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DIRECT TESTIMONY OF 
DOUGLAS R. BUCK 

ON BEHALF OF KINGSPORT POWER COMPANY 
D/B/A AEP APPALACHIAN POWER 

BEFORE THE TENNESSEE REGULATORY AUTHORITY 
DOCKET NO. 16-______  

INTRODUCTION AND BACKGROUND 1 

2 

Q. PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND POSITION. 3 

A. My name is Douglas R. Buck.  My business address is 1 Riverside Plaza, 4 

Columbus, Ohio 43215.  I currently hold the position of Regulatory Consultant 5 

Staff, Regulated Pricing and Analysis, in the Regulatory Services Department of 6 

American Electric Power Service Corporation (AEPSC), a subsidiary of 7 

American Electric Power Company, Inc. (AEP), the parent Company of 8 

Kingsport Power Company (KgPCo or the Company). 9 

Q. WHAT ARE YOUR PRINCIPAL AREAS OF RESPONSIBILITY AS A 10 

REGULATORY CONSULTANT STAFF? 11 

A. I am responsible for assisting KgPCo and other AEP electric utility operating 12 

companies in the preparation of regulatory filings before this and other 13 

Commissions under whose jurisdiction these companies provide electric service. 14 

Q. PLEASE SUMMARIZE YOUR EDUCATIONAL BACKGROUND AND 15 

EMPLOYMENT HISTORY. 16 

A. I received my Bachelor of Science Degree in Mechanical Engineering in 1985 17 

from Valparaiso University.  I am a Registered Professional Engineer (PE) in 18 

Ohio.  I received my Master of Business Administration Degree in 1993 from 19 

Northern Illinois University.  I began my career with AEP in 1997 as a Financial 20 
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Analyst, Financial Forecasting group, in the Corporate Planning and Budgeting 1 

Department.  In 2000 I became a Financial Analyst Coordinator, Resource 2 

Planning and Operational Analysis group, also in the Corporate Planning and 3 

Budgeting Department.  In 2006 I became the Director of Enterprise Risk 4 

Management in the Risk and Strategic Initiatives Department.  I accepted my 5 

current position in September 2010.  Prior to joining AEP I worked for 6 

approximately 9 years in various engineering departments and the Strategic 7 

Analysis Department of Commonwealth Edison (now Exelon) in Chicago, 8 

Illinois. 9 

Q. HAVE YOU PREVIOUSLY TESTIFIED IN REGULATORY 10 

PROCEEDINGS? 11 

A. Yes.  I have sponsored testimony before the Virginia State Corporation 12 

Commission for Appalachian Power Company, before the Public Service 13 

Commission of West Virginia for Appalachian Power Company and Wheeling 14 

Power Company, and before the Kentucky Public Service Commission for 15 

Kentucky Power Company. 16 

 17 

PURPOSE OF DIRECT TESTIMONY 18 

 19 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 20 

A. The purpose of my testimony in this proceeding is as follows: 21 

 To explain how the Company’s jurisdictional cost-of-service (JCOS) study 22 

was developed.  23 
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 To explain how the Company’s class cost-of-service (CCOS) study was 1 

developed.   2 

 To explain how certain revenue and expense adjustments relating to load 3 

growth, weather-normalized sales levels, year-end customer sales levels, 4 

rate annualization, book to billed sales levels, and the transfer of non-base 5 

rider revenues into base rates were developed.  These adjustments are 6 

designated as OR-1 through OR-5 and OM-14 through OM-16. 7 

 To describe how the Company’s proposed revenue increase of 8 

approximately $12.1 million was allocated among the various tariff 9 

classes.   10 

 To sponsor the rate calculations for KgPCo’s proposed Rate Realignment 11 

Rider.  12 

Q. ARE YOU SPONSORING ANY EXHIBITS? 13 

A.  I am sponsoring the following exhibits: 14 

 Summary Exhibits 15 

 Exhibit No. 1-a (DRB) – Kingsport Power’s Summary Revenue 16 

Deficiency Calculation;   17 

 Exhibit No. 1-b (DRB) – Kingsport Power’s Summary of the 18 

Jurisdictional Income Statement, Rate Base and Proposed Increase;  19 

 Exhibit No. 1-c (DRB) – Kingsport Power’s Summary, by class, of the 20 

Income Statement, Rate Base, and Proposed Increase.  21 

JCOS Exhibits 22 

 Exhibit No. 2-a (DRB) – Kingsport Power’s JCOS Calculations;  23 
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 Exhibit No. 2-b (DRB) – Kingsport Power’s Allocators for JCOS 1 

