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KPOW-10311

Electronically Filed in TPUC Docket
VIA EMAIL (tpuc.docketroom@tn.gov) & FEDEX Room on June 28, 2022 at 1:26 p.m.
Dr. Kenneth C. Hill, Chairman
c/o Ectory Lawless, Dockets & Records Manager
Tennessee Public Utility Commission
502 Deaderick Street, 4th Floor

Nashville, TN 37243

Re:  INRE: PETITION OF KINGSPORT POWER
COMPANY d/b/a AEP APPALACHIAN POWER
FOR A GENERAL RATE CASE
DOCKET NO.: 21-00107

Dear Chairman Hill:

On behalf of Kingsport Power Company d/b/a AEP Appalachian Power, we transmit herewith the
following:

1. Withdrawal of Motion for Leave to Allow David M. Roush to Present the
Direct/Rebuttal Testimony of Witness Katharine 1. Walsh.

2

Withdrawal of Motion for Leave to Allow Andy Carlin to Present the Rebuttal
Testimony of Witness Vanessa Yvonne Oren.

3. Motion for Leave to Allow David M. Roush to Present the Direct/Rebuttal
Testimony of Witness Michael H. Ward.

The originals and four copies of each are being sent by overnight delivery.

Should you have any questions, please do not hesitate to contact the undersigned.
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June 28, 2022

Enclosure: As stated

CC:

David Foster (w/enc.)

Monica L. Smith-Ashford, Esq. (w/enc.)
Michael J. Quinan, Esq. (w/enc.)

Vance L. Broemel (w/enc.)

Karen H. Stachowski (w/enc.)

James R. Bacha, Esq. (w/enc.)

Noelle J. Coates, Esq. (w/enc.)

Joseph B. Harvey, Esq. (w/enc.)

UNTER, SM & DAVIS, LLP

Via US Mail and Email: david. foster@in.gov

Via US Mail and Email: monica.smith-ashford@tn.gov
Via US Mail and Email: mquinan@t-mlaw.com

Via US Mail and Email: vance.broemel(@ag.tn.gov
Via US Mail and Email: Karen.Stachowski@ag.tn.gov
Via Email: jrbacha@aep.com

Via Email: njcoates@aep.com

Via Email: jharvey@hsdlaw.com



BEFORE THE TENNESSEE PUBLIC UTILITY COMMISSION

NASHVILLE, TENNESSEE

IN RE:
DOCKET NO.: 21-00107
PETITION OF KINGSPORT POWER
COMPANY d/b/a AEP APPALACHIAN
POWER GENERAL RATE CASE

MOTION FOR LEAVE TO ALLOW DAVID M. ROUSH TO PRESENT THE
DIRECT/REBUTTAL TESTIMONY OF WITNESS MICHAEL H. WARD ON BEHALF
OF KINGSPORT POWER COMPANY d/b/a AEP APPALACHIAN POWER

Comes Petitioner, Kingsport Power Company d/b/a AEP Appalachian Power (“KgPCo™),
and respectfully requests that David M. Roush, Managing Director, Regulatory Pricing and
Analysis of American Electric Power Service Corporation, be permitted to present the pre-filed
direct and rebuttal testimony of Michael H. Ward. Mr. Ward has developed a conflict as he
assumed different duties with the Company which prevents his testimony in person or by
telephone.

Mr. Ward was Regulatory Consultant Staff, Regulated Pricing and Analysis, in the
Regulatory Services Department of American Electric Power Service Corporation. He reported to
Mr. Roush. Mr. Roush is thoroughly familiar with Mr. Ward’s testimony and the subject matter
discussed therein. He is equally qualified to be cross-examined by the other parties to the Docket.
Mr. Roush will be present at the hearing in Nashville, Tennessee.

Attached as EXHIBIT 1 supporting this Motion is information concerning Mr. Roush.
Attached as EXHIBIT 2 is the direct and rebuttal testimony of Mr. Ward which Mr. Roush will

sponsor and present.




