
May 2,2007 

Ms. Elizabeth O’Doimell 
Executive Director 
Public Sei-vice Coiiiiriissioii 
2 1 1 Sower Boulevard 
Frankfort, KY 40602 

Re: PSC Case No. 2006-00472 

Dear Ms. O’Doimell: 

Please find enclosed for filing with the Coiiiiiiissioii in the above-referenced case, an 
origiiial and ten copies of the East Kentucky Power Cooperative, hic. (“EICPC”) Plan of 
Correction, as filed with the Rural Utilities Service. This iiifoniiation is filed to complete 
EICPC’s response to Request No. 1 of the data requests made in the course of the hearing 
in this case on March 22, 2007. 

Very truly yours, 

Cliarles A. Lile 
Senior Corporate Couiisel 

Enclosures 

Cc: Parties of Record 

4775 Lexington Road 40391 
FO. Box 707, Winchester, 
Kentucky 40392-0707 htt.p://www.ekpc.coop 

Tel. (859) 744-4812 

Fax: (859) 744-6008 



May 1,2007 

Mr. James M. Andrew 
Administrator 
Rural Utilities Service 
Stop 1510 
1400 Independence Avenue, S. W 
Washington, DC 20250-1568 

MAY - 3 2007 

Dear MI-. Andrew: 

In accordance with Section 4.15 (b)(4) of the RUS Mortgage Agreement, EKPC hereby sets forth 
the actions to be taken to achieve the required TIER and DSC in the future. 

EKPC’s plan of remedy basically consists of two paits-reducing costs and increasing rates. 

hi 2006, EKPC initiated a cost-reduction program to either defer or eliminate $20,000,000 of 
expense in each of years 2006 and 2007. EISPC reduced 2006 expenditures by $16,051,000 
(including $13,726,000 of budget reductions and $2,325,000 of expense deferrals) and, to date, has 
reduced 2007 expenditures by $27,5 1 1,000 (including $17,123,000 of budget reductions and 
$10,388,000 of expense deferrals). EKFC will continue these cost-reduction efforts into 2008 and 
2009. 

The second phase is to petition tlie Kentucky Public Service Coinmission (ICPSC) to allow EKPC to 
raise rates. EKPC has prepared a rate case requesting a $43,400,000 rate increase 011 an annual 
basis. EKPC has received an interim rate iiicrease of $19,000,000 with an effective date of April 1, 
2007. This will generate additional revenue of approximately $8,000,000 in 2007. The KPSC has 
suspended ruling on tlie reinaiiider of the increase for five months, inaltiiig it effective as late as 
September I, 2007. It is also anticipated tliat EKPC may need to file two or t h e e  more rate cases 
over tlie next four or five years in order to elislire tliat EKPC’s finances stay on a strong footing. 

For the year 2007, EISPC’s budget projects a net margin of $23.7 million. Assuming this level of 
net inargin is achieved, tlie 2007 TIER and DSC are projected to be I .  19 and 1.05, respectively. 

If you should need any furtlier infoiination, please do not hesitate to call me. 

4775 Lexington Road 40391 
FIO. Box 707, Winchester, 
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Siiicerely yours, 

PW obei-t M. arshall 
President & Chief Executive Officer 

fjolka 

C: James Newby 
Victor Vu 
William Railey 

Bcc: Bob Marshall 
Dave Eaines 
Frank Oliva 
Thea Kainber 

r KENTUCKY POWER COOPERATIVE 
A Touchstone Energy' Cooperative 



April 26,2007 

Mr. Janies M. Andrew 
Administrator 
Rural Utilities Service 
stop 1510 
1400 Independence Avenue, S.W. 
Washington, DC 20250-1568 

Dear Mr. Aidrew: 

As EISPC staff has previously discussed with you and RUS staff, EKPC did not meet the TIER and 
DSC ratio requirements in the Mortgage Covenants for the three-year period ended December 3 1, 
2006. We have previously sent to you a letter outlining the causes of EWC's inability to meet 
Mortgage Covenants (see letter dated June 1 , 2006, from David Earnes, attached). 

