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EAST KENTUCKY POWER COOPERATIVE, INC.
PSC CASE NO. 2006-00472
THIRD DATA REQUEST RESPONSES
COMMISSION STAFF’S THIRD DATA REQUEST DATED 05/01/07
REQUEST 45
RESPONSIBLE PERSON: -William A. Bosta
COMPANY: East Kentucky Power Cooperative, Inc.
Request 45. Refer to the response to the Staffs First Request, Item 30(a).

EKPC has proposed to remove for rate-making purposes $1,713 of the $128,252 shown
as advertising expense in Account No. 913.

a. Identify the classifications as shown in the response to Item
30(a) that include the $1,713.

b. Isthe $122,049 in staff labor and expenses shown in the
response exclusively related to promoting the availability of industrial development sites
within member systems’ service territory? Explain the response.

c. Explain why the $128,252 in advertising that EKPC has
identified as promoting and/or retaining the use of its utility service in conjunction with
its industrial development advertising should be included for rate-making purposes, given

the provisions of 807 KAR 516, Section 4(1)(b).

Response 45. a. The entire $1,713 is identified as Staff Labor & Expenses,
Account 91300. Tt is part of the $122,049 amount shown in the “Other” category of
Account 91300 in the response to PSC 30(a), First Data Request.

b. The labor cost and expense amount is not exclusively related to
promoting the availability of industrial development sites. It would include other

economic/industrial development purposes.
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¢. The economic/industrial development activities must be
conducted in order to promote the economic well-being of EKPC and the Kentucky
economy in general. To the extent that such activities result in additional load that covers
variable cost, EKPC and its Member Systems are better off financially and the staie and

its citizens benefit. Thus, allowing such costs in rates is warranted.
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EAST KENTUCKY POWER COOPERATIVE, INC.
PSC CASE NO. 2006-00472
THIRD DATA REQUEST RESPONSES
COMMISSION STAFF’S THIRD DATA REQUEST DATED 05/01/07
REQUEST 46
RESPONSIBLE PERSON: William A. Bosta
COMPANY: Fast Kentucky Power Cooperative, Inc.
Request 46. Refer to the response to the Staffs First Request, {tem 30(b).

a. Provide arevision to pages 2 through 4 of 11 1dentifying all
expenses EKPC has identified as “Eliminations” on page 5 of 11.

b. Provide copies of printed advertisements or copies of the text
of commercials related to the following transactions. If possible, provide 3 examples of
the printed advertisements and 3 examples of the text of commercials.

(1) Voucher 159631 - Comett Advertising, page 2 of 11.
(2) Voucher 170350 - Host Communications, Inc., page 2 of
I1.

¢. Explain in detail the nature and purpose of the Partners Plus
advertising program. Given the provisions of 807 KAR 5016, Section 4, include a
discussion of why any expense associated with the Partners Plus program should be
included for rate-making purposes.

d. Provide 4 examples of the Envirowatts advertisements.

e. Referto pages 3 and 4 of 11. The majonity of the expenses
shown on these pages list the purpose of the expenditure as “Various - Annual Meeting,
Safety, Conservation, Name Recognition, etc.” Provide a further breakdown of the
information shown on these pages between annual meeting, safety and conservation

advertising, name recognition, and other. Exclude any transactions associated with the
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Partners Plus program. For any expenses reclassified as other, include an explanation of

the benefit received from that advertising.

Response 46. a. Please see Attachment 1.

b. (1) Please see Attachment 2, pages 1-6.

(2) Please see Attachment 2, pages 7-9.

¢. The Partners Plus program was established several years ago to
allow the Member Systems to have more choice about how to use marketing related
funds from EKPC. Prior to the Partners Plus program, EKPC used a more centralized
approach to assisting the Member Systems in this area. The change to this program
enabled the member systems to exercise greater control over their efforts to assist their
members.

In terms of funding, EKPC matched dollar-for-dollar any
marketing monies spent by each Member System up to $5.65 per household. Each -
Member System was treated the same. The matched amount could be based on such
activities as energy efficiency incentives, safety advertising and other marketing
activities. Members could receive matching funds if they had activities that met the
following criteria:

o Initiatives designed to influence end use or system load

shapes.

o Initiatives designed to enhance member system 1mage.

o Initiatives designed to influence consumer attitudes and

behavior.

o Efforts to collect and analyze market information and load

data including consumer attitude and preference data.

e Educational efforts to enhance knowledge of electrical

safety.
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e Educational efforts to enhance the awareness of the benefits

of the efficient use of electricity.

EKPC conducted a thorough analysis of Partners Plus
expenditures for the test year. As shown in the response to PSC 30(b) and in the
supplemental information contained herein, EKPC has eliminated an appropriate level of
promotional type expenses from this case.

d. Please see Attachment 3.
¢. Please see Attachment 4.
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How can you save two ways with
a new heating & cooling system?

It’s easy. When you install a new, high-efficiency air-to-air heat
pump, you save on your electric bill. And as a co-op member,
you may also qualify for a rebate.

The air-to-air heat pump, one ...actually, two more reasons that
Touchstone Energy Living is the new standard of living.

For more information call Larry Jones at (859) 901-9206.

A Touchstone Energy Cooperative 7(“}(
o

1-800-992-3269 « www.clarkenergy.com



http://www.clarkenergy.com
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What's is a Touchstone Energy Home? 575 x 10

Any home built to meet or exceed Energy Star standards
qualifies as a Touchstone Energy Home.

A Touchstone Energy Home is inexpensive to heat and cool,
offers maximum comfort and has added resale value, things
that are pretty important in this time of rising energy costs.
Before you build, call 1-800-262-7480 for more details.

The Touchstone Energy Home, one more reason why
Touchstone Energy Living is the new standard of living.

£ JACKSON ENERGY

A Touchstone Energy Cooperative m
. —

1-606-364-1000 » www.jacksonenergy.com



http://www.jacksonenergy.com

On the farm, it seems like there’s never enough time;
run to town for a new part,

hurry to beat the rain,

rush to finish before dark...

In the middle of all the hustle, take a few seconds for
safety. Look up, make sure your farm equipment will
clear overhead wires in the field and farmyard.

A safety message from...

Cooperative

Your Touchstore Energy* Partner }d}(
>
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~ Touchstone Energy Living
(Radio :60)

(Music up & under)

These days there’s a lot of concern about the high cost of energy and what to
do about it. That’s why I want to talk to you about Touchstone Energy
Living.

What is Touchstone Energy Living?

To put it simply, it’s all about savings, energy saving programs and products
from your local Touchstone Energy Cooperative.
Programs like the Touchstone Energy Home, the home built to meet or
exceed Energy Star standards. The home that’s inexpensive to heat and cool,
yet it still provides you with maximum comfort and.... has added resale
value.
Now if you're not planning on building a new home, we can still help.

Ask us about an energy audit, the Button-up program or any of the many
ways that we can help lower your energy bill.

Touchstone Energy Living can help control your energy costs, increase your
comfort and keep some green in your wallet.

That’s why it’s the new standard of living from Blue Grass Energy, your
local Touchstone Energy Cooperative
( music up & ouf)
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Touchstone Energy Living
(Radio :30)

(music up & under) _

These days there’s a lot of concern about the high cost of energy and what to
do about it. That’s why we offer Touchstone Energy Living.

What is Touchstone Energy Living?

It’s energy saving programs and products from your Touchstone Energy
Cooperative, ways to make your home more energy efficient, your life more -
comfortable and keep some green in your wallet.

That’s why Touchstone Energy Living is the new standard of living from
Cumberland Valley Electric, your local Touchstone Energy Cooperative
(music up & out)

That’s why Touchstone Energy Living is the new standard of living from
Taylor County Rural Electric, your local Touchstone Energy Cooperative
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Touchstone Energy Living
(Radio :60)

(music up & under)

These days there’s a lot of concern about the high cost of energy and what to
do about it. That’s why I want to talk to you about Touchstone Energy
Living.

What is Touchstone Energy meg?

To put it simply, it’s all about savings, energy saving programs and products
from your local Touchstone Energy Cooperative.

One way to save is with a new Geothermal heating and cooling system,
Geothermal delivers year around comfort, year around savings and money
back. That’s right, if you install a geothermal system, Fleming Mason
Energy will rebate a portlon of your costs.

If a new heating system isn’t in your immediate plans, ask us about other
ways that we can help you manage your energy bill.

Touchstone Energy Living, it can help control your energy costs, increase
your comfort and keep some green in your wallet.

That’s why it’s the new standard of li\}ing from Fleming-Mason Energy,
your local Touchstone Energy Cooperative
(music up & out)



PSC Request 46(b)
. Attachment 2
Page 7 of 9

Residential Incentives
{Radio :30)

At Owen Electric, we want you fo help you save money on your energy
bills, that’s why we’re offering rebates on selected water heaters, heating &
cooling systems and on the Touchstone Energy Home, the most energy
efficient home you can build.

So before you buy, or build, contact your nearest Owen Electric Office for
details on residential incentives.

Energy efficiency and money back from Owen Electric, your local
Touchstone Energy Cooperative
Looking out for you.
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Button-UP
(Radio :30)

Want to make your home more comfortable and save money? Check out our
Button-up program. :
A home can lose a lot of energy because of poor insulation and drafts around
doors and windows. Our professional energy advisors can help you find the
problems and suggest simple low cost ways to make your home more
comfortable and more energy efficient.

The Button-Up Program, one more reason Touchstone Energy Living is the
new standard of living from Grayson Rural Electric, your local Touchstone
Energy Cooperative
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Energy Audits
(Radio :30)

Do you know where your energy dollars are going? An energy audit can
answer that question and tell you how to keep some of those dollars at home.
One of our trained energy auditors will inspect your heating & cooling
system, check the house for air leaks, determine your energy usage and
suggest ways to make your home, more energy efficient and save you
money.

Energy audits, one more reason Touchstone Energy Living is the new
standard of Living from Salt River Electric, Your local touchstone Energy
Cooperative
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power plant...

With BnviroWatts, energy does come from .
dead plants and other common household
waste that goes into a landfill.

Capturing the methane gas from the landfill
site, the EnviroWatts program produces
environmentally friendly energy. This helps
conserve fossil fuels and makes our world a
little cleaner and a little greener. For more
information contact your participating co-op.

vioWatls

Earth Friendly Energy Alternatives

Kentucky Living + . May 2006
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Centuckys:
Tbuchstone: Energy Cooperatwes ?Q

——

Kentucky Living + July 2006
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PSC Request 47

Page 1 of §
EAST KENTUCKY POWER COOPERATIVE, INC.
PSC CASE NO. 2006-004772
THIRD DATA REQUEST RESPONSES

COMMISSION STAFF’S THIRD DATA REQUEST DATED 05/01/07

REQUEST 47

RESPONSIBLE PERSON: William A. Bosta

COMPANY: East Kentucky Power Cooperative, Inc.

Request 47, Refer to the response to the Staffs First Request, Item 30(b), page 6

of 11. For each of the transactions listed below, describe the nature and purpose of the
organization and explain why the expense should be included for rate-making purposes:

Manufactured Housing Research Alliance.

o ow

Bluegrass Tomorrow.

Kentucky Coal Association Corp.

|

Associated Industries of Kentucky.
EMLF,

SSEB.

University of Kentucky.

@ =oa

h. National Food and Energy Council, Inc. - both membership
and membership investment.
1. Scientech, Inc.

j. Center for Energy & Economic Development.

Response 47, a. Manufactured Housing Research Alliance - The Manufactured
Housing Research Alliance is a non-profit organization with the mission of developing
new technologies to enhance the value, quality, and performance of the nation's factory

built homes, both manufactured and modular. MHRA's research supports the industry by
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developing new methods for using factory built homes in a wide array of housing
applications, by solving technical challenges, and by paving the way for innovations in
home design, construction, and installation. To carry out its mission, MHRA develops,
tests, and promotes better methods and materials for designing, manufacturing, and
marketing factory built homes. These activities include research, new product
development, training and educational programs, testing programs and demonstrations,
commercialization efforts, workshops, conferences and other events. With this
membership, EKPC was able to work with DOE to design energy star compliant
manufactured housing. In 20035, approximately 20% of the customers in the entire East
Kentucky Power Service territory were manufactured housing. As a result, efficiency
improvements within manufactured homes benefits a very large number of our
customers.

b. Bluegrass Tomorrow — Bluegrass Tomorrow is central
Kentucky's regional planning organization; a regional coalition of business, farming,
development and preservation interests dedicated to promoting coordinated growth and
preservation planning for the thirteen-county ceniral Bluegrass region of Kentucky.
Their goal is to maintain the highest quality of life and economic vitality that
distinguishes the Bluegrass region by creating efficient, responsible, and carefully
planned growth.

This membership has helped those EKPC Member Systems in
the Bluegrass area of Kentucky understand community concemns regarding land use
issues. With this knowledge, the Member Systems can work with developers when
planning expansion projects so that community concerns are considered.

¢. Kentucky Coal Association Corporation — Headquartered in
Lexington, the Kentucky Coal Association, a registered 501(c)6 non-profit organization,
is the state's leading coal association with members representing both Eastern and
Western Kentucky, surface and underground production, and union and non-union

operations. This diversity helps the association build a consensus approach in problem
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solving and dealing with the complex issues facing the industry today. The Kentucky
Coal Association is active in many areas as it strives to represent its membership, to
promote the development of Kentucky's coal resources, and to maintain a strong, viable
presence in the Commonwealth.
Because coal 1s vital to the production of electricity in

Kentucky, the Kentucky Coal Association helps to maintain a strong coal industry and
that Kentucky will remain a leader in this industry. The association also ensures that
Kentucky coal will be available and a part of a balanced energy fuel mix. The
association tracks pending state and federal laws affecting this industry and provides
msightful information that helps to bring a sense of reasonableness to these issues.

d. Associated Industries of Kentucky — Associated Industries of
Kentucky has changed its name to the Kentucky Association of Manufacturers (KAM).
KAM’s mission is to enable profitable growth for existing Kentucky manufacturers and
the industries that support them, and to attract new manufacturers to Kentucky, so that the
prosperity of all Kentuckians will be enhanced. Their vision is to see Kentucky become
one of the world's most desired locations for both new and existing manufacturers by
2012. Given that energy is a major driver in industrial development, this membership
helps to encourage economic development through the promotion of economical electric
rates.

e. Energy and Mineral Law Foundation — The Energy and
Mineral Law Foundation is a non-profit, educational organization providing information,
resources on legal issues, including opportunities for Continuing Legal Education, related
to the energy and mineral industry through workshops, specialty programs, publications
and electronic information. The foundations’ mission is to serve as a nationally
recognized provider of education and information on energy, mineral and natural
resources law. The Energy and Mineral Law Foundation fosters the study of energy,
mineral, and natural resources law through quality, cost-effective, and timely education,

and provides a continuing forum for industry, government, attorneys, legal scholars and
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the general public to engage in an intellectually honest examination of these subjects
enhancing EKPC’s ability to better serve its customers in an efficient and competitive
marimer.

f. Southern States Energy Board — The Southern States Energy
Board (SSEB) is a non-profit interstate compact orgamization created in 1960 and
established under Public Laws 87-563 and 92-440. The Board’s mission is to enhance
economic development and the quality of life in the South through innovations in energy
and environmental policies, programs, and technologies. Sixteen southern states and two
territories comprise the membership of SSEB: Alabama, Arkansas, Florida, Georgia,
Kentucky, Louisiana, Maryland, Mississippi, Missouri, North Carolina, Oklahoma,
Puerto Rico, South Carolina, Tennessee, Texas, U.S. Virgin Islands, Virginia, and West
Virginia. Each jurisdiction is represented by the governor and a legislator from the
House and Senate. A governor serves as the chair and legislators serve as vice-chairman
and treasurer. Ex-officio non-voting Board members include a federal representative
appointed by the President of the United States, the Southern Legislative Conference
Energy and Environment Committee chair and SSEB’s executive director, who serves as
secretary.

SSEB was created by state law and consented to by Congress
with a broad mandate to contribute to the economic and community well-being of the
southern region. The Board exercises this mandate through the creation of programs'in
the fields of energy and environmental policy research, development and implementation,
science and technology exploration and related areas of concern. SSEB serves its
members directly by providing timely assistance designed to develop effective energy
and environmental policies and programs and represents its members before
governmental agencies at all levels.

Currently, Rep. Rocky Adkins and Sen. Robert Stivers represent
Kentucky on this board. EKPC was a member in 2005 when Gov. Ernie Fletcher was

chairman, and Kentucky's energy strategy was being discussed and promoted. EKPC



PSC Request 47
Page 5 of 8

also hosted a tour of its Bavarian Landfill Plant in Boone County - the first in Kentucky
to produce electricity from methane gas from decaying municipal waste - for the SSEB's
Southern States Biobased Alliance in 2005. .

g. University of Kentucky —~ The University of Kentucky is a
public, research-extensive, land grant university dedicated to 1improving people’s lives
through excellence in teaching, research, health care, cultural enrichment, and economic
development. The University of Kentucky facilitates learning, expands knowledge
through research, and serves a global community by disseminating, sharing, and applying
knowledge. As the commonwealth’s flagship institute, the University of Kentucky plays
a critical leadership role for the commonwealth by contributing to the economic
development and quality of life within Kentucky’s boarders and beyond. The University
nurtures a diverse community characterized by fairness and equal opportunity.

In 2006, EKPC became a member of the Mining Engineering
Foundation. This foundation is dedicated to the promotion of mining engineer through
scholarships and, promotion, and professional development of faculty. Supporting the
mining industry is very important because of Kentucky’s economic dependence and the
coal industry and EKPC’s dependence on coal as its main source of fuel.

h. National Food and Energy Council, Incorporated — The
National Food and Energy Council (NFEC) is an association of nearly 200 electric
companies, cooperatives, and public power districts. The National Food and Energy
Council’s primary goal is to help their members serve their rural customers by providing
educational materials, training courses, and direct technical assistance to members.

Originally formed to help utilities with their agricultural
customers, NFEC has recently expanded its scope to now include providing technical
support and assistance to help power suppliers with their rural businesses and commercial
key accounts. Specific topics include motor efficiency, security lighting for businesses,
standby generator sizing and distributed generation sources, key accounts programs,

wiring or grounding upgrades for power quality, and new options for serving three-phase
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loads with single-phase service. Informational flyers on these and other subject matters
of interest are made available to educate and provide safety mformation to our customers.

1. Scientech, Incorporated — Scientech provides utility and
industrial clients with the hardware, technology, risk and reliability, information, and
process solutions to reduce costs and improve efficiency, safety, performance, and
knowledge. Scientech was founded in 1983 as a consulting engineering and technical
services company serving government and utility customers. Scientech is a worldwide
provider of electric generation services and products, safety and risk analysis,
information technology, and strategic consuiting.

EKPC receives great value from the Scientech FOMIS
program. FOMIS is a membership community that connects electric power industry
experts, which can substantial reduce costs associated with downtime and replacement
generation costs by providing immediate solutions to O&M problems and helping locate
parts, equipment, and services. A FOMIS conference is held every two years to help stay
abreast of the latest issues and solutions. FOMIS members receive quick and easy access
to a constantly-updated database of reports on just about any topic related to the industry.
Support service 1s available 24/7 from Scientech professionals experienced in power
station engineenng.

