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DIRECT TESTIMONY OF
TIMOTHY C. MOSHER, ON BEHALF OF
KENTUCKY POWER COMPANY,
BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY
CASE NO. 2005-00341
Please state your name, position and business address.
My name is Timothy C. Mosher. I am President and Chief Operating Officer of
Kentucky Power Company (Kentucky Power or Company). My business address
is address is 101 A Enterprise Drive, Frankfort, Kentucky 40602.
Please summarize your educational background.
I received a Bachelor in Electrical Engineering degree from the University of
Detroit in 1969 and an MBA from the University of Akron in 1974. In 1981 I
attended an AEP Management Program at the University of Michigan. [ also
attended the Executive Program at the Darden Graduate School of Business
Administration at the University of Virginia in 1995.
Please describe your business experience.
I have spent my entire career as an employee of American Electric Power and its
subsidiaries; I became President of Kentucky Power Company on June 1, 2004.
Prior to that time I served as State President — Kentucky for American Electric
Power from 1996-2004. Between 1974 and 1995 I served in various managerial
and administrative positions with two subsidiaries of American Electric Power
(Central Region Manager, Columbus Southern/Ohio Power Company, Zanesville,
Ohio (1992-1995); Zanesville Division Manager, Ohio Power Company,
Zanesville, Ohio (1989-1992); Marketing and Customer Services Manager, Ohio

Power Company, Canton Division (1987-1989); Administrative Assistant
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Governmental Affairs, Ohio Power Company (1981-1987); Area Manager, Ohio
Power Company, Kenton, Ohio (1978-1981); Customer Engineering Services
Manager, Ohio Power Company, Steubenville Division (1977-1978);
Administrative Assistant — Industrial, Ohio Power Company, Canton General
Office (1974-1977). I joined AEP in 1970 and worked as a power engineer for
Ohio Power Company, Canton Division between 1970 and 1974.

What are your main responsibilities as President of the Company?

My principal responsibility is to guide the management of the distribution
operation of the Company. In that regard-1 work with and ovérsee the regulatory
affairs, governmental/environmental affairs, business operations support,
corporate communications and community affairs of the Company to ensure our
corporate mission of providing reliable, timely service to our customers at the
lowest practicable cost. I am responsible for assuring that the Company’s
obligations to our employees, the communities we serve and our shareholders are
achieved. I also maintain relationships with the management teams responsible
for the generation and transmission functions in Kentucky.

Have you previously testified before the Kentucky Public Service Commission?
No. However, I have participated in several technical and informal conferences at
the request of the Commission.

What is the purpose of your testimony?

In my testimony I give an overview of the Company and its application to adjust
its current rates to recover an additional $64.8 million annual revenue. I also will

place the filing in its historical context and identify its major features. In addition
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‘ 1 I will comment upon the Company’s overall performance over the past several
2 years.
3 Q. Please give a brief description of the Company and its operations.

4 A Kentucky Power is a wholly owned subsidiary of American Electric Power, Inc.

5 (AEP) and is engaged in the generation, purchase, transmission and distribution of
6 electric power. The Company serves approximately 175,000 retail customers in
7 parts of 20 eastern Kentucky counties. These customers are served through our
8 distribution operations headquarters in Ashland, Kentucky (Cannonsburg), with
9 satellite service centers in Hazard, Pikeville, and Whitesburg. The Company
10 maintains a state office in Frankfort, Kentucky, which houses the office of the
11 president, governmental/environmental affairs, corporate communications,
12 business operations support and regulatory affairs functions. The Company
. 13 supports the communities we serve through employee involvement and
14 unrecoverable corporate contributions to organizations that foster community
15 growth and education. The Company also sells electric power at wholesale to the
16 City of Olive Hill and the City of Vanceburg. Exhibit TCM-1 is a map detailing
17 the Company’s service territory in Kentucky.

18 Q. Mr. Mosher why is Kentucky Power seeking to adjust its rates?

19 A Despite increasing efficiencies, Kentucky Power’s rates no longer permit the
20 Company to recover the costs of providing reasonable service to its customers and
21 to provide its shareholder with a fair and reasonable return. At least part of this is
22 explained by the fact that Kentucky Power last filed for general rate relief as a
23 base rate case in 1991, Case No. 91-066. The Settlement Agreement in that case

L.




10

11

12

13

14

15

16

17

18

19

20

21

22

23

MOSHER-4

produced a reduction in base retail electric rates of $11.5 million annually. In
addition, as part of the settlement of its application for approval of the merger of
Kentucky Power’s parent and Central and South West Corporation, Kentucky
Power agreed to a net merger savings credit that has resulted in $14,934,290 in
reduced revenues since the merger credit became effective. Kentucky Power
would have been forced to seek a general adjustment to its base rates much sooner
in light of increasing environmental requirements but for its ability to recover
some of those costs through the environmental cost recovery surcharge
mechanism (Case No. 96-489; Case No. 2002-00169 and Case No.2005-00068.)

Since the last general rate case, almost all of the Company’s expenses have
increased, including but not limited to; specialized safety equipment and
wearables, computers and computerized systems for data collection, training
programs, service vehicles, fuel for the vehicles, radio equipment, small hand
tools, power tools, and employee costs including wages and healthcare benefits.
Additionally, since the last base rate case the Company has made significant
capital investments in distribution and transmission facilities in $90 million in a
Unified Power Flow Control project approved by this Commission in 1998.
These increased costs have reduced the Company’s return on equity below
acceptable levels. For the test year ended June 30, 2005 Kentucky Power’s return
on equity was 6.95%. By contrast, the allowed rate of return on equity in Case
No. 96-489 was 11.5% while Case No. 2002-00169 had an allowed rate of return
on equity of 11.0%. Case 2005-00068 approved September 7, 2005 by this

Commission also has a rate of return on equity of 11.0%. We believe the cost
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information presented concerning our test year and the adjustments to those

numbers justify the requested increase in this case.

Would you provide a brief overview of the filing?

The Company is proposing to increase rates by approximately $64.8 million

annually. This increase is based on adjusted data for the historic test year of

twelve months ended June 30, 2005 and known and measurable changes

occurring after the test year. The major components of the rate increase are as

follows:

(a) Return on Common Equity of 11.5% in the amount of $26.4 Million

(b) Normalization of Point-to-Point Transmission Revenues in the amount of $9.6
Million

(c) Adjustment to the AEP Pool Capacity Cost in the amount of $9.0 Million

(d) Additional Reliability Spending in the amount of $6.8 Million

(e) Increased Depreciation Annualization in the amount of $4.7 Million

What testimony is being filed by Kentucky Power in support of its application?

The Company’s proposed adjustment to test year revenues, operating expenses,

rate base and capitalization are sponsored by the witnesses and their respective

subject areas listed below:

Errol Wagner: Annual Revenues, Adjustment to Test Year Capitalization, Test

Year Revenues and Operating Expenses, Retail Jurisdiction Factors or Amounts,

and Tariffs

Ranie Wohnhas: Test Year Results of Operations, Rate Case Adjustments to Net

Electric Operating Income
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Everett Phillips: Adjustment to Test Year Reliability Expenses

Jim Henderson: Depreciation Study

David Roush: Rate Design

Larry Foust: Class Cost of Service

Robert Bradish: Transmission Congestion Costs and PJM Administrative Costs
Dennis Bethel: Transmission Point-to-Point Revenues

Paul Moul: Return on Equity

Does this conclude your testimony?

Yes.
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DIRECT TESTIMONY OF
DENNIS W. BETHEL, ON BEHALF OF
KENTUCKY POWER COMPANY
BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY

I. Introduction and Background

Please state your name and business address.

My name is Dennis W. Bethel. My business address is 1 Riverside Plaza,
Columbus, Ohio 43215.

By whom are you employed and in what capacity?

I am employed by American Electric Power Service Corporation (“AEPSC” or
“AEP”), as Managing Director — Regulated Tariffs.

Please briefly describe your educational background and business experience.

In 1973, I earned a Bachelor of Science Degree in Electrical Engineering from the
University of Evansville. 1 began my career with AEP that same year.
Subsequently, I attended Ball State University, for a time, completing classes in
finance, accounting, economics and business law. [ have also attended a number
of energy application and business training seminars, including the American
Electric Power System Management Development Program at The Ohio State
University. My first position with AEP was in energy applications as a
Commercial and Industrial Engineer at Indiana Michigan Power Company
(“I&M”). In 1977 1 transferred to 1&M's Rate Department, where I was
responsible for the preparation of load research reports, development of class and
jurisdictional cost-of-service studies, monthly fuel and purchased power

adjustments, wholesale power contract administration, and rate design. In 1980 I
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transferred to the AEPSC Rate Research and Design Division. My responsibilities
in AEPSC's Rate Department included supervision of projects relating to rate
design, rate research, jurisdictional and class cost-of-service studies, load
research, contracts, and special rate studies. In 1988, I transferred to the System
Transactions Department where I was responsible for interconnection, power
sales and transmission contract development and administration, rate studies and
regulatory filings. In 1991 1 was promoted to Manager — Interconnection
Agreements. During this time I helped to develop and support AEP’s first Open
Access Transmission Tariff (“OATT”) and rates for transmission and ancillary
services filed in Docket No. ER93-540-000. In 1997 I was named Manager —
Transmission Contracts and Regulatory Support in the System Operation
Department. 1 was promoted to Director — Transmission and Interconnection
Services in June 2000 and assumed my present position in June 2005.

What are your duties and responsibilities as Managing Director — Regulated
Tariffs?

