JACKSON ENERGY s
/GOOPERATIVE 1T

115 Jackson Energy Lane
McKee, Kentucky 40447
Telephone (606) 364-1000 ¢ Fax (606) 364-1007

January 17, 2008

Elizabeth O’Donnell

Executive Director

Kentucky Public Service Commission
211 Sower Blvd.

P. O. Box 615

Frankfort, KY 40602

RE: Case No. 2007-00333
Second Data Request of Commission Staff to Jackson Energy Cooperative

Dear Ms. O’Donnell:

Please find enclosed the original and ten (10) copies of the responses to the Commission’s Order
“Second Data Request of Commission Staff to Jackson Energy Cooperative” posted on January
4, 2008.

If you have any questions, please do not hesitate to call.

Sincerely,

(w8 L L

Donald Schaefer, P.E.
President & CEO

Enclosure
c: Attorney General
Utility & Rate Intervention Division

1024 Capital Center Drive
Frankfort, Kentucky 40601

A Touchstone Energy Cooperative }%?}i






Item 1
page 1 of 1
Witness: Jim Adkins
Jackson Energy Cooperative
Case No. 2007-00333
Second Data Request of Commission Staff

1. Jackson Energy submitted its application for an increase in rates on rates on
November 13, 2007 wherein it proposed a test year ending February 28, 2007. Explain
in detail why Jackson Energy did not propose a test year that was more current than the
proposed test year, which was 8.5 months old at the time the application was received.

Response
Jackson Energy was waiting on the results of its depreciation study for December
31, 2005, which was dated August 10, 2007. After the depreciation study was
reviewed and discussed, it was incorporated into the application. Jackson Energy
took some time to review the results before determining the rates to apply to the
application.

The test year Jackson Energy selected corresponds to its audit date. There are
numerous schedules that can be used from the audit and incorporated into the
rate application.






Item 2
page 1 of 2
Witness: Don Schaefer
Jackson Energy Cooperative
Case No. 2007-00333
Second Data Request of Commission Staff

2. Paragraph 12(c) of Jackson Energy's application refers to its Times
Interest Earned Ratios ("TIER") of 0.90 for its proposed test year and 0.74 for calendar
year 2006. Provide Jackson Energy's income statements and TIERSs for the 12-month
periods ending June 30 and September 30, 2007 and, as soon as they are available,
provide Jackson Energy's income statement and TIER for calendar year 2007.

Response
Attached.
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Jackson Energy Cooperative

Case No. 2007-00333
Statement of Operations

Operating revenue

Operating expenses:
Cost of power
Distribution-operations
Distribution-maintenance
Consumer accounts
Consumer service
Sales
Administrative and general

Depreciation and amortization
Taxes-other

Interest on long term debt
Other interest expense

Other deductions

Utility operating margins

Nonoperating margins, interest
Equity investments
Nonoperating margins, other

Patronage capital:
G&T
Others

Net margins

TIER

Ttem 2

ng e 20f 2.

12 months 12 months

June 2007 Sept 2007
$83,848, 521 $86,102,153
56,640,522 58,423,127
3,527,510 3,549,515
4,229,312 4,083,385
3,190,633 3,130,474
452 871 455,164

0 0

3,226,667 3,344,536
71,267,515 72,986,201
7,080,675 7,249,787
90,146 90,146
5,810,353 5,923,251
381,136 361,912
103,611 66,808
84,733,436 86,678,105
(884,915) (5675,952)
126,452 128,343
30,438 30,438
(151,287) (110,968)
5,603 47,813
339,573 351,900
339,573 351,900
_ ($539,739) ($176,239)
0.91 0.97
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Item 3
page 1 of 2
Witness: Jim Adkins
Jackson Energy Cooperative
Case No. 2007-00333
Second Data Request of Commission Staff

CONSOLIDATION OF TARIFFS

Jackson Energy proposes to consolidate several tariffs, resulting in the elimination of
several rate schedules. On page 4 of his testimony, James R. Adkins states that the
reduction in rate schedules should make the billing process and record keeping

easier and more manageable.

. Explain why Jackson Energy specifically chose Rate Schedules 1, 30, 33, 43 and

60 for elimination.

. If it were not proposing to eliminate them, explain whether Jackson Energy would

propose to adhere to its cost-of-service study to set rates for these particular
schedules.

In Case No. 2000-373, the Commission, in its final order, stated that Jackson

Energy should investigate eliminating or combining some of its tariffs. In compliance,
Schedules 1, 30, 33, 43 and 60 were selected for elimination of combining for

the following reasons.

Schedule 1 has been eliminated because this schedule has no members as of the
end of the test year.

Schedules 30 and 33 were combined with Schedule 20 since these rate schedules
contain customers of a similar size and load characteristics as Schedule 20.
Also, Schedule 33 contains a small number of customers.

Schedule 43 has been combined with Schedule 40. Schedule 43 contained
customers with demands in excess of 275kW while Schedule 40 contained
customers with demands from 50 to 275kW. A decision was made that these

two rate schedules would be good candidates for combining with the rate schedule
and cover loads with demands greater than 50kW.

Schedule 60 has been combined because it covered churches, while Schedule 50
covered schools (not all electric), community halls and community parks. The
customers for these two rate schedules have load characteristics very similar
and the rate levels were almost identical.



Item 3
page 2 of 2
Witness: Jim Adkins
Jackson Energy Cooperative
Case No. 2007-00333
Second Data Request of Commission Staff

CONSOLIDATION OF TARIFFS

b. Jackson Energy would have adhered to the results of its cost-of-service study to
set rates if these rate schedules had not been eliminated.






Item 4
page 1 of 1
Witness: Jim Adkins
Jackson Energy Cooperative
Case No. 2007-00333
Second Data Request of Commission Staff

4. Refer to Exhibit J, pages 1-15, of the application. Provide electronic
versions of the spreadsheets included in Exhibit ] on CD-ROM or diskette.

Response
Attached is one (1) copy to Commission and one (1) copy to the Attorney General

Office.






Item S
page 1 of 1
Witness: Jim Adkins
Jackson Energy Cooperative
Case No. 2007-00333
Second Data Request of Commission Staff

5. Refer to Exhibit K, page 6 of 7, of the application. Explain whether Jackson
Energy is currently in default of its RUS Mortgage requirements.

Response
Jackson Energy is currently not in default of its RUS Mortgage requirements. The

status of the mortgage requirement will be determined when the books are closed
for 2007.






Item 6
page 1 of 1
Witness: Jim Adkins
Jackson Energy Cooperative
Case No. 2007-00333
Second Data Request of Commission Staff

6. Refer to Exhibit N of the application. Do the 12 months ending in February
represent Jackson Energy's fiscal year? If no, what 12-month period constitutes Jackson
Energy's fiscal year.

Response
Jackson Energy closes its books and reports to RUS on a calendar year basis. The
audit date is a fiscal year of February 28.






Item 7
page 1 of 1
Witness: Jim Adkins
Jackson Energy Cooperative
Case No. 2007-00333
Second Data Request of Commission Staff

COST OF SERVICE STUDY IN ELECTRONIC FORM

Q. Refer to Exhibit R, Schedules 1-10 of the application. Provide electronic versions
of the spreadsheets included in Exhibit R on CD-ROM or diskette.

R.  Aitached is Exhibit R with all attached schedules in an electronic format.






JACKSON ENERGY COOPERATIVE ltem No. 8
CASE NO. 2007-00333 Page 1 of 1
Witness: Jim Adkins

RESPONSE TO COMMISSION STAFF'S SECOND DATA REQUEST

COST OF SERVICE STUDY METHODOLOGY

Q. Refer to Exhibit R of the application and the testimony of James R. Adkins. Explain
whether there have been any changes in the methodology used in preparing the
cost-of-service study from that used by Mr. Adkins in other recent cooperative rate
cases in which he has been a witness sponsoring the utility's cost-of-service study.
If there are any changes, identify and describe them in detail.

R. There has been no change in the methodology used in preparing the cost-of-service
study for this application with those prepared in other, recent cooperative cases.






Item 9
page 1 of 1
Witness: Jim Adkins
Jackson Energy Cooperative
Case No. 2007-00333
Second Data Request of Commission Staff

9. Explain whether Jackson Energy considered proposing adjustments to its
non-recurring charges or its cable television pole attachment charges in this rate case.

Response
Jackson Energy reviewed both the non-recurring charges and cable television
pole attachments and determined that they neither needed to be updated. These
charges were updated in Jackson Energy's last rate case No. 2000.00373.






Item 10
page 1 of 3
Witness: Jim Adkins
Jackson Energy Cooperative
Case No. 2007-00333
Second Data Request of Commission Staff

10. Refer to page 2 of 4 of Exhibit S of the application. There appear to be
some errors in the addition of expense amounts in the column headed "Normalization
Adjustments" starting with line 29 where no adjustment for "Amortization" is shown,
while the remaining columns indicate that an adjustment of ($470,772) was intended.

a. Provide a revised Exhibit S, page 2 of 4, with the necessary
corrections.

Response
Revised Exhibit S, page 2 of 4 is attached. A copy is also included with the
amortization that was incorrectly removed and the addition corrected.

b. Explain why the amortization for the extraordinary property
adjustment of $470,772 was reduced to zero for the test year.

