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Commission Staff Second Set of Data Requests 
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Kentucky Power Company 

REQUEST 

Rekr  to I<eiitucky Power's response to Staff's Initial Data Request; Item 6.3 [should be 641. 
Kentucky Power states that the IRP regulation is not explicit that cost-effective deiiiand-side 
resources be given priority status; however, priority status is implies. Explaiii whether I<eiitricky 
Power believes the IRP regulation should be revised to more explicitly state that cost-effective 
demand-side resoiirces shall be given priority status. 

RESPONSE 

Kentucky Power does not believe that such a revisioii is appropriate as it would require utilities 
co iiiipleiiieiit a iiiiiiimally cost-effective deniaiid-side project where eveii greater efficiencies caii 
be achieved by iiiipleiiieiitiiig a supply-side project. As Mr. Wagner stated 011 page 1 S, line 10 of 
his January 12, 2009 testimony iii this proceeding, KPCo believes cost-effective resources, 
whether deiiiand-side or supply-side, should compete 011 an eveii playiiig field. 

WITNESS: Errol IC Wagner 
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Kentucky Power Company 

REQIJEST 

Refer to Ikiitucky Power's response to Staffs Iiiitial Data Request, Item 65, in which ICeiitucky 
Power discusses American Electric Power Company's ("AEP") goal of liaviiig 1,000 MW of 
tleiiiaiid-reductiolIictioii resources in place by 201 2 aiid an eiiergy-reductioii goal of 2,250 G Wh 
annual iii the saiiie period. Explain how it was determined that ICeiitucky Power's share of AEP's 
deiiiaiid reductioii would be 37 MW's aiid its sliare of eiiergy reductioii would be 84 GWh? 

RESPONSE 

Both the 37MW aiid 84GWli goals are tlie prorated poi-tioiis of the larger system goals. The 
1,000MW deiiiaiid reductioii goal was prorated 011 the basis of the average of the following three 
bases: iiiaxiiiiwii aiuiual peak deinaiid, inaxiiiiuin suiiiiiier peak deinaiid, aiid aiiiiiial eiiergy 
consumption. Tlie eiiergy goal, developed subsequent to tlie deinaiid goal, is siiiiply the prorated 
sliare of aiiiiual consumption. 

It should be eiiipliasized that attaiiiiiieiit of tlie goals is coiitiiigeiit upoii tlie prospective programs 
ineetiiig cost-effectiveness criteria aiid Coiiiiiiissioii approval. 

WITNESS: Errol I< Wagiier 
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Kentucky Power Company 

REQUEST 

Refer to Kentucky Power’s respoiise to Staffs Initial Data Request, Item 66. Kentucky Power 
lists its DSM programs aiid provides the aixiual ltWh saved by each program. 

a. Are there additioiial DSM programs in place for other AEP subsidiary coiiipaiiies tliat 
l<entuclty Power may consider? 

17. If the aiiswer to (a) above is yes, identify aiid explain each program. Include in tlie response 
whether obstructions or problems exist in Keiituclty tliat iiialte Kentuclty Power liesitaiit to 
institute the prograins in Keiitucky. 

RESPONSE 

a. Yes. 

17. In addition to those Eiiergy Efficiency (EE) and Deinaiid Side Management (DSM) program 
cited in I<eiituclty Power Conipany’s respoiise to Staffs Initial Data Request, AEP’s other 
subsidiary Operating Companies currently manage or will soon be iinpleineiitiiig several other 
EE/DSM prograiiis across AEP’s mnlti-state territory. They iiiclude: 

0 Commercial Solutions - Targets commercial customers other than local goveriiiiieiit 
eiitities aiid public schools that do not have the in-house capacity or expertise to: 1) ideiitify, 
evaluate, and undertake efficiency improvements; 2) properly evaluate EE proposals lioiii 
vendors; and/or 3) uiiderstand how to leverage their eiiergy savings to finance projects. 
1 iiceiitives are paid to targeted custoiiiers for certain eligible EE measures iiistalled in iiew or 
retrofit applications which result in verifiable deinaiid and energy savings. (Southwesterii 
Electric Power -Texas, AEP Texas Central, AEP Texas North) 

Q Eiiergy Efficiency for Not-for-Profit Agencies Standard Offer - Targets commercial Not- 
for-Profit (NFP) organizations tliat provide various services to Hard-to-Reach (HTR) customers. 
Iiiceiitives are paid to participating orgaiiizatioiis for certain eligible EE iinprovemeiits made to 
their adniinistratioii facilities, wliicli result in verified deiiiaiid and eiiergy savings. The 
iiiiproveiiieiits reduce operating costs by malting the facilities more eiiergy efficient and result in 
greater resources being made available to HTR clients. Request for Proposals are submitted by 
NFP organizations and evaluated on a first-come, first-served basis until tlie aiiiiual program 
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budget is fd ly  reserved. (Southwestem Electric Power -Texas, AEP Texas Central, AEP Texas 
North) 

e Eiiergy Efficieiicy for Cities - Provides assistaiice aiid fiiiaiicial iiiceiitives to incorporated 
city and local goveriiiiieiits for iiistallatioii of iiew or replaceiiieiit light-eiiiittiiig diode (LED) 
iiieasures for traffic signals, crosswalk signals aiid buildiiig exit liglitiiig. Iiiceiitives are paid 
based 011 deeiiied saviiigs (ix., engineering-based calculations) from tlie iiistalled eiiergy 
efficiency measures. Iiiceiitives are paid directly to custoiiiers after tlie project is coiiipleted and 
verified. (Public Service Olclalioiiia) 

0 Load Maiiageiiieiit Standard Offer - Targets large coiiiinercial/iiidustrial custoiiiers which 
~neet  or exceed a specified deinaiid (1tW) threshold and have aii Interval Data Recorder (IDR) 
meter. Iiiceiitives are paid based 011 verified deiiiaiid saviiigs for iiietered deiiiaiid (ItW) reductioii 
of participatiiig custoiiiers who have ideiitified iiiterruptible load that caii be curtailed oii sliort 
notice. Iiiceiitives are paid directly to coiitractors or custoiiiers. (Soutliwesterii Electric Power - 
Texas and Arltaiisas, AEP Texas Central, AEP Texas North) 

e Higher Educatioii Loan Eiiergy Audit - The Olclalioiiia Departineiit of Commerce 
adiiiinisters the prograin to provide fiiiaiicial assistaiice to eligible institutions of liiglier 
education in plaiiiiiiig, design, developineiit and iiiipleineiitatioii of eiiergy efficiency measures in 
buildings, facilities, aiid related complexes. The Eiiergy Audit coinpoiieiit provides for utility- 
grade professioiial eiiergy audits to eiiable those liiglier education iiistitutioiis to ideiitify aiid 
prioritize areas of greatest need for eiiergy efficieiicy iiiiproveliieiits aiid enable participatioii. 
Iiiceiitives are offered to offset the cost of the eiiergy audit, provided that action is talten by the 
custoiiier to iiiipleiiieiit cost effective eiiergy efficieiicy iiieasures as a result. The program is 
evaluated to deteriniiie tlie prograin impacts, including eiiergy saviiigs (1tWli) aiid deiiiaiid 
redtiction (ItW), aiid prograiii value to custoiiiers. (Public Service Oltlalioiiia) 

