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EAST KENTUCKY POWER COOPERATIVE, INC
PSC CASE NO. 2004-00401
FUEL ADJUSTMENT CLAUSE BILLING MECHANISM
FIRST DATA REQUEST RESPONSE

COMMISSION STAFF’S FIRST DATA REQUEST DATED 11/04/04

REQUEST 1

RESPONSIBLE PARTY: William A. Bosta / Ann F. Wood

REQUEST 1. On a monthly basis, for 2003 and 2004, to date, provide a schedule

that includes the following Fuel Adjustment Clause (“FAC”) information:

a. The actual FAC factor reported to the Commission.

b. The amount of fuel cost recovered from the actual FAC factor.

¢. The FAC factor as it would have been reported if the proposed
mechanism, with the FAC factor capped at 3 mills, had been in effect.

d. The amount of fuel cost that would have been recovered if the
proposed mechanism, with the FAC factor capped at 3 mills, had been in effect.

e. The amount of fuel cost that would have been unrecovered if the
proposed mechanism, with the FAC factor capped at 3 mills, had been in effect.

f. The cumulative unrecovered fuel cost that would have been carried
forward to the following month if the proposed mechanism, with the FAC factor capped

at 3 mills, had been in effect.

RESPONSE 1. In response to this request, EKPC has provided two versions for
consideration:

Attachment 1 provides the requested information in accordance with the proposal filed by
EKPC on August 20, 2004. The attachment includes the effect of a 5 mill per kWh cap if

the carry forward reaches $10 million.
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Attachment 2 provides the requested information with the cap remaining at 3 mills per

kWh for the duration of the time period.

The attachments show, on a column-by-column basis, the responses to Items 1a through
1f.
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EAST KENTUCKY POWER COOPERATIVE, INC
PSC CASE NO. 2004-00401
FUEL ADJUSTMENT CLAUSE BILLING MECHANISM
FIRST DATA REQUEST RESPONSE
COMMISSION STAFF’S FIRST DATA REQUEST DATED 11/04/04
REQUEST 2
RESPONSIBLE PARTY: William A. Bosta/ Ann F. Wood
REQUEST 2. Assume for this question that East Kentucky has $5 million in

unrecovered fuel costs at the end of a two-year review period. Explain how East
Kentucky would propose to recover the unrecovered fuel costs. Include in the
explanation whether East Kentucky would continue carrying forward the unrecovered

balance under the 3-mill cap or recover it through an increased base fuel factor.

RESPONSE 2. In the event of a $5 million level of unrecovered fuel cost, East

Kentucky would begin to recover the unrecovered fuel costs in the next two-year period
in two ways. First, the fuel basing point would be increased to reflect the higher level of
fuel costs experienced during the two-year period. Two, East Kentucky would continue to

use the three mill and five mill cap, as applicable.






PSC Request 3
Page 1 of 1

EAST KENTUCKY POWER COOPERATIVE, INC

PSC CASE NO. 2004-00401
FUEL ADJUSTMENT CLAUSE BILLING MECHANISM
FIRST DATA REQUEST RESPONSE

COMMISSION STAFF’S FIRST DATA REQUEST DATED 11/04/04
REQUEST 3
RESPONSIBLE PARTY:  William A. Bosta

REQUEST 3. The proposed mechanism’s effective date is November 1, 2004,
which coincides with the first expense month of a new two-year FAC review period. If
the proposed mechanism is not approved in time for use with the November 2004

expense month, state when East Kentucky would propose to begin using the mechanism.

RESPONSE 3. EKPC would propose to apply the mechanism during the first

expense month following Commission approval.
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EAST KENTUCKY POWER COOPERATIVE, INC

PSC CASE NO. 2004-00401
FUEL ADJUSTMENT CLAUSE BILLING MECHANISM
FIRST DATA REQUEST RESPONSE

COMMISSION STAFF’S FIRST DATA REQUEST DATED 11/04/04
REQUEST 4
RESPONSIBLE PARTY: William A. Bosta

REQUEST 4. State whether, under the proposed mechanism, East Kentucky will

absorb the carrying charges on unrecovered fuel costs.