Response
This was done in error. The amortization should not have been removed. That

is part of the reason for the error in addition.

c. Is Jackson Energy proposing to incorporate this amortization into
its depreciation rates? If yes, explain why such an approach is consistent with the
Commission's Order in Jackson Energy's previous rate case, Case No. 2000-00373.

Response
No. This was not intended to be part of the depreciation rates.
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Jackson Energy Cooperative

Case No. 2007-00333

Statement of Operations, Adjusted

Ttem 10

Page 2 of 3 Exhibit S

page 2 of 4
Witness: Jim Adkins

Actual Normalized  Normalized Proposed Proposed
Test Year Adjustments Test Year Increase Test Year

Operating Revenues:
Base rates $68,238,835 $442,685 $68,681,520 $6,201,363 $74,882,883
Fuel and surcharge 11,419,081 (11,419,081) 0 0
Other electric revenue 1,762,102 84,406 1,846,508 1,846,508
81,420,018 (10,891,990) 70,528,028 6,201,363 76,729,391

Operating Expenses:

Cost of power:

Base rates 43,227,653 22,750 43,250,403 43,250,403
Fuel and surcharge 11,046,893 (11,046,893) 0 0
Distribution - operations 3,710,004 217,326 3,927,330 3,927,330
Distribution - maintenance 4,551,005 121,548 4,672,553 4,672,553
Consumer accounts 3,236,171 108,588 3,344,759 3,344,759
Customer service 420,483 24,032 444,515 444,515
Sales 0 0 0 0
Administrative and general 3,070,337 50,758 3,121,095 3,121,095
Total operating expenses 69,262,546 (10,501,891) 58,760,655 0 58,760,655
Depreciation 6,389,695 338,644 6,728,339 6,728,339
Amortization 470,772 (470,772) 0 0
Taxes - other 89,597 0 89,597 89,597
Interest on long-term debt 5,697,178 47,074 5,744,252 5,744,252
Interest expense - other 354,734 (130,503) 224,231 224,231
Other deductions 64,588 (64,588) 0 0
Total cost of electric service 82,329,110 (10,782,036) 71,547,074 0 71,547,074
Utility operating margins (909,092) (109,954) (1,019,046) 6,201,363 5,182,317
Nonoperating margins, interest 124,504 0 124,504 124,504
Nonoperating margins, other (146,827) 203,605 56,778 56,778
Patronage capital redits 380,653 0 380,653 380,653
Net Margins ($550,762) $93,651 ($457,111) $6,201,363  $5,744,252
TIER 0.90 0.92 2.00



Jackson Energy Cooperative

Case No. 2007-00333

Statement of Operations, Adjusted

Ttem 10

Page 3 of 3 Exhibit S

page 2 of 4
Witness: Jim Adkins

Actual Normalized  Normalized Proposed Proposed
Test Year Adjustments Test Year Increase Test Year

Operating Revenues:
Base rates $68,238,835 $442,685 $68,681,520 $6,672,135 $75,353,655
Fuel and surcharge 11,419,081 (11,419,081) 0 0
Other electric revenue 1,762,102 84,406 1,846,508 1,846,508
81,420,018 (10,891,990) 70,528,028 6,672,135 77,200,163

Operating Expenses:

Cost of power:

Base rates 43,227,653 22,750 43,250,403 43,250,403
Fuel and surcharge 11,046,893 (11,046,893) 0 0
Distribution - operations 3,710,004 217,326 3,927,330 3,927,330
Distribution - maintenance 4,551,005 121,548 4,672,553 4,672,553
Consumer accounts 3,236,171 108,588 3,344,759 3,344,759
Customer service 420,483 24,032 444,515 444,515
Sales 0 0 0 0
Administrative and general 3,070,337 50,758 3,121,095 3,121,095
Total operating expenses 69,262,546 (10,501,891) 58,760,655 0 58,760,655
Depreciation 6,389,695 338,644 6,728,339 6,728,339
Amortization 470,772 0 470,772 470,772
Taxes - other 89,597 0 89,597 89,597
Interest on long-term debt 5,697,178 47,074 5,744,252 5,744,252
Interest expense - other 354,734 (130,503) 224,231 224,231
Other deductions 64,588 (64,588) 0 0
Total cost of electric service 82,329,110 (10,311,264) 72,017,846 0 72,017,846
Utility operating margins (909,092) (580,726) (1,489,818) 6,672,135 5,182,317
Nonoperating margins, interest 124,504 0 124,504 124,504
Nonoperating margins, other (146,827) 203,605 56,778 56,778
Patronage capital redits 380,653 0 380,653 380,653
Net Margins ($550,762) ($377,121) _ ($927,883) $6,672,135  $5.744,252
TIER 0.90 0.84 2.00






Item 11
pagelof S
Witness: Jim Adkins
Jackson Energy Cooperative
Case No. 2007-00333
Second Data Request of Commission Staff

11. Refer to Exhibit V of the application which indicates that, for the 12 months
immediately preceding the proposed test year, Jackson Energy had a TIER of 1.97 with
net margins of $4,455,832. Exhibit K indicates that, for calendar years 2004 and 2005,
Jackson Energy had TIERs of 1.66 and 2.06, respectively. One reason for the
differences in margins and TIERs between the proposed test year and the 12 months
immediately prior to the test year is the level of interest on long-term debt. However,
the $1.1 million increase in interest expense accounts for only a fraction of the decrease
in net margins and TIER in the proposed test year compared to the prior periods identified
herein. The following requests attempt to identify other factors that might have
contributed to the decline in Jackson Energy's margins and TIER levels.

a. Jackson Energy's revenues for the proposed test year declined by
$647,000 compared to the 12 months immediately preceding the test year while its
purchased power cost for the proposed test year was $1.7 million greater than in the
prior period, according to Exhibit X of the application. Provide a side-by-side comparison
of Jackson Energy's retail billing units, by rate schedule, for the two periods along with
any relevant narrative explanation for why revenues declined by this amount.

Response
Attached.

b. Provide a side-by-side comparison of Jackson Energy's wholesale
billing units, by rate schedule, as billed by its wholesale supplier, East Kentucky Power
Cooperative, Inc. ("EKPC"), for the test period and the 12 months immediately
preceding the test period along with any relevant narrative explanation for why purchased
power expense increased as it did from the prior period to the proposed test period.

Response
Attached.
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c. Refer to Exhibit X of the application, which provides a comparison
of income statement account levels for the test period and the 12 months immediately
preceding the test period.

(1) Page 3 of 16 shows that Account 588.06, Mapping, increased
by $96,041, from $184,300 to $281,341, from the 12 months ending February 2006 to
the proposed test period. Provide a detailed explanation for why this expense increased
by this magnitude.

Response
The increase is the result of implementing a Global Positioning System ("GPS")
and mapping project of the entire system starting February 2006. This was
contracted and is expected to take approximately 4 years to complete. Expenditures
for the test year will continue for this period.

(2) Page 3 of 16 also shows that Account 593.0, Maintenance of
Overhead Lines, increased by $183,037, from $420,538 to $603,575, from the 12
months ending February 2006 to the proposed test period. Provide a detailed explanation
for why this expense increased by this magnitude.

Response
Expense increase due to changing coordination scheme which requires regulators
and OCR's to be changed in the field. This will continue into the future.

(3) Page 3 of 16 also shows that Account 593.01, Maintenance of
Lines - emergency, increased by $153,855, from $1,017,253 to $1,171,108, from the 12
months ending February 2006 to the proposed test period. Provide a detailed explanation
for why this expense increased by this magnitude.

Response
More outages during the test year.

(4) Page 4 of 16 shows that Account 593.18, right of way- Machine
Trim, increased by $372,998, from $1,303,419 to $1,676,417, from the 12 months ending
February 2006 to the proposed test period. Provide a detailed explanation for why this
expense increased by this magnitude.

Response
Increase right-of-way budget to clear more and get on a more current rotation for
clearing the system. Added additional contractor crews to perform this work.



Ttem ]
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(5) page 5 of 16 shows that Account 903.00, Consumer Records
and Collection, increased by $82,253, from $58,912 to $141,165, from the 12 months
ending February 2006 to the proposed test period. Provide a detailed explanation for
why this expense increased by this magnitude.

Response
Increase expense to use lockbox service and increases from bank/billing charges
for credit card payers.

(6) Page 13 of 16 shows that Account 427.32, Treasury Interest,
increased from $0.00 to $349,557 from the 12 months ending February 2006 to the test
period. Describe what is meant by "Treasury Interest" and provide a detailed
explanation for why there was in expense of this magnitude during the proposed test
period while there was no such expense in the prior period.

Response
Ths last RUS loan interest rate is based on the US Treasury rate. This is just a
way to keep that interest separate from non-Treasury rate loans with RUS.






Item 12
page 1 of 2
Witness: Don Schaefer
Jackson Energy Cooperative
Case No. 2007-00333
Second Data Request of Commission Staff

12. Refer to Exhibit 1 of the application.

a. The narrative states that wage increases since 2006 have been
granted on November 1. The wage increase for 2007, as shown on page 1 of 10, is 3.5
percent. Based on the narrative on page 1 of 10, this would imply the 2007 increase
would be effective November 1, 2007. However, the wage normalization schedule
indicates that the 3.5 percent wage increase was in effect as of March 1, 2007. Reconcile
the apparent contradiction and indicate when the 3.5 percent increase became effective.

