
RICHARDSON, GARDNER, BARRICKMAN 6 ALEXANDER 
ATTORNEYS-AT-LAW 

117 E. WASHINGTON STREET 

GLASGOW. KENTUCKY 42141-2696 

E-MAIL: attorneys@rgba-law.corn 

BOBBY H. RICHARDSON 
WOODFORD L. GARDNER, JR. 

UHEL 0. BARRICKMAN 
(1920-2005)  

T. RICHARD ALEXANDER I I  

JOHN 8. GARDNER 

Mu. Jeff Derouen, Executive Director 
Kentucky Public Service Commission 
2 1 1 Sower Boulevard 
P. 0. Box 615 
Frankfort, KY 40602 

March 16,2009 

(270)  651-8884 

(270) 651-2116 

FAX (270) 651-3662  

PUBLIC SERVICE 
COMMISSION 

Re: Application of Farmers Rural Electric for an Adjustment of Rates 
Case No. 2008-00030 

Dear Mr. Derouen: 

Please find enclosed the original and eight (8) copies of the responses to the Cornmission’s Order 
“Tliird Data Request of Commission Staff to Farmers Rural Electric Cooperative Corporation” 
dated March 3,2009. 

Please contact me at (270) 65 1-8884 or William T. Pratller at (270) 65 1-21 9 1 with any questions 
regarding this filing. 

ICKMAN & ALEXANDER 

fo;dL. Gardner, Jr. 
for Farmers Rural Electric Cooperative 

Enclosure 



COMMONWEALTH OF KENTUCKY 
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APPLICANT’S RESPONSES TO 

THIRD DATA REQUEST OF COMMISSION STAFF 

The applicant, Fanners Rural Electric Cooperative Corporation, makes the following responses to 

the “Third Data Request of Coinmissioii Staff’, as follows: 

1 .  The witnesses who are prepared to aiiswer questions concerning each request are William T. 

Prather, Alan Ziimstein, and Jim Adkins. 

2. W illiain T. Pratlier, President and CEO of Fanners Rural Electric Cooperative Corporation is the 

person supervising the preparation of the responses on behalf of the applicant. 

3. The responses and Exhibits are attache 
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Witness: Alan Zumstein 
Farmers Rural Electric Cooperative 

Case No. 2008-00030 
Third Data Request of Commission Staff 

1. Refer to Farmers' response to Staff's Second Data Request, item 10 and 

item 21. In response to item I O  at the second page of the Rural Utility Service ('RUS') 

Loan Contract Schedule 1, it is stated that Farmers may draw up to $8,701,000 of the 

total loan amount after Farmers demonstrates that it has filed a rate application with the 

Commission and that Farmers may draw the remaining $8,701,000 of the loan amount 

after Farmers demonstrates that it has received Commission approval of the rate 

increase. In response to item 2I.b(1), Farmers states that it made the first draw on this 

loan on January 11, 2009 in the amount of $7 million. State the dates Farmers 

anticipates drawing the remaining $1 0,402,000 available loan funds assuming that the 

Commission's final order in this case is issued on the suspension date of Farmers' 

requested rates, July 8, 2009. For each date, state the amount of the anticipated draw 

and the expected interest rate. 

Response 

Farmers' received a $1,000,000 advance on March 12, 2009 with a rate of 3.63%. 

RUS placed a covenant in the loan contract as follows: 

.,that the remaining $8,701,000 of the"AR8'loan guarantee commitment continue to be 
held under conditional agreement until the Borrower has submitted evidence, in form 
and substance satisfactory to the Administrator, that the KPSC has approved and the 
Borrower has implemented a retail rate design that demonstrates the Borrower's ability 
to achieve a TIER of not less than 1.25, a DSC of not less that 1.25, and OPIER of not 
less than 1.1, and an ODSC of not less than 1.1 for calendar year 2009. - 

If the rate request is granted on July 8, 2009, Farmers will probably not meet the ratios 

required in the covenant in 2009 and will probably not be able to make another draw 

before mid 2010. At that time draws would be made as needed to complete the current 

work plan. 
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Witness: Alan Zumstein 
Farmers Rural Electric Cooperative 

Case No. 2008-00030 
Third Data Request of Commission Staff 

2. Refer to Farmers’ response to Staffs Second Data Request, item 21, and 

Farmers’ Application at Exhibit 5. 

a. At Exhibit 5, page 4, Farmers states that the “adjustment is to 

remove interest on short term borrowings. It is presumed that the short term borrowings 

will be repaid as a result of additional revenues generated from the application.” The 

result of the “adjustment” shown on page 4 is an increase to test year interest expense 

on short-term debt of $102,551 (Pro forma, $228,838 - Test Year, $126,287). Explain 

how increasing test year interest expense by $1 02,551 removes interest on short-term 

borrowings as suggested in Farmers’ statement. 