EKPC also participates and receives value from Scientech’s
RAPID program - a virtual inventory system used to locate, buy and sell engineered spare
parts. RAPID pools the inventories of its members to create a virtual warehouse
containing millions of parts. Access to powerful search engines quickly locates needed
out-of-stock spare parts, reduces surplus stock, and identifies replacements for no longer
manufactured parts. The benetits of using RAPID include:

e avoid outages and de-rate caused by stock outs
o avoid work delays caused by stock outs
e reduce inventory levels and carrying costs

o liquidate surplus with higher returns



PSC Request 47
Page 7 of 8

locate parts in fleet-wide inventories

avoid contingent purchases

backup corporate computer systems

locate new sources of supply

reduce purchase costs over OEM prices
share common spare parts and safety stock
find alternatives to obsolete parts

promote your company, parts and services

EXPC has also installed the Scientech PMAX software system

at Cooper Power Station. PMAX, an on-line performance monitoring and analysis

systern, is a tool that increases plant operator awareness of the importance of performance

issues. These issues include:

providing guidance to plant operators by graphically presenting
target values, deviations from targets, and lost power effects for
those deviations,

providing on-line balance of plant performance so operators can
assess current plant operations to detect and correct problems,
detecting condenser fouling and giving plant operators the
information needed to optimize condenser performance,
providing a means to validate plant equipment vendor claims,
using input validation, the system can detect instrument fault and
cahibration errors,

trending critical plant component performance allowing users to
monitor component degradation and optimize their maintenance
efforts to minimize unscheduled downtime,

replaying plant events using archived data to reconstruct activities

during time periods of interest, and
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e distributing the information calculated by PMAX throughout the
plant and uvtility on computer networks for graphical display and
further analysis.

j.  Center for Energy and Economic Development ~ The Center
for Energy and Economic Development (CEED) is a non-profit group dedicated to
protecting the viability of coal-based electricity. Working at the local, state, and regional
levels, CEED communicates the truth about coal - conducting research, dispelling
falsehoods, and educating the public and government officials about coal-based
electricity's importance to our way of life. The Center for Energy and Economic
Development’s mission is to foster the long-term viability of coal-based electricity
generation in America through research, information, and advocacy programs so coal-
based electricity can continue to provide essential, affordable, and increasingly clean
power for America.

CEED ensures that coal will be available and a part of a
balanced energy fuel mix. The association tracks pending state and federal laws affecting
this industry and provides insightful information that helps to bring a sense of

reasonableness to these issues.
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EAST KENTUCKY POWER COOPERATIVE, INC.
PSC CASE NO. 2006-00472

THIRD DATA REQUEST RESPONSES
COMMISSION STAFF’S THIRD DATA REQUEST DATED 05/01/67
REQUEST 48
RESPONSIBLE PERSON: William A. Bosta
COMPANY: East Kentucky Power Cooperative, Inc,
Request 48, Refer to the response to the Staff’s First Request, Item 30(b), pages
7 through 10 of 11.

a. Provide a revision to pages 7 through 10 of 11 identifying

all expenses EKPC has identified as “Eliminations” in Item 30(b), page 5 of 11.
b. For each of the vendors listed below, explain the nature and

purpose of the transaction:.

(1) Rees Printing Company.

(2) Reynolds Communications, Inc.

(3) Deshane &Associates LLC.

(4) Contract Professionals LLC.

(5) World Expositions.com LLC.

(6) Government Strategies LI.C.

Response 48. a. Please see pages 2 through 4.
b. Please see pages 5 and 6.
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PSC Request 49

Page 1 of 2
EAST KENTUCKY POWER COOPERATIVE, INC.
PSC CASE NO. 2006-00472
THIRD DATA REQUEST RESPONSES
COMMISSION STAFF’S THIRD DATA REQUEST DATED 05/01/07
REQUEST 49
RESPONSIBLE PERSON: - William A. Bosta/Ann F. Wood
COMPANY: East Kentucky Power Cooperative, Inc.
Regunest 49, Refer to the response to the Staffs First Request, Item 30(c).

a. Provide a revision to pages 2 through 5 of 5 identifying the
economic development and research and development expenses EKPC believes should be
included for rate-making purposes, as stated in the Application, Exhibit F, Schedule 15,
page 2 of 2.

b. For each economic development and research and development
transaction identified in part (a) above, explain in detail why the transaction should be
included for rate-making purposes.

c. Refer to page 1 of 5. Provide a schedule detailing the
transactions that make up the $32,507,300 balance for Account No. 426 listed as "Other."
At a minimum, list the transaction date, a document reference, the vendor, the amount,

and a description of the purpose of the transaction.

Response 49. a. Please see the attachment.

b. The economic development related transactions are intended to
enhance the possibility of attracting industry to Kentucky and the EKPC service territory.
See also the response to Item 45¢ herem.

¢. Below is a schedule detailing the balance labeled as "Other" on

Page 1 of 5. Specific document references concerning vendor amounts are not



PSC Request 49
Page 2 of 2

applicable. Obsolete material is written-off throughout the year. Annually, EKPC
records its proportionate share of the propane investment. The life insurance component
is a monthly amortization of the premium from prepaid to expense, along with an

offsetting adjustment. The difference is redacted.

Material write-offs 166,483
Propane (173,407)
Life Ins (40,416)

Difference 32,554,641
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EAST KENTUCKY POWER COOPERATIVE, INC.

PSC CASE NO. 2006-00472

THIRD DATA REQUEST RESPONSES

COMMISSION STAFF’S THIRD DATA REQUEST DATED 05/01/07

REQUEST 50

RESPONSIBLE PERSON: Ann F. Woed

COMPANY: East Kentucky Power Cooperative, Inc.

Request 50. Refer to the response to the Staffs First Request, Item 31. For each

of the vendors below, explain the nature of the transaction and 1ts expected duration. In

addition, indicate whether the transaction is of an on-going, recurring nature.

L

e o

B owm om0
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L

Christensen Associates Energy Consulting.
Cooper Research, Inc.

Execquest, Inc.

Fellon McCord & Associates, Inc.
Frost Brown Todd LLC.

Fuller Mossbarger Scott & May.
Gannett Fleming, Inc.

Goodcents Solutions.

Hunton & Williams.

Jennings Strouss & Salmon PLC.
John Farley Consulting LLC.

Kentuckiana Engineering Co., Inc.

. Kenvirons Inc.

MCR Performance Solutions LLC.
Preston Osborne Research.

Richard K. Byme.
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q- RMB Consulting & Research Inc.
r. Ronald L. Willhite.
s. Stanley Consultants Inc.
t.  The Grizzle Company.
Response 5. Referring to the response to Staff’s First Request, Item 31, for the

vendors below, an explanation is given as to the transaction and its expected duration. In
addition, the recurring nature of the transaction is given.

a. Christensen Associates Energy Consulting--Christensen
Associates Energy Consulting provides regulatory and rate support, along with strategic
planning support. EKPC uses this consulting firm on an “as needed” basis.

b. Cooper Research--Cooper Research provides support for
satisfaction surveys. The consultant is responsible for calling consumers and providing
data to EKPC. There are two projects: an on-going monthly survey and an annual
survey, which is renewed each year.

¢. Execquest--Execquest performs personnel placement services
for professional type positions. EKPC has used Execquest on a limited basis over the last
several years. Their consulting services are engaged on an "as needed” basis; Execquest
is not performing services for EKPC at this time.

d. Fellon McCord & Associates, Inc.--Fellon McCord &
Associates provides natural gas consulting services for EKPC. Their three-year
agreement with EKPC expires mn the fall of 2007,

e. Frost Brown Todd is on a monthly retainer and is working
actively on the following projects:

Smith NEPA
USA v. EKPC (EPA lawsuit) - local counsel

Rowan-Cranston Transmission Line Appeal
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Warren RECC Projects - Environmental Compliance (wind
down)

Air Quality Permit for Spurlock Station - local counsel
Mulberry v. Eames & EKPC (auto accident)

Guaranteed Solid Waste Disposal (Cooper Power Station)

f.  Fnller Mossbarger Scott & May

Smith Station ~ Geotechnical Exploration — On-Going
Cooper Station — Samples due to the Low Water Level — End
of 2007
Spurlock Station ~ Substructure for Landfill — End of 2007

" Dale Station ~ Ash - End of 2007

g) Gannett Fleming, Inc.--Gannett Fleming, Inc. provides
depreciation studies. EKPC’s depreciation study was required as part of the Commission
Environmental Surcharge Order. The depreciation study is complete; no further services
are required of Gannett Fleming, Inc.

h. Goodcents Solutions--GoodCents Solutions, an established
energy management company, provides research, equipment, data collection, analysis
and reporting for EKPC's direct load control pilot. Services will continue through
Pecember 31, 2007.

i. Huonton & Williams is working on EPA enforcement action in
two federal lawsuits that involve issues related to acid rain and new source review
regulations. They also review and advise on various contract matters related to this
litigation and ongoing operational constraints under any settlement. They are working
with EKPC and Kentucky Division for Air Quality on permitling 1ssues related to the
new Smith CFB (circulating fluid bed) unit at our site near Trapp, Kentucky.
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j. Jennings Strouss & Salmmi work on the MISO (Midwest
Independent System Operator) project reviewing FERC decisions, preparing responses 1n
the US Court of Appeals for the DC Circuit. They also are involved in TV A matters
regarding the cancellation of Warren RECC to become a member of EKPC. There 1s
ongoing work in the KU and LG&E v. EKPC - FERC Docket No. ER 02-2560-003
which proposes a restructuring of two agreements with EKPC - an interconnection
agreement and a transmission agreement.

k. John Farley Consulting 1.L.C--John Farley Consulting LLC,
provides consulting services in the areas of demand-side management and EKPC's direct
load control pilot. Services are on-going. |

1. Kentuckiana Engineering Company, Inc

Smith Permit — On-Going
m. Kenvirons, Inc
Smith Permitting — On-Going
Spurlock — Landfill Expansion ~ On-Going

n. MCR Performance Solations LLC--MCR provides strategic
planning consulting services. Their services are on-going.

0. Preston Osborne Research--Preston Osborne Research
provides satisfaction survey services. The consultant administers surveys by phone on a
quarterly basis to commercial and residential consumers of EKPC member systems. The
data is reported to EKPC. The projects are on-going.

p. Richard K. Byrne--Richard Byme was engaged by the former
President and CEO to perform an analysis of EKPC operations. Mr. Byrne is no longer
performing consulting services for EKPC.

q. RMB Consulting & Research Inc.--RMB was used by EKPC
to answer questions from our Kentucky Division for Air Quality (KDAQ) concemning our

Spurlock 4 construction permit application. RMB provided answers to KDAQ questions
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about Particulate Maiter (PM) Continuous Emission Monitors (CEM). EKPC no longer
uses RMB's services. |
r. Ronald L. Willhite--Ronald Willhite provides rates and
regulatory consulting on an on-going and as-needed basis. Mr. Willhite is on retainer
with EKPC.
s. Stanley Consultants, Inc.
Engineering for Smith Station ~ On-Going
Engineering for Spurlock — Unit No. 4, Scrubber for Unit 1 and
Unit 2 — On-Going
Engineering for Cooper — Low Water Mitigation — End of 2007
t. The Grizzle Company is on a monthly retainer reviewing the
status of the two BEPA enforcement actions against EKPC and participating in settlement

negotiations.
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EAST KENTUCKY POWER COOPERATIVE, INC.
PSC CASE NO. 2006-00472
THIRD DATA REQUEST RESPONSES

COMMISSION STAFF’S THIRD DATA REQUEST DATED 05/01/07

REQUEST 51

RESPONSIBLE PERSON: Ann F. Wood

COMPANY: East Kentucky Power Cooperative, Inc.

Regquest 51, Refer to the response to the Staffs First Request, Item 34(e), page 6

of 6. Provide an updated version of this response including the financial information for

the propane operations as of December 31, 2006.

Response 51. Referring to the response to the Staff’s First Request, Item 34(e),
page 6 of 6, page 2 of 2 to this response reflects an updated version of the response as of
December 31, 2006. Financial information for the propane companies is maintained by

the respective member system cooperative.
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EAST KENTUCKY POWER COOPERATIVE, INC.
PSC CASE NO. 2006-00472
THIRD DATA REQUEST RESPONSES
COMMISSION STAFF’S THIRD DATA REQUEST DATED 05/01/07
REQUEST 52
RESPONSIBLE PERSON: Ann F. Wood
COMPANY: East Kentucky Power Cooperativé, Inc.
Request 52. Refer to the response to the Staffs First Request, Item 41.

Concerning the Alliance for Cooperative Energy Services Power Marketing (“ACES
Marketing”):

a. Indicate when EKPC joined ACES Marketing.

b. Identify the other members of ACES Marketing.

¢. Provide the amount of any initial investment EKPC made when
it joined ACES Marketing:

d. Describe EKPC’s involvemnent in the operations or governance
of ACES Marketing.

e. Provide copies of the power marketing agreement referenced in
the response on page 2 of 3.

f. Does EKPC have any obligations or responsibilities for ACES
Marketing other than what 1s provided in the power marketing agreement? If yes,
provide a detailed description of all obligations or responsibilities.

g. Provide a detailed schedule of the services EKPC has
purchased from ACES Marketing. The schedule should, at a minimum, describe the
service provided and the cost for each service. The schedule should show all transactions

annually from the year EKPC joined ACES Marketing through the end of calendar year
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2006. In addition, show separately the services provided and the cost for those services
for the test year.

h. Does EKPC receive any dividends or income from its
membership with ACES Marketmg? Explain the response.

1. At the time it joined ACES Marketing, did EKPC conduct any
evaluations or analyses to determine whether it could provide the same or similar services
on an in-house basis?

(1) If yes, describe the results of those evaluations or
analyses. Include copies of any written documentation.

(2} Ifno, explain in detail why evaluations or analyses were
not undertaken.

j. At the time it joined ACES Marketing, did EKPC undertake
any studies or analyses to determine if it could secure the same or similar services from
another vendor?

(1) If yes, describe the results of those evaluations or
analyses. Include copies of any written documentation.

(2) If no, explain in detail why evaluations or analyses were
not undertaken.

k. Since joining ACES Marketing, has EKPC performed any
reviews or studtes to determine whether its membership in ACES Marketing is the most
reasonable course of action?

(1} If yes, describe the results of the reviews or studies.
Include copies of any written documentation.
{2) If no, explain in detail why reviews or studies have not

been performed.

Response 52. a. EKPC joined ACES Marketing in January 1999.
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b. ACES Members are:
Southern Illinois Power Cooperative
0Old Dominion Electric Cooperative
Wabash Valley Power Association
Hoosier Energy
Big Rivers Electric Co
Buckeye Power, Inc.
Southern Maryland Electric Cooperative
North Carolina Electric Membership Corporation
Oglethorpe Power
Brazos Electric Cooperative
Western Farmers Electric Cooperative
Golden Spread Electric Cooperative
Sunflower Electric Power Cooperative
Arizona Electric Power Cooperative, Inc

East Kentucky Power Cooperative

c. EKPC made an initial investment of $750,000 when joining
ACES Marketing.

d. EKPC is a 6.7 percent owner as of December 31, 2006. Each
of the members listed in part b has equal ownership.

e. A copy of the bilateral agreement is provided as Attachment 1.

f. No. EKPC has no other obligations.

g. A schedule showing a summary of transactions annually from
1999 to 2006 is provided as Attachment 2.

h. No. Because EKPC is only a 6.7% owner in ACES, no
dividends or income are received.

h. (1) Yes. At the time EKPC joined ACES Marketing EKPC
had six full time employees performing a portion of the tasks that ACES Marketing now
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provides for EKPC. EKPC also had several other employees providing support services
on a part time basis for the marketing function. FERC Order 888 was issued during this
time period, which impacted how EKPC could perform its marketing function. EKPC
needed to separate its transmission scheduling and operating functions from its power
marketing functions. EKPC, along with the other founding members of ACES
Marketing, qualitatively ascertained, with support from Coopers and Lybrand Consulting
Services, that they could eliminate some marketing positions, as well as provide more
market expertise by working jointly as opposed to individually, They also ascertained
that compliance with Order 888 could be better implemented by moving the marketing
function to the ACES Marketing group. A formal report documenting the findings is not
available.
(2) NA

j. (1) Yes. As stated above, EKPC and the other members had
Coopers and Lybrand Consulting perform a qualitative review of the potential
development of ACES Marketing. Part of that review was an attempt to define other
marketing alternatives. The study did not find any vendors that could provide a
comparable or better service than what EKPC felt it could receive by joining ACES
Marketing. No formal written report is available.

(2) NA

k. (1) Yes. EKPC continually evaluates its services from ACES
Power Marketing and canvasses the market for alternative suppliers. Various marketing
companies have come to EKPC and presented their service offerings; however, none
have been considered a better value than the ACES Power Marketing provider as a
whole. There 1s no written documentation available of these presentations.

(2) NA
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C/MARKETI_

Co-ops of America

March 29, 2006

VIA FEDEX

Dale Henley

General Counsel

East Kentucky Power Cooperative
4775 Lexington Road
Winchester, KY 40391

Re:  Bilateral Agreement Between East Kentucky Power Cooperative and
Alliance for Cooperative Energy Services Power Marketing LLC

Dear Mr. Henley:

Please find enclosed a fully executed original of the Bilateral Agreement between ACES
Power Marketing and East Kentucky Power Cooperative for your files. Please be advised
that all members have executed the Bilateral Agreement.

Thank you once again for your diligent efforts and assistance in completing this
significant task.

Sincerely,

Wéyhe Harris

Enclosure

4140 West 99th Street ® Carmel, IN 46032-7731 e 317.344.7000 telephone @ 317.344.7001 facsimile ® www . acespower.com


http://www.acespower.com

CONFIDENTIAL & PROPRIETARY PSC Request 52(e)
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BILATERAL AGREEMENT Page 2 of 32

This Bilateral Agreement (“Agreement”) entered into as of Janvary 1, 2006 (the “Agreement
Date™) is by and between Alliance for Cooperative Energy Services Power Marketing LLC
(“APM™), a Delaware limited lability company and East Kentucky Power Cooperative, a
Kentucky Electric Cooperative (“Member™). APM and Member are hereinafter individually
referred to as a “Party” or collectively referred to as the “Parties™.

WHEREAS, Member is a signatory to the APM Operating Agreement dated as of

January 26, 1999, as amended, (“Operating Agreement™) and is eligible to receive services from
APM at or near cost; and

WHEREAS, Member desires that APM provide the services designated by Member in
the attached exhibits; and

WHEREAS, APM agrees to provide such services to Member pursuant to the terms and
~conditions set forth in this Agreement and the attached exhibits.

NOW, THEREFORE, in consideration of the mutual promises and covenants made
herein and other good and valuable consideration, the receipt and sufficiency of which are
hereby acknowledged, the Partics agree as follows:

Article 1
Term; Services; Obligations

1.1 Member Term: The term of this Agreement shall commence on the Effective Date for a
period of twenty (20) years. Thereafter, this Agreement shall automatically renew for additional
twenty (20) year terms. This Agreement may be terminated at any time during the initial or
renewal terms as a result of (a) termination of the Member’s membership in APM, (b)
termination by APM as a result of Member’s default of the covenants regarding the payment of
service fees under this Agreement and the failure to remedy such default within thirty (30) days

of written notice to Member from APM specifying such default, or (c¢) failure of APM fo perform
its obligations pursuant o this Agreement.

1.2 Termination of APM Membership and Transition from APM: In the event of the
termination of this Agreement as provided above in Section 1.1(a) and (b), Member shall remain
obligated for the payment of all Annual Service Fees (as defined in Exhibit A) under this
Agreement through the end of the calendar year in which the termination of this Agreement
becomes effective. Afier the early termination of this Agreement as provided in Section 1.1,
APM shall work cooperatively with Member to transition the performance of Services (as
defined in Section 1.3) to Member or a third-party designated by Member. APM will, so long as
the Member is not in default of the payment of service fees, continue to provide Services to
Member through the earlier of the end of the calendar year in which the termination of this
. Agreement becomes effective or the completion of the transfer of Member’s Services provided
that such transition shall not exceed six (6) months. In the event that Member desires APM to
continue to perform any or all of the selected Services for a period beyond the earlier of the end
of the calendar year in which the early termination of this Agreement becomes effective or the




CONFIDENTIAL & PROPRIETARY PSC Request 52(e)
: Attachment 1

completion of the transfer of Member’s Services, APM will negotiate in good faﬁﬁgﬁi%lﬂ(/fynber
to establish the terms whereby APM will continue to perform the selected Services.

