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RESPONSE OF GRAYSON RURAL ELECTRIC PER COMMISSION ORDER OF

JUNE 19, 2015

Comes now, Grayson Rural Electric Cooperative Corporation (Grayson) and for its

Response to the Order of the Commission entered June 19, 2015 states as follows:

1.

The Order directs that East Kentucky Power and Grayson file a copy of the Settlement
Agreement referenced in the Joint Motion. Attached hereto is a copy of the “Settlement
Agreement” dated May 15, 2015. This document is signed by the Chairmen of the Boards
of both Grayson and EKPC.
With respect to the Commission’s remaining concern relative to its reference in the July
17,2013 Order to the following:

“Whether its advanced notice was proper under Amendment 3,

whether there is an actual ambiguity under Amendment 3 relating to

how the allocation of alternative sourced power is to be shared by

members, whether if Amendment 3 is not ambiguous, the

Commission should nonetheless impose an allocation sharing

requirement, and whether any additional relief is warranted.”

Grayson can only state that there is no written agreement that has ever been

executed by all of the member systems of EKPC that address those particular matters.

Certain of the Boards of the distribution cooperatives agreed to the adoption of such an



agreement known as a “Memorandum of Understanding”; however, none was entered into.
Moreover, it is believed that two distribution cooperatives, Salt River and Taylor County
never had any Board approval for such an agreement. Therefore, Grayson cannot supply
the Commission with the information requested in the June 19, 2015 Order nor can it give
the Commission any assurance that the issues raised by the Commission in the July 17,
2013 Order will be resolved. Grayson can only supply a copy of a proposed MOU that
addresses the issues. That is attached hereto.

. The “Settlement Agreement” simply provides in essence, that Grayson agrees to agree. It
is impossible, however, based upon all of the foregoing, to set forth that to which Grayson
will ultimately agree to as an amendment to a contract because it would require unanimity
and no unanimity now exists among all of the distribution cooperatives.

. Qrayson has not been provided, by EKPC with an executed Amendment 3 (MOU) by all
the other member systems.

. The “Settlement Agreement” attached hereto was prepared in April of 2015 following
meetings between the Board Executive Committee of EKPC and the Board of Grayson.
The April 2015 “Settlement Agreement” preparation, was done presumably with the
assistance of, and input of, legal counsel for EKPC, but without the knowledge of the
undersigned counsel who was not invited to attend the meetings. Therefore, the
undersigned is without any more knowledge to offer the Commission as to whether any
further assistance can be given to the Commission to answer the Commission’s question
raised in its June 19, 2015 Order i.e. “the Commission is unable to determine whether or
not the issue of allocating alternative sourced power under Amendment 3 has been
resolved.” All of the foregoing would tend to indicate that the resolution has not been

made.



WHEREFORE, Grayson respectfully submits that the Commission may, as far as Grayson
is concerned, proceed with deciding the issues set forth in its July 17, 2013 Order based upon the
record as it now exists or on any other information or evidence that the Commission may by

subsequent order deem relevant.

RESPECTFULLY SUBMITTED

P.0. BOX 608
GRAYSON, KY 41143
(606) 474-5194

This is to certify that the foregoing document has been served
upon the parties by mailing a true and correct copy of same to:
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Hon. David S. Samford

GOSS SAMFORD, PLLC

2365 Harrodsburg Road, Suite B 325
Lexington, KY 40504

Hon. Clayton O. Oswald

Taylor, Keller & Oswald, PLLC
P.O. Box 3440

1306 West Fifth Street — Suite 100
London, KY 40743-03440

Hon. James M. Crawford
Crawford & Baxter

523 Highland Avenue
P.O. Box 353

Carrollton, KY 41008

Hon. Donald T. Prather

Mathis, Riggs & Prather, P.S.C.
500 Main Street - Suite 5
Shelbyville, K'Y 40065
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MEMORANDUM OF UNDERS TANDING