b. If short-term borrowings will be repaid as a result of the additional 

revenues generated from this Application, as suggested by Farmers, and no additional 

short-term borrowings are necessary, explain why the inclusion of interest on short-term 

borrowings in the amount of $228,838 is appropriate for rate recovery. 

c. At Exhibit 5, page 4, the outstanding balance on which interest 

expense is determined is $4,817,646. State whether this amount is included in the 

$6,977,646 as referenced at item 21 .b(2). 

d. If yes to c, state why Farmers did not use the interest rate of 3.406 

percent as stated at item 2I.b(3) to calculate pro forma interest expense on Exhibit 5 

instead of the 4.75 percent. 

e. Refer to pages 2 and 3 of Exhibit 5. The total outstanding long- 

term debt reflects no change as of September 30, 2008 from the total outstanding as of 

December 31, 2007. If this is correct, provide a detailed explanation of why there has 

been no change in the total amount outstanding from December 31, 2007 to September 

30, 2008. Otherwise, provide updated schedules reflecting the correct total outstanding 

long-term debt. 
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Response 

2.a. The only reason for the short term debt is that RUS would not allow Farmers to 

advance funds until a rate application was filed with the Commission. Therefore, 

Farmers included the short term debt as long term debt and normalized the annualized 

interest as if it would have been long term advances. The short term portion has been 

removed from other interest expense. 

2.b. More precisely, with the rate application Farmers will not have to borrow short term 

funds with the additional revenues generated, and RUS will allow the advance of long 
term funds. 

2.c. Yes. 

September 30, 2008 increasing to $6,977,646 on December 31 , 2008. 

Farmers has increased its short term borrowings from $4,817,646 on 

2.d. The interest rate on the last advance of funds was 4.915%, as reflected for Note 

H0065. At the time preparing the application Farmers did not know the interest rate an 

the January 11 , 2009 advance. That is why the 4.75% rate was used in the application. 

2.e. 

attached to this response. 

This was an oversight. The schedule with December 31, 2007 information is 





item 3 
Page 1 of 2 

Witness: Alan Zumstein 
Farmers Rural Electric Cooperative 

Case No. 2008-00030 
Third Data Request of Commission Staff 

3. Refer to Farmers’ response to Staffs Second Data Request, item 21; 

Farmers’ Application at Exhibit 5; and Farmers’ Application at Exhibit H-I. 

a. In response to item 21.a, Farmers states that “short-term debt was 

accumulated to fund construction projects, pay for operating and maintenance costs, 

taxes, cost of power, and other expenses in the normal course of business.’’ In 

response to items 21 .b(2) and 21 .b(3), Farmers states that the short-term borrowings 

converted to long-term debt on January 11 , 2009 totaled $6,977,646. State the portion 

of the amount converted to long-term debt on January 1 lfh that was used to pay 

operating expenses and fund construction projects separately. 

At Exhibit 5, page 2, Farmers lists its total long-term debts as of 

September 30, 2008. State the portion of these borrowings that was used to pay 

operating expenses and fund construction projects separately. 

b. 

c. At page 2 of Exhibit H-I, Farmers’ President and CEO, William T. 

Prather, states that Farmers last general base rate adjustment was made in 1984. 

Would it be fair to say that Farmers has avoided general base rate increases over the 

last 25 years by continuously financing operating expenses through short-term debt 

financings that have been converted to long-term debt financings? If no, explain in full 

detail. 

Response 

3.a. The entire portion of the long term advance was to reimburse general funds for 

construction projects. However, since RUS delayed advancing loan funds to Farmers, it 

was necessary to use short term funds for amounts paid from Farmers operating cash 

accounts until such time as loan funds were available. 
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3.b. All loans were used to fund construction projects. 

3.c. No. Farmers has used short term borrowings over the years, but this has not 

factored into whether Farmers needs to file for a rate increase. Interest on debt, 

whether long term or short term, has little effect on margins, although it does effect 

TIER differently. 
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Witness: Alan Zumstein 
Farmers Rural Electric Cooperative 

Case No. 2008-00030 
Third Data Request of Commission Staff 

4. Refer to Farmers’ response to Staffs Second Data Request, item 13. 

a. For account 593.1 1, Maint - hand clearing, explain the decrease in 

the test-year amount when compared to the amounts shown for the other 5 years in the 

comparison. 

