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Prepared testimony of each witness supporting its application including testimony from 
chief ofjcer in charge of Kentucky operations on the existingprograms to achieve 
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2 A. 
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7 A. 
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10 Q. 

11 A. 
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15 

16 

17 Q, 

18 A. 

19 

20 

21 

22 

Please state your name, business address and occupation. 

My name is Robert M. Marshall and my business address is East Kentucky Power 

Cooperative (EKPC), 4775 Lexington Road, Winchester, Kentucky 40391. I am 

President and Chief Executive Officer. 

How long have you been employed by East Kentucky Power Cooperative, Inc. 

(uEKPC77)? 

I have been employed by EKPC since January 1,2007. Prior to being named 

President and CEO at EKPC, I was President and CEO at Owen Electric Cooperative 

(“Owen”) in Owenton, Kentucky. 

Please state your education and professional experience. 

I received a bachelor of science degree in civil engineering from the Cleinson 

University. I also completed a program in management development from the 

Harvard Business School. I have been employed in the utility industry for thirty-nine 

years, serving in a variety of management positions at Florida Power & Light and as 

President and CEO at Coosa Valley Electric Cooperative in Alabama. I was President 

and CEO at Owen for about scven years. 

Please provide a brief description of your duties at EKPC. 

The Board of Directors has given me, as CEO, the responsibility €or managing the 

Cooperative’s business on a day-to-day basis. I develop and recorninend to the Board 

EKPC’s objectives and policies, short- and long-range plans, and annual budgets and 

work plans. I administer the Board’s approved wage and salary plan, authorize 

prudent investments, administer the budget, implement policies, plans and programs 

- 1 -  
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3 
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5 

6 Q* 

7 A. 

8 

9 

10 

I 1  

12 Q. 

13 

14 A. 

Vol. 1 A statement of the reason the 
adjustment is required. Section lO(l)(b)(l) 

established by the Board, ensure an appropriate organizational structure, negotiate 

contracts, and submit periodic and special reports to the Board on operations, 

financial issues, budgets, power supply, rates, construction, and other areas. This is 

just a sampling of the responsibilities established for the president and CEO in EKPC 

Board policy. 

What is the purpose of your testimony? 

The purpose of my testimony is to present an overview of EKPC’s Application for an 

increase in base rates, a discussion of the need for the rate increase, an introduction of 

the witnesses, and a description o f  the proposed rate design phase-in that includes a 

pass-through of the proposed increase in base rates to EKPC’s Member Systems when 

the new rates initially go into effect with a transition to cost based rates in 2010. 

Are you supporting certain information required by Commission Regulations 807 

KAR 5:001, Section IO? 

Yes. I am sponsoring the following schedules for the corresponding Filing Requirements: 

Tab 1 

1 Filing 1 Description 1 Volume 1 Tab# 1 
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13 

14 

Q. 

A. 

Q. 

A. 

Filing 
Requirement 

Section l0(9)(e) 

Description 

Attestation by utility’s chief officer 
in charge of Kentucky operations 
providing: 1) that forecast is 
reasonable, reliable, made in good 
faith and that all basic assumptions 
used have been identified and 
justified; 2) that forecast contains 
same assumptions and 
methodologies used in forecast 
prepared for use by management, or 
an identification and explanation for 
any difference; and 3 )  that 
productivity and efficiency gains are 
included in the forecast. 

ire  you sponsoring any exhibits? 

Volume 

Vol. 3 

Tab # 
. 

Tab 27 

Yes. I am sponsoring Exhibit RMM-1, which is tlie resolution from the EKPC Board 

of Directors approving the application for a rate increase. 

What increase is EKPC seeking and why is EKPC requesting an increase in base 

rates at this time? 

EKPC is requesting an increase in base rates that will result in approximately $67.9 

million in additional annual revenues, which is an increase of 7.8%, to address tlie 

recovery of the costs related to the Spurlock 4 Unit going into service and to address 

serious challenges regarding its financial condition. As discussed in Mr. Seelye’s 

testimony, the $67.9 million request differs slightly from the Board-approved amount 

of $67.7 million. The reason for this is that in the presentation to tlie Board the rates 

were applied to billing determinants for the 12 months ended April 30,2010, but in 

the rate case application the Board-approved rates were applied to the billing 

determinants for 12 months endcd May 31,2010. 
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Without rate relief, EIQC’s interest and debt coverage ratios will be inadequate to 

meet the requirements set forth in the mortgage and credit facility loan agreements 

with its lenders after Spurlock 4 goes into commercial operation on April 1, 2009. 

Spurlock 4 is a 278 MW circulating fluidized bed, coal-fired generating unit which 

will cost $528 million. EKPC has not yet included the Construction Work In 

Progress (“CWIP”) or any ofthe costs for Spurlock 4 in rate base. Because it has 

been accruing an Allowance for Funds Used During Constmction on its construction 

expenditures, EKPC is currently not recovering interest expenses associated with 

Spurlock 4 through base rates. Once Spurlock 4 is placed into commercial operation, 

EKPC will experience a significant increase in its non-fuel operation and maintenance 

expenses, depreciation expenses and current interest expenses. Although Spurlock 4 

will result in fuel and purchased power cost savings, those savings will be 

automatically passed along to its members through the application of the monthly fuel 

adjustment clause. Therefore, the fuel cost savings will not off-set the negative 

impact on EKPC’s net income from placing Spurlock 4 in service nor will it offset the 

significant increases in its non-fuel operation and maintenance expenses, depreciation 

expenses and current interest expenses that EKPC will incur. When EICPC begins 

incurring these increases in non-fuel operation and maintenance expenses, 

depreciation expenses and current interest expenses, EKPC’s interest and debt 

coverage ratios will be inadequate to meet the requirements set forth in the mortgage 

and credit facility loan agreements with its lenders. This is why EKPC is requesting 

an increase in its base rates and is using a forward test year in this proceeding. It is 
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18 
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critical that EKPC’s revenues from the application of wholesale rates be sufficient to 

cover these significant increases in expenses beginning April 1,2009. Even a delay 

of a month or two could result in EKPC failing to meet its 2009 debt covenants. 

Additionally, with the current crisis in the credit market, it is essential that EKPC 

increase its equity percentage and financial strength in order to have the ability to 

attract capital in the future. 

EKPC failed to meet its debt covenants in 2006 and had to request a waiver from its 

lenders in 2006. EKPC is also very close to failing to meet its debt covenants in 2008 

and may need to request a waiver again this year. When EKPC requests a waiver of 

its debt covenants from its lenders, the lenders charge EICPC a waiver fee to cover 

their legal costs, due diligence expenses, and to compensate them for EKE’C’s 

increased perceived risk. These anticipated fees would cost EKPC between $1.5 

million and $2 million in incremental expense. 

What effective date is EKPC proposing to implement the rate increase proposed 

in this Application? 

As noted above, it is essential that EKPC begin recovering additional revenue in some 

form beginning April 1, 2009. This can occur either by establishing a regulatory asset 

that would allow EKPC to record the additional revenues that it would have collected 

in April and May 2009, if EKPC’s new rates were to have gone into effect on April 1, 

2009, or through increased wholesale rates going into effect on April 1,2009, subject 

to refund of any excess over the rates finally approved by the Commission. This is 

described in more detail in testimony submitted by Mr. Steve Seelye in support of the 
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16 A. 

17 
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21 

22 

motion filed by EKPC, along with its Application in this case, for authority to 

establish such a regulatory asset. EKPC would prefer to address this problem by 

establishing a regulatory asset. 

Why does EKPC need recovery of costs associated with Spurlock 4 to begin by 

April 1,2009? 

EIQC is requesting authority to recover additional costs associated with Spurlock 4 

through the establishment and subsequent amortization of a regulatory asset because 

of the deterioration of its financial condition that will otherwise result after Spurlock 

4 goes into commercial service, and in order to demonstrate to the financial 

community that it is taking action to strengthen its financial condition and to meet its 

loan covenants. In its Order in case No. 2006-00472, the Commission recognized the 

financial pressure that Spurlock 4 going into service could cause and ordered EKPC 

to file a base rate case within nine months of Spurlock 4 going into service. This rate 

case complies with the requirements ofthat Order. 

What recent cost savings measures has EKPC initiated? 

Currently, EKPC is purchasing a significant portion of the power necessary to meet its 

members’ needs. The additional generating capacity that EKPC is constructing will 

help EKPC to avoid these purchases and reduce the delivered cost of power to its 

members. EKPC’s other cost containment initiatives include: reduction in the 

defined benefit plan level, increase in employee medical plan contributions, 

elimination of salary increases in 2007, improvements in the competitive bidding 

process, materials standardization, and improvements in power plant efficiencies. 

- 6 -  
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5 A. 
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21 

22 

EKPC is also deferring a computer software upgrade. Even with these cost cutting 

measures, revenues fiom current base rates will be insufficient to meet debt covenants 

after April 1,2009. 

When was EKPC’s last base rate increase? 

EKPC received an interim increase of $19 million annually beginning in April 2007 

in case No. 2006-00472. This interim increase was made permanent in December 

2007. EKPC had originally requested an increase of$43.4 millioii iii that proceeding. 

Please list EKPC’s witnesses who will provide detailed testimony supporting the 

proposed increase in base rates. 

(1) Mr. David G. Eaines, Chief Financial Officer at EKPC, will describe the overall 

financial condition of EKPC, the basis of the requested increase in base rates, and the 

need for additional equity. Mr. Ernes will also sponsor the financial forecast for the 

lest year. 

(2) Mr. Jonatlion Andrew Don, Vice-president of Capital Markets-Member Products, 

National Rural Utilities Cooperative Finance Corporation (“CFC”), will discuss 

EKPC’s need to build equity, EKPC’s credit strengths and weaknesses, and 

environment in which EKPC will need to raise capital. 

(3) Mr. Dan Walker, President of Walker and Associates, will prepare an independent 

appraisal of EIQC’s cost of capital requirements and recominend T E R  and equity 

levels that will enable EKPC to maintain its financial integrity. 

(4) Mr. Frank Oliva, Manager of Finance at EKPC, will provide an overview of 

EKPC’s budgeting process and will also provide a detailed explanation of the 
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methodology and assumptions used to forecast items other than projections of major 

construction projects and projections of capital and operations and maintenance 

expenses for the power production and power delivery functions. 

(5) Mr. Gary Crawford, Vice-president, Construction, at EKPC, will describe the 

Spurlock 4 circulating fluidized bed, coal-fired generating unit, the combustion 

turbine No’s. 8 and 9, and the Smith 1 circulating fluidized bed, coal-fired generating 

unit that EKPC is in the process of constructing. He will discuss the in-service dates 

and estimated costs of these generating units and describe the methodology and 

assumptions used to develop these cost estimates. 

(6) Mr. James C. Lamb, Jr. Senior Vice President of Power Supply at EKPC, will 

explain the methodology and assumptions used to prepare the load, sales and revenue 

forecasts. 

(7) Mr. Craig Johnson, Vice-president of Production at EKPC, will explain the 

methodology and assumptions used to prepare EIQC’s generation operations and 

maintenance expenses and capital expenditures forecasts. He will compare EIQC’s 

O&M costs to industry averages and discuss EKPC’s forced outage rates. 

(8) Mr. Ricky L. Drury, Manager of Engineering at EKPC, will explain the 

methodology and assumptions used to prepare EKPC’s power delivery operations and 

maintenance expenses and capital expenditures forecasts. 

(9) Ms. Ann Wood, Manager, Regulatory Services, will discuss the regulatory 

requirements in this Application and will sponsor a number of filings requirements 

for the rate case application. 
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17 Q. 

18 A. 

19 
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21 

22 Q. 

(10) Mr. Steve Seelye, Principal and Senior Consultant at The Prime Group LLC, will 

explain the revenue requirement calculation, discuss the cost-of-service study and the 

methodology used to develop this study, discuss the rate design and tariff changes that 

EKPC is proposing, and explain how the base rate increase will he passed through to 

EKPC’s Member Systems. 

Please describe the proposed rate design phase-in that includes a pass through of 

the proposed increase in base rates to EKPC’s Member Systems when the new 

rates initially go into effect with a transition to cost-based rates in 2010. 

The member systems recognize that it is necessary to evolve to a rate structure where 

fixed costs are recovered through demand charges and variable costs are recovered 

through energy charges. To accommodate the need for immediacy in implementing 

the proposed rate increase and to help provide time for the member systems to adapt 

to a new cost-based rate design, the EKPC Board decided to pass through the increase 

in base rates on a proportional basis when the new rates go into effect and to adopt a 

new cost-based rate structure beginning one year later. Mr. Seelye’s testimony will 

more fully describe this proposed phase-in of cost-based rates. 

Will EKPC’s base rate increase be passed through by the Member Systems? 

As discussed by Mr. Seelye in his testimony, the increase will he passed through by 

EKPC’s Member Systems pursuant to IUiS 278.455(2) when the rates go into effect. 

Fourteen of the sixteen Member Systems are filing for approval of the pass-through. 

The remaining two Member Systems are filing their own base rate cases. 

Please summarize EKPC’s request in this case. 

- 9 -  



1 A. 

2 

3 

4 

5 

6 

7 Q. 

8 A. 

EICPC is seeking an additional $67.9 million in annual revenues in order to improve 

its financial condition and meet its loan covenants. This increase, coupled with 

EKPC’s cost containment efforts, will enable EKPC to become a more financially 

solvent eiitity and will help to grow equity, which is going to be necessary to meet the 

more stringent lending requirements that are likely to result from the current credit 

crisis. 

Does this conclude your testimony? 

Yes. 



COMMONWEALTH OF KENTUCKY 
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In re the Matter of: 

THE APPLICATION OF EAST KENTUCKY ) 
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GENERAL ADJUSTMENT OF ITS 1 
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Robert M. Marshall, being duly sworn, states that he has read the foregoing 

prepared testimony and that he would respond in the same manner to the questions if so 

asked upon taltiiig the stand, and that the matters and things set forth therein are true and 

correct to the best of his knowledge, information and F$ef?-.---- 

hz 

Subscribed and sworn before me on this ~?f& day o f  October, 2008. 

@&V&& 
Notary Public 

My Commission expires: 



Exhibit RMM-1 
Page 1 of 2 

FROM THE MINUTE BOOK OF PROCEEDINGS 
OF THE BOARD OF DIRECTORS OF 

EAST KENTUCKY POWER COOPERATIVE, INC. 

At a regular meeting of the Board of Directors of East Kentucky Power Cooperative, Inc. held 

at the Headquarters Building, 4775 Lexington Road, located in Winchester, Kentucky, on Tuesday, 

September 9,2008, at 9:30 a. m., EDT, the following business was transacted: 

File Rate Application 

Upon recommendation of management and the Operations, Services and Support 
Committee and after review and discussion of the applicable information, a motion was 
made by Wade May and, there being no further discussion, passed to approve the 
following: 

Whereas, East Kentucky Power Cooperative, Inc. (“EKPC”) continues to experience 
financial challenges; 

Whereas, There is a possibility that, without continued improvement in its financial 
condition, EKPC will not satisfy the debt covenant requirements under the Rural 
Utilities Service (“RUS”)/National Rural Utilities Cooperative Finance Corporation 
(“CFC”) Mortgage and the Credit Facility Agreement; 

Whereas, EKPC’s financial condition also concerns the Public Service Commission 
(“Commission”); 

Whereas, EKPC intends to file the rate adjustment application with the Commission 
using a fully forecasted test period and seeks to increase annual revenues by 
approximately $67.7 million, or an 7.76 percent increase; and 

Whereas, EKPC plans to file the application on October 31,2008, and will seek actual 
implementation of the proposed rates for service rendered on or after June 1,2009; now, 
therefore, be it 

Resolved, That the EKPC Board of Directors (“Board”) hereby grants approval to file a 
rate increase application for an annual increase of $67.7 million, or 7.76 percent, to be 
effective for service rendered on or dter December 1,2008, which would support an 
actual implementation date of June 1,2009, after the statutory suspension period; and 
that the Board authorizes EKPC to seek RUS and CFC approval for this application. 



Exhibit RMM-1 
Page 2 of 2 

The foregoing is a true and exact copy of a resolution passed at a meeting called pursuant to 

proper notice at which a quorum was present and which now appears in the Minute Book of 

Proceedings of the Board of Directors of the Cooperative, And said resolution has not been rescinded 

or modified. 

Witness my hand and seal this gth day of September 2008. 

A. L. Rosenberger, Secretary 

Corporate Seal 
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Please state your name, business address and occupation. 

My name is David G. Eames and my business address is East Kentucky Power 

Cooperative (EKPC), 4775 Lexington Road, Winchester, Kentuclcy 40391. I am 

Chief Financial Officer for EKPC. 

Please state your education and professional experience. 

I received a Bachelor’s degree in Engineering from Northeastern University in 

1971 and a Master’s degree in Business Administration in 1976 from the 

University of Michigan. I am a licensed professional engineer and a certified 

public accountant in the Commonwealth of Kentucky. In addition, I have 

attended and participated in several seminars and supplemental training courses 

over the yeas. I have been employed by EKPC since January 1979 and have 

occupied my current position within the EKPC organization since September 

1985. 

Please provide a brief description of your duties at EKPC. 

I am responsible for all aspects of finance, accounting, performance measures and 

risk management at EKPC. 

What is the purpose of your testimony? 

The purpose of my testimony is to describe the overall financial condition of East 

Kentucky Power Cooperative, the basis of the requested increase in base rates, 

and the need for additional equity. 

Are yon sponsoring any exhibits? 

Yes. I am sponsoring Eames Exhibit-1. This exhibit summarizes EKPC’s 

financial forecast for the fully-forecasted test year used to support EKPC’s 



Filing Requirement 

Section 10(1)(b)(1) 

Section lO(lO)(a) 

I Vol. 5 1 Tab55 1 forecasted periods with supporting schedules 1 Section 1 providing details on eaih component of the capital 

Description Volume Tab# 
A statement of the reason the adjustment is 
re uired, 
Jurisdictional financial summary for both base and 
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Cost of cauital snmmarv for both base and 

Vol. 1 Tab 1 
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19 increase. 

What is the basis for the requested $67.9 million increase in base rates? 

EKPC is short of base load capacity because of load growth on its system. As a 

result of this shortfall, EKPC has been meeting member needs by purchasing 

power in the market. To more cost effectively meet this demand, the Spurlock 4 

generating unit, a 278 MW circulating fluidized bed, coal-fired generating unit, is 

scheduled to be placed into commercial operation in April 2009. The capital cost 

of Spurlock 4 is projected to be approximately $528 million. EKPC is also 

scheduled to add two combustion turbines (((CTs”), CT 9 and CTlO, at Smith 

Station in October 2009 at a cost of approximately $1 56 million. EKPC cannot 

support the costs associated with these capital additions without a base rate 

2 
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What costs will EKPC incur once Spurlock 4 is placed in commercial 

operation? 

EKPC will incur increased interest, depreciation, and non-fuel operating and 

maintenance expense once Spurlock 4 is placed in operation. I€ these increased 

costs are not recovered through base rates, EKPC’s compliance with its Times 

Interest Earned Ratio (“TIER”), Debt Service Coverage (“DSC”) ratio, and equity 

debt covenant requirements will be in jeopardy, resulting in EKPC not meeting its 

Rural Utilities Service (“RUS”) and National Rural Utilities Cooperative Finance 

Corporation (“CFC”) Mortgage and private financing Credit Facility loan 

covenants for 2009. 

What TIER is EKPC seeking in this proceeding? 

EKPC is seeking a TIER of 1.45, which is supported by the testimony of Mr. Dan 

Walker, President of Walker and Associates (Application Tab 23). 

What are the forecasted TIER and DSC for the test year ending May 31, 

2010 without the increase in base rates? 

As reflected in the attached Eames Exhibit 1, both the TIER and DSC without rate 

relief are forecasted to be 0.941. 

Is a TIER level of 1.45 necessary to allow EKPC to meet its objective of 

building equity? 

Yes. The Commission granted EKPC a TIER level of 1.35 in PSC Case No. 2006- 

00472. However, EKPC has been unable to significantly improve its equity level 

since the rates granted in that case went into effect. EKPC revenues continue to be 

subject to weather and economic conditions, and EKPC continues to face the on- 
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going risk of substantial unrecoverable costs due to forced outages. A TIER of 

1.45, and a corresponding annual rate increase of $67.9 million are needed, based 

on those risks, to allow EKPC to start to rebuild its equity level and meet its 

financial obligations pursuant to the RUSiCFC Mortgage Agreement and the 

Credit Facility Agreement. 

Has EKPC ever failed to meet the covenants for the RUS Mortgage and the 

Credit Facility Agreement? 

Yes. EKPC failed the covenants for RUS purposes in 2006 and would have failed 

to meet the minimum requirements in 2006 for the Credit Facility Agreement iCa 

waiver had not been obtained from the lenders. 

How did EKPC resolve those situations with its lenders? 

EKPC presented a plan of action to the RUS, which included the rate increase 

requested in PSC Case No. 2006-00472 and the many cost reduction efforts taken 

by EKPC in the past few years. RUS did not declare EKPC to be in default of its 

Mortgage covenants, based on its continuing efforts to improve its net margins 

and equity level, but RUS continues to monitor EKPC’s financial condition 

carefully. The lenders under the Credit Facility granted EKPC the necessary 

waiver, based on similar assurances of efforts to improve its financial 

performance and the payment of the waiver fee. The waiver cost to EKPC was 

$794,000, which represents additional fees and interest expenses 

Does EKPC expect to meet the loan covenants in 2008? 
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EKPC expects to meet the covenants for RUSKFC purposes but does not believe 

it will meet the covenants for the Credit Facility Agreement without the relief 

requested in PSC Case No. 2008-00436. 

What is the reason for possibly failing the Credit Facility Agreement 

covenants? 

EKPC has had to absorb $12 million of forced outage costs as of September 30, 

2008, and had several unexpected maintenance projects at its Spurlock Station, all 

of which has put it $10 million over budget so far for 2008. 

What are the consequences of EKPC not satisfying the DSC requirements o f  

the Mortgage Agreement and the Credit Facility Agreement? 

If EKPC does not meet the loan covenants, the Credit Facility lenders can place 

EKPC in default, and refuse to advance additional funds, or could demand 

immediate payment of the loan funds outstanding. This would be a very serious 

development, since EKPC does not have surplus funds to pay the loans, if called. 

At the very least, EKPC would need another waiver, which in today’s market 

could cost several million dollars. If rate relief is not granted in this case, EKPC 

would also be in potential default of the RUS mortgage. Consequently, RUS 

could refuse to advance any additional funds, and could implement other remedies 

available to it under the Mortgage. Under cross-default provisions, any default 

declared by RUS would be a default of the Credit Facility, as well, 

Why is it important for EKPC to build equity? 

A strong equity position is critical for EKPC to meet its loan covenants and to be 

able to obtain future financing. EKPC expects to need short term private 
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financing at least through 2019, for its capital expansion program. Having the 

appropriate amount of equity is essential for access to such financing, and will 

significantly reduce the cost of future borrowings. EKPC’s equity as a percent of 

assets as of August 2008 was 6.34%, far below the level EKPC needs to be 

considered to be in a strong credit position by the investment community. 

When does the Credit Facility Agreement mature? 

The Credit Facility Agreement expires on September 2,2010. 

In testimony in Commission Case No. 2006-00472, EKPC stated that it 

anticipated an increasing need to rely on private financing for generation 

projects in the future. Has there been any change in this situation? 

No, not at all. The RUS is still not lending for coal-fired or nuclear base load 

generation. It is unknown whether this suspension of generation loans will be 

lifted at any point in the future. EKPC is investigating private financing 

alternatives for the Smith CFB Unit 1 project, which will be more expensive than 

the loans guaranteed by the RUS in the past. 

Based on EKPC’s current financial condition, do you anticipate any 

difficulty in renewing the Credit Facility Agreement in 2010? 

If EKPC does not show significant improvement in its financial position, it will be 

very difficult or impossible to secure a replacement Credit Facility Agreement 

similar to the one currently in place, and any replacement will be much more 

expensive. This risk is discussed further in the testimony of Mr. Jonathon Andrew 

Don, Vice-president of Capital Markets-Member Products, of CFC. 
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EKPC is proposing to establish a regulatory asset as a means of providing 

cost recovery for Spurlock Unit 4 in April and May 2009. Based on EKPC’s 

current financial condition, how important is it for this regulatory asset 

treatment to be granted? 

It is extremely important. As indicated in my testimony and the testimonies of 

Mr. Walker, Mr. Don, and Mr. Seelye, EKPC’s equity is extremely low. The 

inability to obtain rate recovery concurrent with the commercial operation of 

Spurlock Unit 4 would place even more financial distress on EKPC. I strongly 

support EKPC’s proposal to establish a regulatory asset for this purpose. 

EKPC has another case (No. 2008-00436) before the Commission concerning 

establishing a regulatory asset for unrecovered forced outage replacement 

power costs. If the Commission approves the establishment of a regulatory 

asset in that proceeding, how will the decision impact this Application for a 

general rate increase? 

Upon Commission approval of the regulatory asset treatment outlined in Case No. 

2008-00436, EKPC will amend this filing (No. 2008-00409) and request an 

adjustment to consider the amortization of the regulatory asset for unrecovered 

forced outage replacement power costs. 

Does this conclude your testimony? 

Yes, it does. 
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Please state your name and business address. 

My name is Jonathon Andrew Don. My business address is 2201 Cooperative 

Way, Herndon, Virginia 20171. 

Please state your occupation and place of employment. 

I am employed by National Rural Utilities Cooperative Finance Corporation 

(CFC) as the Vice President of Capital Market Relations. In that capacity I am 

responsible for the structuring and execution of loan syndication activities and 

loan transactions on behalf of CFC’s borrowers, as well as the banking and 

investor relations functions of CFC. 

What is the purpose of your testimony? 

I will discuss EKPC’s need to build equity, EKPC’s credit strengths and 

weaknesses, and the environment in which EKPC will need to raise capital. 

Please explain CFC’s relationship with East Kentucky. 

CFC has had a long term credit relationship with East Kentucky going back lo 

1970. CFC’s current credit exposure consists of providing credit enhancement for 

$98 million of tax-exempt bond financing and almost $151 million of loans. CFC 

also arranged for a $650 million unsecured revolving credit facility for East 

Kentucky in 2005. 

Did you recently have an opportunity to review East Kentucky’s credit in 

connection with a potential financing? 

Yes. East Kentucky, like many other large Generation & Transmission (G&T) 

cooperatives, has a huge need for capital in order to manage daily operations, as 

well as for interim bridge financing of construction expenditures before the 
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placement of long-term permanent financings. In the past, East Kentucky has 

primarily been obtaining its long-term loan funds from the RUS. A loan request 

to RUS for permanent financing may take 18 months to 4 years before funding is 

available. In addition, in early 2008, the RUS announced that it has instituted a 

moratorium in regard to loan applications from electric cooperatives in connection 

with the financing of any coal-fired or nuclear base load electric generation. The 

RUS moratorium , coupled with cash requirements from normal or abnormal 

operations and the long lead time to obtain financing from the RUS, can severely 

impact cash resources. 

