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BSP Ratie Explanation

New BSP
Number Ratio Title
1 TIER
2 Average TIER
3 OTIER
4 Average OTIER
5 MTIER
6 DSC
7 Average DSC
8 ODSC
5 Average DSC
10 MDSC
11 PRR
12 Equity Ratio %
13 Modified Equity
Ratio %
14 Operating Revenue
Per Mile §
15 General Funds/
Total Plant %
16 Current Ratio
17 Operating Margins/
Rate Base %
18 Rate of Return
on rate base %
19 Pat Cap Retired/
Total Pat Cap %
20 Pat Cap Retired/
Net Margins %

Item Derivation
All from RUS Form 7 unless otherwise notad

(A28b+A150%)/Al50*

Average of the 2 highest TIER values over the last 3
vears.

(A20b+A15b*+12c(a))/A15b*

Average of the 2 highest OTIER values over the last
3 years.

(A28b+A15p*-A25b-A26b)/ A15b*
(A12b+A15b%+A28b)/(N12d-N1d+RUS Debt

Billed**from RUS Debt Billed Files)

Average of the 2 highest DSC values over the last 3

years.
(A12b+A15b*+A20b+12¢(a))/N12d-N1d+RUS

Debt Billed**from RUS Debt Billed Files)

Average of the 2 highest ODSC values over the last
3 years.

(A12b+A15b*+A28b-A25b-A26b)/(N12d-
N1d+RUS Debt Billed from RUS Debr Billed Files)
C3/[Alb-(AZb+A3b+Adb)]

(C35/C28) x 100

[(C35-C8)/C28] x 100

Alb/B&b

[(C6+C9+C12+C13+C15+C18)/C3] x 100
C25/C52

A20b x 100/[C5+F1g+C23+(12/365 x A3b)+
(45/365 x (A2b+Adb thru A10b))]

Note: In leap years, the “365” figure in the above
ratio changes to 366.

(A20b+Al15b+A16b+A17b+A18b) x 100/
[C5+F1g+C23+(12/365 x A3b)+(45/365 x
(AZ2b+Adb thru A10b))]

Note: In leap years, the “365” figure in above

ratio changes to 366.

I1ch x 100/(11¢b+C35)

Ilcax 100/A28a



46

47

43

49

50

51

Op Revenue/MWH
(Totai Sales) 3

Op Revenne iess
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A1BA011(c)/1,000)

Cost Power/ MWH §  [Alb- (&.b-— ASb+A4b))/(011(c)/1,000)

Cost of Power/
MWH Soid $
Comm-+Ind+IRR
MWEH/Total MW
O&M+A&GH
Cust Acct Exp/
MWH §

Total Plant/1000 3
Total Plant/
MWH Sold $
Total Plant/

Mile of Line §
O&M Expense/

(A2b+A3b+A4b)/(011(c)/1,000)

% [(O3b(c)+04b(c)+05b(c))/O11(c)] x 100

(ASb+A6b+ATH+A10bYO11(c)/1,000)
C3/1,000

C3/(011(c)/1,000)

C3/B8&b

$1,000 Total Plant § (AS5b+A6b)/(C3/1,000)

Taxes/$1,000
Total Plant

Accum. Depreciation/

Plant in Service %
Net New Plant/
Total Plant %

Gen Plant/Cons §
Hdgtr Plant/Cons $
Long Term Debt/
Total Assets %
Int. L/T Debt/
Avg. L/T Debt
RUS Debt/ Total
L/T Debt %
Interest Expense/
Oper. Revenue %
Interest Expense/
Oper. Revenue less
Power Cost %
Cost of Power/
Oper. Revenue %
Electric Inventory
Tumnover Ratio
Electric Inventory
End of Year/
Total Plan %

(A13b+A14b)/(C3/1,000)

(C4/C1) X 100

[(E9b-E9c+E9d)/ESa] x 100
E2e/010(a)

E3e/O10(a)

(C41/C28) x 100

[(A15b/(C41+CA41 prior year)/2)] x 100
[(C36+C37+C38+C39)/C41]x 100

[(A15b+A16b)Alb] x 100

[(A15b+A16b)/(A1b-(A2b+A3b+A4b))] x 100
[(A2b+A3b+A4b)/A1b] x 100

F1d/[Fla+F1g)/2]
(F1g/C3) x 100

000449
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64 Construction WIP/

Plant Additions % {E8e/E7b) x 100

65 Net New Service/
Total Service % [(B1b-B2b)/B3b] x 100
66 TIdle Service/
Total Service % (B4b/B3b) x 100
. 67 Annual Load .

. Factor % [015(c)+016(c)+018(c))/(019(c) X 8760)] X 100
Note: In leap years the figure “8760” in this ratio
becomes “8784” (this 1s the number of hours i the
year) :

63 System Loss % [1-((O11(c)+014(c))/(015(c)+016(c)+018(c)))]
x 100
69 Total Hours Outage
Per Consumer Gle
70 Amt over 60 Days/
Oper Revenue % (J1/A1b) x 100
71 Amount Written Off/
Oper. Revenue % (J2/Alb) x 100
72 Other Int. Income
Less Expenses/
$1,000 Plant (A21b-A17b)/(C3/1,000)

NOTE: All fields have a numeric format and are displayed to 2 decimal places.

*Interest on Long-Term Debt shall be increased by 1/3 of the amount, if any, by which
the rentals of Restricted Property (Line L3 of Form 7) exceed 2% of Margins and
Equities (line C35 of Form 7).

**Debt Service Billed shall be increased by 1/3 of the amount, if any, by which the
rentals of Restricted Property (line L3 of Form 7) exceed 2% of Margins and Equities
(line C35 of Form 7).

DSC, MDSC & ODSC ~ Interest on long term debt and debt service are increased by
allowance for excess rentals of restricted property as provided in the mortgage. This
affects very few horrowers’ calculations of TIER and DSC (ratios 1 through 10).

Note: The adjustments mentioned in * and ** above are the same and can be calculated
as:

(L3-(.02*C35))/3 but not less than zero; therefore, if the adjustment value is negative,
then the adjustment is zero.

600

e
L
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Report Run: 09:29:11 Mar 22, 2007

Form 7
Borrower Statistical Profile (BSP) SE;:&Z’IL%O
Borrower: KY0020 Page 6 of 7
Last Calculated: 14:32:22 Nov 30, 2006

item 2003 2004 2005

1. TIER 1.94 1.89 172
2. Average TIER 1.80 275 262
3. OTIER 1.82 1.69 1.51
4. Average OTIER 1.76 2.38 2.28
5. MTIER 1.91 185 1.67
6. DSC 2.02 1.21 1.18
7. Average DSC 2.00 1.54 1.60
8. ODSC 1.95 1.14 111
9. Average ODSC 2.00 1.39 1.46
10. MDSC 2.00 1.20 1.17
11, PPR 7.08 7.31 7.24
12. Equity Ratio 42.47 4256 41.35
13. Modified Equily Ratic % 4194 4202 40.83
14, Operating Revenue/Mile $ 11,125.31 11,1755 11,803.67
15. General Funds/Total Plant % 0.18 1.23 1.05
16. Current Ratio 0.77 1.14 1.24
17. Operaling Margins/Rate Base % 2.18 1.90 1.39
18. Rate of Retum on Rate Base % 5.02 4.81 438
18. Pal. Cap. Relired/Tot. Pat. Cap. % 0.00 0.00 0.00
20. Pal. Cap. Retired/Net Margins % 0.00 0.00 0.00
21. Average Total Consumers Served 27,343.00 27,704.00 28,105.00
22. ConsumersiMile (Density) 8.76 8.78 8.80
’Isn Consumers/Employee 377.04 382.48 377.08
4. Long Term Deb¥Consumer § 1,275.05 1,355.85 1,475.44
25. Dist. + General Plan/Consumer $ 3,262.45 3,331.55 3,424.28
26. Net Margins/Avg. Consumer $ 65.01 63.98 56.48
27. Avg. Mo. kWh/Resd. Cons. {Excl. Seas.) 1,212.47 1,217.66 1,298.50
28. Avg. Mo. kWh/Resd. Cons. 1,212.17 1,217.66 1,298.50
29. Cusl. Acct. Exp/Avg. Consumer $ 39.35 40.39 39.66
30. Adm. & Gen. Exp.fAvg. Consumer $ 5540 58.87 63.57
31. Cusl Svc. & info. Exp.JAvg. Consumer § 5.71 5.97 853
32. O+M + A&G + Cust. Accl/Avg. Consumer 231.07 231.84 258.44
33. Power Cosl + Tax + Depr. + InL/Avg. Consumer 981.70 993.20 1,040.34
34, Number of Employees 73.00 73.00 75.00
35. Average Rate Per Hour $ 2273 2365 24 .41
36. Overtime Hours/Total Hours % 6.63 8.14 9.25
37. Capitalized Payroli/Total Pay % 31.19 35.01 33.27
38. MWh Sold/1,000 594,99 608.57 648.36
39. Annual % Change in MWh Sold -2.10 2.28 6.54
40. MWh/Mile of Line 189.37 191.37 201.79
41. Revenue/MWh (Residential ex Seasonal) $ 62.54 62.45 62.07
42. Operaling Revenue/MWh (Tolal Sales) $ 58.75 58.40 58.49
43. Operating Rev. Less Cosl of Power/MWh $ 21.86 2150 21.70
44. Cost of Power/MWh Sold § 36.89 36.90 36.79
45, Comm. + Indus. + Ir. MWh/Tolal MWh % 39.24 39.81 39.04
46, O+M+ A&G + Cust. Accl. Exp/MWh Sold $ 10.62 10.55 11.20
47. Total Plant/$1,000 92,183.36 95,605.04 101,827.93
48. Tolal Plant/MWh Soid $ 154.93 157.10 157.05
3. Total Plant/Mile of Line $ 29,339.07 30,064.48 31,692.48
50. O+M Exp./$1,000 Total Plamt 40.43 38.13 42.84

