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4.8.1  Fuel Buyer prepares invoice estimate and submits to Accounting
along with confirmations (Exhibit 27), Trade Data Gas Form
(Exhibit 30), and OBA calculation backup.

4.8.2 Accounting verifies confirmations (Exhibit 27) and invoice
estimate with respective supplier invoices.

4.8.3 Accounting and/or Fuel Buyer resolve discrepancies with external
natural gas manager and/or respective supplier.

4.84 Accounting logs receipt information into accounting computer
system.

4.8.5 Accounting receives Accounting supervisor approval on invoice(s)
and sends to accounts payable for payment.

4.86 Fuel Analyst enters purchases and deliveries for a duration longer
than one month for each NAESB natural gas contract on Trading
Authority Transaction Matrix

4.8.7 Administrative Assistant enters purchases into natural gas pricing
worksheet to track natural gas purchase performance.

4.8.8 Administrative Assistant completes natural gas purchase e el
summary for approval perin accordance with Policy| No. 404 [ Comment [GV8]: Corrected grammar

(Exhibit 5) and No. AO31 (Exhibit 2).

489 Accounting completes annual FERC Form 552 with assistance
from Fuel Buyer and external natural gas manager.
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5.0 Effective Date

5.1  All departments at EKPC shall be fully compliant with this procedure by
January 31, 20135, and this procedure will be reviewed annually.

Concurred by: Date:
Craig Johnson
Sr. Vice President, Power Production

Concurred by; Date:
Mike McNalley
Chief Financial Officer & Executive VP

Concurred by: Date:
Don Mosier
Chief Operations Officer

Approved by: Date:
David Crews

Sr.Vice President, Power Supply

Amended: 11/30/12
Amended: 12/18/13
Amended: 12/16/14
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1.0 Purpose

This procedure outlines the procurement, delivery, confirmation, testing, and payment of
No. 2 fuel oil for use at East Kentucky Power Cooperative, Inc.’s (“EKPC”) power
stations.

2.0 Terms and Definitions

2.1  Branded Price—Price for No. 2 fuel oil product that is brand specific, by
the seller that is identified by tracers in the fuel oil. Price is typically
regarded as more reliable in times of crisis such as hurricanes.

2.2 Certificate of Insurance—Standard Association for Cooperative
Operations Research and Development (ACORD) form that identifies the
policies afforded by a supplier related to the requirements specified by
EKPC contracts/purchase orders.

2.3  Fuel Qil Bidders List—List of current oil supply companies to submit
requests for proposals stating their addresses, representative contacts,
phone numbers, and applicable stations for bidding purposes (Exhibit 34).

2.4 Contract— Document binding seller to sell and ship designated product
that is stating terms and conditions for oil deliveries to EKPC's power
stations sent to a supplier for signatures after approval and before
deliveries begin, which is typically a longer term than a purchase order.
(In terms of hedge quantities, a Nymex contract represents 1,000 barrels
or 42,000 gallons of No. 2 fuel oil.)

2.5 Contract Approval and Review Form—~Form circulated to various EKPC
personnel indicating they have reviewed the contract prior to the President
and CEQ's signature (Exhibit 39).




2.6

Page 2 of 12

Electronic Proposals—Proposals received through password projected

27

e-mail accounts, managed by Fuel Analyst, and not viewed prior to
proposal opening.

Financial Review—Typically includes the examination of an entities’

2.107

2.118

2.120

2.130

2.144

balance sheet, income, and cash flow statements to determine the
entities’ financial health. Conducted on supplier agreements with an initial
term greater than one year.

Fixed Price—Price set in advance of issuance of a purchase order. All
applicable taxes, freight, fees, and profit margins are included except for a
demurrage charge if applicable.

No. 2 Fuel Oil—Dyed ultra-low sulfur diesel fuel containing a maximum 15
ppm sulfur that is used for off-road purposes such as unit startups and
flame stabilization in the coal-fired generation fleet and a backup fuel in
the combustion turbine fleet (Unit Nos. 1 through 7).

Oil Purchase Order Log Book—Log book containing sequential purchase
order numbers for new oil purchase orders issued that states company
name, issued date, applicable station, terms, gallons, price, and
comments of each purchase order.

Ownership Disclosure—Form to be completed by all oil suppliers
designating company type (proprietorship, partnership, corporation);
owners; authorized sales representative(s); and any affiliation with EKPC'’s
Board of Directors, employees or EKPC, or their immediate family

(Exhibit 35).

