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DIRECT TESTIMONY OF
KAREN M. JOHNSTON
ON BEHALF OF KINGSPORT POWER COMPANY
D/B/A AEP APPALACHIAN POWER
BEFORE THE TENNESSEE PUBLIC UTILITY COMMISSION
DOCKET NO. 21-00107

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND POSITION.
My name is Karen M. Johnston. My business address is 1 Riverside Plaza,
Columbus, Ohio 43215. I am employed by AEPSC as a Regulatory Consultant
Principal, Regulatory Pricing & Analysis, in the Regulatory Services Department.
AEPSC is a wholly-owned subsidiary of AEP, the parent Company of Kingsport.
WHAT ARE YOUR PRINCIPAL AREAS OF RESPONSIBILITY AS A
REGULATORY CONSULTANT PRINCIPAL?
My responsibilities include preparing cost-of-service studies for regulatory filings
and providing regulatory support and analysis for pricing matters associated with
Kingsport and other AEP electric-utility operating companies.
PLEASE SUMMARIZE YOUR EDUCATIONAL BACKGROUND AND
EMPLOYMENT HISTORY.
I received a Bachelor of Science degree in Accounting from the University of
Phoenix in 2005. I have been a Registered Certified Public Accountant (CPA) in
Ohio since 2010. I joined AEPSC in 2017 as a Financial Reporting Accountant
Sr. in the Corporate Financial Reporting Department. My responsibilities
included assisting with the preparation of the AEP registrant financial statements

and footnotes for the 10-K and 10-Q’s filed with the SEC. I was also responsible

for preparing footnotes to FERC filings for certain AEP subsidiary companies. In
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May 2021, I transferred to the Regulated Pricing and Analysis Department as a
Regulatory Consultant Principal.

Prior to joining AEPSC, I held positions as Controller for two small
community banks. My responsibilities included financial, regulatory and board
reporting and managing the month-end accounting close process and external
audits. Additionally, I have held various accounting roles primarily within the
banking and insurance industries. I also worked for a regional public accounting
firm where my responsibilities included auditing and financial statement
compilation.

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

The purpose of my testimony is to support how the Company’s JCOS study was
developed. The purpose of the JCOS is to determine distribution costs to be
reflected in base rates.

ARE YOU SPONSORING ANY EXHIBITS IN THIS PROCEEDING?

Yes, I am sponsoring the following exhibits:

e Exhibit No. 1-a (KMJ) — Kingsport Summary of Revenue Deficiency;

e Exhibit No. 1-b (KMJ) — Kingsport Summary of Jurisdictional Income
Statement, Rate Base and Proposed Increase;

e Exhibit No. 2-a (KMJ) — Kingsport JCOS Calculations;

e Exhibit No. 2-b (KMJ) — Kingsport Allocators for JCOS Calculations;
e Exhibit No. 2-c (KMJ) — Kingsport Adjustments to the JCOS Study.
ARE YOU SPONSORING ANY MFRs?

Yes, I am sponsoring MFR 59 and MFR 60.
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WERE THE EXHIBITS YOU ARE SPONSORING, PREPARED OR
ASSEMBLED BY YOU OR UNDER YOUR DIRECTION?
Yes.
PLEASE EXPLAIN THE PURPOSE OF A JURISDICTIONAL COST-OF-
SERVICE STUDY.
The purpose of a JCOS study is to determine the Company’s cost of providing
service to a regulatory jurisdiction in which new rates are being proposed. This is
accomplished by comparing the Company’s revenue requirement associated with
the cost of serving the customers in a regulatory jurisdiction to the revenues
received from that jurisdiction. In order to accomplish this comparison, the costs
associated with providing service to customers are functionalized into production,
transmission, and distribution functions. Costs are directly assigned or allocated
on the basis of an appropriate methodology to the jurisdiction.
WHAT IS THE SOURCE OF THE DATA USED IN THE COMPANY’S
JURISDICTIONAL COST-OF-SERVICE STUDY?
The Company follows the Uniform System of Accounts (USOA) as prescribed by
the FERC. 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. The Company used a 12
months ended June 30, 2021 test year, which included rate base balances as of

June 30, 2021.
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HOW IS THE INFORMATION USED TO DETERMINE THE COST
ALLOCATION TO KINGSPORT RETAIL CUSTOMERS?
The costs recorded by FERC account are per book amounts pertaining to electric
utility operations of the Company for service supplied to all customers.
PLEASE DESCRIBE HOW THE RETAIL JURISDICTIONS WERE
DETERMINED FOR KINGSPORT.
For Kingsport, all customers and amounts are retail, and the allocation of the
distribution-related amounts for all accounts was 100%. The Transmission
function cost-of-service accounts were removed from this study since Kingsport is
charged for transmission service through its purchased power agreement with
APCo. The purchased power related revenue and expense are removed through
an adjustment by Company witness Walsh. Accounts that are not directly
assigned to either Distribution or Transmission were allocated based on the nature
of the account, using either the payroll allocator or the appropriate plant accounts.
PLEASE EXPLAIN HOW REVENUES WERE DEVELOPED.
Revenues from retail sales were derived from the Company’s books and records
and directly assigned.
PLEASE OUTLINE THE MEANS BY WHICH TAXES OTHER THAN
FEDERAL INCOME TAXES WERE ASSIGNED.