For account 593.25, Maint - Chemicals, explain the relatively low 

expense reported in this account for 2006 when compared to the test year and the 4 

other years included in the analysis. 

b. 

c. For account 593.29, Maint - Cycle 2: 

(I) When compared to 2006, the amounts reported in this 

account increased by 69 percent for 2007 and I13 percent for the test year. Explain 

these increases; and 

(2) State whether it is Farmers’ opinion that these increases will 

recur annually. Provide support for Farmers’ position. 

d. For account 597.00, Maint Meters: 

(1) When compared to 2006, the amounts reported in this 

account increased by 407 percent for 2007 and 1022 percent for the test year. Explain 

these increases. 

(2) State whether it is Farmers’ opinion that these increases will 

recur annually. Provide support for Farmers’ position. 

e. For account 903.00, Consumer Records, since 2006, the amount 

recorded in this account has increased by approximately $1 00,000 annually, escalating 

to $872,761 during the test year. 

(1) Explain the nature of the increases in this account since 

2006. 

(2) State whether it is Farmers’ opinion that the test-year level 

will be recurring on a going-forward basis and give the basis for Farmers’ position. 

expense was about one-half of the expense for 2007. 

f. For account 908.00, Informational, explain why the test-year 



Item 4 
Page 2 of 3 

Witness: Alan Zumstein 

g. For account 921.00, Office supplies & expense, this account has 

Explain the nature of these annual decreased on an annual basis since 2003. 

decreases. 

Response 

4.a. Farmers has been systematically reducing cooperative right-of-way crews and 
replacing them with contract right-of-way crews. The employees either left through 
attrition or were given other jobs in the cooperative. 

4.b. Margins and TIER were steadily decreasing during 2006, as a result, Farmers 
significantly reduced spending on right-of-way. The reduction went from approximately 
September 2006 through March 2007 where almost no contractors were used. 

4.c.(l) Farmers reduced, and even discontinued, right-of-way contractors for several 
months of 2006 and 2007. Farmers increased its right-of-way clearing to get back to 
levels needed to maintain its right-of-way clearing program. 

4.c.(2) Farmers anticipates it will maintain the level during the test for future years. The 
test year right-of-way level will allow Farmers to get to, and maintain, a 5-6 year right-of- 
way clearing cycle. 

4.d.(l) An employee that previously worked in dispatch was transferred to work in 
metering. A portion of that employee’s labor and benefits are now charged to this 
account. An employee was hired to replace this employee in dispatching. This 
occurred during May 2007. 

4.d.(2) The level of expense during the test year is estimated to continue into the future 
at the current level. The level of employees have been in place prior to the test year. 

4.e.(l) Farmers hired an additional employee as Customer Service Representative 
during 2006, and one employee each year for 2007 and 2008 as Field Representatives 
to concentrate on collections. Farmers has made an effort to be more timely with 
collections and disconnects. Postage has increased during this time. During January 
2008, Farmers implemented an on-line collection service for approximately $1,200 per 
month. In addition, starting in 2005 office supplies and expenses related to billing 
functions has been recorded in Account 903.00 that had previously been recorded in 
Account 921 .OO, Office Supplies and Expenses. 

4.e.(2) The level of expense during the test year is estimated to continue into the future 
at the current level. The level of employees and activities have been in place prior to, 
and during the test year. 
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4.f. The employee in this position retired during January 2007. That employee charged 
all time to Account 908.00. The employee who replaced that employee now allocates 
labor to various accounts based on an estimate of time expended for that activity. 

4.g. Farmers has made more of an effort to allocate office supplies and expenses to the 
functional expense account where the cost has been incurred. Approximately $35,000 
per year has been allocated to Account 903.00 since that time. 
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Witness: Alan Zumstein 
Farmers Rural Electric Cooperative 

Case No. 2008-00030 
Third Data Request of Commission Staff 

5. Refer to Farmers’ response to Staff’s Second Data Request, item 14. This 

response is non-responsive. Provide a copy of the audit adjustments for the year ended 

December 31, 2007. 

Response 

There were no audit adjustments for the year ended December 31, 2007. The “no” was 

omitted from the original response. 
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Witness: Jim Adkins 
Farmers Rural Electric Cooperative 

Case No. 2008-00030 
Third Data Request of Commission Staff 

6. 

a. and b. 

Refer to Farmers’ response to Staffs Second Data Request, items 15. 

a. State the impact on test-year revenues and expenses 

separately, assuming that the proposed change in the power factor from 85 percent 

to 90 percent had been in effect during the entire test year. Provide all workpapers 

used to make these calculations. 

b. If the Commission were to approve the proposed change in the 

power factor, state why it would be inappropriate to include the effects of this change 

in the determination of the required revenue increase in this case. 