Was this the case with East Kentucky? 

Yes. East Kentucky has been using its $650 million syndicated bridge credit 

facility to finance its capital expenditure needs. The credit facility will mature in 

September 2010. To refinance the credit facility, East Kentucky will need to 

consider establishing diversified funding sources (other than RUS and CFC). In 

addition, in order to continue funding future capital expenditure needs, East 

Kentucky will likely need to establish another syndicated bridge credit facility 

when the current one matures. 

What is the primary factor in obtaining future financing? 

Credit quality of the borrower is the primary factor in securing any attractive 

financing package in the capital markets. 

Would yon explain? 

In order to both attract capital markets’ participants and establish a pricing 

schedule for the interest rate and fees, it is necessary to develop a credit profile for 
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East Kentucky. This can be done by evaluating East Kentucky’s credit strengths 

and challenges. 

What were some of East Kentucky’s credit strengths? 

A very important strength supporting East Kentucky’s credit is their all- 

requirements contract with their member cooperatives. East Kentucky’s financial 

performance also shows some improvement since 2004. 

What risks have you identified? 

Lenders will be most concerned about East Kentucky’s weak equity position. 

Specifically, East Kentucky’s asset-to-equity ratio was approximately 6.8% as of 

December 31, 2007. Our credit evaluation of East Kentucky resulted in a rating 

that would be in the range of BBB to BBB-. Since lenders expect to be 

compensated for risk, the loan pricing and fees would be based on this rating. 

Why must East Kentucky be concerned about attracting capital? 

As many borrowers are experiencing in the current credit markets (in October 

2008), the ability to attract capital may be very challenging and only available to 

companies with strong credit profiles. There are no guarantees that capital will be 

available at reasonable pricing levels and with reasonable terms and conditions 

when it is needed by East Kentucky. East Kentucky must compete for capital like 

any other utility. Lenders by their nature are risk adverse and, as such, look to 

avoid lending into an unstable or uncertain credit situation. In an unstable credit 

situation, it is ofien difficult for a lender to fully understand their risk exposure 

and determine what compensation is appropriate to accept that risk, if at all. 

Alternatively, given the vast opportunities to lend into stable credit situations, 
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lenders naturally move their available capital to “safe harbors” where their risk 

and rewards are more certain. Thus, East Kentucky must improve its financial 

position in order to improve its credit assessment to provide lenders a stable 

lending environment. With a stable credit environment, lenders can more 

effectively evaluate their risk. Thus, with improved credit, East Kentvcky will 

have the greatest opportunity to finance with competitive pricing and reasonable 

terms and conditions. 

Would a higher equity level provide East Kentucky lower cost financing? 

Absolutely. A stronger equity position is a key ingredient to a better credit score. 

Exhibit JAD-1 is the actual pricing guideline for a syndicated facility that was 

closed in September 2008, when the credit markets were in a more “uormal” 

mode. You can clearly see from Schedule 1 that the credit assessment drives the 

cost of financing. For example, the indicated London Interbank Offered Rate 

(“LIBOR”) pricing spread for a BBBIBBB- rated utility was 130-150 bps over the 

3-month LIBOR. (LIBOR is the rate used in EWC’s credit facility.) However, 

for a A/A- rated utility, the pricing spread would only be around 90-100 bps. This 

indicates that if East Kentucky can obtain an “NA-” rating, East Kentucky’s 

borrowing costs would be substantially reduced by 40-50 bps This represents an 

interest expense savings of $3.25 million a year on a $650 million credit facility, 

or $16.25 million over the five-year financing period. It is very important to note 

that there has been a significant widening in pricing due to adverse market 

conditions since Septcmber 2008. While this may change in calendar year 2009, 

as of October 21,2008 credit market conditions have worsened considerably from 
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September 2008, and there is very limited capital available from the banking 

system. I believe that if East Kentucky were to seek financing as of October 20, 

2008, it would have to pay a credit spread of at least 300 bps over LIBOR with 

closing fees of an additional 2% ofthe total to secure financing, if it could obtain 

financing at all. This would also be for a term of one year only, as compared to 

East Kentucky’s current credit facility term of 5 years. 

What expected returns and financial performance do you believe are 

necessary for East Kentucky to attract capital at reasonable prices and 

terms? 

Before lending capital, bankers go through their own credit profile analysis. The 

lenders closely evaluate the expected returns of the borrowers and their risk 

exposure. If the borrowers’ credit challenges exceed their credit strengths, the 

lenders will require higher interest rates and fees to compensate for the increased 

exposure. If they believe the risk exposure is too great, they will not participate in 

the financing. This will be extremely important if East Kentucky is to refinance 

the current credit facility. East Kentucky must start now to get their credit house 

in order. I believe that East Kentucky needs rates sufficient to allow it to 

gradually build its equity-to-asset ratio to a minimum of 10%. 

Does this conclude your testimony? 

Yes. 
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Please state your name and business address. 

My name is Daniel M. Walker. I am an advisor on cooperative finance. My business 

address is 7106 University Drive; Richmond, Virginia, 23229. 

Please describe your relevant experience and educational background. 

I hold a Bachelor’s degree from Appalachian State University and a Master of Business 

Administration degree from the University of Richmond. I have published articles in the 

College of William & Mary Business Review, EPRI Research Journal, and Public Utilities 

Fortnightly on regulation. I have served as Director of Public Utility Accounting and 

Finance for the Virginia State Corporation Commission and as a public utility consultant, 

testifying in civil and administrative cases in Virginia, Florida, Kentucky, Ohio, Arizona, 

and Alaska. In addition, I have served as the Chief Financial Officer for Old Dominion 

Electric Cooperative for 21 years. In that capacity, I have been directly responsible for the 

issuance of approximately $3 billion of cooperative financings. Also, in that capacity I 

have testified on behalf of Old Dominion and its members before the Virginia State 

Corporation Commission, the Maryland Public Service Commission, the Delaware Public 

Service Commission, and the Federal Energy Regulatory Commission. As an advisor to 

G&Ts, I have assisted in placing over $2.5 billion of financing in the capital markets. 

What is the purpose of your testimony? 

I have been asked by East Kentucky Power Cooperative to prepare an independent 

appraisal of East Kentucky’s cost of capital and to recommend Times Interest Earned Ratio 

(TIER) and equity levels for ratemaking that are fair to East Kentucky and its 

memberiowners that will allow East Kentucky to attract capital on reasonable terms and to 

maintain its financial integrity. 
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Please summarize your testimony and recommendations. 

I developed a recommendation for East Kentucky based on TIER and equity metrics from 

BBB+ to A+ rated G&Ts. Because of the changing credit environment and East 

Kentucky’s current less than favorable credit position, it is critical that they have in place 

rates which will produce an earned TIER sufficient to attract capital. 

How did you estimate East Kentucky’s cost of capital? 

First, I evaluated East Kentucky’s credit using the same techniques that the debt rating 

agencies use. Second, I selected a proxy group of cooperatives that are comparable to East 

Kentucky with regard to risk. The regulatory principle of a “fair rate of return” requires 

that the cost of capital be determined by comparing achieved earnings of companies with 

corresponding risk. Third, I averaged the proxy group’s earned TIER’S for the last three 

reporting years. Fourth, I narrowed the proxy group of cooperatives to those cooperatives 

that have been evaluated and given a debt rating ofBBB+ to A+ rating from at least one of 

the three major rating agencies. I call these G&Ts the “Referencc Group.” 
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Cost of Capital 

Q. How do you define the required rate of return or cost of capital used to set rates for a 

cooperative? 

In the regulatory arena the cost of capital is a measure of a “fair” rate of return. A. 

“At a minimum a public utility must be afforded the opportunity not only of 
assuring its financial integrity so that it can maintain its credit standing and 
attract additional capital as needed, but also of achieving earnings (margins) 
comparable to those of other companies having corresponding risk.”’ 

This is a fundamental principle of finance whether the utility is regulated or unregulated. 

For a cooperative using TIER (interest coverage) to set rates, the rate of return is the 

margin left over after covering all costs expressed in a ratio of margin to interest cost. In 

determining a rate level, capital-attracting adequacy is properly considered a basic test of a 

fair return. A utility must be able to attract capital at a reasonable cost in order to build and 

maintain physical plants and to meet its public service obligations. Failure lo maintain the 

financial integrity of a cooperative i s  against the interest of its members as well as the 

lenders of capital. The first step in determining cost of capital is to establish risk 

parameters. 

18 Q. How do you determine the appropriate risk parameters? 

19 

20 

21 

22 

23 

24 

A. The most important sources of an independent evaluation of risk and credit are the three 

major rating agencies: Standard & Poor’s (S&P), Moody’s Investors Service (Moody’s), 

and Fitcb. It is fundamental tbat expected returns are directly related to the perceived risk 

of an investment. It follows that a similarity of risk between a particular cooperative and 

other rated cooperatives implies that their respective cost of capital should be similar. In 

most cases, to determine the cost of capital for a cooperative you would compare its 

’ Charles Phillips, Jr., “The Regulation of Public Utilities,” Public Utilities Reuorts. Inc., p. 331 
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financial performance with cooperatives of similar risk as determined by the three major 

rating agencies. In other words, to attract capital it is reasonable to assume the lenders 

would expect cooperatives with similar risk to have similar financial performance. 

Does this model work for East Kentucky? 

Yes. This model is especially important to East Kentucky because they must improve their 

credit position to attract capital. To restore positive credit credentials, East Kentucky must 

earn a TIER on a consistent hasis that would result in a credit assessment equivalent to the 

BBB+ to A+ range. 

Is East Kentucky currently rated? 

No. However, by applying the principles used by the rating agencies, a proxy rating can be 

determined. 

Could yon briefly explain what factors are considered important by the rating 

agencies in assessing a cooperative’s risk? 

While each of the rating agencies has a different rating methodology, they tend to 

concentrate their evaluation of cooperatives in several areas. A “credit negative” in one 

agency may also be a credit concern in the other agencies. General areas of evaluation are: 

(1) Financial Performance 

(2) 

(3) 

(4) Member Profile 

( 5 )  Size 

Flexibility to Change RatesiRegulatory Environment 

Long-Term Wholesale Contract with Members 

The above list is ranked in the general order of importance given by the particular rating 

agency’s committees in developing credit ratings. 
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1. Financial Performance 

The bottom line indicator on how well a cooperative has dealt with its risk is the 

financial results of its operations. The agencies analyze a variety of indicators and 

ratios to measure the ability to cover fixed and variable obligations. The key ratios 

analyzed are interest or debt service coverages, liquidity, and equity. For the 

purposes of my study I have concentrated on TIER and equity since the Kentucky 

Public Service Commission uses these indicators to set rates. The rating agencies 

also apply stress to financial results to test the ability of cooperatives to deal with 

uncertainties in their financial operations. The reason financial performance is given 

the most weight by lenders is that financial performance demonstrates the 

cooperative’s ability to service its obligation, which could have a direct impact on the 

value of the lender’s investment. For example, a downgrade in a credit rating of a 

cooperative could decrease the value of that cooperative’s bonds held in a 

bondholder’s portfolio. The bondholder is concerned about a cooperative’s credit at 

both the time of issuance and on an ongoing basis. 

Flexibility to Change RatesiRegulatory Environment 

Most of the cost exposure to cooperatives, such as fuel, is unregulated in the U S .  

The cooperative needs the flexibility to raise or lower rates in order to track dramatic 

changes in cost levels. This holds true also for envirolmental requirements and 

capital investments to provide service. Not all cooperatives are regulated. 

Cooperatives that serve in states that are regulated have more difficulty raising rates 

compared to peers who are only subject to their board of directors for authority to 

change rates. An unsuppoilive regulatory jurisdiction is a credit negative and leaves 

2. 
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cooperatives with less flexibility to raise rates if needed. Of the 21 rated G&T 

cooperatives, only two are state regulated for rates, and three are regulated by the 

Federal Energy Regulatory Commission (FERC). The FERC regulated co-ops use a 

flexible automatic adjustment formula to adjust rates. In Moody’s evaluation of risk, 

financial performance and rate flexibility account for 60% of the credit evaluation. 

3. Long-term Wholesale Contracts 

The contracts between cooperatives and their members provide a high degree of 

assurance that cost and capital investments can be recovered in rates. The trend in the 

industry is to extend existing contracts for 30 or more years. Cooperatives such as 

Oglethorpe have extended their member contract to 2050. Most lenders, either in the 

capital market or RUS, are generally not issuing new loans beyond the maturity date 

of existing wholesale power contracts. Shorter maturities result in fewer numbers of 

years to recover fixed cost, thus increasing the cost per year. This situation is 

considered a credit negative by the rating agencies. Generally, the longer the 

contract, the greater assurance the cost of assets will be recovered and the debt repaid. 

4. Member Profile 

The member profile is important because it is the members that are the primary 

source of cash flow. The credit strength ofthe members, whether they are “end-of- 

line” member consumers or purchase for resale distribution members of a G&T 

cooperative, is an important factor to the credit strength of the cooperative. If a 

cooperative has members with poor credit fundamentals, it is a credit negative for the 

system. 
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This factor, while the least important, still matters. The larger the entity, the greater 

the ability to withstand unexpected events. Also, the greater the size, the greater the 

ability to take advantage of economic diversity such as fuel mix and new generation. 

On the other hand, smaller utilities or utilities that have sufficient load loss have 

difficulty adjusting to significant events 

Listed below are the cooperatives that have investment grade ratings as of 

9 Coooeratives with Investment-Grade Ratings 

10 Cooperative Moody’s - S&P Fitch 

11 
12 
13 
14 
.5  
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 

G&T’s 
Alabama Electric Cooperative 
Arkansas Electric Cooperative 
Associated Electric 
Basin Electric Power 
Brazos 
Buckeye Power 
Central Electric - South Carolina 
Central Iowa 
Chugach Electric Association 
Dairyland Power Cooperative 
Georgia Transmission Cooperative 
Golden Spread 
Great River Energy 
Hoosier Energy Rural 
Oglethorpe Power 
Old Dominion Electric 
Seminole Electric Cooperative 
Square Butte Electric Cooperative 
Tri-State G&T Association 
Western Farmers 
Wabash Valley 

... 

_ _ _  
A2 
A2 
A3 
A3 
A3 
A3 
A3 
A3 

A1 
Baa2 

_ _ _  

BBB+ BBB+ 
AA-(Neg.) A+ 
AA AA 
A+ AA- 
A- A 
A+ A+ 
AA _ _ _  
A A- 
A- A- 
A 
AA- AA- 
A A- 
BBB+ A- 
A- _ _ _  
A A 
A A 
A- 
A- _ _ _  
A A- 
BBB+ A- 
BBB+ _ _ _  

_ _ _  

_ _ _  

33 

34 applications? 

Q. Would you explain bow credit positives and credit negatives work in particular 
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Each utility has its own “basket of risks” to manage and still provide service on a daily 

basis. Most experts would agree that each utility has a collection of factors that are either 

credit positives or credit negatives. Since the credit crisis following the collapse of Enron, 

the ability to maintain credit standing has become demanding and difficult. In 2002, 

subsequent to the Enron collapse, there were substantially greater downgrades than 

upgrades by S&P. The challenges for a utility are to mitigate credit negatives and improve 

credit positives when possible. Unfortunately, each utility has some credit negatives that 

are outside their ability to control. Weather and unexpected economic conditions that 

impact demand are good examples. 

Within a rating category, each cooperative has different credit negatives and positives. For 

example, two cooperatives may have the exact same letter credit rating. Cooperative (A) 

may build into rates a higher TIER that could be a credit positive, however have a credit 

negative in that rate flexibility may be limited, such as with rate regulation. Cooperative 

(B), on the other hand, may build into rates a lower TIER coverage, which by itself would 

be a credit negative. However, this credit negative could be mitigated if the cooperative 

has the flexibility to adjust rates when needed to cover changing cost levels. Old Dominion 

Electric Cooperative (a G&T serving Virginia, Maryland, and Delaware) is a good example 

of how credit negatives can be offset against credit positives. Old Dominion is regulated 

by the Federal Energy Regulatory Commission (FERC). Old Dominion each year develops 

rates sufficient to achieve a TIER of 1.20X. Its FERC tariff slates that if the 1.2OX is not 

achieved, then rates can automatically be increased to achieve a 1.20X coverage. In other 

words, Old Dominion has accepted a fixed TIER in exchange for assurance from the 

regulator that a l.20X level can be achieved on an annual basis without regulatory lag. If 
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1 actual financial performance produces a TIER greater than 1.20X, then the Old Dominion 
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10 

11 
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14 
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16 
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18 
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24 

25 

26 

21 

28 

29 

member cooperatives have the option of whether to receive a refund, use the difference to 

mitigate other costs, or post higher margins to build equity in order to offset risk. Financial 

performance and the flexibility to adjust rates are intricately linked and are evaluated 

together. 

The key in any credit evaluation is whether the credit negatives outweigh the credit 

positives and to what degree the lenders are exposed to a cooperative’s risk. 

How important is it to maintain a good credit position? 

Failure to maintain a good credit position is against the interest of consumers as well as 

lenders. 

“An immediate effect of low earnings and earnings of low quality is to 
increase the financial risks of investors, and thus lead to the downgrading of 
securities by the rating agencies. Downrating, in turn, means that the bonds 
must carry higher interest rates, a charge which is passed along to customers. 
Such downgrading has become a familiar phenomenon in the utility scene . . . 
The bonds of many utilities are now rated at levels so low that many 
institutional investors are barred by law from purchasing them, and interest 
rates must be raised in order to sell the securities within a much smaller 
market. These additional capital costs force rate increases which otherwise 
would not be necessary, without improving the financial condition of the 
utilities or their ability to raise money on a low cost basis. An equally serious 
result of limited capability to raise money is the inability of the utilities to 
make the investments required in order to achieve the optimum economies of 
service.”‘ 

In today’s utility credit environment, the basis for capital attraction is the credit 

evaluation process. Whether the lenders are program lenders (CFC, CoBank), bond 

investors, conimercial banks, or trade vendors, all rely on an evaluation of credit to 

determine if capital or credit should be advanced. In addition, this evaluation may 

also determine the nature of tenns and conditions for capital or credit. 

Report of an Informal Task Force to the Energy Transition Team “Recommendations for Restoration of Financial 
Health to the U.S. Electric Power Industry” (mimeographed, December 17,19801, pp. 11-12, 
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1 

2 it show? 

Q. You said that the first step is to determine East Kentucky’s credit profile. What does 

3 

4 

5 

6 Q. Would you explain further? 

7 

8 

A. If rated today by the three major rating agencies, East Kentucky most likely would not 

achieve an investment grade rating. Certainly their credit position is currently below all the 

“ B B B  rated cooperatives listed above. 

A. There are currently five G&T cooperatives that have at least a “BBB” debt rating from one 

of the three major debt-rating agencies. 

9 
io  

11 
12 
13 
14 
15 
.6 

Great River 
Western Farmers 
Tri-State 
Wabash Valley 
Alabama Electric 
East Kentucky 

Three-Year (2005-2007) 
Average TIER Equity Percentage 

1.53X 12.08% 
1.41X 1 3.87% 
1.38X 18.60% 

1.24X 9.98 % 
1.26X i c 1 . 1 4 ~ ~  

.96X 6.83% 

17 

18 rated cooperatives. 

19 

20 

21 

22 

23 

24 

25 

Of this group, East Kentucky’s financial performance is substantially below the “BBB” 

Q. Could yon give me an example of how East Kentucky’s weakened credit position 

could impact its cost and ability to attract capital on reasonable terms in the future? 

East Kentucky currently has in place a $650 million credit facility to help bridge its capital 

needs until permanent financing is available. The level of interest cost and other fees are 

directly tied to an assessment of its credit profile. When this facility was established, the 

pricing was based on a credit position of a BBB- to BBB credit rating. This evaluation was 

just barely in the investment grade category. The continued weakness in East Kentucky’s 

A. 

26 

7 

credit position has threatened its ability to meet the debt covenants of the credit facility and 

has called into question its ability to structure a similar credit facility when this 
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Q. 

A. 

Q. 

A. 

arrangement matures in 2010. Even if they could find willing banks to participate, not only 

will the financing be more expensive, but also the terms and conditions could be highly 

restrictive. For example, lenders could require a direct guarantee from East Kentucky 

members before funds could be advanced. In addition, the longer the credit position 

remains weak, the more likely their permanent lenders, RUS and CFC, may impose more 

difficult terms and conditions that would reduce East Kentucky’s flexibility for years to 

come. 

What is your recommendation regarding East Kentucky’s credit condition? 

Stronger financial performance would substantially improve East Kentucky’s risk 

assessment and, therefore, improve its credit position. I believe East Kentucky should 

strive to achieve financial performance, on a consistent basis, to support a debt rating in the 

BBB+ to A+ rating category. This would yield the best combination of cost and flexible 

terms and conditions. As such, the cost of capital awarded by the Kentucky Public Service 

Commission should be consistent with other G&T cooperatives with ratings in the BBB+ 

to A+ range. 

Since the last rate case, has East Kentucky achieved the level of financial performance 

necessary to obtain capital at reasonable cost? 

No. On the surface it would appear that the 1 . 4 1 ~  TIER posted in 2007 would be a step in 

the right direction. However, 76% of East Kentucky’s earnings in 2007 were either non- 

recumng or non cash AFUDC. Credit analysts would discount both these items in their 

analysis thus leaving East Kentucky with a coverage ratio of only 1 .lox rather than 1 .41~.  

In today’s credit environment it is highly unlikely that East Kentucky will be able to 

replace its $ 650 million bank syndicated facility in 2010 without strong financial 
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performance in 2008 and 2009. This facility has been heavily used by East Kentucky with 

frequent balances well over $500 million. The inability to renew this facility could cause 

severe liquidity problems for East Kentucky. 

Could you explain your concerns? 

We ase now in the worst credit crisis since World War 11. The credit crisis has produced 

fewer lending institutions and substantially higher requirements to obtain credit now and in 

the future. The “flight to quality” has even made it difficult for “A” rated credits to 

borrow. While most analysts believe this condition will hopefully improve in the future, it 

is likely East Kentucky will find a much tougher lending environment in 2010 than was 

available in 2005 when the syndicated facility was first arranged. East Kentucky is running 

out of time to achieve a credit profile and financial performance that would attract capital 

on reasonable terms. It is thus critical, that earnings improve in order for East Kentucky to 

have a fighting chance to arrange liquidity financing when the current $650 million facility 

matures in 2010. 

How did you select the proxy group of rated G&T cooperatives? 

I gathered information from various sources comparable to BBB+ and A+ rated G&T 

cooperatives from across the United States. I analyzed the data first by grouping all the 

BBB+ to A+ rated G&T cooperatives together and determined the average and median 

TIER. To remove any bias from year to year fluctuation, I averaged three years of data for 

the period 2005 to 2007 for each G&T cooperative. In addition, I removed the highest 

average TIER (Golden Spread) and the lowest average TIER (Square Butte) to further 

smooth the average. 

Would you summarize the results of your analysis? 

Q. 

A. 

Q. 

A. 

Q. 
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1 A. Before discussing the cost of capital, it is important to acknowledge that the true cost of 
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7 

capital for East Kentucky is 

covenant of its mortgage. This is a minimum TIER requirement with potential penalties if 

East Kentucky’s TIER drops below this level. Most mortgages or indentures have some 

form of debt covenant. The lenders generally view this covenant as a market entry test that 

must be achieved in order to avoid default. In other words. a minimum threshold must be 

the TIER of 1 . 0 5 ~  contained in East Kentucky’s debt 

achieved before additional bonds can be issued. The 1 . 0 5 ~  TIER threshold does not mean 

East Kentucky can actually attract capital with margins at this level. The market after an 

assessment of risk as addressed above will determine what level above 1 . 0 5 ~  is necessary 

to attract capital 

Exhibit DMW-1 lists the rated G&Ts and their achieved TIER. The TIER coverage for 

each G&T was calculated using an average of 2005,2006, and 2007 TIER data. In column 

(H) I have included just those G&T’s that are rated in the BBB+ to A+ range. This 

represents a reasonable credit range for East Kentucky. A review of East Kentucky’s credit 

profile would suggest that if East Kentucky achieved financial performance similar to the 

“Reference G&T’s” in column (H), they would likely also have similar ratings 

Using the earned TIER’S for BBB+ to Ai- rated G&Ts in column (H) of Exhibit DMW-I, 

the G&Ts can be divided into four groups 

TDER 
Level IV 1.63X to 2.84X 
Level I11 1.39X to 1.53X 
Midpoint 1.385X 
Level I1 1.29Xto 1.38X 
Level I 1.10Xto 1.27X 

This grouping is useful to evaluate East Kentucky’s need to improve its credit position. As 

stated above, a utility’s credit position is made up of credit positives and credit negatives. 
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The debt ratings are derived by the ability of the cooperative to offset credit negatives. The 

cooperatives in Level I have a tendency to e m  relatively low TIER’s. In evaluating their 

credit, their financial performance is actually a credit negative. This credit negative is 

offset by certain significant credit positives. For example, Oglethorpe is not regulated and 

can adjust all its charges to its members on a monthly basis to insure timely collection of 

cost. Thus, there is little risk of under-recovery of either fuel, operational, or fixed cost. 

Second, several years ago Oglethorpe and its members modified their contracts, which 

effectively fixes the power requirements of its members from Oglethorpe. As a result of 

this contract change, Oglethorpe is relieved of the obligation and corresponding risk of 

building or acquiring power supplies to meet members’ growth. Therefore, the member’s 

load growth is the responsibility of the individual member, not the G&T. 

Having the ability to immediately recover changes in cost levels and not having to incur 

risk related to capital acquisition are significant credit positives, thus allowing Oglethorpe 

to earn lower TIER’s and equity ratios and still retain an “A” rating. By comparison, East 

Kentucky is limited by regulation in its ability to change its rates to recover cost and also is 

obligated as a public service company to provide for its members’ load growth. To 

compensate for these risks, East Kentucky must earn a higher TIER than Oglethorpe to 

attract capital. 

To compensate for its “basket of risk” East Kentucky should earn a consistent TIER above 

the midpoint of the TIER earned by the BBB+ to A+ G&T cooperatives. To be more 

specific, before their next financing, East Kentucky should post annual financial 

performance within the upper end of Level I11 (1.39~ to 1 . 5 3 ~ )  on a consistent basis. This 

would demonstrate that East Kentucky’s credit position has iinprovcd and stabilized. 
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Was this the same methodology you used in East Kentucky’s last rate case? 

The methodology between the studies in the last case and this case is essentially the same. 

In the last case I used a three-year average of earned TIERS of G&Ts with debt ratings 

between BBB+ and A+ for the years of 2004,2005, and 2006. In this case I updated the 

data and used a three-year average of TIERs for essentially the same G&Ts for the years 

2005,2006, and 2007. The updated study does have an additional data point. In the 

current study, I included Arkansas in the Reference Group since, as a result of a downgrade 

by Fitch (AA- to A+), they now have the majority of their ratings in the “A” category. In 

the last case the majority of Arkansas’ ratings were outside the Reference Group range of 

BBB+ to A+. With the additional data, each of the four levels have an equal number of 

data points. 

