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BIG RIVERS ELECTRIC CORPORATION

APPLICATION OF BIG RIVERS ELECTRIC CORPORATION
FOR A GENERAL ADJUSTMENT IN RATES
CASE NO. 2011-00036

Response to Kentucky Industrial Utility Customers’
Initial Rehearing Request for Information
dated March 9, 2012

March 22, 2012

Item 1) Refer to page 8 lines 7-8 of Mr. Hite’s Rehearing Testimony
regarding the CWIP amount at the end of the test year for which the
Company sought depreciation expense.

a. Please confirm that the Company maintains its
accounting books in accordance with Generally Accepted
Accounting Principles (“GAAP”).

b. Please provide a copy of the Company’s most recent
audited financial statements along with the auditor’s
opinion and management’s representations that the
financial statements comply in all material respects with
GAAP.

c. Please identify all loan agreements and/or covenanis that
require the Company to maintain its accounting books in
accordance with GAAP, if any.

d. Please confirm that the Company maintains its
accounting books in accordance with the requirements of
the RUS Uniform System of Accounts (“USOA”).

e. Please provide a copy of the Company’s most recent
annual Form 7 along with the auditor’s opinion and
management’s representations that the financial
statements comply in all material respects with the RUS
USOA.

f. Please identify all loan agreements and/or covenants that
require the Company to maintain its accounting books in
accordance with the RUS USOA, if any.

Case No. 2011-00036

Response to KIUC Rehearing Item 1
Witness: Mark A. Hite
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BIG RIVERS ELECTRIC CORPORATION

APPLICATION OF BIG RIVERS ELECTRIC CORPORATION
FOR A GENERAL ADJUSTMENT IN RATES
CASE NO. 2011-00036

Response to Kentucky Industrial Utility Customers’
Initial Rehearing Request for Information
dated March 9, 2012

March 22, 2012

Response)

a. Yes. Asnoted in Big Rivers’ April 15, 2011, response to Item 13
of the Attorney General's Initial Request for Information, “Big
Rivers maintains its books on the basis of the RUS Uniform
System of Accounts and GAAP...”

b. Big Rivers’ most recent audited financial statements were
provided on a CD in Big Rivers’ June 24, 2011, supplemental
response to Item 8 of the Attorney General’s Initial Request for
Information. A paper copy was filed in the record on June 29,
2011. The two most recent management letters from external
auditors (2009 from Deloitte & Touche and 2010 from KPMG)
are attached to Big Rivers’ April 15, 2011, response to Item 14 of
the Attorney General’s initial request for information. As noted
in that response, “No recommendations were noted [in those
letters] by the external auditors.”

c¢. The following agreements between Big Rivers and its creditors
require Big Rivers to maintain its accounting books in
accordance with GAAP and USOA:

1. Indenture;
i1. Amended and Consolidated Loan Contract;
iii.  CFC Revolving Line of Credit Agreement; and
CoBank Revolving Credit Loan Facility.

d. Yes. As noted in Big Rivers’ April 15, 2011, response to Item 13

of the Attorney General’s initial request for information, “Big

Rivers maintains its books on the basis of the RUS Uniform

Case No. 2011-00036

Response to KIUC Rehearing Item 1
Witness: Mark A. Hite
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BIG RIVERS ELECTRIC CORPORATION

APPLICATION OF BIG RIVERS ELECTRIC CORPORATION
FOR A GENERAL ADJUSTMENT IN RATES
CASE NO. 2011-00036

Response to Kentucky Industrial Utility Customers’
Initial Rehearing Request for Information
dated March 9, 2012

March 22, 2012

System of Accounts and GAAP...”; and in Big Rivers’ March 18,
2011, response to Item 6 of Commission Staff’s initial request for
information, which states, “Big Rivers’ accrual basis accounting
policies follow the Uniform System of Accounts prescribed by the
Rural Utilities Service (RUS)....”

e. RUS Form 7 is for distribution cooperatives. Big Rivers, as a
generation and transmission cooperative, files the RUS Form
12. Big Rivers’ 2010 Annual RUS Form 12 is provided on the
CD accompanying these responses. Please see Big Rivers’
response to part 1b, above.

f.  Please see Big Rivers’ response to part 1c, above.

Witness) Mark A. Hite

Case No. 2011-00036

Response to KIUC Rehearing Item 1
Witness: Mark A. Hite
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BIG RIVERS ELECTRIC CORPORATION

APPLICATION OF BIG RIVERS ELECTRIC CORPORATION

FOR A GENERAL ADJUSTMENT IN RATES

CASE NO. 2011-00036

Response to Kentucky Industrial Utility Customers’

Initial Rehearing Request for Information
dated March 9, 2012

March 22, 2012

Item 2) Refer to page 8 lines 9-12 of Mr. Hite’s Rehearing Testimony
wherein he states that §18,654,607 of the CWIP balance at the end of the

test year was in-service.

a.

Were the Company’s accounting books in error at the end
of the test year for GAAP accounting purposes? Please
explain your response and provide a copy of all
authorities relied on to support your response.

Were the Company’s accounting books in error at the end
of the test year for RUS USOA accounting purposes?
Please explain your response and provide a copy of all
authorities relied on to support your response.

Please identify and describe the test the Company applied
to determine that $18,654,607 of the CWIP balance at the
end of the test year was in service for purposes of the
Company’s rehearing request.

Is the test identified and described in response to part (c)
of this question for purposes of the Company’s rehearing
request different in any respect than the test the Company
applied for GAAP accounting purposes? If so, then please
describe each such difference and how the Company
applied this difference so that it resulted in a different
result for the rehearing request than the Company
recorded on its accounting books.

Is the test identified and described in response to part (c)
of this question for purposes of the Company’s rehearing

Case No. 2011-00036

Response to KIUC Rehearing Item 2
Witness: Mark A. Hite
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BIG RIVERS ELECTRIC CORPORATION

APPLICATION OF BIG RIVERS ELECTRIC CORPORATION

Response)

FOR A GENERAL ADJUSTMENT IN RATES

CASE NO. 2011-00036

Response to Kentucky Industrial Utility Customers’

Initial Rehearing Request for Information
dated March 9, 2012

March 22, 2012

request different in any respect than the test the Company
applied for RUS USOA purposes? If so, then please
describe each such difference and how the Company
applied this difference so that it resulted in a different
result for the rehearing request than the Company
recorded for RUS accounting purposes.

and b. No. When a project has been completed and is
performing its intended function, the project manager reports
the project as complete and provides the in-service date and a
list of retirement units (assets) installed and retired. The
project status is changed from active to complete, but remains
open to capture any remaining costs that are yet to be received.
The project costs are monitored for such additional costs. If,
after a few months, no charges have been made to the project
and the costs charged are comparable to the estimate, the
project is then closed to completed plant and depreciation
expense is adjusted retroactive to the in-service date. It is not
unusual to have completed projects remain in CWIP for a period
of time after completion to ensure all expenditures are captured
in the final project cost. Big Rivers’ employment of the
aforementioned (long-standing) process of closing and
transferring CWIP to plant in service has not resulted in a

material misstatement of the financial statements and 1s

Case No. 2011-00036

Response to KIUC Rehearing Item 2
Witness: Mark A. Hite
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BIG RIVERS ELECTRIC CORPORATION

APPLICATION OF BIG RIVERS ELECTRIC CORPORATION
FOR A GENERAL ADJUSTMENT IN RATES
CASE NO. 2011-00036

Response to Kentucky Industrial Utility Customers’
Initial Rehearing Request for Information
dated March 9, 2012

March 22, 2012

therefore not inconsistent with USOA and GAAP. Please see
Big Rivers’ response to KIUC Rehearing 1-1b and e.

c. The “test” applied is the completion date of each project, also
referred to as in-service date, as described in the response to
parts 2a and 2b, above. When the in-service date is used, a total
of $18,654,607 of the 10/31/10 CWIP balance was in service for
purposes of Big Rivers’ rehearing request. Please see Big Rivers’
responses to parts 2a and 2b, above.

d. No.

e. No.

Witness) Mark A. Hite

Case No. 2011-00036

Response to KIUC Rehearing Item 2
Witness: Mark A. Hite
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BIG RIVERS ELECTRIC CORPORATION

APPLICATION OF BIG RIVERS ELECTRIC CORPORATION
FOR A GENERAL ADJUSTMENT IN RATES
CASE NO. 2011-00036

Response to Kentucky Industrial Utility Customers’
Initial Rehearing Request for Information
dated March 9, 2012

March 22, 2012

Item 3) Please confirm that a difference in whether costs are
accounted for as CWIP or plant-in-service is that CWIP cannot be
depreciated and plant-in-service must be depreciated for GAAP
accounting purposes. Please explain your response and provide a copy of

all authorities relied on for your response.

Response) Yes. CWIP is not depreciable and plant in service is depreciable for
GAAP accounting purposes. All CWIP projects are closed to plant in service after
the completion date. When a project is closed to plant in service, depreciation
expense is adjusted retroactive to the in-service date. Big Rivers relies on GAAP
and the RUS USOA, which are publicly-available documents.

Witness) Mark A. Hite

Case No. 2011-00036

Response to KIUC Rehearing Item 3
Witness: Mark A. Hite
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BIG RIVERS ELECTRIC CORPORATION

APPLICATION OF BIG RIVERS ELECTRIC CORPORATION
FOR A GENERAL ADJUSTMENT IN RATES
CASE NO. 2011-00036

Response to Kentucky Industrial Utility Customers’
Initial Rehearing Request for Information
dated March 9, 2012

March 22, 2012

Item 4) Please confirm that a difference in whether costs are
accounted for as CWIP or plant-in-service is that CWIP cannot be
depreciated and plant-in-service must be depreciated for RUS USOA
accounting purposes. Please explain your response and provide a copy of

all authorities relied on for your response.

Response) Yes, CWIP is not depreciable and plant in service is depreciable for
RUS USOA accounting purposes. All CWIP projects are closed to plant in service
after the completion date. When the project is closed to plant in service,
depreciation expense 1s adjusted retroactive to the in-service date. Please see Big

Rivers’ response to KIUC Rehearing Item 3.

Witness) Mark A. Hite

Case No. 2011-00036

Response to KIUC Rehearing Item 4
Witness: Mark A. Hite
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BIG RIVERS ELECTRIC CORPORATION

APPLICATION OF BIG RIVERS ELECTRIC CORPORATION
FOR A GENERAL ADJUSTMENT IN RATES
CASE NO. 2011-00036

Response to Kentucky Industrial Utility Customers’
Initial Rehearing Request for Information
dated March 9, 2012

March 22, 2012

Item 5) Refer to page 8 lines 1-12 of Mr. Hite’s Rehearing Testimony.
Please provide the effect on the Company’s TIER for the test year of the
$359,678 in depreciation expense. Provide all computations, including
electronic spreadsheets with formulas intact.

Response) Please see the attached table. Because the table is straightforward,
and because the formulas are shown in the comment field, no electronic

spreadsheets are provided.

Witness) Mark A. Hite

Case No. 2011-00036

Response to KIUC Rehearing Item 5
Witness: Mark A. Hite
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Big Rivers Electric Corporation

TIER Calcuation
Case No. 2011-00036

item

Interest Expense on Long-Term Debt
Margins
TIER

Test Year Depreciation

Originai Proforma Depreciation Adjustment

Revenue Requirement for Depreciation

Depreciation on 10/31/10 CWIP Disaliowed

Order for Depreciation

Depreciation on 10/31/10 CWIP In Service at 10/31/10
Depreciation on 10/31/10 CWIP In Service 11/1/10-8/31/11

Rehearing Depreciation

Margins if 10/31/10 CWIP In Service at 10/31/10 is Denied
Margins if 10/31/10 CWIP In Service 11/1/10-8/31/11 is Denied
Margins if Both Portions of 11/31/10 CWIP are Denied

TIER if 10/31/10 CWIP In Service at 10/31/10 is Denied
TIER if 10/31/10 CWIP In Service 11/1/10-8/31/11 is Denied
TIER if Both Portions of 10/31/10 CWIP are Denied

€ P P L B B ¢ &

&3

Amount

47,693,118
11,446,348
1.24

36,279,438
6,252,651
42,532,089
(2,313,311)
40,218,778
359,678
1,284,476
41,862,932

11,086,670
10,161,872
9,802,194

1.23
1.21
1.21

Formula

(1+2)/1

5+6

7+8

9+10+11

2-10
2-1
2-10-11

(1+14)/1
(1+15) /1
(1+16)/1

Case No. 2011-00036
Witness: Mark A. Hite
Attachment for Response to KIUC Rehearing Item 5
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BIG RIVERS ELECTRIC CORPORATION

APPLICATION OF BIG RIVERS ELECTRIC CORPORATION
FOR A GENERAL ADJUSTMENT IN RATES
CASE NO. 2011-00036

Response to Kentucky Industrial Utility Customers’
Initial Rehearing Request for Information
dated March 9, 2012

March 22, 2012

Item 6) Refer to page 9 lines 7-8 of Mr. Hite’s Rehearing Testimony.
Please provide the effect on the Company’s TIER for the test year of the
$1,284,476 in depreciation expense. Provide all computations, including

electronic spreadsheets with formulas intact.
Response) Please see Big Rivers’ response to KIUC Rehearing Item 5.

Witness) Mark A. Hite

Case No. 2011-00036

Response to KIUC Rehearing Item 6
Witness: Mark A. Hite
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BIG RIVERS ELECTRIC CORPORATION

APPLICATION OF BIG RIVERS ELECTRIC CORPORATION

FOR A GENERAL ADJUSTMENT IN RATES

CASE NO. 2011-00036

Response to Kentucky Industrial Utility Customers’

Initial Rehearing Request for Information
dated March 9, 2012

March 22, 2012

Item 7) Refer to Exhibit Hite Rehearing-1, which provides a summary

table of rate case expenses incurred through August 2011.

a.

Please reconcile the amounts through August 2011 to the
amounts requested in the Company’s filing.

Please provide a copy of any variance analysis performed
by the Company comparing the actual to the estimated
amounis requested in the Company’s filing prepared prior
to the receipt of this request. If the Company did not
prepare such an analysis prior to the receipt of this
request, then please explain why it did not do so.

For each variance identified in response to part (a) of this
question, please provide a detailed explanation of why the
actual cost was greater than the estimated cost included
in the Company’s filing.

Please provide a copy of all engagement letters and
purchase orders for each outside firm retained to assist
the Company in its rate case, including all subsequent
modifications and revisions, if any.

The summary table indicates that rate case expense was
charged to account 928. Please indicate whether the
Company expensed the rate case expenses or deferred
them as they were incurred. Please provide a copy of the
monthly journal entries for each month during which rate
case expenses were incurred showing the accounts and

amounts, including any journal entries for deferrals.

Case No. 2011-00036

Response to KIUC Rehearing Item 7
Witness: Mark A. Hite

Page 1 of 6
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BIG RIVERS ELECTRIC CORPORATION

APPLICATION OF BIG RIVERS ELECTRIC CORPORATION

Response)

FOR A GENERAL ADJUSTMENT IN RATES

CASE NO. 2011-00036

Response to Kentucky Industrial Utility Customers’

Initial Rehearing Request for Information
dated March 9, 2012

March 22, 2012

The rate case expense amounts through August 2011 are the
amounts Big Rivers requested in its rate case filing, because Big
Rivers requested its actual rate case expenses. See Big Rivers’
August 11, 2011, Brief, page 48. This request was made
consistent with customary Commission practice. Per the March
2011 Application, the initial estimate of the third-party rate case
expense cost was $898,930.

The changes in actual rate case expenses incurred are
documented in the record of this case. In response to
Information Request PSC 1-52, Big Rivers provided details
concerning the costs of preparing this case. Big Rivers’ March
18, 2011, response to that information request shows rate case
costs from September 2010 through February 2011 of
$264,128.91. The response states that Big Rivers’ “preliminary
estimate of [its] third-party engineering, legal and consulting
expenses’ is $898,930.

Big Rivers filed updates to that information request in
accordance with the direction of PSC 1-52¢. Those updates show
actual rate case expenses of $577,199.73 through March 2011
(Big Rivers’ May 11, 2011, Second Supplemental Response);
actual rate case expenses of $647,199.19 through April 2011 (Big
Rivers’ June 24, 2011, Third Supplemental Response); and
actual rate case expenses of $890,985.29 through May 2011 (Big
Rivers’ July 18, 2011, Fourth Supplemental Response). As Mr.

Case No. 2011-00036

Response to KIUC Rehearing Item 7
Witness: Mark A. Hite

Page 2 of 6



BIG RIVERS ELECTRIC CORPORATION
APPLICATION OF BIG RIVERS ELECTRIC CORPORATION
FOR A GENERAL ADJUSTMENT IN RATES
CASE NO. 2011-00036

Response to Kentucky Industrial Utility Customers’
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Initial Rehearing Request for Information
dated March 9, 2012

March 22, 2012

Wolfram acknowledged on behalf of Big Rivers at the hearing in
this matter on cross-examination by Commission counsel, Mr.
Raff, while at the time of the filing the rate case Big Rivers’ total
anticipated costs were estimated at roughly $890,000, by the
end of May the actual costs incurred were roughly $890,000.

See transcript of hearing, testimony of John Wolfram, July 27,
2011, 11:33:00-11:35:00. Revised Exhibit Wolfram Rebuttal-1
and page 6 (Reference Schedule 2.13) of revised Exhibit Wolfram
Rebuttal-2, filed at the hearing on July 27, 2011, show the
original and updated pro forma adjustments for rate case
expenses as $281,719 and $482,076, respectively. As noted in
the revised Reference Schedule 2.13, the $482,076 adjustment 1s
based on anticipated rate case costs of $1,500,000, which is
based on actual costs through June 2011 and estimated
expenses for July and August 2011. Big Rivers’ final update to
PSC 1-52 was filed August 18, 2011, and shows actual rate case
costs of $1,976,029.71 through August 15, 2011. The attached
table compares the actual such cost incurred through the August
15, 2011, to the original cost estimate.

Please see the response to part 7a above.

Big Rivers’ rate case was the first it had filed in approximately
20 years that involved its generation costs. Big Rivers
underestimated the level of time commitment that would be
required of its consultants and professionals in the case. Big

Rivers does not have a rates and tariffs department or in-house

Case No. 2011-00036

Response to KIUC Rehearing Item 7
Witness: Mark A. Hite

Page 3 of 6



BIG RIVERS ELECTRIC CORPORATION
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Initial Rehearing Request for Information
dated March 9, 2012

March 22, 2012

counsel. When Big Rivers began to prepare the rate case filing,
Big Rivers was still working through the complex transition that
resulted from the Unwind, including increasing the size of the
company and converting to Oracle R12. It was also in the
process of integrating into the Midwest Independent
Transmission System Operator, Inc. Many of the additional
demands resulting from the hundreds of information requests in
the rate case were necessarily assigned to outside consultants
and professionals. The complexity of the case, the large volume
of the data requests and the information sought through them
(that required thorough review), and preparations for the
hearing were among the reasons that the costs were higher than
Big Rivers originally projected. In addition, Big Rivers
mistakenly thought that involving the smelters in the
development of its depreciation study would reduce the amount
of time that Big Rivers and its consultants would have to devote
to that subject during the case, but that assumption proved
incorrect. Once Big Rivers started down the path that resulted
in the filing of the rate case, it concluded, due to the case’s
importance to Big Rivers’ financial health, that it must do what
was required to effectively prosecute the case, and that involved
more extensive use of outside consultants and professionals than
was originally anticipated.

Please see the CD that accompanies Big Rivers’ March 18, 2011,
response to PSC 1-42.

Case No. 2011-00036

Response to KIUC Rehearing Item 7
Witness: Mark A. Hite
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BIG RIVERS ELECTRIC CORPORATION

APPLICATION OF BIG RIVERS ELECTRIC CORPORATION
FOR A GENERAL ADJUSTMENT IN RATES
CASE NO. 2011-00036

Response to Kentucky Industrial Utility Customers’
Initial Rehearing Request for Information

dated March 9, 2012

March 22, 2012

1 e. Big Rivers expensed these amounts because it was required to
2 do so by the RUS USOA pending action by the Commission. As
3 an RUS borrower, Big Rivers is subject to the accounting
4 prescribed by RUS Bulletin 1767B-1, Uniform System of
5 Accounts - Electric. Accordingly, Big Rivers currently expenses
6 (expense as incurred) all such costs until such time as (a) there
7 is an “action” by this Commission (an order) approving the
8 deferral of all or a portion of such costs in a regulatory asset and
9 the associated accounting, including the related inclusion in
10 rates (generally based on a three-year amortization), and (b) a
11 determination is made by Big Rivers that it is probable that the
12 RUS will approve its request (in writing) to establish such
13 regulatory asset and the associated accounting.
14 Pending such specific Commission action in an order, as
15 well as a Big Rivers conclusion that it was probable that RUS
16 written approval would be forthcoming, any attempt to defer all
17 or a portion of such costs in a regulatory asset would be
18 improper and an item of accounting uncertainty. Big Rivers
19 contends that currently expensing such costs until the
20 aforementioned matters are resolved is not only required by
21 RUS and GAAP, but is consistent with the accounting principle
22 of conservatism. Potential uncertainties associated with such
23 costs being incurred over multiple calendar years, the potential
24 for the Commission disallowing all or a portion of such costs,
25 etc., further justify the prudency of Big Rivers’ accounting

Case No. 2011-00036

Response to KIUC Rehearing Item 7
Witness: Mark A. Hite
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APPLICATION OF BIG RIVERS ELECTRIC CORPORATION
FOR A GENERAL ADJUSTMENT IN RATES
CASE NO. 2011-00036

Response to Kentucky Industrial Utility Customers’
Initial Rehearing Request for Information
dated March 9, 2012

March 22, 2012

treatment of currently expensing such costs. The accounting
treatment 1s to expense (debit) the rate case expenses as
incurred to account 928 — Regulatory Commission Expenses and

to credit account 131 — Cash.

