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Dear Dr. Mathews:

Please find enclosed for filing with the Commission in the above-referenced case,
an original and eight redacted copies of the responses of East Kentucky Power
Cooperative, Inc., ("EKPC") to the Commission's Appendix B First Information
Requests, contained in the Commission's Order dated October 12, 2016, and the Prepared
Testimony of Isaac S. Scott on behalf of EKPC. Documents contained in this filing are
also being filed on behalf of EKPC's member systems.

Also enclosed are an original and eight copies of EKPC's Motion for Confidential
Treatment of Information ("Motion"). One unredacted copy of the designated
confidential portions of these responses, which are the subject of the Motion, is enclosed.

Please return a file-stamped copy to my office.

Very truly yours.

David S. Samford
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COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION

IN THE MATTER OF:

AN EXAMINATION BY THE PUBLIC SERVICE

COMMISSION OF THE ENVIRONMENTAL

SURCHARGE MECHANISM OF EAST KENTUCKY

POWER COOPERATIVE, INC. FOR THE
SIX-MONTH BILLING PERIOD ENDING

JUNE 30,2016, AND THE PASS THROUGH
MECHANISM FOR ITS SIXTEEN MEMBER

DISTRIBUTION COOPERATIVES

PSC CASE NO. 2016-00335

MOTION FOR CONFIDENTIAL TREATMENT

Comes now East Kentucky Power Cooperative, Inc. ("EKPC"), by and through counsel,

pursuant to KRS 61.878, 807 KAR 5:001, Section 13 and other applicable law, and for its Motion

requesting that the Kentucky Public Service Commission ("Commission") afford confidential

treatment to data request number 8b of the Commission's data requests issued on October 12,

2016, in the above-captioned proceeding, respectfully states as follows:

1. This case was initiated by the Commission in order to complete its six-month

review of EKPC's environmental surcharge as billed from January 1, 2016, to June 30, 2016, to

its Member distribution companies. This proceeding was also initiated by the Commission to

review the pass-through mechanism as billed from February 28, 2016, to July 31, 2016, to retail

member customers.

2. On October 12, 2016, the Commission issued data requests to EKPC, which

included request 8b related to the invoices EKPC sent to its Members during a twelve month



period, which includes the six-month review period. Contemporaneous with the filing of this

Motion, EKPC is tendering information responsive to this request.

3. The response to this request provides confidential customer information that is

commercially sensitive and proprietary regarding EKPC's largest industrial customers. The

response includes names of industrial customers, the substations that serve these customers and

the billing information for these customers.

4. The above-described information (the "ConfidentialInformation") that is included

in EKPC's response to the foregoing data request is proprietary and commercially sensitive

information that is retained by EKPC and each relevant Member on a "need-to-know" basis and

thatis notpublicly available. If disclosed, the Confidential Information could give competitors an

unfair advantage by knowing the largest customers' demand and billing information. Also, if

disclosed, the Confidential Information would possibly have an effect on economic development

in the service territories since this information describes the usage of the largest industrial

customers on EKPC's system. Other states' economic development officials, who are charged

withattracting investment andnewjobs to theirjurisdictions (despite generally higher electricity

costs), wouldbe eagerto knowspecific details of large industrial customers' energyrequirements.

This information would be readily discemable from the Member invoices if the names of the

specific substations are not afforded confidential treatment. Moreover, even though not all

substations on the EKPC system are directly correlated with a large industrial customer, the

redaction of onlythosesubstation names whichareassociated witha largecustomer wouldprovide

sufficient information for competitors and other states' economic development officials to

decipher the specific large industrial customers whose names would be redacted.



5. TheKentucky OpenRecords Actexempts the Confidential Information frompublic

disclosure. See KRS 61.878(l)(c). As set forth above, disclosure of the Confidential Information

would permit an unfair advantageto third parties and potentially cause EKPC to lose load - which

wouldbe detrimental to interestsof its Members and, ultimately, their retail customers. Moreover,

the Kentucky Supreme Court has stated, "information concerning the inner workings of a

corporation is 'generally accepted as confidential or proprietary.'" Hoy v. Kentucky Industrial

Revitalization Authority, 907 S.W.2d 766, 768 (Ky. 1995). The information derived from the

responseto the foregoing request would clearly relate to EKPC's largest industrial customers, their

demand and billing information. Because the Confidential Information is critical to EKPC's

effective execution of business decisions and strategy, it satisfies both the statutory and common

law standards for affording confidential treatment. Indeed, the Commission previously afforded

confidential treatment to identical information in Case No. 2014-00051.^

6. EKPC does not object to limited disclosure of the Confidential Information

described herein, pursuant to an acceptable confidentiality and nondisclosure agreement, to any

intervenors with a legitimate interest in reviewingthe same for the sole purposeof participating in

this case.

7. In accordancewith the provisions of 807 KAR 5:001, Section 13(2),EKPC is filing

one un-redacted copy of its response to Request No. 8b separately under seal. The public version

ofEKPC's filing notes that these responses have been submitted to the Commission under seal in

redacted form.

' SeeIn theMatter ofanExamination by thePublic Service Commission oftheEnvironmental Surcharge Mechanism
ofEast Kentucky Power Cooperative, Inc.for the Six-Month Billing Period Ending December 31, 2013 and the Pass
Through Mechanismfor itsSixteen Member Distribution Cooperatives, Order,CaseNo. 2014-00051 (Ky. P.S.C. Sept.
2,2015)



8. In accordance with the provisions of 807 KAR 5:001, Section 13(3), EKPC

respectfully requests that the Confidential Information be withheld from public disclosure for a

period often years. This will assure that the Confidential Information - ifdisclosed after that time

- will no longer becommercially sensitive so as to likely impair the interests ofEKPC if publicly

disclosed.

WHEREFORE, on the basisof the foregoing, EKPCrespectfully requests the Commission

to enter an Order granting this Motion and to so afford such protection from public disclosure to

the un-redacted copy of the referenced response, which is filed herewith under seal, for a period

of ten years from the date of entry of such an Order.

This day of November 2016.

Respectfully submitted.

Mark David Goss

David S. Samford

GOSS SAMFORD, PLLC
2365 Harrodsburg Road, Suite B325
Lexington, KY 40504
(859)368-7740
mdgoss@gosssamfordlaw. com
david@gosssamfordlaw. com

Counsel for East Kentucky Power Cooperative, Inc.



CERTIFICATE OF SERVICE

Thisis to certify that a true andcorrect copyof the foregoing wasdeposited in the custody
andcare of the U.S. Mail, postage prepaid, on this the 7"^ dayof November 2016, addressed to the
following:

Allen Anderson

President & CEO

South Kentucky R.E.C.C.
925-929 N Main Street

P. O. Box 910

Somerset, KY 42502-0910

Chris Brewer

President & CEO

Clark Energy Cooperative, Inc.
2640 Ironworks Road

P. O. Box 748

Winchester, KY 40392-0748

David Estepp
President & General Manager
Big Sandy R.E.C.C.
504 11th Street

Paintsville, KY 41240-1422

Carol Ann Fraley
President & CEO

Grayson R.E.C.C.

109 Bagby Park
Grayson, KY 41143

Ted Hampton
Manager
Cumberland Valley Electric, Inc.
Highway 25E
P. O. Box 440

Gray, KY 40734

Kerry K. Howard
Chief Executive Officer

Licking Valley R.E.C.C.
P. O. Box 605

271 Main Street

West Liberty, KY 41472

James L. Jacobus

President & CEO

Inter-County Energy Cooperative Corp.
1009 Hustonville Road

P. O. Box 87

Danville, KY 40423-0087

Debbie J. Martin

President & CEO

Shelby Energy Cooperative, Inc.
620 Old Finchville Road

Shelbyville, KY 40065

Michael L. Miller

President & CEO

Nolin R.E.C.C.

411 Ring Road
Elizabethtown, KY 42701-6767

Barry L. Myers
Manager
Taylor County R.E.C.C.
625 West Main Street

P. O. Box 100

Campbellsville, KY 42719



Tim Sharp
President & CEO

Salt River Electrie Cooperative Corp.
111 West Brashear Avenue

P. O. Box 609

Bardstown, KY 40004

Bill T. Prather

President & CEO

Farmers R.E.C.C.

504 South Broadway
P. O. Box 1298

Glasgow. KY 42141-1298

Charles G. Williamson III, CPA
Blue Grass Energy Cooperative Corp.
1201 Lexington Road
P. O. Box 990

Nieholasville, KY 40340-0990

Joni K. Hazelrigg
President & CEO

Fleming-Mason Energy Coop., Ine.
1449 Elizaville Road

P. O. Box 328

Flemingsburg, KY 41041

Mark Stations

President & CEO

Owen Electrie Cooperative, Inc.
8205 Highway 127 North
P. O. Box 400

Owenton, KY 40359

Carol Wright
President & CEO

Jackson Energy Cooperative Corp.
115 Jackson Energy Lane
McKee, KY 40447

Counselfor East Kentucky Pmver operative, Inc
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1 Q. Please state your name, business address, and occupation.

2 A. My name is Isaac S. Scott and mybusiness address is East Kentucky Power Cooperative,

3 Inc. ("EKPC"), 4775 Lexington Road, Winchester, Kentucky 40391. I am the Manager of

4 Pricing for EKPC.

5 Q. Please state your education and professional experience.

6 A. I received a B.S. degree in Accounting, with distinction, from the University of Kentucky

7 in 1979. After graduation I was employed by the Kentucky Auditor of Public Accounts,

8 where 1performed audits of numerous state agencies. In December 1985,1 transferred to

9 the Kentucky Public Service Commission ("Commission") as a public utilities financial

10 analyst, concentrating on the electricand natural gas industries. In August 2001,1 became

11 manager ofthe Electric and Gas Revenue Requirements Branch in the Division ofFinancial

12 Analysis at the Commission. In this position, 1 supervised the preparation of revenue

13 requirement determinations for electric and natural gas utilities as well as determined the

14 revenue requirements for the major electric and natural gas utilities in Kentucky. 1retired

15 from the Commission effective August1,2008. InNovember 2008,1became the Manager

16 of Pricing at EKPC.

17 Q. Please provide a brief description of your duties at EKPC.

18 A. As Manager of Pricing, 1amresponsible for rate-making activities whichinclude designing

19 and developing wholesale and retail electric rates and developing pricing concepts and

20 methodologies. 1report directly to the Director of Regulatory and Compliance Services.

21 Q. What is the purpose ofyour testimony iu this proceeding?

22 A. The purpose ofmy testimony is to address the following topics:



1 • Describe how EKPC and its Member Cooperatives have applied the environmental

2 surcharge mechanism and thepass through mechanism in a reasonable manner during

3 the period under review;

4 • Propose updating the rate of returnused in the environmental surcharge calculation;

5 • Describe whether EKPC has considered billing its environmental costs as a direct

6 amount based on the monthly wholesale sales to each Member Cooperative or why it

7 hasnot beenconsidered, along withrelated issues. This testimony wasrequired by the

8 Commission's October 12, 2016 opening this review; and

9 • Describe a possible alternative to address the Member Cooperatives' continued

10 concerns over the volatility in EKPC's monthly environmental surcharge factor.

11 Q. Is EKPC preparing testimony and responding to data requests on behalf of its

12 Member Cooperatives?

13 A. Pursuant to the Commission's October 12, 2016 Order, EKPC is preparing testimony on

14 behalf of each Member Cooperative. The Member Cooperatives are: Big Sandy Rural

15 ElectricCooperative Corporation ("RECC"),Blue GrassEnergyCooperative Corporation,

16 Clark Energy Cooperative, Inc., Cumberland Valley Electric, Inc., Farmers RECC,

17 Fleming-Mason Energy Cooperative, Grayson RECC, Inter-County Energy Cooperative

18 Corporation, Jackson Energy Cooperative, Licking Valley RECC, Nolin RECC, Owen

19 Electric Cooperative, Salt River Electric Cooperative Corporation, Shelby Energy

20 Cooperative, Inc., South Kentucky RECC, and Taylor County RECC. EKPC is also

21 providing Response 2 to the Commission Staffs First Request for Information ("Staffs

22 First Request").

23 Q. Have other EKPC representatives provided responses to Commission Staffs First

24 Request for Information in this proceeding?



1 A. Yes. Mark Horn, Manager of Fuel and Emissions, has provided emission allowance

2 information in Response 3 to the Staffs First Request. Thomas Stachnik, Treasurer and

3 Director of Finance, has provided the debt and average interest rate information in

4 Responses 5 and 6 to the Staffs First Request.

5 Q. Previous Commission Orders required EKPC to ineorporate eertain provisions into

6 the ealeulation of the monthly environmental sureharge factors. Please comment on

7 how EKPC has addressed the most significant aspects of these Orders during the

8 periods under review.

9 A. A briefdescription of each component of the environmental sureharge ealeulation, applied

10 consistently with Commission Orders, is discussed below.

11 • Compliance Plan Projects

12 As of the end of the six-month review period, EKPC has 14 projects in its

13 Environmental Compliance Plan. These projects were approved by the Commission in

14 Case Nos. 2004-00321,^ 2008-00115,^ 2010-00083,^ 2013-00259,^ and 2014-00252.^

' See In the Matter ofApplication of East Kentucky Power Cooperative, Inc. for Approval of an Environmental
Compliance Plan andAuthority toImplement an Environmental Surcharge, Order, CaseNo. 2004-00321, (Ky. P.S.C.,
Mar. 17,2005).

