
COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:

APPLICATION OF SHELBY ENERGY )
COOPERATIVE, INC. FOR A CERTIFICATE OF ) CASE NO.
PUBLIC CONVENIENCE AND NECESSITY FOR ) 2010-00244
ITS 2010-2014 CONSTRUCTION WORK PLAN )

THIRD INFORMATION REQUEST OF COMMISSION STAFF TO
SHELBY ENERGY COOPERATIVE INC.

Pursuant to 807 KAR 5:001, Shelby Energy Cooperative, Inc. ("Shelby Energy" )

is to file with the Commission the original and seven copies of the following information,

with a copy to all parties of record. The information requested herein is due no later

than Friday, January 21, 2011. Responses to requests for information shall be

appropriately bound, tabbed and indexed. Each response shall include the name of the

witness responsible for responding to the questions related to the information provided.

Each response shall be answered under oath or, for representatives of a public

or private corporation or a partnership or association or a governmental agency, be

accompanied by a signed certification of the preparer or person supervising the

preparation of the response on behalf of the entity that the response is true and

accurate to the best of that person's knowledge, information, and belief formed after a

reasonable inquiry.

Shelby Energy shall make timely amendment to any prior response if it obtains

information which indicates that the response was incorrect when made or, though

correct when made, is now incorrect in any material respect. For any request to which



Shelby Energy fails or refuses to furnish all or part of the requested information, Shelby

Energy shall provide a written explanation of the specific grounds for its failure to

completely and precisely respond.

Careful attention should be given to copied material to ensure that it is legible.

When the requested information has been previously provided in this proceeding in the

requested format, reference may be made to the specific location of that information in

responding to this request. When applicable, the requested information shall be

separately provided for total company operations and jurisdictional operations.

1. Refer to the public comments filed in this matter on December 2, 2010 by

Dr. Carlen Pippen, a copy of which is appended hereto.

a. Provide a copy of the grant announcement for the $264,000 grant

from the Kentucky Department of Energy Development and Independence ("DEDI

grant") referenced on page number 1 of the public comments, and about which Shelby

Energy's CEO, Debbie Martin, testified at the June 2, 2010 hearing in Case No. 2009-

00410." If not included in the announcement, provide a list of all of the grant

requirements.

b. Provide a copy of all documents prepared by Shelby Energy in

contemplation of applying for the DEDI grant, including all communications between

Shelby Energy and the Rural Utility Service (RUS).

c. Provide a copy of all documents relating to the analysis Shelby

Energy performed in determining that the costs of the record keeping and reporting

" Case No. 2009-00410, Application of Shelby Energy Cooperative, lnc. for an
Adjustment of Rates (Ky. PSC Jul. 2T, 2010).
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requirements of the DEDI grant did not justify the benefits of accepting the DEDI grant,

as discussed in response to question 3 of the "Member's Information Request" dated

September 16, 2010 at page 11 of the public comments.

d. Explain in detail the analysis Shelby Energy performed to

determine that the costs of hiring a consultant to handle the record keeping and

reporting requirements of the DEDI grant would be more than the $264,000 amount of

the grant.

e. Explain in detail whether it would have been feasible for a Shelby

Energy employee to perform the record keeping and reporting requirements of the DEDI

grant.

When did Shelby Energy complete the preparation of its 2010-2014 work

plan, and when did it file the 2010-2014 work plan with RUS?

3. Provide the specific beginning and ending dates for the 2010-2014 work

plan, i.e., January 1, 2010 through December 31, 2014, or another date range.

4. Provide the specific beginning and ending dates for Shelby Energy's

previous work plan.

5. Did Shelby Energy begin any of the construction outlined in the 2010-2014

work plan prior to filing the application in this matter on July 23, 2010? If yes, provide a

schedule showing all projects constructed beginning in 2010 and all expenditures for

those construction projects to date.

6. Has Shelby Energy begun construction on any of the projects included in

the 2010-2014 work plan since fiiing the application in this matter on July 23, 2010? If

yes, provide a schedule showing all projects constructed and all expenditures for those
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construction projects to date.

7. Provide the date that Shelby Energy began installation of AMI meters.

8. Refer to the letter dated February 18, 2010 from Charles Philpot of RUS to

Debbie Martin, which is attached as an exhibit to the application in this matter and was

tendered for filing to the Commission on July 23, 2010. Explain in detail why Shelby

Energy waited five months after receiving final approval from RUS to file its application

with the Commission in this case.

9. In response to item 1.e. of Commission Staff's Second Information

Request, Shelby Energy provided a revised breakeven analysis, Exhibit B. Provide

revised Exhibit B in the electronic format of an Excel spreadsheet with the formulas

intact.

e u i e Director
ub c ervice Commission
.Q. Box 615

Frankfort, KY 40602

DATED:

cc: Parties of Record
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APPENDIX

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE
COMMISSION IN CASE NO. 2010-00244 DATED Qlg ) 4 5/)



Rick Bertelson, Legal Department
and
Consumer Services Division
and
PSC Commission
Post Office Box 615
Frankfort, Kentucky 40602

November 30, 2010

To %horn It May Concern:

Enclosed you will find a copy of the renewed complaint to PSC concerning Shelby

Energy Cooperative, Inc. This complaint was filed initially online on September 1",
2010. After no reply, other than the electronic confirmation received via email, I
contacted PSC again in October. Upon the. advice ofMatt Rhody, the complaint was
resubmitted the 13 'ctober. After that submission, your legal depaxtment advised that

a submission info the public record in the active cases might better serve my client's
interest.

