
COMMONWEALTH Uk'ENTUCKY

HEEORE THE PUI>LIC SERVICE COMMISSION

In the Hatter of:
GENERAL ADJUSTMENT IN )
ELECTRIC PATES OV ) CASE NO. 0734
KENTUCKY POWER COMPANY )

TABLE QP CONTENTS

Subject

Commentary

Cash Return on CWIP

765 KV-transmission Line

Rate Base

Capital Structure

Revenues and Expenses

Storm Damage Expense
plant Ma intenance Expense
Pa ren t Company Tax Loss
Ad justment to AFUDC
Int ere st Synchroni zation

Page No.

12

15

17
18
21
25
25

katr.. Df ku tu rn

Revenue Requirements

Other Issues

27

Rate Design
Yuel Cost Synchronization
Cos't of Serv ice StuO les
Interclass Risk Analysis
Revenue Al loca t ion
Interruptible Tarif f
price Elasticity

33
35

40
41



a1

COMMONNEALTII OV Ki'NTUCKY

BEVORE THV PUBLIC SERVICE C()MMISSI()N

In the Natter of:
GLHERAL ADJUSTNFNT IN ELECTRIC )
RATVS OV KVNTUCKY POKER COMPANY )

0 B D E R

On March 31, 1983, Kentucky Power Company {"Kentucky

Power" ) f i led its notice with the Commission seeking authority to

increase its rates for service rendered to its customers by $33.1

million, or 18.5 percent over normalized test period revenues, to

become effective April 20, 1983. Kentucky Power stated that the

additional revenue was necessary to provide it an opportunity to

earn a reasonable rate of return, service its outstanding debt,

attract additional capital and maintain or improve its credit

ra'tings ~

In order to determine the reasonableness of the request for

additional revenues the Commission suspended the proposed rate

increase until September 20, 1983. Kentucky Po~er was directed to

give notice to its customers of the proposed rates and the

eche.du]ed hoari ng pursuant tn 807 KAR 5:025, Section 7. Motions

to intervene wore tiled by the Cnnsum<>r Protect)nn l)ivisinn in the

Oi f )co of the httorney General ("AG" ), the Kentucky Industrial

Utility Cust orner s {"KIUC" ), the ot f. ice of Kentucky Legal Services

Programs on behalf of several residential customers and the

Concerned Citizens nf Martin County {"Residential Intorvenors"),



and l<lue Di amond Coal Company. These motions were granted and no

other parties formally intervened.

Public hearings were held in the Commission's offices in

Frankfort, Kentucky, on August 2 through 5, 1983, with all parties
of record rei>resented . Briefs were filed by August 24, 1983, and

responses to all data requests have been filed.
COMMENTARY

Kentucky Power is a wholly-owned subsidiary of the Amorican

Electr ic Power Comi any ("AVP") and serves api>roximately 142,500
customers in 20 eastern Kentucky counties. In addition to its
retail customers Kentucky Power serves two municipal power systems

under the jurisdiction of the Federal Energy Regulatory

Commission. Most of Kentucky Power' corporate officers are also

officers of AEP or other AEP subsidiaries,
'lhis Order addresses the Commission' fi,ndings and

determinations on issues presented and disclosed in the hearings

and investigation of Kentucky Power's revenue requirements and

rate design. Kentucky power requested additional revenue of

approximately $ 33.1 million and this order authorizes rates and

charges that will produce addi ticnal revenue of $ 4,224 >020. The

revenue requested in this case included more than $ 20 million

associated with the request for a cash return on Construction Work

in Progress ("CWIP") and the exclusion of Allowance for Funds Used

During Construction ("AVUDC" ) earnings idiom the dc termination ot

revenur rr quirements. The request a) so included approximately $ 1

million in add i t iona 1 rc vnnues as the return on an invostrnnnt in

land to be used for a future generating plant in Lewis County,



Kentucky. The Commission's denial of these requests and the $ 3.1
million in additional revenue disallowed due to the lower. rate of

return granted herein are the primary reasons that the increase

granted i.s signif icantly less than the amount requested.

TEST PERIOD

Kentucky Power proposed and the Commission has accepted the

12-month period ending December 31, 1982, as the test period for

determining the reasonableness of the proposed rates. In

utilizing the historic test period the Commission has given full

consideration to appropriate known and measurable changes.

CASH RETURN ON CWIP

One of the primary issues in this case is Kentucky Power's

request to earn a cash return on the test year-end CWIP asscciat.ed

with the Rockport Generating Plant. ("Rockport") and the

Jef ferson-Hanging Rock 765-KV transmission line ("transmission

line" ) . Kentucky Power proposed to continue accruing AFUDC on the

incremental CWIP added subsequent to the teat year. Historically,
Kentucky power has not earned a current cash return on CWIP in its
rate base, but rather, has offset the CHIP included in rate base

with t.he accrual of AYUDC.

Essentially, there are two regulatory met hods by w)iich a

utility Can recover ttie capital costs associated with the

construction of new facilities: either allow a current cash

return on cwIp or permit the accrual of AEUDC which increases the

installed cost of the faci1itios and provides a future cash return

after the plant goes into service. This Commisssion has allowed

Louisville Gas and Electric Company ("LGS E") and Kentucky
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Utilities Company {"KU"} a current cash return on CWIP while

Kentucky Power has been permited to accrue AYUDC.

Kentucky Power has not requested rate-making treatment

similar to that afforded LG&E and KU in that Kentucky Power has

asked to continue to accrue AFUDC on CWIP additions made

subsequent to the test year. Such treatment of CHIP is more

favorable than the treatment afforded LGSt.'nd KU and has no

precedent in Kentucky. Historically, this Commission has allowed

the utilities it regulates the option of earning a cash return on

CWIP or accruing AFUDC. No utility has been permitted to employ

both of these rate-making treatments simultaneously. In Case No.

6906, General Adjustment of Electric Rates of Kentucky Utilities
Company, KU was permitted to discontinue the accrual of AFUDC;

however no additional revenues were granted to compensate for. the

accounting change.

The tate-making treatment of allowing a cash return on CHIP

would increase cash flow and improve Kentucky power's financial

condition while increasing the current cost to ratepayers. When

there is no accrual of AYUDC this current cost increase is

somewhat offset in the future by a smaller future earnings hase,

thrrehy reducing the magnitude of future rate increases. The

continued accrual of AFUDC, as requested by Kentucky Power, would

)>roduco a 1 arger i arnings hase which wou]<) mi) i<gate some of the

future benef it to ratepayers.
When asked whether Kentucky Power would prefer to continue

to accrue AVUDC or receive a current return on CHIP without



accruing AFUDC, as LG& E and KU are permi t ted to do, Nr. Joseph 11.

Vipperman, Vice-President and Controller of the AEp Service

Corporation, stated that Kentucky Power would prefer to continue

accruing AFUDC without a current cash return.—1/

The Commission f inds that it would be unfair, unjust and

unreasonable to require Kentucky power' customers to pay a

current cash return on CHIP while allowing Kentucky Power to

continue to accrue AFUDc. consequently, Kentucky power' request

must be denied.

Furthermore, the rate-making treatment of allowing a

current cash return on CWXp is based on the assumption that since

ratepayers will eventually be required to pay construction costs,
it is beneficial to both the ratepayers and t;he utility for the

recovery to start prior to completion of construction. In this

case, the Commission would be unable to authorize such regulatory

treatment for either Rockport or the 765-KV transmission line

because there is evidence to indicate that the underlying

assumption may not be correct. Regarding Rockport, the Commission

has recently ordered further hearings in Case No. 8271,
Application of Kentucky power company t or a Certif icate of Public

Convenience and Necessity ~ This could result in a modif ication or

even denia] of a certificate of public convenience and necessity.
Regarding the 765-KV transmission line, the Commission has

recently initiated Case No. 8904, An Investigation of the

Necessity and Usefulness of and the Cost. Responsibility tor the

1)anting Rock - Jeiferson 765-KV Transmission Line Under

Construt ion hy Kentucky power Comi any. It would be improper and



premature to require Kentucky power's ratepayers to pay any

construction costs associated with these projects until th»

Commission has concluded Case Nos. 8271 and 8904.

On June 23, 1983, the AG filed a motion requesting that any

rate increase associated with Rockport-related Cbilp be placed in

effect subject to refund pending a final determination of Case No.

8271. On July 6, 1983 Kentucky Power filed a response objecting

to the AG's motion. Based on the Commission's findings that

Kentucky Power should not be allowed a current cash return on

CWIP, there will be no associated rate increase. Consequently,

the AG's motion is hereby overruled as being moot.

HANGING ROCK-JEFFERSON TRANSMISSION LINE

On August 12, 1983, the AG filed a motion and memorandum

requesting the Commission to initiate an investigation of Kentucky

power's need for the 765-Kv transmission line which was authorized

to be constructed on Nay 17, 1974, in Case No. 6019, Application

of Kentucky Power Company For a Certificate of. Public Convenience

and Necessity Authorizing It To Construct Additional 765-KV

Transmission Facilities. - The certificate authorized Kentucky

power to construct 155.1 miles of 765-Kv transmission line trom

the Hanging Rock Station of Ohio Power Company to the Jefferson

Station of the Indiana and Michigan Electric Company ("Hanging

Rock-Jefferson" ) . The AG's motion also requested that Kentucky

Power be required to show cause why th~ ci rti I icate issued if1 Case

No. 6H19 should not he revoked.