Policy No. AO31—EKPC administrative policy for the Delegation of
Authority from EKPC’s CEO to management and staff regarding
procurement authority for energy, energy related commodities, and
transportation (Exhibit 2).

Policy No. 116—EKPC Board of Directors Conflict of Interest Policy to
ensure that all business affairs of EKPC are conducted in an ethical and
businesslike manner in order to avoid all conflicts of interest or the
appearance of any conflicts of interest in the conduct of the business
affairs of EKPC (Exhibit 4).

Policy No. 404—EKPC Board of Directors Transaction Authority Limits for
Energy and Energy Related Commodities and Transportation Policy
providing authority matrices to delegate procurement approval levels for
commodities and fuels (Exhibit 5).
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2.152 Power Stations—Electric power generating plants owned and operated by
EKPC: Dale, Cooper, Spurlock, and J. K. Smith. Dale, Cooper, and
Spurlock Power Stations are coal-fired power plants, and J. K. Smith is a
power plant compiled of seven combustion turbine (CT) generator units
that are fueled by natural gas (primary) and No. 2 fuel oil (secondary).

J .K. Smith also has two units that are natural gas only.

2.163 Purchase Order—Document binding seller to sell and ship designated
product that is stating terms and conditions for oil deliveries to EKPC’s
power stations sent to a supplier for an acceptance signature after
approval and before deliveries begin, which is typically a shorter term than
a contract.

2.174 Rack-Plus Price—Either a branded or unbranded fuel oil price that is
priced based on the specific rack location price plus a fixed adder that
includes all applicable taxes, freight, fees, and profit margins. The adder
is fixed throughout the term of the purchase, whereas the actual fuel price
is the only variable except for a demurrage charge if applicable.

2.158 Reaquisition—Form completed by Power Plant Personnel following up a
verbal request for No. 2 fuel oil deliveries applying to the then current
contract(s) and/or purchase order(s) (Exhibit 38).

2.169 RFEP—Request for proposal sent to prospective suppliers on EKPC’s Fuel
Oil Bidders List (Exhibit 34) to bid for No. 2 fuel oil.

2.20 Sealed Proposals—Proposals received through a written RFP process not

3.0

viewed prior fo proposal opening (can include electronic proposals).

2214¢ Trading Authority Transaction Matrix—Delegation of procurement
approval authority.

22148 Unbranded Price—Price for No. 2 fue! oil product that is not brand
specific.
2.2348 W-9—Form required by the Internal Revenue Service for tax

purposes to be completed by all suppliers stating business name,
address, and federal tax identification number before payment is issued.
(Exhibit 13)

Responsibilities

3.1 Fuel and Emissions Manager
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3.1.1  Manages and directs Fuel Buyers, Administrative Assistant, and
Fuel Analyst in the Fuel and Emissions department and assures
compliance with Policy No. 116 (Exhibit 4).

3.1.2  Ensures adequate fuel oil deliveries to EKPC’s power stations.

3.1.3  Assures that Fuel and Emissions staff follow procedures as
described herein and in the Fuel, Emissions, Limestone, and Lime
Strategy (Exhibit 1) for the purchase and delive f0|I
Sians appidla\ memas all Porchgse.dhonder d*w'\jﬂ Qf‘é

3.1.4 _Fxecutes short-term purchase orders in accordance with Policy

No. 404 (Exhibit 5) and No. A031 (Exhibit 2).

Power Plant Personnel

3.2.1  Maintain the fuel oil system at each of EKPC'’s power stations to
ensure its availability to unload No. 2 fuel oil truck deliveries.

3.2.2 Advise the Fuel and Emissions department as a need arises for
No. 2 fuel oil.

3.2.3 Collect and analyze No. 2 fuel oil sample during unloading as
required, and stay with the truck during unloading to monitor in
case of spills.

3.2.4 Log arrival and departure times of No. 2 fuel oil truck deliveries.
Also, log any unusual occurrences while the truck is on site.

Fuel Buyers
3.3.1  Monitor J. K. Smith Power Station’s No. 2 fuel oil inventory.
3.3.2 Issue and evaluate RFPs for No. 2 fuel oil for all power stations.