PREMISES CONSIDERED, Kingsport Power Company d/b/a AEP Appalachian Power
requests the Commission allow Mr. Roush to present the direct and rebuttal testimony of Mr. Ward

at the hearing on this Docket on July 11, 2022. FOR GOOD CAUSE SHOWN.

Respectfully submitted,

KINGSPORT POWER COMPANY
d/b/a AEJ APPALACHI WER

w Y

William C. Bovender, Esq. (BPR #000751)
Joseph B. Harvey, Esq. (BPR #028891)
Hunter, Smith & Davis, LLP

P.O. Box 3740

Kingsport, TN 37655

Tel: 423.378.8858

Email: bovender@hsdlaw.com

Email: jharvey@hsdlaw.com

CERTIFICATE OF SERVICE

The undersigned hereby certifies that the foregoing MOTION FOR LEAVE TO ALLOW
DAVID M. ROUSH TO PRESENT THE DIRECT/REBUTTAL TESTIMONY OF WITNESS
MICHAEL H. WARD ON BEHALF OF KINGSPORT POWER COMPANY d/b/a AEP
APPALACHIAN POWER has been served upon the following by emailing a copy of same as
follows, on this the 28th day of June, 2022.

VANCE L. BROEMEL (BPR #011421)
Senior Assistant Attorney General

KAREN H. STACHOWSKI (BPR #019607)
Assistant Attorney General

Office of the Tennessee Attorney General
Financial Division, Consumer Advocate Unit
P.O. Box 20207

Nashville, Tennessee 37202-0207

Email: vance.broemel@ag.tn.gov

Email: karen.stachowski@ag.tn.gov




MICHAEL J. QUINAN
ThompsonMcMullan, P.C.
100 Shockoe Slip, Third Floor
Richmond, VA 23219

Tel.: (804) 799-4127

Email: mquinan@t-mlaw.com

HUNTER, SMITH & DAVIS, LLP
)
By

William C. Bovender




BEFORE THE TENNESSEE PUBLIC UTILITY COMMISSION

NASHVILLE, TENNESSEE

IN RE:

PETITION OF KINGSPORT POWER COMPANY d/b/a DOCKET NO.: 21-00107
AEP APPALACHIAN POWER GENERAL RATE CASE
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PERSONAL DATA

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is David M. Roush, and my business address is 1 Riverside Plaza, Columbus,
Ohio 43215.

BY WHOM ARE YOU EMPLOYED AND WHAT IS YOUR POSITION?

I am employed by American Electric Power Service Corporation (AEPSC) as Managing
Director — Regulated Pricing and Analysis. AEPSC supplies engineering, financing,
accounting, planning, advisory, and other services to the subsidiaries of the American
Electric Power (AEP) system, one of which is Ohio Power Company (AEP Ohio or the
Company).

WOULD YOU PLEASE DESCRIBE YOUR EDUCATIONAL AND
PROFESSIONAL BACKGROUND?

I graduated from The Ohio State University (OSU) in 1989 with a Bachelor of Science
degree in mathematics and a computer and information science minor. In 1999, I earned a
Master of Business Administration degree from The University of Dayton. I have
completed both the EEI Electric Rate Fundamentals and Advanced Courses. In 2003, I

completed the AEP/OSU Strategic Leadership Program. In 1989, I joined AEPSC as a

1
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Rate Assistant. Since that time, I have progressed through various positions and was
promoted to my current position of Managing Director — Regulated Pricing and Analysis
in April 2019.

WHAT ARE YOUR RESPONSIBILITIES AS MANAGING DIRECTOR -
REGULATED PRICING AND ANALYSIS?

My responsibilities include the oversight of the preparation of cost of service and rate
design analysis for the AEP System operating companies and oversight of the preparation
of special customer contracts and pricing.

HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY IN ANY REGULATORY
PROCEEDINGS?