1.3  Services: APM shall make available to Member each of the services identified on Exhibit
A. Member elects to purchase under this Agreement each service for which Member has checked
the corresponding box on Exhibit A. All such services are referred to collectively as the
“Services” or individually as “Service”. APM’s Services are deseribed and defined in Exhibit A
attached hereto and incorporated by reference into this Agreement. APM shall provide, and
Member shall purchase, each Service described in the Exhibit A to this Agreement, if the box
next to the desired Service is checked and Member and APM have executed such Exhibit A,
Member, from time to time and in its sole discretion, may change its selection of Services as
indicated on Exhibit A upon reasonable notice to APM and Exhibit A shall be amended
accordingly. However, Member shall remain obligated to pay, absent the agreement of APM,
the fee for such de-selected Services for the remainder of the current calendar year. The Parties
will cooperate in good faith to report any change in the Services designated in Exhibit A for the
upcoming calendar year by September 1%, and in no event later than October 1* of each year.

1.4  Operational Obligations to APM: To the exient necessary for APM to begin
performing the Services, Member shall provide to APM the information identified in each of the
following Appendices and any timely updates thereto: a) Appendix ! - “Power Diagnostic
Outline”; b) Appendix 2 - “Natural Gas Diagnostic Outline”; and ¢) Appendix 3 - “Continuously
Updated Information” which all shall be deemed “Confidential Information,” as defined in
Article 3 of this Agreement.

Article 2
Designation of Agent; Coordination; Risk Controls

2.1 Designation of APM as Agent: APM shall act as agent and representative for Member,
pursuant to and in accordance with the limited authority, if any, granted by Member to APM
under the Exhibits and described in the Risk Controls (as defined in Section 2.4).

2.2 Avoidance of Cenflict: Member may perform any of the Services on its own or utilize
one or more third-parties for the performance of the Services upon provision of written notice to
APM; such notice to indicate the specific transactions or classes of transactions that will be
performed by Member or a third-party on behalf of Member. If Member elects to perform any of
the Services provided by APM pursuant to this Agreement with Member’s own staff or through a
third-party, then Member and APM shall develop suitable controls and communication protocols
to avoid overlaps and conflicts in the performance of such Services,

2.3 Coordination: While performing Services pursuant to this Agreement, APM shall
coordinate its activities as necessary with Member or with any third-parties with whom such
coordination is reasonably required.

2.4 Risk Controls: If Member grants APM agency authority under the Exhibits, prior to

APM acting as agent and representative for Member in the performance of the Services, APM

and Member shall develop and agree upon transaction trading controls, and a written and

executed authority matrix establishing policies and limits (collectively the “Risk Controls”) to

which APM and Member shall adhere at all times during the performance of the Services. The

designation of APM as Member’s agent and representative to perform the Services shall at all
2
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times be pursuant, subject to, and only to the extent authorized by the Risk Cordefts1s. 4P A dnber
grants APM agency authority under the Exhibits, Member and APM shall develop, agree upon

and execute a suitable agreement for use by APM to evidence its authority to act on behalf of
Member with respect to actions involving third-parties.

Article 3
Confidentiality

3.1  Confidential Information Defined: The Parties acknowledge that certain information
and materials exchanged during the term of this Agreement contain proprietary and confidential
information (“Confidential Information™) of the disclosing Party. Confidential Information

means written or other information concerning the Parties that is not generally known to the
public, and includes but is not limited to:

(i) Risk Controls,

(i)  Historical financial statements,

(iii}  Financial projections and budgets,

(iv)  Historical and projected sales,

(v)  Member load data,

(vi)  Purchase and sales transactions, counterparties, quantity and pricing,
(vii) Member resource costs, schedules and availabilities,

(viii) Member resource MW and MWH data,

(ix)  Information set forth in the Appendices identified in Section 1.4, and

(x) Bidding strategies with respect to physical resources and day-ahead and real time
energy procurement.

Each Party further agrees that in addition to the types of information described above, all
information, whether written or oral, provided by one Party to the other, which is marked or
indicated as “confidential” or is otherwise designated as confidential in some comparable
rnanner, shall constitute Confidential Information.

32 Limitations on Use of Confidential Information: Each Party to this Agreement agrees
that it:

() will hold the other Party’s Confidential Information in strict confidence and will
not disclose such Confidential Information to any person or entity, other than the
receiving Party’s officers, directors, trustees, employees, Member’s distribution
cooperatives, lenders, attorneys, advisors or representatives on a need to know basis, who

agree 1o maintain the confidentiality of the Confidential Information in accordance with
the terms of this Article 3;

(i)  will use the Confidential Information for the sole purpose of supporting or
performing the Services under this Agreement; and

(iii)  will not use the Confidential Information of the disclosing Party to the detriment
of the disclosing Party or its affiliates.
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Without limiting the foregoing, each Party will use no less than the sarr}:zagggsré)ef 8? care
to protect the Confidential Information of the disclosing Party as it uses to protect its own
Confidential Information.

3.3 Exceptions:

@

Notwithstanding the foregoing, Confidential Information shall not include

information that:

(ii)

(a) is a matter of public knowledge at its disclosure or thereafter becomes a
matter of public knowledge without breach of this Agreement or violation of
another legal obligation of confidentiality;

(b)  can be demonstrated by the receiving Party to have been independently
developed by it without utilizing Confidential Information in breach of this
Agreement; or

{c) can be demonstrated by the receiving Party to have been in its possession
on a non-confidential basis before the disclosing Party provided such information,

or is acquired by the receiving Party on a non-confidential basis after the
disclosing Party provided such information.

The foregoing agreements in Section 3.2 shall not apply to the extent that the

Confidential Information is disclosed by a Party to any governmental, judicial, or
regulatory authority, or a state governmental entity responsible for representing the
citizens of a state (where Member is regulated) before that state’s public utility regulatory
commission, or bond rating agency provided that:

(iii)

(a)  the Confidential Information is disclosed only to the extent necessary;

(b)  prior to such disclosure, the Party who originally supplied the Confidential
Information is given notice of the disclosure requirement;

(c)  the Party subject to the governmental, judicial or regulatory authority or
bond rating agency will undertake in good faith to have the disclosed information
treated confidentially; and

(d)  disclosure pursuant to subsection 3.3(ii) shall not constitute a breach of
this Article.

Member authorizes APM 1o disclose the Confidential Information described in

Section 12.4 pursuant to the terms contained in that Section.

3.4  Return of Confidential Information: Upon the earliest of (i) the termination of this
Agreement, (ii) at the request of the disclosing Party, or (iii) the expiration of the receiving
Party’s records retention period for Confidential Information (according to the receiving Party’s
record retention schedule for such Confidential Information), the receiving Party shall, at the
option of the disclosing Party, return or destroy all received Confidential Information. Receiving
Party shall then confirm and certify such return or destruction of documents in writing.

4
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Notwithstanding the foregoing, the receiving Party may, if required by law, rebi8 ol {:Bﬁ’y of

such Confidential Information only for as long as required by such law, and shall notify the
disclosing Party of such retention.

3.5  Right to Remedies: The Parties agree and acknowledge that in the event of a breach of
this Article 3, the disclosing Party may not have an adequate remedy at law and accordingly, the
disclosing Party shall, in addition to any other available legal or equitable remedies, be entitled
to specific performance and/or an injunction against such breach without any requirement to post

a bond as a condition of such relief. These remedies shall be available to the Parties consistent
with Article 6.

3.6  Duration of Obligation: The obligations and commitments established by this Article 3
shall remain in full force and effect from the date of execution of this Agreement until two (2)
years after the date of termination of this Agreement, or for such longer period as may
subsequently be agreed upon in writing by the Parties.

Article 4
Force Majeure

4.1 Force Majeure: Neither Party shall be considered to be in default of any obligations
hereunder if failure of performance is due to an event of Force Majeure. The term “Force
Majeure” shall mean any cause reasonably beyond the control of the Party claiming Force
Majeure, including, but not limited to, the failure of facilities, flood, earthquake, storm, fire,
lightning, epidemic, terrorist act, war, riot, civil disturbance, labor dispute, sabotage, restraint by
court order or public authority, or inability to obtain necessary licenses or permits. Nothing
herein shall be construed to require a Party to settle any strike or labor dispute in which it may be
involved. The Party claiming Force Majeure shall provide the other Party with written notice
setting forth full details thereof as soon as practicable after the occurrence of such event and shall
take all reasonable measures to mitigate or minimize the effects of Force Majeure and to resolve
or end the Force Majeure. Economic hardship of either Party shall not constitute Force Majeure
under this Agreement. Failure of a third party to provide services as contracted by either Party
herein shall constitute Force Majeure for the purpose of this Agreement only if such failure is

caused by force majeure as defined in the relevant contract between the third-party and the Party
claiming Force Majeure.

Article 5
Limitation of Liability and Damages

5.1  Limitation of Liability: Except as provided in Section 5.3, each Party (the “Releasing
Party™) shall release and hold harmless the other Party (the “Released Party”) from and against
any and all liability for negligence, claims, losses, damages, and expenses incurred by the
Releasing Party arising or alleged to arise from, or in connection with the provision or receipt of
Services under this Agreement, except however, if the Releasing Party incurs losses, damages or
expenses due to the Released Party’s gross negligence or willful misconduct, then the Released

Party shall pay to the Releasing Party the amount of such losses, damages or expenses as limited
hereinafter by Section 5.2.

5.2 Limitation on Damages: NEITHER PARTY SHALL BE LIABLE TO THE OTHER
PARTY UNDER THIS AGREEMENT FOR ANY DAMAGES OTHER THAN ACTUAL
5
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DAMAGES. SUCH ACTUAL DAMAGES SHALL BE THE SOLE ANBaged¢fddive
REMEDY HEREUNDER, AND ALL OTHER REMEDIES OR DAMAGES WHETHER AT
LAW OR IN EQUITY ARE WAIVED, EXCEPT AS EXPRESSLY PROVIDED IN THIS
AGREEMENT. NEITHER PARTY SHALL BE LIABLE FOR ANY CONSEQUENTIAL,
INCIDENTAL, PUNITIVE, EXEMPLARY OR INDIRECT DAMAGES, LOST PROFITS,
LOST OPPORTUNITY COSTS, OR OTHER BUSINESS INTERRUPTION DAMAGES, BY
STATUTE, IN TORT OR CONTRACT, UNDER ANY INDEMNITY PROVISION OR
OTHERWISE. IT IS THE INTENT OF THE PARTIES THAT THE LIMITATIONS
IMPOSED HEREIN ON REMEDIES AND THE MEASURE OF DAMAGES BE WITHOUT
REGARD TO THE CAUSE OR CAUSES RELATED THERETO, INCLUDING THE
NEGLIGENCE OF ANY PARTY, WHETHER SUCH NEGLIGENCE BE SOLE, JOINT OR
CONCURRENT, OR ACTIVE OR PASSIVE.

53  Exception for Service Fees: Notwithstanding anything to the contrary in this Article 5,
Member shall not be deemed released or held harmless from its obligation to pay APM any
Service fees due and owing or coming due and owing under this Agreement.

Article 6
Arbitration

6.1. Arbitration: Any dispute or need of interpretation arising out of this Agreement other
than (i) the collection of fees for Services, or (ii) a Member seeking an injunction pursuant to
Section 3.5 or Section 6.5, shall be submitted to binding arbitration by one arbitrator who has not
previously been employed or retained by either Party and does not have a direct or indirect
interest in either Party or the subject matter or outcome of the arbitration; provided, however,
that prior to submitting any matter to binding arbitration, the Parties agree that a good faith
attempt shall be made by a senior management employee of each of the Parties to resolve the
dispute for not less than ten (10) calendar days from receipt of notice of a dispute. A Party
seeking resolution of a dispute shall provide written notice of the dispute to the other Party. In
the event that the good faith efforts of the senior management of the Parties does not resolve the

matter, either Party may request arbitration by serving a written notice requesting arbitration to
the other Party.

6.2.  Selection of Arbitrator: The arbitrator shall either be: (i) as mutually agreed by the
Parties within thirty (30) days after written notice from either Party requesting arbitration; or (11)
failing such agreement, selected in accordance with the then applicable expedited rules of the
American Arbitration Association (“AAA”).

63  Location of Arbitration: Unless otherwise agreed to by the Parties, all arbitration
hearings will be held in either Indianapolis, Indiana or a location to be determined at Member’s
sole discretion and will alternate between the two as follows: all arbitration proceedings initiated
by the Parties hereunder shall be numbered consecutively (e.g. Arbitration #1, Arbitration #2,
etc.); all hearings for the odd-numbered arbitration proceedings initiated by the Parties shall be
held in Indianapolis, Indiana; all hearings for even-numbered arbitration proceedings initiated by
the Parties shall be held at the location selected by the Member.

6.4. Rules of Arbitration: The rules of the AAA shall apply to the extent not inconsistent

with the rules herein specified. Either Party may initiate arbitration by written notice to the other

Party and the arbitration shall be conducted according to the following: (i) not later than seven
6
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(7) days prior to the hearing date set by the arbitrator, each Party shall submERgeoBiof 3th a
single proposal for settlement; (ii) the hearing shall be conducted on a confidential basis while
both Parties work in good faith and according to a schedule created and enforced by the
arbitrator to ensure completion by a mutually agreed upon date; (iii) the arbitrator’s discretion
shall not be limited by the two (2) proposals submitted by the Parties; (iv) the arbitrator shall
apply New York law to the resolution of the dispute and provide a written opinion that shall
include findings of fact and conclusions of law, including where applicable, citation to relevant
case law; (v) each Party shall pay fifty percent (50%) of the cost of the arbitrator and the hearing
and each Party shall be responsible for one hundred percent (100%) of its own expenses and
those of its counsel and representatives; and (vi) no evidence shall be offered or admitted
concerning the financial position or organizational make-up of the Parties, any offer made or the
details of any negotiation prior to arbitration, and the cost to the Parties of their representatives
and counsel. Further, the Parties agree to work in good faith and to proceed in accordance with
any schedule ordered by the arbitrator to ensure completion of the arbitration by a mutually
agreed upon date, not to exceed one (1) year from the date of selection of the arbitrator.
Discovery shall be conducted in accordance with the Federal Rules of Civil Procedure, then
enacted, and as interpreted and enforced by the arbitrator. An arbitrator may also issue orders to
protect the confidentiality of proprietary information, trade secrets and other sensitive
information disclosed in the course of the arbitration. Any monetary award of the arbitrator may
be enforced in any court of competent jurisdiction by the Party in whose favor such monetary
award is made. The arbitrator is not empowered to and shall not award any type of damages

except as permitted by Section 5.2. The award of the arbitrator shall be rendered within thirty
(30) days after the conclusion of the arbitration hearing,.

6.5  Temporary Equitable Relief: Notwithstanding any provision of this Agreement to the
contrary, in the event that prior to the appointment of an arbitrator a Party makes a good faith
determination that an alleged breach of the terms of this Agreement by the other Party is such
that immediate equitable relief is necessary under the circumstances, the Party may seek from a
court of competent jurisdiction, any temporary equitable relief that may be necessary to protect
the rights or property of that Party, pending resolution of the dispute by the arbitrator, During
the pendency of the arbitration, the arbitrator shall comply with any temporary equitable relief
granted by the court. This Section 6.5 is not intended to and shall not be interpreted as
limiting an arbitrator from granting any remedy or relief, including but not limited to specific

performance or other equitable relief, which is permissible under the terms of this Agreement
and applicable laws. '

Article 7
Representations and Warranties

7.1 Representations and Warranties: On the Effective Date, each Party represents and
warrants to the other Party that: (i) it is duly organized, validly existing, and in good standing
under the laws of the jurisdiction of its formation; (ii) it has all regulatory authorizations
necessary for it to legally perform its obligations under this Agreement and any other
documentation relating to this Agreement; (iii) the execution, delivery, and performance of this
Agreement and any other documentation relating to this Agreement are within its powers, have
been duly authorized by all necessary action, and do not violate any of the terms and conditions
in its governing documents, any contracts to which it is a Party, or any law, rule, regulation,
order, or the like applicable to it; (iv) this Agreement and any other documents executed and
delivered in accordance with this Agreement constitute its legally valid and binding obligation
7
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enforceable against it in accordance with its terms; and (v) there is not pé’rﬁﬁﬁg 93:,3%0 its
knowledge, threatened against it or any of its affiliates any legal proceedings that could
materially adversely affect its ability to perform its obligations under this Agreement or any
other document relating to this Agreement to which it is a Party.

Article 8
Pavments: Notices

8.1  Payments: As consideration for the Services performed by APM, Member shall pay to
APM the Annual Service Fees as established and approved by the APM Board for the APM
Members {as defined in Section 12.3), from time fo time, consistent with Section 8.5 of the APM
Operating Agreement. Fees for consulting and other premium Services shall be established as
agreed upon by the Parties. All fees for Services shall be due in advance and payable on the first
calendar day of the month. There will be a five-day period considered a “Grace Period” for all
Member payments to APM before they are considered late, as defined in Section 8.2. All
payments by Member to APM shall be made by electronic wire transfer in immediately available
funds to APM’s account below, or to such other financial institution or other entity designated by
APM in writing and attested to by at least two APM officers:

MAKE PAYMENTS TO:

Bank: Fifth Third Bank, Cincinnati

ABA Routing #: 042000314

Further Credit to: Fifth Third Bank, Indiana
Account Name: ACES Power Marketing L1.C
Account Number: 7651716800

OR

ACH Instructions

Bank Name: Fifth Third Bank, Indiana
Routing #: 074908594

Account Name: ACES Power Marketing LLC
Account Number: 7651716800

INVOICES, CREDIT AND COLLECTIONS:
Attn.: Accounting Department

FAX No.: (317) 344-7001

Phone No.: (317) 344-7000

8.2  Late Pavments: Any payment that i3 not received by APM by the close of business on
the fifth day of the month, the official end of the Grace Period, shall incur a monthly late fee to
reimburse APM for the cost of bookkeeping and other administrative services for the payments
received after the fifth day of each calendar month. The late fee shall be calculated on the total
outstanding balance due at an interest rate equal to the prime rate (as published in the Wall Street

Journal) plus two percentage points (2%) per annum beginning the fifth-day following the due
date,
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8.3  Notices: All notices, requests, or statements, required under this AgRagech® oL be
made or given to the Parties as specified below. A Party may designate any change in position,
address, telephone, or facsimile information by providing written notice of the same in
accordance herewith:

To ACES Power Marketing:

NOTICES & CORRESPONDENCE:

Chief Executive Officer

Alliance for Cooperative Energy Services Power Marketing LLC
4140 West 99th Street

Carmel, Indiana 46032

Phone No.: (317) 344-7000

FAX No.: (317) 344-7001

To Member:

NOTICES & CORRESPONDENCE:
Roy M. Palk

President and Chief Executive Officer
East Kentucky Power Cooperative
4775 Lexington Road

Winchester, Kentucky 40391
Telephone: (859) 744-4812
Facsimile: (859) 744-7053

INVOICES:

Laura Wilson

Accounting Department

East Kentucky Power Cooperative
4775 Lexington Road
Winchester, Kentucky 40391
Telephone: (859) 744-4812
Facsimile: (859) 744-7053

Article 9

Governing Law

9.1 Governing Law and Jurisdiction: The validity, interpretation, and construction of this
Agreement and the rights and duties of the Parties hereunder shall be governed by and construed,
enforced, and performed in accordance with the laws of the State of New York, without regard to
principles of conflicts of law. Any provision declared or rendered unlawful by any applicable
court of law or regulatory agency or deemed unlawful because of a statutory change will not
otherwise affect the remaining lawfu} obligations that arise under this Agreement.