^SeeIn theMatter oftheApplication ofEastKentucky Power Cooperative, Inc. for Approval ofanAmendment toIts
Environmental Compliance Plan and Environmental Surcharge, Order, Case No. 2008-00115, (Ky. P.S.C., Sep.29,
2008).

^See In the Matter ofApplication ofEastKentucky Power Cooperative, Inc. for Approval of an Amendment to Its
Environmental Compliance Plan and Environmental Surcharge, Order, CaseNo. 2010-00083, (Ky. P.S.C., Sep. 24,
2010).

'' SeeIn theMatter ofApplication ofEastKentucky Power Cooperative, Inc. for a Certificate ofPublic Convenience
and Necessity for Alteration of Certain Equipment at the Cooper Station and Approval of a Compliance Plan
Amendmentfor Environmental Surcharge CostRecovery, Order,CaseNo. 2013-00259, (Ky.P.S.C., Feb. 20,2014).

' SeeIn theMatter ofApplication ofEastKentucky Power Cooperative, Inc. for a Certificate ofPublic Convenience
and Necessityfor construction ofan AshLandfillat J.K Smith Station, the Removal ofImpoundedAshfrom William
C. Dale Stationfor Transport to J.K. Smith and Approval of a Compliance Plan Amendment for Environmental
Surcharge Recovery, Order, Case No. 2014-00252, (Ky. P.S.C., Mar. 6, 2015).



1 During the current review period, the Commission issued its Order in Case No. 2015-

2 00302.® In its application inthat case, EKPC requested to establish a regulatory asset

3 for the undepreciatedbalance of its William C. Dale GeneratingStation assets that were

4 being retired early. As part of the approval of the regulatory asset, the Commission

5 required EKPC to remove Project 5, Dale Low Nitrogen Oxide Burners, and Project

6 10, Dale Continuous Monitoring Equipment, from the environmental surcharge. The

7 removal of these two projects was reflected in EKPC's monthly surcharge report filed

8 on February 19, 2016 and all subsequent reports. The monthly environmental

9 surcharge reports, incorporated by reference in this case, show the capital costs for the

10 remaining projects.

11 • Base/Current Method

12 The surcharge mechanism, as shown in EKPC's Rate ES - Environmental Surcharge,

13 reflects the base/current method through the formula MESF = CESF - BESF.^ As

14 shown in Response 1 to the Staffs First Request, EKPC's BESF is 0%.

15 • Actual Emission Allowance Expense

16 EKPC included only actual sulfur dioxide ("SO2") and nitrogen oxide ("NOx")

17 emission allowance expense in the monthly filings.

18 • Return on Emission Allowance Inventory and Limestone Inventory

6 SeeIn theMatter ofApplication ofEast Kentucky Power Cooperative, Inc.for an Order Approvingthe Establishment
of a Regulatory Assetfor the Undepreciated Balance of the William C. Dale Generating Station, Order, Case No.
2015-00302,(Ky. P.S.C. Feb. 11,2016). Projects 5 and 10 were originallyapprovedas part of EKPC's environmental
compliance plan and eligible for surcharge recovery in Case No. 2008-00115.

MESF is the Monthly Environmental SurchargeFactor; CESF is the Current Environmental SurchargeFactor; and
BESF is the Base Environmental Surcharge Factor.



1 EKPC has included a return on all environmental surcharge assets, ineluding emission

2 allowanees purehased for eurrent and vintage years. This is addressed in Response 3

3 to the Staff s FirstRequest. EKPC hasalsoincluded a returnon its limestone inventory.

4 EKPC's emission allowance inventories for SO2 and NOx reflect operations under the

5 Cross-State Air Pollution Rules ("CSAPR") along with a eontinuation of the Acid Rain

6 program. There were no changes in the emission allowanee programsuntil January 1,

7 2015, when the CSAPR rules began for SO2, seasonal or ozone NOx, and annual NOx.

8 The previous SO2allowanee balanees and dollars continue forward into the future sinee

9 these are related to the Acid Rain program. The previous NOxallowanee balances and

10 dollars which were assoeiated with the previous Clean Air Interstate Rule for ozone

11 and annual NOx were eliminated. Under CSAPR, SO2 and NOx allowances are

12 awarded annually with no earry-forward of unused balances from prior programs or

13 rules. The allowances allocated to EKPC by the Environmental Proteetion Agency

14 imder CSAPR have a dollar value of$0, whieh is consistent with the valuation afforded

15 EPA allocated allowanees under prior programs.

16 EKPC's SO2 inventory as of the end of the review period reflects the allowances from

17 the Aeid Rain program. The NOxinventory as of the end ofthe review period has a $0

18 balanee as all the allowanees were issued under CSAPR.

19 • Return on Construction Work in Progress ("CWIP"), Net of Allowance for Funds

20 Used During Construction ^

21 As approved in Case No. 2008-00115, EKPC has included a return on CWIP during

22 the period under review.

23 • Rate of Return



1 Two rates of return were in effect during the periods under review. For the expense

2 months of December2015 through February 2016 the rate ofreturn was 6.063%,which

3 was approved by the Commission in Case No. 2014-00051.^ For the expense months

4 of March 2016 through May2016 the rate of return was 6.045%, which was approved

5 bythe Commission in Case No. 2015-00281.^ Ineach case, the Commission approved

6 EKPC's request to incorporate a Times Interest Earned Ratio ("TIER") of 1.50 in the

7 determination of the rate of return.

8 EKPC's rate of return on environmental compliance rate base is determined by

9 multiplying the weighted average debt cost for the debt issuances directly related to

10 projects in the approved compliance plan times a stated TIER. The rate of return on

11 the environmental compliance rate base is updated to reflect current average debt cost

12 at the conclusion of the six-month and two-year surcharge reviews.The use of debt

13 costs is based on the fact that all ofEKPC's environmental compliance investments are

14 financed with long-term debt." The use of a 1.50 TIER was first approved by the

15 Commission in Case No. 2011-00032.'̂ This rate-making methodology is different

®SeeIn theMatter ofan Examination bythePublicService Commission oftheEnvironmental Surcharge Mechanism
ofEast Kentucky Power Cooperative, Inc.for theSix-Month PeriodEndingDecember31, 2013 and the Pass-Through
Mechanismfor Its Sixteen Member Distribution Cooperatives, Order, Case No. 2014-00051, (Ky. P.S.C., Aug. 25,
2015).

®SeeIn theMatter ofan Examination bythePublicService Commission oftheEnvironmental Surcharge Mechanism
ofEast KentuckyPower Cooperative, Inc.for the Six-Month Billing Periods Ending June 30, 2014 and December 31,
2014, Two-Year Billing Period Ending June 30, 2015, and the Pass Through Mechanismfor Its Sixteen Member
Distribution Cooperatives, Case No. 2015-00281, Revised Responses to Commission Staffs First Request for
Information to East Kentucky Power Cooperative, Inc. dated August 31, 2015 filed April 5, 2016.

The determination of the rate of return was a provision in the settlement agreement filed in Case No. 2004-00321,
which the Commission approved in ordering paragraph 4 of the March 17, 2005 Order authorizing an environmental
surcharge for EKPC.

" Many of EKPC's environmental compliance investments are initially funded through existing general funds or
short-term debt; however, these forms of financing are later replaced by long-term debt.

See In the Matter ofAn Examination by the Public Service Commission ofthe Environmental Surcharge Mechanism
ofEast KentuckyPower Cooperative, Inc.for the Six-Month Billing Period Ending December 31, 2010; and the Pass-

1



1 from that employed by investor-owned utilities. The rate of return for the

2 environmental compliance rate base for investor-owned utilities reflects a weighted

3 average cost of capital approach. The weighted average cost of capital reflects the

4 blended interest rates for the investor-owned utility's long-term and short-term debt

5 and a return on the common equity. The weighted average cost of capital is then

6 "grossed up" for income taxes. Consequently, the rate ofreturn for the investor-owned

7 utilities is higher than the rate of return proposed by or authorized for EKPC.^^

8 When determining a reasonable TIER for the environmental surcharge rate of return,

9 consideration first must be given to the Debt Service Coverage Ratio ("DSC"), which

10 is EKPC's critical financial metric. This metric evaluates our ability to service

11 principal and interest payments and thus is more relevant to lenders than TIER, which

12 only considers interest payment. The two metrics can be related in that the margin

13 required to achieve an acceptable DSC implies a TIER level.

14 EKPC's target annual DSC range is set forth in Board Policy 203, which states, "The

15 Debt Service Coverage Ratio (DSC) is a financial measurement of EKPC's ability to

16 repay its long-term debt and is computed as depreciation plus interest on long-term debt

17 plus net margins divided by interest on long-term debt plus principal payments. EKPC

18 shall strive to maintain an average DSC of at least 1.15 - 1.35 for two of every three

Through Mechanismfor Its Sixteen Member Distribution Cooperatives, Order, Case No. 2011-00032, (Ky. P.S.C.,
Aug. 2, 2011). EKPC requested authority to use the 1.50 TIER as it was consistent with the TIER authorized by the
Commission in EKPC's last base rate case. Case No. 2010-00167. The Commission found the request reasonable and
approved the use of the 1.50 TIER.

See In the Matter ofElectronic Examination by the Public Service Commission of the Environmental Surcharge
Mechanism ofKentucky Utilities Companyfor the Six-Month Billing Period Ending April 30, 2016, Order, Case No.
2016-00214 (Ky. P.S.C., Oct. 25, 2016). Utilizing the weighted average cost of capital approach with a gross up for
income taxes, the Commission authorized a rate of return for the Kentucky Utilities Company of 10.54%.

8



1 successive years and not less than a DSC of 1.10 in any given year. DSC above 1.20

2 is prefeiTed."

3 Further, the credit rating agencies, Fitch Ratings ("Fitch") and Standard & Poor's

4 ("S&P"), bothprefer high DSC ratios to support our A- Stable credit ratings, which in

5 turn result in lower cost ofborrowings. In their report on EKPC last year. Fitch had set

6 a DSC of 1.25as a threshold which would support our upgrade to A-. The median DSC

7 for A- rated Generation and Transmission Cooperatives as of Fitch's June 13, 2016

8 Public Power Peer Studywas 1.43. S&P does not publish medians for ratingsbecause

9 their ratings are based on several factors. However, S&P has repeatedly praised

10 EKPC's DSC ratio being at or above 1.25 in their reports on EKPC which affirm our

11 A- rating. Moody's, who does not rate EKPC, targets a DSC of 1.2 - 1.4 for "A" rated

12 companies.

13 Based on the Board Policy and Rating Agency input, EKPC management targets a DSC

14 ratio of 1.30 each year. This target recognizes that the DSC will vary eaeh year as its

15 components vary (for example, mild weather would result in lower margin and a lower

16 DSC) and thus allows for some decline without crossing the 1.25 threshold discussed

17 above. An aetual DSC below this level, and forecasted to remain low, would be a

18 primary indicator of the need for a base rate increase.

19 For the year ended December 31, 2015, EKPC's DSC was 1.26. The components and

20 the corresponding margins and implied TIER are:



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

1. Depreciation $95,163,880
2. Interest Expense $113,258,537
3. Net Margins $49,289,615
4 Principal Payments $90,648,813
DSC Ratio (1 + 2 + 3)7(2 + 4) 1.26

To achieve a DSC of 1.30, margins would
have needed to be $56,700,000

Implied TIER corresponding to DSC of
1.30 ((Interest + Margins) / Interest) 1.50

relationship between DSC and TIER is not locked in but should be recalculated. That

is, a DSC of 1.30 will not always imply a TIER of 1.50. Because DSC is the critical

metric, but not the only metric, for credit evaluation andfinancial performance, EKPC

will strive to maintain the DSCneartarget and adjust the TIERaccordingly overtime.

Based upon the foregoing, EKPC proposes no change to the TIER component of the

rate of return in this proceeding. EKPC is proposing a rate of return of 6.059% in this

proceeding, as shown in Response 5 to the Staffs First Request. EKPC's proposed

rate of return is consistent with the Settlement Agreement approved in CaseNo. 2004-

00321, which provided that the rate of return on compliance-related capital

expenditures would be updated to reflect current average debt cost as ofthe end ofeach

six-month review period. The Commission clarified in its March 21, 2014 Order in

Case No. 2013-00324 that the expense month should constitute the end of an

environmental surcharge review period.

Operation and Maintenance ("O&M") Expenses

EKPC has continued to use a 12-month rolling average for O&M expenses associated

with the compliance plan projects. For those instances where the change in the level

of O&M expenses exceeded 10 percent, EKPC has provided an explanation. These

explanations are provided in Response 4 to the Staffs First Request.

10



1 Q. Were the environmental-related amounts included in the monthly surcharge

2 calculation based on booked costs?

3 A. Yes. EKPC continues to use the amounts booked for the various cost categories included

4 in the surcharge calculation and these costs were actual costs and incurred in a prudent

5 manner.

6 Q. Did EKPC incur any over- or under-recoveries during the period under review?

7 A. Yes. However, as shownin Response 1to the Staffs First Request, EKPC appliedits May

8 2016 under-recovery to the June 2016 expensemonth, which was billed in July 2016. Thus,

9 from the normal operation of the surcharge mechanism, no adjustment is needed in this

10 proceeding to collect any under-recovery from the Member Cooperatives.