The AG maintains that Kentucky power's need for the

transmission line should be reviewed due to significant increases



in construction costs resulting in "a dramatic and unexplained

change in the evidence which formed the basis for issuance of the

In 1974, Kentucky Power's E;xecutive Vice

President, Mr. Waldo S. Lak'on, testif ied in Case No. 6019 that the

estimated construction cost was $ 55 million and that reimbursement

would be received f'r 95 percent of both the construction cost and

operation and maintenance expenses. Nr. Robert E,'. Matthews,

president of Kentucky power, testified in this case that the

estimated construction cost is now $ 123 million and that Kentucky

Power should be responsible for 100 percent cf both the

construction cost and operation and maintenance expenses. The

discrepancies regarding the recovery ot these construction costs

were discovered and brought to the Commission' attention hy

Mr. Bruce Abel, counsel tor KIuC.

on August 22, 1983, Kentucky Power filed a memorandum

setting forth three arguments in opposition to the AG's motion.

Kentucky Power's first argument is that the AG's motion can not be

considered in this case because it is inappropriate to adjudicate

issues regarding certificates of convenience and necessity in a

rate proceeding. See American District Tel. Co. v. utility
Regulatory Cornrn'n, Ky. App., 619 S.W.2d 504 {390) ) .

Kentucky Power's second argument is that KRS 278.020 merely

prohibits a utility from beginning construction without obtaining

a certificate. consequently, Kentucky Power maintains that it
would be meaningless for the Commission to revoke the certif icate
new that construction is suhstantially complete.



Kentucky Power' third argument is that it is entit1ed to
earn a return on property properly includable in rate base

irrespective of a certificate of public convenience and necessity.
On August 25, 1983, the AG filed a reply disagreeing with

the arguments set forth in Kentucky power's memorandum. The

Commission is of the opinion that Kentucky Power's need for the

Hanging Rock-Jefferson 765-KV transmission line and Kentucky

power.'s recent disclosure that it will not receive 95 percent

reimbursement of the construction cost and oi>eration and

maintenance expenses are issues that should be investigated in a

separate proceeding.

VALUATION

Kentucky Power presented the net original cost and capital

structure as valuation methods in this case. The Commission has

given due consideration to these and other elements of value in

determining the reasonableness nf the proposed rates.
Net Original Cost

Kentucky Power proposed a test year-end jurisdictional rate
base of'445,373,406.— As a part of the year-end rate base3/

Kentucky Power proposed to include $6,3~J2,847 of plant held for

future use which represents an investment in land in Lewis County,

Kentucky, for a future power plant site. The AG, through its
wi t ness, Mr ~ I(nl)e. rI. Ili'nken, ot th» (;enrul t nWn ('Onnu] t i n<> ('rOup,

recommended that this investment he excluded from rate base due to
its speculative nature.— This land was purchased in i".77 and4/

until August 1982 was recorded as an investment held in the name

of Franklin Real Estate Company.



The transfer of this amount from the Franklin Real Estate

account is conspicuous by its timing relative to the issuance of

the Commission' Order in June 1982 in Case No. 8429, General

Adjustment in Electric Rates of Kentucky Power Company, wherein

the Commission disallowed an adjustment to include the investment

in Franklin Real Estate in rate base. While Kentucky Power has

testified that it has a plan for the use of this property, the

fruition of this plan is questionable. The earliest possible

in-service date for a generating plant at this site is 1992, and

if and when a plant is built Kentucky Power will own only a

partial interest in it. Given these considerations, and being

mindful of the 43 percent reserve capacity of the AEP System, the

Comm iss ion is of the opi n ion that it would be imi>roper for

Kentucky Power ratepayers to bear any costs related to this

investment. Therefore, an adjustment has been made to reduce rate

base by S6,302,847.
Kentucky Power proposed adjustments to reflect the

depreciation expense adjustment in the accumulated provision for

depreciation and to reflect its proposed expense adjustments in

the calculation of the allowance for cash working capital.— The5/

Commission concurs with the adjustment to the accumulated

provision ior depreciation and has mori lie<i the adjustment to

working capi tal Lo reflect the i>ro forma operat ing expenses

allowed here in.
The AG proposed to reduce Kentucky Power's i>roposed rate

base by the amount of accounts payable associated with CWIP and

Materials and supplies at the end of the test year. Mr. Henkes



stated that "such payables essentially represent a semi-permanent

type of financing by the Company's vendors (not investors) because

such payables continually exist."— The Commission agrees that

accounts payable are a temi>orary, cost-free source of funds;

however, the Commission is concerned with Kentucky Power's total
investment and capital requirements, not just its accounts

payable. Without an analysis to determine overall ca1>ital

requirements, it is neither appropriate nor meaningful to isolate

Kentucky Power's accounts payable to determine its rate base.

Therefore, the Commission has not accepted the AG's proposal.

The AU also proposed to reduce Kentucky power's rate hase

to eliminate the amounts of CWIP f inanced through contributions or

for which Kentucky Power would be reimbursed by others.— The7/

question of CWIP financed through contributions was settled by

Kentucky Power' correction of a schedule on which CWIP had

erroneously been increased rather than decreased for the amount of

contributions received. — The Commission is of the opinion that8/

the concept of the AG's adjustment to construction work for which

Kentucky Power would be reimbursed has merit; however, absent an

analysis of the ongoing balances in tl>is account and the long-term

lev<>1 oi r< iml>urs»ments made to Kentucky power, the 1>roposed

adjustment i s not suf f iciently known and >neasurable to he

acceptable for rate-making purposes.

The AG proposed an adjustment. to reduce the rate base by

S3,659,035 to reflect a reduction to Kentucky Power's coal

inventory from the year-end level of 594,645 tons to 510,000 tons,
the approximate average of the i>est 5 years. The AG also endorsed
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Kentucky Power' proposal to price its inventory at the average

price per ton for purchases made during the last month of the test

year, December 1982. Nr. Henkes, who sponsored the ad justment,

stated that this was consistent. with the Commission's position in

Kentucky Power's most recent rate case.— In that case the9/

Comm i ss ion sta ted:

the Commissian will review the level and value
of fuel inventory on a case-by-case basis and
determine whether an adjustment is apl>ropriate. In
adjusting the fuel inventory the Commission will use
the weighted average cost per ton of coal at the end
of the test period to adjust the cost at the
additianajopupply required or the reduction in cost
required .—

or a 75-day supply, —was determined only by the experience ofll/

the American Electric power Systc m,— as evidenced by Kentucky12/

Power's monthly coal status graph.—l 3/ Furthcrmorc, it appears

that Kentucky Power does nat consider the relevant costs
assaciated with its coal inventary in the determination of its
target coal inventory level. The Commission acknowledges the

The Commission has not establ ished a f ixed value of inventory

based on average purchases during the last manth af. the test
periad, contrary to what Hr. Henkes indicated. In this proceeding

the Cammissian has reviewed and evaluated the year-end coal

inventory and has detcrmincd that no adjustment is necessary.

Also, as stated in the prior case, the Commission has priced the

inventory at the weighted average inventory cost per ton at the

end of the test year. Although the level of coal inventory has

not been adjusted the Commission is concerned that Kentucky

Power's target coal inventc>ry level «f appruximatcly 644,0uu tons



steps taken by Kentucky Po~er to manage its coal inventory but

there is room for improving its management effort. 7n particular,
the Commission expects Kentucky Power to develop a formal

cost-benef i t analysis of i ts coal inventory level ( inventory

model) and to incorporate such an analysis into future rat<

applications in support of its target coal inventory level.
All other elements of the net original cost rate base have

been accepted as proposed by Kentucky Power. The net original

cost rate base devoted to Kentucky jurisdictional electric service

is determined by the Commission to be as iollows:

Utility Plant in Service
Construction Nork in Progress
Plant Held for Future Use
Total Utility Plant

$ 449 r 481 i 863
106,'579,639

83,247
$ 556,144,749

Add:

ltaterials and Supplies
Prepayments
Cash Work ing Cap i t;al
Dumont Test Site

Subtotal

$ 33 i 762 n 026
1601637

19,290,787
445g710

$ 53i659gl60

Less:

Accumu 1 a ted Deprec i at ion
Customer Advances and Deposits
Accumulated Deferred Taxes

Subtotal

$ 116,823,309
3,837,631

50,296 t326
$ 170.957t266

Net Original Cost Rate itase $ 438,846,643

Capital Structure

Kentucky Power proposed adjustments to its test year-end

capital structure to exclude its invest. ment in property held in

the name ot. Franklin Real I'st at.» and to exclude i to investment in

non-utility property. Kentucky Power al o proposed adjustments to
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reflect the repricing of its coal inventory at the average

December 1982 purchase pt ice and to reflect its proposal to allow

a cash return on ChIP. The resulting adjusted gurisdictional

capital structure of S439,526,332 reflected capital ratios of

54.26 percent long-term debt, 9.66 percent short-term debt and

36.08 percent. common equity. — Nr. Dames A. Rothschild ot the14/

Georgetown Consulting Group, witness for the AG, recommended a

hypothetical capital structure with ratios oi 50 percent long-term

debt, 5 percent short-term debt and 45 percent common equity.—15/

Mr. Rothschild stated in his prepared testimony that Kentucky

Power's capital structure contained too much debt and his proposed

capital structure was a step toward the 50 percent debt, 10

percent preferred stock and 40 percent common equity ratios
Kentucky Power should try to achieve in the future. — At the16/

hearing, Mr. Rothschild stated that his proposed hypothetical

capital structure would be more costly to ratepayers in the

short-run and that it might take trom 10 to 20 yea«s to« the lower

cost of the hypothetical capital st«uctu«e to be rea1ized.—17/

The Commission has accepted the adjustments proposed by

Kentucky Power to exclude the non-utility property and the

property held in the name of 1:ranklin Real Estate. However, the

Commission has not accepted Kentucky Power's remaining adjustments

to the year-end capital structure.
AS was stated in the Commission's Order in Case No. 8429,

the objective in determining a yea«-end rate base is to estal>lish
the value of investment in utility property at a specific point in

time.—'H/ Re1 «icing the entire coal inventory at the year-end
—13-



purchase price in ef feet results in going beyond this specif ic
point in time, which is established by the test period. The

Commission continues to be of the opinion that pricing the coal

inventory at the year-end weighted average cost results in the

best match of revenues, rate base and capitalization and, absent

persuasive evidence to the contrary, has not accepted the

adjustment to reprice the coal irrventory at the year-end purchase

price.
Kentucky Power proposed, as its final adjustment to

capital, to eliminate the CHIp subject to AFUDC accrual and then

add back the CHIP associated with Rockport and the transmission

line.— The purpose of this ad3ustment was to include in capi tal19/

only the CWIP on which a cash return was being requested, namely,

the Rockport and transmisiun line CHIP. The requested cash return

on the Bockport and transmission line CHIP has not been allowed,

and therefore, the proposed adjustment to capital is unnecessary

and has not been accepted.
The Commission has given careful consideration to

Mr. Rothschild's hypothetical capital structure and is of the

opiniorr that it should not be adof ted for rate-making purposes.