0.2 Interpretation: The Agreement shall be considered for all purposes as prepared through

the joint efforts of the Parties and shall not be construed against one Party or the other as a result

of the preparation, substitution, submission, or other event of negotiation, drafting, or execution

hereof. The term “including” when used in this Agreement shall be by way of example only and
9
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shall not be considered in any way to be in lmitation. The headings uscBagerklobde for
convenience and reference purposes only, shall not be deemed to be part of this Agreement, and
are not to be used to interpret or define the provisions hereof. No interpretation or construction
of this Agreement shall have any impact upon the interpretation or construction of the APM
Operating Agreement. Further, the terms of the APM Operating Agreement shall prevail in any
conflict between the interpretation of this Agreement and the APM Operating Agreement,

93  Final Agreement: This Agreement hereby supersedes and replaces the Member’s
Bilateral Agreement dated January 25, 2001, or any other prior agreement whether written or
oral between APM and Member regarding the subject matter of this Agreement (excluding the
Operating Agreement) as of the Effective Date. This Agreement, the Exhibits and Appendices
attached hereto, and the Operating Agreement constitute the entire agreement of the Parties with
respect to the subject matter of this Agreement, and supersede all prior negotiations, agreements
and understandings with respect thereto.

Article 10
Amendment; Assignment

10.1  Amendment: No amendment or modification to this Agreement shall be enforceable
unless reduced to writing and executed by both Parties, and, if required, approved by the
Administrator of the Rural Utilities Service (“RUS™), or his or her designee, and the boards of
managers, trustees or directors of the Parties, as applicable.

10.2  Assignment: This Agreement shall inure to the benefit of, and be binding upon, the
Parties and their respective successors and assigns; provided, however, that this Agreement shall
not be assigned, wholly or in part, by either Party without the prior written consent of the other
. Party, except, Member without the approval of APM may assign, transfer, mortgage or pledge
this Agreement to create a security interest for the benefit of the United States of America, acting
through the Administrator of the RUS, or to create a security interest for the benefit of any other
lender of Member. Thereafter, the RUS, without the approval of APM, may (1) cause this
Agreement to be sold, assigned, transferred or otherwise disposed of to a third party pursuant to
the terms governing such security interest, or (it} if the RUS first acquires this Agreement
pursuant to 7 U.S.C. §907, sell, assign, transfer or otherwise dispose of this Agreement to a third
party; provided however, that in either case (a) Member is in default of its obligations to the RUS
that are secured by such security interest and that RUS has given APM written notice of such
default; and (b) the RUS has given APM thirty (30) days prior written notice of its intention to
sell, assign, transfer or otherwise dispose of this Agreement indicating the identity of the
intended third-party assignee or purchaser. No permitted sale, assignment, transfer or other
disposition shall release or discharge Member from its obligations under this Agreement. APM

will consent to an assignment by Member to other lenders on reasonable terms and conditions
consistent with standards within the industry.

Article 11
Implied Rights; Waiver; Third-Party Rights

11.1 No Implied Rights: The Parties’ rights under this Agreement are limited to the rights
expressly granted herein, and no implied rights or benefits are granted to either Party. The
Parties have executed this Agreement in multiple counterparts to be construed as one document
effective as of the Effective Date.

10
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11.2  Waiver: Any waiver by a Party of its rights with respect to any default under this
Agreement, or with respect to any other matter arising in connection with this Agreement, shall
not be construed as a waiver with respect to any other default or other matter arising in
connection herewith. No delay or omission on the part of either Party in exercising any right
shall operate as a waiver of such right or any other right. A waiver by either Party of a provision
of this Agreement in a particular time or circumstance shall not prejudice or constitute a waiver
of such Party’s right to otherwise demand strict compliance with that provision or any other
provision of this Agreement. No prior waiver by either Party, nor any course of dealing between

Parties, nor any delay in asserting or enforcing any right, shall constitute a waiver of any of each
Party’s rights.

11.3 Third-Party Rights: This Agreement shall not impart any rights enforceable by any
third-party (other than a permitted successor or assignee bound to this Agreement).

Article 12
Miscellaneous

12.1 Records of Accounts: Each Party hereto shall keep accurate records and memoranda of
its involvement in transactions hereunder, and shall maintain and retain such records for a period
of at least four (4) years from the date of the transaction, unless a longer period is required by
law, regulation, FERC or the RUS.

12.2  Order 2004 Compliance: If applicable, APM shall at all times abide by the Member’s
program of compliance with FERC Order 2004 on Standards of Conduct for Transmission
Providers. Further, by this Agreement, APM expressly does not assume responsibility for: (a)
the operation of any of the Member’s generation resources, transmission resources or other
power or natural gas facilities; (b) the Member’s employees, (¢) any debts or other financial
obligations of Member; (d) the Member’s natural gas or power purchase sales agreements.

12.3  Effective Date and Agreements with Subsequent Members: This Agreement shall
become effective upon the date when all APM Members have executed their respective bilateral
agreements which shall be in the form of this Agreement and on that date the Agreement shall be
deemed effective as of January 1, 2006 (the “Effective Date™). Subject to the exception that the
APM board retains all authority to establish fees for the Member and other members of APM
(collectively the “APM Members”), APM agrees that any new APM Member joining APM after
the Agreement Date, shall be offered these same terms and conditions. However, in the event
that APM agrees to offer any change in terms to a subsequent or an existing APM Member,
APM shall disclose and offer such terms and conditions to all other current APM Members.

12.4 ~ Reporting Transactions to Index Publishers: On July 24, 2004, the Federal Energy
Regulatory Commission (“FERC”) issued a Policy Statement in Docket No. PL03-3-000, Price
Discovery in Natural Gas and Electric Markets, 104 FERC § 61, 121, (“Safe Harbor Policy™).
To the extent such reporting does not violate or breach any duty of confidentiality undertaken by
the Member, Member hereby authorizes APM to disclose information required for APM to
comply with the FERC Safe Harbor Policy. APM, may report to market price index developers,
with whom APM has a confidentiality agreement, each and every APM executed bilateral, arm's-
length transaction at all trading locations for electricity, natural gas, or both, between non-
affiliated companies in the physical (cash) markets in accordance with policies established by
11
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APM from time to time, except as restricted in this Section 12.4. PhysicRagaiB)ofd2ket
reporting shall not include financial hedges, financial transactions, or swaps or exchanges of gas

or electricity. Data will be provided for each transaction separately. APM agrees that it will not
report:

a.) Transactions between the Member and an ISO/RTO;

b.) Transactions between the Member and another APM Member, or any trade execution
customer of APM;

¢.) Financial hedges, financial transactions, or swaps or exchanges of gas or electricity;

d.) Transactions not executed by APM,; and

e.) The name of Member’s counterparty to the transaction.

IN WITNESS WHEREOQF, the Parties have caused this Bilateral Agreement to be executed and
delivered by their respective duly authorized officers as of the above Agreement Date.

ALLIANCE FOR COOPERATIVE ENERGY EAST KENTUCKY POWER

SERVICES POWER MARKETING LLC COOPERATIVE
o Dl — a&‘m égk
Iiav‘ic})l . Tudor Roy M. Palk
Title: President and CEO Title: President and Chief Executive
Officer

Attest: W@@/JM Aﬁest:m%&ﬁs D QM

Date: m n ;2‘%],,;;200&1 Date:__YY\ara B @, 200b

12
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EXHIBIT A — APM Services Page 14 of 32

The Agreement and this Exhibit A together constitute the understanding of the Parties with
regard to the Services. Member hereby indicates, by checking the appropriate boxes, the Services
APM will provide for Member. Member and APM may amend this Exhibit A, from time to
time, to conform to the needs of Member and the Services provided by APM consistent with
Section 1.3. Member and APM shall cooperate and provide sufficient notice of any pending
change in the Services selected by Member or provided by APM. Notwithstanding anything to
the contrary herein, the designation of APM as Member’s agent and representative to perform

the Services shall at all times be pursnant to, subject to, and only to the extent authorized by the
Risk Controls.

L Trading and Counterparty Controls and Risk Policies:

A. Credit

M 1) Credit Analysis and Counterparty Monitoring: APM will analyze and monitor the on-
going financial viability of the Member’s power, natural gas, and financial counterparties
upon request. Periodic reports will be provided and credit watch information will be sent
to selected Member staff via email and posted to the Member Only Website. Coal and
emission allowance trading counterparties can be added at the Member’s request.

B 2) Credit Exposure Monitoring and Management: APM will provide counterparty exposure
monitoring; credit risk reporting; margining; and collateral management services
consistent with approved credit limits.

M 3) Credit Negotiations: APM, as Member’s agent, shall negotiate or assist in the negotiation
of credit terms included in standardized or structured contracts. APM will serve as an
active advocate of the Member in the credit community including contact coordinated
with the Member with: counterparties, ISO/RTOs, credit rating agencies, the Committee
of Chief Risk Officers, lenders and regulatory bodies, etc.

B. Contracts

O 1) Master Agreement Negotiations: APM, as Member’s agent, will negotiate or assist in the
negotiation of provisions between Members and counterparties for standardized contracts
involving power, natural gas, and financial derivatives. APM will administer the process
from initiation to contract execution on a timely basis, and provide periodic status reports
as requested by Member. Within this service, APM facilitates the establishment of
Member brokerage and NYMEX accounts.

O 2) Contract Administration - Master Agreements: APM will administer the terms of power,
natural gas, and financial derivative contracts. Such administration includes developing
procedures to ensure appropriate oversight and administration of the following

provisions: contract execution, modification and termination, authorized signatories,
default, assignments, and notices.

13
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1 3) Contract Monitoring —~ Master Agreements: APM will monitor master afi88mbi9hd2

9 4)

compliance with APM delegated trading activities, This includes oversight and
procedures for entering commercial provisions into APM’s risk system, confirmation
processes, notifying traders of contractual relationships, and monitoring/mitigating and
reporting trading violations of commercial contract terms.

Structured/Customized Contract Evaluations: APM, at the request of the Member,
evaluates structured/customized contracts in their entirety including: pricing, delivery

terms, contract flexibility, missing provisions, legal provisions, etc.

C. Trading Control

Ed 1) Deal Capture and Validation: APM will capture all transactions, executed by APM and

those that the Member requests APM to administer. These transactions will be captured
in the APM risk management systems completely, accurately, and timely. For
transactions executed by APM, confirmation of transactions as well as voice recordings
will be maintained. The voice recordings and written confirmations serve to validate the
existence and accuracy of all transactions. Trading control violations will be reported
and addressed on a timely basis.

1 2) Limits and Authority Policy Compliance Monitoring: APM’s Trading Control

Department will monitor all trading activity for compliance with both the Member’s
trading authority policies and the internal APM Trading Authority Policy. Exceptions to
the trading authority policies are reported to APM's Risk Management Committee
(RMC). The APM RMC determines the appropriate disciplinary action for all violations
by APM’s personnel.

M 3) Mark-to-Market Valuations: APM will mark-to-market designated forward transactions

on a daily basis. The mark-to-market gain/loss of forward positions is a component of
the total credit exposure the Member has with each of its counterparties.

& 4) Reporting: APM will prepare various reports regularly and post such to the Members

B

Only Website or provide them directly to the Member. These reports consist of
transaction activity, mark-to-market data, forward pricing, historical pricing, and
portfolio cost tracking. Other customized reports will be prepared at the Member’s
request and, at APM’s option, at Member’s cost.

D. Risk Management and Training

Risk Management Policy Development: APM will assist and facilitate the process of
policy development for the Member. Policies include: energy risk management, credit,
trading authority, trading sanction, and hedging. The overall development process
involves various APM groups.

[0 2) Enterprise Risk Management Program Development: APM, through its enterprise risk

management alliance with MCR Performance Solution, offers complete services for

Members to develop an enterprise risk management program. An enterprise risk

management diagnostic is the recommended phase 1 in the process. Phase 2 includes

implementation of the tools, data, education and processes. And finally phase 3 is the on-
14
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going support, as necessary, of the program. APM will provide such sehAge 19k 32
Member.

M 3) Education and Training (within limits): APM offers training and education for various
different risk management and trading subject areas ranging in suitability for Board of
Directors, Executive Staff, Management and Staff. APM will offer the Member one free
training course per year from its alliance courses with NRECA and one free customized
course. A complete training program brochure is available upon request.

II. Portfolio Management and Operations:

The Portfolio Management and Operations Services will be performed pursuant to the trading
controls, processes, or procedures established by the Parties. By checking a box under this
Section II - Portfolio Management and Operations, Member hereby grants APM authority to act
and make decisions on behalf of Member (both according to the Risk Controls established
between APM and Member, and consistent with the underlying contracts between Member and

the Member’s counterparties) to perform the selected Services pursuant to the following
designation of authority to APM:

(a) The planning, negotiating, purchasing, and selling of electric power and energy or
any natural gas that is authorized to be purchased and/or sold by APM;

{b)  The entering into, making, executing, delivering, and performing such necessary
and proper agreements, writings, or other things that may be necessary or proper to be entered
into, made, executed, delivered, or performed;

(c) The utilization of any other agent or broker APM may deem necessary or
desirable for the purpose of purchasing and selling any electric power and energy or short-term

natural gas that is authorized to be purchased and sold by indication in the boxes in this Section
H;

(d)  The buying or arranging of natural gas fransportation services or capacity in order ‘
to effectuate delivery or sale, from a receipt or delivery point to or from Member’s facility, of
natural gas that is authorized to be purchased and sold by APM; and

(e) The negotiation and resolution of any disputes which may arise in the normal
course of business between APM and any agent, broker, or entity selling or purchasing short-

term electric power and energy or natural gas as a result of this Agreement, provided that any
disputes shall not be settled without the prior consent of Member.

A. Portfolic Management

M 1) Portfolio Execution Strategy Development and Administration: Execution strategies
involve creating and implementing an action plan for managing the collective energy
risks of the Member. APM will perform this Service based on the time horizon and
responsibilities it has been granted by the Member. Execution strategies may involve
power, gas, financial transmission rights (FTRs), transmission positions, and load
management operations for periods from the next operating hour to 5 years forward. The

15
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Member’s internal risk management committee approves specific exectiA®e s]t’r’a?égigs
and risk tolerance and APM is delegated responsibility to oversee, execute, and
administer the strategies in the short-term, mid-term, and long-term markets in
accordance with the established Risk Controls.

i 2) Short-Term Trading, Operations, and Portfolio Optimization (1hr. to 30 days): APM will
set up and execute short-term trading and operating strategies designed to optimize the
Member’s portfolio and within the authority and responsibility delegations given to APM
by the Member through the Risk Controls. This Service includes the optimization of
contracts, unit dispatch, and power and natural gas spot market activity. By selecting this
Service, Member hereby grants APM authority to act and make decisions on behalf of
Member (both according to the Risk Controls established between APM and Member,
and consistent with the underlying contracts between Member and its counterparties), as
its agent, to sell the short-term electric power and energy made available pursuant to this
Agreement and to purchase short-term electric power and energy on behalf of Member
upon Member’s request. Member shall specify its purchase and sale requirements of
short-term electric power and energy in a “Schedule of Available Resources”, which shall
include: (i) period(s); (ii) time; (iil) quantities; (iv) delivery poini(s); and (v) minimum
selling prices, if appropriate. Such Schedule of Available Resources shall be delivered in
advance by Member, by facsimile transmission or other electronic means prior to eight
o’clock {8:00) a.m. Eastern Standard Time on the day before such electric power and
energy will be purchased or sold, and at such other times as Member may deem
appropriate. Member and APM shall mutually agree, in writing, on the means of altering
or changing the Schedule of Available Resources. If Member revises (on a timely basis,
pursuant to standard utility practices for the region the Member operates within), for any
hour or hours, a Schedule of Available Resources previously delivered by Member to less
than the level that APM has scheduled, then APM shall attempt, on Member’s behalf, to
purchase from the market, for those hours, replacement power to cover the shortfall
caused by the revision to the extent that such shortfall would prevent the performance of
any firm transaction. If Member revises (on a timely basis, pursuant to standard utility
practices for the region the Member operates within), for any hour or hours, a Schedule
of Available Resources previously delivered by Member to more than the level that APM
has scheduled, then APM shall attempt, on Member’s behalf, to sell to the market, for
such hour or hours, such excess electric power and energy.

By selecting this Service, Member hereby grants APM authority to act and make
decisions on behalf of Member (both according to the Risk Controls established between
APM and Member, and consistent with the underlying contracts between Member and its
counterparties), as its agent, to sell the natural gas and natural gas derivatives and to
purchase natural gas and natural gas derivatives in accordance with Member’s direction
and the Risk Controls. Further, APM will be responsible for implementing strategies to
minimize gas pipeline imbalance costs. Where applicable, Member shall specify in a
“Daily Notice” the purchase or sale requirements of natural gas, which include the (i)
period(s); (ii) time; (iii) quantity(ies); and (iv) delivery and/or receipt points. Such Daily
Notice shall be delivered in advance by Member. Such delivery shall be by facsimile
transmission or other electronic means prior to eight o’clock (8:00) a.m. Eastern Standard
Time on the day before such natural gas will be available, and at such other times
Member may deem appropriate. Member and APM shall mutually agree, in writing, on
the means of altering or changing the Daily Notice. If Member revises (on a timely basis,
16
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pursuant to standard pipeline practices for the region the Member opbaresI R3S, for
any twenty-four (24) hour period, a Daily Notice previously delivered by Member, to less
than the level that APM has scheduled, APM shall attempt, on Member’s behalf, to
purchase from the market, for those twenty-four (24) hour periods, replacement natural
gas to cover the shortfall caused by the revision to the extent that such shortfall would
prevent the performance of any firm transaction. If Member revises (on a timely basis,
pursuant to standard pipeline practices for the region the Member operates within), for
any twenty-four (24) hour period, a Daily Notice previously delivered by Member, to
more than the level that APM has scheduled, then APM shall attempt, on Member’s

behalf, to sell in the market, for those twenty-four (24) hour periods, such excess natural
gas.

B 3) Mid-Term Trading (1 month to 2 years): APM will execute and administer mid-term

M 4)

1 5)

0 6)

trading strategies within the delegations given to APM by the Member. This may include
counterparty negotiations, requests for proposals (RFPs), etc.

Long-Term Trading (2 years plus): APM will execute and administer long-term trading
strategies within the delegations given to APM by the Member through the Risk Controls.
This may include counterparty negotiations, RFP’s, etc. By selecting this Service,
Member hereby grants APM authority to act and execute Member’s decisions on behalf
of Member, as its agent, to sell the long-term electric power and energy and to purchase
long-term electric power and energy on behalf of Member upon Member’s request;
provided, however, that APM shall sell and/or purchase only such power and energy as

authorized by Member. Further, APM shall have authority to act and execute Member’s

decisions on behalf of Member, as its agent, to sell the long-term natural gas and natural
gas derivatives and to purchase long-term natural gas and natural gas derivatives on
behalf of Member upon Member’s request; provided, however, that APM shall sell and/or
purchase only such natural gas as authorized by Member.

Physical Gas Trading and Scheduling: APM will trade and schedule physical gas supply
and manage supply imbalances.

Demand-Side or Load Management Operations: APM will execute and administer certain
specified operations such as; water heater, air conditioner, or irrigation control, real time

retail pricing notification or buy through programs, or behind the meter generation
operations.

[J 7) Short-Term Load Forecasting: APM will perform and provide load forecasting for next

Il 8)

9

hour, day, and week to support short-term portfolio optimization and dispatch model
input.

Native Load Scheduling: APM will provide native load scheduling as a premium Service
for a Member whose portfolio is constructed in a manner that virtually each and every
resource must be scheduled and tagged for each and every hour,

Native Load Following: APM will provide native load following service to minimize

hourly deviations between supply and demand so as to minimize imbalance costs.

17
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[ 10) Unit Dispatching, Generation Offering, and Dynamic Scheduling: APMPA#E pfbofd2unit

dispatch orders, generation offer strategies, and managing dynamic scheduling
arrangements.

M 11) Dispatch Modeling: APM will custom-build proprietary dispatch models to assist in the

short-term optimization of the Member’s portfolio.

