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Direct Testimony of Jeffry Pollock
1. INTRODUCTION, QUALIFICATIONS AND SUMMARY

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

Jeffry Pollock; 12647 Olive Blvd., Suite 585, St. Louis, MO 63141.

WHAT IS YOUR OCCUPATION AND BY WHOM ARE YOU EMPLOYED?

I am an energy advisor and President of J. Pollock, Incorporated.

PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND EXPERIENCE.

| have a Bachelor of Science Degree in Electrical Engineering and a Master's
Degree in Business Administration from Washington University. Since graduation in
1975, | have been engaged in a variety of consulting assignments, including energy
procurement and regulatory matters in both the United States and several Canadian
provinces. My qualifications are documented in Appendix A. | have offered
testimony in 27 state regulatory Commissions, FERC and several municipal and
governmental utility boards, legislative committees and courts. A partial list of my

appearances is provided in Appendix B to this testimony.

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING?

I am testifying on behalf of the Kentucky League of Cities (KLC). KLC members
include a diversity of cities in terms of size, population, infrastructure and geographic
location within the Commonwealth. KLC members purchase substantial amounts of
electricity from Kentucky Power Company (KPCO) under the Outdoor Lighting (OL),

Street Lighting (SL), Municipal Waterworks (MW), and various general service tariffs.

1. Introduction, Qualifications
And Summary
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WHAT ISSUES ARE YOU ADDRESSING?

| am addressing how any base revenue increase should be allocated among the

various customer classes.

ARE YOU SPONSORING ANY EXHIBITS TO YOUR DIRECT TESTIMONY?
Yes. | am sponsoring Exhibit JP-1 through JP-3. These exhibits were prepared by

me or under my supervision and direction.

DO YOU ENDORSE KPCO'S PROPOSALS ON THOSE ISSUES NOT
ADDRESSED IN YOUR DIRECT TESTIMONY?

No. Additionally, throughout my testimony and exhibits | use the revenue
requirement parameters proposed by KPCO in this case for illustrative purposes. My
reliance on these parameters should not be interpreted as an endorsement of

KPCO'’s proposed revenue requirements.

Summary

Q.
A.

PLEASE SUMMARIZE YOUR FINDINGS AND RECOMMENDATIONS.
My findings and recommendations are as follows:

e KPCO'’s class cost-of-service study (CCOSS) reveals wide disparities
between class rates of return. In particular, the lighting classes,
consisting of Rates OL and SL, are providing rates of return at current
rates that are more than twice the 7.26% proposed rate of return that
KPCO is requesting in this proceeding. Four of the remaining seven
classes are also currently earning rates of return higher than 7.26%.

o KPCO'’s proposed class revenue allocation would move rates only 5%
closer to cost. At this pace it would require 20 rate cases to achieve cost-
based rates.

¢ The Commission should reject KPCQO's proposed class revenue allocation
and adopt KLC's proposal (Exhibit JP-2), which would move rates about
20% closer to cost.

1. Introduction, Qualifications
And Summary
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If the Commission authorizes a lower base revenue increase, it should
proportionally reduce the non-fuel base revenues under KLC’s proposed
class revenue allocation (Exhibit JP-2, column 2).

Because the lighting classes are already producing excessive returns,
their rates should not be increased in this proceeding regardless of the
amount of any base revenue increase authorized by the Commission.
This includes both the charges for lighting fixtures as well as any
applicable installation charges.

1. Introduction, Qualifications
And Summary
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2. CLASS REVENUE ALLOCATION
WHAT IS CLASS REVENUE ALLOCATION?
Class revenue allocation is the process of determining how any base revenue

change the Commission approves should be spread to each customer class a utility

serves.

HOW SHOULD ANY CHANGE IN BASE REVENUES APPROVED IN THIS
DOCKET BE SPREAD AMONG THE VARIOUS CUSTOMER CLASSES KPCO
SERVES?

Base revenues should reflect the actual cost of providing service to each customer
class as closely as practicable. Regulators sometimes limit the immediate
movement to cost based on principles of gradualism, rate administration, and other

factors.

PLEASE EXPLAIN THE PRINCIPLE OF GRADUALISM.