BETWEIEN
GRAYSON RURAL RILECTRIC COOPERATIVE CORPORATION and
- EAST KENTUCKY POWER COOPERATIVE INC,
This Memorandum of Understanding serves to document (he understanding reached

during the meeting between EKPC's Bxecutlvs Commltteo Board Members and Grayson Board
Members held on the 23rd dny of Aprll 2015, The following summarizes the key terms agreed

upon between Grayson Rural Blectric Cooperutive Corporalion (“Grayson") and Bast Kentucky
Power Cooperative, Inc. (“"BKPC"):

L. Grayson and BKPC will file approprlate motlons to dismiss any and all Iitigation, PSC
oases, pending clahing and actions agalnst one another within ten days of Grayson's and
EKPC’s aeceptance of this offer, Including: the Mason Circult Court Hilgation; the Publlc
Service Commission (“PSC") Amendment 3 Investigation; Grayson's Motlon to Reopen
the last BKPC rate case befors the PSC; and BKPC's PSC Pue] Adjustment Clause Case.
Grayson, EKPC and all other Ownor-Members will be responsible for paying its own
respectlve costs, expenses and professional fees,

2. Upon recelpt of the last Order dismissing the final pending claim against elther party,
BKPC will agree to provide up to 100 hours of professional services annually to each of
the 16 member systems, for a total of 1,600 houys for a period not to exceed 10 years
upon acceplance of this agicoment, The types of services to be provided will be at the
discretlon of the members, provided the services are customary and reasonable. On no
less than a semi-annual basts, EKPC will provide a summary of any services provided to
the Owner-Member's respective Bourds,

3. BKPC will use good faith efforls to re-secure adoptlon of the Amendment 3
Memorandum of Understanding (MOU) that was previously approved by virtually all of
EKPC's Members In 2013. Grayson will approve, adopt and execule the MOU - as
wiltten at the time of adoption by other Members, and without further amendment ~
within thirty days of acceptance of this offer,

4. BKPC will host annual meetings for the Chlef Financlal Officers of ts sixteen Owner-
Members so that any Owner-Member might seck additional information or clarification
regarding BKPC's long-term financiul strategy and plans. In addition, BKPC will follow
through on Mr. Anthony Campbell’s offer to have annual meellngs with the leadership of
each Owner-Member of BKPC to discuss ihe company’s plans and to answer any
questions,

3. Grayson and EKf,’C agree that: a) nons of the terms of this agreoment muy be deemed an
admisslon, actually or implicitly, of any wrongdoing or error on the part of elther party;




L)

and b) any and all claims that efther company may have agalnst each other as of the date

of Grayson’s acceplance, would be forever walved and released,

Grayson and EKPC further agtee as follows:

Rlrst, the focus of Grayson’s Mason Circuit Court case is upon lhe ownership and
dissolution of Charleston Boltoms RECC (Charleston Bottoms), The only significant asset of
Charleston Bottoms was the Spurlock No, | electrle generating unlt. Upon Chatleston Bottoms®
dissolutlon, Spurlock No. | contlnues to bs owned directly by BKPC, While BKPC's Board
slucerely regrets that Grayson feels it did not haye adequate time to understand the reasons for,
and the timing of, the dissolution of Charleston Bottoms, there should be no dlsagreement that
Spurlock No. | has continued to provide a very pffordable source of power to Grayson and
BKPC’s other 15 Members since the dissolution of Charleston Bolloms, Moreover, the
associnted creatlon of the Trust Indenture has been recognized by the PSC as a positive sign that
BKPC has, and will continue to, overcome its previous financlal challenges,

