
February 1,201 1 

Mr. Jeffrey Derouen 
Executive Director 
Kentucky Public Service Coinmission 
2 1 1 Sower Boulevard 
P O.Box615 
Frankfort, Kentucky 40602-06 15 

LC 

A T T O R N E Y S  

Mark David Goss 
Member 

859.244.3232 
mgoss@fbtlaw.com 

Re: PSC Case No. 2010-00449 
In the Matter of: The Application of East Kentucky Power 
Cooperative, Inc. for an Order Approving the Establishment of a 
Regulatory Asset for the Amount Expended on Its Smith 1 
Generating LJnit 

Dear Mr. Derouen: 

Please find enclosed for filing with the Coniinission in the above-referenced case, an 
original and ten copies of the responses of East Kentucky Power Cooperative, lnc. (“EKPC”) to 
the Commission Staffs Information Request from Informal Conference, held January 25, 20 1 1 I 

Mark David Goss 

Enclosures 

LEXLibiary 00001‘31 0582003 4 4 3 1 0 9 ~ 1  

250 West Main Street I Suite 2800 I Lexingtan, Kentucky 40507-1749 I 859.231.0000 I frostbrowntodd.com 
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NWEALTH OF I(F,NTUCKY 

PUBLIC SERVICE COMMISSION 

ST I(F,NTIJCKU POWER ) 
AN ORDER APPROVING ) 
A REXULATORU ASSET ) CASE 

) 
DED ON ITS SMITH 1 ) 2010-0 

AST I(F,NTUCKY POWER COOPERATIVE, INC. 
ION STAFF'S INFORMATION REQUEST FR 
1 CONFERENCE HELD ON JANTJARU 25,201 



COMMON~EALT KENTUCKY 

E PUBLIC SERVICE COMMISSI 

THE APPLICATION OF EAST KENTUCKY POWER 
COOPERATIVE, INC. FOR AN ORDER APPROVING 

1 
1 

WE E A REGULATORY ASSET ) CASE NO. 
OR TT NDED ON ITS SMITH 1 ) 20 10-00449 

GENERATING UNIT 

CERTIFICATE 

Michael A. McNalley, being duly sworn, states that he has supervised the preparation 

of the respoiise of East Kentucky Power Cooperative, Inc. to the Public Service Coinrnission 

Staffs Iiiforinatioii Request from. an Infoirnal Conference held on January 25,201 1 in the 

above-referenced case, and that the matters aiid things set forth therein are true aiid accurate 

to the best of his lcnowledge, information aiid belief, formed after reasonable inquiry. 

9. 
Subscribed and sworii before ine on this 3 I day of January, 20 1 1. 

MY COMMISSION EXPIRES NOVEMBER 30,2613 
NOTARY ID #I09352 
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WER COOPERATIVE, INC. 

PSC CASE NO. 2010-00449 

QUEST RESPONSE: 

C O ~ ~ ~ S S ~ O ~  STAFF’S 

ON JANUARY 25,2011 

REQIJEST 1 

UEST FROM INFORMAL CONFERENCE: 

ichael A. McNalley 

COMPANY: East Kentucky Power Cooperative, Inc. 

Request 1. 

provide the impact of the amortization of the regulatory asset, including interest expense, oii 

EKPC’s wholesale rates. Consider various mitigation scenarios, as well as the impact of 

securing RTJS financing versus private placement financing. 

Assuiriiiig the Coininksion approves the peiidiiig regulatory asset request, 

Response 1. 

response. Page 5 contains a rate summary conipariiig EKPC’s rates currently in effect, as 

approved in Case No. 20 10-00 167, to the proportional reduction of $6 million in interest expense 

plus TIER, or $9 million, froin base rates as outlined in the Settlement Agreement in Case No. 

20 10-00 167. Page 6 coiitains a rate suiiirnary of the impacts the scenarios have oil firin demand. 

Note that the Settlement Agreement in Case No. 20 10-0023 8 indicated that the regulatory 

airioi-tizatioii would iiiipact only firin demand rates. Below is an explanation of the scenarios. 

The requested information is provided on pages 5 through 11 of this 

Scenario 1, Page 7--Mitigation at Scrap Value--Assumes Regulatory Asset Balance of $140 

Million, Amoi-tized Over 10 Years 

The coluiiiiis labeled “CuiTeiit 20 10-00 167” represent EKPC’s rates cuirently in effect, as 

approved in Case No. 201 0-00167. The coluiniis labeled “Remove $9Mill frn base rates’’ reflect 

the reduction iii base rates by reinoving $6 inillioii in interest expense plus TIER, or $9 million, 

as outlined in the Settlement Agreement in Case No. 20 10-00 167. Please iiote that the $9 inillioii 
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reduction was done on a proportional basis, consistent with the calculation of rates approved in 

Case No. 2010-00167. 