The hypothetical capital structure would replace lower cost debt

capital with relatively higher cost equity capital and would

unduly increase the cost of capital to the ratepayer. In recent

electric uti) ity rate cases the Commission has determined that

commorr equi ty rat ios or.

reasonable —and Kentucky20/
38.l percent and 39.46 percent were

Power's year-<md common equity ratio of

36.23 percent is certainly comparable.



Taking into consideration the accepted adjustments the

Commission has determined Kentucky Power's jurisdictional capital
structure for rate-making i>urposes to be as follows:

Amount Percent

Long-tc rm Debt
Short-term Debt
Common E<,ui ty

$ 236,318,547
40t297>344

157,155,304
54.4B
9.29

36.23

Total $ 433,771r195 100.00

In determining the capital structure the Commission has

used the actual year-end capital ratios. The FDIC of $ 27,344,583
has been allocated to each capital component on the basis of the

ratio of each component to total capital structure excluding FDIC.

In accordance with the determination in the previous section

regarding the Lewis County plant site, the Commission has reduced

Kentucky Power's capital structure by S6,320,847. This reduction

has been allocated to the capital structure based on the existing

ratios of the capital structure components.

REVENUES AND EXP f,'NSFS

During the test year Kentucky Power had Kentucky

jur i sd 1 ct. it>na1 net o~ »rat i ng 1 »come ot >44, 51 2, B41 . In order to
reflect more current operating conditions, Kentucky Power proposed

several adjustments to its test period revenues and expenses which

resulted in adjusted »et operating income of $ 41,351,529.— The21/

Commission is of the opinion that the proposed adjustments are

generally proper and acceptable for rate-making purposes with the

following exceptions:



Sales Growth

Kentucky Power did not propose an adjustment to reflect
growth in sales above the test year level. However, Mr. Henkes

did propose an adjustment to revenues and expenses based on

customer growth experienced during the test year. Mr. Henkes also

recommended that the Commission require Kentucky Power to perform

sales normalization adjustments to reflect sales levels under

"normal" weather and economic cond i t ions.

The Commission is of the opinion that Nr . Henkes'roposed
adjustment to reflect customer growth has not been adequately

supported . Mr. Henkes'djustment does not recognize any customer

shif ts between rate classes nor does it reflect whether changes in

usage patterns or load characteristics have been considered.

Furthermore, the proposed adjustment reflects only increases in

fuel and customer service expenses while giving no recognition to

other operating expenses that could be affected by increased sales
to additional customers. Although the Commission endor ses the

intent of Mr. Henkes'djustment, his methodology is not

acceptable.
The Commission f inds no coml>el l ing reason to require

Kentucky Powor to make sales normalization adjustments based on

"normal" weather and ecnnomic conditions. Kentucky Power's test
year retail sales declined only 1.6 percent from the previous

year, a year in which sales reached the highest level in Kentucky

Power's history. The objective of a sales normalization

adjustment is to reflect a reasonable level of sales on which to

base rates and in this instance the AG has failed to show that the



test year level of sales was abnormal or unreasonable. The

Commission is of the opinion that, considering the state of the

economy and current trends of reduced annual load growth in the

electric utility industry, the type of adjustment the AG is
recommending would not be suf f iciently known and measurable and

therefore would not be appropriate for rate-making purposes.

Maj or Storm Damage Expense

During the test year Kentucky Power incurred S260,518 in

expense for repairs due to major storm damage. The AG proposed an

adjustment to reduce this expense to a normalized level based on

Kentucky Power's historical expense levels. To calculate this

adjustment Nr, Henkes used the same constant dollar index utilized

by Kentucky Power i» determining its Proi>osed adjustment to i>lant

maintenance expense and calculated an average annual expense, in

current dollars, of $ 85,567. After apl>lying a jurisdictional
factor of .990 Mr. Henkes proposed an adgUstment to reduce the

expense by 5173,201.—22/

While the test year expense level of S260,518 was the

greatest incurred by Kentucky Power since 1975 when it began

grvuping storm-relate <t costs for re~ orting pur~>oses, the

Commission is of the opinion that Kentucky Power's internal labor

cost should not be inclu<)ed in determining the adjustment.

Kentucky power's witness, Mr. C. k. »oyJv, Accounting Manager an<>

Assistant Treasurer, testif ied that, "They are not incremental

costs . . . They are [for) people that are on the payroll before

the storm occurs and are on the i>ayroll after the storm

occurs."— Purthermore, there is no evidence in the record which
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reflects that Kentucky Power' total labor cost was higher due to
the level oi major storm damage expense incurred during the test
year.

Excluding Kentucky Power's internal labor cost the amount

af test year storm damage expense was $ 53,652 and its average

annual expense, in current dollars, is $ 26,398. This modification

of Nr. Henkes'roposal results in an adjustment, for Kentucky

jurisdictional operations, to reduce operating expenses hy $ 26,981

for rate-making purposes.

Big Sandy Plant Ma in tena nce Expense

Kentucky Power proposed an adjustment of $ 1,350,089 to

increase Kentucky jurisdictional production plant maintenance

expense to a "levelized" amount. The effect of the proposed

adjustment is to reflect a total of $ 10.7 million of production

plant maintenance expense for determining revenue requirements.

Mr. Herbert Bissinger, Assistant Manager — Plant Maintenance

Division ot the Arnericarr Electr ic power service corporation,
sponsored this adjustment and explained that the purpose of the

adjustment was to levelize the test year expense in order to

render it representative for purposes of designing rates.—24/

ln calculating the g..reposed ad j ustment Kentucky Power

ad3usted the actual maintenance expenses ior the period from 1970

through 1982 to reflect 1982 dollars and then developed a

regression line of those expenses. This methodology was intended

to reflect an ongoirrg level ot. expense anu eliminate the over- or
uridr!r-recovery that could occur i f rater~ wr.re based on an

abnormally trigh or low test year level of expense.



In analyzing the proposed ad justrnent, the Commi ssion'

pr imary concern is that a reasonable level of cost associated with

production plant maintenance be included in Kentucky Power'

revenue requirements. Kentucky Power's average annual maintenance

expense for the past 13 years is $ 6.1 million while the average

expense for that period, restated in 1982 dollars, is $ 9 million

annually. Vor the 5 most recent years, including the test year,
Kentucky Power's average annual maintenance expense is $8.9
million and never has Kentucky Power incurred an annual level of

production plant maintenance expense as great as the $ 10.7 million

it proposes in this proceeding. Furthermore, af ter adgusting to
1982 dollars, only 2 of the past 13 years reflect expense levels

as great as $ 10.7 million.—25/

Nr. Bissinger testi f ied that the age of the plant and

increased environmental, health, and safety standards have

contributed to recent increases in maintenance expense and these

items were factored into the determination of Kentucky Power's

ongoing maintenance expense through the use of the regression

line. — No evidence was introduced demonstrating the impact of26/

these factors on the regression analysis, nor does the propos> d

ad3ustment attempt to quantify the portions of the test year

expense related to cycl ical maintenance, ongoing maintenance, or
extraordinary maintenance. Considc ring the types of unscheduled

maintenance required from time to time, such as the test year

maintenance required due to the problems wi th the force draf t tan

at Kentucky Power's Big Sandy Unit No. 2, the Commission is of the

opinion that an adjustment to normalize or levelize power plant

-19-



maintenance expense shou1.d address each type of maintenance

individually.

In Case No. 8429 Kentucky Power was allowed to include its
test year plant maintenance expense of approximately $ 10.2 million

in the determination of revenue requirements. With $9.3 million

in expense during the test year in this case, it. cauld be argued

that Kentucky Power has over-recovered its expense by $ 900,000.
However, as was pointed out during the cross-examination of Mr.

Bissinger, for as long as Kentucky Power continues to seek rate
relief on a frequent basis any over- or under recovery of
pr'oduction plant maintenance expense should be short-lived and

easily adjusted in the following rate proceeding. Kentucky Power

is currently in an of f-peak period regarding its cyclical
maintenance and will not reach its cyclical peak until 1985, hy

which time it will have almost certainly f iled another rate
application with the Commission. Under these circumstances, the

Commission is of the opinion that the proposed adjustment does not

render the test period expense representative for rate-making

purposes hut projects a level of expense not likely to he incurred

during the period the rates granted herein will be in ef feet. Yor

the reasons listed herein, the Commission has nat accepted the

adjustment proposed by Kentucky Power for production plant

maintenance expense but will allow for rate-making purposes the

test year expense of $ 9,336,274.
Employee Related Expenses

Kentucky Power originally proposed an adjustment of

$ 1,110,467 to annus) i z» its test ye.>r-end employee compensation



expenses. In response to the AG's and the Commission's data

requests, Kentucky Power made several changes in its calculations

which reduced the proposed adjustment to $ 911,087. The Commission

has made an additional adjustment to reflect a revision in the

calculation of federal unemployment tax expense. The need for
this revision was pointed out by the AG at the 1 uhlic hearing.
This revision reduces the adjustment by an additional $ 1,293 to
$909,794 which is the amount included in the determination of

Kentucky Power' revenue requirements.