Second, Grayson's perspective that BKPC's current equity target Is loo high is welcomed
as pait of the ongoing discussion of BKPC's long-term financial directlon, BKPC accepted the
recommendations of the PSC’s managemenl audl, by Improving its financlal strength and BKPC
is on pace to reach the Board approved Strategle Plan’s target of a 15% equily ratio this year, As
M. Kenneth Ardnglon will attest, no decislon has been made by EKPC’s Boaud regarding what
additlonal equity ratlo BKPC should seek to achieve. At tho 2014 Strategic Retreat, BKPC’s
Board adopted a mose flexible approach fowards future equlty goals and decided to lower the
minimum equity vatlo In its Bylaws al which point it would be able to puy capital credlts to
Members to be consistent with the terms and conditions In iis RUS loans. That percentage has
now moved from 40% equity to 20% equity, BKPC's Board will continye to discuss and,
ultimately, to decide the next steps for the company’s equity plan at Its 2015 Strateglc Retreat for
any movement above 15%. M, Aington will have the opportunity to present Grayson’s
position as part of this discussion and EKPC wiil look for opportunities to have sll of Its
Members provide input prior to the next Strategic Retrent,

Third, BKPC Is continuing to seek the best path forward for mitigating the cost of the
abandoned Smith No. | assets. To date, BKPC has not made any decision regurding the
disposition of those assets, nor has it sought to recover the principal costs of the assets, BKPC

n
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understands that it is Grayson’s posttion, in hindsight, that the Smith No, ( assets should not
have been procured In the first place, However, taking that position requires a person (o ignore
the Information that was available (0 BKPC's Board at the time and forgets that Grayson, via its
Director, was supportive of the assets’ acquisition at the thme. Regardless, any proposal for the
final disposilion of the Smith No, | assels must be approved by EKPC’s Board and, ullimately,
the PSC.

Fourth, EKPC assisted its Members in 2012 and 2013 In the negotiation of a MOU that
would successfully resolvo lingering uncertainties regarding the operation of Amendment 3 to
EKPC's Wholesale Power Agreement. BKPC believes {hat the MOU would have greatly alded
Grayson’s efforls to acquire power from a non-BKPC source, As stated above, BKPC is wllling,
as pait of this settlement, to seek new approvals of the MOU, However, no changes to (he
previously egreed upon draft will be permitted,

BKPC and Grayson share a common responsibility to act in the best interests of the
customers at the end of the line, our Membeis. To do what is best for them, we need to end thig
litlgation, bring unify and harmony back to the entive EKPC system and begin the process of
restoring relationships that have been tested and broken by needless ltigation,

Grayson and EKPC agree that litigation and negatlve PSC filings arc not good for ouy
end use members, Consequently, both parties agree lo inako good faith efforts In solving future
Issues/challenges outside of litigation and PSC fllings.

This MOU Is contingent upon all the remalning EKPC Owner-Members dlsmissing with
prejudice the Mason County litigation,

On behalf of Grayson Rural Blectric Cooperative Corporation and Enst Kentucky Power
Cooperative Incorporated and after having been duly authorized, the foregoing Memorandum of

Understanding is accepted.

r
w" 0
5™
Rgger Trent, Chairman

Grayson Rural Blectric Cooperative Corp.
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East Kentucky Power Cooperative Inc,
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MEMORANDUM OF UNDERSTANDING AND AGREEMENT
REGARDING ALTERNATE POWER SOURCES

This Memorandum of Understanding and Agreement (“MOU&A”) is enfered into and
cffective as of this [_] day of [ J. 2013, by and between Fast Kentucky
Power Cooperative, Inc. (“EKPC”), and ecuch of the following Member Distribution
Cooperatives (also referred to herein as “Owner Member™):

Member Distribution Cooperatives

Big Sandy Rural Electric Cooperative Corporation
Blue Grass Energy Cooperalive Corporation
Clark Energy Cooperative, Inc.

Cumberland Valley Eleciric

Farmers Rural Electric Cooperative Corporation
Fleming-Mason Energy Cooperative

Grayson Rural Electric Cooperative Corporation
Inter-County Energy Cooperative Corporation
Jackson Energy Cooperative Corporation
Licking Valley Rural Electric Cooperative
Corporation

Nolin Rural Electric Cooperative Corporation
Owen Electric Cooperative. Inc,

Salt River Electric Cooperative Corporation
Shelby Energy Cooperative, Inc.

