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KENERGY CORP. 
RESPONSE OF KENERGY CORP. ,- y I - , .-.--I A I < . .  TO SECOND DATA REQUEST OF COMMISSION STA 

0 i . i  2 6 2 0 0 6  
CASE NO. 2006-00369 

Item 1) Refer to the Application, Exhibit 5, page 7. 

a. Provide the workpapers showing the determination of the average hourly rates 

as of 1/1/06 for regular and overtime wages. 

b. Refer to response to Staffs First Data Request dated August 28, 2006 (“Staffs 

First Request”), Item 25. Explain the differences in the number of employees found in this response, 

page 5 of 5, with the number of employees found in the Application, Exhibit 5, page 7. 

C. Refer to response to Staffs First Request, Item 23. Explaiii the difference in 

wage rate shown in this response, page 5 of 5, with the wage rate showii in the Application, Exhibit 5 ,  

page 7 

Response a) Item 1, pages 2-4 of 4, contain the infoirnation referenced in la. Kenergy is petitioning 

the Commission to classify and protect as confidential the information in their schedule which has 

been deleted. See response to item 29 of the PSC First Data Request. 

Response b-c) As noted in Kenergy’s resonse to Item 23 (not Item 25) of Staffs First Request, page 5 

3f 5, the $27.1 1 hourly rate shown iiicludes two employees who retired in January 2006 whose 

Jositioiis were filled with existing eiiiployees. Therefore, the 161 employees were reduced to 159 on 

Exhibit 5, page 7 to calculate proforma labor. 

Witness) Steve Thompson 
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Case no. 2006-00369 
PSC Information Request No. 2 
Itern l a  

nourn fg 
1/01/06 rate 

HOURLY RATE 2005 2005 DBL. 
NO. 1/01/06 0.T.HRS TIME HRS 

1 
2 
3 
4 
5 
6 

. 7  
8 
9 
10 
1 1  
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 

-. 

$26.92 
$26.26 
$27.14 
$27.93 

$18.72 
$22.82 
$22.15 
$22.82 
$27.57 
$26.20 
$1 9.27 
$26.28 
$28.57 
$26.26 
$26.92 
$24.53 
$1 8.63 
$1 9.85 
$21.26 
$21.48 
$27.57 
$17.11 
$22.38 
$26.26 
$19.30 
$22.69 
$30.62 
$29.82 
$30.62 
$26.28 
$28.57 
$19.85 
$21.48 

$22.30 
$18.67 

$27.57 
$27.43 
$30.62 
$38.05 
$42.89 
$19.85 
$23.05 
$26.26 
$42.98 
$28.63 
$19.30 
$19.32 
$1 9.87 
$31.11 
$33.99 
$21.48 
$25.58 
$17.76 
$23.21 
$21.48 

0 

m - 

50.0 
191.5 
408.0 
60.0 
0.0 
12.0 
159.0 
322.0 
745.0 
536.0 
27.0 
205.0 
429.5 
341.5 
582.0 
448.5 
576.0 
92.5 
19.0 
598.0 
105.0 
666.0 
85.5 
119.5 
647.5 
387.5 
51.5 
417.0 
165.5 
287.5 
220.0 
459.0 
37.0 
95.5 
0.0 

115.5 
67.5 
0.0 

361.5 
0.0 

422.0 
0.0 
0.0 

179.0 
432.5 
940.5 
0.0 

497.0 
202.5 
339.5 
97.5 
0.0 

127.5 
265.0 
118.5 
196.5 
165.5 
97.5 

2.5 

6.5 

2.5 
3.0 

5.5 

1.5 

2.5 

7.0 
3.0 

3.0 

4.0 

1 .o 

9.0 

1.5 

3.5 

3.5 

@ 1.50 OR 
2.00 
$1,211 
$7,543 

$1 6,610 
$2,514 

$0 
$337 

$5,557 
$10,698 
$25,501 
$22,525 
$1,061 
$5,926 
$16,931 
$14,778 
$23,083 
$18,110 
$21,464 
$2,585 
$566 

$19,134 
$3,383 
$27,680 
$2,194 
$4.012 
$25,873 
$1 1,334 
$1,753 
$19,337 
$7,403 
$13,205 
$8,672 
$19,899 
$1,102 
$3,077 

$0 
$3,863 
$1,890 

$0 
$15,005 

$0 
$19,382 

$0 
$0 

$5,330 
$14,954 
$37,519 

$0 
$21,430 
$5,862 
$9,974 
$2,906 

$0 
$6,739 
$8,538 
$4,547 
$5,235 
$5,762 
$3,141 
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Case no. 2006-00369 
PSC Information Request No. 2 
Item l a  

noun 
1/01/06 rate 

HOURLY RATE 2005 2005 DBL. 
NO. 1/01/06 0.T.HRS TIME HRS 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 
73 
74 
75 
76 
77 
78 
79 
80 
81 
82 
83 
84 
85 
86 
87 
88 
89 
90 
91 
92 
93 
94 
95 
96 
97 
98 
99 
100 
101 
102 
103 
104 
105 
106 
107 
108 
109 
110 
1 1 1  
112 
113 
114 
115 
116 

$28.61 
$18.45 
$20.76 
$19.88 
$40.92 
$22.75 
$42.98 
$28.63 
$21.48 
$23.54 
$27.65 
$23..05 
$21.48 
$18.77 
$25.73 
$30.03 
$17.11 
$22.82 
$22.38 
$30.62 
$20.19 
$33.99 
$27.43 
$30.60 
$27.41 
$19.18 
$23.93 
$26.26 
$24.83 
$30.91 
$30.62 
$30.50 
$23.89 
$21.48 
$24.81 
$17.11 
$30.62 
$26.92 
$43.46 
$22.64 
$20.25 
$24.73 
$20.59 
$23.86 
$24.45 

$19.85 
$30.03 
$27.05 
$24.82 
$43.46 
$23.86 
$26.64 
$22.35 
$26.74 
$30.62 
$19.89 

598.5 
116.5 
61 .O 
712.0 
156.0 
25.5 
0.0 

444.5 
80.0 
329.5 
65.5 
449.0 
105.0 
65.5 
216.0 
0.0 

112.0 
520.5 
77.0 
496.5 
42.0 
418.0 
109.0 
0.0 
67.0 
496.5 
50.0 
468.0 
50.5 
0.0 

429.5 
125.5 
141.0 
185.0 
124.5 
70.5 
655.0 
6.5 

154.0 
37.5 
53.5 
27.0 
75.5 
49.5 
122.5 
0.0 

146.0 
245.5 
0.0 

729.0 
82.0 
0.0 
59.5 
472.5 
285.0 
12.5 
714.0 
8.5 

2.5 

3.0 
2.0 

3.5 

1 .o 

4.0 

2.5 

5.0 

2.0 

2.5 

2.5 

5.0 

8.0 

@ 1.50 OR 
2.00 
$24,022 
$3,224 
$1,900 
$21,351 
$9,739 
$870 
$0 

$19,289 
$2,578 

$1 1,635 
$2,717 
$15,524 
$3,383 
$1,844 
$8,337 

$0 
$2,874 
$17,817 
$2,630 
$22,804 
$1,272 
$21,312 
$4,485 

$0 
$2,755 
$14,438 
$1,795 
$18,566 
$1,881 

$0 
$20,033 
$5,742 
$5,053 
$5,961 
$4,633 
$1,809 
$30,207 

$262 
$1 0,257 
$1,274 
$1,625 
$1,002 
$2,332 
$1,772 
$4,493 

$0 
$4,347 
$7.310 

$0 
I $29,714 

$3,053 
$0 

$2,130 
$1 9,148 
$9,555 
$501 

$33,284 
$254 

Item 1 
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NO. 

Case no. 2006-00369 
PSC lnformatlon Request No. 2 
Item l a  

HOUlg 
1/01/06 rate 

HOURLY RATE 2005 2005 DBL. 
1/01/06 0.T.HRS TIME HRS 

117 $30.62 
118 
119 
120 
121 
122 
123 
124 
125 
126 
127 
128 
129 
130 
131 
132 
133 
134 
135 
136 
137 
138 
139 
140 
141 
142 
143 
144 
145 
146 
147 
148 
149 
150 
151 
152 
153 
154 
155 
156 
157 
158 

$44.86 
$19.85 
$26.15 
$26.26 
$1 9.53 
$22.15 
$26.92 
$26.26 
$41.28 
$22.82 
$16.79 
$22.17 
$23.43 
$30.62 
$17.11 
$24.94 
$24.77 
$20.66 
$25.67 
$42.10 
$27.68 
$29.41 
$31.22 
$26.26 

m 
$26.26 
$26.26 
$23.93 
$27.43 
$20.34 
$18.07 
$23.43 
$22.28 
$20.80 
$26.26 
$17.08 
$27.01 
$39.30 
$26.26 
$26.92 

325.0 
150.5 
14.5 

338.5 
433.0 

9.5 
459.0 
142.0 
434.0 

0.0 
378.0 

6.0 
136.5 
80.5 

381.5 
53.5 
45.5 
62.0 
81.5 

856.0 
0.0 

489.5 
34.5 

469.0 
201.0 
363.5 

0.0 
446.5 
353.5 
170.5 

0.0 
68.5 
15.5 
99.0 
65.5 
56.5 

639.0 
12.0 
21.5 
0.0 

349.0 
66.5 

1 .o 

2.0 

1.5 

2.0 

2.0 

1 .o 

2.5 

6.5 

@ 1.50 OR 
2.00 
$14,927 
$1 0,127 

$432 
$13,278 
$17,108 

$278 
$15,250 
$5,734 

$17,095 
$0 

$1 3,030 
$1 51 

$4,539 
$2,829 

$17,522 
$1,373 
$1,702 
$2,304 
$2,526 

$33,037 
$0 

$20,435 
$1,522 

$22,088 
$7,917 

$14,371 
$0 

$17,719 
$13,924 
$6,120 

$0 
$2,090 

$420 
$3,479 
$2,189 
$1,763 

$25,512 
$307 
$871 

$0 
$13,747 

$2.685 
159 $27.94 55.5 $2,326 

$4,280.42 33.859 122 $1,314,655 \ 

$4,280.42 Overtime Dollars $1,314,655 
divided by 159 Divided by hours 33,980 (33,859+122) - - 

$26.92 Average overtime rate $ 38.69 

Item 1 
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KENERGY CORP. 
RESPONSE OF KENERGY CORP. 

TO SECOND DATA REQUEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

Item 2) Refer to the Application, Exhibit 5 ,  page 8, and the response to the Staffs First 

Request, Item 28, page 3 of 3. Provide the workpapers showing the deteminatioii of the pro forma 

amounts, including premium statements or other documentation supportiiig the rates used for the pro 

forma amounts. 

Response) Item 2, pages 2-20 of 20, contain the above referenced inforniation. Kenergy is 

petitioniiig the Commission to classify and protect as confidential the information in the schedules 

which have been deleted. See response to Item 29 of the PSC First Data Request. 

Wit ness) Steve Thompson 
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KENERGY CORP 
01 -1 8065-002 

KEITH ELLIS 
KENERGY CORP 
P.O. BOX 18 
6402 OLD CORYDON ROAD 
HENDERSON, KY 42419 

Pian: R&S PRODUCT 

Statement Date: 02/01/2006 
&m tJvFc- 

Total Bill Rate: 

lkL4 3, m3-f 
Employee Rate: 0.00 
Employer Rate: 15.39 

Participant Name Employee Salary Employer Employee Total 
Social Security # Status TY Pe Contribution Contribution cost 

- E-A 
xxx-xx-6213 - E-A 
XXX-XX-8306 

E-A 
XXX-XX-6974 - E-A 
XXX-XX-4408 - E-A 
XXX-XX-0587 

Iclllc113r E-A 
XXX-XX-6581 - E-A 
xxx-xx-5714 - E-A 
XXX-XX-881 3 - E-A 
xxx-xx-6259 

53.01 9 679.97 

5 3 , 0 1 9  679.97 
Base 

54,350 697.04 
Base 

37,045 475.1 0 
Base 

39,229 503.1 1 
Base 

43,389 556.46 
Base 

53,019 679.97 
Base 

0.00 679.97 

0.00 679.97 

0.00 697.04 

0.00 475.1 0 

0.00 503.1 1 

0.00 556.46 

0.00 679.97 

53,019 679.97 0.00 679.97 
Base 

40,144 51 4.85 0.00 51 4.85 
Base 

45,032 577.54 0.00 577.54 
Base 

40,082 514.05 0.00 51 4.05 
Base 

Item 2 
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Kenergy Corporation SFAS Nos. 87 and 132 Report 

Disclosure Under Financial Accounting Standards Nos. 87 and 132 
Fiscal Year Ending December 3 1,2005 

The following table outlines the required infarmation for disclosure purposes relating to the 
Group Pension Plan for Employees of Green River Electric Corporation 

A. Net Periodic Pension Cos%/(Income) Expense (Income) 

B. 

c. 

D. 

Service Cost with Interest to Year-end 

Interest Cost on Projected Benefit 
Obligation 

Expected Return on Assets 

Net Amortization: 
Transition Obligation/(Asset) 
Prior Service Cost 
(Gain)/Loss 

Sub-Totals 

Net Periodic Pension Costf(Income) 
Effect of Settlement 

Total Pension Cost 

$52,000 

143,000 

(139,000) 

0 
18,000 
74,000 

$287,000 (139,000) 

Accounting Assumptions: 

Measurement Date 12/3 112004 
Discount Rate 6.00% 

Rate of Increase in Compensation Levels 4.00% 

Savings Plan Investment Return 8.00% 

Expecteg Long Term Rate of Return on Assets 8.00% 

Rate of Increase in M a h u n i  Benefit and Compensation Limits 4.50% 

Estimated Contribution for the Fiscal Year Ending December 31,2006 

Projected Benefit Payments 
Estimated Benefit Payments for the Fiscal Year Ending December 31,2006 
Estimated Benefit Payments for the Fiscal Year Ending December 31,2007 
Estimated Benefit Payments for the Fiscal Year Ending December 31,2008 
Estimated Benefit Payments for the Fiscal Year Ending December 31,2009 
Estimated Benefit Payments for the Fiscal Year Ending December 3 1,2010 
Estimated Benefit Payments for the Fiscal Years Ending December 31,201 1-2015 

1 2/3 1 12005 
5.50% 
7.jOyo 
4.00% 
4.50% 
7.50% 

$150,000 

$4,000 
$1 16,000 
$572,000 

$2,000 
$100,000 

$1,363,000 

Item 2 
Page 9 of 20 
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Case No. 2006-00369 
PSC information request No. 2 
item 2 
Payroll taxes 

Proforma excess over 
wages $ 94,200 

No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 

$57,205 
$62,164 
$73,061 
$60,608 

$39,275 
$53,023 
$56,770 
$72,967 
$79,871 
$55,557 
$46,008 
$71,593 
$74,204 
$77,704 
$74,104 
$72,486 
$41,335 
$41,854 
$63,355 
$48,061 
$85,026 
$37,783 
$50,562 
$80,494 
$51,478 
$48,948 
$83,027 
$69,429 
$76,895 
$63,334 
$79,325 
$42,390 
$47,755 

$50,247 
$40,724 

$72,351 
$57,054 
$83,072 
$79,144 
$89,211 
$46,618 
$62,898 
$92,140 
$89,398 

-- 

Ip - - -  
$a0,980 
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Case No. 2006-00369 
PSC information request No. 2 
Item 2 
Payroll taxes 

Proforma excess over 
wages $ 94,200 

No. 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 
73 
74 
75 
76 
77 
78 
79 
80 
81 
82 
83 
84 
85 
86 
87 
88 
89 
90 
91 
92 
93 
94 
95 
96 

$46,006 
$50,160 
$44,236 
$64,709 
$77,438 
$53,216 
$57,753 
$42,176 
$54,039 
$47,819 
$79,371 
$41,600 
$45,081 
$62,701 
$94,853 653 
$48,190 
$89,398 
$78,839 
$47,256 
$60,598 
$60,229 
$63,468 
$48,061 
$40,886 
$61,855 
$62,462 
$38,463 
$65,283 
$49,180 
$86,494 
$43,267 
$92,011 
$61,539 
$63,648 
$59,768 v 
$54,332 
$51,569 
$73,187 4 *. 
$53,527 
$64,293 
$83,723 
$69,182 
$54,744 
$50,639 
$56,238 
$37,398 
$93,897 
$56,256 

Item 2 
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Case No. 2006-00369 
PSC information request No. 2 
Item 2 
Payroll taxes 

Proforma excess over 
wages $ 94,200 

No. 
97 
98 
99 
100 
101 
102 
103 
104 
105 
106 
107 
108 
109 
110 
11 1  
112 
113 
114 
115 
116 
117 
118 
119 
120 
121 
122 
123 
124 
125 
126 
127 
128 
129 
130 
131 
132 
133 
134 
135 
136 
137 
138 
139 
140 
141 
142 
143 
144 

$100,654 
$48,365 
$43,745 
$52,440 
$45,159 
$51,401 
$55,349 
$Illllr 
$45,635 
$48,598 
$62,462 
$85,978 
$54,679 
$90,397 
$51,759 
$74,559 
$56,043 
$56,120 
$96,974 
$41,625 
$78,617 
$103,436 
$41,720 
$67,670 
$71,729 
$40,900 
$6 1 ,322 
$61,728 
$71,716 
$85,862 
$60,496 
$35,074 
$50,653 
$51,563 
$81,212 
$36,962 
$53,577 
$53,826 
$45,499 
$86,431 
$87,568 
$78,009 
$62,695 
$87,026 
$62,538 
$68,992 

$72,340 
olr 

6,454 

2,774 

9,236 

n 

Item 2 
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Case No. 2006-00369 
PSC information request No. 2 
Item 2 
Payroll taxes 

Proforma excess over 
wages $ 94,200 

No. 
145 $68,545 
146 $55,894 
147 $57,054 
148 $44,397 
149 $38,006 
150 $52,213 
151 $48,,531 
152 $45,027 
153 $80,133 
154 $35,833 
155 $57,052 
156 $81,744 
157 $68,368 
158 $58,679 
159 $60,441 

$10,217,929 

$1 04.457 
$10,322,386 

-$133,192 
487,443 
449,865 
$48,609 

$10,100,495 
medicare 

0.0145 

$ 146,457 

$230,501 $9,987,427 full time ($10,217,929-excess $230,501) 
$104,457 Part time 

-$I 33,192 Section 125 Cafeteria 
487,443 Section 125 Medical 
-$49,865 Section 125 Dental 
$48,609 Personal vehicle usage 

$10,091,884 

$9,869,993 
fica wages 

0.062 

$ 61 1,940 $ 758,397 proforma social security 

Item 2 
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Case No. 2006-00369 
PSC information request No. 2 
Item 2 
Payroll taxes 

Full time employees 

Part time employees 

federal state 
159 $7,000 $8,000 

times 159 159 

$1,113,000 $1,272,000 
$104,457 $104,457 

$1,217,457 $1,376,457 

times rate 0.008 0.005 

Proforma dollars $9,740 $6,882 $16,622 

Item 2 
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Case No. 2006-00369 
PSC information request No. 2 
Item 2 
Worker's compensation 

Proforma Proforma Overtime Wkcp Class Class 
No. Regular Overtime reduced 113 wages Code 7540 Code 8810 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
86 
67 

$55,994 
$54,621 
$56,451 
$56,094 
0 

$38,938 
$47,466 
$46,072 
$47,486 
$57,346 
$54,496 
$40,082 
$54,862 
$59,426 
$54,621 
$55,994 
$51,022 
$38,750 
$41,288 
$44,221 
$44,678 
$57,346 
$35,589 
$46,550 
$54,621 
$40,144 
$47,195 
$63,690 
$62,028 
$63,690 
$54,662 
$59,426 
$41,288 
$44.678 