In my present position I continue to have responsibility for the development and
administration of transmission, interconnection and related tariffs and agreements,
and participation in various activities related to AEP’s memberships as a
transmission owner in Regional Transmission Organizations (“RTOs”).
Additionally, I now also have directional responsibility for retail and wholesale
electric ratemaking, including the development of jurisdictional and class cost of

service studies and rate design.

Do you hold any professional licenses?
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Yes, I am registered as a Professional Engineer in the States of Indiana and Ohio.
Have you previously testified on electric rate issues before the KPSC or any other
utility regulatory commissions?

Yes, I have presented testimony before the KPSC on electric cost-of-service and
rate design issues. I have also testified before the Federal Energy Regulatory
Commission (“FERC”), and the utility regulatory commissions of Michigan,
Ohio, Tennessee, Virginia, and West Virginia.

What exhibits are you sponsoring in this proceeding?

I am sponsoring the following exhibits:

EXHIBIT - DESCRIPTION

Exhibit DWB-1 KPCo Projected 2006 Transmission Revenues
Exhibit DWB-2 KPCo Projected 2006 Net PJM Expansion Cost
Exhibit DWB-3 KPCo Projected Net RTO Start-up Costs

I1. Purpose of Testimony

What is the purpose of your testimony in this proceeding?

The purpose of my testimony is three-fold, I support the calculation of (1) KPCo
projected 2006 Network Integration Transmission Service (NTS) and Point-to-
Point (PTP) Transmission Service revenues, (2) KPCo projected 2006 Net PJM
Expansion Costs, and (3) KPCo projected 2006 Net PJM RTO Start-up Costs.
My testimony and exhibits support going-level cost adjustments reflected in the
cost-of-service, and shown in Section V, Workpaper S-4, pages 33, 35, 36 and 39.

III. PIM NTS and PTP Transmission Service Revenues

Why is it necessary to adjust the test year levels of NTS and PTP revenues?
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The NTS and PTP revenues, distributed to KPCo from those received by the AEP
East Zone Companies for transmission services provided pursuant to PJM’s FERC-
approved Open Access Transmission Tariff (OATT) charges to non-affiliated
parties, act as credits to reduce the cost of service for KPCo customers. On October
1, 2004 the AEP East Transmission System was integrated into the PJM RTO. This
change, and the action of the FERC in Docket No. EL04-135-000 et al to eliminate
charges for through and out (T&O) transmission service between PJM and the
MidWest ISO (MISO), means that effective April 1, 2006 the AEP Companies,
including KPCo, will experience a large reduction in PTP transmission revenues.
The elimination of T&O charges between PJM and MISO actually occurred on
December 1, 2004, but the FERC simultaneously implemented a temporary load-
based lost revenue recovery mechanism known as Seams Elimination Cost
Allocation (SECA) charges. The SECA charges will end as of April 1, 2006,
causing KPCo’s revenues from PTP transmission service to be reduced compared to
those received during the Test Year.

Is AEP taking any action to offset the loss of PTP revenue?

Yes. On'March 31, 2005, AEP filed at the FERC for a two-step increase in the rates
charged to PJM transmission customers that pay the AEP Zone transmission
charges in the PJM OATT, who are those customers with load in AEP’s Zone. The
first step increase is scheduled to become effective on November 1, 2005. AEP
asked for the second step to take effect when the SECA revenues end, expected to
be Apri] 1, 2006. The FERC encourages parties in such cases to attempt to reach a

settlement in order to obtain reasonable results while avoiding the efforts and
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expense of litigation. Representatives of the actively participating parties, the
FERC Staff, and KPSC, met during July, August and September. Pending revision
of my testimony for any settlement results that are approved by FERC, [ am
proposing to use as the AEP Zone transmission revenue requirement and rates,
charges which are higher than the PJM OATT that is presently in effect, and lower
than the rates proposed by AEP to become effective April 1, 2006. The April ll,
2006 rates used in my exhibit represent approximately 75% of the increase
proposed by AEP from the present rates.

Please summarize the PJM PTP revenue projections contained in Exhibit DWB-1.
Exhibit DWB-1 estimates the share of PJM transmission revenues that KPCo might
expect to receive in 2006, recognizing the PTP transaction levels that have occurred
in PJM during the first seven months of 2005, and the increase in the allocation of
revenue from PJM transactions to the AEP Zone that will result under the AEP
transmission rate that I am using in this proceeding. The top block of numbers on
lines 1 through 10 of Exhibit DWB-1, page 1, summarizes the Actual AEP Zone
PTP Revenue Credits received from PIM for AEP In-Zone and PJM Border
transactions during the period January 2005 through July 2005. The second block
of numbers on lines 11 through 22 estimates the January through July, 2006 PJIM
PTP revenue credits that the AEP zone would receive given the January to July
2005 PJM transaction levels, the increase in the AEP Zone PTP rate for In-Zone
transactions, and the increase in the AEP Zone’s allocation of PJM Border
transaction revenues, given the increase in the AEP Zone transmission revenue

requirement [ use. The third block of numbers on lines 23 through 34 estimates the
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PTP revenue credits that the AEP Zone might receive from PJM in the remaining
months of 2006 given the projected April 2006 transmission rate and revenue
requirement increase, and assuming that the transaction levels in the months of
August through December 2006 will equal the levels during the months of June
through February of 2005, respectively. That is, the transaction levels in June are
taken as a proxy for the transactions that might occur in August, May for
September, April for October, March for November, and February for December.
Why did you estimate August through December 2006 PJM PTP transactions by
using June through February 2005 transactions as proxies?

PTP transactions are sensitive to power demand and the difference between
generating capacity and load, that is, the amount of capacity reserves. Both of those
parameters vary with weather, which is cyclical. The months of January and July
tend to define the extremes of demand and weather, with the weather in the months
I have matched up being reasonable proxies for one another.

Why did you only use the PTP revenues during 2005 to create your estimate of
annualized revenues?

I believe that the level of PYM PTP transactions during the last quarter of 2004 was
likely to have been influenced by factors that do not exist in 2005 and will not exist
in 2006. During October and November 2004, PJM was still permitted to charge its
Border rate on T&O transactions to MISO, and it would have been difficult to
obtain all the data from PJM needed to eliminate those transactions. Also during
October, November and December 2004, PJM T&O transactions were assessed

transitional surcharges that ceased to apply in 2005. These anomalies led me to the
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conclusion that the October through December 2004 data would not be a reliable
indicator of PJM PTP transactions in those months of 2005 or 2006.

Section V, Workpaper S-4, page 39 shows that KPCo received about $10.2 million
in PTP revenues during the test year, yet your Exhibit DWB-1 supports only
$460,461 of going-level PTP revenues. How do you explain the difference from
historic levels?

Since the SECA revenues are going to be eliminated effective April 1, 2006, AEP
and KPCo revenues from non-zone users of the AEP transmission system will fall
precipitously on April 1, 2006. AEP has already experienced a decrease in such
revenues as a result of the method used in PJM to allocate Border revenues, but,
when the SECA revenues end, the AEP Zone will suffer a loss of transmission
revenue of approximately $170 million per year. The going-level adjustment to
reduce KPCo’s annual transmission revenues by $9.6 million reflects KPCo’s share
of the AEP System loss.

Please explain how you calculated the going-level network transmission service
revenues. |

The NTS revenue was calculated based on the AEP Zone NTS rate that I estimate
will be effective April 1, 2006. Pursuant to PYM’s transmission tariff, the NTS rate
is charged to NTS customers daily on each MW of their Network Service Peak
Load (“NSPL”). The NSPL that will be used in 2006 1s not yet available, so it was
necessary to use an estimate of the NéPL. For that estimate I used the 2005 NSPL
of load serving entities in the AEP Zone other than the AEP Companies, e.g., third

parties. PJM also charges the AEP Companies the same rate for NTS, but, since the
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AEP Companies are allocated the revenues from the rate, those charges result in no
net revenue to AEP. The estimated monthly third party NTS revenue was
multiplied by KPCo’s monthly projected AEP Member Load Ratio (“MLR”) to
determine KPCo’s share of the projected revenue.

What is the effect of your going-level adjustment for NTS revenues?

As shown by Section V, Workpaper S-4, page 33, my going-level adjustment for
NTS revenues acts to decrease the KPCo retail cost of service by $1.6 million per
year.

Is AEP taking any other action to mitigate the loss of T&O and SECA revenues
besides filing the transmission rate case you discussed earlier?

Yes. AEP has filed an appeal of the FERC decision to eliminate T&O
transmission charges, however that appeal is presently being held in abeyance,
pending the outcome of the SECA/Regional Rate Design proceeding. AEP also
filed a protest of a January 2005 filing by certain PJM transmission owners
proposing the continuation of zonal License Plate rates in PJM until at least
February 2008. The FERC found merit in AEP’s arguments, and opened a new
complaint proceeding, Docket No. EL05-121-000, wherein PJM parties may file,
by September 30, 2005, proposals to change the PJM transmission rate design.
AEP noticed the FERC on September 1, 2005 that the AEP Companies would file
a proposal to change the PJM rate design. In its filing, the AEP Companies will
propose a change in the PJM transmission rate design that will provide

compensation for use of AEP transmission by non-zone entities. If AEP is
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successful in obtaining post-SECA revenues under such a regional rate proposal,
the incremental revenues would act to reduce AEP zonal costs in the future.