11 As EKPC discussed in its revised responses to the Commission Staffs First Request for

12 Information in Case No. 2015-00281, EKPC identified an error in certain O&M expenses

13 reported in the monthly filings which does require correction. During a review ofthe O&M

14 expenses included in the February 2016 environmental surcharge filing, EKPC became

15 aware that there were errors in the amounts that had been reported in the previous month's

16 surcharge filing. EKPC determined it was reasonable to review O&M expenses allowable

17 for inclusion in the environmental surcharge for the expense months corresponding to

18 revenues billed during 2015. This review revealed similar errors occurred in reported

19 O&M expenses beginning with the December 2014 expense month and continuing through

20 the February 2016 expense month.

21 Q. Has EKPC determined the reason(s) for these errors?

22 A. EKPC has determined that simple human error in retrieving information was the reason

23 these errors occurred. As a result, EKPC personnel have examined the processes for

24 compiling surcharge eligible O&M expenses and have standardized and finalized the

11



1 criteria for the queries to recognize the necessaiy operating unit, department, budget,

2 and project identifiers. EKPC believes these actions will improve the process and ensure

3 the completeness and accuracy of the surcharge eligible O&Mexpenses.

4 Q. You stated these errors were originally noted in Case No. 2015-00281. How were

5 these errors addressed by the Commission in the final Order in that case?

6 A. In its April 8, 2016 final Order, the Commission authorized EKPC to collect an under-

7 recovery of $391,155 over the first two billing months following the date of that Order.

8 Thisunder-recovery reflected the effects of the identified errorsthrough the end of the May

9 2015 expense month.

10 Q. How were these errors addressed in the next surcharge review case?

11 A. InCase No. 2016-00144,''̂ EKPC determined that it had experienced anunder-recovery of

12 $249,182. In its September 9, 2016 final Order, the Commission found EKPC's

13 determination of the under-recovery to be reasonable and authorized the collection of this

14 under-recovery over the first two billing months following the date of that Order. The

15 under-recovery reflected the effects of the identified errors through the end of the

16 November 2015 expense month.

17 Q. What is the amount of the adjustment EKPC proposes to make in this proceeding to

18 correct the noted errors?

19 A. Reflecting the Commission's decision in Case No. 2015-00281 and as shown in the

20 response to Request 1, for the review period ending May 31, 2016, EKPC has determined

21 it experienced a net over-recovery of $343,125.

See In the Matter ofan Examination by the Public Service Commissionofthe Environmental Surcharge Mechanism
ofEast Kentucky Power Cooperative, Inc.for the Six-MonthBilling Period Ending December 31, 2015 and the Pass
Through Mechanismfor Its Sixteen Member Distribution Cooperatives, Order, Case No. 2016-00144, (Ky. P.S.C.,
Sep. 9,2016).
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1 As discussed previously, EKPC determined that these errors impacted the expense months

2 ofDecember 2014 through February 2016. The Commission's decision in Case No. 2015-

3 00281 addressed the net under-recovery covering the expense months of December 2014

4 through May 2015. The net under-recovery determined in Case No. 2016-00144 covered

5 the expensemonthsof June throughNovember2015. The remaining effect of these errors

6 covering the expense months of December 2015 through Febmary 2016 are being

7 addressed in this surcharge review proceeding.

8 Q. How did EKPC deal with the remaining months in the 12-month average 0«&M

9 schedule reported on ES Form 2.4 impacted by the identifled errors in O&M expenses

10 for the expense month filings after the February 2016 expense month?

11 A. EKPC described the actions it took to address this issue in my direct testimony in Case No.

12 2016-00144. As I stated in my previous direct testimony, EKPC's surcharge mechanism

13 utilizes a 12-month average of O&M expenses. Absent correction, errors existing in the

14 current expense month would continue to impact the monthly surcharge calculations for

15 the following 11 months.'̂ Without a correction to the O&M expenses reported on ES

16 Form 2.4, the effects of the errors identified in the June 2015 through February 2016

17 expense months would impact monthly surcharge calculations through January 2017.

18 Therefore, beginning with the March 2016 expense month, EKPC included the corrected

19 O&M expense totals on ES Form 2.4, which resolved the errors in subsequent months.'^

20 No further corrections were required to address this issue.

Errors in the O&M expenses reported on ES Form 2.4 impact the determination of the average monthly O&M
expense included in the surcharge calculations and the determination of the cash working capital component of the
environmental surcharge compliance rate base.

EKPC included and noted this correction to ES Form 2.4 in the March 2016 expense month surcharge filing, which
was submitted to the Commission on April 20, 2016.
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1 Q. How does EKPC propose to handle the net over-recovery in its surcharge

2 mechanism?

3 A. EKPC would like to return the net over-recovery in a timely manner, but believes it needs

4 to balance this desire by considering the impact the net over-recovery would have on its

5 MemberCooperatives and their customers. Therefore, EKPCproposesto includethe total

6 net over-recovery of $343,125 as an adjustment on Line 11 ofES Form 1.1 in the first two

7 months after the Commission's Order in this proceeding, with the adjustment for the first

8 monthbeing$171,562 and the adjustment for the second monthbeing$171,563.

9 Q. Previous Commission Orders also required EKPC's Member Cooperatives to

10 incorporate certain provisions into the calculation of the monthly pass-through

11 factors. Please comment on how the Member Cooperatives have addressed the most

12 significant aspects of these Orders during the periods under review.

13 A. Under the pass-through mechanism the environmental surcharge factors computed for

14 retail customers were billed by EKPC's Member Cooperatives at approximately the same

15 time as EKPC billed the Member Cooperatives at wholesale. The calculation of the

16 monthly factors for each Member Cooperative was provided in the monthly reports filed

17 with the Commission. EKPC and the Member Cooperatives adhered to these and all other

18 requirements and provisions of the Commission's Orders for the periods under review.

19 Q. Did the Member Cooperatives incur any over- or under-recoveries during the review

20 period?

21 A. Yes. The over- or under-recovery amounts for each Member Cooperative are shown in

22 Response 2 to the Staffs First Request. The determination of the over- or under-recovery

23 amounts has been prepared utilizing the revised methodology approved by the Commission

24 in Case No. 2015-00281.
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1 Q. How will theMember Cooperatives reflect recovery ofthese over- or under-recovery

2 amounts?

3 A. Asapproved in the Commission's November 5, 2010 Order in Case No. 2010-00021,^"' the

4 MemberCooperatives proposethat the over-or under-recovery amounts be amortized over

5 a period of six months beginning in the first month after the Commission's Order in this

6 proceeding.

7 Q. Has EKPC updated the rate of return to be used prospectively?

8 A. Yes. As previouslydiscussed, EKPC proposes an updatedrate of return of 6.059%. This

9 updated rate of return reflects an average debt cost as of May 31, 2016 of 4.039% and a

10 TIER of 1.50. The determination of the average debt cost as of May 31, 2016 is shown in

11 Response 5 to the Staffs First Request. EKPC notes that its weighted average debt cost in

12 the four previous cases and as reported in this case are relatively constant, fluctuating no

13 more than 0.30% between cases. While this is due in part to a favorable interest rate

14 environment, EKPC's ability to build equity is also a major contributor to this trend.

15 Q. When does EKPC propose to apply the updated rate of return in its surcharge

16 calculations?

17 A. EKPC proposes to use the updated rate of return in the surcharge calculations in the first

18 month following the Commission's final Order in this proceeding.

19 Q. Does EKPC have a request concerning the timing of the issuance of the final Order

20 in this surcharge review proceeding?

SeeIn the Matter ofan Examinationbythe Public Service Commission of the EnvironmentalSurcharge Mechanism
ofEast Kentucky Power Cooperative, Inc.for the Six-Month BillingPeriod Ending December31, 2009 and the Pass-
Through Mechanism for Its Sixteen Member Distribution Cooperatives, Order, Case No. 2010-00021, (Ky. P.S.C.,
Nov. 5,2010).
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1 A. Yes. EKPC is requesting that the Commission issue its final Order in this case either within

2 the first 10 days of the month or after the day of the month. This is due to the

3 processing procedure for the monthly surcharge factor filing and the critical processing

4 period betweenthe if' and 20"' of the month.

5 Q. In its October 12, 2016 Order the Commission directed that EKPC file prepared

6 testimony explaining: a) whether it has considered hilling its environmental costs as

7 a direct amount based on the monthly wholesale sales to each Member Cooperative

8 or, otherwise, why it has not been considered; b) whether the direct billing of its

9 monthly environmental costs would eliminate the current over-/under-recovery

10 amounts that occur from billing environmental costs based on a factor to its Member

11 Cooperatives; and c) whether billing a direct amount for its environmental costs

12 would result in more timely recovery of EKPC's environmental costs. Would you

13 address the first question concerning billing the environmental costs as a direct

14 amount?

15 A. Yes. EKPC understands the suggestion ofa "direct amount" to mean that after determining

16 its total monthly environmental costs the total is then assigned to the Member Cooperatives

17 based on the monthly wholesale sales. The assignment is based on the percentage the

18 monthly wholesale sales to an individual Member Cooperative represents of the total

19 monthly wholesale sales. A rate is not determined and applied to the wholesale sales

20 billing. There is no recognition of the customer mix (residential, commercial, industrial)

21 or the load characteristics of eachMember Cooperative.'^

Each of the 16 Member Cooperatives has its own unique mix of residential, commercial, and industrial customers.
In addition, the load characteristics of the customers and how those customers react or respond to weather and
economic conditions vary between the Member Cooperatives. A cost allocation methodology like the direct amount
approach which is based on the relative position of one Member Cooperative's monthly wholesale sales to the total
monthly wholesale sales lessens the recognition of the unique customer characteristics of the 16 Member
Cooperatives.
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1 To my knowledge EKPC has never considered billing its environmental costs as a direct

2 amount based on the monthly wholesale sales to each Member Cooperative. As to why

3 this approach has never beenconsidered, I would suggest that neither the language of the

4 environmental surcharge statute nor the history of the environmental surcharge would

5 support such an approach. Although I am not an attorney, the plain and ordinary meaning

6 of the words used in KRS 278.183 suggest that a rate mechanism, and not a direct amount

7 billing concept, are what the General Assembly had in mind when establishing the

8 environmental surcharge. The first sentence of KRS 278.183(2) states "Recovery of costs

9 pursuant to subsection (1) ofthis section that are not already included in existing rates shall

10 he, by environmental surcharge to existing rates imposed as a positive or negative

11 adjustment to customer bills in the second month following the month in which costs are

12 incurred." (emphasis added) It is my understanding that the phrase "surcharge to existing

13 rates" requires a rate mechanism rather than the direct billing of an amount. The use of a

14 rate mechanism will assign costs based on the characteristics of the customer rather than

15 the relative position of the Member Cooperative under the direct amount approach.

16 Further, as stated in KRS 278.183(2), within six months of the submittal of a compliance

17 plan the Commission shall conduct a hearing to "(a) [c]onsider and approve the plan and

18 rate surcharge if the commission finds the plan and rate surcharge reasonable and cost-

19 effective for compliance with the applicable environmental requirements set forth in

20 subsection (1) of this section." (emphasis added) The statute seems to require a rate

21 mechanism rather than the direct billing of an amount.
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1 In addition, it should also benoted that none of the utilities seeking Commission approval

2 for an environmental surcharge have ever proposed the direct billing of the surcharge

3 amount, but instead all requested a rate mechanism.

4 Further, as the Commission has stated, the environmental surcharge statute was modeled

5 after the Commission's fuel adjustment clause ("FAC") regulation.^" The FAC has been

6 in operation for over 30 years and it utilizes a rate mechanism rather than the direct billing

7 of any differences between the actual fuel costs incurred for a period and the level of fuel

8 costs incorporated into base rates. Finally, over the course of my more than thirty (30)

9 years of professional experience in the fields of utility regulation and rate design, I know

10 that surcharges are normally billed to customers utilizing rate mechanisms rather than as

11 an amount being directly billed. For example, the investor-owned utilities have been

12 approved to utilize rate mechanisms for various other surcharges including Demand Side

13 Management, Home Energy Assistance, and Accelerated Main Replacement programs. I

14 am unaware of any electric utility surcharge in effect in Kentucky that relies upon a direct

15 billing methodology.

See In the Matter of the Application ofKentucky Utilities Company to Assess a Surcharge Under KRS 278.183 to
Recover Costs of Compliance with Environmental Requirements for Coal Combustion Wastes and By-Products,
Order, Case No. 1993-00465, (Ky. P.S.C. Jul. 19, 1994); See In the Matter ofApplication of Big Rivers Electric
Corporation to Assess a Surcharge Under KRS 278.183 to Recover Costs of Compliance with Environmental
Requirements ofthe Clean Air Act, Order, Case No. 1994-00032, (Ky. P.S.C. Aug. 31, 1994);See In the Matter ofthe
Application of Louisville Gas and Electric Companyfor Approval of Compliance Plan and to Assess a Surcharge
Pursuant to KRS 278.183 to Recover Costs ofCompliance with Environmental Requirements for Coal Combustion
Wastes and By-Products, Order, Case No. 1994-00332, (Ky. P.S.C. Apr. 6, 1995);See In the Matter ofApplication of
Kentucky Power Company d/b/a American Electric Power to Assess a Surcharge Under KRS 278.183 to Recover
Costs ofCompliance with the Clean AirAct and ThoseEnvironmental Requirements Which Applyto Coal Combustion
Waste and By-Products, Order, Case No. 1996-00489, (Ky. P.S.C. May 27, 1997); See In the Matter ofApplication
of East Kentucky Power Cooperative, Inc. for Approval of an Environmental Compliance Plan and Authority to
Implement an Environmental Surcharge, Order, Case No. 2004-00321, (Ky. P.S.C. Mar. 17, 2005); and See In the
Matter of the Application ofBig Rivers Electric Corporationfor Approval ofEnvironmental Compliance Plan and
Environmental Surcharge Tariff, Order, Case No. 2007-00460, (Ky. P.S.C. Jun. 25, 2008).