Gradualism is a concept that is applied to prevent a class from receiving an overly-
large rate increase. That is, the movement to cost of service should be made
gradually rather than all at once because it would result in rate shock to the affected

customers.

HOW IS RATE ADMINISTRATION RELATED TO RATE CHANGE?
Rate administration is a concept that applies when the design of a rate may be tied
to the design of other rates to minimize revenue losses when customers migrate

from a more expensive to a less expensive rate.

2. Class Revenue Allocation
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ARE THERE OTHER REASONS TO APPLY COST-OF-SERVICE PRINCIPLES
WHEN CHANGING RATES?

Yes. The other reasons for adhering to cost-of-service principles are equity,

engineering efficiency (cost-minimization), stability and conservation.

WHY ARE COST-BASED RATES EQUITABLE?

Rates which primarily reflect cost-of-service considerations are equitable because
each customer pays what it actually costs the utility to serve the customer — no more
and no less. If rates are not based on cost, then some customers must pay part of

the cost of providing service to other customers, which is inequitable.

HOW DO COST-BASED RATES PROMOTE ENGINEERING EFFICIENCY?

With respect to engineering efficiency, when rates are designed so that demand and
energy charges are properly reflected in the rate structure, customers are provided
with the proper incentive to minimize their costs, which will, in turn, minimize the

costs to the utility.

HOW CAN COST-BASED RATES PROVIDE STABILITY?

Stability is accomplished because changes in customer usage patterns result in
parallel changes in revenues and expenses. If rates are not based on cost, then an
increase in usage by subsidized classes or a decrease in usage by classes providing
subsidies will adversely affect the utility’s earnings. That is because as subsidized
classes grow a utility's revenue shortfall will grow over time. Conversely, as an
overcharged customer class grows, its customers become increasingly important to

utility earnings, while those customers are simultaneously given greater incentives to

2. Class Revenue Allocation
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reduce their use of the utility’s system.

HOW DO COST-BASED RATES ENCOURAGE CONSERVATION?

By providing balanced price signals against which to make consumption decisions,
cost-based rates encourage conservation (of both peak day and total usage), which
is properly defined as the avoidance of wasteful or inefficient use (not just less use).

If rates are not cost-based, then consumption choices are distorted.

HOW ARE COST-BASED RATES DETERMINED?
The cost of providing service can be determined by conducting a class cost-of-

service study (CCOSS).

KPCQ'’s Class Cost-of-Service Study

Q.

HAVE YOU REVIEWED THE CLASS COST-OF-SERVICE STUDY FILED BY
KPCO IN THIS CASE?

Yes.

BASED ON YOUR REVIEW, DOES THE CLASS COST-OF-SERVICE STUDY
FILED BY KPCO IN THIS CASE GENERALLY COMPORT WITH ACCEPTED
PRACTICE?

Yes. KPCOQO’s CCOSS is structurally sound, and it generally recognizes the ways
that costs are incurred to serve each of the various customer classes, including the
differences in class service and load characteristics that support charging different
average rates per kilowatt-hour (kWh). These differences and the procedures for

conducting a CCOSS are explained in more detail in Appendix C.

2. Class Revenue Allocation
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WHAT ARE THE RESULTS OF KPCO’S CCOSS?

The results of KPCO’s CCOSS are summarized in Table 1 below.

Table 1
Summary of KPCQO'’s
Class Cost-of-Service Study Results
at Present Rates
Customer Rate of Subsidy
Class Return ($000)

RS 0.82% | -($30,458)
SGS 10.26% 4,068
MGS 7.98% 8,161
LGS 7.99% 7,221
IGS 5.20% 6,083
PS 5.89% 971
MW 10.89% 40
OL 14.78% 3,444
SL 15.37% 469
Total KY. Jurisd. 3.66% $0
Source: KPCo’s Response to Staff 1-73, Att. 35

PLEASE EXPLAIN THE TERMS RATE OF RETURN AND SUBSIDY.
Rate of return measures the profitability of each customer class. It is derived by
dividing net operating income (revenues less allocated operating expenses) by rate
base. A class that is providing a rate of return above the Total Kentucky
Jurisdictional rate of return is paying rates that are above cost, while a class that is
providing a rate of return below the Total Kentucky Jurisdictional rate of return is
paying rates that are below cost.