Response
Normally wage increases are granted on November 1. However, in an effort to
reduce expenses, the wage increase that would have gone into effect on November
I, 2006 was delayed until March 1, 2007. Therefore, there were no increases in
wage rates granted during 2006. The last increase before March 1, 2007 was on
November 1, 2005.

b. Page 3 of 10 shows 4 salaried employees working less than 2,080
hours in the test year. For each employee, explain why it is reasonable to normalize the
employee's salary using 2,080 hours.

Response
Employee #13 was on Family Medical Leave Act ("FMLA") and has since returned
to work full time.
Employee #214 on FMLA and has since returned to work full time.
Employee #254 on FMLA and has since returned to work full time.
Employee #312 hired during the year as Right of Way Supervisor.

c. The 3-year schedule of executive officer compensation on page
7 of 10 indicates that several increases greater than 3.5 percent have been granted to
executive officers. For each instance where the salary increase was greater that 3.5
percent, explain the basis for the level of increase granted.

Response

The Board of Directors evaluates the CEO and sets that compensation. The CEO
evaluates each of the executive officers and determines their compensation based
on their evaluation. The executive officers salary is based more on merit than on
the wage and salary plan that all other employees are granted. Additional increases
have all been based on added responsibilities and merit.
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Exhibit /2
page 2 of Z
Witness: Don Schaefer

Jackson Energy Cooperative
Case No. 2007-00333

Employee Information
February 28, 2007

The following is a list of employees added during the test year, and the employees that were
replaced, or reason for hiring the employees.

Employee
Hired

312
299
313
314

Reason

New position

Student worker to full-time

Replaced number 34
New position

The following is a list of employees terminated, and the date.

Employee
Number

12
20
34
196

Month
Terminated

06/06
07/06
08/06
08/06






13.

Jackson Energy Cooperative
Case No. 2007-00333
Second Data Request of Commission Staff

Ttem 13

page 1 of 3
Witness: Don Schaefer
Witness: Jim Adkins

Refer to Exhibit 3 of the application, Item 38 of the response to the

Commission Staff's ("Staff") initial data request, and pages 30-34 of the Commission's

May 21, 2001 Order in Case No. 2000-00373.

a. Were the Gannett Fleming Companies ("Gannett") made aware
of the conclusions stated in the Commission's final Order in Jackson Energy's last rate
case? Describe how those conclusions affected the current depreciation study.

Response

application.

Yes. Gannett performed the depreciation study in Jackson Energy's Case No.
2000-00373. Jackson Energy does not disagree with the methodology,
assumptions, or results of the study performed by Gannett. In an effort to keep
the amount of increase requested at a reasonable level, it was decided by
Jackson Energy's management to use the average service life of assets and the
"average net salvage allowance" to arrive at depreciation rates to use in this

b. Provide a schedule comparing the proposed depreciation rates
with Jackson Energy's current depreciation rates established by the Rural Utilities
Service ("RUS").

Response

Distribution plant

362
364
365
366
367
368
369
370
370.1
372
373

Station equipment

Poles, towers & fixtures
Overhead conductors & devices
Underground conduit
Underground conductor & devices
Line transformers

Services

Meters

Meters, AMR

Security lights

Street lights

Proposed
Rates

6.67%
3.45%
3.23%
2.00%
3.33%
2.56%
3.57%
4.17%
6.67%
4.76%
4.76%

Low

3.00%
3.00%
2.30%
2.40%
2.40%

- 2.60%

3.10%
2.90%
2.90%
3.90%
3.90%

w

High

4.00%
4.00%
2.80%
2.90%
2.90%
3.10%
3.60%
3.40%
3.40%
4.40%
4.40%
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General plant

390  Structures and improvements 1.98% n/a
391  Office furn and eqt 6.82%

391  Office computer equip 6.82%

391  Office furn and eqt 6.82%

391  Office furn and eqt 6.82%

392  Transportation 8.20%

392  Transportation , other 11.72%

393  Stores 5.00%

394  Tools, shop and garage 5.00%

395  Laboratory 6.67%

396  Power operated 9.53%

397  Communications 10.00%

398  Miscellaneous 8.67%

RUS does not require depreciation studies to address general plant, therefore, no
rates are proposed for general plant.

c. Will it be necessary for Jackson Energy to seek RUS authorization
for the proposed depreciation rates? If yes, has authorization already been requested?
Include any correspondence with the RUS concerning the proposed depreciation rates.

Response
RUS approval of depreciation rates will be requested. However, at this time, we
are waiting for Commission approval of the methodology for service life and average
net salvage so that the rates requested for approval from RUS will agree to the rates
authorized by the Commission.

d. Explain whether Jackson Energy performed an analysis of
whether to include net salvage as a component of its depreciation rates or to continue to
use the "average net salvage allowance" approach proposed by the Office of Attorney
General and adopted by the Commission in Case No. 2000-00373.

Response
Jackson Energy performed an analysis of net salvage and included the "average
net salvage allowance" as proposed by the Attorney General and adopted by the
Commission in Case No. 2000-00373 in its depreciation rates.

This study is shown at the bottom of Commission Staff's First Request, Item 38,
page 9 of 9. This schedule shows the five year average of ($762,697) calculated
as a percentage for each plant account, then on page 8 of 9, this was added to the
rate without the net salvage allowance. As a result, the rates proposed by Jackson
Energy include the net salvage study and the "average net salvage allowance" as
proposed by the Attorney General and adopted by the Commission.
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e. Prepare and provide a schedule which shows the resulting
annual depreciation expense using the "average net salvage approach" based on Jackson
Energy's February 28, 2007 plant account balances.

Response
This is reflected in Commission Staff's First Request, Item 38 pages 8 and 9 of 9.






Item 14
page 1 of 2
Witness: Jim Adkins
Jackson Energy Cooperative
Case No. 2007-00333
Second Data Request of Commission Staff

14. Refer to Exhibit 4, page 6 of 6, of the application, the Analysis of Other
Operating Taxes. The item shown on lines 27-31 is identified as the Public Service
Commission (:PSC") assessment, but the PSC assessment is based on revenues, not
property values, which is the basis for the assessment shown on lines 27-31.

a. Provide arevised page 6 of 6 which correctly identifies the item
shown on lines 27-31.

Response
The title was incorrectly stated as "Public Service Commission Assessment" and

should have been "Public Service Company Assessment", as this is paid to the
Kentucky State Treasurer. A revised Item 4, page 6 of 6 is attached.

b. Explain why Jackson Energy has not proposed an adjustment for
the PSC assessment based on its proposed rate increase of $6.2 million and the current
PSC assessment rate.

Response
This was an oversight only, Jackson Energy should have included the adjustment.

The rate for the test year was as follows:

Assessable revenues December 31, 2006 52,840,673
Amount paid, 2007 90,416.19
Rate 0.1711%
Proposed revenue increase 6,201,363

Proposed increase in assessment 10,611
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Item 15
page 1 of 2
Witness: Jim Adkins
Jackson Energy Cooperative
Case No. 2007-00333
Second Data Request of Commission Staff

15. Refer to Exhibit 5 of the application.

a. Describe the purpose of the short-term debt issue at the end of
the proposed test year and explain how it was determined that the proposed revenue
increase would be sufficient to allow Jackson Energy to repay approximately one-half of
the short-term note payable.

Response
Short term debt is issued for payments related to expenses in the ordinary course
of business, the purchase power bill, material and supplies, insurance's as they
come due, and construction projects, when there is insufficient funds available.
The short term debt is repaid from-cash generated from operations and from
advances of long term debt. Since the amount of short term debt is substantially
the same as the revenue requested in this application ($7.5 million short term
debt and $6.2 million rate request) it is estimated that the additional revenues
will come in 1/12 each month and the short term debt is the full amount at the
end of the test period. As such, it is estimated that it will take a full year to
generate the funds to repay the short term debt. That is the reason the adjustment
for short term interest was estimated at one-half.

Jackson Energy advanced $8.2 million in May, 2007, and at December 31, 2007
there was $6.9 million of short term borrowing. As can be seen, there continues
to be short term borrowings even with the long term advances.

b. Provide an update of the schedule on page 2 of 4 that reflects the
current interest rates for long-term debt applied to the long-term debt balances as of the
end of the proposed test year.

Response
Attached.