After trying to do that just now electronically, I discovered that I am limited to 256
characters. Also no attachments can be included. As such, I am enclosing the following
documents to be processed by your clerks; renewed complaint/public comments, member

information requests for August 19 and September 16 as well as a newspaper article

&om the Shelby Sentential.

Please file these both as a member-customer complaint as well as public comments in

both the 2010-00244 and 2010-00331 cases before your Commission. The following
information is required by your electronic forms: Dr. Carlen Pippin 1556 Vigo Road„

Shelbyville, Kentucky 40065. Cellphone is 502-321-0221. I have contacted the
Cooperative several times concerning these issues. My email address is
cpippinosheibywireless.net. A copy of this letter and packet are being forwarded to the

Attorney General's Office as well. Please reply with appropriate confirmation.

Thank y yo e and efforts,

ar en Pippm, mber-Customer y nergy Cooperative



RENE%KB COMPLAINT AN9 PUBLIC CO NTS

TO KENTUCKY PUBLIC SERVICE CO SSION

CONCERNING AC ~ CASKS 2010-00331AN9 2010-00244

cc ATTORNEY GENERAL OF KENTUCKY

After filing a complaint on September 1",2010 with the PSC, I was advised that I might file
public comments in the above-styled cases. After reviewing the ongoing cases before your
organization, I have decided to instead renew my complaint and, to send it to the Attorney
General's Office as well. I have three areas ofmajor concern that affect each and e!very member-
customer of Shelby Energy.

My first area of concern is the confhct between the answers Shelby energy gives both to your
Commission under oath and to the Member-Customers in reply to their written questions and
what actually occurs. I have numerous examples ofthese discrepancies to follow. Each
example is supported by documents„each example costs the member-customer money. First,
Debbie Martin (CEO) testified at the June 2d, 2010hcariiig before your Commission that she had
filed an amendment to the 2005-2009 current work plan in order to include the "AMI"
project. She testified that had been done six weeks earlier. (6/2/2010 Hearing at 10:26:46
am). As you know, your Order stated that Ms. Martin "had not filed an amendment and had not
filed a new work plan." (7/27/2010 PSC Order, Page 15 and 16).

On the same topic of AMI metering, Ms. Martin testified before your Commission that
paperwork for the $264,000.00 grant &om the Department from Energy Development and
Independence was being completed. {6/2/201 0 Hearing at 10:25:35am). %hen asked by be the
member-customers on September 16,2010 why the grant was refused by Shelby Energy, Ms.
Martin replied that, "...wcdo not have the staff resources to meet the grant's reporting,
monitoring and tracking requirements." (Response to Question 3, Member's Information
Request 9/16/2010).

Further inconsistent replies have been made to us concerning the funding of this smart meter
project. For example, Ms. Martin testified before the PSC in June that loans would be utilized to
fund the planned upgrade. Member-customers and the Sentinel News were told however, in a
special meeting, that no loaned funds were being used. (Response to Question 3, Member's
Information Request 8/19/2010 and 9/1 7/2010 article iu the Shelby County Sentinel Newspaper,
by Todd Marlin).

These inconsistent replies lead to our next concern, which is the ongoing fiscal irresponsibility
that Shelby Energy continues to display. By failing to follow regulations and by expending
funds in inappropriate ways, Shelby Energy continues to ignore economic reality. The
Cooperative's member-customer ho~ever cannot ignore the recent rate hike of 10-12%(for
many residential customers) and thc 4-5% pass through &om Eastern Kentucky Power in April
2010. Before your Commission approves further pass through rates &om EKPC, perhaps you
will consider the potential impact ofbetter fiscal manageinent at the local level.



At the December 19,2009 Board of Directors Meeting, the purchase of the AMI project was

approved. No amendment was filed to support that project„no Certificate ofPublic Convenience

and Necessity was tendered to PSC concerning this 3.1million dollar expenditure. In fact, Ms.
testified to your Committee that she did not know the cost ofa meter. (6/2/2010 Hearing

at 10:26am). She also later asserted that it was the fault of the RUS Representative (not her own

counsel) that proper protocol was not followed concerning this large capital investment. She
asserted that the expenditure $3.1million dollars ofmember-customers funds did not require a
Certificate for Public Convenience and Necessity. (Response to Question 3, Member's

Information Request 8/1 9/2010).

Your Commission itself has cautioned Shelby Energy recently on this topic. In your Orders, you
denied several expenditures of the Board and CEO as inappropriate. (7/27/2010 PSC Order,

Pages 8 -9). Shelby Energy's failure to file proper documentation has cost the member-

customers money in unnecessary legal fees, consultant fees, and staff time. Review and

correction by this Commission cost every taxpayer in Kentucky money. Ms. Martin and her
Board's lack of knowhow are very costly, but how much is being spent to correct unnecessary
mistakes is unknown to those who ultimately have to pay the bills.