Are you surprised that the cost of capital for G&Ts has continued to increase? 

No, I am not surprised. The overall business risk in our industry continues to increase thus 

requiring higher financial performance in order to maintain credit quality. Whenever 

possible, G&Ts are taking steps to deal with credit issues by improving earnings, equity, 

and liquidity levels. The new credit environment for years to come will certainly demand 

even higher credit standards. 

Where would you recommend the Commission actually set the TIER for making rates 

in this case? 

In Order No. 2006-00472, the Commission used a TIER of 1 . 3 5 ~  to set rates which was the 

bottom of my recommended Level 111 range. There are a number of reasons why the 

bottom of my current recommended Level 111 range ( 1 . 3 9 ~  to 1 .53~)  will not work in this 
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case. Conditions surrounding East Kentucky in this case are far different than the credit 

environment in the last case. 

What has changed since the last case? 

First, as I have stated above, we are in the greatest credit crisis since World War 11. For 

years to come we will witness the results of a “flight to quality” in which lenders will 

demand higher credit standards. East Kentucky will feel the real world impact of tougher 

lending requirements when it tries to solicit banks to replace the current $650 million credit 

facility in 2010. While the exact nature of these requirements may not be known at this 

time, it is safe to say that East Kentucky must not only improve the quality of its earnings 

(higher portion of cash earnings to AFUDC earnings) but also increase the level o f  its 

earnings. Second, the time frame to prepare for this financing has been dramatically 

reduced. When the last case was filed, we were more than three years away from the 

maturity of the $650 million facility. We now have very little time to demonstrate to new 

creditors that East Kentucky can support a new loan with sufficient credit standards. The 

bottom line is that East Kentucky is facing significant refinancing risk. 

Based on the above concerns where do yon recommend the Commission set the TIER 

within your recommended range of 1 . 3 9 ~  to 1.53x? 

Without the benefit of a projected test year, the Commission would need to sct the TIER in 

the upper portion of that range to provide East Kentucky the best opportunity to replace its 

financing in 2010. 

How does the use of a projected test year impact your recommendations? 
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A projected test year combined with a timely rate order is a risk reduction factor. While it 

is difficult to precisely quantify the value of this, I believe it would be reasonable to reduce 

the allowed TIER to around the mid-point of the 1 . 3 9 ~  to 1 . 5 3 ~  range, or 1 .45~.  

What comments do you have on East Kentucky’s equity ratio? 

The equity ratio is a key component in supporting a utility credit profile. As credit 

standards tighten, required equity levels will increase. Since the test period in the last rate 

case, East Kentucky’s equity has made some improvement. However, as can be seen from 

Exhibit DMW-2, the average equity level of the Reference Group is 14.35% compared to 

East Kentucky’s current level of 6.83%. East Kentucky still has a considerable way to go 

to reach an acceptable level. 

Would you explain Exhibit DMW-3, “Capital Structure as of May 31,2010”? 

Yes, Exhibit DMW-3 shows the projected capital structure and a TIER requirement of 

1 .45~ .  By using these components the overall cost of capital for rate making would be 

7.36%. This would allow EKPC to cam its required return and over time increase its 

equity position to a level sufficient to attract capital. 

Does that conclude your testimony? 

Yes. 
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Exhibit DMW-2 

East Kentucky Power Cooperative 
Equity Ratios of Reference Group 

Arkansas 
Buckeye 
Chugach 
Basin 
Tri-State 
Old Dominion 
Central Iowa 
Brazos 
Western Farmers 
Hoosier 
Oglethorpe 
Great River 
Dairyland 
Wabash Valley 
Alabama 
Seminole 

Average 
Median 

40.25% 
30.23% 
30.18% 
28.23% 
18.69% 
18.48% 
16.72% 
15.59% 
13.87% 
13.76% 
12.48% 

11.45% 
10.14% 
9.98% 
7.25% 

18.08% 
14.73% 

12.08% 

East Kentucky 6.83% 

Source: 
- 2008 National G&T Accounting and Finance Association Handbook 
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Please state your name, business address and occupation. 

My name is Frank J. Oliva and my business address is East Kentucky Power 

Cooperative (EKF’C), 4775 Lexington Road, Winchester, Kentucky 40391. I am 

Manager of Finance. 

Please state your education and professional experience. 

I have a Bachelor’s degree in Accounting from the University of Kentucky and a 

Master’s degree in Business Administration from Xavier University. I have been 

employed by EKF’C for 30 years. I served as General Accounting Supervisor 

from 1978 to 1985 and Finance Manager from 1985 to present. 

Please provide a brief description of your duties at EKPC. 

My responsibilities include finance and related treasury functions for the 

cooperative. I report directly to the Chief Financial Officer. 

What is the purpose of your testimony? 

The purpose of my testimony is to provide an overview of EKPC’s budgeting 

process. I will also provide a detailed explanation of the methodology and 

assumptions used to forecast items other than projections of major construction 

projects and projections of capital and operations and maintenance expenses for 

the power production and power delivery functions. 

Are you supporting certaiu information required by Commission 

Regulations 807 KAR 5:001, Section lo? 

Yes. I am sponsoring the following schedules for the corresponding Filing 

Requirements: 

- 1 -  



Tiling Requirement 

iection lO(S)(a) 

kction 10(9)(c) 

kction 10(9)(d) 

kction 10(9)(h) 

Section 10(9)(0) 

Section 10(1O)(i) 

Description 

Financial data for forecasted period presented as pro 
forma adjustments to base period. 
Complete description, which may be in prefiled 
:estimony form, of all factors used to prepare forecast 
xriod. All econometric models, variables, assumptions, 
Sscalation factors, contingency provisions, and changes 
Ln activity levels shall be quantified, explained, and 
properly supported. 
Annual and monthly budget for the 12 months preceding 
filing date, base period and forecasted period. 

Financial forecast for each of 3 forecasted years 
included in capital construction budget supported by 
underlying assumptions made in projecting results of 
operations and including the following information: 
1. Operating income statement (exclusive of dividends 

per share or earnings per share); 
2 .  Balance sheet; 
3 .  Statement of cash flows; 
4. Revenue requirements necessary to support the 
forecasted ratc of return; 
5. Load forecast including energy and demand (electric); 
6 .  Access line forecast (telephone); 
7. Mix of generation (electric); 
8. Mix of gas supply (gas); 
9. Employee level; 
10. Labor cost changes; 
11. Capital structure requirements; 
12. Rate base; 
13. Gallons of water projected to be sold (water); 
14. Customer forecast (gas, water); 
15. MCF sales forecasts (gas); 
16. Toll and acccss forecast of number of calls and 
number of minutes (telephone); and 
17. A detailed explanation of any other information 
provided. 
Complete monthly budget variance reports, with 
narrative explanations, for the 12 months prior to base 
period, each month ofbase period, and subsequent 
months, as available; 

Comparative income statements (exclusive of dividends 
per share or earnings per share), revenue statistics and 

rolume 
roi. 1 

Vol. 3 

VOl. 3 

VOl. 3 

VOl. 5 

VOl. 5 

'ab # 
'ab 19 

Tab 25 

Tab 26 

Tab 30 

Tab 3 1  

Tab 54 

2 -  



2 

Section 10(10)(k) 

3 

sales statistics for 5 calendar years prior to application 
filing date, base period, forecasted period, and 2 calendar 
years beyond forecast period; 
Comparative financial data and earnings measures for the 
10 most recent calendar years, base period, and forecast 
period; 

Vol. 5 Tab 56 
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Q. 

A. 

What is your role in the overall budgeting process at EKPC? 

I am responsible for coordinating the budgeting process. This involves 

distributing budget instructions to departments throughout the organization. Each 

department is responsible for preparing preliminary budget estimates which are 

reviewed by senior management. Upon approval by senior management, I am 

responsible for integrating the departmental budgets and other budget items for 

which I am directly responsible into EKF’C’s budgeting system so that the 

company’s financial perfonnance can be analyzed prospectively. The testimonies 

of Mr. Crawford, Mr. Jonhson, Mr. Drury, and Mr. Lamb describe the budgeting 

processes for their specific areas of responsibility. 

How is the member cooperative revenue budget developed? 

The Planning Department provides a load forecast including MW’s and MWh’s 

for each rate class and large commercial load. Current rates are applied to each of 

these rate classes and commercial loads to develop the total revenue for demand 

and energy. Revenue from metering points and load center charges are based on 

current information and any new substations projected to be added in the budget 

years. The new substation additions are provided by the power delivery 

expansion department. 

Q. 

A. 

- 3 -  



1 

2 

3 

4 

5 Q. 

6 A. 

7 

8 

9 

10 

11 Q. 

12 A. 

13 

14 

15 

16 

17 

1x 

19 

20 

21 

22 

23 

The fuel adjustment revenue budget is based on projected monthly estimates of 

fuel costs, power purchases, and off-system sales. If this monthly estimate is 

greater than the fuel base included in base rates, the difference is factored into the 

revenue budget as fuel adjustment revenue. 

How is the off-system sales revenue budget developed? 

The Planning Department provides MW’s and MWh’s for contract arid projected 

other sales on the market. The EKPC planning model provides the contract price 

and EKPC’s system cost which is used to compute the incremental cost of off- 

system sales. An expected margin is applied to this incremental cost to provide 

off-system sales revenue. 

How are the labor and payroll tax budgets derived? 

Payroll personnel calculate the current annual compensation amount for all full- 

time employees. The Human Resources area determines a projected rate for 

performance increases. Payroll applies this rate to the current annual 

compensation amount to arrive at a projected compensation level. This analysis 

is done at the department level, by individual employee. Payroll also projects 

an appropriate level of shift differential. Newireplacementltemporaryipart-time 

employees are provided by each department and included in the labor 

totals. 

From the projected compensation amount, Payroll calculates taxes on each 

employee for FICA, Medicare, FUTA (Federal Unemployment) and SUTA (State 

Unemployment) based on the amountsirates in effcct by the appropriate taxing 

agencies (RS, Commonwealth of Kentucky). 
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Adjustments to the current annual compensation amount are made based on 

anticipated retirements and projected new hires. These adjustments are reflected 

on a pro-rata basis. 

How is interest expense budgeted? 

Finance personnel develop an annual monthly cash flow to show advances that 

will be needed to keep a positive cash position for the two budget years. Finance 

personnel also develop an assumption schedule showing the advances that will be 

needed and project interest rates that will be assigned to each budgeted advance. 

Individual loan amortization schedules are prepared, based on projected advances 

and their respective interest rates, to calculate the total interest expense amount 

and principal payments by month/quarter/year. 

How are fuels and emissions budgeted? 

The Fucls and Emissions Department (F&E) provides the Planning Department a 

weighted average cost of fuel and quantity for each of EKPC’s generating units 

taking into account contract quautities/pricing, projected usage, historical usage, 

and spot price estimatedquantities. F&E also provides pricing for emission 

allowances. 

The preliminary forecasts of price and quantity are inputs used in the generation 

planning model to project thc MWhs generated for each of EJSPC’s generating 

units. F&E reviews these projections with the Planning Department and with 

Production personnel. Any changes in methodology, unit characteristics or costs, 

outage rates, etc. are revised by Planning and a final run is made for projected 

MWh for each of EKPC’s generating units. F&E then combines Inland steam 
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sales equivalent MWhs with the generation projections to arrive at total MWhs. 

F&E converts these MWhs into forecasted fuel usage to use in its budget 

preparation. F&E uses the usage tons for coal, usage MMBtu for natural gas, and 

tons of emissions for SO2 and NOx along with contract quantities/pricing and 

spot pricing and any adjustments to arrive at an average cost per MMBtu for each 

source. Oil for the combustion turbines is calculated as a percentage of the 

combustion turbine usage. Oil for start-up and flame stability for the other plants 

is based on each plant’s production forecast. The pricing for any spot quantities 

are taken from an independent outside forecast with EKPC adjustments based on 

current market information from bid solicitations and forward market pricing. 

Limestone quantities are based on the plant’s projections based on historical and 

projected use and the pricing is developed from actual market information with 

the outside fuel forecast as a reasonableness check. 

Usage in MWh’s and tons, price per MMBtu for each ofthe units, and total fuel 

dollars and dollars/MWh are provided to Finance based on the above information. 

Fuel costs and emission allowance costs are recoverable through the fuel 

adjustment clause and environmental surcharge, respectively. 

How is the miscellaneous revenue budget developed? 

For those miscellaneous revenue items that have an associated contract, 

Accounting personnel review current contract information to make the future 

projections. 
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22 Q. 

If the miscellaneous revenue item does not have an associated contract, 

Accounting personnel review historical activity in the general ledger and make 

projections based on historical data. 

How is property insurance budgeted? 

Property exposures are evaluated continuouly, but beginning in January of each 

year, an assessment is made of EKPC’s property exposures. What has changed, 

what is planned for the next year or more and what additional exposures such as 

terrorism potentials, flood potentials, environmental exposures, transportation 

issues, etc. are just some of the factors considered. EKPC’s Plrant Accounting 

group accumulates detailed property valuations from the previous year to give an 

accurate determination of property values to insure. From the property valuations 

received and considering potential additional exposures, the budget is derived. 

How is depreciation expense budgeted? 

For existing plant, Plant Accounting calculates the most recent month’s 

depreciation expense then annualizes that amount to anive at the budgeted 

expense for the year. For new plant, Plant Accounting analyzes budgeted capital 

additions, categorizes these additions into the appropriate asset account noting the 

date the project is to be completed or the asset is to be placed in service, then 

calculates depreciation with the rate associated with the asset account. EKPC’s 

last depreciation study was approved by the Commission in Case No. 2006- 

00236. A summary of depreciation rates is included under tab 41. 

How is property tax budgeted? 
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22 

Property taxes are based on the net book value of plant as of December 3 1 of the 

previous year. For existing plant, Plant Accounting projects the net book value 

through the end ofthat year. Plant Accounting also projects the net book value 

through year-end for any budgeted capital additions. Plant Accounting then 

classifies the net book value information by account and applies the appropriate 

property tax rate (i.e. real estate, manu€acturing machinery, intangible, local) to 

those accounts. 

How are benefits budgeted? 

There are several components to the benefits budget as described below. 

Defined Benefit Plan-The Benefits area annualizes base pay for all 

employees eligible for this plan. Benefits personnel multiply total 

base pay by the current plan contribution rate provided by NRECA, 

the plan administrator. 

Sick Leave Liability-The Accounting area provides this 

information based on historical charges to this budget codc. 

Dental and Vision-The Bencfits area reviews historical claims 

history and applies an inflation rate to determine budgeted expense. 

401K Employer Match-The budgeted projected base wage is 

multiplied by the applicable company match, to determine the 

budget. 

LTD Insurance-The budget is based on a rate of $.675 per $100 of 

budgeted base wages per month. 
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Business Travel Insurance-This premium is fixed at approximately 

$1,500 per year and includes coverage for all full-time employees 

and the Board of Directors. 

Employee Safety Awards, Vending Supplies, Employee Food 

Certificates, Employee Relocation, Board and Retiree Lunches, 

Employee Safety Awards, Employee Recognition Dinner, Key 

Contributor Awards- the Benefits area budgets these items based 

on historic usage. 

Group Term Life & AD&D-This benefit is equal to 2 times an 

employee's salary. The budget is determined based on budgeted 

salary data at a rate of $.2 10 per $1,000 of coverage. 

Postretirement'Medical and Life-The actuary that performs the 

FAS 158 calculation provides budget projections. 

Postemployment, Long-Term Disability, and Workers 

Compensation-The Accounting area estimates these expenses 

based on historic usage. 

Employee RecruitingRelocation-The Benefits area arrives at this 

budget amount by factoring in the number of retirements from 

professional positions that will require replacement. 

Executive Retirement-This benefit is available to the CEO and 

Executive Staff. The budget amount is derived from estimated 

premium amounts and the present value of future benefits. 

* 

- 9 -  
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2 for eligible employees. 

3 Wellness Program-This program has just been implemented. 

4 

5 

6 Medical Surveillance, CDL Physicals, CDL Dmg/Alcohol Testing, 

7 Corporate Dmg/Alcohol Testing-These are based on fixed annual 

8 costs, plus 3 percent for inflation. 

9 e Medical Insurance-the Benefits area reviews the previous year’s 

10 claims history and applies a medical inflation rate to determine the 

11 budgeted amounts needed. 

12 Q. Does this conclude your testimony? 

13 A. Yes. 

Employee Assistance Program-Budget is based on $2.75 per month 

Budgeted amounts include the costs of a health risk assessment and 

blood work for eligible employees. 
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19 Q. 

20 A. 

21 

INTRODUCTION 

Please state your name, business address and occupation. 

My name is Gary T. Crawford, and I am Vice-President, Construction at East 

Kentucky Power Cooperative (EKPC) located at 4775 Lexington Road, Winchester, 

Kentucky 40391. 

How long have you been employed by East Kentucky Power Cooperative, Inc. 

(“EKPC”)? 

I have been employed at EKPC since June 1977, a period of over 31 years. 

Please state your education and professional experience. 

I received a Bachelor of Science degree in Civil Engineering from the University of 

Kentucky in 1974 and a Master of Business Administration from Morehead State 

University in 1999. Before joining EKPC in 1977, I worked in the consulting engineering 

and manufacturing industries. 1 have been a Licensed Professional Engineer in Kentucky 

since 1978. 

Please provide a brief description of your duties at EKPC. 

As Vice President, Construction at EKPC, I am responsible for project management, 

engineering, and construction management of all major retrofit and new generation 

capital projects for EKPC. My responsibilities include both budget and schedule 

accountability. 

What is the purpose of your testimony? 

The purpose of my testimony is to describe the Spurlock 4 circulating fluidized bed, 

coal-fired generating unit, the Smith 9 and 10 combustion turbines and the Smith 1 
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circulating fluidized bed, coal-fired generating unit that EKPC is in the process of 

constructing. I will discuss the in-service dates and estimated costs of these generating 

units and describe the methodology used to develop these cost estimates. I will also 

explain why the cost estimates that are used in the 2009 and 2010 budgets, as well as 

in the forecasted test year, are reasonable. 

Are you supporting certain information required by Commission Regulations 

807 KAR 5:001, Section IO? 

Yes. I am sponsoring the following schedules for the corresponding Filing Requirements: 

Filing Requirement 

10(9)@) 
$07 KAR 5:OOl Section 

307 KAR 5:OOl Section 
10(9)(f) 

Description 
Most recent capital construction budget 
Zontaining at minimum 3 year forecast of 
:onstruction expenditures. 
?or each major construction project 
:onstituting 5% or more of annual 
:onstruction budget within 3 year forecast, 
hllowing infoimation shall be filed: 

1. Date project began or estimated 
starting date; 

2. Estimated completion date; 
3. Total estimated cost of construction 

by year exclusive and inclusive of 
Allowance for Funds Used During 
Construction (“AFUDC”) or 
Interest During Construction 
Credit; and 

Most recent available total costs incurred 
exclusive and inclusive of AFUDC or 
Interest During Construction Credit; 

Volume 

VOl. 3 

Vol. 3 

~ 

Tab # 

Tab 24 
- 

Tab 28 

~ 

Please describe the Spurlock 4 Generating Unit. 

Spurlock 4 is a state-of-the-art circulating fluidized bed (CFB) coal-fired generating unit 

which employs the latest technology to achieve some of the lowest emissions of any coal- 

fired plant in the United States. In fact, it is widely acknowledged to be one of the cleanest 

coal-fired power generation plants in the U.S. It is currently under construction at EKPC’s 
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Spurlock Station near Maysville, Kentucky. Spurlock 4 will have anet generating capacity 

of278 MW when completed in 2009 and is fully dedicated to serving the needs ofEKPC’s 

sixteen member system distribution cooperatives and over 500,000 oftheir retail members. 

The unit is provided with an Alstom CFB boiler supplying 2,018,142 lb/hr ofsteam to 

a General Electric turbine-generator set with a maximum gross capability of 305,846 

kW, (net expected capacity of278,000 kW). The turbine operates at an inlet throttle 

pressure of2400 psi at 1000 OF. The CFB will bum approximately 187.5 tons of fuel 

per hour and use over 40 tons of limestone per hour at maximum load and can burn 

biomass and tires in addition to coal. The unit is equipped with a dry scrubber and 

baghouse to remove sulfur dioxide and particulate matter. Nitrogen oxides are 

removed in the furnace of the CFB with a post-combustion polishing selective non- 

catalytic reduction (SNCR) system, and meets or exceeds all current environmental 

emission standards. The plant is equipped with the normal complement of auxiliaries 

including coal and limestone unloading, ash and waste handling, water make-up and 

treatment facilities, pumps, fans, a cooling tower, and a 650 foot tall stack. 

When is the Spurlock 4 Generating Unit expected to begin commercial 

operation? 

Spurlock 4 is scheduled to begin commercial operation on April 1, 2009. 

What is the total estimated cost of the Spurlock 4 Generating Unit? 

The total Spurlock 4 cost estimate included in the 2009 Budget is $532,220,813. (See 

Exhibit GTC-A,) 
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Please explain the methodology for arriving at this cost estimate and why this 

cost estimate is reasonable. 

The estimate is based on an accumulation of project costs which identifies each major 

equipment and construction contract in the project scope. This process tracks the 

original contract cost and adjusts for additions which occur as a result of change 

orders, labor or material escalation, and forecasted cost changes. This process also 

incorporates additional contingency, Owner’s Costs, and estimated Interest During 

Construction. In the case of Spurlock 4, all contract costs are the result of negotiated 

agreements with suppliers and contractors who have supplied identical equipment and 

services for EKF’C’s E.A. Gilbert Unit (“Gilbert”), a twin to the Spurlock 4 unit at the 

same location. The Gilbert unit was placed into service in early 2005. By duplicating 

the scope of work on each contract and incorporating lessons learned in the erection 

of Gilbert, significant engineering and construction cost is saved due to the inherent 

knowledge of the contractor ofthe exact scope of their work. A high confidence in 

the cost estimate is the result. The only real variables are managing construction 

labor productivity, and escalation in the cost of materials and labor due to the timing 

differences in the schedule for constructing Spurlock 4 as opposed to Gilbert. 

Since EKPC’s 2009 budget was approved, have there been any changes to the 

construction schedule and estimated cost of Spurlock 4? 

The construction schedule has not changed since the 2009 budget was approved. We 

expect that Spurlock 4 will be placed into commercial service on April 1,2009. 

However, there have been adjustments to the estimated cost at completion (EAC). 
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The current EAC is $528,088,436. Each month, an updated forecast ofthe cost of 

each contract in the project cost model is made. The sum of all contracts is the 

updated EAC. (See Exhibit GTC-B.) This updated cost estimate is the result of 

changes that were incorporated after the 2009 budget was developed and approved by 

EKPC’s Board. 

Please explain why these changes are necessary and why they are reasonable. 

The changes in the most recent EAC in the amount of $4,132,377 were necessary as a 

result of additions associated with individual contract change orders, and adjustments 

for costs that were included in the Spurlock 4 Project estimate, which should have 

been included in other project estimates. 

Please describe the Smith 9 and 10 Combustion Turbines. 

The Smith 9 and 10 Combustion Turbines are aero-derivative simple cycle 

combustion turbines (Model LMS100’s) supplied by GE Packaged Power Inc. (GE) 

of Houston, TX. These units are a relatively new design offered by GE to be used 

during periods of peak load on the EKPC system. They will be fueled exclusively by 

natural gas due to air permitting limitations and will be state-of-the-art in lowest air 

emissions. The units are composed of a low-pressure compressor, an interstage 

cooler, a high pressure compressor and a combustion turbine producing a maximum 

nominal capacity of 100,000 kW. The units also will be fitted with a carbon 

monoxide and nitrogen oxide reduction system. 

When are the Smith 9 and 10 Combustion Turbines expected to begin 

commercial operation? 
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The scheduled Commercial Operation for both Smith 9 and Smith 10 is October 1, 

2009. 

What is the total estimated cost of the Smith 9 and 10 Combustion Turbines? 

The total estimated cost of the Smith 9 and 10 Combustion Turbines, as included in 

the 2009 approved budget, is $162,500,632. (See Exhibit GTC-C.) 

Please explain the methodology for arriving at this cost estimate and why this 

cost estimate is reasonable. 

This estimate is based on a EKPC Board of Directors approved contract with GE in 

the amount of $73,837,445 for the supply of the combustion turbine equipment and 

the balance of plant (BOP) engineering, and an estimated amount of $88,663,187 for 

the BOP equipment and installation costs. The BOP equipment and installation costs 

are estimated based on GE experience in providing equipment and installation 

services on other LMSlOO projects adjusted to meet the specific Smith 9 and 10 

conditions. 

Since EKPC’s 2009 budget was approved, have there been any changes to the 

construction schedule and estimated cost of Smith 9 and lo? 

Yes, the current estimated cost of the project is $155,800,000. (See Exhibit GTC-D.) 

Please explain why these changes are necessary and why they are reasonable. 

The current estimate is based on actual procurement activity to date since the 2009 

budget was developed and completion of detailed engineering for the BOP 

equipment. As such, a much more definitive cost can now be assigned to each 

component part of the project scope. 
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Please describe the Smith 1 Generating Unit. 

The Smith 1 Generating Unit is a state-of-the-art circulating fluidized bed (CFB) coal-fired 

generating unit which employs the latest technology to achieve some of the lowest 

emissions of any coal-fired plant in the United States. In fact, it is widely acknowledged to 

be one of the cleanest coal-fired power generation plants in the U.S. It is a twin to the 

Spurlock 4 unit at Maysville, Kentucky. Smith 1 will also have anet generating capacity of 

278 MW when completed in 2013 and is fully dedicated to serving EKPC's sixteen 

member system distribution cooperatives and their retail members. 

The unit is provided with an Alstom CFB boiler supplying 2,018,142 lbihr of steam to 

a General Electric turbine-generator set with a maximum gross capability of 305,846 

kW, ( net expected capacity of 278,000 kW). The turbine operates at an inlet throttle 

pressure of 2400 psi at 1000 "F. The CFB will hum approximately 187.5 tons of fuel 

per hour and use over 40 tons of limestone per hour at maximum load. The unit is 

equipped with a dry scrubber and baghouse to remove sulfur dioxide and particulate 

matter, respectively, in accordance with all current environmental standards. Nitrogen 

oxides are removed in the furnace of the CFB and with a post-combustion polishing 

selective non-catalytic reduction (SNCR) system. The plant is equipped with the 

normal complement of auxiliaries including coal and limestone unloading, ash and 

waste handling, water make-up and treatment facilities, pumps, fans, a cooling tower, 

and a 475 foot tall stack. 