[0 12) Real Time Data Management: Real time data acquisition is a critical component of short-

2 2)

O 3)

& 1)

term optimization. The data comes from the Member’s SCADA or EMS system, but its
accuracy must be maintained in order to support accurate optimization of resources.
APM will provide this Service to validate data accuracy and notify the Member of data
inaccuracies. APM shall not be responsible or obligated to do physical meter or
SCADA/EMS repairs to correct inaccuracies.

B. Financial Trading

Financial Trading: APM will provide execution services for financial natural gas trading
and other exchange traded commodities such as fuel oil. Trading will be based on
APM’s delegated trading authority pursuant to the Risk Controls and consistent with the
overall portfolio execution strategies developed under the Portfolio Execution Strategy
Development and Administration Service above in Section 1. A.

Gas Service Consulting: APM will provide consulting services, to include a variety of
general services including gas transportation decision making, issues around new plants,

transportation contract negotiations, pipeline offers, supply RFP services, etc.

Coal and Emission Trading: APM will provide coal and emission risk management
including strategy and transaction execution services.

C. Transmission and Market Development

Power Transmission Scheduling and Tagging (Energy Execution Service): APM will
provide physical scheduling and tagging of trading activities.

B 2) Transmission Analysis (Non-FTR): APM will provide physical transmission analysis of

2 3)

2 4)

availability for the short, mid, and long-term planning horizons in connection with the
Member’s energy strategy. Analyses include the review of transmission availability
posting on OASIS (or similar system), secondary offerings from owners of confirmed
transmission rights, and the optionality of existing transmission rights.

Regulatory Participation: APM will participate, on behalf of the Member, in the rules
making process with existing and emerging RTO’s/ISOs. Committee representations
range from credit issues to treatment of grandfathered transmission agreements.

Reporting: All APM departments providing Services in this Section II will be responsible
for reporting trading and operational activities, market trends, ISO/RTO developments,
and other Member specific information to meet the Member’s needs. Other customized
reports will be prepared at the Member’s request and, at APM’s option, at Member’s
cost.

18
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II1. Settlements: Page 20 of 32
A. Settlements

Bilateral Power and Transmission Settlements: APM will perform the back office
settlement services including verifying/confirming with each external counterparty the
total units and dollar value of transactions on all purchases and sales that are to be billed
during the month for power or fransmission service. This process will be performed for
physical energy, transmission transactions, broker fees, capacity, and financial
transactions, The process will be completed with the preparation of invoices and
reporting of the information to the Member.

Bilateral Natural Gas, Transportation Settlements: APM will perform back office
settlements that will include verifying/confirming with each external counterparty the
total units and dollar value of transactions on all purchases and sales that are to be billed
during the month for natural gas or transportation service. This process will be performed
for physical gas, transportation transactions, broker fees, capacity, and financial
transactions. The process will be completed with the preparation of invoices and
reporting of the information to the Member.

RTO/ISO Pool Settlements: APM will provide ISO/RTO settlement services, which is a
process that assigns financial charges and credits to the Member as a “Market
Participant” (MP) and /or as an “Asset Owner” (AQ) based upon the Member's specific
participation in the day-ahead energy, real time and financial transmission rights (FTR)
markets. APM’s process will enable the Member to review and validate the charges and
credits the Member will be billed on future invoice statements. It will provide the
Member with an opportunity to file disputes on potential disputed amounts. H will
provide a mechanism for the Member to compare charges and credits to its own shadow
seitlement system. The settlements will be performed pursuant to each ISO/RTO’s
unique operating requirements and rules.

Energy Imbalance Validation: APM will provide energy imbalance validation services
including analysis and verification of energy imbalance invoices from non-ISO/TRO
transmission providers.

Reporting: APM will provide standardized reports to meet the Member’s needs. Other

customized reports will be prepared at the Member’s request and, at APM’s option, at
Member’s cost.

1V. Portfolio Modeling and Risk Analytics Cluster:

A. Portfolio Modeling and Transaction Analysis

Standard Portfolio Modeling and Risk Analytics: APM will provide a portfolio model as
a tool designed to provide the Member with a comprehensive analysis of key power
supply risk drivers, The model will provide risk analytics and quantification in order to:
i) Demonstrate cost and risk tradeoffs associated with hedging strategies;

ii} Assist in determining the best fit for various portfolio products (base,
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intermediate, or peaking); Page 21 of 32

iii) Identify risk exposure to normal and stress events;

iv) Support management and board of director risk reporting responsibilities;

v) Support budgeting and communicating uncertainties around the budget; and

vi) Assist in establishing the risk tolerance of the organization.

Risks currently incorporated into the model include: unit outages, power price volatility,
natural gas price volatility, native load variability, and sales obligations. Risks that are
being added to the model include coal price volatility, emission allowance price
volatility, hydro and wind generation characteristics, and congestion price risk. The
mode] can be used for periods of 1 to 5 years, depending on the Member’s use and
APM'’s integration with the Member’s power supply planning process.

M 2) FTR/CRR Evaluations: APM will evaluate financial transmission rights or congestion

& 3)

[15)

& 6)

2 7

revenue rights for the Member that participates in an ISO/RTO pool market that offers
these hedging tools. APM will utilize a fundamental supply and demand model linked to
a transmission simulation model to develop FTR/CRR evaluations and hedging
strategies.

Pricing Evaluation — Standard/Structured Products: APM will provide analysis from its
proprietary models developed by or for APM to value standard and structured products.
These evaluations are typically for terms of 5 years or less. Lack of market liguidity and
the extensive use of complex structured products create the need to evaluate the pricing
terms of transactions. Pricing evaluations are used to assist in contract negotiations.

Integration with Enterprise Risk Management: APM in conjunction with its enterprise
risk management alliance partner, MCR Performance Solutions, will offer the tools to
support an enterprise risk management program. MCR offers a financial forecasting
model that provides risk measurement and analytics around the financial metrics of the
Member. These metrics include probabilistic measures of meeting budgets, margins,
TIER, DSCR, rates, working cash flow, etc. APM’s portfolio model output serves as an
important input into MCR’s financial forecasting model.

Member Planning Model Reconciliation: APM will perform this Service for a Member
that would like to reconcile APM’s portfolio model with the Member’s long-term
planning models. There can be numerous differences based on inputs and assumptions
and the fee for this Service is based on the difficulty and time required on behalf of APM
to determine any differences.

Long-Term Generation and Transmission Planning Studies: APM will provide
evaluations and risk analytics for long-term generation and transmission projects on an as
requested basis. Various models including a fundamental locational marginal pricing
(LMP) load flow supply/demand price-forecasting model, forward price curves, and
proprietary simulation models support generation evaluations. APM utilizes a
fundamental supply and demand model linked to a fransmission simulation model to
develop FTR/CRR evaluations and hedging strategies.

Reporting: APM will develop numerous written reports providing recommendations,
advice, information or evaluations, data requests, monthly risk reports and other
20
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consultation as necessary to meet the Member’s needs. Other customized g2 ofiibe
prepared at the Member’s request and, at APM’s option, at Member’s cost.

V. Ad Hoe Consulting, State Regulatory Participation
and Other Services:

M 1) AdHoc Consulting: Upon request, and subject to its expertise, APM can perform
consulting services for Member. All consulting services provided by APM, whether on a
fixed fee, monthly, hourly, or gratuitous basis, that are not specifically outlined in this
Exhibit A shall nevertheless be performed under the terms and conditions of this
Agreement. All consulting services will be charged at APM’s current consulting rates or
as otherwise agreed upon between APM and Member.

00 2) State Regulatory Participation: APM will participate in State regulatory proceedings, rate
cases, etc. upon the request of Member and at APM’s standard consulting rates, as
applicable.

O 3) Other Services: APM will perform for Member such other services as agreed upon by
Member and APM and as described below:

() [Particular Service Name]: [Description]

VI. Member Annual Service Fees:

Annual Member Service Fees: During 2006, Member shall pay to APM Annual Services Fees
in the amount One Million Eight Hundred Forty-Six Thousand Ten Dollars ($1,846,010) payable
in equal monthly installments of One Hundred Fifty-Three Thousand Eight Hundred Thirty-Four
Dollars and Seventeen Cents ($153,834.17) each due and payable on the first day of the month.
Thereafter, before October 1* of each year, Member and APM shall reach an agreement on the
next year’s Annual Service Fees. After Member and APM have agreed upon the next year’s
Annual Service Fees, such fees, as well as the fees for all other APM Members, shall be
approved by the APM Board of Managers. Upon approval by the APM Board of Managers,
Member shall pay to APM the Annual Services fees as established for the next year in
accordance with the terms of this Agreement.
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IN WITNESS WHEREOF, the Parties have causcd this Exhibit A to the Bilal28f A3 3%nt to

be executed and delivered as of [YihCln &, 00lp, by their respective duly authorized
officers.

ALLIANCE FOR COOPERATIVE ENERGY EAST KENTUCKY POWER

SERVICES POWER MARKETING LLC COOPERATIVE
By: %IW By: //g/(:/)%‘?ﬁl/ﬁ

Dfvid. Tudor Roy M. Palk
Title: President and CEO Title: President and Chief Executive

) Officer
Attest: %W@OM Aﬂest:%&&mwm
o Qn)'\{u\aji Seenela;

Date: W\&)rch ;)LL{ };DO(D Date: 7Viaa.lh 8‘%:100( Q%
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Power Diagnostic Outline

Listed below is the Diagnostic Outline that will be used to evaluate Member’s electricity
structure, operations, purchases, sales, and systems.

Organization

o Management
. Organization Charts (current)
. Biographies
o Transaction Authority

Commercial Operations

o Generation Units (All info, By unit; By Month)

Monthly capacity rating and minimum operating conditions
Description of unit type and fuel source

Heat rate(s) (by output if necessary)

Planned maintenance schedule

Forced outage history data (and projections if available)
Description of variable fuel costs

Variable Emission costs

Variable Operation and Maintenance costs

Unit start up costs

o Power Purchase Agreements (including options)
Copies of all existing purchase contracts/agreements

Provide explanations, if any, of conditions where contract terms are relaxed (e.g.
system firm treated as LD Firm, minimum takes relaxed, etc.)

° Description of purchase agreements being considered

o Power Sales Agreements (including options)
Copies of all existing sales contracts/agreements

Provide explanations, if any, of conditions where contract terms are relaxed (e.g.
system firm treated as LD Firm, minimum takes relaxed, etc.)

) Description of sales agreements being considered

] Fuel Agreements (e.g. coal, gas, oil)
Costs per unit (e.g. $/Dth, $/MMBTU)
Allocation/use of each fuel contract by generating unit

Fuel purchase or sale agreements (include physical, financial, or derivative
transaction agreements)

J List fuel needs that are satisfied with spot market purchases

23
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Brief description of each program
Monthly estimates of demand reduction by program
Description of whether load forecast includes or excludes demand reduction

Generating Unit Insurance Policies
Copy of policies in force
Description of policies being considered

Other derivatives or insurance policies used to hedge your portfolio
For example - Weather Derivatives, SWAPS, etc.
Copies of all existing contracts/agreements
Description of transactions/agreements being considered

Load Forecast and data
Hourly, if available; otherwise monthly, demand and energy forecast
e By control area if native load is split '
o Any sensitivity analysis/forecasts of extreme peak conditions
1-3 years of historical hourly load data (by control area if necessary)

Transmission
Brief explanation of transmission service (By control area)
o Tariffs

e List of companies where open access tariff is used for native load service (we
can get these on line)

e Provide any grand fathered transmission agreements
e Treatment of losses

e Explanation of loss treatment in:
¢ Load forecast (at metered or transmission level) _
o Purchase and Sales contracts/agreements (w/ or w/out losses; e.g. point of

delivery if not explicit in contract)
Brief description of transmission constraint concerns
e Specific areas of concern
e History of experienced problems

Fixed costs/revenues by month (if necessary for client needs)
Line item projection of all fixed costs/revenues incorporating:
e  0&M excluding variable costs {as provided above)
¢ Capacity or option premiums (For all existing transactions)
o Cost of losses (depending on treatment may be added to fixed cost)
Net monthly fixed cost/revenue of all necessary items

NERC area or control area reserve requirements

Copy of agreement
Description of dispatch method to satisfy reserves
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* List of Counterparties
Purchase and Sales Rankings
Credit Maximum $

. Power Scheduling Practices

Trading Controls
Deal Capture and input
Credit analysis and monitoring

Reporting
Data Communications
Transaction C_onﬁrmations

¢ & & & & © & % 0

Information Systems

. Hardware utilized for Trade Group

&

Software wtilized for Trade Group
Back-Up Process
. Maintenance Program
. Security
System
Files
Offices

. SCADA Capabilities
Generation Qutput and Unit Systems

Load Requirements
Data Feeds

Satellite/Cell Phones/ Telephone/Recording
Financial

. Historical Power Trading Activities

| ]

. Energy Accounting

check-out procedures

Billing cycles (monthly, other)
Invoicing (Accounts Receivable)
Accounts Payable

e * o

25

E-tag (process, timing, coordination with dispatch)
OASIS (process, timing, coordination with dispatch)

Trader limits (size, term, products, value)

Two Prior Years Sales and Associated Profits
Two Prior Years Purchases and Associated Savings

PSC Request 52(e)
Attachment 1
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. Current Financials
. Annual Report
. RUS Form 12

Contract Administration
* Process with Legal Department

. Filing Process
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Natural Gas Diagnostic Outline

Listed below is the Diagnostic Outline that will be used to evaluate Member’s Natural Gas
operations, purchases, sales, and systems.

Organization

o Management
° Organization Charts (current)
. Biographies
. Transaction Authority

Operations

° Fuel Usage (Gas)

Historical usage by average MMBTUY/ day, actual month (24 Months)
Forecasted usage MMBTU/Day (12 months)

Historical monthly energy consumption forecast versus actual (18 months)

Forecasted monthly energy consumption (24 Month)
Storage Utilization

° Procurement Strategy
Natural Gas
Alliance Terms and Conditions

. Current Purchase and Sale Contracts

Natural Gas Supply (supplier, term, price, delivery/receipt point)
Natural Gas Sales (supplier, term, price, delivery/receipt point)
Options (physical & financial)

NYMEX Contracts

Basis Contracts

Future Purchase and Sale Contracts

e © ® o o ¢

. Storage Contracts

o Transportation Contracts

Customers :

Customers’ Counterparties

Third Party Agreements
Receipt/Delivery Points and Capacity
Balancing Agreements

SCADA Feeds by Meter

List of Counterparties
27
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Purchase and Sales Rankings
Credit Maximum $

. Natural Gas Scheduling Practices

Trading Controls

Deal Capture and input

Credit analysis and monitoring

Trader limits (size, term, products, value)
Reporting

Transaction Confirmations

*« & S & 5

Information Systems

® Hardware utilized for Trade Group

*

Software utilized for Trade Group
Back-Up Process
Maintenance Program

. Security
System
Files
Offices

L ]

SCADA Feeds

»

Satellite/Cell Phones/ Telephone/Recording
Financial

. Historical Natural Gas Trading Activity
e  Two Prior Years Purchases
. Two Prior Years Sales and Associated Profits (if any)

. Energy Accounting

check-out procedures

Billing cycles (monthly?)
Invoicing (Accounts Receivable)
Accounts Payable

Current Over/Short by location

®* & © »

. Current Financials
Contract Administration

. Process with Legal Department

28
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Filing Process
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Continuously Updated Information Provided to APM

A next day hourly load and temperature forecast by 7 A.M., Eastern Standard Time
delivered electronically to APM via fax, e-mail, or other mutually acceptable method to
designees to be determined by APM.

Generation availability for the next day by 7 A.M. Eastern Standard Time delivered

electronically to APM via fax, e-mail, or other mutually acceptable method to designees
to be determined by APM.

An online real-time hourly load signal of your company’s native load responsibility.

Hourly notification of changes in generation unit status and the expected duration and
scope of such changes, delivered in writing to APM by fax or e-mail to designees to be
determined by APM.

Copies of on-going transaction contracts to enable APM to execute any options or other
- instruments available as needed for economic operation.

Notice of any transactions involving the sale or purchase of electric or natural gas
capacity and energy that your company intends to execute—such notice shall be given
prior to execution, as early as practical, delivered in writing to APM by fax or e-mail to
designees to be determined by APM.

Economic dispatch data for all units to allow APM to properly evaluate purchase and sale
costs for incremental loading of units, delivered in writing to APM by fax or e-mail to
designees to be determined by APM.

Updated unit outage data to include amount, duration and type of outage for the next

twelve (12) month period delivered in writing to APM by fax or e-mail to designees to be
determined by APM.

Updated counterparty agreement status listing, to include: company name and acronym,
type of agreement, effective date, expiration date, and current status, delivered in writing
to APM by fax or email to designees to be determined by APM.

Updated telephone list for operations, contract, credit, and accounting personnel,
including fax numbers.

A copy of emergency operation procedures for your company, including any actions
required of APM, delivered in writing to APM by fax or email to designees to be
determined by APM.

Current list of tradable products for each your company enabling agreement delivered in
writing to APM by fax or e-mail to designees to be determined by APM.

Previous ninety (90) days’ accounts receivable by month.
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Adoption of a documented credit policy and approval of a collateral guaranty form.
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1999

ACES FEES
Agency Fee
Fixed FFee

2000

Agency Fee

Fixed Fee

Energy Execution Services Fee
National Service Center Fee
Accounting Fees

2001

Variable Service Fee
Consuilting Agreement Fee
Energy Execution Services Fee
National Service Center Fee

2002

Variable Service Fee
Consulting Agreement Fee
Energy Execution Services Fee
National Service Center Fee
CGEN Fee

2003

Member Fee Adjustment
Energy Execution Services Fee
Nationat Service Center Fee
CGEN Fee

128,077
490,719
153,417

772,213

1,753,621
396,017
57,500
79,167
1,200

2,288,304

151,206

25,000
666,000
949,996

1,792,202

44,532
24,668
407 167
950,004
20,000
1,446,371

60,000
425,333
870,833

(1,272)
1,354,894

PSC Request 52(g)
Attachment 2
Page 1 of 2



2004

ACES Fees

CCRO Fee

Energy Execution Services Fee
National Service Center Fee
CGEN Fee

New Market Design

2005

CCRO Fee

Energy Execution Services Fee
National Service Center Fee
New Market Design

2006
Service Fee
CCRO Fee

Test Year

Energy Execution Services Fee
National Service Center Fee
New Market Design

Service Fee

CCRO Fee

PSC Request 52(g)
Attachment 2
Page 2 of 2

127,583
10,000
516,534
890,167
89
14,917

1,558,290

530,200
909,333

164,087

1,603,620

1,846,010
5,000

1,851,010

144,600
247,997
44,751
1,638,342
5,000

1,980,690
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EAST KENTUCKY POWER COOPERATIVE, INC.
PSC CASE NO, 20606-00472
THIRD DATA REQUEST RESPONSES

COMMISSION STAFF’S THIRD DATA REQUEST DATED 05/01/07

REQUEST 53

RESPONSIBLE PERSON: Ann F. Wood

COMPANY: East Kentucky Power Cooperative, Inc,

Request 53. Refer to the response to the Staffs First Request, Item 41, page 2 of

3. Concerning Envision Energy Services, LLC (“Envision™):

a. Indicate when Envision was formed. a.

b. Identify the other cooperatives that are part of the Envision

partnership.

¢. Provide the amount of any initial investment EKPC made when
it formed Envision.

d. Describe EKPC’s involvement in the operations or governance
of Envision.

e. Provide copies of any contracts, memoranda of agreement, or
other documents that outlines EKPC’s obligations and/or responsibilities for Envision.

f. Provide a schedule listing the number of employees, office
space, fleet vehicles, telephone services, and office equipment shared with Envision.
This information should be provided for the test year and calendar years 2003 through
2005. Also, provide the costs allocated by EKPC to Envision for these items.

g. Provide the total number of clients of Envision for calendar

years 2003 through 2005 and the test year.
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h. At the time EKPC entered into partnership to form Envision,

were studies or analyses performed to determine the need for the services Envision could

provide and whether other providers were already in the market?