$1.21 1 
$7,543 

$16,610 
$2,514 

$0 
$337 

$5,557 
$10,698 
$25,501 
$22,525 
$1,081 
$5,926 

$16,931 
$14,778 
$23,083 
$18,110 
$21,464 
$2,585 

$566 
$19,134 
$3,383 

$27,680 
$2,194 
$4,012 

$25,873 
$1 1,334 

$1,753 
$19,337 
$7,403 

$13,205 
$8,672 

$19,899 
$1,102 
53.077 

0 ' $ 0  
$46.384 
$381834 - 
$57,346 
$57,054 
$63,690 
$79,144 
$89,211 
$41,288 
$47,944 
$54,621 
$89,398 
$59,550 
$40,144 
$40,186 
$41,330 
$64,709 
$70,699 
$44,678 
$53,206 
$36,941 
$48,277 
$44,678 
$65,349 
$38,376 
$43,181 
$41,350 
$85,114 
$47,320 
$89,398 
$59,550 
$44,678 

$3,883 
$1,890 

$0 
$15,005 

$0 
$19,382 

$0 
$0 

$6,330 
$14,954 
$37,519 

$0 
$21,430 
$5,862 
$9.974 
$2,906 

$0 
$6,739 
$8,538 
$4,547 
$5,235 
$5,762 
$3,141 

$24,022 
$3,224 
$1,900 

$21,351 
$9,739 

$870 
$0 

$19,289 
$2,578 

$807 
$5,029 

$1 1,073 
$1,676 

$0 
$225 

$3,705 
$7,132 

$17,001 
$15,017 

$707 
$3,951 

$1 1,287 
$9,852 

$15,389 
$12,073 
$14,300 
$1,723 

$377 
$12,756 
$2,255 

$18,453 
$1,463 
$2,675 

$17,249 
$7,556 
$1,169 

$12,891 
$4,935 
$8,803 
$5.781 

$13,266 
$735 

$2,051 
$0 

$2,575 
$1,260 

$0 
$10,003 

$0 
$12,921 

$0 
$0 

$3,553 
$9,969 

$25,013 
$0 

$14.287 
$3,908 
$6,649 
$1,937 

$0 
$4,493 
$5,692 
$3,031 
$3,490 
$3,841 
$2,094 

$16,015 
$2,149 
$1,267 

$14,234 
$6,493 

$580 
$0 

$12,859 
$1,719 

$56,801 
$59,649 
$67,525 s 
$39,162 
$51,170 
$53,204 
$64,466 
$72,362 
$55,203 
$44,032 
$65,950 
$69,278 
$70,009 
$68,067 
$65,332 
$40,474 
$41,665 
$56,977 
$46,934 
$75,799 
$37,051 
$49,225 
$71,869 
$47,700 

$76,581 
$66,961 
$72,493 
$60,444 
$72,692 
$42,023 
$46.730 

$48,364 

$48,959 - $40,094 

$67,349 
$57,054 
$78,611 
$79.144 
$89.21 1 
$44,841 
$57.913 
$79,633 
$89,398 
$73,837 
$44,052 
$46,835 
$43,267 
$64,709 
$75,192 
$50,370 
$56,238 
$40,431 
$52.118 
$46,772 
$71,363 
$40,525 
$44,447 
$55.584 
$91,606 
$47,900 
$89,398 
$72,410 
$48,397 

$58,801 
$59,649 
$67,525 
$59,770 

$51,170 
$53,204 
$64,466 
$72,362 
$55.203 
$44,032 
$65,950 
$69,278 
$70,009 
$68.067 
$85,332 

$41,665 
$56,977 

$75,799 

$49,225 
$71.869 
$47,700 

$76,581 
$66,961 
$72,493 
$60,444 
$72,692 
$42,023 

w 
$67,349 

$76,611 

$69,211 
$44,841 
$57,913 
$79,633 
$89.398 
$73,837 
$44,052 
$46,835 

$75,192 

$56,238 
$40,431 
$52,118 

$71,363 
$40,525 
$44,447 
$55,504 
$91,606 
$47,900 
$89,398 
$72,410 

- 
$39,162 

$40,474 

$46,934 

$37,051 

$48,364 

$46,730 - 
$48,959 
$40,094 

$57,054 

$79,144 

$43,267 
$64,709 

$50,370 

$46,772 

$46,397 
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Case No. 2006-00369 
PSC information request No 2 
Item 2 
Worker's compensation 

Proforma Proforma Overtime Wkcp Class Class 
No. Regular Overtime reduced 113 wages Code 7540 Code 8810 
68 
69 
70 
71 
72 
73 
74 
75 
76 
77 
78 
79 
80 
81 
82 
83 
84 
85 
86 
87 
88 
89 
90 
91 
92 
93 
94 
95 
96 
97 
98 
99 

100 
101 
102 
103 
104 
105 
106 
107 
108 
109 
110 
111 
112 
113 
114 
115 
116 
117 
118 
119 
120 
121 
122 
123 
124 
125 
126 
1 27 
128 
129 
130 
131 
132 
133 
134 

$48,963 
$57,512 
$47,844 
$44,678 
$39.042 
$53,518 
$62,462 
$35,589 
$47,466 
$46,550 
$63,690 
$41,995 
$70.899 
$57,054 
$63,848 
$57,013 
$39,894 
$49,774 
$54,621 
$51,646 
$64,293 
$63,690 
$63,440 
$49.691 
$44,678 
$51,605 
$35,589 
$63,690 
$55,994 
$90,397 
$47,091 
$42,120 
$51,438 
$42,827 
$49,629 
$50.856 

$41,288 
$41,288 
$62,462 
$56,264 
$51,626 
,$90,397 
$49,629 
$55,411 
$46,488 
$55,619 
$63,690 
$41,371 
$63,690 
$93,309 
$41,288 
$54.392 
$54,621 
$40,622 
$46,072 
$55,994 
$54,621 
$85,862 
$47,466 
$34,923 
$46,114 
$48,734 
$63,690 
$35,589 
$51,875 
$51,522 

$1 1,635 
$2,717 

$15,524 
$3,383 
$1,844 
$8,337 

$0 
$2,874 

$17,817 
$2,630 

$22,804 
$1,272 

$21,312 
$4,485 

$0 
$2,755 

$14,438 
$1,795 

$18,566 
$1,681 

$0 
$20,033 
$5,742 
$5,053 
$5,961 
$4,833 
$1,809 

$30,207 
$262 

$10,257 
$1,274 
$1,625 
$1,002 
$2,332 
$1,772 
$4,493 

$0 
$4,347 
$7,310 

$0 
$29,714 
$3,053 

$0 
$2,130 

$19,148 
$9,555 

$501 
$33,284 

$254 
$14,927 
$1 0,127 

$432 
$13,278 
$17,108 

$278 
$15,250 
$5,734 

$17,095 
$0 

$13,030 
$151 

$4,539 
$2,829 

$17,522 
$1,373 
$1,702 
$2.304 

$7,757 
$1,811 

$10,349 
$2,255 
$1,229 
$5,558 

$0 
$1.916 

$1 1,878 
$1,753 

$15,203 
$848 

$14,208 
$2,990 

$0 
$1,837 
$9,625 
$1,197 

$12,377 
$1,254 

$0 
$13,355 
$3,828 
$3,369 
$3,974 
$3,089 
$1,206 

$20,138 
$175 

$6,838 
$849 

$1,083 
$668 

$1,555 
$1,181 
$2,995 

$0 
$2,898 
$4,873 

$0 
$19,809 
$2,035 

$0 
$1,420 

$12,765 
$6,370 

$334 
$22.1 89 

$169 
$9,951 
$6,751 

$288 
$8,852 

$1 1,405 
$185 

$10,187 
$3,823 

$11,397 
$0 

$8,687 
$101 

$3,026 
$1.886 

$11,681 
$91 5 

$1,135 
$1,536 

$56,720 
$59,323 
$58,293 

$40,271 
$59,076 
$62,462 
$37,505 
$59,344 
$48,304 
$78,892 
$42,843 
$84,907 
$60,044 
$63,848 
$56.849 
$49,520 
$50,971 
$66,998 
$52,900 
$64,293 

$67,268 
$53,060 
$48,652 
$54,693 
$36,795 
$83.828 
$56,168 
$97,235 
$47,941 
$43,203 
$52,106 
$44,382 
$50,810 
853.851 

$48,934 

$77,045 

$56,720 
$59,323 
$58,293 

$6 2,4 6 2 

$59,344 
$48.304 
$78,892 

$84.907 
$60,044 
$63,648 
$58,849 
$49.520 
$50,971 
$66,998 

$77,045 
$67,268 
$53,080 

$83,828 
$56,188 
$97,235 
$47,941 
$43,203 

$50,810 
$53.851 

$44.186 
$46.161 
$62,462 
$76,073 
$53,661 
$90,397 
$51,049 
$68,177 
$52,858 
$55,953 
$85,8'79 
$41.541 
$73.641 

$100,060 
$41,576 
$63.244 
$66,026 
$40,808 
$56,239 
$59,816 
$66.017 
$85,862 
$56,152 
$35,024 
$49,140 
$50,620 
$75,371 
$36,504 
$53,010 
$53,058 

$44,166 
$46,161 

$76,073 

$90,397 
$51,049 
$68,177 
$52,858 
$55,953 
$85,879 

$73,841 
$100,060 
$41,576 
$63,244 
$66,026 
$40,808 
$56,239 
$59,816 
$66,017 
$85,862 
$56,152 

$49,140 

$75,371 

$53,058 

$46,934 
$40,271 
$59,076 

$37,505 

$42,843 

$52,900 
$64,293 

$48,652 
$54,693 
$36,795 

$52,106 
$44,382 
,' 

$62,462 

$53,661 

$41,541 

$35,024 

$50,620 

$36,504 
$53,010 
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Case No. 2006-00369 
PSC information request No. 2 
Item 2 
Worker's compensation 

Proforma Proforma Overtime Wkcp Class Class 
No. Regular Overtime reduced 1/3 waaes Code 7540 Code 8810 
135 $42,973 
136 $53,394 
137 $87,568 
138 $57,574 
139 $61,173 
140 $64,938 
141 $54,621 
142 $54,621 
143 0 
144 $54,621 
145 $54,621 
146 $49,774 
147 $57,054 
146 $42,307 
149 $37,586 
150 $48,734 
151 $46,342 
152 $43,264 
153 $54,621 
154 $35,526 
155 $58,181 
156 $81,744 
157 $54,621 
158 $55,994 
159 $58,115 

$2,526 
$33,037 

$0 
$20,435 

$1,522 
$22,088 
$7,917 

$14,371 
$0 

$17,719 
$13,924 
$6,120 

$0 
$2,090 

$420 
$3,479 
$2,189 
$1,763 

$25,512 
$307 
$871 

$0 
$13,747 
$2,685 
$2,326 

$6,903,274 $1,314,655 

$1,684 $44,657 
$22,025 $75,418 

$0 $87,568 
$13,623 $71,198 
$1,015 $62,187 

$14,725 $79,663 
$5,278 $59,899 
$9,581 $84,201 

$11,813 $66,433 
$9,283 $63,903 
$4,080 $53,854 

$0 $57,054 
$1,393 $43,701 

$280 $37,866 
$2,319 $51,054 
$1,459 $47,802 
$1,175 $44,439 

$17,008 $71,629 
$205 $35,731 
$581 $56,761 

$0 $81,744 
$9,165 $63,785 
$1,790 $57,784 
$1,551 $59,666 

$876,437 $9,779,710 

$0 - 
$44,657 
$75,418 
$87,568 
$71,198 

$79,663 
$59,899 
$64,201 

$62,187 

0 
$66,433 
$63,903 
$53,854 

$44,439 
$71,629 

$56,761 

$63,785 
$57,784 

$57,054 
$43,701 
$37,866 
$51,054 
$47,802 

$35,731 

$81,744 

$59,666 

$721 1,756 $2,567,955 $9,779,710 
Part time labor $89,993 $14,465 $104,457 

$7,301,748 $2,582,419 $9,884,168 
Rates 0.0583 0.0035 

$425,692 $9,038 $434,730 
increased limits factor 1.70% $ 7.390 

$442.121 
experience modification 

scheduled crediffdebit 

-16.00% $ (70,739k 
$371,381 

0.00% $0 
$371.381 

Premium discount -5.00% -$I 8,569 
$352,812 

Ky. Special fund assessment 6.50% $ 22,933 
$375,745 

terrorism risk factor 0 007847 $ 2,948 

Retenbon program refund $ (88,397) 
Proforma workers compensation $290,297 
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04/14/2006 13: 58 8263999 KENERGY rwx U L  

INFORMATION PAGE I 

ldorkers' Compensation and 
employers ' Liability Policy R K l N  uaP" UEMhTf IXIYRiM 

"5  W. 85th Street - P 0 Box 15147 a Lenexa, KS 66285-5147 (913) 541i0150 (800) 356-8360 a Facsimile(913) 541-8004 

POLICY NUMBER: 
I 16 WC 037-06 

WdCl CODE: 14702 I 
i 

I KENERGY Corp. 
P.O. Box 18 
Henderson, KY 42419 I 

I 

I 

ITEM I. 
THE INSURED 
ADDRESS 

-r' 
:nlrles in this item, except as specifically provided elsewhere in this 
,olicy. do not modify any of the other provisions of the policy. 

Electric Light or Power Cooperatlve - R L J ~  Electrification KY 
Administrstion Projects only - all employees and drivers 
Cledcal Office Employees NOC KY 

! INDIVIDUAL - PARTNERSHIP ix CORPORATION __ 

Code No 

75-40 

8810 

OTHER WORK PLACES NOT SHOWN ABOVE: 
IDENTIFICATION NUMBER: Risk ID: 160053062 FElN 61 1345109 

I 

! 
I Item 2. POLICY PERIOD FROM 01/01/2006 TO 01/01/2007 12:Ol A.MI Stendsrd Time at the Insured's Malllng Addre35 

I I 

Per $100 of 
Remuneration 

5.53 

a 35 

__ 
Item 3. A WORKERS' COMPENSATION INSURANCE: Part One of [he policy adplies to the Workers' Compensation lawdf the states listed here 

Estimated Annual Premium 

8396,755 

$9,262 

KENTUCKY 

Salespersons, Collectors or Messsngers-Outside KY 

Increased Limits Factor 1.70 % 

Experienoe Modification 840 
Premium Discount +&TtA'I 
Terroflsm Risk Ins Ad of 2002-Certified Losses W 

6.50 % KY Worksrs Compensation Special Fund Assssmenf 

! 

3742 

9807 

0063 
9740 

i 
8. EMPLOYERS' LIABILITY INSURANCE Pan Two of the policy applies to work in each slate listed In Item 3A. 

The limits of our liability under Part Two are: BODILY I N J ~  I RY BY ACCIDENT $500,000 EACH ACCIDENT 
BODILY INJYRY BY DISEASE $500.000 POLICY LIMIT 
BODILY INJWRY BY DISEASE $500,000 EACH EMPLOYEE 

c OTHER STATES INSURANCE Pan Three of the policy applies to the if any, listed here 
All Other States Exxept. NO, OH, WA, WV 8 WY 

WCOOOOOOA(OU92) WC000309A(02/94) WC000420(12/02) WC 16060ql0/99) MISC END(1) 
D. THIS POLICY INCLUDES THESE ENDORSEMENTS AND  SCHEDULE^ 

I 

item 4. The premium for this policy will be determined by our Manuals of Rules, Clsbsificetion. Rates and Rating Plans. 
I 

All information required below is subject to verification and change by audit. j I 
Classificatlons Prehiurn Basis Rates 

9" rd 
I 

ltNlMUM PREMIUM $0 DEPOSIT PREMIUM $0 

NEW X RENEWAL - REWRITE OF 

PREVIOUS POLICY NO 
16 WC 037-05 

Estimated Total 
Annual Remuneratior 

I 
1 $6,805,405 

i $2.640.666 
i 1 $177.598 

i 

! 
I 
I 

! 

$4 j 
! 

0 76 $1,350 

6,925 
(66,284) 
(16,699) 

TOTALIESTIMATED ANNUAL PREMIUM '$333,687 
DATE OF ISSUE 11117/2005 I : 

I 
0 

COUNTERSIGNED BY 
Authorized Agent I 

WCOO~OOlA(10-99) 
I 



Insured: KENERGY Corp. 

16037 

Pollcy Number: 16 A R B  037-06 
Effective Date: 04-01-2006 
Expiration Date: 04-01-2007 

Below is a breakdown of the All Risk Blanket policy premium to fit your own accounting purposes. 

Fire $1,000 Ded. $45,283 
Allied Lines $71,498 
Burglary and Theft of Merchandise $2,383 
Inland Marine $2,571 

SECTION 1 

SECTION I I  

Optional Coverages 
Rental Reimbursement 
Extra Expense 
Loss of Income 
Valuable Papers 

$778 
$21 9 
$46 
$60 

General Liability - Bodily Injury 
- Property Damage $0 Ded. $72,778 

$43.322 
- Property Damage $1 8,567 

- Collision $500 Ded. $1 1,743 

Automobile Liability - Bodily Injury 

- Comprehensive $500 Ded. $3,437 

Medical Payments $0 

Optional Coverages 
Uninsured Motorist 
Non-Owned Automobiles 
Hired Automobiles 

SECTION Ill Blanket Crime 
Burglary and Theft 

TOTAL ALL RISK BLANKET PREMIUM 

$5,664 
$1,162 

$664 

$81 0 
$270 

$312,445 

If you have any questions on these breakdowns or want further information, please let us know 

Item 2 
Page 19 of 20 



DATE OF INVOICE 02-10-2006 --- 
7 

PLEASE REMIT TO: 

P.O. Box 210663 
Kansas City, MO 64121-0663 7- Federated Rural Electric Insurance Exchange 

11875 W. 85th Street 
P.O. Box 15147 
Lenexa, KS 66285-51 47 
(913) 541-0150 (800) 356-8360 Fax: (913) 541-9004 

{ARGES 

RATE --_ 

PREMIUM ADJLJSTMENT FOR THE PERIOD 

FROM TO 

POLICY NUMBER TYPE OF POLICY 

16 UMB 037-06 COMMERCIAL UMBRELLA 
- 

I 
EXPLANATION k 

Policy Period: 04-01-2006 to 04-01-2007 

1st Annual Premium: $40,113 
State Surcharge 

EXPOSURI -- PREM CHARGE: 

40,113 
602 

CI 

ITEM 

DEPOSIT PREMll 

DIT 

E- 

A 

TOTAL CHARGES 42,561 TOTAL CREDIT 

LESS TOTAL 
CHARGES 

CREDIT REMAINING 
PAY THIS AMOUNT 42,561 TO YOUR ACCOUNT 

LESS CREDIT 

--- 
I iiiiiii iiii iiiii iiiii iiiii iiiii iiii iiiiii iiiii iiiii iiiii iiiii in iiii 

KENERGY Corp. 
P.O. Box 18 

Henderson, KY 4241 9 

Page20of 20 

c? CREDIT APPLIED 

c] REFUND CHECK ENCLOSED 

ON POLICY NO - 
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KENERGY COW.  
RESPONSE OF KENERGY CORP. 

TO SECOND DATA REQUEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

[tern 3) Refer to the Application, Exhibit 5 ,  page 1 1. 

a. Provide a narrative explanation with calculations explaining why the liability, 

Zapital, and expense accounts were reduced during tlie test year. 

b. Explain why customer service, sales, aiid administrative aiid general expenses 

were increased. 