Please explain the permitting and construction process for the Smith 1 

Generating Unit if RUS financing is used for this generating unit. 
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Smith 1 is currently undergoing an extensive environmental review process in 

accordance with the National Environmental Policy Act @TEPA) rules. This process 

is necessitated by EKPC’s need for federal approval of a loan guarantee by the Rural 

Utilities Service (RUS). A Supplemental Environmental Lmpact Statement (SEIS) 

has been prepared for the project and is in the final stages of RUS staff review prior to 

public notice. It is referred to as “Supplemental” because the Smith site has been the 

subject of two other EIS efforts. The first was finalized by RUS in 1980 for a 

proposed coal fired unit at that time. The second was an effort by the Department of 

Energy in 2003 to site an integrated gasified combined cycle project at the site. 

Neither of these projects was completed. Upon completion of public review of this 

latest SEIS process, RUS will issue a Record of Decision of its findings. In parallel 

with the NEPA work by RUS, EKPC has filed the necessary air, water, and other 

permits and permissions from appropriate regulatory agencies and has received 

approval or is actively pursuing such approval. A complete listing of permit and other 

approvals is provided in Exhibit GTC-E. 

Please explain the permitting and construction process for the Smith 1 

Generating Unit if RUS financing is not used for this generating unit. 

In the event RUS financing is not used for the Smith 1 project, it is EKF’C’s intent to 

request a Lien Accommodation from RUS and seek financing from another party. 

RUS has developed procedures for an expedited approval of requests for lien 

accommodations which are normally processed within 90 days of receipt of the 

application from an RUS borrower. EKPC intends to file under this process in early 
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November 2008. 

RUS is currently in litigation with the Sierra Club over granting a lien 

accommodation in a case involving Sunflower Electric Cooperative G&T in Kansas 

wherein the Sierra Club challenges RUS’ determination that granting a lien 

accommodation does not trigger the provisions of NEPA. This case is before the 

federal court at this time. In the Sunflower case, RUS did not prepare an EIS for the 

proposed project. In the EKPC Smith 1 case, a draft SEIS has been prepared by RUS. 

EKPC continues to work with RUS in the finalization of the SEIS. 

In the event non-RUS financing is used, the issuance of other federal permits could 

trigger the application orNEPA rules for the Smith 1 project. EKPC is reviewing the 

possible impact of a number of non-RUS financing alternatives on the permitting of 

Smith 1. In the case of non-RUS financing, the major issue affecting the permitting 

and construction process is the timing of receiving the final environmental clearances 

needed to start construction. Construction is targeted to begin in January 2010. 

Please explain how the different sources for financing that EKPC mighl use for 

Smith 1 could affect the permitting and construction costs for the Smith 1 

Generating Unit that are included in the test year. 

Construction costs included in the test year are very dependent on the actual start of 

construction of the project. A detailcd cash flow for the project based on a January 

2010 construction start has been developed. If start of construction is delayed, the 

cash flow will be offset by the period of the delay. Nevertheless, the sources of 

financing for the project do not change the requirement to obtain all permits prior to 
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beginning construction. Financing from RUS or others will be conditioned on 

EKPC’s satisfactory demonstration that all approvals are in place. 

What is the estimated project balance of the Smith 1 Generating Unit at May 31, 

2010? 

Based on commencing construction in January 2010, the estimated costs incurred by 

the end ofthe test year will be $163,964,186 (See Exhibit GTC-F). 

Please explain the methodology for arriving a t  this cost estimate. 

This estimated cost was derived from the recorded expenditures as of September 30, 

2008, plus the estimated expenditures through May 30,2010 (the end of the test year). 

What assumptions has E W C  used in estimating the permitting and construction 

costs for the Smith 1 Generating Unit that are included in the test year and why 

are these assumptions reasonable? 

Test year construction costs are based on the assumed start of construction date of 

January 2010 and the accumulated budgeted cash flow for all contracts and Owner’s 

costs that are expected to be incurred by the end of the forecasted test year. 

Since EWC’s 2009 budget was approved, have there been any changes to the 

construction schedule and estimated cost of Smith l? 

The schedule has not chmged. However, EKPC has updated the Smith 1 cost to 

reflect the addition of a make-up water reservoir and financing costs. (See Exhibit 

GTC-G.) These changes result in a revised total Smith 1 cost estimate of 

$766,678,878, compared to the previous cost estimate of $804,000,000. However, the 

estimated expenditures during the test year are not expected to change from what was 
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5 Q. Does this conclude your testimony? 

G A. Yes. 

approved in the 2009 budget. 

Please explain why these changes are necessary and why they are reasonable. 

These changes are necessary to reflect changes in construction cost estimates after the 

2009 and 2010 budgets were approved for the Smith 1 project. 
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Exhibit GTC-A 

$483,034,147 
Estimated IDC $49,186,666 

1' $532,220,813 

SPURLOCK UNIT 4 PROJECT 
Project Cost Estimate 
2009 Budget Basis 

Estimate 

I $0 
Misc. Communications 



Exhibit GTC-B 

Spurlock Unit 4 Project 
Project Cost Estimate 
Current EAC Basis 



Exhibit GTC-C 

Smith 9 & 10 
2009 Budget & Project Cost Estimate 

Contract Description 

CT901 Equip. & Engineer. 
CT901 Installation 
CT901 
Balance of Plant (est.) 
Spare Part 
Emission Monitoring 
Site Preparation 
Nox Water Improve. 
Control Room Mod. 
GSU Transformer 
Gas Supply Piping 
EK Proj. Mgt. 
Contingency 10% 
Owner's Cost* 
Project Total 

2009 
Budget 

$73,837,445 
60,501,203 

2,445,000 
700,000 
500,000 
200,000 
546,400 

2,500,000 
546,400 
750,000 

14,275,201 
5,698,983 

$1 62,500,632 

Project 
Cost Estimate 

$62,400,000 
nla 

11,440,466 
81,917,766 

Incl. In BOP 
Incl. In BOP 
Incl. In BOP 
Incl. In BOP 
Incl. In BOP 
Incl. In BOP 
Incl. In BOP 
Incl. In BOP 
Incl. In BOP 
Incl. In BOP 

$155,758,232 
155,800,000 



Exhibit GTC-D 

Smith 9 & 10 
Project Cost Estimate as of 10.15.08 

Description 
15kv switchgear 
5kv switchgear 
Station Serv. & AUX Xfmer 
Ammonia Tank & Fwdg Pump Skid 
Power Control Module 
Simplex Gas Filter & Coalescer Skid 
Instrument Air Compressor 
Motor Control Center 
IsoPhase Bus Duct 
Dry PCM Bldg 
Demin Water Forward Pump 
Gas Turbine Fixators 

Waste & Expansion Tanks 
Conical Shoes 
Production Piling 
UPS -OPEN 

SCS- OPEN 

1 GSU Transformer 
2 LMS 100 Packages & Engineering 
Simple Cycle Catalyst System 
Dry Secondary Coolers 
Gas Compressor 
GC Substructures 
Above Ground Construction 

TOTAL LMS 100 & BOP Awarded 

GEMS Bldgs 
Consulting Services 
Eng. Construction Observation 
Rock 
Test Pile Program 
Pre-Engineered Building 
Portable radios for site 
Temporary Drain for Trailer 
Total To Date 
Forecasted: 
Construction (estimate) 
Supervisory Control System (estimate) 
UPS 
Spare Parts (estimate) 
Owner's Cost 
Contingency 
Current Forecasted Total 

Current Amount 
568,410.00 
378,400.00 
635,026.00 
289,985.00 
604,600.00 
169,580.00 
472,153.40 
464,580.04 
634,746.00 
100,350.00 
267,782.00 
42,870.00 

214,373.98 
61,616.00 

1,840,434.95 

6,744,907.37 

2,185,000.00 
73,840,466.00 

7,786,760.00 
4,321,176.00 
2,200,440.00 

14,747,220.00 

Pending 

Pending 

Pending 

111,825,969.37 

349,591.00 
129,205.50 
86,030.00 
50,650.00 

579,510.00 
533,300.00 

4,079.88 
2,500.00 

11 3,560,835.75 

30,000,000.00 
600,000.00 

50,000.00 
2,445,000.00 
1,701,620.12 
8,828,905.58 

155,800,000.00 
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Exhibit GTC-F 

J. K. Smith Unit 1 
Estimated Project Balance at May 31, 2010 

Recorded Expenditures as of 9/30/08' 
Owner's Cost as of 9/30/08 
Estimated Cash Flow Oct. - Dec. 20082 
Estimated Cash Flow Jan. - Dee. 2009 
Estimated Cash Flow Jan.- May 2010 
Total Estimated Project Balance at May 31,2010 

$122,094,127.99 
2,009,878.26 

553,551 .OO 
7,347,004.00 

31,959,625.00 
$163,964,186.25 

IExcluding IDC 

2Source: SCi 8/13/06 Cash Flow due to Jan. 2010 star! of construction 



Exhibit GTC-G 

SMITH STATION UNIT 1 
ESTIMATED PROJECT COSTS -AUGUST 2008 
(EK revised 9/25/08) 

UNIT 1 ESTIMATE 
CONTRACT AUG 2008 
TURBINE GENERATOR 5 38,000,000 
SITE IMPROVEMENTS 5 5,100.000 
FEEDWATER HEATERS 5 1,684,655 
DEAERATOR 5 450,000 
CONDENSER 5 2,581,835 

CONDENSATE PUMPS 5 450.000 
BOILER FEED PUMPS 5 2352.378 
DISTRIBUTED CONTROL SYSTEM 5 2,850,000 
FANS 5 4,400,000 
ASH HANDLING EQUIPMENT 5 5,200.000 
TURBINE BRIDGE CRANE 5 850,000 
ALLOY PIPING 5 4,400,000 
LARGE POWER TRANSFORMERS 5 3,400,000 
MEDIUM POWER TRANSFORMERS 5 1,500,000 
SMALL POWER DISTRIBUTION TRANSFORMERS S 850.000 
GENERATORBREAKER8lSOPHASE 5 3,300,000 
SWITCHGEAR 5 5,000,000 
BOILER ISLAND 5 264,000,000 
EMISSIONS MONITORING $ 450,000 
COAULIMESTONE HANDLING 5 55,400,000 
CHIMNEY S 7,500,000 
COOLING TOWER 5 3,900,000 
CIRCULATING WATER PIPE 5 5,500,000 
DAM & WATER RESERVOIR/ PUMP HOUSE 5 33.200.000 
SUBSTRUCTURE I and I1 $ 34,500,000 
ASH SILOS $ 12,700,000 
TURBINE BUILDING STRUCTURAL STEEL $ 8.900.000 
BALANCE OF PLANT 
BUILDING & MECHANICAL WORK $ 109.700.000 
ASH HANDLING INSTALLATION 5 4,800,000 
RIVER WATER INTAKE a PUMPHOUSE 5 6,800,000 
ELECTRICAL 8 INSTRUMENTATION WORK 5 28,500,000 
PAINTING $ 4,200.000 

SUBTOTAL 5 665,708,878 

CIRCULATING WATER PUMPS 5 1.100.000 

PERMANENT PLANT MOBILE EOUIPMENT S 
G201 BOILER CONTINGENCY # $ 13,200.000 
G281 BOP & G311 ELEC CONTINGENCY # $ 13,820.000 
MISC CONTINGENCY (EXCL Gl.G6. G11, G21, G201,G281.G311) # 5 21,820.000 

SUBTOTAL 5 48,840,000 

ENGINEERING COST 
ORIGINAL DESIGN $ 14,580,WO 
MISC. STUDIES 5 50,000 
CM ASSISTANCE $ 7,500,WO 
PERFORMANCE TEST $ 

FINANCE COSTS $ 3,000,000 

SUBTOTAL 5 45,130.0[)(1 

TOTAL $ 759.678.878 
IDC 5 2,000,000 

PROJECTTOTAL $ 761,678,878 
PROJECT TOTAL COST PER KW (excluding substation) 5 2,740 

OWNERS COST $ 20.000.000 

PROJECTTOTAL COST PER KW 5 2,758 

PRICING BASE0 ON DUPLICATE EOUIPMENT AS SPURLOCK UNIT 4 
UNIT WILL HAVE NET CAPACITY OF 278 MW 
iNCLUDED WITH CONTRACT 131A 
iNCLUOES 55 MILLION FOR COND & SW TANKS, NH3 STORAGE, POTABLE WATER TREAT 

ADJUSTMENTS FOR AUGUST2008 UPDATE: MATERIAL- 3% IYR TO FEBRUARY 2008, THEN 10% IYR: LABOR - ~%IYR. 
C02, H2. N2 STORAGE, MAINTENANCE SHOP, CONTROL ROOM 7 OTHER OCCUPIED SPACES 
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5 Q. 
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15 

16 

17 Q. 

18 A. 

19 

20 

21 Q. 

22 A. 

JNTRODUCTION AND PURPOSE 

Please state your name and business address. 

James C. Lamb, Jr., and my business address is East Kentucky Power Cooperative, Inc., 

4775 Lexington Road, P.O. Box 707, Winchester, Kentucky, 40392-0707. 

By whom are you employed and in what capacity? 

I am employed by East Kentucky Power Cooperative, Inc., ("EKPC") as the Senior Vice 

President of Power Supply. 

Please provide a brief summary of your educational and professional background. 

I have a B.S. in Economics from Centre College and an MBA froin the University of 

Kentucky. I have been employed at EKPC since 1981 and worked in System Planning, 

Control Area Operations, and Market Research. I assumed my current position in 

February 2007. 

What are your responsibilities at EKPC in your position? 

I am responsible for Resource Planning, Transmission Planning, Mid-Term Planning, 

Market Forecasting & Analysis, Generation Dispatch, Strategic Planning, Fuels & 

Emissions, Rates & Regulatory Filings, and Financial Forecasts. 

What is the purpose of your testimony in this proceeding? 

The purpose of this testimony is to describe the process and methodologies currently 

utilized by EKPC and its member systems to forecast load, sales and revenues. Billing 

determinants used in this proceeding were developed based on the load and sales forecast. 

Are you sponsoring any exhibits? 

Yes. I am sponsoring Exhibits JCL-1 through JCL-9. 

1 



1 Q. 

2 KAR 5:001, Section l o?  

3 A. 

Are you sponsoring certain information required by Commission Regulations 807 

Yes. I am sponsoring the following schedules for the corresponding Filing 

4 Requirements: 

Ming Requirement 

i07 KAR 5:001 
Section 10(9)(h) 

307 KAR 5:001 
Section 10(1O)(i) 

Descrbtion 

Sinancia1 forecast for each of 3 forecasted years 
ncluded in capital construction budget supported 
iy underlying assumptions made in projecting 
-esults of operations and including the following 
nfonnation: 
1. Operating income statement (exclusive of 

dividends per share or earnings per share); 
2 .  Balance sheet; 
3. Statement of cash flows; 
1. Revenue requirements necessary to support 

the forecasted rate of return; 
5. Load forecast including energy and demand 

(electric); 
5. Access line forecast (telephone); 
7. Mix of generation (electric); 
5. Mix of gas supply (gas); 
9. Employee level; 
10. Labor cost changes; 
11. Capital structure requirements; 
12. Rate base; 
13. Gallons of water projected to be sold (water); 
14. Customer forecast (gas, water); 
15. MCF sales forecasts (gas); 
16. Toll and access forecast of number of calls 

and number of minutes (telephone); and 
17. A detailed explanation of any other 

information provided. 
Comparative income statements (exclusive of 
dividends per share or earnings per share), 
revenue statistics and sales statistics for 5 
calendar years prior to application filing date, 
base period, forecasted period, and 2 calendar 
years beyond forecast period; 

Volume 

Vol. 3 

Vol. 5 

rab # 
~ 

Tab 30 

Tab 54 

5 

2 
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11. LOAD FORECAST 

11. A. GENERAL DESCRIPTION 

Q. 

A. 

Q. 

A. 

Q. 

A. 

What is the load forecast? 

The load forecast is a projection of future energy and peak demand that reflects both 

changes in usage per customer and customer growth. The forecast is based on economic 

and demographic trends, weather data, and appliance saturation data. The forecast is the 

basis for calculating all capital expansion costs, operational expenses and projected 

revenues. It is required every two years by the Rural Utilities Services (RUS). 

How are the load forecast values used in calculation of rates and other elements of 

this rate case? 

The load forecast is the basis for calculating projected revenue for the 2009 and 2010 

budget years. The load forecast is also used to develop the test year billing determinants 

used in this proceeding. 

How is East Kentucky Power Cooperative’s load forecast developed? 

EKPC’s forecast of system peak demand and total energy requirements is the summation 

of the load forecasts for EICPC’s 16 member systems. A process flow chart is provided 

in Exhibit JCL- 1. Every two years, EKF’C is required by RUS to submit a Work Plan for 

developing the following year’s forecast. This plan describes, in detail, how the forecast 

will be developed, resources to be used, as well as a timeline. In November of 2007, the 

EKPC Board of Directors approved the 2007 Work Plan to be adhered to for the 

development of the 2008 Load Forecast. RUS then reviewed and approved the Load 

Forecast Work Plan. Following approval of the Work Plan, EKPC prepares a preliminary 

load forecast for the 16 member systems. This preliminary forecast for each system is 

3 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

based on customer and retail sales projections for six classes of customers - residential, 

residential seasonal, coinmercial and industrial (C&I) less than or equal to 1 MW (small 

C&I or small commercial), coininercial and industrial greater than 1 MW (large C&I or 

large commercial), public authorities or public buildings, and street lighting. Note that 

not all inember systems repod data for each of these classes (see Exhibit JCL-2). 

Historical sales data for each member system is taken from each member system’s RUS 

Form 7. For each class, retail sales and the number of customers are projected based on 

historical trends, appliance saturations and efficiencies, and economic/demographic 

variables such as employment and population growth. EKPC‘s sales to member systems 

are then detennined by adding distribution losses to the sum of total retail sales for all 16 

member systems. EKPC’s total requirements are calculated by adding transmission 

losses to total retail sales. Winter and Summer peak demands are then detennined based 

on normal EICPC peak day weather. 

14 
15 11. B. LOAD FORECAST RESULTS 

16 Q. What are the results of the forecast? 

17 A. 

18 

19 

20 

21 Q. 

22 A. 

23 

24 

The average annual growth rate for EKPC’s total requirements for the five-year period 

2008 to 2013 is 2.3%. For the ten-year period, average growth is 2.1% per year. Exhibits 

JCL-3 and JCL-4 show the historical and forecasted winter and summer peak demands 

and total energy requirements, respectively. 

How does this compare with growth rates of surrounding utilities? 

EICPC growth rates for total energy requirements are projected to be higher than those of 

surrounding utilities. According to the 2008 Joint Integrated Resource Plan (“IRP”) of 

Louisville Gas and Electric Company (LGE) and Kentucky Utilities Company (KU), 

4 
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2 

3 

4 

5 Q. 

G A. 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 Q. 

20 

21 A. 

22 

23 

annual growth rates for total requirements are projected to be 1 .l% for LGE and 1.2% for 

KU for the 2008 to 2012 period. According to Duke Energy-Kentucky’s most recent 

IRP, also prepared in 2008, the growth rate is 0.8% for the same time period. The most 

recent Big Rivers IRP (2005) shows a 1.1% growth rate for the five year period. 

To what do you attribute EKPC’s higher growth rates? 

EKPC member system retail customers tend to use more electricity than the national 

average for the following reasons. There is relatively little natural gas available in the 

service territory of the member systems, and electric heat is the heating method of choice. 

Approximately GO% of all retail customers have electric heat, and around 90% have 

electric water heaters. New homes coming on to the system tend to be larger than the 

existing stock of homes. There is also a relatively high number of mobile homes in the 

service territory ofthe member systems - the typical installed heating system is an 

electric furnace. While efficiency gains are being seen with respect to heat pumps, 

refrigerators, washers, and dryers, and while such gains have been incorporated into the 

load forecast, homeowners continue to add appliances such as computers and large screen 

televisions. The net result is that use per customer has continued to increase. EKPC 

believes that use per customer will continue to grow, albeit at a reduced rate relative to 

historical usage levels. 

How does the growth in the 2008 Load Forecast compare to previous load forecasts 

and what are the major factors causing the differences? 

Exhibit JCL-5 shows that the 2008 Load Forecast is lower than the 2006 Forecast. In the 

2008 Load Forecast, the projections reflect the implementation of a direct load control 

program. This program results in 15 MW being clipped off the winter peak due to 

5 
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16 A. 
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21 A. 
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23 

controlling water heaters and the summer peak being reduced by GO MW due to air 

conditioning and water heating control. 

METHODOLOGY AND TECHNIQUE DETAILS 

What is the role of each individual member system during the load forecast process? 

EKPC prepares a preliminary load forecast for each member system and then meets with 

them to discuss the preliminary forecast. Member system personnel present at the 

meetings include the Manager and other key staff members from the areas of r' 'inance, 

Engineering, Member Services, and Operations. During the meeting, preliminary 

projections are reviewed and, if necessary, revised as mutually agreed upon. 

Why would revisions be necessary? 

Distribution cooperatives are local area providers. As such, they monitor and are very 

aware of local area business conditions. EKPC takes advantage of this local knowledge 

and incorporates factors raised by the member systems into the forecast. 

Specifically, what data does the member system provide? 

Member systems provide EKPC with data for individual large C&I customers, both 

existing and planned. This data includes monthly sales and monthly peak demand 

projections for three years. The member systems also work with EKPC to develop a rate 

forecast to be used in the models. 

Please describe how the service area economic forecasts are developed. 

EIQC has divided its members' service areas into seven economic regions based on the 

member system service territorial boundaries. EKPC subscribes to Global Insight, Inc. in 

order to analyze regional economic performance. Global Insight, Inc. is a widely used 
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consulting firm with expertise in more than 170 industries and over 200 countries, 

including the utility industry. They collect and monitor data, provide forecasts and 

analysis, and offer consulting advice to clients in business, financial, and government 

organizations. Global Insight collects historical county level data, develops forecasting 

models based on the data, and provides the resulting forecasts to EKPC. County data 

provided to EIQC include: population, income, employment levels, wages, labor force, 

and unemployment rate. Consistent regional forecasts for population, income, and 

employment are developed and provided to EKPC by Global Insight. These projections 

of regional economic activity are needed because they greatly impact the sales 

forecasting and strategic planning of EKPC. Changes in regional employment and 

income are important determinants of customer and sales growth. Economic models for 

these seven economic regions provide EIQC with a way of linking the electricity needs 

of a service area to the rest of the service area's economy in a consistent and reasonable 

manner. 

How are the energy forecasts developed? 

Energy forecasts are prepared at the member system level by customer class, which for 

the purposes of the 2008 Load Forecast include residential, residential seasonal, small 

C&I, large C&I, public authorities, and street lighting. Not all member systems report all 

classifications; See Exhibit JCL-2. EKPC reports Gallatin Steel separately due to its size 

and because most of its load is interruptible. 

What are the primary factors affecting energy use? 

In general, the number of customers, weather and local area economic conditions are 

major factors that affect energy use. Specifically for the residential class, population 

Q. 

A. 

Q. 

A. 
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23 

growth and household formation, energy price, weather, appliance saturation and 

efficiencies are all key elements that are incorporated in the forecast. The residential 

class is the largest class. See Exhibit JCL-6. Electricity use per customer tends to 

decrease as electric prices increase. Improvements in appliance efficiencies also reduce 

usage per customer. Electric use per customer tends to increase as appliance saturations 

increase, particularly electric space heating and water heating. Commercial and 

industrial classes are impacted by employment and electric price. The lighting sector is 

correlated with the number of residential customers. 

Please describe the method used to prepare the residential class load forecast. 

The general approach to forecasting the residential class is to inultiply the number of 

customers in the residential class by average electric usage per residential customer. The 

number of residential customers is forecasted using a regression mode1 with regional 

economic and demographic variables as the independent variables in the analysis. 

Additional explanatory variables are used for member systems in order to account for 

regional differences in local economies. Two variables that are significant in these 

regressions are a) the number of households by county in each member system's 

economic region and b) percent of total households served by the member system. The 

latter, also referred to as market share of total households, is based on RUS Form 7 data. 

EKPC uses statistically adjusted end-use (SAE) models in order to project sales. These 

models are constructed with average energy use per customer as the dependent variable 

and heating, cooling, water heating and other energy usage as the independent variables. 

Using this approach, EK can combine end-use level concepts into a total residential sales 

forecast. Because SAE models use end-use level data, detailed information about 

8 



appliance saturation, appliance use, appliance efficiencies, household characteristics, 

weather characteristics, and demographic and economic information is required. The 

SAE approach segments the average household use into end-use components. 

= Heat y,,m + Cool y,m + Water Heat y,,,, + Other y,m Use y,m 

4 Fonnulas for the cooling end-use component are provided in Exhibit JCL-7. The heating, 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 miscellaneous usage. 

17 

18 

19 Q. Describe other data needed for this process. 

20 A. 

21 

22 

water heating and other end-use components have the same basic structure. 

index variable and a usage variable. The index variable is developed using appliance 

efficiency and appliance saturation trends. The usage variable is constructed using 

nonnal weather and trends with respect to household size, household income, and the 

price of electricity. The index and use variables are multiplied by each other which 

produces the end-use component’s energy contribution to the average use per customer 

For example, the index for cooling energy usage may be defined as a function of 

appliance saturation, efficiency of the appliance, and usage of the appliance. Annual end- 

use indices and a usage variable are constructed and used to develop a variable to be used 

in least squares regression in the model. These variables are constructed for heating, 

cooling, water heating, and an ‘Other’ variable, which includes lighting and other 

There is an 

The Cool, Heat, Water Heat, and Other variables are then used in a least squares 

regression which results in estimates for annual and monthly use per household. 

Twenty years of historical appliance saturation data are used to forecast saturation of 

appliances. Every two years since 1981, EKPC member systems have surveyed their 

residential customers. The most recent survey was conducted in the Fall of 2007. 

9 
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Member systems gather appliance, insulation, heating and cooling, economic, and 

demographic data. Appliance holdings of survey respondents are analyzed in order to 

better understand their electricity consumption and to project future appliance saturations. 

How are appliance efficiencies considered? 

Increased appliance efficiencies due to government standards have been accounted for in 

the model. As the efficiency ratings increase for appliances, new households install the 

higher efficiency appliances and existing households in the market for new appliances 

replace the older less efficient appliances with these more efficient units. The different 

efficiency ratings are an input to the forecast models. 

How does EKPC track appliance efficiencies? 

EKPC is a member of the Energy Forecasting Group (EFG), which is a collaboration of 

electric utilities coordinated by Itron, Inc., a consulting firm with expertise in many areas 

including forecasting. As a member, EKPC receives a summary ofthe latest Energy 

Information Administration (EIA) Annual Energy Outlook and a summary of- the EIA's 

recently published Residential Energy Consumption Snrvey. Itron works closely with 

EIA to embed these equipment saturation and efficiency trend forecasts in regional 

models they develop for EFG members. EICPC tailors regional trends to its member 

system service territories. The resulting indices pertaining to appliance efficiency trends 

and usage are used to construct electric energy models based on heating, cooling, water 

heating and other electric use for the residential class. Various demographic and 

socioeconomic factors that affect appliance choice and appliance use are used to model 

appliance efficiencies. These include the changing shares of urban and rural custoiners 

10 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Q. 
A. 