Note:

MDSC changes to the Tolal Interest and Principal Billed from Part N,

If ASR item 81. Debt Service Payments — RUS {reference the ASR Report) is "N/A"; then the denominator used for ltems 6. DSC, 8. ODSC and 10.

CO00451




Report Run: 09:29:11 Mar 22, 2007

Form 7
Borrower Statistical Profile (BSP) SE::('E;E%O
Borrower: KY0020 Page 7 of 7
Last Calculated: 14:32:22 Nov 30, 2006

Hem 2003 2004 2005
51. Taxes/$1,000 Total Plant 047 0.44 0.40
52. Accum. Deprec /Plant in Service % 28.29 2924 29.89
53. Net New Plant/Tolal Plant % 2.94 3.71 6.51
54, General Plant $/Consumer 151.40 145.88 158.07
55. Headqtr Plant $/Consumer 74.40 75.52 7522
56. Long Term Debt/Total Assels % 47.69 48.82 49.91
57. Interest Long Term/Average Long Term Debl % 525 5.46 5.56
58. RUS Debt/Total Long Term Debt % 76.03 79.41 82.89
59. Interest Exp./Operaling Revenue % 5.39 560 5.83
60. Int. Exp./Oper. Rev. - Cost of Pwr % 14.48 15.22 15.72
61. Cost of Power/Operating Revenue % 62.79 63.18 62.90
62. Electric Inventory Turnover Ratio 1.25 1.26 0.86
63. Electric Inventory EOY/Tolal Plant % 0.95 1.09 215
64. Conslr. W.1.P./Pit. Additions % 767 10.50 57.32
65. Net New Service/Total Serv. % 1.73 1.77 1.73
66. Idle Service/Total Serv. % 13.38 13.69 14.09
67. Annual Load Factor % 43.80 49.02 50.34
68. System Loss % 526 4.99 428
68. Total Hrs. Qutage Per Cons. (Curr. Yr.) 3.80 3.33 1.84
70. Amt Due Over 60 Days/Operating Rev. % 0.27 0.26 0.21
71. Amt. Written Off/Operating Rev. % 0.24 0.25 0.20
72. Other Int, Incm. - Exp./$1,000 Plt 1.71 3.32 3.20

i
Note:

MDSC changes to the Total Interest and Principal Billed from Part N.

If ASR ltem 81. Debt Service Payments ~ RUS (reference the ASR Report) is "N/A"; then the denominator used for ltems 6. DSC, 8. ODSC and 10.
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COOPERATIVE

BIG SANDY .

BLUE GRASS ENERGY
CLARK ENERGY COOP
CUMBERLAND VALLEY
FARMERS
FLEMING-MASON
GRAYSON
INTER-COUNTY
JACKSON ENERGY
LICKING VALLEY
NOLIN

OWEN

SALT RIVER ELECTRIC
SHELBY ENERGY
SOUTH KENTUCKY
TAYLOR COUNTY

TOTAL EKPC

JACKSON PURCHASE
KENERGY
MEADE COUNTY

TOTAL BIG RIVERS
HICKMAN-FULTON
PENNYRILE
TRI-COUNTY
WARREN

WEST KENTUCKY

TOTAL TVA

OVERALL TOTAL

2006 Page 1 0of 9
KENTUCKY ELECTRIC COOPERATIVES
TOTAL AVERAGE NUMBER OF CONSUMERS BILLED
STATISTICAL COMPARISONS
% CHANGE
2006 2005 2004 2003 2002 FROM 2002
13,089 12,888 12,706 12,609 12,375 58 %
53,176 52,068 50,774 49,421 48,347 10.0
25508 25151 24796 24376 23,977 6.4
23,303 23,029 25224 24499 23,776 -2.0
23,377 23,013 22,680 22,238 21,861 6.9
23,364 22993 22,680 22,122 21,762 7.4
16,617 15,302 15,113 14,827 14,673 5.8
24869 24501 24,058 23672 23,220 71
50,884 50,438 49,926 49,336 48,989 3.9
17,085 16,921 16,794 16,597 16,345 4.5
30,649 29,780 29,060 28,301 27,628 10.9
55,141 53,6908 51,811 49940 47741 15.5
44979 42997 41,458 39,876 38,574 16.6
15,053 14,725 14,087 13,728 13,395 12.4
61,869 60,922 60,128 59,081 58,058 6.6
24483 24089 23646 23,231 22,802 74
502,345 492,415 484,831 473,754 463,523 8.4%
28461 28,105 27,704 27,343 27,086 5.1 %
53,860 53,264 52,692 51,869 51,314 50
27,008 26,515 26,118 25,553 25,084 7.7
109,329 107,884 106,414 104,765 103,484 5.6 %
3,736 3,739 3,752 3,766 3,770 0.9 %
45877 45,367 44,653 44028 44,021 4.2
49561 49,308 48,867 48,483 48,290 2.6
57,431 56,187 55,079 54,073 53,239 7.9
37639 37,305 36,993 36655 36,313 3.7
194,244 191,906 189,344 187,005 185,633 4.6 %
805,918 792,205 780,589 765,524 752,640 71 %
ni
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COOPERATIVE

BIG SANDY

BLUE GRASS ENERGY
CLARK ENERGY COOP
CUMBERLAND VALLEY
FARMERS
FLEMING-MASON
GRAYSON
INTER-COUNTY
JACKSON ENERGY
LICKING VALLEY
NOLIN

OWEN

SALT RIVER ELECTRIC
SHELBY ENERGY
SOUTH KENTUCKY
TAYLOR COUNTY

AVERAGE EKPC
JACKSON PURCHASE
KENERGY

MEADE COUNTY
AVERAGE BIG RIVERS
HICKMAN-FULTON
PENNYRILE
TRI-COUNTY
WARREN

WEST KENTUCKY
AVERAGE TVA

OVERALL AVERAGE

2006

KENTUCKY ELECTRIC COOPERATIVES
AVERAGE EXPENSE PER CONSUMER

Exhibit G
Schedule 22
Page 2 of 9

STATISTICAL COMPARISONS
% CHANGE
2006 2005 2004 2003 2002 FROM 2002
$250 $282 $277 $257 $234 6.8 %
248 244 249 254 240 3.3
237 241 248 269 237 0.0
264 240 205 201 198 33.3
223 238 250 243 232 -3.9
294 298 263 260 258 14.0
307 309 318 304 269 14.1
280 272 249 253 237 18.1
300 269 275 254 235 277
250 252 236 223 225 111
327 306 351 337 291 12.4
267 237 253 246 240 11.3
187 191 215 201 179 45
280 276 297 280 262 6.9
251 235 231 242 232 8.2
212 195 192 191 188 128
$262 $255 $256 $250 $235 11.5 %
$300 $269 $239 $238 $220 36.4 %
354 347 311 274 250 41.6
250 247 245 224 211 18.5
$301 $288 $265 $245 $226 33.2 %
$460 $411 392 $369 $382 20.4 %
235 226 236 234 248 -5.2
240 238 239 221 215 11.6
302 294 289 263 257 17.5
313 329 288 284 276 13.4
$309 $300 $289 $274 $276 12.0 %
$276 $270 $264 $255 $242 14.0 %
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COOPERATIVE

BIG SANDY

BLUE GRASS ENERGY
CLARK ENERGY COOP
CUMBERLAND VALLEY
FARMERS
FLEMING-MASON
GRAYSON
INTER-COUNTY
JACKSON ENERGY
LICKING VALLEY
NOLIN