The member-customers are also concerned. about the lack of transparency within Shelby
Energy. Conflicting testimony and carefree spending have caused the member-customer
question the credibility and accountability of their Cooperative's leadership. Shelby Energy
continues to disregard the competitive biddiug process for items such as remodeling, heating and
air maintenance and vehicle purchases. Costs for office makeover have thus far totaled

$213,213.51.When considered along with Ms. Martin and her Board's joint decision to award.

favored employees with year-end giAs totaling $12„750.00., the average member-customer is left
wondering how this behavior can be curbed.

Albert Einstein's definition of insanity seems appropriate in closing; "doing the same thing over
and over again and expecting different results." The same Board of Director, same CEO and the
same counsel for the Board have given you the same excuses for the last year. While these are
certainly not exhaustive examples, I hope they will provoke this Commission and the Attorney
General to greater diligence. The enforcement powers ofyour organizations are the member-
customers main avenue towards greater accountability and transparency within their
Cooperative. SIGNED - Dr. Carlen Pippin 1556 Vigo Road, Shelbyville, KY 40065

DOC TS ATTACHED: Member Information Requests ofAugust 19, 2010 and September
16, 2010, Two Shelby Sentential Newspaper Articles aud one Letter to the Editor.

r. arlen Pippm, ber- us o

DA



Member's IIIformatNon Request
Dated: August 19,2010

uesti.on 1:

%hat was the total amount spent for of6ce remodeling, including furniture during 2008, 2009 and

what was budgeted to be spent in 2010'?

Responses: Not Good Timing

The following are the total amounts spent for repairs„of6ce renovations and furnishings:

2008 - $38,533.98
2009 - $48,723.53
20'J 0 - $99,611.48—through 08/27/10

The total 2010 budget for repairs, renovations and furnishings was

The of6ce of Shelby Energy was constructed almost 50 years ago. The lower level of the

building has not been remodeled in many years. It has been over 30 years since we replaced the
flooring. Desk drawers would. not open and close property, legs fell off and the chairs were worn
out. In addition, carpet in the lower ofGce was severely stained and worn fiom the heavy traffic of
contractors and construction employees. The break room carpet smelled musty because of constant

dampness. Significant mold was found spread over the entire floor surface beneath the carpet when

it was pulled up. That was not healthy for our employees.
The renovation permits operations, engineering, and safety employees to be located on the

same floor. It promotes better communications and ef6ciency between three areas that have a
direct relationship to the safety and daily functions of employees in the Geld.

The PSC Management Audit recommended an improved dispatching system be
implemented with an estimated cost of $250„000. To comply with this recommendation, an
improved dispatching station was needed that provided space for the equipment necessary to
monitor SCADA, view the CRCLink saftware reporting outage calls, observe the vehicle location
system, watch weather conditions and ather programs that assist with knowing the location

of'rews„mappingofareas without service, local weather and provide an overall safe envhanment for
all employees while restoring service during a major outage. The management and employees of
Shelby Energy have been very frugal in implementing this recommendation. Our costs are far
below those estimated by the auditors. Yet, results comply with the recommendation and provide
the resources to offer improved and safer dispatching.

Jn 2008, following armed robberies that took place at three different locations nearby the
cooperative of6ce in Shelbyville, security enclosures were ed at each of6ce, along with the

ation af'n updated security system, to prevent unauthorized entry into the building or onto
the cooperative property. Copper wire theft directly f'rom the cooperative headquarters property
and. destruction of perimeter fencing was another area of security that the system assisted in
controlling. Security cameras are an effective deterrent. Our employees cau be assured only those
authorized are in the building or on the property.
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Member's lefox'matzos Request
Bated: Pugilist j.9,2610

In addition, the aging buildings have required repairs to warehouse and garage walls that
have shifted, concrete that has deteriorated, water lines that have ranged f'rom minor to somewhat

significant, lights that must be replaced or improved and outdated electrical service. Changes in
service and technology required establishing a protected information technology area, building a
garage to hold bigger construction vehicles„providing emergency restoration plans, equipment and.

alternate sites, along with others areas of maintenance and improvements. Our buildings require
the same upkeep as any other buildings.

%e have not listed every single repair or improvement made f'rom 2008-2010 here, but the
costs listed are accurate and all were reasonable and handled in a conservative er by
responsible employees.

The Cooperative has an obligation to provide safe, healthy, and up-to-date work facilities
for all of our employees. Shelby Energy provides this level of standard for the

vehicles, equipment and tools used by employees in the field and cannot provide less for those
employees working in the office.

Monthly cost per member (]5,290) @15 years ofvalue = .07147 cents

uestlon 2".

How much does each "smart meter" cost and what is the average installation cost for each?
How many have been purchased to date and when was the purchase contract signed'E

%hat is the considered time span needed for payback in cost savings to the members/

customers'es

onse:

a.
The cost for each type of AMI meter and the installation costs are as follows:

Cost of single phase meter! up to 400 amps
Cost of single phase meter I over 400 amps
Installation cost $13.27

$98, 56
$132.00

Cost of three phase meter $450.00
Installation cost $118.85

b.
As of today, 4,650 AMI meters have been received and the purchase orders for the meters were
submitted in March, 2010

C.
The time span needed for payback of the AMI project is between 5-6 years. The largest component
contributing to payback is the savings on the cost ofmeter reading services.
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Melmber's Iuformation Request
Bated: August l9, 26IO

uestion 3:

What is the excuse for NOT getting a "certificate of Public Convenience and Necessity" &om the
PSC which is required before proceeding with any capital investment ofmember customers

money; SUCH AS 3.1MILLION DOI.,LARS FOR "S T METERS"?