Witness) Mark A. Hite

Case No. 2011-00036

Response to KIUC Rehearing Item 7
Witness: Mark A. Hite
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Big Rivers Electric Corporation

Case No. 2011-00036

Reconciliation of Rate Case Expenses through August 2011 versus Amounts Requested in Big Rivers' Application

Line No. Vendor August 18, 2011 Submittal Original Estimate
1 Burns & McDonnell $ 187,151.58 |4 120,000.00 |
2 GDS Associates 4,341.66 p 5,000.00 |
3 The Prime Group 399,971.50 300,000.00 { 99,971.50 Consulting
4 Sullivan Mountjoy Stainback & Miller 386,316.92 | 300,000.00 | 86,316.92 | |Legal
5 Hogan & Lovells 897,199.84 [ 173,930.00 | 723,269.84 |i{Legal
6 D.R. Eicher Consulting 1,160.00 | 0.00 |i 1,160.00 || Consulting
7 American Management Consulting 18,281.25 0.00 & 18,281.25 i Consulting
8 Orrick Herrington & Sutcliffe 2,440.92 0.00 2,440.92 Legal
9 Public Financial Management 79,166.04 | 0.00 i 79,166.04 EiConsulting
10 Total S 1,976,029.71 | 898,930.00 976,051.50 5

Case No. 2011-00036

Witness: Mark A. Hite

Attachment for Response to KIUC Rehearing Item 7a
Pagelofl







BIG RIVERS ELECTRIC CORPORATION

APPLICATION OF BIG RIVERS ELECTRIC CORPORATION

FOR A GENERAL ADJUSTMENT IN RATES

CASE NO. 2011-00036

Response to Kentucky Industrial Utility Customers’

Initial Rehearing Request for Information
dated March 9, 2012

March 22, 2012

Item 8) Please describe how the Company managed ils rate case

expenses, including, but not limited to, the following:

a.

Overall control of the case and the cost of outside services.
In addition to the general description, please identify the
names and positions of the people responsible for each
aspect of this process, and describe specifically how each
such person managed the case and the cost of outside
services.

Control over the scope of work and cost of individual
firms and attorneys/consultants employed by those firms.
Please identify the names and positions of the people
responsible for each aspect of this process, and describe
specifically how each such person managed the scope of
work and the cost of each firm and its employees.

Copies of all documents related to the Company’s control
over the scope of work and cost of outside services,
including, but not limited to, reports used for this purpose
and all correspondence between the Company and
individual firms and all correspondence internally within
the Company.

Please describe in detail the Company’s decision criteria
applied to select each individual firm and the
attorneys/consultants applied by those firms. Provide a
copy of all documents that address these criteria and the
weighting that was applied, if any.

Case No. 2011-00036

Response to KIUC Rehearing Item 8
Witness: Mark A. Hite

Page 1 of 5
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BIG RIVERS ELECTRIC CORPORATION

APPLICATION OF BIG RIVERS ELECTRIC CORPORATION

Response)
a-h.

FOR A GENERAL ADJUSTMENT IN RATES
CASE NO. 2011-00036

Response to Kentucky Industrial Utility Customers’
Initial Rehearing Request for Information
dated March 9, 2012

March 22, 2012

e. Please indicate if the Company engaged in competitive
bids for its attorneys and consultants. If so, then please
provide a copy of all bid documents. If not, then please
explain why it did not do so.

f-  Please provide a copy of all correspondence between the
Company and individual outside firms regarding the
Company’s evaluation of or satisfaction with the firm’s
performance.

g. Please provide a copy of all internal correspondence
regarding the Company’s evaluation of or satisfaction
with each outside firm’s performance and/or individual
attorney/consultant performance.

h. Please provide a copy of the Company’s written policies
and guidelines addressing the retention of outside
services, and more specifically, professional outside

services.

Mark Hite, Vice President Accounting & Interim Chief Financial
Officer, is responsible for the work of Burns & McDonnell on the
Depreciation Study and for the work of D.R. Eicher and The Prime
Group on the Cost of Service and Rate Design Study. Both studies
were competitively bid. Copies of the bidder proposals are provided

on the CD accompanying these responses. The evaluation worksheet

Case No. 2011-00036

Response to KIUC Rehearing Item 8
Witness: Mark A. Hite
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BIG RIVERS ELECTRIC CORPORATION

APPLICATION OF BIG RIVERS ELECTRIC CORPORATION

FOR A GENERAL ADJUSTMENT IN RATES
CASE NO. 2011-00036

Response to Kentucky Industrial Utility Customers’
Initial Rehearing Request for Information
dated March 9, 2012

March 22, 2012

for each study is also provided on the CD. The expertise of D.R.
Eicher was utilized solely to assist in drafting the Request For
Quotes (“RFQ”) for the Cost of Service and Rate Design Study. C.
William Blackburn (Chief Financial Officer for Big Rivers at the time
of the filing but since having retired from Big Rivers in February
2012) had primary responsibility for the remainder of the consultants
and professionals.

Professionals that were not selected through a bidding process
were retained because of their institutional knowledge of Big Rivers
and their expertise. For example, Big Rivers chose Mr. Spen to
testify regarding the credit rating process because of his experience
and superior reputation in that area. Hogan Lovells was selected to
assist with the case as co-counsel because Big Rivers required
additional counsel with expertise in rate-making issues. The
attorneys with that firm who performed services in the rate case had
long experience with Big Rivers, knew the company well, had
previously represented Big Rivers with respect to Midwest ISO
issues, had worked as co-counsel with Big Rivers’ corporate counsel
in the unwind transaction, and had knowledge of the smelter
contracts and smelter issues. Because that experience related
directly to many of the issues in the rate case, Big Rivers engaged
that firm to assist. When the volume of work in the case expanded
significantly, primarily due to the hundreds of data requests, the
lawyers of that firm enabled Big Rivers to respond in a timely

manner. Big Rivers did not hire other Kentucky regulatory counsel

Case No. 2011-00036

Response to KIUC Rehearing Item 8
Witness: Mark A. Hite
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BIG RIVERS ELECTRIC CORPORATION

APPLICATION OF BIG RIVERS ELECTRIC CORPORATION

FOR A GENERAL ADJUSTMENT IN RATES
CASE NO. 2011-00036

Response to Kentucky Industrial Utility Customers’
Initial Rehearing Request for Information
dated March 9, 2012

March 22, 2012

for this role because of limited options due to conflicts of interest,
lack of expertise in the field, and lack of basic knowledge about Big
Rivers and cooperatives in general.

Sullivan, Mountjoy, Stainback & Miller is Big Rivers’ regular
corporate counsel. That firm is Big Rivers’ regular counsel for
regulatory matters and had considerable knowledge about and
experience with the issues that were involved in the rate case.

The Prime Group was selected because it has extensive
experience with cooperative rate-making, experience with regulation
in Kentucky, a local presence, experience with Big Rivers in previous
proceedings, availability of personnel and rates that were more
competitive than out-of-state consulting firms Big Rivers had
employed in the past.

The rate case costs attributable to Big Rivers’ consultants and
professionals were driven by the amount of work that had to be
performed, which was heavily impacted by the actions of the
intervenors and the Commission, not Big Rivers. Big Rivers did take
what steps it reasonably could to monitor and control costs. As the
documents filed with Big Rivers’ responses to PSC 1-42 and 1-52
show, there were caps on certain tasks performed by Burns &
McDonnell and Mr. Spen, and discounts on invoices from Orrick,
Herrington & Sutcliffe and Hogan Lovells. Because the Hogan
Lovells attorneys were located in Washington, DC, under the terms
of Big Rivers’ engagement agreement with that firm, Big Rivers was

not billed for travel time between Washington and Kentucky.

Case No. 2011-00036

Response to KIUC Rehearing Item 8
Witness: Mark A. Hite
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FOR A GENERAL ADJUSTMENT IN RATES
CASE NO. 2011-00036

Response to Kentucky Industrial Utility Customers’
Initial Rehearing Request for Information
dated March 9, 2012

March 22, 2012

Big Rivers kept track of rate case expenses, and that
information was provided in the record of this case in the form of the
updates to Big Rivers’ response to PSC 1-52. Those expenses were
reflected in various routine management reporting, including the
monthly Departmental Actual vs. Budget Variance Reports, the
monthly Re-Forecast, the monthly Financial Forecast, and the
monthly Financial Report. Big Rivers’ management was acutely
aware of the magnitude of the outside professional costs being
incurred in connection with this case in part because overruns in
those expenses were met by deferring or cancelling other budgeted
expenditures in order for the company to meet its lender MFIR
requirements. The expenses for outside consultants and
professionals in the rate case was a topic of regular discussion
between and among members of management, at the monthly
Internal Risk Management Committee meetings, and at the monthly
board of directors meetings.

There is no correspondence or documents involving evaluation
of the performance of outside consultants or professionals that has

not been filed in the record of this case.

Mark A. Hite

Case No. 2011-00036

Response to KIUC Rehearing Item 8
Witness: Mark A. Hite
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BIG RIVERS ELECTRIC CORPORATION

APPLICATION OF BIG RIVERS ELECTRIC CORPORATION
FOR A GENERAL ADJUSTMENT IN RATES
CASE NO. 2011-00036

Response to Kentucky Industrial Utility Customers’
Initial Rehearing Request for Information
dated March 9, 2012

March 22, 2012

Item 9) Refer to page 8 lines 4-5 of Mr. Wolfram’s Rehearing Testimony
wherein he asserts that the Company’s requested rate increase expenses
are “reasonable” and “should be accepted by the Commission.” Please
describe and provide a copy of all analyses performed by or on behalf of
Mr. Wolfram to assess the reasonableness of the Company’s requested rate
case expenses prior to the filing of his testimony.

Response) Please see the response of Big Rivers to KIUC Rehearing Item 8. The
assessment of reasonableness i1s a qualitative analysis. The conclusion that the
rate case expenses are reasonable is based on several points. Many of these points
were noted in Big Rivers' Post-Hearing Brief, filed on August 11, 2011, in this

proceeding, on pages 48-49, and are repeated below for convenience:

Big Rivers’ rate case expenses have been reasonable. This rate case
was unusual for Big Rivers. It has been over 20 years since Big Rivers
filed a general rate case. Also, Big Rivers emerged from the Unwind
Transaction a mere two years ago, and since that time, it has joined
the Midwest ISO. And, in accordance with the Unwind Order, this
rate case involved a cost of service study and a depreciation study. Big
Rivers has no in-house rate department or legal counsel. Big Rivers
brought in legal counsel from Washington, D.C. because of their
familiarity with Big Rivers’ history, the Unwind Transaction, and the
Smelter agreements; their experience in dealing with RUS and CFC
borrowers; and their expertise with the Federal Energy Regulatory
Commission (“FERC”) in relation to Big Rivers’ Midwest ISO
membership. No party has controverted this proposed adjustment, it
is reasonable, and it should be approved.

Witness) John Wolfram

Case No. 2011-00036

Response to KIUC Rehearing Item 9
Witness: John Wolfram

Page 1 of 1
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APPLICATION OF BIG RIVERS ELECTRIC CORPORATION
FOR A GENERAL ADJUSTMENT IN RATES
CASE NO. 2011-00036

Response to Kentucky Industrial Utility Customers’
Initial Rehearing Request for Information
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March 22, 2012

Item 10)  Please refer to the Company’s response and updated responses
to Staff 1-52(c). Please provide copies of the invoices from the outside
attorneys with the descriptions of the activities related to the rate case

unredacted. The non-rate case activities may remain redacted.

Response) Redacted invoices are provided in Big Rivers’ original and
supplemental responses to PSC 1-52. Big Rivers objects to providing un-redacted
invoices on the ground that such documents are protected by the attorney-client

and attorney work product privileges.

Witness) Mark A. Hite / Counsel

Case No. 2011-00036

Response to KIUC Rehearing Item 10
Witness: Mark A. Hite / Counsel

Page 1 of 1



BIG RIVERS ELECTRIC CORPORATION
APPLICATION OF BIG RIVERS ELECTRIC CORPORATION
FOR A GENERAL ADJUSTMENT IN RATES
CASE NO. 2011-00036

VERIFICATION

I, Mark A. Hite, verify, state, and affirm that I prepared or supervised the preparation of
my rehearing data responses filed with this Verification, and that those rehearing data responses
are true and accurate to the best of my knowledge, information, and belief formed after a

reasonable inquiry.

Mark A. Hite

COMMONWEALTH OF KENTUCKY )
COUNTY OF HENDERSON )

SUBSCRIBED AND SWORN TO before me by Mark A. Hite on this the _/_é day of
March, 2012.

Fouds Miehut.

Notary Public, Ky. State at Large
My Commission Expires_/-/ -/ 3

RECEIVED

MAR 22 2012

PUBLIC SERVICE
COMMISSION



BIG RIVERS ELECTRIC CORPORATION
APPLICATION OF BIG RIVERS ELECTRIC CORPORATION
FOR A GENERAL ADJUSTMENT IN RATES
CASE NO. 2011-00036

VYERIFICATION

I, John Wolfram, verify, state, and affirm that I prepared or supervised the preparation of
my rehearing data responses filed with this Verification, and that those rehearing data responses
are true and accurate to the best of my knowledge, information, and belief formed after a

reasonable inquiry.
vy
v

John Wolfram /

COMMONWEALTH OF KENTUCKY )
COUNTY OF OLDHAM )

SUBSCRIBED AND SWORN TO before me by John Wolfram on this the Lé day of

March, 2012.
oroisto 3 psovme

Notary Public, Ky. State at .arge
My Commission Expires @S’ 03

CHRISTIE K. McCORMICK
NOTARY PUBLIC
STATE AT LARGE
KENTUCKY
MY COMMISSION EXPIRES APRIL 25,2013




Application of Big Rivers Electric Corporation
for General Adjustment in Rates
Case No. 2011-00036

Electronic File in Response to
KIUC's Rehearing Request for information
dated March 9,2012
KIUC 1-1e & KIUC 1-8

BIG RIVERS ELECTRIC CORPORATION

APPLICATION OF BIG RIVERS ELECTRIC CORPORATION
- FOR A GENERAL ADJUSTMENT IN RATES
% CASE NO. 2011-00036

Response to Kentucky Industrial Utility Customers’ Initial Rehearing Request for
Information dated March 9, 2012

March 22, 2012

Information filed on CD accompanying responses

KIUC 1-1e - Annual 2010 RUS Form 12

KIUC 1-8 - Burns & McDonnell COS-Rate Design Proposal
- 2010-10

KIUC 1-8 - Alliance Consulting Group Depreciation Study Proposal
- 2010-06

KIUC 1-8 - Enervision COS-Rate Design Proposal
—2010-10

KIUC 1-8 - Big Rivers COS-Rate Design Ltr to Members
~2010-10

KIUC 1-8 - Gannett Fleming Depreciation Study Proposal
-2010-06

KIUC 1-8 - Big Rivers COS-Rate Design RFQ
—2010-09

KIUC 1-8 - GDS Associates COS-Rate Design Proposal
=2010-10

KIUC 1-8 - Big Rivers COS-Rate Design RFQ Responses Details

KIUC 1-8 - MR Valuation Consulting COS-Rate Design Proposal
—2010-10

KIUC 1-8 - Big Rivers COS-Rate Design RFQ Responses Summary

KIUC 1-8 - MR Valuation Consulting Depreciation Study Proposal
—2010-06 \

KIUC 1-8 - Big Rivers Depreciation Study Proposal Comparison

KIUC 1-8 - Prime Group COS-Rate Design Proposal
—2010-10 4

KIUC 1-8 - Big Rivers Depreciation Study REQ
- 2010-05

KIUC 1-8 - RW Beck COS-Rate Design Proposal
—=2010-10 .

KIUC 1-8 - Big Rivers Scoring for Vendor Proposals

KIUC 1-8 - Shaw Consultants COS-Rate Design Proposal
—-2010-10




Ronald M. Sullivan
Jesse T. Mountjoy
Frank Stainback
James M. Miller
Michael A. Fiorella
Allen W. Holbrook
R. Michael Sullivan
Bryan R. Reynolds
Tyson A, Kamuf
Mark W. Starnes

C. Ellsworth Mountjoy
Mary L. Moorhouse

Telephone (270) 926-4000
Telecopier (270) 683-6694

100 St. Ann Building
PO Box 727
Owensboro, Kentucky
42302-0727

SULLIVAN, MOUNTJOY, STAINBACK & MILLER psc

ATTORNEYS AT LAW

March 22, 2012

Federal Express

Jeff DeRouen

Executive Director

Public Service Commission

211 Sower Boulevard, P.O. Box 615
Frankfort, Kentucky 40602-0615

Re:  In the Matter of: Application of Big Rivers
Electric Corporation for a General Adjustment in Rates,
PSC Case No. 2011-00036

Dear Mr. DeRouen:

Enclosed for filing on behalf of Big Rivers Electric Corporation (“Big
Rivers”) are an original and ten copies of Big Rivers’ responses to (i) the
Commission Staff's First Request for Information on Big Rivers Electric
Corporation’s Rehearing Request, and (11) Kentucky Industrial Utility
Customers, Inc.’s First Set of Data Requests on Rehearing to Big Rivers
Electric Corporation (“KIUC Rehearing Data Requests”). The attachments
to Big Rivers’ responses to Items 1 and 8 of the KIUC Rehearing Data
Requests are on a CD filed with the responses. Also enclosed is a motion
for deviation from the requirement that Big Rivers file an original and ten
copies of those attachments, along with two hard copies of each
attachment. A copy of this letter, a copy of Big Rivers’ responses to the
Commission Staff's First Request for Information and the KIUC Rehearing
Data Requests, and a copy of the motion for a deviation have been served
on the attached service list.

Sincerely,

i

Tyson Kamuf

TAK/ej
Enclosures

ce: Mark A. Hite
Albert Yockey
John Wolfram



SERVICE LIST
BIG RIVERS ELECTRIC CORPORATION
PSC CASE NO. 2011-00036

Dennis G. Howard, 11, Esq.
Lawrence W. Cook, Esq.
Assistant Attorneys General
1024 Capital Center Drive
Suite 200

Frankfort, KY 40601-8204

Michael L. Kurtz, Esq.

Boehm, Kurtz & Lowry

36 East Seventh Street

Suite 1510

Cincinnati, OH 45202

COUNSEL FOR KENTUCKY
INDUSTRIAL UTILITY CUSTOMERS,
INC.

David C. Brown, Esq.

Stites & Harbison

1800 Providian Center

400 West Market Street

Louisville, KY 40202

COUNSEL FOR ALCAN PRIMARY
PRODUCTS CORPORATION

J. Christopher Hopgood, Esq.

Dorsey, King, Gray, Norment & Hopgood
318 Second Street

Henderson, KY 42420

COUNSEL FOR KENERGY CORP.

Melissa D. Yates

Denton & Keuler, LLP
555 Jefferson Street

P.O. Box 929

Paducah, KY 42002-0929

COUNSEL FOR JACKSON PURCHASE

ENERGY CORPORATION

Sanford Novick

President and CEO

Kenergy Corp.

3111 Fairview Drive

P.O. Box 1389

Owensboro, Kentucky 42302-1389

G. Kelly Nuckols

President and CEO

Jackson Purchase Energy Corporation
2900 Irvin Cobb Drive

P.O. Box 4030

Paducah, KY 42002-4030

Bumns E. Mercer
President/CEO

Meade County R.E.C.C.

1351 Highway 79

P.O. Box 489

Brandenburg, KY 40108-0489



Accarding to the Paperwork Reduction Act of 1993, an agency may not conduct or sponsor, and a person Is 5ot required to respond to. a collection of informaiion unless it displays a valid (JMB
conira) number. The valid OMB controf mnnber for thiy information collection Is 0572-0032 The time required to complete this infornation collection is estimated to average 21 hours per
response, including the time for reviewing insiructions, searching existing data sources, gathering and maintatrung the daia needed, and completing and reviewing the collection of information.

UNITED STATES DEPARTMENT OF AGRICULTURE BORROWER DESIGNATION
RURAL UTILITIES SERVICE KY0062

PERIOD ENDED December, 2010

FINANCIAL AND OPERATING REPORT

ELECTRIC POWER SUPPLY BORROWER NAME

Big Rivers Electric Corporation

INSTRUCTIONS - See help in the online application.