Yes. I have testified in several rate cases and other proceedings before the Public Utilities
Commission of Ohio (Commission), the Indiana Utility Regulatory Commission, the
Public Service Commission of Kentucky, the Michigan Public Service Commission, and
the Public Service Commission of West Virginia. Before the Commission, I have testified

in a number of cases, including Case Nos. 11-351-EL-AIR and 11-352-EL-AIR.
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DIRECT TESTIMONY OF
MICHAEL H. WARD
ON BEHALF OF KINGSPORT POWER COMPANY
D/B/A AEP APPALACHIAN POWER
BEFORE THE TENNESSEE PUBLIC UTILITY COMMISSION
DOCKET NO. 21-00107

1 INTRODUCTION AND BACKGROUND
2 Q. PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND POSITION.

3 A My name is Michael H. Ward. 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 AEPSC, a subsidiary of AEP, the parent Company of KgPCo.

7 Q. WHAT ARE YOUR PRINCIPAL AREAS OF RESPONSIBILITY AS A
8 REGULATORY CONSULTANT STAFF?
9 A I am responsible for assisting KgPCo and other AEP electric utility operating
10 companies in the preparation of regulatory filings before this and other
11 Commissions under whose jurisdiction these companies provide electric service.

12 Q. PLEASE SUMMARIZE YOUR EDUCATIONAL BACKGROUND AND

13 EMPLOYMENT HISTORY.

14 A I received my Bachelor of Science Degree in Business Administration from The
15 Ohio State University in 1991. Following graduation, I entered the United States
16 Marine Corps with a primary military specialty as an attack helicopter pilot

17 serving approximately 11 years on active duty and another 11 years in the

18 reserves. Upon completion of active duty time in the Marine Corps, I returned to
19 The Ohio State University and received my Master of Business Administration
20 Degree in 2002. I began my career with AEP in 2002 as a rotating associate. In

EXHIBIT
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2004, I was recalled to active duty in the Marine Corps in support of the Global
War on Terror. Ireturned to AEP in 2006 and joined the coal trading group. In
2012, I became the manager of the coal trading desk. In 2015, I moved to the
Fuel, Emissions, and Logistics group and was responsible for procuring coal,
natural gas, fuel oil and other consumable products for AEP’s unregulated power
plants. Iaccepted my current position with Regulatory Pricing and Analysis in

2018.

PURPOSE OF DIRECT TESTIMONY

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

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

o To explain how the Company’s CCOS study was developed.

. To describe how the Company’s proposed revenue increase of
approximately $14.4 million was allocated among the various tariff
classes.

ARE YOU SPONSORING ANY EXHIBITS?

I am sponsoring the following exhibits:

Summary Exhibits

. Exhibit No. 1-c (MHW) — KgPCo’s Summary, by class, of the Income
Statement, Rate Base, and Proposed Increase.

CCOS Exhibits
. Exhibit No. 3-a (MHW) - KgPCo’s CCOS Calculations;
. Exhibit No. 3-b (MHW) — KgPCo’s Allocators for CCOS Calculations;

. Exhibit No. 3-c (MHW) — KgPCo’s Input for CCOS Allocators.
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Revenue Allocations Exhibits

J Exhibit No. 4-a (MHW) — KgPCo’s Revenue at Current and Equalized
Rate-of-Return and Class Subsidies;

o Exhibit No. 4-b (MHW) — KgPCo’s Revenue with Allocation of Proposed
Increase;

o Exhibit No. 4-c (MHW) — KgPCo’s Target Revenue by Class for Rate
Design.

ARE YOU SPONSORING ANY MFRs?

Yes. I am sponsoring MFR 83.

WERE THE EXHIBITS YOU ARE SPONSORING, PREPARED OR
ASSEMBLED BY YOU OR UNDER YOUR DIRECTION?

Yes.

COST-OF-SERVICE SUMMARY

WHAT DOES THE JURISDICTIONAL COST-OF-SERVICE STUDY
DEMONSTRATE?

The Company’s jurisdictional cost-of-service study indicates that KgPCo’s Retail
Jurisdiction, at current rates has a base rate revenue deficiency of $14,375,626
(Exhibit No. 1-a (KMJ)), which reflects the inclusion of the TRP&MS costs into
base rates.