Response:

It was our intention to include this matter in our recent application for approval of our next five-
year work plan; however the consulting engineer, who prepared the attachments, was working
consistent with the 'tions given by the RUS representative. The RUS Representative stated
the filing with PSC was not necessary, and therefore it was not included. Contrary to the
assumption in this question, a CPCN for the AMI meter project would not be required &om P56.
Our attorney has advised us there has been a long-standing informal rule at P50 that a CPCN will

not be required where the total project construction is 10/0 or less of existing plant value, as long
as money is not being borrowed to pay for the project. This is the case with fhe AMI prOject.
Therefore no law was broken. SEC normally does not rely on this informal rule, however, since we
prefer to be completely up6ont with our business with the PSC, we have filed an amendment with
the work plan stating the intentions to install an AM system.
Additionally, P50 has, in recent years, been actively promoting installation ofAM meter
technology by electric utilities due to the long-term cost savings, enhanced quality of service, and
increased safety resulting irom a AMI meter system. This is very obvious in the report, ike and ice
issued by the P50 on November 19, 2009 that technological changes are expected by utilities to
better report and restore power outages along with enhancing reliability. The AM meter system
will do just this for Shelby Energy members. These advantages were extensively discussed at the
March 18, 2010 board meeting attended by Dr. Carlin Pippin, Ms. Sarah Jane and
Magistrate Betty Curtsinger. SEC's smart meter capital investment is entirely consistent with P80's
policy on this matter.

estion 4:

%hat was the total amount given as end of year gifts for year ending 2009? Are there any gifts
in the budget for year ending in 2010?

Responses;

a.
The term "gift" is not applicable in the traditional sense for this situation. The total amount paid at
the end of2009 to non-bargaining unit employees was $12,750. This amount was based on two
additional days of leave permitted to bargaining unit employees, a higher rate ofpay provided
bargaining-unit employees for regular hours ofwork during the ice storm in January, 2009 and
expense allowances for bargaining unit employees in regards to apparel, tools and accessories that
were not provided. to non-bargaining unit employees in 2009.
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Membel's Infm marion Request
Bated: August l9, 20jIQ

Management considered two days of pay plus benefits for each non-management, non-bargaining

unit employee to average $750. The additional value of the ice storm pay and apparel, tool and

accessory benefit was calculated to be approximately $250. Management recommended to the

Board for consideration ofpayment to each non-management, non-bargaining unit employee of
$1,000 and $750 was approved by the Board.

b.
There were no funds budgeted in 2010 for this type of situation nor have any extraordinary events
occurred that would warrant such.

uestion 5:

Are copies of the 990 report for the last 5 years available to members? So, requested.

Response:

The last 5 years of the IRS Form 990 are available on the website of Shelby Energy at

.sheth ener .corn and may be viewed and/or printed by any interested parties. Prior to

posting on the website, and consistent with federal law, the Form 990's were available for

inspection at the Cooperative office by the public.

uestion 6:

Will there be any consideration in the near foreseeable future given to changing the bylaws to
)

prohibit proxy votes and to forbid any elected of6cial Rom serving as a Director similar to the

bylaws of Clark Energy and many other Cooperatives?

es onse:

The board ofdirectors began considering changes to the bylaws regarding the method of director
elections prior to the most recent director elections but decided against any changes just prior to the
Annual Meeting to avoid any appearance of an effort to affect the result of the elections. Several
issues were being discussed; mail ballots, board of director qualifications, board of director
education requirements along with a possible application process. The board of directors has the
benefit of evaluating the bylaws ofmany different electrical cooperatives to evaluate whether the
Shelby Energy bylaws are consistent to other member-owned cooperatives.
Shelby Energy has no plans to forbid elected officials to serve as a member of the Board. The
Cooperative has found officials who have served on the Board, in the past and present, are well-
informed, knowledgeable and valuable citizens within the community they serve and provide
outstanding and dedicated service to our membership.
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Member's Iufoxmmatiomt Request
Ilats: August l9, 2019

ue stion:

Vhy is the annual membership meeting not rotated among the 3 districts? Vill it be rotated to

Shelby or Trimble County next year?

Responses:

a.
The annual meeting of the members has been rotated among the three districts for many years.

b.
The cooperative has had scheduhng difficulties in the past and made a decision, just this year, to
hold it in Henry County at the Henry County High School for the future. This location provides a
central location for all members.

You reported for the calendar year 2009 on form 990 that the salaries, other compensation
employee benefits expense was 3„271,442 dollars and for the previous year it was 2,166,903
dollars —an increase of 1,104,531 dollars. How do you account for this difference?

Attached is a response from the cooperative" s CPA, Alan Zumstein, and a revised I'orm 990 as
filed with the 1RS.

uestion 9:

Vhy doesn't Shelby Energy use a ballot in the upcoming elections in the mailing? Clark County's
elections are run by a disinterested Provost who mails the ballot directly to the members aud is in
charge of keeping the ballot box until the votes are counted.