e 

respectively, to provide iiiceiitives for iiistallation of qualifyiiig iiieasiires iii iiew or retrotit 
applicatioiis. Iiiceiitives are paid to participatiiig custoiiiers for eligible iiieasiires whicli resiilt iii 
veriiiable deiiiaiid aiid eiiergy savings. The prograiii facilitates the ideiitificatioii of poteiitial 
deiiiaiid aiid eiiergy saviiigs opportunities, geiieral operating characteristics, loiig range eiiergy 
efficieiicy plaiiiiiiig, aiid overall measure aiid prograin acceptaiice by tlie targeted custoiiier 
participants. (Soutliwesterii Electric Power -Texas, AEP Texas Central, AEP Texas North) 

CitySiiiart & Scliools Coiiserviiig Resources - Targets public scliool districts aiid cities, 

e C&I Prescriptive Lighting - Provides fiiiaiicial iiiceiitives to all coiiiiiiercial aiid industrial 
custoiiiers for iiistallatioii of qualifyiiig iiew liigli efficieiicy lighting systeiiis in a noli-residential 
facility in eitlier a iiew coiistructioii or retrofit application. Prescriptive prograins work through 
existing marlcet chaiuiels to affect iiistallatioii of targeted tecluiologies. Iiiceiitives are paid based 
011 prescribed eiiergy savings associated with iiistalled eiiergy efficiency measures. (To be 
iiiipleiiiented in AEP Ohio 2nd quarter 2009) 
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0 Coiiiiiiercial and/or Industrial Standard Offer - Provides monetary iiiceiitives for a variety 
of qualifying retrofit ineasiires including, but not limited to, tlie iiistallatioii of chillers, motors, 
heating/veiitilatioii/air coiiditioiiing, lighting, aiid window tiiiting/sliading. Incentives are paid 
based 011 verified energy (1tWli) and demand (1tW) savings resulting from tlie installed energy 
cl’ficiency nieasures. Facilities iiiust have a iiiaxiiiiuiii deiiiaiid of at least 100 kW. lnceiitives 
are paid directly to contractors, but larger custoiiiers may participate as a contractor in the 
program. (Public Service Oltlalioiiia, Southwestern Electric Power -Texas and Arkansas, AEP 
Texas Central, AEP Texas North. AEP-Ohio proposes a similar program called tlie C2&I Custoiii 
Progralll) 

0 Eiiergy Star@ Appliances - Provides financial iiiceiitives for the purchase of qualifying 
new appliances with an Energy Star@ rating that reduce customer energy costs and usage for 
residential and small coiiiiriercial customers (less than 100 1tW demand), such as heat pumps, 
central air conditioners, and room air conditioners. Tlie program targets tlie existing retroiit 
marltet only. Incentives are paid directly to customers as induceiiieiits to purchase higher 
el’ficiency air coiiditioiiers aiid heat pumps. Program iiiipacts for deiiiaiid and energy saviiigs will 
be determined by deemed savings. (Public Service Oltlalioma, Soidliwesterii Electric Power- 
Arkansas) 

0 Eiiergy Star@ New Homes - Targets primarily lioinebuilders aiid coiiswiiers. Iiiceiitives 
are paid to homebuilders wlio construct Energy Star@-qualified homes aiid to indepeiident home 
energy raters wlio verify that energy efficiency features are install in tlie homes. New Iiomes 
m i s t  meet Energy Star@ New Home standards, which require lioines be at least 15% inore 
energy efficient than lioiiies built to 2004 Interiiatioiial Residential Code, and must iiieet IJS EPA 
guidelines. (Public Service Oltlalioma, AEP Texas Central) 

0 Hard-to-Reach Standard Offer Program - Targets resideiitial customers with household 
iiiconies at or below 200% of federal poverty guideliiies. Iiiceiitives are paid to participating 
contractors for verifiable deiiiaiid and energy savings generated by iiistalliiig qualilying iiieasures 
in retrofit applications. Incentives are higher for work performed in historically under-served 
counties to encourage activity in tliese areas. Deeined savings values are accepted as measured 
aiid verified savings for subiiiitted projects. (Southwestern Electric Power -Texas, AEP Texas 
Central, AEP Texas North) 

0 Residential Staiidard Offer - Prograin targets residential customers. Program iiiceiitives 
are higher for work performed in historically uiider-served counties to eiicourage activity in these 
areas. Iiiceiitives are paid to contractors for eligible measures installed in retrofit applications, 
which result in verified demand aiid energy savings. Deeiiied savings values are accepted as 
measured and verified savings for submitted projects. (Southwestern Electric Power -Texas, AEP 
‘Texas Central, AEP Texas North) 
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0 Appliance Recycliiig - Provides for tlie piclt-up and disposal of second, iiieFficieiit, 
worlcing reliigerators and freezers for residential and commercial customers. Appliance must be 
used 011 a fLill-time basis as a secoiidary unit. Primary units that have been recently replaced are 
not eligible. In addition to free piclc-Lip and recycling, tlie customer may receive an incentive 
check. (Southwestem Electric Power -Texas, AEP Texas Central, AEP Texas North. and to be 
implemented in AEP-Ohio second quarter 2009) 

e Energy Efficient Products - Targets resideiitial customers for energy efficient products, 
initially CFL’s, with possible expansion to otlier products such as appliances, HVAC, and 
tloiiiestic hot water heaters. Point of purchase iiiarlcdowii is utilized to reiiiiburse select retailers 
[or discountiiig tlie cost of tlie CFL’s duriiig limited term promotions. (To be iiiipleiiieiited iii 
AEP Ohio 2nd quarter 2009) 

Regarding llie existence of obstructioiis or problems that could create hesitancy to instituting 
additional programs in I<eiituclcy, tlie Company has not yet assessed tlie demand and energy 
savings potential for these additional programs in the Conipany’ s service area. Moreover, a 
Coiiiiiiercial DSM subgroup would iieed to be re-established working with the existing 
Residential DSM Collaborative, to evaluate aiid approve potential iiew DSM programs. 

‘The DSM Collaborative will begin the process of selecting a new coiiiinercial s~ibgro~ip later this 
year. IJpoii approval of tlie iiew members, the Collaborative will assess tlie programs li-oiii otlier 
AEP jurisdictions for possible iinpleiiieiitatioii in Kentucky Power’s service territory. The 
Company’s goal, worlcing iii conjunction with tlie DSM Collaborative, is to design aiid obtain 
Conimission approval to implement a Coiiiiiiercial Audit / Iiiceiitive Program and potentially 
other coiiiiiiercial programs as deemed appropriate. 