RESPONSE 4. EKPC will absorb the carrying charges on unrecovered fuel costs.
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EAST KENTUCKY POWER COOPERATIVE, INC

PSC CASE NO. 2004-00401
FUEL ADJUSTMENT CLAUSE BILLING MECHANISM
FIRST DATA REQUEST RESPONSE

COMMISSION STAFF’S FIRST DATA REQUEST DATED 11/04/04
REQUEST 5
RESPONSIBLE PARTY: Ann F. Wood

REQUEST 5. Describe the documents or reports that East Kentucky plans to file
to document its FAC billing calculation under the proposed mechanism. Provide an
example of the monthly FAC report and backup FAC report if the proposed mechanism is

approved.

RESPONSE 5. East Kentucky plans to continue to file the FAC reports currently

being filed. Additionally, East Kentucky plans to file the schedule presented in PSC
Request 1, Attachment 1.
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EAST KENTUCKY POWER COOPERATIVE, INC
PSC CASE NO. 2004-00401

FUEL ADJUSTMENT CLAUSE BILLING MECHANISM
FIRST DATA REQUEST RESPONSE

COMMISSION STAFF’S FIRST DATA REQUEST DATED 11/04/04
REQUEST 6

RESPONSIBLE PARTY:  William A. Bosta

REQUEST 6a. Describe East Kentucky’s discussions with its member

cooperatives concerning the proposed billing mechanism.

RESPONSE 6a. The rise in FAC costs during the last year has been discussed

extensively with EKPC’s Member Systems. The idea of an alternative FAC billing
mechanism was mentioned as early as March 2004. Several alternatives were considered
and reviewed, culminating in the proposal sent to the Board of Directors in August for

their approval.

REQUEST 6b. State whether the proposed mechanism was discussed with all the

members and whether all members agree that the proposal is warranted.

RESPONSE 6b. Yes. The proposed mechanism was discussed in Board Committee

meetings, and was considered fully and approved by the Board of Directors. Each
Member System has representation on EKPC’s Board of Directors. The attachment to
Item 6d shows the Board Resolution (page 3) and the Board Agenda Item description
(pages 4-5).

REQUEST 6c¢. Describe all alternative mechanisms proposed and identify the

person or entity that made the proposal.
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RESPONSE 6c¢. Several alternatives were considered. The first two alternatives

would amortize any monthly under recovery over the next 6 months or next 12 months.
Another alternative was to cap the FAC at 3 mills per kWh and amortize dollar amounts
above the cap over 6 month periods. The EKPC proposal as filed on August 20 was
ultimately recommended and approved by the Board. These alternatives were developed
during discussions with EKPC Staff and Member System personnel. Mr. Eames and Mr.

Bosta at EKPC were primarily responsible for development of the alternatives.

REQUEST 6d. Provide all correspondence, memoranda, presentations, electronic

mail messages, and other documents in which the proposed mechanism or alternatives

to the proposed mechanism were discussed.

RESPONSE 6d. Please see the attached information.
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PSC Request 6d
Attachment

Bill Bosta Page 1 of 41

From: Kevin Osbourn

Sent:  Monday, August 23, 2004 4:40 PM
To: Biil Bosta

Subject: RE: FAC filing

just in case, how's this:

FAC filing

¢ The Fuel Adjustment Clause is a cost recovery mechanism authorized by the Kentucky Public
Service Commission, which allows monthly increases or decreases in fuel costs to be included on
your bill.

o The change in the monthly FAC factor depends upon fuel price changes, the weather, customer
usage, and power purchases. Because natural prices have been rising rapidly, that has impacted
EKPC and the cost for fuel to run generating equipment called "peakers,” which run when
temperatures are extremely hot or cold.

e EKPC has filed for permission to change the billing procedure on our FAC in order to create more

certainty for our member systems and their customers and reduce the monthly variationin the fuel
adjustment clause amount.

o We hope that this will assist our member systems and reduce the impact that the FAC has on both
residential and commercial and industrial customers each month.

We have filed this as a tariff change at the PSC.

