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VAUGHAN - S1

SETTLEMENT TESTIMONY OF
ALEX E. VAUGHAN, ON BEHALF OF
KENTUCKY POWER COMPANY
BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY

I INTRODUCTION

PLEASE STATE YOUR NAME AND POSITION WITH KENTUCKY POWER
COMPANY.

My name is Alex E. Vaughan. I am Manager of Regulated Pricing and Analysis for
American Electric Power Service Corporation with direct responsibility for Kentucky
Power Company cost of service and rate design matters.

DID YOU FILE TESTIMONY IN THIS RATE PROCEEDING?

Yes. Ifiled both direct testimony and rebuttal testimony.

ARE YOU FAMILIAR WITH THE ISSUES PRESENTED IN THIS CASE BY
THE COMPANY AND THE PARTIES GRANTED INTERVENTION?

Yes.

DID YOU PARTICIPATE IN THE NEGOTIATIONS WHICH LED TO THE
SETTLEMENT AGREEMENT BEING SUBMITTED FOR CONSIDERATION
AND APPROVAL BY THE COMMISSION?

Yes. I participated in an initial informal meeting on October 24, 2017 at the Company’s
office in Frankfort with the parties to the case, and the informal conferences on October
26, 2017 and November 7, 2017 at the Commission’s offices that led to the agreement in

principle.
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VAUGHAN - S2

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

In my testimony, I support the calculations included in the Settlement Agreement and the
exhibits supporting the terms of the Settlement Agreement. I also describe the impact of
the agreement on individual tariff classes. Finally, I sponsor the proof of revenue
calculations and the particular tariffs that reflect and implement the agreement.

II. RATE IMPACT OF THE SETTLEMENT AGREEMENT

DID KENTUCKY POWER CALCULATE THE RELATIVE RATE IMPACT OF
THE SETTLEMENT AGREEMENT ON INDIVIDUAL TARIFF CLASSES?

Yes. Exhibit 1 to the Settlement Agreement shows the revenue allocation and relative
rate impact on the various tariff classes resulting from the $31.78 million increase in base
rates under Paragraph 1 of the Agreement. A copy of Exhibit 1 to the Settlement
Agreement is included as EXHIBIT AEV-1S. EXHIBIT AEV-1S also shows the rate
impacts resulting from the $36 million total increase that includes the Company’s
proposed environmental compliance plan and the incremental changes in HEAP and
KEDS funding. Furthermore, EXHIBIT AEV-1S illustrates the savings that the customer
classes will realize from the Company’s June financing activities in the environmental
surcharge that is not reflected in the calculation of the Company’s base rate revenue
increase. These items in total amount to an average increase from test year electric sales
revenue of 6.16%.

HAS THE COMPANY DESIGNED RATES AND TARIFFS CONSISTENT WITH
THE SETTLEMENT AGREEMENT?

Yes. Attached to this testimony as EXHIBIT AEV-2S is a summary of base rates

designed in accordance with the terms of the Settlement Agreement. These rates have






VERIFICATION

The undersigned, Alex E. Vaughan, being duly sworn, deposes and says he is the
Manager, Regulatory Pricing and Analysis that he has personal knowledge of the matters
set forth in the forgoing testimony and the information contained therein is true and
correct to the best of his information, knowledge and belief.

STATE OF OHIO )
) Case No. 2017-00179
COUNTY OF FRANKLIN )

Subscribed and sworn to before me, a Notary Public in and before said County
and State, by Alex E. Vaughan, this the 2/ day of November 2017.
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Exhibit AEV-3S