Response a) The three liability accounts for retirees liealtli iiisuraiice contained a total balance of 

572,600.67 at December 3 1, 2005 before adjustments were made reducing tlie liability to $43,2 13.17, 

I difference of $29,387.50. The new liability balance of $43,213.17 at December 31, 2005 reflects 

January 1, 2006 health insurance premiums and updated iion-active employees covered ceiisus data. 

The $29,587.50 reduction to the liability account was accompanied by a reduction to the capital and 

:xpense accounts based on the origiiial allocation used to book the liability. Since Kenergy does not 

xovide any post retirement benefits to active employees, the impact of this test year (credit) was 

-emoved for rate iiialcing purposes per Exhibit 5 ,  page 1 1  of the application. These totals were not 

iicluded in Exhibit 5 ,  page 8, coluiiiii e, line 1 test year amounts. 

Response b) One of the three liability accounts was increased at December 3 1, 2005 not reduced as 

lie other two were. This liability account involved customer service, sales and administrative accounts 

dii le tlie other two did not. This liability account had a balance of $148.3 1 before it was increased to 

64,592.76 reflecting actual liability based on iiori-active employees involved using Jaiiuaiy 1, 2006 

iealth insurance premiums. 

Witness) Steve Thonipson 

Item 3 
Page 1 of 1 
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KENERGY CORP. 
RESPONSE OF ICENERGY CORP. 

TO SECOND DATA REQUEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

Item 4) Refer to the Application, Exhibit 5, page 12. 

a. Explain the event or events that resulted in a large lump sum benefit paid in July 

2005 I 

b. Provide tlie amount of tlie lump S L I ~  benefit paid, iiicludiiig the supporting 

calculatio~is. 

c. Provide tlie siippoi-ting calculations for tlie $437,000 acljustment as booked 

during the test year. 

Response a) The retirement of former Keiiergy CEO, Deal1 Stanley effective April 1, 200.5 triggered 

tlie payment of a lump sum benefit from tlie former Green River Defined Benefit Plan. Mr. Stanley 

requested that his benefit be received in foi-ni of a lump sum, which is permitted under the plan 

guidelines. 

Response b) Tlie amount of tlie luiiip sum was $1,037,853. Tlie ariiouiit calculated was provided by 

Stanley, Hunt, Dupree, and Niine, an actuarial fim engaged by Kenergy, based on Mr. Stanley’s 

highest average five years’ salary. 

Witness) Keitli Ellis 

Item 4 
Page 1 of 6 
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KENERGY CORP. 
RESPONSE OF KENERGY CORP. 

TO SECOND DATA REQUEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

Response e )  These amounts 

booked during tlie test year are not included in the labor overlieads adjustment OH Exhibit 5 ,  Page 8, 

column e, line 2 of the application. 

Item 4, pages 2-5 of 5 , contain the above referenced information. 

Witness) Steve Thoiiipsoii 

Item 4 
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NOTES TO FINANCIL 

Years Ended December 3 1 , 2005 and 2004 

9. Pension Plans, Continued 

Noncontributory Defined Benefit Plan, Continued 

Net pension cost (income) for 2005 and 2004 included the following comp nts: 

_.- 2005 

Service cost $ 52,000 $ 

Tnterest cost on projected benefit obligation 143,000 

Expected return on plan assets 

2004 

51,837 

150,430 

(1 39,000) (1 60,353) 

Net amortization and deferral 

Settlement 

Pension expense (income) 

92,000 43,889 
- 

85,803 $ 585,000 $ 

The following table sets forth the plan's funded status and the amount recognized in 
Kenergy's balance sheet at December 3 1 : 

2005 - 2004 
Accumulated benefit obligation: 

Vested 

Projected benefit obligation 
Plan assets at fair value 
Deficiency of plan assets over projected 

benefit obligation 
Unrecognized net loss 
Unrecognized prior service cost 

Net amount recognized 

Amounts recognized consist of: 
Prepaid benefit cost 
Accrued pension liability 
Intangible asset 
Accumulated other comprehensive income 

Net amount recognized 

$ 1,344,000 

$ 2,023,000 
- 1,307,000 

(716,000) 
705,000 

16,000 

$ 5,000 

$ 5,000 
(42,000) 
16,000 
26,000 

$ 5,000 

$ 2,179,297 

'* $ 2,757,641 
-- 2,048,827 

(708,814) 
971,998 
33,821 

$ 297,005 

$ - 
(1 30,470) 

33,821 
393,654 

$ 297,005 - 

Item 4 
Page 3 of 6 
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KENERGY 
- 

JOURNAL ENTRY 
I, , DATE 



.w 
PAYROLL BUDGET 

USED 2006 BUDGET 
DISTRIBUTION FOR EMPLOYEES 
UNDER GR DEFINED BENEFIT PLAN 
EXPENSE 113 OF $437,000 
OVER OCT-DEC ROO1 

LO01 
1001 
JOOI 
H001 
LOO1 
1001 
KO01 
1001 
1001 
JOO 1 
JOOI 
1001 
FOOI 
GOO1 
GOO1 
E001 
EO01 
GOO1 
IO01 

107.200 l l m  
163.000 
184.100 
416.1 00 
582.000 
583.000 
586.000 
588.000 
592.000 
593.000 
593.300 
594.000 
595.000 
596.000 
597.000 
598.000 
903.000 
908.000 
912.000 
920.000 
920.230 
930.200 
935.000 

29.95% $ 
2.97% $ 
0.43% $ 
0.03% $ 
0.98% $ 
1.79% $ 
5.81% $ 

13.79% $ 
2.50% $ 

13.75% $ 
1.76% $ 
2.07% $ 
0.71% $ 
1.64% $ 
0.47% $ 
0.07% $ 

11.42% $ 
0.67% $ 
0.13% $ 
7.12% $ 
0.04% $ 
0.47% $ 
1.43% $ 

43,627.17 
4,326.30 

626.37 
43.70 

1,427.53 
2,607.43 
8,463.23 

20,087.43 
3,641.67 

20,029.17 
2,563.73 
3,015.30 
1,034.23 
2,388.93 

684.63 
101.97 

16,635.1 3 
975.97 
189.37 

10,371.47 
58.27 

684.63 
2,08 3. @’by 

100.00% $ 145,666.67 

Item 4 
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KENERGY CORP. 
RESPONSE OF KENERGY CORP. 

TO SECOND DATA REQUEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

[tern 5) Refer to the Application, Exhibit 5 ,  page 13. 

a. 

ti. 

How does Keiiergy normally track storm damage repair expense? 

Were tliere any storm repair expenses incurred in the test year? If yes, provide 

the amount of storm repair expenses. 

c. 

d. 

Explain why only 3 years are included in the proposed adjustment. 

Concerning past storm damages involving Federal Emergency Management 

Agency (“FEMA”), did ICenergy receive reiinbursenieiit for assets that had been damaged in tlie 

;torin? If yes, describe how Kenergy accounted for the FEMA reimbursement for damaged assets. 

Response a) Kenergy records storm expense classified as “niajor” in a sub-account of 593 .OOO. 

Vinor or routine storm expense is not tracked in a separate account. A “iiiajor” stoiiii is defined as one 

111 which outage restoration will extend more than 24 hours. 

Respoiise b) There were no stornis classified as “major” during the test year. 

Response e) Kenergy has utilized the previous ten years data in the proposed adjustment. There was 

io major storm expense recorded iii seven of the ten years shown. 

Response d) Yes .  Kenergy reduces either the cost of the new asset installed or the niaintenance 

:xpense for the funds received froin FEMA. The amounts sliowii oii the adjustnieiit are net of FEMA 

-eiiiibursemerit. 

Witness) Steve Tlionipsoii 

Item 5 
Page 1 of 1 
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JCENERGY COW. 
RESPONSE OF KENERGY CORP. 

TO SECOND DATA REQUEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

Item 6) 

Service (“RUS”) approval letter. 

Refer to the Application, Exhibit 5 ,  page 14. Provide a copy of the Rural Utilities 

Response) Item 6, pages 2-3 of 3, contain the above referenced iiifoiination. 

Witness) Steve Thompsoii 

Item 6 
Page 1 of 3 



Unlted States Department of &dculturo 
Rural Development 

Account 
3 62 
362. I Equipment 
362.2 Microwave Equipment 
362.223 Microwave Towers 
362.4 Owenboro Tower 
364 Poles, Towers & Fixtures 
3G5 Overiiead Conductors & Devices 

3 67 
368 Line Transformers 
3 69 Services 
3 70 Meters 
371 Installations on Customers' Premises 
3 73 

Station Equipment Supervisory Control 

3 66 Underground Conduit 
Undernound Conductors and Devices 

Street Lighting & Signal Systems 

October 20,2006 

Proposed Rates 
2.2% 
6.7% 
6.7% 
3,0% 
4.0% 
4.2% 
3 -4% 
2.2% 
3.1% 
2.9% 
3.8% 
3.3% 
4.4% 
3.8% 

Mr. Mark A. Bailey 
President & Chief Executive Officer 
Kenergy Corporation 
P.O. Box 18 
Henderson, Kentucky 4241 9-00 18 

Dear Mi. Bailey: 

We have reviewed the depreciation study prepared for Kenergy Corporation (Kenerg) using 
traditional depreciation study methodologies and actual December 3 1, 2005, plant and reserve 
balances. The study requests the Rural Utilities Service's @US) approval of depreciation rates 
as listed below. RUS approval is required since Kenergy is setting depreciation rates that vary 
from those prescribed in RUS Bulletin 183-1, Ileprecialion Rules und Procecl/ires. 

Based upon the information provided in the study and in response to your requcst, RUS hweby 
approves the utilization of the following depreciation rates. 

RUS' approval is granted for a 5-year period beginning January 1 , 2007, and tminating 
December 3 1, 201 1. If Kenergy wishes to continue to utilize depreciation rates that fall outside 
of the RUS prescribed ranges of rates beyond this 5-year period, a revised depreciation study 
updating this information must be submitted to RUS. 

1400 lndspendsnw Avo, SW - Wwhin@on. DC 202K1-0700 
W a b  h & x J h  ~rdW.USd0 gov 

Commlned IO rho fu~uns of rural communllias. 

To fils a compblnl d dlscrirnlnedon w r b  USDA, D L  Omm Clvll RlgMs. Room 326-W, WhlRsn Bullding, 14In end 
lndapsndenm Avenue. SW, wedington, &&VJ or call  (202) 720-5864 (vdw or TDD). 

'USDA le an equal op nunlty provider, employer and lender,' 

Page 2 of 3 



Mr. Mark A. Bailey 2 

If you have any questions or if we can be of further assistance, please contact 
Mr. Joseph Badin, Director, Northern Regional Division, 1400 Independence Ave. SW, 
Stop 1566, Washington, D.C. 20250-1566. 

Sincerely, 
I 

Rural Development - Utilities Programs 
Electric Programs 

Item 6 
Page 3 of 3 
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KENERGY COW.  
RESPONSE OF KENERGY CORP. 

TO SECOND DATA REQUEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

Item 7) 

m-rently available interest rates and date of the interest rate used. 

Refer to the Application, Exhibit 5 ,  page 16. Update the schedule reflecting the most 

Response) Kenergy has updated the 90-day rate on the FFB loans using the October 13, 2006 rate 

nosted 011 the Rural Utilities Service website plus a 118% administrative fee. Item 7, page 2 of 2, 

:ontains updated schedule. 

Witness) Steve Thompson 

Item 7 
Page 1 of 2 
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KENERGY CORP. 
RESPONSE OF KENERGY CORP. 

TO SECOND DATA REQIJEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

[tern 8) Refer to the Application, Exhibit 5, page 17. 

a. Does Keiiergy agree the current PSC Assessment rate should be used for this 

calculation? 

b. Does Kenergy agree that the current PSC Assessment rate is .001643? 

Response a-b)Kenergy responds yes to both questions. 

Witness) Steve Thompson 

Item 8 
Page 1 of 1 
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KENERGY CORP. 
RESPONSE OF KENERGY CORP. 

TO SECOND DATA REQUEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

Item 9) 

the nornializatioii of tlie RUS Cushion of Credit interest income. 

Refer to the Application, Exhibit 5, page 19. Explain why this adjustment only includes 

Response) The adjustment also iiicludes interest inconie on oveiiiiglit and 30-day investments. 

Please refer to lines 9-16 of Exhibit 5 ,  page 19, reflecting a $54,666 increase to this category. The 

interest on CFC CTC's is a fixed rate applied to the dollars invested which do not change. 

Witness) Steve Thompson 

Item 9 
Page 1 of 1 
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KENERGY CORP. 
RESPONSE OF KENERGY CORP. 

TO SECOND DATA REQIJEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

Item 10) 

supportiiig each adjustment shown on this page. 

Refer to the Application, Exhibit 5, page 20. Provide workpapers and calculations 

Response) Item 10, pages 2-3 of 3, contain the above referenced information. 

Witness) Steve ‘Thompson 

Item 10 
Page 1 of 3 



408730 
408740 
4091 00 
41 5000 
41 5200 
41 5500 
415510 
41 5600 
415601 
41 5700 
416000 
416100 
416200 
416500 
416600 
41 6700 
416900 
417000 
41 7002 
41 7003 
41 7004 
41 7006 
41 7007 
41 71 00 
417102 
417103 
41 71 05 
41 71 06 
41 71 07 
418100 
41 9000 
41 91 00 
41 9300 
41 9400 
421 000 
421 100 
421 200 
421 220 
421 230 
421 240 
423000 
4231 00 
424000 
4261 00 
426400 
426500 
4271 00 
4271 25 
427200 
42721 0 
427220 

INCOME TAX EXPENSE 
REVENUES FROM GEOTHERMAL 
REVENUE-ELECTRIC GRILLS $ 
REVENUES FROM WATER HEATER PROGRAM $ 
BREC REBATES - WATER HEATERS $ 
REVENUES-SURGE PROTECTOR SALES $ 
REVENUE-SURGE PROTECTORS LEASED $ (1 3,885.00) 
REVENUES-AMUSEMENT PARK TICKET $ (92,4 9 8.03) 
COSTS & EXPENSES-GEOTHERMAL $ 153,001.68 
GENERAL MERCHANDISING ACTlVlTl ES $ 80.26 
COST 8 EXPENSES-ELECTRIC GRILLS $ 
COST AND EXPENSES - WATER HEATERS $ 335.91 
COST & EXPENSES - SURGE PROTECTORS $ 8,014.80 
COST & EXPENSES-AMUSEMENT PK TICKET $ 94,345.8 1 
COST & EXPENSES-HOME SECURITY SYS $ - 
REVENUES-NON UTILITY OPS $ - 
REVENUE-INTERNET-LOCALILONG DISTANC $ (77,141.27) 
REVENUE-HOME SECURITY MONITORING $ (29.95) 
REVENUE-HOME SECURITY MAINTENANCE $ 
POINT-TO-POINT FIBER SERVICE-REVENU $ (32,861.70) 
REVENUE-WIRELESS ISP $ (1 8,986.02) 
EXPENSES-NON UTILITY OPS $ (25.32) 
EXPENSES-INTERNET-LOCALILONG DISTAN $ 1  62,414.76 
EXPENSES-HOME SECURITY MONITORING $ - 
EXPENSES-HOME SECURITY $ 284.64 
EXPENSES-POINT TO POINT FIBER SERV $ 27,352.94 
EXPESES-WIRELESS ISP $,, 43A- 40.05 
EQUITY IN EARNINGS OF SUBSIDIARY $ 

1. 
:@&.3 e 3 

Item 10 
Page 2 of 3 

Exhibit 11, Page 9 



KENERGY 2 I GENERAL LEDGER 12/ 31 /G5 

-- 

A L  - ERC LOAN 

A C  - ERC LOAN 

I N T E R E S T  A C C R U A L  - ERC L 
YEAR EN0 CLOSING ENTRY 

C A S H  R E C E I P T S  

ASH R E C E I P r s  
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KENERGY CORP. 
RESPONSE OF KENERGY CORP. 

TO SECOND DATA REQUEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

Item 11) Explain why there were 110 similar 

proposed adjustments to Federated Electric Insurance, Kentucky Association of Electric Cooperatives 

(“ICAEC”), United TJtility, and National Rural Utilities Cooperative Financing Corporation. 

Refer to the Application, Exhibit 5 ,  page 21. 

Response) The amounts of capital credit allocations from these organizations for 2006 were not 

lmown and measuralJle when this adjustment was prepared. Amounts received since the application 

was prepared are as follows: 

KAEC $ 6,255 

United Utility $16,114 

CFC $ 254 

The Federated test year amount of $63,527 actually represents two years of income, $3 1,527 for 2004 

and $32,000 estimated for 2005. The actual 2005 allocatioii was $34,272. 

Witness) Steve Thompson 

Item 11 
Page 1 of 1 
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KENERGY COW.  
RESPONSE OF KENERGY CORP. 

TO SECOND DATA REQUEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

Item 12) Refer to the Application, Exhibit 6, page 2, the testinioiiy of Mark A. Bailey. 

a. Provide an analysis of vegetation iiiaiiageiiieiit expenses for the test year aiid the 

two preceding calendar years. 

b. Provide the current calendar year-to-date vegetation iiiaiiageiiieiit expeiises for 

2006 and include a similar analysis of these expenses. 

c. Provide copies of cui-rent contracts or memoranduiiis docuiiieiitiiig the costs 

incurred for vegetation manage~iient. 

d. Explain how a 6-year cycle was determined to be the most reasonable for 

ICeiiergy . 

Response a) Item 12, page 5 of 41, contains expense suminaries by quarter for 2003, 2004, aiid 2005 

(test year) as well as 2006 year-to-date expenditures through September 30 along with projected 

expenditures for the remainder of 2006. 

Since tlie beginning of 2003, Keiiergy has talcen an aggressive position regarding our herbicide 

application program. Over the four years 2003-2006, Keiiergy has completed treatment of a 

substantial portion of our rights of way with tlie remainder scheduled for 2007 aiid 2008. 

Since tlie begiiiiiing of 2005, based upon iiianagement recommendatioii, Kenergy’s Board of Directors 

has approved a substantially more aggressive approach to all other vegetation management control 

activities with the understanding that we must iiiaintain a fixed cycle program for line clearance in 

Item 12 
Page 1 of 41 



1 

2 

3 

4 

5 

6 

7 

8 

9 

I O  

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

KENERGY CORP. 
RESPONSE OF KENERGY CORP. 

TO SECOND DATA REQUEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

order to properly maintain system reliability and ensure safety. 111 both of tliese years (2005-2006), 

funds liave been allocated for these vegetation Iiianagement purposes tliat are significantly higher tlian 

in year iniiiiediately prior. 

Response b) Item 12, page 5 of 41 , contains year-to-date expense summaries by quarter for 2006 

tli~-ougli September 30 along with projected expenditures for the remainder of 2006. 

Begiiiiiing in 2006, Icenergy transitioned its vegetation management control program from using a 

blend of in-house personnel and contractors to a 100% contractor based system with oversight 

provided by Kenergy persolinel. This includes all line clearance activities through routine circuit 

maintenance, work orders and ,job orders, provided by Townsend Tree Service Co., Iiic. (Townsend), 

as well as herbicide application provided by Progressive Solutions, LLC. Pages 27-38 of 41 contain 

tlie contracts for these activities. 