Shown below are the calculations for TIER and DSC for the years 2004, 2005, and 2006: 

For 2004: Mortgage Api eement 
TLER 

(a) Net A h  gins 
(b) Interest 011 L m g  Temi Debt 
TIER = (a) f (b) / (b) = 26,6.55,90S I 53,923,424= 0.494 

(27,267,5 16) 
53,923,424 

(a) Depreciation 
(1)) htelest on L,-T Debt 
(c) Margins 
(d) Inteiest + Principal 
DSC = (a) + (b) + (c) / ((1) = 

38,994,125 
5 3,923,424 

(27,2673 16) 
9 1,.548,S64 

0.717 

For 2005: Mortgage Agi eenie~it 
TIER .- 

(a) Net Maigins (46,007,522) 
(1)) Inkiest  011 Long Tcml Debt 
TIER = (a) + (b) / (b) = 23,563,323 I 69,570,845= 0.339 

69,570,845 
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- DSC 
(a) Depreciation 
(b) Interest on L-T Debt 
(c) Margins 
(d) Interest + Principal 
DSC = (a) + (b) + (c) / (a) = 

52,037,571 
69,570,843 

(46,007,522) 
114,243,781 

0.662 

For 2006: Mortgage AP-reement 
TIER 

(a) Net Margins 11,173,989 
(b) Interest on Long Term Debt 
TIER = (a) + (b) / (b) = 95,808,095 I 84,634,106= 1.132 

84,634,106 

- DSC 
(a) Depreciation 
(b) Iriterest on L,-T Debt 
(c) Margins 
(d) Interest + Principal 
DSC = (a) + (b) + (c) / (d) = 

39,384,187 
84,634,106 
11,173,989 

138,141,727 
0.979 

EICPC’s plan to remedy this situation is being sent to you under separate cover. 

If you should iieed any further information, please do not hesitate to call me. 

Siiicerely yoms, 

Robert M. Marshall *I%” 
President & Chief Executive Officer 

Enclosure 
fj o/ka 

C: James Newby 
Victor Vu 
William Railey 

Bcc: Bob Marsliall 
Dave Eaiiies 
Frank Oliva 
Thea ICamber 



June 1,2006 

Mr. Victor Vu 
Ilirector, Power Supply Division 
Rural IJtilities Sei-vice 
1400 Independencc Avenue, SW 
Washington, DC 20250- 1568 

Dear Mr, Vu: 

Ms. Marina Chu of the Power Supply Division Iias requested us to furnish a fiiiaiicial 
review of the years 2004 and 2005, as well as an outlook for 2006 regarding East: Kentucky 
Power Cooperative. 

EKPC reporzed a $27.3 miliion net deficit for the year elided December 31, 2004. One 
major evciit primarily triggered the dcficit. 011 July I ,  2004 Spurlock Unit #1 was forced 
off-line when a coiiirol system failure caused an overheated condition in the generator 
stator windings, which damagcd the insulation and requiied the stator LO 1x3 rewound. 
Spurlock Uni t  #I was orf-line until Octobci 27 The nci cost of this outagc \+'as ovcr $38 
million, including $18 million OF actual tnaintenancc costs and $20 million of the iict 
1 eplaceiiicnt cost of fucl 1101 i ccovei cd uncle1 the Keiitucky Fuel Adjustiiieiit Clause (FAC) 
provision. This unplanned unit  outagc, afrcctiiig EKPC's 2004 financial res\ilts, was a one- 
time cvcnt. Rli EISPC debt coveilants reinailled secue and no events of default occurred. 

In early 2006, EKPC receivcd Notices of Violations (NOVs) from the US. Env~~onmental 
Protcclion Agency and fhc Coiiimonwcalth of Kentucky Enviroiimental and Piibljc 
Piotcclioii Cabinet alleging viohtion of the Clem Air Act relating Io EKPC's Dale Units I 
& 2 lncatecl jii Fold, I<cntucky Dalc lJiiiIs 1 & 2 aic EICPC's oldcst coal-fired unris built 
ii7 1954. 