The adjustment allowed herein reflects compensation levels
as of December 1982 at which time Kentucky Power froze salaries
and wages in response to eocnomic conditions existing at that

time. The Commission is encouraged that Kentucky power recognized

the need for such measures and took appropriate action.
Parent Company Tax Loss

Historically, AEP has generated significant tax losses
which are allocated to the AEP subsidiaries. In previous rate

cases Kentucky power reflected these tax losses in its cost of

service, thereby reducing cost oi service; however, in this
proceeding Kentucky power proposed to reverse this position and

not reflect its share of the AEP tax loss in its cost of service.
Mr. 81111am N. D'Onofrio, Assistant Treasurer-Treasury Staff ot
American Electric Powc r Service Corporation, stated that, "the

Company's jurisdictional ratepayers have not paid for the expenses

which have generated the subject tax loss. It follows, therefore,

that the ratepayers should not reap the tax benefits associated
with such expenses."—„27/
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'I'he Commission f inds Hr. O'Anof rio' argument to t>e

unpersuasive. AEP, as a parent company, incurs little, ii any,

expenses unrelated to the operation ot its subsidiaries.
Likewise, AFP generates little revenue not related to the

operation of its subsidiaries. As Mr. Gerald P. Ma loney,

Vice-President and Director of Kentucky Po~er and Senior

Vice-President of the American Electric Po~er Service Corporation,

stated,
The total amount ot dividends received t>y AEP from

Kentucky Power and the oth<;r oi>crating sut>sidiar ies of.
the AEP System is approximately equal to the dividend
that AEP, in turn, pays on its common stock plus the
parent comiany's oi>crating expenses. The i,arunt
company, American El<:ctric Power Company, has no other
signifiggyt source of rr>venue other than this dividend
j,ncome ~—
In the simplest. of terms, AEP exists because of its

subsidiaries, and the benefits and costs incurred by AEP flow down

to those subsidiaries. It ~ould be improper for the causer of

At P's costs, the Kentucky ratepayer, to not receive the benefits
of said costs, namely the AEP tax loss. Therefore, the Commission

has made an adjustment of S 349, 00i)— to reduce Kentucky Power '29/

federal income tax expense to reflect the tax loss generated by

AEP.

Normal i za t ion oi Book/Tax Timing Oi f t erences

Mr. O'Onof r io testi f ied that in recent years Kentucky Power

has mov«d c inn<>r to ful i n<>rm><l i ziti<>n <>I hc>ok/tax timing

differences and in this i>roceeding he requested that the

corn>«i gs ion a I ] c>w x<. n t ucky p<>w>. r i <> cr»<>i>1< t<> th i s r>orma1 i za L io>< t<>

reflect the change to clearing accounts and uncollectible
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accouf>t.s I II<> C<>mmi su l<)ll i 8 <> I. 't lie vl i ni on t. l>at i t. i s ai>pr oi>r ia te

to normalize these timing dif ferences and therefore has approved

Kentucky Power' request to implement such accounting coincident

with the issuance of this Order.

Charitable Contributions

Kentucky Power proposed an adjustment to increase operating

expenses by $ 31,061 to reflect, in its cost of service, the

expense for chari table contriht>t ions made <luring the test year.
vr. t3oyle stated that these contributions were a necessary i>art of

being a responsible cori>orate citizen and show that Kentucky Power

cares about i ts service area.— Nr. Hoyle, however, did not30/

present any substantive evidence that these contributions benefit

Kentucky Power' customers. The Commission has consistently

denied the inclusion of charitable contrit>utions as Bn oi)elating

expense for rate-making purposes and f inds tl>at Kentucky Power has

presented tto ev id<.nce in this proceed ing to cause a depar ture f rom

this policy. Therefore, the 1>rol>osed adjustment has been <i<>ni< d.
Capaci ty Equal i zat ion Charges

Both Kentucky Power and KIUC addressed the issue of

capacity charges in their post.-hearing l>riefs. Kentucky Power

endeavored to point out that the capacity charges were a

requirement of membership in the Al P System pool and that this

cost. 'was out wc igh<><t l>y t.h<> many t>en<>t i t; .. Kc:n t ucky Pow<>r r<.ce ives

as a member of t he pool . KIUC argued that, in light of. test imony

l>resenl.u<t in Lhi s can<> concern ir>g K<'nt.ucky Pow<>r ' at>i 1 i ty to m«.> t
its capacity needs through the purcl>ase of 5-year f irm power, only
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the test year expense should be allowed wi thou t an ad justment to
normalize the increase in cost incurred during the test year.—31/

The Commission is not persuaded by KIUC and will allow the

adjustment 1>roposed by Kentucky Paw< r. llowever, as Kentucky

Power's expense for capacity charges continues to increase the

Commission will continue to monitor these charges, as well as the

other costs incurred by Kentucky Power due to its membership in

the AEP pool. The Commission will also monitor the economic

benefits of Kentucky Power's membership in the pool to insure that

Kentucky Power and its ratepayers continue to benefit from its
membership.

Interest on Customer Deposits

Kentucky Power proposed to reflect interest on customer

deposits in the cost oi service as an above-the-line item . This

is consistent with the treatment of this expense in previous cases

and insures the recovery of this cost. None of the intervenors

objected to this proposal; however, the AG recommended that this
item be classified as a non-operating expense for purposes of

calculating cash workin<g capi tal.— Th< Commi ssion is of Lh<~32j

opinion that interest exi ense, by its very nature, should not be

included in the determination of cash working capital, and

therefore, has implemented the AG' recommendation. Although the

test year interest expense of $ 182,516 is reflected as an

operating expense in Kentucky Power's income statement, it has not

been included in the determination of cash working capital.



Ad justment to AFUDC

Based on its request to receive a cash return on CNIP,

Kentucky Power proposed an adjustment to reflect no AFUDC as

income on its pro forma operating statement. Inasmuch as the

r< quent has heen d<.niod, the Commission, in accordance with past

policy, has adjusted AFUDC based on the overall rate of return

allowed herein and the test year-end balance of CHIP subject to

AF'UDC. This results in an adjusted level of AFUDC of $ 13,050,005

which reflects an increase of S3,488,167.
Interest Synchronization

Kentucky Power proposed an adjustment to reduce state and

federal income taxes by $ 3.950,136 to retlect the pro forma

increase in annual interest < xpense. In d<.t< rminin<g the amount of

the adjustment Kentucky Power a1>1>l ied long-term and short-term

debt interest rates of 10 ~ 39 1>ercent and 13.17 percent,

respectively, to the adjusted level of these capital components

exluding any allocation for JDIC. Kentucky Power cOntends that

the Commission's practice of assigning FDIC to all components of

the capital structure and treating the interest cost associated

with FDIC debt capital as a deduct,ion in computing federal income

tax exp< nse may violate the requirements of the IRs regulations

regard in'he job duv«loi>ment credit. As support f.or J ts
PositiOn < Kentuoky VOW<'r C iLC d tt><.,Iu1y 29, 1983, OI>ininn nf t h<.

Kentucky Court of Appeals, which ui>held the Franklin Circuit Court

in its ruling against the Commission en the FDIC issue in the case

of Continental Telephone Company v. Public Service Commission,

Civi 1 Act inl> Nn ~ 8 J-( I-I 4>t ] (]<)82) . How< v«r, as a f inal ruling



has yet to be made in that proceeding, the Commission does not

consider the ruling of the Franklin Circuit Court to establish a

binding precedent at this time.

The Commission finds Kentucky Power's argument to be

unpersuasive and is of the opinion that its treatment of JDIC is

consistent with Il(s R(.gula t ion 1.46-6 ( 3) which requires that JDIC

rece ivu t.h~ same overal ] rr t..urn al lowi d nn common equi ty, d(.?)t and

preferred stock equity. The regulation requires t?>at FDIC ?)u

treated as though it were provided hy 1;referred share?)alders,

common shareholders and cred i tors. The Cornmi ss ion is of the

opinion that its treatment of FDIC complies with these

requirements. Ther()fore, in accordance with its past practice the

Cowniss ion has dot(iI'in|nod tht ad justm('.nt t)y apl)ly in(g the embedded

cost rates applicable to long-term debt. and short-term debt to the

JDIc allocated to the debt components of the ca,)ital structure.
Using the adjusted capital structure allowed herein, the

commission has computed, for state income tax 1;urposes, an

interest adjustment of $ 2,648,798 and a reduction in taxes of

$ 158,928. For federal taxes, the Commission has computed interest
net of the Allowance for Borrowed i unds Used During Construction

( "A((F((t)c" ) since Kentucky power i s now nor(na1 izing the federal
in«omu tax ul? ect of AB? UDc. (hsing ( h<. ) ( or-i nd b~il ance of cwzp

suh jec t to AHVUDC of $ 65 998 8 38 the Comm i "-. s ion has compu ted an

interest adjustment of $ 1,966,412 anti a reduction in income taxes

of $ 831 g443 ~

Based on its requested cash return on cwIP Kentucky Power

proposed an adjustment to increas(. deferred federal income taxes
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by $77,680 to reflect a decrease in AFUDC feedback. Since the
Commission has allowed Kentucky Power to continue to accrue AFUDC

rather than earn a current cash return on CHIP no APUDC feedback

adjustment is necessary, and therefore, the adjustment proposed by

Kentucky Power has not been accepted.
Af ter applying the combined state and federal income tax

rate of 49.24 percent to the accepted pro forma adjustments, the

Commission finds that operating income should be increased by

SB ~ 172,236 to S52,685,077.
The adjusted net operating income is as follows:

()pe ra t i ng Hevt >nut. s
Oi>erat ing t:xi>unttc -..
AVUDC Of f set

Actual
Test Year Adjustmonts

S 170> 362>763 S 8 r 377> 585
, 411,7t,t> 3, t >t 3, 51 r>

9 '61>038 3 488 167

Adjusted
Test Year

S178,740 > 348
I 39,1()>,27Ci
13,050,005

Net Operating Income 44,512,841 S 8, 172,236 8 52,685,077

RATE OY RETURN

Kentucky Power's embedded cost of long-term debt for the

end of the test year was 10.39 percent. The embedded cost of

short-term debt for the end of the test year was 13.17 percent.
Mr. ttot t>schi l>l prt>i>ots> 0 t,<> u>t>. <t ] 2 t>( rc>>nt. co>tt. tor >th»rt -t»rrn

drt~t hecauso the emhedded cost was unt-ra 1 ist ical ly high.— At33/

the hearing Kentucky power ui>dated its calculation of the embedded

cost of short-term debt through June 30, 1983, and arrived at a

12-month average cost of short-term debt of 10.77 percent. — The34/

Commission is of. the opinion that the 10.39 1>ercent embedded cost
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of long-term debt and the 10.77 percent cost of short-term debt

are reasonable.

h1r . Charles A. Renore, F'i rst Vice-Pres ident and member of

the board of directors of Paine Wcbber Mitch> 11 liut.chins, Inc.,
witness for Kentucky Power, recommended a return on common equity

for Kentucky Power of 17.5 percent based on his professional

judgment, the risk premium test, and a discounted casli flow

("DCF" ) comparison with industrial common stocks.— Mr. Benore

determined the risk premium between long-term U.S. government

bonds and AFP common equity to be 6 to 6.5 percentage points,

based on a study by Ilit>otso» and Sinqucf iel<1 arid a survey take n by

Paine Nebber.— Adding those risk permiums to an expected 1136/

percent return on long-term U.S. government bonds produced a

required return of 17.0 to 17.5 percent.— Mr. Benore also37/

performed a DCF analysis on the Standard & Poor's ("SSP") 400

Industrials because AFP has to compete against industrials for

investor's capital. Using the growth rate in nominal Gross

National Product as a guide and thc sustainable earnings growtli

("b x r" ) method, Mr. 11enore developed a growtli rate of 11.5
percent for his DCi: analysis.— Applying tlie 11.5 percent growth38/

rate to a current yield of 4.5 to 5.4 percent produced a required

return on SSP 400 common equity of 16.0 to 16.9 percent.— Mr.39/

lienor also calculated a 17.2 to 19.2 percent DCV-determined cost

of equity for Moody's 24 electric utilities and indicated that

this test confirmed that Ai;P's and Kentucky Power's cost of common

equi ty was 17.5 percent .—40/



Nr. Benore' testimony has some serious 1 imitations. In

his risk premium analysis he based his ll percent return on

long-term U.S. Government bonds on an estimated 7 percent core

inflation rate and a 4 percent real return. — In his prefiled41/

testimony, Mr. Rothschild stated that the Ibbotson and Sinquefield

study concluded that the real return on long-term U.S. Government

bonds only exceeded inflation hy 0.7 tO 0.9 pet Cent.— Yut ther,4Z/

Mr. F<enore's own Schedule 14 indicated no 1>remium between the

average inflation rate and the average return on long-term U.s.
Government honds. Given the Ibhotson and Sinquef ield study and

Nr. Benore' schedule, the expected return on U.S. Government

bonds should be less than 8 1>ercent, given a 7 percent core

inflation rate . The ind ica ted return on AI".P ' common equity,
based on the risk premium approach, would be substantially less
than 17.0 to 17.5 percent. One limitation ot the risk premium

approach is the fluctuation of the premium between bonds and

common equity. At the hear.ing, Ilr. Henore agreed that the risk
premium between bonds and common equity fluctuates with changes in

financial markets and has been negative in recent years. — The43/

Commission is not convinced that an historical average risk

premium is applicable to current bond rates to determine the cost
of common equity. The relationship> between bonds and common

uqu I ty cI>an<pi»; r>v> r t Imi! an(i an I> int (>r I ca j i>v(, r»g{> r<!<>rnnnnI;at. Ion

of that relationship may not be valid.
fir. I<enoru i>er(orms<I a DCt'alculation for the oquity

capi tal to AI P and Kentucky Power. Thc Commission is not



convinced that AEP is comparable in risk to i.ndustrials, as

I ripK'erlehted t)y f h<'r p 40() . The beta cnrf f icient ( "beta" ), a

measure of market related r isk, is .70 for Al.'P and the average

beta for the Moody's 24 electrics is also .70.— On the other44/

hand, the average beta for the Ss P 400 is clo e to 1.0 and this

indicates more market related risk for the sap 400.— Also,45/

electric utilities in general have more stable revenues than the

firms in the SSP 400 which would tend to indicate lower relative

risk on the part of AEP and electric utilities as compared to the

SsP 400.— Nr . Benore compared the f inaricial integrity of AEp,46/

Kentucky Power and the SS P 400 through the use of six indicators
and determined that AEP's and Kentucky Power's f inancial integrity

was inferior to that of the St' 400.— The Commission is not47/

convinced that the financial ratios of a diverse group of

industrials are comparable to a homogeneous group of electric
utiilties or AEP. Differences, between AFP and the SEP 400> ln

capital int ens i ty and s tab i 1 i ty of t evenue.; waul d ~c.em to pr ec inde

a meaningful comparison of financial ratios. Mr. Henore did not

perform a DCF calculation for AEp because of the low level of.

f inancial integrity being experienced by AEP and electric
utilities in general.— )lowever, this does not validate Hr.4S/

Benore' method of per f orm ing a DC V analysis of the Sb P 400 and

applying the results to AEP. The dividend growth rate for AEP,

both histnrica) arrd projected, according to Valur Line is 2

percent. — Therefore, tire DCE indicateu return on equity for Al.p49/

and Kentucky Power ~ould he much lower than Mr. tsenore' 17.5
percent estimate.
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Mr . Rothsch i 1d recommmended a 1 4 .0 to 14 .5 Percent return

on equity based on Kentucky Power's requested capital structure

and a 13.75 to 14.25 percent return based on his recommended

capital structure. — He developed those recommendations based on50/

an internally consistent DCY analy~is, a comparable earnings

analysis and a risk premium analysis,— Mr. Rothchi.ld estimated5 i/

a 2.64 percent growth rate for the Moody's 24 electrics and a .Ol

to 1.28 percent growth rate for AEP, based on the h x r method.—52/

Xn its brief, the Residential Tnt.ervenors supported the

recommended range of returns on common equity proposed by Mr.

Rothschild.—53/

The Commission is not convinced of the validity of Mr.

Rothschild's risk premium analysis for the same basic reasons it
doubts the validity and usefulness of Mr . Henoxe's risk premium

analysis. Mr. Rothschild used the b x r method to determine the

growth rate used in his DCi" analysis. AEP's market to book ratio
has been less than 1 for mare than 2 years and Kentucky Power has

paid dividends in excess of earnings since 1979.— These two54/

facts indicate that Kentucky Power's earnings are inadequate . If
rarri in<Jn a r< i nad<<iuate, t he h x r rn« thori tend"., t o understate th<.

expected growth rate and the entire DCY determined return on

equity is understated. The Commission is not convinced that

Mr. Rothschild' recommend< d return on equity is adequate to

maintain Kentucky Power' current level of financial integrity,
let alone improve it.

The Commission recognizes the necessity of maintaining

Kentucky Power' f inancial integrity at an acceptable level to
-31-



provide the f inancial flexibility it needs. The Commission also

recognizes the additional risk associated with Kentucky Power's

highly leveraged capital structure and its high level of AFUDC

earnings. However, at the hearing, Nr. baloney stated that

Kentucky Power has a manageable financing program. — Therefore,55/

af ter considering all the evidence, including Kentucky Power'

current financial condition, the Commission is of the opinion that

a range of returns on equity of 16 to 17 percent is fair, just and

reasonable ~ A -'eturn on equity in this range would not only allow

Kentucky Powex to attx act capital at rr asonable costs to insure

continued service and pxavide tox necessary expansian to meet

future xequixements, but also would result in the lawest possible

cost ta the ra tepayer . A return on cornman equi ty of 16.5 pex'cent

will allow Kentucky Power to attain the abave objectives.

Applying rates of. 16.5 percent fox'amman equity, 10.39
percent for long-term debt and 10.77 percent far short-term debt

ta the capital structure approved herein px'aduces an overall cost

af capital af 12.64 pexcent and provides a rate of return an net

investment of 12.49 percent. The Commission f irrds this overall
cost of capital to be tair, gust and reasonable.

Rk'.VI;NUI.: I<I QU I ICI rtI:NTH

'1'he Commission has dr. Lermin~d that. Kentrrcky Power needs

additional annual operating income of $ 2,139,069 to produce a rate
of return of 16.5 percent on common equity based on the adjusted

historical test year. Af ter the provision lor state and federal

income taxes there is an overall revenue deficiency of $ 4,224,020

which is the amount of additional revenue granted herein. The net
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operating income required to allow Kentucky Power the opportunity

to pay its operating expenses and fixed costs and have a

reasonable amount for equity growth is S54,824,146. The required

operating income and the increase allowed herein are computed as

follows:

Net Operating Income Vound
Reasonable $ 54,824,146

Adjusted Net operating Income 52,685,077

Net Qi>crating Income Deficiency 2,139,069
Addi t iona 1 Revenue Requ i red S 4,224,020

The additional revenue granted herein will provide a rate
of return on net original cost of 12.49 percent and an overall

return on total capitalization of 12.64 percent.
The rates and charges in A)>) endix A are designed to produce

gross operating revenue of S182,964,368 which includes other
operating revenue of S1,590,565.