The extent in which a class’s rates are above or below cost is measured by
the subsidy. A positive subsidy means that current revenues are above the allocated

costs; that is, a class is subsidizing other classes. A negative subsidy means that

2. Class Revenue Allocation
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current revenues are below the allocated costs; that is, a class is being subsidized by
other classes. Thus, in order to move rates closer to cost, any change in base rate

revenues should be allocated to customer classes in a manner that reduces the

subsidies at present rates.

DO YOU AGREE WITH ALL OF THE COST ALLOCATION METHODOLOGIES
USED BY KPCO IN THIS PROCEEDING?

No. However, as demonstrated in Table 1 above, the class rates of return in
KPCO’'s CCOSS are widely disparate. Thus, using alternative cost allocation
methodologies would not change the fact that KPCO’s current rates are not cost-

based.

WHAT DO THE RESULTS OF THE CLASS COST-OF-SERVICE STUDY
DEMONSTRATE?

KPCO'’s present rates are not cost-based. There are wide variations in the earned
rates of return by customer classes. Six of the nine customer classes—Small
General Service (Rate SGS), Medium General Service (Rate MGS), Large General
Service (Rate LGS), MW, OL, and SL—are providing rates of return that are already
well in excess of the 6.73% overall system rate of return that KPCO is proposing in
this proceeding. Thus, in an effort to achieve cost-based rates, these six classes
should not receive any rate increase in this proceeding. However, this would require
very large rate increases to the remaining three customer classes. Accordingly, as

discussed below, KPCO is proposing to recognize the principle of gradualism.

2. Class Revenue Allocation
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KPCQO'’'s Proposed Allocation

Q.

HOW IS KPCO PROPOSING TO ALLOCATE THE PROPOSED BASE REVENUE
INCREASE IN THIS PROCEEDING?
Exhibit JP-1 shows how KPCO is proposing to spread its proposed $65.4 million
base revenue increase to customer classes. Page 1 measures the increase as a
percent of total revenues, including the revenues collected under various cost
recovery clauses. The cost recovery clauses include:

e Fuel Adjustment Clause (FAC);

e System Sales Clause;

e Franchise Tariff;

e Demand-Side Management Adjustment Clause;

o Kentucky Economic Development Surcharge;

¢ Home Energy Assistance Program;

e Capacity Charge;

e Environmental Surcharge;

o Purchased Power Adjustment; and

¢ Big Sandy Decommissioning Rider.
WOULD THE PROPOSED INCREASES DIFFER BY CUSTOMER CLASS?
Yes. KPCO'’s proposed class revenue allocation would assign below system-
average rate increases to those customer classes producing above-average rates of
return. As previously stated, when a class is providing an above system-average

rate of return, it means that the class is subsidizing other customer classes. The

2. Class Revenue Allocation
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opposite is also true for a class that is providing a below system-average rate of

return; that is, this class is being subsidized by other classes.

IS ANY OF THE PROPOSED $65.4 MILLION BASE REVENUE INCREASE
RELATED TO THE RECOVERY OF FUEL AND PURCHASED POWER COSTS?

No. KPCO is seeking an increase to recover higher base rate costs and not higher
fuel and purchased power costs. This is notable because fuel and purchased power
are among KPCO'’s largest single operating expense. Accordingly, removing fuel
and purchased power expense would provide a better measure of KPCO'’s proposed

class revenue allocation.

HAVE YOU CALCULATED THE PROPOSED BASE REVENUE INCREASE BOTH
OVERALL AND BY CUSTOMER CLASS WITH FUEL AND PURCHASED POWER
COSTS REMOVED?

Yes. The calculation is provided in the table below.

KPCO’s Proposed Base Revenue Increase
Excluding Fuel and Purchased Energy Cost Recoveries
($000)

Description Amount
Proposed Base Revenue Increase $60,397
Present Sales Revenues $499,135
Fuel and Purchased Energy Charges* $164,766
Non-Fuel Revenues $334,369
Percent Increase 18.1%
* 2.88485¢ per kWh.