Taxes Other than Income Taxes were classified as relating to payroll and

property, and allocated accordingly, or directly assigned.
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PLEASE EXPLAIN HOW ADJUSTMENTS FOR KINGSPORT WERE
INCORPORATED INTO THE STUDY.
Adjustments to test year revenues and operating expenses were provided to me by
various Company witnesses based on their expertise. These adjustments were
added to the Kingsport retail per books cost-of-service amounts to arrive at the
going-level Kingsport JCOS study.
HOW WERE THE RESULTS OF THIS STUDY USED?
The jurisdictional costs from the JCOS study, as shown in Exhibit No. 2-a (KMJ)
and summarized in Exhibit No. 1-b (KMJ), were then used by Company witness
Ward in preparation of the CCOS study.
WHAT WERE THE RESULTS OF THE JURISDICTIONAL COST OF
SERVICE STUDY?
The results of the JCOS reflect the Total Retail Jurisdiction. The Company’s
revenue deficiency is $14,375,626, which is the increase to base rates that the
Company requests in this proceeding. When considered in conjunction with
resetting the TRP & MS rider to zero, as proposed by Company witness Castle,
the net increase to rates is approximately $6,886,565.

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

Yes it does.
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) ) 3

Line

No. Description Source $
1
2 Rate Base JCOS 147,057,928
3
4 Adjusted Net Operating Income JCOS (1,218,230)
5
6 Overall Rate of Return Line 4 / Line 2 -0.83%
7
8 Rate of Return JCOS 6.36%
9
10 Income Requirement Line 2 x Line 8 9,352,884
11
12 Income Deficiency Line 10 - Line 4 10,571,114
13
14 Revenue Conversion Factor JCOS 1.359897
15
16 Total Revenue Requirement Line 12 x Line 14 14,375,626
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GOING LEVEL Gross AFTER
REVENUE Revenue ADJUSTMENTS
AFTER Conversion & ASSIGNMENT
Line ADJUSTMENTS Factor PROFORMA PROFORMA
No. Description & ASSIGNMENT Rate ADJUSTMENTS ADJUSTED
1) (] (3) 4 (5)=(2+4)

1 Operating Revenues - Sale of Electricity 22,606,637 22,606,637

2 Increase in Operating Revenues 14,375,626 14,375,626
3 Other Electric Operating Revenues 1,065,720 0.001469 (1) 21,118 1,086,838
4 Non-Firm Sales Revenues - -

5 Total Operating Revenues 23,672,357 14,396,744 38,069,101
6 Percent Increase in Operating Revenue 63.59%
7 Operation and Maintenance Expenses

8 Power Production - -

9 Transmission - -
10 Distribution 7,997,543 7,997,543
11 Customer Accounts 1,313,158 0.002901 () 41,765 1,354,923
12 Customer Service & Information 113,355 113,355
13 Sales Expense 5,404 5,404
14 Administrative and General 1,674,020 1,674,020
15 OtherO &M 439,467 439,467
16 Total Operation and Maintenance Expense 11,542,946 41,765 11,584,711
17 Depreciation and Amortization Expense 8,191,432 8,191,432
18 Taxes Other than Income 6,643,771 0.004250 (3) 61,009 6,704,780
19 Charitable Contributions 28,703 28,703
20 Other Income / Expense (incl. AFUDC) 229,855 229,855
21 Total Other Expenses 15,093,761 61,009 15,154,770
22 Net Operating Income Before Income Tax (2,964,351) 14,293,971 11,329,620
23 Total State Income Tax (229,590) 0.063860 (4) 912,813 683,223
24 Federal Income Tax

25  Current Federal Income Tax (309,492) 0.210000 (5) 2,810,043 2,500,551
26  Deferred Federal Income Tax (1,207,039) (1,207,039)
27 _ Deferred Investment Tax Credit - -
28 Total Federal Income Taxes (1,516,530) 2,810,043 1,293,513
29 Net Operating Income (1,218,230) 1.359897  (6) 10,571,115 9,352,884
30 Electric Plant in Service 236,626,129 236,626,129
31 Accumulated Provision for Depreciation & Amortization (80,022,393) (80,022,393)
32 Working Capital Requirement 6,382,813 6,382,813
33  Other Rate Base Offsets (15,928,621) (15,928,621)
34 Rate Base 147,057,928 - 147,057,928
35 Rate of Return on Rate Base -0.83% 6.36%

NOTES: 1)
()
3
4)
(®)
(6)

Forfeited Discounts
Uncollectibles

TRA Inspection Fee
State Tax

Federal Tax

Gross Revenue Conversion Factor
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Exhibit No. 2-¢ (KMJ)



Kingsport Power Co.

KgPCo Jurisdictional Allocation Factors
Twelve Months Ended June 30, 2021

KgPCo Exhibit No. 2-c
Witness: KMJ
Page 1 of 1

PIM
Line Transmission
No. DESCRIPTION KgPCo Owner
1 Demand 1.0000000 0.0000000
2 Energy 1.0000000 0.0000000
3 Number of Customers 1.0000000 0.0000000
4 Production Plant 0.0000000 0.0000000
5 Total Transmission Plant 0.0000000 1.0000000
6 Distribution Plant 1.0000000 0.0000000
7 General Plant 0.8734545 0.1265455
8 CWIP 0.4371478 0.5628522
9 Total Gross Plant 0.8067550 0.1932450
10 Total Net Plant 0.7877941 0.2122059
11 Payroll Labor Factor 0.8734545 0.1265455
12 O&M 0.9929757 0.0070243
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