IV. PJM Expansion Expense Amortization Adjustment
What costs are involved in the PJM expansion expense adjustment?
AEP, Commonwealth Edison and Dayton Power and Light Company (the “PJM
West Companies™), as well as Déminion Virginia Power Company, contracted in
2002 with PJM to implement the expansion of PJM by integrating their
transmission systems and control areas into PJM. The agreement required the
PJM West Companies and Dominion to fund expenses incurred by PJM for the
integration project, while PJM financed its capital costs. AEP’s portion of the
PJM expansion expenses, including carrying charges through June 30, 2005 at the
FERC refund interest rate (as ordered by the FERC in Docket No. EL05-74-000)
was $16.76 million, of which KPCo’s share was approximately $1.14 million.
Each of the AEP Companies deferred the PJM expansion expenses during the
project, and began amortizing their respective shares of the cost in J anuary 2005.
KPCo’s projected 2006 PJM expansion expense amortization is $170,076. The
PJM West Companies requested recovery of their costs ($33.9 million for the
three) over a ten-year period beginning May 1, 2005, through a charge on energy
receipts by each LSE in the PJM region. The FERC denied the PIM West
Companies’ request to charge all PJM LSEs, and instead directed the Companies
to file a compliance rate that recovers the costs from LSEs in the Companies’
transmission zones. The PIM West Companies complied with the FERC order,

but have also requested rehearing of the denial of PIM-wide recovery and the

10
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limitation of carrying charges to costs based on the FERC refund interest rate. The
Compliance rate effective as of May 1, 2005 to recover the PJM expense
reimbursements, including carrying costs, from LSEs in the AEP zone (including
from AEP on behalf of its retail load) is $0.0156 per MWh. The rate is reflected
in the PIM OATT as Schedule 13, Expansion Cost Recovery Charge (ECRC).

How does the ECRC affect this case?

This method of calculating KPCo’s net PJM Expansion cost reduces KPCo’s cost
by the net amount of revenues received from other entities.

How did you calculate the projection of net 2006 PJM expansion costs for KPCo?
First, KPCo’s projected pole-mile percentage allocated share of the 2006 ECRC
charges on AEP LSE load was calculated. Then the projected 2006 revenue to be
collected via the ECRC from all LSEs in the three PJM Zones was calculated, and
KPCo’s share of the ECRC revenues was determined. The AEP Companies receive
49.43% of the ECRC revenues while Commonwealth Edison and Dayton Power
and Light receive the remainder. KPCo’s share of the ECRC revenues was
determined using its AEP transmission pole-mile allocation factor. Finally, KPCo’s
2006 Net PJM Expansion cost was determined by netting the KPCo 2006 ECRC
charges and revenues with the 2006 KPCo PJM Expansion expense amortization.
Exhibit DWB-2 shows the details of the calculations I have just described, and

supports the adjustment shown in Section V, Workpaper S-4, page 35.

V. Net RTO Formation And Start-up Costs

What costs are involved in the RTO start-up cost adjustment?

11
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The AEP Companies each shared in the costs to form and start an RTO in the
AFEP area. Some of the costs relate to early efforts to create a MidWest ISO, and
some of the costs relate to AEP’s integration into PJM, while the majority of the
costs relate to Alliance RTO start up funding. FEach of the companies that
supported creation of the Alliance RTO funded an equal share of the
approximately $100 million cost to advance the RTO from concept to test
operations. The AEP Companies deferred their RTO formation and start-up costs,
and in January 2005, pursuant to a letter order from the FERC, began amortizing
their respective shares of the cost over 15 years. AEP included an estimate of the
2005 RTO start-up cost amortization in the cost-of-service supporting the
transmission rates it proposed in Docket no. ER05-751, discussed earlier. My
Exhibit DWB-3 calculates KPCo’s net RTO start-up cost in a manner similar to
that used to calculate the net PJM Expansion cost. First, the AEP and KPCo
portions of the estimated PJM OATT charges for RTO start-up cost recovery for
2006 were calculated, with KPCo’s share of the AEP charges being allocated
based on transmission pole-miles. Then the estimated AEP Zone revenues under
the PJM OATT for RTO start-up charges were calculated and KPCo’s pole-mile
ratio share determined. AEP’s portion of the net RTO start-up cost, including
carrying charges through June 30, 2005 was $17.2 million, of which KPCo’s
share was approximately $1.07 million. The net revenue to KPCo from start-up
cost recovery charges acts to reduce the cost amortization that KPCo began in
January 2005, and which is reflected at the going-level for a full year in the

adjustment. The details of these calculations are shown in Exhibit DWB-3.

12
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‘ 1 Q. Does this conclude your direct testimony?

2 A Yes, it does.
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Exhibit DWB-1
Page 2 of 2
Kentucky Power Company
Network Transmission Revenues at Going-Level
Projected Post-SECA AEP OATT NTS Rate Effective 4/1/06
Non-Affiliate NTS Monthly Revenue KPCo KPCo Share
Month Days Billing Demand @ Est. 4/1/06 Rate MLR NTS Revenue
January 31 3,119.22 §$ 5,154,497 0.07538 388,536
February 28 3,119.22 §$ 4,655,674 0.07389 343,998
March 31 3119.22 $ 5,154,497 0.07389 380,854
April 30 3,119.22 $ 4,988,222 0.07389 368,569
May 31 3,119.22 § 5,154,497 0.07389 380,854
June 30 3,119.22 $ 4,988,222 0.07389 368,569
July 31 3,119.22 $ 5,154,497 0.07392 381,011
August 31 3,119.22 $ 5,154,497 0.07213 371,810
September 30 3,119.22 $ 4,988,222 0.07183 358,329
October 31 3,119.22 $ 5,154,497 0.07183 370,273
November 30 3,119.22 $ 4,988,222 0.07183 358,329
December 31 3,119.22 $ 5,154,497 0.07183 370,273
Total 365 37,430.64 $ 60,690,040 0.07318 $ 4,441,405

9/21/2005
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' Exhibit DWB-2

Page 2 of 2
Projected AEP Load
Based on PJM Load Forecast for 2006
GWh
AEP* AEPLSE AEP Agent Agent Mon. AEP
Zonal 5-CP LSE for 5-CP for AEP Power Revised
Year Month Energy Share Load Share Load Load Load Load
(1) (2) (3=1x2) (4) (5=1x4) (6=3-5) (7) (8=6+7)
2006 January 13,159 0.88 11,557 0.03 377 11,180 162 11,342
2006 February 11,423 0.88 10,032 0.03 327 9,705 149 9,854
2006 March 11,749 0.88 10,318 0.03 336 9,982 156 10,137
2006 April 10,400 0.88 9,134 0.03 298 8,836 139 8,974
2006 May 10,835 0.88 9,516 0.03 310 9,205 154 9,360
2006 June 11,861 0.88 10,417 0.03 340 10,077 152 10,229
2006 July 12,733 0.88 11,182 0.03 365 10,818 168 10,986
2006 August 12,660 0.88 11,118  0.03 363 10,756 158 10,913
2006 September 10,773 0.88 9,462 0.03 309 9,153 149 9,302
2006 October 11,041 0.88 9,697 0.03 316 9,381 146 9,527
2006 November 11,261 0.88 9,890 0.03 322 9,568 130 9,697
‘ 2006 December 13,221 0.88 11,611 0.03 379 11,233 144 11,376
Total 141,117 123,933 4,041 119,892 1,807 121,699
ComEd * Dayton *
Zonal Zonal
Energy Enerqgy
(9) (10)
2006 January 9,015 1,690
2006 February 8,027 1,494 |
2006 March 8,099 1,533 |
2006 April 7,493 1,354
2006 May 7,887 1,405
2006 June 9,127 1,556
2006 July 10,484 1,721
2006 August 10,374 1,697
2006 September 8,378 1,455
2006 October 7,919 1,413
2006 November 7,750 1,448
2006 December 8,649 1,622
Total 103,202 18,388

‘ * Zonal Load GWHs from PJM 2005 Load Forecast Table C-2, page 52 for calendar year 2006.
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2006
2006
2006
2006
2006
2006
2006
2006
2006
2006
2006
2006

2006

AEP
Zonal *

Month Load

(1)

January 22,915
February 22,568
March 20,594
April 18,718
May 19,017
June 22,333
August 23,341
September 21,864
October 18,292
November 20,001

December 21,926

Zonal Peak 23,978
Mon Power 289

Rev. Zonal

Projected Monthly 2006

AEP East Zone Peak Load

AEP LSE
5-CP
Share

(2)

0.88
0.88
0.88
0.88
0.88
0.88
0.88
0.88
0.88
0.88
0.88
0.88

MwW

AEP
LSE
Load
(3=1x2)

20,124
19,820
18,086
16,439
16,701
19,614
21,058
20,499
19,202
16,064
17,565
19,256

Agent
for 5-CP
Share

(4)

0.03
0.03
0.03
0.03
0.03
0.03
0.03
0.03
0.03
0.03
0.03
0.03

Agent
for
Load

AEP
Load

(5=1x4) (6=3-5)

656
646
590
536
545
640
687
668
626
524
573
628

19,468
19,174
17,496
15,903
16,156
18,974
20,371
19,830
18,576
15,541
16,993
18,628

Exhibit DWB-3

Page 2 of 2
Mon. AEP
Power Revised
Load Load
(7) (8=6+7)
250 19,718
251 19,425
240 17,737
236 16,139
267 16,423
274 19,248
| 289 20,660 |
285 20,115
262 18,837
230 15,771
231 17,223
240 18,868

* AEP System-East Zonal MW Load from PJM 2005 Load Forecast Table B-6, page 40 for calendar year 2006.
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DIRECT TESTIMONY OF
ROBERT W. BRADISH
FOR KENTUCKY POWER COMPANY
BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY
CASE NO. 2005-00341

I. Introduction

Please state your name and business address.