Response:

Approximately half of the cooperatives in Kentucky elect directors by mail and the other half
elect them at the member meeting as does Shelby Energy. Of the approximate half, some use
proxies and some do not. Election of directors by the members at the meeting is a longtime custom
originating from the democratic nature of cooperatives. Our director elections have been patterned
after our country's local, state and national elections which are not conducted by mail. And, of
course, it is a lot cheaper.
Mail ballots handled by a disinterested Provost will be considered, along with other options at the
time the bylaws are reviewed and revisions taken under consideration.
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Member's Infortuatiou Request
Bated: August 19,26IQ

Shelby Energy's board has from time to time, in the past, discussed changing to a mail ballot

system in order to potentially increase the number of members voting in the elections„but one of
the reasons that the change has not occurred is the significant added cost to our members of a mail
ballot system, estimated to run several thousands ofdoHars per election.

estion 10:

%hen will the BOD vacancy be Sled'? Is there any consideration for membership input for naming
a candidate(s)'?

Response:

The Board is reviewing the process for appointing a member of the Board when a
retirement or resignation takes place prior to the end of a board of directors term. The Board has
plans to 511the position no later than the second quarter of 2011.

The Board will regard any candidate that resides in the appropriate district and who submits their
name

uestion 1'l:

Are there any other power resources besides East Ky Power Cooperative being considered for
future wholesale energy purchases as advised by PSC'?

Response:

The requirement in the past by Rural Utilities that each distribution cooperative, including Shelby
Energy, sign lang-term contracts agreeing to purchase all but 15%of their power Rom East
Kentucky Power, and that those contracts be pledged fo Rural Utilities as coOateral for loans, is a
significant legal hurdle to overcome any significant outside purchases until those contracts expire
many years in the future, or even longer ifRural Utilities requires renewal of those contracts. PSC
has been provided with copies of these contracts and mortgages. Shelby Energy Cooperative is
participating in a process with aH member cooperatives ofEast Kentucky Power that are reviewing
other options and possibilities for the future.
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estion12:

Why are more VICE PRESIDENTS being hired and no linemen'anagement seems heavy at the

top: "FOUR VP'S for less than 40 employees'" With so few linemen that are working so many

hours DOESN'T THIS CONSTITUTE A SAFETY ISSUE'P

Response:

The cooperative will have three vice president positions rather than four as stated in the question.

These positions are as follows:
Vice President ofEngineering Ec Operations;
Vice President of Customer Service 4 Marketing, and

Vice President of Finance and A 'tration.

This revised organizational structure follows the PSC Management Audit recoromendation and

actually reduces the number ofpersons directly reportiug to the CEO by one below the number

recommended.

Shelby Energy hired four employees as Line Technicians (Linemen) in the operations area
between late 2009 and early 2010. One of the tour is no long with the organization, but plans are to
replace the position soon.

The cooperative has made tremendous advances in safety and con es to improve in this

area. At no time is an employee asked to work iu a situation that would pla e them in an unsafe

position. Hours are reviewed and controlled by management employees alo g with the assistance

from the actual employees performing the work. Only in emergency situati ns or extraor
'ircces, which are few, would an employee be requested to work p t the regular 16 hours-

on aQd 8 hours-off schedule. As stated in our safety manual, should an em loyee find he/she is
unable to work 1S hours due to safety reasons, accommodations will be ged without a
negative impact to the employee's work relationship with the Cooperative.
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Member's Information Request
Bated: Septetubez l6, 2816

uestion 1:

%ere four Shelby Energy staff members paid to play golf on Friday. August 27,2010?
Was this a local or an out of town event? %hat was the expense of this outing and how did this

benefit the members customers in lowering our electrical bill?

Res onse:

The four employees who participated in the golf event on Friday, August 27, 2010 were

paid their regular salary. Three of the four are salaried employees who receive a fixed paycheck

no matter how many hours they work, including emergencies. The fourth employee did not work

any extra hours. The event was sponsored by another utility company, held near Lexington and

focused on economic development and key accounts. Shelby Energy paid $100 to participate.

This event helped our employees observe first-band an outstanding system of strengthening

relationships with key business accounts (who help keep rates low through large consumption).

Finally, it helped build relationships with employees of other utilities, on whom we depend, for

backup durnlg disasters.

uestion 2:

%'ere the two companies selected for installing the AM system based on a competitive

biddiug process?

Res onse:

Yes, bids to install the A1VIl system meters were received &om six companies. One

company was selected to install the siingle phase meters, and another company was selected to

instaH three phase meters. These selections were made based on safety, services and pricing.

uesiion 3:

%hy was the $264,000 grant for meter installation not accepted? %by was this money not

used as a sample meter testing project?
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Men>hei's Kfo~atloil Re@@est

Bated: September 16, 2619

Res onse:

Shelby Energy declined to participate in the Department ofEnergy Development and

Independence (DED1) project because we do not have stafF resources to meet the grant'

reporting, monitoring aud tracking requirements. Although the $264,000 looked like a financial

windfal'1 on its surface, it mould have cost the Cooperative more than $264„000 to meet these

requirements.

Reporting requirements include fiscal, progr tic status, milestones, metrics and

compliance to be filed monthly.

The fiscai reporting includes detailed invoices of current monthly expenditures,

cumulative expenditures, personnel and payroll data, fringe benefits, havel, equipment, supplies,

construction, indirect costs, funds obligation, cost status and program outlays.