KPCO is projecting $499.1 million of revenues from firm electric sales during the test

year. Of this amount, fuel and purchased power energy costs account for about

2. Class Revenue Allocation
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$164.8 million. The $164.8 million includes costs recovered in the FAC (0.15985¢
per kwh) and fuel and purchased energy costs embedded in base rates (2.725¢ per
kwh). Removing fuel and purchased energy charges leaves $334.4 million of non-
fuel revenues. Dividing the proposed $60.4 million increase by $334.4 million results

in an 18.1% increase. Thus, KPCO's proposal is effectively an 18.1% non-fuel rate

increase.

HAVE YOU RESTATED KPCO’'S PROPOSED CLASS REVENUE ALLOCATION
RELATIVE TO NON-FUEL BASE REVENUES?

Yes. Exhibit JP-1, page 2 restates KPCO’s proposed class revenue allocation with
all fuel and purchased energy cost recoveries removed. As can be seen, all non-
residential customer classes would receive below-average increases except for the
Industrial General Service (IGS) class, which would receive close to a system-

average increase.

HOW DID KPCO DETERMINE ITS CLASS REVENUE ALLOCATION?
KPCO states that its objective was to eliminate subsidies gradually over time based
on the results of the CCOSS as well as the ratemaking principle of gradualism for its

proposed class revenue allocation.!

HOW DID KPCO APPLY GRADUALISM?
KPCO limited the rate increase by reducing each classes’ subsidy by 5%. In other

words, rates would be moved only 5% closer to cost in this proceeding.

1 Direct Testimony of Douglas R. Buck at 20-21; Direct Testimony of Ranie K. Wohnhas at 8.

2. Class Revenue Allocation
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IS IT REASONABLE TO MOVE RATES BY ONLY 5% CLOSER TO COST?

No. As previously stated, the CCOSS results show that even with no increase, six of
the nine classes are already providing higher rates of return than KPCO is requesting
in this proceeding. Although | acknowledge the appropriateness of gradualism to
prevent any class from experiencing rate shock, limiting the movement to cost by
only 5% would be too gradual. At this pace, it would take 20 rate cases before
KPCO'’s rates are cost-based. Assuming KPCO filed rate cases every three years,

cost-based rates would not be achieved until the year 2077.

Recommendation

Q.
A.

WHAT DO YOU RECOMMEND?

I recommend a more substantial movement to achieve cost-based rates than
KPCOQO'’s proposal. To achieve this while still recognizing gradualism it would be
reasonable to limit the increase to any customer class to not more than 1.5 times the
system average increase measured relative to non-fuel base revenues (i.e.,

excluding fuel and purchased energy charges).

HAVE YOU DEVELOPED A CLASS REVENUE ALLOCATION THAT MOVES
RATES CLOSER TO COST WHILE ALSO APPLYING GRADUALISM?

Yes. Exhibit JP-2 presents my recommended class revenue allocation.
Specifically, in deference to gradualism, no class would experience an increase
higher than 1.4 times the system average increase. However, to provide a more

meaningful movement to cost-based rates, my recommendation would assign:

2. Class Revenue Allocation
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o No increase in lighting rates because these rates are currently
providing rates of return that are in excess of twice the proposed
system average rate of return.

e About 41% of the system average non-fuel revenue increase to
the SGS and MW classes.

o About 66% of the system average non-fuel revenue increase to
the MGS and LGS classes; and

e About 81% of the system average non-fuel revenue increase to
the IGS and Public School (PS) classes.

HAVE YOU CONFIRMED THAT THE CLASS REVENUE ALLOCATION SHOWN
IN EXHIBIT JP-2 WOULD RESULT IN MOVING ALL RATES CLOSER TO COST?

Yes. Exhibit JP-3 shows the CCOSS results at KLC's proposed class revenue
allocation. Overall, KPCO's rates would move about 20% closer to cost. This is in
stark contrast to KPCO'’s proposed class revenue allocation, which would move rates

only 5% closer to cost.

WHY SHOULD THE LIGHTING CLASSES RECEIVE NO INCREASE IN THIS
PROCEEDING?

The OL and SL classes should not receive any rate increase in this proceeding
because these classes are earning rates of return at current rates that are more than
twice the 6.73% system average rate of return that KPCO is seeking in this

proceeding.

WOULD IT BE APPROPRIATE TO RAISE THE INSTALLATION CHARGES
APPLICABLE TO LIGHTING CUSTOMERS IN THIS PROCEEDING?
No. As long as the OL and SL class rates of return are above the system average,

which would be the case even under KPCO's proposed class revenue allocation, the

2. Class Revenue Allocation
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current installation charges should be retained.