WHAT ARE THE RESULTING RATES OF RETURN (ROR) BY CLASS?
The resulting current RORs for each customer class as shown in Exhibit No. 4-a

(MHW) are presented in following table:
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TABLE 1
Class Current Rates of Return
Class Current ROR

Residential -5.74%
Small General Service 8.77%
Medium General Service 10.87%
Large General Service 13.96%
Industrial Power 39.19%
Electric Heating General 3.83%
Church Service 4.65%
Public Schools -5.00%
Outdoor Lighting 3.15%
Street Lighting 2.61%
KgPCo Retail -0.83%

HOW DOES THE COMPANY PROPOSE TO ALLOCATE THE BASE
RATE REVENUE INCREASE TO THE CUSTOMER CLASSES?
The base rate revenue deficiency as discussed above from the JCOS was
$14,375,626. This amount includes $7,489,062, which is the result of shifting the
current TRP&MS rider into base rates. Because of the fact that the TRP&MS
rider will be set to zero at the time the new base rates go into effect, the actual net
revenue increase is $6,886,576.

As shown in Exhibit 4-b (MHW), the following table summarizes the

proposed rate increases:
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TABLE 2
Rate Increase
Gross Net Net Revenue
Class Revenue Revenue Increase on
Increase Increase Total Bill
$) $) (%)
Residential 6,980,783 4,543,041 7.03%
Small General Service 390,259 103,879 3.40%
Medium General Service 1,510,029 404,918 3.40%
Large General Service 2,639,800 725,988 3.40%
Industrial Power 1,514,114 631,449 1.70%
Electric Heating General 448,926 101,134 3.40%
Church Service 127,852 34,923 3.40%
Public Schools 385,229 170,028 7.03%
Outdoor Lighting 144,789 61,743 7.03%
Street Lighting 233,856 109,473 7.03%
KgPCo Retail 14,375,638 6,886,576 4.68%

* There is a slight difference ($12 dollars) between the JCOS and CCOS due to rounding.

DID YOU CALCULATE OTHER ALLOCATION METHODS?
Yes. Although not being proposed by the Company, revenue allocations were

calculated in accordance MFR 83 that recover the deficiency by assigning:

(1) an equal percentage to each customer class; and

(2) the relative percentage of current class revenues to total revenues to
each customer class

Both of these methods produce the same result as is shown in MFR 83.
CLASS COST-OF-SERVICE

WHAT IS A CLASS COST-OF-SERVICE STUDY?

A class cost-of-service study is a basic analytical tool used in traditional utility

rate design to determine the revenue requirement for the services offered by the
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utility. It analyzes, at a very detailed level, the costs that different classes of
customers impose on the utility system. It is used to determine the total
functional costs incurred in serving each retail rate class as well as the rate of
return on rate base earned from each class during the test year. This is
accomplished by functionalizing, classifying and allocating the jurisdictional
costs of serving KgPCo’s retail customers to the various rate classes. When a
cost-of-service study is completed and all of the costs are allocated to the
customer classes, the Company is able to establish rates based on the costs to
serve each customer class.
The CCOS Study is presented in Exhibit No. 3-a (MHW).
IN GENERAL TERMS, PLEASE DESCRIBE THE METHODS USED TO
ASSIGN COSTS TO EACH RETAIL RATE CLASS.
Data used in the class cost-of-service study is provided by the Company’s
Jurisdictional cost-of-service study, Exhibit No. 2-a (KMJ). These costs are
assigned to the different customer classes in a way that reflects the costs of
providing utility service to each class. The Company assigns costs to customer
classes using a standard three-step process: functionalization of costs,
classification of costs, and allocation of costs.
PLEASE EXPLAIN THE FUNCTIONALIZATION PROCESS.
Functionalization is the process of separating costs according to electric system
functions. Typically, functions in an electric utility include the following:

1) Production and Purchased Power costs (not applicable to KgPCo);

2) Transmission costs (not applicable to KgPCo);
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3) Distribution costs;

4) Customer Service costs; and
5) 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
load centers of the utility's system. The production and transmission functions are
not applicable to the KgPCo study. 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 EXPLAIN THE CLASSIFICATION PROCESS.

The second step is to separate the relevant functionalized costs into classifications
of demand costs and customer costs.