The programmatic status reports are required. to be filed electronically and include scheduled

milestones, anticipated completion dates and actual completion dates, changes in approach or
aims and reasons for change, actual or anticipated problems, changes in key personnel, a
discussion ofwhat was accomplished during the reporting period such as major activities,

significant results„major findings and conclusions, key outcomes or other achievements. A
description of any product produced or technology transfer activities accomplished during the

reporting period such as web site or internet sites that reflect results ofthe project, networks or

collaborations, fostered technologies or techniques, inventions, publications, other products and

infrastructure investment.

Milestone reporting is required to be submitted quarterly and includes the preparation of a
case study to demonstrate findings and impact.

Metrics reporting must be submitted quarterly for emissions reductions measured in metric tons

for carbon monoxide, greenhouse gases, nitrogen dioxide, particulate matter, sulfur dioxide and

volatile organic compounds. Measurements of annual energy cost savings for electricity, fuel oil,

gasoline, natural gas, propane along with consumption of each resource and impact to job
creation or retention must be included.

To add the record keeping and reporting requirements associated with the DEDI project

to current staff's duties and responsibilities would be a disservice to the employees and to our

members. It would have been impossible to expect existing staff to meet the reporting, tracking

and monitoring of this project and sti11 perform their day-to-day functions needed to provide safe„

reliable and quality service. We could have made the decision to hire a new fiill time employee to

handle the project, but that person would lack the knowledge of our distribution system. It would

be an added cost to members along with needed expertise from current employees. The cost of
contracting with a consultant to handle the project over a period of a year or more would have

equaled or exceeded the amount of the grant. In a cost versus benefit analysis, we could not

justify accepting this grant.
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Member's Reformation Request
Bated: September j.6,2tjjIO

What are the consequences to the management and the Board of Directors due to the PSC
rejecting your request to deviate Born sample meter testing (Case No. 2010-00331)dated

September 1,2010.How much will this cost member/customers?

Res onse."

As explained to the members who attended the board meeting on September 16, 2010,
because certain information desired by PSC was not included in the Qrst request the deviation

was initially denied. It was further shared with those at the meeting that the request had been re-

submitted with the additional information. The revised deviation request was accepted as meeting

the filing requirements by the PSC on September 15, 2010.A copy of the letter received by

Shelby Energy in the afternoon mail on September 16, 2010 is attached and included as part of
this response,

uestion 5:

Are there any performance bonuses for all employees in the 20'10 budget now that the rate

increase has been approved and implemented?

Res onse:

There were no performance bonuses scheduled for employees in the 2010 budget and that

has not changed based, on the rate application and its approval by PSC.

uestion 6:

Are rates going to increase by 4% to 5% for all key energy users effective January 1,

Res oilse:

Based on a Qow-through increase of approxim'ately 4-5% &om our power supplier, East

Kentucky Power, rates wiH increase for all members of Shelby Energy. An announcement was

placed in the June, 2010 issue of the Kentucky Living magazine communicating this information.
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Why is the Chairman of the Board paid $8,000 while the other Board members are paid
near double that amount?

es onse:

As part of the response to Question 15 of the first set of inquiries on March 18, 2010, you

were informed that benefits are provided that will attract and retain the most competent, diverse

and well-qualified individuals available for the role ofa board member and includes the

Chairman as a single-coverage participant in the medical insurance plan.

Board participation is not a casual interest for those who are sincere about cooperative

service. The C is an established member of the board, has represented the cooperative by

attending substantial
'

and educational programs over his years of service, is a
Credentialed Cooperative Director (CCD) and has accumulated several hours toward a Board

Leadership Certificate (BLC).Over the past few years, the Ch 'as reduced participation in

cooperative training, meetings and business. Chairman Busey has encouraged aud supported

others on the Board, to increase time representing the cooperative while furthering their education

and training as a board member.

uestion S:

Are all hourly paid employees allowed. to get complimentary time in lieu of overtime

Res onse.

No. Hourly employees who work overtime receive overtime pay at one and, one-half

times their regular hourly rate according to the requirements under the Fair Labor Standards Act.

Under the wage and hour laws, any employee subject to overtime pay may not be paid in

compensatory time off to avoid paying overtime.

uestion 9.

Are credit cards used by some employees and Board members as a major way of

purchasing office supplies, meals, gas and paying for hotel, travel and ente
*

ent expenses?
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No. Board members do not have or use company credit cards, and cooperative records show no

record of a director ever having access to company credit cards for any purpose.

Credit cards are used by cooperative employees for legitimate business expenses on behalf of the

cooperative and, at various times, may include ofhce supplies, meals and gas. However„credit

cards are not the major source of covering such business expenses. As with most business

organizations, supplies, fuel and other routine business items are purchased through established

accounts with reputable vendors.

Should an employee be required to travel for training and continuing education, the use of a
credit card is normally required. It is not safe for an employee to carry the necessary cash to

cover travel expenses that include accommodations.

Shelby Energy doesn't cover ente 'nt expenses for employees. Should. an employee

participate in any type of cute ent, it is considered a personal expense and handled in such a
mannei'.

The use of company credit cards are governed by policy and only legitimate

business expenses are covered. Credit card statements must include itemized receipts that are

reviewed by the departmental VP/Manager and CEO prior to payment.

estion 10:

Are all minutes of monthly Board of Director"s meetings recorded and kept on 6le for
f'uture reference? Is there an archive file and, if so, where is it located? Can member customers

view these records by submitting a written request for speci6c dates'?