Jackson Energy Cooperative
Case No. 2007-00333

Schedule of Outstanding Long-Term Debt
February 28, 2007

Type
of
Debt Issued
()
RUS loans

B260
B580
B390
B391
B396
B397
A400
A401

Date
of

Issue

(b)

Jun-72
Jan-94
May-97
May-97
May-97
May-97
Oct-2005
Oct-2005

Economic Development

FFB loans

H0010
HO0015
H0020
H0025
HO0030
H0035
H0040
HO0070
HO0100

CFC loans

9001
9008
9010
9012
9015
9018
9021
9022
9023
90241
90243
9025
9030
9030
9030
9030
9030
9030
9030
9030
9030
9030
9030
9030

Feb-99
Feb-99
Feb-99
Feb-99
Feb-99
Feb-99
Feb-99
Jun-2001
Feb-2004

Jun-74
Mar-76
Mar-77
Mar-78

Jun-79
Mar-81

Jun-83
Mar-88
Mar-92
Dec-93
Dec-93
Mar-97

Aug-2003
Aug-2003
Aug-2003
Aug-2003
Aug-2003
Aug-2003
Aug-2003
Aug-2003
Aug-2003
Aug-2003
Aug-2003
Aug-2003

Advance payment

Total long term debt and annualized cost 115,849,608

Annualized cost rate [Total Col. (j) / Total Col. (d)]
Actual test year cost rate [Total Col (k) / Total Reportec

Exhibit 5
page 2 of 4
Format 8a
Schedule 2

Date Test Year

of Qutstanding  Interest
Maturity Amount Cost
(c) (@
Jun-2007 7,538 468
Jan-2029 658,844 33,352
Apr-2032 2,494,071 91,561
Apr-2032 4,159,592 110,598
Apr-2032 1,098,989 40,330
Apr-2032 2,737,458 100,474
Sep-2040 5,000,000 207,486
Sep-2040 5,000,000 138,375
44,443 0
(149,171)

21,051,764 722,644
Jan-2034 2,756,857 154,913
Jan-2034 1,849,110 111,802
Jan-2034 1,830,684 97,775
Jan-2034 2,280,937 116,923
Jan-2034 1,830,684 97,775
Jan-2034 4,562,894 234,565
Jan-2034 1,649,716 82,863
May-2036 23,626,628 1,118,019
Jan-2039 18,401,326 873,394
58,788,836 2,888,029
Jun-2009 75,967 6,635
Mar-2011 207,471 14,746
Mar-2012 229,787 14,568
Mar-2013 269,766 16,991
Jun-2014 408,457 25,607
Mar-2016 900,240 56,216
Jun-2018 685,706 43,087
Mar-2023 1,545,980 97,557
Mar-2027 1,991,293 134,961
Dec-2028 3,347,211 226,486
Dec-2028 797,107 50,743
Feb-2032 4,742,920 301,204
Aug-2007 912,833 6,231
Aug-2008 1,808,570 717,769
Aug-2009 1,808,570 86,811
Aug-2010 1,808,570 91,333
Aug-2011 1,808,570 95,854
Aug-2012 1,808,570 98,567
Aug-2013 1,808,570 103,088
Aug-2014 1,808,570 105,801
Aug-2015 1,808,570 106,706
Aug-2016 1,808,570 107,610
Aug-2017 1,808,570 108,514
Aug-2018 1,808,570 109,418
36,009,008 2,086,505
5,697,178
4.92%

Interest
Rate
12/31/07
(2)

2.000%
5.000%
4.375%
4.120%
4.500%
4.375%
4.740%
4.880%
0.000%

5.353%
5.763%
5.086%
4.880%
5.086%
4.894%
4.781%
4.510%
4.505%

7.00%
6.35%
5.85%
5.90%
5.95%
6.00%
6.10%
6.20%
6.70%
6.70%
6.30%
6.30%
3.80%
4.30%
4.80%
5.05%
5.30%
5.45%
5.70%
5.85%
5.90%
5.95%
6.00%
6.05%

Annualized
Cost
Col (d)x(g)
)

151
32,942
109,116
171,375
49,455
119,764
237,000
244,000
0

963,802

147,575
106,564
93,109
111,310
93,109
223,308
78,873
1,065,561
828,980
2,748,387

5,318
13,174
13,443
15,916
24,303
54,014
41,828
95,851

133,417
224,263
50,218
298,804
34,688
77,769
86,811
91,333
95,854
98,567
103,088
105,801
106,706
107,610
108,514
109,418

2,096,708
5,808,898

5.01%
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Item 16
page 1 of 1
Witness: Jim Adkins
Jackson Energy Cooperative
Case No. 2007-00333
Second Data Request of Commission Staff

16. Refer to Exhibit 8 of the application, page 2 of 2, and pages 51-52 of the
May 22, 2002 Management Audit Report on Jackson Energy performed for the PSC by
Management Consulting Services, Inc. and Hedberg & Associates ("MCS Report")
concerning the issue of "work orders abandoned."

a. Describe, generally, the nature of, and circumstances leading
to, Jackson Energy's work orders abandoned and explain whether the amount in the
proposed test year is typical for a 12-month period.

Response
Generally, abandoned work orders result from customers initially requesting a
service be connected, then decide not to for some reason. The costs include the
engineering/staking labor and costs to meet with the customer and prepare a
staking sheet of the work to be performed. Jackson Energy reviews these open
work orders on a periodic basis, and when it is determined that work will not be
performed, the work order is abandoned. The number of abandoned work
orders for the test year is typical.

b. The discussion in the audit report references two approaches for
dealing with work orders abandoned. The first is to charge the accrued costs to Account
426.5, Other Deductions, which appears to be what is shown on page 2 of 2. The
second is to charge the costs to the appropriate operating expense account. Explain
whether Jackson Energy uses the first approach exclusively.

Response
Jackson Energy reviews the abandoned work orders to determine the appropriate
approach. To date, all abandoned work orders have been recorded in Account
426.5 since none have been appropriate to include as an operating expense. The
nature of the abandoned work orders for Jackson Energy dictates that the costs be
included in Account 426.5.

c. Based on its response to part (a) of this request, explain how
Jackson Energy determined that the cost of work orders abandoned should be removed
for rate-making purposes.

Response
Jackson Energy removed all amounts in Account 426.5, and after further review,
the amounts excluded for abandoned work orders should not have been removed.
The amounts included in abandoned work orders are ordinary and necessary costs
that must be incurred by an electric utility. In addition, these are of an ongoing
and recurring basis.






Item 17
page 1 of 4
Witness: Don Schaefer
Jackson Energy Cooperative
Case No. 2007-00333
Second Data Request of Commission Staff

17. Refer to Exhibit 9 of the application.

a. Isthe $19,096 cost incurred during the proposed test year the
full cost of the depreciation study performed by Gannett? If no, what was the full cost
and when were the additional costs incurred?

Response
Jackson Energy incurred an additional $6,198.15 to Gannett for the depreciation
study. This resulted in a total cost of $25,294.25.

b. In Case No. 2000-00373, the cost of Jackson Energy's 2000
depreciation study was amortized over 5 years for rate-making purposes. Explain
whether Jackson Energy believes that the cost of the current depreciation study should
be similarly amortized for rate-making purposes.

Response
This was an oversight only. Jackson Energy agrees that the cost of the depreciatic
study should be amortized over a five year period.

c. Was Jackson Energy aware that in previous electric cooperative
rate cases the Commission has not included as an expense for rate-making purposes the
cost for legal seminars and legal subscriptions for the cooperative attorney? Explain
in detail why the Commission should allow these expenses in this case.

Response
The legal seminar and legal subscription provide cooperative attorneys with
the opportunity to become better educated on legal matters pertaining to
electric cooperatives. Such opportunities only exist through the cooperative
program. Therefore, it is our opinion that Jackson Energy, and its members,
benefit more from paying for the seminars and legal subscriptions than by not

paying.
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Witness: Don Schaefer
Jackson Energy Cooperative

Case No. 2007-00333

Second Data Request of Commission Staff

17. d. Provide individual detailed descriptions of the items identified as “various legal
issues” that totaled over $48,000 in costs during the proposed test year.

Answer:
Date 10/31/2006 Check: 65170 Various Legal Issues

Preparing for condemnation of land for right of way, schedule coordination with
our attorneys, pending litigation, legal opinion on membership record access, discuss
board matters with President and CEO, review and respond to e-mails, code clearance
violation due to consumer grade change, capital credit issues, discuss cooperative matters
with other cooperative attorneys, prepare motion for default judgment, work on a pending
workers compensation case, copies, mileage and other miscellaneous charges such as
postage and telephone expenses. Total $ 3,956.55

Date 9/29/2006 Check: 64762 Various Legal Issues

Consult with district manager on consumer issue, review of board policy issues
and PURPA requirements, bankruptcy of a consumer, pending workers compensation
case, review large power contract, consultation on right of way easements, review and
respond to e-mails, some pending issues with the sale of Jackson Service Plus, attend
Cooperative Attorney Meeting in Louisville, code of conduct issues discussed with our
statewide, copies, mileage, expenses for attending NRECA Legal Seminar and other
miscellaneous charges such as postage and telephone expenses. Total $ 3,938.26

Date 3/31/2006 Check: 61744 Various Legal Issues

Prepare for and attend Nominating Committee meeting, discuss Code of Conduct
issues with the President and CEO, research employment issues related to background
checks, research status of pending legislation, review and respond to e-mails, provide
information regarding a previously owned cooperative truck involved in a fatality, review
discussion board items regarding policies, prepare for and attend informal hearing with
the PSC on AMI issues, attend the New Energy Policy Conference, phone calls from
cooperative, court fees, telephone charges, mileage, and copies.  Total $ $5,440.77
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Date 4/28/2006 Check: 62442 Various Legal Issues