Creating an agreenieiit for tlie new contractor-only program proved to be a challenge for a number of 

reasons. We wanted to define a scope of work that now included routine circuit maintenance as well 

3s work perfoniied under work orders and job orders, both of tlie latter are reactive activities and 

therefore their cost is not defined ahead of time; we were inipleiiienting our first full year of a 

~erforiiiance based contract; and we wanted to ensure tliat we maximized oiir vegetation management 

[VM) control activities while staying within the budget. The attached clearing contract is the result of 

iiiuch eEfort between Townsend and Kenergy. Pages 8- 14 of 4 1, defines the types of activities 
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ICJ3NERGY CORP. 
RESPONSE OF ICENERGY CORP. 

TO SECOND DATA REQUEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

Zontained in tlie scope of worlc. Pages 15-26 of 41 outline the base cost of tlie routine mainteiiance 

portion of the contract and tlie process by wliicli activities and costs caii be adjusted in order to 

niaxiiiiize clearance activities while staying within budget. 111 late summer 2006, after close 

monitoring of expenses, we made adjustments to our coiiiiiiitiiieiits to Townsend. We added two 

dditional circuits for which routine circuit maintenance are now being performed aiid we adjusted the 

3ost due to worlc orders which were completed tlirougliout the year. Tlie net effect of these changes 

was to increase tlie contract value by $402,556.34. 

As it turned out, tliis contract served its purpose well. By having tliis tool in place, Kenergy was able 

:o continually monitor clearing progress and budget aiid male adjustments as iiecessary. 

Response c) Pages 6-38 of 41 contain copies of tlie contracts. Please note these contracts only 

-eflect costs associated with these contractors and do riot include any of Keiiergy’s expenses for 

xxrsiglit of the program. 

Response d) 

program centered on maintaining aiid improving reliability and controlling costs. Davey Resource 

Group was employed as our coiisultaiit to assist in evaluating tlie current condition of our system as it 

relates to VM and possible strategies to address needs. Pages 39-41 of 41 are three pages from tlie 

Davey Resource Gro~ip Study. Tlie entire study was provided in (Case No. 2004-00446, ICenergy 

Coq3. Response to tlie Comiiiission’s Third Data Request for Iiifoniiation of Februaiy 18, 2005, Item 

In 2004, Keiiergy focused on creating a fixed-cycle vegetation iiiaiiageiiieiit (VM) 
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KlENERGY CORP. 
RESPONSE OF KENERCY CORP. 

TO SECOND DATA REQUEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

18a, Pages 2 - 48 of 48) that points to a five-year regular maintenance cycle. Rest 

iianagement practices wlien developing an appropriate VM iiiaiiiteiiaiice cycle will consider tree 

species composition, re-growth rates and budget constraints. Icenergy’s six-year cycle is based on 

hese factors with projected 2006 financial coiistraints being the primary limiting factor to achieving 

h e  shorter five-year cycle. 

Witness) Doug Hoyt 
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KENERGY CORP 
CASE NO 2006 - 00369 

ANALYSIS OF VEGETATION MANAGEMENT EXPENSES BY YEAR 

1 ST 2ND 3RD 4TH TOTAL 
QUARTER QUARTER QUARTER - QUARTER 

2004 $488, I 58 $549,668 $841,305 $642,269 $2,521,400 

TOTALS $1,844,478 $2,435,462 $3,770,401 $3,1 I I ,401 $1 1 ,I 61,742 

The above table provides a quarterly analysis of Kenergy’s vegetation management 
expenditures for 2003, 2004, 2005 and 2006 including a full year projection. Vegetation 
management (VM) control activities are performed year round but are negatively 
impacted by inclement weather, most noticeably rain. It is not uncommon for wet 
weather and storms to occur in the spring and fall which has the tendency to slow 
production as work time can be lost and access to some areas can be restricted due to 
ground conditions. In years where weather patterns are atypical, (more rain, etc.) 
production can be impacted even greater than normal. As reflected in the above table, it 
is not always possible to predict and plan when activities and thus expenses will occur. 
In spite of this, it is typical for VM activities and expenditures to be greater in the second 
half of the year. 
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FIRST AMENDMENT TO RIGHT-OF-WAY 
CLEARING CONTRACT 

THIS FBRST AMlENDMENT TO RIGHT-OF-WAY CLEARING 

CONTACT is made and entered into as of t h e  Is* day of January, 2006, by 

and between MENERGY COW., Post Omce Box 18, Henderson, 

Kentucky 4241 9, hereinafter “Owner” and TOWNSEND TWE€ SERVICE 

CO., INC., Post Office Box 128, Parker City, Indiana 47368, hereinafter 

“ Co n t rac t o r ; 

WITNESSETH: WHEREAS, under Right-of-way Clearing 

Contract dated as of April 1 , 2005, (“Contract”) Contractor cleared Owner’s 

rights-of-way during the year 2005 and the parties desire to extend the 

Contract for the year 2006 in accordanc? with the terms and conditions set 

forth below; 
- 

NOW, therefore, in consideration of the mutual promises and 

covenants of the parties, IT IS AGREED as follows: 

1. Contractor shall clear Owner’s rights-of-way during the 

year 2006 in accordance with the  terms and conditions of the Contract, 

except that Exhibit €3-2006, which is attached hereto, shall be  substituted 

fer and replace Exhibit E3 to said Contract. 

2. In all other respects the parties adopt and re-affirm the 

terms and conditions of t h e  Contract. 
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IN TESTIMONY WHEREOF, witness the hands of the parties 

hweto as of the da t e  and da te  first above 

KENERGY CORP. 

BY b ,(I yk;,Gij $.&-l., 

Printed Name: Mark A. Bail 

Title: President and CEO 

TOWMSEND TREE SERVICE CO., 
INC. 

- 
By e&/- & 
Printed Name: /"J)c: ,-A' /%>& pn3d 
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EXHIBIT 113-2006 

Menergy and Townsend 
Letter of Understanding (LOU) 

January I, 2006 

Parties 
Owner Kenergy Corp. is referred to as “Kenergy” herein; Contractor Townsend 
Tree Service Co., Inc. is referred to as “Townsend” or “vendor” herein. 

Purpose 
To document key project agreements and project planning details. This 
document shall be an appendix to the final contract. 

Relationship Covenant 

We always place safety first 
We build a seamless relationship as viewed by the customer 
We are customer focused 
Seeking the best interest of a long-term relationship 
We are honest and ethical with each other 
Develop confidence and respect in each other 
Open, timely and clear communication 
We hold ourselves accountable and follow through on commitments 
Proactively utilize historical lessons learned 
We do the right thing 
We Galue and build our customer and client relationships 
We align our actions around team objectives driving for results 
We welcome and give feedback 
We foster employee stability through earned incentives 

Schedule 
Townsend must initiate personnel and equipment mobilization on the Kenergy 
system no later than January 2, 2006. Townsend must complete all circuit 
mileage and submit all final quality assurance documentation no later than the 
end of day December 22, 2006. Townsend must have all remaining quality 
control rework identified by Kenergy completed by no later than December 29, 
2006. The entire project must pass final Kenergy quality control by no later than 
December 29, 2006, without exception. 

Scope of Work 

The scope of work includes performing the following vegetation management 
activities on Kenergy’s electric distribution facilities. 
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Routine Circuit Maintenance 

Feeder # 
082-01 
090-01 
090-04 
085-01 
085-02 
085-03 
01 5-01 
01 5-03 
01 5-04 
024-01 
024-02 
01 1-02 
026-03 

Vegetation management control activities performed on an entire circuit. The 
following circuits have been identified for routine circuit maintenance in 2006: 

Substation Name Feeder Name Total Miles 
RACE CREEK SPOTSVI LLE 25.1 
ZION HWY. 1078 NORTH 1.49 
ZION GALL.OWAY CORNER 17.84 
SULLIVAN SU LLlVAN 52.59 
SULLIVAN B LAC KFORD 93.59 
m L l V A N  KYSTONE 
WHITESVILLE H W Y  54 WEST 21.16 
WHITESVILLE RALPH 88.48 
WHlTESVl LLE STEVENS SCH. RD 42.63 
UTICA BROWNS VALLEY 47.76 
UTICA RED HILL 47.39 
THRUSTON WRlGHTS ACRES 42.44 
PLEASANT RIDGE POPLAR LOG BRG 28.0 

- 48.54 - 

I Sub# 1 I I I 

As work progresses throughout the year, Kenergy may determine it is 
appropriate to add additional circuits to this list for which routine circuit 

If that occurs, Kenergy and Townsend will 
mutually agree on the cost to Kenergy for that work. It will then be added to this 
LOU. In no event will the time for completion be modified and all work must be 
completed no later than December 29, 2006. 

I maintenance will be performed. 

Job Orders and W& Ordkrs 

Vegetation management control activities performed on a specific portion of a 
circuit identified by Kenergy through a Kenergy generated Job Order or Work 
Order. 

Contract Pricing 

Kenergy and Townsend are entering into a contract, a portion of which is 
performance based with incentives and penalties. 

Townsend agrees to perform routine circuit maintenance and Kenergy agrees to 
pay the Not To Exceed Base Price (NTX Base Price) of $1,464,771.92 for those 
circuits identified in the table below: 
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Sub # 
Feeder # 
082-0 1 
090-01 
090-04 
085-01 
085-02 
085-03 
01 5-01 
01 5-03 
01 5-04 
024-01 
024-02 
01 1-02 
026-03 

:, I . 

Not To 
Exceed Price 

$ 100,976.56 __ 
ZION HWY. 1078 NORTH $ 9,540.00 
ZION GALLOWAY CORNER $ 45,005.70 

SULLIVAN SULLIVAN 
SULLIVAN BLACKFORD $ 279,969.00 

- S U LL IVAN KYSTON E $ 164,630.00 
WHITESVILLE HWY 54 West $ 42,188.42 
WH~TE~V~LLE RALPH $ 224,099.70 
WHITESVILLE STEVENS SCHOOL ROAD $ 107,006.50 

UTICA - BROWNS VALLEY $ 54,137.05 
UTICA RED HILL $ 106,980.70 

THRUSTON WRIGHTS ACRES $ 70,896.58 

$ 75,662.15 

Substation Name Feeder Name 
SP OTSVl LL E RACE CREEK 

PLEASANT RIDGE POPLAR LOG BRG 

In the event Kenergy determines that additional circuits should be  added to this 
list for which routine circuit maintenance will be performed, an NTX Base Price 
for each added circuit will b e  mutually agreed upon by both Kenergy and 
Townsend. That amount will be added to the existing total NTX Base Price 
resulting in a new Total NTX Base Price for this contract. Any incentives or 
penalties will t h e n  be  based on the new total NTX Base Price. 

Additionally, Townsend agrees to perform vegetation management control 
activities on specific portions of circuits identified by Kenergy through a Kenergy 
generated Job Order or Work Order and Kenergy agrees to pay Townsend for 
that work based on time and materials (T&M) incurred to complete that work. 

The NTX Base Price reflects the  cost of performing vegetation management 
control activities on an entire circuit. In the  event Townsend performs vegetation 
management control activities on a portion of a circuit under a Kenergy 
generated Work Order and Kenergy decides to also perform routine circuit 
maintenance on this same circuit in 2006, the NTX Base Price for that circuit will 
be reduced by the  amount associated with the  Work Order(s). 

Specific incentives and penalties are outlined on page 8 of this LOU identified as 
Schedule 1 - Performance Based Contract - Incentives and Penalties. At the  
end of the project, a final Earned Value (EV) calculation will b e  performed using 
the formula found on page 9 of this LOU and identified as Schedule 2 - Earned 
Value Calculation Spreadsheet. 

Specifications 

This project includes vegetation management activities on all primary, secondary, 
neutral, service line conductors and associated overhead electrical facilities 
found on the  circuits identified in this LOU. 
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Circuit single phase, multiple phase and total mileage is correct to the best of 
Kenergy's knowledge. To wnsend is solely responsible to verify mileage notify 
Kenergy of any changes to the project mileage. 

Townsend is solely accountable for the following activities: 

Customer Notification: Townsend must consistently maintain at least two weeks 
advanced customer notification of field crew execution. Townsend is to supply 
pre-work planner(s) to conduct notification. 

Pre-Work Planning: Townsend must utilize dedicated pre-work planner(s) to 
assess and plan work scope at least two weeks in advance of field crew 
execution. Townsend is responsible to manage all customer refusals and file a 
written notification to the Kenergy Project Manager of all cases. Kenergy Project 
Manager will work with Townsend pre-work planner(s) to optimize the use of 
Trade-A-Tree program. Townsend will be responsible to provide list of hazardous 
tree removals. 

Qwalitv Assurance: Townsend must complete all quality assurance activities 
including written certification of quality assurance per circuit following completion 
of each circuit. Kenergy will conduct quality control inspections and issue a 
quality deficiency notice, as appropriate, on circuit miles completed and 
submitted by Townsend within two weeks. Townsend must complete all quality 
control rework identified by Kenergy Project Manager within one week of the 
notice 

Fiel,d Work: Townsend is to complete vegetation management activities as 
outlined in specifications section 

Tree Pruning: Townsend is responsible to obtain the following tree and conductor 
clearances: 

Primary: All multi-phase conductors: 
o 20 feet overhead clearance 
o 20 feet side clearance 
o 14 feet under phase clearance 

+ Primary: All single-phase conductors: 
o 15 feet overhead 
o 10 feet side clearance 
o 14 feet under phase clearance 

Secondary: All open wire conductors: 
o 10 feet overhead 
Q 10 feet of side clearance 
o 10 feet under phase clearance 

a Secondary: All bundled conductors (triplex or quadraplex): 
o 6 foot radius clearance Item 12 
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Service Line: All service line conductors: 
o All vegetation conditions that pose an immediate safety and/or 

reliability threat eliminated 

Strategic Tree Removal: Townsend is responsible to remove all undesirable 
trees and brush that are not suitable for herbicide application. This includes all 
trees located within 8 feet of either side of the outside phase. 

Townsend must obtain permission from customers for removals and submit to 
Kenergy the names and addresses for all customer refusals associated with tree 
removal. All trees removed must be stump treated with appropriate herbicide 
application. The names and address of all customers that refuse stump treatment 
must be submitted to Kenergy. 

Herbicide Application: All undesirable trees and brush less than I O  feet in height 
that are located within 20 feet of either side of the multi-phase pole centerline 
and within 10 feet of either side of the single-phase pole centerline must be 
treated with an herbicide application. 

Hazardous Tree Removal: Townsend is responsible to identify and remove all 
hazardous trees that pose a high degree of reliability risk to single-phase and 
muhi-phase conductors. Townsend will remove 250 hazardous trees throughout 
the year. A hazardous tree will be defined as a large mature tree that posses 
imminent risk to the conductors. 

Fuel Clause 

The equipment rates outlined in this LOU are based on a gasoline cost of $2.26 
Der gallon and diesel cost of $2.41 per gallon based on the DOE Midwest 
regional index w.tonto.eia.doe.gov in effect at January 2,  2006. This fuel 
clause will apply when the price changes +/- 10% per gallon. This includes all 
project fuel except supervision vehicles. True up will occur quarterly at the end of 
March, June, September and December 2006. 

Roles and Res pons i bil ities 

Kenergy Project Manager - Doug Hoyt 
Relationship develop men t 
Successful administrative implementation 

4 Performance management 

Kenergy Vegetation Management Coordinators - Eddie Arnold, Eddye Maden, 
Randall Turley 

0 Field operations 
e Quality control 
0 Customer relations 

Townsend Project Manager - Mick Saulman 
0 Relationship development 
0 Successful administrative im Ikff%'dt&ion 

A g e  rz  or TI 

http://w.tonto.eia.doe.gov


0 Performance management 

Townsend Field Supervisor - Rick Kinslow 
0 Safety 
0 Field operations 
0 Quality assurance 
0 Work planning 
0 Customer satisfaction 

Key Business Processes 

0 Pre-Work Planning - Work planner form; work planning process 
e Quality Assurance/Quality Control - Townsend QA checklist; Kenergy QC 

checklist; process description 
0 Hazardous Tree Removal - Townsend ID’S HT on each circuit and 

recommends which ones to remove; Kenergy approves 
0 Project Reporting - Timesheet data collection requirements, Process, 

forms, etc. 
0 Tree Crew Locations - Forms, process with e-mail addresses 

Performance Metrics - Metrics, process 
0 Safety incident - Including vendor outages procedure and safety incident 

reporting process and forms 

Communications 

e 

0 Weekly 
Open communication as situations arise 

o Regularly scheduled project meeting and performance review (GF, 
Eddie, Eddye, Randall) 

o Leadership team peiformance management meeting (Mick, Rick, 
Doug, Eddie, Eddye, Randall) 

R S...-.A.-I., e !..r!--rL 
* - J  

Reporting 
, 

o Weekly Project Summary Report - Kenergy must receive updates by no 
later than 4:OO PM Thursday of the following week 

a Safety Incident - Townsend is expected to immediately notify Kenergy of 
any safety incidents or near misses and provide a written follow-up report 
within 48 hours of the occurrence detailing the event, the root cause of the 
event and the steps Townsend will take in the future to prevent a 
reoccurrence. 

Crew Locations - Every Monday by 9:00 am CST, Townsend will e-mail to 
Kenergy the location of all personnel performing routine circuit 
maintenance work. Updated notification is required when crew schedule or 
location changes. Townsend will also be responsible to notify Kenergy 
daily of the location of personnel performing work on job orders or work 
orders. Item 12 
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Time Reporting - Townsend will use a timesheet that meets needs of both 
parties, Timesheet will track all of the work types identified in the reporting 
matrix. 

Rain time 

Townsend crew foreman are responsible for determining the severity of the 
weather and impact on crew safety. Up to one hour show-up time will be paid to 
on-site employees. 

Debris Removal 

Implementation team will determine how to minimize the overall cost of debris 
removal. Townsend is 100% accountable for all debris removal. 

Third Party Invoicing 

Townsend manages any third party invoicing and performance reporting. 

Invoicing 

Townsend will invoice Kenergy monthly for all work completed using the following 
month-ending dates: January 28, February 25, March 25, April 29, May 27, June 
24, July 29, August 26, September 30, October 28, November 25, December 30. 
invoices shall accumulate costs using the rates identified in Schedule 3 - Labor, 
Overheads, Equipment and Herbicide Rates 

Audit 

Townsend understands that Kenergy can audit all contract documents and any 
timesheet and reporting associated with this project for a period of 5 years after 
the termination of the contract. 

Kenergy agrees to purchase and Townsend agrees to provide vegetation 
management services in accordance with the terms and conditions stated in the 
contract and this LOU as Exhibit B-2006. Kenergy and Townsend reserve the 
right to revisit the aspects of this LOU that pertain to future agreements or other 
forwa rd-loo ki n g st at em en ts . 

