Wagner 
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REQUEST 
Refer to the response to Iteiii 69 of Staffs Secoiid Request. 

a The iespoiise to pait c. o€tlie request states that Big Sandy Uiiit I operates 011 a foui-year 
outage cycle while Big Saiidy Unit 2, is 011 a thee-yea ontage cycle. For how long has 
each of the imits beeii 011 its curreiit outage cycle? 

b. The last paragraph 011 page 2 ofthe response, referring to tlie 2007 - 2009 timefi-aiiie 
cited in the request, states tliat tliere were 110 scheduled iiiaiiiteiiaiice outages oii either Big 
Saiicly unit in 2009. However, the scliedule of maiiitenaiice expeiises for that timeframe 011 

page 3 oftlie response lists "0 SC M Outage -Routine" in tlie ainount of $1,SO1,663 
during the period elided September 30, 2,009. Clarify wlietlier tliere was or was not a 
scheduled ii~aiiiteiiaiice outage at the Big Saiidy Station during that period aiici describe the 
nature of the "0 & M Outage - Routiiie." 

c Re-Cer to page 3 o€ the response. In each of the two iiiost recent 12-mo1itli periods, the 
largest aiiouiit of uiiplaiuied iiiaiiiteiiaice expeiise is on tlie liiie €or "NOMI.' Ideiitify 
"NOMI" aiid explain why this lias been the category with tlie greatest aiiiorriit oE expeiise in 
the two latest tiiiie periods. 

ri. Tlie unplaiiiied mainteiiaiice expense was substantially greater in the two iiiost recent 
12-iiioiitli periods (2008 aiid 2009) compared to the 2007 period. Provicle a rletailed 
expIaiiation for the increases iii 2008 and 2,009 coiiipared to 2007. 

a. Big Sandy Uiiit No. 1 has been operating on a four year iiiaiiileiiaiice outage cycle siiice 2,000 
Big Sandy Uiiit No. 2, lias been operating 011 a tlxee year iiiaiiiteiiaiice outage cycle siiice 
2000. 

b There was iiot a sclieduled iiiaiiiteiiaiice outage at the Big Saiicly Plaiit duiiiig the 2009 
caleiidar yeai. The approximately $1 .8 Million recorded dru ing the Septeiiiber 2009 test year 
was €or parts aiici work perfomect associated with the 2005 outage. 



c. st cl. NOM1 are "iioii-outage" iiiaiiiteiiaiice O&M projects. These projects are day to clay 
iiiaiiiteiiauce ivorlc performed to repair i t e m  within the plant, Another category of O&M tlie 
Coiiipaiiy curreiitly has is the BCO (Base Cost of Operations). The cost of operating the plant is 
collected in this category. Prior to 2,007 both the NOM1 cost and the BCO costs weie collected in 
one category. Starting i1i 200s the Company started collecting tlrese costs into the cliffei-eiit 
categories to help in iiiaiiageiiieiit decisions. 

WITNESS: Errol I< Wagner 





REQUEST 

Refer to the response to Item 75 of Staffs Second Request. 

a. Refer to 75.b, page 1 of4.  

(1 ) Are specific vehicles assigned to iiiclividual employees? 

(2) The respoiise states that "[t]he total aiuiual cost per veliicle is then divided by 1,165 
productive hours (2,080 lioru s less an average vacatioii time, sick time, ti aiiiiiig time, 
sa1ety meeting time, plus otlier nonproductive time) to airive at an houily late 'I 
Explain idiether all employees who use the veliicles in question would use vacation 
leave, sick leave, and otlier "nonproductive time" at the sane time. I1 110, explain why 
the vehicles would not be available to eiiiployees iiot taltiiig vacation or sick leave 
aucl, therefore, why the total auiual cost per vehicle sliould iiot be divided by 2,080 
hours rather than 1, 165 hours. 

( 3 )  State whetlier the vehicks in question are used by employees who work oveitiiiie. I1 
so, provicle the average aiuiual iiuiiiber of overtime hours woilted over the past three 

years during which the vehicles were used. 

b. Refer to 75.q page 4 of4.  

(1) Provide the calculations for the fringe beliefit rates showii. 

(2) State wliether the 1riiige benefit hourly rates were calculated using 1,165 hours. II yes, 
provide the Iriiige beliefit Iioi~rIy rates u i n g  2,,080 hours. 

RESPONSE 

a. (1) Eiiiployees who perform this type of work are assigiied a specific vehicle 

a (2,) No. All employees who perI0:orlii this type of work (Specialisis) who use this class o€ 
vehicles (Class 2 ~ i )  do not use vacation leave or sick leave at the same time. However, 



iiiosj o r  tlie other noiiprocluctive time such as holidays, safety meeting aiicl training time 
occur ai the saiiie time. 

For eiiiployees wlio perloriii this type o f  work, the vehicle is a tool ,just like a coiiiputer is 
a tool for an office employee. Specialists typically do not wait 011 fellow employees to 
ta le  vacation or siclc time to obtain access to a vehicle to perform their daily duties. If an 
employee is off work due to siclc, time or vacation time a~id  another employee's vehicle is 
out o f  service, the siclc time or vacation time employee's veliicle would be used that day 
and be charged to tlie work perforiiied by tlie noli-sick time or noli-vacation time 
eiiiplo yee . 

The 2,,OSO hours is arrived at taking 52 weeks times 40 hours per week. The following 
hours should be removed from that total: holiday hours of 72, personal hours of 2,4, 
average vacation hours of 1 GO, average traiiiiiig liours of 40, aiid other nonproductive 
hours such as breaks and clean ~ r p  o f  11 5 hours to arrive at the iiet proctuctive hours of 
1,669. Tlie Company believes that using a procluctive hour amount of 1,165 is reasonable 
coiisideriiig tlie fact there axe other nonproductive hours not accounted o r  by holiday, 
persoiial time, vacation time, etc. For esample, occasioiially an employee's vehicle will 
be down for maiiiteiiaiice and there will be no other veliicle available. It ~voulcl be 
inappropriate to use 2,080 hours in calculating the vehicle hourly rate wlieii the vehicles 
are not in operation eight liours per day, five days a week, 52, weeks per year. 

a (3) Tlie vehicles in questioii are used by employees who work overtime 'The aiiiiual 
average imiiiber of overtiiiie hours worlced per einployee over the past t h e e  years Cor the 
eiiiployees wliicli perform this lype of work aiid use this class 01 veliicle is 157 horns pel 
year . 

b. (1) The calculatioiis €or the lriiige benefits rates are shown on pages 3 through 5 01 this 
respoiise. 

b. (29 No. 