Q. 

A. 

Q. 

A. 

relative to total customers, number of people living in the household, as well as square 

footage of the house and the thermal integrity of the house. 

Please describe other data used to prepare residential class forecast. 

Lastly, weather is an integral input. EKPC subscribes to a service of DTNMeteorlogix, 

which provides actual weather data including daily high and low temperatures, hourly 

temperatures, humidity, sunshine minutes, and wind chill. EKPC currently maintains six 

weather databases for different regions of the state of Kentucky. Each member system’s 

model uses the weather station that most closely reflects the local weather. 

Please describe the method used to prepare the residential seasonal class load 

forecast. 

This class includes any custoiner reported on the RUS Form 7 by the member systems as 

residential seasonal. Only 1 member system reports this class. The approach to 

forecasting residential seasonal class is to multiply number of customers in the residential 

seasonal class by electric usage per residential customer. Customers are inodeled first, 

followed by sales. Customers are analyzed by means of regression model with regional 

economic and demographic variables as the independent variables in the analysis. The 

resulting coefficients used to prepare customer projections. Energy use per customer is 

projected using the same SAE methodology described for the residential class. Total 

sales is the result of multiplying the number of customers by the energy use per customer. 

Please describe the method used to prepare the public authorities class load 

forecast. 

This class includes any customer reported on the RUS Form 7 by member systems as 

Sales to Public Authorities. Only 2 member systems report this class. The approach to 

11 
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forecasting sales to public authorities differs from the residential and seasonal classes in 

that customers are modeled and total energy use instead of use per customer. Customers 

are modeled first, followed by sales. Customers are analyzed by means of a regression 

model with regional economic and demographic variables as the independent variables in 

the analysis. The resulting coefficients are used to prepare customer projections. 

Residential customer projections are a significant driver for customers in the public 

authorities class. Total sales for this class are projected with the independent variables 

being the forecasted number of customers resulting from the previous customer model, 

electric price, employment, and weather. 

Please describe the method used to prepare the Small C&I Class load forecast. 

The Small C&I Class includes any customer with demand less than 1 MW. The Small 

C&I Class load forecast depends on the number of customers and the total electric usage. 

This class is analyzed by means of regression analysis, and the resulting coefficients are 

used to prepare sales and customer forecasts. The Small C&I customer regression model 

typically consists of residential customers, unemployment rate, or time as the 

independent variables. The regression model for total C&I sales typically consists of 

price, weather, and some measure of the local or national economy and a seasonal 

dummy variable to account for the seasonal changes in electric use. Different 

explanatory variables may be used for different member systems, in order to account for 

regional differences in local area economies. For exaniple, the Eastern Region is directly 

impacted by the mining industry whereas the Central Region is not 

Please describe the method used to prepare the Large C&I Class load forecast. 
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The Large C&I Class includes customers with demand greater than 1 MW. EKPC and its 

members utilize a two-part method for making projections for the Large C&I Class: a 

forecast of existing customer sales and a forecast of new customer sales. Forecasts of 

existing customers are made directly by the member system that serves the load. 

Member systems maintain working relationships with these customers and are in regular 

contact with them. Each member system prepares a three-year projection for each of 

their customers whose demand exceeds 1 MW. Load forecasts beyond the three-year 

horizon for existing large C&I customers are modeled using regression analysis and input 

from the member system. Any potential large C&I customer that has contacted the 

member system and discussed plans to locate within the member system territory is 

included in the forecast. Due to normal construction lead times, the ability to predict 

additions in the near term is strong. The only exception to this is with respect to coal 

mine loads. Coal mine operations can move equipment from place to place in a relatively 

short time period, making a forecast of their location difficult. 

How is the longer term forecast for the Large C&I Class produced? 

Over the long term, regression analysis is used to forecast new large C&I customers. 

Because there are so few customers in this class, analysis is initially done at the EKPC 

level to forecast total new customers. These new customers are then allocated overall to 

the member systems via a probabilistic model. This provides an analytical basis for 

locating large loads on the EKPC system. The model is spreadsheet based and uses 

@RISK. The model probabilistically distributes the forecast of new large C&I customers 

to member systems based on their regional economic outlook, share of county served and 

historical success in attracting new customers. 
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Once the number of new large C&I customers is determined, energy projections are 

developed. Based on historical data, the characteristics of a new generic large C&I 

customer in the 2008 Load Forecast are: a peak load of 1.8 MW with a 70 percent load 

factor. 

Please describe the method used to prepare the street lighting class load forecast. 

This class includes any customer reported on the RUS Fonn 7 by member systems as 

street lighting. Eleven member systems report this class. As with the other classes, 

customers are modeled first, followed by sales. The street lighting customer regression 

model typically includes the resulting residential class customer forecast or a trend 

variable as the independent variable. The regression model for total street lighting energy 

sales typically consists of seasonal variables to account for winter and summer changes in 

lighting usage patterns and/or a measure ofthe number of hours of light per day. 

Please describe the method used to produce the Gallatin Steel forecast. 

Gallatin Steel is a large industrial customer and is served by an EKPC member system. 

Gallatin Steel management provides any planned operational changes as well as planned 

maintenance schedules. This infonnation combined with the historical hourly load data 

is used to construct hourly forecast data. 

Are there any adjustments made to the forecast derived from the econometric 

models? 

Model output is scaled up due to transmission and distribution losses. Losses make up 

approximately 8% of total energy requirements on the EKPC system. 

Please explain how the peak forecasts are developed. 
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EKPC’s peak demand forecast is a bottom-up approach, meaning that member system 

peaks are summed to obtain the EKPC peak. Member system peaks are developed by 

applying load factors to forecasted energy sales. Model outputs are hourly demand for 

winter peak day and hourly demand for summer peak day. Peak demands are based on 

typical peak day temperature profiles for winter and summer. The resulting peaks are 

explicitly linked to energy projections. 

Does the energy and peak load forecast include the impact of existing DSM? 

Yes,  the impacts of existing DSM programs that have been implemented by EKPC and 

member systems are reflected in the forecast. The historical data used to develop the 

forecast contains the impact of those existing programs. See Exhibit JCL-8. 

Does the energy and peak forecast include the impact from the implementation of 

new DSM programs? 

Yes.  The energy and peak load forecast includes the impact of a Direct. Load Control 

Program (DLC), that is currently being implemented. Electric water heaters and/or 

central air conditioning units will be controlled during peak demand periods via switches 

installed on the participant’s home. Over a five year period, the implementation plan is 

for a total of50,OOO participants, 10,000 each year. Due to the installation of equipment, 

energy and peak savings are not expected until the summer of 2009. Based upon a pilot 

project conducted in 2007, projected energy and peak savings for the next 5 years are 

shown in Exhibit JCL-9. 

Are there other peak load reductions that are included in the forecast? 

Yes.  The peak load forecast has been reduced due to the customers on a special contract 

or interruptible rate, totaling 128 MW for winter peak and summer peak. 
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1 Q. Does this conclude your testimony? 

2 A. Yes. 
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Firm Winter 
Peak Demand 
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Peak Demand Requirements Load Factor 
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Film Summer Total 
Peak Demand Requirements 

(MTL- (MWh) 
2,180 - 12,527,829 
2,196 12,33 1,272 
2,354 13,080,367 

2,302 13,172,654 
2,363 13,647,057 
2,406 13,959,302 
2,442 14,217,198 

~ _...__-____.- 

___x_I_ 

Peak Demand and Energy Consumption 

Annual 
Load Factor 

(“/I 
53% 
54% 
53% 

49% 
53% 
53% 
53% 

__-. 

2006 
2007 

Forecast 
2008 

Table 2 
Energy and Peak Growth Rates 

2008-2012 2008-2018 2008-2028 

Total Energy Requirements 2.3% 2.1% 2.0% 

Residential Sales 2.0% 2.0% 2.0% 

Total Commercial and 
Industrial Sales 3.3% 2.8% 2.3% 
(Excluding Gallatin Steel) 

Firm Winter Peak Demand 1.1% 1.5% 1.7% 

Firm Summer Peak Demand 1.9% 1.9% 2.0% 

2017 
2022 
2027 

Firm Winter 
Peak Demand 

(MW) 
2,7 19 
2,599 
2,840 

___.I_ 

_ 
3,051 

2,962 
3,029 
3,087 
3,143 
3,482 
3,833 
4,204 

3,016 52% 
3,311 I 19,099,314 I 52% 

N o w  2008 Firm Winter Peak Demand is actual data. 
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Year 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
2008 
2009 
2010 
201 1 
2012 
2013 
2014 
2015 
2016 
2017 
2018 
2019 
2020 
2021 
2022 
2023 
2024 
2025 
2026 
2027 
2028 

- - 

- 

- 

lcsidential 
Sales 

(MWh) 
3,497,574 
3,770,962 
3,813,577 
4,230,486 
4,285,099 
4,592,909 
4,875,662 
4,901,058 
5,109,002 
5,320,858 
5,626,500 
5,797,895 
6,166,723 
6,205,364 
6,337,737 
6,75 1,547 
6,548,160 
6,998,554 
7,032,311 
7,240,039 
7,374,611 
7,493,203 
7,646,800 
7,773,389 
7,903,386 
8,059,377 
8,233,250 
8,387,245 
8,540,177 
8,713,969 
8,899,636 
9,059,814 
9,230,462 
9,401,535 
9,580,822 
9,760,214 
9,943,341 
10,134,762 
30,352,048 

EKP 

e as o n a 1 
Sales 
MWh) 
9,094 
9,423 
9,756 
10,144 
10,280 
1 1,066 
12,342 
11,888 
11,476 
11,496 
12,479 
12,769 
14,076 
13,445 
13,846 
14,501 
13,882 
14,679 
14,723 
15,203 
15,683 
16,065 
16,585 
16,975 
17,368 
17,855 
18,401 
18,846 
19,298 
19,857 
20,436 
20,908 
2 1,444 
21,959 
22,490 
23,033 
23,561 
24,089 
24,667 

- 

- - 

- 

- 

Total M 
Small 

Comm. 
Sales 

813,371 
868,031 
913,599 
980,301 
1,014,549 
1,097,729 
1,138,469 
1,163,683 
1,230,450 
1,336,957 
1,446,958 
1,505,480 
1,577,590 
1,550,248 
1,598,111 
1,733,39c 
1,777,895 
1,861,952 
1,911,64C 
2,005,467 
2,059,958 
2,114,817 
2,169,237 
2,223,152 
2,277,lOL 
2,331,968 
2,387,43( 
2,442,77( 
2,498,09; 
2,553,221 
2,608,961 
2,665,415 
2,722,02( 
2,778,615 
2,835,49( 
2,892,71' 
2,949,88( 
3,007,341 
3,064,45 

(MWh) 

iber SI 

Public 
building 
(MWh: 
9,096 
9,871 
11,586 
13,779 
14,240 
15,889 
16,785 
16,272 
17,315 
17,765 
18,280 
18,865 
20,453 
21,754 
22,914 
22,530 
22,196 
26,427 
21,542 
28,093 
28,667 
29,256 
29,837 
30,404 
30,963 
31,516 
32,073 
32,622 
33,159 
33,693 
34,232 
34,773 
35,323 
35,874 
36,428 
36,982 
37,536 
38,080 
38,623 

- 

- - 

- 

- 

tern Ener 
Large 

Comm. 
Sales 

(MWli) 
653,502 
725,419 
776,268 
968,345 

1,026,921 
1,119,361 
1,188,760 
1,256,829 
1,345,859 
1,415,128 
1,503,523 
1,666,141 
1,798,352 
1,874,104 
1,989,780 
2,020,875 
2,078,245 
2,137,525 
2,214,381 
2,345,827 
2,443,048 
2,506,190 
2,569,877 
2,632,834 
2,698,010 
2,748,980 
2,814,845 
2,857,240 
2,916,374 
2,967,431 
3,025,391 
3,086,839 
3,154,493 
3,207,786 
3,267,396 
3,32 1,197 
3,381,009 
3,451,076 
3,495,898 

Sales 

Gallatin 
Steel 

0 
0 
0 
0 
0 

294,835 
640,756 
755,279 
696,051 
901,685 
906,171 
992,438 
,005,491 
,007,676 
,047,466 
992,824 
978,939 
986,518 
967,738 
969,012 
969,150 
968,960 
967,411 
967,031 
968,462 
968,404 
968,850 
966,792 
966,524 
966,412 
968,439 
968,256 
968,089 
966,278 
966,171 
965,789 
967,464 
967,782 
967,782 

(MWh) 

Other 
Sales 
MWh) 
3,737 
4,029 
4,304 
5,081 
4,156 
5,042 
5,555 
5,663 
5,601 
5,756 
6,160 
6,545 
7,107 
7,447 
7,498 
7,713 
8,236 
8,451 
8,721 
10,580 
10,821 
11,061 
11,298 
11,533 
11,769 
12,004 
12,239 
12,474 
12,705 
12,94C 
13,173 
13,405 
13,637 
13,87C 
14,102 
14,334 
14,566 
14,79; 
15,028 

- - 

- 

- 

'otal Retai: 
Sales 

1,986,373 
5,387,135 
5,529,089 
6,208,135 
6,355,25 1 
7,136,833 
7,878,329 
8,110,671 
8,415,754 
9,009,646 
9,520,072 
.0,000,132 
10,589,792 
10,680,038 
L 1,017,41C 
11,543,375 
1 1,427,5% 
12,034, I 1: 
12,177,05( 
12,614,22: 
12,901,935 
13,139,55> 
l3,411,04f 
13,655,31: 
13,907,OG: 
14,170,10: 
14,467,08: 
14,717,981 
14,986,33: 
15,267,53. 
15,570,26 
15,849,41: 
16,145,471 
16,425,91! 
16,722,90( 
17,014,266 
17,3 11,35' 
17,637,93: 
17,958,49 

WWh) 
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Year 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
2008 
2009 
2010 
201 1 
2012 
2013 
2014 
2015 
2016 
2017 
2018 
2019 
2020 
2021 
2022 
2023 
2024 
2025 
2026 
2027 
2028 

- - 

- 

- 

Total 
Lequirements 

(MWh) 
5,489,092 
5,958,422 
6,099,308 
6,860,902 
6,917,414 
7,761,980 
8,505,621 
8,850,394 
9,073,950 
9,825,866 

10,52 1,400 
10,750,900 
11,456,830 
11,568,314 
11,865,797 
12,527,829 
12,33 1,272 
13,080,367 
13,172,654 
13,647,057 
13,959,302 
14,217,198 
14,511,928 
14,777,060 
15,050,207 
15,335,690 
15,657,979 
15,930,390 
16,221,635 
16,526,826 
16,855,275 
17,158,239 
17,479,553 
17,784,014 
18,106,328 
18,422,561 
18,751,416 
19,099,3 14 
19,447,211 

'otal Retail 
Sales 

4,986,373 
5,387,735 
5,529,089 
6,208,135 
6,355,251 
7,136,833 
7,878,329 
8,110,671 
8,415,754 
9,009,646 
9,520,072 
10,000,133 
10,589,793 
10,680,038 
11,017,413 
11,543,379 
11,427,556 
12,034,113 
12,177,056 
12,614,222 
12,901,939 
13,139,552 
13,411,045 
13,655,317 
13,907,062 
14,170,103 
14,467,085 
14,717,988 
14,986,331 
15,267,53 1 
15,570,267 
15,849,4 12 
16,145,47C 
16,425,91S 
16,722,9OC 
17,014,264 
17,3 17,35; 
17,637,936 
17,958,497 

(MWh) 

EKPC 

Office 
Use 

5,087 
5,333 
5,242 
5,552 
5,614 
5,711 
6,167 
6,349 
6,121 
6,040 
6,606 
6,793 
7,562 
7,681 
8,289 
8,617 
8,924 
10,291 
9,925 
9,984 
9,984 
9,984 
9,984 
9,984 
9,984 
9,984 
9,984 
9,984 
9,984 
9,984 
9,984 
9,984 
9,984 
9,984 
9,984 
9,984 
9,984 
9,984 
9,984 

- 

(MWh) - 

- 

- 

.ergy S 

Yo 
Loss 
5.7 
6.3 
6.2 
6.0 
5.5 
5.5 
5.0 
5.2 
4.5 
4.8 
5.0 
4.0 
4.3 
4.5 
4.4 
4.2 
3.8 
4.3 
4.3 
4.3 
4.3 
4.3 
4.3 
4.3 
4.3 
4.3 
4.3 
4.3 
4.3 
4.4 
4.4 
4.4 
4.4 
4.4 
4.4 
4.4 
4.4 
4.4 
4.4 

- - 

- 

- 

s and Tot; 

:KPC Sales 
3 Members 

(MWh) 
5,295,459 
5,755,588 
5,903,267 
6,612,688 
6,727,959 
7,558,452 
8,301,379 
8,559,022 
8,821,630 
9,468,9 16 
10,027,205 
10,426,995 
1 1,071,862 
11,190,870 
11,537,505 
12,060,460 
11,892,304 
12,582,260 
12,729,876 
13,188,540 
13,490,439 
13,739,781 
14,024,740 
14,28 1,078 
14,545,167 
14,821,184 
15,132,793 
15,396,169 
15,677,759 
15,972,833 
16,290,399 
16,583,321 
16,893,987 
17,188,356 
17,499,989 
17,805,742 
18,123,700 
18,460,072 
18,796,444 

lequirer 

EKPC 
Iffice Use 
( M W )  
6,287 
6,798 
7,559 
8,026 
8,541 
9,197 
8,856 
8,505 
7,236 
8,157 
7,862 
8,205 
8,818 
9,123 
9,106 
8,902 
7,568 
7,49 1 
8,080 
8,165 
8,205 
8,250 
8,295 
8,339 
8,384 
8,429 
8,473 
8,518 
8,562 
8,607 
8,652 
8,696 
8,741 
8,786 
8,830 
8,875 
8,919 
8,964 
9,009 

nts 

rransmission 
Loss 

3.5 
3.4 
3.2 
3.6 
2.7 
2.6 
2.4 
3.3 
2.8 
3.7 
4.8 
3 .O 
3.4 
3.3 
2.8 
3.8 
3.6 
3.9 

(Yo) 

3.3 
3.3 
3.3 
3.3 
3.3 
3.3 
3.3 
3.3 
3.3 
3.3 
3.3 
3.3 
3.3 
3.3 
3.3 
3.3 
3.3 
3.3 
3.3 
3.3 
3.3 
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Forecast Comparison 

2008 Versus 2006 
I 

Total Requirements, MWh 

Net Winter Peak MW 

Net Summer Peak MW 

2008and2006 lill~ 2008 ~ 2006 I , { I Difference 

2010 13,959,302 14,138,674 -179,372 -1.3% 

2020 16.855.275 17.601.161 -745.886 -4.2% 
2015 15,335,690 15,787,203 -451,513 -2.9% 

2010 3,087 3,021 66 2.2% 
2015 3,345 3,398 -53 -1.6% 
2020 3.680 3.804 -124 -3.3% 
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Total Retail Sales by Member Systems 

Sales Sales Sales Corn. ( W h )  
(MWh) Sales Sales 
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The SAE approach segments the average household use into end-use components 

as follows: 

Other ,,,,, + Water Heat Y,m + Use Y,m = Heat ,,,,, + Cool,,,,, 

Where, y‘year 
m=month 

Where, by’hase year 

1 Cooly,, - - Coollndex, * CoolUse,, 

The Cool, Heat, Water Heat, and Other variables are then used in a least squares 
regression which results in estimates for annual and monthly use per household. 



(negative value= reduction in load) 
Year Impact on Energy Impact on Winter Impact on Summer 

Requirements Peak (MW) Peak (MW) 
(MWh) 

1998 7,545 -40.6 -7.3 
1999 8,139 -44.3 -8.2 
2000 9,393 -48.3 -9.2 
2001 9,487 -51.2 -10.1 
2002 9,131 -53.3 -11.0 
2003 8,712 -54.8 -12.0 
2004 7,765 -55.7 -13.0 
2005 7,807 -57.2 -13.8 

2006 7,671 -58.7 -14.7 
2007 7,671 -58.7 -14.7 
2008 7,671 -58.7 -14.7 
2009 7,671 -58.7 -14.7 
2010 7,671 -58.7 -14.7 
2011 7,67 1 -58.7 -14.7 
2012 7,671 -58.7 -14.7 
2013 7,671 -58.7 -14.7 
2014 7,671 -58.7 -14.7 

2016 7,671 -58.7 -14.7 
2017 7,671 -58.7 -14.7 

2019 7,671 -58.7 -14.7 
2020 7,671 -58.7 -14.7 
7071 I 7 671 I -58 7 I -14 7 

2015 7,671 -58.7 -14.7 

2018 7,671 -58.7 -14.7 

I 
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Impact of Direct Load Control Program 
I WinterPeak I Snmmer Peak I Energy 1 
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I. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

INTRODUCTION 

Please state your name, business address and occupation. 

My name is Craig A. Johnson and my business address is East Kentucky Power 

Cooperative, Inc. (“EKPC”), 4775 Lexington Road, Winchester, Kentucky 40391. I 

am the Vice President of Production in the Generation and Transmission Operations 

Division of East ICentuclcy Power Cooperative, Inc. 

Please state your education and professional experience. 

I received a Bachelor’s degree in Engineering from West Virginia Institute of 

Technology and a Master’s of Science degree in Engineering from the University of 

Kentucky. I am a licensed professional engineer in the Coinmonwealth of Kentucky. 

I have been employed by EKPC since September 1989 and have occupied my current 

position within the EKPC organization since May 2007. 

Please provide a brief description of your duties at EKPC. 

I am responsible for all operational and maintenance fimctions at EKPC’s three coal 

fired power plants, combustion turbine plant, and landfill gas operations. I report to 

the Senior Vice President of G&T Operations. 

What is the purpose of your testimony? 

The purpose of my testimony is to explain the methodology and assumptions used to 

prepare EKPC’s generation operations and maintenance expenses and capital 

expenditures forecasts. I will also compare EKPC’s O&M costs to industry averages 

and discuss EKPC’s forced outage rates. 

Are yon supporting certain information required by Commission Regulations 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

A. 

Q. 

A. 

807 KAR 5:001, Section IO? 

Yes. I am sponsoring the following schedules for the corresponding Filing Requirements: 

Filing Requirem 

Section 10(9)(b) 

Section 10(9)(f) 

Section 10(9)(g) 

Description 
Most recent capital construction budget 
sontaining at minimum 3 year forecast of 
construction expenditures 
For each major construction project 
constituting 5% or more of annual 
construction budget within 3 year forecast, 
following information shall be filed: 

1. Date project began or estimated 
starting date; 

2. Estimated completion date; 
3 .  Total estimated cost of construction 

by year exclusive and inclusive of 
Allowance for Funds Used During 
Construction ("AFUDC") or 
Interest During Construction 
Credit; and 

4. Most recent available total costs 
incurred exclusive and inclusive of 
AFUDC or Interest During 
Construction Credit 

For each major construction project 
constituting 5% or more of annual 
construction budget within 3 year forecast, 
file aggregate of information requested in 
paragraph (f) 3 and 4 of this subsection. 

Volume 

Vol. 3 

VOl. 3 

Vol. 3 

- 
Tab # 

Tab 24 

Tab 28 

Tab 29 

_____ 

Please explain how the power plant operation and maintenance expenses were 

estimated for the forecasted test year. 

The operation and maintenance expenses that are included in the forecasted test year 

are based on 2009 and 2010 budgets for EIU'C. These budgets are divided into budget 

codes for each generating facility. Each electric generating plant has its own 

responsibility center. The responsibility centers are then divided into individual 

2 
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7 Q. 
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9 A. 
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11 

12 

13 

14 

15 

16 

17 

18 

19 Q. 

20 

21 A. 

22 

budget codes for operational items, maintenance items and capital items. The budget 

codes are standardized among the facilities to the maximum extent possible. There 

are budget codes that are unique to individual power plants and, in some cases, by the 

type of generating unit. The methods that were used in estimating the budget 

allocation for each expense item include: 1) historical usage, 2) price escalation, 3) 

maintenance schedules, 4) vendor quotes, and 5) generation models. 

Please describe the various budget codes and the methodology used to develop 

the expenses that are included in Plant Operations? 

The budget codes that are included in Plant Operations include: 1) Travel, 2) Routine 

Operating Material and Supplies, 3) Operations, 4) Utilities, 5) Equipment Rental, 6) 

Maintenance and Service Agreements, 7) Outside Professional and Consulting 

Services, 8) Subscriptions, 9) Annual Dues and Memberships, and 10) Education, 

Seminars, and Conferences. The costs included in these budget codes are estimated 

based on the historical usage, the type of maintenance planned for the upcoming year, 

the level of education and training required for the work force, and the escalation in 

the cost of commodities. EI(PC’s Supply Chain Department is responsible for 

determining budgetary unit price estimates for commodities with the exception of fuel 

and limestone. 

Please describe the various budget codes and the methodology used to develop 

the expenses that are included in Distributive Generator (Cagles)? 

The budget codes that are included in Distributive Generator (Cagles) include: 1) Fuel, 2) 

Fuel Oil and 3) Lubricants. Cooper Power Station budgets for the Cagles Distributive 
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22 

Q. 

A. 

Q. 

A. 

Generators. The costs included in these budget codes are estimated based on historical 

usage and anticipated price escalation. The price of he1 is based upon the budgetary unit 

price estimate provided by the Fuel Department. 

Please describe the various budget codes and the methodology used to develop 

the expenses that are included in Lime - Operations? 

Lime is used as an additive in the combustion process for Spurlock Units No. 1 and No. 2 

to reduce the potential for arsenic damage to the SCR catalyst. The amount of lime is based 

upon the historical usage and any planned outages. The price per ton of lime is based upon 

the estimate provided by the EWC’s Fuel Department. 

Please describe the various budget codes and the methodology used to develop 

the expenses that are included in Limestone and Magnesium Hydroxide - 

Operations? 

Limestone is required for the scrubbing process for the removal of sulfiir dioxide from flue 

gas from Spurlock Units No. 1, No. 2, No. 3, and No. 4. Magnesium Hydroxide is a 

chemical additive mixed with the spray water for the Units No. 1 and No. 2 wet 

electrostatic precipitators used to remove particulates from the flue gas. The costs ofthese 

items are recovered through the environmental surcharge. The quantity of limestone for 

Spurlock Unit No. 3 is based upon historical usage and the amount of generation estimated 

from the Planning Department’s Generation Model. The amount of sulfiir in coal that the 

Fuel Department is purchasing for Spurlock Unit No. 3 is also taken into consideration. 

Usage for Unit No. 4 is based upon the historical usage in Unit No. 3. Usage for Spurlock 

Units No. 1 and No. 2 are based upon the type of coal being purchased, the manufacturer 
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4 Q. 