Response 

6.a. The following are the effect on revenue. East Kentucky Power currently bills 

Farmers for power factor penalty < 90%. Farmers would be recovering its cost. 

October 
November 
December 
January 
February 
March 
April 
May 
June 
July 
August 
September 
Total 

Demand Billed 
Test Year Proposed Difference 

10,550.95 10,961.44 41 0.49 
10,379.25 10,790.60 41 1.36 
9,533.76 9,928.03 394.28 
9,511.55 9,900.46 388.91 
9,364.84 9,777.55 412.71 
9,288.33 9,669.24 380.91 
9,059.67 9,449.82 390.15 
9,128.1 1 9,585.53 457.42 
9,260.48 9,813.92 553.44 
9,886.91 10,474.42 587.52 

10,846.15 11,394.17 548.02 
12,029.45 12,626.55 597.10 

118,839.44 124,371.75 5,532.31 

Demand 
Rate 

$5.06 
$5.06 
$5.06 
$5.06 
$5.06 
$5.06 
$5.06 
$5.06 
$5.06 
$5.06 
$5.06 
$5.06 

Amount 

2,077 
2,081 
1,995 
1,968 
2,088 
1,927 
1,974 
2,315 
2,800 
2,973 
2,773 
3,021 

27,993 

6.b. Farmers’ agrees that it should have included the effects of this change. 
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Witness: Jim Adkins 
Farmers Rural Electric Cooperative 

Case No. 2008-00030 
Third Data Request of Commission Staff 

7. Refer to Farmers’ response to Staffs Second Data Request, item 4. 

Provide the workpapers supporting the calculation of the $382,598 credit as 

referenced in the second paragraph. 

Response 

Farmers ran a billing query to select all accounts that had a penalty assessed during 

the test year. It then reran the query based on a 5% penalty, with no dollar limit on 

these same accounts. This resulted in the $328,598 penalty for those customers 

that incurred late payment penalties during the test year. Again, Farmers will never 

realize this level of penalty because it is expected that commercial and industrial 

customers would pay their bill on a timely basis where the penalty charge is 5% of 

their bill instead of a maximum dollar limit of $5.00. 
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Witness: Alan Zumstein 
Farmers Rural Electric Cooperative 

Case No. 2008-00030 
Third Data Request of Commission Staff 

8. Refer to Farmers’ response to Staffs Second Data Request, item 16. 

a. Explain the nature of the amounts charged to account 588 for 

Fuel, Federal Mogul generator, in the amount of $129,751.42, and Remote 

monitoring, Federal Mogul, in the amount of $12,000. 

b. State whether or not these expenses are expected to recur on an 

annual basis at the level included in the test year. 

Response 

8.a. Farmers has a generator located near one of its industrial customers whereby 

the generator can be used during outages, or blinks, and can also be used by 

Farmers to shave peak demand from using electricity supplied from East Kentucky 

to the generator. This is the cost to run the generator on an annual basis. Farmers’ 

presently uses the generator several times each month. The remote monitoring 

assists in the decision as to when the generator should be run. 

8.b. This will be an ongoing expense in the future. 
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Witness: Jim Adkins 

FARMERS RECC 
CASE NO. 2008-00030 

RESPONSE TO COMMISSION STAFF’S THIRD DATA REQIJEST 

Refer to Farmers’ response to Staffs Second Data Request, items 13 and 17. The 
information shown in Table I was compiled from information presented by Farmers at 
Item 13. 

a. As demonstrated in Table 1, the level of each of these expense accounts 
generally fluctuates significantly (greater than 5 percent) from year to year. Explain the 
reason for the increases and decreases to each of the accounts shown in Table 1 that 
exceed 5 percent. 

Response: 

a. The reasons for the fluctuations in these expense accounts over the period of 
time are a result of three unique situations and periods. The period of 200.5 through a part 
of 2007 was a time that Farmers was reducing as many expenses as it could for the 
primary reason of postponing a rate application for as long as possible. The other period 
encompasses the period of late 2007 until the end of the test year where the expenses 
referenced in Table 1 of this question returned to a more normal level. 

b. Considering the continuous fluctuation in the accounts sown in Table 1, 
discuss whether Farmers agrees or disagrees that it would be appropriate to normalize 
these accounts for rate-making purposes by allowing recovery of a 5 or 10 year average 
of these annual expenses. Explain Farmers’ position in full detail. 