VUTl'dESS: Errol I(, Wagner 



KPSC Case No 2009-00459 
Commission 3rd Set of Data Requests 
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Kentucky Power Company 
Calculation of Fringe Benefit Rates 

MontKilYear 
Jul2008 

Aug 2008 
Sep 2008 
Oct 2008 
Nov 2008 
Dec 2008 
Jan 2009 
Feb 2009 
Mar 2009 
Apr 2009 
May 2009 

- ~ _ _ _ _  

Productive Non-Prod Labor 
labor Loading 

-1,042,914 430- 2 6 0 , l O c  
1,750,926 440 436,970 100 
1,082,520 120 236,495 850 
1,190,130 020 267,081 690 
1,200,042 450 269,923 550 
1,041,475 070 173,324 830 
1,490,456 370 301,428 100 
1,095,308 I00 216,770 090 
1,200,463 040 240,464 410 
1,138,451 560 228,448 950 
1,161,943 050 232,008 330 

F6CA TAXES 

QTlNTL 
449,561.450 
500,684 670 
547,197.740 
293,139 650 
242,793 310 
289,628 260 

1,012,833.610 
1,190,490.180 

(28,394.890) 
151,811.870 
41 7,296.380 

__________ 

Fringe Load ActuaP Actual FICA 
Basis  FICA 4Q8%002 Monihly Rate VTD Rate Rate 

1,752,583 420 154,361 268 8 808 8 808 
2,688,581 210 128,846 700 4 792 6 377 
1,866,213 710 148,177 920 7 940 6 839 
1,750,351 360 118,840 150 6 790 6 829 
1,712,759 310 107,962 610 6 303 6 736 
1,504,428 160 247,913 230 16 479 8 036 
2,804,718 080 131,485 760 4 688 7 369 
2,502,568 370 217,245 770 8 681 7 567 
1,412,532 560 95,931 521 6 791 7 506 
1,518,712 380 122,577 130 8 071 7 550 
1,811,247 760 136,687 380 7 547 7 550 

Jun 2009 1,086,767.710 217,710.500 261,929.390 1,566,407.600 159,428.460 10.178 7.730 7.650 
14,481,398 360 3,080,733 940 5,328,971 620 22,891,103.920 1,769,457 899 

Federal klnemployment insurance (FUI) 

MonthNear 
Jul2008 

Aug 2008 
Sep 2008 
Oct 2008 
Nov 2008 
Dec 2008 
Jan 2009 
Feb 2009 
Mar 2009 
Apr 2009 
Mav 2009 

Productive Non-Prod Labor 
labor Loading 

1,042,914 430 260,107 540 
1,750,926 440 436,970 100 
1,082,520 120 236,495 850 
1,190,130 020 267,08 I 690 
1,200,042 450 269,923 550 
1,041,475 070 173,324 830 
1,490,456 370 301,428 100 
1,095,308 100 216,770 090 
1,200,463 040 240,464 410 
1,138,451 560 228,448 950 
1.161.943 050 232,008 330 

Fringe Load 
Basis 

1,303,021 970 
2,187,896.540 
1,319,015 970 
1,457,211.710 
1,469,966.000 
1,214,799 900 
1,791,884.470 
1,312,078.190 
1,440,927.450 
1,366,900.510 
1,393,951 380 

Actual Monthly Actual YTD Fhll 
FUl4081QQ3 Rate Rate Rate 

131 000 0 010 0 010 
156 610 0 007 0 008 
82 820 0 006 0 008 
57 140 0 004 0 007 
4 340 0 000 0 006 
0 000 0 000 0 005 

14,765 740 0 824 0 141 
1,192 930 0 091 0 136 

75 740 0 005 0 122 
0 000 0 000 0 111 

(3 190) 0 000 0 101 . .  
Ju; 2009 1,086,767.710 217,710.500 1,304,478.210 0.000 0.000 0.094 0.100 

14,481,398 360 3,080,733 940 17,562,132 300 16,463.130 

Sta te  Unemployment Insurance (SUI) 
Productive Non-Prod Labor Fringe Load Actual Monthly Actuai YTD SUI 

Mo ntb-alYea r labor Loading Basis SUI 4081007 Rate Rate Rate 
.- 

Jul 2008 1,042,914.430 260,107.540 1,303,021 "970 112.150 0 009 0.009 
Aug 2008 1,750,926.440 436,970.100 2,187,896.540 134.070 0 006 0 007 
Sep 2008 1,082,520.120 236,495 850 1,319,015.970 68.420 0.005 0.007 
Oct 2008 1,190,130 020 267,081 690 1,457,211.710 52.300 0.004 0 006 
Nov 2008 1,200,042.450 269,923 550 1,469,966.000 1 1.750 0.001 0.005 
Dec 2008 1,041,475.070 173,324.830 1,214,799.900 0.000 0.000 0.004 
Jan 2009 1,490,456 370 301,428.100 1,791,884.470 12,815.670 0.715 0.123 

Mar 2009 1,200,463.040 240,464.410 1,440,927.450 8,938.410 0 620 0.175 
Apr 2009 1,138,451.560 228,448.950 1,366,900 510 0.000 0.000 0.159 
May 2009 1,161,943 050 232,008.330 1,393,951.380 (4.000) 0.000 0.145 
Jun 2009 1,086,767.710 217,710.500 1,304,478.210 536.790 0.041 0.138 Q.aQ0 

Feb 2009 1,095,308 100 216,770.090 1,312,078.190 1,491 "060 0.114 0.122 

14,481,398.360 3,080,733.940 17,562,132.300 24,156.620 



KPSC Case No. 2009-00459 
Cornmission 3rd Set of Data Requests 

Order Dated March 1'1, 2010 
Item No 19 
Page 4 of 5 

Kemtu c ky Power Corn g any 
Calculation of Fringe Benefit Rates 

Workers Conipensathora 

Work 
Productive Non-Pr~d Labor. Fringe Load Work Comp Actual Monihly Aciuaii YFD Comp 