OWEN

SALT RIVER ELECTRIC
SHELBY ENERGY
SOUTH KENTUCKY
TAYLOR COUNTY

TOTAL EKPC
JACKSON PURCHASE
KENERGY

MEADE COUNTY
TOTAL BIG RIVERS
HICKMAN-FULTON
PENNYRILE
TRI-COUNTY
WARREN

WEST KENTUCKY
TOTAL TVA

OVERALL TOTAL

2006

KENTUCKY ELECTRIC COOPERATIVES

MILES OF LINE

STATISTICAL COMPARISONS
2006 2005 2004 2003 2002
1,016 1,012 1,003 1,001 998
4,487 4,440 5,912 5,847 5,794
2,966 2,935 2,900 2,865 2,845
2,559 2,529 2,503 2,479 2,447
3,481 3,447 3,416 3,382 3,348
3,456 3,421 3,386 3,346 3,311
2,437 2,416 2,400 2,377 2,358
3,672 3,502 3,409 3,324 3,276
5,621 5,597 5,552 5,486 5,437
2,014 2,006 2,002 1,991 1,976
2,841 2,841 2,802 2,763 2,722
4,400 4,940 4,836 4,771 4,690
3,847 3,750 3,649 3,572 3,497
2,025 2,008 1,978 1,952 1,929
6,540 6,475 6,408 6,321 6,234
3,135 3.094 3.067 3.038 3.006
54,397 54,413 55,223 54,5615 53,868
3,244 3,213 3,180 3,142 3108
6,944 6,915 6,859 6,801 6739
2,937 2,893 2,866 2,821 2792
13,125 13,021 12,905 12,764 12,639
685 683 682 685 688
5,022 4,997 4,986 4,977 4,971
5427 5,388 5,358 5,331 5,299
5,556 5,504 5,449 5,418 5,378
3,970 3,940 3,908 3,878 3,855
20,660 20,512 20,383 20,289 20,191
88,182 87,946 88,511 87,668 86,698

* NEW MAPPING SYSTEM INSTALLED IN 2005 - MORE ACCURATE COUNT
“* NEW MAPPING SYSTEM INSTALLED IN 2006 - MORE ACCURATE COUNT

Exhibit G
Schedule 22
Page 3 of 9

% CHANGE
FROM 2002

1.8 %
226"
4.3
4.6
4.0
4.4
3.4
9.0
3.4
1.9
4.4
62
10.0
5.0
4.9
43

1.0%
4.4 %
3.0
52
3.8%
-0.4 %
1.0
2.4
33
3.0
23 %

1.7 %
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Exhibit G
Schedule 22
2006 Page 4 of 9

KENTUCKY ELECTRIC COOPERATIVES
DENSITY CONSUMERS PER MILE
STATISTICAL COMPARISONS

% CHANGE
COOPERATIVE 2006 2005 2004 2003 2002 FROM 2002
BIG SANDY 13.0 127 12.7 12.5 12.4 4.8 %
BLUE GRASS ENERGY 11.9 11.7 8.6 8.5 8.3 434>
CLARK ENERGY COOP 8.6 8.6 8.6 8.5 8.4 24
CUMBERLAND VALLEY 9.1 9.1 10.1 9.9 9.7 -6.2
FARMERS 6.7 6.7 6.6 6.6 6.5 3.1
FLEMING-MASON 6.8 6.7 6.7 6.6 6.6 3.0
GRAYSON 6.4 6.3 6.3 6.2 6.2 3.2
INTER-COUNTY 7.0 7.0 71 71 7.1 -1.4
JACKSON ENERGY 9.1 9.0 9.0 9.0 9.0 1.1
LICKING VALLEY 8.0 8.0 8.0 8.3 8.0 0.0
NOLIN 10.8 10.5 10.4 10.2 10.2 5.9
OWEN 12.5 10.8 10.7 10.5 10.2 225
SALT RIVER ELECTRIC 1.7 11.5 11.4 11.2 11.0 6.4
SHELBY ENERGY 7.0 7.0 7.0 7.0 7.0 0.0
SOUTH KENTUCKY 9.5 94 9.4 94 9.3 2.2
TAYLOR COUNTY 7.8 7.8 71 7.7 76 2.6
AVERAGE EKPC 9.2 9.0 8.8 8.7 8.6 7.0 %
JACKSON PURCHASE 8.8 8.8 8.7 8.7 8.7 1.1 %
KENERGY 7.8 7.7 7.7 7.6 7.6 2.6
MEADE COUNTY 9.2 9.2 9.1 9.1 9.0 2.2
AVERAGE BIG RIVERS 8.3 8.3 8.2 8.2 8.2 1.2 %
HICKMAN-FULTON 55 55 5.5 5.5 55 0.0 %
PENNYRILE 9.1 9.1 9.0 8.9 8.9 2.2
TRI-COUNTY 9.1 9.2 9.1 9.1 9.1 0.0
WARREN 10.3 10.2 10.1 10.0 9.9 4.0
WEST KENTUCKY 9.5 9.5 9.5 9.5 94 11
AVERAGE TVA 9.4 9.4 9.3 9.2 9.2 2.2 %
OVERALL AVERAGE 9.1 9.0 8.8 8.7 8.7 4.6 %

* NEW MAPPING SYSTEM INSTALLED IN 2005 - MORE ACCURATE COUNT
" NEW MAPPING SYSTEM INSTALLED IN 2006 - MORE ACCURATE COUNT
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SEXhibit G
2006 P
KENTUCKY ELECTRIC COOPERATIVES
AVERAGE EXPENSE PER MILE OF LINE

STATISTICAL COMPARISONS

% CHANGE
COOPERATIVE 2006 2005 2004 2003 2002 FROM 2002
BIG SANDY $3,221  $3,590 $3,508 $3,211  $2,902 1.0 %
BLUE GRASS ENERGY 2,939 2,861 2,138 2,147 2,002 46.8 *
CLARK ENERGY COOP 2,038 2,065 2,120 2,290 1,998 2.0
CUMBERLAND VALLEY 2,404 2,186 2,065 1,986 1,924 24.9
FARMERS 1,499 1,588 1,660 1,597 1,515 -1.1
FLEMING-MASON 1,987 2,004 1,754 1,719 1,695 17.2
GRAYSON 1,954 1,957 2,003 1,896 1,674 16.7
INTER-COUNTY 1,950 1,904 1,757 1,801 1,679 16.1
JACKSON ENERGY 2,715 2,425 2,474 2,285 2,119 28.1
LICKING VALLEY 2121 2,126 1,980 1,858 1,860 14.0
NOLIN 3,528 3,208 3,639 3,452 2,953 19.56
OWEN 3,346 2,572 2,711 2,575 2,443 37.0 **
SALT RIVER ELECTRIC 2,187 2,190 2,443 2,244 1,974 10.8
SHELBY ENERGY 2,081 2,024 2,115 1,970 1,818 14.5
SOUTH KENTUCKY 2,375 2,211 2,167 2,263 2,160 10.0
TAYLOR COUNTY 1.655 1,518 1.480 1.462 1,426 16.1
AVERAGE EKPC $2,374 $2,277 $2,251 $2,172 $2,010 18.1 %
JACKSON PURCHASE $2,632 $2,353 $2,082 $2,071 $1,918 37.2 %
KENERGY 2,746 2,673 2,384 2,090 1,904 442
MEADE COUNTY 2,300 2,264 2,233 2,028 1,895 21.4
AVERAGE BIG RIVERS $2,560 $2,430 $2,233 $2,064 $1,905 34.4 %
HICKMAN-FULTON $2,509 $2,250 $2,157 $2,029 $2,092 19.9 %
PENNYRILE 2,147 2,052 2,114 2,070 2,196 2.2
TRI-COUNTY 2,192 2,179 2,180 2,010 1,960 11.8
WARREN 3,122 3,002 2,921 2,626 2,544 22.7
WEST KENTUCKY 2,966 3.115 2,726 2,684 2,600 14.1
AVERAGE TVA $2,587 $2,519 $2,420 $2,284 $2,279 13.5 %
OVERALL AVERAGE $2,443 $2,347 $2,284 $2,182 $2,053 19.0 %

* NEW MAPPING SYSTEM INSTALLED IN 2005 - MORE ACCURATE COUNT
“* NEW MAPPING SYSTEM INSTALLED IN 2006 - MORE ACCURATE COUNT
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COOPERATIVE

BIG SANDY

BLUE GRASS ENERGY
CLARK ENERGY COOP
CUMBERLAND VALLEY
FARMERS
FLEMING-MASON
GRAYSON
INTER-COUNTY
JACKSON ENERGY
LICKING VALLEY
NOLIN