In addition, tlie Company is worltiiig with the DSM Collaborative to seek Commission approval 
to iiiipleiiieiit a iiew residential HVAC Tlxiie-up Program and a residential Energy Star Appliance 
Program within tlie next six niontlis. 

WITNESS: Errol I< Wagner 
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Kentucky Power Company 

REQUEST 

Refer to tlie response to Staffs Iiiitial Data Request, Item 67, regarding tlie relationship of 
Kentucky's certificate statute aiid Eiiergy Iiidepeiideiice aiid Security Act ("EISAI') 2007, Section 
532(a)( 16)(b). Describe any actioiis Kentucky Power believes the Coiiiiiiissioii caii t a l e  that will 
result in the kderal standard yieldiiig to tlie requirement of state law. 

RESPONSE 

The Coiiiiiiissioii lacks tlie autliority uiider state law to "amend, alter, enlarge or liiiiit tlie terms 
ol' [a] legislative enactment," Caniera Center v. Revenzie Cabinet, 34 S.W.3d 39, 41 (Icy. 2000). 
Such a legislative eiiactineiit would include KRS 278.020. As a result, tlie Commission may 
adopt the Section 532(a)( 16)(B) of the Eiiergy Iiidepeiideiice aiid Security Act of 2007 staiidard 
oiily to the extent it does not coiiflict with ICRS 278.020 (wliicli it does as explaiiied in the 
Company's respoiise to Staffs Data Request, Item 67), or alternatively, may adopt tlie federal 
standard but only upoii tlie coiiditioii tliat tlie federal standard yield to the requireiiieiits of state 
law in tlie case of a conflict. Iiistaiices of coiiflict between tlie federal aiid state standard, aiid 
tlius wliere tlie federal standard would have to yield to ICentuclcy law, would iiiclride when 
iiialtiiig cost-effective eiiergy effcieiicy a priority resource results in wasteful duplicatioii, aiid 
where tliere is no need otlierwise for the facility. 

By way of further explanation, tliere is iiotliiiig in Seclioii 532(a)( 16)(B) that prevents tlie 
Coiiiiiiissioii from adoptiiig tlie federal standard on the condition that tlie federal standard must 
yield in the case of a coiiflict with state law. First, tlie standard established by Section 
532(a)( 16)(B) of tlie Eiiergy Iiidepeiideiice aiid Security Act of 2007 does iiot purport to preempt 
state law. Ratlier, 16 U.S.C. 4 2621(a) requires the Coinmission only to "coiisider each staiidard 
established by subsection (d) [wliicli would include tlie standards created by Section 
532(a)( 16)(B)] aiid inalte a determination coiiceriiing whetlier or not it is appropriate to 
iiiipleiiieiil such standard to carry out tlie purposes o f .  .. [16 lJ.S.C. 
iinportantly, 16 1J.S.C. 5 262 l(a) ftirtlier provides tliat tlie Conimissioii iiiay reject tlie federal 
staiidard to the extent it coiiflicts with state law: 

2601 e/ seq.] More 

Nothing in this subsection prohibits any State regulatory authority . I I from 
iiialtiiig aiiy deteriniiiatioii tliat it is iiot appropriate to iiiipleiiieiit aiiy such 
standard, pursuaiit to its authority uiider otlierwise applicable State law. 

Thus, federal law permits the Commission to do tliat what state law requires. 
WITNESS: Errol I< Wagner 
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Kentucky Power Company 

REQUEST 

R e k r  to ICentucky Power's response to Staffs Initial Data Request, Item 68. Explain whether 
ICeiitucky Power believes that increased custoiner charges would promote eiiergy efficiency. 
Iiiclude in tlie explanation whether ICeiitucky Power intends to move its customer charges toward 
a rate that more accurately reflects full cost-of-service in future rate proceedings. 

RESPONSE 

ICeiitucky Power intends to coiitiiiue its efforts to iiiove its customer charges toward full cost-of- 
service in fiiture rate proceedings. To tlie exteiit that customer-related costs are collected 
through mage charges, custoiiiers receive a price signal that inappropriately overstates tlie value 
of eiiergy efficiency. Iiicreased custoiiier charges tliat reflect full cost-of-service neither promote 
nor inhibit energy efficiency. 

WITNESS: Errol K Wagner 
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Kentuclw Power Company 

REQUEST 

Refer to the response to Staff's Initial Data Request, Item 71, regarding subsidies aiiioiig 
ICeiitucky Power's custoiiier classes. Describe the cost-of-service iiietliodology used by ICeiitucky 
Power in its last rate case. 

RESPONSE 

ICentucky Power utilized aii average eiiibedded class cost-of-service study in its most recent rate 
case (Case No. 200500341). In such studies, the Company's costs are assigned to the different 
custoiiier classes in a maimer that reflects the costs of providing utility service to the classes. A 
three-step process is followed to assign costs to the custoiiier classes: fhctionalizatioii of costs, 
classification of costs, aiid filially, allocation of costs, as sliowii in Figure 1 below: 



Figure 1: 
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Cost Allocation Example  

c 0 sts i--1 
Functionalization 

Adrn instrative P roduc t ion Transmission Distribution Cust  Service a General  

c 
Classification I 

Number  of Customers Energy (kWh) Capacity ( kW)  

c 
I Assignment to Classes I 
c c 

I Allocation I I Direct Assign I 

Customer Classes 
\ 

I 
Residential Corn rnercial industrial Other 

For a iiiore detailed explanation, the Direct Testimony of Larry C. Foust in Case No. 200.5-00.341 
is attached. 

WITNESS: Errol K Wagner 
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DIRECT TESTIMONY OF 
LARRY C. FOUST, ON BEHXLF OF 
KENTUCKY POWER COMPANY 

BEFORE TT3E PUBLIC SERVICE COMMISSION OF KENTIJCKY 

Introduction 

Please state your name, business address, and position. 

My name is Larry C. !?oust. My business address is 1 Riverside Plaza, Columbus, 

Ohio 43215. 1 currently hold the position of Regulatory SpeciaIist in the 

Regulated Pricing and AnaIysis department for the American Electric Power 

Service Corporation (AEPSC), a subsidiary of American Electric Power 

Company, Inc. (AEP). 

Background 

Please summarize your educational background and employment history. 

I received my Bachelor of Science in Business Administration in 1977 from The 

Ohio State University, majoring in Accounting. I m a Certified Public 

12 

13 

14 

Accountant (Inactive). Zn 1977 I began my career as a Budget Analyst in the 

Generation Department of the Columbus and Southern Ohio Electric Company. 