Calculations;  2 

 Exhibit No. 2-c (DRB) – Kingsport Power’s Adjustments to the JCOS 3 

Study.  4 

CCOS Exhibits 5 

 Exhibit No. 3-a (DRB) – Kingsport Power’s CCOS Calculations;  6 

 Exhibit No. 3-b (DRB) – Kingsport Power’s Allocators for CCOS 7 

Calculations;  8 

 Exhibit No. 3-c (DRB) – Kingsport Power’s Input for CCOS Allocators.  9 

Revenue Allocations Exhibits 10 

 Exhibit No. 4-a (DRB) – Kingsport Power’s Revenue at Current and 11 

Equalized Rate-of-Return and Class Subsidies; 12 

 Exhibit No. 4-b (DRB) – Kingsport Power’s Revenue with Allocation of 13 

Proposed Increase and Subsidy; 14 

 Exhibit No. 4-c (DRB) – Kingsport Power’s Target Revenue by Class for 15 

Rate Design.  16 

Rate Realignment Rider 17 

 Exhibit No. 5 (DRB) – Kingsport Power’s Rate Realignment Rider 18 

Calculations. 19 

Q.  WERE THE EXHIBITS YOU ARE SPONSORING, PREPARED OR 20 

ASSEMBLED BY YOU OR UNDER YOUR DIRECTION? 21 

A.    Yes.  22 
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COST-OF-SERVICE SUMMARY 1 

 2 

Q. WHAT DOES THE JURISDICTIONAL COST-OF-SERVICE STUDY 3 

DEMONSTRATE? 4 

A. The Company’s jurisdictional cost-of-service study indicates that KgPCo’s Retail 5 

Jurisdiction, at current rates and excluding street lighting which is a separate 6 

contract, has a revenue deficiency of $12,118,173 (Exhibit No. 1-a (DRB)). 7 

 Q. WHAT ARE THE RESULTING RATES OF RETURN (ROR) BY CLASS? 8 

A. The resulting going level RORs for each customer class, excluding street lighting, 9 

as shown in the Company’s CCOS Study are presented in following table: 10 

 11 

TABLE 1 12 
Class Going Level Rates of Return 13 

Class Going Level ROR 

Residential -9.96% 

Small General Service 15.91% 

Medium General Service 10.07% 

Large General Service 16.93% 

Industrial Power 21.20% 

Electric Heating General 7.34% 

Church Service 6.95% 

Public Schools -15.08% 

Outdoor Lighting 8.01% 

KgPCo Retail -3.54% 
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Q. HOW DOES THE COMPANY PROPOSE TO ALLOCATE THE BASE 1 

RATE REVENUE INCREASE TO THE CUSTOMER CLASSES? 2 

A. The following table summarizes the proposed base rate increases: 3 

 4 

TABLE 2 5 
Base Rate Increase 6 

Class 
Total Increase 

($) 
Total Increase 

(%) 

Residential 7,972,450 13.41% 

Small General Service 97,856 4.14% 

Medium General Service 434,468 4.14% 

Large General Service 813,074 4.14% 

Industrial Power 2,390,846 4.14% 

Electric Heating General 101,076 4.14% 

Church Service 39,410 4.14% 

Public Schools 239,090 10.55% 

Outdoor Lighting 29,903 4.14% 

KgPCo Retail 12,118,173 7.76% 

 7 

Q. WHAT ADDITIONAL STEPS IS THE COMPANY PROPOSING TO 8 

ADJUST RATES SUCH THAT THEY BETTER ALIGN WITH THE 9 

ACTUAL COSTS OF SERVING EACH CUSTOMER CLASS? 10 

A. Following the proposed initial rate increases, the customer classes will still not be 11 

at parity.  Because of these on-going inter-class subsidies, the Company is 12 

proposing annual rate adjustments through a Rate Realignment Rider, as 13 

explained by witness Castle, to bring the classes to parity over time.  This rider is 14 
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an annual, revenue neutral adjustment to rates for 5 years that continues the 1 

gradual transition toward cost alignment among tariffs.   2 

 3 

ADJUSTMENTS 4 

 5 

Q. LIST THE ADJUSTMENTS YOU ARE SPONSORING. 6 

A. I am sponsoring the following operating revenue (OR) adjustments: 7 

OR-1 Weather Normalization Adjustment:  Reduce non-fuel revenues 8 

to reflect normal weather. 9 

OR-2 Customer Growth Adjustment:  Reduce non-fuel revenues to 10 

reflect the year-end number of customers and usage levels. 11 

OR-3 Book to Billed Adjustment:  Increase revenues to reflect a billed 12 

rather than booked basis. 13 

OR-4 Relocate revenue associated with the Purchased Power 14 

Adjustment Rider (PPAR) and Fuel Clause into Base Revenue:  15 

Revenue impact nets to zero. 16 

OR-5 Rate Annualization Adjustment:  Increase base rate revenues to 17 

reflect rates in effect at the end of the test year. 18 

I am also sponsoring the following operations and maintenance expense (OM) 19 

adjustments: 20 

OM-14 Fuel Expense Adjustment:  Reduce fuel expense to reflect 21 

weather and growth adjusted sales. 22 
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OM-15 Non-Fuel Purchased Power Expense:  Reduce non-fuel 1 

purchased power expense to reflect weather and growth 2 

adjusted sales.   3 

OM-16 PPAR Rate Annualization:  Increase PPAR Expense to reflect 4 

annualized rates.  5 

 6 

Q. PLEASE DESCRIBE ADJUSTMENT OR-1: WEATHER 7 

NORMALIZATION. 8 

A. Adjustment OR-1 removes the impact of abnormal weather on the test year level 9 

of non-fuel revenues for the RS, SGS, MGS Secondary voltage, LGS, IP Primary 10 

voltage, EHG, CS, and PS classes.  The test year impact of abnormal weather for 11 