OWEN

SALT RIVER ELECTRIC
SHELBY ENERGY
SOUTH KENTUCKY
TAYLOR COUNTY

TOTAL EKPC
JACKSON PURCHASE

KENERGY
MEADE COUNTY

TOTAL BIG RIVERS

HICKMAN-FULTON
PENNYRILE
TRI-COUNTY
WARREN

WEST KENTUCKY

TOTAL TVA

OVERALL TOTAL

Exhibit G

Schedule 22
Page 6 of 9
2006
KENTUCKY ELECTRIC COOPERATIVES
TOTAL RESIDENTIAL REVENUES
STATISTICAL COMPARISONS
% CHANGE
2006 2005 2004 2003 2002 FROM 2002
$14,192 128 $13,672,178 11,398,808 10,605,561 10,231,337 387
61,513,915 59,069,633 49,545,080 45,288,666 43,124,978 426
27,327,922 26,203,306 22,143,145 20,514,937 19,972,264 36.8
24948723 22,940,517 19,173,225 18,027,748 17,538,916 42.2
23,743,770 22,712,747 19,208,242 17,815,396 17,159,247 38.4
20,907,145 20,393,262 18,430,638 15,570,174 16,016,228 30.5
16,223,795 16,244690 13,861,532 13,068,736 12,765,519 271
28,203,005 27,321,723 24,142,722 22,880,567 26,098,342 8.1
60,198,185 61,806,841 51,653,862 48,569,903 47,136,342 21.7
18,373,586 16,742,467 14,263,281 13,170,886 12,863,499 42.8
33,591,739 34,383,316 28,076,279 25415952 24,859,471 35.1
58,817,668 55724664 47,113,587 42,680,828 40,989,542 43.5
49,796,107 48,015,562 39,732,157 36,031,040 34,606,956 43.9
- 17,784,401 17,633,652 14,268,131 13,127,238 12,741,343 39.6
59,324,021 55,802,486 48,838,870 44,138,208 42,397,806 39.9
22,725.012 22,031,517 19,056,126 18,004.463 16,954,626 340
$537,671,122 $521,498,561 440,905,586 404,910,305 395,455,416 36.0
$23,847,988 $24,496,967 22,841,472 22574806 23,112,041 3.2
43,956,864 45,323,132 42,207,989 41,020,077 41,918,818 49
20,297,372 20436215 18944590 18,213,337 18.036.885 12.5
$88,101,224 $90,256,314 83,994,051 81,808,220 83,067,744 6.1
$4,311,951  $4,190,389 4,000,868 3,805,948 3,604,578 19.6
48,880,787 44,135,641 41,000,292 38,718,311 37,873,562 29.1
52,780,772 47,841,610 44,800,930 42,833,960 41,365,737 276
64,825,495 60,315,980 55,933,218 52,358,896 51,327,632 26.3
41,190,556 38,609,978 35207258 34,117,687 34,460472 19.5
$211,989,561 $195,093,598 180,942,566 171,834,702 168,631,981 25.7
$837,761,907 $806,848,473 705,842,203 658,553,227 647,155,141 29.5

%

%

%

%

%

%

%



KENTUCKY ELECTRIC COOPERATIVES

Exhibit G
Schedule 22
Page 7 of 9

OPERATING EXPENSE AND STATISTICAL COMPARISONS

2006 - 2005 ANNUAL COMPARISON

AVERAGE EXPENSE PER CONSUMER

EKPC
2006 2005 CHANGE

DISTRIBUTION OPERATION $ 5700 § 5700 § - DISTRIBUTION OPERATION
DISTRIBUTION MAINTENANCE ~ § 8000 $ 77.00 § 300 DISTRIBUTION MAINTENANCE
ACCOUNTING $ 5300 § 5000 § 300 ACCOUNTING
CONSUMER INFORMATION $ 1000 § 1000 § - CONSUMER INFORMATION
ADMINISTRATION $ 6200 § 6100 $ 1.00 ADMINISTRATION
TOTAL PER CONSUMER $ 26200 § 25500 § 7.00 TOTAL PER CONSUMER

OTHER STATISTICAL INFORMATION
NUMBER OF EMPLOYEES 1,221 1,204 17 NUMBER OF EMPLOYEES
MILES OF LINE 54,397 54,413 (16) MILES OF LINE
CONSUMERS BILLED 502,345 492,415 9,830 CONSUMERS BILLED
MILES OF LINE PER EMPLOYEE 447 453 (0.6) MILES OF LINE PER EMPLOYEE
CONSUMER PER EMPLOYEE 413 410 3 CONSUMER PER EMPLOYEE
DENSITY CONSUMERS PER MILE 9.2 9.0 02 DENSITY CONSUMERS PER MILE

AVERAGE EXPENSE PER CONSUMER
BIG RIVERS
2006 2005 CHANGE

DISTRIBUTION OPERATION $ 7000 § 6400 $ 600 DISTRIBUTION OPERATION
DISTRIBUTION MAINTENANCE ~ § 121.00  § 11600 5 500 DISTRIBUTION MAINTENANCE
ACCOUNTING $ 4400 $ 4600 § (2.00) ACCOUNTING
CONSUMER INFORMATION $ 800 § 800 S - CONSUMER INFORMATION
ADMINISTRATION $ 5800 $ 5400 § 400 ADMINISTRATION
TOTAL PER CONSUMER $ 30100 § 28800 § 13.00 TOTAL PER CONSUMER

OTHER STATISTICAL INFORMATION
NUMBER OF EMPLOYEES 301 295 6 NUMBER OF EMPLOYEES
MILES OF LINE 13,125 13,021 104 MILES OF LINE
CONSUMERS BILLED 109,329 107,884 1,445 CONSUMERS BILLED
MILES OF LINE PER EMPLOYEE 438 443 (0.5) MILES OF LINE PER EMPLOYEE
CONSUMER PER EMPLOYEE 364 367 (3) CONSUMER PER EMPLOYEE
DENSITY CONSUMERS PER MILE 83 83 0.0 DENSITY CONSUMERS PER MILE

AVERAGE EXPENSE PER CONSUMER

VA

2006 2005 CHANGE
§ 7200 § 7200 § -

$ 11400 $ 10600 § 8.00
$ 4900 § 5000 § (1.00)
$ 800 $ 900 § (1.00)
$ 6600 § 6300 $ 300

$ 308.00 $ 300.00 $ 900

OTHER STATISTICAL INFORMATION

507 518 (1)
20,660 20,512 148
184,244 191,906 2,338
40.8 394 15
385 369 16

94 94 0.0

AVERAGE EXPENSE PER CONSUMER

OVERALL AVERAGE
2008 2005 CHANGE
$ 6200 § 6100 §$ 10D
$ 9200 $ 880D S 400
$ 5100 $ 5000 § 1.00
$ 900 § 1000 S (1.00)
$§ 5200 §$ 6100 § 100
$ 276.00  $ 270.00 $6.00

OTHER STATISTICAL INFORMATION

2,029 2,017 12
88,182 87,946 236
805,918 782,205 13,713
432 436 (0.4)
395 393 2

8.1 5.0 0.1
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. G. Kelly Nuckols

. Charles G. Williamson, III
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', Tracy Bensley

General Policies, Tariffs

Accounting Issues

Rate of Return

Depreciation Study and Adjustments

Cost of Service Study, Revenue Allocation

Underground Differential



COMMONWEALTH OF KENTUCKY
PUBLIC SERVICE COMMISSION

APPLICATION OF JACKSON PURCHASE )

ENERGY CORPORATION FOR AN ) CASE No. 2007-00116
ADJUSTMENT IN RATES )
PREFILED TESTIMONY
OF

G. KELLY NUCKOLS
ON BEHALF OF
JACKSON PURCHASE ENERGY CORPORATION

Summary of Testimony

Mr. Nuckols testifies to the last general rate case, declining TIER, appropriate TIER, increased
wholesale power costs, increase in operational costs, changes and restatement of Rules and
Regulations, and involvement of JPEC's Board of Directors.

41§

~

4

7

Wy L

A

£
ke

'
18



Q1.
Al

Q2.
AZ.

Q3.
A3.

Q4.

A4.

Q5.

A5,

Q6.

Exhibit H-1
Direct Testimony of G. Kelly Nuckols
Page 2 of 8

Would you state your name and business address?

G. Kelly Nuckols, Post Office Box 4030, Paducah, KY 42002

What is your occupation?

President and CEO of Jackson Purchase Energy Corporation (JPEC)

How long have you been in your present position?

I was employed June 1997 as President and CEO.

What is your professional and educational background?

I graduated from Western Kentucky University in 1971 with a B.S. in Electrical
Engineering Technology. I was employed by Warren Rural Electric Cooperative from 1970
to 1992 in various positions in the engineering area, serving as Manager of Engineering
from 1985 until 1992, In 1992, I served as Manager of Engineering and Operations at
Four County Electric Membership Cooperative in Burgaw, N.C. From 1993 to 1996, I was
employed as General Manager of Tri-County Electric Membership Cooperative in
Lafayette, TN. During late 1996 and early 1997, I was employed as Senior Engineer by
Patterson & Dewar Engineers, Inc. of Norcross, GA. From June 1997 to present, I have
held the position of President and CEO of JPEC, in Paducah, KY. In 1976, I obtained my
MBA from Western Kentucky University. I am a licensed Professional Engineer in the

Commonwealth of Kentucky, as well in other states.