KENTUCKY POWER BILLING ANALYSIS
TEST YEAR ENDED FEBRUARY 28, 2017
SETTLEMENT PROFORMA SUMMARY

Proforma Total
Test Year Total Base HEAP and Current Base Incremental
Total Adjusted Current Proposed COS Rev Economic HEAP and COS Rev Incremental Incremental Environmental Total Number of
Tariff Revenue Base Revenue Base Revenue Increase Development  Econ Developm % Difference HEAP KEDS Surcharge (ECP) Increase Customers
RS Total $232,588,244 $215,414,932 $235,471,980 $20,057,048 $490,008 $489,399 B.62% $81,567 ($80,958) 1,731,961 21,789,618 136,352
RSLMTOD Total $356,909 $322,143 $350,663 $28,420 §570 $584 7.96% §97 ($112) 2577 30,983 182
RSTOD Total $7.328 $7,713 $8,443 $730 $18 $18 9.96% $3 ($3) 62 792 5
OL Total $8,984,564 $8,231,795 $8,433,544 $201,749 2.25% 82,080 283,829
SGS Metered Total $20,450,345 $17,886,757 $18,889,355 $1,002,598 $271,006 $40,851 4.90% $230,254 176 667 1,409,618 22,575
SGSLMTOD (225) $40,602 $35,500 $40,084 $4,584 $384 $58 11.29% $326 362 5,272 3z
SGSTOD 227) $123,507 $112,312 $125,631 $13,219 $2,170 $326 10.70% 31,845 1,223 16,287 181
SGS NM Total $757,275 §645,228 $610,745 ($34,484) $17,570 $2,590 —4.56% 514,980 5,931 (18,572) 1,009
MGS AF (214) $191,031 $155,583 $169,537 $13,953 $986 $148 7.30% $838 1,494 16,286 82
MGS Sec Total $57,985,585 $61,288,014 $54 627,745 §3,339,731 $78,0868 $11,713 5.76% $66,373 479,939 3,886,104 6,504
MGSLMTOD (223) $95,062 $84,798 $96,134 $11,338 $553 383 11.93% $470 836 12,642 45
MGSTOD (228) $411,841 $376,617 $398,112 $21,495 §$925 $139 6.22% $786 3,374 25,655 77
MGS Pri Total $1,379,476 $1,562,311 $1,605,000 $42,689 $336 $140 3.09% $7%6 13,497 56,982 78
MGS Sub (236) $182,703 $160,047 $144,789 ($15,258) $72 $1 -B.35% $681 1,202 (13,895) 6
SCHOOL Sec $12,936,661 $11,340,033 $12,120,188 $780,155 $1,932 $280 6.03% $1,642 102,227 BB4,024 161
SCHOOL Pri $186,673 $164,445 $175,318 $10,874 $12 $2 5.83% §10 1,390 12,274 1
LGS Sec Total $46,350,023 $40,615,945 $42,559,837 $1,943,892 $6,951 $1,043 4.19% $5,808 354,088 2,303,888 579
LGS Sec TOD (256) $160,709 $279,903 $297,986 $18,082 $32 $5 11.25% $27 2,418 20,528 3
LGSLMTOD (261) $219,779 $192,636 $204,702 $12,066 $98 $14 5.49% §82 1,702 13,849 8
LGS Pri Total $7,908,538 $7,429413 $7,045,541 $516,128 $710 3107 6.53% $604 66,003 581,734 59
LGS Sub (248) $2,734,354 $2,720,571 $2,955,321 $234,750 $204 s B.59% $173 21,899 256,822 17
LGS Tran (250) $70,583 $136,726 $147,974 $11,249 $24 o4 15.94% $20 1,133 12,402 2
IGS Sec $1,390,047 $1,237,544 $1,325,827 $88,283 $48 $7 6.35% $41 10,023 98,347 4
IGS P $24,959,531 $21,072,648 $22,664,129 $1,591,480 $420 $63 6.38% 3357 165,376 1,757,213 386
IGS Sub $111,706,963 $99478,225 $101,222,753 $1,744,529 $312 $47 156% $265 569,736 2,314,530 26
IGS Tran $19,855,324 $16,981,225 $17,091,843 $110,418 $36 35 0.56% $31 91,815 202,264 3
SL (528) $1,645,831 $1,407,108 $1,443,668 $386,760 223% 13,751 50,512 0
_MW (540) $221,405 $194,342 $199,303 $4.961 $120 $18 2.24% $102 1,620 6,683 10
Total $553,900,980 $499,534,514 $631,326,950 $31,791,437 $B874,180 $547,493 5.74% $81,667 $245,020 $3,903,449 $36,021,572 168,107
Base Rate COS Increase 31,780,734
Rate Design Revenue Increase 31,791,437

Difference

10,703 rate design rounding difference - proof on Recaonciliation tab















































































































Line

W N

WACC
Monthly
Monthly

Payment

Month

January-18
February-18
March-18
April-18
May-18
June-18
July-18
August-18
September-18
October-18
November-18
December-18
lanuary-19
February-19
March-19
April-19
May-19
lune-19
luly-19
August-19
September-19
October-19
November-19
December-19

lanuary-20 ¢

February-20
March-20
April-20
May-20
June-20
July-20
August-20
September-20
October-20
November-20
December-20
lanuary-21
February-21
March-21
April-21
May-21
lune-21
July-21
August-21
September-21
October-21
November-21
December-21

January-22:

February-22
March-22
April-22
May-22
lune-22
luly-22
August-22
September-22
October-22
November-22