My name is Robert W. Bradish. My business address is 155 West Nationwide
Boulevard Suite 500, Columbus, Ohio 43215.

Please indicate by whom you are employed and in what capacity.

I am the Vice President — Market Operations and an employee of American
Electric Power Service Corporation (AEPSC), a wholly owned subsidiary of
American Electric Power Company, Inc. (AEP). AEP is the parent company of
Kentucky Power Company (KPCo).

Please briefly describe your educational background and business experience.

I received a Bachelor of Science — Electrical Engineering degree in May 1985,
and a Master of Science — Electrical Engineering degree in December 1987, both
from the Clarkson University. 1 also received a Master of Business
Administration degree from The Ohio State University in May 2001. I was
employed by AEPSC in 1987 as an assistant engineer and progressed through
several engineering grades to the senior engineer level. In 2001, I was promoted
to Manager -Power and Transmission Market Analysis, Director in 2002, Vice

President - Transmission and Market Analysis in 2003, and my current position in

2008.

Have you previously submitted testimony in any regulatory proceedings?
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Yes. 1 have previously filed testimony before the Oklahoma Corporation
Commission as set forth in Cause Nos. PUD 200300633, PUD 200300634 and
PUD 200300076 and before the Michigan Public Service Commission as set forth
in Case No.U-13919-R.

I1. Purpose of Testimony

What is the purpose of your testimony in this proceeding?
The purpose of my direct testimony is to identify and support test year expenses
(12 months ended June 30, 2005) and the forecasted 2006 monthly costs and
revenues from PJM Interconnection, LLC (PJM) for implicit congestion,
Financial Transmission Rights (FTRs), net operating reserves and net ancillary
services (synchronous condensing, reactive supply and blackstart), which I
collectively refer to as the “PIM Costs and Revenues”. These PJM Costs and
Revenues are associated with serving Kentucky Power Company (KPCo) retail
customers. I also support the schedules and adjustments associated with the
development of the PJM Costs and Revenues and propose a tracking mechanism
as a means of recovering certain of these costs.

My direct testimony will provide the monthly 2006 forecasted amounts for
KPCo. The PJM Costs and Revenues were allocated to KPCo by applying the
appropriate Member Load Ratio (MLR) in accordance with the terms of the AEP
Interconnection Agreement. MLRs are fully explained by Witness Wagner in his
direct testimony.
What exhibits are you sponsoring in this proceeding?

I am sponsoring the following exhibits:
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BRADISH -3

RWB Exhibit 1 KPCo PJM Monthly Test Year (Revenues)/ Expenses

RWB Exhibit2 KPCo Forecasted Monthly 2006 Net Congestion Costs

RWB Exhibit 3 KPCo Forecasted Monthly 2006 Net Other Césts or Revenues
RWB Exhibit4 KPCo Forecasted Monthly 2006 Net Ancillary Services

RWB Exhibit 5 KPCo Forecasted Monthly 2006 PJM Administrative Fees

III.  Forecasted Monthly 2006 Net Congestion Costs

Locational Marginal Pricing

Please describe the concept of Locational Marginal Pricing (LMP).

LMP is the method PJM utilizes to assign prices to the points, or nodes, making
up the PJM market. PJM runs a market simulation every five minutes where it
uses generation offers to sell and load offers to buy, combined with a security
constrained economic dispatch tool, to calculate LMP for each of the nodes
(source and sink points) within the market model. The source point is the
generation source and the sink point is the delivery or load point. The LMP
represents the cost of serving one additional megawatt (MW) of load at each of
the nodes represented in the market model. The difference in LMP between
sources and sinks represents the incremental cost of using the transmission system
to supply load from a given set of resources. The higher the level of constraint
between generation and the load, the higher the difference in LMPs between the
source of generation and the sink point.

Please describe the concept of congestion costs in PIM.

Congestion costs in PJM are simply the difference between what a load pays for

energy and what a generator supplying the load receives for the energy it produces.




10

11

12

13

14

15

16

17

18

19

20

21

22

23

BRADISH -4

If there were no congestion on any transmission line in PJM, the LMP would be the
same for all generators and loads across the entire PJM market region. However,
when transmission lines become constrained, LMPs vary across the entire region
and the price for energy paid by the load is different than the price received for
energy produced by the generator.

Does PJM consider LMPs in dispatching the system?

Yes. PJM runs its Energy Management System to solve for the most economical
combination of units to supply the load, taking into consideration physical
limitations (constraints) of the transmission system. This is called a Security
Constrained Economiq Dispatch. Congestion costs occur when higher cost out-
of-merit generation must be dispatched in lieu of available lower cost generation
to avoid transmission system overloads.

Please explain out-of-merit dispatch.

PJM continually monitors the loading conditions on the transmission lines and
facilities. If certain transmission lines are being loaded beyond their normal
operating limits, PJM will re-configure generator output to raise the output of
generation in locations that will aid in reducing the power flows on the
constrained transmission element. This generation can be of higher cost,
increasing the cost to serve load near the constraint and creating higher LMPs.
This difference in LMPs is what creates the financial measurement of congestion.
How are congestion costs derived?

In its very simplest form, congestion costs are derived by calculating the

difference in the LMP between the generation source and the delivery point.
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Are there different kinds of congestion?
Yes. PJM congestion costs are made up of both explicit and implicit congestion. 1
will describe the differences below.

Explicit and Implicit Congestion
Please explain explicit congestion.
Explicit congestion measures the difference in LMPs between two specific points
on the power system. Explicit congestion applies when a Market Participant
schedules a transaction between two distinct points.
Please provide an example of explicit congestion.
Assume that a Market Participant wants to purchase 100 MWs from one node (the
source node) and schedule the power to another node (the sink node) on the PJM
system. After PIM runs the Security Constrained Economic Dispatch, it
determines the LMP for the source node is $20/megawatt-hour (MWh) and the
LMP for the sink node is $30/MWh. The cost differential represents the higher
cost of generation that must be dispatched in the sink node in lieu of available
lower cost generation to avoid transmission system overloads. The explicit
congestion charge is $10/MWh. Explicit congestion costs are associated with off-
system sales and are accounted for in the System Sales Clause Tariff.
How does this differ from implicit congestion?
Implicit congestion is a measure of congestion costs between a portfolio of
generation resources and the loads they serve. Implicit congestion is the
difference between 1) the price paid to PIM by the Load Serving Entities (LSEs)

in serving their load and 2) the price paid by PJM to the generators which are used
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as energy resources to serve the load. The price paid by the LSEs is the load-
weighted average LMP price for all the nodes in the LSEs territory. The price
paid to the generators is the energy-weighted average for all the generation nodes
used to serve the LSEs territory.

Please provide an example of implicit congestion costs.

As a simple example, if the average LMP for the AEP load zone is $45/MWh and
the average of the generation sources available to the load is $30/MWh, then the
implicit congestion charge owed to PIM is $15/MWh.

What are the test year implicit congestion costs for KPCo?

KPCo’s implicit congestion costs for nine months of the test year were
$4,597,608, as shown in RWB Exhibit 1. These are the actual costs incurred by
KPCo for the twelve months ended June 30, 2005, as no actual costs were
incurred during the first three of these twelve months that occurred prior to AEP
joining PJM.

What are the 2006 forecasted implicit congestion costs for KPCo?

RWB Exhibit 2 provides the implicit congestion costs that were forecasted for
AEP and then allocated to KPCo for 2006 on a monthly basis. This exhibit shows
that implicit congestion costs for KPCo is forecasted to be $4,958,940 in 2006.
How were the 2006 implicit congestion costs forecasted?

The forecasted implicit congestion costs were based on an annualization of nine
months of actual history ending June 30, 2005 that KPCo has experienced since

joining PJM.
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Financial Transmission Rights

Please explain the concept of FTRs.
When PJM introduced the congestion charge concept, they did not want to
penalize customers who had purchased firm transmission service on the PIM
system (both network and point-to-point transmission service). To achieve this
objective, PJIM developed the concept of FTRs to help transmission customers
offset the incremental costs associated with congestion. FTRs are designed to
protect LSEs from the uncertainty associated with congestion charges.
Please explain the rights associated with FTRs.
FTRs are financial contracts that entitle the holder to a stream of revenues or
charges based on the hourly energy price differences across a transmission path
between the FTR source and the FTR sink. LSEs can hedge the congestion cost
risk across a transmission path by choosing FTRs that offset the congestion
charges. FTRs grant the FTR holder the right to collect the revenues associated
with congestion in the day-ahead market between specific points. PJM collects
congestion charges from the Market Participants and then distributes these funds
to the FTR holders. The after-the-fact value of the FTR is defined by the
difference between the Sink LMP and the Source LMP (LMP Sink — LMP
Source). Therefore, if the LMP at the source (generator) is higher than the LMP
of the sink, the FTR may actually have a negative value, resulting in the FTR
holder paying PIM.

FTRs are designed to offset the cost of congestion between the sources

and the loads. However, there are several factors that may change throughout the
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course of a year to create a difference between congestion costs and FTR
revenues. For example:

. FTR values are based on the day-ahead LMPs, while congestion costs are
based on both day-ahead LMPs and any deviation from the day-ahead schedule
multiplied by real-time LMPs.

