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1 ss. 
2 A. My iiaiiie is Rank I<. Wolmlias. My positioii is Mailaging Director, Regulatory 

3 and Finance, I<eiituclcy Power Coiiipaiiy (“I<entuclty Power” or “C01i1pa1iyy7). 

4 My busiiiess address is 101 A Eiitei-prise Drive, Frailkfoi-t, Keiituckcy 40602. 

6 NESS E CE. 

7 A. I earned a Baclielor of Science degree with a niajor in accouiitiiig from Fraidclin 

8 University, Columbus, Oliio in December 198 1. I begaii work with Coluinbus 

9 Soutlierii Power Coinpaiiy in 1978 working in various custoriier services aiid 

10 accounting positioiis. 111 1983, I trasFerred to Kentucky Power worlciiig in 

11 

12 

accounting, rates aiid customer services. I became the Billing and Collectioiis 

Manager in 199.5 overseeing all billiiig and collection activity for the Compaiiy. 

13 In 1998, I traiisferred to Appalachian Power Coiripany (“APCo”) worltiiig in 

14 

1s 

rates. In 2001, I transferred to the Aniericaii Electric Power (“AEP”) Service 

Coi-poration (“AEPSC”) worlcing as a Senior Rate Consultant. In July 2004, I 

16 assumed the position of Manager, Busiiiess Operations Suppoi-t with IGmtuclcy 

17 Power and was promoted to Director ia April 2004. I was promoted to my ctirreiit 
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position as Mailaging Director, Regulatory aiid Finance effective September 1 , 

20 10. 

I am primarily respoiisible for managing the regulatory aiid financial strategy for 

ICentucky Power. This iiicludes plaimiiig aiid executing rate filings €or both 

federal and state regulatory agencies and certificate of public coiiveiiieiice aiid 

iiecessity (“CPCN”) filings before this Coimiiissioii. I am also responsible for 

managing the Company’s financial operating plans iiicluding various capital and 

O&M operational budgets that interface with all other AEP organizations 

affecting tlie Coiiipany’s performance. As part of the finaiicial strategy, I work 

with various AEPSC departments to ensure that adequate resources such as debt, 

equity aiid cash are available to build, operate, and maintain Kentucky Power’s 

electric system assets providing service to our retail aiid wholesale custoiners. In 

my role as Managing Director, Regulatory aid Fiiiance, I repoi-t directly to 

Gregory G. Pauley, President and Chief Operating Officer o€ Kentucky Power. 

Yes. I have testified be€ore this Coininission in various fuel proceedings arid 

provided written testimony in the last two base rate case filings (Case Nos. 2005- 

00341 and 2009-00459). I also provided written testiinony and testified in tlie 

peiiding filing by AEP Keiitucky Transmission Company, Inc. seeking public 

utility status (Case No. 20 1 1-00042), and provided written testimony in support of 

the Company’s application for a CPCN to construct the proposed Boiiiiyman-Soft 
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Shell 138 1V transmission line and related facilities (Case No. 201 1-00295). In 

addition, I provided written testimony and testified in Case No. 201 1-00401, 

wliicli included the Company’s 20 1 1 Eiiviroimental Compliance Plan, and 

request for approval of a CPCN for the construction aid acquisition of related 

facilities. Most recently, I provided testimony in Case No. 20 12-00226, wliicli 

requested the witlidrawal o€ Tariff RTP and approval of Rider RTP and Case No. 

2012-005‘78, which seeks approvals related to the transfer of a fifty percent 

interest in the Mitcliell geiierating station to I<eiitucky Power. 

I provide tluougli my testimony a slziimiary of the estimated cost of service 

impact of tlie proposed Renewable Energy Purchase Agreemelit For Biomass 

Eiiergy Resources (“REPA”) between Kentucky Power and ecoPower 

Generation-Hazard LLC (“ecoPower”) as well as tlie Company’s plans for 

seeking recovery of the costs associated with the REPA. In addition, I provide a 

brier overview of how credit rating agencies treat purchase power agreements 

(“PPAs”) such as the REPA when evaluating utility credit statistics, as well as 

steps the Coiiipaiiy took to minimize any adverse effect the REPA might have 011 

tlie Company’s credit statistics. 

IV. 

ATIV 

A? 
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A. Yes, tlie calculation of an estimated 7% iiicrease in Ikiitucly Power’s cost of 

service is shown in Exhibit NCW-1. This estimated increase is based upon 

Kentucky jurisdictional sales reveiiue for 20 12. The actual percent increase will 

deviate fi-om this estimate (LIP or down) based upon the ICeiitucky jurisdictional 

sales revenue in 2,O 17, wliich is the current estimated date for coininercial 

operation. This estimated cost of service increase does iiot accouiit €or any 

potential offset related to the Section 45 Production Tax Credits described in tlie 

testimony of Compmiy Witness Godfrey. 

VE 

A. The Company cuimitly intends to seek approval of the REPA cost recovery 

iiiechaiiism in its next base rate case. ICeiitucly Power would nevertheless iiot 

begin recovering tlie costs until tliey are incurred. Rased upon ecoPower’s 

cui-rent projection, tlie .facility will begin coimnercial operation in early 20 17; the 

Company thus anticipates begiimiiig the recovery of the costs associated with the 

REPA to coincide with the cominercial operation date. 