Have you appeared before the Kentucky Public Service Commission and given testimony
in electric rate cases?

Yes, I have.

Are you familiar with the contents of the Application of JPEC which has been filed with

this Commission to commence this Case?
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Direct Testimony of G. Kelly Nuckols
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Yes.

Please state whether the statements of facts contained in this Application are true.
Yes, to the best of my knowledge and belief the statements of facts contained in this

Application are true.

Are you familiar with the business records and tariffs submitted in this Application as
exhibits which are filed with and form a part of this Application of this Case?

Yes, my testimony is in full support of this Application. I have worked with Bill Edwards,
Gary Stephens and Tom Kandel all of CFC and with employees of JPEC in the preparation
and review of these exhibits, and I am familiar with them. In my opinion, the material

contained in this Application is correct.

When was the last General Rate Application filed by JPEC?
The last General Rate Application filed by JPEC was in 1997, in Case 1997-224. The Test

Period for that Case was the year ending December 31, 1996.

What is the purpose of JPEC’s Application to this Commission?
To seek an increase in JPEC's rates in an amount necessary to obtain a TIER of 2.0 and
to seek approval of restated Rules and Regulations. JPEC expects the additional revenue

to provide sufficient revenue to assure adequate operating margins.

What considerations were given to increase the rates and charges of JPEC?

The joint mortgage agreements require JPEC attain a TIER ratio of 1.25 based on an
average of two of the three most current years. The TIER for the Test Year, excluding
G&T Capital Credits was 0.96. JPEC’s TIER has decreased consistently from 1.94 in 2003,

to 1.89 in 2004, to 1.72 in 2005 and 0.96 in 2006, the Test Year. Factoring the effects of
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Direct Testimony of G. Kelly Nuckols
Page 4 of 8

Test Year adjustments without an increase in revenues would result in a projected TIER
for 2007 of only 0.69.
JPEC's Modified Debt Service Coverage (MDSC) has likewise decreased consistently from

2.02 in 2003, to 2.00 in 2004, to 1.90 in 2005 and 1.22 in 2006.

Have other factors contributed to JPEC being unable to comply with the joint mortgage
requirements?

JPEC has experienced an increase in the overall cost of its wholesale power. In 2003 the
average cost per kWh was $0.03488, in 2004 the cost had increased to $0.03511, in 2005
the cost had increased further to $0.03528 and in 2006, the Test Year; the cost per kWh
had increased to $0.03602.

JPEC's last general rate case before the Commission was nearly ten years ago and many
items have increased in cost over this ten year period. The day-to-day operational costs
have increased significantly as result of dramatic increases in items such as gasoline,
diesel fuel, purchase price of transportation equipment, and basic materials used in

construction of substations and distribution lines (copper, aluminum and other metals).

With the declining financial ratios and increasing power costs, why did JPEC choose this
time to file this Application?

As a member-owned electric cooperative, JPEC first sought relief by cost control and cost
reduction. Only after a great deal of consideration has JPEC’s Board of Directors agreed
that a general increase in its rates and charges is necessary.

What is the Test Year used by JPEC for its data compiled to the Commission in this Case?
The twelve months ending December 31, 2006, was selected as the Test Year. The
management and Board of Directors of JPEC review the operations and TIER on a

monthly basis. Noting the steady decline in margins and TIER, the Board of Directors

600489
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authorized an Application to be prepared to increase rates and charges to obtain a TIER

of 2.0.

Do the proposed increases in rates and charges among the various rate classes for JPEC
members in this Application provide for a fair and equitable allocation for the increase?

Total revenue was increased by $3,554,064 or 9.50%, based on normalized expenses.
JPEC, in conjunction with CFC, performed a Cost of Service Study, and rates were
increased based on those results. I believe a fair, just and reasonable allocation has been

made to the various rate classes.

In your opinion, are the proposed rates requested in this Application necessary to
maintain the financial integrity of JPEC?

Yes.

Has JPEC's Board of Directors been involved with revisions in the submitted Schedule of
Rates as submitted in this Application?

JPEC's Board of Directors, fulfilling their fiduciary obligations and responsibilities to the
member-owned cooperative, has been actively involved with JPEC's management team in
this Application. JPEC's Board of Directors is committed to the concept of gradual

movement of JPEC's tariffs toward cost-of-service based rates.

Has JPEC modified, amended and updated its Rules and Regulations as filed in this
Application?

JPEC has rewritten its Rules and Regulations in an effort to make those Rules and
Regulations more understandable by its Member/Owners. Many of the existing Rules and

Regulations are proposed to be readopted without change.
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We believe that much of the current language is difficult to read as word usage has
changed over the years and the Rules and Regulations have been revised on a piece-

meal basis.

What types of changes have been made to the Rules and Regulations as filed in the
Application?

Many of the Rules and Regulations are outdated and are not applicable in today’s
changing energy environment. JPEC has changed the reference of customer or consumer
to Member, as JPEC is a cooperative and customers are first and foremost Members-

Owners.

Has JPEC included a Member Bill of Rights?
Yes. JPEC has also included a Members Bill of Rights, again reflecting the member

ownership of JPEC,

Has JPEC's Board of Directors been involved with the revision of JPEC's Rules and
Regulations as submitted in this Application?

JPEC’s Board of Directors and management team have spent many hours in the revisions
of the Rules and Regulations as submitted in this Application. On November 8, 2007, in a
special meeting, the Board of Directors reviewed the Rules and Regulations, as well as
the Schedule of Rates, prior to the submission of this Application. Some of the revisions
incorporated in the Rules and Regulations are the direct result of JPEC Member's

discussions with individual board members.

Has JPEC included in this Application any adjustments in the Non-Recurring Fees and
Charges?

No.

000481
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Q23. Do any of the proposed changes in Rules and Regulations as included in this Application
3 have a potential impact on the rates and charges of JPEC Members?

4 | A23. The changes are expected to have minimal impact, as the underground, meter pole,

5 movement of JPEC facilities and levelized billing are voluntary to the Members. Other
6 changes are documenting the procedures as they presently exist, such as franchise fees
7 and tampering fees.

8

9 | Q24. What additional information can you provide on the proposed changes and restatement
10 of the Rules and Regulations?
11 A24.  JPEC has submitted to the Commission in a letter dated November 14, 2007, a brief

12 summary of the proposed changes. The letter is Attachment A of this testimony.

14 | Q25. What will be the impact to the Members in the proposed changes and restatement of the
15 Rules and Regulations?

16 | A25. The cost to the Member should be revenue neutral to both the Member and JPEC, as in

17 the analysis of the proposed underground extension.

18 In a majority of the other proposed changes, the Member receiving the benefit will be
19 expected to bear the costs, in lieu of those charges being socialized among all Members.
20 All the Members should not be expected to bear the additional expenses for the Member
21 who elects to tamper with their meter and/or service and must be disconnected and later
22 reconnected at the transformer.

23

24 | Q26. Does this conclude your testimony in this Case?

25 | A26. Yes, it does.

000432
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The undersigned has prepared the foregoing direct testimony and swears that it is true and
correct to the best of his knowledge and belief.
G. Kelly Nuckols
STATE OF KENTUCKY
COUNTY OF McCRACKEN
The foregoing instrument was acknowledged before me this _23____ day of
vovornduud) , 2007, by G. Kelly Nuckols, President and CEO of Jackson Purchase
Energy Corporation.
My commission expires W 9 ZO/ .
Q,w/u UOJL/”\J

Notary Public, State at Large
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November 14, 2007

MS ELIZABETH O°’DONNELL
EXECUTIVE DIRECTOR

ATTORNEYS AT LAW
A Limited Liability Partnership

PADUCAH BANK BUILDING SUITE 301
555 JEFFERSON STREET
P.O BOX 929
PADUCAH, KENTUCKY 42002-0929

PUBLIC SERVICE COMISSION OF KENTUCKY

211 SOWER BOULEVARD
FRANKFORTKY 40602

VIA FAX AT: 502-564-3460
Re: Case No. 2007-00116

Dear Ms. O’Donnell:

TELEPHONE
(270) 443-8253

FACSIMILE
(270) 442-6000

REAL ESTATE FACSIMILE
(270) 442-6034

WEB SITE: www, dklaw.com

Pursuant to the staff’s request during informal conference held yesterday morning, our client has
provided confirmation of all changes in the revised Rules and Regulations tariffs which either

include rates or could impact rates. The changes are outlined as follows:

o Section 13, provides that the Member shall be responsible for special installation
necessary for service requirements other than that required for standard voltage;

e Section 16, proposes “Levelized Billing” as a replacement for the current “Budget
Billing” plan. This change, as to the member, is intended to be revenue neutral;

e Section 20, provides for the collection of costs associated with emergency services
performed by JPEC on a Member’s equipment;

e Section 26, provides for collection of franchise fees as imposed by local

governments;

e Section 29, provides that a Member shall be responsible for the entire cost associated
with moving JPEC facilities when done solely at the request of the member for the
member’s convenience. Previously JPEC shared the cost of the relocation with the
Member/Applicant. The exact impact of this section is unknown as fees will vary
depending on the circumstances surrounding the move of the equipment;

o Section 31- G, provides for the collection of any costs incurred by JPEC, including

usage charges, in disconnecting an unauthorized service;

Section 35- B, JPEC provides for a contribution-in-aid of construction to JPEC where
a Member does not provide the termination (meter) pole;

Attachment A
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Ms. Elizabeth O’Donnell
Page 2
November 14, 2007

e Section 36, JPEC requires the Member/Applicant to install an approved conduit
system for installation of JPEC’s wires rather than collecting the underground
differential as set forth in 807 KAR 5:041 Section 21, (5) (b). Based on present costs,
this change is intended to be revenue neutral;

o Section 37, when service previously disconnected for non-payment is reconnected at
the transformer, JPEC will charge a fee equal to its actual costs instead of tariffed
non-recurring fees;

e Within Rate Schedule “D” Commercial and Industrial Demand Less than 3,000 kW,
JPEC proposes to have a minimum billing demand based on greater of:

Actual demand;

Actual demand adjusted for power factor;
60% of contract amount; or

60% of highest previous 12 months.

b ol S

The minimum billing provision was inadvertently removed in Case No. 1997-224;
and

e In Rate Schedule “OL” Outdoor Lighting, lights will only be installed on existing
facilities. The member shall provide or be charged for JPEC’s actual costs for poles
and wiring where JPEC is requested to install a light on new facilities used solely for
purposes of mounting a light. Further, on fixtures which are used for the sole purpose
of mounting an outdoor light, JPEC will be responsible only for maintenance of the
fixture (i.e. the lamp, ballasts, globe, and photocells).

This is a brief review of the changes included in Rules and Regulations and in Rate Schedules
that are not included in newspaper publication. We will attempt to get the side-by-side

comparisons to you as soon as practicable for your review and convenience.

Please do not hesitate to contact me if you need additional information or have questions.

Melissa D. Yates
Attomney for Jackson Purchase Energy Corporation (“JPEC”)

cc: Anita Mitchell via e-mail
Dennis G. Howard, Office of Attorney General via e-mail and via fax at 502-573-8315

96072
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COMMONWEALTH OF KENTUCKY
PUBLIC SERVICE COMMISSION

APPLICATION OF JACKSON PURCHASE )

ENERGY CORPORATION FOR AN ) CASE No. 2007-00116
ADJUSTMENT IN RATES )
PREFILED TESTIMONY
OF

CHARLES "CHUCK"” G. WILLIAMSON III
ON BEHALF OF
JACKSON PURCHASE ENERGY CORPORATION

Summary of Testimony

Mr. Williamson testifies to the appropriate TIER, rate base, rate base related normalizing
adjustments, depreciation and changes to budget billing of Jackson Purchase Energy Corporation.
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What is your name and business address?
My name is Charles “Chuck” G. Williamson III. My business address is 2900 Irvin Cobb

Drive, Paducah, KY 42003.

By whom are you employed, and in what capacity?
I am employed by Jackson Purchase Energy Corporation (JPEC) in the capacity of Vice
President of Finance and Administration. I have served in that capacity since my

employment with the Corporation in October, 1999.

What is your educational background and experience?

I graduated from the University of Kentucky with a BS degree in Accounting in December,
1981. I am a CPA licensed in Kentucky continuously since March, 1984. As a qualification
of holding a CPA license I have completed in excess of 60 hours of continuing
professional education during each two year license period. I am also a graduate of the

NRECA Robert 1. Kabot Management Internship Program.

Have you testified before the Kentucky Public Service Commission (Commission) before?
I have testified before the Commission, but not in a general rate case as our last one was

concluded in 1998.

Involvement with Application

What involvement have you had in this application?

I am testifying in support of the entire application. I have worked extensively with Mr.
Edwards, Mr. Stephens, Mr. Kandel and Mr. Nuckols in preparation of this entire
application. I am familiar with each Exhibit and I support the information contained and

conclusions reached in all parts of the application,
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2 | Q6. Are you familiar with the testimony and related exhibits of Mr. William K. Edwards?

3 | A6. I am familiar with his testimony and exhibits and support the same. I was extensively
4 involved in supplying much of the underlying normalization data. I support this data as
3 well,

6

7 | Q7. Are you familiar with the testimony and related exhibits of Mr. Gary C. Stephens?

8 | A7. I am familiar with his testimony and exhibits and support the same. I was extensively
9 involved in supplying much of the underlying data. I support this data and the rate study
10 so far as my knowledge and expertise.
11
12 | Q8. Are you supporting any specific information in this application?

13 | A8. Yes, 1 am supporting Exhibit G, Schedule 2 and Exhibit G, Schedules 4 through 19. I

14 supplied underlying data for the Cost of Service Study, Depreciation Study and
15 information for many of the other Exhibits and schedules.

16

17 Appropriateness of Increase and Rate Design

18

19 | Q9.  Why was a TIER of 2.0 requested with this application?

20 | A9. The financial condition of JPEC has deteriorated substantially since our last general rate
21 case in 1998. The 2.0 TIFR was selected in order to meet debt service obligations,
22 provide for operating costs and maintain the minimum joint mortgage agreement
23 requirements, and provide adequate margins for the foreseeable future.

24

25 | Q10. In your opinion, are the adjusted rates requested in this case by JPEC necessary to

26 maintain the financial integrity of the cooperative?

00498
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The Financial exhibits as shown in the application indicate the adjusted rates included in

the Application are necessary to maintain the financial well being of the cooperative.

What considerations were given to increase the rates and charges of JPEC?

Our mortgage documents require that JPEC maintain a TIER of above 1.25 based on the
average of two of the three most current years. We did not achieve a TIER above this
level in 2006, and our budget forecast for 2007 without a rate increase would not meet
this level. Additionally, based on the normalized test year we had a calculated MDSC of

1.21 (1.23 unadjusted.) Both figures are helow the 1.35 required by CFC.

Would you briefly describe the procedures used to arrive at the proposed increase in
rates and charges?

We have witnessed a continued trend of increased operating costs. Our wholesale power
costs have increased on a mega Watt hour basis. As a cooperative, we are especially
reluctant to increase charges to our Members, however we also have an obligation to
them to keep the Cooperative financially healthy. In addition, the rate adjustment
process carries a cost in both dollars and in staff resources, which leads us to delay rate
relief as long as possible. In order to minimize expense, when the rate adjustment was
determined necessary, we sought assistance from our lenders (RUS and CFC) with key

portions of the application.

Are you familiar with the proposed increase in rates and how that increase was allocated?
Yes, having worked extensively in the process, I bhelieve the increase is fair, just and

reasonable and the allocation to rate classes is also fair, just and reasonable.

How was the proposed increase of revenues of $3,554,064 allocated to rates?

CFC and JPEC prepared a Cost of Service Study and based its rate design on this study.
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Does this increase match the increase listed in the Official Notice?
Due to rounding in the Cost of Service Study, the increase listed in the Official Notice

totals $3,553,783, a difference of $281.

Normalization Adjustments

Did you prepare the normalization adjustments?
I prepared all the normalization adjustments, contained in Exhibit G, Schedule 2 and
Exhibit G, Schedules 4 through 19. The processes and computations of each normalizing

adjustment are detailed in each schedule.

Depreciation Issues

Do any of the normalization adjustments stand out for one or another reason?
Yes, the depreciation adjustment contained in Exhibit G, Schedule 4 is the largest of the

adjustments. It warrants special attention and detailed explanation.

Please explain the recent history related to JPEC’s depreciation adjustment.

In our last general rate case (97-224) JPEC asked for and received depreciation rates
which were too high. Those rates had the effect of artificially lowering TIER even as JPEC
was able to meet its financial obligations. In Case No. 2000-527 JPEC sought to lower its
rates and the Commission ordered that rates be returned to the prior rate, effective

1/1/2001. The Commission further ordered that JPEC undertake a depreciation study.

Did JPEC undertake and file such a study?

00030606
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JPEC presented the study in PSC Case 2002-485. With that case JPEC utilized the
services of RUS to perform the study for distribution assets and JPEC performed an in-
house study on general assets. It was requested for general assets JPEC be allowed to
depreciate on an individual asset basis. The Commission granted those requests effective
1/1/2003 with the stipulation that an additional study be performed before the earlier of

a general rate case or the passage of five years.