these classes was provided by AEPSC’s Economic Forecasting department.  12 

These impacts were then used to adjust the class billing determinants.  The 13 

difference between the revenue generated by applying rates in effect at the end of 14 

the test year to the differences between weather-normalized billing determinants 15 

and the actual test year billing determinants resulted in a decrease in non-fuel 16 

revenue of $2,426,081.    17 

Q. PLEASE DESCRIBE ADJUSTMENT OR-2: CUSTOMER GROWTH. 18 

A. Adjustment OR-2 decreases non-fuel revenues by $692,989 to develop test year 19 

revenues that KgPCo would have received based upon the actual number of 20 

customers, by tariff, at the end of the test year.  The test year for this proceeding is 21 

calendar year 2014.  These are the number of customers expected during the rate 22 

year, which will begin when the approved rates become effective.   23 
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Q. DID THE OPERATIONS OF A LARGE INDUSTRIAL CUSTOMER 1 

IMPACT ADJUSTMENT OR-2? 2 

A. Yes.  This customer began operations during the last several months of 2014 and 3 

continued into 2015.  Since this customer is no longer in operation, adjustments 4 

were made to the billing determinants and related revenue to remove any actual 5 

2014 test year usage as if this customer was not in operation. 6 

Q. PLEASE DESCRIBE ADJUSTMENT OR-3: BOOK TO BILLED. 7 

A. Adjustment OR-3 is necessary to reconcile the revenue difference between billed 8 

and accrued revenue as recorded on the Company’s books and the revenue 9 

generated by applying the test year billing determinants to test year rates. This 10 

resulted in an increase in revenues of $227,055.    11 

Q. PLEASE DESCRIBE ADJUSTMENT OR-4: TRANSFER NON-BASE 12 

PPAR AND NON-BASE FUEL INTO BASE REVENUE. 13 

A. Adjustment OR-4 has no impact on total Company revenues.  This adjustment re-14 

assigns non-base PPAR and non-base fuel revenues, currently collected outside of 15 

base rates, into base revenues in order to be collected in base rates.    16 

Q. PLEASE DESCRIBE ADJUSTMENT OR-5: RATE ANNUALIZATION. 17 

A. Adjustment OR-5 increases test year base rate revenues by $1,955,389.  The 18 

purpose of this adjustment is to appropriately reflect the revenues that KgPCo 19 

would have received if each customer had been billed for the entire 12 months of 20 

the test year at the rates in effect at the end of the test year.   21 

Q. PLEASE DESCRIBE ADJUSTMENT OM-14: FUEL EXPENSE. 22 
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A. Adjustment OM-14 decreases fuel expense by $1,163,763 to recognize and offset 1 

the adjustment to fuel revenue included in the weather and growth adjustments, 2 

OR-1 and OR-2.  The same billing determinant adjustments described previously 3 

under adjustment OR-1 and OR-2 were also utilized for this adjustment.   4 

Q. PLEASE DESCRIBE ADJUSTMENT OM-15: NON-FUEL PURCHASED 5 

POWER EXPENSE. 6 

A. Adjustment OM-15 decreases non-fuel expense revenues by $1,428,638 to 7 

recognize and offset the adjustment to purchased power revenues included in the 8 

weather and growth adjustments, OR-1 and OR-2.  The same billing determinant 9 

adjustments described previously under adjustment OR-1 and OR-2 were also 10 

utilized for this adjustment.     11 

Q. PLEASE DESCRIBE ADJUSTMENT OM-16: PPAR RATE 12 

ANNUALIZATION. 13 

A. Adjustment OM-16 increases test year PPAR expenses by $1,979,229.  Similar to 14 

OR-5, the purpose of this adjustment is to appropriately reflect the expenses that 15 

KgPCo would have paid using the rates in effect at the end of the test year.   16 

 17 

JURISDICTIONAL COST-OF-SERVICE 18 

 19 

Q. PLEASE EXPLAIN THE PURPOSE OF A JURISDICTIONAL COST-OF-20 

SERVICE STUDY. 21 

A. The purpose of a jurisdictional cost-of-service study is to determine the 22 

Company’s cost of providing service to a particular regulatory jurisdiction.  This 23 