This information is analyzed and used to detennine the submitter’s financial situation and feasibility for loans and guarantces. You are required by contract and applicable
regulations to provide the information. The information provided is subject to the Freedom of Information Act {5 U.S.C. 552)

CERTIFICATION

We recognize that statements contained herein concern a matter within the jurisdiction of an agency of the United States and the making of a
false, fictitious or frandulent statement may render the maker subject to prosecution under Title 18, United States Code Section 1001,

We hereby certify that the entries in this report are in accordance with the accounts and other records
of the system and reflect the status of the system to the best of our knowledge and belief’

ALL INSURANCE REQUIRED BY PART 1788 OF 7 CFR CHAPTER X VI, RUS, WAS IN FORCE DURING THE REPORTING
PERIOD AND RENEWALS HAVE BEEN OBTAINED FOR ALL POLICIES DURING THE PERIOD COVERED
BY THIS REPORT PURSUANT TO PART 1718 OF 7 CFR CHAPTER XVII

(check one of the following)

All of the obligations under the RUS loan documents D There has been a default in the fulfiliment of the obligations
have been fulfilled in all material respects under the RUS Joan documents Said defauit(s) is/are
W ; specifically described in Part A Section C of this report
e ot e
DATE

RUS Financial and Operating Report Electric Power Supply Revision Date 2010




UNITED STATES DEPARTMENT OF AGRICULTURE

BORROWER DESIGNATION

RURAL UTILITIES SERVICE KY0062
FINANCIAL AND OPERATING REPORT
ELECTRIC POWER SUPPLY PERIOD ENDED
PART A - FINANCIAL December, 2010
INSTRUCTIONS - See help in the online application
SECTION A, STATEMENT OF OPERATIONS
YEAR-TO-DATE
ITEM LAST YEAR THIS YEAR BUDGET THIS MONTH
(a) ()] (©) (d)
1 Electric Energy Revenues 326,729,694 514,490,437 501,361,209 47,174,666
2. Income From Leased Property (Net) 15,888,814
3. Other Operating Revenue and Income 14,603,910 12,834,016 7,481,496 152,251
4. Total Operation Revenues & Patronage Capital (! thru 3) 357,222,418 527,324,453 508,842,705 47,326,917
5. Operating Expense — Production - Excluding Fuel 22,381,368 52,506,942 56,902,941 3,921,117
6. Operating Expense — Production - Fuel 80,654,643 207,748,520 167,029,133 19,006,961
7. Operating Expense — Other Power Supply 115,826,139 99,421,265 116,543,877 8,561,428
8. Operating Expense ~ Transmission B,256,704 7,625,518 7,908,802 550,191
9, Operating Expense - RTOAMSO 496,064 494,378
10.  Operating Expense - Distribution
{1.  Operating Expense — Customer Accounts
12.  Operating Expense — Customer Service & Information 716,704 446,300 728,706 17,299
13, Operating Expense — Sales 551,735 239,803 613,792 50,329
14.  Operating Expense — Administrative & General 24,190,595 26,461,943 29,634,145 2,800,334
15, Total Operation Expense (5 thru 14) 282,577,888 394,946,355 379,761,396 35,402,037
16.  Maintenance Expense — Production 24,400,170 42,156,863 37,404,868 3,108,770
17 Maintenance Expense — Transmission 5,225,587 4,473,124 4,576,332 242,509
18.  Maintenance Expense - RTO/ISO
19, Maintenance Expense — Distribution
20.  Maintenance Expense — General Plant 170,492 250,361 57,598 78,442
21. Total Malntenance Expense (16 thru 20) 28,796,259 46,880,348 42,038,758 3,429,721
22, Depreciation and Amortization Expense 18,464,743 34,242,192 34,832,349 2,856,800
23,  Taxes 1,831,467 262,798 249,228 65,000
24.  Interest on Long-Term Debt 60,027,927 47,064,226 48,078,208 4,103,492
25.  Interest Charged to Construction — Credit (133,263} (683, 535) {575,035) (102,592)
26.  Other Interest Expense 3,453 188,162 21,246
27.  Assct Retirement Obligations
28.  Other Deductions 2,168,814 166,390 104,448 67,700
29, Total Cost OF Electric Service (15 + 21 thru 28) 364,737,288 523,067,936 504,489,392 45,843,404
30. Operating Margins (4 less 29) (7,514,870) 4,256,517 4,353,313 1,483,513
31 Interest Income 316,407 391,494 454,517 57,206
32, Allowance For Funds Used During Construction
33, Income (Loss) from Equity Investments
34.  Other Non-operating Income (Net) 13,042 2,321,612 620,709
35.  Generation & Transmission Capital Credits
36.  Other Capital Credits and Patronage Dividends 537,417 21,292 1,182
37.  Extraordinary ltems 537,978,261
38. Net Patronage Capital Or Margins (30 thru 37) 531,330,257 6,990,915 4,807,830 2,162,610

RUS Financial and Operating Report Electric Power Supply — Part A - Financial

Revision Date 2010




UNITED STATES DEPARTMENT OF AGRICULTURE
RURAL UTILITIES SERVICE

FINANCIAL AND OPERATING REPORT
ELECTRIC POWER SUPPLY
PART A - FINANCIAL

BORROWER DESIGNATION
KY0062

INSTRUCTIONS - See help in the online application.

PERIOD ENDED
December, 2010

SECTION B. BALANCE SHEET

ASSETS AND OTHER DEBITS LIABILITIES AND OTHER CREDITS
I Total Utility Plant in Service 1,946,193,027| 33.  Memberships 75
2. Construction Work in Progress 54,874,458| 34 Patronage Capital
3. Total Utility Plant (J + 2) 2,001,067,485 a. Assigned and Assignable 0
4. Accum. Provision for Depreciation and Amortization 909,501,402 : g::::g g:]i:r);;rrs g
5, Net Utility Plant (3 - 4) 1,091,566,083 d. Net Patronage Capital (g - 5 - ¢) 0
6. Non-Utility Propesty (Net) o} 3s Operating Margins - Prior Years (251,616,737}
7. Investments in Subsidiary Companies o] 36 Operating Margin - Current Year 4,277,809
8. Invest in Assoc. Orp. - Patronage Capital 3,595,318} 37 Non-Opcrating Margins 638,837,732
9. Invest. in Assoc. Org. - Other - General Funds 684,993 | 38 Other Margins and Equities (4,923,484)
10.  Invest. in Assoc. Org. - Other - Nongeneral Funds ol 39 Total Margins & Equities
11.  Investments in Economic Development Projects 10,000 (33 +34d thru 38) 386,575,395
12.  Other Investments 5,334} 40 Long-Term Debt - RUS (Nct) 667,523,045
13, Special Funds 218,166,328]) 41, Long-Term Debt - FFB - RUS Guarantecd 0
14. Total Other Property And Investments 222,461,970 42, Long-Term Debt - Other - RUS Guaranteed [
(6 thru 13} 43, Long-Tenm Debt - Other (Net) 142,100,000
15, Cash - General Funds 5,877| 44. Long-Term Debt - RUS - Econ. Devel. (Net) 0
16.  Cash - Construction Funds - Trustee ol 45 Payments — Unapplied 0
17.  Special Deposits 572,263] 46, Total Long-Term Debt (40 thru 44 - 45) 809,623,045
18 Temporary Investments 44,774,114 47 Obligations Under Capital Leases Noncurrent ¢
19 Notes Receivable (Net) o] 4 ’;ﬁ‘X::L?‘gggg:::‘g&;g::?gz’;s 19,661,867
20 Accounts Receivable - Sales of Energy (Net) 43,733,009 49, Total Other NonCurrent Liabilities 19,661,867
21 Accounts Receivable - Other (Net) 778,278 47+ 48)
22, Fuel Stock 37,328,441] 50 Notes Payable 10,000,000
23, Renewable Energy Credits 51 Accounts Payable 31,298,484
24 Materials and Supplies - Other 23,217,652 52 Current Matusities Long-Term Debt 7,372,871
25, Prepayments 3,000,688 53, Cusrent Maturities Long-Term Debt - Rural Devel. Q
26  Other Current and Accrued Assets 1,397,509] 54 Current Maturities Capital Leases [}
27, Total Current And Accrued Assets 154,807, 831 55 Taxes Accrued 653,009
{5 thru 26) 56. Interest Accrued 11,133,585
28 Unamortized Debt Discount & Extraordinary 2,185,564 57 Other Current and Accrued Liabilities 9,967,770
Property Losses
29 Regulatory Asscts ol S8 ;r;»ol?ll' r(f(u;;)em & Accrued Lisbilities 70,431,689
30 Other Deferred Debits 1,163,678 59 Deferred Credits 185,893,130
31.  Accumulated Deferred Income Taxes ol 60. Accumulated Deferred Income Taxes 0
32, '(I‘Sc;tz;}f;;e;thsrfln;ll;)lher Debits 1,472,185,126 61. '(I;t;til‘:,;;lb‘ill;h::zzzzrgt;:)r Credits 1,472,185, 126

RUS Financial and Operating Report Electric Power Supply ~ Part A - Financial
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UNITED STATES DEPARTMENT OF AGRICULTURE BORROWER DESIGNATION
RURAL UTILITIES SERVICE
KY0062

FINANCIAL AND OPERATING REPORT
ELECTRIC POWER SUPPLY

INSTRUCTIONS - See help in the online application. PERIOD ENDED
December, 2010

SECTION C. NOTES TO FINANCIAL STATEMENTS

Footnote to RUS Form 12a

Financial Ratios: 2010

Margins For Interest Ratio (MFl) 1.15

Footnote to RUS Forin 12a

Kenergy "IF" Contract termination date is March 31, 2011.

Footnote to RUS Form 12h, Section H

In June, 2010, $83.3 million of the Chio County of Kentucky Note, Series 2001A was refunded with
proceeds of the Ohio County of Kentucky Note, Series 2010A.

RUS Financial and Operating Report Electric Power Supply Revision Date 2010



UNITED STATES DEPARTMENT OF AGRICULTURE
RURAL UTILITIES SERVICE

FINANCIAL AND OPERATING REPORT
ELECTRIC POWER SUPPLY

BORROWER DESIGNATION
KY0062

INSTRUCTIONS - See help in the online application.

PERIOD ENDED
December, 2010

SECTION C. CERYIFICATION LOAN DEFAULT NOTES

RUS Financial and Operating Report Blectric Power Supply

Revision Date 2010




UNITED STATES DEPARTMENT OF AGRICULTURE BORROWER DESIGNATION
RURAL UTILITIES SERVICE
FINANCIAL AND OPERATING REPORT K¥0062
ELECTRIC POWER SUPPLY
INSTRUCTIONS - See help in the online application PERIOD ENDED
December, 2010
PART B SE - SALES OF ELECTRICITY
Sate No. Name Of Company or Public RUS Statistical Renewable Primary Average Actual Actual
Authority Borrower | Classification Energy Renewsble Monthly Average Average
Designation Program Name Fuel Type Billing Monthly | Monthly CP
Demand NCP Demand
(MW) Demand
(2} (b) {©) (d) e L) () ()
| }Ultimate Consumer(s)
2}Jackson Purchase Encrgy Corp KY0020 RQ 130 140 126
3IMeade County Rural EC C KY0018 RQ 93 98 89
4|Kenergy Corporation (KY0065) KYO0065 RQ 365 376 372
$[Kenergy Corporation (KY0065) KYG065 IF
6] Kenergy Corporation (KY0065)  {KY0065 LF
7}Associated Electric Coop, Inc MO0073 0S8
8] East Kentucky Power Coop, Inc KY0059 0S8
9} Oglethorpe Power Corporation GAD]09 0S
10| PowerSouth Energy Cooperative  JAL0042 08
{1 |AmerenUE (MO) 0S
12]Cargill-Alliant LLC QoS
13} Constellation Energy Commodities 0S8
14| EDF Trading North America, LLC 08
15 [Henderson Munic Power & Light 0S8
16]Midwest Independent 0s
{7}PIM interconnection (PA) 08
18| Southern Company Services 0S8
19| Tenaska Power Services oS
20| Tennessee Valley Authority (o
21| The Energy Authority 0S
Total for Ultimate Consumer(s)
Total for Distribution Borrowers 588 614 587
Total for G&T Borrowers 0 0 0
Total for Other 0 0 0
Grand Total 588 614 587

RUS Financial and Operating Report Electric Power Supply

Revision Date 2010




UNITED STATES DEPARTMENT OF AGRICULTURE BORROWER DESIGNATION
RURAL UTILITIES SERVICE
FINANCIAL AND OPERATING REPORT KY0062
ELECTRIC POWER SUPPLY
INSTRUCTIONS - See help in the online application PERIOD ENDED
December, 2010
PART B SE - SALES OF ELECTRICITY
Sale No Electricity Revenue Revenue Revenue Revenue
Sold Demand Charges Energy Charges Other Charges Total
(MWh) Gk
(i) (i (k) () {m)
1
2 716,681 11,593,926 20,909,611 32,503,537
3 509,286 8,249,322 14,928,228 23,177,550
4 2,185,591 37,292,240 58,027,552 95,319.792
5 35,272 1,434,193 1,434,193
6 6,348,431 279,664,932 279,664,932
7 4,068 145,929 145,929
8 66,846 2,791,834 2,791 834
9 7.440 299,857 299,857
10 14,830 508,790 508,790
11 26,380 881,410 881,410
12 216,581 7,989,749 7,989,749
i3 252,383 8,843,259 8,843 259
14 229,516 8,700,799 8,700,799
15 4,297 191,046 191,046
16 1,059,721 41,004,812 41,001,812
17 100,713 3,737,060 3,737,060
8 11,723 463,388 463,388
19 12,437 446,928 446,928
20 142,179 5,366,103 5,366,103
21 25,045 1,022,469 1,022,469
9,795,261 57,135,488 374,964,516 0 432,100,004
93,184 0 3,746,410 0 3,746,410
2,080,975 0 78,644,023 0 78,644,023
11,969,420 57,135,488 457,354,949 0 514,490,437
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UNITED STATES DEPARTMENT OF AGRICULTURE BORROWER DESIGNATION
RURAL UTILITIES SERVICE

FINANCIAL AND OPERATING REPORT
ELECTRIC POWER SUPPLY

KY0062

INSTRUCTIONS - See help in the online application PERIOD ENDED

December, 2010

PART B SE - SALES OF ELECTRICITY

Sale
No

Comments

Viwiwio jvn s jw (N f—

=
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UNITED STATES DEPARTMENT OF AGRICULTURE
RURAL UTILITIES SERVICE

FINANCIAL AND OPERATING REPORT
ELECTRIC POWER SUPPLY

BORROWER DESIGNATION

KY0062

INSTRUCTIONS - See help in the online application

PERIOD ENDED

December, 2010

PART B PP - PURCHASED POWER
Purch | Name Of Company or Public RUS Statistical Renewable Energy Primary Average Actual Actual
ase Authority Borrower Classification Program Name Renewable Monthly Average Average
No. Designation Fuel Type Billing Monthly NCP | Monthly CP
Demand Demand Demand ()
(MW)
(a) (b) ©) (d) (e) (0 (g) (h)
1}Associated Electric Coop, Inc MOD073 os
(MQO0073)
2{Cargill-Alllant LLC os
3{Constellation Energy (a3
Commodities Group
4| East Kentucky Powsr Coop, inc  |KY0059 s
(KY0059)
5 FT?('; Trading North America, LLC 0s
6 | Henderson Munic Power & Light RQ
7 jLouisville Gas & Electric Co 08
BiMidwest independent oS
zw)nsmiasion System Operator
9{PJM Interconnection (PA) 0s
10| RRI Energy Services (TX) SF
111 Southeastern Power Admin LF
12| Southem lliinois Power Coop L0050 08
(1LOG50)
13] The Energy Authority 0S

Total for Distribution Borrowers

Total for G&T Borrowers

Total for Other

Grand Total

o IQ |0 o

[ (=8 (=8 i~]

=2 =8 = =]
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UNITED STATES DEPARTMENT OF AGRICULTURE

RURAL UTILITIES SERVICE

FINANCIAL AND OPERATING REPORT

ELECTRIC POWER SUPPLY

BORROWER DESIGNATION

KY0062

INSTRUCTIONS - See help in the online application

PERIOD ENDED

December, 2010

PART B PP - PURCHASED POWER

Purchase Electricity Electricity Electricity Demand Charges Energy Charges Other Charges Total
No Purchased Received Delivered {1+ m+n)
(MWh) (MWh) (MWh)
(i) (i) (k) (3] (m) (n) {0)
1 1,006 41,758 41,758
2 5,309 210,264 210,264
3 1,602 67,184 67,184
4 208 16,016 16,016
5 815 27,160 27,160
8 1,601,484 59,689,911 59,689,911
7 235 11,922 11,922
8 181,095 8,135,986 8,135,986
9 47,418 1,918,598 1,918,598
10 30,483 2,239,878 2,239878
11 333,359 7,354,903 7,354,803
12 17,720 599,480 599,480
13 359 14,528 14,620
0 0 0 0 o] 0 4]
18,834 0 0 0 657,254 0 657,254
2,202,060 0 0 0 79,670,335 0 79,670,335
2,220,994 0 0 0 80,327,689 0 80,327,588
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UNITED STATES DEPARTMENT OF AGRICULTURE BORROWER DESIGNATION
RURAL UTILITIES SERVICE

FINANCIAL AND OPERATING REPORT KY0062
ELECTRIC POWER SUPPLY
INSTRUCTIONS - Sce help in the online application. PERIOD ENDED
December, 2010
PART B PP - PURCHASED POWER
Purchase Comments
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reUNITED STATES DEPARTMENT OF AGRICULTURE

BORROWER DESIGNATION

RURAL UTHLITIES SFRVICFE KY0062
FINANCIAL AND OPERATING REPORT
ELECTRIC POWER SUPPLY PERIOD ENDED
PART C - SOURCES AND DISTRIBUTION OF ENERGY December, 2010
INSTRUCTIONS - See help in the online application.
NET ENERGY
NO. OF CAPACITY RECIEVED BY COST
SOURCES OF ENERGY PLANTS (kW) SYSTEM (MWh) &)
(a) &) © @ (e
Generated in Own Plant (Details on Parts D, E, FIC, F CC, and G)
] Fossil Steam 4 1,489,000 9,888,514 367,776,994
2 Nuclear 0 0 0 "}
3. Hydro 0 0 0 0
4. Combined Cycle 0 0 0 0
5. Internal Combustion 1 70,000 6,998 1,900,102
6 Other 0 0 0 1]
A Total in Own Plant (1 thru 6) 5 1,559,000 9,895,512 369,677,096
Purchased Power
8. Total Purchascd Power 2,220,994 80,327,589
Interchanged Power
9. Received Into System (Gross) 2,856,433 [
10 Debvered Out of System (Gross) 2,846,570 0
11,  Net Interchange (9 - J10) 9,863 0
Transmission For or By Others - (Wheeling)
12 Received into System 1,986,938 12,693,137
13 Delivered Out of Systern 1,986,938 12,693,137
14, Nect Energy Wheeled (12 - 13) 0 0
15, Total Energy Avallable for Sale(7+ &+ 11 + 14) 12,126,369
Distribution of Energy
16 Total Sales 11,969,420
17 Energy Furnished to Others Without Charge 0
18 Energy Used by Borrower (Excluding Sration Use) of
19.  Total Energy Accounted For (16 thru 18) 11,869,420
Losses
20. Energy Losses - MWh (J5-/9) 156,949
21.  Energy Losses - Percentage ((20/15) * 100) 1.29%
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UNITED STATES DEPARTMENT OF AGRICULTURE BORROWER DESIGNATION
RURAL UTILITIES SERVICE KY0062
FINANCIAL AND OPERATING REPORT PLANT 1
ELECTRIC POWER SUPPLY Coleman
PART D - STEAM PLANT PERIOD ENDED
INSTRUCTIONS - See help in the online application. December, 2010
p online appli
SECTION A. BOILERS/TURBINES
FUEL CONSUMPTION OPERATING HOURS
UNIT §} TIMES COAL On. GAS IN ON OUT OF SERVICE
NO.} NO. | SFARTED (1000 Lbs.) (1000 Gals.) (1000 C.F.) QOTHER TOTAL SERVICE [STANDBY| SCHED. | UNSCH.
(a) (6) () @ ) ) [1:4) (h) U] 0]] k)
1. 1 13 946,718.40 25,343.60 8,033 307 420
2. 2 16 823,479.90 30,929.50 7,294 389 664 413
3. 3 9 1,030,908.30 34,183.80 8,358 73 328
4.
5.
6. ] Total 36 2,801,107 0.00 80,456 .90 00 1,161
7. JAverage BTU 11,223 1,000,00 AR IR ST £ i,
8. fTota] BTU (10%) 331,436,819, 00 90,457.00 31,527,275
9. [Total Del. Cost ($) 74,269,736 502,473 .00 i A
SECTION A, BOILERS/TURBINES (Continued) SECTION B. LABOR REPORT SEC. C, FACTORS & MAX. DEMAND
UNIT GROSS BTU
NO,| NO. | SIZE (kW) GEN, (MWh) PER kWh NO. ITEM VALUE NO. ITEM VALUE
() (m) 1) (¢
i 1 160,000 1,072,065.00 No. Employees Full-Time
2. 2 160, 000 912,906.00 ! lncludepSuypcrimcndenl) 103 Load Factor (%) 72.81%
3 3 165,000 1.176,392.00 2. [No Employess Parl-Time Plant Factor (%) 74.431%
S. Total Employee Running Plant
6. § Total 485,000 3,161,363 00 3. Hours Wt')‘rkid 221,502 Capacitf/ Factar (%) 82 514
7 Station Service (MWh 209,457, 00 |43 4. Operating Plant Payrol] () 7,467,931 15 Minute Gross
g [Net Generation 2,561,906 00 11,016 18 5. [Maintenance Plant Payroll ($) 4,497,781 Max Demand (kW) 495,001
MWh) . 6. JOther Accts. Plant Payroll ($) Indicated Gross
9. [Station Service (%) 9.47 |z y 7. | Total Plant Payroll (8) 11,965,712 Max Demand (kW)
SECTION D, COST OF NET ENERGY GENERATED
NO. PRODUCTION EXPENSE ACCOUNT NUMBER "MO(‘; ')“T ® MILLS! ’:” kWh § ‘“‘CBTU
1. [Operation, Supervision and Engineering 500 1,541,639
2. [Fuel, Coul 501.1 76,472,056 2.43
3. |Fuel, il 501.2 "
4, [Fuel, Gas 501.3 502,473 5.55
5. JFuel, Other 5014
6. Fuel SubTotal (2 thru 5) 501 76,974,529 26.89 2.44
7. |Steam Expenses 502 6,566,348
8. |Electric Expenscs 505 1,947,334
9. |Miscellancous Stecam Power Expenscs 506 2,040,603
10. |Atlowances 509 117, 685
11, JRents 507
12, Non-Fuel SubTotal (J + 7 thru 11) 12,213,609 4,26
13. Operation Expense (6 + 12) 89,188,138 31.16
14. IMaintenance, Supervision and Engineering 510 1,587,444
15, [Maintenance of Structures 511 1,243,736
16. |Maintenance of Boiler Plant 512 8,484,787 ¢
17. [Maintenance of Electric Plant 513 1,529,839
18. Maintenance of Miscellaneous Plant 514 1,995,498
19. Maintenance Expense (14 thru 18) 14,841,304 5.18
20. Total Production Expense (/3 + 19) 104,029,442 36,34
21. [Depreciation 403.1,411.10 4,767,639
22, Jlnmerest 427 6,921,789
23. Total Fixed Cost (2] + 22) 11,689,428 4.08
24, Power Cost (20 + 23) 115,718,870 40,43
Remarks
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UNITED STATES DEPARTMENT OF AGRICULTURE BORROWER DESIGNATION

RURAL UTILITIES SERVICE KY0062
FINANCIAL AND OPERATING REPORT PLANT
ELECTRIC POWER SUPPLY reen
PART D - STEAM PLANT PERIOD ENDED

December, 2010

INSTRUCTIONS - See help in the online application.