Typical cost classifications used in cost studies include the following:

Function Classification
Distribution Demand, Customer

Customer Service Customer
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Demand costs are associated with the kW demand imposed by the
customer. These are fixed costs, which are incurred regardless of the level of
energy sales. An example of a demand-related cost is the investment in
distribution substation facilities.

Customer costs are directly related to the number of customers served.
These are fixed costs which are incurred regardless of the level of energy sales.
Meter and customer service costs are examples of costs whose levels are fixed by
the number of customers.

PLEASE EXPLAIN THE COST ALLOCATION PROCESS.

The third and final step is to allocate the functionalized and classified costs
among the classes of customers based on how the costs are incurred to serve each
class. Customer classes are determined and grouped according to the nature of
service provided, voltage level, and the load usage characteristics. The three
principal customer classes are residential, commercial, and industrial.

The allocation process involves multiplying the functionalized and
classified costs by allocation factors, which results in costs assigned to each class.
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 that are allocated to customers by a fair and

equitable allocation methodology that is based on the principles of cost causation.
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The following flowchart (Figure 1) provides an overview of how the

allocation of costs to customer classes is determined.

Figure 1:
Cost Allocation Example

Costs
v

[Fomstonatzstion]

Distribution Customer Sesvice

v
[ Gasemeaier ]

Number of Customers Demand (kW)

v

Assignment to Classes

Administrative
& General

I Direct Assign 1 I Allocation ]

Residential Commercial Industrial Cther

In the illustration above, costs are functionalized into distribution,
customer service, and A&G. Some of these costs can be functionalized and
classified and directly assigned to a customer class. The remaining functionalized
costs are assigned based on the number of customers or by the capacity
demanded.

After functionalization, the next step is the classification process, which
leads to an allocation methodology and the development of allocation factors. For
example, the cost of billing customers varies with the number of customers as
well as the complexity of preparing the customer’s bill, so those costs associated
with billing are allocated to the customer classes based on a weighted number of

customers. An allocation factor using a weighted number of customers is
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developed by multiplying the number of customers in each class by a factor
representing the difference in cost associated with providing that service to each
customer class.

The process is complete when all of the classified costs are either
multiplied by an allocation factor or directly assigned. The resulting output is a
fully allocated cost study that establishes cost responsibility, by class, and makes
it possible to determine rates based on these costs that are just and reasonable.
WHAT CRITERIA ARE USED WHEN SELECTING ALLOCATION
FACTORS FOR EACH FUNCTIONALIZED AND CLASSIFIED COST?
Generally, the following criteria are used to determine the appropriateness of an

allocation methodology:

1) The method should reflect the planning and operating characteristics
of the utility’s system.

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

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

4) The method should cause customers who benefit from the use of the
system to bear appropriate cost responsibility for the system.

DOES THE ALLOCATION METHOD EMPLOYED BY THE COMPANY
MEET THESE OBJECTIVES?

Yes, it does. The allocation methodology utilized in the Company’s class cost-of-
service study is consistent with industry standards and reflects the consideration of

each of the criteria listed above. The results of the cost-of-service study can be
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relied upon to determine the appropriate revenue requirement for the Kingsport
Power Company customer classes.
WERE THE CLASS ALLOCATION FACTORS MODIFIED TO
REFLECT ADJUSTMENTS IN THE CASE?
Yes, the effects of the growth and weather adjustments on the number of
customers and customer usage, to the extent applicable, were also reflected in the
demand and customer allocation factors.
PLEASE EXPLAIN THE ALLOCATION OF THE DISTRIBUTION
PLANT ACCOUNTS.
For class allocation purposes, distribution plant was classified as demand and/or
customer related and allocated to the KgPCo retail customer classes using factors
based on demand levels or number of customers.
Line items classified as demand-related were allocated to the retail classes
based on their average contribution to the Company’s twelve monthly CP.
Distribution plant accounts 360 through 368 were classified solely as

demand-related for class allocation purposes.

Account 360 — Distribution Land and Land Rights, Account 361 —
Structures and Improvements, Account 362 — Station Equipment and Account 363
— Storage Battery Equipment were allocated to the distribution customer classes
based on the class contribution to the average of the Company’s twelve monthly
CP demands on the distribution system.