South Kentucky Rural Electric Cooperative
Corporation

Taylor County Rural Electric Cooperative
Corporation

Factual Recitals

0.1 Each Owner Member is an electric cooperative, organized under the laws of the
State of Kentucky, engaged in the business of supplying and distributing electric power and
energy lo its members within a certain service area, for which business the Owner Member
operates an electric disribution system. among other operations.

0.2 EKPC is a generation and transmission cooperative corporation, organized under
the laws of the State of Kentucky, that is owned by its Owner Members. which are certain
electric cooperatives operating in the State of Kentucky (“Owner Members™).

0.3 EKPC and each Owner Member are parties to a Wholesale Power Contract, dated

October 1, 1964, as amended, pursuant to which (among other things) EKPC sells and delivers to
that Owner Member. and that Owner Member purchases and receives, electric power and energy
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required for the operation of the Owner Member's electric system. Such Wholesale Power
Contracts are identical in all material respects, except for the identification of the respective
Owner Member that is a party to cach such agreement. A reference herein to “Wholesale Power
Contract” refers to cach and every such agreement.

04  As of October 23, 2003, each Wholesale Power Contract was amended by the
execution of that certain amendment designated and known as “Amendment No. 3" thereto, to
provide, among other things, for the obtaining by the subject Owner Member of electric power
and energy [rom sources other than EKPC for use in operating the Owner Member's electric
system, subject 1o certain limitation and required procedures sct forth therein. Except for the
identification of the respective Owner Member that is a party to vach such Amendment No. 3, all
of such amendments are identical. A reference hercin to “Amendment No. 3" refers to cach and
every such amendment.

0.5 EKPC and certain Owner Members have, in the past, disagreed on the
interpretation of some provisions of Amendment No. 3 and, therefore, (o the Wholesale Power
Contract as amended thereby.

0.6 The Owner Members each have a keen interest in pursuing or investigating
opportunities to develop or otherwise obtain and use sources of electric power and energy other
than EKPC. Such non-EKPC sources are hercinafier referred 1o as “Alternate Sources” and
further defined in Section 2(A) below.

0.7 EKPC and each Owner Member each desire 1o avoid litigalion over the provisions
of the Wholesale Power Contract that pertain to Altcmate Sources, and thereby avoid the costs
and uncertainty of such litigation.

Now THEREFORE, in consideration of the mutual covenants, understandings, and
undertakings set forth herein, each of the Owner Members and EKPC, agree as follows:

Understandings, Stipulations, and Apreements

I. Term

(A)  This MOU&A. shall become effective on the date first written above and shall
continue in effect until the termination of the Wholesale Power Contract. If the Wholesale
Power Contract between EKPC and one of the Owner Members terminates befare the other
Wholesale Power Contracts, then this MOU&A shall terminate with respect to that Owner
Member, but shall remain in effect with respect to the other Owner Menbers.

2. Scope

(A)  The purpose of this MOU&A is o memorialize EKPC's and the OQwner
Members® mutually agreed interpretation of Amendment No. 3 with respect to Alternate Sources.
Except as provided in Section 2(B), an “Alternate Source” is any gencrating resource that is
owned (directly or indirectly, in whole or in part) or controlled (directly or indirectly, in whole or

-2
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in part) by an Owner Member, regardless of whether the resource js connected to the Owner
Member’s distribution system. or any power purchase arrangement under which an Owner
Member purchases capacity or energy (or both), if such generating resource or power purchase
arrangement is used (o serve any portion of the Owner Member's load.

(B) A generating resource that mects the definition of a “Behind the Meter Source™ as
sel forth in Scction 4(A)(v)(a) that is used by a Member solely to provide enerpy to serve
interruptible retail load during times when service for such foad through PJM has been
inferrupted puarsuant to the load’s participation in PJM's demand response program will not be
considered an “Alternate Source™ subject to the requirements of this MOU&A. [ an Owner
Member desires to use such a generating resource at any other time, the Owner Member must
comply with the requirements of this MOU&A with respect to that generating resource.