Dec1-Dec8,2022

Dec 9 - Dec 31, 2022

February-23
March-23

Additians

1,250,000

1,250,000
1,250,000
1,250,000
1,250,000
1,250,000
1,250,000
1,250,000
1,250,000
1,250,000
1,250,000
1,250,000
1,250,000
1,250,000
1,250,000
1,250,000
1,250,000
1,250,000
1,250,000
1,250,000
1,250,000
1,250,000
1,250,000
1,250,000

833,333
833,333
833,333
833,333
833,333
833,333
833,333
833,333
833,333
833,333
833,333
416,667
416,667
416,667
416,667
416,667
416,667
416,667
416,667
416,667
416,667
416,667
416,667

444,126

444,126
444,126
444,126
444,126
444,126
444,126
444,126
444,126

444,126

3,333

114,613

9.11%

0.7592%
$1,152,868
$13,834,418

Levelized
Payment

855,354

1,152,868
1,152,868
1,152,868

Calculated
Change in RA

1,250,000
1,250,000
1,250,000
1,250,000
1,250,000
1,250,000
1,250,000
1,250,000
1,250,000
1,250,000
1,250,000
1,250,000
1,250,000
1,250,000
1,250,000
1,250,000
1,250,000
1,250,000
1,250,000
1,250,000
1,250,000
1,250,000
1,250,000
1,250,000
833,333
833,333
833,333
833,333
833,333
833,333
833,333
833,333
833,333
833,333
833,333
833,333
416,667
416,667
416,667
416,667
416,667
416,667
416,667
416,667
416,667
416,667
416,667
416,667
444,126
444,126
444,126
444,126
444,126
444,126
444,126
444,126
444,126
444,126
444,126
114,613
(855,354)
{1,152,868)
(1,152,868)
(1,152,868)
(1,152,868)

Month End
Reg Asset
Balance Excl.
cc

1,250,000

2,500,000

3,750,000

5,000,000

6,250,000

7,500,000

8,750,000
10,000,000
11,250,000
12,500,000
13,750,000
15,000,000
16,250,000
17,500,000
18,750,000
20,000,000
21,250,000
22,500,000
23,750,000
25,000,000
26,250,000
27,500,000
28,750,000
30,000,000
30,833,333
31,666,667
32,500,000
33,333,333
34,166,667
35,000,000
35,833,333
36,666,667
37,500,000
38,333,333
39,166,667
40,000,000
40,416,667
40,833,333
41,250,000
41,666,667
42,083,333
42,500,000
42,916,667
43,333,333
43,750,000
44,166,667
44,583,333
45,000,000
45,444,126
45,888,252
46,332,378
46,776,504
47,220,630
47,664,756
48,108,882
48,553,009
48,997,135
49,441,261
49,885,387
50,000,000

ADITonRA ADIT Balance

(437,500)
{437,500)
{437,500)
{437,500)
(437,500)
(437,500)
(437,500)
(437,500)
{437,500)
{437,500)
{437,500)
(437,500}
(437,500)
(437,500)
{437,500)
(437,500)
{437,500)
(437,500)
(437,500)
(437,500)
(437,500)
(437,500)
(437,500)
(437,500)
{291,667)
(291,667)
(291,667)
(291,667)
(291,667)
(291,667)
(291,667)
(291,667)
(291,667)
(291,667)
(291,667)
(291,667)
(145,833)
(145,833)
(145,833)
(145,833)
(145,833)
{145,833)
(145,833)
(145,833)
(145,833)
(145,833)
(145,833)
(145,833)
(155,444)
(155,444)
(155,444)
(155,444)
(155,444)
(155,444)
(155,444)
(155,444)
(155,444)
(155,444)
(155,444)
{40,115)
216,398
291,667
291,667
291,667

(437,500)
(875,000)
{1,312,500)
{1,750,000)
(2,187,500)
{2,625,000)
{3,062,500)
(3,500,000)
(3,937,500)
{4,375,000)
{4,812,500)
{5,250,000)
{5,687,500)
(6,125,000)
{6,562,500)
{7,000,000)
(7,437,500)
{7,875,000)
{8,312,500)
(8,750,000)
(9,187,500)
(9,625,000)
(10,062,500)
(10,500,000)
(10,791,667)
(11,083,333)
{11,375,000)
{11,666,667)
{11,958,333)
(12,250,000)
{12,541,667)
{12,833,333)
{13,125,000)
{13,416,667)
{13,708,333)
(14,000,000)
{14,145,833)
(14,291,667)
(14,437,500)
{14,583,333)
(14,729,167)
(14,875,000)
(15,020,833)
(15,166,667)
(15,312,500)
{15,458,333)
{15,604,167)
{15,750,000)
(15,905,444)
(16,060,888)
(16,216,332)
(16,371,776)
(16,527,221)
(16,682,665)
(16,838,109)
(16,993,553)
(17,148,997)