(1) If yes, describe the results of those studies or analyses.

Include copies of any written documentation.

undertaken.

Response 53.

(2) 1If no, explain in detail why studies or analyses were not

Envision was formed on June 2, 1997,

. Other cooperatives that are part of Envision are:

Blue Grass Energy

Cumberland Valley Electric
Farmers RECC

Inter-County Energy Cooperative
Jackson Energy Cooperative
Nolin RECC

Owen EC

Salt River Electric

Shelby Energy Cooperative

EKPC’s initial investment in Envision was $25,000.

. EXPC is an equal member of Envision with the nine member

distnibution cooperatives. The CEO of EKPC is usually the
Chairman of Envision’s Board of Pariners.

A copy of Envision’s Operating Agreement is attached.

Pmployees shared with Envision are:
Jim Worley

Dan Playforth

Chuck Caudill

David Berry {contract employee)

Fleet Vehicles shared with Envision are Company Numbers 383,
272, and 333,
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Office Equipment shared with Envision are: Desks, Chairs,

Laptop computers.

Reimbursements made to EKPC for time spent on for-profit

services:

Year | Reimbursement | Management | Partner’s
for tabor and fee Margin
other costs Share

2003 818,193 31,263

2004 | $14,603 $2,893

2005 | $33,027 $2,000 54,565

2006 | $29,862 $2,000 $1,235

g. Total number of clients are:

Year | Coremo cost | For-profit
2003 160 19
2004 170 13
2005 180 10
2006 190 19

Note: The number of for-profit customers served is actual. The
number of core/no cost customers served is a conservative

estimate.

h(1)(2). There were no studies performed to determine the need
for the services Envision could provide. The employee
responsible for organizing Envision had, at that time, 15
vears of experience in working with commercial and
industrial consumers. Based on his experience Envision

was siarted.
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The for-profit service provided by Envision was only one
of three reasons that Envision was started. Its primary
reason was to put all the services, both those considered
core/no cost and those for which there was a charge, that
the cooperatives provide their C&I consumers in one
package. This was seen as a marketing measure the
distribution systems could use to show their customers
what they had to offer and as a way for EKPC to promote
to the Member Systems the services they had available.

95%, of what Envision does is no cost services.

Although the for cost services Envision provides, mostly
infrared surveys, are technically available in the
marketplace, mn practice they are not available to the
small C&I customers to which they are aimed. The
majority of the customers who receive these services are
small. The providers in the marketplace require a day of
work as a minimum. Most of these customers only have
two or three hours of work and consequently would not
take advantage of these services because of the high
mipimum charge. Because of Envision’s ability to keep
its employees occupied full time with both core services
and for-profit services, it is able to charge only for the

time on site plus a flat fee for travel and report writing.
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Operating Agreement for
Envision Energy Services, LLC
As Approved by the Partners on April 23,2001
Signature Copy

L Bus 1351

O W, lexington Ave. 40422
nville, Kentucky 40423-1351
ephone: {B59] 236-6951
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OPERATING AGREEMENT
FOR ENVISION ENERGY SERVICES, L. L. C.

THIS OPERATING AGREEMENT is made and entered into as of this the 23™ day of April, 2001, by
and between East Kentucky Power Cooperative, Inc. (hereinafler referred to as “EKPC”), having its principal
place of business at 4775 Lexington Road, P.O. Box 707, Winchester, Kentucky 40392-0707; Bine Grass Energy
Cooperative Corporation (hereinafler referred to as “Blue Grass™), having its principal place of business at 1201
Lexington Road, P.O. Box 990, Nicholasville, KY 40340-09%0; Cumberland Valley Electric, Inc. (hereinafier
referred to as “Cumnberland Valley”), having its principal place of business at Highway 25E, Gray, KY 40734;
Farmers Rural Electric Cooperative Corpocation (hereinafler refesred to as “Farmess”), having its principal
place of business at 504 South Broadway, P.O. Box 1298, Glasgow, KY 42142-1298; Jackson Energy
Cooperative Corporation (hereinafter referred to as “Jackson™), having its principal place of business at Highway
421 South, P.O. Box 307, McKee, KY 40447; Nolin Rural Electric Cooperative Corporation (hereinafier
referred to as “Nolin™), having its principal place of business at 612 East Dixie, Elizabethtown, KY 42701; Owen
Electric Cooperative Corporation (hereinafter referred to as “Owen™), having its principal place of business at
510 South Main Street, P.O. Box 400, Owenton, KY 40359-0400; Salt River Eleciric Cooperative Corporation
(hereinafter referred 1o as “Salt River”), having its principal place of business at 111 West Brashear Avenue, P.O.
Box 609, Bardstown, KY 40004-0609; and Shelby Energy Cooperative, Inc. (hereinafter referred to as “Shelby™),
having its principal place of business at 620 Old Finchville Road, Shelbyville, KY 40065-0309; all of which are
hereinafier collectively referred to as “Members”, for the purpose of forming Envision Energy Services, L.L.C.
(hereinafter referred to as “Envision”), a Kentucky limited lability company, organized pursuant to Chapter 275 of
the Kentucky Revised Statutes in accordance with the provisions hereinafier set forth.

WITNESSETH:

WHEREAS, EKPC generates, transmits and otherwise provides electric energy and related services to its member
distribution cooperatives;

WHEREAS, The other Members sell,

distribute electric epergy and other related services to their
member/customers; and

WHEREAS, It js the desire of the Members to create a se;parate Timited liability company under the laws of the
Commonwealth of Kentucky which may provide energy and services as market conditions may allow;

NOW, THEREFORE, in consideration of the mutual agreements, promises, and undertakings hereinafter set forth,
the Members agree as follows: '

ARTICLE}
Definitions
The following terms, as used herein, shall have the following respective meanings:

.1 “ADR” as used hercin shall mean “Alternative Dispute Resolution™ as defined and described in Adticle X
herein.

1.2 “Agreemént” as used herein means this Operating Agreement, as amended or restated from time to time,

1.3 "Associated Agreement(s)” as used herein shall mean the following contracts (each as the same may be
amended or supplemented from time to time):

a. Personnel Services Agreement Between EKPC and Envision
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1.4. “Authorized Individuals” as used herein shall have the meaning assigned to it in Section 9.1.

1.5 “Bankruptcy Law” as used herein means Title 11, US Code, or any similar Federal or State law for the relief of
debtors.

1.6 “Capital Account” as used herein shall mean the capital account maintained for each Member in accordance
with Section 5.2 of this Agreement.

1.7 “Capital Contribution” as used herein shall mean, with respect to any Member, the amount of capital
contributed by such Member to Envision in accordance with Article IV or Article V of this Agreement, '

1.8 “Articles of Organization” as used herein shall mean the certificate of formation of Envision, as amended or

restated from time to time, filed in the Office of the Secretary of State of the Commonwealth of Kentucky in
accordance with the Kentucky Act. :

1.9 “Close Relative” as used herein shall mean a spouse, child, grandchild, brother, sister, parent, grandparent, or
any Member of the family residing in the same household.

1.10 “Company” as used herein shall mean Envision.

1.11 “Kentucky Act” as used herein means the Kentucky Limited Liability Company Act, (Kentucky Revised
Statutes, Chapter 275), as amended from time to time.

1.12 “Interest” as used herein shall mean the ownership interest of a Member in Envision (which shall be considered
personal property for all purposes), consisting of (i) such Member’s Percentage Interest in Net Profits, Net
L.osses, allocations of other items of income, gain, deduction, and loss, and distributions, (i) such Member’s
right 1o vote or grant or withhold consents with respect to company matters as provided herein or in the
Kentucky Act, and (iii) such Member’s other rights and privileges as herein provided.

1.13 "LR.C.” as used herein means the Internal Revenue Code of 1986, as amended.
1.14 *Liquidator” as used herein shall have the meaning assigned to it Section §.1 (b).

1.15 “Majority in Interest of the Members™ as used herein shall mean a number of Members whose combined
percentage interest as set forth in Article I'V herein shall exceed 50%,

1.16 “Manager™ asused herein shall mean the person designated by the Members pursuant to Section 6.1 hereof and
all other persons who may from time to time be duly elected or appointed to serve as Manager in accordance
with the provisions hereof, in each case so Jong as such person shail continue in office in accordance with the
terms hereof, and reference herein to a Manager or the Managers shall refer to such person oy persons in his,
her, or their capacity as Managers hereunder.

1.17 “Member Non-recourse Debt” as used herein shall have the same meaning as the term “pértner non-recourse
debt” in Regulations Section 1.704-2(b)(4) as may be amended from time to time.

1.18 “Member Non-recourse Debt Minimum Gain” as used herein shall have the same meaning as the term “partner
non-recourse debt minimum gain” in Regulations Section 1.704-2(I(2) and shall be determined in the manner
set forth in Regulations Section 1.704-2(iX3) as such regulations may be amended from time to time.

1.19 "Members” as used herein shall mean the companies identified in the initial paragraph hereof and all other
persons who may from time to time become Members as herein provided.

1.26 “Minimum Gain” as used herein shall have the same meaning as the term “partnership minimum gain® in
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Regulations Section 1.704-2(b)X2) and (d) as may be amended from time to time.

1.21 “Net Profits” or “Net Losses” as used herein shall mean for each fiscal year Envision’s taxable income or loss
determined under LR.C. Section 703(a) as may be amended from time 10 time, and adjusted as follows:

(a) Tax exempt income of Envision shali increase Net Profits and shall decrease Net Losses.

(b) Expenditures described in Regulations Section 1. 704-1(b)2)(iv)(i) as may be amended from
time to time, shall decrease Net Profits and increase Net Losses.

(c) Ifthe value of property of Envision reflected in the Members® Capital Accounts is adjustea in

accordance with Sections 5.2(cX1) or (2} or 5.2(d) hereof, the amount of such adjustment
shall be treated as 2 gain or loss in determining Net Profits or Net Losses,

(d) If the value of property of Envision reflected in the Members’” Capital Accounts s adjusted

' pursuant to Section 5.2(c) or (d), Envision disposes of such property, and such disposition

results in a gain or loss that is recognized for federal income tax purposes, then such gain or

loss shall be computed by using the value of such property as it is reflected in the Members’
Capital Accounts in Jien of the tax basis of such property.

(e) I1f the value of property of Envision as reflected in the Members® Capital Accounts is adjusted
in accordance with Section 5.2(c), the amount of depreciation, depletion, or amortization for
such property shall be the Revised Depreciation.

() 1f an adjustment of the Members® Capital Accounts is required by Regulations Section 1.704-
HBX2)ivY(m) as may be amended from time o time, because of a distribution to a2 Member
other than a distribution in liquidation of such Member’s Interest, the amount of such
adjustment shall be treated for purposes of determining Net Profits or Net Losses as gain, if it

increases the tax basis of property of Envision, or as a loss, if it decreases the tax basis of
such property of Envision. '

(z) None of the allocations set forth in Sections 5.4 through 5.11 shail be taken inte account in
determining Net Profits and Net Losses.

1.22 “Neutral” as used herein shall have the meaning assigned to it in Section 9.3,

1.23 “Non-recourse Deductions” as used herein shall have the same meaning as in Regulations Section 1.704-
2(bX1) as may be amended from time to time.

1.24 “Percentage Interest” as used herein shall mean a Member’s share of the Net Profits and Net Losses of
Envision and the Member’s right to receive distributions of Envision’s assets. The Percentage Interest of each

Member shall initially be the percentage set forth opposite such Member’s name in Section 4.1(c). The
combined Percentage Interest of all Members shall at all times equal 100 percent.

1.25 “Regulations™ as used herein shall mean the Treasury Reguiations, including Tempor'ary Treasury Regulations,
promulgated under the LR.C., as may from time 1o time be amended or in effect,

1.26 “Related Company(ies)” as used herein shall mean any corporation or other legal entity which (a) owns a
majority interest in or controls any Member; (b) is controlled by, or the majority interest of which is owned by,
any Member; or (c) owns a majority interest in, controls, is controlled by, or the majority interest of which is
owned by, any corporation or other legal entity described in clause (a) or (b} of this sentence.

As revised on 4/23/01 3of21



- PSC Request 53(e)
Attachment
Page 5 of 22

1.27 “Revised Depreciation™. If the value of property of Envision as reflected in the Capital Accounts of the
Members differs from its adjusted basis for federal income tax puwrposes because of an adjustment pursuant to
Section 5.2(c) or (d), in lieu of the amount of depreciation, cost recovery deduction, or amortization prescribed
under the LR.C. for any period, such depreciation, cost recovery deduction, or amortization shall be the
amount that bears the same relationship to the adjusted value of such property as reflected in the Capital
Accounts of the Members as the depreciation, cost recovery deduction, or amortization computed for federal
income tax purposes with respect to such property for such period bears to the adjusted tax basis of such

property. If such property has a zero adjusted tax basis, Revised Depreciation may be determined under any
reasonable method selected by Envision. '

1.28 “Seller” as used herein shall have the meaning assigned to it in Section 7.6.

1.29 “Third Party Appraiser” as used herein shall have the meaning assigned to it in Section 7.7(c).
1.30 “TFransfer” as vsed herein shall have the meaning assigned to it in Section 7.3.

_ 131 “Withdrawing Member™ as used herein shall have the meaning assigned to it in Section 9.6(a).

ARTICLE R

2.1 Company. Subject to the terms and conditions of this Agreement, the Members hereby form and agree to

jointly operate a limited Jiability company te be named Envision, L.L.C., which shall engage in the business
described herein.

2.2 Articles of Organization. Concurrently with or as soon as possible after the execution of this Agreement, the
Manager shall cause Articles of Organization, in the form attached hereto as Exhibit A 1o be filed in the Office
of the Secretary of State of the Commonwealth of Kentucky in accordance with the requirements of the
Kentucky Act. From time to time, the Manager shall cause to be filed, and the Members agree to execute, such
further certificates of formation, qualifications to do business, fictitious name certificates, or like filings in such
jurisdictions as may be necessary or appropriate in connection with the conduct of Envision’s business or to
provide notification of the limitation of liability of Members and Managers under applicable law.

2.3 Purpose. The business and purposes of the Company shall be to sell or otherwise provide energy, and any
energy-related services, equipment or products, and to conduct any other Jawful business or business activities

that may be undertaken by a limited liability company wnder the Kentucky Act as the Members may from time
to time mutually determine.

2.4 Place of Business. The principal place of business of Envision shall be located at 480 West Lexington Avenue,
P.O. Box 1351, Danville, KY 40422, and the registered agent of the Company for service of process at such

address shall be James C. Worley (or such other registered office and registered agent as the Manager may from
time to time sefect).

2.5 Term. The term of Envision shaill begin upon the filing of the Asticles of Organization with the Kentucky
Secretary of State and shall continue until such time as dissolved as hereinafter provided.
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ARTICLE IN

Representations and Warranties

3.1 Representations and Warranties of Members. Each Member hereby represents and warrants only as applicable

to itseif as follows (such representations and warranties on the date of this Agreement being true correct m all
material respects):

(a) That it is a corporation duly organized, validity existing and in good standing under the laws
of the Commonwealth of Kentucky. It has the corporate power and authority to own, lease,
and operate ils assets, properties, and businesses, and to enter into this Agreement, and to
carry out Hs obligations hereunder. The execution, delivery, and performance of this
Agreement by each Member has been duly authorized by all necessary corporate action on

the part of each Member, and, this Agreement is legally binding upon each Member in
accordance with its terms.

(b) The execution, delivery, and performance by each Member of this Agreement and the
transactions contemplated hereby will not (i) violate the provisions of any order, judgment, or
decree of any court or other governmental agency or any arbitrator applicable to such
Member or its Anticles of Incorporation, (3) result in a material breach of or constitute (with
due notice or lapse of time or both) a material default under any contract or agreement to
which a Member is a party or by which it is bound; or (jii) violate any provision of law of the
United States of America or any state thereof, the violation of which is likely to have a

material adverse effect on the business, operations or condition (financial or othemnse) of the
Member or Envision.

ARTICLE IV
4.1 Members® Percentage Interests and Capital Contributions.

(a) Blue Grass has contributed $25,000.00 in cash to Envision on or prior to the date hereof.
(b) Cumberiand Valley has contributed $25,000.00 in cash to Envision on or prior to the date hereof.
(c) EKPC has contributed $25,000.00 in cash to Envision on or prior to the date hereof,

{@) Farmers has conm;bmed $25,000.00 in cash Envision on or prior to the date hereof.

(¢) Jackson has contributed $25,000.00 in cash to Envision on or prior to the date hereof.
() Nolin has contributed $25,000.00 in cash to Envision on or prior to the date hereof.

(g} Owen has contributed $25,000.00 in cash to Envision on or prior to the date hereof.

(h) Salt River has contributed $25,000.00 in cash to Envision on of prior to the date hereof.
(i) Shelby has contributed $25,000.00 in cash to En-visicm on or prior to the date hereof,

(3) The Percentage Interests assigned to each Member in respect of their initial Capital Comﬁbutions under
Sections 4.1(a) through 4.1(g), respectively, are as follows:

Member Percentage Interest

Blue Grass 11 1/9%
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Cumbesland Valley 11 1/9%
EXPC 11 1/9%
Fanners 11 1/9%
Jackson 11 1/9%
Nolin 11 1/9%
Owen 11 1/9%
Salt River 11 19%
Shelby 11 1/5%

" The Members shall amend the foregoing identification of Members and Percentage Interests from time to
time as necessary to reflect the transfer of Interests and the admission of additional or substituted Members,
in each case as herein provided.

42 Additional Capital Contributions. No Member shail be required or permitted to make additional Capital
Contributions to Envision except as consented to by the Members pursuant to Sections 5.1(c) and 6.2(g) hereof. -

ARTICLE Y

5.1 Future Financing. The Members anticipate that in the future the company may require additional funds for

capital expenditures or working capital requirements, and any such additional funding shall be obtained from
any of the following sources as may be approved by a majority in interest of the Members:

(a) cash reserved of the company;

{b) loans to be obtained from banks and other such independent sources, in which event, the Members
shall exert reasonable efforts to assist the company in obtaining any such loans;

(c) additional Capital Contributions made to the company by the Members;

{d) loans to be made to the company by (i) the Members and/or (ii) a related company of any of the
Members; or

(€) any other funding source mutnally agreed upon by the Members.

5.2 Capital Accounts; Maintenance Generally. A single separate Capital Account shall be maintained for each
Member. .

(2) Each Member’s Capital Account shall be increased by (i) the amount of money contributed by
such Member to the company, {ii) the fair market value of property contributed by such
Member to the company (net of liabilities secured by such contributed property that the
company is considered to assume or take subject to under LR.C. Section 752), and (3ii) the
aflocations to such Member of Net Profits and the amount of any items of income and gain
allocated to such Member under Sections 5.6 through 5.10 hereof.

(b) Each Member’s Capital Account shall be decreased by (i) the amount of money distributed to
such Member by the company, (i) the fair market value of property distributed to such
Member by the company (net of liabilities secured by such distributed property that such a
partner is considered to assume or take subject to under LR.C. Section 752), and (jif) such
Member’s distributive share of Net Losses and the amount of any items of deduction or loss
allocated to such Member under Sections 5.8 through 5.10.

() The value of all items of property reflected in the Capital Accounts of the Members shall be
adjusted to their fair market values and such adjustments shall be reflected in the Capital
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Accounts of the Members as part of Net Profits or Net Losses or under Section 5.10 hereof, as
the case may be, as of the following times:

(1) in connection with a contribution of money or other property (other than a de

minimis amount) to the company by a new or existing Member as consideration for an
Interest in the company;

(2) in connection with a liquidation of the company within the meaning of Regulations
Section 1.704-1{bX2)(ii}g) or a distribution of money or other property (other than a de

mininmis amount) by the company to a retiring or continuing Member as consideration for
an interest in the company; '

(3) in connection with adjushneﬁts to the basis of property of the parinership pursuant to
1.R.C. Sections 734(b) or 743(b), but only te the exient that the Capital Accounts of the
Members are adjusted as reguired in Regulations Section 1.704-1(b)2)Gv)(m).