(C)  Nothing in this MOU&A is intended 1o modify any of the express provisions of
Amendment No. 3. During the term of this MOU&A. neither EKPC nor any Owner Member
shall assert that this MOU&A is invalid [or the reason that it is contrary to or inconsistent with
the Wholesale Power Contracl. In the event of an actual conflict between the Wholesale Power
Contract, as amended, including by Amendment No. 3, and this MOU&A. the Wholesale Power
Contract, as amended, including by Amendment No. 3, shall control.

3, Maximum Permissible Demand Reduction.

(A)  The maximum demand reduction that an Owner Member can obtain through the
use of Alternate Sources shall be determined as follows:

(1) All demand measurements, whether of EKPC aggregate demand or an
Owner Member's demand. called for in this Section 3 shall be measured in
megawatls in 15-minute intervals and shall be adjusted to include any
interruptible load that was interrupted at the time of measuremen.

(i1) If in connection with its acquisition of new service territory the Owner
Member provides evidence 10 EKPC and the RUS in the related
acquisition agreement that the acquired service territory must continuc to
be served by the current power supplier as a condition of the acquisition,
the acquired service territory may be supplied by such current power
supplier for so long as is required under the terms of such acquisition
agreement.  Until such supply from the current power supplier is
terminated, the load of such acquired service territory shall not be included
in the caleulations of the 5% and 15% limitations set forth below in this
Section 3 applicable to the Owner Member that acquircd the service
territory or any other Owner Member. From and afier the termination of
such supply from the current power supplier, the load of such acquired
service territory (including such load during the three (3) twelve-month
(12-month) periods immediately preceding the date of termination of such
supply from the current power supplier) shall be included in calculations

-3
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(i1i)

(iv)

(v)

of the 5% and 15% limitations set forth below in this Section 3 applicable
to the Owner Member or any Other Member.

If, at the time the Owner Member submits an election notice pursuant to
Section 4, the aggregate amount of all Owner Members’ Joads being
served with Alternate Sources (including the load proposed to be served
by the Owner Member's new Alternate Source) would be less than two
and one half percent (2.5%) of the rolling average of EKPC’s coincident
peak demand for the single calendar month with the highest peak demand
occurring during each of the three (3) twelve-month ( 12-month) periods
immediately preceding the date the Owner Member delivers such election
notice, the Owner Member's agpregate demand reduction from Aliernate
Sources (including the demand reduction from the proposed new Alternate
Source) may not exceed 15% of the rolling average of the Owner
Member’s coincident peak demand for the single calendar month withy the
highest average peak demand occurring during each of the three (3)
twelve-month (12-month) periods immediately preceding the date the
Ovwmner Member delivers such election notice. Ifthis 15% threshold would
be exceeded, the Alternate Source shall not be permitted unless the load
proposed to be served by it is reduced such that this 15% threshold is not
exceeded.

If, at the time the Owner Member submits an election notice pursuant to
Section 4, the aggregate amount of all Owner Members® loads being
served with Alternate Sources (including the load proposed to be served
by the Owner Member's new Alternate Source) would be equal to or
greater than two and one half percent (2.5%) of the rolling average of
EKPC’s coincident peak demand for the single calendar month with the
highest peak demand occurring during each of the three (3) twelve-month
(12-month) periods immediately preceding the date the Owner Member
delivers such election notice, the Owner Member's aggregate demand
reduction from Alternate Sources (including the demand reduction from
the proposed new Aliernate Source) may not exceed five percent (5%) of
the rolling average of the Owner Member's coincident peak demand for
the single calendar month with the highest average peak demand occurring
during each of the three (3) twelve-month (12-month) periods immediately
preceding the date the Owner Member delivers such election notice. If this
five percent (5%) threshold would be exceeded, the Alternate Source shall
not be permitted unless the load proposed 1o be served by it is reduced
such that this five percent (5%) threshold is not exceeded.