3.3.3 Generate and execute appropriate contract(s) and/or purchase
order(s).

3.34 Contact appropriate supplier(s) for delivery of No. 2 fuel oil as
requested by Power Plant Personnel if needed.

3.3.5 Evaluate and give direction of purchase from fixed or rack-plus
agreement(s).

3.36 Manage appropriate contract(s) and/or purchase order(s)
throughout the term of the order.
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3.4 Administrative Assistant

3.4.1  Assists in managing the RFP process.

3.42 Contacts appropriate supplier(s) for delivery of No. 2 fuel oil as
requested by Power Plant Personnel.

3.43 Receives and reviews pricing and invoices and contacts
appropriate supplier(s) to clarify any discrepancies.

3.4.4 Verifies all documentation is received per-according to checklisi
(Exhibit 14) and files with appropriate contract(s) and/or purchase
order (s).

3.45 Posts fully executed contract(s) and purchase order(s) to a
shared location, and notifies EKPC’s risk management service
provider.

3.5 Legal Counsel

3.5.1  Provides representation at long-term purchase proposal
openings.

3.5.2 Advises in the development of legal documentation.

3.6.3 _Reviews and approves documents as to legal form.

3.56 Fuel Analyst

3.6.1  Manages receipt of electronic proposals through password
projected e-mail account.

3.56.42 Manages the Trading Authority Transaction Matrix and suppliers’
financial reviews.

3.56.23 Verifies rack pricing and validateg total invoice price.

3.56.34 Compiles and forwards completed spreadsheet of purchases to
Accounting.

3.6 Central Lab Personnel

3.6.1  Sample No. 2 fuel oil tank at Spurlock Power Station
semi-annually to ensure emissions compliance for Spurlock
Power Station Unit No. 4.

{ Comment [GV1]: Corrected grammar

[ Eomment [GV2]: Corrected grammar.
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3.6.2 Analyze No. 2 fuel oil drawn from the storage tank at J. K. Smith
Station for sulfur, Btu, specific gravity, and temperature to ensure
emissions compliance whenever any of the combustion turbines
are operating on fuel oil.

3.6.3 Sample and analyze the No. 2 fuel oil tank at J. K. Smith Station
semi-annually for quality stability.

3.7 Accounting

3.71  Verifies spreadsheet volume and dollars from Fuel Analyst
against manual log sheet generated from verbal communication
followed by bill of lading documentation from Power Plant
Personnel and invoices.

3.7.2  Contacts responsible party to clarify any discrepancies in the
invoices, receiving records, and/or lab analysis.

3.7.3 Logs receipt information into accounting computer system.

3.74 Approves payment and sends to treasury for disbursement.

Procedure

Replenish levels for No. 2 fuel oil are approximately 8,000—12,000 gallons at
Dale Power Station; 15,000—20,000 gallons at Cooper Power Station; and
200,000—250,000 gallons at Spurlock Power Station. Dale and Cooper Power
Stations both have underground tanks with 20,000-gallon and 30,000-gallon
capacities, respectively. They are maintained at near capacity levels. Spuriock
Power Station has one, usable 350,000 gallon capacity above-ground tank. All
inventory levels are based in part on the plant’s ability to deplete the fuel oil in
large amounts from start-ups and multiple trips of units and may be adjusted
accordingly.

J. K. Smith Power Station has a 4.5 million gallon above-ground tank.
Replenishing No. 2 fuel oil inventory at J. K. Smith Power Station is based on
market, delivery, and power station conditions. The No. 2 fuel oil level at J. K.
Smith Power Station varies based on market conditions, oil turnover, etc., but is
typically held at 2,250,000—2,925,000 gallons as backup to natural gas.

4.1 Issue RFP to obtain approved contract(s) and/or purchase order(s). The
steps for issuing an RFP are as follows:
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Fuel Buyers determine term and quantity for No. 2 fuel oil of RFP
based on historic and projected needs.

Fuel Buyers create an RFP template (Exhibit 34) stating
applicable delivery locations, term, quantity, and price options of
fixed and/or rack plus.

Fuel and Emissions Manager and Administrative Assistant review
RFP template (Exhibit 36) before RFP is issued.

Issue RFP for sealed proposals for No. 2 fuel oil to bidders on
EKPC'’s Fuel Oil Bidders List (Exhibit 34).

4.2 Open all sealed proposals on or after due date of RFP.

4.21

422

423

4.24

Two Fuel and Emissions personnel must be present on proposal
openings for purchase orders. A member of the Fuel Negotiating
Committee, legal counsel, and two Fuel and Emissions personnel,
or their designee(s), must be present on proposal gpenings for
contracts. Receipt of proposals, both written and electronic, will
be directly received and controlled by the Administrative Assistant
and Fuel Analyst (respectively) prior to formal bid opening.