Rate 
-_l_l_ 4 

Mon ihNear labor Loading Basis 9260006 Rate Rate 
-__ _____ 

Jul 2008 1,042,914 4 3 0 7 1 m 2 1  970 6,111 340 0 469 0 469 
Aug 2008 1,750,926 440 436,970 100 2,187,896 540 9,318 390 0 426 0 442 
Sep 2008 1,082,520 120 236,495 850 1,319,015 970 16,661 540 1 263 0 667 
Oct 2008 1,190,130 020 267,081 690 1,457,211 710 38,306 930 2 629 1123 
Nov 2008 1,200,042 450 269,923 550 1,469,966 000 (7,952 770) -0 541 o a07 
Dec2008 1,041,475 070 173,324 830 1,214,799 900 37,704 900 3 104 1119 
Jan 2009 7,490,456 370 301,428 100 1,791,884 470 (6,917 560) -0 386 0 868 
Feh 2009 1,095,308 100 216,770 090 1,312,078 190 5,363 470 0 409 0 818 
Mar 2009 1,200,463 040 240,464 410 1,440,927 450 15,132 170 1 050 0 843 
Apt 2009 1,138,451 560 228,448 950 1,366,900 510 26,900 240 1 968 0 946 
May 2009 1,161,943 050 232,008 330 1,393,951 380 8,327 270 0 597 0 916 
Jun 2009 1,086,767.710 21'7,710.500 1,304,478.210 (I ,604.324) -0.123 0.839 Q.800 

14,481,398.360 3,080,733 940 17,562,132.300 147,351 596 

MoiithNear. 
Jul2008 

Aug 2008 
Sep 2008 
Oct 2008 
Nov 2008 
Dec 2008 
Jan 2009 
Feb 2009 
Mar 2009 
Apr 2009 
May 2009 

Productive Non-Prod Labor 
labor Load in g 

?,042,914 430 260,107 540 
1,750,926 440 436,970 100 
1,082,520 120 236,495 850 
I ,  190,130 020 267,081 690 
1,200,042 450 269,923 550 
1,041,475 070 173,324 830 
1,490,456 370 301,428 100 
1,095,308 100 216,770 090 
1,200,463 040 240,464 41 0 
1,138,451 560 228,448 950 
1,161,943 050 232,008 330 

Pensions 

Fringe Load 
Easis 

1,303,021 970 
2,187,896 540 
1,319,015 970 
1,457,211 710 
1,469,966 000 
1,214,799 900 
1,791,884 470 
1,312,078 190 
1,440,927 450 
1,366,900 510 
1,393,951 380 

Total Pen Actual Monthly ActuaU YVD Pension 
92G:r::ir:c 
38,895 920 2 985 2 985 
38,110920 1742 2 206 
38,236 920 2 899 2 396 
38,175 920 2 620 2 448 
37,830 920 2 574 2 472 
38,035 920 3 131 2 561 

104,728 330 5 845 3 109 
105,002 330 8 003 3 642 
103,799 870 7 204 4 022 
104,331 510 7 633 4 354 
105,087 510 7 539 4 627 

Rate Rate Rate -__ 

J u n  2009 1,086,767.710 217,710.500 1,304,478.210 105,219.510 8.066 4.882 4.900 
14,481,398 360 3,080,733.940 17,562,132.300 857,455 580 

G 1.0 u Q Insurances 

MonthhlYear 
Jul 2008 

~ 

Aug 2008 
Sep 2008 
Oci 2008 
Nov 2008 
Dec 2008 
Jan 2009 
Feh 2009 
Mar 2009 
Apr 2009 
Mav 2009 

Productive Non-Prod Labor 

1,042,914 430 260,107 540 
1,750,926 440 436,970 100 
1,082,520.120 236,495 850 
1,190,130 020 267,081 690 
1,200,042 450 269,923 550 
1,041,475 070 173,324 830 

1,095,308 I00 216,770 090 
1,200,463.040 240,464 410 
1 ~ 138,451 560 228,448 950 
1,161,943 050 232,008 330 

labor. Loading 

I ,490,456 370 301,428 I 00 

Fringe Load 
Basis 

1,303,021 970- 
2,187,896 540 
1,319,015 970 
1,457,211 710 
1,469,966 000 
1,214,799 900 
1,791,884 470 
1,312,078 190 
1,440,927 450 
1,366,900 510 
1,393,951 380 

Total Ins  Actual Rnon'dily Actual YTD Itis 
Rate Rate Rate 

226,058 050 1 7 3 4 9 -  17 349 
226,561.330 10 355 12 966 
226,019 030 17 135 14 109 
225,883 060 15 501 14 433 
224,592 060 15 279 14 593 
221,765 900 18 255 15 090 

251,534 040 19 171 15 182 
195,145 310 13 543 15 007 
221,651 680 16 216 15 118 
223,855 810 16 059 I5 199 

____-- 926:0(XX 
___-- 

227,899 840 12 718 14 695 

Jun 2009 1,086,767.710 217,710.500 1,304,478.210 221,563.360 16.985 15.331 46.300 
14,481,398 360 3,080,733 940 17,562,132 300 2,692,529 470 



KPSC Case No. 2009-00459 
Cominission 3rd Sei of Data Requests 

Order Dated March 11, 2010 
Item No 19 
Page 5 of 5 

Kentucky Power Company 
CaEculation of Fringe BeneRt Rates 

Savings 
ziav 

926x)ooc Monthly Rate YfD Rate Rete 
Actual Contrib Productive Non-Prod Labor Fringe Load Sav Contrib Actual 

~ P 

Month/\(eak* labor Loading OTINTL- Basis 
Jul 2008 1,042,914.430 260,107.540 449,561.450 1,752,583.420 70,989.931 4.051 4.051 

Aug 2008 1,750,926.440 436,970.100 500,684.670 2,688,581 210 99,711 730 3.709 3.844 
Sep 2008 1,082,520.120 236,495.850 547,197.740 1,866,213.710 48,297 970 2 588 3.472 
Oct 2008 1,190,130.020 267,081.690 293,139.650 1,750,351.360 64,113 880 3.663 3.514 

Dec 2008 1,041,475.070 173,324 830 289,628 260 1,504,428.160 41,393 970 2.751 3.44 1 

Feb 2009 1,095,308.100 216,770.090 1,190,490.180 2,502,568.370 101,657.120 4 062 3.542 
Mar 2009 1,200,463.040 240,464.41 0 (28,394.890) 1,412,532.560 22,193.684 1.571 3.387 
Apr 2009 1,138,451 560 228,448.950 151 ,a i  1.870 1 3 1  8,712.380 59,393.150 3.91 1 3 428 
May 2009 1,161,943.050 232,008.330 417,296.380 1,811,247 760 68,570.350 3.786 3 458 
Jun 2009 1,086,767.710 217,710.500 261,929.390 1,566,407.600 115,704.740 7.387 3.727 3.700 