See Case No. 2014-00051, Order at 8, Note 16 (Ky. P.S.C. Aug. 25, 2015).
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1 Q. Would you now address the second question concerning whether the billing of

2 EKPC's environmental costs as a direct amount would eliminate the current over-

3 /under-recovery amounts resulting from utilizing a surcharge factor?

4 A. Yes. The current over-/under-recovery occurring from billing the environmental costs

5 using a factorprimarilyreflectsa timing difference. EKPC's surcharge factor is calculated

6 by dividing the monthly environmental costs incurred by EKPC by the 12-month average

7 Member Cooperatives' revenues. Since the 12-month average Member Cooperatives'

8 revenues used to calculate the surcharge factor will not match the Member Cooperatives'

9 revenues for the specific invoice billing period the surcharge factor is applied to, an over-

10 or under-recovery will exist. As I understand the suggestion of billing a direct amount,

11 that approach would eliminate the over-/under-recovery as currently experienced. This is

12 due to the fact that under the direct billed approach the environmental costs are assigned

13 based on the relative position of the Member Cooperative's monthly wholesale sales to the

14 total wholesale sales for the month, rather than applying a surcharge factor based on

15 average revenues.

16 However, 1 have eoneerns about following a direct billed approach to assign EKPC's

17 environmental costs to its Member Cooperatives. As I have already stated, I believe the

18 surcharge statute indicates a rate mechanism should be utilized. But 1 also do not believe

19 the direct bill approach represents a reasonable methodology to assign environmental costs

20 from a cost-of-service basis. The reference to "monthly wholesale sales" sounds simple

21 and straightforward. But it is unclear whether these sales are referring to kW demand sales,

22 kWh energy sales, demand revenues, energy revenues, or a combination ofthe demand and

23 energy revenues. EKPC's environmental costs reflect both demand related and energy

24 related costs and the cost assignment approach should recognize and reflect this fact. In
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1 addition, as I have previously stated, the direct billed approach does not reflect the unique

2 customer mix or load characteristics of the 16 Member Cooperatives. The methodology

3 utilized to assign EKPC's environmental costs must be fair, just, and reasonable. As I

4 understand the suggested direct bill approach, theapparent simplicity of theapproach fails

5 to recognize basiccost-of-service rate design concepts and would result in the assignment

6 of EKPC's environmental costs in a marmer that is not fair, just, or reasonable.

7 Finally, I believe that billing EKPC's environmental costs as a direct amount based on the

8 monthly wholesale sales to each Member Cooperative would still result in some over-

9 /under-recoveries. Thewholesale sales to the Member Cooperatives significantly fluctuate

10 from month to month. Basing the environmental cost assignment on the relative position

11 of a Member Cooperative's wholesale sales to the total monthly wholesale sales would

12 result in bill volatility. As I discuss elsewhere in my testimony, bill volatility is a serious

13 concern of the Member Cooperatives. I can think of no modification to the direct bill

14 approach, for example averaging or levelizing the cost assignment, that could lessen the

15 volatility without creating a new over-/under-recovery situation.

16 Q. Would you address the third question concerning whether billing a direct amount for

17 EKPC's environmental costs would result in more timely recovery of those

18 environmental costs?

19 A. Yes. Billing a direct amount for EKPC's environmental costs would not result in more

20 timely recovery of those environmentalcosts. Under the current surchargefactor approach,

21 the environmental costs incurred in a specific expense month are billed to the Member

22 Cooperatives in the following month. Billing a direct amount for those costs could not

23 occur any sooner.
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1 Concerning the over-/under-recovery of EKPC's environmental costs, this recovery is

2 included in the surcharge factor calculations in the month following the original billing of

3 the environmental costs. As I have previously discussed, a direct billing approach would

4 likely eliminate the over-/under-recovery currently experienced when utilizing a surcharge

5 factor. Thus, if the over-Zunder-recovery currently experienced were eliminated, those

6 recoveries in effeet would be refunded or collected sooner under the direct billing

7 approach.

8 However, 1should point out that the majority of EKPC's monthly environmental costs are

9 the actual costs and not the monthlyover-Zunder-recovery. So for the majorityof EKPC's

10 monthly environmental costs, the direct billing approach would not result in more timely

11 recovery of those costs. As I have already discussed, due to the significant fluctuations in

12 themonthlywholesale salesto the MemberCooperatives, the directbillingapproachwould

13 introduce another form of bill volatility for the Member Cooperatives. When considering

14 alternatives like the direct billing approach, I believe EKPC has to take into consideration

15 the impacts on its Member Cooperatives as well as itself. While I have not modeled the

16 effects, I do not believe the slightly improved collection or refund of EKPC's over-Zunder-

17 recoveries using the direct billing approach is a reasonable trade-off for the introduction of

18 another form of bill volatility for the Member Cooperatives.

19 Q. As a final topic for your testimony, does EKPC propose any changes to its surcharge

20 mechanism?

21 A. Yes, EKPC would like to suggest a possible solution to address the eontinued volatility

22 coneems its Member Cooperatives have had with the EKPC surcharge factor. EKPC

23 would like to make a diseussion of this solution part of the November 9, 2016 informal

24 conference scheduled in this proceeding.
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1 Q. Would you describe the volatility in EKPC's surcharge factor that has caused the

2 Member Cooperatives' concerns?

3 A. EKPC's surcharge factor reflects the net monthly revenue requirement divided by the

4 average 12-month Member Cooperative system revenues. The net monthly revenue

5 requirement in turn is composed of two parts: themonthly surcharge revenue requirement

6 and a true-up adjustment. The true-up adjustment allows for the collection or refunding of

7 the wholesale monthly over-or under-recovery of the surcharge from the previous month.

8 The monthly surcharge revenue requirement has remained relatively stable over the past

9 few years. However, the true-up adjustment has fluctuated, sometimes significantly over

10 the sametime period. The resulthas been EKPC monthlyenvironmental surcharge factors

11 which can move several percentage points from month to month. This volatility is also

12 reflected in the corresponding monthly pass-through surcharge factors for the Member

13 Cooperatives.

14 Q. Would you provide some background concerning the Member Cooperatives'

15 volatility concerns?

16 A. The Member Cooperatives have expressed concerns about the volatility of EKPC's

17 surcharge factor for several years. Since 2014 EKPC and the Member Cooperatives have

18 been involved in discussions trying to develop a resolution of these concerns. EKPC also

19 made the Commission and its Staff aware there were volatility issues during the course of

20 two previous surcharge review proceedings. '̂ The primary focus during those review cases

21 was on the volatility the Member Cooperatives experienced from the methodology

22 followed in the six-month review cases to determine the over- or under-recovery of the

21 See Case No. 2014-00051, Scott Supplemental Testimony filed June 30, 2014 and Case No. 2015-00281, Scott
Supplemental Testimony filed January 28, 2016.
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1 Member Cooperatives' surcharge pass-through. EKPC and its Member Cooperatives

2 appreciated thewillingness of the Commission andits Staffto consider andadopt a change

3 in methodology which resolved that particular volatility issue. However, there still

4 remainedthe issue of the volatility in EKPC's surcharge factor that is billed to the Member

5 Cooperatives. EKPC and its Member Cooperatives have explored several alternative

6 approaches to try and lessen the surcharge factor volatility and modeled alternatives which

7 appeared to provide a reasonable solution.

8 Q. Would you describe the approach that EKPC and its Member Cooperatives have

9 determined to he a reasonable solution?

10 A. EKPC and its Member Cooperatives have concluded that a "flat rate" approach would

11 better address the volatility concerns. Under the flat rate approach, EKPC's surcharge

12 factor would be established at the begirming of a year and remain unchanged until the

13 following year. The flat rate approach continues the use of the percentage of revenue

14 methodology in the billing of EKPC's environmental surcharge. EKPC's surcharge factor

15 would be calculated by dividing the budgeted surcharge revenue requirement, adjusted for

16 the previous year' s annual net surcharge over- or under-recovery, by the budgeted revenues

17 subject to the surcharge for the same year. The budgeted surcharge revenue requirement

18 would reflect only those projects that have been approved by the Commission as part of

19 EKPCs environmental compliance plan. The flat rate surcharge factor would be calculated

20 in conjunction with the filing of EKPC's January expense month filing and EKPC would

21 submit the calculations along with that monthly filing. During the applicable periodic

22 environmental surcharge review case, the Commission would be able to review the

23 determination of the flat rate surcharge factor.

23



1 Each month EKPC would calculate the actual surcharge revenue requirement in order to

2 determine the monthly over- or under-recovery, which would be stated as a net amount at

3 theendof the year. This monthly calculation of the surcharge revenue requirement would

4 be filed with the Commission along with the Member Cooperatives' pass-through

5 surcharge factor as is done currently. If new environmental compliance projects were

6 authorized for surcharge recovery during the year or utility plant associated with existing

7 compliance projects were retired during the year, these adjustments would be reflected in

8 the monthly determination of the actual surcharge revenue requirement and the monthly

9 over- or under-recovery. There would be no adjustment of the flat rate surcharge factor

10 whennew compliance projects were included or utilityplant retired. The new compliance

11 projectsor plant retirements would be reflected in the flat rate determined in the next year.

12 Q. Would there be any changes in the way the Member Cooperatives' pass-through

13 surcharge factor is determined?

14 A. No. The Member Cooperatives' monthly pass-through surcharge factor would be

15 calculated in the same way as it is currently. The only change would be that the calculation

16 of the pass-through surcharge factors would reflect a constant EKPC surcharge factor,

17 rather than one that fluctuated from month to month.

18 Q. Would you explain how EKPC would handle the annual net over- or under-recovery

19 under the flat rate approach?

20 A. During the year EKPC would calculate the monthly over- or under- recovery of its

21 surcharge. The over- or under-recovery would reflect the difference between the actual

22 monthly revenue requirement and the dollars billed using the flat rate approach. At the end

23 of the year EKPC would determine the annual net over- or under-recovery of its
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1 environmental surcharge. This amount would then be included in the determination of the

2 flat rate surcharge factor applicable in the following year.

3 Q. Would the adoption of the flat rate approach require any changes to EKPC's Rate

4 ES - Environmental Surcharge tariff?

5 A. Yes, the Rate EStariffwould need the following modifications;

6 • The definition of CESF, the Current Environmental Surcharge Factor, would need to

7 be changed to reflect the use of the flat rate approach, stating the factor is determined

8 based on budgeted surcharge revenue requirement, adjusted for the previous year's

9 annual net over- or under- recovery amount, divided by the budgeted revenues subject

10 to the surcharge for the same year.

11 • The definition of E(m) would need to be changed to reflect that the calculation is done

12 monthly to determine the monthly over- or under-recovery ofthe surcharge, rather than

13 being the basis for the monthly surcharge factor. In addition, the one-month true-up

14 adjustment included in over- or under-recovery portion of the formula would need to

15 be removed.

16 • References in the tariff to the calculation of a current monthly surcharge factor would

17 need to be deleted. This revision is needed because it will not be necessary to calculate

18 a current surcharge factor. The over- or under-recovery calculation will compare billed

19 surcharge revenues with the actual surcharge revenue requirement.

20 Q. Are changes to the Environmental Surcharge tariff sheets for each of the Member

21 Cooperatives required?

22 A. The adoption of the flat rate approach will require no changes to the Member Cooperative

23 tariffs as the determination of the pass-through surcharge factor is unchanged.
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1 Q. Does this conclude your testimony?

2 A. Yes it does.
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JUNE 3, 2016 AND THE PASS THROUGH
MECHANISM FOR ITS SIXTEEN MEMBER

DISTRIBUTION COOPERATIVES

STATE OF KENTUCKY )

)
COUNTY OF CLARK )

CERTIFICATE

CASE NO.

2016-00335

Thomas J. Stachnik, beingduly sworn, statesthat he has supervised the preparation of the

responses of East Kentucky Power Cooperative, Inc. to the Public Service Commission Staffs

Requests for Information contained in Appendix B in the above-referenced case dated October

12, 2016, and that the matters and things set forth therein are true and accurate to the best ofhis

knowledge, information and belief, formed after reasonable inquiry.

Subscribed and sworn before me on this _l day of November, 2016

GWYN M. WILLOUGHBY
Notary Public r
State at Large

Kentucky '
My Commission Expires Nov 30, 2017

iUi
tary Public ^
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EAST KENTUCKY POWER COOPERATIVE, INC.