SECTION A. BOILERS/TURBINES

FUEL CONSUMPTION OPERATING HOURS
UNIT| TIMES COAL OlL GAS IN ON QUT OF SERVICE
NO.| NO. | STARTED (1000 Lbs,) (1000 Gals.) (1000 C.F) OTHER TOTAL SERVICE [STANDBY| SCHED. | UNSCH.
(@) &) © (@) (e) (1)) ) ) (U] (6)) )
1. 1 10 1,658,255.50 357.37 i 8,401 182 177
2. 2 2 1,694,706.90 95,61 8,682 78
3.
4,
S.
6. ] Total 12 3,352,962 452.98 0.00 o.60
7. JAverage BTU 11,755 137,999.47
8. [Total BTU (10%) 39,414,073.00 62,511
9. {Total Del. Cost ($) 66,777,911 1,033,843.00 \ ¢ L ;»
SECTION A. BOILERS/TURBINES (Continued) SECTION B. LABOR REPORT SEC. C. FACTORS & MAX, DEMAND
UNIT GROSS BTU
NO.] NO. | SIZE (kW) GEN, (MWh) PER kWh NO. ITEM VALUE NO, ITEM VALUE
0] (m) 1) 0
1. 1 250,000 1,931,032.50 i INo. Employces Full-Time
2. 2 242,000 1,963,238.00 i ! lncludepSlfperintendcm) 112 | 1. JLoad Factor (%) B8.60%
-i 2. [No. Emplayees Part-Time 2 |Plant Factor (%) 80.36%
5. Total Employee Running Plant
6. | Total 292,000 3,894,270.50 10,137 3. Hours W(l),rkid 227,899 3. Capacig Factor (%) 92.69%
7. [Station Service (MWh 353,077.50 4 POperating Plant Payroll (3) 7,423,605 4 1 Minute Gross 01 133
g |Net Generation 3 se1.183.00 1114762 5. [Maintenance Plant Payroll ($) 4,832,687 Max. Demand (kW) '
MWh) e ’ 6. [Other Accts. Plant Payroll (8) 5 [mdicated Gross
9 [Station Service (%) 3.07 7. Total Plant Payroll (§) 12,256,292 Max. Demand (kW)
SECTION D, COST OF NET ENERGY GENERATED
NO. PRODUCTION EXPENSE ACCOUNT NUMBER AMO::;‘ ®) MILLSRET kWh S/ nolm“u
1. [Operation, Supervision and Engineering 500 1,880,536
2. |Fuel, Coal 501.1 68,736,596 1.4
3. JFuel, Ol 501.2 1,030,074 16.47
4. |Fuel, Gas 501.3
5. JFuel, Other 5014
6. FFuel SubTotal (2 thru 5) 501 69,766,670 19.70 1.76
7. |Steam Expenses 502 14,101,781
8. [Electric Expensces 505 2,136,552
9. [Miscellancous Steam Power Expenses 506 1,871,473
10. [Allowances 509 38,805
11. [Rents 2
12. Non-Fuel SubTotal { + 7 thru 11) 20,029,147 5.65
13. Operation Expense (6 + 12) 89,795,817 25.35
14. [Maintenance, Supervision and Engineering 510 1,372,653
15. |Maintenance of Structures 1,301,730
16. [Maintenance of Boiler Plant 8,734,818
17. Maintenance of Electric Plant 1,000,630
18 [Maintenance of Miscellaneous Plant 282,608 b, 4
19, Maintenance Expense (/4 thru 18) 12,692,439 3.58
20, Total Production Expense (/3 + 19) A 102,488,256 28.94
21 [Depreciation 403.1.411.10 6,833,287
22. Jinterest 427 8,493,137 X
23, Total Fixed Cost (2] + 22) i 9 15,326,424 4.32
24, Power Cost (20 + 23) Tt 117,814,680 33.26
Remarks
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UNITED STATES DEPARTMENT OF AGRICULTURE BORROWER DESIGNATION
RURAL UTILITIES SERVICE Ky0062
FINANCIAL AND OPERATING REPORT PLANT Reid
ELECTRIC POWER SUPPLY
PART D - STEAM PLANY PERIOD ENDED
INSTRUCTIONS - See help in the online application. becember, 2010
SECTION A. BOILERS/FURBINES
FUEL CONSUMPTION OPERATING HOURS
UNYT| TIMES COAL OlL GAS IN ON OUT OF SERVICE
NO.| NO. |STARTED (1000 L.bs.) (1000 Gals.) (+000 C.F.) OTHER TOTAL SERVICE |STANDBY] SCHED. | UNSCH.
(a) () () ) ()] ()] @) (h) (0] )] *)
{. 1 21 166,041.60 205.32 Sl 3,535 4,710 515
>
3.
4.
S.
6, | Total 21 166,042 205.32 0.00 0.00 3,535 4,710 0 515
7. JAverage BTU 12,460 137,998.22 el . : T S E
8. [fotal BTU (10") 2,060,878,00 28,324 2,097,212}
9 [Total Del. Cost ($) 4,225,725 528,172.00 R S T s
SECTION A. BOILERS/TURBINES (Continued) SECTION B. LABOR REPORT SEC. C. FACTORS & MAX, DEMAND
UNIT GROSS BTU
NO.| NO. | SIZE (kW) GEN., (MWh) PER kWh NO. ITEM VALUE NO. ITEM VALUE
N (m) n) (o
e L [ 1 Jpoa a0
:" 2. [No. Employees Part-Time 2. |Plant Factor (%) 27.92%
5. Total Employee Running Plant
6. { Totat 72,000 176,082.,00 11,910 3. Hours W:rki.d 34,546 3. Capacits Factor (%) 69.18%
7 |Station Secvice (MWh 29.249.00 4 Operaling Mant Payroll (§) 1,137,693 15 Minute Gross
s 4. e 76,900
g et Generation 156.833.00 14 26297 5. [Maintenance Plant Payroll (§) 966,883 Max Demand (kW)
(MWh) e . " I 6. [Other Accts, Plant Payroll (3) 5 Indicated Gross
9. [Station Service (%) 16.61 g‘t‘ Fase ey % ,\ 7. Total Plant Payroli (5) 2,004,576 Max Demand (kW)
SECTION D, COST OF NET ENERGY GENERATED
NO. PRODUCTION EXPENSE ACCOUNT NUMBER "MOE’I’I’;T ®) M“’LS"ZET kwh s/ wiBT”
1. JOperation, Supervision and Engincering 500 301,475 B
2. JFuel, Coal 501.1 4,489,863 2.17
3. JFuel, Ol 501.2 527,931 18.63
4. [Fuel, Gas 501.3
5. fFuel, Other 501.4
6. Fuel SubTotal (2 thru 5) 501 5,017,794 34.17 2.39
7. {Stcam Expenses 502 611,776
8. [Electric Expenscs 505 293,495
9. [Miscellaneous Steam Power Expenses 506 242,834
10. JAHowances 509 80,098
I1. [Rents 507
12, Non-Fuel SubTotal (J + 7 thru 11} 1,529,678 10.41
13, Operation Expense (6 + 12) 6,547,472 44.59
4. [Maintenance, Supervision and Engineering 510 278,009
15, Maintenance of Structures 511 120,544
16. [Maintenance of Boiler Plant 512 1,611,365
17. [Maintenance of Electric Plant 513 242,434
18. [Maintenance of Miscellaneous Plant 514 164,464 g
19, Maintenance Expense (/4 thru 18) 2,416,816 16 .45
20. Total Production Expense (/3 + I9) 8,964,288 61.05
21, IDepreciation 403.1,411.10 405,813
22. |Interest 733,037
23. Total Fixed Cost (2! + 22) 1,138,850 7.75
24. Power Cost (20 + 23) 10,103,138 66.80
Remarks
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UNITED STATES DEPARTMENT OF AGRICUH.TURE BORROWER DESIGNATION
RURAL UTILITIES SERVICE KY0062
FINANCIAL AND OPERATING REPORT PLANT i1 son
ELECTRIC POWER SUPPLY
PART ) - STEAM PLANT PERIOD ENDED
INSTRUCTIONS - Se¢ help in the onlinc application, pecember, 2010
SECTION A, BOILERS/TURBINES
FUEL CONSUMPTION OPERATING HOURS
UNIT | TIMES COAL OIL, GAS IN ON OUT OF SERVICE
NO.} NO. | STARTED {1000 Lbs.) {1000 Gals.) (1000 C.E.) OTHER TOTAL SERVICE [STANDBY| SCHED, | UNSCH.
(a) ) () (G} ) 0 (V4] () (Ui ) &)
1, 1 13 3,059,658.70 626.40 o 8,186 166 408
2. L
3. N
4. ol ;
5. N
6. | Total 13 3,059,658 626 40 0.00 0.00 8,186 o 166 408
7. jAverage BTU 11,867 137,999.68 LSRR L T :
8. [Towl BTU (10") 36,308,970.00 86,442 36,395,413
9. [Total Del. Cost ($) 51,720,521 1,474,433.00 S ; e ' RS
SECTION A, BOILERS/TURBINES (Continued) SECTION B. LARBOR REPORT EC. C. FACTORS & MAX. DEMAND
UNIT GROSS BTU
NO.| NO. } SIZE (kW) GEN. (MWh) PER kWh NO. ITEM VALUE NO, ITEM VALUE
(0] (n) ) (4
440,000 , s . ) -Ti
; ! 3577, 66680 i Tf:bli g‘c"g‘lj’::;nf:: d:::;° 107 Load Factor (%) 89.49%
j A 2 [No Employees Par-Time Plant Factor (%) 92.82%
5. * 5 Total Employee Running Plant
6. | Total 440,000 3,577,666.50 10,173 Hours W(l))rkz!d 17,439 Capacigl;’:clor (%) 99-23%
7 |Station Service (MWh 239,084.70 4 [Operating Plant Payroll ($) 6,719,997 15 Minute Gross
g [Net Generation 3 336.582.10 1o 50146 5. [Maintenance Plant Payroll ($) 2,774,266 Max. Demand (kW) 456,376
(MWh) AR ' : ' 6. [Other Accis. Plant Payroll (%) Indicated Gross
9. [Station Service (%) 668 |FEPs 4| 7. | Total Plant Payroll () 11,494,263 Max. Demand (kW)
SECTION D. COST OF NET ENERGY GENERATED
NO. PRODUCTION EXPENSE ACCOUNT NUMBER "MO(I(’:;T ) M""‘S"ZET kWh s 'OSCBTU
1. Operation, Supervision and Engineering 500 901,334 %
2. [Fuel, Coal 501.1 53,854,493 1.48
3. JFuel, Oil 5012 1,474,433 17.05
4, [Fuel, Gas 501.3
5. |JFuel, Other 501.4
0. Fuel SubT'otal (2 thru 5) 501 55,328,926 16,57 1.52
7. |Stcam Expenses 502 12,957,087
8. [Electric Expenses 505 1,501,144
9. [Miscellancous Steam Power Expenses 506 3,176,108
10. Jallowances 509 165,030
i1. |Rents 507
12 Non-Fuel SubTotal (J + 7thru 11) 18,700,700 5.60
13. Operation Expense (6 + 12) 74,029,626 22.17
14. JMaintenance, Supervision and Engincering 510 707,580
15, Maintenance of Structures 511 1,061,672
16. [Maintenance of Boiler Plant 512 7,983,472
17. [Maintenance of Electric Plant 513 1,325,931 g
18. [Maintenance of Miscellancous Plant 514 335,474 ]
19, Maintenance Expense (74 thru 18) 11,414,129 3.41
20, ‘Total Production Expense (13 + 19) 85,443,755 25,59
21, [Depreciation 403.1.411.10 16,294, 914
22, jInterest 427 22,401,637 X
23. Total Fixed Cost (21 + 22) 38,696,551 11.59
24, Power Cost (20 + 23) 124,140,306 37.18
Remarks
Revision Date 2010
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UNITED STATES DEPARTMENT OF AGRICULTURE
RURAL UTILITIES SERVICE
FINANCIAL AND OPERATING REPORT

ELECTRIC POWER SUPPLY
PART F IC - INTERNAL COMBUSTION PLANT

BORROWER DESIGNATION

KYoa62

PLANT Reid

PERIOD ENDED

INSTRUCTIONS - See help in the online appfication.

December, 2010

SECTION A. INTERNAL COMBUSTION GENERATING UNITS

[Remurks (including Unscheduled Qutages)

FUEL CONSUMPTION OPERATING HOURS
UNIT| SIZE [¢13 D) GAS IN ON OUT OF SERVICE GROSS
NG. | NO. (kW) (1000 Gals.) (1600 C.F) OTHER TOTAL SERVICE |[STANDBY| SCHED, | UNSCH. |[GENER.(MWh}{ PER kWh
(@) 1)) () (@ (e ) [ ) 1))
i 1 70, 000 13.82 110, 881.00 F ) 203 7,919 52 586
2 EEL O
3
4
3, \
6. {Fotal 70,000 13.82 110,861.00 0.00 203 7,813 52 S86
7. {Average BTU 138, 060.78 1,000, 00 Station Service (MWh)
8. [Total BTU (10 1,508.00 110,883 .00 112,785. 00 {Net Generation (MWh)
9. [Total Del. Cost (3) 49,347,00 610,881, 00 Station Service % of Gross 10.73 RIIRERA
SECTION B. LABOR REPORT SECTION C, FACTORS & MAXIMUM DEMAND
NO. ITEM VALUE NO. ITEM VALUE NO. ITEM VALUE
1 [INo Employees Full Time . 1. |Load Factor (%) 1.32%
Include Superintendent) 5. [Maintenance 90,178
Plant Payroll ($) 2 [Plant Factor {%) 1.28%
2. [No. Employees Part Time ¢ [Other Accounts 3. |Running Plant Capacity Factor (%) 55.16%
Total Employec Plant Payroll () ]
3. 1,834 4 |15 Min. Gross Max. Demand (kW) 67,600
Hours Worked Total
4. [Operating Plant Payroll (§) 971 7| ptant Payroii (8) il I3 JIndicated Gross Max. Demand (kW)
SECTION D. COST OF NET ENERGY GENERATED
NO. PRODUCTION EXPENSE ACCOUNT NUMBER AMO&?T ) ""”‘S’N;T (kwny 8/ “"CBTU
1. [Operation, Supervision and Engincering 546 0
2. {Fuel, Ol 547.1 49,347 25.86
3. {Fuel, Gas 547.2 611,254 5.51
4. {Fucl, Other 547.3 0 0.00
5. [Energy for Compressed Air 547.4 0 0.00
6, Fuel SubTotal (2 thru 5) 547 660,601 94.40 5.85
7. [Generation Expenses 548 33,807
8. Miscellaneous Other Power Generation Expenses 549 )
9. jRents 550 o
10. | Non-Fuel SubTotal (J + 7 thru 9) 33,807 4.83
11. | Operation Expense (6 + 10) 694,408 99.23
12. [Maintenance, Supervision and Engineering 551 [
13, Maintenance of Structures 552 0
14, Maintenance of Generaling and Electric Plant 553 792,175
15, Maintenance of Miscellaneous Other Power Generating Plant 554 0
16. Maintenance Expense (12 thru 15) 792,175 113.20
17. | Total Production Expense {1/ + 16) 1,486,583 212,44
18. |Depreciation 403.4,411.10 152,323
19. Interest 427 221,196
20. | ‘Fotal Fixed Cost (18 + 19) 413,519 59,09
21, Power Cost (17 +20) 1,900,102 271.54
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INITED STATES DEPART"MENT.()F AGBICULTURE BORROWER DESIGNATION
RURAL UTELITILS SERVICE KY0O062
FINANCIAL AND OPERATING REPORT
PART H - ANNUAL SUPPLENENT PERIOD ENDED  pecener, 2010
INSTRUCTIONS - See help in the enline application
SECTION A. UTILITY PLANT
BALANCE ADJUSTMENTS BALANCE
ITEM BEGINNING OF YEAR ADDITIONS RETIREMENTS]AND TRANSFERS END OF YEAR
(a) ) ©) (] (9]

1. Tota! Intangible Plant (301 thru 303) 66,895 66,895

2. Total Steam Production Plant (3/0 thru 317) 1,667,805,311 406,077,083 26,8%2,236 1,681,030,128
3. Total Nuclear Production Plant (320 thru 326) 0 0
4. Total Hydro Production Plant (330 thru 337) 3} 0
S, Total Other Production Plant (340 thru 347) 7,927,718 82,633 16,838 7,993,514
6. TomlPmductionPhnt(Z[hruS) 1,675,733,030 40,159,686 26,869,074 1,689,023,642
17 Land and Land Rights (350) 13,409,811 447,004 13,856,815
8. Structures and Improvements (352) 6,540,238 323,952 4,372 6,859,818
9. Station Equipment (353) 108,040,443 14,372,705 310,037 122,103,111
10.  Other Transmission Plant (354 thru 359.1) 89,166,974 6,095,549 393,318 94,869,205

11, Total Transmission Plant (7 thru 10} 217,157,466 21,239,210 707,727 237,688,949
12. Land and Land Rights (360) 0 0

13.  Structures and Improvements {367) 0 0

14. Station Equipment (362) 0 0

15. Other Distribution Plant (363 thru 374) 0 0

16. Total Distribution Plant (/2 thru 15) 0 0

17.  RTO/SO Plant (380 thru 386)

18.  Total General Plant (389 thru 399.1) 18,200,899 891,758 155,084 18,937,573

19. '?;efr‘?i‘;'l“:‘,‘;‘ms‘iu";%‘; 1,911,158, 290 62,290,654] 27,731,885 1,945,717,089

20.  Electric Plant Purchased or Sold (/102) 0 0
21, Electric Plant Leased to Others (164) 0 D
22.  Electric Plant Held for Future Use (J65) 475,968 475,968
23, Completed Construction Not Classified (/06) 19,482,130 (19,482,130) 0
24.  Acquisition Adjustments (//4) 0 0
25.  Other Utility Plant (//8) 0 4}
26.  Nuclear Fuel Assemblies (/20.1 thru 120.4) 0 0
27, Total Utility Plant in Service (19 thru 26) 1,931,116,388 62,290,654 27,731,885 (19,482,130) 1,946,193,027
28.  Construction Wark in Progress (/07) 55,256,847 (382,389) 54,874,458
29. Total Utility Plant (27 + 28) 1,986,373,23% 61,908,265 27,731,885 {19,482,130) 2,001,067,485

SECTION B. ACCUMULATED PROVISION FOR DEPRECIATION AND AMORTIZATION - UTILITY PLANT
RETIREMENTS
COMP, BALANCE LESS NET
ITEM RATE BEGINNING OF ANNUAL SALVAGE ADJUSTMENTS BALANCE
(%) YEAR ACCRUALS @& AND TRANSFERS END OF YEAR
(a) ) ) () [04]