Nov 2008 1,200,042.450 269,923.550 242,793 310 1,712,759.310 63,468.1 10 3.706 3.547 

Jan 2009 1,490,456.370 301,425.100 1,012,833.610 2,804,718.080 97,679.170 3.483 3.449 

14,481,398.360 3,080,733 940 5,328,971 620 22,891,103 920 853,173 805 

Other Post Retirement (OPEB) 

Productive Mon-Prod Labor Fringe Load Total OPEB Actual Monthly Actual YS'D OBEP 
MonthlVear hb0r Loading Basis 92Gx:(lar Rate Rate Rate 

___- 
Jul2008 1,042,914.430 - 260,107.540 1,303,021.970 92,274.083 7 082 7 082 

Aug 2008 1,750,926.440 436,970.100 2,187,896 540 82,516.080 3.'771 104.199 
Sep 2008 1,082,520.120 236,495.850 1,319,015.970 82,516.080 6.256 101 645 
Oct 2008 1,190,130.020 267,081.690 1,457,211.710 82,516.080 5.663 98.958 
N ~ V  2008 I ,200,042 450 269,923,550 I ,469,966.000 8231 6,080 5.613 96 394 
Dec 2008 1,041,475.070 173,324.830 1,214,799.900 82,516 080 6.793 94.406 
Jan 2009 1,490,456 370 301,428.100 1,791,884.470 176,953.500 9.875 91 "726 
Feb 2009 1,095,308.100 216,770.090 1,312,078.190 176,953.500 13.487 89.95 1 
Mar 2009 1,200,463.040 240,464.410 1,440,927.450 144,403.710 10.022 88.008 
Apr 2009 1,138,451 560 228,448.950 1,366,900.510 160,969.160 11.776 86 290 
May 2009 1,161,943.050 232,008.330 1,393,951.380 166,103.570 11.916 84.619 
Jun 2009 1,086,767.710 217,710.500 1,304,478.210 166,103.570 12.733 83.139 8.500 

14,481,398 360 3,080,733.940 17,562,132.300 I ,496,341.493 





Refer to the respoiise to Item 76 of Staff's Second Request coiiceriiiiig the proposed ad; ustment 
for interest 011 customer deposits aiid Sectioii V, ScheclLile 4, page 1 of tlie application. Provide 
tlie amount of custoiner deposits iiicluded in the "Custoiiier Advance ai1d Deposit" aiiiouiit of 
$17,375,824. sho~vii oii line 2,3 of Schedule 4, page I .  

RESPONSE 

The aiiiouiit of custoiiier deposits is $17,3 19,3 82. 

-WITNESS: Raiiie I<. Woludias 





IWSC Case No. 2009-00459 
Coninaixissionn Staff Third Set of Data Reqanest 

Dated March B1,2B)BQP 
Item No. 21 
Page B of 1 

Refer to tlie response to Item 77 of Staff s Secoiid Request. Given tlie circumstances associated 
with a iiiaj or storm event, explain how Keiituclcy Power iiisures that the amouiits it is charged foi 
restoratioii work performed by third-pxty contractors are reasonable and/or ieflective of the 
"iiiailcet" for such work. 

RESPONSE 

R.esources are obtained either fioiii other Investor Qwiied LJtilities (IOUs) or coiitractors. Under 
tlie iii~it~ial assistance agreements between IOUs, the respoiidiiig coiiil~aiiy's assistance is not for 
profit. The wages and equipiiieiit cost reflects that IOU's iiiteriial hourly rates with tlieir 
appropriate multipliers. As for contractor resources, AEP's approach is to utilize blaiilcet 
contractors first, eiiiergeiicy contractors secoiid aiid filially iioii-contractor veiidors. For the 
blaiiltet and emergeiicy contractors we have already established a contract with the best rates for 
AEP-1C.YPCo. For tllose noli-contractor veiidors we review cost prior to bringing them 011 our 
property aiicl accept these resources based 011 travel, cost aiid needs. 

Blanket contractors are those wlioiii we have on our property or oiie oC our sistei companies 101 

that year 01 iiiultiple years. ICeiituclcy Power's curreiit blaidcet contractor is Davis 1-1. Elliot. 
Emergeiicy coiitractors are lhose ~1~110111 worlc €or another IOU but not aii AEP blaidcet contiactor 
(generally in proxiiiiity to ICeatucky Power, Le. EonTJS, Duke) aid coulcl be released to AEP. A 
iioii-contract veiidor is a contractor that we don't use as a blailltet iior have an eiiiergeiicy coiitract 
with. These ale L I S L I ~ ~ ~ Y  our last choice and may come from an IOU that is not a iieigliboiiiig 
IOU or nieiiiber of oiie of the Regional Mutual Assistance Groups that we are iiiembeis. 

Belore any payiiieiit is iiiarle to any o r  these coiitractors all iiivoices are reviewed and verified 
agaiiisl daily docuiiieiits recorded during the storin to eiisure all payiiieiits are appropiiate to the 
agi eeiiieiit between Kentucky Power and the contractor. 

WITNESS:: Raiiie IC. Woludias 





REQUEST 

Refer t-o the respoiise to Iteiii 75 of Stxff's Secoiid Request, which states that post-test year merit 
wage aiicl salary iiicreases constitute a hiowii aiicl iiieasurable adjustment aiid will be a part o-F 
Kentucky Power's expenses in the first year that new rates will be in effect. Explain why, fioiii a 
theoretical rateiiialting perspective, post-test year adjustiiieiits for reveiiue iiicl-eases due, for 
example, to custoiiier growth, sliould not be iiiade as well as post-test--ye,u- acljustiiieiits for 
expense increases. 

From a theoretical rateiiialtiiig perspective, any laiown and iiieasurable acljustiiieiit both expense 
a id  reveiiue should be made as a post-test - y e a  acljustment. In the direct testiiiioiiy 01 David lul 
lioush oii page 5, lilies 1 tlxu11, he describes reveii~e cliaiiges (bolh i~icreases aiid decieases) for 
specific cusloiiiers. Soiiie of' the adjustments reach beyond the test year. Kentucky Power has 
tried to be coiisisteiit in its use of' luiowii and iiieasurable post-test year expense atid ie~ei iue 
aclj ustiiieiits . 