Res onse:

All minutes of Board meetings are recorded and kept on file. More recent minutes arc stored on-

site at the cooperative and older minutes are stored at an off-site location.

The Board members are willing to discuss any specific issues of interest, but is unable to provide

open access to the minutes based on advice of counsel and the cost ofhaving such minutes

reviewed by an attorney to delete attorney-client information.
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Print this article

By Todd Martin

Shelby Energy Cooperative's board of directors met Thursday morning with a group of members who are
concerned with how the co-op was spending money among other topics.

Customers are left tightening their belts as the country continues to suffer through a recession, but

Shelby Energy is raising rates, renovating buildings and adding new technology.

On Juiy 27 Shelby Energy received approval from the Kentucky Public Service Commission to raise rates
to increase its annual revenue by$ 1.9 million. It reported revenue in 2009 of nearly $38 million.

The rate increase for a standard residential customer is about 2 percent, or about $3 on a biil for an

average customer using 1,522 kilowatt-hours per month, setting that monthly bill at about $149.

The basic charge per customer also increased. The cost for regular customers went up nearly $2 to

$9.75.

The basic cost for demand-control customers decreased about $2.50 to the same rate of $9.75, but it

increased the cost of kilowatt-hours by about 12 percent, Demand-control customers are customers who

have given Shelby Energy the right to control their energy consumption during peak hours, earning credits
for scaling back.

A group of about eight showed to hear the board's answers to a list of questions that were submitted by
customers on Aug. 19, some of which were addressed Wednesday in a letter published by The
Sentinel-News.

Several out of the group questioned the timing of the repairs and the increase.

"In this economy, the timing of raising rates and spending money is not appropriate," said Carlen Pippin,
the defacto speaker of the group.

Pippin was generally pleased with the responses after the meeting.

"lt was good to see the questions end answers in writing," he said. "The whole idea was to get some
transparency. This is our money they'e spending, and we have right to weigh in on it."
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However, not everyone was as pleased.

"I don't know if anything was accomplished," Irene Cornish said. "The answers were OK, but they just

read them off the papers —they could've just mailed them to us.

"The main thing is the people of Kentucky and Shelby County aren't getting raises, so we don't need to
be going overboard on our spending They don't need to be spending more than Shelby County can
afford."

Most of the questions addressed expenses and costs, aiong with the rate increase, including:

~ The cost of the new Advanced Metering Infrastructure (AMI) or "smart meters," and why a Certificate
of Public Convenience and Necessity was not filed.

The practice of giving "gifts" to oNce employees at the end of the year in 2009.

A $1.1 million increase on the company's 990 form from 2008 to 2009.

An office-remodeling budget that increased 173 percent over what was spent in 2009 and about 230
percent more than in 2008.

Other questions centered on the empty seat on the cooperative's board of directors and proxy votes
used for election to the board.

The board and CEO Debbie Martin provided written explanations for each question to all those that
attended

New meters

A purchase order was submitted earlier this year for the new AMi meters, and almost 4,700 of the
roughly 15,000 needed have been received.

Single-phase meters ranged from about $100 to $132, with installation costs of about $13. The industrial

load meters cost $450 and another $118 to instaii.
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Martin said the company hopes to have ali the new meters installed by mid-January.

Pippin and the group asked why a test area wasn't selected, to see if the technology would work in

Shelby County.

"The technology has been around for many years, and there is no question that it will work. it is aiready
being used in several other areas across the country," Martin said.

Once all the new meters are installed, the company can end a contract with a meter-reading service that
costs between $ 'f4,000 and $18,000 a month. Meter readers are not needed with the new meters, which
communicate eiectronically with the office.

As to why a Certificate of Public Convenience and Necessity was not filed with the PSC, Martin said one
wasn't required.

She said her staff was told none was needed, and, also, she said there is a long standing informal rule
with the PSC that if the total project is 10 percent or fess than the total plant value and money is not
being borrowed, a certificate is not necessary.

With revenues of about $38 miiiion in 2009, the $3.1 million project fell under that rule.

Gifts for employees

Another area of concern was the act of giving "gifts" to employees at the end of the 2009-year and
whether that practice would continue.

"lt doesn't appear that these were performance based," pippin said.

Martin and the board responded with an explanation and said that perhaps gifts were not the best way to
word it.

Union workers received two paid days off for rest after the ice storm last year, and non-union workers,
who still had to come to the office and put in long days had received no extra benefit for the time worked,
Martin said
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"N/e couidn't afford to split them up and not have them in the office for two days," she said. "So we

rewarded them with the pay of seven hundred and fifth dollars for the extra work put in during that storm.

Managers did not receive the payment."

So, Martin argued, though the payment did not seem, on the face, to be performance- based, it actuaify

was.

$1.1 million discrepancy on 990 form

The large increase on the 990 form, Martin said, was a simple mistake.

"You mean of all the people on this board and in this company that looked at this form, )'m the only one

that caught that?" Pippin asked.

Said Martin: "We missed it."

"Weil somebody didn't look at it," Pippin replied.

Building remodeling

Martin explained that Shelby Energy's building on Old Finchville Road is about 50 years old, and the
co-op has gotten behind on upkeep,

Also the PSC recommended improvements to the dispatching station, including new equipment.

"This was done at less than the estimated cost of two hundred fifty thousand doilars from the PSC,"
Martin added.