KgPCo Exhibit No. ____ 
Witness: DRB 
Page 11 of 28 

 
is accomplished by comparing the Company’s revenue requirement associated 1 

with the cost of serving the customers in a regulatory jurisdiction to the revenues 2 

received from that jurisdiction.  In order to accomplish this comparison, the costs 3 

associated with providing service to customers in each of the regulatory 4 

jurisdictions that the Company serves must be functionalized, classified, and 5 

allocated.  First, costs are functionalized into production, transmission, and 6 

distribution functions.  Second, costs are classified either as demand, energy, or 7 

customer related.  The third step is to directly assign or allocate the costs on the 8 

basis of an appropriate allocation methodology to the various classes.  The second 9 

and third steps are completed through the CCOS.  Exhibit No. 2-a (DRB) contains 10 

the jurisdictional cost-of-service study used in this proceeding. 11 

Q. WHAT IS THE SOURCE OF THE DATA USED IN THE COMPANY’S 12 

JURISDICTIONAL COST-OF-SERVICE STUDY? 13 

A.  The Company’s books and records provided the data for the JCOS Study.   14 

Q. HOW IS THE INFORMATION USED TO DETERMINE THE COST 15 

ALLOCATION TO KINGSPORT RETAIL CUSTOMERS? 16 

A. The costs recorded by FERC account are per book amounts pertaining to electric 17 

utility operations of the Company for service KgPCo supplied to all customers.  18 

Q. PLEASE DESCRIBE HOW THE RETAIL JURISDICTIONS WERE 19 

DETERMINED FOR KINGSPORT. 20 

A. For KgPCo, all customers and amounts are retail, and the allocation of the 21 

distribution-related amounts for all accounts was 100%.  The Transmission 22 

function cost-of-service accounts were removed from this study since KgPCo is 23 
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charged for transmission service through its purchased power agreement with 1 

Appalachian Power Company.  The purchased power related costs are included in 2 

this study.  Accounts that are not directly assigned to either Distribution or 3 

Transmission were allocated based on the nature of the account, using either the 4 

payroll allocator, the appropriate plant accounts, or assignments provided by other 5 

witnesses.   6 

Q. PLEASE EXPLAIN HOW REVENUES WERE DEVELOPED. 7 

A. Revenues from retail sales were derived from the Company’s books and records 8 

and directly assigned.    9 

Q. PLEASE DESCRIBE THE TREATMENT OF THE FUEL ADJUSTMENT 10 

CLAUSE (FAC) AND THE PURCHASED POWER ADJUSTMENT RIDER 11 

(PPAR) IN THE COST-OF-SERVICE STUDY.       12 

A. As described by Company witness Castle, the Company is proposing to reflect the 13 

going level of fuel and purchased power costs in base rates.  Currently, these costs 14 

are collected partially in base rates, with significant portions recovered through 15 

the FAC and PPAR.  The proposed base revenues include both the base level of 16 

fuel and purchased power revenue along with the test year level of FAC fuel and 17 

PPAR revenue.     18 

Q. PLEASE OUTLINE THE MEANS BY WHICH TAXES OTHER THAN 19 

FEDERAL INCOME TAXES WERE ASSIGNED. 20 

A. Taxes Other than Income Taxes were classified as relating to payroll, property, 21 

revenue, demand, or energy and allocated accordingly, or directly assigned.  22 

Payroll taxes are related to labor and allocated on the payroll allocation factor.  23 
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Property taxes were allocated using the Net Plant allocation factor.  State Income 1 

Taxes were direct assigned. 2 

Q. PLEASE EXPLAIN HOW ADJUSTMENTS FOR KINGSPORT WERE 3 

INCORPORATED INTO THE STUDY. 4 

A. Adjustments were provided by various Company witnesses.  These adjustments 5 

were added to the KgPCo retail per books cost-of-service amounts to arrive at the 6 

going-level KgPCo JCOS study.   7 

Q. HOW WERE THE RESULTS OF THIS STUDY USED? 8 

A. The functionalized costs from the JCOS study, as shown in Exhibit No. 2-a 9 

(DRB) and summarized in Exhibit No. 1-a (DRB) and Exhibit No. 1-b (DRB), 10 

were then allocated to the customer classes in the CCOS Study, which is 11 

contained in Exhibit No. 3-a (DRB). 12 

 13 

CLASS COST-OF-SERVICE 14 

 15 

Q. WHAT IS A CLASS COST-OF-SERVICE STUDY? 16 

A. A class cost-of-service study is a tool used to determine the total functional costs 17 

incurred in serving each retail rate class as well as the rate of return on rate base 18 

earned from each class.  This is accomplished by classifying and allocating the 19 

jurisdictional and functionalized costs of serving KgPCo’s retail customers to the 20 

various rate classes.  21 

The CCOS Study is presented in Exhibit No. 3-a (DRB). 22 
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Q. IN GENERAL TERMS, PLEASE DESCRIBE THE METHODS USED TO 1 

ASSIGN COSTS TO EACH RETAIL RATE CLASS. 2 

A. Data used in the class cost-of-service study is provided by the Company’s 3 

jurisdictional and functionalized cost-of-service study, Exhibit No. 2-a (DRB).  4 