Refer to tlie respoiise to Iteiii 8 1 of Staffs Secoiid Request, pages 7 - 8 in Section I1 of Esliibit 
SEI-I- 1 of tlie Direct Testiiiioiiy of James E. E-Iendersoii aiid pages 1 04 aiid 1 0.5 of 3 SO of the 
clepreciatioii study filed with the testimony, 

a. Tlie testiiiioiiy reflects that Kentucky Power iiiaiiitaiiis salvage and reiiioval costs not b y  
primary account, but at the fimctional plaiit level. It states that "In order to deter iiiiiie gross 
salvage, gross removal and iiet salvage percentages for individual plant accouiits, tlie 
original cost retireiiieiits were cletailecl by account . I . aid,  based 011 judgement, gross 
salvage aiicl cost of reinoval perceiitages were selected for each accouiit so that tlie gross 
salvage aiid gross reiiioval would approsiiiiate tlie total .fiiiictional percentages . . . " Esplaiii 
in detail how ,judgment was applied to develop, fioiii tlie gross reiiioval percentage of 29 
percent for traiisiiiissioii plant, the gross removal percentages for tlie iiidivi dual traiisiiiissioii 
plant accounts s l i o ~ a  011 page 104 oftlie delireciation study, wliicli range .fi-oiii 0 to 75 
percent. 

b. Esplaiii in detail how judgiiieiit was applied to develop, fiom the gross salvage percentage 
of 12 percent for transmission plant, the gross removal perceiitages for tlie individual 
transmission plaiit accounts shown on page 105 of tlie depreciation study, which range from 
0 to 1.5 perceiit. 

RESPONSE 

a. Ihi tucky Power currently iiiaiiitaiiis salvage aiid reiiioval costs at the hiictioiial level. I alii 
recommending that, in the fiiture, IGmtucky Power should apply , depreciation rates at tlie 
primary plant accouiit level aiid therefore should also account for salvage aiid reiiioval costs 
at the primary plaiit account level. Tlie gross salvage perceiitage recoiiiiiieiidatioiis by 
primary plaiit will, in total, equal tlie 29 percent gross reiiioval cost for the traiisiiiissioii 
function. Tlie assumptioiis, by accouiit, as st-ated below are based oii my luiowledge aiicl 
esperieiice in performing clepreciatioii studies for coiiipaiiies that do maintain the salvage and 
cost of reiiioval by primary plant account. 

For Acco~iiit 3 52 Structures, I assumed that aiiy removal costs woulcl be minor and would 
probably involve iiiostly travel time. 



Poi Account 3 5 3, Station Equipment, I assumed. that tlie reiiioval o f  iiiotors, tians€oriiiers, 
compressors aiid all otlier station equipiiieiit that may iieecl to be replaced would requiie both 
labor and  rans sport at ion costs 

For Account 3 54, Towers St Fixtures, I assuiiied tliat the equipment and laboi costs iiicludiiig 
the possible use cranes reiiiove the towers as well as tlie labor aiid traiispoi tatioii costs would 
be significaiit in relation to the original cost o€ tlie towers retired. 

For A C C O L U ~ ~  355, Poles a id  Fixtures, I assumed that the equipiiieiit aiid labor cost of 
reiiioviiig tlie poles aiid the transportation costs, including transporting the poles back to tlie 
storerooiii for disposal would be significant in relation to the original iiistalled cost of the 
poles. 

For Account 3 56, Overhead Coiichctor aiid Devices, I assuiiied that labor and tiaiispoi tatioii 
costs would be iiici~rrecl in reiiioviiig the coiicluctor a id  transporting it back to the storeroom. 

For Account 7 57, LJiidergrouiid Conduit aiid Accouiit 358, Uiideigrouiid Coiiductoi, I 
assuiiied this equipment would likely be retired in place. Therefore a 0% iiet 1 eiiioval was 
assigiiecl to lhese accounts. 

b. The question asks for an explaiiatioii of how ,juclgmeiit was used to develop froiii the gross 
salvage perceiitage of 12% for the traiisiiiissioii plaiit fimctioii, reiiioval perceiitages for tlie 
iiidiviclual accounts. The following aiiswer explaiiis how the salvage percentages, which the 
Coii~paiiy assuiiies was intended, for the iiiclividual accouiits were developed fioiii the gross 
salvage value of 12,% for the traiisinissioii fLiiictioii. 

For Account 3 52,, Strtzctui-es, I assumed that soiiie salvage would be received from the sciap 
o € el e ctr i c, p luiiibiiig aiid feiiciiig iiiat er i a1 s I 

For Account 153, Station Equipment, I assuiiied salvage woizld be obtaiiied Goiii the reuse of  
material as well as from the scrap sales o l  conductor, breakers, instrument tra11slor1iie1-s a d  
station tradbr1iiers I 

For Account 3 54, Towers aiid Fixtures, I assuiiiecl that scrap salvage should be expected €iom 
the towers. 

i 



For Acco~iiit 355, Poles aiid Fixtures, I assuiiied salvage would be expected hoin the reuse OF 
crossamis aid iiisulators. 

For Accouiit 3 56, Overhead Coilductor aiicl Devices, I assumed salvage woulcl be expected 
fioiii tlie sale of the coiiductor and tlie reuse of circuit brealters, insulators and switches. 

For Accounts 357, Underground Coiicluit, aid 3 58, Uiidergrouiid Conductor, I assumed the 
equipiiieiit woulcl be retired in place aiicl 110 salvage would be received. 

WITNESS: James E I-Ienderson 





Refer to I<eiitucky Power's respoiise to Item 70 of ICIUC's first data request. State whethei it is 
ICeiitucky Power's position that it should recover a larger traiisiiiissioii expense $49,5 14,393) i€ 
the method OC recoveiy is tluough base rates oiily aiid a lesser aiiiouiit ($42,475,930) i l  the 
iiiethod of recovery is though a coiiibinatioii OC base rates aiid a rider. I l  yes, esplaiii the 
ieasoiiiiig beliiiid tliis position. 

RESPONSE 

Yes. 

The Coiiipaiiy's proposal is two-fold. 

(1) The Company believes that the Company's traiisiiiission costs should be based upon cliai ges 
uiider PSM's Talifl (the Opeii Access Traiisiiiissioii Tariff aid tlie Operatiiig Agreeiiieiit) iiistead 
of the eiiibeclded cost of Transmission. 