Did JPEC comply with this order?

With this application RUS has again been engaged to perform the depreciation study on
distribution assets. Because RUS will not testify before state commissions, JPEC has
requested that Thomas E. Kandel from CFC provide testimony on that portion of the

study.

Did JPEC perform a study on general assets?

With PSC Case 2002-485 JPEC was granted permission to depreciate general assets on
an individual asset basis. I have reviewed disposition records for general assets and find
that the lives ordered in 2002-485 are consistent with the actual lives of the general

assets. JPEC is not requesting an adjustment of rates on general assets.

Are you familiar with the RUS depreciation study?
RIS and JPEC jointly performed the 2006 depreciation study. My staff provided the base
information used in the study. I reviewed that information and I reviewed the study and

its methodology.

Do you agree with the findings of the study and the testimony of Mr. Kandel?

Yes.
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Are there any unique or special accounting practices that you wish to elaborate on?

JPEC has a couple of items that affect depreciation that are different from other
cooperatives. Specifically, JPEC utilizes a modified vintage method for its continuing plant
records and it also records an estimated removal cost for “special equipment.” Both are

long standing practices at JPEC,

What is the modified vintage method to which you refer?

The modified vintage method refers to a system whereby the oldest continuing property
records (CPR) (typically the least cost unit) are retired first. This method is similar to the
familiar concept of First In, First Out (FIFO) often used in accounting for inventory. Under
this system, in each CPR group, JPEC maintains annual counts and costs by calendar year
for each CPR. Units for the time period prior to March, 1989 are combined into one pool
or group. To my understanding most other cooperatives use an average cost method for

each of their CPR’s.

How can modified vintage method affect depreciation?

To the extent that units are retired at a lower cost, removal costs (which are negative net
salvage costs) become a relatively higher percentage of the asset retired. This is of
particular concern where the removal cost is relatively high. Poles are an asset of this
type, with removal costs approaching or exceeding the cost at which the asset was

placed into service many years ago.

Can you explain this with a simple illustration?

I can with some simplified assumptions. Assume the following hypothetical facts: A
cooperative has just two items in the pole account, the first a pole with an original cost of
$100 and the second a pole with an original cost of $900. Further assume that removal

cost for a pole is $100. If a pole is removed from plant records using modified vintage

USSP
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methodology (FIFO), the removal cost percentage is 100% ($100 removal divided by
$100 asset retired). However, in this same circumstance, if a pole is retired using the
average cost method, the removal cost percentage is only 20% ($100 removal divided by

$500 asset retired).

What is the “special equipment” referred to above?

The term “special equipment” refers to equipment for which RUS allows special
accounting. Special equipment includes transformers, meters, regulators and other
similar items. Under RUS accounting, on other assets the cost of the first installation of
the asset is allowed to be capitalized. If one of these other assets is moved to another
location, those costs are expenses as incurred. Because of the nature of special
equipment, they tend to be relocated more frequently and it can be difficult in the field to
determine whether a special equipment item is being originally installed or merely
moved. With these concerns in mind, RUS allows a cooperative to capitalize the

estimated initial installation cost upon purchase.

What accounting entries are made to record this estimated initial installation?

When the special equipment is purchased, an entry is made to decrease (credit)
operation expense and to increase (debit) asset cost by the amount of the estimated
installation labor. When the item is installed in the field or moved the workers charge all

their time to expense.

How common is the usage of special equipment accounting?

To the best of my knowledge special equipment accounting is nearly universal in the
cooperative accounting world. In the past RUS required it, but it has recently allowed
cooperatives to elect out of this method. I am not aware of any cooperatives which have

elected to opt out of this treatment.

600563
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How does JPEC record retirement costs on special equipment?

JPEC records retirement costs on special equipment by increasing (debit) removal costs
(also know as negative net salvage) and decreasing (credit) operation labor for the
estimated cost of removal. The actual labor in the field is recorded as an operations

expense.

How does this treatment differ from other cooperatives’ treatment of special equipment
removal costs?

To the best of my knowledge very few cooperatives have a removal cost associated with
their special equipment. JPEC has consistently applied this method for many years and

believes that its application of such has sound theoretical basis.

How does this affect depreciation costs on special equipment?

Because depreciation rates have a component which recognizes estimated removal costs,
JPEC's depreciation rates must be higher to provide for removal costs.

Is it possible for JPEC to discontinue the process of recording removal costs on special
equipment?

It is possible to discontinue the process, however this would result in inconsistent
accounting treatment from period to period. Further, if this component were removed
from depreciation it would need to be recovered through additional normalization of

operation expense.

Please explain how additional operation expense would result from this change?
If labor were not charged to removal of special equipment that labor would instead be

charged to operations expense.



[§S]

|O]

10

14
15
16

Q36.

A36.

Q37.

A37.

Q38.

A38.

Exhibit H-2
Direct Testimony of Charles “Chuck” G. Williamson III
Page 10 of 12

Levelized Billing Program

Is JPEC requesting a change to its budget billing program with this application?

JPEC is requesting a change from budget billing to a levelized billing plan.

What considerations went into requesting this change?

First and foremost, JPEC is required by Kentucky statute to offer a budget billing plan to
its Members. Members desire a budget plan that is easy to understand and to utilize.
Additionally, JPEC and public entities desire that the Member receives clear information
about their usage. Increased usage and its consequences are sometimes not apparent to

the Member under the traditional budget billing program.

Would you explain the existing budget billing program?

Under the existing program a Member signs up for the program and a budget payment
amount is calculated based upon their total estimated usage for the twelve month future
period. That calculated amount is divided into an equal monthly amount and becomes the
Member billed amount for the following eleven months. The Member is only allowed to
sign up for budget billing effective with the November billing. Each month, the Member
receives a bill which indicates the actual consumption amount and corresponding charge
for that consumption, but is required to pay the budget amount. Payment of a budget
amount over the actual consumption results in a credit entry to the account while
payment of a budget amount under the actual consumption results in a debit entry. With
the twelfth bill, in October, the Member receives either a bill for an amount due or a
check for the difference between the dollars paid and the true consumption. JPEC
monitors the Members’ balances and may occasionally change a budgeted payment

amount if it appears there may be a large settlement amount.
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Would you explain the proposed levelized billing program?

Under the new program, a Member's budget payment amount is computed by using a
rolling twelve month average consumption. This payment amount is increased or
decreased by one twelfth of the amount of any over or under billed amount as a result of
this program. As with the previous program, the Member’s actual consumption and the
charge based on actual consumption are disclosed on the bill. The billed amount,
however, is the average referred to above. This billed amount will change slightly from
month-to-month as the preceding month 12 months prior disappears from the calculation
and is replaced with current month data. The Member may sign up for the program at
anytime rather than only in the fall. There is no settlement month; the program continues
until the Member terminates service or asks to be taken off the plan. At that time a bill is

sent or a refund may be tendered for any accumulated under or over payment.

What are the advantages of the new program?

There are several. First, with this program there is no “nasty” surprise for the Member at
the end of the twelve months as may occur under the current program. Second, the
Member may sign up for the program at any time of the year. Finally, this proposed
program allows the Member to budget their bill while the program better sends the
consumption message than the old program. The program merely readjusts to a more

appropriate amount with each billing.

Does this conclude your testimony?

Yes,

0003086
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The undersigned has prepared the foregoing direct testimony and swears that it is true and

correct to the best of his knowledge and belief. % .

Charles “Chuck” G. Williamson IiI

STATE OF KENTUCKY
COUNTY OF McCRACKEN
The foregoing instrument was acknowledged before me this _Zi_ day of
"(\OU(’J\’YIJQ}W , 2007, by Charles “Chuck” G. Williamson III, Vice President of
Finance and Accounting of Jackson Purchase Energy Corporation.
My commission expiresw qd,2011 . |
SoeicQuan Hathpo

Notary Public, State at Large
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COMMONWEALTH OF KENTUCKY
PUBLIC SERVICE COMMISSION

APPLICATION OF JACKSON PURCHASE )
ENERGY CORPORATION FOR AN ) CASE No. 2007-00116
ADJUSTMENT IN RATES )

PREFILED TESTIMONY
OF
WILLIAM K. EDWARDS
ON BEHALF OF
JACKSON PURCHASE ENERGY CORPORATION

Summary of Testimony

Mr. Edwards testifies to the appropriate TIER, rate base, rate base related normalizing
adjustments, and return on equity required by the Jackson Purchase Energy Corporation.
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Direct Testimony of
William K. Edwards
What is your name and business address?
My name is William K. Edwards. My business address is 2201 Cooperative Way,

Herndon, Virginia 20171.

By whom are you employed, and in what capacity?