Using relevant allocation factors, I classified and allocated the functional data 5 

provided by the JCOS study to the rate classes in order to determine the cost of 6 

serving each class. 7 

Q. WHAT ARE THE STEPS IN THE COST ASSIGNMENT PROCESS? 8 

A. The functionalized costs are classified as being either demand, energy, or 9 

customer-related.  Demand and customer related costs are fixed costs that are 10 

incurred regardless of the level of energy sales. An example of a demand-related 11 

cost is the investment in substation facilities.  Meter plant is an example of a cost 12 

which is dependent on the number of customers.  An energy related cost is a cost 13 

such as fuel expense, which varies with the level of kWh sales.  The final step in 14 

the cost assignment process is allocation.  Allocation is the process by which the 15 

functionalized and classified costs are assigned to each customer class by the use 16 

of allocation factors.  When each classified cost is multiplied by an allocation 17 

factor, the product is the cost assigned to each class. 18 

Q. WERE THE CLASS ALLOCATION FACTORS MODIFIED TO 19 

REFLECT ADJUSTMENTS IN THE CASE? 20 

A. Yes, the effects of the growth and weather adjustments on the number of 21 

customers and customer usage, to the extent applicable, were also reflected in the 22 

demand, energy and customer allocation factors. 23 
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Q.  PLEASE EXPLAIN THE ALLOCATION OF THE DISTRIBUTION 1 

PLANT ACCOUNTS. 2 

A.  For class allocation purposes, distribution plant was classified as demand and/or 3 

customer related and allocated to the KgPCo retail customer classes using factors 4 

based on demand levels or number of customers. 5 

Line items classified as demand-related were allocated to the retail classes 6 

based on their average contribution to the Company’s twelve monthly coincident 7 

peaks (CP).   8 

Distribution plant accounts 360 through 368 were classified solely as 9 

demand-related for class allocation purposes.   10 

Account 360 – Distribution Land and Land Rights, Account 361 – 11 

Structures and Improvements, Account 362 – Station Equipment and Account 363 12 

– Storage Battery Equipment were allocated to the distribution customer classes 13 

based on the class contribution to the average of the Company’s twelve monthly 14 

CP demands on the distribution system. 15 

  Account 364 – Poles, Towers and Fixtures, Account 365 – Overhead 16 

Conductors and Devices, Account 366 – Underground Conduit and Account 367 17 

– Underground Conductors and Devices were split into primary and secondary 18 

voltage functions based upon information available from the Company’s records.  19 

The investments classified as serving the primary voltage function were allocated 20 

to the customer classes using the class average of the 12 monthly CP demands on 21 

the distribution system.  The investments classified as serving the secondary 22 

function were allocated based on a combination of each class' 12-month 23 
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maximum demand and the summation of individual customers' annual maximum 1 

demands in each class served from those facilities.  This process reflects the fact 2 

that some secondary facilities serve only one customer, while others serve two or 3 

more customers. 4 

  Account 368 – Line Transformers was allocated to the customer classes 5 

served from those facilities using the appropriate voltage demand allocation 6 

factors described above. 7 

  Account 369 – Services was classified as customer-related and was 8 

allocated using the number of secondary customers served. 9 

  Account 370 – Meters was allocated using the number of customers 10 

weighted by a factor which considers the weighted average cost of various 11 

metering installations.   12 

Account 371 – Installations on Customer Premises was directly assigned 13 

to the outdoor lighting class.   14 

Account 373 - Street Lighting and Signal Systems was directly assigned to 15 

the street lighting class.  16 

Q.  HOW WERE GENERAL AND INTANGIBLE PLANT ASSIGNED TO 17 

THE CUSTOMER CLASSES? 18 

A.  General and intangible plant were classified and allocated based on the functional 19 

operation and maintenance (O&M) labor expense. 20 

Q. HOW WERE PLANT HELD FOR FUTURE USE AND CONSTRUCTION 21 

WORK IN PROGRESS ASSIGNED TO CUSTOMER CLASSES? 22 
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A.  Plant held for future use and construction work in progress were allocated by 1 

corresponding functional plant allocators. 2 

Q. PLEASE EXPLAIN THE ALLOCATION OF DEPRECIATION RESERVE. 3 

A.  The functionalized components of depreciation reserve were obtained directly 4 

from the jurisdictional study.  These components were then classified and 5 

allocated on the corresponding functional plant items. 6 

Q.  HOW WERE THE COMPONENTS OF WORKING CAPITAL 7 

ASSIGNED? 8 

A.  The functionalized components of materials and supplies were classified and 9 

allocated using the corresponding functional plant items.  Prepayments related to 10 

payroll were allocated on labor; gross plant-related prepayments were classified 11 

and allocated on gross utility plant; functionalized prepayments were classified 12 

and allocated on the corresponding functional plant items.  13 

Q. HOW WERE OTHER RATE BASE ITEMS CLASSIFIED AND 14 

ALLOCATED? 15 

A. Accumulated Deferred Federal Income Tax (FIT) and Accumulated Deferred 16 

Investment Tax Credit (ITC) were allocated based on gross utility plant.  17 

Customer deposits were assigned based on analysis of accounting records.  18 

Contributions in Aid of Construction and Customer Advances were classified and 19 

allocated on the respective functionalized gross utility plant. 20 

Q. HOW WERE REVENUES DEVELOPED FOR EACH CLASS? 21 

A. Sales revenue was directly assigned to each class.   22 
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  Account 450 – Forfeited Discounts were directly assigned based on 1 