From: Bill Bosta

Sent: Monday, August 23, 2004 12:53 PM
To: Kevin Osbourn

Cc: Ann Wood

Subject: RE: FAC filing

Kevin,

An important discinction here is that we are NOT changing the FAC calculation. Rather, we have filed for a
"billing procedure” change on our tariff. We will continue to calculate the FAC in the very same manner as
before. The difference now is that we will bill our member Systems a maximum FAC factor of 3 mills per
kwh each month. If the calculated FAC factor is 4 mills per kwh, EKPC will only biil 3 mills per kwh and
defer recovery of the difference until a future month. In a month when the FAC factor is only 2 ,mills per
kwh, we'll bill the cap of 3 mills per kwh to recover that deferred amount.

Why do it? It helps smooth out the spikes we've been experiencing in our FAC factor and creates greater

certainty to customers for budgeting purposes - particularly Member Systems' industrial customers. EKPC
will be carrying the cost of the deferral, but it should not be significant.

Why should anyone care? It limits the FAC impact on your monthly bill. That affects everyone.

Bear in mind that we have filed this as a tariff change w/the Commission. | do not expect it to be a major

issue at the Commission. You should not receive any media inquiries because | don't expect that there will
be a case established.

11/8/2004
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Thanks, Attachment

Bill

11/8/2004

Page 2 of 41

-----Original Message-----

From: Kevin Oshourn

Sent: Monday, August 23, 2004 12:26 PM
To: Bill Bosta

Subject: FAC filing

Bill,
I know we're filing for a change in the FAC calculation.\

Without going into all the complicated parts of the FAC recovery, what are some basic
points you'd make about the filing if I get a media call. A few questions I would ask as a
reporter are:

1. How are you changing the FAC recovery?
2. Why are you doing that?
3. What's the significance of it? (what's the bottom line and why should anyone care)

**Please note that my email address has changed to kevin.osbourn@ekpc.coop**
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APPROVAL OF MODIFICATION TO FUEL ADJUSTMENT CLAUSE
BILLING MECHANISM

Whereas, EKPC’s Fuel Adjustment Clause (FAC) has risen during the last two years
as a result of increased reliance on purchased power, higher purchased power costs in
the wholesale market, increased coal and gas prices and significantly higher levels of
load on the EKPC system, and the FAC factor has also been volatile, resulting in
uncertainties and difficulties in budgeting;

Whereas, A Fuel Clause Committee (the “Committee”) which was formed to review
why the costs have increased, and to propose an alternative that mitigates the effect
on member systems, while continuing to be in compliance with the Fuel Adjustment
Clause regulation, has met with the Public Service Commission Staff to discuss the
matter and explore such alternatives;

Whereas, The Committee focused on developing a billing mechanism that would
reduce the volatility in the FAC, while allowing EKPC to recover its actual allowable
FAC costs over time; and

Whereas, The Committee has recommended a procedure whereby the monthly FAC
billings would not exceed 3 mills per kWh, EKPC would carry forward the
unrecovered dollar amount associated with the calculated FAC factor; and the
unrecovered dollar amount would be recovered in subsequent months, as further
described in the attached executive summary; now, therefore, be it:

Resolved, That the EKPC Board of Directors authorizes management to seek approval
from the Public Service Commission for the proposed modification to the Fuel
Adjustment Clause Billing Mechanism.
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Board Agenda Item

Attachment
Paped of 41
TO: Operations, Services & Support Committee and Board of Directors
Joy . bk
FROM: Rov M. Palk
DATE: July 30, 2004
SUBJECT: Approval of Modification to Fuel Adjustment Clause Billing
Mechanism (Executive Summary)

KEY Competitive and Reliable Energy
MEASURE(S)
Background

EKPC’s Fuel Adjustment Clause (FAC) has risen during the last two years as a result of
increased reliance on purchased power, higher purchased power costs in the wholesale
market, increased coal and gas prices and significantly higher levels of load on the EKPC
system. Not only has the FAC risen, the FAC factor has also been volatile, resulting in
uncertainties and difficulties in budgeting.