I am employed by the National Rural Utilities Cooperative Finance Corporation
(CFC) as an economist and Vice President of Regulatory Affairs. In that capacity
I am responsible for regulatory issues of cooperatives before the FERC and state

regulatory commissions.

What is your educational background and experience?

I received a BS degree in Business with a concentration in economics from
Christopher Newport College of the College of William & Mary in 1977, and a
MA degree in economics from Old Dominion University in 1979. My major
fields of study included mathematical economics, econometrics, and
microeconomics. I completed a number of courses toward a Ph.D. in economics
from the Virginia Polytechnic Institute & State University. From 1979 to 1982, 1
worked for the firm of Emnst & Ernst (now Ernst & Young) as a consultant
principally in the Washington Utility Group. From 1982 to 1985, I was employed

by Mississippi Power & Light Company (Entergy - Mississippi) as a supervisor
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responsible for rate research. From January 1986 until early 1995 I was employed
by Central Louisiana Electric Company, Inc. as Manager of Rate Research and
subsequently as Director of Rates. In that capacity I was responsible for
regulatory affairs, regulatory accounting, rate design, cost of service studies, rate
administration, and the attendant litigation associated with regulatory issues
before both the Louisiana Public Service Commission, and the Federal Energy
Regulatory Commission. Since 1996, I have been employed by CFC. A more
comprehensive history of my experience is contained in the attached Exhibit

WKE-1.

What is the purpose of your testimony?
The purpose of my testimony is to support the reasonableness of the 2.0 Net TIER

request of the company.

National Rural Utilities Cooperative Finance Corporation (CFC)

What is CFC?

The National Rural Utilities Cooperative Finance Corporation (CFC) is a lending
company. It was incorporated as a private, not-for-profit cooperative association
under the laws of the District of Columbia in April 1969. The principal purpose
of CFC is to provide its members with a dependable source of low cost capital and

state-of-the-art financial products and services. CFC provides its members with a
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source of financing to supplement the loan programs of the Rural Utilities Service
(RUS) an agency of the United States Department of Agriculture. CFC will also
lend 100% of the loan requirement for those members electing not to borrow from
RUS. CFC is owned by and makes loans primarily to its rural utility system
members to enable them to acquire, construct and operate electric distribution,
transmission, and generation related facilities. CFC also provides guarantees to
its members for tax-exempt financings of pollution control facilities and other
properties constructed or acquired by its members, debt in connection with certain

leases and various other transactions.

As of May 31, 2007, CFC had 1,544 members, including 830 distribution systems
and 69 generation and transmission systems operating in 49 states and four U.S.

territories.

How does CFC obtain the funds it lends to cooperative utilities?

CFC functions as both a borrower and a lender of funds. As a lender, CFC makes
short and long-term loans to its member systems. As security for its long-term
loans, CFC receives a first mortgage on its borrowers’ facilities. These mortgages
and related mortgage notes are in turn used as security for CFC collateral trust
bonds issued in the public capital market. Through the sale of such bonds as well
as commercial paper and other debt instruments, CFC obtains capital on behalf of

its member borrowers. In this role CFC acts as a borrower.
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Is Jackson Purchase Energy Corporation (“JPEC”) a member of CFC?
Yes. JPEC is a member of CFC and has the following loans as of December 31,
2006 totaling: (1) approximately $836,677 in long-term debt, (2) a short-term line

of credit for $5 million that has not been drawn upon at this time.

In what ways does JPEC differ from an investor-owned utility (“IOU”)?

The main difference between an IOU and an electric cooperative, other than size,
is its form of ownership and governance. In the IOU, stockholders own the equity
of the utility, and ratepayers (the customers) are not entitled to the benefits of
equity holders. The governance of IOU typically is comprised of a Board of
Directors separate from the customers of the utility. Therefore, there is an implicit
conflict of interest associated with [IOU. Specifically, the interests of the equity-
owners are different from the interests of the customers. Historically, in light of
this implicit conflict, the vertically integrated structure of most IOUs, as well as
the presence of strong economies of scale and scope, IOUs have been regarded as
monopolies whose goal is to maximize profits to the stockholders at the expense
of their customers. As such, State and Federal governments have instituted rate

regulation to protect the interests of customers.

In a cooperative, the customers own the equity. Hence, the benefits/costs of being

an equity holder belong to the customer. These benefits include not-for-profit and
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tax-exempt status, a return of excess margins, and the opportunity to have lower
rates. In a cooperative, the Board of Directors is comprised of customers that are
democratically elected. As such, the conflict present with IOUs is not present
with cooperative structures because the customers and equity-owners are the
same. A rate increase filed with a state commission by a cooperative has already
faced the scrutiny of the Board of Directors who are customers of that cooperative

and who specifically represent the interests of other equity-owners.

Regulators should be mindful that, as a result of the cooperative structure, there is
no incentive to maximize profits or to otherwise charge a profit on sales to its
members more than what is needed to operate the utility. Indeed, should
customers of cooperatives become convinced that a specific rate increase or other
action is unnecessary or otherwise unduly prejudicial; they have as their remedy
the ability to democratically replace the Board of Directors and/or senior

management.

What are CFC’s general loan policies?

For distribution utilities, CFC offers three basic types of loans. These are: (1)
long-term secured loans made concurrently with the RUS; (2) 100% CFC loans
made exclusively from CFC funds; and (3) short-term loans similar to a line of
credit. CFC offers long-term loans with maturities of up to 35 years,

intermediate-term loans with maturities of up to five years, and line of credit
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loans. Long-term and intermediate-term loans are available at fixed or variable
interest rates while line of credit loans are available only at a variable interest rate.
Long-term loans are generally secured by a first mortgage lien on all assets and
revenues of the borrower. Intermediate-term loans may be secured or unsecured
and line of credit loans are generally unsecured. On line of credit loans with a
maturity of more than one year, the outstanding balance is generally required to be
paid down to zero for five consecutive days during each year. CFC makes loans
to borrowers on a concurrent basis with RUS (generally 70% RUS/30% CFC) and
will also make 100% loans to borrowers electing not to borrow from RUS.

CFC requires, as a minimum a 1.35 Modified Debt Service Coverage (“MDSC”)
ratio, and the appropriate security. By contrast, JPEC’s major creditor, the
Department of Agriculture’s Rural Utilities Service (“RUS”) requires as a
minimum a 1.25 times net TIER ratio, a 1.10 Operating TIER ratio, and a 1.25

Debt service Coverage (“DSC”) ratio (see 7 CFR § 1710.114).

It is important for the Commission to understand that these requirements are

minimum default requirements and failure to meet them may likely disqualify

JPEC from receiving future loans. If many systems operated close to these
minimums, CFC may have difficulty raising new capital in the financial markets
and therefore may be unable to fund those cooperatives, and distribution
cooperatives with minimal TIER/MDSC ratios would likely be out of compliance

periodically as margins fluctuate below these minimums.
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Normalizing Adjustments for Revenues
Did the company ask you to examine the revenues and purchase power expense
for potential weather related adjustments?

Yes.

Have you made normalizing adjustments for revenues and purchased power?
No. After reviewing the data, [ have concluded that the test year was reasonably

normal from a weather perspective.

JPEC’s Need for Rate Relief

What are some of the specific criteria that creditors like CFC use to evaluate the
creditworthiness of cooperative utilities like JPEC?

With the onset of electric deregulation in the mid-1990s as well as other more
subtle changes to the utility industry, CFC has re-evaluated its lending policies in
an attempt to better manage its portfolio. The revisiting of lending policies
continues to challenge CFC in its efforts to provide low-cost capital to its
members. Although credit decisions relating to specific applicants are “fact
specific” decisions, there are company specific criteria that are considered by CFC

prior to it issuing credit. These include management, rates, generation and
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distribution facilities, regulation, demographics, financial performance, and

outstanding litigation against the cooperative.

With respect to financial evaluations, CFC has devised a list of key financial
ratios that are used to supplement its credit decisions. The “Key Ratio Trend
Analysis” (KRTA) provides a generalized and quick method for credit analysts to
preliminarily evaluate a cooperative. The KRTA, reviews of audit reports,
evaluations of prospective financial models and their underlying assumptions, and
discussions with management regarding financial performance form the basis of
CFC’s evaluation. In Exhibit WKE-2, I have listed the relevant KRTA ratios
employed by CFC for; (1) JPEC, (2) the Commonwealth of Kentucky and (3) the
electric distribution cooperative industry as a whole for the last five calendar years
(2002-2006). 1 have prepared several graphs below illustrating the different
measures of coverage ratios for JPEC contrasted against the median value of the
vast majority of the distribution cooperatives in the United States, and the median
value for the distribution cooperatives in Kentucky. The JPEC data contained in
these graphs are based on the as booked 2006 financial statements unadjusted for

any normalizing test year adjustments.
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