In 1979 I became an Accountant in the Special Studies section of the Accounting 

15 

16 

17 

18 

Department. After the Columbus and Southern Ohio Electric Company was 

acquired by AEP, I transferred to AEPSC in 1982 as a Rate Case Coordinator. In 

1999 I became part of AEPSC's Customer Choice Implementation organization. 

In 2001 I became an Issues Manager in the Energy Delivery organization and in 

19 

20 Q. 

21 

2004 I accepted my current position. 

What are your principal areas of responsibility as a Regulatory Specialist in the 

Regulated Pricing and Analysis Department? 
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1 A. 

2 

3 

4 

5 

6 

7 

9 A. 

10 

11 Q. 

12 A. 

13 

14 

15 

16 

17 

18 Q. 

19 A. 

21 

23 

My responsibilities are to perform pricing and costing services for rate cases, 

regulatory filings and rulemakings, as well as provide pricing and costing services 

to Kentucky Power Company (KPCo) and other AEP electric utility operating 

companies in the areas of regulatory analysis, cost of service studies and rate 

design. I also assist KpCo and other AEP electric utility operating companies in 

the preparation of filings before this and other commissions under whose 

jurisdiction these companies provide electric service. 

For whom are you testifying in this proceeding? 

I am testifying on behalf of Kentucky Power Company, which I will refer to 

throughout my testimony either as KPCo, or as “the Company”. 

What is the purpose of your testimony? 

The purpose of my testimony is to support the Company’s cIass cost of service 

study. A class cost of service study is an analysis of all of the Company’s costs at 

a very detailed level for purposes of assigning these costs to the various customer 

classes. The class cost of service study is attached to my testimony as Exhibit 

LCF-I. 

Class Cost of Service Study 

Briefly describe the nature and purpose of a cost of service study. 

Cost studies are utilized to determine the revenue requirement for the services 

offered by the utility, and to determine the costs that different classes of 

customers impose on the utility system. A cost of service study is a basic 

analytical tool used in traditional utility rate design. When the process of 

preparing a cost of service study is completed and all of the costs are allocated to 
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3 

4 Q. 
5 A. 

6 

7 

8 

9 

10 

11 

12 

13 Q. 

14 

15 A. 

16 

17 

18 

19 Q- 
20 A. 

21 

22 

23 

the various jurisdictions and customer classes, the result is a fully allocated cost 

study that establishes cost responsibility and makes it possible to determine rates 

based on costs that are just and reasonable. 

What is the source of the data to be used in a cost of service study? 

Cost of service studies rely on historic or projected accounting records of the 

utility company. The Company follows the Uniform System of Accounts 

(USOA) as prescribed by FERC and adopted by this Commission. The USOA 

sets the ,gidelines for recording assets, liabilities, income and expenses into 

various accounts. The costs recorded in each FERC account are examined to 

verify compliance with these guidelines and are typically adjusted to reflect the 

applicable regulatory commission's policies and for known and measurable 

changes to the test year level of expenditures. 

After the costs recorded in FERC accounts are examined and adjusted where 

appropriate, how is this information used? 

This accounting cost information is assigned to the different customer classes in a 

way that reflects the costs of providing utility service to the classes. A three-step 

process is followed to assign costs to the customer classes: functionalization of 

costs, classification of costs, and finally, allocation of costs. 

Please describe the functiondization process. 

Once the relevant data is gathered, the costs are then separated by function. 

Typically, functions in an electric utility are: 

1) 

2) Transmission costs, 

Production and Purchased Power costs, 
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3 
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8 
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11 

12 

13 

14 

15 

16 Q. 

17 A. 

18 

19 

20 

21 

22 

23 

3) Distribution costs, 

4) Customer Service costs, and 

5 )  

The production h c t i o n  includes the costs associated with power 

Administrative and General (A&G) costs. 

generation and power purchases and their delivery to the bulk transmission 

system. The transmission function consists of costs associated with the high 

voltage system utilized for the bulk transmission of power to and firom 

interconnected utilities to the load centers of the utility's system. The distribution 

function includes the radial distribution system that connects the trmsrnission 

system and the ultimate customer. The customer service function encompasses 

the casts associated with providing meter reading, billing and collection, and 

customer information and services. The A&G Tunction is comprised of costs that 

may not be directly assignable to other cost functions. These costs include such 

items as management costs and administrative buildings. A&G costs are 

generally allocated to the remaining functions based on labor. 

Please describe the ciassification process. 

The second step is ta separate the functionalized costs into these classifications: 1) 

demand costs (costs associated with the kW demand imposed by the customer), 2) 

energy costs (costs that vary with the number of kilowatt hours used by the 

customer), and 3) customer costs (costs that are directly related to the number of 

customers served). Typical cost classifications used in cost studies are: 

Function Classification 

Production Demand, Energy 
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1 

2 

3 

4 

Transmission Demand 

Distribution Demand, Customer 

Customer Service Customer 

Production plant casts, such as depreciation and return on investment, are 

5 considered to be demand-related costs because costs of this nature are incurred 

6 regardless of the amount of energy consumed or the number of customers, Some 

7 production costs such as fuel costs and certain production operation and 

8 

9 

maintenance (O&M) expenses are energy-related because they vary with the 

quantity of electricity produced. Transmission costs are classified as demand- 

10 

11 

related costs because they are fixed costs and do not vary with energy usage and 

do not directly change with the number of customers utilizing the transmission 

12 system. Generally, the distribution system costs are affected by either the 

13 instantaneous peak demand imposed on the distribution faciIities or by the 

14 

15 

number of customers served. Demand related distribution costs typically vary 

with the size of the electrical load served, while customer related distribution 

16 costs vary based on the number of customers receiving the service. Customer 

17 service costs are primarily related to the number of customers. The classification 

18 process provides a basis on which to allocate different categories of costs 

19 (demand, energy or customer) to the Company’s classes. 

20 Q. Please describe the allocation process. 

21 A. The third and final step is to allocate these costs among the classes of customers 

22 based on how the costs are incurred for each dass. Customer classes are 

23 determined and grouped according to the nature of service provided, voltage level 
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1 

2 

3 

4 
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6 

7 

8 

9 

10 

11 

12 

13 

14 

and the load usage characteristics. 

residential, commercial, and industrial. 

depends on the individual customer base. 