(2) Tlie Company believes that giveii the nature of tliese costs aiicl tlieir poteiitial to cliniige due 
lo FER C action, it is appropriate to track aiid recoiicile these costs through pioposed Talilf T A 

If the first preiiiise is iiot accepted, tlieii tlie secoiid premise and Tariff T.A. axe moot and the 
Company's adjusted test year level of eiiibedded transmission costs should be iiicluded in base 
rates. 

If the Iiist premise is accepjed tlieii the secoiid preiiiise should be also. The Company believes 
that the first aiicl secoiicl preiiiise are logically coiisisteiit and tied together for all [lie reasoiis 
stated in Witiiess Bethel's testimony. 

YWITNESS: David M Roush 





REQUEST 

Refer to tlie respoiise to Item 76.c. of the 6rst data request 01 IUTJC aiid Section V, Trv'oikpaper 
S-4, pages 15 and 2,O or  Keiitucky Power's application. 

a. 

b. 

c. 

Coniriii that, while tlie expeiises associated with the thee iiiaj or storms that occui-recl 
during the test year were deferred as a regulatory asset in accorclaiice with the 
Coiiiiiiissioii's ruling in Case No. 2009-00352, the entries to establish the regulatory [asset] 
occurred after the test year. 

Confirm that subtracting the aiiiouiit 011 Workpaper S-4, page 15, line 1, coluiiiii 3 in the 
application of $2,115,867 froiii the correspoiichg aiiiount of $12,,424,094 011 the revised 
Workpaper 5-4 011 page 3 oftlie data response provides the amouiit of $1 0,305,2.27, 
which is the aiiiouiit established as a regulatory asset per Case No. 2.009-00352 and wliich 
i s  the subject ofthe proposed amortization acljwtiiient on Workpaper S-4, page 20. 

The costs iiicurrecl by Kentucky Power for the three iiiajor storms are iiicludecl in its test 
year. The iiiteiit of the adjustmelit on Workpaper S-4, page 15, is to noriiialize the test year 
storm daiiiage expeiise apart from the costs of the tlxee major storms, which are to be 
recovered via the proposed amortization adjustment on Worlcpaper S-4, page 20. Therefore, 
it apliears the correct iioriiialization adjustinelit would be determined as fo'ollows: 

(1) 
(2) 
( 3 )  
(4) 
(5) 

Test year storm expeiise (excluding expense 01 t h e e  iiiajor stoiiiis), 
Plus aiiiouiils for two prior periocls sliowii 011 page I ,  lilies 2 and 3 ; 
Divided by tlxee to result in tlxee-year average o€ storm expense; 
Subtract test year storiii expense (including expeiise of major storms); and 
Resulting aiiiouiit equals tlie adjusliiieiit to reduce test year expeiise 

RESPONSE 

a. The Company coilfirms that $10,306,22,7 of the $12,,423,094, the total cost of the three 
inaj or event storms that occurred duriiig the test year eiicliiig September 2,009, was cle-ferreci 
as a regulatory asset in accordaiice with the Coiixiiissioii's ruliiig in Case No. 2009-00352, 
and the entry to establish the regulatory asset occurred after tlie test year. 



b. The Coiiipaiiy coiifiriiis this statement. 

c. The Company agrees with the methodology provided in part (c) of the data request. The 
response to Item No. 76, page 3 coiiibiiied tlie correct normalization acljustiiient with the 
amortization acljnstiiient. Pages 2, aiid 3 of this respoim cleiiioiistrates both tlie 
noi-iiializatioii and ainortizatioii acljustiiieiits respectively aiid page 4. coiiibiiies the two 
adjustments 011 one schedule. The iiet aiiiouiit sliowii 011 page 4 is the same aiiiouut as when 
the iiet aiiiouiits 011 pages 2 and 3 are combined. 

The Company, in its iespoiise to I(PSC 1st Set Item No. 43, iiicluded the estiiiialccl costs 
associated with the two iiiajor event storiiis that occurred duriiig Deceiiiber 3 009 Pages 5 
thiougli 7 o r  this response deinoiistrates the saine Major Stoiiiis iioiiiializatioii aiid 
aiiioitizatioii adjustiiieiits with the two Deceiiiber iiiajor storiils estiinated costs included 
siiice these Deceiiiber 2009 Major eveiit storiiis are luiowii aiid measuiable. 

WITNESS: Raiiie IC Wolmlias 



1 

2 

3 

4. 

5 

6 

7 

8 

9 

Description 
(2) 

KPSC Case No 2009-00459 
KPSC 3rd Set of Data Requests 

Dated March 11,201 0 
Item No. 25 
Page 2 of 7 

Sectioaa w 
Workpapsr S"4 

Page 15 

12 ME September 30,2009 

12 ME September 30,2008 

12 ME September 30,2007 

Three Year Total Storm Damage 

Three Year Average (Ln 4/ 3) 

Test Year Storm Damage Expense 

Storm Damage Constant Expense in 
Expense Excl. Do I I a r 2009 

In-House Labor Index " Dollars 
(3) (4) (5) 

$2,116,867 1 .00 $2,116,867 

$51,497 1.03 $53,042 

$461,822 1.18 - $544,950 

Adjustment lo  O8:M For Storm Damage Normalization 

Allocation Factor - GP-TOT 

KPSC Jurisdictional Amount (Ln 7 X Ln 8) 

I' Handy-Whittman Contract Labor Index 
Reference E-2 Line 42 
January, 2009 
January, 2008 
January, 2007 

535 
518 
453 

$2,714,859 

$904,953 

$12,423,094 

($11,518,14.1) 

0.991 
__1 

($1 1,4'14,478) 



KPSC Case No 2009-00459 
KPSC 3rd Set of Data Requests 

Dated March 1 1, 201 0 
Itern No. 25 
Page 3 of 7 

Sectiooa v 
LW,,C:paper s-4 

Page 269 

Ln 
- No Description 
(1) (2) 

1 YTD September 30, 2009 

2 Total 

3 Number of Amortization Periods 

4 

5 Allocation Factor - GP-TOT 

6 

7 

Annual Amortization Amount (Ln 2 / Ln 3) 

I<PSC Jurisdiction Amount (Ln 4 >( Ln 5) 

Deferred Tax (Ln 6 >( .35) 

Storm Cost 
D e k  rra I Constant Expense in 

Excludes In-House Dollar 2009 
Non-Incremental Labor Index ” Do I la rs 

(3) (4) (5) 

10,306,22’7 1.00 $ 10,306,227 $ 
- ~ -  

$ 10,306,227 $ 10,306,227 

$ 3,435,409 

0.99’1 

$ 3,4.04-,490 

$ ‘1 ,I 9’1,572 



KPSC Case No 2009-00459 
I P S C  3rd Set of Data Requests 

Dated March 1 'I, 201 0 
Item No 25 
Page 4 of 7 

section w 
WOrkpapGh. s-4 

Page 'I5 

Constant Expense in 
Dollar 2009 

Index " Dollars 
(4) (5) 

Storm Damage 
Expense Excl. 