PSC CASE NO. 2016-00335

ENVIRONMENTAL SURCHARGE MECHANISM

RESPONSE TO INFORMATION REQUEST

COMMISSION STAFF'S FIRST REQUEST FOR INFORMATION DATED 10/12/16

REQUEST 1

RESPONSIBLE PARTY: Isaac S. Scott

Request 1. This question is addressed to EKPC. Prepare a summary schedule

showing the calculation of E(m) and the surcharge factor for the expense months covered by the

applicable hilling periods. Form 1.1 can be used as a model for this summary. Include the

expense months for the two expense months subsequent to the hilling period in order to show the

over- and under-recovery adjustments for the months included for the billing period. Include a

calculation of any additional over- or under-recovery amount EKPC believes needs to he

recognized for the six-month review. Provide the schedule and all supporting calculations and

documentation in Excel spreadsheet format with all cells and formulas intact and unprotected.

Response 1. Please see pages 3 through 5 of this response and the Request 1 files

included on the attached CD. Page 3 of 5 shows the calculation of E(m) as originally filed. Page

4 of 5 shows the calculation of a corrected E(m). Page 5 of 5 shows a summary spreadsheet

showing the total proposed adjustment for the periods under review. The Request 1 files
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included on the attached CD contain the Excel spreadsheet format with formulas intact and

unprotected and all rows and columns fully accessible for these pages as well as all supporting

calculation spreadsheets.

As discussed in Mr. Scott's direct testimony, EKPC is proposing a net

over-recovery adjustment of $343,125 to be reflected in the first two month's surcharge filings

after the Commission's decision in this review.



East Kentucky Power Cooperative, Inc. Environmental Surcharge Report
Calculation of Current Month Environmental Surcharge Factor (CESF)

and (Over)/Under Recovery Calculation (AS FILED)

Line Description 1 Nov-15 Dec-15 Jan-16 Feb-16 Mar-16 Apr-16 May-16 Jun-16 Jul-16

1 E(m) = RORB + OE - BAS

2 Rate Base $724,825,062 $722,218,051 $720,138,372 $719,979,541 $716,963,938 $714,290,748 $711,623,240 $709,086,364 $706,390,759

3 Rate Base /12 $60,402,088 $60,184,838 $60,011,531 $59,998,295 $59,746,995 $59,524,229 $59,301,937 $59,090,530 $58,865,897

4 Rate of Return = 6.063% 6.063% 6.063% 6.063% 6.045% 6.045% 6.045% 6.045% 6.045%

5 Return on Rate Base (RORB) + $3,662,179 $3,649,007 $3,638,499 $3,637,697 $3,611,706 $3,598,240 $3,584,802 $3,572,023 $3,558,443

6 Operating Expenses (OE) + $5,303,735 $6,187,310 $5,754,902 $5,927,220 $5,793,144 $5,882,313 $5,932,565 $6,289,208 $6,035,091

7 By-Product and Emission Allowance Sales (BAS)
-

$0 $0 $0 $0 $0 $0 $0 $0 $0

8 Sub-Total E(m) $8,965,913 $9,836,317 $9,393,401 $9,564,917 $9,404,849 $9,480,552 $9,517,367 $9,861,231 $9,593,534

8a Prior Periods Adjustments

9 Member System Allocation Ratio for the Month
(Form 3.0)

98.19% 98.19% 98.27% 98.74% 98.84% 98.87% 99.00% 98.93% 99.17%

10 Subtotal E(m) = Subtotal E(m) x Member System
Allocation Ratio

$8,803,630 $9,658,279 $9,230,895 $9,444,399 $9,295,753 $9,373,422 $9,422,194 $9,755,716 $9,513,908

11 Adjustment for (Over)/Under Recovery,
as applicable

$0 $0 $0 $0 $195,578 $195,577 $0 $0 $0

12a E(m) = Subtotal E(m) plus (Over)/Under Recovery $8,803,630 $9,658,279 $9,230,895 $9,444,399 $9,491,331 $9,568,999 $9,422,194 $9,755,716 $9,513,908

12b 1-month true up adjustment $2,650,791 $1,376,076 $317,747 ($3,061,786) ($1,280,759) $555,185 $1,518,492 $1,505,440 ($12,960)

12c E(m)= Ln 12a + Ln 12 b $11,454,421 $11,034,355 $9,548,642 $6,382,613 $8,210,572 $10,124,184 $10,940,686 $11,261,156 $9,500,948

13 R(m) = Average Monthly Wholesale
Revenue for the 12 Months Ending with the
Current Expense Month (Form 3.0)

$60,910,915 $59,971,069 $59,673,859 $58,440,811 $57,434,137 $57,564,157 $57,621,256 $57,451,580 $57,572,249

14 CESF: Line 12 c/Line 13

E(m) / R(m); as a % of Revenue
18.81% 18.40% 16.00% 10.92% 14.30% 17.59% 18.99% 19.60% 16.50%

15 BESF 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%

16 MESF 18.81% 18.40% 16.00% 10.92% 14.30% 17.59% 18.99% 19.60% 16.50%

17 Authorized Recovery Amount: Line 13 x Line 16 $11,454,421 $11,034,355 $9,548,642 $6,382,613 $8,210,572 $10,124,184 $10,940,686 $11,261,156 $9,500,948

18 Environmental Surcharge Revenues Billed $10,099,527 $11,136,674 $14,096,141 $10,829,401 $5,827,428 $6,692,080 $8,618,744 $10,953,646 $12,698,928

19 Monthly (Over)/Under = Previous Month Line 17
Minus Current Month Line 18

$1,376,076 $317,747 ($3,061,786) ($1,280,759) $555,185 $1,518,492 $1,505,440 ($12,960) ($1,437,772)
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East Kentucky Power Cooperative, Inc. Environmental Surcharge Report
Calculation of Current Month Environmental Surcharge Factor (CESF)

and (Over)/Under Recovery Calculation (CORRECTED 05-16)

Line Description 1 Nov-15 Dec-15 Jan-16 Feb-16 Mar-16 Apr-16 May-16 Jun-16 Jul-16
1 E(m) = RORB + OE - BAS

2 Rate Base $724,568,381 $721,742,520 $720,077,605 $719,774,971 $716,963,938 $714,290,748 $711,623,240 $709,086,364 $706,390,759

3 Rate Base /12 $60,380,698 $60,145,210 $60,006,467 $59,981,248 $59,746,995 $59,524,229 $59,301,937 $59,090,530 $58,865,897

4 Rate of Return = 6.063% 6.063% 6.063% 6.063% 6.045% 6.045% 6.045% 6.045% 6.045%

5 Return on Rate Base (RORB) + $3,660,882 $3,646,604 $3,638,192 $3,636,663 $3,611,706 $3,598,240 $3,584,802 $3,572,023 $3,558,443

6 Operating Expenses (OE) + $5,132,615 $5,870,289 $5,714,390 $5,790,840 $5,793,144 $5,882,313 $5,932,565 $6,289,208 $6,035,091

7 By-Product and Emission Allowance Sales (BAS)
-

$0 $0 $0 $0 $0 $0 $0 $0 $0

8 Sub-Total E(m) $8,793,496 $9,516,893 $9,352,582 $9,427,503 $9,404,849 $9,480,552 $9,517,367 $9,861,231 $9,593,534

8a Prior Periods Adjustments

9 Member System Allocation Ratio for the Month
(Form 3.0)

98.19% 98.19% 98.27% 98.74% 98.84% 98.87% 99.00% 98.93% 99.17%

10 Subtotal E(m) = Subtotal E(m) x Member System
Allocation Ratio

$8,634,334 $9,344,637 $9,190,782 $9,308,717 $9,295,753 $9,373,422 $9,422,194 $9,755,716 $9,513,908

11 Adjustment for (Over)/Under Recovery,
as applicable

$0 $0 $0 $0 $195,578 $195,577 $0 $0 $0

12a E(m) = Subtotal E(m) plus (Over)/Under Recovery $8,634,334 $9,344,637 $9,190,782 $9,308,717 $9,491,331 $9,568,999 $9,422,194 $9,755,716 $9,513,908

12b 1-month true up adjustment $2,671,696 $1,394,829 $339,611 ($2,956,090) ($1,280,759) $555,185 $1,518,492 $1,505,440 ($12,960)

12c E(m)= Ln 12a + Ln 12 b $11,306,030 $10,739,466 $9,530,393 $6,352,627 $8,210,572 $10,124,184 $10,940,686 $11,261,156 $9,500,948

13 R(m) = Average Monthly Wholesale
Revenue for the 12 Months Ending with the
Current Expense Month (Form 3.0)

$60,910,915 $59,971,069 $59,673,859 $58,440,811 $57,434,137 $57,564,157 $57,621,256 $57,451,580 $57,572,249

14 CESF: Line 12 c/Line 13

E(m) / R(m); as a % of Revenue
18.56% 17.91% 15.97% 10.87% 14.30% 17.59% 18.99% 19.60% 16.50%

15 BESF 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%

16 MESF 18.56% 17.91% 15.97% 10.87% 14.30% 17.59% 18.99% 19.60% 16.50%

17 Authorized Recovery Amount: Line 13 x Line 16 $11,306,030 $10,739,466 $9,530,393 $6,352,627 $8,210,572 $10,124,184 $10,940,686 $11,261,156 $9,500,948

18 Environmental Surcharge Revenues Billed $10,060,527 $10,966,419 $13,695,556 $10,789,821 $5,827,428 $6,692,080 $8,618,744 $10,953,646 $12,698,928

19 Monthly (Over)/Under = Previous Month Line 17
Minus Current Month Line 18

$1,394,829 $339,611 ($2,956,090) ($1,259,428) $555,185 $1,518,492 $1,505,440 ($12,960) ($1,437,772)
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East Kentucky Power Cooperative, inc. Environmental Surcharge Report
Caicuiation of Current Month Environmental Surcharge Factor (CESF)

and (Over)/Under Recovery Caicuiation
Summary of Net Revenue Requirement E(m)

Source: Line 12c (As Filed and Corrected)

Cumulative

Expense Month As Filed Corrected Difference Difference Remarks

Nov-15 $11,454,421 $11,306,030 ($148,390) $249,182 Prior Period Adjustment
Dec-15 $11,034,355 $10,739,466 ($294,889) ($294,889)
Jan-16 $9,548,642 $9,530,393 ($18,249) ($313,138)
Feb-16 $6,382,613 $6,352,627 ($29,986) ($343,125)
Mar-16 $8,210,572 $8,210,572 $0 ($343,125)
Apr-16 $10,124,184 $10,124,184 ($0) ($343,125)

May-16 $10,940,686 $10,940,686 $0 ($343,125)
Jun-16 $11,261,156 $11,261,156 ($0) ($0) Post Review Period
Jul-16 $9,500,948 $9,500,948 $0 ($0) Post Review Period

Total Proposed
Adjustment ($343,125)
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EAST KENTUCKY POWER COOPERATIVE, INC.

PSC CASE NO. 2016-00335

ENVIRONMENTAL SURCHARGE MECHANISM

RESPONSE TO INFORMATION REQUEST

COMMISSION STAFF'S FIRST REQUEST FOR INFORMATION DATED 10/12/16

REQUEST 2

RESPONSIBLE PARTY: Isaac S. Scott

Request 2. This question is addressed to EKPC and the Member Cooperatives. For

each of the 16 Member Cooperatives, prepare a summary schedule showing the Member

Cooperative's pass-through revenue requirement for the months corresponding with the six-

month review. Include a calculation of any additional over- or under-recovery amount the

distribution cooperative believes needs to be recognized for the six-month review. Provide the

schedule and all supporting calculations and documentation in Excel spreadsheet format with all

cells and formulas intact and unprotected.

Response 2. Please see the enclosed CD for each Member Cooperatives' schedule and

calculation of over- or under-recovery for the current review period. EKPC is providing the

requested schedules on behalf of each of its Member Cooperatives. The calculations

follow the revised methodology approved by the Commission in Case No. 2015-00281. All of

the Member Cooperatives have indicated to EKPC that they are proposing 6-month amortization

periods for the respective over- or under-recoveries.
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EKPC would point out that for the Member Cooperatives amortizing the

over- or under-recovery authorized in Case No. 2014-00051 over a six-month period, Line 8a of

the schedules for many of those Member Cooperatives show a small dollar amount remaining to

be amortized. This is not surprising as most of the total over- or under-recoveries authorized by

the Commission when divided by six months did not produce even monthly dollar amounts.

These small rounding differences appear in the schedules because when EKPC prepared the

monthly pass-through calculations it entered the monthly amortization stated in Appendix A to

the Commission's August 25, 2015 Order in Case No. 2014-00051. Farmers Rural Electric

Cooperative Corporation ("Farmers") and Owen Electric Cooperative ("Owen") were authorized

to use a 12-month amortization for Case No. 2014-00051.

EKPC notes that these rounding differences are reflected in the cumulative

six-month over- or under-recovery as shown on Line 9 and the monthly recovery shown on Line

10. EKPC proposes that the over- or under-recoveries shown on Lines 9 and 10 be accepted and

the amortization from Case No. 2014-00051 be considered completed and closed. For Farmers

and Owen, EKPC proposes that any rounding differences from the Case No. 2014-00051

amortization be processed in the same manner during the next six-month siucharge review.