1. Depr. of Steam Prod. Plant (108.1) 1.79 773,418,472 28,388,533 33,168,632 768,648,373

2. Depr. of Nuclear Prod. Plant (108.2) 0 0
3. Depr. of Hydraulic Prod. Plant (108.3) 0 0
4. Depr. of Other Prod. Plant (108.4) 2.40 5,418,913 192,324 21,538 5,589,699
5. Depr. of Transmission Plant (108.5) 2.46 104,212,525 5,061,776 998,343 108,275,958
6. Depr. of Distribution Plant (108.6) 0 0
7. Depr. of General Plant (108.7) 6,114,761 411,177 154,294 6,371,644
8. Retirement Work in Progress (108.8) (123,675) 164,860 (288,535)
o Total Depr. for Elec. Plant in Serv. 889,040, 996 a 888,597,139

(I thra 8)

10.  Depr. of Plant Leased to Others (109) 0 0
t1.  Depr. of Plant Held for Future Use (110) 0 0
12.  Amon, of Elec, Plant in Service (111) 1.88 19,058,504 2,210,414 364,655 20,504,263
13, Amon, of Leased Plant {112) 0 0

14.  Amon. of Plant Held for Future Use 0 0

15.  Amort. of Acquisition Adj. (115) 0 0

16.  Depr. & Amort. Other Plant (119) 0 0

17. Amort. of Nuclear Fuel (120.5) 0 0

18, Yol Prov. for Depr. & Amort. 908,099,500|  36,264,224| 34,862,322 909,501,402

. ($thru 17)
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UNITED STATES DEPARTMENT OF AGRICULTURE BORROWER DESIGNATION
RURAL UTILITIES SERVICE KYQ062

FINANCIAL AND OPERATING REPORT

ELECTRIC POWER SUPPLY PERIOD ENDED
PART H - ANNUAL SUPPLEMENT December, 2010

INSTRUCTIONS - See help in the online application

SECTION B, ACCUMULATED PROVISION FOR DEPRECIATION AND AMORTIZATION - UTILITY PLANT (Continued)

19, Amount of Annual Accrual Charged to Expense 20 Amount of Annual Accrual Charged to Other Accounts 21, Book Cost of Property Retired

$ 33,828,638 $ 2,435,586 $ 27,731,885
22 Removal Cost of Property Retired 23 Salvage Material from Property Retired 24, Renewal and Replacement Cost

$ 7,218,078 $ 84,775 $ 35,645,218

SECTION C. NON-UTILITY PLANT
BALANCE ADJUSTMENTS BALANCE
ITEM BEGINNING OF YEAR | ADDITIONS | RETIREMENTS | AND TRANSFERS END OF YEAR
(a) @) () (a@ (e)

1. NonUtility Property (121)

2. Provision For Depr. & Amort. (122)

SECTION D. DEMAND AND ENERGY AT POWER SOURCES

PEAK DEMAND MONTHLY PEAKS ENERGY OUTPUT
MONTH (MW) DATE TIME TYPE OF READING (MWh)
(a) *) © () ()
i January 1,367 01/05/2010 7 Coincident 1,075,061
2, February 1,327 02/09/2010 i9 Coincident 1,031,187
3. March 1,248 03/04/2010 ? Coincident 1,041,104
4 April 1,146 04/14/2010 18 Coincident 924,053
5 May 1,261 05/26/2010 18 Coincident 975,049
6. June 1,356 06/21/2010 18 Coincident 1,009,947
7. July 1,357 07/15/2010 18 Coincident 1,060,952
8. August 1,393 08/31/2010 17 Coincident 1,080,068
9. September 1,313 09/23/2010 16 Coincident 944,186
10.  October 1,165 10/29/2010 7 Coincident 911,150
11, November 1,225 11/30/2010 21 Coincident 934,161
[2.  Deccember 1,398 12/14/2010 7 Coincident 1,129,359
13. Annual Peak 1,398 | Cooor e o o i 020 Annual Totat 12,116,247
SECTION E. DEMAND AND ENERGY AT DELIVERY POINTS
DELJIVERED TO RUS BORROWERS DELIVERED TO OTHERS TOTAL DELIVERED
MONTH DEMAND ENERGY DEMAND ENERGY DEMAND ENERGY
(MW) (MWh) (MW) (MWh) (MW) (MWh)
{a) ) (c) () (e) ()]
1. January 974 899, 424 1,087 161,098 2,061 1,060,522
2, February 1,024 800,347 1,215 217,565 2,239 1,017,912
3. March 673 825,732 1,068 202,947 1,741 1,028,679
4, April 696 740,345 1,152 173,954 1,848 914,299
5. May 718 798,185 1,334 164,972 2,052 963,157
6. June 611 836,343 1,120 158,763 1,732 985,106
7 July 812 867,160 1,267 173,991 2,079 1,041,151
August 893 872,310 1,496 196,654 2,389 1,068,964
. September 758 787,572 1,223 134,695 1,981 932,267
10.  October 650 772,678 1,183 127,329 1,833 900,007
11, November 822 788,812 1,328 132,376 2,147 921,188
12, December 637 BB9,537 505 236,631 1,142 1,126,168
13, Peak or Total 1,024 9,888,445 1,496 2,080,875 2,389 11,969,420
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UNITED STATES DEPARTMENT OF AGRICULTURE
RURAL UTILITIES SERVICE

FINANCIAL AND OPERATING REPORT
ELECTRIC POWER SUPPLY
PART H - ANNUAL SUPPLEMENT

BORROWER DESIGNATION
KY0062

PERIOD ENDED
December, 2010

INSTRUCTIONS - Reporting of investments is required by 7 CFR 1717, Subpart N, Investment categories reported on this Part correspond to Balance Sheet jtems in Part
A Section B. ldentify all investments in Rural Development with an "X" in column (¢). Both 'Included’ and ‘Excluded’ Investments must be reported. See help in the online

application.
SECTION F, INVESTMENTS, LOAN GUARANTEES AND LOANS
SUB SECTION 1. INVESTMENTS
No Description Included Excluded Income Or Loss Rural Development
(8) ) (5)
() (b} (© (d) {e)
2{Investments in Associated Organizations
United Utility Supply Capital 31,773 0
Ky Assn for Eleciric Coop Capital Credit 15,200 0
Jackson Purchase Capital Credit 0 3,646
Kenergy Capital Credit 0 17,651
Meade County Capital Credit [¢] 958
Rural Cooperatives Credit Union Deposit 5 0
Touchstone Energy (NRECA) Capital Credit 1,742 0
CoBank Capital Credit 0 3,475,487
NRUCFC 0 2,039
Cooperative Membership Fees 2,280 0
ACES Power Marketing Membership Fees 678,000 g
Federated Rural Electric Insurance Exchange Capital 4,713 40,580
Credit
National Renewables Cooperative Organization Capital o 6,234
Credit
Totals 733,713 3,546,595
3jInvestments in E ic Develop t Profects
Breckinridge Co. Development Corp. Stack 5,000 0 X
Hancock Co. Industrial Foundation Stock 5,000 0 X
Totals 10,000 0
410ther Investments
Southern States Coop Capital Credit 5,334 [4] X
Totals 5,334
5|Special Funds
Other Special Funds-Deferred Comp tion 0 204,692 X
Other Special Funds-Economic Reserve’ 11,347,298 109,228,008
Other Special Flﬂg_g-Ruml Economic Reserve 765,918 60,941,045
Other Special Funds-Transition Reserve 699,240 34,580,127
Other Speical Funds-Station Two O&M Fund 150,000 250,000
Totals 12,962,456 205,203,872
6] Cash - General
General Fund 0 1,152
Right of Way Fund 0 1,000
Working Fund 3,725 0
Totals 3,725 2,152
71Special Deposits
TVA Transmission Reservation 572,263 0
Totals 572,263 0
81 Temporary Investments
Fidelity-US Treasury Only (#2014) 0 44 774,114
Totals 0 44.774,114
91 Accounts and Notes Reeeivable - NET
Accts Receivable-Employees Other 752 0 0
Accts Receivable-Employees-Computer Assist Program 20,696 [ 0
Accts Receivable-Other-Oracle 6,942 0 0
Other Accts Receivable-Misc 276,334 0 0
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UNITED STATES DEPARTMENT OF AGRICULTURE BORROWER DESIGNATION
RURAL UTILITIES SERVICE KY00

FINANCIAL AND OPERATING REPORT
ELECTRIC POWER SUPPLY
PART H - ANNUAL SUPPLEMENT

PERIOD ENDED
December, 2010

INSTRUCTIONS - Reporting of investments is required by 7 CFR 1717, Subpart N Investment categories reported on this Part correspond to Balance Sheet items in Part
A Sle_ctiqn B. Identify all investments in Rural Development with an "X’ in column (e). Both 'Included' and ‘Excluded' Investments must be reparted. See help in the online
application.

SECTION F, INVESTMENTS, LOAN GUARANTEES AND LOANS
SUB SECTION L. INVESTMENTS

Accts Receivable-HMPL Sta Two Operation . {549,475} 0

Accts Receivable-HMPL Sta Two Other 783,363 0 0

Accts Receivable-HMPL Litigation 239,666

Totals 778,278 0 0
11§ TOTAL INVESTMENTS (1 thru 10} 15,065,769 253,526,733 0
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UNITED STATES DEPARTMENT OF AGRICULTURE
RURAL UTILITIES SERVICE

FINANCIAL AND OPERATING REPORT
ELECTRIC POWER SUPPLY
PART H - ANNUAL SUPPLEMENT

BORROWER DESIGNATION
KY0062

PERIOD ENDED
December, 2010

INSTRUCTIONS - Reporting of investments is required by 7 CFR 1717, Subpart N. Investment categories reported on this Part correspond to Balance Sheet items in Part
A Section B, Identify all investments in Rural Development with an X' in column (e). Both 'Included’ and 'Excluded’ Investments must be reported. See help in the online

|application.
SECTION F. INVESTMENTS, LOAN GUARANTEES AND LOANS
SUB SECTION 1}, LOAN GUARANTEES
No Organization Maturity Date Original ékmoun( Loan Bsnlance Rural Development
(a) (] ) gd) {e)
TOTAL
TOTAL (Included Loan Guarantees Only)
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UNITED STATES DEPARTMENT OF AGRICULTURE
RURAL UTILITIES SERVICE

FINANCIAL AND OPERATING REPORT
ELECTRIC POWER SUPPLY
PART H - ANNUAL SUPPLEMENT

BORROWER DESIGNATION
K

Y0062

PERIOD ENDED

December, 2010

INSTRUCTIONS - Reporting of investments is required by 7 CFR 1717, Subpart N, Investment categories reperted on this Part correspond to Balance Sheet items in Pan
A Section B, ldentify all investments in Rural Development with an X" in column (e). Both “Included” and "Excluded" Investments must be reported. Sec help in the

online application.

SECTION F, INVESTMENTS, LOAN GUARANTEES AND LOANS
SUB SECTION 111, RATIO

RATIO OF INVESTMENTS AND LOAN GUARANTEES TO UTILITY PLANT
[Tota! of Included Investments (Sub Section I, 11b) and Loan Guarantees - Loan Balance (Sub Section [1, 5d) to Total Utility Plant

(Part A, Section B, Line 3 of this report)]

075%

SECTION F. INVESTMENTS, LOAN GUARANTEES AND LOANS
SUB SECTION 1IV. LOAN

RUS Financial and Operating Report Electric Power Supply — Part H - Annual Supplement

No Organization Matarity Date Origina! Amount Loan (Bsalance Rurzl Development
18] )
{a) (b} {9 (4) e
TOTAL
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UNITED STATES DEPARTMENT OF AGRICULTURE

RURAL UTILITIES SERVICE

BORROWER DESIGNATION

KYO0062
FINANCIAL AND OPERATING REPORT
ELECTRIC POWER SUPPLY PERIOD ENDED
PART H - ANNUAL SUPPLEMENT December, 2010
INSTRUCTIONS - See help in the online application.
SECTION G. MATERIALS AND SUPPLIES INVENTORY
BALANCE PURCHASED & BALANCE
ITEM BEGINNING OF YEAR SALVAGED USED & SOLD END OF YEAR
(a) &) © (&
t Coal 24,496,042 216,712,467 212,598,251 28,610,258
2. Other Fuel 13,333,602 22,469,283 27,084,702 8,718,183
3. Production Plant Parts and Supplics 17,457,066 10,600,761 7,274,249 20,783,578
4, Station Transformers and Equipment 1} i
5. Line Materials and Supplies 741,789 351,949 424,093 669,645
6. Other Materials and Supplies 2,213,683 14,999,978 15,449,232 1,764,429
7. Total {I thru 6) 58,242,182 265,134,438 262,830,527 60,546,093
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UNITED STATES DEPARTMENT OF AGRICULTURE
RURAL UTILITIES SERVICE

FINANCIAL AND OPERATING REPORT
ELECTRIC POWER SUPPLY
PART H - ANNUAL SUPPLEMENT

BORROWER DESIGNATION
KY0062

INSTRUCTIONS - See help in the online application,

PERIOD ENDED

December, 2010

SECTION H, LONG-TERM DEBT AND DEBT SERVICE REQUIREMENTS

No Item Balance End Of Year Interest Principal Tota}
(a) (Billed This Year) (Billed This Year) {Billed This Year)
(b) (c) {d)
1]RUS ()Excludcs RUS - Economic Development 674,895916 33,545,421 38,054,579 71,600,000
Loans
2{National Rural Utilities Cooperative Finance 0 [} 0 0
Corporation
3]CoBank, ACB 0 0 0 0
4| Federal Financing Bank 0 0 0 0
5|RUS - Economic Development Loans 0 0 0 0
6] Payments Unapplied 0
7] Ohio County Kentucky Bonds-Series 1983 58,800,000 1,981,689 0 1,981,689
8] Ohio County Kentucky Bonds-Series 2001 A 0 1,757,075 0 1,757,075
(Footnote)
9] Ohio County Kentucky Bonds-Series 2010A 83,300,000 0 0
(Footnote)
TOTAL 816,995,016 37,284,185 38,054,579 75,338,764
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UNITED STATES DEPARTMENT OF AGRICULTURE BORROWER DESIGNATION

RURAL UTILITIES SERVICE KY0062
FINANCIAL AND OPERATING REPORT
ELECTRIC POWER SUPPLY PERIOD ENDED
PART H - ANNUAL SUPPLEMENT December, 2010

INSTRUCTIONS - See help in the online application.

SECTION 1. ANNUAL MEETING AND BOARD DATA

I Date of Last Annual 2. Total Number of Members 3. Number of Members Present at Meeting 4. Was Quorum Present?
Meeting 9/16/2010 3 3 Yes
5 Number of Members 6. Total Number of Board 7. Total Amount of Fees and 8. Docs Manager Have
Voting by Proxy or Mail Members Expenses for Board Members Written Contract?
0 6 $ 170,785 No

SECTION J. MAN-HOUR AND PAYROLL STATISTICS

1. Number of Full Time Employees 611 | 4 Payrol! Expensed 45,948,181
2 Man-Hours Worked - Regular Time 1,056,303 | 5 Payroll Capitalized 761,826
3 Man-Hours Worked — Overtime 149,985 | 6. Payroll Other 2,691,295
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RURAL UTILITIES SERVICE

FINANCIAL AND OPERATING REPORT
ELECTRIC POWER SUPPLY
PART H - ANNUAL SUPPLEMENT

UNITED STATES DEPARTMENT OF AGRICULTURE BORROWER DESIGNAT]OEYO%Z

INSTRUCTIONS - See help in the online application.

PERIOD ENDED
December, 2010

SECTION K. LONG-TERM LEASES

Ne Name OFf Lessor
(a)

Type Of Property
(b)

Rental This Year
{c)

Louisville Gas & Electric

Interconnect Facilities-Cloverport Sub

20110

TOTAL

21,111
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UNITED STATES DEPARTMENT OF AGRICULTURE
RURAL UTILITIES SERVICE

FINANCIAL AND OPERATING REPORT
ELECTRIC POWER SUPPLY
PART H - ANNUAL SUPPLEMENT

BORROWER DESIGNATION

KY0062

INSTRUCTIONS - See help in the online application.

PERIOD ENDED

December, 2010

SECTION L. RENEWABLE ENERGY CREDITS

BALANCE ADJUSTMENTS BALANCE
ITEM BEGINNING OF YEAR ADDITIONS | RETIREMENTS | AND TRANSFER END OF YEAR
(a) ) ©) {d} ()
1. Renewable Energy Credits
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UNITED STATES DEPARTMENT OF AGRICULTURL

RURAL UTILITIES SERVICL

BORROWER DESIGNATION

KY0062
FINANCIAL AND OPERATING REPOR]
ELECTRIC POWER SUPPLY PERIOD ENDED
PART | - LINES AND STATIONS December, 2010
INSTRUCTIONS - See help in the online application.
SECTION A. EXPENSES AND COSTS
ITEM ACCOUNT LINES STATIONS
NUMBER [G)] ()
Transmission Operation
1. Supervision and Engineering 560 376,043 344,975
2. Load Dispatching 561 1,634,089 R
3 Station Expenscs 562 ! e ] 1,043,674
4, Overhead Line Expenses 563 870,450 C o
5. Underground Line Expenses 564 .
6. Miscellaneous Expenses 566 224,479 216,811
7. Subtotal (! thru 6) L 3,205,061 1,605,460
[ Transmission of Electricity by Others 5635 3,051,502 RS
9. Rents 567 26,460
10, Total Tr ission Operation (7 thru 9) 6,256,563 1,631,920
Transmission Maint
11, Supervision and Engineering 568 247,163 290,759
12, Struciures 569 R 20,997
13, Station Equipment 570 . 1,625,828
14.  Overhead Lines 571 2,174,112 o
15, Underground Lines 572 i
16 Misceltancous Transmission Plant 573 52,860 61,406
17, Total Transmission Maintenance (1 thru 16) ’ 2,474,135 1,998,990
18, Tota) Transmission Expense (/10 + 17) . 8,730,698 3,630,910
19.  RTO/SO Expense — Operation 575.1-575.8 233,099
20.  RTOASO Expense -- Maintenance 576.1-576.5
21, Total RTO/ISO Expense (/9 + 20) ) : 233,098
22, Distribution Expense - Operation 580-589
23, Distribution Expense - Maintenance 590-598
24, Total Distribntion Expense (22 + 23)
28, Totat Operation And Maintenance (J8 + 2/ + 24) 8,963,797 ),630,910
Fixed Costs
26 Depreciation - Transmission 2,678,835 2,382,941
27.  Depreciation — Distribution
28.  Interest - Transmission 2,909,815 3,538,265
29, Interest ~ Distribution
30. Total Transmission (18 + 26 + 28 ) 14,319,348 9,552,116
31. Total Distribution (2¢ +27 +29)
32. Total Lines And Stations (27 +30 + 31) | 14,552,447 9,552,116
SECTION B, FACILITIES IN SERVICE SECTION C. LABOR AND MATERIAL SUMMARY
TRANSMISSION LINES SUBSTATIONS 1. Number of Employees 49
VOLTAGE (kV) MILES TYPE CAPACITY(KVA) ITEM LINES STATIONS
1. 345 KV 68.40 Lo . .
- 13 Distribution Lines 2 Oper Labor 1,853,185 974,249
2. 161 KV 349,60
3. £9 Ky 823:190 14, Total (72 + 13) 1,265.50 | 3 Maint Labor 1,183,209 1,483,952
4, 138 KV 14,40
Z: 15 S('ﬁ‘;‘:;i‘ng Plants 1,879,800 | 4 Oper Material 4,636,477 657,672
;' 16. Transmission 3,540,000 | S Maint Matcriat 1,290,836 515,037
9. 17 Distribution _ SECTION D, OUTAGES
10. 1. Total 251,160,110
11, 18. Total (/5 thru 17) 5,419,800 2 Avg. No. ()F'Dislribulion Consumers Served 112,413.00
12. Total {J thru 1l) 1,265.50 3. Avg. No. of Hours Out Per Consumer 2.20
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Proposal to Conduct a Depreciation Study

for

Big Rivers Electric Corporation
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ALI?I\LANCE

CONSULTING GROUP
June 7, 2010

Big Rivers Electric Corporation
Attn: Purchasing Department
201 Third Street

Henderson, KY 42419

RE: Invitation to Propose - Depreciation Study
To Whom It May Concern:

Alliance Consulting Group (“Alliance™) is pleased to respond to this Invitation to Propose
(“RFP”) to conduct a comprehensive depreciation study for Big Rivers Electric Cooperative,
Inc. (“Big Rivers”) assets. We understand that you are requesting a consultant to conduct and
support a depreciation study to determine the appropriate capital recovery requirements for Big
Rivers’ properties. We understand the results of this study will require approval from both the
Rural Utilities Service (“RUS™) and the Kentucky Public Service Commission (“KPSC”) and
needs to be completed on or before October 15, 2010.

Alliance Consulting Group is one of the premier consulting firms serving the natural gas and
electric industries in the United States. Our firm's experience as utility personnel and as
consultants gives us a strong background into the requirements of utilities including hands on
experience with utility assets. With the engagement partner having years of experience as an
Accounting Manager for a large regulated electric utility, we clearly understand the goals and
objectives of utilities.