5 

6 A. 
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10 Q. 

11 

12 A. 

13 

14 
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18 

19 
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21 

22 

estimate of limestone required, and the amount of generation predicted. The Fuel 

Department supplies a cost per ton for limestone. The Supply Chain Department supplies 

the cost per gallon for magnesium hydroxide. 

Please describe the various budget codes and the methodology used to develop the 

expenses that are included in Operations. 

The budget codes that are included in Operations include: I )  Employee Recognitions, 2) 

Temporary Office Clerks, 3) Boiler Contractor License, 4) Landfill Manager Certifications, 

and 5) Employee Uniforms. Estimates for these expense items are based on historical 

usage. 

Please describe the various budget codes and the methodology used to develop the 

expenses that are included in Maintenance. 

The maintenance functions at each plant are divided into systems. This allows EKPC to 

track the costs associated with certain systems and equipment. Maintenance budgets are 

driven by several factors. EIQC utilizes a computerized maintenance management system 

(CMMS) to track and to forecast maintenance activities and costs. All equipment at Dale, 

Cooper, Spurlock, and Smith are identified in the CMMS. The CMMS records the 

hstorical activities associated with equipment maintenance and the cost of performing 

these activities and can be used to predict future maintenance needs and costs. This 

provides for a systematic approach to maintenance activities. Steam turbine/generator 

overhauls are budgeted on 10- year cycles. Annual routine inspections are performed on 

the coal fired boilers with major inspections done at the time ofthe major turbine generator 

overhauls. The major overhauls on the combustion turbines are done based upon 
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13 Q. 
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15 A. 

16 

17 
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19 

20 
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22 

manufacturer’s guidelines for the number of starts or operating hours. Major overhauls on 

the landfill gas units are based on the number of hours operated. All other maintenance 

activities, which are routine in nature, are based upon historical cost, predicted generation, 

and anticipated material pricing. 

E D C  performs planned outages in the spring and fall on its coal fired units. The activities 

that can only be performed during a planned outage are identified in the CMMS. This 

information is used to schedule the duration of the planned outages. The risk associated 

with a forced outage is a factor that is used in determining when maintenance will be 

performed. This is especially true when planning activities associated with the boiler, 

which is a major driver of forced outages. The cost of replacement power for a forced 

outage causes EKPC to have a low tolerance for risk. This level ofmaintenance done on an 

annual basis helps to avoid the risk of forced outages. 

Please describe how the costs of Capitawork Orders, Tools and Equipment Greater 

than $5,000, and Licensed & Motorized Vehicle are forecasted. 

Capital improvements have their own planning and justification process outside of the 

operation and maintenance budgeting process. EKPC has a program for planning and 

justifying asset improvements called the MEAGER plan. MEAGER is an acronym for 

Maintaining Electric and Generation Equipment Reliability. The MEAGER identifies large 

capital improvements and large m a h m n c e  items over a 20 year planning horizon. The 

capital improvements and large maintenance that fall in aparticular year are included in the 

relevant annual budget. Budgeting for tools and equipment is based on a proven need or 

the replacement of worn items. Vehicles are justified based on a demonstrated need and 
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replaced using the followiiig guidelines: (1) Five Years of Age, (2) Over 150,000 miles, and 

(3) percentage of repairs. 

Please compare EKPC’s O&M costs to industry averages. 

EKPC’s total O&M costs ranged between $19.10 per megawatt hour in 2002 to 

$3 1.89 per megawatt hour in 2007. The national average during the same time period 

ranged from $18.68 per megawatt hour in 2002 to $25.83 per megawatt hour in 2007. 

EKPC’s costs are comparable to industry averages. 

Please discuss EKPC’s forced outage rate and compare it to industry averages. 

EKPC’s coal-fired generating forced outage rate (“FOR’) is typically lower than the 

national average. The latest information for national averages comes from the 2002 - 

2006 Generating Availability Report (GADS) published in November of 2007. This 

report, a portion of which was submitted in Commission Case No. 2008-00436, is 

published by the North American Electric Reliability Council (NERC) and is a 

compilation of operating histories from more than 230 utilities in the United States 

and Canada. The following table compares each EKPC coal-fired unit to the national 

average for a coal-fired unit in its size class. 

EKPC Average FOR 2002-2006 National Average FOR 2002-2006 

Dale 1 2.1% 5.2% 

Dale 2 1.6% 5.2% 

Dale 3 2.0% 5.2% 

Dale 4 1.7% 5.2% 
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16 A. 

Cooper 1 2.2% 4.5% 

Cooper 2 2.1% 4.7% 

Spurlock 1 0.3% (avg. y s  02,03,05 & 06) 4.2% 

Spurlock 2 1.7% 5.1% 

Gilbert 13.2% 4.7% 

Note that the average FOR for Spurlock 1 does not include 2004, when an unusually 

long forced outage, the circumstances of which were discussed.in detail in PSC Case 

No. 2006-00472, contributed to a 32 % annual FOR. Also, note that the average FOR 

for the Gilbert Unit reflects less than two years of experience during its initial months 

of operation, since that unit went into commercial operation in March 2005. The 

generating data collected by NERC does not distinguish between the different types of 

coal boilers and groups Gilbert, a CFB, with pulverized coal units. The reasons why a 

CFB plant differs from a pulverized coal plant with respect to FOR were discussed in 

detail in Case No. 2008-00436. 

Does this conclude your testimony? 

Yes. 
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Please state your name, business address and occupation. 

My name is Ricky L. Dmry and my business address is East Kentucky Power 

Cooperative (“EKPC”), 4775 Lexington Road, Winchester, Kentucky 40391. I am 

the Manager of Engineering for EKPC. 

Please state your education and professional experience. 

I received a Bachelor’s Degree in Electrical Engineering from the University of 

Kentucky in 1979 and a Master’s Degree in Business Administration in 1986 also 

from the University of Kentucky. I am a licensed Professional Engineer in thc 

Commonwealth of Kentucky. In addition, I have attended and participated in several 

seminars and supplemental training courses over the years. I have been employed by 

EKPC since January 1980 and have occupied several engineering and management 

positions associated with planning, designing and maintaining the transmission 

system. In July 2008, I became Manager of Engineering at EKPC. 

Please provide a brief description of your duties at EKPC. 

As Manager of Engineering, I am responsible for managing the design and 

construction of all transmission facilities and providing general engiiieering services 

for others throughout the organization. I report directly to the Senior Vice President 

of G&T Operations. 

What is the purpose of your testimony? 

The purpose of my testimony is to explain the methodology and assumptions used to 

prepare EKPC’s power delivery operations and maintenance expenses and capital 

expenditures forecasts. 
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3 

4 

5 

6 

Q. 

A. 

Q. 

Are you supporting certain information required by Commission Regulations 807 

KAR 5:001, Section IO? 

Yes. I am sponsoring the following schedules for the corresponding Filing Requirements: 

riling Requirement 

lection 10(9)(b) 

Section 10(9)(f) 

Section 10(9)(g) 

lescription 
dost recent capital construction 
iudget containing at minimum 3 year 
orecast of construction expenditures 
>or each major construction project 
:onstituting 5% or more of annual 
:onstruction budget within 3 year 
orecast, following information shall 
)e filed: 

1. Date project began or 
estimated starting date; 

2. Estimated completion date; 
3. Total estimated cost of 

construction by year 
exclusive and inclusive of 
Allowance for Funds Used 
During Construction 
(‘XFUDC’) or Interest 
During Construction Credit; 
and 

4. Most recent available total 
costs incurred exclusive and 
inclusive of AFUDC or 
Interest During Construction 
Credit 

For each major construction project 
constituting 5% or more of annual 
construction budget within 3 year 
forecast, file aggregate of 
information requested in paragraph 
(f) 3 and 4 of this subscction. 

P‘olume 

Vol. 3 

VOl. 3 

Vol. 3 

- 
Tab # 

Tab 24 
- 

Tab 28 

- 

Tab 29 

- 

Please explain the process that was used to develop the costs that were included 

in the power delivery capital budget used in the forecasted test year. 
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The transmission capital budget is developed using computer models of the 

transmission system that simulate future transmission system conditions and that are 

used in transmission system planning. These models identify system problems and 

alternative actions and system upgrades that could cost effectively and reliably resolve 

these problems. These studies were used to develop a work plan that was used by 

EKPC's Engineering Department to budget and schedule upcoming transmission 

projects. Additionally, EKPC's Member Distribution Systems use similar models to 

identify problems on the distribution system and work with EKPC Planning Engineers 

to deteiinine the best solution to these problems. Solutions to these distribution 

system problems may require distribution substations and associated transmission tap 

lines that would also be included in the capital budget. Finally, some 

telecommunications and transmission capital projects may be included in the budget 

by either the Engineering or Operations Department to replace aging transmission or 

telecommunications infrastructure that is obsolete or in poor condition. 

Cost estimates that are included in the capital budget are based on historic EKPC 

costs and generic cost estimates of similar projects. An inflation rate derived from the 

publication "Power Planner" published by Global Insight was used to escalate the cost 

estimates to the year the project is planned to be placed in service. For projects that 

span multiple years, timeline for the transmission projects were used to assign the 

portion of the total project cost to the appropriate year in the budget. 

Please explain the process that was used to develop the costs that were included 

in the power delivery maintenance budget. 
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The primary driver for development the maintenance budget was the work plan for 

maintenance of the transmission and telecommunications systems. The work plan 

includes various inspections of the transmission system that are routinely performed 

to identify the condition of system components. Intervals for performing these 

inspections were developed by a panel of internal subject experts led by an external 

expert that is familiar with industry norms. These intervals form the basis for the 

inspections included in the work plan. The amount of maintenance required as a 

result of each inspection is based on EKF’C’s experience with the types of problems 

that the inspections identify. The estimates for all the work plan items for each type 

of maintenance (ex: substation, right of way, line) are summed to determine the total 

budget for inspecting and maintaining the transmission system. These estimates are 

compared to historic maintenance costs and the expected labor costs to see if these 

estimates are reasonable. Differences between historic maintenance costs and 

maintenance cost estimates are analyzed and appropriate adjustments are then made to 

derive the final budget values. 

Please explain the process that was used to develop the costs that were included 

in the power delivery operations budget. 

In addition to the above transmission and telecommunications budgets for inspection 

and maintenance, the transmission Operations Department also has an operating 

budget associated with metering, control and operation of the transmission system. 

This budget is primarily based on historic data along with appropriate adjustments for 

any expected upgrades of the equipment and systems for this purpose. 

4 



1 

2 

3 

4 

5 Q. Does this conclude your testimony? 

6 A. Yes. 

Finally, each department’s operating budget also includes necessary administrative 

costs. Examples of these administrative costs include items such as safety equipment, 

computers, training, office supplies, tools and other miscellaneous administrative 

costs. Budgets for these expenses are primarily based on historic values. 
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Please state your name, business address and occupation. 

My name is Ann F. Wood and my business address is East Kentucky Power 

Cooperative (“EKPC”), 4775 Lexington Road, Winchester, Kentucky 40391. I 

am the Manager of Regulatory Services for EKPC. 

Please state your education and professional experience. 

I received a B.S. Degree in Accounting from Georgetown College in 1987. After 

graduation I accepted an audit position with Coopers & Lybrand in the Lexington 

office. My responsibilities ranged from performing detailed audit testing to 

managing audits. In October 1995, I started working for Lexmark International, 

Inc. as an analyst. In May 1997, I joined EKPC and held various management 

positions in the accounting and internal auditing areas. In August 2008, I became 

Manager of Rcgulatory Services at EKPC. I am a certified public accountant in 

Kentucky. 

Please provide a brief description of your duties at EKPC. 

As Manager of Regulatory Services, I am responsible for managing all filings 

with the Public Service Coinmission (“Commission.”) I report directly to the 

Senior Vice President of Power Supply. 

Are you supporting certain information required by Commission 

Regulations 807 KAR 5:001, Section lo? 

Yes. I am sponsoring the following schedules for the corresponding Filing 

Requirements: 
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Filing Requirement 
lection 10(1)(b)(2) 

kction 10(1)(b)(3) 
nd (5) 

Section 10(l)(b)(4) 
i d  (5) 

Section 10(l)(b)(6) 

Section 10(l)(b)(7) 

Section 10(l)(h)(8) 

Section 1O(l)(b)(9) 

Description 
4 statement that the utility's aimual reports, 
ncluding the annual report for the most recent 
:alendar year, are on file with the commission 
.n accordance with 807 KAR 5:006, Section 
W). 
[f the utility is incorporated, a certified copy of 
:he utility's articles of incorporation aid all 
imeiidineiits thereto or out of state documents 
sfsimilar import. Ifthe utility's articles of 
incorporation and amendments have already 
been filed with the Commission in a prior 
proceeding, the application may state this fact 
making reference to the style and case number 
of the prior proceeding &a certificate of good 
standing or certificate of authorization dated 
within sixty (60) days of the date the 
application is filed. 
If applicant is a limited partnership, a certified 
copy of the limited partnership agreement or if 
the agreement was filed with the PSC in a prior 
proceeding, a reference to the style and case 
number of the prior proceeding &a certificate 
of good standing or certificate of authorization 
dated within sixty (60) days of the date the 
application is filed. 
A certified copy of a certificate of assumed 
name as required by KRS 365.015 or a 
statement that such a certificate is not 
necessary. 
The proposed tariff in form complying with 807 
KAR 5:011 with an effective date not less than 
thirty (30) days from the date the application is 

Proposed tariff changes shown either by 
providing present and proposed tariffs in 
comparative fonn or indicating additions by 
italicized inserts or underscoring and striking 
over deletions in a copy of the current tariff. 
Statement that notice given, see subsections (3) 
and (4) of 807 KAR 5:001, Section 10 with 
copy. 

olume 
Jol. 1 
- 

- 
Vel. 1 

___ 
VOl. 1 

- 
Vel. 1 

~ 

Vel. 1 

VOl. 1 

- 
Vel. 1 

Tab # 
Tab 2 

Tab 3 

Tab 4 

Tab 5 

Tab 6 

Tab 7 

Tab 8 
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!gross annual revenues exceed $1,000,000 
iritten notice of intent filed at least four (4) 
reeks prior to application. Notice shall state 
ihether the application will be supported by 
istorical or a fully forecasted test period. 

'orm of notice to customers. Every utility 
iling an application pursuant to this section 
hall notify all affected customers in the 
lanner prescribed herein. The notice shall 
d u d e  the following information: 

(a) Amount of change requested in dollar 
amounts and percentage for each 
customer classification to which change 
will apply. 

customer class to which change would 
(b) Present and proposed rates for each 

apply. 
(c) Electric, gas, water and sewer utilities - 

the effect upon average bill for each 
customer class to which change will 

(d) Local exchange companies - include 
effect upon average bill for each 
customer class for change in hasic local 
service. 

(e) A statement that the rates contained in 
this notice are the rates proposed by 
(name of utility); however, the Public 
Service Commission may order rates to 
be charged that differ from the proposed 
rates contained in this notice; 

(0 A Statement that any corporation, 
association, or person with a substantial 
interest in the matter may, by written 
request, within thirty (30) days after 
publication or mailing of this notice of 
the proposed rate changes request to 
intervene; Intervention may be granted 
beyond the thirty (30) day period for 
good cause shown. 

(g) A statement that any person who has 
been granted intervention by the 
commission may obtain copies of the 
rate application and any other filings 
made by the utility by contacting the 

apply. 

~ 

iol. 1 

~ 

Jol. 1 

Tab 9 

Tab 10 
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utilitv through a name and address and - 
phone number stated in this notice; 

examine the rate application and any 
other filings made by the utility at the 
main office of the utility or at the 
commission's office indicating the 
addresses and telephone numbers of both 
the utility and the commission; and 

(i) The commission may grant a utility with 
annual gross revenues greater than 
$1,000,000, upon written request, 
permission to use an abbreviated fonn of 
published notice of the proposed rates 
provided the notice includes a coupon 
which may be used to obtain all of the 
information required herein. 

Manner of notification. Sewer utilities shall 
sive the required typewritten notice by mail to 

(h) A statement that any person may 

211 oftheir customers pursuant to KRS 278.185. 
Manner of notification. Applicant has 20 
xstomers or less, written notice of proposed 
rate changes and estimated amount of increase 
per customer class shall be inailed to each 
zustomer no later than date of application. 
Except for sewer utilities, applicants with more 
than twenty (20) custoiners affected by the 
proposed general rate adjustinent shall give the 
required notice by one (1) of the following 
methods: 1. A typewritten notice mailed to all 
customers no later than the date the application 
is filed with the commission; 2. Publishing the 
notice in a trade publication of newsletter whicl. 
is mailed to all customers no later than the date 
on which the application is filed with the 
commission; or 3. Publishing the notice once a 
week for three (3) weeks in a prominent manna 
in a newspaper of general circulation in the 
utility's service area, the first publication to be 
made within seven(7) days of the filing of the 
application with the Commission 

- 
Vel. 1 

____ 
VOl. 1. 

- 
Vel. 1 

- 

Tab 11 

Tab 12 

Tab 13 
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Section 10(4)(d) 

Section 10(4)(e) 

Section 10(4)(f) 

Section 10(4)(g) 

Section 10(.5) 

Section 10(8)(a) 

Section 10(8)(f) 

Section 10(9)(a) 

Section 10(9)(i) 
Section 10(9)(j) 

Section 10(9)(k) 

[f the notice is published, an affidavit from the 
mblisher verifying the notice was published, 
.ncluding the dates of the publication with an 
ittached copy of the published notice, shall be 
tiled with the commission no later than forty- 
tive (4.5) days of the filed date of the 
application. 
If the notice is mailed, a written statement 
signed by the utility's chief officer in charge of 
Kentucky operations verifying the notice was 
mailed shall be filed with the commission no 
Later than thirty (30) days of the filed date ofthe 
application. 
All utilities, in addition to the above 
notification, shall post a sample copy of the 
required notification at their place of business 
no later than the date on which the application 
is filed which shall remain posted until the 
cornmission has finally determined the utility's 
rates. 
Compliance with this subsection shall constitute 
compliance with 807 KAR .5:051, Section 2. 
Notice o f  bearing scheduled by the commission 
upon application by a utility for a general 
adjustment in rates shall be advertised by the 
utility by newspaper publication in the areas 
that will be affected in compliance with KRS 
424.300. 
Financial data for forecasted period presented 
as pro forma adjustinents to base period. 
The utility shall provide a reconciliation of the 
rate base and capital used to detennine its 
revenue requirements. 
Prepared testimony of each witness supporting 
its application including testimony from chief 
officer in charge of Kentucky operations on the 
existing programs to achieve improvements in 
efficiency and productivity, including an .. 

- explan;uion ol'the purpose __ of thc program. 
hlobr m e n t  FERC or FCC audit rcports; . . . . ~. 
Prospectuses o f  most recent stock or bond 
offerings; 
Most recent FERC Form 1 (electric), FERC 
Forni 2 (gas), or the Automated Reporting 
Management Infonnation System Report 
(telephone) and PSC Form T (telephone); 

- 
Vel. 1 

- 
01. 1 

__ 
VOl. 1 

~ 

Vel. 1 

Vel. 1 
- 

~ 

Vel. 1. 

Vel. 1 
~ 

- 
Vel. 2 

- 
Vel. 3 
Vol. 3 

Vel. : 
- 

Tab 14 

Tab 15 

Tab 16 

Tab 17 

Tab 18 

Tab 19 

Tab 22 

Tab 23 

Tab 31 
Tab 32 

Tab 33 
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iection 10(9)(1) 

iection 10(9)(m) 

iection 10(9)(n) 

kction 10(9)(p) 

iection 10(9)(q) 

section 10(9)(r) 

section 10(9)(s) 

Section 10(9)(t) 

Section 10(9)(u) 

hnual  report to shareholders or members and 
:tatistical supplements for the most recent 5 _ -  
rears prior to application filing date; 
2urrent chart of accounts if more detailed than 
Jniform System of Accounts chart; 
,atest 12 months of the monthly managerial 
cpoi-ts providing financial results of operations 
n comparison to forecast; 
SEC's annual report for most recent 2 years, 
Fonn 10-Ks and any Form 8-ICs issued during 
irior 2 years and any Form 10-Qs issued 
luring past 6 quarters; 
Indeoendent auditor's annual ooinion reoort. 

A I  

Nit11 any written communication which 
ndicates the existence of a material wealmess 
n internal controls; 
Juarterly reports to the stockholders for the 
nost recent 5 quarters; 
Summary of latest depreciation study with 
schedules itemized by major plant accounts, 
:xcept that telecommunications utilities 
idopting PSC's average depreciation rates shall 
identify current and base period depreciation 
rates used by major plant accounts. If 
information has been filed in another PSC case, 
refer to that case's number and style. 
List all commercial or in-house computer 
software, programs, and models used to develop 
schedules and work papers associated with 
application. Include each software, program, or 
model; its use; identify the supplier of each; 
briefly describe software, program, or model; 
specifications for computer hardware and 
operating system required to run program. 
If the utility had any amounts charged or 
allocated to it by an affiliate or general or home 
office or paid any monies to an affiliate or 
general or home office during the base period 
or during the previous three (3) calendar years, 
the utility shall file: 

1. Detailed description of method of 
calculation and amounts allocated or 
charged to utility by affiliate or general 
or home office for each allocation or 
payment; 

2. Method and amounts allocated during 

~ 

Val. 4 

~ 

Val. 5 

Vel. 5 
~ 

- 
Vel. 5 

~ 

Val. 5 

~ 

Vel. 5 

Val. 5 
~ 

~ 

Val. 5 

~ 

Vel. 5 

Tab 34 

Tab 35 

Tab 36 

Tab 38 

Tab 39 

Tab 40 

Tab 41 

Tab 42 

Tab 43 
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Section 10(9)(w) 

Section 10(10)(c) 

Section 10(10)(d) 

Section lO(lO)(e) 

Section lO(lO)(f) 

base period and method and estimated 
amounts to be allocated during 
forecasted test period; 

3. Explain how allocator for both base and 
forecasted test period was determined; 
and 

4. All facts relied upon, including other 
regulatory approval, to demonstrate that 
each amount charged, allocated or paid 
during base period is reasonable. 

,oca1 exchange carriers with fewer than 50,000 
iccess lines need not file cost of service 
Ztudies, except as specifically 
3irected by PSC. Local exchange carriers with 
nore than 50,000 access lines shall file: 

1. Jurisdictional separations study 
consistent with Part 36 of the FCC’s 
rules and regulations; and 

2. Service specific cost studies supporting 
pricing of services generating annual 
revenue greater than $1,000,000 except 
local exchange access: 

a. Based on current and reliable 
data froin single time period; 
and 

b. Using generally recognized 
hlly allocated, embedded, or 
incremental cost principles. 

lurisdictional operating income summary for 
30th base and forecasted periods with 
supporting schedules which provide 
xeakdowns by major account group and by 
individual account; 
Summary of jurisdictional adjustments to 
3perating income by major account with 
supporting schedules for individual 
adjustments and jurisdictional factors; 
Jurisdictional federal and state income tax 
summary for both base and forecasted periods 
with all supporting schedules of the various 
components .. . - oQurisdictional inconic lases; 
Suniinarv schcdulcs t’ur b011i base and 
forecasted periods (utility may also provide 
summary segregating items it proposes to 
recover in rates) of organization membership 
dues; initiation fees; expenditures for country 

- 
Vel. 5 

~ 

Vel. 5 

~ 

Vel. 5 

___ 
VOl. 5 

___ 
VOl. 5 

- 

Tab 45 

Tab 48 

Tab 49 

Tab 50 

Tab 51 
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6 

7 
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9 

10 

11 

12 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Section 10(10)(g) 

Section 10(10)(i) 

Section 10(10)(k) 

club: charitable contributions: marketing. sales. 
and advertising; professional services; civic 
and political activities; employee parties and 
outings; employee gifts; and rate cases; 
Analyses of payroll costs including schedules 
for wages and salaries, employees benefits, 
payroll taxes straight time and overtime hours, 
and executive compensation by title; 
Comparative income statements (exclusive of 
dividends per share or earnings per share), 
revenue statistics and sales statistics for 5 
calendar years prior to application filing date, 
base period, forecasted period, and 2 calendar 
years beyond forecast period; 
Comparative financial data and earnings 
measures for the 10 most recent calendar years, 
base period, and forecast period; 

~ 

Vel. 5 

~ 

Val. 5 

- 
Vel. 5 

____ 

Have you reviewed the above requirements and found the responses to be 

complete and accurate? 

Yes. These requireinents were prepared by me or under my supervision. To the 

best of my knowledge, the responses to these requirements are accurate. 

Were you responsible for managing the rate case application in this 

proceeding? 

Yes. I also prepared a number of key schedules and exhibits in the application, 

gathered much of the financial and accounting data used to prepare Mr. Seelye’s 

exhibits, and worked closely with Mr. Seelye in analyzing the revenue deficiency. 

Does this conclude your testimony? 

Yes. 

Tab 52 

Tab 54 

Tab 56 
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COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In re the Matter of: 

THE APPLICATION OF EAST KENTUCKY ) 
POWER COOPERATIVE, INC. FOR A ) CASE NO. 2008-00409 
GENERAL ADJUSTMENT OF ITS ) 
WHOLESALE ELECTRIC RATES 1 

A F F I D A V I T  

STATE OF mNTUCKY ) 

COUNTY OF CLARK ) 
1 

Ann F. Wood, being duly sworn, states that she has read the foregoing prepared 

testimony and that she would respond in the same mamier to the questions if so asked 

upon taking the stand, and tbat the matters and things set forth therein are true and correct 

to the best of her knowledge, information and belief. 

Subscribed and sworn before me on this 49 tL day of October, 2008. 

My Commission expires: 
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12 A. 

13 

14 

15 

16 
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19 
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INTRODUCTION 

Please state your name and business address. 

My name is William Steven Seelye and my business address is The Prime Group, LLC, 

6001 Claymont Village Drive, Suite 8, Crestwood, Kentucky, 40014. 

By whom are you employed? 

I am a senior consultant and principal for The Prime Group, LLC, a firm located in 

Crestwood, Kentucky, providing consulting and educational services in the areas of 

utility marketing, regulatory analysis, cost of service, rate design and depreciation 

studies. 

On whose behalf are your testifying? 

I am testifying on behalrof East Kentucky Power Cooperative, Inc. (“EKPC”). 

What is the purpose of your testimony? 

The purpose of my testimony is (i) to present the financial summary and supporting 

exhibits detailing how EKPC derived the amount of the requested revenue increase, (ii) 

describe EKPC’s proposed pro-formarevenue, expense, and rate base adjustments, (iii) 

describe the calculation of EKPC’s adjusted net margin and revenue deficiency for the 

fully forecasted test period ended May 3 1,2010, (iv) describe the calculation ofthe 13- 

month average of EKPC’s rate base and capitalization for the filly forecasted test 

period; (v) to sponsor the filly allocated class cost of service studies based on EKPC’s 

cost of providing service for the 12 months ended May 31, 2010; and (vi) to support 

EKPC’s proposed wholesale rates to its members. 
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1 Q. Please summarize your testimony. 