Farmers does not agree with the use of a five year average or a ten year average. 
The use of an average of expenses over a five year period such as 2003 through 2007 
would be the equivalent to using the expenses for a period midway through the range of 
years used in determining the average expenses. This proposal does not seem to be 
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reasonable. 1Jsing a ten year average would be even more detrimental to Farmers 
because the period midway through the range would be even more removed from the test 
year. The use of average could be improved by adjusting the average amount to the test 
year amount by some inflation factor. The proper inflation factor could be subject to 
much debate though. 

Farmers suggests a different approach that may be appropriate in this situation. It is 
suggested that a ten year period of actual expenses be used to develop a regression line. 
This regression line then would be used to determine an estimate of expenses for the test 
year. This test year estimate would then be compared with tlie actual test year expenses. 
If the test year actual expenses are within a certain range of the predicted expenses such 
as five percent, then the actual expenses would be considered acceptable as provided in 
the application. 

Attached as page 3 of this exhibit is the expenses for the period of 1998 through 2007 for 
the accounts listed in Table 1. Also included is the predicted values for each year of this 
period plus the test year. A regression line was developed on the basis of the actual 
expenses for 1998 through 2997 and the used to predict the amount for the test period. 
The regression data is provided for each account at that bottom of tlie table along with the 
“multiple R” factor and the “R square” measure. Farmers also feels that it is best to look 
at the expenses as a total amount versus each individual account. 

Attached as page 4 of this response is a graph of the total actual expenses and the total 
predicted expenses. For the year, the predicted expenses were less than the actual by 
$38,695. The actual expenses were approximately 3.4% higher than predicted. This 
amount is well within a reasonable range based on a regression equation for actual 
expenses for 1998 through 2007. The actual test year amounts in these accounts should 
be accepted as presented in tlie Application. 
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Witness: Alan Zumstein 
Farmers Rural Electric Cooperative 

Case No. 2008-00030 
Third Data Request of Commission Staff 

I O .  Refer to Farmers' response to Staff's Second Data Request, item 17.a. 

Provide a separate schedule for accounts 593.00, 593.01, 595.00 and 595.01 that 

compares the general ledger detail of each account for the years 1998 through 2007 

and the test year. 

Response 

Responses are attached. 
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Witness: Alan Zumstein 
Farmers Rural Electric Cooperative 

Case No. 2008-00030 
Third Data Request of Commission Staff 

11. Refer to Farmers’ response to Staffs Second Data Request, item 17.a, 

Explain what is meant by “unusual trouble items” as stated in 

Explain what is meant by “overtime” as stated in item 17.c. Does 

item 17.b and item 17.c. 

a. 

item 17.c. 

b. 

this mean that only regular time and no “overtime” is reported in account 593.00? 

c. Are test-year storm damage expenses for which Farmers did not 

receive reimbursement reported in accounts 593.00 or 593.01? If yes, state the 

amount reported in each account for storm damage expenses. Show these 

amounts in the same general ledger detail as shown in Farmers’ response to item 

17.a. 

d. Would it be fair to characterize all amounts reported in account 

593.01 as storm damage expenses? If not, explain in full detail. 

e. Provide a schedule that separates the total labor hours charged 

to account 593.01 for the years 1998 through 2007 and the test year into these 

categories: (1) Unusual Trouble other than Storm-Related; (2) Regular Overtime for 

Routine Maintenance; and (3) Storm-Related. Separate labor hours into more 

detailed categories if possible and appropriate. 

Responses 

11 .a. “Unusual trouble items” relate to outages that occur during normal working 

hours, that are not a major storm, and require no overtime. This includes, but is not 

limited to, outages that occur due to auto accidents, trees falling on lines, small 

animals getting into lines, right-of-way outages due to minor wind blowing, etc. 
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I 1  .b. As a general rule, outages and overtime labor are recorded in Account 

593.01. Normal maintenance activities occurring during regular time are recorded 

in Account 593.00. 

11 .c. No. Storm damage is reported in accounts 593.02 to 593.05. 

1l.d. No. Amounts recorded in Account 593.01 can be very minor outages not 

caused by storms. In addition, any overtime and on-call employees have their time 

recorded in this account. 

11 .e. 