OTHER ISSUES

Rate Design

Kentucky Power proposed changes to the Residential Electric
Service ("R.S."), Large General Service ("L.G.S."), Municipal

heat.urworkrr ("t).W."), Quani.) ty Pow<~r ("Q.)>."), ar>rj Inr)ustria) Power

("I.P.") Tarit t's. In the R S. Tariff, Kentucky Power proposed to
decrease the number of stei>s in the energy charge'rom three to
two. f or the L ~ G.S. Tari t f, Kentucky power pro)>osed to reduce tl>e

energy charge trom three steps to a single charge for all KNH

sales and to add a demand charge. For the MN. Tarit't, Kentucky

Power proposed to reduce the energy charge f rom two steps to a
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single charge for all KNH used. Additionally Kentucky Power

proposed to combine the Q.P. and I.P. tariffs into a new Quantity

Power tarif E in which the delivering voltage determines the rates
to be charged. None of the intervenors objected to the proposed

changes in the rate design, but Nr. Anthony t)artin, attorney far
the Residential Intervenors, objected ta the "frant loading" of

the residential rates.
The Commission has accepted Kentucky Power' propased rate

design methadalogy but has adjusted the proposed revenue increase
in each block of each rate class by the percentage of revenue

increase allowed herein divided by the requested revenue increase.

Kentucky Power proposed that since tariffs Residential

Service — Time of Day {"R.S.-T.O.D.") and Residential Service
Load Management — Time of Day {"B.S.-L.x.-T.O.D."> are still
experimental and are tied to the R.S. tariff by a complex

methodology, the Commission should follow the procedure used in

Case No. 8429, whereby Kentucky Power was ordered to file within

30 days from the date of the 02'der tllE.'.S.-T.O.D. and

R.S.-L.N.-T.O.D. taritfs tied to the methodology approved in Case

No. 7687'eneral Ad>ustment oi. Rates of Kentucky power Company.

The Commission accepts Kentucky Power''s proposed changes in

the Gs, and LGS. taritts that would limit the availibility ot

service to new customers to loads of not mare than 100 KW and,

1<000 KVA, respectively. Customers currently receiving service
under these tariffs may continue ta receive service until their
load changes as specified in the tariff.



Fuel Cast Synchron i za t ian

In Case No. 8648, Ad justment of Rates for %wholesale

Electric Power to Member Cooperatives of Vast Kentucky Power

Cooperative, Inc., the Commission stated that the issue of fuel

cost synchronization would be investigated further to determine

whether an adjustment "to zero out the fuel adjustment clause" for

each electric utility was necessary. Thus, the Commissian has

investigated the possibility of such an adjustment in this case

even though no Party of record proposed it.
Kentucky Power's ~itness Nr. Hoyle stated,

By the very nature of the fuel adjustment clause
mechanism e.g ., the two manth recovery lag, the
provision regarding energy purchased during a forced
outage, it would be unlikely that fuel revenue and
fuel expenses would )>e < qual during any twelve month
period. Therefore, while a mis<Aatch of varying
magnitude can be expected ta recur, the net
d i f ference be tween fuel ~pp and revenue should not
be substantial over. time.—

During the hear ing, fir.. Hoyle provided a copy ot his working

papers shawing that fuel revenues exceeded fuel expenses by

approximately $ 1,352, 598 during the test year..—57/

certainly, the Commission does not wish to give Kentucky

Vow<>r < ar any at. 1<or «l ect r i c ut i l i ty, the o[>par tunity to recover

the same f.ui I costs twic<.. Likewi.s<, th<. C<>«i«<i<asian <la<>n «<>t win<<

to penalize Kentucky Power or any ott<er < lectric utility unjustly.
<however, the Commission is at tt<e opinion that an

adjustment of this type is not necessary at tl<is time.

Furthermare, the Commission wi 11 not accept such an adjustment

until substantial evidence is i>resented to convince the Commission

that it is required.



Cost Of Service Studies

Kentucky Power witness, Mr. Dennis Bethel, Senior Rate

Analyst in AEP Rate Department, f iled an embedded non-time-

differentiated cost of service study to supi>ort proposed revenue

allocation and rate design changes. The study allocated capacity-

related costs among customer classes using the average of the 12

monthly coincident peaks {12CP) of each class. C( rtain

distribution costs were classified into demand and customer

related costs by use of the minimum distrit>ution system method.

Kentucky Power also filed six time-dif ferentiated cost of

service studies in response to the Commission's Order in Case No.

8429. Kentucky Power witness, Nr. Mark Berndt, Bate Analyst in

AFP Rate Department, i>repared the six studies. The primary

dif terence between the studies was how the cai aci.ty related costs
were allocated to the customer (.lasses. Th(; allocation

methodologies used in the studies were full availability dispatch,

proportional responsibility, probability of contribution to peak,

negative capacity days, loss of load probability, and a

combination of full availability dispatch and loss of load

probability.
In the Order in Case No. 8429, the Commission cautioned

Kentucky Pow( r that it wo»l(3 "h(~ r( luctant to d(vi ate greatly from

the historical allocation or. r(*venue until t im(~-di t f eruntiat ( (r

c()s't of surv 1 c(> 8 tu(1 i('8 a r('ul)m 1 t t (td tiy Kc n tuck y Power ."— A
„58/

table ot (= lass rates ot return dev(.lope(l in th(> studies is
presented in the testimony of Kentucky Power witness, Mrs Louis

Jahn, Manager ot l(ate Research and Design Division at AEP.— A
59/



careful review of these results indicates that the rates of return

among classes do not vary signif icantly when dif ferent allocation

methodologies are used. Based on this observation Kentucky Power

proposed to use the results of the 12CP method to allocate the

revenue increase among classes. However, this does not negate th(.

need for a time-differentiated cost of service study. According

to Nr. Jahn' testimony, a time-differentiated study is useful for

des ig n i ng t ime-of -day ra tes .—60/ since time-of-day rates are

currently heing studied, it is expected that there will he a

continuing need to present at least one time-differentiated study

in future rate cases. Kentucky Power witnesses, Nr. Jahn and Nr.

Berndt, indicated a preference for the method which combined the

full availability dispatch and loss of load probability. — This61/

combination incorporates the historical perspective of the full
availahility dispatch and the forward looking perspective of the

loss of load probability. Whichever model is used in the future,

suf f icient documentation must he provided to allow the Commission

and intervenors to examine alternative assumptions and

allocations.
Vor determining revenue allocation in the present case, the

Comm iss ion f inds that the result s of the I 2CP cost of serv ice

study provide an adequate reference for its determination.

Interclass Risk Analysis

I n rn iponsu t <i t hc (ommi ss ion ' ()rd< r i n cas(. No . s 4 29,

Kentucky Power prepared a study to uetermine if risk dif ferences

hutwoen customer class(.s c(auld hu i(l(.nt i1 ice and used to assign

income responsibilities. Kentucky Power witness, Mr. Bethel g
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performed the study and presented the conclusions in his

testimony. one;>hase oi the analysis consisted of regressing

several financial variables against the dependent variables, Value

Line Betas and S&P's bond ratings, which are two commonly used

measures of risk. The financial variables, percent residential
and percent. in<lustria) ruvenu< s, w< r< foun<i to l>e stat i st ica] ly

insignif icant in explaining the variation in lseta or bond rating.
Another phase of the analysis ranked customer classes according to

the variations in class revenues, revenues excluding fuel and kwh

sales over time. Since no consistent ranking of class could be

developed, it was concluded that risk differences between classes

of customers should not be considered in assignin<j rates of return

to classes.
Although there were some questions concerning data and cer-

tain details of the analysis, the Commission finds the study to he

a reasonable attempt at addressing a very difficult subject. As

Kentucky Power continues its efforts to equalize class rates of

return gradually, the significance of this type of analysis

increases. Thus the Commission expects the concerns it raised in

i ts previous Ord<. r to conti nue.

Revenu» Al loca t i or>

Kent ucky t>ow<.r wi tness, Nr. Rot>c rt Hihb, Rat<.s and Tari f f s

Manager d'or Kent.ucky Pow< r., presented class all<>cat ionn oi rev<.nue

increases based on the resu} ts of. Kentucky Power' embedded cost
of service study. Generally, the proposed revenue increase was

distributed to the customer classes on an inverse relationship to

the current class rates of return. F'r instance, the largest



percentage increase in rates is L)roposed for the residential
c 1 ass, whi Ch pr()v i d'..'s thn lowest rate of re turn . rhe res ident i a l

class currently provides a 6.34 L>ercent rate of return and a 20

percent revenue increase is proposed. — The revenue increase of62/

20 percent is the maximum increase proposed for any class of
customers. Mr. Bibb testified that Kentucky Power's objective is

to gradually equalize class rates of return and that it would take

approximately f ive more rate cases for Kentucky Power to realize

this objective .—63/

KIUC witness, Mr. George Gerasimou, presented an

alternative class allocation of revenue increases. Hls

alternative was developed using the results ot Kentucky Power's

embedded cost of service study. However, rather than establish a

maximum revenue increase to any class of customers Mr. Gerasimou

proposed that the objective of equalizing class rates of return be

accomplished in three rate cases.— This approach would yield a64/

26 percent increase ior the r< s ident i)) l clan". and incrr as' for

the general service, large general service and industrial classes
that are smaller than those proposed by Kentucky Power.