2 A. 

3 

4 

5 

6 

7 

8 

9 

EKPC is proposing a rate increase which is designed to produce additional revenues of 

approximately $67.9 million. EKPC’s proposed rate increase is supported by a fully 

forecasted test period corresponding to the 12 months ended May 3 1,2010. The level of 

the increase is supported by an analysis of EKPC’s revenue deficiency based on the pro- 

forma financial results for the forecasted test period. EKPC’s revenue requirement was 

determined based on net margin requirements necessary to produce a 1.45 Times Interest 

Earned Ratio (“TIER”). The $67.9 million proposed increase, which was approved by 

EKPC’s Board of Directors, is less than the $70.0 million revenue deficiency determined 

10 using a 1.45 TIER. 

11 

12 

13 

14 

15 

16 

17 

18 

19 

EKPC’s proposed rates will allow it to begin gradually rebuilding its equity, 

which is currently at a dangerously low level. EKPC’s equity as a percentage of total 

capitalization is expected to drop to around 6.8 percent prior to the implementation ofthe 

new rates. It is important to realize, however, that even with the new rates, EKPC’s 

equity as a percentage of total capitalization is projected to only be 9.67 percent in 

December 201 1, which will still not be adequate. One ofthe main reasons that its equity 

position will not improve more than this is because EKPC will continue to add assets to 

its balance sheet in support of its effort to install sufficient generation facilities to meet 

the needs of its members. 
~~. .~ ~~... ~ 

A class cost of service study was performed for the purpose of assisting EKPC in 

designing its proposed rates. In order to transition to~cost-based rates, EKPC is 

proposing a phased-in approach consisting ofPhase Irates - which would be placed into 

\ /‘- \~..J 20 

21 

22 

/’ 
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1 

2 

3 

4 

5 

6 

7 Q. 

8 

9 A. 

10 

ef€ect upon approval by the Kentucky Public Service Commission (“Commission”), 

which presumably will be at the end of the suspension period in this proceeding, and 

“Phase II” rates - which would go into effect 12 months later. Although both Phase I and 

Phase I1 rates are designed to produce approximately the same overall revenue, the 

proposed Phase I1 rates include unit charges that more accurately track the results of the 

cost of service study. 

Are you supporting certain information required by Commission Regulations 807 

KAR 5:001, Section lo? 

Yes. I am sponsoring the following schedules for the corresponding Filing Requirements: 

Filing Requirement 

Section 10(8)(b) 

Section 10(8)(c) 

Section 10(9)(a) 

Section 10(9)(v) 

Description 
Forecasted adjustments shall be 
limited to the 12 months 
immediately following the 
suspension period. 
Capitalization and net investment 
rate base shall be based on a 13 
month average €or the forecasted 
period. 
Prepared testimony of each witness 
supporting its application including 
testimony from chief officer in 
charge of Kentucky operations on 
the existing programs to achieve 
improvements in efficiency and 
productivity, including an 
explanation of the purpose of the 
program. 
Cost of service study based on 
methodology generally accepted in 
the industry and based on current 
and reliable data from a single time 
period. 

Volume 

Vol. 1 

Vol. 1 

VOl. 2 

Vol. 5 

Tab # 

Tab 20 

Tab 21 

Tab 23 

Tab 44 
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1 

2 

3 

4 

5 
6 
7 

8 

9 

10 

11 

Q. 

A. 

11. 

Q. 

A. 

Filing Requirement 

Section lO(lO)(a) 

Section 10(10)(b) 

Section 10(1O)(h) 

Section 10(10)(1) 

Section 1 O( 1 O)(m) 

Section 1 O( 1 O)(n) 

Description 
Jurisdictional financial summary for 
both base and forecasted periods 
detailing how utility derived amount 
of requested revenue increase. 
Jurisdictional rate base summary for 
both base and forecasted periods 
with supporting schedules which 
include detailed analyses of each 
component of rate base. 
Computation of revenue conversion 
factor for forecasted period 
Narrative description and 
explanation of all proposed tariff 
changes 
Revenue summary for both base and 
forecasted periods with supporting 
schedules which provide detailed 
billing analyses for all customer 
classes 
Typical bill comparison under 
present and proposed rates for all 
customer classes 

Volume 

VOl. 5 

VOl. 5 

VOl. 5 

VOl. 5 

VOl. 5 

Vol. 5 

Tab I# 

Tab 46 

Tab 47 

Tab 53 

Tab 57 

Tab 58 

Tab 59 

Wow is your testimony organized? 

My testimony is divided into the following sections: (I) Introduction, (11) Qualifications, 

(111) Revenue Requirements, (IV) Cost of Service Study, and (V) Rate Design. 

QUALIFICATIONS 

Please describe your educational background and prior work experience. 

I received a Bachelor of Science degree in Mathematics from the University of Louisville 

in 1979. I have also completed 54 hours of graduate level course work in Industrial 

Engineering and Physics. From May 1979 until July 1996, I was employed by Louisville 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 Q. 

12 A. 

13 

14 

15 Q. 

16 

17 A. 

18 

19 

20 

21 

22 

Gas and Electric Company. From May 1979 until December 1990, I held various 

positions within the Rate Department of Louisville Gas and Electric Company. In 

December 1990, I became Manager of Rates and Regulatory Analysis. In May 1994, I 

was given additional responsibilities in the marketing area and was promoted to Manager 

of Market Management and Rates. I left Louisville Gas and Electric Company in July 

1996 to form The Prime Group, LLC, with another former employee of the Company. 

Since then, we have performed cost of service studies, developed revenue requirements 

and designed rates for well over 130 investor-owned, cooperative and municipal utilities 

across North America, A more detailed description of my qualifications is included in 

Seelye Exhibit 1. 

Have you ever testified before any state or federal regulatory commissions? 

Yes. I have testified in over 45 regulatory proceedings in 11 diffcrent jurisdictions 

regarding revenue requirements, cost of service and rate design. A listing of my 

testimony in other proceedings is included in Seelye Exhibit 1. 

Have you performed cost of service studies and developed rates for electric 

cooperatives? 

Yes. I have performed cost of service studies and developed rates for a number of 

generation and transmission cooperatives (“G&T cooperatives”), including Hoosier 

Energy, South Mississippi Electric Power Association, Big Rivers Electric COT, 

Southern Illinois Power Cooperative, Corn Belt Power Cooperative, and EKPC. I have 

also supervised the preparation of cost of service studies and the development ofrates for 

over 130 electric distribution cooperatives. 
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1 

2 111. 

3 Q. 

4 A. 

5 

6 

7 

8 

9 

10 

11 

12 

13 Q. 

14 

15 A. 

16 

17 

18 

19 

20 

21 

22 

REVENUE REQUIREMENTS 

Please describe how EKPC’s proposed revenue increase was determined? 

EKPC is proposing a general adjustment in rates supported by a fully forecasted test 

period. The proposed revenue increase is supported by an analysis of the revenue 

deficiency based on financial results for the forecasted test period. The revenue 

deficiency was determined as the difference between (i) EKPC’s adjusted net margins for 

the forecasted test period without reflecting a general adjustment in rates, and (ii) 

EKPC’s net margin requirement necessary to provide a 1.45 TIER. Based on the 

forecasted test year, the revenue deficiency is $70,041,960. EKPC’s proposed wholesale 

rates to its members are projected to produce increased revenues of $67,858,922 based on 

estimated billing determinants for the forecasted test year. 

Why is the proposed revenue increase of $67,858,922 less than EKPC’s revenue 

deficiency of $70,041,960? 

The rates that EKPC is proposing in this proceeding were approved by EKPC’s Board of 

Directors on September 9,2008. However, the rates were developed using preliminary 

revenue requirement and billing determinant estimates which indicated that the revenue 

requirement was approximately $67.7 million based on a forecasted test period for the 12 

months ended April 30,201 0, rather than the 12 months ended May 3 1,2010, used in the 

rate case filing. Because EKPC was unable to file the rate case application until the end 

of October 2008, the forecasted test ycar utilized in the rate case filing had to be delayed 

by one month in order to meet the requirement set forth in KRS 278.192 that the 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 Q. 

16 

17 A. 

18 

19 

20 

21 

22 

forecasted test period must correspond to the first 12 consecutive calendar months the 

proposed increase would be in effect after the maximum suspension period €or the 

proposed rates. When EKPC finalized the revenue requirement using costs €or the fully 

forecasted test period that had to be utilized in this proceeding, the revenue requirement 

turned out to be $70.0 million rather than $67.7 million. Likewise, when the rates that 

were approved by the Board of Directors were applied to test-year billing determinants, 

the revenue increase turned out to be $67.9 million rather than the $67.7 million amount 

indicated in the Board resolution provided as an exhibit to Mr. Marshall’s testimony. 

Because the proposed revenue increase is less than the revenue deficiency determined 

based on operating results for the fully forecasted test period, EKPC made the decision 

not to revisit the issue with its Board of Directors for the purpose of obtaining approval 

to propose a larger increase with the Commission. Particularly, EKPC decided to 

maintain its proposed rates in this proceeding at the level approvcd by its Board of 

Directors even though a higher revenue increase could be supported. 

Why did EKPC choose to support the proposed rate increase with a fully forecasted 

test period? 

As the Commission is well aware, EKPC has been in financial distress since 2005. Its 

interest and debt coverage ratios are forecasted to be inadequate to meet the requirements 

set forth in the mortgage and credit facility agreements with its lenders. Without a rate 

increase, EKPC’s financial condition will deteriorate even further once Spurlock 4 is 

placed into commercial operation. Considering its dangerously low level of equity 

capital, without increasing its rates it would be difficult for EKPC to withstand the stress 

- 7 -  



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

of an unanticipated expense, such as expenditures that might result from an unanticipated 

equipment failure at one of its generating stations. Spurlock 4, a 278 MW coal-fired 

generating unit which will cost approximately $528 million, is scheduled to be placed 

into commercial operation on April 1,2009. None of the cost of Spurlock 4 is currently 

in rate base. EKPC has not included the Construction Work In Progress (“CWIP”) for 

Spurlock 4 in rate base. Because it has been accruing an Allowance for Funds Used 

During Construction (“AFUDC”) on its construction expenditures, EKPC is currently not 

recovering interest expenses associated with Spurlock 4 through rates. Once Spurlock 4 

is placed into commercial operation, EKPC will experience a significant increase in its 

non-fuel operation and maintenance expenses, depreciation expenses and current interest 

expenses. Although Spurlock 4 will result in fuel and purchased power cost savings, 

those savings will be automatically passed along to its members through the application 

of the monthly fuel adjustment clause. Therefore, the fuel cost savings will not off-set 

the impact on EKPC’s net income from placing Spurlock 4 in service. 

With that background, it is easier to understand why EKPC is supporting its rate 

increase with forecasted test period costs. If EKPC were to use a historical test year, the 

very earliest that any of the costs of Spurlock 4 would be reflected in historical test 

period costs would be in April 2009. EKPC simply could not wait until after April 2009 

to file a rate case application, which would not provide additional revenues to cover the 

increased costs of Spurlock 4 until approximately nine months later. Even though EKPC 

has never filed a fully forecasted rate case, it was critical that the company move forward 

with a forecasted rate case considering the serious consequences of not being able to 
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1 adjust its rates until after April 1, 2009. In its Order in Case No. 2006-00472 dated 

2 December 5,2007, the Commission directed EKPC to file its next base rate case when 

3 conditions warrant. Given EKPC’s precarious financial circumstances, conditions 

4 warrant filing a rate case utilizing a forecasted test year that provides increased revenues 

5 to cover the additional costs associated with Spurlock 4. 
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What are the forecasted test period and the base period for the rate case 

application? 

The forecasted test period for the filing is the 12 months ended May 31, 2010. 

Consistent with KRS 278.192, the forecasted test period used to determine revenue 

requirements in this proceeding corresponds to the first 12 consecutive calendar months 

the proposed increase would be in effect after the maximum suspension period for the 

proposed rates. According to KRS 278.190, the maximum suspension period is six 

months for a general adjustment in rates supported by a fully forecasted test period. 

Because the effective date of the EKPC’s proposed rates is December 1,2008, the first 

12 consecutive calendar months after the 6 month suspension period corresponds to the 

12 months beginning June 1,2009, and ending on May 3 1,2010. 

The base period for the filing is the 12 months ended January 3 1,2009, The base 

period consists of seven months of actual historical data and five months of estimated 

data. KRS 278.192(2)(a) requires that any rate case application utilizing a forecasted test 

period must include a base period which begins not more than nine months prior to the 

date of the filing, and consisting of not less than six months of actual historical data and 

not more than six months of estimated data. Because EKPC’s proposed base period, 
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which begins February 1,2008, includes more than six months of actual historical data, 

includes less than six months of estimated data, and begins less than nine months prior to 

the October 31, 2008 filing date in this proceeding, its proposed base period is in 

compliance with the requirements for a forecasted test year set forth in KRS 

278.192(2)(a). 

Why didn’t EKPC file its rate case using a fully forecasted test period beginning 

April 1,2009, rather than June 1,2009? 

Because EKPC is a member-owned G&T cooperative, preparing a rate case involves 

considerably more steps than for either an investor owned utility or a distribution 

cooperative. EKPC had to build in enough time to prepare its financial budget 

incorporating accurate and up-to-date constrnction cost estimates for Spurlock 4 and other 

projects, present the proposed financial budget and wholesale rates to its member systems, 

obtain EKPC Board approvals for its financial budget and proposed rates, develop pass- 

through rates for its member systems in accordance with the provisions of KRS 278.455, 

and then provide enough time for the boards of its member systems to approve their 

individual pass-through rates and publish their individual statutory notices in newspapers 

across the state. As it turned out, there was simply not enough time between preparing the 

financial budget incorporating updated construction cost estimates and publishing the 

member systems’ statutory notices that would have allowed EKPC to file a rate case 

application with rates to be effective six months prior to the suspension period for a 

forecasted test year. 
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Given that EKPC’s proposed rates would not go into effect until June 1,2009, won’t 

there be two months when its rates will be unable to provide recovery of the 

increased costs associated with Spurlock 4? 

Yes. The fact that EKPC will not be able to offset its increased non-fuel operation and 

maintenance expenses, depreciation expenses and current interest expenses associated 

with Spurlock 4 with additional revenues will cause its net margin for April and May, 

2009, to deteriorate sharply. The inability to recover Spurlock 4 carrying charges for 

those two months would have a significant adverse effect on EKPC’s fiscal 2009 

financial results. Without some sort of rate recovery mechanism to deal with this short- 

fall, EKPC will never be able to recover these fixed charges, which represents a serious 

problem for a utility whose interest and debt coverage ratios are dangerously low and 

whose equity percentage is projected to be only 6.8 percent during April and May, 2009. 

How is EKF’C proposing to address thcsc uncollected costs associated with Spurlock 

4? 

As described in greater detail in the Motion for the Creation of a Regulatory Asset Relating 

to Spurlock Unit 4 Expenses that is being filed in this proceeding, EKPC is proposing to 

establish a regulatory asset that would allow it to record the additional revenuethat it would 

have collected in April and May, 2009, if EKPC’s new rates would have gone into effect on 

April 1, 2009, rather than on June 1, 2009. In other words, EKPC would record the 

additional revenues that would have been billed through the application of the new rates 

during April and May 2009 in a deferred debit (Account No. 182.4). The amount 

ultimately recorded as a regulatory asset in Account No. 182.4 would correspond to the 
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billing difference in April and May 2009, (based on forecasted billing determinants) 

between the rates ultimately approved by the Commission (without the amortization of the 

regulatory asset) and EKPC’s current rates. Therefore, the ultimate amount recorded as a 

regulatory asset would be based on the rates that the Commission ultimately authorizes in 

the rate case order, without considering the amortization of the regulatory asset. The 

regulatory asset - whatever the amount turns out to be - would be amortized over three 

years and reflected in the final rates approved by the Commission. 

As an alternative to setting up aregulatory asset to provide recovery of the unhilled 

Spurlock 4 carrying charges, the Commission could waive its six-month maximum 

suspension period applicable to rate applications using a forecasted test period and allow 

EKPC to place its proposed rates into effect on April 1,2009, subject to refund. Because 

this alternative could possibly require that EKPC’s member systems make refunds to their 

retail members, allowing EKPC to establish a regulatory asset would represent a simpler 

approach. 

Have you prepared an exhibit that shows how EKPC’s revenue deficiency is 

calculated? 

Yes. Seelye Exhibit 2 shows the calculation of EKPC’s revenue deficiency. 

Please walk us through Seelye Exhibit 2. 

The purpose of Seelye Exhibit 2 is to calculate the difference between EKPC’s adjusted net 

margin (deficit) Tor the forecasted test year and the margin necessary for EKPC to achieve a 

1.45 TIER. The exhibit starts out with Operating Revenue and Patronage Capital from 

EKPC’s budget for the 12 months ended May 31,2010 (line 1). This amount is obtained 
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from the 2009 and 2010 budgets that were approved by EKPC’s Board of Directors. 

EKPC’s Board is comprised of a board member from each of its 16 member systems. The 

monthly and 12-month total budget amounts for the forecasted test year are shown in 

Exhibit 1 to Mr. Ernes’s testimony. A number of pro-forma adjustments are applied to 

Operating Revenue. The pro-fonna revenue adjustments are shown on lines 4 through 7 of 

the exhibit. EKPC’s Adjusted Revenue, as adjusted to reflect the four pro-forma revenue 

adjustments, is shown on line 9. 

The Total Cost of Service from EKPC’s budget is shown on line 12. In the context 

of EKPC’s budget and financial reports, Total Cost o€Service includes operation expenses, 

maintenance expenses, depreciation and amortization expenses, taxes, interest expenses on 

long-term debt, other interest expenses, and other deductions. Total Cost of Service is then 

adjusted to reflect pro-€orma adjustments shown on lines 15 through 31 of the exhibit. 

Adjusted Cost of Service, which reflects the pro-forma expense adjustments, is shown on 

line 34. Adjusted Operating Margins (line 36) is calculated by subtracting Adjusted Cost of 

Service (line 34) from Adjusted Revenue (line 9). Interest income (line 39), other non- 

operating income (line 40), and other capital creditdpatronage dividends (line 41) are added 

to Adjusted Operating Margins (line 36) to determine EKPC’s Adjusted Net Margin 

(Deficit). For the forecasted test-period, EKPC is projected to a have an Adjusted Net 

Deficit of 425,603,606 (line 46). 

The Revenue Deficiency is calculated on page 2 of Seelye Exhibit 2. To achieve a 

1.45 TIER, EKPC needs a net margin requirement of $44,438,354. EKPC’s $70,041,960 

revenue deficiency corresponds to the difference between this net margin requirement of 
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$44,438,354 and EKPC’s adjusted net deficit of -$25,603,606 (calculated as $44,438,354 - 

(-$25,603,606) = $70,041,960). 

Why was a 1.45 TIER used to determine EKPC’s revenue requirement? 

As explained in the prepared direct testimonies of David G. Ernes, Jonathon Andrew Don, 

and Daniel M. Walker, a 1.45 TIER is in line with what other investment-grade G&T 

cooperatives are eaming and is necessary to provide EKPC with an opportunity to maintain 

its financial integrity, to maintain adequate interest and debt service coverage ratios, and to 

rebuild its members’ equity to a level that will allow EKPC to continue to attract capital on 

reasonable terms and to serve its members in a safe and reliable manner. 

Please explain why it is necessary to make pro-forma adjustments to financial results 

from EKPC’s budget. 

It was necessary to make a number of pro-forma adjustinents to eliminate costs and 

associated revenues that are recovered through the fuel adjustment clause (FAC) and the 

environmental surcharge. A number of other adjustments were required to eliminate 

expenses ha t  are generally not allowed to be recovered through service rates of utilities in 

Kentucky that are regulated by the Commission. Two other adjustments were required to 

amortize or re-amortize certain extraordinary expenses. One final adjustment was required 

to normalize generation overhaul expenses so that forecasted test-year expenses will be 

representative on a going forward basis. Support for each adjustment is contained in 

Schedules 1.01 through 1.18 of Seelye Exhibit 2. The pro-forma adjustments are identified 

as follows: 
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(a) Eliminate costs recoverable through the FAC and associated revenues 

(Schedules 1.01, 1.03). 

(b) Remove the impact of revenues and expenses included in the 

environmental surcharge (Schedules 1.02, 1.04, 1.05, 1.06, 1.07,1.08). 

(c) Eliminate expenses normally excluded by the Commission (Schedules 

1.09, 1.10, 1.11, 1.12, 1.13, 1.14, 1.15). 

(d) Amortize extraordinary expenses (Schedules 1.16 and 1.17). 

(e)  Normalize overhaul expenses (Schedule 1.18) 

Please describe the adjustments necessary to eliminate expenses and associated 

revenues related to the fuel adjustment clause. 

EKPC is proposing to eliminate all fuel and purchased power expenses that would be 

recoverable through the FAC, the fuel cost revenue associated with base he1 cost 

component of the FAC, and projected FAC billings. In other words, EKPC is proposing 

to remove all fuel cost and fuel cost revenues that would be considered in the application 

of the FAC, including fuel costs recovered through the base rate component which is 

collected through base rates. Specifically, adjustments were made to remove fuel cost 

revenue recovered through base rates (Schedule 1 .Ol), to remove FAC revenue (Schedule 

l.Ol), to remove fuel expenses recoverable through the FAC (Schedule l.Ol), and to 

remove purchased power expenses recoverable through the FAC (Schedule 1.03). 

Please describe the adjustments to eliminate expenses and associated revenues related 

to the environmental surcharge. 

EKPC is proposing to eliminate all environmental costs that would be recoverable 
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through the environmental surcharge and associated environmental surcharge revenue. 

Specifically, adjustments were made to remove environmental surcharge revenue (Seelye 

Exhibit 2, Page 1 of 2, line 6), to adjust off-system sales environmental surcharge 

revenue (Schedule 1.02), to remove operation and maintenance expense recoverable 

through the environmental surcharge (Schedule 1.04), to remove emissions allowance 

expense recoverable through the environmental surcharge (Schedule 1.05), to remove 

property taxes and property insurance recoverable through the environmental surcharge 

(Schedule 1.06), to remove depreciation expense recoverable through the environmental 

surcharge (Schedule 1.07), and to remove interest expense recoverable through the 

environmental surcharge (Schedule 1.08). Because EKPC budgets these revenues and 

expenses individually they were readily identified from the budget for purposes of 

removing them from the calculation of the revenue deficiency. EKPC is not proposing 

any roll-in of environmental costs into base rates in this proceeding. 

Please explain the adjustment to off-system sales environmental surcharge revenue 

(Schedule 1.02) in greater detail. 

In determining the environmental surcharge, a portion of EKPC’s environmental 

compliance costs recovered through the surcharge are allocated to off-system sales. 

However, by including off-system revenues in test-year operating results, off-system 

revenues are credited to jurisdictional customers. This results in an overstatement of 

margins from off-system sales and a mismatch of the revenues and expenses related to 

the off-system sales portion of the allocated environmental surcharge monthly revenue 

requirement. Therefore, consistent with the Commission’s orders in the most recent rate 
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cases filed by Louisville Gas and Electric Company and Kentucky Utilities Company, an 

adjustment was made to reduce revenues to reflect the environmental surcharge 

methodology for allocating environmental costs to off-system sales. (Order in CaseNo. 

2003-00433 , pp 24-25 and Appendix F and Order in Case No. 2003-00434, p. 24 and 

Appendix F.) 

Please explain the adjustment to remove promotional advertising shown in 

Schedule 1.09. 

Pursuant to 807 KAR 5:016, this adjustment eliminates Touchstone Energy 

advertising and other promotional items included in EKPC’s budget for the forecasted 

test year. These expenses are individually projected in developing the budget and are 

therefore readily identifiable. 

Please explain the adjustment to remove certain directors’ expenses shown in 

Schedule 1.10. 

Consistent with the Commission’s Order in Case No. 2006-00472, EKPC is removing a 

portion of directors’ expenses from the forecasted test-year revenue requirement, The 

items not removed include the following: fees for regular board meetings, chair and 

secretary fees, committee chair fees, audit committee chair fees, two special board 

meetings for each member, fees for training seminars, and expenses of $25,000 for the 

test year. A total of $93,300 of directors’ expenses has been removed from test-year 

operating expenses. 
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Please describe the adjustments to remove donations in Schedule 1.11, affiliate 

expenses in Schedule 1.12, lobbying expenses in Schedule 1.13, Touchstone Energy 

dues in Schedule 1.14, and Miscellaneous Expenses in Schedule 1.15. 

Consistent with Commission practice, all donations, contributions, and sponsorships are 

removed from test-year expenses in Schedule 1.1 1. All affiliate expenses related to 

Alliance for Cooperative Energy Services (ACES) Power Marketing, Envision Energy 

Services, LLC, and the propane gas program for members are removed from test-year 

expenses in Schedule 1.12. It should be noted, however, that fees paid to ACES for their 

power marketing functions on behalf of EKPC have not been removed from revenue 

requirements in this proceeding. Consistent with the procedure followed in its last rate 

case application in Case No. 2006-00472, EKPC is removing lobbying expenses 

(Schedule 1.13), Touchstone Energy dues (Schedule 1.14), and certain employee-related 

expenses (Schedule 1.15). These expenses are individually projected in developing the 

budget and are therefore readily identifiable. 

Please describe the adjustment to reflect an amortization of rate case expenses in 

Schedule 1.16. 

This adjustment is necessary to include amortization of the expense incurred in 

conjunction with this rate case. It is consistent with similar adjustments in revenue 

requirements found reasonable in numerous rate case orders issued by the Commission, 

including the Commission’s Order approving the settlement agreement in Union Light, 

Hcat and Power Company’s recent rate case, which was supported by a fully forecasted 

test period. (In its Order in Case No. 2006-00172 dated December 21, 2006, the 
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Commission affirmed that the accounting and ratemaking treatments to which the parties 

stipulated in the settlement agreement, including the amortization of rate case expenses 

over 3 years, “generally reflect the approach the Commission has followed in previous 

rate cases”, pp. 4 and 8.) 

Please explain the adjustment to reflect the amortization of the 2004 forced outage 

balance in Schedule 1.17. 

In Case No. 2006-00472, the Commission determined that it was appropriate to amortize 

$203 14,346 of expenses related to a 2004 Spurlock 1 forced outage over a 3-year period. 

As of the beginning of the forecasted test period on June 1, 2009, EKPC will have 

amortized $10,257,173, or one half of the original amount, leaving a balance of 

$10,257,173. EKPC is proposing to amortize the remaining balance of$10,257,173 over 

three years, resulting in an increase in expenses of $3,419,058. 

Please explain the adjustment to normalize generation overhaul expenses in 

Schedule 1.18. 