Account 364 — Poles, Towers and Fixtures, Account 365 — Overhead
Conductors and Devices, Account 366 — Underground Conduit and Account 367
— Underground Conductors and Devices were split into primary and secondary
voltage functions based upon information available from the Company’s records.
The investments classified as serving the primary voltage function were allocated
to the customer classes using the class average of the 12 monthly CP demands on
the distribution system. The investments classified as serving the secondary
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function were allocated based on a combination of each class' 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 — Line Transformers was allocated to the customer classes
served from those facilities using the appropriate voltage demand allocation
factors described above.

Account 369 — Services was classified as customer-related and was
allocated using the number of secondary customers served.

Account 370 — Meters was allocated using the number of customers
weighted by a factor which considers the weighted average cost of various
metering installations.

Account 371 — Installations on Customer Premises was directly assigned
to the outdoor lighting class.

Account 373 - Street Lighting and Signal Systems was directly assigned to
the street lighting class.

HOW WERE GENERAL AND INTANGIBLE PLANT ASSIGNED TO
THE CUSTOMER CLASSES?

General and intangible plant were classified and allocated based on the functional
O&M labor expense.

HOW WERE PLANT HELD FOR FUTURE USE AND CONSTRUCTION
WORK IN PROGRESS ASSIGNED TO CUSTOMER CLASSES?

Plant held for future use and construction work in progress were allocated by
corresponding functional plant allocators.

PLEASE EXPLAIN THE ALLOCATION OF DEPRECIATION RESERVE.
The functionalized components of depreciation reserve were obtained directly
from the jurisdictional study. These components were then classified and

allocated on the corresponding functional plant items.
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HOW WERE THE COMPONENTS OF WORKING CAPITAL
ASSIGNED?
The functionalized components of materials and supplies were classified and
allocated using the corresponding functional plant items. Prepayments related to
payroll were allocated on labor; gross plant-related prepayments were classified
and allocated on gross utility plant; functionalized prepayments were classified
and allocated on the corresponding functional plant items.
HOW WERE OTHER RATE BASE ITEMS CLASSIFIED AND
ALLOCATED?
ADFIT was allocated based on gross utility plant. Customer deposits were
assigned based on analysis of accounting records. Contributions in Aid of
Construction and Customer Advances were classified and allocated on the
respective functionalized gross utility plant.

HOW WERE REVENUES DEVELOPED FOR EACH CLASS?

Sales revenue was directly assigned to each class.

Account 450 — Forfeited Discounts were directly assigned based on
analysis of account records.

Account 451 — Miscellaneous Service Revenue was classified as
customer-related and allocated on the number of customers. Miscellaneous
Service Revenue related to the Reconnect Fee Adjustment was allocated based on
gross utility plant.

Rent from Electric Property and Other Electric Revenue were
functionalized in the jurisdictional study and allocated to classes based on the

corresponding functional plant allocator.
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PLEASE EXPLAIN THE ALLOCATION OF DISTRIBUTION
OPERATION AND MAINTENANCE EXPENSES.
Distribution O&M expenses were classified according to the associated

distribution plant accounts and allocated accordingly.

Account 582 — Station Equipment Expenses was allocated based upon
Account 362 — Station Equipment.

Account 583 — Overhead Line Expenses was allocated based upon
Account 364 — Poles Towers and Fixtures and Account 365 — Overhead
Conductors and Devices.

Account 584 — Underground Line Expenses was allocated based upon
Account 366 — Underground Conduits and Account 367 — Underground
Conductors and Devices.

Account 585 — Street Lighting was classified as customer-related and
directly assigned to the street lighting class.

Account 586 — Meter Expense was classified as customer-related and
allocated in the same manner as Account 370 — Meters.

Account 587 — Customer Installation Expense was classified as customer-
related and allocated on the number of distribution level customers.

Account 581 — Load Dispatching, Account 588 — Miscellaneous Expense,
and Account 589 — Rents were allocated on total distribution plant and classified
accordingly.

Account 580 - Operation Supervision and Engineering was classified as
demand and customer-related and allocated using the allocated subtotal of
accounts 581 through 589.