The Commission notes that there has been some movement

toward equalizing class rates of. return from the last case to this

case. Although the movement has been small, the Commission finds

that it conforms to its notion of gradual si)if ting of class
revv nile f) ~ 'I't)<)ri 1 c>r», t.l)< «ommi.".,sf ~)n i i nd. that. the revenue

allocation proposed by Kentucky Power is reason~hie and that the

revenue i nc re a su ~g rent ed in t hi ~) case ".,hould t)e a l located in

similar prol)ortions to those proposed by Kentucky Power.



Interruptible Tariff.

Pursuant to the Order in Administrative Case No. 203, Rate-

making Standards Identified in the Public Utility Regulatory

Policies Act of 1978, Kentucky Power has filed an interruptible

rate schedule in thi s case. The schedule makes interrupt it>iu ser-

vice available to customers with demands of at least 5,000

kilowatts.

Kentucky Power witness, Nr. Dahn, testi f ied that the

interruptible schedule reflects a 15 percent discount as compared

tO the firm service tariff. — The 15 percent discount was .based65/

on the experience of other AVP companies. However, Nr. Jahn

stated that the 15 percent discount may he altered in f uture rate

cases depending on the experience gained. — Nr. Jahn further66/

testif ied that presently there are 17 customers who would qualify

for interruptible service and that Kentucky Power plans to contact

these customers and inform them of the availability of the tariff
if the tariff is approved .—67/

The Commission is of the opinion that an interrupt ible rate

is a reasonable means to attemi>t to control load growth. Thc

Comm>avion intends, to c ncourage such rates. Therefore, the

Commission has ai>proved the proposed int.errui>t it>l~> tar. i t 1: with t he

understanding that Kentucky Power wi11 use the tariff. to assess

the potential interest of its customers. In its next rate case.
Kentucky Power should report on its efforts to determine the

interest in the tarif f and consider proi>osing modifications that

are cost- justi f ied and which may 1 romote a wider use of t he

tar if f..



price Elasticity Ad justment

Kentucky Power witness, Mr. Jahn, provided an alternative

set of rates for the R.S., General Service ("G.S."), L.G.S. and

Q.P. tariffs.—68/ The rates he provided were developed by

adjusting the historical billing determinants for a price

elasticity ef feet. Mr. Jahn' reasoning for the adjustment is
that if higher prices or rates are granted, then one should expect

a reduction in the billing determinants, which reflect the

quantity of electricity demanded.

In order to measure the price elasticity ef f..ect, multiple

regression analysis was performed. Multiple regression analysis

is a statistical technique which examines the variation in one

variable, called a dependent variable, in terms of svveral explan-

atory variable"., callrif indef>indent var fables. The result of the

analysis is a mathematical relationship between the independent

variables which minimizes the variations in the dependent vari-
able. In the case where there is only one independent variable,

regression analysis can be thought of as finding the line which

best fits the data points. The principle of multiple regression

analysis is the same.

A regression model for the residential class of customers

was di.velopeif. Thc. iief>unifunt var f «b}i: wan t.lir kwh connumi>t f on pc r

customer. Thi. indef>ondent variahles weri. the real marginal price
oi electricity, income and wi at l>ur. A t.fbi rd r<.gri ssion model was

developed for the industrial class ol customers. The dependent

variable was annual kwh consumption by the class. The independent

variables were average price, manufacturing employment and a

-4l—



manufacturing production index. Since the logged values of all of
the variables except weather were usecl in thc regrc.ssion analysis,
the regression coef f icients for the price of electricity were

considered estimates of price elasticity for each class. The

price elasticity estimates for the residential, commercial and

industrial classes were -.628, -.219 and -.315, respectively.—69/

The standard error associated with these price elasticity
estimates were .1937, »1287 and .0892, respectively.—70/

Mr. Jahn tc stified that the only independent variables that
were used in the computer runs vt the regression models were those

presented in the f inal model. Other tl»an data transformations, no

alternative variables were subjected to statistical analysis.—71/

Further, Nr. Jahn's models for the residential and commercial

classes only considered historical data f rom 1970 through 1979.—72/

lie testif ied that this was a consequence nf their rel iance on data

bank services and that it would be cost-prohibitive for Kentucky

power to prepare more currc!nt information. — Based on previous73/

models t i led with the Commission, there are other relevant and

more current economic and demographic data that should L»e

considered and subjectecl to statistical analy. is.
In addition, the Commission in its rate-making procedures

employs a historical test year and considers pro forma adjustments

for known and measurable changes in expenses. For example, it. a

utility provides evidence that a union contract calls f:or a 5

percent incrc ase in the near future and the Commission finds the

acnount reasonable, the historical wages ar» adjusted tc~ ref lc»ct

thn chango, llciwovc!r. in t hc! case ~ ot a prie» r] acetic i ty adjucctmcnt,



the utility is presenting the Commission with a statistical
estimate to be considered as known and measurable. Consider the

thrust of this request in this case. For instance, Kentucky Power

is asking the Commission to allow it to adjust the billing

determinants used to set rates for the residential class of

customers based on the price elasticity estimate of —.628.
However if the 95 percent confidence interval of this estimate is
CalCulated, One CalCulateS a range Of -1.007 tO —.249.— That.74/

is, one can be 95 percent conf. ident that the true price elastic i ty

value falls in the above range. Similar confidence intervals can

be calculated for the commercial and industrial price elasticity
estimates. The Commission's known and measurable standard was

never intended to extend to such uncertain adjustments.

Finally, Mr. Jahn testified that Kentucky Power has never

included a price elasticity adjustment in any previous rate cases

and that historically stockholders have absorbed the risk of sales
75/lost due to price increases. — This observation supports the

ComA)ission's previously stated position that the business risk

associated with a price elasticity adjustment is already

internai ized in the stockholcler's ri sk and return evaluation

associated with utilities in Kentucky.—7 (i/

Therefore, the Commission denies th» price elasticity
adgustma.nt proposed l>y Kr.nt ucky Power ~

SUMNAkY

The Commission, having considered the evidence of record,

and being advised, is of the opinion and finds that:



l. The rates in Appendix A are th» tair, gust and

reasonable rates for Kentucky Power and will produce gross annual

revenue of approximately S182,964,368.

2. The rates of return granted herein are fair, just and

reasonable and will provide for the financial obligations of

Kentucky power with a reasonable amount remaining tor equity

growth.

3. The rates proposed by Kentucky Power would produce

revenue in excess of that found reasonable herein and should he

denied upon application of KRS 278.030.
IT IS TIIEREE"ORE ORDERED that the rates in AI>I>endix A he and

thQy het'ehy are approved for service rendered by Kentucky I>ower on

and at ter September 20, 1983.

IT IS FUR'IHER ORDERED that the rates proposed by Kentucky

Power be and they hereby are denied.

IT IS FURTHER ORDERED that withiri 30 days f rom the date of

this Order Kentucky Power sha11 f ile with the Commission the

R.S.-T.O.D. and R.S.-L.N.-T.O.D. tarif f sheets which are to be

tied, under the m«thodology approved in Case No. 7687, to the R.S.

rates established herein.
I'I',"I I>IIl"I'III:II I >III)l',lr I,'I) I I>rl I I I >i ~ R .(I ~ 'i m<)I, I otr I o rc) vr>k(>

certif icate be and it hereby is granted to the extent that the

Commission has in i t ia ted Cas«No. 89rJ4, An Investigation of the

Necessity and Usefulness ot and the Cost Responsibility For the

Hanging Rock-Jefferson 765-KV Transmission Linc Under Construction

Hy Kentucky Power Comp>any.
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IT IS FURTHER ORDERED that within 3() days trom the date of

this Order Kentucky Power shall file with the Commission its
revised tariff sheets setting out the rates api>roved herein.

Done at Frankfort, Kentucky, this 20th day of September, 1983.

PUBf IC SERVICI'' COMMISSION

Did not participate
Vice Cha irman

Com

ATTEST:

Secretary
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APPENDIX A

APPENDIX TO AN ORDER OF THE KENTUCKy PUBLIC SERVICE
COMMISSION IN CASE NO. 8734 DATED SEPTEMBER 20, ~983.

The following rates and charges are prescribed f .r the

customers in the area served by Kentucky Powc r Comi-;any. All

other rates and charges not sg>ecif ically mentioned here) n shall

remain the same as those in ef feet under authority of this

Commission prior. to the ef fective date of this ()rder.

TARIFF R. S.
(Residential Service)

Service Charge S 3.6() per month

Energy Charge
k'irst 500 kwhrs per month
All Over 500 kwhrs I>er month

4.570 g per kwhr
3.990 g p~ r kwhr

TARIFF G. S.
(General Service)

Customers receiving service under this tariff on or
prior to September 20, 1903, with demands less than 100 kw may
qualify for service under this tarifl only for continuous
service at the premises occupied by the. custorr>er on Sel>temL>er
20< 1983 < and o(>ly until such time as ths ir contract capacity
or normal maximum caI>ac ity requirements exceed 100 kw.

Service Charge
Non Demand Metered Customef s
&.mand Metered Customers

8.55 per month
9.70 <>nr. month

Energy Charge
Kwhrs equal to first 50 times

kw of monthIy bi] ling demand
Kw(>rs equal to n< xt 150 ( imes

kw of monthly bi I 1 ing demand
Kwhrs in excess of 200 t imes

kw of monthly billing demand

('>. 232 )!'>i r kwhr

5 189 g (»r kwhr

4.035 g per kwhr

Equipment Credit: $ .27 per kw of monthly billing demand.

Minimum Charge: Thn Ht. rv ice Charge plus S3.72 pi r kw and as
f urthnr spec i f in<( (n (ar i t'( .