In-House Labor 
(3) 

Ln 
i\lo 
('1) 

Description 
(2) 

1 .00 $12,423,094 1 12 ME Sepiember 30,2009 $1 2,423,094 

1.03 $53,042 2 

3 

12 ME September 30,2008 $51,4.97 

12 ME September 30,2007 $46'1,822 1.'18 $544,950 

Three Year Total Storm Damage 4 $13,021,086 

Three Year Average (Ln Oil 3) $4,340,362 5 

Test Year Storm Damage Expense 6 $12,423,094 

7 Adjustment to O8:M for Storm Damage Normalization ($8,082,732) 

8 Allocation Factor - GP-TOT 0.991 

9 MPSC Jurisdictional Amoun,i: (Ln 7 >( Ln 8) ($8,009,987) 

" Handy-Whittman Contract Labor Index 
Reference E-2 Line 42 
January, 2009 
January, 2008 
January, 2007 

535 
518 
453 



Ln 
- No 
(1) 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 ,I 

Description 
(2) 

12 ME September 30,2009 

December 8, 2009 Wind Storm 

December 18, 2009 Snow Storm 

12 ME September 30,2008 

12 ME September 30,2007 

Three Year Total Storm Damage 

Three Year Average (Ln 6 / 3) 

Test Year Storm Damage Expense 

Storm Damage 
Expense Excl. 

In-House Labor 
(3) 

$2,116,867 

$820,738 

$'I 3,228,090 

$51,497 

$461,822 

Adjustment to OBM for Storin Damage Normalization 

Allocation Factor - GP-TOT 

KPSC Jurisdictional Amount (Ln 9 I( Ln 10) 

" Handy-Wlii'itman Contract Labor Index 
Reference E-2 Line 42 
January, 2009 
January, 2008 
January, 2007 

535 
51 8 
4.53 

KPSC Case No" 2009-00459 
KPSC 3rd Set of Data Requests 

Dated March 11, 201 0 
Item No. 25 
Page 5 of 7 

Section w 
WQrkpak3eP 3-4 

Page 15 

Constant Expense in 
Dollar 2009 

Dollars Index " 
(4) (5) 

'I .oo $2,116,867 

1 .00 $820,738 

1.00 $13,228,090 

1.03 $53,042 

1.18 $544,950 

$1 6,763,687 

$5,587,896 

$12,423,094 

($6,835,198) 

0.991 

($6,773,68 I ) 



Ln 
- No 
(1) 

1 

2 

3 

4 

5 

6 

7 

MPSC Case No 2009-004.59 
KPSC 3rd Set of Dala Requests 

Dated March 1 I ,  201 0 
Item No 25 
Page 6 of 7 

Sectiasoa w 
Workpapw S-4 

Page 20 

Description 
(2) 

YTD September 30,2009 

Total 

Number of Amortization Periods 

Annual Amortization Amount (Ln 2 / Ln 3 )  

Allocation Factor - GP-TOT 

KPSC Jurisdiction Amount (Ln 4 >< Ln 5) 

Deferred Pax (Ln 6 X .35) 

Storm Cost 
Deferral Constant E:( pe nse i ii 

Excludes In-House Dollar 2009 
Non-Incremental Labor Index " Dollars 

(3) (4) (5) 

$ 10,306,227 '1.00 $ 10,306,227 

$ 10,306,227 
-_. 

$ 10,306,227 

3 

$ 3,435,409 

0.991 

$3 3,404,490 

$ 1,191,572 



L 11 
- No 
(1) 

'1 

2 

3 

4. 

5 

6 

7 

8 

9 

10 

.I 'I 

Description 
(2) 

12 ME Septeinber 30, 2009 

Deceinber 8,2009 Wind Storm 

December 18, 2009 Snow Storm 

12 ME September 30,2008 

12 ME September 30, 2007 

I hree Year Total Storm Damage 

Three Year Average (Ln 6 / 3) 

Pest Year Storm Damage Expense 

- 

Storm Damage 
Expense Excl. 
In-House Labor 

(3) 

$12,423,094 

$820,738 

$13,228,090 

$51,497 

$46 1,822 

Adjustment to O&M for Storm Damage Normalization 

Allocation Factor - GP-TOT 

KPSC Jurisdictional Amount (Ln 9 I< Ln IO) 

" Hand y-W h itlman Contract La bo r I ndex 
Reference E-2 Line 42 
January, 2009 
January, 2008 
Januaiy, 2007 

535 
518 
453 

KPSC Case No 2009-00459 
KPSC 3rd Set of Data Requests 

Dated March 1 1, 2010 
Item No. 25 
Page 7 of 7 

Section v 
we, rkpa pe r s -4. 

Page a5 

Constant Expense in 
Dollar 2009 

Index ' I  Do I tars 
(4) (5) 

1 0 0  $1 2,423,094 

1 .oo $820,738 

$13,228,090 1 .oo 

1.03 $53,042 

1.18 $544,950 

$27,069,9 14 

$9,023,305 

$1 2,423,094 

($3,399,789) 

0.991 --- 
($3,369,191) 





Refer to I<eiitucky Power's response to Iteiii 16 of the Attorney General's first data request 
("A G's First Request"). State wliether this respoiise iiieaiis that $48,2,00 shotilcl be excluded from 
espeiises because it is iiicluded in storiii expeiise recorded as a regulatory asset: o r  which 
Keiitucky Power is reqtiestiiig recovery. 