Our approach, qualifications, professionalism, resources and dedication will be utilized to see
this engagement through to a successful completion. We look forward to the opportunity to
serve you.

Yours truly,

' B
Dane A. Watson, PE CDP
Partner - Alliance Consulting Group



Section 1 — Company Profile

Section 1.1 —- Background

Alliance Consulting Group is a Texas limited partnership formed in 2004 by Dane Watson and
has two full-time Senior Consultants, Dr. Karen Ponder and Rhonda Watts. Alliance is
dedicated to providing quality consulting and expert services to the utility industry. Our
professionals have over one hundred years of combined experience around the utility industry,
and we have been employed in the industry as utility employees and consultants. Alliance has
the necessary resources to perform the services required by Big Rivers, and we have
demonstrated our ability to perform such services for many highly-satisfied clients. We have a
proven track record of winning our issues at regulatory commiissions by gaining a deep
knowledge of our subject matter, doing our research on the issues-at-hand, and committing our
100% effort to proving and supporting our arguments.

Alliance Consulting Group has been in business for nearly 7 years. As seen by the list of
recent engagements, our company has clients across the US and continues to grow each year.
We are a stable, financially secure company with continued expectations for significant growth
in the future. We are not engaged in any litigation relevant to the scope of this request. As
seen by our recent engagement list, we provide services to a number of regulated natural gas
utilities across the country. Attached as Appendix C is a list of our most recent depreciation
engagements where Alliance Personnel have participated in the depreciation area.

General Information

A. Company Name: Legal Name - MAC Consulting LP,
DBA - Alliance Consulting Group
B. Mailing Address: 1410 Avenue K
(and Physical Address) Suite 1105-B
Plano, Texas 75074
C. Telephone Number: " Phone: 214 473-6771 x10
D. Fax Number: 214 279-0535
- E. URL: www.alliancecg.net
F. Primary Contact Name: Mr. Dane Watson, PE CDP
G. Telephone Number: Phone: 214 473-6771 x10
H. Alternate Number: Cell: 214 316-1444
L Contact e-mail: dwatson(@alliancecg.net



http://www.alliancecg.net
mailto:dwatson@alliancecg.net

Section 1.2 — Personnel Experience

Alliance’s project team will consist of three highly experienced consultants. Although we do
not anticipate using other consultants during this engagement, additional Alliance personnel
are available to provide backup and additional assistance to this project, as needed. Brief
descriptions of each Alliance consultant who will participate in this project are provided
below. Resumes of each of these individuals aré provided in Appendix A to this proposal.

- As the Partner/Principal of Alliance, Mr. Watson is ultimately responsible for the services we
provide. Mr. Watson will be part of the initial consultations with managément, interviews, site
visits and ultimately making the depreciation recommendations. Mr. Watson can/will provide
Expert Witness testimony if needed. He was previously employed as a Property Accounting
Services Manager for TXU and has twenty years experience at a Fortune 100 utility in
property accounting, depreciation and valuation. He has managed fixed asset accounting for
regulated entities and non-regulated entities. He has an industry-wide reputation with
significant experience as an expert witness in depreciation, valuation and rate base areas and
has provided testimony and support in many state regulatory commission dockets. Mr.
Watson is a Licensed Professional Engineer in the State of Texas (PE) and a Certified
Depreciation Professional (CDP). The attached resume provides a more complete description
of Mr. Watson’s experience.

With our team approach at Alliance, Dr. Karen Ponder and Ms. Rhonda Watts, both Senior
Consultants, will be working on this project. The following provides a brief summary of their
background and experience in the field of depreciation and utility related issues. Resumes
have been provided ‘

Dr. Karen Ponder, Senior Consultant, will participate in the various activities related to the
completion of the depreciation study from start to finish and any necessary regulatory work.
Dr. Ponder can also provide Expert Witness testimony if needed. Karen has over thirty years
of experience in utility financial matters. Dr. Ponder has a doctorate degree in engineering
valuation from Iowa State University. She is considered a subject matter expert in
depreciation and capital recovery in the utility industry and has performed studies for regulated
entities involving gas, electric and mining properties. She has provided support during rate
case litigation including study write-up, testimony, and responses to interrogatories. She was
an instructor for many years at Depreciation Programs, Inc. in Kalamazoo, Michigan. Dr.
Ponder’s resume is attached for your information and reference.

Rhonda Watts, Senior Consultant, will also participate in the various activities related to the
completion of the depreciation study and any necessary regulatory work. Ms. Watts can also
provide Expert Witness testimony if needed. Rhonda has nearly twenty years of experience in
utility accounting, depreciation and regulatory matters. She is considered a subject matter
expert in depreciation and capital recovery in the utility industry and has performed studies for
regulated entities involving property of gas, electric, water and communication utilities. She
has provided support during rate case litigation including study write-up, testimony, and
responses to interrogatories. Rhonda’s resume is attached for your information and reference.
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Section 1.3 — Customer References

We have provided in Appendix B the names and contact information of three companies we
have recently completed depreciation studies for as well as provided regulatory support
through the filing of written testimony, responses to data requests and settlement discussions.
We believe their scopes of work are similar to what Big Rivers is requesting in this RFP.

Section 2 — Proposal Deliverables

Section 2.1 — Scope of Work

The scope of this engagement is to perform a comprehensive depreciation study for all
facilities accounted for in accotdance with RUS Bulletin 1767B-1, Uniform System of
Accounts as provided in Exhibit B of the RFP for Big Rivers. We will discuss our approach to
performing a depreciation study in more detail in Section 2.3 but the following is a broad
overview of the items to be included in the study and as requested in the RFP.

e Discuss each facilities design and equipment supply;

e Review Big Rivers’ retirement records and history of Big Rivers’ assets;

e Review and analyze current operating and maintenance programs as well as each
facilities current operating conditions;

e Review and analyze external or environmental factors that may impact the
determination of life expectancy and impact on the depreciation rates;

e Provide an estimate of the remaining service life of each generation facility
incorporating Company plans and expectations and external factors noted above;

e Review the adequacy of Big Rivers’ current depreciation rates, procedures and
depreciation reserves;

e Final recommendations on what changes, if any, shiould be made to Big Rivers’
depreciation rates, methods and procedures for adequate and timely recovery of capital
assets in accordance with RUS and KPSC rules and regulations; and

e Suppoit the depreciation rate recommendations, which result from the study to the
RUS and KPSC and other interested parties where agreements require such support.
Such support can include written and oral testimony and respons¢ to information
requests in support of the results and récommendations of the study.



Section 2.2 — Project Team Organization

Alliance’s project team will consist of three highly experienced consultants as shown in the
diagram below.

Our core team has extensive experience serving electric and gas utilities, specifically
developing and testifying on depreciation studies to determine capital recovery requirements
and consulting on other fixed asset related issues.



Section 2.3 - Methodology, Standards and Procedures

Approach
Our approach has been used successfully in numerous depreciation studies and is a standard

methodology used in the industry. In undertaking this study for Big Rivers, we anticipate
performing the following procedures.

e  Collect historical retirement and net salvage transactional data as well as current surviving
plant balances and reserve balances by account and function and reconcile to books and
records of Big Rivers as of December 31, 2009 and load data into system;

o Perform statistical analysis of data for life and net salvage for transmission, distribution,
and general plant assets;

e In conjunction with Big Rivers’ personnel, determine if there have been situations which
required data adjustment: sales, reimbursed retirements for relocations, and/or outliers.
Conduct site visits and discussions with operations, maintenance and accounting personnel;
Analyze operating and maintenance programs and external and environmental factors that
may affect the depreciation study;

o . Make evaluation of statistical data analysis along with information from Big Rivers’
personnel during site visits to make life and net salvage depreciation parameter selections;

e Perform preliminary calculation of book depreciation accrual rates.

o Review assumptions and preliminary results with Big Rivers;

Calculate annual depreciation expense accrual and rates for Electric Production,
Transmission and General Plant;

e Provide final depreciation study report and supporting workpapers documenting method,
process and results; and

e Examine precedents and positions taken in prior Big Rivers’ proceedings with the
regulatory entities which have oversight of Big Rivers.

In addition to depreciation expertise, our depreciation professionals bring a strong
understanding of engineering and accounting issues, and property accounting expertise.
Through interaction with Big Rivers’ staff, we will couple our expertise in depreciation theory
with knowledge of the property being studied, Big Rivers’ policies and procedures, and
general trends in technology and industry practice.

We utilize the PowerPlant depreciation study module. If you use PowerPlant fixed asset
accounting module, we can provide a data extract to move data to us and then back to the
Company which will simplify and streamline data exchange process.

There will likely be potentially contentious issues arising out of this study in any contested
hearing. Our goal will be to foresee these issues and proactively provide the fullest support
possible within the study report to explain and counter many of the objections before they
become contested issues. Everyone named in Section 2.2 will be involved throughout the
study process and can provide assistance to Big Rivers in support of the study through the
regulatory phase.




Project Plan :
These depreciation studies will encompass four distinct phases. The first Phase involves

analysis of precedents, Company policies, data collection and field interviews. The second
Phase involves initial data analysis.” The third Phase evaluates this information and analyzes
the data. Once the first three stages are complete, the fourth Phase will begin. This Phase
involves the calculation of depreciation rates and the documentation of the corresponding
recommendations.

Phase 1

During the Phase 1 data collection process, historical data (for example, transactional data and
balances by FERC account and depreciation study databases retained from previous studies)
will be requested from Big Rivers’ personnel. Alliance uses the PowerPlant Depreciation
Module as its analysis tool. For Big Rivers’ property, we will request information regarding
unusual plant activity: sales of facilities, unusual events such as account classification change,
information regarding retirements and amounts received for relocations of facilities. Alliance
will reconcile this data to validate against historical data from other sources, historical general
ledger sources, and field personnel discussions. To analyze large data sets developed from
CPR history, we will use Microsoft Access and Excel to combine data, either by plant account
or property unit. This data will be reviewed extensively to format and to begin examination
for unusual activity (such as outliers, one time events or other anomalies) by running basic
levels of statistical analysis on the transactions. Removing anomalous data allows us to focus
on interpreting results from normal retirements. As part of the Phase 1 data collection process,
discussions will be conducted with engineers and field operations personnel to obtain
information related to their expectations for the life of the assets, the operations and
maintenance practices related to the assets, changes in construction practices or any change in
usage of the assets. This is helpful in formulating realistic life and salvage recommendations
in this study. Information gleaned in these discussions will be mcorporated in the selection of
life and net salvage parameters.

Phase 2

Phase 2 is where the life analysis is performed. Depending on how the historical data has been
maintained we will perform either Actuarial Analysis or Simulated Plant Record (SPR).
Phases 1, 2 and 3 may overlap to a significant degree. The detailed property records
information gathered in Phase 1 is used in Phase 2 to develop observed life tables for life
analysis and statistics. Data from larger data sets will be formatted and input into software
from PowerPlant. Within the depreciation module, we will analyze the historical data.
Throughout the process of life and net salvage analysis, we will rely on Big Rivers to answer
our interrogatories, provide access to field and operations personnel, and assist in scheduling
field trip visits to inspect facilities. '

For Production facilities, the life span procedure will be used for the components that are
expected to have a retirement date concurrent with the planned retirement date of the
generating unit. The terminal retirement date refers to the year that each unit will cease
operations. The terminal retirement date, along with the interim retirement characteristics of
the assets that will retire prior to the facilities ceasing operations describes the pattern of
retirement of the assets that comprise a generating unit. The estimated terminal retirement
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dates for the various generating units will be determined based on consultation with Big
Rivers’ management, financial, and engineering staff.

Actuarial analysis (retirement rate method) will be used in evaluating historical asset
retirement experience for Transmission assets where vintage data are available and sufficient
retirement activity is present. Actuarial data analysis develops observed life tables. All
accounts eligible for actuarial analysis will be analyzed using retirement rate computations.
Extensive computer fitting capabilities exist to minimize least squares difference or perform
polynomial fitting. Alliance uses this information in conjunction with visual fitting to develop
historical life analysis. Placement bands and experience band analyses will also be performed.
The results of the analysis will be to find a range of lives and retirement characteristics for
each account based on the historical data. It may be necessary to cycle back to Phase 1 or 2
based on additional input needed in the evaluation process performed in Phase 3. For some
accounts where insufficient history exists to conduct historical life analysis, we will examine
precedents, similar accounts, and judgment to develop life estimates for those accounts.

If SPR data analysis is required due to the unavailability of vintaged (actuarial) transactional
data, the balances approach is one of the commonly accepted approaches to analyze mortality
characteristics of utility property. In this method, an Iowa Curve and average service life are
selected as a starting point of the analysis and its survivor factors applied to the actual annual
additions to give a sequence of annual balance totals. These simulated balances are compared
with the actual balances by using both graphical and statistical analysis. Through multiple
comparisons, the mortality characteristics (as defined by an average life and Iowa Curve) that
are the best match to the property in the account can be found.

Preliminary net salvage analysis will be conducted which consists of compiling historical
salvage and removal data by functional group and plant account to determine values and trends
in gross salvage and removal cost. Again, sales or other anomalous events will be removed
from the study data base as possible. Analysis will be performed to calculate the net salvage
values expected at the average age retirement of assets. This information will then be carried
forward into Phase 3 for the evaluation process.

Phase 3

Phase 3 is where the historical analysis is combined with future expectations for the property
to determine the life and Iowa curve that best models the future retirement pattern of the assets
within an account. The evaluation process will synthesize analysis, interviews, and experience
with like assets and operational characteristics into a final selection of asset lives and net
salvage parameters using Actuarial Analysis as the basis. The historical analysis from Phase 2
is further enhanced by the incorporation of recent or future changes in the characteristics or
operations of assets that were revealed in Phase 1. The preliminary results will then be
discussed with accounting and operations personnel to allow validation (from the Company’s
perspective) of the assumptions made in the study and for the Company to gain a level of
comfort with the preliminary study results. An evaluation of property units and mass asset
retirement methodology will also be made in this phase.
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Phase 4

Finally, Phase 4 involves calculating depreciation accrual rates, cost of removal rates, salvage
rates for all asset groups, making recommendations, and documenting the conclusions in a
draft final report which is reviewed by Company personnel in each jurisdiction. With input
from Company personnel, a final report will be published and presented to the Company along
with supporting work papers and a data extract from the PowerPlant Depreciation Module can
be provided. Any required testimony and other work related to litigation will be developed
after the completion of Phase 4.

Section 2.4 — Schedule

Timeline
Below is a draft timeline for the study. Individual activities (such as site visits) will be
adjusted to fit Company requirements.

Big Rivers Electric Corporation
Timeline - Depreciation Study
Month June July August September _ October
Activity Week 4 2 3 4 5 1 2 3 45 1 2 3 4 1 2

Request Accounting Information X
Data Collection, Reconciliation & Load ’ X1 X
Data Analysis , X{X]X] X
Life and Net Salvage Analysis X X]|X
inferview Personnel & Site Visit X
Evaluation XIX|X] X
Preliminary Rate Calculatlons B X
Review Preliminary Results ‘ _ X
Calculate Final Depreciation Rates X
Prepare Preliminary Report & Draft Testimony X X|X].
Finalize Report and Deliver X| XIX

Participation of Utility Personnel

The active participation of utility personnel is critical to the thoroughness and accuracy of the
depreciation study. We understand that Big Rivers has experienced personnel available help
with this engagement. Understanding that patticipation by company personnel is generally
over aid above their normal work effort, Alliance will be diligent in minimizing the time
requirements as much as possible while maximizing Big Rivers’ ability to contribute to the
outcome of the study through their personnel’s experience, detailed understanding of Big
Rivers ° system and their knowledge of the Company’s depreciation history.

At the beginning of the engagement, Alliance will provide a detailed data request describing
the types and level of accounting information needed for the study. The list of items requested
will include historical asset transactional information related to additions, retirements, salvage
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and removal cost, plant and reserve balances. Our requests for information will also include
accounting policy information, historical and future capital budgets, and operations policy
information. In addition, periodic emails or phone calls may arise as questions develop when
the studies are underway. Discussions with Big Rivers operational and field personnel in
interviews as well as site visits and field trips will come into play. As we develop an
understanding of factors that might impact life and net salvage characteristics of Big Rivers'
plant, interviews will be sought from a range of Big Rivers' personnel, from engineering
standards, to procurement, to resource recovery, to environmental. We go beyond the process
of looking at numbers to determine how gross salvage and removal cost amounts are
determined within the accounting system and affected by changes in operations. Many times
accounting results do not tell the whole story, and operations personnel are key to détermining
if any process improvements can be made. Alliance will rély on Big Rivers to assist in
scheduling interviews with key operational personnel, to assist in scheduling site visits and
field trips as well as sharing detailed information concerning the Company’s asset history. An
active and detailed review and discussion of the preliminary results of the study is also
expected.

Section 2.5 — Pricing

Alliance has developed a price estimate for the requested professional services as well as
estimated travel expenses and PowerPlan software licensing fees. We propose to bill on a time
and expense basis at the end of each calendar month after the start of the project. Travel
expenses will be billed at cost, as incurred. Work (as directed and authorized by the
Company) outside of the scope will be billed monthly at Alliance’s standard rates (shown
below).

We estimate our Professional Service fees, based on the scope included in Big Rivers’ RFP
related to conducting the depreciation study, to be $43,125. We do not expect to exceed this
estimate. Agreement by both parties would be obtained for time incurred and billed above this
estimate.

This price is calculated with 74 hours for Mr. Watson and 159 hours for Dr. Ponder and/or Ms.
Rhonda Watts at the billing rates shown in the cost estimate on page 13 of this proposal. This
includes all professional fees related to the development of the depreciation study and work
papers. Detailed time estimates for Mr. Watson and Dr. Ponder and/or Rhonda Watts on
which this price is based are shown on page 13 of this Proposal.

In an effort to provide an estimate of total cost, we have estimated travel expenses to be
approximately 10% of Professional Fees or approximately $4,313. However, as previously
stated these will be billed at cost, when incurred. The PowerPlant Depreciation Module
royalty fee (software licensed by Alliance from PowerPlant) is estimated at $2,000 and will be
billed separately if Big Rivers does not own the PowerPlant Depreciation Module.

Due to the highly variable nature of the work effort related to litigation or the regulatory phase,
the above price range does not include an estimate of cost for those services. Activities such
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as testimony, interrogatories, rebuttal testimony and all other regulatory related services, after
the preparation of study, will be based on Alliance’s standard hourly billing rates shown below
with any expenses billed at cost.

Partner $250

Senior Consultants  $175
’ Administrative $ 50

This pricing structure is valid for the longer of the duration of the project or one year.

. Partner Consultant Admin, Total
. Activity
Request initial data feed 1 1 2
Planning and discussions with Company 2 2 4
Reconciliation, analysis and load data, 2 24 26
Conduct life analysis and salvage and removal analysis 2 32 34
Conduct Interviews and field visits 24 0 24
Conduct Evaiuations 24 12 36
Calculate praliminary rates . 4 16 20
Review prefiminary rates with the Company 4 4 8
Prepare Report & Direct Testimony 8 20 12 40
Re-run analysis and update as needed. ) 1 8 9
Preparation of work papers; submit final report and draft of testimony 2 16 8 26
Total Estimated Hours 74 135 20 . 229
Hourly Rates §  250.00 $ 175.00 $ 50.00

Total Estimated Cost $ 18,500.00 $ 23,625.00 $ 1,000.00 $ 43,125.00

Travel & Out of Pocket Expenses - 10% $ 4,312.50

Total Estimated Project Costs $§ 4743150

Section 2.6 - Potegtial Conflicts of Interest

We do not have any conflicts or potential conflicts of interest.
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Appendix A - Project Team Resumes

Dane A. Watson, P.E., MBA, C.D.P.
Managing Partner, Alliance Consulting Group

PROFILE

RELEVANT
EXPERIENCE AND
ACCOMPLISHMENTS

24 years experience in utility property accounting, depreciation and valuation.
Industry wide reputation with significant experience as Expert Witness in
depreciation, valuation and rate base areas.

Proven experience in effectively merging property systems and reengineering
processes/systems to achieve significant cost savings.

Goal-oriented, “outside-the-box™ thinker with demonstrated strong leadership
capabilities.

Organized, highly motivated, and focused problem solver.

DEPRECIATION & ASSET ACCOUNTING

Conducted depreciation studies for generation, electric transmission, electric
distribution, gas transmission, gas distribution, and mining companies and supported
in numerous Commission dockets.

Led or served in numerous national industry roles related to depreciation and
property accounting including twice chairing the Plant Accounting and Valuation
Committee of the Edison Electric Institute.

Served as gas and electric industry Project Manager for the implementation of SFAS
143.

Served as general editor for “Introduction to Depreciation and Net Salvage”.
Managed fixed asset accountirig; depreciation accounting and analysis, lease
accounting, inventory accounting, transportation accounting and records
management for one of the largest electric and gas utilities in the US.

SYSTEM/PROCESS REENGINEERING

Reengineered fixed asset process and managed redesign of a Fixed Asset system to
create a $1.5-$2.0 million savings per year.

Designed and implemented a new leased asset tracking and payment system that
enabled reduction of errors in lease payments by $3-$4 million per year.

Designed and implemented an internal shared asset tracking and allocation system to
meet stringent affiliate transaction rules.