Labor hours charged to account 593.01 : 

Unusual Trouble Regular Overtime 
other than For Routine 

Storm Related Maintenance Storm Related 

1998 
1999 
2000 
200 1 
2002 
2003 
2004 
2005 
2006 
2007 

1,108 
686 
726 
665 
937 
651 

2,250 
627 

1,407 
1,190 

5,859 
5,439 
6,099 
5,427 
6 , 542 
5,835 
8,004 
5,989 
7,751 
7,215 
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Witness: Alan Zumstein 
Farmers Rural Electric Cooperative 

Case No. 2008-00030 
Third Data Request of Commission Staff 

12. Refer to Farmers’ response to Staffs Second Data Request, items 

17.a, 17.d, and 17.e. 

a. Explain what is meant by “unusual trouble items” as stated in 

item 17.e. 

b. Explain what is meant by “overtime” as stated in item 17.e. Does 

this mean that only regular time and no “overtime” is reported in Account 595.00? 

c. In Farmers’ response to item 17.e, reference is made to 

accounts 593.01 and 593.00. Staffs original question was with regard to accounts 

595.01 and 595.00. Was Farmers’ reference to accounts 593.01 and 593.00 in its 

response made in error when it intended to reference accounts 595.01 and 595.00 

instead? 

d. Are test-year storm damage expenses for which Farmers did not 

receive reimbursement reported in accounts 595.00 or 595.01? If so, state the 

amount reported in each account for storm damage expenses. Show these 

amounts in the same general ledger detail as shown in Farmers’ response to item 

17.a. 

e. Would it be fair to characterize all amounts reported in accounts 

593.01 and 595.01 as storm damage expenses? If not, explain in full detail. 

f. Provide a schedule that separates the total labor hours charged 

to accounts 593.01 and 595.01 for the years 1998 through 2007 and the test year 

into the following categories: (1) Unusual Trouble other than Storm-Related; (2) 

Regular Overtime for Routine Maintenance; and (3) Storm-Related. Separate labor 

hours into more detailed categories if possible and appropriate. 
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Responses 

12.a. “Unusual trouble items” relate to outages that occur during normal working 

hours, that are not a major storm, and require no overtime. This includes, but is not 

limited to, outages that occur due to auto accidents, trees falling on lines and 

damaging transformers, small animals getting into lines, right-of-way outages due to 

minor wind blowing, etc. that cause outage and damage to transformers. 

12.b. As a general rule, outages and overtime labor are recorded in Account 

593.01. Normal transformer maintenance activities occurring during regular time 

are recorded in Account 595.00. 

12.c. Yes, this should have referenced Accounts 595.00 and 595.01. 

12.d. No. Storm damage is reported in accounts 595.02 to 595.05. 

12.e. No. Amounts recorded in Account 595.01 can be very minor outages not 

caused by storms. In addition, any overtime and on-call employees have their time 

recorded in this account. 
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12.f. 

Labor hours charged to account 595.01 : 

1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 

Unusual 
Trouble 

other than 
Storm Related 

206 
99 

205 
151 
140 
104 
120 
84 

267 
155 

Regular 
Overtime 

For Routine 
Maintenance Storm Related 

640 
636 
503 
545 
445 
563 
453 
366 
530 
340 
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13. Refer to Farmers’ response to Staff‘s Second Data Request, item 17.g. 

a. Did Farmers receive Federal Emergency Management Agency 

(“FEMA”) funds or reimbursement from other sources for the amounts shown in 

response to item 17.g? If yes, how were the reimbursements accounted for-were 

they credited as an offset to the expense account, recorded as revenue, or 

accounted for in some other fashion? 

b. Does Farmers maintain insurance to cover damage caused by 

storms or other acts of God? If yes, provide a detail of insurance proceeds received 

in each of the previous 10 calendar years and the test year and state how they were 

accounted for. 

c. State the portion of the amounts supplied in response to item b 

above that were credited to Account 593.01 and Account 595.01. 

Responses 

13.a. Yes, reimbursements are reflected in the response to item 17.i. These 

reimbursements have been recorded as a credit back to the expense accounts as 

listed in item 17.;. 

13.b. No. Insurance carriers do not insure distribution plant. 

13.c. n/a 
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14. Table II details a partial listing of amounts charged to Account 926.00 

during the test year. These amounts were taken from Farmers' response to Staffs 

Second Data Request, item 18. 

I Emjloyee __ Christmas Party 1 6,594 
..F!.owevs,e-m~.~esfa"ly ____..._ 1 __-- 736 
Secretaries day lunch i 188 
Employee - training programs __I- 1 16,676 
Employee retirement gifts ! 2,704 
Food, extreme weather 500 
Employee Christmas glfts I 12,385- 

-l r--576 Rotary dues 

... _______--- 

__ __-. -- 
I 

I___ - 
j I 

Table II 
, I I __-_____I __-.- 

a. Confirm that Farmers has requested rate recovery for all the 

amounts listed in Table II. 

b. Identify the amounts listed in Table II that Farmers believes are 

not necessary to provide safe, reliable electric service and should, therefore, not be 

included in rate recovery. 

c. Identify the amounts listed in Table II that Farmers believes are 

necessary to provide safe, reliable electric service and should, therefore, be 

included in rate recovery. 

d. Provide evidence supporting Farmers' position for all amounts 

listed in response to item c above. 
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Responses 

14.a. Farmers’ has not removed any of the above items. 