analysis of account records.   2 

Account 451 – Miscellaneous Service Revenue was classified as 3 

customer-related and allocated on the number of customers.  Miscellaneous 4 

Service Revenue related to the Reconnect and Bad Check Fee Adjustment was 5 

directly assigned based on the testimony of Company witness Simmons. 6 

  Rent from Electric Property and Other Electric Revenue were 7 

functionalized in the jurisdictional study and allocated to classes based on the 8 

corresponding functional plant allocator. 9 

Q. PLEASE EXPLAIN THE ALLOCATION OF PRODUCTION 10 

OPERATION AND MAINTENANCE EXPENSES. 11 

A. While KgPCo does not own production facilities, purchased power in account 555 12 

and demand response items in account 908 are classified as production related 13 

accounts.  Demand-related production O&M expenses were allocated using the 14 

production plant demand allocator.  The energy-related production expenses were 15 

allocated using loss adjusted energy.  Note that the production O&M expense in 16 

account 555 includes the costs of transmission service billed to the Company 17 

under its FERC-approved contract with APCo. 18 

Q. PLEASE EXPLAIN THE ALLOCATION OF DISTRIBUTION 19 

OPERATION AND MAINTENANCE EXPENSES. 20 

A. Distribution O&M expenses were classified according to the associated 21 

distribution plant accounts and allocated accordingly.   22 
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Account 582 – Station Equipment Expenses was allocated based upon 1 

Account 362 – Station Equipment.  2 

Account 583 – Overhead Line Expenses was allocated based upon 3 

Account 364 – Poles Towers and Fixtures and Account 365 – Overhead 4 

Conductors and Devices.  5 

Account 584 – Underground Line Expenses was allocated based upon 6 

Account 366 – Underground Conduits and Account 367 – Underground 7 

Conductors and Devices.   8 

Account 585 – Street Lighting was classified as customer-related and 9 

directly assigned to the street lighting class.   10 

Account 586 – Meter Expense was classified as customer-related and 11 

allocated in the same manner as Account 370 – Meters.   12 

Account 587 – Customer Installation Expense was classified as customer-13 

related and allocated on the number of distribution level customers. 14 

  Account 581 – Load Dispatching, Account 588 – Miscellaneous Expense, 15 

and Account 589 – Rents were allocated on total distribution plant and classified 16 

accordingly. 17 

Account 580 - Operation Supervision and Engineering was classified as 18 

demand and customer-related and allocated using the allocated subtotal of 19 

accounts 581 through 589. 20 

  Account 591 – Maintenance of Structures and Account 598 – Maintenance 21 

of Miscellaneous Distribution Plant were classified as demand-related and 22 

allocated on the basis of distribution plant.   23 
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Account 592 – Maintenance of Station Equipment was classified as 1 

demand-related and allocated on the basis of Account 362 – Station Equipment.  2 

Accounts 593 – Maintenance of Overhead Lines, 594 – Maintenance of 3 

Underground Lines, and 595 – Maintenance of Line Transformers were classified 4 

according to the associated distribution plant accounts and allocated accordingly. 5 

Distribution maintenance account 596 – Maintenance of Street Lighting 6 

was directly assigned to the street lighting class.   7 

Account 597 – Maintenance of Meters was classified as customer-related 8 

and allocated in the same manner as Account 370 – Meters. 9 

Account 590 - Maintenance Supervision and Engineering was classified 10 

and allocated based on the sum of the allocated O&M expense accounts 591 11 

through 598. 12 

Q. HOW WERE CUSTOMER ACCOUNTS (ACCOUNTS 901-905), 13 

CUSTOMER INFORMATION (ACCOUNTS 907-910), AND CUSTOMER 14 

SERVICE (ACCOUNTS 911-916) EXPENSES ALLOCATED? 15 

A. Account 901 – Supervision and 905 – Miscellaneous Customer Accounts 16 

expenses were allocated based on the sum of the allocated Accounts 902, 903 and 17 

904.  All customer accounting expenses were classified as customer-related.  18 

Account 902 – Meter Reading Expense was allocated to those classes with meter 19 

installations based upon the average number of customers weighted to reflect 20 

differences in meter reading requirements.  Account 903 – Customer Records and 21 

Collection Expense was divided into four categories of cost: (1) Billing, (2) 22 

Billing Other, (3) Call Center, and (4) Other.  Each of these categories was then 23 
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allocated based on the average number of customers weighted for estimated 1 

differences in customer record-keeping requirements.  Account 904 – 2 

Uncollectibles Expense was allocated based on the balance of charge-off revenue 3 

for each class.  4 

  Accounts 907 through 910 – Customer Information Expense and Accounts 5 

911 through 916 – Customer Service Expenses were allocated on the basis of 6 

number of customers. Sub-accounts of Account 908-Customer Assistance which 7 

relate to Demand Response programs were allocated on production demand.  All 8 

customer information and service expenses were classified as customer-related. 9 

Q. PLEASE DESCRIBE THE ALLOCATION OF ADMINISTRATIVE AND 10 

GENERAL (A&G) EXPENSE, AND OTHER EXPENSES. 11 

A. Regulatory Commission expenses were allocated on the basis of customers.  12 

Property Insurance was allocated by the corresponding functional plant allocators. 13 