A Fuel Clause Committee was formed to review why the costs have increased and to
propose an alternative that mitigates the effect on member systems, while continuing to be
in compliance with the Fuel Adjustment Clause regulation. Members of the Committee
met with the Public Service Commission Staff to discuss the matter and explore such
alternatives.

The Committee focused on developing a billing mechanism that would reduce the
volatility in the FAC while allowing EKPC to recover its actual allowable FAC costs over
time.

Billing Mechanism

The Committee reviewed several alternatives and came to a consensus that a
billing mechanism of a monthly cap with a carry forward provision is preferred.
Under this alternative, the monthly FAC billing could not exceed 3 mills per
kWh. In the event that the calculated FAC factor is in excess of 3 mills per kWh,
EKPC would carry forward the unrecovered dollar amount associated with the
calculated FAC factor. In subsequent months if the calculated FAC factor is less
than 3 mills per kWh, any unrecovered carry forward dollar amounts would be
added in to the calculated FAC costs for that month and recovered in that month
(up to the cap of 3 mills per kWh). As a protection to EKPC, a provision to raise
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Pages of 41

the cap to 5 mills per kWh will be included if the unrecovered carry forward
exceeds $10 million. EKPC will absorb the carrying cost of the unrecovered
FAC cost carry forward. Assuming an average carry forward of $5,000,000, the
carrying cost annually is approximately $250,000.

The Public Service Commission Staff was amenable to considering some form of
modification to the billing mechanism.

Justification and Strategic Analysis

This recommendation is customer-oriented and supports the concept of competitive and
reliable energy.

Recommendation

Management recommends that the EKPC Board authorize management to seek approval
from the Public Service Commission for the proposed modification to the FAC Billing
Mechanism.

dge/bb/pg
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Bill Bosta d

Altachment,
From: Bill Bosta Page 6 of 41
nt: Thursday, July 01, 2004 12:17 PM
i David Eames
Subject: FAC Info
Dave,

Try this language for the tariff sheet. I've also included the graph and table on the Cap.

FAC Biling Cap.xls EKPC TARIFF FAC
Change-cap.DOC...

Bill

Bill Bosta
Manager, Pricing
EKPC
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P.S.C. No. 28

For All Counties Served
P.S.C. No. 28

Original Sheet No. 2

Canceling P.S.C. No. 27
EAST KENTUCKY POWER COOPERATIVE, INC. Original Sheet No. 2

Fuel Adjustment

1. The fuel clause shall provide for periodic adjustment per kWh of sales when the unit
cost of fuel [F(m) / S(m)] is above or below the base unit cost of $0.01560 per kWh
[F(b) / S(b)]. The current monthly charges shall be increased or decreased by the
product of the kWh furnished during the current month and the fuel adjustment rate
for the preceding month where the fuel adjustment rate is defined below:

Fuel Adjustment Rate =F (m) F (b)
S(m) S(b)

Where F is the expense of fossil fuel in the base (b) and current (m) periods; and S is
sales in the base (b) and current (m) periods, all defined below:

2. Fuel cost (F) shall be the most recent actual monthly cost of:

(a) Fossil fuel consumed in the utility’s own plants, and the utility’s share of fossil
and nuclear fuel consumed in jointly owned or leased plants, plus the cost of fuel
which would have been used in plants suffering forced generation and/or
transmission outages, but less the cost of fuel related to substitute generation, plus

(b) The actual identifiable fossil and nuclear fuel costs associated with energy
purchased for reasons other than identified in paragraph (c) below, but excluding
the cost of fuel related to purchases to substitute the forced outages, plus

(c) The net energy cost of energy purchases, exclusive of capacity or demand charges
(irrespective of the designation assigned to such transaction) when such energy is
purchased on an economic dispatch basis. Included therein may be such costs as
the charges for economy energy purchases and the charges as a result of scheduled

outages, also such kinds of energy being purchased by the buyer to substitute for
its own higher cost energy; and less

DATE OF ISSUE May 8, 2003 DATE EFFECTIVE: Service rendered on and after May 1., 2003

ISSUED BY TITLE President & Chief Executive Qfficer




PSC Request 6d

Attachment
For All Counties Ser\]egige 11 of 41

P.S.C. No. 28
Original Sheet No. 3

Canceling P.S.C. No. 27
EAST KENTUCKY POWER COOPERATIVE, INC. Original Sheet No. 3

Fuel Adjustment (con’t.)