The box labeled “Private Placemelit” assumes a 1 0-year amortization period with long-term 

financing in the private placeinelit niarltet at an interest rate of 5.S%, plus 1 .SO TIER. This 

yields $25,550,000 of annual amortization and firiaiiciiig costs; applying this annual amount to 

firm demand only revenue ($164,008,932) yields an increase in finn demand of 15.578%. This 

percentage increase was applied to the firni demand rates calculated after removing the $9 

million froin base rates. This scenario increases overall revenues by 3.08%. 

The box labeled “RTJS Financing” assumes a 1 0-year amortization period with long-term 

financing froin RTJS at an interest rate of 3.5%, plus 1.50 TIER. This yields $21,350,000 of 

annual amortization and financing costs; applying this annual amount to firm demand only 

revenue ($164,008,932) yields an increase in firm demand of 13 .O 18%. This percentage increase 

was applied to the firin demand rates calculated after removing the $9 inillion froin base rates. 

This scenario increases overall revenues by 2.58%. 

Scenario 2, Pages 8 through 1 1 --Mitigation at Intact Sale--Assumes Regulatory Asset Balance of 

$160 Million, Amortized Over 10 Years: After 1 8 Months, through Mitigation Effoi-ts, Balance 

is Reduced by $60,000,000 

The coluinns labeled “Cuweiit 20 10-00 1 67” and “Remove $9,000,000 frn base rates” are 

described in Scenario 1. 

Page 8-- The box labeled “Private Placement” assumes a 1 0-year aniortizatioii period with long- 

term financing in the private placement market at an interest rate of 5.5%, plus 1 .SO TIER. This 

yields $29,200,000 of annual amortization and financing costs; applying this annual amount to 

firm demand only revenue ($164,008,932) yields an increase in firm demand of 17.804%. This 
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percentage increase was applied to the firm demand rates calculated after removing the $9 

million from base rates. This scenario increases overall revenues by 3.52%. 

The box labeled “RTJS Financing” asmines a 1 0-year ainortizatioii period with long-term 

financing froin RUS at an interest rate of 3.5%, plus 1 .SO TIER. This yields $24,400,000 of 

annual amortization and financing costs; applying this annual amount to film demand only 

revenue ($1 64,008,932) yields an increase in firin deinand of 14.877%. This percentage increase 

was applied to the film demand rates calculated after reinoviiig the $9 inillion froin base rates. 

This scenario increases overall revenues by 2.94%. 

Page 9--Assumes that after 18 months, the balance is reduced by $60,000,000. 

Pages 10 and 1 1 contain the amortization schedules and show the principal payments made 

during the first 18 months. 

Please see the private placement amortization schedule on page 10, which reflects an 

unainortized balance of $141,045,699 after 18 months. Assuiiiing a $60 million additioiial 

principal reduction, the remaining amount to be aiiioi-tized is $8 1,045,699. The box labeled 

“Private Placement” on page 9 assuines the reinaiiiiiig 8.5-year amortization period with long- 

term financing in the private placemeiit market at an interest rate of 5.5%, plus 1 .SO TIER. This 

yields $16,22 1,056 of annual ainoi-tization and financing costs; applying this aimual ainoiint to 

firm demand only revenue ($164,008,932) yields an iiicrease iii firin deinarid of 9.89%. This 

percentage iiicrease was applied to the firin deinaiid rates calculated after removing the $9 

inillion from base rates. This scenario iiicreases overall revenues by 1.96%. 

Please see the RTJS finaiicing amortization schedule oil page 1 1, which reflects an unamoi-tized 

balance of $1 39,304,354 after 18 months. Assuiniiig a $60 inillion additional priiicipal 

reduction, the remaining amount to be ainortized is $79,304,3 54. The box labeled “RTJS 
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Financing” on page 9 assumes the reinaiiiing 8.5-year ainoi3ization period with long-teiin 

financing fioin RUS at an interest rate of 3.5%, plus 1.50 TIER. This yields $13,493,403 of 

annual amortization and financing costs; applying this annual ainount to film demand only 

revenue ($164,008,932) yields an increase in firm demand of 8.227%. This percentage increase 

was applied to the firm demand rates calculated after removing the $9 inillion from base rates. 

This scenario increases overall revenues by 1.63%. 
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