-_ - , I' 

Kenergy Corp. To\ 
- 

Nnsend Tree Service Co., Inc. 
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Schedule 3 

~ 

Payroll Taxes and Insurance 
FICA 
MED FICA 
Federal UC Tax 
State UC Tax 
Workers Comp 
General Liabilitv 

Labor, Overheads, Equipment and Herbicide Rates 

$0.91 $1.37 $1.83 
$0.21 $0.32 $0.43 
$0.06 $0.09 $0.12 
$0.18 $0.28 $0.37 
$2.49 $3.74 $4.99 
$0.40 $0.40 $0.40 

Classification General Foreman 
Effective Date of Rates January 2, 

Sub-total Taxes and Insurance 

2006 

$4.25 $6.20 $8.14 

I I 

Fringe Benefits 
Vacations/Holidays 
I nsuran ce 
Pensions 
Profit Sharing 
Bonus __ - 

Other (list) 
Subtotal Fringe Benefits 

$0.89 $0.00 $0.00 
$0.52 $0.00 $0.00 
$0.00 $0.00 $0.00 
$0.00 $0.00 $0.00 
rPn.no - $0.00 $0.00 
$0.00 $0.00 $0.00 
$1 "41 $0.00 $0.00 

I I I 

Subtotal Labor Rate I $20.41 I $28.33 I $37.64 I 
17.00% 14.00% 14.00% 

Rate) 
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Effective Date of Rates: 
Labor Rate Components 

Local Wage 

Payroll Taxes and Insurance 
FICA 
MED FICA 
Federal UC Tax 
State UC Tax 
Workers Comp 
General Liability 

Sub-total Taxes and insurance 

Fringe Benefits 
Vacations/Holidays 
Insurance 
Pensions 
Profit Sharing 
Bonus 
Other (list) 

Subtotal Fringe Benefits 

Subtotal Labor Rate 

Overheaci (% of Subtotal-LSbTor 
Rate) 

Profit (% of Subtotal Labor 
Rate) 

Total Billing Rate 

(l-lp-.-.-- 

January 2, 2006 
Rates 

Straight OT Premium 

$1375 $20.63 $27.50 

$0.85 $1.28 $1.71 
$0.20 $0 30 $0.40 
$0 06 $0.08 $0.1 1 
$0.17 $0.26 $0.34 
$2.32 $3.49 $4.65 
$0.37 $0.37 $0.37 
$3.97 $5.78 $7.58 

$0.83 $0.00 $0.00 
$0.48 $0.00 $0.00 
$0 00 $0.00 $0 00 
$0.00 $0 00 $0.00 
$0.00 $0.00 $0.00 
$0.00 $0 00 $0.00 
$1.31 $0.00 $0.00 

$19.03 $26.41 $35.08 

17 00% 34 00% 14 00% 

4.00% 4.00% 4.00% 

$23.03 $31.16 $41 39 
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Classification Trimmer A 
Effective Date of Rates: Januarv 2. 2006 

MED FICA 
Federal UC Tax 
State LJC Tax 
Workers Comp 
General Liability 

Sub-total Taxes and Insurance 

$0.18 $0.27 $0.36 
$0.05 $0.07 $0.10 
$0.16 $0.23 $0.31 
$2.10 $3.16 $4.2 1 
$0.34 $0.34 $0.34 
$3.60 $5.23 $6.86 

‘Fringe Benefits 
~ 

Vacations/Holida y s  $0.75 $0.00 $0.00 
Insurance $0.44 $0.00 $0.00 
Pensions $0.00 $0.00 $0.00 
Profit Sharing 
Bonus 

$0.00 $0.00 $0.00 
$0.00 $0.00 $0.00 

Other (list) $0.00 $0 00 $0.00 
Subtotal Fringe Benefits $1 19 $0.00 $0.00 

Subtotal Labor Rate $17.24 $23 91 $31.76 

Iten1 12 
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Total Billing Rate 
I 

4.00% 4.00% 4.00% 
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Classification Trimmer B 

I I 
FICA 
MED FICA 

$0.69 $1.04 $1.39 
$0.16 $0.24 $0.32 

Federal IJC Tax 
State UC Tax 
Workers Comp 
General Liabilitv 

J 

$0.04 $0.07 $0.09 
$0.14 $0.21 $0.28 
$1.89 $2.84 $3.79 
$0.30 $0.30 $0.30 

Sub-total Taxes and Insurance 

Frinae Benefits 
I 

M r  Rate i $ 1 5 3  $21.50 i $28.57 I 

$3.22 $4.70 $6.17 

I 
Overhead (% of Subtotal Labor 1 17.00% I 14.00% I 14.00% 

Y 

VacationdHolidays 
Insurance 
Pensions 
Profit S ha ri n a 

I I 
Rate) 

$0.67 $0.00 $0.00 ' 
$0.39 $0.00 $0.00 
$0.00 $0.00 $0.00 
$0.00 $0.00 $0.00 

Y 

Bonus 
Other (list) 

Subtotal Frinqe Benefits 

I 
Total Billina Rate I $18.73 I $25.37 I $33.71 

$0.00 $0.00 $0.00 
$0.00 $0.00 $0.00 
$1.06 $0.00 $0.00 
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Classification Trimmer C 
Effective Date of Rates: Januarv 2. 2006 

Payroll Taxes and Insurance 
FICA $0.63 
MED FICA $0.15 
Federal UC Tax $0.04 
State UC Tax $0.13 

General Liability $0.28 
Sub-total Taxes and Insurance $2.95 

Fringe Benefits 

Workers Comp $1.72 

Vacations/Holidays $0.61 
I ns urance $0.36 
Pensions $0.00 
Profit Sharing $0.00 
Bonus $0.00 
Other (list) $0.00 

Subtotal Fringe Benefits $0.97 

$14.12 -- ,-- - .-. Subtotal Labor Rate 

Overhead (% of Subtotal Labor 17.00% 

b a b o r  Rate Components I Rates 

$0.95 $1.26 
$0.22 $0.30 
$0.06 $0.08 
$0.19 $0.26 
$2.59 $3.45 
$0.28 $0.28 
$4.29 $5.63 

$0.00 $0.00 
$0.00 $0.00 
$0.00 $0" 00 
$0.00 $0.00 
$0.00 $0.00 
$0.00 $0.00 
$0.00 $0.00 

$19.59 $26.03 .--..- 

14.00% 14.00% 

Profit (% of Subtotal Labor Rate) 

Total Billina Rate 

-+H Rate) 

4.00% ' 4.00./, 4.00% 

$17.09 $23.12 $30.72 
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Classification Trimmer D 

Local Wage 

Effective Date of Rates: January 2, 2006 
Labor Rate Components 1 Rates 

I I 

Straight OT 

$9.35 $14.03 $1 8.70 

Payroll Taxes and Insurance 
FICA 

I 

$0.58 $0.87 $1.16 
MED FICA 
Federal UC Tax 
State UC Tax 

$0.14 $0.20 $0.27 
$0.04 $0.06 $0.07 
$0” 12 $0.18 $0.23 

Workers Comp 
General Liability 

Sub-total Taxes and Insurance 

I I t I Bonus I $0.00 I $0.00 I $0.00 1 

$1.58 $2.37 $3.16 
$0.25 $0.25 $0.25 
$2.71 $3.93 $5.14 

Other (list) 
Subtotal Fringe Benefits 

$0.00 $0.00 $0.00 
$0.89 $0.00 $0.00 

Overhead (% of Subtotal Labor 

Subtotal Labor Rate 

I I I 1 Profit (% of Subtotal Labor Rate) I 4.00% I 4.00% 1 4.00% 1 

$12,95 $17.96 $23.84 

L I 

Item 12 
Page 22.of 41 



. . . .. . . . . . - - . . -. _. - . , "  ., ... . .~ - .. ,.,. . , _ .__  .. , .. -. - .. - - - . ..... - . 

Labor Rate Compdnents 

Classification La borer 

Rates 
I I 

Payroll Taxes and Insurance 
FICA 
MED FICA 
Federal UC Tax 
State UC Tax 
Workers Comp 
General Liability 

- 

Sub-total Taxes and Insurance 

Fringe Benefits 

Insurance 
Pensions 

Bonus 
Other (list) 

VacationslHolidays 

- 

Profit Sharing 

- 
Subtotal Fringe Benefits 

$0.55 $0.82 $1.09 
$0.13 $0.19 $0.26 
$0.04 $0.05 $0.07 
$0.1 1 $0.17 $0.22 
$1.49 $2.23 $2.97 
$0.24 $0.24 $0.24 
$2.56 $3.70 $4.85 

$0.53 $0.00 $0.00 
$0.31 $0.00 $0.00 
$0.00 $0.00 $0.00 
$0.00 $0.00 $0.00 
$0.00 $0.00 $0.00 
$0.00 $0.00 $0.00 
$0.84 $0.00 $0.00 

Subtotal Labor Rate $12.20 $16 90 $22.45 

- 
Overhead (% of Subtotal Labor 17.00% 14.00% 
Rate) 

14.00% 

Item 12 
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Profit (% of Subtotal Labor Rate) 4.00% 4.00% 4.00% 

Total Billing Rate $26.49 1 
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[tern 28) The 

iarrative indicates that because there was no previous life and survivor curve information to coinpare 

-esults, the results of the depreciation study were benchmarked with other cooperatives and electric 

listribution conipanies. Identify all cooperatives and electric distribution conipanies used as the 

Jenchmark and provide the corresponding depreciation rates. 

Refer to the Application, Exhibit 13, Tab 2, page 4, the depreciation study. 

Response) 

lepreciation rates. 

The attached Table 1 shows the benchmark companies and the estimates of their 

Witness) Robert N. Welsh 

Item 28 
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[tern 29) Refer to the Application, Exhibit 13, Tab 2, page 12. 

a. 

calculations aiid assumptions. 

b. 

Provide the workpapers that support the amounts shown in Table 4. Include all 

If tlie depreciation rates used to calculate the depreciation expense sliowii for the 

“Proposed Rates” do not match the “Reconmniend” depreciation rates shown at Tab 3, page 1, explain 

the reason for the difference. 

Response a) The work papers that support Table 4 are provided in Exhibit 13, Tab 3, pages 1 and 2. 

The expense aniouiits in Table 4 are shown on page 2 using the depreciation rates on page 1 and tlie 

irivestnieiit on page 2. Each column has a formula at the top indicating tlie coluiixis used. 

Response b) There are 110 differences between the “Proposed Rates” and tlie “Reconimended Rates”. 

Witness) Robert N. Welsh 

Item 29 
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Item 30) 

provide the applicable Conforniance Index calculations. 

Refer to the Application, Exhibit 13. For each of the Iowa Curves shown in Tab 9, 

Response) For each Iowa Curve shown in Tab 9, except Account 366, the supporting statistics are 

shown in Tab 7 except for the Conforniaiice Index. The Conforniance Index for each curve is listed in 

Item 30, page 2 of 2. Account 366 did not have enough Iiistorical information for a nieaningful 

Simulated Plant Record (SPR) Analysis as stated in the Depreciation Study (Exhibit 13, Tab 2, page 

5 ) .  

Witness) Robert N. Welsh 

Item 30 
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Kenerg y 
Conformance Index for Selected Survivor Curves 

Account Survivor Curve Conformance Index 

362 Station Equipment R I  55 
R1 33 

365 Ohead Conds & Devices L3 142 

368 Line Transformers LO 32 
369 Services R1 32 
370 Meters 01 58 
371 Instal on Cons Premises 01 33 

364 Poles, Towers & Fixtures -_____ 

367 Underground Conds & Devices so 47 - 

---- 

373 St. Ltg & Signal Systems R1 34 
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Item 31) Refer to the Application, Exhibit 13, Tab 3, page 1 of tlie depreciation study. 

a. Giveii the concerns about a lack of historic net salvage data, explain in detail 

why it is not reasonable to use the “No Salvage” depreciation rates and recover tlie actual reniovable 

cost at the time of retirement. 

b. Explain why it is reasonable to average the “No Salvage’’ and the “Depreciation 

Rates Salvage” for Accounts 364 to 373. 

Response a) 

traditional regulatory practice of accruing for removal costs in tlie depreciation reserve and expensing 

cost of removal as incurred. This is an issue of whether cost of removal should be treated on the 

balance sheet or on tlie income statement since either way tlie coiiipany sliould incur the same removal 

cost. That is, replacing a Pole will generate the same cash cost to company regardless of how it is 

reported in the financial statements. If one assumes the depreciation rates for the distribution accounts 

are set to accrue the proper amount of salvage, then over time both tlie regulator and company should 

be indifferent to the accounting since the expense impact should be roughly the same assunling normal 

retirements. However, with the expensing option the period to period impact would be more erratic as 

actual reiiioval costs track operations. In an attempt to reduce this variability, some companies may 

feel the need to control the timing of cost of removal. Depreciation accounting should not drive 

operational decisions. The current regulatovy practice of charging removal costs to the depreciation 

reserve avoids this and has worked well for many years. I see no reason to abandon this methodology. 

The concerns in tlie study concerning net salvage wliere there is only four years of individual 

Since the iinpleiiientation of FAS 143 there has been much debate about abandoning the 

Item 3 1 
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account experience and that the Company is completing a major project tliat had a significant impact 

on net salvage. These colicenis are fully addressed in the Depreciation Study and do not provide a 

sufficient reason to abandon the traditional method of accruing for net salvage. 

Response 11) The “No Salvage” depreciation rates are inappropriate because tlie Company is 

coiisisteiitly experiencing negative net salvage. The “Depreciation Rates Salvage” reflects our best 

estimate wliat the depreciation rates should be given the level of negative net salvage being 

experienced by the Conipany. The depreciation rates currently being used by Kenergy only recover a 

very small aniouiit of the negative net salvage being experienced by the Company. Adopting tlie 

“Depreciation Rates Salvages” would bring the depreciation rates in line with liistorical experience and 

probable future experience. However, it would also require a substantial increase in depreciation 

expense. Kenergy did not develop this sliortfall overnight. Rather it has developed gradually over tlie 

past 25 to 30 years. It makes little sense to correct this long term issue all at once. Tlie Depreciation 

Study takes tlie long teiin view and reconmends a step toward tlie right long term depreciation rates. 

This is not wliat we would nornially reconmend, but something we believe is tlie correct thing to do. 

Tlie recommended depreciation rates increase depreciation expense significantly. Tlie increase will 

cover tlie negative net salvage expected in the next few years given tlie expected retirement levels. 

That is, tlie reconmiended rates will stop the current erosion of tlie depreciation reserve. The 

Depreciation Study recoinmends that in a few years after the copper replacement project is completed 

and tlie capital program stabilizes, tlie Company review its depreciation rates. At that time, there will 

be niore 

Item 3 1 
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years of individual account salvage experience to base new depreciation rates on and the new 

depreciation rates can be adjusted to close the remaining gap between the reconiineiided depreciation 

rates and the correct long term rates. 

Witness) Robert N. Welsh 

Item 3 1 
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Item 32) Refer to Exhibit 13, Tab 11 of the depreciation study. 

a. Describe the sources of information for the amounts listed as “Gross Salvage” 

and “Cost of Removal.” 

b. Provide the following information about the data for Accounts 364, 365, 367, 

368, 369, 370, 371, and 373: 

(1) 

(2) 

(3) 

Describe what items are included as “Gross Salvage.” 

Describe the types of expenses classified as “Cost of Removal.” 

Refer to Account 364. In 2002-2004 the Cost of Removal exceeded the 

Retirements amount. This situation is repeated in some of the other accounts. Explain why the “Cost 

of Removal” is so high. 

(4) Explain what causes “Gross Salvage” to be negative. 

Response a) The “Gross Salvage” and “Cost of Removal” information in the study summarize the 

company reports generated when work orders are closed at the end of each month. 

Response b l )  When assets are retired, any reusable material is put into inventory as salvage and 

credited on the retireinelit side of a work order. The junk resale value of copper wire retired under the 

copper wire replacement program is credited to the retirement side of the work order as salvage. 

Response b2) Cost of removal consists of labor and overheads to coniplete retirement work order. 

Item 32 
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Response b3) This is really not unusual. Retirements are booked at original cost and cost of removal 

is booked at current cost. Wlien a unit of plant is old, it often has a cost considerably lower than a 

comparable new unit of plant as a result of inflation over the years. However, whether the unit is new 

or old the cost of removing that unit is the same. Another contribution factor is the normal overheads 

added to the direct labor which are also in cui-rent dollars. 

Response b4) Noniially Gross Salvage is positive. However, in Account 108.667 (for 2002 to 200s) 

and Account 108.673 (2003 only) the warehouse liad material from stock that they .junked. Examples 

include partial reels of wire that cannot be re-used, material that has become obsolete, pai-ts/pieces 

from security lights used for maintenance malting remainder of light not useful. This created a debit in 

accounts that have a noma1 credit balance. Wlien salvage from retirements is infiequent, there are no 

credits to offset these debits creating negative gross salvage. When the company reviewed the 

Depreciation Study this was noted and investigated. As a result, the accouiiting has been changed to 

debit Account 107.200 instead of the depreciation reserve. In 2004, the negative gross salvage for 

Account 108.668 and Account 108.670 was caused by a sale of plant. 

Witness) Robert N. Welsh 

Item 32 
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[tern 33) Mr. Welsh has expressed CoIicerns about having only 4 years of actual historic net 

;alvage data with which to determine his proposed depreciation rates. In two previous electric 

:ooperative cases where there were concerns about the reasonableness of tlie net salvage data, the 

Coiiiniission utilized an average net salvage allowance approach to recover tlie iiet salvage component 

normally included in the depreciation rates. Under this approach, a 5-year average of annual net 

salvage was calculated, then added to the aniiual depreciation expense, and included in the 

mxniulated depreciation account. 

a. Was Mr. Welsh aware of these previous Coniniission decisions when lie was 

preparing the depreciation study and his testimony for Kenergy? 

b. Would Mr. Welsh agree that this approach could be a reasonable alternative to 

his approach for dealing limited net salvage data? Explain the response. 

c. Assume for purposes of the following questions that an average net salvage 

allowaiice approach was used to determine the depreciation rates for Kenergy in this case. Further 

assume that a 4-year average of annual iiet salvage was utilized. 

(1) Determine the average net salvage allowance. Include all assumptions, 

workpapers, and calculations used to determine the amount. 

(2) Provide the depreciation rates that would be recoininended for 

distribution plant if net salvage is recognized using the average net salvage allowance. Include all 

assumptions, workpapers, and calculations used to determine the depreciation rates. 

(3) Kenergy has proposed an expense adjustment of $731,398 that 

recognizes the application of its proposed depreciation rates to its test-year-end balance of plant in 

Item 33 
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service. Calculate a similar adjustment using the depreciation rates determined in subpart (2) and the 

net salvage allowance determined in subpart (1). Include all assuniptions, workpapers, and 

calculations used to determine the ad,justment. 

Response a) 

not believe they were pertinent to Kenergy since these orders were addressing tlie future net salvage 

estimates required for remaining life depreciation rates and tlie lack of account specific net salvage 

information to develop tlie estimates. 

Yes, Mr. Welsh was aware of these previous Commission decisions. However, he did 

Response b) No, there is a big difference between developing account specific depreciation rates 

with no account specific net salvage information and developing account specific depreciation rates 

when account specific net salvage information is available. 

In tlie Jackson Energy Cooperative Corporation and Fleming-Mason Energy Cooperative Corporation 

cases tlie companies were proposing remaining life depreciation rates that require estimates of Future 

Net Salvage when only functional level net salvage data was available. The depreciation studies 

iiiiderlying the depreciation rates appear to have developed account specific estimates of Future Net 

Salvage by allocating the total distribution plant net salvage to the individual accounts. The 

Cornmission orders provided an altemative method to address the lack of account specific net salvage. 

Item 33 
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hi tlie case of Kenergy, this approach is not necessary since account specific net salvage data is 

available. Mr. Welsli’s concellis with tlie Kenergy net salvage data was that there was only four years 

af data and that lie expects significant net salvage clianges in the future because of the completion of 

the copper replacement program. The difference between using four years of experience versus tlie 

iiornial five years is not in itself sufficient reason to abandon tlie traditional depreciation rate 

development methodology. In addition, tlie average net salvage ordered in the Jacltson Energy and 

Fleming-Mason cases would not address Mr. Welsli’s conceiii about fiiture clianges in the net salvage 

resulting from tlie coiiipletion of tlie copper replacement program. Tlie approach in tlie Kenergy 

Depreciation Study addresses both of these concerns. 