(d) The cost of fossil fuel recovered through inter-system sales including the fuel
costs related to economy energy sales and other energy sold on an economic
dispatch basis.

(e) All fuel costs shall be based on weighted average inventory costing.

3. Forced outages are all non-scheduled losses of generation or transmission which
require (purchase of) substitute power for a continuous period in excess of six (6)
hours. Where forced outages are not as a result of faulty equipment, faulty
manufacture, faulty design, faulty installations, faulty operation, or faulty
maintenance, but are Acts of God, riot, insurrection or acts of public enemy, the
utility may, upon proper showing, with the approval of the Commission, include the
fuel cost of substitute energy in the adjustment.

4. Sales (S) shall be kWh sold, excluding inter-system sales. Where for any reason,
billed system sales cannot be coordinated with fuel costs for the billing period, sales
may be equated to the sum of (i) generation, (ii) purchases, (iii) interchange in, less
(iv) energy associated with pumped storage operations, less (v) inter-system sales
referred to in subsection (2)(d) above, less (vi) total system losses. Utility-used
energy shall not be excluded in the determination of sales (S).

5. The cost of fossil fuel shall include no items other than the invoice price of fuel less
any cash or other discounts. The invoice price of fuel includes the cost of the fuel
itself and necessary charges for transportation of the fuel from the point of
acquisition to the unloading point, as listed in Account 151 of the FERC Uniform
System of Accounts for Public Utilities and Licenses.

Billing Procedure

EKPC will limit the Fuel Adjustment Rate to be charged to its members to $0.00300 per kWh in
any month. The $0.00300 per kWh limit is compared to the monthly unit cost of fuel (Fn/Sm)
minus the base unit cost of fuel (Fb/Sb). The base unit cost of fuel shall be the unit cost of fuel
approved by and pursuant to the order of the Public Service Commission. In the event that the
Fuel Adjustment Rate, as calculated in accordance with Section (1) above, is higher than
$0.00300 per kWh, EKPC will defer recovery of the difference in the calculated Fuel Adjustment
Rate and $0.00300 per kWh until the next month or, if not completely recovered, in succeeding
months.

In the event that the cumulative carryforward of unrecovered costs exceeds $10,000,000, EKPC
reserves the right to temporarily increase the limit to $0.00500 per kWh until the carryforward of
unrecovered cost is eliminated.
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Bill Bosta ' Attachment
Prpetot-4t
m: Bill Bosta
At Friday, June 11, 2004 10:50 AM
To: David Eames
Subject: FAC Billing Procedure Info
Dave,

Attached below are the following items for your review:

FAC Billing Amort &Cap - This is the graph and spreadsheet analysis of the 6-mo. amortization and the cap.(two
workheets at bottom)

EKPC Tariff change-cap - This is the FAC Tariff language. | put a note at the bottom about changing the cap to 5 mills if
our carryforward exceeded $10 million; to remain in effect until the carryforward was reduced to $5 million.

EKPC Tariff Change-amortization - This is the FAC language with the 1/6 amortization.
This is ready to go to the FAC subcommittee.

FAC Biling Amort & EKPC TARIFF FAC EKPC TARIFF FAC
Cap.xis Change-cap.DOC... Change-amortiz...