TARIFF L. G. S.
(l.arge G< r>< ral S<:rvic< )

Availability of: Service: Available (or general »ervice.
Customers shall contract f.or a deaf inite amount of electrical
cat>ac ity in k i lovott-arnperes, wt> ich sha11 t>c suf t ic ient to
meet normal maximum requirements but in no case sl>all the
capacity contracted for h< less tl>an 50 kva. The Company may
not be required to supt ly capacity in excess of that
contracted for except by mutual agreement. Contracts will he
made in multis>les of 25 kva.

Ef fective September 20, 1983, this tariff will only
be available to: 1) existing customers served under Tarif f;

>..G.S. and only for continuous service at the premise
occupied by the customer on September 20, 1983, 2) new
secondary voltage customers, and 3) new primary voltage
customers witl> contract capacities 1>< low 1,000 kva.

Service Charge: S63.20 i>er montt>

Demand Charge: S 1.10 t>c r kva

Fnergy Charge: 4.009$ per kwhr

Minimum Charge: The Service Charge plus $ 3.49 per kva of
monthly bill ing demand and as f ur ther sl>cc if icd in tari f t.
Delivery Voltage Charge: 8.26 per montt> per kva of monthly
billing demand.

t.".quiprn«nt Crcrf it: S.40 t>r>r kva oi: monthly billing demand.

Term of Contract: Contracts under this tar i t f will be made
for not less than 1 year initial 1 eriod witt> self-r«newal
provisions for successive periods of 1 year each. The
Company will have thc right to make contracts for periods of
long<.r than 1 year.

TARI Ft' ~ P.
Quantity Power

Availahi 1 i ty of Serv ice: Ave i 1 at>lc for r>ower service.
('ust.orner«sl>al 1 contract 1:or a <1<. f ir>i t<>,in>ount ol electrical
<at><>c t t y f r> I. 1 1<>wn( (:> wl> tel> <;1> < 1 1 1><;:<»1 ( 1<.; 1 <.»(. > <> n» < ~ 1

normal maximum r«fuirernents, t>ut in nu casu shall tt>c
capacity contracted for be less t han 1,000 kw. Th<. Company
may not h» r<.quire<i to sul», ly ca)>acity in excess of that
contractu<i (.or «xcct>t. l>y rn(>tual;>gr< «n><.nt . Contracts wi11 t>c
mad» in mul t.i;>1cs of'. 100 kw.



RATE: Delivi ry Voltage

2.4 Kv—
12.5 Kv

34.5 Kv — Above
69 Kv 69 Kv

Service Charge Per Month: $ 155.00 $ 555.00 $ lg229.00

Demand Charge per Month:

Energy Charge Per Kl'HR: 1.849$ 1.8124 1.797$
7.15 6.43 6.34

Reactive Demand Charge
For each kilovar of lagging
react.ive demand in excess of
50 percent of the kw of
monthly billing demand ...$ .42 per. kvar

Delivery Voltage: The rate set forth in this tariff is based
upon the delivery and measurement of energy at thc same
voltage ~ As indicated in the paragraph under "rates" the
voltage at which service is delivered will determine the
applicable rate.
Equipment Supplied hy Customer: The customer shall own,
operate, and maintain equipment, including all transformers,
switches and other apparatus necessary for receiving and
purchasing electric energy at the voltage of the transmission
or distrihution line from which service is delivered.

Monthly Billing Demand: 'J'he billing demand in kw shall be
taken each month as the highc..t singl~ 30-minute integrated
peak i.n kw as rug istc red during the month hy a demand meter
or indicator, or, at the Company's option, as the highest
registration of a thermal type demand meter or indicator..
The billing demand shall in no event be less than 60 percent
of the contract cap.>city of the customer, nor less tl>an 1.000
kw.

The react ive demand in kvars shall »e taken each month as
the highest single 30-minute integrate d peak in kvars as
registered during the month by a demand meter or indicator or at
the Company ' option, as the highest reg i stra t. ion of a thermal
type demand meter or indicator.
Delayed Paymr.nt Chargr .

This tariff is net if account i. paid in full within 15
days of date of bill. On all accounts not so paid, an additional
charge of 5 l>urcent of th< unpaid t>a1ance will t>o made.



Minimum Charge: TE>is tari E. E: is sul>ji et Lo a minimum monthly
charge «qual to tE>e sum oi. t.he serv ice cE>arge a»cE tE>» deman<E
charge multiplied by the greater uf a) 1,000 kw, or b) 60 percent
of the customer's contract capacity.
Term of Contract: Contracts unde
not less than 2 years initial 1 er.
for successive 1>eriods of 1 year
the contract with at least 1 year
the intention to discontinue serv
not be terminated during the init
have the right to make contracts
years.

r this tarif f will be made for
io<l with self-renewal provisions
each. Either 1'arty may terminate
written notice to the other of

ice; however, the contract may
ill

period�

. TE>r Company will
for E>er iods ot longer tE>an 2

Special Terms and Conditions:
Service.

See Terms and Conditions of

This tariff is available to customers E>aving other sources
of energy supply.

TE>is tarif f is availat>le for resale service to legitimate
electric public utilities and to mining and industrial customers
wE>o furnish service to customer-owned camps or villages where
living quarters are rented to employees and where the customer
purchases power at a single point for his power and camp
requirements.

'1'ARl EV M ~ 4.
( Municipal waterworks)

RATE

Service Charge:

Energy Charge:

$ 19.80 per month

All kwhrs used per month 3.826 g per kwhr

Minimum Charge: The Service Charge plus ~2.25 per kva as
determined from customer's total connected load and as
further spec if iea in tari f f .

TARIFF I'.P.
(Intr rruptible Power)

AVAILAEEIE.TI Y t>E'' S~'.EiVICI.'

Avai lat>le to indust.ri a1 customers wl>os~" i>lants are located
a>t jacrnt t o ~ x I!:I I r>g t.ransmi!'»E~»> I in>.!; !>I I E>r co>nE>any whc 0 thr.
Company has sut t icier>t cal>acity 1 r> gun~>rat ing stations and otE>er
facil i ties to sui ply the custom~ r' requirements. TEEe Comi>any
reserves tE>e rigE>t to st>ecify tE>» t imes at. wE>ictus del iver ies
hereunder shall commence.



The customer shall contract for a definite amount of
electrical capacity which shall be sufficient to meet his normal
maximum requirements and the Company shall not be required to
supply cal>acity in excess of that contracted tor except by mutual
agreement. Contracts hereunder will be made for minimum
capac i ties of 5,000 k i iowa t ts.

RATE .
Delivery Voltage

34.5 Kv Above
69 Kv 69 Kv

Service Charge per month $ 555.00
Demand Charge per kw 5.47
Energy Charge l>er kwhr 1.812$

$ 1i229.00
$ 5.39

1.797/
Reactive Demand Charge

For each kilovar of lagging reactive
demand in excess of 50'~> of the kw of
monthly billing demand $ ~ 42 per kvar

DELIVERY VOLTAGE ~

The rates set forth in this tariff are based ul>on the
delivery and measurement of energy at the same voltage. Coml>any
shall determine and advise customer which ot its lines will be
utilized to deliver service hereunder and sh ll sl>ecify the
volt.age thereof.

Customer shall own, ol>crate, and maintain
substation equipment, including transformers and
thereto, for receiving and l>urchasing a11 e1ectric
delivery vol tage. Coml>any sha1 1 own, ol>crate,
necessary meter ing equil>ment .

all necessary
appurtenances
energy at the
and maintain

FVEL ADJVSTMENT CLAVSE

Bills computed according to the rates set forth herein will
be increased or decreased hy a l'url Aojustmrnt l"actor 1>er kwh
calculated in compliance with the f'ue1 Adjustment Clause contained
in Sheet 5-1 and 5-2 of this Tarif f Schedule.



MONTHLY BI I.LING DEMAND.

The billing demand in kw shall be taken each month as the
highest single 30-minute integrated peak in kw as r» gistered
during the month by a demand meter or indicator, or, at the
Company's option, as the highest registration of a thermal type
demand meter or indicator. The billing demand shall in no event
be less than 60% of the contract capacity of the customer, nor
less than 5,000 kw.

The reactive demand it> kvars shall be taken each month as
the highest single 30-minute integrated leak in kvars as
registureri during th» month by a demand meter or indicator» or» at
the Company's option, as the highest registration of a thermal
tyi>e d»>ma nd meter or i nd i cator.

NININUN CHARGE

This tariff is subject to a minimum monthly charge equal to
the sum of the service charge and the demand charge multiplied by
the greater of a) 5,000 kw or b) 60% of. the customer's contract
capacity.

DELAYED PAYMENT CHARGE.

Bills computed under this tarif f are due and payable within
15 days of date of bil] . On all accounts not so paid, an
additional charge of 5% of the unpaid balance will he made.

TERM OF CONTRACT.

Contracts under this tariff will be made for not less than
5 years with self-renewal provisions for successive periods of. l
year each, until either party shall give at least l year's written
notice to the other of the intention to discontinue at the end of
any yearly period. The Company will have the right to make
contracts for periods of longer than 5 years.



TARIFF I.R.P. (cont'd)
( I n ter rupt i hie Power)

CONDITIONS OF SFBVICF..

The interruptible load shall be shall be separately
served and metered and shall at no time be connected to
facilities serving the customer' firm load .

2. All local facilit irs for intr r rupting service to the
interruptihle load will be owned hy the customer.

Thr I reguer>cy and duration r>t int i. rrr>);t ion shal 1 not he
limited.

4. In the event the customer fails to curtail load as
requested by the Company, the Company reserves the
right to interrupt the customers entire load.
No resp>onsi bi 1 i ty of. any kind sha1 1 attach to the
Company for or on account of any loss or darriage caused
by or resulting f rom any interruption of this service.

SPECIAL TERMS AND CONDITIONS.

See Terms and Corrditions of Service .