If, at the time the Owner Member submits an election notice pursuant to
Section 4, the aggregate amount of all Owner Members® loads being
served with Alternate Sources (including the load proposed to be served
by the Owner Member’s new Alternate Source) would be greater than five
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percent (5%) of the rolling average of EKPC’s coincident peak demand
for the single calendar month with the highest peak demand occurring
during each of the three (3) twelve-month (12-month) periods immediately
preceding the date the Owner Member delivers such election notice, the
Alternate Source shall not be permitied unless the load proposed to be
served by it is reduced such that this five percent (5%) threshold is not
exceeded,

(vi)  The term of any Alternate Source (inclusive of any renewal options),
whether the Alternate Source is a generating facility owned or controlled
by the Owner Member or a contract with a third party, shall not exceed
twenty (20) years.

(a) Any Alternate Source that is a contract in effect at the time
when the 2.5% threshold defined in Section 3(A)(iii) is reached
will be honored for the remaining term of the contract (without
exercise of any renewal option). However, if at the end of the
existing contract’s term that was in effect when the 2.5% threshold
was reached, the 2.5% threshold continues to be reached or is
exceeded, and the Owner Member's aggrepate amount of Alternate
Source elections then exceeds the 5% threshold defined in Section
3(A)(iv), then the Alternate Source contract may nol be renewed
unless the Owner Member reduces the aggregate amount of the
Owner Member’s load served by Alternate Sources such that the
aggregate amount of the Owner Member’s load served by
Alternate Sources (taking into account the renewal of the contract)
does not exceed the 5% threshold set forth in Section 3(AXiv).
The Owner Member may meet this requirement by using demand
reduction available to another Owner Member, in accordance with
Section 3(B).

(b) Any Alternate Source that is a generating facility owned or
controlled by the Owner Member that is in effect when the 2.5%
threshold defined in Section 3(A)(iii) is reached will be honored
for the remaining term of the Alternate Source as set forth in the
notice provided under Section 4(A).

(B) Demand reduction available to one Owner Member may be used by another
Owner Member if those (wo Owner Members so agree; provided, however, that in no event may
a new Alternate Source proposed by an Owrner Member in an election notice pursuant to Section
4 be approved if:

@ the aggregate amount of all Owner Members® loads being served with
Alternate Sources (including the load proposed to be served by the Owner Member's new

-5.
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Allemate Source) would be greater than five percent (5%) of the rolling average of
EKPC’s coincident. peak demand for the single calendar month with the highest peak
demand occurring during each of the three (3) twelve-month (12-month) periods
immediately preceding the date the Owner Member delivers such election notice; or

(i)  the apgregate amount of the Owner Member’s load being served by
Altemnate Sources (including the load proposed to be served by the Owner Member’s new
Alternate Source) would be greater than fifieen percent (15%) of the rolling average of
the Owner Member’s coincident peak demand for the single calendar month with the
highest average peak demand occurring during each of the three (3) (welve-month (12-
month) periods immediately preceding such notice.

4, Alternate Source Notices

(A)  In order for an Owner Member 1o reduce jts purchases from EKPC by using
electric power and energy from an Altemate Source, that Owner Member shall have provided
EKPC with prior written notice of such reduction in accordance with the procedures and
requirenients set forth herein. Each such notice hereunder (an “Alternate Source Notice”) shall
set forth the following information regarding the subject Alternate Source:

(1) the term during which the Alternate Source will be used to reduce
the Owner Member's purchases from EKPC under the Wholesale
Power Contract, including the date on which such use will begin,
and the length of time during which such use will continue. which
length may not exceed 20 years (including any renewal options for
an Altemate Source that is a contract with a third party);

(ii) the maximum electrical capacity. in kW, to be available from the
Alternate Source and the corresponding amount of reduction in
demands {o be served by EKPC as a resull of the use of the
Alternate Source, appropriately taking into account expected
losses, if any;

(ili)  a general description of the nature of the Alternate Source and the
primary generating facilities from which the subject electric power
and energy will be produced;