. The FTRs must be chosen by the LSE for an entire year. However,
changes in transmission configuration, generating unit retirements and additions,
and changes in load distribution patterns can happen anytime during the year, and
will have an effect on the value of LMPs.

. The congestion charges collected by PJM meant to fund the FTRs may not
equal the FTR revenue targets for the entire PJM region. In these cases, PIM
allocates the cost of the under-funding among all FTR holders.
How does an LSE such as AEP obtain an FTR?

During each PJM planning year (June through the following May) AEP is
allocated an amount of FTRs equivalent to its load that occurs at the time of the
PJM RTO peak hour.  AEP must then choose the best combination of FTRs to
manage the financial congestion risk for serving the AEP load. Once the awards
are made by PJM, AEP is not allowed to change the FTR selections until the
beginning of the next planning year (June). This process will continue through
May 2007.

Is AEP guaranteed to receive all the FTR combinations requested?

No. PJM runs a simultaneous feasibility test for the AEP requests, along with

requests from other LSEs. PJM will grant FTR requests along transmission paths
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to the extent such requests do not violate security constraints. This keeps
participants from requesting more MWs of FTRs over a transmission line than it
could feasibly handle.

Is there a way to secure more FTRs once the planning year starts?

Yes. PJM holds monthly auctions that allow market participants to buy and sell
FTRs along congested transmission paths. However, it is difficult to make
significant changes to the allocated portfolio of FTRs in these monthly auctions
because the most valuable FTRs are usually taken in the annual allocation
process.

What are the test year FTR revenues for KPCo?

KPCo’s total FTR revenues for nine months of the test year were $4,287,874 as
shown in RWB Exhibit 1. These are the actual credits received by KPCo based
on the MLR allocation of the total for the twelve months ended June 30, 2005.
What are the forecasted FTR revenues for KPCo in 2006?

RWB Exhibit 2 provides the FTR revenues that were forecasted for AEP and
were allocated to KPCo for 2006 on a monthly basis. This exhibit shows that
KPCo is forecasted to receive a credit of $7,961,292 in 2006.

How were the 2006 FTR revenues forecasted?

In order to forecast the FTR revenues, I started with the current allocation of
FTRs which AEP was awarded beginning June 1, 2005. Next I took the historical
pricing for all the nodes in the AEP System for the period starting with AEP
joining PJM in October 2004 through the end of June 2005. I then applied the

historical prices to the most recent FTRs allocated to AEP to estimate the FTR
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revenues. Finally, I annualized the FTR revenues based on the data for the nine
months.

Auction Revenue Rights
Is the FTR allocation process that you explained above going to change in the
future?
Yes, the process will change beginning in June 2007.Q.  Please explain how
the FTR allocation process will change beginning in June 2007.
Beginning in June 2007, AEP will be allocated Auction Revenue Rights (ARRSs)
in place of the current FTR allocation. The number of ARRs and the method for
obtaining them are similar to the FTR allocation process.

ARRs are entitlements allocated annually to Firm Transmission Service
Customers that entitle the holder to receive an allocation of the revenues from the
Annual FTR auction. Therefore, it allows the holder of the entitlement to
monetize the value of the FTR through selling the rights of the associated FTR to
another entity during the annual auction. So, if the ARR holder believes that the
auction price for the associated FTR is higher than the expected value of the
actual FTR when congestion is cleared by the PJIM market, the holder may sell the
FTR in the auction and lock in the revenues over the next twelve months. The
holder of the ARR also has the option to directly convert the ARR into FTRs and
use them in the manner described in the FTR section above.

Will the two methods for managing congestion (FTRs and ARRs) produce a

similar result?
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Yes. If the holder of the ARR does not sell the entitlement, the results would be
similar. The holder of the ARR may also sell the FTR entitlement with an
expectation to get additional value from the entitlement as described above.
Therefore, the ARRs will essentially take the place of FTRs.

Are you making an estimate of the magnitude of the potential revenue of ARRs in
your 2006 forecast?

No. At this time AEP has not been credited any revenues associated with ARRs.
Please explain the concept of net congestion costs.

Net congestion cost is the difference between congestion costs and revenues from
FTRs and Auction Revenue Rights (ARRs). Basically, congestion costs are
incurred when there are constraints on the transmission paths between the -
generation resources (source) and the load delivery point (sink). FTRs and ARRs
are financial entitlements that can be used to assist in mitigating these costs.
will further explain this below.

What are the 2006 forecasted net congestion costs for KPCo?

RWB Exhibit 2 provides the net congestion costs that were forecasted for AEP
and were allocated to KPCo for 2006 on a monthly basis. This exhibit shows that

KPCo is forecasted to receive a credit $3,002,352 in 2006.

IV. Cost Recovery Tracking Mechanism

Should FTR revenue and implicit congestion costs be included in base rates?
No. I propose that a tracking mechanism be implemented to recover the cost of

FTR revenues and implicit congestion costs. FTR revenues and implicit
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congestion costs exhibit tremendous volatility on a monthly basis. This approach
would minimize risk for both KPCo and the retail customers of KPCo. Beginning
in June 2007, I propose that ARR revenues be included in the tracking mechanism
as well.

How will the tracking mechanism function?

The tracking mechanism is explained in the direct testimony of Witness Roush.

V. Forecasted Monthly 2006 Net Operating Reserve Charges

Please describe operating reserve charges.
Operating reserve charges in PIM provide for make-whole payments to generators
that are called on by PJM but which do not receive sufficient revenues from the
energy market to cover their bids. PJM may call on these units either day-ahead
or in real-time.

For example, after the daily bids are cleared at 1600 Eastern Prevailing
Time, PJM may determine that additional generation should be brought on line
for the next day for reliability purposes due to changes in weather, generation
forced outages, or projected transmission facility overloads. PJM will call on
these units and pay them for their start-up costs as well as their operating costs
throughout the time they are requested to run by PJM. The costs incurred for
these expenses are called operating reserves. According to the PJM Operating
Agreement, the owner of generation which is scheduled by PJM under fhese
conditions is guaranteed to be made whole for the day based on the owner’s bids
in the market.

Please explain the difference between day-ahead and real-time operating reserves.
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Day-ahead operating reserve costs arise when PJM makes operating decisions for
commitment of additional generating units between 1200 and 2400 on the day
prior to the operating day. Real-time operating reserve costs arise when PJM
makes a similar decision once the operating day has begun.

Does KPCo presently pay for operating reserves as part of their East Central Area
Reliability Council (ECAR) requirements?

No, they do not. Operating reserves in PJM are significantly different than
operating reserves in ECAR. Operating reserves in ECAR deal with spinning and
system regulation services and are based on a percentage of forecasted daily peak
loads. The costs associated with the ECAR operating reserves are already
included in the existing KPCo rates, and these costs will continue to be incurred
in the future. The PJM operating reserves are in addition to the ECAR operating
reserves and the costs associated with providing such reserves are not included in
current rates.

Please explain the difference between ECAR operating reserves and the PIM
operating reserves?

The ECAR operating reserves are a static amount of generation based only on a
percentage of peak load that must be able to produce energy within a given time
period and able to provide system regulation. The PJM operating reserves are
based on day-ahead and real-time regional needs for operating reserves due to
operational considerations, the additional need takes into consideration the
existence of the ECAR operating reserves.

How are the PIM operating reserve charges collected?
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The Day-ahead operating reserves charges are collected by PJM from the LSEs
and other market participants in proportion to the cleared day-ahead MW demand
bids. The real-time, or balancing, operating reserves charges are collected from
the LSEs and other market participants in proportion to real-time deviations from
day-ahead scheduled quantities.

Do AEP generating units collect operating reserve revenues?

Yes they do. When PJM calls on AEP units to run as described above, AEP is
paid for start-up and operating costs. The amount provided in the 2006 forecast is
the net of costs collected from AEP by PJM and revenues paid to AEP by PJM.
What are the test year PJM operating reserve expenses for KPCo?

KPCo’s total operating reserve expenses for nine months of the test year were
$997,123, as shown in RWB Exhibit 1. These are the actual costs incurred by
KPCo on an MLR allocated basis for the twelve months ended June 30, 2005.
What is the 2006 forecasted amount for operating reserves?

The 2006 forecasted expense is $1,495,680 for KPCo as shown in RWB Exhibit
3.

How were these expenses forecasted for 2006?

Since these expenses have not exhibited a monthly pattern and are only partially
related to weather and fuel prices, the forecast was solely based on an
annualization of nine months of actual history ending June 30, 2005 that KPCo
experienced since joining PJM.

How were these expenses allocated to KPCo?




10

11

12

13

14

15

16

17

18

19

20

21

22

BRADISH -15

The PJM bill to AEP was for the entire AEP System and these costs were

allocated to KPCo using the MLR methodology.

VI. Forecasted Monthly 2006 Net Ancillary Services

Please describe what the PJM net ancillary service costs include.
KPCo has incurred incremental PJM Costs and Revenues for net synchronous
condensing, net reactive supply and net blackstart services.
Please explain the need for these ancillary services.

Ancillary services are necessary to support the transmission of capacity and energy
from generating resources to loads, while maintaining reliable operation of the

transmission system.

Synchronous Condensing Service

Please explain synchronous condensing service.

Synchionous condensing is an ancillary service charge that is incurred when PJIM
must pay for a unit to spin its turbine without producing any energy. This may
occur when PJM needs a combustion turbine to be available to come on line
instantaneously for spinning reserves, system reliability, reactive power and
economic energy.

Why is AEP charged for this service?