IF THE COMMISSION AUTHORIZES A LOWER INCREASE FOR KPCO, HOW
SHOULD THAT LOWER INCREASE BE SPREAD AMONG THE CUSTOMER
CLASSES?

My recommendation would be to scale down the base revenue requirement in
proportion to the overall base revenue increase that the Commission ultimately
awards. For example, if KPCO receives a $30.2 million base revenue increase
(which is 92.3% of its proposed base revenue requirement) then the amounts shown

in Exhibit JP-2, column 2 should be reduced by 7.6%.

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

Yes.

2. Class Revenue Allocation
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AFFIDAVIT OF JEFFRY POLLOCK

State of Missouri )
SS
County of St. Louis )

Jeffry Pollock, being first duly sworn, on his oath states:

1. My name is Jeffry Pollock. | am President of J. Pollock, Incorporated, 12647
Olive Blvd., Suite 585, St. Louis, Missouri 63141. We have been retained by Kentucky
League of Cities to testify in this proceeding on its behalf;

2. Attached hereto and made a part hereof for all purposes is Errata to my
Direct Testimony and Exhibits, which have been prepared in written form for introduction into
evidence in the Public Service Commission of Commonwealth of Kentucky, Case No. 2017-

00179; and,

3. | hereby swear and affirm that my answers contained in the testimony are true
and correct.

\ effry Pollock
\JLV

—Sybseribed-and-swqrn to before me this day of October 2017.
Notary Public - Notary Seal / S
State of Missouri - 7

Commissioned for Lincoln County — . -
My Commission Expires: April 25, 2019 Kit urner, Notary Public

|__Commission Number: 15390610 | mmission # 15390610
My Commission expires on April 25, 2619.
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APPENDIX A

Qualifications of Jeffry Pollock

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
Jeffry Pollock. My business mailing address is 12647 Olive Blvd., Suite 585, St.

Louis, Missouri 63141.

WHAT IS YOUR OCCUPATION AND BY WHOM ARE YOU EMPLOYED?

I am an energy advisor and President of J. Pollock, Incorporated.

PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND EXPERIENCE.

| have a Bachelor of Science Degree in Electrical Engineering and a Master in
Business Administration from Washington University. | have also completed a Utility
Finance and Accounting course.

Upon graduation in June 1975, | joined Drazen-Brubaker & Associates, Inc.
(DBA). DBA was incorporated in 1972 assuming the utility rate and economic
consulting activities of Drazen Associates, Inc., active since 1937. From April 1995
to November 2004, | was a managing principal at Brubaker & Associates (BAI).

During my tenure at both DBA and BAI, | have been engaged in a wide range
of consulting assignments including energy and regulatory matters in both the United
States and several Canadian provinces. This includes preparing financial and
economic studies of investor-owned, cooperative and municipal utilities on revenue
requirements, cost of service and rate design, and conducting site evaluation.
Recent engagements have included advising clients on electric restructuring issues,

assisting clients to procure and manage electricity in both competitive and regulated

Appendix A
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markets, developing and issuing requests for proposals (RFPs), evaluating RFP
responses and contract negotiation. | was also responsible for developing and
presenting seminars on electricity issues.

I have worked on various projects in over 20 states and several Canadian
provinces, and have testified before the Federal Energy Regulatory Commission and
the state regulatory commissions of Alabama, Arizona, Arkansas, Colorado,
Delaware, Florida, Georgia, lllinois, Indiana, lowa, Kansas, Kentucky, Louisiana,
Michigan, Minnesota, Mississippi, Missouri, Montana, New Jersey, New Mexico, New
York, Ohio, Pennsylvania, Texas, Virginia, Washington, and Wyoming. | have also
appeared before the City of Austin Electric Utility Commission, the Board of Public
Utilities of Kansas City, Kansas, the Board of Directors of the South Carolina Public
Service Authority (a.k.a. Santee Cooper), the Bonneville Power Administration,

Travis County (Texas) District Court, and the U.S. Federal District Court.

PLEASE DESCRIBE J. POLLOCK, INCORPORATED.