Championed, designed and implemented imaging system to replace paper and
microfilm document storage system saving over $1 million per year.
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EMPLOYMENT 2004-present Partner
HISTORY Alliance Consulting Group, Plano, TX

1996-2004 Manager of Property Accounting Services
TXU Business Services, Dallas, TX

Testified in 15 rate or restructuring proceedings before various
Commissions including the Texas Railroad Commission, the Texas
Public Utilities Commission and the FERC. Led Sarbanes-Oxley
implementation for property processes. During tenure, increased
scope to managing all fixed asset and construction accounting,
inventory accounting, transportation accounting, fixed asset
accounting systems. Led efforts to convert 14 companies to a new
fixed asset system. Restructured valuation system to provide 90%
faster response time. Implemented new construction/ fixed asset
systems that facilitated a 12 FTE reduction in staff. Built state-of-
the-art lease accounting system to handle reporting and payment of
all TXU leases. Built highly automated imaging system to replace
microfilm and paper document storage and retrieval system

" reducing costs and shortening response time.

1992-1996 Technical Support Manager
Texas Utlities Generating Company Dallas, TX
Managed group responsible for depreciation and valuation analysis
for TXU. Responsible for teaching and running engineering
economics analysis for large capital projects. Managed nuclear
plant decommissioning studies, and electrical line loss allocation
studies.

1985-1992 Associate Engineer to Senior Engineer
Texas Utilities Generating Company Dallas, TX
Given increasing responsibility related to depreciation and
valuation program creation, valuation analysis, depreciation
analysis, training TXU employees in engineering economics, report
preparation, writing and supporting depreciation testimony before
the Texas Public Utilities Commission.

EDUCATION M.B.A,, General Business, Amberton University, Garland, TX.
B.S., Electrical Engineering, University of Arkansas Fayetteville

il‘gg?nnss AND Professional Engineer (TX) e Certified Depreciation Professional e Institute of Electronics
and Electrical Engineers (“IEEE”) Dallas Young Engineer of the Year ¢ IEEE 3+
Millennium Medal e Senior Member of IEEE e IEEE Chair and Region 5 Audit
Committee Chair e Twice Chair of the Edison Electric Institute (EEI) Property
Accounting and Valuation Committee ¢ Board member of the Society of Depreciation
Professionalse Past President Society of Depreciation Professionals
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Karen Hallaman Ponder
Seénior Consultant

Alliance Consulting Group
1410 Avenue K, Suite 1105-B
Plano, TX 75074
Phone 214 473 6771 Fax 214 722 0363
www.utilityalliance.com

Previous
experience:

Property Accounting Specialist
TXU Business Services

Faculty Member
Depreciation Services, Inc.

Experience includes:

Performed depreciation studies for régulated entities, involving property of
various types: electric generation, electric transmission and distribution,
gas distribution, gas transmission, and mining. Conducted statistical
analysis of life and net salvage components. Incorporated knowledge of
equipment failure, new technological trends, and company practice to
develop life and net salvage estimates. Provided support during rate case
litigation including study write-up, testimony, and responses to
interrogatories.

Taught classes for training seminar on public utility depreciation practices
to participants from the United States and Canada for Society of
Depreciation Professionals and nationally recognized seminar.

Developed algorithms for computerization of equal life group depreciation
and reserve allocation methodologies used in regulatory proceedings.
Monitor the capital recovery patterns of domestic TXU companies, both
regulated and non-regulated. Analyze activity for forecasting purposes and
compliance with GAAP. ‘

Performed periodic valuations of company property such as unbundling of
company assets, sale or transfer of assets, and economic analyses.
Developed and maintained client relationships in the course of special
projects, valuation requests, or depreciation studies.

Conducted special analyses of historic or current property transactions.
This frequently involved the identification of data from archive retrieval or
accessing data from computer systems no longer in use.

Coordinated response to external consultants and company personnel for
domestic companies in fair market value studies.

Subject matter expert for depreciation theory and property accounting data
to TXU groups (regulatory, property tax, and risk management).

Subject matter expert for detérmining the impact of accounting policy
decisions on capital recovery.

Maintained databases for depreciation studies for all regulated entities and
generation assets.
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(Continued)

e Developed course materials for seminar classes. Subject matter included
dctuarial analysis, simulated plant record method, depreciation systems,
and net salvage estimation,

e Subcontractor and subject matter expert to accounting firm during a
consulting engagement. Developed a cost of service study for Texas water
utility. Performed depreciation study on water utility plant.

e Econoinic research department - load forecasting and time series analysis.

e Budgets - developed in-house program for analyzing construction budgets.
Produictivity studies on corporate performance.

Education: Iowa State University, Ph.D., Industrial Engineering
Towa State University, M.S., Statistics
McNeese State University, B.S., Mathematical Statistics
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Rhonda Watts
1410 Avenue K, Suite 1105B, Plano, Texas 75074
(214) 473-6771 rwatts@alliancecg.net

Professional Experience:

Alliance Consulting Group — 5/09 to present
Ms. Watts is a Senior Consultant responsible for depreciation study related activities.

Deloitte & Touche LLP - §/96 — 4/09

Ms. Watts was a Senior Manager in the Energy and Resources Group. She concentrated in the areas of
depreciation and fixed asset accounting systems. She dealt with the principles and procedures of capital
recovery, utility organization, accounting and information systems and regulatory practices.

Major Projects

® Assisting various audit teams in the review of client’s implementation of FASB Interpretation
No. 47. This review encompasses the company’s processes, assessments, calculations and
supporting documentation.

@ Managed teams in the conduct of Sarbanes Oxley Section 404 readiness testmg for this
international advertising, marketing and communication services companies in 2004 and 2005.

e Conducted multiple depreciation studies and assisted in regulatory support through information
discovery and rate proceedings for various electric, gas and/or water utility companies.

Nevada Power Company

Prior to her association with Deloitte & Touche, Ms. Watts was employed by Nevada Power Company
for six years. She had a variety of assignments and responsibilities, including plant capitalization and
depreciation study update; fuel inventory accounting for generation; and analysis and preparation of
regulatory compliance reports, rate case schedules and data request responses.

UNLY Foundation

Ms. Watts held the primary accountant position at the UNLV Foundation prior to her employment with
Nevada Power Company. She was responsible for the proper processing and accounting for donations
to the Foundation in support of academic excellence. Other responsibilities included compilation of
financial reports, which were presented to the Board of Directors and Trustees.

Education

o University of Nevada, Las Vegas, B.S., Business Administration, Accountmg and Finance
emphasis

Certifications and Memberships

e Member of the American Gas Association and Society of Depreciation Professionals

o Past President of the Society of Depreciation Professionals
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Appendix B — References

Company: Consumers Energy

Project Description: Depreciation Studies — Gas & Electric
Project Timeframe: 2005 to present

Client Contact: Jan Anderson (517) 788-2285

Client Address: One Energy Plaza EP9-284, Jackson, MI 49201

Company: Xcel Energy Services

Project Description: Electric and Gas Depreciation Studies

Project Timeframe: Mid 2005 to present

Client Contact: Lisa Perkett (612) 330-6950

Client Address: 414 Nicollet Mall, 4th Floor, Minneapolis, MN 55401

Company: Oncor Electric Delivery

Project Description: Depreciation studies, Prepared tcstlmony and PP&E schedulés, FAS
143/FIN 47 analysis, nuclear decommissioning coordinator

Project Timeframe: 2004-present

Client Contact: Keith Pruett (214) 486-2180

Client Address: 1601 Bryan Street EP 23, Dallas, TX 75201
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Appendix C — Recent Alliance Depreciation Engagements

Asset Docket (If
Location | Commission Applicable | Company | Year Description
Michigan
Public
Service Electric Depreciation
Michigan ‘Commission In Progress | Edison Sault 2009 Study
' Utility
Services of Water Depreciation
Alaska In Progress Alaska 2009 |. Study
' AGL - ‘ ' '
Chattanooga
Tennessee In Progress Gas 2009 | Gas Depreciation Study
Michigén '
Public Consumers Ludington Pumped
Service Energy/ Storage Depreciation
Michigan Commission . U-16055 DTE Energy | 2009 Study
Michigan ' ’
Public
Service Consumers Electric Depreciation
Michigan Commission = U-16054 Energy 2009 Study
Michigan '
Public Michigan Gas
Service Utilities
Michigan Commission U-15963 Corporation | 2009 | Gas Depreciation Study
' Generation Depreciation
New York PSNY NA Key Span 2009 Study
: Michigan Upper
Public Peninsula
Service Power Electric Depreciation
Michigan Commission U-15989 Company 2009 Study
Railroad B '
Commission Shared Services
Texas of Texas 9869 Atmos Energy | 2009 Depreciation Study
Mississippi
Public CenterPoint
Service Energy
Mississippi Commission  09-UN-334 Mississippi 2009 | Gas Depreciation Study
Railroad CenterPoint
Commission Energy
~ Texas of Texas 9902 Houston 2009 Gas Depreciation Study
' Cedar Falls Telecommunications,
Iowa NA _ Utility_ 2009 | Water, and Cable Utility
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Asset Deocket (If
Location | Commission Applicable | Company | Year Description
Colorado
Public Electric Depreciation
Utilities Public Service Study
Colorado Commission  09AL-299E of Colorado 2009
Louisiana :
Public
Service Electric Depreciation
Louisiana | Commission U-30689 Cleco 2008 Study
Electric Production,
Public Utility Transmission,
Commission Distribution and General
Texas of Texas 35763 SPS 2008 | Plant Depreciation Study
Electric, Gas, Steam and
' Common Depreciation
Wisconsin Wisconsin 05-DU-101 | WE Energies | 2008 Studies
Arizona
Arizona NA NA Public Service | 2008 | Fixed Asset Consulting
Multiple Constellation Generation Depreciation
States NA NA Energy 2008 Study
North Dakota
Public
Service Northern
North Dakota | Commission  PU-07-776 | States Power | 2008 Net Salvage
New Mexico
Public ,
Regulation 07-00319- Testimony -
New Mexico | Commission UT SPS 2008 Depreciation
| Railroad '
Multiple Commission 2007- Shared Services
States of Texas 9762 Atmos Energy | 2008 Depreciation Study
Colorado
Public Filed — no Electric Depreciation
Utilities docket to Public Service | 2007- Study
Colorado Commission date of Colorado 2008
Colorado
Public Filed — no
Utilities docket to Public Service | 2007- .
Colorado Commission date of Colorado 2008 (Gas Depreciation Study
' Minnesota
Public ,
Utilities E015/D-08- Minnesota 2007- Electric Depreciation
Minnesota Commission 422 Power 2008 Study
Public Utility
Commission Electric Depreciation
Texas of Texas 35717 _ Oncor 2008 Study
Multiple Constellation Generation Depreciation
States NA NA Energy 2007  Study
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Asset Docket (If
Location | Commission Applicable | Company Year Description
Michigan
Public
Service Consumers 2006-
Michigan Commission U-15629 Energy 2009 | Gas Depreciation Study
Colorado
Public .
Utilities Public Service Electric Depreciation
Colorado Commission 06-234-EG of Colorado 2006 Study
Multiple CenterPoint Shared Services
States Multiple NA Energy 2006 Depreciation Study
" Arkansas '
Public CenterPoint Gas Distribution
Service Energy — Depreciation Study and
Arkansas Commission 06-161-U Arkla Gas 2006 Removal Cost Study
' ' Nevada o ’
Power/Sierra
Nevada - NA NA Pacific 2006 ARO Consulting
' ' ' o Hydro Depreciation
Pennsylvania NA NA Safe Harbor 2006 Study
' - ' Intermountain,
Utah, Nevada, Power Generation Depreciation
California NA NA Authority 2006 Study
) Electric Production,
Public Utility Transmission,
Texas, New Commission 2005- | Distribution and General
Mexico of Texas 32766 Xcel Epergy 2006 | Plant Depreciation Study
- Railroad ‘
Commission Atmos Energy | 2005- Gas Distribution
Texas of Texas 9670/9676 Corp 2006 Depreciation Study
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Appendix D — Sample Depreciation Study Report (Redacted)

COMPANY
Book Depreciation Accrual Rate Study
At December 31, 2005

CONSULTING GRGUP
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PURPOSE
The purpose of this study is to develop furictional depreciation rates for the depreciable

production, transmission, distribution, and general property as recorded on the books of
— Company (i or Company) as of December 31, 2005. The
depreciation rates were designed to recover the total remaining undepreciated investment,
adjusted for net salvége, over the remaining life of -’s property on a straight-line basis.
Non-depreciable property and property that is amortized, such as intangible software, were
excluded from this study. - is engaged in the generation, transmission, and distribution of
electricity within - and — _ Company-wide —, -
provides electricity to more than [N wholesale and retail customers.

Assets for [l at December 31, 2005 include: BEE megawatts of generation; -
conductor miles of 345 kV transmission lines with supporting structures; - conductor
miles of 230 kV transmission lines with supporting structures; [l conductor miles of 115
kV transmission line with supporting structures; _ conductor miles of less than 115 kV
line and - transmission and distribution substations. In addition,. SPS needs associated
equipment such as feeders, primary switches, poles, conductor, line transformers, services,
meters, and streetlights to serve its - customers.

General property such as buildings, office furniture, transportation equipment, and other

miscellaneous property is located throughout the Company’s service territory.
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STUDY RESULTS

Recommended depreciation rates for all - depreciable property are shown in
Appendix A. These rates translate into an annual depreciation accrual (total company)
for Generation of $- million and for Traﬁsmission, Distribution and General plant of
$- million. These accruals are based on -'s depreciable investment at September
30, 2005 (test year end) as shown in Appendix C. The proposed lives and curves on
which these calculations are based are shown in Appendix B. The annual depreciation
expense calculated by the same method using the existing épproved depreciation rates
was S|l million for Generation and $Jillj million for Transmission, Distribution, and
General plant. Appendix C shows the effect of the change in lives and curves on
depreciation accrual by account. Appendix D shows the Production unit retirement
dates. Appendices F and G address the development of net salvage parameters for all
plant accounts.

This study also recommends that - convert its depreciation process for general
plant (excluding Accounts 389 and 390) to a general plant amortization process. This
recommended process provides for the amortization of general plant over the same lifé as
recomrnended in this study (with a separate amortization to allocate the deficit or excess
reserve should it exist). At the end of the amortized life, property will be retired from the
books. Implementing this approach will not affect the annual expense accrued by e
and will provide for the timely retirement of assets and the simplification of accounting
for general property. Both the Federal Energy Regulatory Commission (FERC) and the
— Commission have approved this approach for B The
study’s workpapers include the amortization schedules required to implement the

approach.
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GENERAL DISCUSSION

Definition

. The term "depreciation" as used in this study is considered in the accounting sense;
that is, a system of accounting that distributes the cost of assets, less net salvage (if any),
over the estimated useful life of the assets in a systematic and rational manner. It is a
process of allocation, not valuation. This expense is systematically allocated to
accounting periods over the life of the properties. The amount allocated to any one
accounting period does not necessarily represent the loss or decrease in value that will
occur during that particular period. The Company accrues depreciation on the basis of
the original cost of all depreciable property included in each functional property group.
At retirement, the full cost of depreciable property, less the net salvage value, is charged

to the depreciation reserve.

Basis of Depreciation Estimates
Annual and accrued depreciation were calculated in this study by the straight-line,

broad group, remaining-life depreciation system. In this system, the annual depreciation
expense for each group is éomputed by dividing the original cost of the asset group less
allocated depreciation reserve less estimated net salvage by its respective average
remaining life. The resulting annual accrual amounts of all depreciable property within a
function were accumulated and the total was divided by the 6rigina1 cost of all functional
depreciable property to determine the depreciation rate. The calculated remaining lives
and annual depreciation accrual rates were based on attained ages of plant in service and
the estimated service life and salvage characteristics of each depreciable group, and were
computed in a direct weighting by multiplying each vintage or account balance times its
remaining life and dividing by the plant investment in service at December 31, 2005. The
computations of the annual functional depreciation rates are shown in Appendix A, and
the weighted remaining life calculations are shown in Appendix B. '

A variety of life estimation approaches were incorporated into analyses of -
data. Both Siniulated Plant Record (SPR) analysis and Actuarial Analysis are commonly
used mortality analysis techniques for electric utility property. Historically, - has used
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SPR analysis to evaluate lives of most asset groups. Where vintaged information is
available, actuarial analysis was performed. Transmission, Distribution substation, and
General property accounts were anaiyzed in this study using actuarial analysis. Mass
Distribution accounts (account 364 — 373) were analyzed using SPR analysis. For the
accounts using actuarial analysis, experience bands varied depending on the amount of
data. The 1968-2005 experience band was the maximum used for accounts 352-362 and
390-398. Judgment was used to a greater or lesse; degree on all accounts. Each

approach used in this study is more fully described in a later section.

Surviver Curves

To fully understand depreciation projections in a regulated utility setting, there
must be a basic understanding of survivor curves. Individual assets within a group do not
normally have identical lives or investment amounts. The average life of a group can be
determined by comparing actual experience against various survivor curves. A survivor
curve represents the percentage of property remaining in service at various age intervals.
The most widely used set of representative survivor curves are the Iowa Survivor Curves
(lowa Curves). The Towa Curves are the result of an extensive investigation of life
characteristics of physical property made at Jowa State College Engineering Experiment
Station in the first half of the twentieth centﬁry. Through common usage, revalidation,
and regulatory acceptance, these curves have become a descriptive standard for the life

characteristics of industrial property. An example of an Jowa Curve is shown below.
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There are four families in the Iowa Curves which are distinguished by the relation
of the age at the retirement mode (largest annual retirement frequency) and the average
life. The four families are designated as “R”— Right, “S” — Symmetric, “L” — Left,
and “O” — Origin Modal. First, for distributions with the mode age greater than the
average life, an "R" designation (i.e., Right modal) is used. The family of “R” moded

curves is shown below.
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Second, an "S" designation (i.e., Symmetric modal) is used for the family whose
mode age is symmetric about the average life. Third, an "L" designation (i.e., Left
modal) is used for the family whose mode age is less than the average life. Fourth, a
special case of left modal dispersion is the "O" or origin modal curve family. Within
each curve family, numerical designations are used to describe the relative magnitude of
the retirement frequencies at the mode. A "6" indicates that the retirements are not
greatly dispersed from the mode (i.e., high mode frequency) while a "1" indicates a large
dispersion about the mode (i.e., low mode frequency). For example, a curve with an
average life of 30 years and an "L3" dispersion is a moderately dispersed, left modal
curve that can be designated as a 30 L3 Curve. An SQ, or square, Survivor curve occurs

where no dispersion is present (i.e., units of common age retire simultaneously).
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For Production interim retirement curves, and Transmission, Distribution, and
General property accounts, a survivor curve pattern was selected based on analyses of
historical data, as well as other factors, such as general changes relevant to the
Company's operations. The blending of judgment concerning current conditions and
future trends, along with the matching of historical data permits the depreciation analyst
to make an informed selection of an account's average life and retirement dispersion

pattern. Iowa Curves were used to depict the estimated survivor curves for each account.

Life Span Procedure
The life span procedure was used for production facilities for which most

components are expected to have a retirement date concurrent with the planned
retirement date of the generating unit. The terminal retirement date refers to the year that
each unit will cease operations. The terminal retirement date, along with the interim
retirement characteristics of the assets that will retire prior to the facility ceasing
operation, describe the pattern of retirement of the assets that comprise a generating unit.
The estimated termiral retirement dates for the various generating units were determined
based on consultation with - management, financial, and engineering staff. Those

estimated terminal retirement dates are shown in Appendix D.

Interim Retirement Curves

Interim retirement curves were used to model the retirement of individual assets
within primary plant accounts for each generating unit prior to the terminal retirement of
the facility. The life span procedure assumes all assets are depreciated (straight-line) for
the same number of periods and retire at the same time (the términal retirement date).
Adding interim retirement curves to the procedure reflects the fact that some of the assets
at a power plant will not survive to the end of the life of the facility and should be
depreciated (straight-line) more quickly and retired earlier than the terminal life of the
facility. The goal of interim retirement curves is to project how many of the assets that
are currently in service will retire each year in the future using historical analysis and

judgment. These curves were chosen based primarily on an analysis of the historical

31



retirement pattern of the Generation assets and consultation with - personnel. Interim
retirements for each plant account were modeled using Iowa Curves discussed above. By
applying interim retirements, recognition is given to the obvious fact that generating units
will have retirements of depreciable property before the end of their lives.

Although interim retirements have been recognized in the study, interim additions
(i.e. future additions) have been excluded from the study. The estimated amount of
future additions might or might not occur. However, there is no uncertainty as to whether
the full level of interim retirements will happen. The assets that are being modeled for
retirement are already in rate base. Depreciation rates using interim retirements are
known and measurable in the same way that setting depreciation rates for transmission or
distribution property using Iowa Curves is known and measurable. There is no
depreciable asset that is exi)ected to live forever. All assets at a power plant will retire at
some point. Interim retirements simply model when those retirements will occur in the
same way that is done for transmission or distribution assets.