Thanks,

_Bill Bosta
Manager, Pricing
EKPC
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For All Counties Served

P.S.C. No. 28
Original Sheet No. 2

Canceling P.S.C. No. 27
EAST KENTUCKY POWER COOPERATIVE, INC. Original Sheet No. 2

Fuel Adjustment

1. The fuel clause shall provide for periodic adjustment per kWh of sales when the unit
cost of fuel [F(m) / S(m)] is above or below the base unit cost of $0.01560 per kWh
[F(b) / S(b)]. The current monthly charges shall be increased or decreased by the
product of the kWh furnished during the current month and the fuel adjustment rate
for the preceding month where the fuel adjustment rate is defined below:

Fuel Adjustment Rate =F (m) F (b)
S (m) S (b)

Where F is the expense of fossil fuel in the base (b) and current (m) periods; and S is
sales in the base (b) and current (m) periods, all defined below:

2. Fuel cost (F) shall be the most recent actual monthly cost of:

(a) Fossil fuel consumed in the utility’s own plants, and the utility’s share of fossil
and nuclear fuel consumed in jointly owned or leased plants, plus the cost of fuel
which would have been used in plants suffering forced generation and/or
transmission outages, but less the cost of fuel related to substitute generation, plus

(b) The actual identifiable fossil and nuclear fuel costs associated with energy
purchased for reasons other than identified in paragraph (c) below, but excluding
the cost of fuel related to purchases to substitute the forced outages, plus

(c) The net energy cost of energy purchases, exclusive of capacity or demand charges
(irrespective of the designation assigned to such transaction) when such energy is
purchased on an economic dispatch basis. Included therein may be such costs as
the charges for economy energy purchases and the charges as a result of scheduled

outages, also such kinds of energy being purchased by the buyer to substitute for
its own higher cost energy; and less

DATE OF ISSUE May 8, 2003 DATE EFFECTIVE: Service rendered on and after May 1, 2003

ISSUED BY TITLE President & Chief Executive Officer

Issued by authority of an Order of the Public Service Commission of Kentucky in
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Case No. 2002-00432 Da..d April 23, 2003 ' Page 14 of 41
For All Counties Served
P.S.C. No. 28

Original Sheet No. 3

Canceling P.S.C. No. 27
EAST KENTUCKY POWER COOPERATIVE, INC. Original Sheet No. 3

Fuel Adjustment (con’t.)

(d) The cost of fossil fuel recovered through inter-system sales including the fuel

costs related to economy energy sales and other energy sold on an economic
dispatch basis.

(e) All fuel costs shall be based on weighted average inventory costing.

3. Forced outages are all non-scheduled losses of generation or transmission which
require (purchase of) substitute power for a continuous period in excess of six (6)
hours. Where forced outages are not as a result of faulty equipment, faulty
manufacture, faulty design, faulty installations, faulty operation, or faulty
maintenance, but are Acts of God, riot, insurrection or acts of public enemy, the

utility may, upon proper showing, with the approval of the Commission, include the
fuel cost of substitute energy in the adjustment.

4. Sales (S) shall be kWh sold, excluding inter-system sales. Where for any reason,
billed system sales cannot be coordinated with fuel costs for the billing period, sales
may be equated to the sum of (i) generation, (ii) purchases, (iii) interchange in, less
(iv) energy associated with pumped storage operations, less (v) inter-system sales
referred to in subsection (2)(d) above, less (vi) total system losses. Utility-used
energy shall not be excluded in the determination of sales (S).

5. The cost of fossil fuel shall include no items other than the invoice price of fuel less
any cash or other discounts. The invoice price of fuel includes the cost of the fuel
itself and necessary charges for transportation of the fuel from the point of

acquisition to the unloading point, as listed in Account 151 of the FERC Uniform
System of Accounts for Public Utilities and Licenses.
Billing Procedure

The calculated Fuel Adjustment Rate, as defined above, will be subject to change in each month
as follows:

In the event that the calculated Fuel Adjustment Rate is positive, EKPC will determine the
dollars associated with the calculated “positive” Fuel Adjustment Rate by subtracting the base
period per unit cost (Fb/Sb) from the current period per unit cost (Fm/Sm), multiplied by
current month kWh sales (Sm), and will recover those dollars equally in each month over a six-
month period, beginning with the current month.. The resulting Fuel Adjustment Rate for each
month will include, as applicable, recovery of costs incurred in prior periods.
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In the event the calculated . uel Adjustment Rate is negative, EKPC il use the rate, plus any Page 15 of 41

costs incurred in prior periods that are subject to recovery, to determine the Fuel Adjustment
Rate to be billed to Member Systems.
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P.S.C. No. 28