Concerning the amortization of the over- or under-recoveries authorized in

the Commission's April 8, 2016 Order in Case No. 2015-00281, a similar situation will occur

when these schedules are prepared in the next six-month surcharge review. When including this

amortization in the monthly surcharge pass-through calculations, EKPC entered the monthly

amortization amounts as shown in Appendix A of the April 8, 2016 Order. For the Member
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Cooperatives amortizing the Case No. 2015-00281 over- or under-reeovery for a six-month

period, the last amortization month was reflected in the monthly surcharge pass-through factors

EKPC filed withthe Commission on September 20, 2016. EKPC would propose that in the next

six-month surcharge review thatany rounding differences in the amortization beprocessed in the

same manner as suggested for Case No. 2014-00051.

Owen was authorized to use a 12-month amortization for Case No. 2015-

00281. As of the date these responses are being filed, the Owen amortization for this case has

not been completed. EKPC proposes that any rounding differences from the 12-month

amortization from Case No. 2015-00281 for Owen be processed in a similar manner as discussed

below for the Case No. 2016-00144 amortization.

Concerning the amortization of the over- or under-recoveries authorized in

the Commission's September 9, 2016 Order in Case No. 2016-00144, as of the date these

responses are being filed the amortization has not been completed. When the last month of the

six-month amortization period is to be reflected in the monthly surcharge pass-through

calculations, EKPC will compare the five previous monthly amortization amounts with the total

amortization ordered by the Commission and adjust the sixth month amount to resolve any

rounding issues. EKPC proposes to followthis approachfor all subsequent amortization periods.
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EAST KENTUCKY POWER COOPERATIVE, INC.

PSC CASE NO. 2016-00335

ENVIRONMENTAL SURCHARGE MECHANISM

RESPONSE TO INFORMATION REQUEST

COMMISSION STAFF'S FIRST REQUEST FOR INFORMATION DATED 10/12/16

REQUEST 3

RESPONSIBLE PARTY: Mark Horn

Request 3. This question is addressed to EKPC. Refer to Form 2.3, Inventory and

Expense of Emission Allowances, for each of the expense months covered by the applicable

billing period.

a. For the sulfur dioxide ("SO2") emission allowance inventory, explain the

reason(s) for all purchases of allowances reported during these expense months.

b. For the nitrogen oxide ("NOx") emission allowance inventory, explain the

reason(s) for all purchases of allowances reported during these expense months.

e. Explain how the purchases of allowances in the expense months covered by the

applicable billing periods comply with EKPC's emissions allowance strategy plan.

Response 3a-c. (a) No SO2 purchases were made during the period of December 1, 2015,

through May 31, 2016.

(b) No NOx purchases were made during the period of December 1, 2015,

through May 31,2016.

(e) No purchases of allowances were made in the expense months covered

by the applicable billing periods.
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EAST KENTUCKY POWER COOPERATIVE, INC.

PSC CASE NO. 2016-00335

ENVIRONMENTAL SURCHARGE MECHANISM

RESPONSE TO INFORMATION REQUEST

COMMISSION STAFF'S FIRST REQUEST FOR INFORMATION DATED 10/12/16

REQUEST 4

RESPONSIBLE PARTY: Isaac S. Scott

Request 4. This question is addressed to EKPC. Refer to Form 2.5, Operating and

Maintenance Expenses, for each of the expense months covered by the applicable billing period.

For each of the expense account numbers listed on this schedule, explain the reason(s) for any

change in the expense levels from month to month if that change is greater thanplus or minus 10

percent.

Response 4. Please see pages 2 through 11 of this response. Also please note that this

analysis reflects the corrected Form 2.5 amounts rather than the as filed Form 2.5 amounts. The

corrected Form 2.5 pages are included in the spreadsheets provided on the CD in the response to

Request 1.



East Kentucky Power Cooperative, Inc.
Environmental Surcharge Operating and Expense Month over Month Analysis
For the Expense Period January 2016 - July 2016

501010-SP03 Fuel Goal Gilbert Dec Jan Feb Mar Apr May Jun Jui

400-2610 Expense Dollars
Expense Dollars Change

Percent Change

$ 88,956 $ 98,599
$ 9,643

0.00%

$ 111,216
$ 12,617

12.80%

$ 102,929

$ (8,287)
-7.45%

$ 116,222
$ 13,293

12.91%

$ 6,305
$ (109,916)

-94.57%

$ 118,335
$ 112,030

1776.79%

$ 81,416
$ (36,919)

-31.20%

Monthly expense changes are due to increases or decreases in contractor payments for ash removal.

501010-SP04 Fuel Coal Spurlock 4 Dec Jan Feb Mar Apr May Jun Jui

Expense Dollars $ 88,956 $ 111,186 $ 115,692 $ 63,217 $ 863 $ 110,556 $ 123,176 $ 116,768
Expense Dollars Change $ 22,230 $ 4,506 $ (52,475) $ (62,354) $ 109,693 $ 12,620 $ (6,408)

Percent Change 24.99% 4.05% -45.36% -98.64% 12714.48% 11.42% -5.20%

Monthly expense changes are due to increases or decreases In contractor payments for ash removal.

501010 -CPxx Fuel Coal Cooper (Unit 2 AQCS) Dec Jan Feb Mar Apr May Jun Jui

Expense Dollars $ $ 58,210 $ 56,071 $ 28,813 $ 49,017 $ 38,959 $ 43,507 $ 41,915
Expense Dollars Change $ 58,210 $ (2,139) $ (27,258) $ 20,204 $ (10,058) $ 4,548 $ (1,592)

Percent Change 0.00% -3.67% -48.61% 70.12% -20.52% 11.67% -3.66%

Monthly expense changes are due to increases or decreases in contractor payments for ash removal.

512000 - CPxx Mtc of Cooper (Unit 2 AQCS) Dec Jan Feb Mar Apr May Jun Jui

Expense Dollars $ 78,162 $ 27,202 $ 37,418 $ 4,821 $ 13,288 $ 15,696 $ 5,555 $ 24,622
Expense Dollars Change $ (50,960) $ 10,216 $ (32,596) $ 8,467 $ 2,408 $ (10,141) $ 19,067

Percent Change -65.20% 37.56% -87.12% 175.62% 18.12% -64.61% 343.25%

Project 033B0 is Bag House, Dry Scrub, SNCR& SCR, Project 03351 is Ammonia Handling System and Project 03S20 is Common Scrubber Maintenance

January16-
Project 03350- Contractor payments increased $5.8k, EKPC Payroll & Benefits decreased $5k, Materials decreased $1.1 k, Accruals Increased $1.7k
Project 03351- Contractor payments increased $5.6k, EKPC Payroll & Benefits decreased $0.3k, Accruals increased $1.4k

Adjustment to accruals to match actual resulted in a decrease of $59.0K.

FebruarylG-
Project 03350- Contractor payments decreased $7.1 k, EKPC Payroll & Benefits Increased $0.2k, Materials increased SO.Bk,
Project 03351- Contractor payments decreased $2.6k, EKPC Payroll & Benefits Increased $5.7k, Materials Increased $5.9k,

Adjustment to accruals to match actual resulted In an Increase of $7.3K.

MarchlB-

Project 03350- Contractor payments Increased $2k, EKPC Payroll & Benefits decreased $1.1k, Materials decreased $1.3k,
Project 03351- Contractor payments decreased $3k, EKPC Payroll & Benefits decreased $4.3k, Materials decreased $5.8k,

Adjustment to accruals to match actual resulted In a decrease of $19.1 K.
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East Kentucky Power Cooperative, Inc.

Environmental Surcharge Operating and Expense Month over Month Analysis
For the Expense Period January 2016 - July 2016

April16-
Project 03521- Contractor payments decreased $2.2k, Materials Increased $2.2k, Accruals Increased $4.3k
Project 03351- Materials decreased SO.Ik, Accruals Increased $3.8k

Adjustment to accruals to match actual resulted in an Increase of $0.5K.

Mayie-
Project 03521- Contractor payments increased $1.7k, Materials decreased $2k, Accruals increased $6k
Project 03351- Materials increased $0.3k, Accruals decreased $3.3k

Adjustment to accruals to match actual resulted in a decrease of $0.3K.

June16-

Project 03521- Contractor payments decreased $1.9k, Materials decreased $0.6k, Accruals decreased $11.3k
Project 03351- Contractor payments Increased $0.2k, Materials Increased $3.6k, Accruals increased $3.7k

Adjustment to accruals to match actual resulted in a decrease of $3.8K.

512000-SP01 Mtce of Boiler Plant Spurlock 1 Dec Jan Feb Mar Apr May Jun Ju!

Expense Dollars
Expense Dollars Change

Percent Change

$ 26,521 $ 15,144

$ (11,377)
-42.90%

$ 23,087
$ 7,944

52.46%

$ 2,756
$ (20,332)

-88.06%

$ 47,862
$ 45,107

1636.74%

$ 10,817
$ (37,045)

-77.40%

$ 8,854

$ (1,964)
-18.15%

$ 12,241
$ 3,387

38.25%

Project 03330 Is for the Spurlock 1 Electrostatic Precipitator and Project 03501 is for Spurlock 1 SCR maintenance.

January16-
Project 03330- Contractor payments increased $32.1 k, EKPC Payroll & Benefits increased $1.2k, Materials Increased $1.2k, Accruals increased $1.9k
Project 03501- Contractor payments decreased $43k, EKPC Payroll & Benefits increased $3.8k, Materials Increased $0.2k, Accruals increased $0.9k

Adjustment to accruals to match actual resulted in a decrease of $9.7K.

February16-
Project 03330- Contractor payments increased $0.3k, EKPC Payroll & Benefits decreased $0.6k, Materials decreased $1.2k,
Project 03501- Contractor payments Increased $9.3k, EKPC Payroll & Benefits increased $0.8k, Materials decreased $0.8k,

March 16-

Project 03330- Contractor payments decreased $0.5k, EKPC Payroll & Benefits increased $0.5k,
Project 03501- Contractor payments decreased $13.2k, EKPC Payroll & Benefits decreased $9.6k,

Adjustment to accruals to match actual resulted In an increase of $2.5K.

April16-
Project 03330- Contractor payments Increased $0,8k, EKPC Payroll & Benefits Increased $0.1 k,
Project 03501- Contractor payments increased $13.5k, EKPC Payroll & Benefits Increased $20.4k, Materials Increased $13.7k,

Adjustment to accruals to match actual resulted in a decrease of $3.4K.

May16-
Project 03330- Contractor payments increased $4.9k, EKPC Payroll & Benefits Increased $2k.
Project 03501- Contractor payments decreased $11.8k, EKPC Payroll & Benefits decreased $18.3k. Materials decreased $13.7k,
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East Kentucky Power Cooperative, Inc.
Environmental Surcharge Operating and Expense Month over Month Analysis
For the Expense Period January 2016 - July 2016

June16-

Project 03330- Contractor payments decreased $6k, EKPC Payroll & Benefits decreased $1.7k,
Project 03501- Contractor payments Increased $0.7k, EKPC Payroll & Benefits increased $4.4k,

Adjustment to accruals to match actual resulted In an increase of $0.6K.

512000-SP02 Mtce of Boiler Riant Spurlock 2 Dec Jan Feb Mar Apr May Jun Jul

Expense Dollars
Expense Dollars Change

Percent Chan.qe

$ 272,458 $ 10,698
$ (261,760)

-96.07%

$ 3,968

$ (6,731)
-62.91%

$ 39,949
$ 35,981

906.83%

$ 26,171
$ (13,778)

-34.49%

$ 5,722
$ (20,449)

-78.14%

$ 5,350

$ (372)
-6.51%

$ 19,040
$ 13,690

255.91%

Project 03330 is for the Spurlock 2 Electrostatic Precipitator and Project 03501 is for Spurlock 2 SCRmaintenance.

January16-
Project 03330- Contractor payments decreased $15.5k, EKPC Payroll & Benefits decreased $4k, Materials decreased $3.6k, Accruals Increased $2.3k
Project 03501 - Contractor payments decreased $264k, EKPC Payroll & Benefits Increased $1.5k, Materials Increased $0.7k, Accruals Increased $1 k

Adjustment to accruals to match actual resulted In an Increase of $19.8K.

February16-
Project 03330- Contractor payments decreased $28.Ik, EKPC Payroll & Benefits decreased $2.5k, Materials decreased SO.Ik,
Project 03501- Contractor payments decreased $4.4k, EKPC Payroll & Benefits decreased $3.2k. Materials increased $0.8k,

Adjustment to accruals to match actual resulted In an Increase of $30.8K.

March 16-

Project 03330- Contractor payments Increased $16.8k, EKPC Payroll & Benefits Increased $7.1k. Materials increased $4.8k,
Project 03501- Contractor payments decreased $5.5k, EKPC Payroll & Benefits decreased $0.9k. Materials decreased $0.8k.

Adjustment to accruals to match actual resulted In an increase of $14.5K.

Aprll16-
Project 03330- Contractor payments decreased $23.1 k, EKPC Payroll & Benefits decreased $1.9k, Materials decreased $3.6k,
Project 03501- Contractor payments increased $18.8k, EKPC Payroll & Benefits Increased $1k. Materials decreased $0.5k,

Adjustment to accruals to match actual resulted In a decrease of $4.5K.

May16-
Project 03330- Contractor payments Increased $0.4k, EKPC Payroll & Benefits decreased $4.3k. Materials increased $0.2k.
Project 03501- Contractor payments decreased $13.6k, EKPC Payroll & Benefits decreased $2.7k, Materials decreased $0.3k,

Adjustment to accruals to match actual resulted In a decrease of $3.1 K.