More importantly, in the Kenergy Depreciation Study, whole life depreciation rates are being 

recommended. Whole life depreciation rates require an estimate of Average Net Salvage which 

includes both the historical experience and an estimate of the future net salvage. The remaining life 

depreciation rates in the Jackson Energy and tlie Fleming Mason Energy cases require only an estimate 

of Future Net Salvage. In both companies’ final order the Coinmission decided that an average of tlie 

coiiipany’s past five years of experience is a better estimate of future net salvage tlian tlie allocation 

methodologies proposed by the company. In the Kenergy Depreciation Study, Mr. Welsh discussed 

how tlie copper replacement project has distorted the historical salvage (Exhibit 13, Tab 2, pages 6 and 

7). Assuming that the past is a good indicator of the future would overstate tlie negative net salvage 

that will niost likely occur in the future. Rather than inflate the reconiniended depreciation rates with 

this high net salvage, an adjustnient factor was used to bring the net salvage estiniate down to a level 

_- 
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misistent with liistorical experience prior to tlie copper replacement project. Thus, the Kenergy 

recommended depreciation rates reflect tlie average of tlie four year individual account experience as 

well as an estimate of future based on historical experience before the copper replacement project. We 

oelieve tliis approach provides a conservative estimate of net salvage 

There is another reason why tlie approach in the Kenergy Depreciation Study is preferred over tlie 

4verage Net Salvage allowance approach. The purpose of including iiet salvage in tlie depreciation 

-ate is to ensure that the depreciation reserve has the proper level wlieti retirements occur. If iiet 

salvage is positive then the company would accrue less tliaii original cost because of the benefit from 

lie gross salvage. Siiiiilarly, if net salvage is negative then the company should accrue more than 

iriginal cost because of the cost of removal. The Average Net Salvage approach is dependent on 

qecent retirement activity and indifferent to tlie size of the accounts. Tliat is, a small account with large 

-etireinents and positive net salvage can offset a large account with m a l l  retirements and negative net 

;ahage. If the Average Net Salvage approach is used, then tlie period used to develop the average 

iiust be sufficiently long to ensure that sliort tenii retirement trends are not inipacting tlie result. Four 

ir five years is not a long enough period to ensure this is tlie case. On the hand, iiicluding net salvage 

11 the depreciation rates enstires that the activity in one account does not impact another account. For 

:xaniple, in 2005 Keiiergy’s average net salvage ratio for distribution plant was a negative 40.7 

xrcent. However, individual accounts experienced net salvage ratios ranging from a positive 4 1 .S  

2erceiit to a negative 101.7 percent. Since the largest accounts (by investinent) also have liigli 

iegative net salvage it is more likely that tlie Average Net Salvage approach will understate tlie 

Item 33 
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Total 

iecessary salvage more than the depreciation rate approach. TJsiiig the Average Net Salvage approach 

'or Kenergy calculates a salvage allowance of $865,789 (see response to Data Request 33cl below). 

The salvage embedded ill the recommended depreciation rates is $977,567. The actual August 2006 

{ear to date net salvage for Kenergy distribution plant is a negative $75 1,737 which suggests that net 

;ahage for the entire year will be over a negative niillion dollars. Including the net salvage in tlie 

(3,463,157) 

lepreciation rate will generate a better match between what is accrued and what net salvage actually is. 

Xesponse c l )  In the Kenergy Depreciation Study there is a table for each account showiiig the Net 

Salvage for 2002 to 2005 (Exhibit 13, Tab 11). Below are the total iiet salvage values for each 

iccount. The total amount (3,463,157) divided by 4 equals tlie average iiet salvage for the period or 

he requested average iiet salvage allowaiice of (865,789). 

I 
1,5 83,3 26) 
(875,452) 

(28,033) 
(597.805) 

369 
~ (269,001) I 

370 (207.02 1) 
( 106,188) 
(6,380) 

I FourYearAverage I (8 65,7 8 9) 1 
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$5,836,029 

5,589,860 

865,789 

CASE NO. 2006-00369 

Response c2) The depreciation rates that would be recommended for distribution plant assuniing the 

average net salvage allowance approach are shown in the Kenergy Depreciation Study (Exhibit 13) in 

Tab 3, page 1, column e. These whole life depreciation rates use the lives in Tab 3, page 1, column c 

and assume the net salvage is equal to zero. The depreciation expense associated with these rates is 

shown on Tab 3, page 2, column k. 

Response c3) Below is the calculation of the expense adjustment assuming the Average Net Salvage 

Allowance approach. Tab 3 is from the Kenergy Depreciation Study (Exhibit 13). 

Witness) Robert N. Welsh 

Item 33 
Page 6 of 6 





1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

r 

KENERGY CORP. 
RESPONSE OF KENERGY CORP. 

TO SECOND DATA REQUEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

[tern 34) 

3ata requests contained in Appendix C to the Commission’s Order dated Februaiy 24, 2006. 

Refer to Case No. 2006-00045, page 1 of Item 1 of Kenergy’s response to tlie initial 

a. In tlie response Keiiergy states that it does not offer eitlier time-based rates or a 

kinand response tariff. Kenergy previously offered an off-peak rider for industrial accounts and a 

i l o t  electric thermal storage tariff for residential customers, but tlie rates were subsequently 

:erniiiiated due to a lack of interest fioni its member-customers. Provide a narrative explanation that 

Further describes the extent of customer participation including tlie actual of estimated number of 

:ustamers that participated in those tariffs. 

Kenergy’s prior efforts to iiialte its customers aware of those tariffs. 

The explanation should also include tlie extent of 

b. Explain whether Kenergy lias considered offering time-based metered or 

leinand response programs since tlie enactment of tlie Energy Policy Act of 2005. 

Response a) 

3f-Peak Rider 

Kenderson Union Electric Cooperative (E-IIJEC) offered an off-peak rider to its industrial meniliers 

xior to tlie consolidation of HTJEC and Greeii River Electric Corporation (GREC) in July 1999. The 

.ariff was developed by request for a ICY Stone rock quarry, wliicli had a low load factor and could run 

heir operation during off-peak hours. HUEC staff verlxdly notified other low load factor industrial 

iierribers that the off-peak tariff was available. 

’ Item 34 
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A total of two industrial iiieinbers were placed on the off-peak rider. One of the industrial members 

went out of business aiid the KY Stone rock quarry requested to be removed from the rider prior to the 

consolidation of HUEC and GREC rates in 2001. 

Electric Tlieriiial Storage (ETS) Rate 

Greeii River Electric Corporation began a pilot Off-peak Electric Theniial Storage (ETS) Rate in the 

fall of 1995. Participants for the pilot were solicited by letter aiid six members were selected to install 

Electric Theiiiial Storage lieatiiig units in their homes. The temporary ETS rate expired on Julie 1, 

1997 and the pilot was discontinued at that time. Greeii River Electric did not continue the program 

due to lack of interest from those members that participated in the pilot program. 

Response b) Keiiergy did consider an off-peak rider for its three-phase commercial and industrial 

niernbers in the ciinent rate filing. Jack Gains developed a proposed off-peak rider, however, it was 

determined by iiianageiiieiit that Keiiergy did not have sufficient data or load profile metering in place 

to determine the custoiners projected savings from an off-peak rider at this time. 

Witness) David Haniilton 
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Item 35) 

average costs for poles and anchors are gross costs, or if the values are net of depreciation. 

Refer to the Application, Exhibit 3(a), pages 5 and 6. Explain whether the weighted 

Response) 

this level of detail to deterniine net costs for poles or anchors. 

These are gross costs. Kenergy does not maintain accumulated depreciation records in 

Witness) Steve Thompson 
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KENERGY COW. 
RESPONSE OF KENERGY CORP. 

TO SECOND DATA REQUEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

Rem 36) Refer to tlie Application, Exhibit 3(a), page 7. 

a. Kenergy calculated a return on investnient (“ROI”) of 5.34 percent. Explain 

why ICenergy calculates the ROI rather than using the ROI allowed in its last rate case as prescribed by 

4dniinistrative Case No. 25 1. 

b. Does Keiiergy agree that tlie 5.34 percent ROI it proposes is subject to change, 

iepending upon possible disallowances of revenues and expenses in this case? 

Response a) Kenergy interpreted the rate of return provision in PSC Administrative Case No. 25 1 to 

ipply to a request for changes to attachnient rates outside of a general rate proceeding. 

Response b) Yes 

Witness) Steve Thompson 

Item 36 
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KENERGY COW. 
RESPONSE OF KENERGY CORP. 

TO SECOND DATA REQUEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

Item 37) Refer to the Direct Testiniony of Jack D. Gaines (“Gaines Testimony”), page 3. Mr. 

Gaines states that a significant re-classification of customers from the residential rate to the non- 

residential rate was effective June 14, 2005. 

a. Explain whether all re-classified customers were moved from Schedule 1 - 

Residential to Schedule 4 - All Non-Residential Single Phase and Farm Service, or were customers in 

other rate schedules also affected. 

b. Explain the reason for the customer re-classification. 

Response a) All re-classified custorners were moved from Schedule 1 to Schedule 4 

Response b) Schedule 4 was a new tariff designed primarily for single phase noli-residential 

customers that at that time were being served under Schedule 1. Schedule 4 was proposed by Keiiergy 

in PSC Case No. 2004-00446. Per the Settlement Agreement in PSC Case No. 2004-00446, Schedule 4 

was approved by the PSC and became effective June 14, 2005. At that time, Kenergy transferred the 

affected customers from Schedule 1 to Schedule 4 pursuant to the applicable definition of Schedule 4. 

Witness) Jack Gairies 

Item 37 
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KENERGY COW. 
RESPONSE OF KENERGY CORP. 

TO SECOND DATA REQtJEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

Item 38) Refer to the Gaiiies Testimony, page 10. Mr. Gaiiies refers to one “grandfatliered” 

customer served 011 a transitional rate of Schedule 3 that was approved in Case No. 2004-00446 with 

the understanding that the transitional rate would be fully phased into Schedule 3 in this rate case. Cite 

the document in the record of Case No. 2004-00446 that is the source of tlie understanding to wliich 

Mr. Gaiiies refers. Include reference to the exact location witliiii the docunieiit of the source of the 

understanding. 

Response) 

00446: 

The following is from page 6 of the Gaines Direct Testimony in PSC Case No. 2004- 

.‘A new, intermediate three phase tariff is proposed to acconirnodate a two stage transfer of a foiiiier 

Henderson Union customer that would qualify for Schedule 2 (1,000 ItW and below) but had been 

grandfatliered into Schedule 3 (1001 1tW to 2,000; now 1,001 kW and above). The intermediate tariff 

structure is the same as the Scliedule 2 structure but with slightly lower energy charges. Thus, that 

xistomer will see an increase of $4,802, or 2.58% as a result of this. Keiiergy plans to complete the 

transition in its next case.” 

Per tlie Settlement Agreement Kenergy’s proposed rates were approved and Keriergy beli,eves that by 

Zxtension its plan for tlie intermediate three phase tariff was not in dispute. 

Witness) Jack Gaines 

Item 38 
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KENERGY CORP. 
RESPONSE OF KENERGY CORP. 

TO SECOND DATA REQUEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

Item 39) 

versions of tlie spreadsheets included in Exhibit 10 on CD-ROM or diskette. 

Refer to the Application, Exhibit 10, pages 1 tlirough 14. Provide tlie electronic 

Response) Provided 

Witness) Jack Gaiiies 

Item 39 
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KENERGY COW.  
RESPONSE OF KENERGY CORP. 

TO SECOND DATA REQUEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

Item 40) Refer to the Application, Exhibit 16 - Cost of Service Study, page 5. The cost of 

service produces a consumer related cost of $18.83 per month for Schedule 1 and Schedule 4. 

However, Kenergy proposes a facilities charge of $12.00 for Schedule 1 and a facilities charge of 

$15.61 for Schedule 4. Explain why Kenergy is not seeking a common facilities charge for Schedules 

1 and 4. 

Response) 

specifically designed to have a higher facilities charge than that of Schedule 1 even though the related 

;est of service component is the same. The Schedule 4 customers, being non-residential and having a 

lower average consumption than residential, were recognized as more of a cost recovery problem 

specially in regards to the facilities charge. Thus, a higher facilities charge for the non-residential 

single phase class was justified and approved by the PSC. The differential approach approved in Case 

No. 2004-00446 is being carried forward in the present case. 

As explained in the response to No. 37, the PSC approved Schedule 4 which was 

Witness) Jack Gaines 

Item 40 
Page 1 of 1 



- 
3W03NI 13N 

S3SN3dX3 l V 1 0 1  1 P6'PSS 90'8PZS 69PSZS EZ9b- 

EZ'EL 0 0 0  00'0 00'0 
I 

ONIlNlMd 
tl31d03/S3llddflS/dlfl03 331330 133MIa NON 

NOIlV133Md3a I N V l d  lVU3N3O 
SaNflOMO B SDNlal lne 

lN3Wd0l3A3~3lWONO33/SNOllVl3M3llRfld 
M l l l R V l l  SS3NISflR 

S l S O 3  S33MflOS3M NVWflH 
NOISlAM3dflSIlN3W3OVNVW lVM3N39 

DNISIltl3ACIV lVM3N3O 
51503 ONl7liR 

NOHd '1IVW 'H3lVdSIa)SlS03 ONIlVU3dO 3SIW 
S3Wl NY3dOMd 
NOILVlMOdSNVMl 
IS03 133UlaNI 

s v o i 3 3 w a  30 awoe 

CP'SLI  
ZP'6ZZ 
LO'EL E90 
608LL'L LS'9L 
BL'LOL 
69'961 PO'BZ 
OC'9E 

I 

PQOEP i 3  

1 
Z089i EL'LZ 

BE'SL6 

1L'E LL'Z 

I I 1  I 
CP'LBL'EP ILL'Z6S'S I ISE'EEP'9P IOQSPO'P 1 ILESPZ'LZ 1999LL'Z 
0099s )ooTl 1 lP6'66L 1000 I IBP'LE (000 

I 

I I 1  I I I  I 

IB'LLL'LZ SO'E99'1 WJ OO'OOL M3HlO 
S3SN3dX3 lNlVW hLlNfl33S 3WOH 

DNIMOIINOW MlMfl33S 3WOH 
a3NMfl l3~SlMVdM3lV3HM3lVM 

S3SN3dX3 ON1133W/ONINIVtlU33N3~33NO3 
ONlddlHSROVlSOd 

lN3Wdl f l03 01 SUlVd3U 
, 3OHVH3 331AM3S AlHlNOWS333 11VlSNI 

SOV3HM3AOBO~Vl133t l la  
NOll'dZllMOWV 

DNISIlU3AaV 
is03 i a t l i a  

S3SN3dX3 

I 

-- 

OOLBP'9Z 00'8ZE'Z 

ES'L6S SL'EPP 
SL'ELI'BP OQSPO'P 'BL'SEL LS'O 

ZE'606' CS 

ZP'P 

69'06L'LZ S089E'L 

OE'EZLS- m 
~ ZS'906 ZLS Z S I L L E  ~~1 I 

00'0s 000s 00'0s 

ZO'SLP'EZS 69'89E'tS L Z L  LZ'LLO EZ'POO'LS 

000s oo'oe 00'09 00'0s 

ZOSCP'EZS 69'89E'ZS LZ'L LZ'LLO EZb00'15 
20'9 1 P'EZS 6989E'ZS L Z  L L Z'LL S 81' WO' LS 

000s 00'00 llAOMd SSOtlO 

SDO3 
aios saoos 90 L S O ~  

3W03NI l V 1 0 1  
S31VS 

3flN3A3M 

lE'P96'PZLS OL'BLP'LCS 

LVZE6'9S L O  BB'LSL'6 LS 
LE'ZEB'gSLS 86'LSL'GIS 

0 - P A  lN3Mt ln3  

1VWtl3HlO?l9 

I I 1  I 

- dSI SS3?3WM 
P I - A  H.lNOW 



~ L S P E L  PS PE'Pb' 

3W03NI 13N 

S3SN3dX3 l V l O 1  

-1 
ZL'SOL 

LD cn cL1 L 
ZQQL LS'O 
SP'OL9 LZ'OP 
EL'EES CSPZ 
w z t  L b 7  0c.n h7'" ," Y _. _. _. - 
ZSQZO'C PL'SEL WPL 09'EL 

zse P6'96P OL'LZ 
9E'LEZ 9P'SZ L O L O  z6.e 
W'LEC PE'OC CO'LZ PZS 

PC'PPZ'Z ES'O9L 

~ ZC'9OZ'C LSZL 

I 
4OHd '1IVW 'H31VdSICI)SlS03 ONllV83dO 3SlW 

+ I  I I  I I I  I I 
I ! I  , , 

EL'SPP'OS 108'690'9 I ILO'LZL'LP IQO'SLL'Z I IGQL6Z'Sl IOP'LLP'Z 
00SQL I I ILL.09P'L l00L I I9P'W 100'0 

S3SN3dX3 INIVW Al l t ln33S 3WOH 
DNltlOllNOW Al l t l i l33S 3WOH 

S3AllN33NI t l 3 l E I H  t l31VM 
S3SN3dX3 E)N1133W/ONINIVtlU33N3tl33NO3 

ONlddlHSRDVlSOd 
lN3Wdlf lO3 01 SMlVd3tl 

33tlVH3 331Atl3S AlHlNOW/S333 11VlSNI 
SCltnHtl3AOltlO~Vl133tlI0 

NOIlVZlltlOWV 
ONISlltl3AClV 
is03 133~10 

G3SN3dX3 

009E 
W'L9 

n'ZS6'SP QOPCL'Z 

9S'L6CS 
I 

PL'O 

LZ'WL'Z P9'LLE 
LL'P9E 6L'LSL'Z. 

EP'LLL'ZZ /SZLSS'L I 

000s 0 0 0 s  

00'08 00'0s 

000s 0009 
~ 00'0s 0000 

" . . ' . . '~ l  
00'0s 00'09 0000 

9oote'gPs ooo66'zs 9s'veo'ees 6 6 ~ 9 ~ ' e s  98'sLo'oLs OO'EEL'ZS 

0009 00'0s 00.0s 0000 00'0s 00'00 

I IdOt ld  SSOMF) 

s503 
aios SCIOOO 30 1so3 

LOSQO'E9S 00'09 

~ 

s I ' Z O O ' L O C ~  Ee'ooo'c ts 

8 L'OE6'ZPLS 92' LBL'L LO 
81'0E6'ZPCS S Z C 6 L ' l L S  

CI-l-A lN3t l t l l33 

lVWtl3HlO3F) 

I 
LS'IiEL'69b IO005 
LB'SEL'988 10009 

00'0s 0009 OL'69S'Pb 00'09 
00.0s 0009 OL'69S'P$ 00'0s 

I 
CI-1-A I IN3MUn3 

DNISICINVH3U3W 7W3N3E) SW3lSAS Alltlfl33S 3WOH 
S3111A113V CI-l-A HlNOW 

PO02 'LE ki38W333CI ONICIN3 HlNOW 3HI MOj 
S3111AIL3W Cl31Vln03MNON 

Mt l3N3M 



NOl lVlUOdSNVUl  
1503 133MIRNI 

COD2 'LE U3R1333R ONION3 HlNOlEl3Hl MOA 
S3UIN13V a U w n D 3 w N O N  

AOt13N3M 

i 



From: m a g  509-758-531 1 To: Doug Hoyt 

ACQRD, CERTIFICATE OF LIABILITY INSURANCE 

Dale: 6/8/2006 Time: 10:05:34 AM 

DATE (UWOnnwV) 

6/8/2006 

Page 1 of 1 

FAX (509) 758-5311 THIS CERTIFICATE IS ISSUED A S  A M A T E R  OF INFORMATION 
ONLY AND CONFERS NO RIGHTS UPON THE CERTIFICATE 

P ~ o U C ~  (509) 758-5529 
S tonebraker-McQuary Agency HOLDER. THIS CERTIFICATE DOES NOT AMEND, EXTEND OR 
616 5th St. ALTER THE COVERAGE AFFORDED BY THE POLICIES BELOW. 
Po Box 9 
Clarks  t o n  E 99403 -- INSURERS AFFORDING COVERAGE N A I C # - - - -  
MURED l N S U R E R k C N A / h l e r i C a I l  Cas CO Of hi 

"_ -- Progressive Solutions LLC 
PO Box 1130 INSURER c CNA/Cont inental  Cas C o  

INSURER& Scottsdale Ins CO 

INSURER D 
Maxshall AR 72650 INSURER E 

G E M B U L  UAEIUTY 

x COMMERClAL GENERAL LIABILITY 
I_ 

] CLAIMS MADE OCCUR 2 0 8 2 4 9 8 6 3 1  

x P B 3 t i d d o  -1 
Cvg Included 

PRO- 
GDTLAGGREGAE L M T  APPLES PER: 

LOC 4 POLIO( n JECT n 
AUTOMOBILE LIAEILTTY 

x ANYAUTO 
- 

ALL O W E D  AVrOS 2 0 8 2 4 3 5 1 1 1  

SCHEDULED AUTOS - x HIRED AUTOS 

x NOKoWNEDAUTOS 

t 

12/31/2006 

3 1,000,000 EACHOCCURRENCE ~ 

200,000 PREMISES IEB onurmnrnl s 
MERExP(A~CX7BpefTon) $ SfO0O 
PERSONAL a AOV INJURY s 1 I 000 E 

DAMAGE TO RENTED 

- 
, GENERAL AGGREGATE 3 r I O0 
-PRODUCTS-COMPIOPAGG 3 2 r o o o f  Doo. 

t-l--- I 

BODILY INJURY 
[Per midant) 

PROPERN DAMAGE 
(Per satdanl) 

12/31/200! 