The three principal customer classes are 

The need to subdivide these classes 

The allocation process involves dividing the functiordized and classified 

costs among the customer classes. The objective in this process is to determine a 

reasonable, appropriate, and understandable method to assign the costs. Some 

costs are directly assignable to a single class, or even a single customer. For 

instance, the costs associated with the poles and Iuminaries used for street lighting 

are directly assigned to the street lighting class. Must costs, however, are 

attributable to more than one type of customer. These are joint costs and must be 

allocated to customers by an allocation methodology that is based on the manner 

in which the costs are caused by the different customers. The following flowchart 

provides an overview of how the allocation of costs to customer classes is 

detennined. 
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F i g u r e  1: 

1 

2 

3 

4 

5 

6 

7 

8 

9 

IO 

Cost Allocation E x a m p l e  

F u nctiona l i za  t io n 

Adm instrative 
Product ion Transm iss ion Distr ibution Cust S e n i c e  8, Genera, 

- I C l a s s i f i c a t i o n  I 
N u m b e r  of Cus tomers  Energy  (kWh) Capacity (kW) 

t 
Assignment to C l a s s e s  ! I 

1 D i r e c t  Assign 

\ 
t 

I A Ilo ca tio n I 
/ \a k" 

1 Customer C l a s s e s  I 
Resldent ia l  Com rnercial tndus trial O the r  

In the example, costs are functionalized into production, transmission, 

distribution, etc. Some of these costs can be directly assigned to a customer class 

as mentioned previousity. The remaining joint costs are incurred based on the 

number of customers, the energy used, or by the capacity demanded. In many 

instances, the cIassification process will lead to an allocation methodology. For 

example, the cost of billing customers varies with the number of customers as 

well as the complexity af preparing the customer's bill, so those costs associated 

with billing are allocated to the jurisdictions based on a weighted number of 

customers. A weighted number of customers allocation factor i s  developed by 
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4 

5 

6 

7 

8 

9 

10 Q. 

I1 

12 A. 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 Q. 

multiplying the number of customers in each class or jurisdiction by a factor 

representing the difference in cost associated with providing that senrice to 

different types of customers. Similarly, the cost of fuel varies by the number of 

kilowatt hours consumed and therefore is allocated based on the proportion of 

total energy used by a customer class. 

When this process is completed and all of the costs are allocated to the 

jurisdictions and customer classes, the result is a fully allocated cost study that 

establishes cost responsibility and makes it possible to determine rates based on 

costs that are just and reasonable. 

What criteria must be established to ensure that the allocation of costs to the 

customers is appropriate? 

Generally, the following criteria should be used to determine the appropriateness 

of an allocation methodology: 

1) The method should reflect the planning and operating 

characteristics of the utility's system. 

The method should recognize customer class characteristics such 

as energy usage, peak demand on the system, divershy 

characteristics, number of customers, etc. 

The method should produce stable results on a year-to-year basis. 

Customers who benefit from the use of the system should also bear 

appropriate cost responsibility for the system. 

2) 

3) 

4) 

Does the allocation method employed by the Company meet these objectives? 
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A. 

Q. 

A. 

Q. 

A. 

Yes, it does. The allocation methodology utilized in the Company’s cost of 

service study was chosen while considering each of the criteria listed above. The 

results of the cost of service study can be relied upon to determine the appropriate 

revenue requirement for the KPCo customer classes. 

How does this cost of service study compare to the cost of service study filed by 

the Company in its previous rate case? 

This cost of service study is substantially the same as the Company’s cost of 

service study filed in the previous rate case. The functionalization and 

classification of costs are the same but a few small accounts were allocated on a 

slightly different basis using more current infannation. 

Allocation Basis 

Please describe the allocation of Electric Plant in Service. 

Electric Plant in Service is identified and hctionalized into production, 

transmission, distribution and general plant. Production plant is classified as 

demand related and is allocated using the production demand allocation factor. 

The production demand allocation factor assigns costs based on the class 

contribution to the average of KPCo’s 12 monthly peaks on the production 

facilities. Generator step-up transformers are included in transmission plant, but I 

have separately identified them and allocated them using the production demand 

allocation factor since they are more related to the production function. The 

remaining transmission plant is classified as demand related and is allocated using 

the transmission demand allocation factor. The transmission demand allocation 

factor assigns costs based on the class Contribution to the average of KPCo’s 12 
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8 
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10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

monthly peaks on the transmission facilities. Distribution plant is classified as 

demandcustomer related and allocated to the customer classes using factors based 

on demand levels or number of customers. Distribution plant accounts 360 

through 368, as shown on Exhibit LCF-I, were classified solely as demand- 

related for class allocation purposes. Accounts 360, 361 and 362 were allocated 

to the distribution customer classes based on their contributions to the average of 

KPCo’s 12 monthly peak demands on the primary distribution system. 

Accounts 364 through. 367 were split into pnlmary and secondary voltage 

hc t ions  based upon infomation contained in the Company’s records and the 

expertise of the Company’s distribution engineers. The primary portions of 

accounts 364 through 367 were allocated using the average of 12 monthly peak 

demands on the distribution system. The secondary component of accounts 364 

through 367 were allocated based on a combination of each class’s 12-month 

maximum demand and the summation of individual customers’ annual maximum 

demands in each class served from those facilities. This process reflects the fact 

that some secondary facilities serve only one customer, while others serve two or 

more customers. 

Account 368 was allocated to the customer classes served from those 

facilities using the appropriate secondary voltage demand allocation factors 

described above. 

Services, account 369, was classified as customer-related and was 

alIocated using the average number of secondary customers served. 
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1 Meter plant was allocated using the average number of customers 

2 

3 

4 

weighted by a factor which considers the cost differential of various metering 

installations. Account 371 was directly assigned to the outdoor lighting class and 

account 373 was directly assigned to the street lighting class. Classification of 

5 

6 

distribution plant into demand and customer components is accomplished through 

a study of the components of distribution plant. General and intangible plant and 

7 

8 

investment reflects a composite demand, energy and customer classification. 

General and intangible plant investment is allocated on the basis of payroll labor. 

9 Q. Please describe the allocation of Accumulated Provision for Depreciation and 

10 Amortization. 

11 A. Accumulated Provision for Depreciation and Amortization was hctiondized and 

12 classified in a fashion similar to Electric Plant in Service. Production, 

13 transmission, distribution and general and intangible related amounts were 

14 allocated based upon the allocation of the related Electric Plant in Service. 

IS Q. Please describe the allocation of other rate base components. 

16 A. Working Capital was divided into cash, material and supplies and prepayments. 

17 Cash working capital is made up of system sales revenue, split between demand 

18 

19 

and energy and O&M expense net of system sales. Demand related system sales 

were allocated based upon the production demand allocation factor. Energy 

20 

21 

related system sales were allocated based upon the energy allocation factor and 

the O&M expense net of system sales was allocated based upon the allocation of 

22 total O&M expense. The energy allocation factor allocates costs based on the 

23 class energy used during the period compared to the total energy used by all 
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20 

21 Q. 
22 A. 

23 

classes. Materials and supplies were split between fuel stock, production and 

transmission and distribution. Fuel stock was allocated using the energy allocation 

factor. Production related material and supplies were allocated using the 

production demand dlocation factor and the transmission and distribution related 

materials and supplies were allocated using the allocation of transmission and 

distribution electric plant in service. Prepayments were allocated using factors 

developed from gross plant relationships. Plant Held for Future Use is 

transmission related and dlocated using transmission electric plant in service. 