512000-SP03 Maintenance of Boiler Plant Gilbert Dec Jan Feb Mar Apr May Jun Jul

Expense Dollars
Expense Dollars Change

Percent Change

188,730 64,534

(124,196)
-65.81%

110,237

45,703

70.82%

350,760

240,523

218.19%

961,933

611,173
174.24%

1,776,057
814,125

84.63%

238,814

(1,537,243)
-86.55%

153,878
(84,936)
-35.57%

Project 03206 is for Spurlock 3 Boiler Pollution Control equipment and Project 03350 is for Spurlock 3 Bag House, SNCRand FDAequipment.
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East Kentucky Power Cooperative, Inc.

Environmental Surcharge Operating and Expense Month over Month Analysis
For the Expense Period January 2016 - July 2016

January16-
Project 03206- Contractor payments decreased $238.8k, EKPC Payroll & Benefits decreased $13k, Materials decreased $5.1k, Accruals Increased $13.Ik
Project 03350- Contractor payments Increased $2k, EKPC Payroll & Benefits decreased $1.6k, Materials decreased $7.3k, Accruals increased $6.3k

Adjustment to accruals to match actual resulted In an Increase of $119.6K.

Februaryl 6-
Project 03206- Contractor payments increased $7.Ik, EKPC Payroll & Benefits increased $16k. Materials Increased $6.4k,
Project 03350- Contractor payments increased $10k, EKPC Payroll & Benefits Increased $5.4k. Materials Increased $0.9k,

March16-

Project 03206- Contractor payments increased $183.2k, EKPC Payroll & Benefits decreased $8.5k. Materials increased $62.9k,
Project 03350- Contractor payments increased $0.9k, EKPC Payroll & Benefits decreased $0.9k, Materials decreased $0.7k.

Adjustment to accruals to match actual resulted In an increase of $3.6K.

April16-
Project 03206- Contractor payments increased $275.6k, EKPC Payroll & Benefits increased $13.8k, Materials decreased $35.6k. Accruals Increased $313.9k
Project 03350- Contractor payments Increased $45.Ik, EKPC Payroll & Benefits decreased $1.8k, Materials Increased $3.7k,

Adjustment to accruals to match actual resulted In a decrease of $3.5K.

May16-
Project 03206- Contractor payments Increased $967.2k, EKPC Payroll & Benefits Increased $99.6k, Materials decreased $6.1 k. Accruals decreased $627.9k
Project 03350- Contractor payments Increased $315.3k, EKPC Payroll & Benefits increased $20.7k. Materials Increased $20k. Accruals increased $25.4k

June16-

Project 03206- Contractor payments decreased $1353.7k, EKPC Payroll & Benefits decreased $130.7k, Materials Increased $28.7k. Accruals Increased $313.9k
Project 03350- Contractor payments decreased $307k, EKPC Payroll & Benefits decreased $17.7k. Materials decreased $20.6k, Accruals decreased $50.7k

Adjustment to accruals to match actual resulted in an Increase of $0.6K.

512000 -SP04 Maintenance of Boiler Plant Spurlock 4 Dec Jan Feb Mar Apr May Jun Jul

Expense Dollars
Expense Dollars Change

Percent Change

157,421 119,102

(38,318)
-24.34%

118,930

(172)
-0.14%

1,393,239

1,274,310

1071.48%

1,453,790
60,550

4.35%

33,486
(1,420,304)

-97.70%

99,316

65,830

196.59%

73,486
(25,829)
-26.01%

Project 03206 Is for Spurlock 4 Boiler Pollution Control equipment and Project 03350 Is for Spurlock 4 Bag House, SNCRand FDAequipment.

January16-
Project 03206- Contractor payments decreased $133.7k, EKPC Payroll & Benefits decreased $9.2k, Materials increased $86k. Accruals Increased $10k
Project 03350- Contractor payments decreased $3.2k, EKPC Payroll & Benefits decreased $2k. Materials increased $22.8k, Accruals increased $6.2k

Adjustment to accruals to match actual resulted In a decrease of $15.2K.

Februaryl 6-
Project 03206- Contractor payments Increased $30.8k, EKPC Payroll & Benefits decreased $8.9k. Materials decreased $18.6k.
Project 03350- Contractor payments Increased $14.9k, EKPC Payroll & Benefits decreased $3.1 k. Materials decreased $15.2k.
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East Kentucky Power Cooperative, Inc.
Environmental Surcharge Operating and Expense Month over Month Analysis
For the Expense Period January 2016 - July 2016

MarchlB-

Project 03206- Contractor payments increased $1077.4k, EKPC Payroll & Benefits Increased $22.6k, Materials Increased $88,8k,
Project 03350- Contractor payments increased $62.8k, EKPC Payroll & Benefits Increased $13.2k, Materials increased $8.3k,

Adjustment to accruals to match actual resulted In an Increase of $1.2K.

May16-
Project 03206- Contractor payments decreased $850.8k, EKPC Payroll & Benefits decreased $139.1k, Materials decreased $29.6k.
Project 03350- Contractor payments decreased $298.7k, EKPC Payroll & Benefits decreased $90.7k, Materials decreased $11.3k,

June16-

Project 03206- Contractor payments Increased $4.1 k, EKPC Payroll & Benefits Increased $22.4k.
Project 03350- Contractor payments increased $14.2k, EKPC Payroll & Benefits Increased $23.1 k, Materials Increased $1.4k,

Adjustment to accruals to match actual resulted In an Increase of $0.6K.

512000-SP21 Mtce of Boiler Plant Scrubber 1 Dec Jan Feb Mar Apr May Jun Jul

Expense Dollars

Expense Dollars Change

Percent Change

$ 75,098 $ 105,090

$ 29,992

39.94%

$ 179,390

$ 74,300

70.70%

$ 107,214

$ (72,176)
-40.23%

$ 197,635

$ 90,422

84.34%

$ (46,712)
$ (244,347)

-123.64%

$ 83,815

$ 130,527

-279.43%

$ 226,994

$ 143,179

170.83%

January16-

Project 03521- Contractor payments decreased $33.2k, EKPC Payroll & Benefits decreased $0.5k. Materials Increased $14.Ik, Accruals Increased $3.2k
Adjustment to accruals to match actual resulted In an Increase of $46.4K.

February16-

Project 03521- Contractor payments Increased $43.1k, EKPC Payroll & Benefits Increased $7.8k. Materials decreased $5.9k,

Adjustment to accruals to match actual resulted in an Increase of $29.3K.

March 16-

Project 03521- Contractor payments decreased $37.4k, EKPC Payroll & Benefits decreased $3k. Materials decreased $1.5k,
Adjustment to accruals to match actual resulted In a decrease of $30.3K.

Aprll16-

Project 03521- Contractor payments decreased $26.4k, EKPC Payroll & Benefits decreased $2.9k. Materials Increased $8.4k. Accruals Increased $114.8k
Adjustment to accruals to match actual resulted in a decrease of $3.5K.

May16-

Project 03521- Contractor payments Increased $29k, EKPC Payroll & Benefits Increased $6.6k, Materials decreased $14.2k. Accruals decreased $229.6k
Adjustment to accruals to match actual resulted In a decrease of $36.1 K.

June16-

Project 03521- Contractor payments decreased $19.9k, EKPC Payroll & Benefits decreased $11.2k, Materials Increased $27.5k, Accruals Increased $114.8k
Adjustment to accruals to match actual resulted In an Increase of $19.3K.
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East Kentucky Power Cooperative, Inc.
Environmental Surcharge Operating and Expense Month over Month Analysis
For the Expense Period January 2016 - July 2016

512000 -SP22 Mtce of Boiler Plant Scrubber 2 Dec Jan Feb Mar Apr May Jun Jui

Expense Dollars

Expense Dollars Change

Percent Change

$ 384,361 $ 169,505

$ (214,856)
-55.90%

$ 82,685

$ (86,820)
-51.22%

$ 220,360

$ 137,675

166.51%

$ 106,322

$ (114,038)
-51.75%

$ 241,236

$ 134,914

126.89%

$ 254,302

$ 13,066

5.42%

$ 143,596

$ (110,706)
-43.53%

JanuarylS-

Project 03521- Contractor payments decreased $161.8k, EKPC Payroll & Benefits decreased $4.4k, Materials decreased $26k, Accruals decreased $10.8k
Adjustment to accruals to match actual resulted In a decrease of $11.9K.

FebruarylB-

Project 03521- Contractor payments decreased $42.3k, EKPC Payroll & Benefits decreased $2.7k, Materials decreased $71.8k, Accruals Increased $30k

March 16-

Project 03521- Contractor payments Increased $43,4k, EKPC Payroll & Benefits Increased $4.7k, Materials Increased $42,7k, Accruals decreased $15k
Adjustment to accruals to match actual resulted In an increase of $61.9K.

April16-

Project 03521- Contractor payments decreased $123.2k, EKPC Payroll & Benefits Increased $1.2k. Materials Increased $8.2k.

Adjustment to accruals to match actual resulted in a decrease of $0.2K.

May16-

Project 03521- Contractor payments Increased $199.2k, EKPC Payroll & Benefits decreased $10.8k. Materials decreased $8.9k.
Adjustment to accruals to match actual resulted in a decrease of $44.6K.

June16-

Project 03521- Contractor payments decreased $82.3k, EKPC Payroll & Benefits Increased $9.4k. Materials Increased $53.5k,
Adjustment to accruals to match actual resulted In an Increase of $32.5K.
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East Kentucky Power Cooperative, Inc.
Environmental Surcharge Operating and Expense Month over Month Analysis
For the Expense Period January 2016 - July 2016

Air Permit Fees

50621 MIsc Stm Pwr Env - Dale Dec Jan Feb Mar Apr May Jun Jul

Expense Dollars
Expense Dollars Change

Percent Change

$ 13,975 $
$ (13,975)

0.00%

$

$
0.00%

$
$

0.00%

$

$
0.00%

$

$
0.00%

$

$
0.00%

$

$
0.00%

50631 MIsc Stm Pwr Env - Cooper Dec Jan Feb Mar Apr May Jun Jul

Expense Dollars
Expense Dollars Change

Percent Change

$ 417,003 $ 120

$ (416,883)
-99.97%

$ (6,440)
$ (6,560)

-5444.84%

$ 20,425
$ 26,865

-417.16%

$ 8,552
$ (11,874)

-58.13%

$
$ (8,552)

0.00%

$
$

0.00%

$ 209

$ 209

0.00%

50645 MIsc Stm Pwr Env - Spurlock Dec Jan Feb Mar Apr May Jun Jul

Expense Dollars
Expense Dollars Change

Percent Change

$ 644,400 $ 1,612
$ (642,788)

-99.75%

$ (12,800)
$ (14,412)

-894.04%

$ 34,870
$ 47,470

-370.86%

$ 63,915
$ 29,245

84.35%

$ 31,296
$ (32,619)

-51.03%

$ 26,500

$ (4,796)
-15.32%

$ 24,431
$ (2,069)

-7.81%

Air permit fees paid for Dale, Cooper and Spurlock for calendar 2016 emissions.

Operating Expense- Ammonia

506001 - CPxx MIsc Stm Pwr Exp - Cooper Dec Jan Feb Mar Apr May Jun Jul

Expense Dollars

Expense Dollars Change

Percent Change

$ $ 37,454

$ 37,454

0.00%

$ 25,190

$ (12,264)
-32.74%

$ 6,978

$ (18,212)
-72.30%

$ 3,684

$ (3,294)
-47.20%

$ (3,684)
$ (7,368)

-200.00%

$ (15,210)
$ (11,526)

312.86%

$

$ 15,210

-100.00%

The monthlychange in expense is due to the increase or decrease in payments for Ammonia receipts.

Operating Expense- Ammonia

506001 - CP22 MIsc Stm Pwr Exp - Cooper Unit #2 AQCS Dec Jan Feb Mar Apr May Jun Jul

Expense Dollars

Expense Dollars Change

Percent Change

$ 409,138 $ 359,979

$ (49,159)
-12.02%

$ 318,469

$ (41,510)
-11.53%

$ 200,390

$ (118,079)

-37.08%

$ 56,283

$ (144,107)
-71.91%

$ 35,766

$ (20,517)
-36.45%

$ 52,140
$ 16,373

45.78%

$ 364,090

$ 311,950

598.30%

The monthly change in expense is due to the increase or decrease in payments for Ammonia receipts.

Operating Expense- Ammonia

506001 -SP01 MIsc Stm Pwr Exp - Spurlock 1 Dec Jan Feb Mar Apr May Jun Jul

Expense Dollars
Expense Dollars Change

Percent Change

$ 102,574 $ 12,219

$ (90,355)
-88.09%

$ 10,058

$ (2,161)
-17.69%

$

$ (10,058)
-100.00%

$ 68,811

$ 68,811

0.00%

$ 51,079

$ (17,733)
-25.77%

$ 57,699

$ 6,620

12.96%

$ 71,755

$ 14,056

24.36%

The monthly change in expense is due to the increase or decrease in payments for Ammonia receipts.
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East Kentucky Power Cooperative, Inc.
Envfronmental Surcharge Operating and Expense Month over Month Analysis

For the Expense Period January 2016 - July 2016

506001 -SP02 Misc Steam Power Exp - Spuriock 2 Dec Jan Feb Mar Apr May Jun Jul

Expense Dollars

Expense Dollars Change

Percent Change

$ 76,394 $

$ (76,394)
-100.00%

$

$

0.00%

$

$

0.00%

$ 36,742

$ 36,742

0.00%

$ 37,300

$ 557

1.52%

$ 39,557

$ 2,257

6.05%

$ 45,672

$ 6,115

15.46%

The monthly change In expense Is due to the Increase or decrease In payments for Ammonia receipts.