J.Pollock assists clients to procure and manage energy in both regulated and
competitive markets. The J.Pollock team also advises clients on energy and
regulatory issues. Our clients include commercial, industrial and institutional energy

consumers. J.Pollock is a registered Class | aggregator in the State of Texas.
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APPENDIX C

Procedures for Conducting a Class Cost-of-Service Study

WHAT IS A CLASS COST-OF-SERVICE STUDY?

A class cost-of-service study (CCOSS) is an analysis used to determine each class’s
responsibility for the utility’s costs. Thus, it determines whether a class generates
sufficient revenues to recover the class’s cost of service. A CCOSS separates the
utility's total costs into portions incurred on behalf of the various customer groups.
Most of a utility's costs are incurred to jointly serve many customers. For purposes
of rate design and revenue allocation, customers are grouped into homogeneous

classes according to their usage patterns and service characteristics.

WHAT PROCEDURES ARE USED TO CONDUCT A CLASS COST-OF-SERVICE
STUDY?
The basic procedure for conducting a CCOSS s fairly simple. First, we identify the
different types of costs (functionalization), determine their primary causative factors
(classification), and then apportion each item of cost among the various rate classes
(allocation). Adding up the individual pieces gives the total cost for each class.
Identifying the utility’s different levels of operation is a process referred to as
functionalization.  The utility’'s investments and expenses are separated into
production, transmission, distribution, and other functions. To a large extent, this is
done in accordance with the Uniform System of Accounts (USOA) developed by
FERC.
Once costs have been functionalized, the next step is to identify the primary

causative factor (or factors). This step is referred to as classification. Costs are
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classified as demand-related, energy-related or customer-related. Demand (or
capacity) related costs vary with peak demand, which is measured in kilowatts (kW).
This includes production, transmission, and some distribution investment and related
fixed O&M expenses. As explained later, peak demand determines the amount of
capacity needed for reliable service. Energy-related costs vary with the production of
energy, which is measured in kilowatt-hours (kWh). Energy-related costs include
fuel and variable O&M expense. Customer-related costs vary directly with the
number of customers, and include expenses such as meters, service drops, billing,
and customer service.

Each functionalized and classified cost must then be allocated to the various
customer classes. This is accomplished by developing allocation factors that reflect
the percentage of the total cost that should be paid by each class. The allocation
factors should reflect cost causation; that is, the degree to which each class caused

the utility to incur the cost.

WHAT KEY PRINCIPLES ARE RECOGNIZED IN A CLASS COST-OF-SERVICE
STUDY?

A properly conducted CCOSS recognizes two key cost-causation principles. First,
customers are served at different delivery voltages. This affects the amount of
investment the utility must make to deliver electricity to the meter. Second, since
cost causation is also related to how electricity is used, both the timing and rate of
energy consumption (i.e., demand) are critical. Because electricity cannot be stored
for any significant time period, a utility must acquire sufficient generation resources

and construct the required transmission facilities to meet the maximum projected
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demand, including a reserve margin as a contingency against forced and unforced
outages, severe weather, and load forecast error. Customers that use electricity

during the critical peak hours cause the utility to invest in generation and

transmission facilities.

WHAT FACTORS CAUSE THE PER-UNIT COSTS TO DIFFER BETWEEN
CUSTOMER CLASSES?

Factors that affect the per-unit cost include whether a customer’s usage is constant
or fluctuating (load factor), whether the utility must invest in transformers and
distribution systems to provide the electricity at lower voltage levels, and the amount
of electricity that a customer uses. In general, some customers are less costly to
serve on a per unit basis when they:

1. Operate at higher load factors;
2. Take service at higher delivery voltages; and

3. Use more electricity per customer.

For example, the difference in the losses incurred to deliver electricity at the
various delivery voltages is a reason why the per-unit energy cost to serve is not the
same for all customers. More losses occur to deliver electricity at distribution voltage
(either primary or secondary) than at transmission voltage, which is generally the
level at which industrial customers take service. This means that the cost per kWh is
lower for a transmission customer than a distribution customer. The cost to deliver a
kWh at primary distribution, though higher than the per-unit cost at transmission, is