Review motion to correct deed, review discussion board items, pending workers
comp case, consultation on contract bid opening, damage to transformer mitigation, joint
use contracts, insurance claims, pending legislation discussions, review and respond to e-
mails, attend meeting on Code of Conduct, discussions and e-mails with the President
and CEO, consultation on Board Director replacement, respond and court filings on
consumer dispute, postage, mileage, copies and telephone charges. Total § 4,004.43

Date 5/31/2006 Check: 62829 Various Legal Issues

Review documents on pending case with consumer, review discussion board
items, pending workers comp case, file motions on pending court cases, claims, review
audit letters, review and respond to e-mails, prepare summons, write audit opinion letter,
consumer tree clearing complaint, postage, service fees, and mileage, telephone charges,
and copies. Total § 4243.29

Date 8/31/2006 Check: 64158 Various Legal Issues

Meet and handle condemnation case and prepare motions, theft of property
incident and returned checks, work on pending work comp case, review discussion board
items, damage claims, review and respond to e-mails, pole attachment issues and joint
pole contracts, consultation with NRECA legal staff, postage, copies, telephone charges,
filing fees, and mileage. Total $ 5,958.20

Date 8/31/2006 Check: 64263 Various Legal Issues

Review and respond to e-mails, review PURPA regulations, work on on-going
condemnation case, draft motions for three cases, work on pending court case, attend
KAEC conference on House Bill 568, consultation on employee termination notice,
consultation with President and CEO on Perpetual Line of Credit, assist in preparation of
large power contracts, mileage, telephone charges and copies. Total $6,324.66

Date 8/22/2006 Check: 63995 Various Legal Issues

Telephone conference with East Kentucky Power, discussion with attorneys, all
pertaining to the conclusion of the Lewis vs. Jackson Energy case. Total $ 385.54

Date 11/30/2006 Check: 65752 Various Legal Issues

Close file on closed court case, review and respond to e-mails, consultation with
President and CEO, work on joint use agreements, review consumer bankruptcy filing,
review Strategic Planning document, consultation on issues related to Jackson Propane
Plus, LLC as it pertains to Jackson Energy, collection of damages, recording fees,
postage, copies, mileage, and telephone expenses. Total $2,944.71
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Date 1/29/2007 Check: 66321 Various Legal Issues

Review and respond to e-mails, conference with KAEC attorneys, consultation on
FMLA issues, pending workers comp issue, conference with EKPC attorney, conference
with Cumberland Valley Co-op attorney and multiple phone calls, consultation with
President and CEO on Board matters, postage, copies, mileage, and phone charges.

Total $3,443.48

Date 2/01/2007 Check: 66683 Various Legal Issues

Consultation on bad debt write-offs, phone call from Cumberland Valley attorney,
pending workers comp issue, consultation on preparation of PSC responses, review and
respond to e-mails, consultation on the East Kentucky Power rate increase case,
consultation on a proposed Bylaw change, postage, copies and telephone charges.

Total $ 2320.95

Date 2/28/2007 Check: 66983 Various Legal Issues

Work on pending workers comp case, consumer complaint, consultation on safety
meetings, consultation and letter to PSC on entry of appearance, review and respond to e-
mails, consultation and correspondence on a right of way complaint, preparation on an
addendum to the RUS contract, postage, mileage, telephone charges, computer research,
and copies. Total $ 5,231.45

17.e. Explain what was involved in the “labor matters” for which Jackson Energy paid
over $3,800 to Frost, Brown & Todd, LLC, and why Jackson Energy’s local attorneys
could not have handled these matters.

Answer:

This item is identified incorrectly. It would more appropriately have been called
“Mitigation following the Supreme Court ruling on cooperatives providing other
services”. Frost, Brown & Todd, LLC, was engaged to assist Jackson Energy following
the unfavorable ruling by the Kentucky Supreme Court. This included drafting a
proposed bill for the legislature to consider. This also included a request for
reconsideration by the Supreme Court. This should have been removed for rate-making

purposes.

Outside legal consultation and assistance was deemed advisable for this work.






Item 18
page 1 of 3
Witness: Don Schaefer
Jackson Energy Cooperative
Case No. 2007-00333
Second Data Request of Commission Staff

18. Refer to Exhibit 10 of the application which details the adjustment proposed
for director expenses.

a. Refer to page 2 of the exhibit. Explain whether anyone is, or was
during the test year, designated as an alternate to represent Jackson Energy with either
the Kentucky Association of Electric Cooperatives ("KAEC") or the National Rural
Electric Cooperative Association ("NRECA").

Response
KAEC alternate: Don Schaefer
NRECA alternate: Fred Callahan

b. Explain whether Jackson Energy was aware that it has been
Commission policy to allow expenses for attendance at KAEC or NRECA meetings for
rate-making purposes only for attendance by a cooperative's designated representative
or its designated alternate representative. Explain in detail why the Commission should
allow such expenses for other directors in this case.

Response
Expenses for directors that attended the KAEC annual meeting that were not
the designated representative or alternate, have been removed from this
application. These include directors Binder, Brown, Madden, McWhorter,
and Patton. Expenses for director Cundiff in the amount of $336.17 for
attending the KAEC annual meeting should have been removed and was not.

The NRECA annual meeting is a combination of training and education
seminars for directors during the day and more organizational activities in the
evenings. These programs are similar to the education seminars that NRECA
sponsors at the Director Conferences and Regional Meetings. As such, these
costs and expenses should be included for rate making purposes for all directors
that attend the NRECA annual meeting.
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c. Some directors attended "other board meetings" that are identified
as being for a "director search." Provide a detailed description of what Jackson Energy's
director search entailed.

Response
The board of directors formed a Search Committee to review resumes that were
received due to vacancies in two districts. These are not recurring and should have
been removed for rate-making purposes.

d. Jackson Energy's policy for directors states that the chairman and
secretary/treasurer will receive an additional $300 for "time involved in carrying out
official duties." Explain whether this is the reason that directors Binder, Callahan, and
Stamper are shown as receiving $600 for regular board meetings. Explain whether
Jackson Energy was aware that it has been Commission policy not to allow this type of
additional compensation to be recovered through rates by electric cooperatives. Explain
in detail why the Commission should allow these expenses in this case.

Response
Yes, this is the reason. The additional compensation should have been removed,

this was an oversight on our part.

e. Jackson Energy's policy for directors states that newer board
members (those joining the board on or after may 11, 2006) will receive $1,000 monthly,
as compared to the $300 monthly amount paid to individuals that were directors prior to
May 11, 2006. Provide a detailed explanation for why Jackson Energy has chosen to
pay a monthly fee of $1,000 and why it is reasonable for an amount of this magnitude to
be allowed for rate-making purposes.

Response
Directors appointed or elected after may 11, 2006, were no longer offered
health insurance coverage under the Cooperative's group plan for neither
themselves nor eligible dependents, as previously offered prior to May 11, 2006.
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f. Exhibit 10 reflects that some directors received per diem amounts
for attendance at KAEC or NRECA meetings or training sessions in addition to being
reimbursed for their out of pocket expenses. Explain whether Jackson Energy was aware
that is has been Commission policy not to allow per diem amounts to be recovered
through rates when the director was also reimbursed for actual expenses. Explain in
detail why the Commission should allow these expenses in this case.

Response
Jackson Energy is aware that per diems are not allowed when actual expenses are

also reimbursed.

Exhibit 10, page 1 of 19 removes all per diems that are included for each director.
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Witness: Don Schaefer
Jackson Energy Cooperative

Case No. 2007-00333
Second Data Request of Commission Staff

19. Refer to page 6 of 19 in Exhibit 10. Describe the type of training provided
to directors who attended KAEC coordinated training, such as Mr. Callahan.

Response

Jackson Energy misstated the descriptions on lines 33 and 34, on page 6 of 19.

The description for line 33 should be "KAEC annual meeting" and line 34 should
have stated "NRECA regional meeting".
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Witness: Jim Adkins
Jackson Energy Cooperative
Case No. 2007-00333
Second Data Request of Commission Staff

20. Refer to pages 7 of 19 and 15 of 19 in Exhibit 10. Describe the type of
training provided to directors who attend NRECA pre-annual meeting training, such as
Mr. Cundiff and Phillip Thompson.

Response
This was a Strategic Planning course designed to instruct directors on how to
participate effectively in the strategic planning process.
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CASE NO. 2007-00333 Page 1 0of 2
Witness: Jim Adkins

RESPONSE TO COMMISSION STAFF'S SECOND DATA REQUEST

PARTNER'S PLUS & EMPLOYEE PURCHASES

Q. Refer to Exhibit 11 of the application.

a.
R a
Q b
R b
Q. ¢
R ¢

Refer to page 1 of 10. Provide a more detailed description of EKPC's
Partner Plus Program including an explanation of why EKPC has opted
to eliminate the program.

EKPC's Partner Plus Program was an equal expense sharing between
EKPC and its member systems. A Cooperative such as Jackson Energy
could incur an expense for promotional purposes (whether for JECC or
for Touchstone Energy) and be reimbursed for 50 percent of this
expenditure by EKPC.

Additionally, this program provided for the equal sharing of rebates
between EKPC and the member systems for programs that included
energy efficient homes, and energy efficient programs.