Construction Work in Progress was fimctionalized and allocated using appropriate 

related factors. Customer Deposits were assigned based on an analysis of 

accounting records. Accumulated Deferred Federal Income Tax Credits were 

allocated on electric plant in service and customer advances were allocat.ed based 

on the number of customers. 

How were revenues developed for each class? 

Sales revenue was directIy assigned to each class. 

Forfeited discounts were directly assigned based on an analysis of 

accounting records. Miscellaneous service revenue was allocated on distribution 

electric plant in service 

Rent from electric property and other electric revenue was hctionalized 

and atlocated to classes based on related functional allocators. 

Please describe the dlocation of production operation and maintenance expense. 

Production related O&M was classified as either demand or energy related. The 

demand component was allocated using the production demand allocation factor 
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22 

and the energy component was allocated using the energy allocation factor. 

Demand-related system sales revenue was allocated based on the production demand 

allocation factor. Energy-related system sales revenue was allocated on the energy 

allocation factor. 

Please describe the aIlocation of transmission O&M. 

Transmission related O&M was classified as demand related and allocated rising 

the transmission demand allocation factor. 

Please describe the allocation of distribution O&M between the various customer 

classes. 

Distribution O&M expenses were functionalized and classified according to the 

associated distribution plant accounts and allocated accordingly. Accounts 5 8 1, 

Load Dispatching and 582, Station Expenses were allocated using the distribution 

demand dIocation factor. Account 583 Overhead Line Expense was allocated 

based upon the same allocation used for plant account 365 Overhead Lines. 

Account 584 Underground Line Expense was allocated based upon the same 

allocation used for plant accounts 366 Underground Conduit and 367 

TJnderground Lines. Account 585, Street Lighting Operation Expense, was 

classified as customer-related and directly assigned to the street lighting class. 

Meter Operation Expense, account 586, was classified customer-related and 

allocated in the same manner as meter plant. Account 587, Customer Installation 

Expense was classified customer-related and allocated based on primary 

customers . 
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Accounts 588 and 589 were allocated on total disttibtition plant and 

classified accordingly. Account 5 80 was classified demand- and customer-related 

and allocated using the allocated subtotal of accounts 581 through 589. 

Account 591 and 592 were classified demand-related and allocated on the 

distribution demand allocation factor. Accounts 593, 594, and 595 were 

functionalized and classified according to the associated distribution plant 

accounts and allocated accordingly. Distribution maintenance account 596 was 

directly assigned to the street lighting class. Account 597 was classified 

customer-related and allocated in the same manner as meter plant. Account 598 

was classified customer-related and directly assigned to the outdoor lighting class. 

Account 590 was classified and allocated based on the s m  of the allocated O&M 

expense accounts 591 through 598. 

Q. Can you explain how customer accounting (accounts 901-905), customer services 

(accounts 907-9 IO) and sales expense (accounts 9 1 1-9 1 6) were allocated? 

A. Account 902, Meter Reading Expense, was allocated to those classes with meter 

installations based upon an average number of customers weighted to reflect 

differences in meter reading requirements. Customer Records Expense, account 

903, was divided into two categories of cost; call center and other. Call center 

costs were frrst split into residential and other based on the number of calls 

received and then other call center expenses were allocated based on the number 

of customers. The other category of expenses was allocated based on the number 

of customers. Account 904, Uncollectibles, was allocated based on the number of 

customers. Accounts 901 and 905 were allocated based on the sum of the 
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13 Q. 

14 A. 
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22 

allocated accounts 902, 903 and 904. All customer accounting expenses were 

classified as customer-related. 

Accounts 907 through 916 were allocated based on the number of 

customers. 

Please describe the docation of administrative and general (A&G) expense. 

A&G expense, excluding regulatory expense, was functionalized and classified 

using O&M labor expense. The functionalizedclassified cost was then allocated 

using the appropriate functional classification allocator. A&G regulatory expense 

was dlocated based on gross utility plant. 

Please describe the allocation of depreciation and amortization expense. 

The functionalized components of depreciation and arnortization expense were 

allocated using the corresponding plant items. 

How were taxes assigned to the retail classes? 

Individual other tax items were allocated and classified using the appropriate 

demand or plant allocator. 

Interest expense was allocated on rate base and individual Schedule M 

items were allocated using the appropriate allocators. State and current Federal 

income taxes were computed by class. Feedback of prior Investment Tax Credit 

Normalized was alIocated based on g o s s  utility plant and individual Deferred 

Federd Income Tax items were allocated using the appropriate allocation factors. 

Please describe the allocation of the Allowance for Funds Used During 

Construction (AFUDC) offset. 
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CLASS 

Residential 

Small General Service 

1 A. The functiondized components of the AFUDC offset were allocated using the 

ROR 

-0.09 % 

7.69 % 

2 corresponding plant allocator. 

Medium General Service 

Large Generd Service 

3 Q. What is the resulting earned rate of return for each class shown in the class cost of 

9.86 % 

6.26 % 

4 service study? 

CommerciaI and Industrial Power - Time of Day 

Outdoor Lighting 

Street Lighting 

Municipal Waterworks 

5 A. The resulting earned rates of return are as follows: 

5.79 % 

7.63 % 

2.12 % 

9.77 % 

~~ 1 QuantityPower I 6.94 % I 

1 Total KPCo Jurisdiction I 3.31 % I 

6 Q. 

7 A. 

8 

9 Q. Does this conclude your direct testimony? 

How are these rates of return used in this proceeding? 

Witness Roush uses the earned rates of return for each class as a basis for the 

allocation of the revenue increase required for each class. 

10 A. Yes, it does. 
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Kentucky Power Company 

REQUEST 

Refer to ICentucky Power's response to Staff's Initial Data Request, Item 76. Provide a copy of 
oiie of tlie 3 7 letters sent to eligible customers coiiceriiiiig tlie experirrieiital tariff RTP. 

RESPONSE 

Attached is a copy of a letter sent to the eligible customers coiiceriiiiig tlie experinieiital tariff 
RTP. The customer's name aiid address lias been omitted. Upon further reviewiiig h e  
inforination to respond to this data request, it was discovered that in fact 47 custoiiiers received a 
copy of tlie attached letter iiot 37 custoiners as origiiially reported. 