also lower than the delivered cost at secondary distribution.
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In addition to lower losses, transmission customers do not use the distribution
system. Instead, transmission customers construct and own their own distribution
systems. Thus, distribution system costs are not allocated to transmission level
customers who do not use that system. Distribution customers, by contrast, require
substantial investments in these lower voltage facilities to provide service.
Secondary distribution customers require more investment than do primary
distribution customers. This results in a different cost to serve each type of
customer.
Two other cost drivers are efficiency and size. These drivers are important
because most fixed costs are allocated on either a demand or customer basis.
Efficiency can be measured in terms of load factor. Load factor is the ratio of
average demand (i.e., energy usage divided by the number of hours in the period) to
peak demand. A customer that operates at a high load factor is more efficient than a
lower load factor customer because it requires less capacity for the same amount of
energy. For example, assume that two customers purchase the same amount of
energy, but one customer has an 80% load factor and the other has a 40% load
factor. The 40% load factor customers would have twice the peak demand of the
80% load factor customers, and the utility would therefore require twice as much
capacity to serve the 40% load factor customer as the 80% load factor. Said
differently, the fixed costs to serve a high load factor customer are spread over more

kWh usage than for a low load factor customer.
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Errata

Exhibit JP-1

Page 1 of 2
KENTUCKY POWER COMPANY
Updated Proposed Class Revenue Allocation
Measured on Total Revenues Including Adjustment Clauses
Twelve Months Ended February 28, 2017
(Dollar Amounts in $000)

Total Percent

Revenues Proposed of System

Customer at Present Revenue Increase Average

Line Class Rates Amount Percent Increase

1) (2) (3) 4)
1 RS $215,745 $34,504 16.0% 132%
2 SGS 18,576 1,693 9.1% 75%
3 MGS 53,331 5,403 10.1% 84%
4 LGS 51,375 4,762 9.3% 7%
5 IGS 138,770 11,853 8.5% 71%
6 PS 11,504 1,287 11.2% 92%
7 MW 194 15 7.8% 64%
8 oL 8,232 780 9.5% 78%
9 SL 1,407 100 7.1% 59%
10  Total KY. Jurisd. $499,135 $60,397 12.1% 100%
Source: KPCo response to Staff 1-73, Attachment 97.
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ERRATA Exhibit JP-2

KENTUCKY POWER COMPANY
Updated KLC Proposed Class Revenue Allocation

Twelve Months Ended February 28, 2017
(Dollar Amounts in $000)

Percent

Non-Fuel Revenues of System

Customer Present KLC's Percent Average

Line Class Rates Proposed Increase Increase Increase

) 2 3) 4 ®)

1 RS $156,824 $195,585 $38,761 24.7% 137%
2 SGS 14,758 15,851 1,093 7.4% 41%
3 MGS 40,053 44,828 4,775 11.9% 66%
4 LGS 36,355 40,690 4,334 11.9% 66%
5 IGS 69,798 80,010 10,212 14.6% 81%
6 PS 8,286 9,498 1,212 14.6% 81%
7 MW 137 147 10 7.4% 41%
8 OL 6,990 6,990 0 0.0% 0%
9 SL 1,168 1,168 0 0.0% 0%
10 Total KY. Jurisd. $334,369 $394,766 $60,398 18.1% 100%




ERRATA Exhibit JP-3

KENTUCKY POWER COMPANY
Summary of Updated Class Cost-of-Service Study Results
Under The Present and KLC's Proposed Class Revenue Allocations
Twelve Months Ended February 28, 2017
(Dollar Amounts in $000)

Rate of Return Subsidy
Customer Present KLC Present KLC Movement
Line Class Rates Rates Rates Rates To Cost
1) 2 3 4) 5)
1 RS 0.82% 4.43% -$30,458  -$24,678 19%
2 SGS 10.26% 12.03% 4,068 3,265 20%
3 MGS 7.98% 10.50% 8,161 7,125 13%
4 LGS 7.99% 10.59% 7,221 6,432 11%
5 IGS 5.20% 7.78% 6,083 4,138 32%
6 PS 5.89% 8.68% 971 848 13%
7 MW 10.89% 12.71% 40 33 17%
8 oL 14.78% 14.78% 3,444 2,491 28%
9 SL 15.37% 15.37% 469 346 26%
10 Total KY. Jurisd. 3.66% 6.73% $0 $0 20%

Source: KPCo response to Staff 1-73, Attachment 97.