S 

S 

12/31/2005 

WCEWMEMBER EXCLUDED? 
m. datnllreundsr 
ECLALPROWSIONS tSlW 

wm 

X I A G E  LUBlUTY 

Tncl Elect ion of O f f i c e r s  E.L DISEASE EA EMPLOYEE 5 500,000 
500,000 E L DISEASE .POLICY LIMIT 9 

1 
SHOULD ANY OF THE ABOVE 06SCRlBED POLICIES BE CANCELLED BEFORE THE 

EXPlRAllON ME WEREOF, THE ISSUING INSURER WILL ENDEAVOR TO MAIL 

10 DAVE WRITEN NOTlCE TO M E  CERTlFlCIITE HOLDER NAMED TO M E  LEFT, BUT 

FAILURE TO DO 90 SHALL IMPOSE NO OBLIGATION OR L lAE lL lN  OF ANY KIND UPON THE 

INSURER, ITS AQENTS OR REPRESEHTATIVES 

7 I ( 2 7 O )  685-2279 

I rETZ3 P O B  

Owensboro, KY 42302 

Itelll 12 -ED RtiPRESENTATlVE 

d 

MIKEFfS COIBUIL1ATION AND 2 0 8 2 4 3 5 3 3 5  1 /1/2006 
IIPLOYU(s uIBIup( 
PI PRDPRIETOPJPARTNERIWECUTNE I 

'-?/DELLA Aa-9-U 

COMBINEDSINGLE LIMIT 1, 000, 0001 
(Ea atciclanl) 

BODILY INJURY 
(Per perm) 

.2/31/2006 EACH OCCURRENCE I-+-*%- 

i 
ITON OF O P B S l ~ U N S R O C A T 1 O N ~ H i C ~ ~ / E K C L U S l O N S  AOUED BY EHOOFWEMEHTIBPECIAL PROM8K)NS 

of insuranco, . 



Kenerui 
-- U/ MEMORANDUM 

June 13,2006 

TO: File 

FROM: Doug Hoyt 

RE: 2006 Herbicide Application Agreement - Progressive Solutions 
Performance and Payment Bond 

It is our intention to en ter  into a n  Agreement with Progressive Solutions to  perform 
herbicide spraying on certain Kenergy substations and  rights-of-way. This m e m o  will 
address  the  need to obtain a performance and payment bond from Progressive 
Solutions for this work. T h e  following a r e  summaries  of my research and  conversations 
regarding this matter. 

Kenergy’s Purchasing Procedures  

Pertaining to bonding, Kenergy’s Purchasing Procedures Manual reads as follows with 
relevant sections highlighted: 

V, Contracts 
. - ._ -. 

Any conti-act over $25,000 annually WIII oe Torwarded tolne president and CEO, who will 
determine if legal counsel or the board will review or approve. 

The contractor file checklist, found on page 14, shall be completed on each contract. 

When determined by management that a surety or performance bond is required, the 
adequacy of the surety or bond shall be verified and updated annually. 

Contracts requiring that certain tasks be performed on a regular basis should be monitored 
by establishing a “tickler system” for key items to be monitored annually. The applicable 
administrative assistant will be responsible for monitoring the tickler system. 

A master listing of contracts for each department will be maintained by the departmental 
administrative assistant and updated semi-annually and forwarded to the president and 
CEO. 

Iteiii 12 
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Nib Kinq 

He indicated that it is customary to have such an instrument in place for a construction contract 
but that is not typical to have that type of bond in place for a service contract, such as this. Nib’s 
view was that we did not need a performance and payment bond for this Agreement 

Steve Thompson 

Steve and I reviewed the specific language offered through our internal audit process regarding 
bonding which states that we should “consider the need for a bond”. Steve indicated that, based 
on the Purchasing Procedures Manual, I need to make a recommendation to Mark about the 
need for a bond with this contract. He also indicated that he did not require a bond for a recent 
meter reading contract with Luthan. 

In compliance with our purchasing policy, this Agreement, valued at approximately $1 99,000, 
was submitted to Mark Bailey for review and approval. Upon consideration of all facts, it was my 
recommendation with Mark’s concurrence that we did not need to seek a performance and 
payment bond for this Agreement. 

Item 12 
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In tro du c ti0 n 

This report describes present tree and brush control maintenance procedures and provides 
recommendations for maintaining and improving the routine maintenance line clearance 
program in the future and does not include recommendations or reviews for capitol 
construction and system upgrade activities. The recommendations and procedures 
presented in this report may serve as the basis for improving, implementing, and 
maintaining a cost-effective, long-range line clearance program focused on reliability. 

System Overview 

Kenergy Corp. is committed to maintaining uninterrupted service to customers in a safe and 
environmentally sound manner. This requires compliance with line clearance regulations to 
ensure public safety, while taking into consideration the best arboricultural practices for 
managing vegetation on the 6,750-mile distribution system. 

Study Overview 

Davey Resource Group (DRG) gathered information on Kenergy Corp.’s line clearance 
program during the months of September and October 2004. This information included a 
review of written information, on-site interviews with Kenergy Corp. personnel, and field 
observations of Kenergy Corp.’s system and current line clearance practices. 

- Item 12 
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Information collected during the workload survey is summarized in Table 2. A sample data 
collection sheet is included in Appendix A. Maps illustrating all plot locations are being 
provided to Kenergy Corp. under separate cover. 

72% 

Table 2. Summary of Information Collected During the Workload Survey 

Sample location; including region, Kenergy Corp.’s map number and pole number 

2ay0 

I Accessible or inaccessible work location 

Maintained or non-maintained location 

Number of individual primary trim trees 

Number of individual secondary trim trees 

Number of individual potential removals 

Brush, in 500 square foot units, by management type (hand cut, mow, or herbicide application) 

Whether or not tap fuses or protection devices were located on the sample line 

Workload Survey Results 

The field survey of Kenergy Corp.’s distribution system was conducted during September 
and October 2004 to determine the total estimated workload. Table 3 will summarize the 
percent sampled and estimated line miles. 

Table 3. Kenergy Corp. ’s Distribution System, Overhead Line Miles and Percent Sampled. 

1 Line Estimated Miles I MilesSampled 1 ~ ~ ~ ~ ~ ~ ( ? d  

I I 
~~ ~ 

bystern Total 1 6,750 345 5.1 yo 
- 

Kenergy Corp.’s overhead electric right-of-ways presently contain an estimated 280,000 
individual trees in need of being addressed over a five-year cycle. Also, Kenergy Corp. has 
approximately 1,270 acres of brush that will need either to be manually cut, or herbicide 
controlled. Trees represent 72% of the workload and brush represent 28%. (see Table 4). 

Table 4. 2004 Estimated System Workload of Trees and Brush Acres 

I TotalTrees ~ I TotalBrushAcres 1 
1 1,270 I I System 1 280,000 

Percentage of 
Workload 

--Item 12 -- 
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Figure I. Work Category Versus Total Potential Work 

Unit Type 

Percent Workload by Work Type 

Total Numbers Projected Man-Total Projectec 

And Brush Units Per Unit Type Man -H o u rs of Trees Hours 

45% 
40% 

a) 35% 
p 30% 
E 25% 
$ 20% 
$ 15% 

10% 
5% 
0% 

Primary Secondary Removals Hnd-Cut Herbicide 1 Trim 1 Trim I 1 1 1 

Workload 
Percent 

32% 

< I  % 

54% 

11% 

3% 

Work Type t i  

5-Y r 
Cycle Annual 
Man- Man-Years 
Years 

62 12 

2 .4 

106 21 

21 4 

5 1 

1 96 39 

Man-Hour Requirements 

Primary Trims 

By utilizing average man-hour expenditures by work types, Davey Resource Group has 
developed the following projected man-hour expenditures for a five-year cycle (Table 6). 
Davey Resource group feels these numbers are somewhat lower than expected due to the 
present man-hour expenditures being higher on the Kenergy Corp. system. However, 
Davey Resource Group feels that these man-hour expenditures can be experienced and 
surpassed with thorough implementation of the recommendations provided throughout this 
report. 

Table 6. Projected Man-Hour Expenditures for Five- Year Cycle 

108,400 1.1 11 9,265 

Brush Cut 

Brush Spray 

Totals 

69,500 .25 40,797 

40,800 1 10,425 

390,700 377,770 

I 15,000 I .25 I 3,730 Trims 

Potentia' I 157,000 I 1.3 I 203,551 Removals 

As with engineered electric facility upgrades and rebuilds, vegetation management 
programs cannot remove every tree that is a potential removal, obtain the trim clearance we 
would all desire every time, nor receive the true annual budget needed. However, we can 
ensure that every dollar is spent in a manner that delivers the highest degree of reliability 
possible, reduces future workloads, and is meticulously invested. The following topics of this 
report will deliver recommendations along this manner of thinking and investment. 

Item 12 
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[tern 13) 

:he TIER? 

TIER? 

Response a) 

KENERGY C O W .  
RESPONSE OF KENERGY CORP. 

TO SECOND DATA REQUEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

Refer to Exhibit 7, page 2, the testimony of Steve Thompson. 

a. 

b. 

What analysis was performed to determine the reasonable TIER for Kenergy? 

Was holding the increase to 5 or 6 percent a primary factor used in determining 

c. What would have been the percentage increase had Kenergy proposed a 2.00 

Kenergy utilizes a ten-year financial forecast niodel to analyzehest different financial 

argets and scenarios. 

Xesponse b) Yes, as stated in my testimony, holding the increase to an acceptable percentage level 

was one of three factors to balance. 

Xesponse c) The overall percentage increase would have been ’7.7% for the non-direct served 

:ustoniers. Tlie percentage increase for the single phase customers would have been 10.1%. 

Witness) Steve Thompson 

Item 13 
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KENERGY CORP. 
RESPONSE OF KENERGY CORP. 

TO SECOND DATA REQIJEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

Item 14) Refer to Exhibit 9, the testimony of Robert N. Welsh. 

a. 

b. 

Is Keiiergy Mr. Welsh’s first depreciation work for an electric utility? 

If iio, provide the names of other electric utilities for whom he has performed 

depreciation studies. 

Response a) Yes, although Mr. Welsh has prepared dozens of depreciation studies, the Keiiergy 

depreciation study is the first electric utility study. 

Witness) Robert N. Welsh 

Item 14 
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KENERGY COW.  
RESPONSE OF KENERGY COW.  

TO SECOND DATA REQUEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

Item 15) Refer to Exhibit 12, page 20. In the next to last paragraph of the Iiiteriial Coiitrols 

letter, the auditor states that “certain matters” had been reported to Keiiergy’s nianagement in a 

separate February 22,2006 letter. Provide a copy of this separate February 22,2006 letter. 

Response) 

Witness) 

Item 15, page 2 of 2, contains the above referenced information. 

Steve Thompson 

Item 15 
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2900 Veach Road, Suite 2 
__ - . Owensboro, Kentucky 42303 
7 -  > 270-926-4540 i , '._ ;.:'A, :.+- .I ' Riney, Hancock & Co., PSC Fax: 270-926- 1494 
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Board of Directors 
Kenergy Corp. 
Henderson, Kentucky 

www.rineyhancock coin 
E-mail: info @rineyhaiicock .coni 

PKFNorth American Network 
Il..-L<Y 
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In planning and performing our audit of the financial statements of Kenergy Corp. (Kenergy) for 
the year ended December 3 1 , 2005, we considered Kenergy's internal control in order to determine our 
auditing procedures for the purpose of expressing an opinion on the financial statements and not to provide 
assurance on internal control. 

However, during our audit, we became aware of matters that are opportunities for strengthening 
internal controls and operating efficiency. This letter summarizes our comments and suggestions regarding 
those matters. This letter does not affect our report dated February 22,2006, on the financial statements of 
Kenergy. 

IJnbilkd Revenues 

Finding 

In the past, Kenergy has not fully recorded unbilled revenues as required by accounting principles 
generally accepted in the United States of America. This item has not been material to the 
financial statements on an annual basis considering the rollover effect of the prior year. Kenergy 
has been attempting to gradually recognize unbilled revenues over time with a goal of fully 
recording unbilled revenues. 

Recommendation 

Kenergy should continue its efforts to recognize all unbilled revenues in order to more accurately 
reflect results of operations. 

We will review the status of these comments during our next audit engagement. We have already 
discussed many of these comments and suggestions with various Kenergy personnel, and we will be pleased 
to discuss these comments in further detail at your convenience, to perform any additional study of these 
matters, or to assist you in implementing the recommendations. 

This report is intended solely for the information and use of the audit committee, management, 
and others within the organization and is not intended to be and should not be used by anyone other than 
these specified parties. 

Owensboro, Kentucky 
February 22,2006 
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KENERGY CORP. 
RESPONSE OF KENERGY CORP. 

TO SECOND DATA REQUEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

[tern 16) Refer to response to Staffs First Request, Item 10. For each of tlie accounts listed 

below, explain the reason(s) for tlie change in the December balances for the test year and the prior 

year. 

a. 

b. 

C. 

d. 

e. 

f. 

g. 

11. 

1. 

j .  

k. 

1. 

nl. 

11. 

0. 

P. 

9. 

1'. 

Account No. 124100, Investment-CoBank, page 11 of 48. 

Account No. 128000, Other Special Funds (Def. Comp.), page 12 of 48. 

Account No. 13 11 10, Cash-General Fund-US Bank, page 12 of 48. 

Account No. 136000, Temporary Cash Investments, page 15 of 48. 

Account No. 142175, Acc-Rec Alcan, page 18 of 48. 

Account No. 142 180, Acc-Rec Century, page 18 of 48. 

Account No. 143 100, Accounts Receivable - Other, page 2 1 of 48. 

Account No. 143600, Accts Rec-Customer Billings, page 22 of 48. 

Account No. 165 120, Prepaid Insurance-Workers Comp., page 24 of 48. 

Account No. 1862 10, Pension-Defined Ben (Former GR & HTJ), page 28 of 48. 

Account No. 201 200, Patronage Capital Assignable, page 29 of 48. 

Account No. 217000, Retired Capital Credits-Gain-Oboro, page 29 of 48. 

Account No. 2 17 100, Retired Capital Credits-Gain Headqt, page 29 of 48. 

Account No. 219400, Other Marg & Equities-Prior Periods, page 30 of 48. 

Account No. 219500, Other Comprehensive Income, page 30 of 48. 

Account No. 224140, Other Long-Term Debt - Miscellaneous, page 30 of 48. 

Account No. 224330, Long-Temi Debt RUS Notes Exec Various Rate, page 32 of 48. 

Account No. 224350, RUS Notes Executed 5% (West), page 32 of 48. 
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KENERGY CORP. 
RESPONSE OF KENERGY CORP. 

TO SECOND DATA REQUEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

Account No. 224470, Long-Term Debt Federal Financing Bank, page 32 of 48. 

Account No. 224600, RTJS Advance Payments Unapplied, page 32 of 48. 

Account No. 228330, Additional Minimum Liability-Pension, page 33 of 48. 

Account No. 228400, Accuni Misc Operating Provisions, page 33 of 48. 

Account No. 23 1000, Notes Payable-Short Teiiii, page 33 of 48. 

Account No. 232100, Accounts Payable General, page 34 of 48. 

Account No. 235000, Consumers Deposits-Owensboro, page 34 of 48. 

Account No. 237210, Interest Accr.-Federal Financing, page 36 of 48. 

Account No. 253250, Deferred Credit-BREC Hanson Lease, page 43 of 48. 

Account No. 362000, Dist Plant-Station Equipment, page 43 of 48. 

Account No. 362100, Dist Plant-Supervisory Control Eqp, page 43 of 48. 

Account No. 364000, Dist Plant-Poles-Towers-Fixtures, page 44 of 48. 

Account No. 365000, Dist Plant-Overhead Conductors, page 44 of 48. 

Account No. 367000, Dist Plant-Underground Conductors, page 44 of 48. 

Account No. 368000, Dist Plant-Line Traiisfoiiiiers, page 44 of 48. 

Account No. 369000, Dist Plant-Services, page 44 of 48. 

Account No. 370000, Dist Plant-Meters, page 45 of 48. 

Account No. 390000, Gen Plant-Structures & Improvements, page 45 of 48. 

Account No. 391 100, Computer and Related Equipment, page 45 of 48. 

Account No. 392000, General-Transportation Equipment, page 46 of 48. 

Account No. 398 100, Gen Plant-GIS Equipment, page 48 of 48. 
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KENERGY CORP. 
RESPONSE OF W,NERGY CORP. 

TO SECOND DATA REQIJEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

Response a) A non-cash capital credit allocation is received from Cobank each year, recorded as a 

debit to account 124.100 and a credit to account 424.000. 

Response b and v) The decrease results from payments to the two retired participants in the defeired 

compensation plan as defined in tlie plan documents. 

Response c-d)Result of noma1 activity within the cash account, recording cash disbursements and 

receipts, moving funds to and from temporary cash investment account, utilization of line of credit, aiid 

iiialcing advances on long-term debt as required. 

Response e- f)Rates for Tier 3 energy increased over 2004. 

Response g) Increase mainly due to receivable booked in connection with a broadband grant to a 

McL,ean County installation. 

Response h) Due to a billing to other utilities for Kenergy crews to provide outage restoration 

sssistance. 

Response i) Timing of cash payment for annual premium renewal. 

Response j) Please see application, Exhibit 12, footnote 9 - Pension Plans, page 14. 

Response k) An amount of $1,490,507.80 should have appeared as the balance at December 31, 

2005, representing margins for 2005. 

Response I-m) Account 2 17.100 was closed out and the balance was transferred to account 2 17.000. 

Response n) Please refer to application, Exhibit 12, footnote 3, change in accounting principle, pages 

3-9. 