For All Counties Served

P.S.C. No. 28

Original Sheet No. 2

Canceling P.S.C. No. 27
EAST KENTUCKY POWER COOPERATIVE, INC. Original Sheet No. 2

Fuel Adjustment

1. The fuel clause shall provide for periodic adjustment per kWh of sales when the unit
cost of fuel [F(m) / S(m)] is above or below the base unit cost of $0.01560 per kWh
[F(b) / S(b)]. The current monthly charges shall be increased or decreased by the
product of the kWh furnished during the current month and the fuel adjustment rate
for the preceding month where the fuel adjustment rate is defined below:

Fuel Adjustment Rate =F (m) F (b)
S(m) S(b)

Where F is the expense of fossil fuel in the base (b) and current (m) periods; and S is
sales in the base (b) and current (m) periods, all defined below:

2. Fuel cost (F) shall be the most recent actual monthly cost of:

(a) Fossil fuel consumed in the utility’s own plants, and the utility’s share of fossil
and nuclear fuel consumed in jointly owned or leased plants, plus the cost of fuel
which would have been used in plants suffering forced generation and/or
transmission outages, but less the cost of fuel related to substitute generation, plus

(b) The actual identifiable fossil and nuclear fuel costs associated with energy
purchased for reasons other than identified in paragraph (c) below, but excluding
the cost of fuel related to purchases to substitute the forced outages, plus

(c) The net energy cost of energy purchases, exclusive of capacity or demand charges
(irrespective of the designation assigned to such transaction) when such energy is
purchased on an economic dispatch basis. Included therein may be such costs as
the charges for economy energy purchases and the charges as a result of scheduled
outages, also such kinds of energy being purchased by the buyer to substitute for
its own higher cost energy; and less

DATE OF ISSUE May 8, 2003 DATE EFFECTIVE: Service rendered on and after May 1, 2003

ISSUED BY TITLE President & Chief Executive Officer
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Case No. 2002-00432 Dated April 23, 2003

For All Counties Served
P.S.C. No.28
Original Sheet No. 3

Canceling P.S.C. No. 27
EAST KENTUCKY POWER COOPERATIVE, INC. Original Sheet No. 3

Fuel Adjustment (con’t.)

(d) The cost of fossil fuel recovered through inter-system sales including the fuel

costs related to economy energy sales and other energy sold on an economic
dispatch basis.

(e) All fuel costs shall be based on weighted average inventory costing.

3. Forced outages are all non-scheduled losses of generation or transmission which
require (purchase of) substitute power for a continuous period in excess of six (6)
hours. Where forced outages are not as a result of faulty equipment, faulty
manufacture, faulty design, faulty installations, faulty operation, or faulty
maintenance, but are Acts of God, riot, insurrection or acts of public enemy, the

utility may, upon proper showing, with the approval of the Commission, include the
fuel cost of substitute energy in the adjustment.

4. Sales (S) shall be kWh sold, excluding inter-system sales. Where for any reason,
billed system sales cannot be coordinated with fuel costs for the billing period, sales
may be equated to the sum of (i) generation, (ii) purchases, (iii) interchange in, less
(iv) energy associated with pumped storage operations, less (v) inter-system sales
referred to in subsection (2)(d) above, less (vi) total system losses. Utility-used
energy shall not be excluded in the determination of sales (S).

5. The cost of fossil fuel shall include no items other than the invoice price of fuel less
any cash or other discounts. The invoice price of fuel includes the cost of the fuel
itself and necessary charges for transportation of the fuel from the point of
acquisition to the unloading point, as listed in Account 151 of the FERC Uniform
System of Accounts for Public Utilities and Licenses.

Billing Procedure

EKPC will limit the Fuel Adjustment Rate to be charged to its members to $0.00300 per kWh in
any month. In the event that the Fuel Adjustment Rate, as calculated in accordance with Section
(1) above, is higher than $0.00300 per kWh, EKPC will defer recovery of the difference in the
calculated Fuel Adjustment Rate and $0.00300 per kWh until the next month or , if not
completely recovered, in succeeding months.