Administrative Assistant logs proposals reviewed.
Sign log of proposals by those present at opening.

Determine if price neqotiations are warranted and obtain approval

to negotiate from the Fuel Negotiating Commiittee for contracts.

4.3  Fuel Buyers evaluate valid opened No. 2 fuel oil proposals.

4.31

Handle proposals that are received after the deadline on a

4342

4.3.23

case-by-case basis to determine their eligibility for evaluation. |f
legitimate information can be obtained to determine that the
proposal was sent to be received before the deadline, a proposal
that is received after the deadline may be considered: otherwise,
proposals received after the deadline will not be considered.

Rank opened proposals in order of lowest to highest cost for rack
plus and/or fixed pricing.

Determine if lowest priced proposal(s) meets EKPC’s
requirements as specified in the corresponding RFP.
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Evaluate supplier(s) performance capabilities as outlined in the
Fuel, Emission, Limestone, and Lime Strategy (Exhibit 1).

Ensure that the necessary due diligence is done in evaluating the

4.3.46

4.3.7

credit worthiness and financial stability of all potential suppliers for
the Fuel and Emissions department before entering into any

binding contracts. The financial evaluation for publically traded

companies may be outsourced to a risk management service
provider, which would have extensive experience and access to

financial information for making a recommendation as to what
extent EKPC should enter contractual commitments with
reasonable financial risks. For privately held companies, this may
also be performed internally by requesting the supplier's audited
financial statement, ratios, and key performance indicators. This

rivate information would then be provided to the Finance
department for their review and recommendation| Outsourced
financial reviews are subject to a secondary review where
recommendation by the Finance department will be obtained and
documented. Annual reviews, which include market price
reopeners, will be shared with the Finance department for
informational purposes.

Draft approval memorandum to management (Exhibit 37)
recommending the most economic supplier(s) of No. 2 fuel oil
meeting the corresponding RFP’s specifications while balancing
risk.

Upon issue, REPs include a defined term. typically a shorter term

4.5.8

for purchase orders and longer term for contracts. [f management
determines a different term type is more advantageous, based on
identification of a change in EKPC’s needs or suppliers’

responses to the REP, justification of the term change will be
noted in the approval memorandum and approval obtained in

accordance with Policy No. 404 (Exhibit 5) and No. AO31
(Exhibit 2) for the new term type.

Negotiation of contract language and terms can take

approximately three to four months of negotiation with a supplier.
If negotiations exceed six months. management will be updated in
writing, and the circumstances regarding the lag time will be
documented accordingly in the approval memorandum. In
addition, multiple supply agreements may be executed from one
RFEP response to fulfill projected needs. which will also be
documented accordingly in the approval memorandum.

-

5t
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4.4

4.5

4.5.9 Hedge optimization Qgreememg{ y be utilized at various times
for various reasons. N than two comparison prices are

required to validate thesfiatket to which the order is evaluated.
Projected pricinq%gﬁ as Nynmsy, etc., may be used as sources)

4.3.510 Management approves memorandum in accordance with Policy
No. 404 (Exhibit 5) and No. AO31 (Exhibit 2).

Fuel Buyers prepare contract(s) and/or purchase order(s) for No. 2 fuel oil
based on a standard template approved by legal counsel, with credit rating

and insurance requirements reviewed by risk management.

4.4.1  Contract(s) and Ppurchase order(s) includes destination, quantity,
price, acceptance parameters, and terms and conditions.

442 Request Ownership Disclosure (Exhibit 35), W-9 (Exhibit 13), and
Certificate of Insurance forms from selected supplier(s) if not
already on file.

443 Administrative Assistant forwards W-9 (Exhibit 13) to Accounting,
and Fuel Buyers forward Certificate of Insurance to risk
management for approval.

4.44 Fuel Buyers send draft contract(s) and/or purchase order(s) to
supplier(s) for review if requested.

4.45 Request additional approval from the Fuel and Emissions
Manager, and-legal counsel,_and risk managements if changes
are made to the standard No. 2 fuel oil purchase order template.

Fuel Buyers execute No. 2 fuel oil contract(s) and/or purchase order(s).

4.51 Fuel Buyers obtain a sequential purchase order number from the
fuel and emission’s Oil Purchase Order Log Book after
appropriate review and/or approval is given by the Fuel and
Emissions Manager, and-legal counsel, and risk management for
purchase orders only and obtain a number for contracts from

Accounting.