Partners Plus has been discontinued due to cost cutting at EKPC.

On pages 3 through 5 there are several references to "Employee
purchases." Explain the nature of these purchases and why the
transaction is recorded in Account No. 913.00.

Employees may purchase clothing with the Jackson Energy logo. Many
employee wear this clothing on the job. It helps identify Jackson Energy
employees to the public and its consumers. The Cooperative encourages
these purchases by offering them at a discounted rate. The discounts are
reflected as "Employee purchases' in Account No. 913.00.

On page 5 of 10 there are several entries identified as "Apparel" and
"Monogram apparel." Explain the nature of these entries and why the
transaction is recorded in Account No. 913.00.

As explained in part b above, employees may purchase clothing with the
Jackson Energy logo. The entries identified as "Apparel" and
"Monogram apparel" represent the payments to the clothing vendors.
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CASE NO. 2007-00333 Page 2 of 2
Witness: Jim Adkins

RESPONSE TO COMMISSION STAFF'S SECOND DATA REQUEST

PARTNER'S PLUS & EMPLOYEE PURCHASES

On page 7 of 10 there is a transaction identified as "Special early
retirement”. Provide a detailed explanation of this transaction. Provide
a detailed explanation of this transaction.

During the year, JECC offered an early retirement to a group of
employees. JECC paid NRECA, the retirement plan sponsor for the
amount needed to fund the early retirement.
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Witness: Jim Adkins
Jackson Energy Cooperative
Case No. 2007-00333
Second Data Request of Commission Staff

22. Refer to Exhibit 16 of the applicaiton. Provide the source document and/
or derivation of the amount of $342,752 identified as "fuel adjustment lag."

Response
Jackson Energy receives a power bill from East Kentucky Power Cooperative
("EKPC") each month. Included in the power bill is a fuel amount. Jackson
Energy recovers the fuel amount in the billings to its consumers but on a two
(2) month delayed basis. This results in two months of unbilled fuel not showing
in revenue but reflecting in the purchase power expense.

To more appropriately match the fuel revenue and expenses, we started in 2005
accounting for the unbilled fuel on the books. The entries are to set up unbilled
revenue in the month of the power bill fuel cost and then reverse the amount
out two months later when the billing to the consumers took place.

The $342,752 fuel adjustment lag is calculated as follows:

January 2006 fuel amount reversed in March 2006 1,237,344
February 2006 fuel amount reversed in April 2006 720,087
January 2007 fuel amount reversed in March 2007  (728,117)
February 2007 fuel amount reversed in April 2007  (886,562)
342,752
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CASE NO. 2007-00333 Page 1 of 22
Witness: Don Schaefer

RESPONSE TO COMMISSIONS STAFF'S SECOND DATA REQUEST

BOARD OF DIRECTOR INFORMATION

Q. Refer to ltem 16 of Jackson Energy's response to the Staff's initial data request.

a.

R. a.

Provide copies of and explanation for the revisions to Board Policy B200
occurring since 2001.

Provide copies of the annual long range financial study and the annual review
of the equity and equity performance submitted to the Board of Directors in April
2006 and April 2007. If these reviews were not performed, explain in detail the
reason(s) for not performing the policy-required reviews.

Attached on pages 2 through 16 of this response is the revised Board Policy B2000.
Most changes to this policy since 2001 has been word of phrase changes to better
clarify the intent of this policy. The revision dated August 13, 2004 is the revision
where major changes were made. Major revisions were made to the Capital Credit
Retirement Section which now provides for a less restrictive numeric guidelines for
determining capital credits and specific definition for equity level.

. Attached as pages 17 through 22 is a copy of the annual review of the equity and

equity performance submitted to the Board of Directors in April 2007 and April
2006,



ltem 23
Page 2 of 22

JACKSON ENERGY COOPERATIVE CORPORATION

BOARD POLICY NO. B200

SUBJECT: CAPITAL MANAGEMENT
L OBJECTIVES:

A. To assure the financial strength of the Cooperative, in order to provide high
quality electric services to members, and at the same time provide power at cost
consistent with Cooperative philosophy.

B. To develop an approach to long range financial planning which will assure that
the Cooperative meets its financial responsibilities to both lending entities and

member-owners through equity and margin planning.

C. To comply with the various regulations and operational practices prescribed by
RUS, Kentucky Public Service Commission and other agencies as required.

IL POLICY:

A. Equity and TIER Levels

It will be the policy of the Cooperative to achieve and maintain a target Equity
Capitalization Ratio of 30-40% excluding Generation and Transmission Capital
Credits (GTCC’s) and a TIER Ratio of 1.50 to 2.00 excluding GTCC’s.

B. A long range financial plan will be developed and updated periodically that will
guide and insure the Cooperative meeting all of its financial obligations which
include the following:

1. Maintaining a minimum current ratio (current assets divided by current
liabilities) of 1.0 as target measure for cash.

2. It will be the policy of the Cooperative to achieve and maintain a standard
DSC (Debt Service Coverage) minimum level of 1.25 or an operdting
DSC minimum of 1.10 to meet loan eligibility requirements as a borrower
of RUS and CFC. Maintaining these minimum levels will assure that
funds are available for debt retirement.

Effective Doe: February 14, 2(p3
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JACKSON ENERGY COOPERATIVE CORPORATION

C.

BOARD POLICY NO. B200
PAGE 2

Maintaining access to timely loan fund balances and sources to meet
needed plant additions.

Insuring that funds are available for an established capital credit retirement
program.

Maintaining revenue requirements necessary to meet margins, equity,
TIER and capital credit rotation requirements.

Capital Credit Retirements

1.

3.

4.

A capital credit rotation program will be developed on a minimum year
cycle using an appropriate method determined at the time of retirement
and the retirement of estates of deceased members.

A capital credit rotation plan will be developed on a minimum cycle
using a percentage of the previous years margins. This percentage is
initially set at 25%. GTCC’s are excluded from this method. Capital
credits will only be paid when the distribution target equity ratio is
greater than 35% and the TIER ratio is 1.75 or greater. Capital
credit payouts cannot reduce the equity below 33% or the TIER ratio
to less than 1.50 after payout. The amount of capital credits to be
paid to any member will be based on an equal percentage payment to
all members. The percentage amount will be equal to the amount of
capital credits to be paid divided by the amount of distribution equity
on the books at the end of the previous calendar year. GTCC’s are
excluded from this equity amount.

Capital credits will be allocated to members on a gross billing basis.

A written report will be submitted the Public Service Commission on the
status of the patronage capital credit rotation for the prior calendar year no
later than March 31 of each year.
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JACKSON ENERGY COOPERATIVE CORPORATION

BOARD POLICY NO. B200

PAGE 3

D. Policy Performance Review

A long range financial study and a review of the equity and equity management
performance as well as the cash working capital level shall be conducted at least
annually and reported to the Board of Directors in April of each year.

III. RESPONSIBILITY:

A. The President and CEO is responsible for the administration of this policy and for
recommending needed revisions to the Board of Directors.

B. The Board of Directors shall determine that the Cooperative’s Capital
Management Policy meets the needs of the member-owners.

CHAIRMAN OF THE BOARD

DATE ADOPTED: March 8, 1996

DATE EFFECTIVE: March 8, 1996

REVISED DATE: March 10, 2000

REVISED EFFECTIVE DATE: February 14, 2003

SUPERCEDES POLICY NO. 4-19 .
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JACKSON ENERGY COOPERATIVE CORPORATION

BOARD POLICY NO. B200

SUBJECT: CAPITAL MANAGEMENT
L OBJECTIVES:

A. To assure the financial strength of the Cooperative, in order to provide high
quality electric services to members, and at the same time provide power at cost
consistent with Cooperative philosophy.

B. To develop an approach to long range financial planning which will assure that
the Cooperative meets its financial responsibilities to both lending entities and

member-owners through equity and margin planning.

C. To comply with the various regulations and operational practices prescribed by
RUS, Kentucky Public Service Commission and other agencies as required.

II. POLICY:

A. Equity and TIER Levels

It will be the policy of the Cooperative to achieve and maintain a target Equity
Capitalization Ratio of 30-40% excluding Generation and Transmission Capital
Credits (GTCC’s) and a TIER Ratio of 1.50 to 2.00 excluding GTCC’s.

B. A long range financial plan will be developed and updated periodically that will
guide and insure the Cooperative meeting all of its financial obligations which
include the following:

1. Maintaining a minimum current ratio (current assets divided by current
liabilities) of 1.0 as target measure for cash.

2. It will be the policy of the Cooperative to achieve and maintain a standard
DSC (Debt Service Coverage) minimum level of 1.25 or an operating !
DSC minimum of 1.10 to meet loan eligibility requirements as a borrower
of RUS and CFC. Maintaining these minimum levels will assure that
funds are available for debt retirement.

Effeoctive Dok “Maech 12, 200¢



Item 23
Page 6 of 22

JACKSON ENERGY COOPERATIVE CORPORATION

C.

BOARD POLICY NO. B200
PAGE 2

Maintaining access to timely loan fund balances and sources to meet
needed plant additions.

Insuring that funds are available for an established capital credit retirement
program.

Maintaining revenue requirements necessary to meet margins, equity,
TIER and capital credit rotation requirements.