As part of the PJM system, AEP must share the costs in keeping the PJM system
reliable according to the PJM operating agreement.

What are KPCo’s test year expenses for synchronous condensing services?
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KPCo’s total expense for synchronous condensing services for nine months of the
test year was $259,350. These shown in RWB Exhibit 1 and are the actual costs
incurred by KPCo on an allocated MLR basis for the twelve months ended June
30, 2005.

What is the 2006 forecasted amount for synchronous condensing service?

The 2006 forecasted amount is a charge of $444,600 for KPCo and is included in
RWB Exhibit 4.

How were these costs forecasted for 2006?

Since these expenses have not exhibited a monthly pattern and are only partially
related to weather and the price of fuel, the forecast was based on an
annualization of nine months of actual history ending June 30, 2005 that KPCo
experienced since joining PJIM.

How were these expenses allocated to KPCo?

PJM bills AEP on a total company basis and these costs were in turn allocated to
KPCo using the MLR methodology.

Reactive Supply Service

Please explain reactive supply service.

All transmission customers, including those that use network service to serve
internal load, must purchase reactive supply service from PJM. Reactive supply
service is required to maintain transmission voltages within acceptable PJM
reliability limits. These charges are based on annual revenue requirements filed

by generating units with the FERC and are not market based.
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The generation owners are paid monthly for reactive supply service based
on their annual revenue requirement. These revenue requirements are allocated
first to point-to-point transmission customers based on MWs reserved, with the
remaining revenue requirement allocated to the zonal network customers based on
monthly peak loads. Each transmission zone has its own reactive supply service
rate.

PJM may also assess reactive supply service charges to LSEs if there is a
need to reduce MW output from a generation source to provide additional reactive
supply service support (a generator may have to reduce MW output to provide
more reactive supply service output). This is a real-time incremental expense
rather than an annual revenue requirement. Further, PJM assesses these daily
charges to Network Service customers in the zone which requires the increased
reactive supply service support. Any generator may receive FERC approved
reactive supply service revenue within the AEP control area.

Why is AEP charged for reactive supply service?

Although AEP can self supply its required reactive supply service, several
companies have constructed generating units within the AEP control area in the
last few years. Under the PJM rules for settling service charges, AEP must pay
for reactive supply service charges, as described above, for all the units that have
FERC approved reactive supply service revenue rights within the AEP control
area.

What are KPCo’s test year expenses for reactive supply services?
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KPCo’s total expense for reactive supply services for nine months of the test year
was $230,260. These shown in RWB Exhibit 1 and are the actual costs incurred
by KPCo on an allocated MLR basis for the twelve months ended June 30, 2005.
What is the 2006 forecasted amount for reactive supply service charges?

The 2006 forecasted amount is a charge of $394,728 for KPCo and is included in
RWB Exhibit 4. The amount provided in the 2006 forecast is the net of costs
collected from AEP by PJM and revenues paid to AEP by PJM.

How were these costs forecasted for 2006?

AEP does not anticipate much variability from historical amounts. Therefore, the
2006 forecast was based on an annualization of nine months of actual history
ending June 30, 2005 that KPCo experienced since joining PJM.

How were these expenses allocated to KPCo?

PJM bills AEP on a total company basis and these costs were in turn allocated to
KPCo using the MLR methodology.

Blackstart Service

Please explain blackstart service.

All transmission customers must purchase blackstart service from PJM.
Blackstart service is required to ensure that the power grid can restart following a
complete system blackout. The critical units needed for system restoration are
compensated for the costs incurred in maintaining blackstart service capability.
These charges are derived from annual revenue requirements that are submitted
by the generators providing the service and approved by the PJM Market

Monitoring Unit and are not market-based costs.
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Please explain the costs included for blackstart service.

Blackstart service costs are comprised of fixed costs, variable operations and
maintenance costs, training costs, fuel storage and carrying costs for each critical
generating unit. These costs are then increased by a ten percent incentive factor.
Why should AEP incur a net cost for these services?

PJM and North American Electric Reliability Council (NERC) require blackstart
service capability within a control area. To the extent that other generators within
the AEP control area have blackstart service capability, AEP is required to pay a
share of the other generators’ formula costs.

How are blackstart service costs allocated to the LSEs?

The zonal rates are based on the blackstart service capability within that zone.
The total blackstart service costs are first collected from point-to-point
transmission customers based on monthly peak usage. The remaining costs in
each zone are then collected from network customers serving load in that zone
based on monthly peak loads. Hence, it is similar to the reactive supply service
charge calculation.

What are KPCo’s test year expenses for blackstart services?

KPCo’s total expense for blackstart services for nine months of the test year was
$7,427. These are shown in RWB Exhibit 1 and are the actual costs incurred by
KPCo on an allocated MLR basis for the twelve months ended June 30, 2005.

What is the 2006 forecasted amount for blackstart service charges?
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The 2006 forecasted amount is a charge of $12,732 for KPCo and is included in
RWB Exhibit 4. The amount provided in the 2006 forecast is the net of costs
collected from AEP by PJM and revenues paid to AEP by PJM.

How were these costs forecasted for 20067

AEP does not anticipate much variability from historical amounts. Therefore, the
2006 forecast was based on an annualization of nine months of actual history
ending June 30, 2005 that KPCo experienced since joining PJM.

How were these expenses allocated to KPCo?

PJM bills AEP on a total company basis and these costs were in turn allocated to
KPCo using the MLR methodology.

V1. Forecasted Monthly 2006 PJM Administrative Fees

What are the types of PJM administration fees that are included in RWB Exhibit
5?

As a Transmission Provider, PJM assesses each of its market participants monthly
administration fees to recover PJM operating costs. These fees are filed with the
Federal Energy Regulatory Commission (FERC). The five components of these
administration fees are: Control Area Administration Service, Financial
Transmission Rights (FTR) Administration Service, Market Support Service,
Regulation and Frequency Response Administration Service and Capacity
Resource and Obligation Management Service. PJM also charges a FERC
Annual Charge Recovery fee to recover its annual assessment of FERC fees.

What is Control Area Administration Service and how is it billed?
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Control Area Administration Service comprises all of the activities of PJM

associated with preserving the reliability of the PJM Region and administering

- point-to-point transmission service and network integration transmission service.

This service is billed based on MWhs of energy delivered.
What is FTR Administration Service and how is it billed?
The FTR Administration Service comprises all of the activities of PJM associated
with administering FTRs, including coordination of FTR bilateral trading,
administration of FTR auctions, support of PJM’s online, internet-based eFTR tool,
and FTR award analyses. FTR Administration Service is billed based on three
components:
* The quantity in MWhs of all FTRs held by the market participant. PJM
computes the charge for this component by multiplying the quantity of FTR
MWhs times the tariff rate.
» The number of hours in all bids to buy FTR obligations during the annual
auction and all monthly auctions, multiplied by the tariff rate.
*  Five times the number of hours in all bids to buy FTR options during the
annual auction and all monthly auctions, multiplied by the tariff rate.
What is meant by your reference to the eFTR tool?
PJM provides and maintains online applications that provide members with access
to a continuous flow of real-time data to assist with making business decisions and
managing their daily transactions. Specifically, eFTR provides for management of

the FTR process as described earlier in my testimony. It is one of a suite of
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electronic (reference “¢”) tools that facilitate the necessary data exchange to support
the operation of the RTO.
What is Market Support Service and how is it billed?
Market Support Service comprises all of the activities of PJM associated with
supporting the operation of the PJM Interchange Energy Market and related
functions, including market modeling and scheduling functions, locational marginal
pricing support, market settlements and billing, support of PJM’s internet-based
customer interactive tool known as eSchedules, and market monitoring. PJM bills
each user of Market Support Service a charge equal to the sum of the following
components:
=  MWhs of energy delivered to load in the PJM Region or for export, plus
MWhs of energy input into the transmission system, plus MWhs of all
accepted increment and decrement bids. PJM computes the charge for this
component by multiplying the quantity of MWhs times the tariff rate.
= The number of bid/offer segments submitted during the period. A bid/offer
segment is each price/quantity pair submitted into the day-ahead energy
market. PJM computes the charge for this component by multiplying the
quantity of bid/offer segments times the tariff rate.
What is Regulation and Frequency Response Administration Service and how is it
billed?
Regulation and Frequency Response Administration Service comprises all of the
activities of PJM associated with administering the provision of regulation and

frequency response service. Regulation and frequency response are necessary to
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provide for the continuous balancing of resources (generation and interchange) with
load and for maintaining scheduled frequency at sixty cycles per second (60 Hz).
The obligation to maintain this balance between resources and load lies with PJM,
the Transmission Provider. PJM administration costs associated with the provision
of Regulation and Frequency Response Administration Service are billed to Load
Serving Entities (LSEs) and regulating generators based on MWhs of regulation.
What is Capacity Resource and Obligation Management Service and how is it
billed?

This service comprises the activities of PJM associated with assuring that customers
have arranged for sufficient generating capacity to meet their installed capacity
obligations; administering the capacity credit market in the PJM region; supporting
PJM’s internet-based eCapacity tool; and providing technical support such as long-
term load forecasting, studies to establish reserve requirements and the
determination of each LSE’s capacity obligations. This service is billed to LSEs,
generators and eCapacity users based on the MW-days of resource or obligation
provided.

What is the FERC Annual Charge Recovery fee and how is it billed?

PJM, as a public utility and Transmission Provider, is subject to an annual charge
assessed by the FERC to cover the costs of that agency. PJM bills this charge to
transmission customers based on their total MWhs of electric energy delivered.