4.7.2  Administrative Assistant reviews contract(s) and/or purchase

order(s) and circulates for signatures prior to distribution utilizing
the Contract Approval and Review form (Exhibit 39) for contracts

only.

4.5.2 Administrative Assistant, at the direction of the Fuel Buyers,
distributes the executed contract(s) and/or purchase order(s)

Comment [Gv4]: Again: P RCE e e inclucﬁné
| contracts, T copied this from coal
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internally. These documents are posted to a shared directory with
EKPC'’s risk management service provider within five business
days after trade execution for capture in a risk management 3

system as-per-in accordance with Policyl No. 404 (Exhibit 5) and | Comment [GV5]: Corrected grammar
No. A031 (Exhibit 2). The Administrative Assistant confirms-that
the risk-management provider has captured-the-posted

documents-and-promptly removes them from the shared directory.

453 Fuel Analyst logs approved contract(s) and/or purchase order(s)
on Trading Authority Transaction Matrix_and submits to risk
management on a regular basis for informational purposes after
reconciliation and Fuel and Emission Manager’s approval.

454 Administrative Assistant files executed contract(s) and/or
purchase order(s) in Fuel and Emissions' department files with

]
———t

documentation per-according to ichecklist (Exhibit 14)._Original ( Comment [6V61: Corrected grammar.
contract is stored at an offsite storage facility for disaster

mitigation.

Fuel and Emissions personnel order No. 2 fuel oil from the then current
contract(s) and/or purchase order(s) to replenish depleted power station
supply based on Power Plant Personnel request(s).

46.1 Receive request from Power Plant Personnel for a defined
amount of No. 2 fuel oil, which is followed by a written requisition
(Exhibit 38).

46.2 Contact applicable supplier(s) for requested delivery amount of
No. 2 fuel oil.

Power Plant Personnel receive delivery of No. 2 fuel oil.
4.71 Log arrival and departure time of No. 2 fuel oil delivery.

4.7.2 Perform adequate sampling on No. 2 fuel oil deliveries to ensure
quality control as required for their respective power station.

4.7.3 Monitor unloading of trucks to ensure no spills occur of the No. 2
fuel oil.

Central Lab Personnel analyze inventory samples on No. 2 fuel oil when
collected at power station.

Fuel Analyst tracks and documents financial reviews.

|

)
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4.9.1 Documents due dates and execution of interim financial reviews,

tracking them on a monthly/quarterly basis as needed.

4.9.2 Performs interim supplier financial reviews for contracts at least

4.910

annually or more if deemed necessary under the oversight of the Fuel and
Emissions Manager.

Verify receipt and invoice approval.

4.910.1 Administrative Assistant receives and reviews-verifies applicable
pricing and invoices.

4.910.2 Administrative Assistant contacts appropriate supplier(s) to clarify
any discrepancies with the invoice(s).

4.910.3 Administrative Assistant forwards pricing and invoices to Fuel
Analyst for logging and also to Accounting.

4.910.4 Fuel Analyst logs invoices on spreadsheet and verifies pricing.
4.910.5 Fuel Analyst forwards completed spreadsheet to Accounting.

4.910.6 Fuel Analyst enters deliveries for each contract and purchase
order on the Trading Authority Transaction Matrix_and reconciles
reqularly with a tracking report from EKPC’s risk management
service provider. After reconciliation and Fuel and Emissions
Manager's approval, Fuel Analyst submits matrix to risk
management for informational purposes.

4.910.7 Accounting verifies spreadsheet volume and dollars from Fuel
Analyst against manual log sheet generated from verbal
communication and/or bill of lading documentation from Power
Plant Personnel and invoices.

4.910.8 Accounting contacts responsible party to clarify any discrepancies
in volume and pricing.

4.910.9 Accounting logs receipt information into accounting computer
system.

4.910.10 Accounting receives Accounting supervisor approval on
invoice and sends to accounts payable for payment.
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5.0 Effective Date

5.1 All departments at EKPC shall be fully compliant with this procedure by
January 31, 20145, and this procedure will be reviewed annually.

Concurred by: Date:
Craig Johnson
Sr. Vice President, Power Production

Concurred by: Date:
Mike McNalley
Chief Financial Officer & Executive VP

Concurred by: Date:
Don Mosier
Chief Operations Officer

Approved by: Date:
David Crews

Sr.Vice President, Power Supply

Amended: 02/19/01
Amended: 07/12/04
Amended: 02/01/05
Amended: 11/30/12
Amended: 12/18/13
Amended: 12/16/14