Capital Credit Retirements

L.

3.

4.

A capital credit rotation program will be developed on a minimum year
cycle using an appropriate method determined at the time of retirement
and the retirement of estates of deceased members.

A capital credit rotation plan will be developed on a minimum cycle
using a percentage of the previous years margins. This percentage is
initially set at 25%. GTCC’s are excluded from this method. Capital
credits will only be paid when the distribution target equity ratio is
greater than 35% and the TIER ratio is 1.75 or greater. Capital
credit payouts cannot reduce the equity below 33% or the TIER ratio
to less than 1.50 after payout. The amount of capital credits to be
paid to any member will be based on an equal percentage payment to
all members. The percentage amount will be equal to the amount of
capital credits to be paid divided by the amount of distribution equity
on the books at the end of the previous calendar year. GTCC’s are
excluded from this equity amount.

Capital credits will be allocated to members on a gross billing basis.

A written report will be submitted the Public Service Commission on the
status of the patronage capital credit rotation for the prior calendar year no
later than March 31 of each year.
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JACKSON ENERGY COOPERATIVE CORPORATION

BOARD POLICY NO. B200

PAGE 3

D. Policy Performance Review

A long range financial study and a review of the equity and equity management
performance as well as the cash working capital level shall be conducted at least
annually and reported to the Board of Directors in April of each year.

IIl. RESPONSIBILITY:

A. The President and CEO is responsible for the administration of this policy and for
recommending needed revisions to the Board of Directors.

B. The Board of Directors shall determine that the Cooperative’s Capital
Management Policy meets the needs of the member-owners.

el Lasletlur

CHAIRMAN OF THE BOARD

DATE ADOPTED: March 8, 1996

DATE EFFECTIVE: March 8, 1996

REVISED DATE: March 10, 2000

REVISED EFFECTIVE DATE: February 14, 2003

REVISED EFFECTIVE DATE: March 12. 2004 -
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JACKSON ENERGY COOPERATIVE CORPORATION

BOARD POLICY NO. B200

SUBJECT: CAPITAL MANAGEMENT
L. OBJECTIVES:

A. To assure the financial strength of the Cooperative, in order to provide high
quality electric services to members, and at the same time provide power at cost
consistent with Cooperative philosophy.

B. To develop an approach to long range financial planning which will assure that
the Cooperative meets its financial responsibilities to both lending entities and
member-owners through equity and margin planning.

C. To comply with the various regulations and operational practices prescribed by
RUS, Kentucky Public Service Commission and other agencies as required.

Il POLICY:

A. Equity and TIER Levels

It will be the policy of the Cooperative to achieve and maintain a target Equity
Ratio of 30-40% excluding Generation and Transmission Capital Credits
(GTCC’s) and a TIER Ratio of 1.50 to 2.00 including GTCC’s.

B. A long range financial plan will be developed and updated periodically that will
guide and insure the Cooperative meeting all of its financial obligations which
include the following:

1. Maintaining a minimum current ratio (current assets divided by current
liabilities) of 1.0 as target measure for cash.

2. It will be the policy of the Cooperative to achieve and maintain a standard
DSC (Debt Service Coverage) minimum level of 1.25 or an operating
DSC minimum of 1.10 to meet loan eligibility requirements as a borrower
of RUS and CFC. Maintaining these minimum levels will assure that
funds are available for debt retirement.

Elfechve Tode: Pugust 13, 2004
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JACKSON ENERGY COOPERATIVE CORPORATION
BOARD POLICY NO. B200
PAGE 2

3. Maintaining access to timely loan fund balances and sources to meet
needed plant additions.

4. Insuring that funds are available for an established capital credit retirement
program.

5. Maintaining revenue requirements necessary to meet margins, equity,
TIER and capital credit rotation requirements.

C. Capital Credit Retirements

1. In addition to estate retirements, the Cooperative will consider general
retirement of capital credits each year.

2. The Board may elect to dispense with capital credit general retirements if

they feel that the financial conditions are not advantageous to the
Cooperative to do so. The Board may elect the appropriate method at the
time of the retirement.

3. Capital credits may be retired on a general basis, provided that mortgage
requirements would be met. These include a TIER minimum of 1.25 and
an equity level of no less than 30% after the retirement. Equity level is
defined as Total Margins and Equity divided by Total Assets from the
RUS Form 7.

4. Capital credits will be allocated to members on the basis of margins
contributed per rate.

D. Policy Performance Review

a

A long range financial study and a review of the equity and equity management
performance as well as the cash working capital level shall be conducted at least
annually and reported to the Board of Directors in April of each year.
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JACKSON ENERGY COOPERATIVE CORPORATION

BOARD POLICY NO. B200

PAGE 3

Hi. RESPONSIBILITY:

A. The President and CEO is responsible for the administration of this policy and for
recommending needed revisions to the Board of Directors.

B.  The Board of Directors shall determine that the Cooperative’s Capital
Management Policy meets the needs of the member-owners.

CHAIRMAN OF THE BOARD

DATE ADOPTED: March 8, 1996

DATE EFFECTIVE: March 8. 1996

REVISED DATE: March 10, 2000

REVISED EFFECTIVE DATE: February 14, 2003
REVISED EFFECTIVE DATE: March 12, 2004
REVISED EFFECTIVE DATE: August 13, 2004
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JACKSON ENERGY COOPERATIVE CORPORATION 3<
BOARD POLICY NO. B200 M y (\05
SUBJECT: CAPITAL MANAGEMENT “{N}/

L OBJECTIVES:
A To assure the financial strength of the Cooperative, in order to provide high

quality electric services to members, and at the same time provide power at cost
consistent with Cooperative philosophy.

B. To develop an approach to long range financial planning which will assure that
the Cooperative meets its financial responsibilities to both lending entities and
member-owners through equity and margin planning.

C. To comply with the various regulations and operational practices prescribed by
RUS, Kentucky Public Service Commission and other agencies as required.

IL POLICY:

A. Eaquity and TIER Levels

It w111 be the policy of the Cooperative to achieve and maintain a target Equity
Ratio of 30-40% including Generation and Transmission Capital
Credits (GTCC’s) and a TIER Ratio of 1.50 to 2.00 including GTCC’s.

B. A long range financial plan will be developed and updated periodically that will
guide and insure the Cooperative meeting all of its financial obligations which
include the following:

1. Maintaining a minimum current ratio (current assets divided by current
liabilities) of 1.0 as target measure for cash.

2. It will be the policy of the Cooperative to achieve and maintain a standard ’
DSC (Debt Service Coverage) minimum level of 1.25 or an operating ‘
DSC minimum of 1.10 to meet loan eligibility requirements as a borrower
of RUS and CFC. Maintaining these minimum levels will assure that
funds are available for debt retirement.
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JACKSON ENERGY COOPERATIVE CORPORATION

BOARD POLICY NO. B200
PAGE 2

Maintaining access to timely loan fund balances and sources to meet
needed plant additions.

Insuring that funds are available for an established capital credit retirement
program.

Maintaining revenue requirements necessary to meet margins, equity,
TIER and capital credit rotation requirements.

Capital Credit Retirements

L

2.

In addition to estate retirements, the Cooperative will consider
general retirement of capital credits each year. “

The Board may elect to dispense with capital credit general
retirements if they feel that the financial conditions are not
advantageous to the Cooperative to do se. The Board may elect
the appropriate method at the time of the retirement.
/
7
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JACKSON ENERGY COOPERATIVE CORPORATION

BOARD POLICY NO. B200
PAGE 3

3. Capital credits may be retired on a general basis, provided that
mortgage requirements would be met. These include a TIER
minimum of 1.25 and an equity level of no less than 30% after the
retirement. Equity level is defined as Total Margins and Equity
divided by Total Assets from the RUS Form 7.

4.  Capital credits will be allocated to members on the basis of margins
contributed per rate.

D. Policy Performance Review «

A long range financial study and a review of the equity and equity management
performance as well as the cash working capital level shall be conducted at least
annually and reported to the Board of Directors in May of each year.

. RESPONSIBILITY:

A The President and CEO is responsible for the administration of this policy and for
recommending needed revisions to the Board of Directors.

B. The Board of Directors shall determine that the Cooperative’s Capital
Management Policy meets the needs of the member-owners.

CHAIRMAN OF THE BOARD

DATE ADOPTED: March 8, 1996

DATE EFFECTIVE: March 8. 1996

REVISED DATE: March 10, 2000

REVISED EFFECTIVE DATE: February 14, 2003
REVISED EFFECTIVE DATE: March 12, 2004
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JACKSON ENERGY COOPERATIVE CORPORATION

BOARD POLICY NO. B200

SUBJECT: CAPITAL MANAGEMENT
I. OBJECTIVES:

A. To assure the financial strength of the Cooperative, in order to provide high
quality electric services to members, and at the same time provide power at cost
consistent with Cooperative philosophy.

B. To develop an approach to long range financial planning which will assure that
the Cooperative meets its financial responsibilities to both lending entities and

member-owners through equity and margin planning.

C. To comply with the various regulations and operational practices prescribed by
RUS, Kentucky Public Service Commission and other agencies as required.