A. I<eiitucky Power currently intends to seek approval of a monthly rider or 

surcharge to its base rates that would perinit the concurrent recovery o€ the REPA 

costs. The specific €orinula €or the rider will be presented for the Commission’s 

review in the Company’s next base rate case. 



1 
2 
3 PPAS EVALUA 

5 A. Credit rating agencies will evaluate PPAs to determine if additional debt should be 

6 included in their evaluation of the credit strength of a company. Tliese ageiicies 

7 may view PPAs, such as the ecoPower REPA, as creating fixed, debt-like, financial 

8 Obligations that serve as substitutes for capital iiivestinents by the utility. PPA 
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10 
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13 

obligations, in tlie form o€ capacity payments, are therefore evaluated by credit 

agencies as part of their review o€ a utility’s creditworthiness. For example, 

Standard aid Poor’s (“S&P”) will iinpute a portion of tlie net present value of tlie 

stream of capacity payments as a debt obligation in their evaluation o€ tlie utility’s 

credit statistics. Where, as is the case with the ecoPower REPA, there is not a 

14 

I 5 

16 Q. 

17 

18 

separate capacity charge, the rating agencies indicate they use an implied capacity 

payment in their evaluation. 

A. First, the net present value of capacity payments under the PPA is calculated by 

19 

20 

using the average cost of debt as the discount rate. Next, the portion of the net 

present value of tlie capacity payments to be imputed as a debt obligation is 

21 

22 

23 agency. 

calculated by multiply the calculated net present value of the capacity payinents by 

a risk factor, typically ranging from 0% to SO%, that is assigned by the credit rating 

24 Q. 
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The niaiuier in wliicli S&P does so is discussed at pages 3-4 of Exhibit RKW-2. In 

essence, the stronger the cost recovery niechaiiisni, the lower tlie risk factor, wliicli 

in turn translates into a lower amount of ilnputed debt. 

Because Kentucky Power does not inalte the calciilatioii, the aiiiount of debt, if any, 

that niiglit be imputed will not be known until there is a final order in this case and 

a cost recovery iiiechanisin is established in tlie Company’s next base rate case. 

Even then, the iinputed debt, if any, sliould not affect Kentucky Power’s credit 

statistics until tlie plant becomes operational and the Company starts malting 

payments tinder tlie REPA. 

Yes. Moody’s also evaluates PPAs for debt imputation. With clear recovery 

mechanisms and the ability to pass tlwougli the cost o€ the purchasing the power to 

custoniers, Moody’s will regard these costs as operating costs and not include a 

debt iniputalion. 

Dli 

EFFECT THE EC IGHT RAVE 0 

Yes. In response to the inetliodology einployed by credit rating agencies in 

evaluating PPAs, ICentuclty Power insisted that tlie ecoPower REPA include certain 

provisions designed to niiniinize, to the extent possible, the “risk factors” einployed 
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by credit rating agencies such as S&P in evaluating the E P A .  IJiider Section 

6.1 (A) of tlie REPA, the Coiripany has the riglit to leriniiiale the agreement if the 

Coiiipaiiy does iiot receive the approvals, iiicludiiig a declaratory order regarding 

the cost recovery mechanism, sought in this application. Iii addition, Sections 

6.1 (R), 6.1 (C), and 6.1 (D) of the REPA, as well as tlie defiiiition of ‘‘Cost Recovcry 

Order,” grant tlie Coiiipany the riglit to teriiiiiiate tlie REPA, subject to liinited cure 

provisions, if it is ever denied hill concurrent recovery o€ its costs uiider the REPA 

by means of a rider or surcliarge to base rates. 

IE 

Yes. 



VERIFICATION 

The undersigned, Raiiie IC. Woldias being duly sworn, deposes aiid says hc is the 
Maiiagiiig Director Regulatory and Finance for Kentucky Power Company, that he has 
persoiial lciiowledge of the matters set forth in tlie forgoing testimony aiid tlie information 
coiitaiiied therein is true aiid correct to the best of his iiiforiiiation, lciiowledge, ant1 beliel. 

RANIE IC. WOHNHAS 

COMMONWEALTH OF ENTUCICY ) 
1 ss 

COUNTY OF FRANKLIN ) 

Subscribed and sworii to before me, a Notary Public iii aiid before said County 
and State, by, Raiiie IC. Woliidias, this tlie /D%day of April 2013. 
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,--\ 

My Coiiiiiiissioii Expires: /7 
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Kentucky Power Company 
Estimated Year 1 linpact on Cast of Service 

ecoPower REPA 

Description 

Estimated Purchase Power Costs ($000) 

Less. 

Avoided Fuel Costs ($000) 

Avoided Capacity Costs ($000) 

Incremental Rev. Req. ($000)( L1 - L3 - L4) 

KPCo Juris. Sales Revenue - 2012 ($000) 

Percent Increase (L5 I L6) 

Amount 

50,661 

12,780 

2,730 

35,151 

501,037 

7.02% 