14.b. The following should have been removed from the application, but were 

overlooked. 

Service awards 
Employee picnic 
Employee Christmas party 
Flowers, employees family 
Secretaries day lunch 
Employee retirement gifts 
Employee Christmas gifts 
Rotary dues 

1,635 
3,790 
6,594 

736 
188 

2,704 
12,385 

576 

28,608 

14.c. Those that have not been listed above. 

14.d. The Wellness Program was implemented to improve employees overall health 

and well-being to be able to perform job functions as efficiently as possible, and to 

reduce the overall costs for health insurance and time off for sickness. Employee 

meetings, coffee and supplies, and training programs assist employees in 

performing job functions with the knowledge and safety needed for both outside 

servicemen and office employees. 
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15. Refer to Farmers’ response to Staffs Second Date Request, item 23. 

a. At item 23.c, Farmers states that test-year health insurance 

costs were $907,532. 

(1) Provide a worksheet detailing how the test-year costs 

were distributed to Farmers’ general ledger accounts. 

(2) For each month of the test year, state the health and 

dental insurance costs that are included in the $907,532 test-year total. 

(3) Explain why the annual costs decreased significantly from 

2004 to 2005 and then increased significantly from 2006 to 2007. 

b. Refer to the third page of Farmers’ response. This page is a 

copy of Farmers’ Septem ber-08 medicaVdental statement. 

(1) There is a section on this statement that lists the number 

State the number of Directors of plan participants for each type of coverage. 

included in the number of plan participants for each type of coverage. 

(2) For each type of coverage, state the amount that is paid 

by Farmers and the amount that is paid by the employee. 

(3) Does Farmers agree that it would be appropriate to 

normalize health and dental insurance expenses for rate-making purposes based on 

the monthly premiums presented on this page? If not, explain. 
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Response 

15.a.(I) Test year costs distributed to general ledger during test year. 

107.20 
108.80 
142.2 
163.00 
184.00 
580.00 
583.00 
586.00 
587.00 
588.00 
593.00 
595.00 
597.00 
598.00 
902.00 
903.00 
908.00 
909.00 
920.00 
926.00 
930.00 
935.00 

Construction work in progress 
Retirement work in progress 
Due from other cooperatives 
Stores 
Transportation 
Operations 
Overhead line 
Meter 
Installations 
Miscellaneous distribution 
Overhead line 
Transformers 
Street lights 
Miscellaneous maintenance 
Meter reading 
Consumer records 
Consumer accounting 
Consumer information 
Administrative 
Employee benefits 
Miscellaneous 
Maintenance general plant 

Total 

Benefits 
Distribution 

176,541 
54,482 
7,361 

26,243 
17,197 
6,475 
8,125 

62,461 
2,375 

60,909 
133,777 

4,306 
1,504 
7,745 
9,237 

107,714 
20,683 

1,159 
99,049 
28,127 
12,255 
2,232 

849.957 
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15.a(2) Health and dental cost per month 

October 
November 
December 
January 
February 
March 
April 
May 
June 
July 
August 
September 

153,225 
153,370 
77,399 
88,126 
90,308 
55,867 
42,824 
44,464 
38,909 
22,181 
76,053 
64,806 

907,532 

Director costs 57 , 574 

Cooperative cost 849,958 

15.a.(3) The previous management made a concerted effort to meet TIER 

requirements during 2005 through 2006 to the extent of discontinuing right-of-way 

clearing for several months and reducing the funding of the self-funded health insurance 

plan. The current management of Farmers’ has developed a plan where the plan 

reserve balance will be established as one-half (1/2) of the estimated claims expected 

to be paid from the fund. It is the plan of the fund that the present funding level will be 

maintained into the future at this same level. 

15.b.(I) 3 single plans and 3 family plans. 

15. b.(2) The amounts are as follows: 

Cooperative Emplovee Total 
Single - medical 592.00 0.00 592.00 
Family - medical 1,209.00 140.00 1,349.00 

Family - dental 22.00 26.00 48.00 
Single - dental 22.00 0.00 22.00 
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I5.b.(3) Not necessarily. The more appropriate method to normalize the health and 

dental costs would be on the level for the test year. This funding mirrors the plan that 

management has implemented to adequately and systematically fund the self-funded 

health insurance plan. 

15.c. To help reduce the costs in the plan, Farmers has implemented a Wellness 

Program for its employees in an effort to make employees more healthy, and thus, 

reduce the claims against the plan. In addition, Farmers management has increased 

the deductible for single employees from $1 00 to $1,000 and for family plans from $200 

to $2,000. 