Under Phase I i  of' the eiiiission icstiictioiis of the Clcan Air Acr, owncrs of gciicration 
plank that have iiiorc tlian 25 W l W  capacitics arc rcquiicd to record, rcport, anti provide fm 
tiit,  einissioiis f m 1  the plant. EKPC ieplacccl the ttiibiiies and gorieratois for tliesc two 
units in thc late 19911's aiid, ns a resIII1 of the contract pcrFoi*mance spccifications, bcljcvcd 
thc iianieplak capc i ly  of the wits was 24 MW cacli. The NOVs allcgc that, ushg a K V A  
rxing calctilation mcthnti (n.liicli iiscs the lCVA iiumbei on the iiatiieplare as iiiulliplicd by 
a power faotoi), the Dale Units 1 &, 2 actuallyhavc a tating of27  MW cacl~. Based 017 rlie 
ICVA iating, the DnIc Units 1 & 2 ~ ~ o i i l d  be coveicd tiiidw thc Clean Ait Act. Tlie~cf'o~e, 
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EKPC was cited as being required to provide SO2 and NOx eniissioirs for tliese two units 
retroactive to 2000. 

Based on the reviews of the NOV conducted by its auditors and external couiisel, E P C  
dctennincd that it riecded to record a uon-cash IiabiIity on its 2005 balaizcc sheet to reflect 
the potential impact of this violation. EKPC does not expect any cash flow impact until tlie 
issue is resolved, which is not expected any time soon. EKPC believes that it cai  providc 
sufficient defenses to reduce or eliminate a significant amount of this potential liability. 

A financial review by the 16 lenders to EKPC under an existing $650,000,000 revolving 
Credit Agreeinelit was conducted and, as a result, the financial institutions reaffimed their 
conimitment to the Credit Agreement. BKPC remains in good standing with all its lenders. 
EKPC is currently in compliance wilh all its debt covenants and the $650,000,000 revofving 
Credit Facility is fully available for EKPC's use 

EKPC has budgetcd a net margin of $5.0 niillion for 2006. EKPC's first quarlcr results foi 
2006 show a net margi1.l of $1 2.3 million, which is $1.4 million ahead of budget. 

EKPC has taken several steps toward iinproving its financial perfonnance for 2006: 

0 A cost-contaiimient program has bccii undertaken with thc goal to eliminate 
operating costs and increase inargins. 

EKPC continucs to rcview the possiblc justification for a base rate increase in the 
near fututurc 

(P Til J u l y  2005, EKPC and its member systcins instituted an Etivironmental 
Coinpliaiicc Suicharge, pursuant to KRS 278.1 83, in ordei to Lccover costs incurred 
due to the Clean Air Act requiicincnts. 

6 EKPC lias h c d  fortllc1 Bucltcyc I'owci CEO Richard "Dick" Ryiiie to fiiiiction as 
EKPC's interim cliicf opciating offccr. Mr. l3yi.m will c:onlintie working 011 a pal t- 
tiiiie basis foi several iiiontiis. He will be worlcing wit11 EKPC CEO Roy Palk, to 
dcvclop a work plan ta idcntify additional cost contaiiimciit initiatives, furlher 
ricfinc [lie scope of tlie COO'S woilc aud icview cot pnratc straicgies. 

* MI.. Byriic and CEO Roy Palk will dclciminc a icasonahlc limefiariie to achieve tlic 
nlork plan to rcduce tvliolesale power costs. 

e Mr. Pnlk and lvh. Rytic will icpurt tlic work plan and tlic ailhipaled timefiamc for 
~ctfiicing ~vholcsale powe~ casts lo the E W C  Board by tlic July Board meehg .  
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Upon reccipt of this letter, please feel free to contact me to schedule a follow-up 
conference call. hi tlie meantime, do not hesitate to call with any qucstions. 

Siiicerely, 

David G. Eames 
Vice President, Finance 