I POLICY:

A, Equity and TIER Levels

It will be the policy of the Cooperative to achieve and maintain a target Equity
Ratio of 30-40% excluding Generation and Transmission Capital Credits
(GTCC’s) and a TIER Ratio of 1.50 to 2.00 including GTCC’s.

B. A long range financial plan will be developed and updated periodically that will
guide and insure the Cooperative meeting all of its financial obligations which
include the following:

1. Maintaining a minimum current ratio (current assets divided by current
liabilities) of 1.0 as target measure for cash.

2. It will be the policy of the Cooperative to achieve and maintain a standard
DSC (Debt Service Coverage) minimum level of 1.25 or an operating
DSC minimum of 1.10 to meet loan eligibility requirements as a borrower
of RUS and CFC. Maintaining these minimum levels will assure that
funds are available for debt retirement.

Effoctive Tode: Jane 16, 200S *
¥ Last revision fo date
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JACKSON ENERGY COOPERATIVE CORPORATION

BOARD POLICY NO. B200
PAGE 2

Maintaining access to timely loan fund balances and sources to meet
needed plant additions.

Insuring that funds are available for an established capital credit retirement
program.

Maintaining revenue requirements necessary to meet margins, equity,
TIER and capital credit rotation requirements.

Capital Credit Retirements

1.

In addition to estate retirements, the Cooperative will consider general
retirement of capital credits each year.

The Board may elect to dispense with capital credit general retirements if
they feel that the financial conditions are not advantageous to the
Cooperative to do so. The Board may elect the appropriate method at the
time of the retirement.

Capital credits may be retired on a general basis, provided that mortgage
requirements would be met. These include a TIER minimum of 1.25 and
an equity level of no less than 30% after the retirement. Equity level is
defined as Total Margins and Equity divided by Total Assets from the
RUS Form 7.

Capital credits will be allocated to members on the basis of margins
contributed per rate.

Policy Performance Review

-

A long range financial study and a review of the equity and equity management
performance as well as the cash working capital level shall be conducted at least
annually and reported to the Board of Directors in April of each year.
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JACKSON ENERGY COOPERATIVE CORPORATION

BOARD POLICY NO. B200

PAGE 3

II.  RESPONSIBILITY:

A. The President and CEO is responsible for the administration of this policy and for
recommending needed revisions to the Board of Directors.

B. The Board of Directors shall determine that the Cooperative’s Capital
Management Policy meets the needs of the member-owners.

Et Dstko)

~ CHAIRMAN OF THE BOARD

DATE ADOPTED: March 8. 1996
REVISED DATE: March 10, 2000
REVISED DATE: February 14, 2003
REVISED DATE: March 12, 2004
REVISED DATE: August 13, 2004
REVISED DATE: June 10, 2005
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JACKSON ENERGY COOPERATIVE

ANNUAL STATUS REPORT
FOR THE YEAR 2006

Date of Report:

A. Results of Operations for the most recent calendar year of

Key Ratios

Equity Capitalization Ratio
(No GTCC's)

Current Ratio

Included

Time Interest Earned Ratio (TIER)
(No GTCC's)

Debt Service Coverage (DSC)

B. Capital Credit Retirements made during the year.
Amount of Payments to Deceased or Estates
Amount of General Retirements
Total Amount of Capital Credits Retired
Basis for the Amount of Capital Credits Paid
1. Previous years margins

2. Less GTCC's

Beginning
of Year

27.14%

1.21

With Affiliate
Income/(Loss)

0.74

1.16

3. Amount of equity for capital credits

4. Capital Credits to be paid (.25 * ltem 3)

C. No capital credits to be rotated this year.
1. Equity ratio (No GTCC's)

2. TIER ratio (No GTCC's)

D. Completion date of most recent Ten Year Financial Forecast

Item 23

Page 19 of 22

4/4/2007

2006

End of
Year

25.62%

1.19

Without Affiliate
Income/(Loss)

Included

0.73

1.156

$404,555

$0

$404,555

-$1,447,6563

30

-$1,447,653

-$361,913

25.62%

0.74

4/4/2007
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ANNUAL STATUS REPORT
FOR THE YEAR 2005
Date of Report: 4/10/2006
A. Results of Operations for the most recent calendar year of 2005
Key Ratios
Beginning End of
of Year Year
Equity Capitalization Ratio
(No GTCC's) 28.11% 27.14%
Current Ratio 1.01 1.21
With Affiliate Without Affiliate
income/(Loss) Income/(L.oss)
Included included
Time Interest Earned Ratio (TIER)
(No GTCC's) 2.08 2.04
Debt Service Coverage (DSC) 1.66 1.65
B. Capital Credit Retirements made during the year.
Amount of Payments to Deceased or Estates $339,8687
Amount of General Retirements $0
Total Amount of Capital Credits Retired $3390,867
Basis for the Amount of Capital Credits Paid
1. Previous years margins $4,624,208
2. Less GTCC's $0
3. Amount of equity for capital credits $4,624,206
4. Capital Credits to be paid (.25 * ltem 3) $1 ,156,052h
C. No capital credits to be rotated this year.
1. Equity ratio (No GTCC's) 27.14%
2. TIER ratio (No GTCC's) 2.06

D. Completion date of most recent Ten Year Financial Forecast 4/4/2006
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CASE NO. 2007-00333 Page 1 of 1
Witness: Jim Adkins

RESPONSE TO COMMISSION'S STAFF SECOND DATA REQUEST

LOAN FUNDS

Q. Refer to Item 37 of Jackson Energy's response to the Staff's initial data request.

a. Explain whether the $4,140,000 in loan funds that Jackson Energy estimated
would be advanced around December 31, 2007 has been advanced.

b Explain whether the last sentence in the response "These funds will be used to
repay the short-term borrowings used to finance construction projects" refers
only to the December 31, 2007 advance or to that advance and May 2. 2007
advance of $8,200,000.

R a. The $4,140,000 in loan funds to be advanced on or about December 31, 2007
has not been advanced.

b The statement "These funds will be used to repay the short-term borrowings used
to finance construction projects" refers to both advances.






Item 25
page 1 of 1
Witness: Don Schaefer
Jackson Energy Cooperative
Case No. 2007-00333
Second Data Request of Commission Staff

25. Refer to Item 48, subsection (e), of Jackson Energy's response to the Staff's
initial data request. Two columns show compensation received by Donald Schaefer, one
for "Compensation charged to subsidiary” and one for "Compensation received from
Jackson Energy." Clarify whether Mr. Schaefer's total compensation is the sum of the
amounts in the two columns or the amount in column "Compensation received from

Jackson Energy.

Response
Mr. Schaefer's total compensation is "Compensation received from Jackson
Energy." The amount listed in "Compensation charged to subsidiary" is the
amount of the compensation received from Jackson Energy that was charged
to the subsidiary for the test year.
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Witness: Jim Adkins
Jackson Energy Cooperative
Case No. 2007-00333
Second Data Request of Commission Staff

26. refer to Item 49 of Jackson Energy's response to the Staff's initial data
request.

a. Explain whether the lines "2005, 2004, 2003" reflect income
from subsidiaries for the 12 months ending December 31 of those years or for 12 months
ending at some other time during those years.

Response
The income reported is for the 12 months ending December 31 for each
subsidiary.

b. Provide the income received from subsidiaries for the same 12
calendar months for 2006 as has been provided for 2005, 2004, and 2003.

Response
The amount reported for the test year is the same as for the 12 months ending

December 31, 2006.
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CASE NO. 2007-00333 Page 1 of 1
Witness: Sharon Carson

RESPONSE TO THE COMMISSION STAFF'S SECOND DATA REQUEST

APPLICATION OF COST ALLOCATION MANUAL

Q. Refer to pages 36-38 of Commission's May 21, 2001 Order in Case No. 2000-00373,
and pages 33-40 of MCS Report. The report indicates that Jackson Energy had
properly addressed the issue from the rate case concerning the allocation of costs to
its subsidiaries by developing and operating within a formal cost allocation manual,
("CAM"). Explain whether Jackson Energy is continuing to operate under the CAM
it had developed at the time of MCS Report, as amended in its September 1, 2006
filing with the PSC, and whether there have been any changes to the CAM since
September 2006.

R. Jackson Energy continues to operate under the CAM it had developed at the time of
MCS Report and as amended in September 1, 2006. There have been no changes
to the CAM since the September 1, 2006 filing.
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CASE NO. 2007-00333 Page 1 of |
Witness: Jim Adkins

RESPONSE TO COMMISSION STAFF'S SECOND DATA REQUEST

FOCUSED MANAGEMENT AUDIT

Q Regard MCS's report on Jackson Energy's focused management audit,

a. The Commission's records indicate that the cost of the audit exceeded $57,000.
What was Jackson Energy's total cost for the management audit?

a. The cost of this management audit was $57,443.86.
How did Jackson Energy record the cost of the audit on its books?

b This cost was recorded in Account NO. 923.0 as it was incurred.

o A O A
o

¢ Explain why Jackson Energy did not propose to begin recovery of this costs of its
focused management audit in this rate case.

R ¢ Jackson Energy did not propose to begin recovery of this cost in this rate case
because of oversight by JECC. JECC feels that revenue requirements would
have been increased by $19,148 assuming a three year amortization period.