RESPONSE 

The $48,200 is part of tlie Company's iiiajor storm cost deferral adjustment for which tlie 
Compa~iy is requesting a thee year recovery and amortization period (See Company's 
Adjustiiieiit Sectioii V, Workpaper S-4, Page 20). Because the Coiiipaiiy is requestiiig a three 
year average level of iiiajor storiii costs to be iiicluclecl in the cost-of-service, two thirds of the 
$48,200 expeiise amount has been excluded. 

M7ITNESS: Raiiie I<. Wohiiiias 





R.efer to the response to Iteiii 34 of the AG's First Request, which states that AMI is not iiicluded 
in its proposal. State diether I<.eiitucky Power curveiitly has the ability to remotely discoiiiiect or 
recoiiiiect meters. If so, state whether it reiiiotely discoiuiects and recoiuiects custoiiiers, the 
aiiiouiit charged to custoiiiers, aiid the location of the charge in ICeiitucky Power's current or 
proposed tariff. 

RESPONSE 

The Coiiipaiiy does i iot currently have the ability to reiiiotely discoiuiect or reconnect iiieters. 

MTTNESS: Everett G Phillips 





REQUEST 

Refer to pages 2 aiicl 3 of tlie respoiise to Iteiii 53 o€ the AG‘s Fiist Request, wliicli iiicludes 
iii l‘ormtion for tlie 64 inoiiths fioiii October 2.004 tluougli Jaiiuary 20 1 0. 

a. As orNovember 2,008, Keiitucky Power’s 13-iiioiitli average retuiii 011 equity (”ROE”) 
was 10.3 8 perceiit. Deceiiiber 2008, one of 13 months in tlie respoiise in wliicli I<entuclcy 
Power hac1 a net loss, showed a iiet loss oE $1 1.5 million. The iiest largest iiet loss was 
$2, 2, iiiillioii iii September 2009, the last iiioiith of the test year. Proviclc the primary 
reasoiis €or wliy DeceiiiL7er 2008’s iiet loss was roughly equal to tlie sum 01 the iiet losses 
in all the otlier iiioiitlis iii which iiet losses were incurred. 

b. ICentucky Power’s 13 month average R.OE for tlie periods eiided October aiid Noveiiiber 
2,009 wei-e less tliaii tlie 2,.9 perceiit test year ROE. Siiice tlie Deceiiiber 2008 net loss 
dropped out, the average ROES for the periods elided Deceiiiber 2,009 aiid January 201 0 
have beeii betweeii 5.5 aiid 6.0 perceiit. Giveii these circuriistaiices, esplaiii in detail why the 
12 iiioiitlis eiided Septeiiiber 2009- should be coiisiclerecl a representative test period for use 
in this rate case. 

RESPONSE 

a. The Coiiipaiiy believes there is 110 relatioii betweeii tlie aiiiouiit of the Company’s December, 
2,008 iiet loss aiid the suiii o€ its iiet losses iii all other iiioiitlis in which iiet losses weie 
iiicLurec1. T l i ~ ,  tlie Coiiipcuiy lias 110 reason to coiiclude it is aiiylhiiig other tliaii a 
coiiicideiice that the two aiiiouiits are “roughly equal.” 

b The Coiiipaiiy filed its Application 011 Deceiiiber 29, 2009. The test year pciiorl was selected 
iii accordaiicc with the Coiiiiiiissioii’ s 1 egulatioiis aiicl tlie Coiiipaiiy’ s ability to asseiiible the 
fiiiaiicial aiid other inlormation iiecessary to file an application that coiiipoi ts with the 
Commission’s Gliiig requireiiieiits. 

In uiicertaiii ecoiioiiiic tiiiies the fiiiaiicial results of aiiy twelve-month period may vary from 
the results of twelve iiioiith periods eiided dwiiig the immediately precediiig and succeediiig 
caleiidar iiioiitlis. The Coiiipaiiy sought to account for these types of Ructrratioiis through its 
proposed test-year adjustments. With these acljust~iients, tlie Company believes the adjusted 
test year data is represeiitative aiid may be used to estaL7lisli fair, just aiid reasoiiable rates o r  
the Coiiipaiiy dwiiig tlie period the proposed rates will be in effect. 

WITNESS: Errol IC Wagiier 





Refer to the respoiise to Iteiii S of the AG‘s first data request to I<.eiit;ucky Power in Case No. 
2,009-0054S .2. The respoiise discusses the degree to which the time-of-day priciiig built into the 
tei-iiis of the proposed wind eiiergy contract provides a form of hedging for time-of-day price risk 
aiid how the wiiid purchases serve as a hedge agaiiist eiiviroiiineiital risk. Coiisideriiig the 
political considerations, policy issues, aiid coiiipaiiy-specific busiiiess decisioiis which affect the 
iiiipleiiieiitation of a possible future federal reiiewable portfolio standard or the tiiiie to acquire 
renewable eiiergy resources, explain in detail why it would iiot be appropriate for these aiid other 
rislts associated with tlie proposed wiiid eiiergy coiitract to be shared by ratepayers and 
sliareliolders in soine fasliioii. 

RESPONSE 

Many of the Coiiipaiiy’s clecisioiis to iiicur long-term coiitractual obligatioiis such as the wind 
renewable eiiergy pttrcliase agreement (“Wind REPA”) require tlie assessment of political 
coiisidemtions, policy issues, aiid coiiipiy-specific busiiiess clecisioiis. For example, the 
decisioii to eiiter iiito tlie exteiisioii of tlie Rockport power purchase agreeiimit required the 
resolutioii of equally difficult decisioiis regarding eiiviroimeiital, political aiid economic 
conditioiis in the fLitLire. Similarly, aiicl although iiivolviiig a short tiiiie period, tlre Coiiipaiiy 
must coiisider siiiiilar issues (aiid others) in decicliiig wliether to enter into a coal pi-chase 
contract, tlie leiigtli aiid other terms of the coiitract, or wlietlier to purchase coal in the spot 
market. 

The Coiiipaiiy’s Application seeks oiily to recover its iiet cost in coiinectioii with the Wind 
REPA. As is the case with its fttel costs, ICeiituclcy Power is iiot seelciiig to recover any 
Coiiipaiiy “profit” as part of tlie Wiiid REPA costs to be recovered. It thus i s  110 more 
a~ppropriate for tlie risks associated with the Wind E P A  to be shared betweeii ratepayers and 
I(.eiitucky Power than it would be sliare to the rislcs associated with, aiid to provide a profit to .the 
Coiiipaiiy in coiuiectioii with, a coal contract. 

VVBTNESS: Errol I<. Wagner 