Operating Expense- Ammonia and Limestone

506001 -SP03 Misc Steam Power Expense- Gilbert Dec Jan Feb Mar Apr May Jun Jui

Ammonia Expense

Limestone Expense

Limestone Tons Used

Total Expense Dollars
Expense Dollars Change

Percent Change

$ 38,198

$ 222,194

18,689

$ 260,391

$ 0

$ 265,220

21,608

$ 265,220

$ 4,829

1.85%

$ 0

$ 251,627

20,069

$ 251,627

$ (13,593)

-5.13%

$ 32,610

$ 274,637

21,768

$ 307,247

$ 55,619

22.10%

$ 21,608

$ 232,660

18,522

$ 254,268

$ (52,979)
-17.24%

$ 8,341

$ 111,742

8,921

$ 120,083

$ (134,185)
-52.77%

$ 24,036

$ 339,455

27,045

$ 363,491

$ 243,408

202.70%

$ 22,234

$ 283,847

22,506

$ 306,080

$ (57,411)
-15.79%

Limestone Is stockpiled throughout the year and taken from the stockpile for usage. There may be slight variances In the cost
according to fluctuations In contract prices and freight cost per shipment of limestone.

March- Limestone expenses Increased by $23k and Ammonia expenses increased by $32,6k

April- Limestone expenses decreased by $42k and Ammonia expenses decreased by $11 k

May- Limestone expenses decreased by $120.9k and Ammonia expenses decreased by $13.3k

June- Limestone expenses Increased by $227.7k and Ammonia expenses Increased by $15.7k

Operating Expense- Limestone and Magnesium

506001 - SP21 Misc Stm Pwr Exp- Spuriock 1 Dec Jan Feb Mar Apr May Jun Jul

Magnesium Expense $ 10,866 $ 43,604 $ 4,917 $ 21,879 $ 13,476 $ 30,450 $ 28,315 $ 32,269

Limestone Expense $ 29,201 $ 50,904 $ 68,465 $ 94,140 $ 85,457 $ 65,743 $ 82,469 $ 79,406

Limestone Tons Used 2,383 4,537 6,823 9,639 8,849 6,829 8,554 8,269

Expense Dollars $ 40,067 $ 94,508 $ 73,383 $ 116,019 $ 98,933 $ 96,193 $ 110,784 $ 111,675

Expense Dollars Change $ 54,441 $ (21,125) $ 42,636 $ (17,086) $ (2,740) $ 14,591 $ 891

Percent Change 135.87% -22.35% 58.10% -14.73% -2.77% 15.17% 0.80%

Limestone Is stockpiled throughout the year and taken from the stockpile for usage. There may be slight variances In the cost

according to fluctuations In contract prices and freight cost per shipment of limestone. crci
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East Kentucky Power Cooperative, Inc.
Environmental Surcharge Operating and Expense Month over Month Analysis

For the Expense Period January 2016 - July 2016

January- Limestone expenses Increased by $21.7k and Magnesium expenses increased by $32.7k

February- Limestone expenses Increased by $17.6k and Magnesium expenses decreased by $38.7k

March- Limestone expenses increased by $25.7k and Magnesium expenses increased by $17k

Aprii- Limestone expenses decreased by $8.7k and Magnesium expenses decreased by $8.4k

June- Limestone expenses Increased by $18.7k and Magnesium expenses decreased by $2.1k

Operating Expense-Limestone and Magnesium

506001 - SP22 MIsc Stm Pwr Exp- Spurlock 2 Dec Jan Feb Mar Apr May Jun Jul

Magnesium Expense $ 182,384 $ 95,298 $ 71,541 $ 131,920 $ 109,478 $ 97,815 $ 77,083 $ 101,319
Limestone Expense $ 142,570 $ 170,417 $ 152,391 $ 115,080 $ 118,013 $ 122,094 $ 140,420 $ 135,205

Limestone Tons Used 11,838 15,188 15,188 11,782 12,220 12,882 14,585 14,080

Expense Dollars $ 304,934 $ 285,713 $ 223,932 $ 248,980 $ 227,490 $ 219,709 $ 217,483 $ 238,523

Expense Dollars Change $ (39,221) $ (41,782) $ 23,048 $ (19,489) $ (7,782) $ (2,225) $ 19,040

Percent Change -12.88% -15.72% 10.29% -7.89% -3.42% -1.01% 8.75%

Limestone Is stockpiled throughout the year and taken from the stockpile for usage. There may be slight variances in the cost
according to fluctuations In contract prices and freight cost per shipment of limestone.

January- Limestone expenses increased by $27.8k and Magnesium expenses decreased by $87.1k

February- Limestone expenses decreased by $18k and Magnesium expenses decreased by $23.8k

March- Limestone expenses decreased by $37.3k and Magnesium expenses increased by $80.4k

Operating Expense- Ammonia and Limestone

506001 -SP04 MIsc Stm Pwr Exp- Spurlock 4 Dec Jan Feb Mar Apr May Jun Jul

Ammonia Expense $ 45,834 $ (145) $ 0 $ 23,039 $ 7,131 $ 29,484 $ 17,578 $ 29,933
Limestone Expense $ 310,480 $ 398,882 $ 339,221 $ 114,583 $ 83,981 $ 387,498 $ 345,915 $ 348,898

Limestone Tons Used 25,748 32,547 27,055 9,047 8,894 29,328 27,580 27,859

Expense Dollars $ 358,315 $ 398,517 $ 339,221 $ 137,802 $ 91,112 $ 398,959 $ 383,491 $ 378,829
Expense Dollars Change $ 42,202 $ (59,298) $ (201,819) $ (48,490) $ 305,847 $ (33,488) $ 15,138

Percent Change 11.84% -14.88% -59.44% -33.79% 335.88% -8.43% 4.18%
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East Kentucky Power Cooperative, inc.
Environmental Surcharge Operating and Expense Month over Month Analysis
For the Expense Period January 2016 - July 2016

Limestone is stockpiled throughout the year and taken from the stockpile for usage. There may be slight variances in the cost
according to fluctuations In contract prices and freight cost per shipment of limestone.

January- Limestone expenses increased by $88.2k and Ammonia expenses decreased by $58.5k
Adjustment to accruals to match actual resulted In an Increase of $12.5K.

February- Limestone expenses decreased by $59.4k and Ammonia expenses increased by SO.Ik

March- Limestone expenses decreased by $224.7k and Ammonia expenses Increased by $23k
Unit Outage from 03/12/16-03/31/16

April- Limestone expenses decreased by $30.6k and Ammonia expenses decreased by $15.9k
Unit Outage from 04/01/16- 04/22/16

May- Limestone expenses Increased by $283.5k and Ammonia expenses Increased by $22.3k
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PSC Request 5

Page 1 of 2

EAST KENTUCKY POWER COOPERATIVE, INC.

PSC CASE NO. 2016-00335

ENVIRONMENTAL SURCHARGE MECHANISM

RESPONSE TO INFORMATION REQUEST

COMMISSION STAFF'S FIRST REQUEST FOR INFORMATION DATED 10/12/16

REQUEST 5

RESPONSIBLE PARTY: Thomas J. Stachnik

Request 5. This question is addressed to EKPC. The Settlement Agreement approved

in Case No. 2004-00321 provides that EKPC's rate of return on compliance-related capital

expenditures will he updated to reflect current average deht cost at the conclusion of the

surcharge review period. Provide the following information as of May 31, 2016:

a. The debt issuances directly related to projects in the approved compliance plan

and corresponding outstanding balances of each debt issuance.

b. The deht cost for each debt issuance directly related to the projects in the

approved compliance plan.

c. EKPC's calculation of the weighted average debt cost and the rate of return

resulting from multiplying the weighted average debt cost by a 1.50 Times Interest Earned Ratio

("TIER"). Include all supporting calculations showing how the weighted average debt cost was

determined.

d. Provide all supporting calculations and documentation in Excel spreadsheet

format with formulas intact and unprotected.



PSC Request 5

Page 2 of 2

Responses 5a-d. Please see the response to Request 5 on the attached CD. EKPC is

proposing a weighted average cost of debt of 4.039% based on the debt cost for each debt

issuance directly related to the projects in the environmental compliance plan as of May 31,

2016. Using a weighted average costof debt and a TIER of 1.50 produces a rate of return on the

environmental compliance related capital expenditures of 6.059%.



PSC Request 6

Page 1 of 1

EAST KENTUCKY POWER COOPERATIVE, INC.

PSC CASE NO. 2016-00335

ENVIRONMENTAL SURCHARGE MECHANISM

RESPONSE TO INFORMATION REQUEST

COMMISSION STAFF'S FIRST REQUEST FOR INFORMATION DATED 10/12/16

REQUEST 6

RESPONSIBLE PARTY: Thomas J. Stachnik

Request 6. This question is addressed to EKPC. Provide the percentage of EKPC's

debt issuances directly related to projects in the approved compliance plan that has a variable

interest rate as of the May 2016 expense month.

Response 6. The percentage as of May 2016 expense month is 0%. The debt issuances

directly related to projects in the approved compliance plan are at a fixed interest rate.



PSC Request 8

Page 1 of 2

EAST KENTUCKY POWER COOPERATIVE, INC.

PSC CASE NO. 2016-00335

ENVIRONMENTAL SURCHARGE MECHANISM

RESPONSE TO INFORMATION REQUEST

COMMISSION STAFF'S FIRST REQUEST FOR INFORMATION DATED 10/12/16

REQUEST 8

RESPONSIBLE PARTY: Isaac S. Scott

Request 8. This question is addressed to EKPC.

a. Explainin detail the process by whichEKPC bills the environmental surcharge to

the Member Cooperatives and records the amounts. Include in your response when invoices are

issued and the manner in which they are delivered to the Member Cooperatives.

b. Provide complete copies of EKPC's invoices to each Member Cooperative for the

period July 2015 through June 2016.

Response 8a. EKPC reads its meters at the end of each calendar month. The meter data

is gathered and organized by Member Cooperatives and substation. The amount of

environmental surcharge billed to Member Cooperatives is determined by applying the monthly

environmental surcharge factor to the sum of the amounts billed for demand, energy, meter

point, substation charges, fuel adjustment clause, and interruptible customer buy through

activity, if applicable. Environmental surcharge credits related to direct load control and

generator credits are separately displayed on the invoice to arrive at the net amount billed.



PSC Request 8

Page 2 of 2

Invoices are sent to the Member Cooperatives via electronic mail by the fourth business day of

the month.

EKPC records the billed environmental surcharge in Account 447 -

Sales/Resale-RUS Borrower Member Cooperative. Budget code 8559 is used to further

distinguish environmental surcharge activity within the account.

Response 8b. EKPC's invoices to each Member Cooperative for the period July 2015

through June 2016 are included on the attached CD, which is subject to a motion for confidential

treatment. The invoices are organized by billingmonth with each Member Cooperative listed in

alphabetical order.
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EAST KENTUCKY POWER COOPERATIVE, INC.

PSC CASE NO. 2016-00335

ENVIRONMENTAL SURCHARGE MECHANISM

RESPONSE TO INFORMATION REQUEST

COMMISSION STAFF'S FIRST REQUEST FOR INFORMATION DATED 10/12/16

REQUEST 10

RESPONSIBLE PARTY: Isaac S. Scott

FOR THE OBJECTION: Counsel for EKPC

Request 10. This question is addressed to EKPC. Refer to the monthly enviromnental

surcharge reports for the period July 2015 through June 2016, and the Member Cooperatives'

responses to Commission Staffs FirstRequest for Information ("Staffs FirstRequest").

a. Provide a reconciliation between the amounts provided in EKPC's monthly

environmental surcharge reports, Form 3.0, Column 4, and the total amount reported by the

Member Cooperatives in their response to Staffs First Request, Item 2, in the column labelled

"EKPC Invoice Month Recorded Member's Books."

b. Provide a reconciliation between the amounts determined in EKPC's monthly

filings. Form 3.0, Column 6, and the total amounts reported by the Member Cooperatives in

Column 6 on the Pass Through Mechanism Report, included in EKPC's monthly enviromnental

surcharge reports.

c. Provide all schedules and supporting calculations and documentation in Excel

spreadsheet format with all cells and formulas intact and unprotected.
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Response lOa-c. EKPC objects to this Request to the extent that it requires EKPC to create

business records in order to fully address the Request. KRS Chapter 278 does not require a

regulated utility to create business records. EKPC also objects to the extent that the Request is

vague. The current six-month review period covers the billing months of January through June

2016, which corresponds to the December 2015 through May 2016 expense months. The

Request asks for information from July 2015 through June 2016, and is unclear whether billing

month or expense month is intended. Moreover, the Request seeks information outside the

review period and not in the context of a two-year review case. However, without waiving said

objections, EKPC has created business records, treating the request as being for expense months,

for the sole purpose of responding to this Request. Please see the responses to Request lOa-c on

the attached CD.