(d) The value in the Capital Accounts of the Members of an item of property of the company that
is distributed to 2 Member shall, immediately prior to such distribution, be adjusted to its fair

market value and such adjustment shall be reflected in the Capital Accounts of the Members
as part of Net Profits or Net Losses.

(¢) Any Member who shall receive an interest (or whose interest shall be increased) by means of
a transfer to it of all or past of the interest of another Member, shall have a Capital Account

which reflects the Capital Account of the transferred interest (or the applicable percentage
thereof in the case of a transfer of a part of an interest).

(f) Notwithstanding any provision of this agreement to the contrary, the Members intend that
each Member’s Capital Accomnt shall be maintained and adjusted in accordance with the
LR.C. and the Regulations, including without limitation, (i) the adjustments permitted or
required by 1L.R.C. Section 704(b) and, to the extent applicable, the principles expressed in
1L.R.C. Section 704(c) and (ii), the adjustments required to maintain Capital Accounts in

accordance with the “substantial economic effect test” set forth in the Regulations under
1.R.C. Section 704(b).

Allocation of Net Profits and Net Losses. After the allocations required by Sections 5.4 through 5.10 hereof

have been made, Net Profits and Net Losses shall be allocated among the Members in accordance with their
respective percentage interests.

Minimum Gain Chargeback. If there is a net decrease in Minimum Gain for a fiscal year, to the extent
required in Regulations Section 1.704-2(f), each Member shall be allocated items of income and gain for such
fiscal year, and if necessary, for subsequent fiscal years in accordance with Regulations Section 1.704-
2G)2)(i), equal to the Member's share of the net decrease in Minimum Gain within the meaning of
Regulations Section 1.704-2(g)}2). The items of income and gain to be allocated pursuant to this section shall
be ‘those items described in Regulations Section 1.704-2{f)(6) and (§}2)(i). This Section 5.4 is intended to
constitute a “minimum gain chargeback” within the meaning of Regulations Section 1.704-2(f).

Member Non-recourse Debt Minimum Gain Chargeback. 1f there is a net decrease in Member non-recourse
debt minimum gain for a fiscal year, to the extent required in Regulations Section 1.704-2(iX4), each Member
with a share of that Member non-recourse debt minimum gain, determined in accordance with Regulations
Section 1.704-2(1X(5), as of the beginning of such fiscal year shall be allocated with Regulations Section 1.704-
2002)(iii), equal 10 the Member’s share of the net decrease in Member non-recourse debt minimom gain,
determined in accordance with Regulations Section 1.704-2(iX4). The items of income and gain to be allocated

“pursuant to this Section shall be those items described.in Regulations Section 1.704-2(i}4) and (§X2). This
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Section 5.5 is intended to constitate a “pariner non-recourse debt minimum gain chargeback” within the
meaning of Regulations Section 1.704-2()(4).

Qualified Income Offset. 1f a Member unexpectedly received an adjustment, allocation, or distribution
described in Regulations Section 1.704-1(b)(2)(#KdAN4), (5), or (6), such Member shall be aliocated items of
income and gain (consisting of a pro rata portion of each item of the income, including gross income, and gain
of the company for such fiscal year) in an amount and manner sufficient to eliminate as quickly as possible and
to the extent required by the Regulations, the deficit Capital Account balance of such Member in excess of the
amounts that such Member is deemed obligated to restore pursuant to Regulations Section 1.704-2(g)1) and §
1.704-2((5). The allocations made pursuant 1o this Section 5.6 shall be made afier all other allocations
pursuant to Sections 5.3 through 5.5 and 5.8 throngh 5.10 have been made. This Section 5.6 constitutes a -
“qualified income offset” within the meaning of Regulations Section 1.704-1(b)(2)iiXd).

Gross Income Allecation, In the event that any Member has a deficit Capital Account at the end of any fiscal
year in excess of the amount that such Member is deemed obligated to restore pursuant to Regulations Section
§.704-2(gX1) and 1,704-2(i)(5), each such Member shall be allocated items of income and gain in the amount
of such excess. The allocations made pursuant to this Section 5.7 shall be made afier all other allocations
pursuant to Sections 5.3 through 5.6 and 5.8 through 5.10 have been made.

Allocation of Non-recourse Deductions. Non-recousse deductions for each taxable year shall be alocated
among the Members in accordance with their respective percentage interests.

Allocation of Member Non-recourse Deductions. Member non-recourse deductions shall be allocated to the

Members that bear the economic risk of loss with respect to the Member non-recourse debt in accordance with
Regulations Section 1.704-2()(1).

5.10 Allocation of Regulations Section 1.704-1(b)(2)(iv)(d) Adjustments. I an adjustment to the Capital

Accounts of the Members is required by Regulations Section 1.704-1(b}2)ivi(m)}2) or (4) because of a
distribution in complete liquidation of a Member’s interest, the amount of such adjustment shall be treated as an
item of gain, if it increases the tax basis of property of the company, or as an item of loss, if it decreases the tax
basis of property of the company. If Regulations Section 1.704-1{(b)}(2)(iv}(m}2) applies to the adjustment to
the Capital Accounts, such iteins of gain or Joss shall be allocated to the Members in accordance with their
percentage interests. If Regulations Section 1.704-1(bX2)(iv)(m)}4) applies to the adjustment to the Capital
Accounts, such itemns of gain or loss shall be allocated 1o the Member receiving the distribution.

5.1% LR.C. Section 704{c) Tax Allocations. Sclely for tax purposes, and in accordance with L.R.C. Section 704(c),

income, gain, loss, and deductions with respect to property contributed to the company by a Member shall be
shared among the Members so as to take account of the variation between the basis of the property to the

- company for federal income tax purposes and its fair market value at the time of its contribution. H the value of

any property of the company reflected in the Members’ Capital Accounts js adjusted pursuant to Section
5.2(c)1) or (2), thereafier, allocations of depreciation, depletion, amortization, and gain or loss with respect to

* such property shall be determined so as to take into account the variation between the adjusted tax basis and the

adjusted value of such property as reflected in the Members’ Capital Accounts in the same manner as under
LR.C. Section 704(c).

5.12 Distributions. Notwithstanding anything in this Agreement to the contrary, no distribution shall be made to

any Member in the event that such Member has defaulted in the performance of any of the terms, conditions,
covenants, undertakings, or obligations set forth in this Agreement and such default shall not have been
remedied within sixty (60) days afler written notice thercof from the other Members. Seo lohg as any such
defanlt is continuing, the defaulting Member shali assign to the other Members its right to receive, and its
interest in, distributions 10 the extent necessary to compensate each other Member for its losses, damages, costs,
and expenses resulting directly or indirectly from such default. If the defaulting Member shall dispute whether
a default has occurred, or the amount of the loss, damage, cost, or expense incurred by the non-defaulting
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Member as a consequence of a default, the matier shall promptly be submitted 1o the dispute resolution
procedure set forth in Article IX hereof.

5.13 Return of Capital. Except as herein provided with respect to distributions during the term of the company or
following dissofution, no Member has the right to demand a return of such Member's Capital Contribution (or
the balance of such Member’s Capital Account). Further, no Member has the right (i) to demand and receive
any distribution from the company in any form other than cash or (i1} to bring an action of partition against the

company. or its property. The Manager shall have no personal liability for the repayment of the capital
contributed by Members.

ARTICLE V]

Management o_f Envision

6.1 The Manager.

(a) Except as otherwise provided herein or if not otherwise addressed herein, and subject to the
approval rights of the Members hereunder or if not covered herein, the Kentucky Act, (i) the
business and affairs of Envision shall be managed by or under the direction of a Manager and
{ii) the power o act for or to bind Envision shall be vested exclusively in the Manager,
subject to the Manager’s authority to delegate powers and duties to employees and others as
set forth herein. Subject to obtaining any necessary approvals hereunder, the Manager shall
have the power and authority to execute and deliver contracts, instruments, filings, notices,
certificates, and other documents of whatsoever nature on behalf of Envision (including,
without limitation, the Articles of Organization, any amendments thereto and any other
certificates required or permitted to be filed by or on behalf of Envision pursuant to the
Kentucky Act or like law of any other jurisdiction). Except as otherwise required by
applicable Jaw, any such contract, instrument, certificate, or other document shall require the

* signature of only the Manager or the signature of such officer, employee, or agent to whom
authority has been delegated.

(b) The Manager need not be a Member and shall be selected by a majority in interest of the
Members. The Manager shall serve at the pleasure of the Members, and may be removed
with or without cause by a majority in interest of the Members. '

(¢) The initial Manager shall be James C. Worley who shall serve in such capacity until his
resignation or removal by the Members as set forth in paragraph 6.1(b) above.

(d) Only the Manager and employees or agents of the company authorized by the Manager shall
have the authority to bind the company. No Member who is not 2 Manager or otherwise
authorized as an agent shall take any action to bind the company, and each Member shall

indemnify the company for any costs or damages incurred by the company as a result of the
unauthorized action of such Member.

(e) The Manager shall possess and exercise any and all powers that are reasonably necessary,

convenient or implied 10 conduct, direct, or cary out any business or enterprise of the
company, including but not limited to, the following:

(1) decisions as to any expenditure (whether by purchase, lease or otherwise) less than
Five Thousand Dollars ($5,000.00);
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Exception: Where the expenditure is directly related to a valid purchase order received
from a customer, the manager is authorized to spend up to the value of the purchase order
on equipment and services required 1o fulfill the requirements of the purchase order.

(2) loans in amounts less than Five Thousand Dollars ($5,000.00);
(3) decisions as to giving credit in amounts less than Ten Thousand Dollars $10,000.00);

(4) decisions as to the giving of any guarantee or indemnity to secure the liabilities or

obligations of any other person or entity which are in the amount of Jess than Five
Thousand Dollars ($5,000.00; -

(5) decisions as to the disposition of assets;

(6) material decisions regarding the initiation, defense, conduct, or settlement of

litigations, arbitrations, or other disputes involving amounts less than Two Thousand
Doltars ($2,000.00);

(7) determination of the number of employees of Envision and their selection, removal, |
and compensation agreements.

6.2 Member Approval. Notwithstanding the general authority of the Manager under Section 6.1, the following
matters shall require the approval of a majority in interest of the Members:

{a) any amendment of this Agreement;

(b) any merger or consolidation of or involving Envision;

(¢) any lease, sale, exchange, conveyance, or other transfer or disposition of all or substantially
all, of the assets of Envision;

{3d) achange of the name of Envisjon;
(e) engaging in a business other than as specifically provided for by this Agreement;

(f) payment of distributions to the Members except in connection with the dissolution and
winding up of Envision;

(g) the contribution of additional capital by the Members to Envision;
(h) the assignment of any of the property of Envision in trust for the benefit of creditors, or the

making or filing, or acquiescence in the making or filing by any other person, of a petition or

other action requesting the reorganization or liquidation of Envision vader the Bankrupicy
Laws;

(i) selection of any independent auditors;

() the issnance of any additional Interests or, except as otherwise provided in Article VII in

connection with the transfer of an Interest, the admission of additional or substituted
- Members; and

(k) any other matter that is subject to the agreement, consemt, or approvat of the Members
hereunder.
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(1) any action not specifically delegated to the Manager by 6.1(e).

6.3 Disagreement. In the event the Members are unable to make a determination on any matter requiring the

approval of the Members, or in the event any other disagreement of the Members, such disagreement shall
promptly be submitted to the dispute resolution procedure set forth in Article IX hereof.

6.4 Meetings of Members. Meetings of the Members shall be held as determined by the Members.

6.5

6.6

6.7

7.1

72

Operation of the Company. Each Member agrees to make its employees and resources reasonably availabie on
a contract basis 1o Envision (or to cause a Related Company to make the same avajlable) as determined by the
Manager. Employees of each Member (or their Related Companies) providing services to Envision shall be
compensated directly by the Member with the Member being reimbursed for the salary and benefits costs of
such employees by Envision. Each Member covenants and agrees to indemnify, hold harmless, and release
Envision and the other Members from and against any and all claims and demands arising out of or relating to
any injury or loss or damage to persons, property or business of whatsoever kind or nature to the extent arising
out of or relating to the conduct or negligence of the indemnifying Member (or its Related Companies) or that
of its employees in providing the services and resources referenced in this Section.

Limitation on Liability of Manager. The Manager shall not have any lability to Envision or the Members for
any losses sustained or liabilities incusred as a result of any act or omission of such Manager if (i) the Manager
acted in good faith and in a manner he or she reasonably believed to be in, or not opposed to, the interests of

Envision and (ii) the conduct of the Manager did not constitite actual fraud, gross negligence, or willful
misconduct. ‘

Liability te Third Parties. 'The Debts, obligations, and liabilities of Envision, whether arising in contract, tort,
or otherwise, shall be solely the debts, obligations, and liabilities of Envision, and the Manager shall not be

obligated personally for any such debt, obligation, or liability by reason of his or her acting as a Manager of
Envision.

ARTICLE VI

Rights and Obligations of Members

Limited Liability. No Member shall be personally liable for any debts, liabilities, or obligations of Envision;
provided that each Member shall be responsible {§) for the making of any Capital Contribution required to be

made to Envision by such Member pursuant to the terms hereof and (i) for the amount of any distribution made
1o such Member that must be retumed to Envision pursuant to applicable law.

Voting Rights of Members. Each Member’s vote shall be weighted in proportion to the interest of that Member

in Envision.

13

74

Participant in Management. No Member, as such, shall take any part in the day-to-day management of the
business of Envision nor shall any Member, by reason of its status as such, have any right to transact any
business for Envision or any authority or power to sign for or bind Envision. Notwithstanding the foregoing,
Members shall have the right to approve or disapprove or otherwise consent or withhold consent with respect to
such matters as are specified in this Agreement or if not specified therein, the Kentucky Act; and provided that
Members may take such actions on behalf of Envision and execute documents or otherwise bind Envision to the
extent, if any, that such powers are delegated to any such Member by the Manager from time to time.

Restrictions on Transfer. Each Member agrees not to sell, assign, pledge, encumber, or otherwise transfer
{collectively “Transfer”) its Interests, or any portion thereof or interest therein, or to withdraw from Envision,
except as provided in this Article VII without consent of each Member. Any Transfer or attempted withdrawal
other than as permitted by this Article VII shall be null and void. Upon the Transfer by a Member of all of jts
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Interest in a manner permitted or required pursuant to the provisions of this Article V11, such Member shall be
deemed 1o have withdrawn as a Member and shall have no further rights as a Member hereunder.

7.5 Transfer Between Members. Any Member may Transfer all or any part of its Interest to another Member upon
such terms as may be agreed between them.

7.6 Merger of Members. In the event of a merger or consolidation of two or more Members, the surviving or

successor entity shall be admitted as a substituted Member and succeed to the combined interests of the
merging or consolidating Members.

"7.7 Third Party Transfer Procedures.

(2) In the event a Member wishes to Transfer all or part of its Interest to a third party (any such
Member being herein referred te as “Seller”), it shall first obtain the approval of a two-thirds
(2/3) majority in interest of the remaining Members.  After such approval, the Seller shall
offer to Transfer such Interest to the other Members at the price and on the terms and
conditions offered by the third party by providing written netice thereof, which notice shail
include a copy of the written offer made by such third party including all terms and
conditions thercof. Within forty-five (45) days of the receipt of Seller’s notice, the other
Members may either (i) accept the Seller’s offer and purchase the Seller’s Interest at the price
and on the other terms set forth in the third party offer, (i} decline such offer or (jii) require
Seller to obtain from the third party an jrevocable written offer to purchase such other
Members’ Interests at a price equal to the third party offer price, divided by Seller’s
Percentage Interest, and multiplied by the combined Percentage Interest of the other
Members. In the event that the other Miembers do not take any such action in response to the
notice, they shall be deemed to have declined the offer.

(b) 1f the other Members accept the offer of the Seller pursuant to the clause (i) of Section 7.7(a),
then the other Members, or a Related Company designated by them, shall purchase the
offered Interest pursuant to the terms of the third party offer (and, as applicable, may cause
the Related Company purchaser to be admitted as a substituted Member and continue the
business of Envision without dissolution). If the other Members decline the offer or are
deemed to have declined the offer, the other Members shall, within six (60) days of Seller’s
notice, consent 1o the Transfer of Seller’s Interest to the third party, in which case Seller shall
have the right to Transfer its Interest to such third party at a price, not less than that included
in Seller’s notice, and otherwise on the terms and conditions set forth in the Seller’s notice,
within ninety (90) days of the date of Seller’s notice (and at the time of closing of the
Transfer, the transferee shall be admitted as a substituted Member with respect to the
transferred Interest and the business of Envision shall be continued). If the other Members
take the action referenced in clause (jii) of Section 7.5(a) and the third party makes and
irrevocable written offer to purchase the other Members® Interests as therein provided within
thirty (30) days, then the other Members and Seller shall jointly sell their respective Interests
to the third party within one hundred and twenty (120) days of the date of Seller’s notice. If

the third party does not make such an offer, then Seller shall have no right to make the
Transfer.

7.8 Withdrawal From Company.

(a) In 'the evént that 2 Member wishes to withdraw from Envision any such Member being herein
referred 1o as a (“Withdrawing Member”) it shall notify the other Members in writing of such
desire at least 120 days prior to the effective date of such proposed withdrawal, and shall

offer to sell its Interest to the other Members at a price and on such other terms as are
specified in such notice.
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(b) Within thirty (30) days of the date of receipt of such notice the other Members shall do one of
the following: (i) notify the Withdrawing Member of their acceptance of the Withdrawing
Member’s offer (individually or on behalf of a Related Company) at the price and on the
other terms specified, (ii) notify the Withdrawing Member of their intent te purchase (or 1o
cause a Related Company to purchase) the Withdrawing Member’s Interest at its fair market
value determined in accordance with Section 7.8(c) below, or (iii) decline such offer in
which case the Withdrawing Member may clect to dissolve Envision pursuant to Section
8.1{aX3). In the event the non-withdrawing Members clect to purchase (or to cause a Related
Company to purchase) the Interest of the Withdrawing Member pursuant to clause (i) above,
payment for the Withdrawing Member’s Interest shall be due within sixty (60) days. In the
case of a purchase pursuant to clause (i) above, payment shall be due thirty (30) days after
the fair market value has been determined. If the Withdrawing Member’s Interest is acquired
by a Related Company of a non-withdrawing Member or Members, then, at the time of
closing, the Related Company shall be admitted as a substituted Member with respect to the

transferred Interest and the business of Envision shall be continued.

(c) In order to determine the fair market value of the Withdrawing Member’s Interest, an
independent appraiser appointed by mutual agreement of the Memwbers (“Third Party
Appraiser”) shall be retained to determine the price that a willing buyer would pay a willing
seller (ander no compulsion to sell} in an “arms length” transaction for the Withdrawing .
Member’s Interest by determining the value of Envision a8 a going concern and applying the
Withdrawing Member’s Percentage Interest to that value. Such amount shall be the fair
market value of the Withdrawing Member’s Interest. The Third Party Appraiser shall be
permitted access to such records and information relating to Envision, and its business and
markets, as it deems relevant to its inquiry, and it shall sign a nondisclosure agreement
acceptable to the Members. The Third Party Appraiser shall be requested to render its
.decision in writing to the Members within sixty (60) days of the date it is retained. The Third

Party Appraiser’s fees, as approved in advance by the Members, shall be shared equally by
the Members.