In the event that the cumulative carryforward of unrecovered costs exceeds $10,000,000, EKPC
reserves the right to temporarily increase the limit to $0.00500 per kWh until the carryforward of

unrecovered cost is reduced to $5,000,000. (Note, this provision is included to raise this issue
w/the Committee.)
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As requested, Gary has analyzed two other alternatives on deferring the FAC costs. Both
of these alternatives are somewhat complicated once you begin to look at them over time,
but the first one is preferable.

1) CAP THE FACINCREMENT AT $3/MWH EACH MONTH. ROLL ANY
CARRYFORWARD INTO THE NEXT MONTH(S) UNTIL ELIMINATED
- BUT IN NO EVENT WILL THE FAC FACTOR BE MORE THAN
$3/MWH.

This alternative produces the best result from several perspectives. As shown in the
graph, it’s less volatile than the 6 and 12 month amortization schedules developed last
week and it has a lower cash flow effect, reaching $7.8M, compared to $12M (6-mo.) and
$19M (12 mo.). While it is similar in some respects to No. 2 below, by allowing
immediate amortization of the dollars (if below the cap), we eliminate these
underrecoveries faster yet still retain the cap.

2) CAP THE FAC AT $3/MWH AND AMORTIZE $ AMOUNTS ABOVE
THE CAP OVER 6 MONTH PERIODS

This alternative presents a problem administratively because there are many months
where you cannot include the full amortization in the FAC cost calculation because of the
$3/MWH cap! As a result, we would need to keep track of when the first amortization is
fully recovered and then the next and so on. The deferral reaches $9.3 M by March 2004.

It looks like the two legitimate alternatives for consideration are the 6-month
amortization developed last week and the $3/MWH cap w/immediate amortization
alternative (No. 1 above). Attached is a graph showing the cumulative deferrals under
both alternatives.
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Bill Bosta 5
m: Bill Bosta

at: Tuesday, March 30, 2004 1:32 PM

To: ‘jorowning@farmersrecc.com’; ‘donschaefer@jacksonenergy.com’;
‘bmarshall@owenelectric.com’; 'larryh@srelectric.com’; 'eaanderson@skrecc.com'

Cc: David Eames; Charles Lile
Subject: FAC Issues

Shown below is a list of FAC issues discussed this morning.

1) Double charging of demand-related costs through base rates and through the FAC. Managers are concerned that EK is
recovering demand related costs in its purchased power component of its FAC costs. In recognition of this, Larry Hicks
suggested that one alternative would be to take the monthly coincident peak in excess of installed capacity (if any) and
multiply that amount by the "E"” demand charge of $5.22, and return this amount to member systems. Discussion about the
mechanism occurred, such as a credit to the FAC or through a reduction to the demand charge (base rate) bill amount.

2) Explore the possibility of taking the using a rolling FAC factor instead of monthly actual. EK would defer recovery of FAC
costs in excess of its fuel base for a period of six months instead of through immediate recovery. Dave Eames has
spoken to the PSC Staff about this possibility but has not yet received feedback.

3) There is a general concern about the overall level of fuel costs incurred at EK. Recent escalation in the FAC cost has
resulted in the question of whether EK is doing all it can to hold down FAC costs. Managers are concerned about
communicating why recent increases have occurred.

4) Is there a way that larger customers could participate in a FAC cost cap through hedging. Industrial customers have
expressed serious concern about FAC costs rising faster than the anticipated budget level. Concern about cross-
subsidization between industrial and residential customers was noted.

«, wonsider tieing the application of the EK FAC cost to the time at which the Member system bills its customers. This
would resultin a one-time lag of 2-3 months wherein EK would bill a zero FAC factor to the Member systems.

6) Consider suggesting to the Commission Staff that a "waiver provision with good cause"” be instituted in the FAC
reguiation to enable more flexibility in the application of the FAC.

Please review and feel free to add or delete to the list provided above. Just e-mail to me and I'll incorporate. We'll let you
know of the PSC date as soon as we can.

Thanks,
Bill Bosta

Manager, Pricing
EKPC