{17,459,885)
{17,500,000)
(17,283,602)
{16,700,269)
(16,408,602)

Balance of
Components

Subject to

WACC

812,500
1,625,000
2,437,500
3,250,000
4,062,500
4,875,000
5,687,500
6,500,000
7,312,500
8,125,000
8,937,500
9,750,000
10,562,500
11,375,000
12,187,500
13,000,000
13,812,500
14,625,000
15,437,500
16,250,000
17,062,500
17,875,000
18,687,500
19,500,000
20,041,667
20,583,333
21,125,000
21,666,667
22,208,333
22,750,000
23,291,667
23,833,333
24,375,000
24,916,667
25,458,333
26,000,000
26,270,833
26,541,667
26,812,500
27,083,333
27,354,167
27,625,000
27,895,833
28,166,667
28,437,500
28,708,333
28,979,167
29,250,000
29,538,682
29,827,364
30,116,046
30,404,728
30,693,410
30,982,092
31,270,774
31,559,456
31,848,138
32,136,819
32,425,501
32,500,000
40,975,391
40,425,261
39,870,955
39,312,440
38,749,686

Carrying
Charges on
Principal net
of ADIT only

6,168
12,336
18,505
24,673
30,841
37,009
43,178
49,346
55,514
61,682
67,851
74,019
80,187
86,355
92,523
98,692
104,360
111,028
117,196
123,365
129,533
135,701
141,369
148,038
152,150
156,262
160,374
164,486
168,598
172,710
176,823
180,935
185,047
189,159
193,271
197,383
199,439
201,495
203,552
205,608
207,664
209,720
211,776
213,832
215,388
217,944
220,000
222,056
224,248
226,430
228,631
230,823
233,014
235,206
237,397
239,589
241,780
243,972

63,526

Carrying Charges
on Total Reg
Asset net of ADIT

233,081
313,072
306,895
302,687
298,447

Month End
Reg Asset
Balance

1,250,000

2,506,168

3,768,505

5,037,009

6,311,682

7,592,523

8,879,533
10,172,710
11,472,056
12,777,570
14,089,253
15,407,103
16,731,122
18,061,309
19,397,664
20,740,188
22,088,879
23,443,739
24,804,767
26,171,964
27,545,328
28,924,861
30,310,562
31,702,431
32,683,802
33,669,285
34,658,880
35,652,588
36,650,407
37,652,339
38,658,382
39,668,538
40,682,806
41,701,186
42,723,679
43,750,283
44,364,333
44,980,439
45,598,602
46,218,820
46,341,094
47,465,424
48,091,811
48,720,253
49,350,752
49,983,307
50,617,918
51,254,584
51,920,767
52,589,141
53,259,706
53,932,463
54,607,412
55,284,552
55,963,884
56,645,407
57,329,122
58,015,029
58,703,127
58,881,266
58,258,993
57,417,197
56,571,224
55,721,042
54,866,621












KENTUCKY POWER COMPANY
Gross Revenue Conversion

LINE Cap. Cost WACC WACC
NO. § Gomponent Balances Structure Rates (Net of Tax) GRCF (PRE-TAX)
As of
212812017
1 EUTDEBT $648,913,758 53.45% 4.36%; 2.33%) 1.005425 2.34%
2 ESIT DEBT $0 1.00%! 1.25% 0.01%|] 1.005425 0.01%)
ACCTS REC
3 JFINANCING $46,105,009 3.87% 1.95% 0.08%{ 1.005425 0.08%
4 BC EQUITY $496,766,726 41.68% 9.75%] ** 4.06%) 1.643341 6.67%
5 [TOTAL $1,191,785,493 100.00% 9.11%
Debt Equity
6  Operating Revenues 100.0000 100.6000
7 Less Uncollectible Accounts Expense 0.3400 0.3400
8 KPSC Maintenance Assessment Fee 0.1996 G.1996
9 Income Before Income Taxes 99.4604 99.4604
10 Less State income Taxes (Ln 4 x 5.7348) 5.8425
11 Income Before Federal Income Taxes 93.6179
12 Less Federal Income Taxes (Ln 13*35%) 32,7663
13  Operating Income Percentage 60.8516
14 Gross Up Factor (100.00/Ln 9) 1.005425 1.6433