A&G labor related expense was classified and allocated using total functional 14 

O&M labor expense.  Factoring Expense was allocated to the customer classes on 15 

functional revenues.   16 

Q. PLEASE DESCRIBE THE ALLOCATION OF DEPRECIATION AND 17 

AMORTIZATION EXPENSE. 18 

A. The functionalized components of depreciation and amortization expense were 19 

allocated using the corresponding plant items excluding land.   20 

Q. PLEASE DESCRIBE THE ALLOCATION OF THE VARIOUS TAX 21 

EXPENSES. 22 
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A. Individual other tax items were allocated and classified using the appropriate 1 

plant, revenue or expense item.  State Income Tax was taken directly from the 2 

jurisdictional study and allocated to classes on the same basis as current FIT.  3 

Current FIT was allocated to each customer class based on pre-tax operating 4 

income.   Deferred FIT was allocated to each customer class based upon net plant 5 

in service. 6 

Q. HOW WERE THE OTHER REMAINING INCOME ITEMS 7 

ALLOCATED? 8 

A. Interest on Customer Deposits was allocated to classes on the same basis as 9 

Customer Deposits.  Allowance for Funds Used During Construction Expense 10 

was allocated to the retail classes based on the Company’s total construction work 11 

in progress.  Charitable Contributions was allocated using total functional O&M 12 

labor expense.    13 

 14 

FINDINGS 15 

 16 

Q. WHAT WERE THE RESULTS OF THE JURISDICTIONAL AND CLASS 17 

COST-OF-SERVICE STUDIES? 18 

A. The results of the jurisdictional cost-of-service reflect the Total Retail Jurisdiction 19 

including the Street Lighting class.  Because Street Lighting is a separate contract, 20 

not a tariff offering, and not part of this case, it must be excluded from the results 21 

using the CCOS.  Excluding the Street Lighting costs as determined in the CCOS, 22 
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the Company’s revenue deficiency is $12,118,173.  This is the increase that the 1 

Company is requesting in this proceeding. 2 

Q. IS EVERY CUSTOMER CLASS CONTRIBUTING EQUALLY TO THE 3 

TOTAL KINGSPORT RETAIL RATE OF RETURN? 4 

A. No.  The results of the CCOS, as illustrated in the prior Table 1, Exhibit No. 1-c 5 

(DRB), and Exhibit No. 3-a (DRB), indicate that rates of return vary considerably 6 

among the various class and further adjustments in the cost alignment of the 7 

various retail rates should be considered in this case.  The overall KgPCo retail 8 

return, excluding Street Lighting, is -3.54%.  Because the Residential and Public 9 

School classes have a return lower than the overall average, they are subsidized 10 

by the other classes whose returns are higher than the average return.   11 

Q. PLEASE EXPLAIN THE PRINCIPLES FOLLOWED IN ALLOCATING 12 

THE PROPOSED INCREASE OF $12,118,173 AMONG THE TARIFF 13 

CLASSES. 14 

A. A major objective of ratemaking is to design rates such that they reflect as nearly 15 

as possible the actual costs of serving the customer (National Association of 16 

Regulatory Utility Commissioners; Electric Utility Cost Allocation Manual; 1992; 17 

pgs. 12-13).  Meeting this objective requires that the rates of return for all classes 18 

be equalized.  It must be recognized, however, that class rates of return should be 19 

brought to equalization gradually to avoid adverse economic impacts on 20 

individual customers.  The Company is proposing an initial adjustment to rates 21 

along with a five-year plan to gradually improve the alignment of each tariff with 22 

the underlying cost-of-service.    23 
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Q. WHAT CLASS BY CLASS BASE RATE REVENUE INCREASE IS THE 1 

COMPANY PROPOSING? 2 

A. The following table summarizes the Company’s proposed initial revenue increase 3 

by customer class prior to rate realignment. It shows that the base rate increases 4 

proposed in this case will produce an overall revenue increase of 7.76%.   5 

 6 

TABLE 3 7 
Base Rate Increase 8 

Class 
Total Increase 

($) 
Total Increase 

(%) 

Residential 7,972,450 13.41% 

Small General Service 97,856 4.14% 

Medium General Service 434,468 4.14% 

Large General Service 813,074 4.14% 

Industrial Power 2,390,846 4.14% 

Electric Heating General 101,076 4.14% 

Church Service 39,410 4.14% 

Public Schools 239,090 10.55% 

Outdoor Lighting 29,903 4.14% 

KgPCo Retail 12,118,173 7.76% 

 9 

Company witness Castle explains the Company’s rationale for the proposed 10 

allocation among classes.  Revenue increase calculations and the resulting total 11 

revenues and percentage increase by class are presented in Exhibit No. 4-a (DRB) 12 

and Exhibit No. 4-b (DRB).  13 
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Q. WILL THE REVENUE INCREASES ALLOCATED TO THE VARIOUS 1 