There is precedent, both within BBl and from the —
-, for the inclusion of interim retirements in life span calculations (as was
done in this study). -’s previous depreciation study for generation assets reflected a
75 year interim survivor curve in the calculation of depreciation rates. The - has also

approved depreciation rates using the life span method with interim retirements (|

Actuarial Analysis
Actuarial analysis (retirement rate method) was used in evaluating historical asset

retirement experience where vintage data were available and sufficient retirement activity
was present. In actuarial analysis, interval exposures (total property subject to retirement
at the beginning of the age interval, regardless of vintage) and age interval retirements are
calculated. The complement of the ratio of interval retirements to interval exposures
establishes a survivor ratio. The survivor ratio is the fraction of property surviving to the
end of the selected age interval, given that it has survived to the beginning of that age

interval. Survivor ratios for all of the available age intervals were chained by successive
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multiplications to establish a series of survivor factors, collectively known as an observed
life table. The observed life table shows the experienced mortality characteristic of the
account and may be compared to standard mortality curves such as the Iowa Curves.
Many accounts were analyzed using this method. Placement bands were used to illustrate
the composite history over a specific era, and experience bands were used to focus on
retirement history for all vintages during a set period. Matching data in obsetved life
tables for each experience and placement band to an Jowa Curve requires visual
examination. As stated in Depreciation Systems by Wolf and Fitch, “the analyst must
decide which points or sections of the curve should be given the most weight. Points at
the end of the curve are often based on fewer exposures and may be given less weight
than those points based on larger samples” (page 46). Some analysts- chose to use
ﬁathematical fitting as a tool to narrow the population of curves using a least squares
technique. Use of the least squares approach does not imply a statistical validity,
however, because the underlying data does not meet criteria for independence between
vintages and the same average price for property units through time. Thus, Depreciation
Systems cautions, “... the results of mathematical fitting should be checked visually and
the final determination of best fit made by the analyst” (page 48). This study uses the
visual matching approach to match Iowa vCurVes, since mathematical fitting produces
theoretically possible curve matches. Visual examination and experienced judgment
allow the depreciation professional to make the final determination as to the best curve
type.

:De_tailed information for each account is shown later in this study and in

workpapers.
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Simulated Plant Record Procedure

The SPR - Balances approach is one of the commonly accepted approaches to
analyze mortality characteristics of utility property. SPR was applied to several accounts
within the Distribution function due to the unavailability of vintaged transactional data.
In this method, an Jowa Curve- and average service life are selected as a starting point of
the analysis' and its survivor factors applied to the actual annual additions to give a
sequence of annual balance totals. These simulated balances are compared with the
actual balances by using both graphical and statistical analysis. Through multiple
comparisons, the mortality characteristics (as defined by an average life and Iowa Curve)
that are the best match to the property in the account can be found.

- The Conformance Index (CI) is one measure used to evaluate various SPR
analyses. Cls are also used to evaluate the "goodness of fit" between thé actual data and
the Towa Curve being referenced. The sum of squares difference (SSD) is a summation
of the difference between the calculated balances and the actual balances for the band or

test year being analyzed. This difference is squared and then summed to arrive at the
SSD.

SSD = 5} (Calculated Bglance; - Observed Balance; )2

Where n is the number of years in the test band.
This calculation can then be used to develop other calculations, which the analyst feels
might give a better indication for the “goodness of fit” for the representative curve under
consideration. The residual measure (RM) is the square root of the average squared

differences as developed above. The residual measure is calculated as follows:

RM:J(%Q)

&)
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The CI is developed from the residual measure and the average observed plant balances
for the band or test year being analyzed. The calculation of conformance index is shown
below: '

CI = Y7 Balances; | n
RM

0

The retirement experience index (REI) gives an indication of the maturity of the account
and is the percent of the property retired from the oldest vintage in the band at the end of
the test year. Retirement indices range from 0 percent to 100 percent and an REI of 100
percent indicates that a complete curve was used. A rétirement index less thén 100
percent indicates that the survivor curve was truncated at that point. The originator of the
SPR method, Alex Bauhan, suggests ranges of value for the CI and REI. The relationship

for CI proposed by Bauhan is shown below

CI Value
Over 75 Excellent
50to 75 Good

25 to 50 Fair
Under 25 Poor

The relationship for REI proposed by Bauhan’ is shown below:

REI Value
Over 75 Excellent
501t0 75 Good
33t050 Fair
171033 Poor
Under 17 Valueless

Despite the fact there has not been empirical research to validate Bauhan’s conclusions,
depreciation analysts have used these measures in analyzing SPR results for nearly 60

years, since the SPR method was developed.

1 public Utility Depre’ciaﬁon Practices, p. 96.

2 public Utility Depreciation Practices, p. 97.
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Each of these statistics provides the analyst with a different perspective of the
comparison between a band of simulated or calculated balances and the observed or actual
balances in the account being studied. Although one statistic is not necessarily superior over
the others, the conformance index is the one many analysts use in depreciation studies. The
depreciation analyst should carefully weigh the data from REISs to ensure that a mature curve
is being used to estimate life.

Statistics are useful in analyzing mortality characteristics of accounts as well as
determining a range of service lives to be analyzed using the detailed graphical method.
However, these statistics boil all the information down to one, or at most, a few numbers for
comparison. Visual matching through comparison between actual and calculated balances
expands the analysis by permitting the analyst to view many points of data at a time. The
goodness of fit should be visually compared to plots of other Iowa Curve dispersions and
average lives for the selection of the appropriate curve and life. Detailed information for

each account is shown later in this study and in workpapers.

Judgment
Any depreciation study requires informed judgment by the analyst conducting the

study. A knowledge of the property being studied, company policies and procedures, general
trends in technology and industry practice, and a sound basis of understanding depreciation
theory are needed to apply this informed judgment. In this depreciation study, judgment was
used in areas such as survivor curve modeling and selection, depreciation method selection,
simulated plant record method analysis, and actuarial analysis.

Where there are multiple factors, activities, actions, property characteristics, statistical
inconsistencies, property mix in accounts or a multitude of other considerations that affect
the analysis (potentially in various directions), judgment is used to take all of these
considerations and synthesize them into a general direction or understanding of the
characteristics of the property. Individually, no one consideration in these cases may have a
substantial impact on the analysis, but overall, the collective effect of these considerations
may shed light on the use and characteristics of assets. Judgment may also be defined as
deduction, inferencé, wisdom, common sense, or the ability to make sensible decisions.
There is no singie correct result from statistical analysis; hence, there is no answer absent

judgment.
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As discussed in more detail later, between the time of the merger with —

o e
BB did not retire assets in its Continuing Property Record (CPR) for many accounts.
Although a significant effort has been made in 2005 to determine the retirements that should
have been made and to reflect them on the Company’s books, there are still a number of
accounts that have not been fully addressed. Because these physical retirements were not
made on the books, the analysis of the historical data would indicate a longer life than
actually occurred in many cases. The selection of lives for these accounts will require

additional judgment to temper the statistical analysis with the understanding of the

underlying data issue.

Theoretical Depreciation Reserve
The book accumulated provision for depreciation within each function was allocated

among generation, transmission, distribution, and general accounts through the use of the
theoretical depreciation reserve model. This study used a reserve model that relied on a
prospective concept relating future retirement and accrual patterns for property, given current
life and salvage estimates.

The theoretical reserve of a property group is developed from the estimated remaining
life of the group, the total life of the g_i'oup, and estimated net salvage. The theoretical
reserve represents the portion of the group cost that would have been accrued if current
forecasts were used throughout the life of the group for future depreciation accruals. The
computation involves multiplying the vintage balances within the group by the theoretical
reserve ratio for each vintage. The straight-line remaining-life theoretical reserve ratio at any

given age (RR) is calculated as:

1. (A.verageRemaz?mg .Llfe) * (1- Net
(Average Service Life)

RR Salvage Ratio)
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DETAILED DISCUSSION
Depreciation Study Process

This depreciation study encompassed four distinct phases. The first phase involved
data collection and field interviews. The second phase was whefe the initial data analysis
occurred. The third phase was where the information and analysis was evaluated. After the
first three stages were complete, the fourth phase began. This phase involved the calculation
of deprecation rates and documenting the corresponding recommendations.

During the Phase I data collection process, historical data was compiled from
continuing property records and general ledger systems. Data was validated for accuracy by
extracting and comparing to multiple financial system sources: Projects System
(Construction ledger), Fixed Asset System (continuing proi)erty ledger), General Ledger, and
interfaces from other operating systems. Audit of this data was validated against historical
data from prior periods, historical general ledger sources, and field personnel discussions.
This data was reviewed extensively so that it could be put in the proper format for a
depreciation study. Further discussion on data review and adjustment is found in the Salvage
Consideration section of this study. Also as part of the Phase I data collection process,
numerous discussions were conducted with engineers and field operations personnel to
obtain information that would be helpful in formulating life and salvage recommendations in
this study. One of the most important elements in performing a proper depreciation study is
to understand how the Company utilizes assets and the environment of those assets.
Understanding industry and geographical norms for mortality characteristics are important
factors in selecting life and salvage recommendations; however, care must be used not to
apply them rigorously to any particular company since no two companies would have the
same exact forces of retirement acting upon their assets. Interviews with engineering and
operations personnel are important ways to allow the analyst to obtain information that is
helpful when evaluating the output from the life and net salvage programs in relation to the
Company’s actual asset utilization and environment. Information that was gleaned in these
discussions is found both in the Detailed Discussion portions of the Life Analysis and
Salvage Analysis sections and also in workpapers. In addition, Alliance personnel possess a
significant understanding of the property and its forces of retirement due to years of day-to-

day exposure to property and operations of electric utility property.
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Phase 2 is where the SPR and actuarial analysis are performed. Phase 2 and Phase 3
(to be discussed in the next paragraph) overlap to a significant degree. The detailed property
records information is used in Phase 2 to develop observed life tables for life analysis and
SPR graphs and statistics. It is possible that the analyst would cycle back to this phase based
on the evaluation process performed in Phase 3. Net salvage analysis consists of compiling
historical salvage and removal data by functional group and account to determine values and
trends in gross salvage and removal cost. This information was then carried forward into
Phase 3 for the evaluation process.

Phase 3 is the evaluation process, which synthesizes analysis, interviews, and
operational characteristics into a final selection of asset lives and net salvage parameters.
The historical analysis from Phase 2 is further enhanced by the incorporation of recent or
future changes in the characteristics or operations of assets that were revealed in Phase 1.
The preliminary results are then reviewed by the depreciation analyst and discussed with
éccounting and operations personnel. Phases 2 and 3 allow the depreciation analyst to
validate the asset characteristics as seen in the accounting transactions with actual Company
operational experience.

Finally, Phase 4 involved the calculation of accrual rates, making recommendations
and documenting the conclusions in a final report. The calculation of accrual rates is found
in Appendix A. Recommendations for the varioué accounts are contained within the Detailed
Discussion of this report. The depreciation study flow diagram shown as Figure 1

documents the steps used in conducting this study. Depreciation Systems on page 289

? Public Utility Finance & Accounting, A Reader
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documents the same basic processes in perforing a depreciation study.
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Production Depreciation Calculation Process

Annual depreciation expense amounts for the Steam Production and Other Production
accounts were calculated by the straight line, remaining life procedure. In a whole life

representation, the annual accrual rate is computed by the following equation,

(100% - NetSalvagePercent)
AverageServicel.ife

AnnualAccrualRate =

In the case of steam production facilities with a terminal life and interim retirement curve,
each vintage within the group has a unique average service life and remaining life determined

by computing the area under the truncated Iowa Curve coupled with the group’s terminal life.

Use of the remaining life depreciation system adds a self-correcting
mechanism, which accounts for any differences between theoretical and book depreciation
reserve over the remaining life of the group. For each vintage modeled with an interim

retirement curve and terminal life,

AreaUnderSurvivorCurvetotheRightofAge(i)
Survivors(i)

Re mainingLife(i) =

3

and

AreaUnderSurvivorCurve

AverageServiceLife = -
Survivorsatagezero

With the straight line, remaining life, average life group system using Iowa Curves,
composite remaining lives were calculated by computed a direct weighted average of each
remaining life by vintage within the group. Within each group (plant account/ unit), for each
plant account, the difference between the surviving investment, adjusted for estimated net
salvage, and the allocated book depreciation reserve, was divided by the composite

remaining life to yield the annual depreciation expense as noted in this equation.

OriginalCost — Book Re serve — (OriginalCost) * (1— NetSalvage%)

AnnualDepreciationExpense = e Z
Re mainingLife

where the net salvage percent represents future net salvage.
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Within a group, the sum of the group annual depreciation expénse amounts, as a
percentage of the depreciable original cost investment summed, gives the annual depreciation

rate depreciation rate as shown below:

z AnnualDepreciationExpense

AnnualDepreciationRate =
Z OriginalCost

These calculations are shown in Appendix A. The calculations of the theoretical depreciation
reserve values and the corresponding remaining life calculations are shown in the workpapers
and Appendix B respectively. Book depreciation reserves are maintained on a plant
account/unit level basis and theoretical reserve computations were used to compute
remaining life for each group. Minor reallocation was done between unit/accounts within

each state’s reserves.
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Transmission, Distribution and General Calculation Process
Annual depreciation expense amounts for Transmission excluding Substations, Transmission
Substations, Distribution Substation, Distribution excluding Substations, and General

accounts were calculated by the straight line, remaining life procedure.
In a whole life representation, the annual accrual rate is computed by the following equation,

(100% — NetSalvagePercent)
AverageServicelLife

AnnualAccrualRate =

Use of the remaining life depreciation system adds a self-correcting mechanism,
which accounts for any differences between theoretical and book depreciation reserve over
the remaining life of the group. With the straight line, remaining life, average life group
system using Iowa Curves, composite remaining lives were calculated according to standard

broad group expectancy techniques, noted in the formula below:

ZOriginalCost —Theoretical Re serve
> WholelifeAnnualAccrual

Composite Re mainingLife =

For each plant account, the difference between the surviving investment, adjusted for
estirnated net salvage, and the allocated book depreciation reserve, was divided by the

composite remaining life to yield the annual depreciation expense as noted in this equation.

. v - - + s t % 1_ N Y l
AnnualDepreciationExpense = QrzgznqlCost Book Re sgrv.e' (OI‘lgl‘m.dCO.?“) (1- NetSalvage%)
' Composite Re mainingLife

where the net salvage percent represents future net salvage.

Within a group, the sum of the group annual depreciation expense amounts, as a
percentage of the depreciable original cost investment summed, gives the annual depreciation

rate as shown below:

AnnualDepreciationExpense

AnnualDepreciationRate =
Z OriginalCost
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These calculations are shown in Appendix A. The calculations of the theoretical
depreciation reserve values andithe corresponding remaining life calculations are shown in
the workpapers for tﬁis study. Book depreciation reserves are maintained on a plant account
level basis and theoretical reserve computation was used to compute composite remaining

life for each account.
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LIFE ANALYSIS
Steam Production, FERC Accounts 311-316

Terminal Retirement Date

The terminal retirement date refers to the year in which a generating unit will be
retired from service. The retirement can be for a number of reasons such as the physical end
of the generating unit but will generally be driven by economic retirement of the unit. [l
personnel provided their estimated retirement dates for each generating unit. These dates are
based on the current plans and investment in the generating units. Retirement dates for
generating units can be found in Appendix D. As new investment is committed to these units
or decisions made that units are not economically viable, these lives may change. At this
| time, these retirement dates are the best estimate of the current lives remaining in the

generating assets.

Interim Retirement Curve

Historical data used to develop interim retirement curves represent an aggregate of
many property units in a group. - Some of those assets may be long lived, and others may
have a short life. The average of those is represented by an interim retirement curve for the
group. A group can be a plant account or a functional group. The interim retirement curve is
“truncated” (i.e. cut off) at the age the unit will retire. In other words, if one finds through
the analysis that 10 percent of the property in an account will be retired and replaced prior to
the end of the life of the unit, the interim retirement curve will model those retirements across
the rest of the life of the unit. If a pump is only going to last 10 years but the unit is projected
to last 20 years, the shorter life of the pump should affect the depreciation expense charged
over the next 10 years. When analyzing a large pool of assets like power plant accounts,
these shorter lived items can be accurately modeled together statistically. Thus, given that
interim retirements will occur, this statistical analysis enables one to measure the interim
retirement curves applicable to property groups. -’s previous study reflected a 75 year
interim life.
Some examples of “long lived” property that are projected to last until the retirement of a
unit are: Roads, Bridges, Railroad track, Intake/Discharge Structures, Structural Steel (and

misc. steel), Cooling towers, Buildings, Cranes, Dams, Ponds, Basins, Canals, Foundations,
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Stacking and Reclaiming equipment, Surge Silos, Crushers, Transfer Towers, Fly Ash and
Bottom Ash Systems, Precipitators, Bag Houses, Stack, Turbine (except blades) and Piping,
Generator Cooling System, Vacuum Systems, Generator and Main Leads, Station
Transformers, Conduits and Ducts, Station Grounding System, Start-up Diesel Generators,

and Stores Equipment.

Some examples of “shorter lived” property that are projected to retire prior to the retirement
of the unit are: fences, signs, sprinkler systems, security systems, Intake screens, roofs,
cooling fan units, air compressors, fuel oil heaters, heating, ventilation and air conditioners,
piping, motors, pumps, conveyors, pulverizers, air preheaters, economizers, control
equipment, feedwater heaters, boiler feedwater pumps, forced draft (FD) and induced draft
(ID) fans, scrubbers, continuous emissions monitorifxg systems (CEM), turbine blades and
buckets, turbine plant instruments, condensers, control equipment, station service switchgear,

and universal power supply (UPS) battéries.

- has only unaged data available for historical analysis in this category. For each
generating unit within the group, annual additions, retirements, transfers, and balances were
available from 1970 forward. Since the goal of the life analysis was to model retirement
activity for non-terminal events, units which were retired (even tliough they may have been
returned to service later), such as Moore County were not aggregated into the group. Assets
from FERC Accounts 311-316 were combined for SPR analysis. Conformance indices
across various bands were excellent, but lives that were higher or lower than judgment would
indicate as reasonable were not considered. For instance, in some of the SPR analysis a
curve such as S5 38 produced an excellent CI and REI, but falls well below the range of

reasonableness for an interim retirement curve of generating units that will last 50-60 years.

To further analyze the data, various plots of actual versus simulated balances were
performed. In addition, the percent difference between actual and simulated balances were
plotted for a variety of dispersion and life characteristics. R1.5 70 interim retirement curve
was picked to model the retirement of assets prior to the terminal retirement of the generating
unit based on plots and reasonableness of the results for assets in the production function.

Plot results are shown below.
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Other Production, FERC Accounts 340-346 .

Terminal Retiremeilt Date

The terminal retirement date refers to the year in which a generating unit will be
retired from service. The retirement can be for'a number of reasons such as the physical end
of the generating unit, but will generally be driven by economic retirement of the unit. -
personnél provided their estimated retirement dates for each generating unit. These dates are
based on the current plans and investment in the generating units. Retirement dates for
generating units can be found in Appendix D. As new investment is committed to these units
or decisions made that units are not economically viable, these lives may change. At this
time, these retirement dates are the best estimate of the current lives remaining in the

n

generating assets.

Interim Retirement Curve

In examining data for Other Production, FERC Accounts 340-346 very few
retirements have occurred over the available data since 1970. The only significant retirement
was excluded from the study since it was related to Riverview’s retirement (which was later
returned to service). Given the lack of retirement data, no interim retirement curve was used

in developing depreciation estimates for other production facilities.
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Transmission Accounts, FERC Accounts '3'5‘01;-358

- has a wide service temritory -across two states after the sale of the
Kansas/Oklahoma territory. There are siénificant Transmission assets in substation
equipment as well as poles and overhead conductor. During the late 1990s and early 2000s,
(after the merger with |
- data reflected a dramatic decrease in retirements (and in some cases no
retirements) due to resource constraints cahsing retirements not to be made by the
predecessor accounting group. Although - has found and retired a number of the
larger assets, it appears that there may be more retirements that should be made. This delay
in the book retirement of assets as well as the delay in the book retirement of the assets
subsequently found by — would cause the analysis to reflect a longer life than was
really experienced by the assets. This was factored into the selection of lives for the
Transmission accounts. The plot of the observéd life tables for the selected lives and curves

can be found in Appendix E.

FERC Account 350 Transmission Depreciable Land Rights (R4 70)

This account consists of land rights and easements associated with T‘ransmission lines
or Transmission substations. There was minimal retirement activity in this account, which
did not produce sufficient data for an actuarial c;r SPR analysis. The 1984 depreciation study
established a life of 50 years. Given the increasing lives experienced in Transmission

substations, a longer life is recommended. Based on judgment, R4 70 was selected.

FERC Account 352 Transmission Substation Structures and Improvements (R4 55)
This account is includes buildings, fencing and other structures found in a
transmission substation. The approved life and curve from the 1984 study is R2 45. The
expected average life has increased in the intervening 20 years. The actuarial analysis shows
R4 55 to be a good match across all placement and experience bands. Although a 55-year life
is oﬁ the high side of what would be expected in the industry, the indications would move the

choice to R4 55 curve for this account.

FERC Account 353 Transmission Substation Equipment (R4 55)
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This account confains a wide variety‘:of transmission substation equipment, from
circuit breakers to switchgear. The last deprec;iation study yielded a life characteristic of R3
50. SPS has an excellent inspection and fmaintenance program related to substation
equipment. This program detects and corrects problems with large substatio