Account 591 — Maintenance of Structures and Account 598 — Maintenance
of Miscellaneous Distribution Plant were classified as demand-related and
allocated on the basis of distribution plant.

Account 592 — Maintenance of Station Equipment was classified as
demand-related and allocated on the basis of Account 362 — Station Equipment.

Accounts 593 — Maintenance of Overhead Lines, 594 — Maintenance of
Underground Lines, and 595 — Maintenance of Line Transformers were classified
according to the associated distribution plant accounts and allocated accordingly.
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Distribution maintenance account 596 — Maintenance of Street Lighting
was directly assigned to the street lighting class.

Account 597 — Maintenance of Meters was classified as customer-related
and allocated in the same manner as Account 370 — Meters.

Account 590 - Maintenance Supervision and Engineering was classified
and allocated based on the sum of the allocated O&M expense accounts 591
through 598.

HOW WERE CUSTOMER ACCOUNTS (ACCOUNTS 901-905),
CUSTOMER INFORMATION (ACCOUNTS 907-910), AND CUSTOMER

SERVICE (ACCOUNTS 911-916) EXPENSES ALLOCATED?

Account 901 — Supervision and 905 — Miscellaneous Customer Accounts
expenses were allocated based on the sum of the allocated Accounts 902, 903 and
904. All customer accounting expenses were classified as customer-related.
Account 902 — Meter Reading Expense was allocated to those classes with meter
installations based upon the average number of customers. Account 903 —
Customer Records and Collection Expense was divided into four categories of
cost: (1) Billing, (2) Billing Other, (3) Call Center, and (4) Other. Each of these
categories was then allocated based on the average number of customers weighted
for estimated differences in customer record-keeping requirements. Account 904
— Uncollectibles Expense was allocated based on the number of customers for
each class.

Accounts 907 through 910 —~ Customer Information Expense and Accounts

911 through 916 — Customer Service Expenses were primarily allocated on the
basis of number of customers.

PLEASE DESCRIBE THE ALLOCATION OF A&G EXPENSE, AND
OTHER EXPENSES.

Regulatory Commission expenses were allocated on the basis of customers.
Property Insurance was allocated by the corresponding functional plant allocators.
A&G labor related expense was classified and allocated using total functional
O&M labor expense. Factoring Expense was allocated to the customer classes on

functional revenues.
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PLEASE DESCRIBE THE ALLOCATION OF DEPRECIATION AND
AMORTIZATION EXPENSE.
The functionalized components of depreciation and amortization expense were
allocated using the corresponding plant items excluding land.
PLEASE DESCRIBE THE ALLOCATION OF THE VARIOUS TAX
EXPENSES.
Individual other tax items were allocated and classified using the appropriate
plant, revenue or expense item. State Income Tax was taken directly from the
Jurisdictional study and allocated to classes on the same basis as current FIT.
Current FIT was allocated to each customer class based on pre-tax operating
income. Deferred FIT was allocated to each customer class based upon net plant
in service.
HOW WERE THE OTHER REMAINING INCOME ITEMS
ALLOCATED?
Interest on Customer Deposits was allocated to classes on the same basis as
Customer Deposits. Allowance for Funds Used During Construction Expense
was allocated to the retail classes based on the Company’s total construction work
in progress. Charitable Contributions was allocated using total functional O&M

labor expense.
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FINDINGS
IS EVERY CUSTOMER CLASS CONTRIBUTING EQUALLY TO THE
TOTAL KINGSPORT RETAIL RATE OF RETURN?
No. The results of the CCOS, as illustrated in the prior Table 1, Exhibit No. 1-¢
(MHW), and Exhibit No. 3-a (MHW), indicate that rates of return vary
considerably among the various class and further adjustments in the cost
alignment of the various retail rates should be considered in this case. The overall
KgPCo retail return is -0.83%. Because the Residential and Public School classes
have a return lower than the overall average, they are subsidized by the other
classes whose returns are higher than the average return.
PLEASE EXPLAIN THE PRINCIPLES FOLLOWED IN ALLOCATING
THE PROPOSED INCREASE AMONG THE TARIFF CLASSES.
A major objective of ratemaking is to design rates such that they reflect as nearly
as possible the actual costs of serving the customer (National Association of
Regulatory Utility Commissioners, Electric Utility Cost Allocation Manual, 1992,
pgs. 12-13). Meeting this objective requires that the rates of return for all classes
be equalized. It must be recognized, however, that class rates of return should be
brought to equalization gradually to avoid adverse economic impacts on
individual customers.
WHAT CLASS BY CLASS NET REVENUE INCREASE IS THE
COMPANY PROPOSING?
The following table summarizes the Company’s proposed initial net revenue