What are KPCo’s test year expenses for PJM administration fees?
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KPCo’s total expense for PJM administration fees for nine months of the test year
was $2,215,551. Thes¢ shown in RWB Exhibit 1 and are the actual costs incurred
by KPCo on an allocated MLR basis for the twelve months ended June 30, 2005.
How did you calculate the 2006 forecast of PJM administration fees for AEP?
From its inception as an independent system operator, and later as an RTO, PJM has
recovered its administration costs through FERC-approved formula rates that
provide for automatic recovery of all of PJM’s expenses. Since 2001, the rates for
those administration costs have been unbundled into the five categories discussed
above (the FERC Annual Charge Recovery Fee is an administration cost of the
FERC, not PJM). Under this rate structure, PJM fees for Control Area
Administration Service are automatically adjusted monthly and fees for the other
services are adjusted annually. Rather than filing formula rates for 2006, PJM on
July 1, 2005 filed with the FERC a stated rate that eliminates annual adjustments

and establishes an ongoing rate that would change dnly if and when the FERC

permits a rate change in response to a subsequent PJM rate filing, a request by

customers, or upon the FERC’s own initiative. The monthly 2006 forecast of KPCo
PJM administration fees is shown in RWB Exhibit 5 and was developed based on
the AEP nine-month history of PJM billing determinants, the resulting average cost
per MWh and the PIM stated rate filed with FERC.

Please explain how the PJM Administration Fees were developed?

AEP’s membership in PJM since October 2004 provides a nine-month history of
billing determinants for each of the previously described categories. The total

charges associated with the billing determinants was calculated and divided by the
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actual MWhs for the nine-month period to determine an average cost per MWh.
The same calculations were performed using the PJM stated rate, which resulted in
an average cost per MWh that would have occurred if the new stated rates were in
effect. The proportional difference between the stated rate cost per MWh and the
historical cost per MWh (an increase of 19.5%) was multiplied by the test year
administration fees and annualized. This resulted in a forecast of KPCo 2006 PJM
administration fees of $3,529,848, or a monthly amount of $294,154 as shown in
RWB Exhibit 5.

Should operating reserve charges, net ancillary service costs and PJM
administrative fees be included in the tracker mechanism?

No, they should not. Operating reserve charges, net ancillary service costs and
PJM administrative fees are anticipated to remain stable corresponding to
historical averages and are therefore more appropriately placed in base rates.

Does this conclude your testimony?

Yes it does.
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DIRECT TESTIMONY OF
LARRY C. FOUST, ON BEHALF OF
KENTUCKY POWER COMPANY
BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY

Introduction
Please state your name, business address, and position.
My name is Larry C. Foust. My business address is 1 Riverside Plaza, Columbus,
Ohio 43215. 1 currently hold the position of Regulatory Specialist in the
Regulated Pricing and Analysis department for the American Electric Power
Service Corporation (AEPSC), a subsidiary of American Electric Power
Company, Inc. (AEP).

Background
Please summarize your educational background and employment history.
I received my Bachelor of Science in Business Administration in 1977 from The
Ohio State University, majoring in Accounting. [ am a Certified Public
Accountant (Inactive). In 1977 I began my career as a Budget Analyst in the
Generation Department of the Columbus and Southern Ohio Electric Company.
In 1979 I became an Accountant in the Special Studies section of the Accounting
Department. After the Columbus and Southern Ohio Electric Company was
acquired by AEP, I transferred to AEPSC in 1982 as a Rate Case Coordinator. In
1999 I became part of AEPSC’s Customer Choice Implementation organization.
In 2001 I became an Issues Manager in the Energy Delivery organization and in
2004 1 accepted my current position.
What are your principal areas of responsibility as a Regulatory Specialist in the

Regulated Pricing and Analysis Department?
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My responsibilities are to perform pricing and costing services for rate cases,
regulatory filings and rulemakings, as well as provide pricing and costing services
to Kentucky Power Company (KPCo) and other AEP electric utility operating
companies in the areas of regulatory analysis, cost of service studies and rate
design. I also assist KPCo and other AEP electric utility operating companies in
the preparation of filings before this and other commissions under whose
jurisdiction these companies provide electric service.
For whom are you testifying in this proceeding?
I am testifying on behalf of Kentucky Power Company, which I will refer to
throughout my testimony either as KPCo, or as “the Company”.
What is the purpose of your testimony?
The purpose of my testimony is to support the Company’s class cost of service
study. A class cost of service study is an analysis of all of the Company’s costs at
a very detailed level for purposes of assigning these costs to the various customer
classes. The class cost of service study is attached to my testimony as Exhibit
LCF-1.

Class Cost of Service Study
Briefly describe the nature and purpose of a cost of service study.
Cost studies are utilized to determine the revenue requirement for the services
offered by the utility, and to determine the costs that different classes of
customers impose on the utility system. A cost of service study is a basic
analytical tool used in traditional utility rate design. When the process of

preparing a cost of service study is completed and all of the costs are allocated to
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the various jurisdictions and customer claéses, the result is a fully allocated cost
study that establishes cost responsibility and makes it possible to determine rates
based on costs that are just and reasonable.
What is the source of the data to be used in a cost of service study?
Cost of service studies rely on historic or projected accounting records of the
utility company. The Company follows the Uniform System of Accounts
(USOA) as prescribed by FERC and adopted by this Commission. The USOA
sets the guidelines for recording assets, liabilities, income and expenses into
various accounts. The costs recorded in each FERC account are examined to
verify compliance with these guidelines and are typically adjusted to reflect the
applicable regulatory commission's policies and for known and measurable
changes to the test year level of expenditures.
After the costs recorded in FERC accounts are examined and adjusted where
appropriate, how is this information used?
This accounting cost information is assigned to the different customer classes in a
way that reflects the costs of providing utility service to the classes. A three-step
process is followed to assign costs to the customer classes: functionalization of
costs, classification of costs, and finally, allocation of costs.
Please describe the functionalization process.
Once the relevant data is gathered, the costs are then separated by function.
Typically, functions in an electric utility are:

1) Production and Purchased Power costs,

2) Transmission costs,
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3) Distribution costs,

4) Customer Service costs, and

S) Administrative and General (A&G) costs.

The production function includes the costs associated with power
generation and power purchases and their delivery to the bulk transmission
system. The transmission function consists of costs associated with the high
voltage system utilized for the bulk transmission of power to and from
interconnected utilities to the load centers of the utility's system. The distribution
function includes the radial distribution system that connects the transmission
system and the ultimate customer. The customer service function encompasses
the costs associated with providing‘ meter reading, billing and collection, and
customer information and services. The A&G function is comprised of costs that
may not be directly assignable to other cost functions. These costs include such
items as management costs and administrative buildings. A&G costs are
generally allocated to the remaining functions based on labor.

Please describe the classification process.

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

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

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

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

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

Production Demand, Energy
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Transmission Demand
Distribution Demand, Customer
Customer Service Customer

Production plant costs, such as depreciation and return on investment, are
considered to be demand-related costs because costs of this nature are incurred
regardless of the amount of energy consumed or the number of customers. Some
production costs such as fuel costs and certain production operation and
maintenance (O&M) expenses are energy-related because they vary with the
quantity of electricity produced. Transmission costs are classified as demand-
related costs because they are fixed costs and do not vary with energy usage and
do not directly change with the number of customers utilizing the transmission
system. Generally, the distribution system costs are affected by either the
instantaneous peak demand imposed on the distribution facilities or by the
number of customers served. Demand related distribution costs typically vary
with the size of the electrical load served, while customer related distribution
costs vary based on the number of customers receiving the service. Customer
service costs are primarily related to the number of customers. The classification
process provides a basis on which to allocate different categories of costs
(demand, energy or customer) to the Company’s classes.

Please describe the allocation process.
The third and final step is to allocate these costs among the classes of customers
based on how the costs are incurred for each class. Customer classes are

determined and grouped according to the nature of service provided, voltage level
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and the load usage characteristics. The three principal customer classes are
residential, commercial, and industrial. The need to subdivide these classes
depends on the individual customer base.

The allocation process involves dividing the functionalized and classified
costs among the customer classes. The objective in this process is to determine a
reasonable, appropriate, and understandable method to assign the costs. Some
costs are directly assignable to a single class, or even a single customer. For
instance, the costs associated with the poles and luminaries used for street lighting
are directly assigned to the street lighting class. Most costs, however, are
attributable to more than one type of customer. These are joint costs and must be
allocated to customers by an allocation methodology that is based on the manner
in which the costs are caused by the different customers. The following flowchart
provides an overview of how the allocation of costs to customer classes is

determined.




FOUST -7

‘ Figure 1:

Cost Allocation Example

Costs

v

| Functionalization |

N . , Adminstrative
Production Transmission Distribution Cust Service

& General
| ciassification |
Number of Customers Energy (kWh) Capacity (kW)
Assignment to Classes
v v
| Direct Assign | | Allocation |

~. P
. | Customer Classes 1

Residential Commercial Industrial Other

1

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

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

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

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

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

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

8 well as the complexity of preparing the customer’s bill, so those costs associated

9 with billing are allocated to the jurisdictions based on a weighted number of
‘ 10 customers. A weighted number of customers allocation factor is developed by
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multiplying the number of customers in each class or jurisdiction by a factor
representing the difference in cost associated with providing that service to
different types of customers. Similarly, the cost of fuel varies by the number of
kilowatt hours consumed and therefore is allocated based on the proportion of
total energy used by a customer class.

