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PPL ELECTRIC UTILITIES CORPORATION
EXHIBIT JMK 1
COST ALLOCATION STUDY

HISTORIC TEST YEAR ENDED DECEMBER 31, 2009

PREFACE

Cost allocation studies are submitted in support of the direct testimony of
J. M. Kleha and in response to Question IV-E-1 of Exhibit Regs. § 53.53, Part IV-Rate
Structure and Cost Allocation, regarding a fully distributed Cost-of-Service study.
Exhibit JMK 1 presents results for the historic test year ended December 31, 2009. A
companion study, Exhibit JMK 2, presents results for the future test year ending
December 31, 2010. The Commission's Order at Docket No. R-80031114 provided that
PPL Electric's future retail rate filings should be on a Pennsylvania jurisdictional basis
only. The study contained herein provides the assignment/allocation of system costs
between the Federal and Pennsylvania jurisdictions, and the allocation of the
Pennsylvania jurisdictional costs to retail customer rate schedule classes.

This preface explains the general methodology utilized in the
preparation of PPL Electric's study.

Total cost of providing service, broadly stated, is made up of the
following generally recognized and accepted components:

Operation and maintenance expenses

Depreciation and amortization expenses associated with the
investment in utility facilities

Taxes, including income taxes

Return on net investment in utility facilities, materials and supplies,

and other working capital requirements, collectively called measures of
value or rate base.

P M=

Through a cost allocation study, total Company costs are
assigned/allocated to residential, commercial, industrial, and other identifiable
customer groups. Comparing the costs to serve any customer group with that group's
rate revenues provides a measure of the return realized from that group. Relating that
realized return to the assigned/allocated rate base for the group results in the rate of
return (expressed as a percentage), which can be compared with the system average
rate of return and the rates of return realized from other classes of customers.
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Overall costs of providing service are assigned/allocated to groups of
customers on the basis of their distinctive service characteristics. One principal service
characteristic is the voltage level at which the electric supply is rendered. PPL Electric's
investment in utility property and the applicable operating costs must be broken down
and reassembled into the following functional voltage level component categories:

1. High voltage transmission facilities which are necessary to serve all
customer classes;

2. Transmission system (500 kV, 230 kV, 138 kV and 69 kV) facilities
from which large power customers (Rate Schedules LP-5, LP-6, and
LPEP) and certain resale customers are directly served, and which
also are necessary to serve all other classes at lower voltages;

3. Primary system (23 kV and 12 kV) facilities from which large general
service customers (Rate Schedules LP-4 and ISP) and certain other
resale customers are directly served, and which are necessary to serve
other classes at lower voltages, but are not required to serve customers
at transmission voltage levels; and

4. Secondary distribution system, encompassing the remainder of the
system, from which street lighting, general service, commercial space
heating, and residential customers are served, but is not required to
serve customers served at higher voltage levels.

The following block diagram illustrates this functional breakdown:

SYSTEM SUPPLY

500 KV
230 KV
138 KV LP-5, LP-6, ISA,
66 KV LPEP, IST
23 KV
12 KV LP-4, ISP
Primary

H Secondary “———“ Others “
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PPL Electric's records are kept in accordance with the Federal Energy
Regulatory Commission's Uniform System of Accounts (US of A), which has been
adopted by this Commission. The US of A does not identify the costs in precisely the
functional category groupings required for assignment/allocation purposes. Thus, a
substantial rearrangement of book data is required. Major examples of the steps in this
process, which are fully detailed in Section A, are:

1. Separation of distribution facilities between the primary and
secondary voltages, and the classification of the customer-related
and demand-related components of primary and secondary facilities'
investment; and

2. Assignment of operation and maintenance expenses to categories
comparable to plant investment assignments.

After reassembling the costs into the appropriate functional
components, each customer group is allocated its share of the investment and
operating costs of the applicable functional categories. For example, residential
customers will be assigned some part of the costs of all categories, because all
components of PPL Electric's transmission and distribution system are used to
provide service to that group of customers.

The four basic classification criteria for determining the share of
component costs chargeable to particular customer groups are:

(1) Relative demand responsibility. A major factor governing the
assignment of plant investment is the necessity to provide
distribution capacity sufficient to be able to reliably meet the
combined demands of all PPL Electric's customers. Investment
and other costs considered demand-related are allocated on the
basis of the pro rata demand responsibilities of the classes

(2) Customer costs. A substantial portion of system costs is not related
to the amount of service provided. Meter investment and meter
reading costs are customer-related, as are customer account costs.
In addition, a utility's investment in poles, line transformers,
conductors, service drops, etc., must be made irrespective of the
customer's demand, or simply because the customer is there to be
served. Costs considered customer-related are allocated on the
basis of the number of customers in each class.

(3) Direct assignment. In a few cases, the US of A makes a specific
identification of costs which permits assignment directly to the rate
class or customer group responsible for those costs. An
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example is the direct assignment of street lighting-related costs to
the street lighting customer group.

PPL Electric's primary (12 kV) and secondary voltage level demand-
related costs are allocated by the relationship of a class's maximum annual non-
coincident peak to the sum of the maximum annual non-coincident peaks of all
classes sharing in such costs. This approach recognizes the diversity of demand at
these levels.

The Company's cost allocation study contained herein begins with the
functional categories of rate base, operating revenues, and operating expenses, as
shown in Exhibit Future 1 or as developed in Section A of this exhibit. Two steps are
required in the assignment/allocation process. The total electric system costs are
allocated or directly assigned between FERC jurisdictional wholesale services and
customers, and Pennsylvania retail service customers. The Pennsylvania jurisdictional
values are allocated among the retail customer classes, and related to the present and
proposed revenues from those classes to determine the class rates of return on rate
base. Section lll of this exhibit presents the process in detail for present rate levels.
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PPL ELECTRIC UTILITIES CORPORATION
EXHIBIT JMK 1
SUMMARY OF COST ALLOCATION STUDY
PRESENT AND PROPOSED RATES

HICTORIC TEST YEAR ENDED DECEMBER 31, 2009

The summaries contained in this section present the results of the
detailed allocations of Pennsylvania jurisdictional costs at present and proposed rates
for the historic test period contained in Sections Il and IV. The summaries consist of an
array of customer class income statements and the relationships of class operating
incomes (or returns) to the respective allocated measures of value or rate base. The
relationship of each class rate of return to the total Pennsylvania jurisdictional rate of
return also is shown.

PPL Electric views these relationships to be useful because one of the
objectives of ratemaking is to have each class producing a rate of return as close to
the overall system average rate of return as appropriate. The summaries show that the
proposed rate increases generally improve the relative positions of class rates of
return.

Additional details are shown in Section Ill (Present Rates) and
Section |V (Proposed Rates).
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Section IlI
Page 12

PPL ELECTRIC UTILITIES CORPORATION
EXHIBIT JMK 1
COST ALLOCATION STUDY — PRESENT RATES

HISTORIC TEST YEAR ENDED DECEMBER 31, 2009

This section consists of two parts. Part | shows the assignment of the
costs to Federal jurisdictional wholesale services and customers supplied on a system
cost basis. Part |l shows the allocations to retail rate classes of the Pennsylvania
jurisdictional costs, comparisons with associated revenues, and a calculation of the
resulting returns and rates of return on the allocated rate base. The outputs of Part 1
forms the inputs to Part 2. Allocators are summarized at the end of each part, as
developed in Section B. Basic input cost data are provided from Exhibit Historic 1.
Functionalized input data are developed in Section A.
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PART I

ASSIGNMENT TO WHOLESALE SERVICE CUSTOMERS
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