7.9 Default. In the event that any of the Members should default in the performance of any of the tenms, conditions,
undertakings, covenants, or obligations set forth in this Apreement and such default shall not have been
remedied within sixty (60) days after written notice thereof from the other Members, such other Members may,
without prejudice to any other remedics available to them at law or in equity, deliver written notice 1o the
defanlting Member electing, either: (i) to dissolve Envision pursnant to Section 8.1 {a) or (ji) to purchase the
defaulting Member’s Interest at the fair market value determined pursuant to Section 9.6(c), less the amount of
any loss, damage, cost, or expense incurred by the non-defaulting Members as a consequence of the defauli. If
the defauiting Member shali dispute whether a default has ocourred, or the amount of the loss, damage, cost, or
expense incurred by the non-defaniting Member as a consequence of a default, the matter shall promptly be
submitted to the dispute resolution procedure set forth in Article IX bereof. In the event that the other Members
determine to purchase the interest of the defaulting Member pursuant to clause (ji) above, then the Member
whose interest is to be acquired shall be deemed to be a Withdrawing Member for purposes of Section 7.7 and
to have given notice of an offer to sell its Interest to the other Member at the fair market value determined
under Section 7.7(c), and the operative provisions of Section 7.7{b), and (c) shall be applicable.

7.10 Bankruptcy. In the event of the bankruptey (as defined in the Kentucky Act) of a Member, such Member shall
be deemed to be a Withdrawing Member for purposes of Section 7.7 and to have given notice of an offer to sell
its Interest to the other Members at the fair market value determined under Section 7.7(c), and the operative
provisions of Section 7.7(b) and {c) shall be applicable, except that if the other Members do not elect to

purchase the Interest of the bankrupt Withdrawing Member or if a third party purchaser cannot be found,
Envision shall dissolve,

7.11 Survival of Obligations. Dissolution of Envision and any termination of the Associated Agreements for any
cause shall not release any party from any Hability which at the time of dissolution or termination has already
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accrued to any party, nor affect in any way the survival of the rights, duties, and obligations of any party
provided for in Anticle VI of this agreement.

7.12 Substituted Members. Any transferee acquiring the Interest of 2a Member as permitted under Sections 7.5, 7.6,
7.7, 1.8, 7.9 or 7.10 shall be deemed admitted as a substituted Member with respect to the Interest transferred
concurrently with the effectiveness of the Transfer (provided that such transferce, unless already a Member,
shall, as a condition to such admission, execute a counterpart of this Agreement, agreeing thereby to be boimd
by all of the terms and conditions thereof), and such substituted Member shall be entitled to all of the rights and
benefits under this Agreement of the Transferor of such interest. No purported Transfer of any Interest, or any
‘portion thereof or interest therein, in violation of the terms of this Agreement (including any Transfer occurring
by operation of law) shall vest the purported transferee with any rights, powers, or privileges hereunder or have
any right to vote or consent with respect 1o Envision matters, to inspect Envision records to maintain derivative

proceedings, to maintain any action for an accounting or to exercise any other rights of a Member hereander or
under the Kentucky Act.

7.13 Additional Members. Additional Members may be admitted to Envision only with the approval of the
Members pursuant fo Section 6.2(j). The Capital Contribution and the Percentage Interest of any additional
Member shall be as determined by the Members approving the admission (and the Percentage Interest of all
other Members shall be adjusted to reflect the Percentage Interest granted to the additional Member, pro rata
based on relative Percentage Interests immediately prior to the admission of the additional Member).Any -

additional Member shall execute a counterpart of this Agreement, agreeing thereby to be bound by all of the
terms and provisions hereof.

ARTICLE V1

Dissolution

8.1 Dissolution.
(a) Envision shall be dissolved upon the following:.
(1} The written consent of the Members; or

(2) The occurrence of any even which, according to this Operating Agreement, shall
cause dissolution.

(3) Failure of Envision and a withdrawing Member to agree on the value of the
Member’s share as described in 7.8.

(b) Upon dissolution of Envision, the Manager, or if there is no remaining Manager, such person
as is designated by the Members (the remaining Manager or such person being herein referred
to as the “Liquidator™) shall proceed 16 wind up the business and affairs of Envision in
accordance with the terms hereof and the requirements of the Kentucky Act. A reasonable
amount of time shall be allowed for the period of winding up in light of prevailing market

- conditions and so as 1o avoid undue loss in connection with any sale of Envision assets. This
Agreement shall remain in full force and effect during the period of winding up.

(c) In connection with the winding up of Envision, before the later to occur at the end of the fiscal
year of Envision or the ninetieth day afier the lguidation of Envision within the meaning of

Regulations Section 1.704-1 (bY{2)(iiXg), the assets of Envision shall be distributed as
follows:
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to creditors, fnch:ding Members and Managers who are creditors (other than by
reason of the operation and effect of KRS 275235), to the extent otherwise

permitted by law, in satisfaction of liabilities of Envision (whether by payment or the
making of reasonable prov;s:on for payment thereof);

to Members in satisfaction of liabilities for distribution onder KRS 275.235; and

thereafler 10 Members in proportion to their respective positive Capital Account
balances under Sections 5.2 through 5.10 through the date of distribution.

@ Each Member shall bave a first right to purchase the assets of Envision upon dissolution. If
only one Member wishes to exercise such right of purchase with respect to particular assets,

then the

terms of the purchase shall be as agreed upon among the Members, provided that f

mutually acceptable terms cannot be so agreed upon, the assets shall be sold by the Liquidator
on.the best avajlable terms and any Member may submit a bid. If the Members wish to
purchase all, or the same part, of Envision’s assets, and no agreement can be reached among
the Members as to which is to purchase the assets, any Member may submit a bid for the

assets to
offering

the Liquidator, and the Liquidator shall approve the sale of the assets to the Member
the higher cash price. In liew of the foregoing purchase procedures, assets of

Envision remaining after satisfaction of the claims of third party creditors may be distributed
in kind to the Members in such manner as may be agreed upon among all Members.

{e) Subject

to Section 7.10, upon dissolution of Envision, the ‘Associated Agreements shall

terminate or be extended in accordance with their respective terms,

() If distributions are insufficient to return to any Member the full amount of such Member's
Capital Contributions, such Member shall have no recourse against any other Member or the
Manager. No Member shall have any obligation to restore, or otherwise pay to Envision, any
other Member, or any third party, the amount of any deficit balance in such Member’s Capital
Account upon dissolution and liguidation. Following the completion of the winding up of the
affairs of Envision and the distribution of its assets, Envision shal! be deemed terminated and
the Liquidator shall file Articles of Dissolution in the Office of the Secretary of State of the
Commonwealth of Kentucky as required by KRS 275.315. The provisions of Section 6.3 (as

applicable), and Article V1I (to the extent subject to the survival provisions of Section 7.10)
ghall survive termination of Envision.

ARTICLE IX

Dispute Resolution

¢

9.1 Inveking Procedure. In the event of a dispute between or among the Members arising out of or related to this
Agreement, any Member may invoke the procedures specified in this Article by giving written notice to the
other Members, Such written notice will describe briefly the nature of the dispute and shalj identify an
individual with authority to settle the dispute on behalf of that Member. The Member receiving such notice
shall have ten (10) days within which to designate an individual with authority to settle the dispute on its behalf

and to notice the other Members of its designation (the mdmdua!s so designated shali be referred to as the
*Authorized individuals™).

9.2 Investigation. The Authorized Individuals shall make whatever investigation each deems appropriate and
promptly thereafier, but no later than thirty (30) days from the date of the original notice invoking these
procedures, shall commence discussions concerning resolution of the dispute. If the dispute has not been
resolved within sixty (60) days from the date of the original notice invoking these procedures, the Members
shal! submit the matter to ADR in accordance with the following procedure.
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93 Neutral. The Members shall have ten (10) days from the expiration to the sixty {60) day period referred to in
Section 9.2 or the agreement of the Members 1o submit the matter to ADR, whichever occurs first, within which
10 agree upon a mutually acceptable person not affiliated with any party (“Newiral”). If no Neutral has been
selected within that time period, the Members agree to request the American Arbitration Association, the Center
for Public Resources, or other mutually agreed-upon organization, to supply within ten (10} days a list of at
Jeast three (3) potential Neutrals with qualifications as specified by the Members in the joint request. Within
seven (7) days of receipt of the list, the Members shalf rank the proposed candidates independently, exchange

rankings and select as the Neutral the individual who received the highest combined ranking who is available to
serve.

9.4 Schedule. In consuliation with the Neutral, the Members shall designate a mutually convenient time and place

for the ADR, and unless circumstances require otherwise, such time shall be not later than forty-five (45) days
after the selection of the Neutral.

9.5 Discovery. In the event any Member has substantial need for information in the possession of another Member -
or a need to take certain Jimited depositions and/or production of principal documents in order to prepare for
the ADR, the Members shal} attempt in good faith to agree on a plan for the expeditions exchange of such -

information. Should they fail to reach agreement, any Member may request a meeting with the Neutral who
shall assist them in reaching an accommeodation.

9.6 Written Submission. One week prior to the first scheduled session of the ADR, each Member shall deliver to
the Neutral and to the other Members a written summary of its views on the matter in dispute. The summary
shall be no Jonger than twenty donble-spaced pages unless the Members agree otherwise.

9.7 Representatives. In the ADR, each Member shall be represented by the Authorized Individual and by counsel.
In addition, each Member may bring additional persons as necessary o respond to questions or contribute

information as needed. The number of such additional persons to be allowed shall be mutually agreed by the
Members with the assistance of the Neutral, if necessary.

9.8 Structure. The Neutral is authorized to conduct joint and separate meetings with the Members and to help the
Members structure whatever form of presentation of the matter in dispute is most likely to facilitate resolution.
Notwithstanding the form of the presentation, it is the intent of the Members 1o provide an opportunity for their
Authorized Individual, with or without the assistance of counsel, and with the assistance of the Neutral, to
negotiate a resolution of the matters in dispute. In the event the Neutral holds separate private caucuses wnh
either Member, he or she shall keep confidential all information leamed in such private cancuses unless
specifically authorized to make disclosure of the information to the other Member. There shall be no
stenographic, visual, or audio record made of the ADR.

9.9 Mandatory. The Members agree to participate in the ADR to its conclusion as designated by the Neutral and
pot to terminate negotiations concerning resolition of the matters in dispute until at Jeast two (2) weeks
thereafter. Each Member agrees not to commence a lawsuit or seek other remedies prior to the conclusion of the
two-week post-ADR negotiation period, provided that any Member may commence litigation on any date after

-which the commencement of litigation could be barred by an applicable statute of limitations or in order to

request an injunction to prevent irreparable harm. In such event, the Members agree (except as probibited by
court order) to continue fo participate in thé ADR to its conclusion.

9.10 Fees. The fees of, and authorized costs incurred by, the Neutral shall be advanced by Envision and shared
equally by the Members who shall reimburse Envision. The Neutral shall be disqualified as a wimess,
consuitant, expert, or counsel for any Member with respect to the matters in dispute and any related matters.
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_9.1) Later Proceedings. 'The ADR is a compromise negotiation for purposes of the Federal Rules of Evidence and
the Kentucky Rules of Evidence. The entire procedure is confidential. All conduct, statements, promises, offers,
views, and opinions, whether oral or written, made in the course of the ADR by any of the Members, their
agents, employees, representatives, or other invitees to the ADR and by the Neutral, who is the parties” joint
agent for the purposes of these compromise negofiations, are confidential and shall, in addition and where
appropriate, be deemed to be work product and privileged. Such conduct, statements, promises, offers, views,
and opinions shall not be discoverable or admissible for any purposes, including impeachment, in any litigation
or other proceeding involving the Members and shall not be disclosed to anyone not an agent, employee,
expert, witness, or representative for any of the Members. Evidence otherwise discoverable or admrssible is not
excluded from discovery or admission as a result of its use in the ADR.

ARTICLEX

Conflicts of Interest

10.} Due Diligence. 1t shall be the duty of Members, Manager, employees and agents of the company to faithfully
and diligently administer the business of the company as would diligént and prudent persons acting in their own
behalf; to keep accurate and correct records of ali business transacted; and to exercise pradence and economy in
the business of the company; 1o act in good faith, and only in the best interests of the company.

10.2 Acceptance of Gifts. No Member, Manager or employee or any Close Relative thereof shall accept or keep
any gifls, fees, loans or favors from suppliers, contractors, consultants, financial institutions or any person or
entity with which the company does business, which is of significant value and which would tend to obligate or
induce them to compromise their duty and responsibility to conduct all affairs of the company solely with the

best interests of the company wppermost in mind, unless disclosed to and approved by a majority interest of the
Members.

10.3 Confidentiality of Business Information. Members, Managers, employees and agents shall at all times
maintain the complete confidentiality of the company’s business information.

ARTICLE X1

Financial Matters

11.1 Books and Records. The books and records of Envision shali be maintained on an accrual basis in accordance
with generally accepted accounting principles. These and ail other records of Envision shall be maintained at

the principal office of Envision (or at such other locations approved by the Members) and shall be available for
examination by the Members.

11.2 Financial Reports. The Manager shall cause to be prepared (3) as of the end of each fiscal year of Envision,
(ii) as of the date of dissolution of Envision, and (iii) as of such additional dates as the Manager may direct, in
accordance with generally accepted accounting principles consistently applied, appropriate financial statements
showing the assets, liabilities, capital, profits, expenses, losses, and recovered and unrecovered capital
expenditures of Envision and a statement showing all amounts credited and debited to each Member’s Capital
Account and of each Member’s distributive share, for federal income tax purposes, of income, gains,
deductions, losses; and credits (or-items thereof) arising out of Envision operations, as required by Jaw, and a
further statement reconciling any difference between the Member’s respective Capital Accounts as shown in
such financial statements and their Capital Accounts as determined in accordance with the provisions of this

Agreement. A copy of each report shali be delivered to each Member within 90 days after each such applicable
date.

11.3 Fiscal Year. The fiscal year of Envision shall end on December 31,
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11.4 Company Funds. Pending application or distsibution, the funds of Envision shall be deposited in such bank
accounts, or invested in such interest-bearing or non-interest-bearing investments, including without Jimitation,
federally insured checking and savings accounts, centificates of deposit, government issued or backed securities,
or mutual funds investing primarily in such types of securitics, as shall be designated by the Manager. Such

funds shall not be commingled with the fonds of any other person. Withdrawals therefrom shall be made upon
such signatures as the Manager may designate.

11.5 Tax Matters Partner. Envision and each Member hereby designates EKPC as the “tax matters partner” for
purposes of LR C. Statute 6231 and the Regulations promulgated thereunder. Copies of all notices received by
the tax matters partner shall promptly be sent to the Manager. Al returns, required filings, and other
correspondence 10 be submitted to any taxing authority shall be furnished to the Members for review and

approval at least thirty (30) days prior to the date on which such matters are required to be filed or otherwise
submitted.

11.6 Tax Returns. The Manager shall cause all tax returns for Envision to be prepared and timely filed with the
appropriaté authorities and, within sixty (60) days after the end of each fiscal year, shall provide to the

Members such information as shall be necessary for the preparation by the Members of their federal income tax
returns. :

ARTICLE XTI
Miscellaneous

12.1 Notices. All notices and other communications required or permitied to be given or made under this
Agreement shall be given or made in writing. Such notices shall be delivered by hand delivery, by telecopy, or

similar electronic means, by nationally recognized overnight courier, or by centified or registered mail, retum
receipt requested, addressed as follows:

Ifto EKPC: East Kentucky Power, Inc.
Attention: Roy M. Palk, Chief Execuotive Officer
4775 Lexington Road
P.O. Box 77
‘Winchester, Kentucky 40392-0707
Telephone: (859) 744-4812
Fax: (859) 744-6008

1f to Blue Grass: Blue Grass Energy Cooperative Corporation
Attention: Dan Brewer, President and Chief Executive Officer
1201 Lexington Road ' ‘
P.0. Box 990 .
Nicholasville, Kentucky 40356
Telephone: (859) 885-4191
Fax: (859) 885-2854

1f to Comberland Valley: Cumberiand Valley Electric, inc.
Attention: Ted Hampton, Manager
Highway 25E
Gray, Kentucky 40734
Telephone; (606) 528-2677
Fax: (606) 528-8458
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Farmers Rura) Electric Cooperative Corporation

Attention: Jackie B, Browning, President and Chief Executive Officer
504 South Broadway

P.0. Box 1298

Glasgow, Kentucky 42142-1298

Telephone: (270) 651-2191

Fax: (270) 651-7332

Jackson Energy Cooperative, Inc.

Attention: Donald R. Schaefer, President and Chief Executive Officer
Highway 421 South

P.O. Box 307

McKee, Kentucky 40447

Telephone: (606) 287-7161

Fax: (606) 287-7168

Nolin Rural Electric Cooperative Corporation

Attention: Michael L. Miller, President and Chief Executive Ofﬁcer
411 Ring Road

Elizabethtown, Kentucky 42701-8701

Telephone: (270) 765-6153

Fax: 270) 735-1053

Owen Electric Cooperative

Attention: Robert M. Marshall, President and Chief Executive Officer
510 South Main Street .

P.O. Box 400

Owenton, Kentucky 40359-0400

Telephone: (502) 484-3471

Fax: {502) 484-2661

Sait River Electric Cooperative Corporation
Attention: ). Larry Hicks, General Manager
111 West Brashear Avenue

Bardstown, Kentucky 40004

Telephone: (502) 348-3931

Fax: (502) 348-1993

Shelby Energy Cooperative, Inc,

Attention; Dudley Bottom, Jr., President and Chief Executive Officer
620 Old Finchville Road

Shelbyvilie, Kentucky 40065-1714

Telephone: (502) 633-4420

Fax: (502) 633-2387

Any party may change its address for Ihe purpose of this Section 12.1 by notice to the other given in the

manner set forth above,

122 Governing Law. This Agreement shall be governed by and interpreted in accordance with the Jaws of the
Commonweaith of Kentucky in a like manner as an agreement made and wholly to be performed in the

Commonwealth of Kentucky.
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12.3 Meadings. The Article and Section headings of this Agreement are for convenience only, do not form a pant
of this Agreement, and shall not in any way affect the interpretation thereof.

12.4 Construction and Amendment. No oral cxblmaﬁon of or oral information relating to this Agreement offered
by either party hereto shall alter the meaning or interpretation to this Agreement. Except as otherwise

provided in Section 4.1 (g), no amendment of the terms of this Agreement shall be binding on either party
hereto unless reduced 1o writing and duly executed by each of the Members.

12.5 Successors and Assigns. Subject to the restrictions on Transfer set forth in Article V11, this Agreement shall
bind and inure to the benefit of the parties hereto and their respective successors and assigns.

12.6 Counferparts. This Agreement may be executed in any number of counterparts, each of which shall be
deemed to be an original and all of which shall constitute one and the same agreement.

12.7 Entire Agreement. The terms and conditions contained herein and in the Associated Agreements constitute
the entire agreement between the Members concerning the subject matter thereof, and shall supersede all
previous communications, either oral or written, between the parties hereto, and no agreement or
understanding, varying or extending this Agreement shall be binding upon each Member unless in writing,
sipned by a duly authorized officer or representative of each Member.

IN WITNESS WHEREOF, the parties have caused this Agreement to be executed by their duly authorized
yepresentatives as of the day and year first set forth above.

MEMBERS

EASTI'@IE;I{Y 17}\!31{(2 OBERATIVE, INC.
By:

Title: %&»"” (0D

BLUE GRASS ENERGY
‘COOPEBAYIVE CORPORATION

By: / T s
Title: / .3 / C«f‘ﬁ’{:"

CUMBERLAND VALLEY ELECTRIC, INC.
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FARMERS RURAL ELECTRIC COOPERATIVE
CORPORATION

By:

Title: %Sit/m{‘ é’ CE o

JACKSON ENERGY COOPERATIVE

By: gM .‘.g 4/..-6-‘f ((‘ =
Titte: {25 06T ff&f Z)

NOLIN RURAL ELECTRIC COOPERATIVE

By: 2 %

rie: Residevt + CEO

OWE@“C COOPERATIVE CORPRRATION
By: AM e~ o ' -

Title; St F\:(j’bszfim":'»}"‘/ Cep

SALT RIVER RURAL ELECTRIC COOPERATIVE

\]

Title: e,

SHELBY ENERGY COOPERATIVERANC.

By:

Titte: _ President & CEQ
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