Farmers has had conversations with its Plan Administrator to determine if it could bid 

the insurance to different carriers, but has been informed that due the recent claims, 

and history of claims over the past few years, it would not be prudent to bid the 

coverage until the claims made against the plan are reduced. 
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16. Refer to Farmers’ response to Staffs Second Data Request, item 3. 

Farmers states that the rate of return on each rate class is not readily calculated or 

available. Explain whether Farmers intends to update the calculation for CATV 

attachments using the overall rate of return from this case, rather than the rate of return 

from Case No. 8438. 

Response 

Farmers’ agrees that it should update the rate of return for this case rather than Case 

No. 8438. 
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17. Refer to Farmers' response to the AG's Initial Data Request, item 11. At 

item 11 , Farmers states that its depreciation rates are within the ranges established by 

RUS Bulletin 183-1. Explain why the schedule presented by Farmers at item 11 

appears to show that Farmers' current depreciation rates for account numbers 365, 367, 

368, 370.01, 370.02 and 370.03 are not within the allowable ranges of RUS Bulletin 

183-1. 

Response 
Farmers is not proposing the change its depreciation rates. It has used the same rates 

as it used in its last general rate increase before this Commission. The RUS bulletin 

states that to change rates outside of the range would require a study be performed. 

Farmers is not proposing to change its rates. 
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18. Refer to Farmers’ Application, Exhibit 1, and Farmers’ response to the 

AG’s Initial Data Request, item 17. These documents include references to the 

accounting and rate-making treatment of the extra vacation day awarded to each 

employee for meeting safety goals. Is this extra-day award given to employees through 

an actual payment of cash equal to the employee’s pay-rate times 8 hours, or is it given 

by accruing an extra 8 hours of vacation time to be taken by the employee at some time 

in the future? If it is awarded through an accrual of an extra vacation day, explain why it 

is appropriate to add an additional 8 hours to the regular 2,080 hours worked when 

calculating pro forma wages, as done in Exhibit 1, considering that the 2,080 hours 

already accounts for all vacation hours used by the employee. 

Response 

Employees were given an extra vacation day that was taken during the test year and 

recorded as regular hours. During the test year two (2) unique situations occurred. The 

first was leap year was included. The second was every several years an anomaly 

occurs when pay is on a bi-weekly basis where an additional day is included in a twelve- 

month period. Both of these occurred during the test year for Farmers. As a result, 

there were 2,096 actually paid during the test year to include the leap year and 

additional day for the bi-weekly pay period. 

The extra vacation day was not paid in excess of the 2,096 hours as described above. 

During the process of accumulating information to prepare Exhibit 1, there was a 

misunderstanding by Mr. Zumstein as to the extra vacation day. It was his assumption 

that this was paid as an extra day equal to 8 hours times the employee’s pay-rate when 

in fact it was not. 
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19. Refer to Farmers’ response to the AG’s Initial Data Request, item 27. 

Provide a detailed cost breakdown and description of the items of expense listed in 

Table Ill. 
- I _____-__ 

Table lii 

1 71,124 

Response 

Miscellaneous general 
Judy Smith 
Employees 
Glasgow Courier 
Employees 
Various 
Various 
Various 

4,320 
1,279 

464 
1,595 

546 
377 
224 
98 

8,903 

Month I y courier service 
Reimburse mileage 
Advertise for lineman 
Meals at meetings 
Drive thru candy 
Christmas cards 
Employee photos 
Bank charges 

Maintenance agreements 
Southeastern Data Cooperative 71,124 Monthly software support 

Support agreements 
Southeastern Data Cooperative 3,810 Hardware support 
Com Squared Systems, Inc. 3,735 Scanner software support 
Com Squared Systems, Inc. 4,170 Scanner hardware support 
Open Solutions, Inc. 2,069 HP software maintenance 

13.784 
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20. Refer to Farmers' Application, Exhibit 3, page 3 of 6. For each account 

listed under Distribution Plant, it appears that the amounts in the Test Year Expense 

column do not correspond to the amounts indicated in the Normalized Expense column. 

For example, the test year depreciation expense listed for account numbers 344 

through 364 should correspond to the normalized expense for accounts 342 through 

362, given that these accounts did not have any activity for the test year. 

a. If Farmers agrees that Staffs assumptions are correct, provide a 

corrected page 3, as well as all other schedules affected by the correction. 

b. If Farmers does not agree with Staffs assumption, explain how the 

test year expense is correct as provided. 

Response 

20.a. Farmers agrees and has included the corrected page 3. 

20.b. n/a. 