N/hen Sheiby Energy started renovating the basement where the contractors go in and out, it was
discovered that mold had infiltrated much of the basement. Also, numerous pieces of furniture had to be
replaced because of wear and tear.

Proxy votes

Outstde of cost and consumption, the group's ot'her concern was with how members of the board are
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elected. VVith one seat open, the board would get to pick the next member, and then with proxy voting it

is nearly impossible to have a member changed.

Proxy voting allows for members who wish not to vote to give those votes to proxies wo then vote in

bulk.

Therefore, if a fevf hundred show up to the annual meeting, those voters could not out-vote the proxy.

"I don't think a true member of this co-op could come out and get elected," Pippin said. "Once they get
the hundred names ta get on the ballot, if only a few show up, it's nearly impossible. is there any thought

to changing the proxy voting system?"

The written explanation said only that the board considered changing the bylaws pertaining to the election
system before the previous meeting but deciined to.

Martin would only say "it is still under consideration, and wiil be looked inta further."
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Shelby ~Coo has Sed a request to increase rates as much as 15
mcreaseimm East Power, Shelby Energy's power supplier,

on top of an additional 6 rate

I believe Shelby Energy has nest a veil of secrecy about our coopera6ve's
member~mar to pay mine money for less service.

Shelby Energy has existed for about 70 years, but only recently did line workers elect to accept union p~n due to poor
and safety .Attorneys hi!ed at rates as high as $800 an hour by annie S~Energy

have cost Members~mers more than $153,000 ta kgal fees.

Tie spnsdthrN ways ofour c 'ven now. The PubIc 's audit was compkted mid 288
with a 150 page report To date, only a fevv ofthe ed chanys have been made. It was noted at the audit that Shelby

Energy ahuady has higher than rates than the ehntric unky in the C ofay.
This is home out by the thct that wh8e many are hsing their jobs and

been
'

to 10 pay for the past tlaee years.

Nevv trucks have been pmuhased (wshout any bid process) whib other good trucks sit Ne.

One of the ~eamyles of 'is is the three mIion doIars fur "snsut meters," whih the

CEO.,Debbie Martin, couidn'tteI the PS C. at tie ~mien "
whateven onemeinr costs.

It has become obvious that the acd bomd of are not co about lag the concerns and

questions of w .They missed that opportumty at the anmal hip
*

and their to the huer

to the editor Ady 7, 2010was lass than forthcomiag. You can and shordd foHowthe history ofmte 'creases
along with Shelby Energy expenditures at h y/ sc.kv.oov/. Then go to Commission Records, notH",kctronic cases, 2009 cases,

10.

The s
"

and hick of quaky hndership must stop. Voice your desire for change to your board members today.
Cag the Public Service Conumssion at Phone(502) 564-39%I„Itx(502)-564-34i0; hotSue 1400- to voiceyour concerns.

Paul%%en
Simpsonvilh
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Prir.t this article

~in re cont in: tes tc be a very pu elle and ecrlmonlous spat between the management of shelby Energy and some oy its

=ostomers.

At de 'neart of these istns is a recently approve rate lrrrease fix tbe caopcratha ard what stare af tbe rrnmbets bereve to be shoddy rnerspendirg ard even

darrnr.

Wbednr alt de camphxss atpist Shelby Ernrgy- nlny ai ttnm d:heated inn hoer to the edhx hst week- are vhlh i natcher. Each sih bas ih atHons, and each belhves

strangty h whatitsays.

A rneedtg hst Ibtxsthy seerned to address nnny of those qsrtxas, wih Shelby Ernrgy presihnt Debbe Marti standhg and sreahog rtiecdJ to tbe hsrns, and custaanrs

aprnarig to atrxechte her etnxts iTnat her wan@

All ifNs is very serniive heaom tbe qnstirsn go not anly to ddhrs ard cents ard bow tiny are apart bra aho to bstnry, safety and coadmirg hsrns wih the ernie

system tbe state.

Two yeats arp tbe stats Bhtb Servbe
'

required an aud't af 'bout saRy that~stem wani and saang diectim afhow Slnky Energy should

IespxxL

Yet no matterwtsrt i done. dere cantitxn tobe qrxnfixn and adcmard for arnwers,sanntines among the tbemsehes,

|tn recendy pubthbed htter was '%gled" by 11 faudhs, brx rxn wibdrew bs signature befixe 'nd thee af those fiurdhs hter saB tbey bad not signed the hoer far

Such enaughrnents are act
What i rnerhd i abroad ardsweephg auditby an ixhtnnrhrs

'f every aspect ofSbelbyErxugy. Eachchinsbcuttbe~bj tlis ',and a futtpubrc

report should te nxuh to tbe PSC and cathe nnrnbers tbernsches

We sugsest tint Ms. Martin sbautdreinftrce aarnpuency by qenssti'rg stnhanarxrL

Ttn psc sbnuU(S//rassle aa 'bst i. nnt pxt ofits cuuent strmtrxe and who i cbarrld wit pavdig a svveepng rrsxh as a
lngbt prrdloe.

'Bnfig thxe step; woden'tibhktbb wr! beached unhss tie coons are to tecrxne trnatved

We bethve cibens have the rgbt and 'okeepwatchover eacbrdnAbest~
We just wart tine 'onxrve atnrg ardsrnwsort afmtuat1ly ~barnacled
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