WITNESS: Errol I< Wagiier 



A unit of American Elecfric Power 

KPSC CASE NO. 2008-00408 
STAFF 2 N D  SET DATA REQUESTS 
ORDER DATED APRIL 13, 2009 
ITEM NO. 29 
PAGE 2 OF 2 

April 11, 2008 

ACCOUNT NAME 
ADDRESS 
ADDRESS 
CITY, STATE, Z P  
Attn: CTJSTOMER CONTACT 

RE: Account Number ELECTRIC ACCOUNT 

Real Time Pricing Tariff 
Kentucky Power Company 

Dear CUSTOMER CONTACT, 

Kentucky Power Company recently applied and received approval to offer an experimental Real Time Pricing 
(RTP) tariff. This rate, which is scheduled to become effective June 1,2008, will be offered on an experimental 
basis over a three-year period. The tariff provides a unique opportunity for qualifying customers to designate a 
portion of electric load that would be billed with rates established through the PJM Interconnection, L.L.C. 
regional market. Your decision to participate will most likely depend on your electric load and operating 
characteristics as well as your ability to properly respond to the real-time energy market. 

We have identified your electric account(s) utilizing the Quantity Power (QP) or Commercial Industrial Power 
Time of Day (CP-TOD) tariff(s), as potentially qualifying for the RTP rate. The RTP experimental tariff is 
limited to a maximum of 10 Kentucky Power customers having a peak electric demand equal to or greater than 1 
MW. Other requirements are listed in the Tariff RTP schedule included with this letter. 

Please let me know if you have an interest in learning more about the new RTP Tariff. Depending on available 
meter data, I might be able to assist with a detailed rate analysis using operating information which you supply. 

Annual customer participation will coincide with the PJM planning year beginning June lst through May 3 1 St"  

Yearly notification of the Company is required by May 15& to request participation with this new tariff rate. 

Please contact me at (xxx) XXX-XXXX) or at e-mail X T ; ~  , should you have any questions or comments. 

Sincerely 

E. J. Clayton 
Customer Service Engineer 

Enclosures: RTP Tariff Sheets (30-1 through 30-4) 
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Kentucky Power Company 

REQIJEST 

Refer to I<entuclty Power's response to Staffs Initial Data Request, Item 77. Kentucky Power 
states that it lias not perforined aiiy forinal in-depth studies to quantify tlie feasibility of its 
COGEN/SPP I and COGEN/SPP I1 tariffs. Explain wlietlier I<entuclty Power has coiitacted 
potential participants coiiceriiiiig the tariffs. If ICentucky Power has not contacted potential 
participaiits, explain why it lias not. 

RESPONSE 

ICPCo's COGEN/SPP I aid COGEN/SPP I1 Tariffs have been in effect since the Coiiiinission's 
.Iuiie 28,1984 Order in Case No. 8566. The Coiiipaiiy has liad contact and/or discussioiis with 
custoiiiers about taltiiig service uiider these two tariffs. As of April 24, 2009, no custoiiier lias 
elected to tale service uiider these tariffs. 

WITNESS: Errol I< Wagner 
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Kentucky Power Carnpany 

REQTJEST 

Refer to ICentucky Power’s respoiise to Staffs Initial Data Request, Itein 79. Explain whether 
any AEP DSM programs incorporate sinart grid tecliiiology or gridSMART. If other AEP 
subsidiary coiiipaiiies incorporate these tecliiiologies, identify tlie coiiipaiiies and explaiii the 
technologies employed. Include in tlie explaiiatioii tlie coiiditions existing in Kentucky tliat 
discourage employing such technologies. 

RESPONSE 

AEP’s Iiidiaiia Michigan Power subsidiary receiitly deployed a 10,000 meter gridSMART pilot 
in Soutli Rend, Indiana, and will use tlie deployiiieiit as tlie fouiidatioii for deiiiaiid response 
prograins with coiisuiiiiers. Usiiig RF meshing teclmologies aiid smai-t meters that can 
coiiiiiiuiiicate with in-home devices, Iiidiaiia Michigan Power iiiteiids to deploy demand respoiise 
through programmable communicating tlierinostats iii Julie 2009. This is tlie first deployiiieiit of 
m a r t  meters witliiii AEP. The AEP Ohio subsidiary receiitly received regulatory approval for the 
lirst pliase of a statewide gridSMART deployiiieiit that is scheduled to begin late 2009. 

These deployiiieiits will provide experiences that can be shared with all of tlie AEP operatiiig 
coiiipaiiies inclndiiig ICeiitucky Power. There are no coiiditioiis existing iii Keiit-Licky that 
discourage tlie deployiiieiit of such tecluiologies. Keiitucky Power expects to begin converting 
its existing autoiiiated iiieteriiig reading (AMR) teclmology (installed in 2006) to advaticed 
iiieteriiig infrastructure (“AMI”) tecliiiology in 20 12 or later to eiiable ratepayers to continue to 
reap the benefits, improved meter read attailmelit, accuracy aiid cost aiid safety reductions that 
are being provided by tlie existing AMR technology. In addition, indristry pro-jectioiis predict 
that tlie cost of AMI tecliiiology will decline from curreiit prices as iiiore utilities adopt the 
technology, thereby further beiiefitiiig Kentucky Power customers. 

WITNESS: Errol I< Wagner 
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Kentucky Power Company 

REQIJEST 

Refer to tlie response to Staff's Iiiitial Data Request, Item 82, coiiceriiing the financial 
coiiipoiieiits of the EISA 2007 siiiart grid standard. Provide a geiieral description of ( 1 ) how 
I<eiitucky Power sees the Commissioii's oversight role regarding a utility's smart grid 
iiivestiiieiits under tlie scenario discussed in tlie response aiid (2) the iiiaiiiier in which I~entucky 
Power envisions "timely cost recovery" being provided. 

RESPONSE 

To tlie extent the EISA 2007 smart grid standards and the associated siiiart grid iiivestiiieiits seek 
to modify or iiiflueiice custoiiiers' coiisumptioii patterns, I<PCo believes the associated costs of 
tliese siiiart grid prograiiis would flow tlwougli the Demand Side Management (DSM) surcharge 
in accordaiice with KRS 278.285. The Coiriiiiissioii approves tliese programs aiid the associated 
rates before tlie implementation. Iii addition, the effects of tlie siiiart grid Eiiergy Efficiency (EE) 
and DSM programs will be (aiid in tlie case of existing DSM programs are) reflected iii the 
Coiiipaiiy's Integrated Resource Plan (IW) wliicli is also reviewed by the Commission. To the 
extent aiiy costs associated with smart grid investment are not designed to modify or iiiflueiice 
customer's coiisumptioii patterns, those costs would follow tlie nori-nal course of business and be 
recovered through tlie Coiiipaiiyls base rate cases. 

WITNESS: Errol IC Wagner 





KPSC Case No. 2008-00408 
Commission Staff Second Set of Data Requests 

Order Dated April 13,2009 
Item No. 40 
Page 1 of 1 

Kentucky Power Company 

REQUEST 

Refer to tlie response of Dulse Kentucky to Staffs Initial Data Request, item .36, Attacliiiieiit (a), 
pages 17- 18. Describe tlie extent to wliicli your plans for sinart grid reflect the addition of 
infrastructure and iiew tecliiiology that will eidiaiice the iiitegratioii of deiiiaiid response and 
eiiergy efficieiicy iiito your system. 