Response p-r) Principal payments made to Cobank and Rural IJtilities Service. 

Item 16 
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TO SECOND DATA REQUEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

Response s and z) New long-tern1 debt obtained from Federal Financing Bank to finance construction 

work plan. 

Response t) Interest earned on accouiit balance at 5%. 

Response w) Nornial activity in the utilization of sliort term line of credit to manage cash. 

Response x) Mainly caused by increase in payables for power cost purchased as rates for Tier 3 

power increased over 2004. 

Response y) Nornial activity tliat results in this area as new custoiriers pay deposits. 

Response aa) New account establislied to record tlie advance payment received for tlie lease of a 

poi-tioii of the Haiison office property. 

Response bb and ii) Investments made for new member extensions, system upgrades and replacement 

of plant per the three-year construction work plan. 

Response jj) Increase mainly due to the new Haiisoii office building. 

Response kk) Retirements of equipmeiit no longer used subsequent to a general plant inventory. 

Response 11) Due to normal replacement of transportation equipment. Several large retirements were 

made during 2006 with a balance of $6,404,729 in account 392.000 on July 3 1, 2006. 

Response mm) Data collection costs incurred in tlie development of tlie new GIS niappirig system. 

Witness) Steve Thompson 
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KENERGY COW. 
RESPONSE OF KENERGY CORP. 

TO SECOND DATA REQUEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

Item 17) Refer to response to Staffs First Request, Item 10. Describe the economic 

development activity for the followiiig accounts: 

a. 

b. 

C. 

d. 

e. 

f. 

g, 

11. 

1. 

j .  

k. 

1. 

rii. 

Response) 

Account No. 1242 10, Invest-Ecoiioiiiic Dev-RDK Hospitality (Motel), page 1 1 of 48. 

Account No. 124230, Ecoiioniic Dev-Liberty Plaza, page 11 of 48. 

Account No. 124240, Econoiiiic Dev-Snow Enterprises, page 11 of 48. 

Account No. 124250, Economic Dev.-DAPCO, page 11 of 48. 

Accouiit No. 124270, Economic Dev Loan-Scott Foam Tech, page 12 of 48. 

Account No. 124280, ECO Loan-West KY Reg Ind Dev Author, page 12 of 48. 

Account No. 224160, RUS Economic Dev Loan-West KY Poult, page 30 of 48. 

Account No. 224165, RUS Econoiiiic Dev Loan-Snow Enterpri, page 3 1 of 48. 

Account No. 224170, RUS Economic Dev L,oaii-RDK Hospitali, page 3 1 of 48. 

Account No. 224175, RUS Economic Dev Loan-Scott Foam Te, page 3 1 of 48. 

Account No. 224180, RUS Economic Dev Loan-Liberty Plaza, page 3 1 of 48. 

Account No. 224185, RUS Econoniic Dev Loan-West KY Reg Tiid Dev, page 3 1 of 48. 

Account No. 224190, RUS Economic Dev Loan-DAPCO, page 3 1 of 48. 

In cooperation with the Rural IJtilities Service (RUS), Keiiergy provides zero-interest 

loans to iiew or expanding businesses to create iiew jobs in rural areas. The program enables Keiiergy 

:o assist its coniniunities by encouraging, sponsoring and participating in local rural development 

lctivities. Through the Rural Economic Developiiieiit Loan and Grant (REDLEG) Program, Keiiergy 

Item 17 
Page 1 of 2 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

4 .  

12 

13 

14 

I 5  

16 

17 

18 

19 

20 

21 

n,-l 

KENERGY CORP. 
RESPONSE OF KENERGY CORP. 

TO SECOND DATA RJEQUEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

has helped create eniploynient opportunities and improved the quality of life for rural residents in 

western Kentucky. The minimum loan amount is $10,000 and tlie niaxiiiiuin loan amount is $740,000. 

A project will not be selected unless suppleiiiental funding is provided in an amouiit equaling at least 

twenty percent (20%) of tlie amount of the zero-interest loan funds provided by Rural Business 

Service. The term of tlie loan is tell (10) years. The RUS loans the iiioney to Keiiergy for the project 

and Keiiergy loans the money to the ultimate recipient. All loans must be secured by an irrevocable 

bank letter of credit to Kenergy 

Witness) David Hamilton 
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KENERGY CORP. 
RESPONSE OF KENERGY CORP. 

TO SECOND DATA REQUEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

Item 18) 

of each investment. 

Refer to Response to Staffs First Request, Tab 10, page 12 of 48. Describe the nature 

a. 

b. 

C. 

Accouiit No. 124400, Invest-Ohio Co Industrial Develop. 

Account No. 124500, Inv-Daviess Co Industrial Foundation. 

Accouiit No. 1245 10, Inv-Hancock Co Industrial Foundation. 

Response) 

Foundations prior to its consolidation with Henderson Union Rural Electric Cooperative in July 1999: 

Green River Electric Corporation purchased shares of stock in the followiiig Industrial 

Ohio County Industrial Foundation 

Daviess County Industrial Foundation 

Hancock County Industrial Foundation 

As a shareholder, Keiiergy is allowed to vote at the Foundation's Annual Meeting. Keiiergy does not 

receive a monetary dividend from the stock. 

Witness) David Hamilton 
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U N E R G Y  C O W .  
RESPONSE OF KENERGY CORP. 

TO SECOND DATA REQUEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

[tern 19) Refer to the Application, Exhibit 1 1. For each of the accounts listed below, explain the 

reasons(s) for the change in the total balances for the test year and the prior year. 

a. 

b. 

C. 

d. 

e. 

f. 

g* 

h. 

i. 

j .  

k. 

1. 

m. 

n. 

0. 

P. 

(3. 

r. 

S. 

Account No. 424000, Other Capital Cr Allocations, page 8 of 34. 

Account No. 4271 00, Interest on REA Construction Loan, page 8 of 34. 

Account No. 427200, Interest-Lmg Term Debt-CFC, page 8 of 34. 

Account No. 427210, Interest on CoBaiik Loans, page 9 of 34. 

Account No. 427220, Interest-Federal Financing Bank, page 9 of 34. 

Account No. 442100, Revenue-Commercial-3Phase-Under IOOOkW, page 10 of 34. 

Account No. 442 102, Revenue Former HUEC 3Phase 0-SOKVA, page 1 1 of 34. 

Account No. 442200, Rev-Comniercial-3Phase (Over 1000kW) 3, page 11 of 34. 

Account No. 442240, Revenue-Comni-Arvin Roll Coater, page 12 of 34. 

Account No. 442802, Revenue-American Engineering, page 12 of 34. 

Account No. 442804, Revenue-Allied Resources, page 12 of 34. 

Account No. 4428 10, Revenue-KMMC LLC, page 13 of 34. 

Account No. 4428 17, Rev-Dyson Creek Mine, page 14 of 34. 

Account No. 445000, Revenue-Public Authorities-Single P, page 14 of 34. 

Account No. 555102, Purchased Power-Black Diamond Minin, page 17 of 34. 

Account No. 555 103, Purchased Power-Breckinridge, page 17 of 34. 

Account No. 555 104, Purchased Power-Allied Resources, page 17 of 34. 

Account No. 555 1 17, Purchased Power-Dyson Creek Mine, page 18 of 34. 

Account No. 555200, Purchased Power-Commonwealth Alum, page I8  of 34. 
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KENERGY CORP. 
RESPONSE OF KENERGY CORP. 

TO SECOND DATA REQUEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

Account No. 555300, Purchased Power-Willamette, page 18 of 34. 

Account No. 555400, Purchased Power-LEM-Southwire, page 18 of 34. 

Account No. 55540 1 , Purchased Power-BREC-Southwire, page 19 of 34. 

Account No. 555402, Purchased Power-SIGECO-Southwire, page 19 of 34. 

Account No. 555500, Purchased Power-Alcoa Auto Castin, page 19 of 34. 

Account No. 555600, Purchased Power-LEM-Alcan, page 19 of 34. 

Account No. 555601 , Purchased Power-Cinergy-Alcan, page 19 of 34. 

Account No. 555602, Purchased Power-SIGECO-Alcan, page 19 of 34. 

Account No. 555603, Purchased Power-BREC-Alcan, page 19 of 34. 

Account No. 555604, Purchased Power-Henderson Municipal, page 19 of 34. 

Account No. 588000, Dist Exp-Ops Miscellaneous Dist, page 22 of 34. 

Account No. 593000, Dist Exp-Main-Overhead Lines, page 23 of 34. 

Account No. 593200, Dist Exp-Main-Storm Damage, page 23 of 34. 

Account No. 593300, Maintenance of Overhead Lines-ROW, page 23 of 34. 

Account No. 594000, Dist Exp-Main-Underground Lines, page 23 of 34. 

Account No. 598000, Dist Exp-Misc Distribution Plt, page 24 of 34. 

Account No. 903000, Consumer Acct Exp-Ops Record-Collect, page 25 of 34. 

Account No. 913000, Member and Public Relation Expenses, page 28 of 34. 

Account No. 920000, Adm-Gen Exp, page 28 of 34. 

Account No. 920200, Adm-Gen Expense-Ops-Gen Off Salary, page 28 of 34. 

Account No. 928000, Regulatory Comm Expense, page 32 of 34. 
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RESPONSE OF KENERGY CORP. 

TO SECOND DATA REQUEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

00. 

pp. 

Account No. 930201, Dues Assoc. & Community Agency, page 32 of 34. 

Account No. 935000, Maintenance of General Plant, page 34 of 34. 

Response a) Due mainly to two years of allocations booked for Federated Insurance Company. 

Response b) Due mainly to interest rates on notes with variable interest rate terms rising as the 

Federal Reserve Board raised the fed funds rate. 

Response c-d)Kenergy moved notes with CFC to Cobank. Also, Cobank notes with variable interest 

rate terms rising. 

Response e) See response to Iteni 16, sub item s. 

Responsef) Due to removal of consolidation credit on September 2, 2004 and a rate increase 

effective June 14, 2005. There was also a reclassification of approximately 2,100 customers to 

commercial single phase from residential in July 2005. 

Response g) These customers were moved to Account 442.100 pursuant to the new rate 

classification effective June 14,2005. 

Response h-i) Due mainly to the rate decrease effective June 14, 2005 for three phase customers and 

direct served customers. 

Response j, 0-p) Customer ceased operations. 

Response k) New customers. 

Response rn, q, r) Due to removal of consolidation credit on September 2, 2004 and rate increase for 

single phase customers effective June 14, 2005. 

Item 19 
Page 3 of 4 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

' 4  

I 2  

13 

1 4  

15 

16 

17 

18 

19 

20 

21 

nq 

KENERGY COW. 
RESPONSE OF KENERGY CORP. 

TO SECOND DATA REQUEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

Response s) Reduction in usage. 

Response t) 

Response u, v, w, y, z, aa-cc) Due to Tier 3 rates rising and different suppliers being used. 

Response x) Plant is ceasing operations. 

Response dd, ii, jj, kk, 11, mm, pp) Please refer to application, Exhibit 12, footnote 3, change in 

accounting principle, pages 8 and 9. 

Response ee) Decrease inainly resulted from less stoiiii related restoration costs in 2005 compared to 

2004. 

Response ff) No storms classified as major in 2005 with one occun-ing in 2004. 

Response gg) See application, Exhibit 6, page 2, lines 30-35. 

Response hh) Increased activity in the number of underground conductor failures as the conductor 

aged. 

Response nn) Less activity in 2005 for rate proceedings. 

Response 00) In July 2005, expenses previously charged to Account 930.20 1 started being charged to 

Account 9 12.000. 

Increase in rates paid for off system power purchased. 

VVi tness) Steve Tliompson 
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TO SECOND DATA REQUEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

[tern 20) 

reduction in overtime hours between the test year and previous year. 

Refer to tlie response to Staffs First Request, Item 23, page 3 of 5 .  Explain the 

Response) 

juring 2004. 

The reduction results froin less overtime required to restore power due to major outages 

Witness) Steve Thonipson 
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RESPONSE OF KENERGY CORP. 

TO SECOND DATA REQUEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

Item 21) Refer to the response to Staffs First Request, Item 2.5, page 2 of 2. 

a. Explain why the Social Security adjustment was based on year 2005 wage limit 

of $90,000.00 instead of using the Social Security adjustment for 2006 of $94,200.00. 

b. 

c. 

Recalculate the Social Security adjustment reflecting the 2006 wage limit. 

Recalculate the pro forma payroll taxes shown on the Application, Exhibit 5 ,  

page 8 to reflect the amount determined in part (b). 

Response a) The information provided was for the test year 2005, not proforma taxes. 

Response b-c)The proforma payroll taxes shown on Exhibit 5, page 8 utilized the 2006 wage limit of 

$94,200. Please refer to item 2, page 13 of the response to the PSC Second Data Request. 

Witness) Steve Thompson 
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TO SECOND DATA REQUEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

Item 22) 

explanation for each amount in the “Transfers” column. 

Refer to the response to Staffs First Request, Item 27, pages 2 and 3 of 3. Provide an 

Response) 

Exhibit 12, footnote 3 on pages 8 and 9. 

The transfers result from a change in accounting principle. Please refer to application, 

Witness) Steve Thompson 
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RESPONSE OF KENERGY CORP. 

TO SECOND DATA REQUEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

[tern 23) Refer to the response to the Staff‘s First Request, Item 29. 

a. Provide the amounts for payroll, employee benefits, other compensation, aiid 

issociated taxes included in the test year associated with the former PresidenKEO. 

17. Did Keiiergy propose to remove the amounts provided in part (a) from test-year 

y’eratioiis? 

(1) 

(2) 

If yes, identify the adjustment. 

If 110, explain why such an adjustment was not proposed. 

Response a) Please see response to b below. 

Response b) Yes. Please refer to application Exhibit 5, page 7 column d and page 8 colunm e. The 

mforiiia amounts shown in columns h aiid f include amounts only for the current Presideiit/CEO, and 

159 full-time employees. Therefore, the corresponding adjustment dollars renioves the expenses 

issociated with the former Presideiit/CEO for rate-malting purposes. 

Witness) Steve Thompson 
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TO SECOND DATA REQUEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

Item 24) Refer to the response to tlie Staffs First Request, Iteiii 31, pages 15 through 88 of 88. 

Provide the same iiifoixiatioii as sliown on these pages by individual director. If an entry reflects an 

expense that Keiiergy is proposing to exclude for rate-malcing purposes, include a mark identifying tlie 

eiitiy as excluded. 

Response) Item 24, pages 2-59 of 59, contain the above referenced information. 

Wit 11 ess) Steve Tlioiiipsoii 
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IUENERGY C O W .  
RESPONSE OF KENERGY CORP. 

TO SECOND DATA REQUEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

Item 25) Concerning director compensation: 

a. 

retainer as well as a board fee. 

b. 

Explain iii detail why ICenergy believes it needs to provide its directors a 

Explain how Kenergy determined that tlie board fee should be $650 per meeting. 

[nclude all studies and analyses reviewed or performed by Kenergy. 

Response a) Prior to each monthly Keiiergy board meeting, inanagemelit sends a coiisiderable 

amount of material to provide the directors with an overview of cornpany operations and background 

niaterial for business to be discussed and considered at tlie upcoming board meeting. Board iiieiiibers 

3re expected to review this material prior to the meeting. At times, directors are unable to attend the 

meeting even though they have reviewed the advance material. The retainer fee is intended to cover 

this situation as well as others where the director spends time outside tlie boardroom attending to 

sooperative matters, such as attending niember meetings, fielding iiienibers’ requests for infoi-niation, 

31- addressing other member concellis. Tlie meeting fee is intended to encourage board member 

attendance at board iiieetings and to compensate for services rendered during the meetings. 

Response b) While Keiiergy is a not-for-profit entity, it is not a charitable organization wliose board 

members typically volunteer their time. Tlie election of a board to serve as the nienibei-s’ 

representatives in overseeing cooperative affairs is vital to the conipaiiy’s operations. Board members 

are our niember -owners’ representatives and function on the owners’ behalf to assure that a 

$293,000,000 a year business that provides a critical service for riiodem life is effectively mi. 
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KENERGY CORP. 
RESPONSE OF KENERGY CORP. 

TO SECOND DATA REQUEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

’eriodic board meetings are necessary for tlie board to carry out its fiduciary and otlier responsibilities 

o the members. Indeed the cooperative cannot fuiiction in a cost effective iiiannei- without these 

egitimate activities which benefit our members. 

Some board members are business owners, such as faiiiiers, doctors, and dentists, who at tinies must 

Forego loolting after their business and tlie associated income to attend to board ftinctions. A typical 

nonthly board meeting lasts 3-4 hours, excluding advanced meeting preparation wliicli can take 1-2 

iours, along with drive time to tlie meeting whicli can be up to 3 hours for a roundtrip. Tlie $650 

-egular meeting fee was determined to be reasonable based on the above considerations. 

Kenergy’s board and tlie President/CEO review tlie “Confidential Survey” of Kentucky Cooperatives 

:ompiled by tlie Kentucky Association of Electric Cooperatives (KAEC) annually, which includes 

3oard of directors expense information. This information is attached as Item 25, pages 3-6 of 6. 

Keiiergy’s inforniation is sliown in column six (6). Tlie information illustrates that tlie overall level of 

jirector’s expenses totaling $168,426.80 as noted in Kenergy’s response to Item 31, page 2 of Staffs 

First Request is reasonable especially when one considers that Kenergy is one of tlie largest 

Zooperatives in the nation with annual revenues of approximately $293,000,000. Please note that 

many cooperatives continue to pay .their board members’ liealtli insurance costs which would 1x11 

approximately $1,200 per month for family coverage while Kenergy does not. 

Witness) Mark Bailey 
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KENERGY C O W .  
RESPONSE OF KENERGY CORP. 

TO SECOND DATA REQUEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

[tern 26) Refer to the response to Staffs First Request, Item 33, page 2 of 2. Provide the 

jesignated delegate and alternate for KAEC and the National Rural Electric Cooperative Association. 

Res p on s e) 

Nitness) 

2005 KAEC VOTING DELEGATE: Glenn Cox 

ALTERNATE: Mark Bailey 

2005 NRECA ANNUAL MEETING VOTING DELEGATE: Randy Powell 

ALTERNATE: Sandra Wood 

Mark Bailey 
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KENERGY CORP. 
RESPONSE OF KENERGY CORP. 

TO SECOND DATA REQIJEST OF COMMISSION STAFF 

CASE NO. 2006-00369 

Item 27) Refer to the response to Staffs First Request, Item 50. 

a. For each non-regulated activity identified in Exhibit 17A of the Application, 

provide the amounts that Kenergy has contributed in cash or property or spent to purchase stock in 

each activity since the inception of the activity. 

b. In the response Keiiergy states that it realized a total profit of $3,089 froin all 

non-regulated activities during the test year. Provide a schedule of revenues and expenses associated 

with each non-regulated activity for the test year and each of the two previous calendar years. 

c. Has Kenergy initiated any new non-regulated activities since the end of the test 

year? If yes, provide the same information as requested in parts (a) and (b) above. 

d. Since the end of the test year, has Keiiergy discontinued any of the non- 

regulated activities listed in Exhibit 17A? Explain the response. 

Response a) None. 

Response b) Item 27, pages 2-4 of 4, contain the above referenced infoimation. 

Witness) Steve Thompson 

Response c) Keiiergy has not initiated any new non-regulated activities since the end of the test year. 

Response d) Kenergy has discontinued the sale of long distance telephone/dial-up internet service. 

Due to the passage of HB 568, Kenergy has decided not to continue this business. 

Witness) David Hamil toil 
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