When this process is completed and all of the costs are allocated to the
jurisdictions and customer classes, the result is a fully allocated cost study that
establishes cost responsibility and makes it possible to determine rates based on
costs that are just and reasonable.

What criteria must be established to ensure that the allocation of costs to the
customers is appropriate?

Generally, the following criteria should be used to determine the appropriateness
of an allocation methodology:

1) The method should reflect the planning and operating

characteristics of the utility's systém.

2) The method should recognize customer class characteristics such
as energy usage, peak demand on the system, diversity
characteristics, number of customers, etc.

3) The method should produce stable results on a year-to-year basis,

4) Customers who benefit from the use of the system should also bear
appropriate cost responsibility for the system.

Does the allocation method employed by the Company meet these objectives?
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Yes, it does. The allocation methodoloéy utilized in the Company’s cost of
service study was chosen while considering each of the criteria listed above. The
results of the cost of service study can be relied upon to determine the appropriate
revenue requirement for the KPCo customer classes.

How does this cost of service study compare to the cost of service study filed by
the Company in its previous rate case?

This cost of service study is substantially the same as the Company’s cost of
service study filed in the previous rate case. The functionalization and
classification of costs are the same but a few small accounts were allocated on a
slightly different basis using more current information.

Allocation Basis

Please describe the allocation of Electric Plant in Service.

Electric Plant in Service is identified and functionalized into production,
transmission, distribution and general plant. Production plant is classified as
demand related and is allocated using the production demand allocation factor.
The production demand allocation factor assigns costs based on the class
contribution to the average of KPCo’s 12 monthly peaks on the production
facilities. Generator step-up transformers are included in transmission plant, but I
have separately identified them and allocated them using the production demand
allocation factor since they are more related to the production function. The
remaining transmission plant is classified as demand related and is allocated using
the transmission demand allocation factor. The transmission demand allocation

factor assigns costs based on the class contribution to the average of KPCo’s 12
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monthly peaks on the transmission facilities. Distribution plant is classified as
demand/customer related and allocated to the customer classes using factors based
on demand levels or number of customers. Distribution plant accounts 360
through 368, as shown on Exhibit LCF-1, were classified solely as demand-
related for class allocation purposes. Accounts 360, 361 and 362 were allocated
to the distribution customer classes based on their contributions to the average of
KPCo’s 12 monthly peak demands on the primary distribution system.

Accounts 364 through 367 were split into primary and secondary voltage
functions based upon information contained in the Company’s records and the
expertise of the Company’s distribution engineers. The primary portions of
accounts 364 through 367 were allocated using the average of 12 monthly peak
demands on the distribution system. The secondary component of accounts 364
through 367 were allocated based on a combination of each class's 12-month
maximum demand and the summation of individual customers' annual maximum
demands in each class served from those facilities. This process reflects the fact
that some secondary facilities serve only one customer, while others serve two or
more customers.

Account 368 was allocated to the customer classes served from those
facilities using the appropriate secondary voltage demand allocation factors
described above.

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

allocated using the average number of secondary customers served.
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Meter plant was allocated using the average number of customers
weighted by a factor which considers the cost differential of various metering
installations. Account 371 was directly assigned to the outdoor lighting class and
account 373 was directly assigned to the street lighting class. Classification of
distribution plant into demand and customer components is accomplished through
a study of the components of distribution plant. General and intangible plant and
investment reflects a composite demand, energy and customer classification.
General and intangible plant investment is allocated on the basis of payroll labor.
Please describe the allocation of Accumulated Provision for Depreciation and
Amortization.

Accumulated Provision for Depreciation and Amortization was functionalized and
classified in a fashion similar to Electric Plant in Service. Production,
transmission, distribution and general and intangible related amounts were
allocated based upon the allocation of the related Electric Plant in Service.

Please describe the allocation of other rate base components.

Working Capital was divided into cash, material and supplies and prepayments.
Cash working capital is made up of system sales revenue, split between demand
and energy and O&M expense net of system sales. Demand related system sales
were allocated based upon the production demand allocation factor. Energy
related system sales were allocated based upon the energy allocation factor and
the O&M expense net of system sales was allocated based upon the allocation of
total O&M expense. The energy allocation factor allocates costs based on the

class energy used during the period compared to the total energy used by all
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classes. Materials and supplies were split between fuel stock, production and

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

factor. Production related material and supplies were allocated using the

production demand allocation factor and the transmission and distribution related

materials and supplies were allocated using the allocation of transmission and

distribution electric plant in service. Prepayments were allocated using factors |
developed from gross plant relationships. Plant Held for Future Use is

transmission related and allocated using transmission electric plant in service.

Construction Work in Progress was functionalized and allocated using appropriate

related factors. Customer Deposits were assigned based on an analysis of
accounting records. Accumulated Deferred Federal Income Tax Credits were

allocated on electric plant in service and customer advances were allocated based

on the number of customers.

How were revenues developed for each class?

Sales revenue was directly assigned to each class.

Forfeited discounts were directly assigned based on an analysis of
accounting records. Miscellaneous service revenue was allocated on distribution
electric plant in service

Rent from electric property and other electric revenue was functionalized
and allocated to classes based on related functional allocators.

Please describe the allocation of production operation and maintenance expense.
Production related O&M was classified as either demand or energy related. The

demand component was allocated using the production demand allocation factor
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and the energy component was allocated using the energy allocation factor.
Demand-related system sales revenue was allocated based on the production demand
allocation factor. Energy-related system sales revenue was allocated on the energy
allocation factor.

Please describe the allocation of transmission O&M.

Transmission related O&M was classified as demand related and allocated using
the transmission demand allocation factor.

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

Distribution O&M expenses were functionalized and classified according to the
associated distribution plant accounts and allocated accordingly. Accounts 581,
Load Dispatching and 582, Station Expenses were allocated using the distribution
demand allocation factor. Account 583 Ove;head Line Expense was allocated
based upon the same allocation used for plant account 365 Overhead Lines.
Account 584 Underground Line Expense was allocated based upon the same
allocation used for plant accounts 366 Underground Conduit and 367
Underground Lines. Account 585, Street Lighting Operation Expense, was
classified as customer-related and directly assigned to the street lighting class.
Meter Operation Expense, account 586, was classified customer-related and
allocated in the same manner as meter plant. Account 587, Customer Installation
Expense was classified customer-related and allocated based on primary

customers.
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Accounts 588 and 589 were allocated on total distribution plant and
classified accordingly. Account 580 was classified demand- and customer-related
and allocated using the allocated subtotal of accounts 581 through 589.

Account 591 and 592 were classified demand-related and allocated on the
distribution demand allocation factor. Accounts 593, 594, and 595 were
functionalized and classified according to the associated distribution plant
accounts and allocated accordingly. Distribution maintenance account 596 was
directly assigned to the street lighting class. Account 597 was classified
customer-related and allocated in the same manner as meter plant. Account 598
was classified customer-related and directly assigned to the outdoor lighting class.
Account 590 was classified and allocated based on the sum of the allocated O&M
expense accounts 591 through 598.

Can you explain how customer accounting (accounts 901-905), customer services
(accounts 907-910) and sales expense (accounts 911-916) were allocated?

Account 902, Meter Reading Expense, was allocated to those classes with meter
installations based upon an average number of customers weighted to reflect
differences in meter reading requirements. Customer Records Expense, account
903, was divided into two categories of cost; call center and other. Call center
costs were first split into residential and other based on the number of calls
received and then other call center expenses were allocated based on the number
of customers. The other category of expenses was allocated based on the number
of customers. Account 904, Uncollectibles, was allocated based on the number of

customers. Accounts 901 and 905 were allocated based on the sum of the
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allocated accounts 902, 903 and 904. Ail customer accounting expenses were
classified as customer-related.

Accounts 907 through 916 were allocated based on the number of
customers.

Please describe the allocation of administrative and general (A&G) expense.
A&G expense, excluding regulatory expense, was functionalized and classified
using O&M labor expense. The functionalized/classified cost was then allocated
using the appropriate functional classification allocator. A&G regulatory expense
was allocated based on gross utility plant.

Please describe the allocation of depreciation and amortization expense.

The functionalized components of depreciation and amortization expense were
allocated using the corresponding plant items.

How were taxes assigned to the retail classes?

Individual other tax items were allocated and classified using the appropriate
demand or plant allocator.

Interest expense was allocated on rate base and individual Schedule M
items were allocated using the appropriate allocators. State and current Federal
income taxes were computed by class. Feedback of prior Investment Tax Credit
Normalized was allocated based on gross utility plant and individual Deferred
Federal Income Tax items were allocated using the appropriate allocation factors.

Please describe the allocation of the Allowance for Funds Used During

Construction (AFUDC) offset.
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The functionalized components of the AFUDC offset were allocated using the
corresponding plant allocator.

What is the resulting earned rate of return for each class shown in the class cost of
service study?

The resulting earned rates of return are as follows:

CLASS ROR
Residential -0.09 %
Small General Service 7.69 %
Medium General Service 9.86 %
Large General Service 6.26 %
Quantity Power 6.94 %
Commercial and Industrial Power - Time of Day 5.79 %
Municipal Waterworks 7.63 %
Outdoor Lighting 212%
Street Lighting 9.77 %
Total KPCo Jurisdiction 331%

How are these rates of return used in this proceeding?

Witness Roush uses the earned rates of return for each class as a basis for the
allocation of the revenue increase required for each class.

Does this conclude your direct testimony?

Yes, it does.
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