increase by customer class prior to rate realignment. It shows that the rate
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increases proposed in this case will produce an overall net revenue increase of

4.68%.
TABLE 3
Rate Increase
Class Net Revenue Increase | Net Revenue Increase
® (%)

Residential 4,543,041 7.03%
Small General Service 103,879 3.40%
Medium General Service 404,918 3.40%
Large General Service 725,988 3.40%
Industrial Power 631,449 1.70%
Electric Heating General 101,134 3.40%
Church Service 34,923 3.40%
Public Schools 170,028 7.03%
Outdoor Lighting 61,743 7.03%
Street Lighting 109,473 7.03%
KgPCo Retail 6,886,576 4.68%

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

allocation among classes. Revenue increase calculations and the resulting total

revenues and percentage increase by class are presented in Exhibit No. 4-b

(MHW).

IS THE PROPOSED REVENUE ALLOCATION EQUITABLY

ALLOCATED AMONG THE VARIOUS RATE CLASSES?

Yes. The Company initially calculated class rate increases based upon an

equalized rate of return of 6.36%. However, as discussed by witness Castle, the

Company sought to limit the impact of the revenue increase on any one class and

as such instituted a cap and floor on the rate increase. The Company used the net
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revenue increase of 4.68% as the basis for the cap and floor. Increases were
capped at 7.03%, which is 1.5 times the 4.68% overall increase. The cap resulted
in a shortfall that had to be made up by the other classes by creating a floor. In
recognition of the need for industry to support the economy of the service
territory, the industrial (IP) class floor was set 50% lower than the other classes
that were subject to a floor. The result was a net revenue increase of 1.70% for
the IP class and 3.40% for the other classes.
WHAT IS THE RESULTING RATE OF RETURN FOR EACH CLASS
BASED ON THE COMPANY’S PROPOSED REVENUE ALLOCATION?

The following table summarizes the initial RORs under the proposed revenue

allocation along with the current ROR for each class as shown in Exhibit 4-b

(MHW).
TABLE 4
Class Current and Proposed ROR
Class Current ROR Proposed ROR

Residential -5.74% -0.62%
Small General Service 8.77% 16.72%
Medium General Service 10.87% 22.56%
Large General Service 13.96% 27.46%
Industrial Power * 39.19% 89.72%
Electric Heating General 3.83% 14.09%
Church Service 4.65% 12.14%
Public Schools 5.00% 5.40%
Outdoor Lighting 3.15% 6.29%
Street Lighting 2.61% 5.26%
KgPCo Retail -0.83% 6.36%

* NOTE: The Industrial Power (IP) class rate base is relatively small compared to its current
revenue because rate base is primarily distribution, and IP customers are generally served at
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transmission voltages. Therefore, relatively small increases in revenue can have relatively large
impacts on the IP class rate of return.

1 Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

2 A Yes it does.
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Exhibit No. 3-b (MHW)



Aflocation
Factor

Total
Retail
1

RS
2

KINGSPORT POWER COMPANY
CLASS COST-OF-SERVICE STUDY - ALLOCATION FACTORS
TWELVE MONTHS ENDING JUNE 30, 2021

Scs
3

MGS-SEC
4

MGS-PRI

5

MGS-SUB

]

LGS-SEC
7

LGS-PRI
8

KgPCo Exhibit No. 3-b

Witness: MHW
Page 1 of 14

LGS-SUB

PROD_DEMAND PRODUCTION
PROD_DEMAND BULKTRAN
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