(iv)  the approximate, expected pattemn of use or dispatching of the
Alternate  Source and the corresponding pattern of hourly

reductions in energy 1o be purchased by the Owner Member from
EKPC: and

(v) a designation of whether the Alternate Source will be:

(a) interconnected to the Owner Member's distribution
system (and not to any transmission system) and will not

-6-
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produce energy in any hour in excess of the Owner
Member’s load at the Related EKPC Point of Delivery.
Such Alternate Sources are referred to in this MOU&A as
“Behind the Meter Sources”. The “Related EKPC Point
of Delivery” with respcet to any Alternate Source is the
point of delivery under the Owner Member®s Wholesale
Power Contract through which energy purchased from
EKPC would be used to serve the load served by the
Alternate Source if the Alternate Source did not exist;

(b) interconnected or delivered to EKPC’s or another
cntity’s (ransmission system: or

(c) interconnected to the Owner Member's distribution
system and will produce energy that exceeds the Owner
Member’s load at the Related EKPC Point of Delivery.

(B)  Excepl as provided in Section 4(C) below, cach Alternate Source Notice shall be
provided to EKPC in writing at least eighteen (18) months prior to the date on which the use of
the subject Alternate Source is 1o begin.

(C)  For each Aliernate Source having a noticed demand reduction of 5.000 kW or
less, the required prior written notice may be provided to EKPC up 1o, but not later than ninety
(90) days prior to the date on which the Owner Member intends to begin using that Alternate
Source,

(D) An Owner Member may change or cancel an Alternate Source Notice only by
providing to EKPC prior written notice of such change or cancellation, as {ollows: If after three
years of operation an Alternate Source has a three-year rolling average peak capacity less than
the maximum capacity set forth in the initial Altemate Source Notice. the Owner Member may
reduce the maximum capacity of such Alternate Source by providing written notice to EKPC.
Any such reduction shall not change the term or other characieristics of the Aliernate Source,
Ninety (90) days’ prior written notice of any other change or any cancellation shall be required
for an Alternate Source having an associated demand reduction of 5,000 kW or less. Otherwise,
eighteen (18) months” prior written notice to EKPC of a change or cancellation shall be required.
[f any change is made to the demand reduction amount of an Alternate Source, the thresholds
provided in Section 3 will be re-calculated as of the date the notice of change is submitted.

(E)  If the Owner Member does not implement an Alternate Source within six (6)
months after the date set forth in its notice for commencement of deliveries from the Alternate
Source, the Owner Member may not implement the Alternate Source without re-submitting the
notice required under this Section 4 and such notice shall be subject to re-caleulation of the
thresholds provided in Section 3 as of the date of such re-submitied notice, During the six (6)
month period described in this Section (E), EKPC shall continue to serve the load intended to be
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served by the Alternate Source through sales of power and energy to the Owner Member under
its Wholesale Power Contract.

5. Development and Use of Alternate Sources

(A) During the noticed term of use of that Ahemate Source, it shall be the
responsibility of the Owner Member 1o use commercially reasonable efforts {o develop or
otherwise acquire the subject Altemnate Source so that such source may be used to supply a
portion of the Owner Member’s requirements beginning on the noticed date, EKPC shall use
commercially reasonable efforls to cooperate with and assist the Owner Member in its
development or acquisition; provided that EKPC shall not be required 10 make out-of-pocket
cxpenditures or provide or facilitate financing for any Alternate Source.

(B)  Except as otherwise agréed to by EKPC and an Owner Member, the owning
Owner Member shall use commercially reasonable efforts to operate. maintain. and dispatch the
facilities comprising each of its Alternate Sources (or to cause such operation, maintenance, and
dispatching) so as to reduce the maximum clectrical demand placed on EKPC’s system by the
corresponding noticed demand reduction.

(C)  With respect to cach noticed Allernate Source of an Owner Member, the
obligations set forth in the foregoing two paragraphs shall continue unti] the end of the noticed
term of the Alternate Source; provided, however, that such term may be shortened or lengthened
at any time by the Owner Member by providing to EKPC prior written notice of such change, as
follows: For each such change, ninety (90) days’ prior writien notice of such change shall be
required for an Alternate Source having an associated demand reduction of 5,000 kW or less.
Otherwise, eighteen (18) months® prior written notice to EKPC of such change shall be required.