RESPONSE 

Dulse Kentucky’s respoiise is a summary of their participation in EPRI’ s Iiitelligrid Prograiii 
1 6 1 D - Infrastructure aiid Tecluiology for Iiitegratiiig Demand Response aiid Energy Efficieiicy, 
aiid specifically subprograms P 16 1.007, P 161.008, and P 1 61.009. AEP lias funded this program 
aiid is the utility chair for the prograni’s utility advisors group for 2009. Several other programs 
within EPRI’s P 161 Iiitelligrid research areas are also beiiig funded by AEP. 

AEP hilly supports tlie oiigoiiig research into the exteiisioiis of Common Iiiforiiiatioii Model 
(CIM) as a fouiidatioii for tlie integration of deiiiaiid response aiid energy efficiency into its 
gridSMARTSM initiative. Over a decade ago, AEP was a key contributor to tlie creation of IEC 
6 1 850, the coiiiiiioii information model for substation coiiiiiiuiiications in use today. AEP’s 
Dolaii Tecliiiology Center, in Grovepoi?., Ohio, is oiie of oiily a few IEC61850 certification 
laboratories in the United States. 

Within Indiana Micliigaii Power’s South Reiid pilot, AMUsinart meter techiiology will be used to 
demonstrate eiiliaiiced iiitegratioii of deinaiid response aiid eiiergy efficiency iiito tlie overall 
iitility systeiii. 

WITNESS: Errol IC Wagner 
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Kentucky Power Company 

REQIJEST 

Refer to llie response of Dulte ICeiituclty to Staffs Initial Data Request, Item 36, Attacliiiieiil (c), 
pages 49-SO. Describe tlie extent to whicli your plaiis for smart grid incorporate tlie addition of 
commuiiicatioii infrastructure tliat will eidiaiice tlie use of distributed resources 011 your system. 

RESPONSE 

Duke’s response iiicludes the description of another EPRI program, P 161.007 Coiiiiiioii 
Iiiforiiiatioii Model a id  Iiiforinatioii Iiitegratioii for Meter Data Managemelit, Deiiiaiid Response, 
aiid Distributed Resource Integration. 

AEP is also funding this research program, aiid expects future deployiiieiits of distributed 
resources to be fully integrated with related gridSMARTYM teclmologies, leveraging 
communications system iiivestineiits wliere possible. The specific EPRI research program 
referred to in this section acluiowledges tliat standards being developed in a variety of foruiiis 
within the industry, and AEP persoimel have been actively iiivolved in the tliese developments. 
Key activities are occurring within tlie UCA Iiiteriiatioiial IJser’s Group, National histilute of 
Staiidards aiid Tecliiiology (NIST), IEEE aiid tlie ZigBee-Hoiiieplug Alliance. 

AEP has deployed a variety of distributed resources 011 its system, iiiclndiiig large scale 1 MW to 
2MW Sodium Sulfide (NaS) battery energy storage systeiiis aiid rooftop flat paiiel photovoltaic 
systems. AEP was recently selected to host one of EPRI’s smai-t grid deiiioiistratioii projects 
whicli will deiiioiistrate how tlie integration of AMIlsiiiart meter deployiiients, large scale 
batteries, distributed generation, and plug-in hybrid electric vehicles (PHEVs) caii be modeled. 

WITNESS: Errol K Wagner 
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Kentucky Power Company 

REQUEST 

It does iiot appear from tlie testiinoiiy aiid data respoiises that aiiy of tlie electric utilities are 
coiisideriiig iietworltiiig optioiis for smart grid, sucli as partiieriiig with broadbaiid aiid iiiobile 
wireless providers to provide network coiuiectioiis, as opposed to iiivestiiig in tlie construction of 
their own networlts. Explain whether sucli partiieriiig is being explored 011 either a utility- 
specific or industry-wide level. 

RESPONSE 

For each communication requireineiit, AEP perforiiis cost analyses to deteriiiiiie tlie iiiost cost- 
effective optioii for its AMI/sinai-t ineter or distribution systeiii iiiaiiageiiieiit applicatioiis. To 
date, cost to use comiiiercial broadbaiid or iiiobile wireless iietworlts lias iiot coiiipared favorably 
to the cos1 of utility-owned coiiiinuiiicatioiis networks for AMI/siiiart meter systems in AEP’s 
service territory. 

However, AEP lias leveraged both wired broadbaiid aiid iiiobile wireless services for specific 
coiiiiiiuiiicatioiis requireinelits where these optioiis have beeii deteriniiied to be a iiiore cost 
effective option. Two such exaiiiples are AEP’s use of cellular networks as a back haul optioii 
for AMI data collectors aiid tlie use of leased fraiiie relay circuits for SCADA liiilts to 
substatioiis. 

WITNESS: Errol I< Wagner 
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Kentucky Power Company 

REQUEST 

It does iiot appear from tlie testiinoiiy and data respoiises that aiiy of tlie electric utilities liave 
iiidicated to what exteiit they have prioritized tlie smart grid eleineiits they plan to pursue. 
Provide a list sliowiiig liow you liave prioritized tlie iteiiis in your sillart grid plaii along with an 
explanation thereof. 

RESPONSE 

Please see Mr. Wagner's testiiiioiiy at Page 29, lilies 3 tlu-ougli 25. Siiice ICentucky Power lias 
f i l ly  deployed ail AMR system, it does iiot plan to deploy AMI/siriart ineter systeiiis until 20 12 
os later. 

Priority lias beeii placed oii the iiiitial deployiiieiits of distributioii grid management optioiis. 
Several distribution autoiiiatioii projects were described iii detail witliiii Mr. Wagner's testimony, 
at Page 30, line 1 tlxougli Page 32, line 25. 

I<eiituclty Power expects AMI aiid HAN capabilities to be closely liiilted, aiid deployed using a 
coiiiiiion comiiiuiiicatioiis system. Deiiiaiid respoiise programs leveragiiig tlie AMI/srnart meter 
systems would follow HAN deployiiieiits, aiid this seqnenciiig appears coiisisteiit with progress 
being made in tlie vendor coiriinunities with respect to rneetiiig tliese busiiiess requirements. The 
large-scale integration of distributed resources, iiicludiiig PHEVs, would liltely follow from 
broad adoption by coiisuiiiers. 

The execution pace of Keiituclty Power's gridSMARTSM deployiiieiit plan will be directly liiilted 
to available capital aiid its ability to recover tlie cost, iiet of operational benefits, from tliese 
proposed iiivestiiieiits. 

WITNESS: Errol IC Wagiier 