RATE CLASSES RESULT IN REVENUES BEING MORE CLOSELY 2 

ALIGNED WITH COSTS? 3 

A. Not initially.  Under the proposed revenue allocation, if approved, the Residential 4 

and Public School classes continue to be subsidized at their combined current 5 

levels of approximately $6.1 million.  This was done in order to maintain the rate 6 

increase proposed for these classes at an acceptable level.  The remainder of the 7 

proposed increase is allocated among the other classes so that each of these 8 

classes has a smaller but equal percentage increase.  While the goal remains to 9 

move the rates for each class into alignment with the cost-of-service, the initial 10 

proposed increases are needed in order to allow the Company to recover the costs 11 

of serving each customer class while maintaining reasonable customer bill 12 

impacts for all classes.   13 

Q. WHAT IS THE RESULTING RATE OF RETURN FOR EACH CLASS 14 

BASED ON THE COMPANY’S PROPOSED REVENUE ALLOCATION? 15 

A. The following table summarizes the initial RORs under the proposed revenue 16 

allocation along with the current ROR for each class. 17 
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TABLE 4 1 

Class Current and Proposed ROR 2 

Class Going Level ROR Proposed ROR 

Residential -9.96% -0.33% 

Small General Service 15.91% 19.51% 

Medium General Service 10.07% 14.59% 

Large General Service 16.93% 23.62% 

Industrial Power  * 21.20% 124.69% 

Electric Heating General 7.34% 11.87% 

Church Service 6.95% 10.80% 

Public Schools -15.08% -5.46% 

Outdoor Lighting 8.01% 8.98% 

KgPCo Retail -3.54% 6.69% 

 3 

*   NOTE:  The Industrial Power (IP) class rate base of approximately $1.394 million is relatively 4 

small compared to its current revenue of approximately $57.8 million because rate base is primarily 5 

distribution and IP customers are generally served at transmission voltages. Therefore, relatively 6 

small increases in revenue can have relatively large impacts on the IP class rate of return.     7 

  8 

Q. WHAT ADDITIONAL STEPS IS THE COMPANY PROPOSING TO 9 

ADJUST BASE RATES SUCH THAT THEY BETTER ALIGN WITH THE 10 

ACTUAL COSTS OF SERVING THE CUSTOMER CLASSES? 11 

A. As discussed earlier, following the initial rate increase, the Company proposes 12 

annual rate adjustments through a Rate Realignment Rider, as explained by 13 

witness Castle.  This revenue neutral realignment adjusts rates annually for the 5 14 

years following the initial rate increase in order to continue the gradual transition 15 

toward cost alignment among tariffs.  After 6 years, class returns are equalized 16 

based on the current study data.  Each class is limited to no more than a 2.31% 17 
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increase per-year, until rates for all classes reach the cost-of-service amounts.  1 

Calculations for this rider are presented in Exhibit No. 5 (DRB).  The annual rate 2 

adjustments are based on rate year billing units and are presented, by class, in the 3 

following table:   4 

 5 

TABLE 5 6 
Base Rate and Rate Realignment Rider Percentage Adjustments 7 

 Base 
Rate Rate Realignment Rider 

Year 1 2 3 4 5 6 

Class % % % % % % 

RS 13.41 2.31 2.31 2.31 1.44 - 

SGS 4.14 -1.64 -1.71 -3.86 -7.15 - 0.51 

MGS 4.14 -1.64 -1.71 -2.21 -1.57 - 

LGS 4.14 -1.64 -1.71 -2.92 -3.89 -0.28 

IP 4.14 -1.64 -1.71 -1.25 - - 

EHG 4.14 -1.64 -1.71 -1.27 - - 

CS 4.14 -1.64 -1.71 -0.95 - - 

PS 10.55 2.31 2.31 2.31 2.31 2.26 

OL 4.14 -1.64 -1.71 -2.78 -3.65 - 

Sum $ $12.1 - - - - - 

 8 

Q. WHAT ARE THE CUMULATIVE ANNUAL RATE CHANGES 9 

PROPOSED UNDER THE RATE REALIGNMENT RIDER? 10 

A. Cumulative annual rate adjustments are presented, by class, in the following table: 11 
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TABLE 6 1 

Rate Realignment Rider Cumulative Annual Base Rate Adjustments 2 

Year 2 3 4 5 6 

Class ¢/kWh  ¢/kWh  ¢/kWh  ¢/kWh  ¢/kWh  

RS 0.2290 0.4630 0.7020 0.8540 0.8540 

SGS -0.1870 -0.3790 -0.804 -1.5620 -1.6120 

MGS -0.1650 -0.3340 -0.5490 -0.6980 -0.6980 

LGS -0.1420 -0.2870 -0.5310 -0.8470 -0.8690 

IP -0.1030 -0.2090 -0.2850 -0.2850 -0.2850 

EHG -0.1620 -0.3280 -0.4490 -0.4490 -0.4490 

CS -0.1690 -0.3420 -0.4370 -0.4370 -0.4370 

PS 0.2070 0.4180 0.6340 0.8550 1.0770 

OL -0.2830 -0.5720 -1.0350 -1.6240 -1.6240 

 3 

Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 4 

A. Yes it does. 5 
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