(D)  Otherrequirements for Behind the Meter Sources are as follows:

(i) To the extent that the Alternate Source does not deliver capacity or energy
sufficient to serve the actual load of the Owner Member intended to be served by the
Alternate Source, EKPC will charge the Owner Member far capacity and energy at the
rates for clectric service provided under the Wholesale Power Contract.

(i) ~ The Owner Member must provide to EKPC information regarding the
expected generation from the Behind the Meter Source, including planned and unplanned
outages, as needed by EKPC so that EKPC can include such ipformation in its schedules
of load submitted to PJM and minimize to the extent reasonably practicable any PIM
penalties for deviations in load atiributable to differences between the estimated and
actual generation {rom the Behind the Meter Source.

(iii)  The Alternate Sources will be metered with revenue class meters.

(E)  Other requirements for Alternate Sources interconnected or delivered to EKPC’s
or another entity’s transmission system are as {ollows:
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(i To the extent that the Alternate Source does not deliver capacity or energy
suflicient to serve the actual load of the Owner Member intended to be served by the
Alternate Source, EKPC will charge the Owner Member for capacity and energy as
provided in this MOU&A, and not at the rates for electric service provided under the
Wholesale Power Contract. EKPC will purchase amounts of replacement capacity and
energy based on the historical amounts of capacity and energy provided by the Alternate
Source,

(i)  The Owner Member must provide 1o EKPC a day-ahead schedule of
generation. EKPC will work with the Owner Member 1o develop the day-ahead schedule.

(iii)  The day-ahead schedule of load to be served by the Alternate Source will
be deemed to equal the day-ahead generation schedule of the Alternate Source.

(iv)  EKPC will pass through to the Owner Member all revenues, credits and
charges from PJM associated with the Alternate Source, includin g without limitation PIM
day-ahead and real-time energy market revenues, charges and credits, PYM capacily
market revenues, charges and credits, PJM operaling reserve revenues, credils and
charges, and PJM operating services necessary (o serve the load served by the Alternate
Source (i.e. capacity. energy, ancillary services (including operating reserves), NITS
{ransmission, RTEP, ete.).

(v)  The Alternate Sources will be metered with revenue class meters.

(vi)  The Owner Member will pay an administrative fee to EKPC to cover the
increased operation and administrative costs.

(vii)  PJM market participant activities for the Alternate Source and related load
will be managed by EKPC or EKPC’s agent. The Owner Member shall pay EKPC a
non-discriminatory, cost-based fee for such PJM market participant services, which shall
be performed in accordance with good utility practices. Any dispute regarding such fee
shall be submitted to the Kentucky Public Service Commission for a determination of the
appropriate fee.

) Other requirements for Alternate Sources interconnected to an Owner Member’s
distribution system that produce energy that excecds the Owner Member's load at the Related
EKPC Point of Delivery shall be developed based on the requirements sect forth above in
Sections 5(D) and 3(E).

6. Other Matters.

(A)  EKPC shall not be entitled to charge any Owner Member for so-called “stranded
costs™ related to the Owner Member's implementation of its rights fo use Alternate Sources. As
a result, to the extent that an Owner Member's use of Alternate Sources reduces its billing
demands under EKPC’s rales under the Wholesale Power Contract as in effect from time to time,
EKPC shall not be entitled to charge any special rate or charge to the Owncr Member attributable
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to such billing demand reduction. EKPC will, however, be entitled to continue to set its rates for
all Owner Members under the Wholesale Power Contracts to produce revenucs that are sufficicnt
to cover all of its costs, in accordance with the Wholesale Power Contracts.

(B)  EKPC covenants and agrees 10 revise or rescind existing Board Palicies so that its
Board Policies are consistent with this MOU&A.

-10-
20052924.7