This adjustment is necessary to ensure that forecasted test-year expenses will be 

representative on a going forward basis. During the forecasted test period, EKPC’s 

overhaul expenses are less than the normal level that would be incurred annually by the 

company. EKPC projects that it will incur $4.8 million in overhaul expenses during the 

forecasted test year ($2.1 million for Cooper Unit 1 and $2.7 million for Dale Units 1 and 

2) compared to an average annual expense of $7.1 million. For the steam generating units, 

the boiler and generators are overhauled on a IO-year cycle, and the combustion turbines 

are overhauled on a six-year cycle. The $7.1 million average overhaul expense was 
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calculated by dividing the estimated cost of a boiler/generator overhaul for each steam 

generating unit in 2009 dollars by 10 years to determine the average amount for the unit, 

and by dividing the estimated cost of a generator overhaul for each combustion turbine in 

2009 dollars by 6 years to determine the average amount for the unit. Therefore, EKPC is 

proposing a normalization adjustment of $2.3 million, which represents the difference 

between $4.8 million amount budgeted for the test year and the $7.1 million average level. 

Have you prepared exhibits showing the development of the 13-month average rate 

base and capitalization for the forecasted test year. 

Yes. Seelye Exhibit 3 shows the development of the 13-month average rate base for the 

test year, and Seelye Exhibit 4 shows the development of the 13-month average 

capitalization for the test year. In Seelye Exhibit 3, rate base is shown both with and 

without environmental assets for which costs are recovered through the environmental 

surcharge. These environmental assets have been removed from capitalization in Seelye 

Exhibit 4. It should be noted that EKPC's revenue requirement was determined using a 

1.45 TIER, which is an approach that is ofien utilized by cooperative utilities, rather than a 

rate of return on rate base or a rate of return on total capitalization, which is used by 

investor-owned utilities in Kentucky. 

Have you prepared an exhibit that shows key financial performance measurements 

for EKPC with and without the proposed increase? 

Yes. Seelye Exhibit 5 shows TIER, debt service coverage ratio (DSC), rate of return on net 

cost rate base, and rate of return on total capitalization for the forecasted test year with and 
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FINANCIAL WITHOUT RATE 
MEASUREMENT INCREASE 

without the proposed increase. 

measurements calculated in Seelye Exhibit 5: 

The following table summarizes the financial 

WITH PROPOSED 
INCREASE 

Times Interest Earned Ratio 
(TIER) 

0.74 1.43 

Rate of Return on Net Cost 
Rate Base (ROR) 

Rate of Return on Total 
Capitalization (ROI) 

It should be noted that the financial measurements shown in this table are calculated 

using EKPC’s proposed revenue increase of $67,858,922 rather than the $70,041,960 

revenue deficiency amount necessary to produce a TIER of 1.45. Because EKPCs 

Board approved increase is used instead of the revenue deficiency, the TIER shown 

above is slightly lower than the 1.45 TIER that is appropriate for EKPC. The DSC, 

ROR and ROI are correspondingly lower than what they would otherwise be if the 

$70,04 1,960 revenue deficiency were used to calculate these financial measurements. 

3.17% 6.19% 

3.16% 6.16% 
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Based on your experience in developing rates for other G&T cooperatives, are 

these financial performance measurements that result from applying the proposed 

rates reasonable? 

Yes. They are in line with what the G&T cooperatives I have worked with are using to 

develop rates. It should be noted, however, that none of the G&T cooperatives for which I 

have developed base rates are subject to regulation by a public service commission. More 

important, the proposed TIER will allow EKPC to gradually rebuild its equity over time; 

however, it is important to realize that even with the new rates which are designed to 

produce a TIER of 1.43, EKPC’s equity as a percentage oftotal capitalization is projected 

to only be 9.67 percent in December 201 1, which is still inadequate. (See Tab 30, page 10 

of the filing requirements set forth in the Application.) One of the main reasons that its 

equity position will not improve more than this is because EKPC will continue to add 

assets to the balance sheet in support of its effort to install sufficient generation facilities 

(e.g., Smith Unit 1) to meet the needs of its members. 

CLASS COST OF SERVICE STUDY 

Did you prepare a cost of service study for EKPC’s electric operations based on 

financial and operating results for the fully forecasted test period? 

Yes. I supervised the preparation of a fully allocated, time-differentiated, embedded cost 

of service study. The cost of service study corresponds to the pro-forma financial 

exhibits included in Seelye Exhibit 2. The objective in performing the electric cost of 

service study is to determine the rate of return on rate base that EKPC is earning from 
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each rate class, which provides an indication as to whether EKPC’s service rates reflect 

the cost of providing service to each rate class. 

Did you develop the model used to perform the cost of service study? 

Yes. I developed the spreadsheet model used to perform the cost of service study 

submitted in this proceeding. 

What procedure was used in performing the cost of service study? 

The three traditional steps of an embedded cost of service study - functional assignment, 

classification, and allocation - were utilized. The cost of service study was therefore 

prepared using the following procedure: (1) costs were functionally assigned 

(‘jiunctionalized) to the major functional groups; (2) costs were then classi$ed as 

commodity-related, demand-related, or customer-related; and then (3) costs were 

allocated to the rate classes. 

Is this a standard approach used in the electric utility industry? 

Yes. 

What functional groups were used in the cost of service study? 

The following functional groups were identified in the cost of service study: (1) 

Production, (2) Production Steam - Direct, (3) Transmission, (3) Distribution Substation, 

and (4) Distribution Meters. Production Steam - Direct corresponds to production costs 

that are specifically assigned to provide steam service to a industrial customer. 

How were costs classified as energy related, demand related or customer related? 

Classification provides a method of identifling the appropriate cost driver for each 

functionally assigned cost so that the service characteristics that give rise to the cost can 
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serve as a basis for allocation. Costs classified as energy related tend to vary with the 

amount of kilowatt-hours consumed. Fuel and purchased power expenses are examples 

of costs typically classified as energy costs. Costs classified as demand related tend to 

vary with the capacity needs of customers, such as the amount of generation, 

transmission or distribution equipment necessary to meet a customer’s needs. Production 

plant and the cost of transmission lines are examples of costs typically classified as 

demand costs. Costs classified as customer related include costs incurred to serve 

customers regardless of the quantity of electric energy purchased or the peak 

requirements of the customers and include the cost of the minimum system necessary to 

provide a customer with access to the electric grid. Distribution meters are the only costs 

classified as customer-related in the cost of service study. 

Have you prepared an exhibit showing the results of the functional assignment and 

classification steps of the electric cost of service study? 

Yes. Seelye Exhibit 6 shows the results ofthe first two steps ofthe cost of service study 

- functional assignment and classification. 

In your cost of service model, once costs are functionally assigned and classified, 

how are these costs allocated to the customer classes? 

In the cost of service model used in this study, EKPC’s test-year costs are functionally 

assigned and classified using what are referred to in the model as “functional vectors”. 

These vectors are multiplied (using scalar multiplication) by the various accounts in 

order to simultaneously assign costs to the functional groups and classify costs. 

Therefore, in the portion of the model included in Seelye Exhibit 6, EKPC’s accounting 
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costs are functionally assigned and classified using the explicitly determined functional 

vectors identified in the analysis and using internally generated functional vectors. The 

explicitly determined functional vectors, which are primarily used to direct where costs 

are functionally assigned and classified, are shown on pages 27 and 28. Internally 

generated functional vectors are utilized throughout the study to functionally assign costs 

either on the basis of similar costs or on the basis of internal cost drivers. The internally 

generated functional vectors are also shown on pages 27 and 28 of Seelye Exhibit 6. An 

example of this process is the use of total operation and maintenance expenses less 

purchased power (“OMLPP”) to allocate cash working capital included in rate base. 

Because cash working capital is determined on the basis of 12.5% of operation and 

maintenance expenses, exclusive of purchased power expenses, it is appropriate to 

functionally assign and classic these costs on the same basis. (See Seelye Exhibit 6 ,  

pages 3 and 4 for the functional assignment of cash working capital on the basis of 

OMLPP shown on pages 13 and 14.) The functional vector used to allocate a specific 

cost is identified by the column in the model labeled “Vector” and refers to a vector 

identified elsewhere in the analysis by the column labeled “Name”. 

Once costs for all of the major accounts are functionally assigned and classified, 

the resultant cost matrix for the major cost groupings (e.g., Plant in Service, Rate Base, 

Operation and Maintenance Expenses) is then transposed and allocated to the customer 

classes using “allocation vectors” or “allocation factors”. 

The results of the class allocation step ofthe cost of service study are included in 

Seelye Exhibit 7. The costs shown in the column labeled “Total System” in Seelye 
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Exhibit 6 were carried forwardfrom the functionally assigned and classified costs shown 

in Seelye Exhibit 7. The column labeled “Ref’ in Seelye Exhibit 7 provides areference 

to the results included in Seelye Exhibit 6. 

Please describe the allocation factors used in the electric cost of service study. 

The following allocation factors were used in the electric cost of service study: 

PENG -Production energy-related costs are allocated to 

the rate classes on the basis of the amount of energy 

(kWh) delivered to each rate class. 

6CP - Production demand-related costs are allocated on 

the basis of the sum of the class coincident peak demands 

during the six peak months of June, July, August, 

December, January, and February. 

STMD -The fixed production costs directly assigned in 

the functional assignment section of the cost of service 

study are allocated to the industrial customer that receives 

steam service from EKPC. 

12CP -Transmission demand-related costs are allocated 

on the basis of the sum ofthe 12 monthly class coincident 

peak demands during the test year. 

SUBA -Distribution substations are allocated to the rate 

class on the basis of cost weighted number of substations 

for each rate class by substation capacity category. 
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0 CUSTOS - Meter costs were specifically assigned by 

relating the costs associated with various types of meters 

to the class of customers for whom these meters were 

installed. 

How was the cost of providing interruptible service addressed in the cost of service 

study? 

Customers taking service under the interruptible service rider are assigned a demand cost 

credit per kW based on the levelized carrying costs associated with the current cost of a 

combustion turbine generating unit. The cost credit is calculated in Seelye Exhibit 8. 

This calculation is based on an installed cost of $SSO/kW for a combustion turbine and a 

cost of capital (return) of 7 percent. Subsequent to developing this estimate, it was 

brought to my attention that this avoided cost credit may be somewhat overstated because 

the capital cost of financing a new combustion turbine would almost certainly be less 

than 7 percent. Although the credit shown in Seelye Exhibit 8 may be somewhat 

overstated, I believe that the avoided cost estimate is within a range that is reasonable, 

particularly given the volatility in the cost of purchasing new combustion turbines. 

Does the cost of service study consider load-following costs that EKPC will likely 

incur to provide service to non-conforming loads on the system? 

No. It is my understanding that EKPC is currently having difficulty meeting certain 

North American Electric Reliability Corporation (NERC) control performance standards 

as a result of large fluctuations of a non-conforming load in EKPC’s control area. EKPC 

is currently analyzing various options for addressing these load/resource balancing 
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problems. The cost of service study submitted in this proceeding does not consider the 

load-following costs created by non-conforming loads, which are difficult to quantify. 

The Midwest Independent System Operator (MISO) and other regional transmission 

operators are currently developing markets for ancillary services, including markets for 

the types of regulation services that may possibly be used to follow large non-conforming 

loads. In the absence of an ancillary service market, EKPC may have to enter into a 

bilateral agreement to obtain regulation services from an organization that controls large 

amounts of generation capacity, which could prove to be more costly than services 

obtained from an ancillary service market. Because it is unclear at this time whether 

load-following services will be obtained from an ancillary service market, or by entering 

into a bilateral agreement with a regulation service provider, or in some other manner, 

EKPC is currently unable to develop a reasonable estimate of the load-following costs 

associated with serving non-conforming loads. 

Please summarize the results of the electric cost of service study. 

The following table (Table 1) summarizes the rates of return for each customer class 

before and after reflecting the Phase 1 rate adjustments proposed by EKPC. The Actual 

Adjusted Rate of Return was calculated by dividing the adjusted net operating income by 

the adjusted net cost rate base for each customer class. The adjusted net operating 

income and rate base reflect the pro-forma adjustments discussed earlier in my testimony 

regarding the determination of EKPC’s revenue requirements. The Proposed Rate of 

Return was calculated by dividing the net operating income adjusted for the proposed 

rate increase by the adjusted net cost rate base. 
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Proposed 
Rate of Return 

Steam Service 4.74% 10.66% 

Determination of the actual adjusted and proposed rates of return are detailed in 

Seelye Exhibit 7, pages 21-22 and pages 23-24, respectively. 

Total System 

V. RATEDESIGN 

Q. 

A. 

Please describe how EKPC proposes to transition to a cost-based rate structure. 

The unit charge components of EKPC’s current rates do not accurately reflect the cost of 

providing service. From a cost of service perspective, too large of aportion of EKPC’s 

fixed costs are recovered through the energy charge component of its rates. This is 

particularly true of EICPC’s Rate E. The cost of service study indicates that a large 

portion of its fixed costs that are currently recovered through the energy charge should 

instead be recovered through the demand charge component of EKPC’s rates. Rather 

than moving to a fully cost-based rate design in a single step, E W C  is proposing to move 

to a cost-based rate design in two phases. Under its rate design proposal in this 

3.17% 6.19% 
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proceeding, EKPC’s is proposing that its Phase I rates would go into effect upon 

approval by the Commission, which presumably will be at the end of the 6-month 

suspension period, and would remain in effect for 12 months, at which time Phase II rates 

would go into effect and remain in effect as EKPC’s on-going rates until superseded by a 

subsequent rate order. The Phase I rates are designed to serve as a temporary or 

transitional rate design until cost-based rates can be implemented in Phase 11. A phased- 

in approach was developed because of concerns expressed by EKPC’s member systems 

about implementing cost-based rates in a short period of time. Although there was a 

general recognition on the part of the member systems that EKPC’s rates should reflect 

the cost of providing service, a number of member systems expressed a desire to 

transition to a cost-based rate structure in a more gradual, two-phased manner. This 

phase-in of cost-based rates would provide the member systems with more time to 

develop retail ratcs that reflect wholesale costs and to educate retail customers about how 

to take advantage of cost-based rate offerings. 

Is EKPC’s phased-in approach consistent with the ratemaking principle of  

“gradualism”? 

Yes. 

How were the Phase I rates developed? 

EKPC’s Phase I rates were developed by allocating the proposed revenue increase to 

each rate component of each rate schedule and special contract on a pro-rata basis, with 

the exception of the special contract for the pumping stations. In other words, in Phase I 
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EKPC is proposing to increase each rate component of each rate schedule by the same 

percentage. 

Have you prepared an exhibit detailing the revenue impact of the Phase I rates? 

Yes. The revenue impact of EKPC’s Phase I rates is detailed in Seelye Exhibit 9. 

This schedule shows the impact of the Phase I rates on the components of each rate 

schedule. The proposed revenue increase for each rate schedule, stated as a dollar 

amount and as a percentage, is shown on page 1 of this exhibit. 

How were the Phase 11 rate developed? 

The Phase I1 rates were developed based on the results of the cost of service study. 

Specifically, the individual charges within each rate schedule were based on the unit 

costs determined from the cost of service study. Consequently, the demand charges, 

substation charges, and meter-point charges included in the Phase 11 rates are higher than 

those included in the Phase I rates. However, the energy charges in the Phase I1 rates are 

lower than those included in the Phase I rates. 

What i s  the proposed metering point charge for the Phase I1 rates? 

For the Phase I1 rates, EKPC is proposing to increase the metering point charge from the 

current level of $125 per month to $230 per month. The $230 charge is supported by the 

cost of service study. 

Please describe the changes to the substation charges in the Phase I1 rates? 

EKPC currently has substation categories: (i) 1,000 to 2,999 kVa, (ii) 3,000 to 7,499 

kVa, (iii) 7,500 to 14,999 kVa, and (iv) greater than 15,000 kVa. For the Phase I1 rates, 

EKPC proposes to incorporate the following six substation categories: (i) 1,000 to 4,999 
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kVa, (ii) 5,000 to 9,999 kVa, (iii) 10,000 to 14,999 kVa substation, (iv) 15,000 to 29,999 

kVa, (v) 30,000 to 50,999, and (iv) greater than 51,000 kVa. These six categories more 

accurately represent the capacity and cost relationships of the various types of substations 

that EKPC installs. The proposed unit costs reflect the carrying costs of six categories of 

substations based on average embedded installed costs. 

There are two rate alternatives available to members under EKPC’s current Rate 

E. In the proposed Phase 11, rates would this optional rate structure be available. 

No. In the Phase I1 rates, the two rate options for Rate E would be eliminated, and the 

rate schedule would reflect cost-based demand and energy charges. 

Would the interruptible credit be modified under the Phase I1 rates? 

The interruptible credit is updated for both the Phase I and Phase IT rates. For the Phase I 

rates, the interruptible credit is increased by the same percentage as all other rate 

components. For the Phase I1 rates, the interruptible credit is increased to reflect the 

carrying costs associated with the current cost of installing a combustion turbine, as 

described earlier in my testimony. 

Are the proposed Phase I1 rates designed to produce the same overall revenue as the 

Phase I rates? 

Yes. Although both Phase I and Phase I1 rates are designed to produce approximatelythe 

same overall revenues based on test-year billing determinants, the proposed Phase I1 

rates include unit charges that more accurately track the results of the cost of service 

study. The two sets of rates result in slightly different overall revenues because of 

rounding. 
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3 
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6 Q. Does this conclude your testimony? 

7 A. Yes,itdoes. 

Have you prepared an exhibit detailing the revenue impact of the Phase I1 rates? 

Yes. The revenue impact of EKPC’s Phase I1 rates is detailed in Seelye Exhibit 10. This 

schedule shows the impact of the Phase I rates on the components of each rate schedule. 

The proposed revenue increase for each rate schedule, stated as a dollar amount and as a 

percentage, is shown on page 1 of this exhibit. 
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OUALIFICATIONS OF WILLIAM STEVEN SEELYE 

Summaw of Qualifications 

Provides consulting services to numerous investor-owned utilities, rural electric cooperatives, 
and municipal utilities regarding utility rate and regulatory filings, cost of service and wholesale 
and retail rate designs; and develops revenue requirements for utilities in general rate cases, 
including the preparation of analyses supporting pro-forma adjustments and the development of 
rate base. 

Employment 
Senior Consultant and Principal 
The Prime Group, LLC 
(July 1996 to Present) 

Provides consulting services in the areas 
of tariff development, regulatory analysis 
revenue requirements, cost of service, 
rate design, fuel and power procurement, 
depreciation studies, lead-lag studies, and 
mathematical modeling. 

Assists utilities with developing strategic marketing 
plans and implementation of those plans. Provides 
utility clients assistance regarding regulatory policy 
and strategy; project management support for 
utilities involved in complex regulatory 
proceedings; process audits; state and federal 
regulatory filing development; cost of service 
development and support; the development of 
innovative rates to achieve strategic objectives; 
unbundling of rates and the development of menus 
of rate alternatives for use with customers; 
performance-based rate development. 

Prepared retail and wholesale rate schedules and 
filings submitted to the Federal Energy Regulatory 
Cominission (FERC) and state regulatory 
commissions for numerous of electric and gas 
utilities. Performed cost of service or rate studies 
for over 130 utilities throughout North America. 
Prepared market power analyses in support of 
market-based rate filings submitted to the FERC for 
utilities and their marketing affiliates. Performed 
business practice audits for electric utilities, gas 
utilities, and independent transmission 
organizations (ISOs), including audits of production 
cost modeling, retail utility tariffs, retail utility 
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billing practices, and IS0 billing processes and 
procedures. 

Held various positions in the Rate 
Department of LG&E. In December 1990, 
promoted to Manager of Rates and 
Regulatory Analysis. In May 1994, 
given additional responsibilities in the marketing 
area and promoted to Manager of Market 
Management and Rates. 

Manager of Rates and Other Positions 
Louisville Gas & Electric Co. 
(May 1979 to July 1996) 

Education 
Bachelor of Science Degree in Mathematics, University of Louisville, 1979 
54 Hours of Graduate Level Course Work in Industrial Engineering and Physics. 

Expert Witness Testimony 

Alabama: Testified in Docket 28101 on behalf of Mobile Gas Service Corporation 
concerning rate design and pro-forma revenue adjustments. 

Testified in Consolidated Docket Nos. OIF-530E and 01A-531E on behalf of 
Intermountain Rural Electric Association in a territory dispute case. 

Submitted direct and rebuttal testimony in Docket No. EL02-25-000 et al. 
concerning Public Service of Colorado’s fuel cost adjustment. 

Submitted direct and responsive testimony in Docket No. ER05-522-001 
concerning a rate filing by Bluegrass Generation Company, LLC to charge 
reactive power service to LG&E Energy, LLC. 

Submitted testimony in Docket Nos. ER07-1383-000 and ER08-05-000 
concerning Duke Energy Shared Services, Inc.’s charges for reactive poweI 
service. 

Colorado: 

FERC: 

Submitted testimony in Docket No. ER08-1468-000 concerning changes to 
Vectren Energy’s transmission formula rate. 

Submitted testimony in Docket No. ER08- 1588-000 concerning a generation 
formula rate for Kentucky Utilities Company. 

Testified in Docket No. 981827 on behalf of Lee County Electric Cooperative, 
Inc. concerning Seminole Electric Cooperative Inc.’s wholesale rates and cost of 
service. 

Florida: 
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Illinois: Submitted direct, rebuttal, and surrebuttal testimony in Docket No. 01-0637 on 
behalf of Central Illinois Light Company (“CILCO”) concerning the modification 
of interim supply service and the implementation of black start service in 
connection with providing unbundled electric service. 

Submitted direct testimony and testimony in support of a settlement agreement in 
Cause No. 42713 on behalf of Richmond Power & Light regarding revenue 
requirements, class cost of service studies, fuel adjustment clause and rate design 

Submitted direct and rebuttal testimony in Cause No. 431 11 on behalf of Vectren 
Energy in support of a transmission cost recovery adjustment. 

Submitted direct and rebuttal testimony in Docket No. 05-WSEE-981-RTS on 
behalf of Westar Energy, Inc. and Kansas Gas and Electric Company regarding 
transmission delivery revenue requirements, energy cost adjustment clauses, fuel 
normalization, and class cost of service studies. 

Testified in Administrative Case No. 244 regarding rates for cogenerators and 
small power producers, Case No. 8924 regarding marginal cost of service, and in 
numerous 6-month and 2-year fuel adjustment clause proceedings 

Submitted direct and rebuttal testimony in Case No. 96-161 and Case No. 96-362 
regarding Prestonsburg Utilities’ rates. 

Submitted direct and rebuttal testimony in Case No. 99-046 on behalf of Delta 
Natural Gas Company, Inc. concerning its rate stabilization plan. 

Submitted direct and rebuttal testimony in Case No. 99-176 on behalf of Delta 
Natural Gas Company, Inc. concerning cost of service, rate design and expense 
adjustments in connection with Delta’s rate case. 

Submitted direct and rebuttal testimony in Case No. 2000-080, testified on behalf 
of Loujsville Gas and Electric Company concerning cost of service, rate design, 
and pro-forma adjustments to revenues and expenses. 

Submitted rebuttal testimony in Case No. 2000-548 on behalf of Louisville Gas 
and Electric Company regarding the company’s prepaid metering program. 

Testified on behalf of Louisville Gas and Electric Company in Case No. 2002- 
00430 and on behalf of Kentucky Utilities Company in Case No. 2002-00429 
regarding thc calculation of merger savings. 

Submitted direct and rebuttal testimony in Case No. 2003-00433 on behalf of 
Louisville Gas and Electric Company and in Case No. 2003-00434 on behalf of 
Kentucky Utilities Company regarding pro-forma revenue, expense and plant 
adjustments, class cost of service studies, and rate design. 

Indiana: 

Kansas: 

Kentucky: 
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Submitted direct and rebuttal testimony in Case No. 2004-00067 on behalf of 
Delta Natural Gas Company regarding pro-forma adjustments, depreciation rates, 
class cost of service studies, and rate design. 

Testified on behalf of Kentucky Utilities Company in Case No. 2006-00129 and 
on behalf of Louisville Gas and electric Company in Case No. 2006-00130 
concerning methodologies for recovering environmental costs through base 
electric rates. 

Testified on behalf of Delta Natural Gas Company in Case No. 2007-00089 
concerning cost of service, temperature normalization, year-end normalization, 
depreciation expenses, allocation of the rate increase, and rate design. 

Submitted testimony on behalf of Big Rivers Electric Corporation and E.ON U S .  
LLC in Case No 2007-00455 and Case No. 2007-00460 regarding the design and 
implementation of a Fuel Adjustment Clause, Environmental Surcharge, Unwind 
Surcredit, Rebate Adjustment, and Member Rate Stability Mechanism for Big 
Rivers Electric Corporation in connection with the unwind of a lease and purchase 
power transaction with E.ON US. LLC. 

Submitted testimony in Case No. 2008-00251 on behalf of Kentucky Utilities 
Company and in Case No. 2008-00252 on behalf of Louisville Gas and Electric 
Company regarding pro-forma revenue and expense adjustments, electric 
temperature normalization, jurisdictional separation, class cost of service studies, 
and rate design. 

Submitted direct and rebuttal testimony in Case No. 03-10001 on behalf of 
Nevada Power Company regarding cash working capital and rate base 
adjustments. 

Submitted direct and rebuttal testimony in Case No. 03-12002 on behalf of Sierra 
Pacific Power Company regarding cash working capital. 

Submitted direct and rebuttal testimony in Case No. 05-10003 on behalf of 
Nevada Power Company regarding cash working capital for an electric general 
rate case. 

Submitted direct and rebuttal testimony in Case No. 05-10005 on behalf of Sierra 
Pacific Power Company regarding cash working capital for a gas general rate 
case. 

Nevada: 

Submitted direct and rebuttal testimony in Case Nos. 06-1 1022 and 06-1 1023 on 
behalf of Nevada Power Company regarding cash working capital for a gas 
general rate case. 



Seelye Exhibit 1 
Page 5 of 5 

Submitted direct and rebuttal testimony in Case No. 07-12001 on behalf of Sierra 
Pacific Power Company regarding cash working capital for an electric general 
rate case. 

Nova Scotia: Testified on behalf of Nova Scotia Power Company in NSUARB - NSPI - P-887 
regarding the development and implementation of a fuel adjustment mechanism. 

Submitted testimony in NSUARB - NSPI - P-884 regarding Nova Scotia Power 
Company’s application to approve a demand-side management plan and cost 
recovery mechanism. 

Submitted testimony in NSUARB - NSPI - P-888 regarding a general rate 
application filed by Nova Scotia Power Company. 

Submitted testimony on behalf of Nova Scotia Power Company in the matter of 
the approval of backup, top-up and spill service for use in the Wholesale Open 
Access Market in Nova Scotia. 

Virginia: Submitted testimony in Case No. PUE-2008-00076 on behalf of Northern Neck 
Electric Cooperative regarding revenue requirements, class cost of service, 
jurisdictional separation and an excess facilities charge rider. 
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Schedule 1.02 

EAST KENTUCKY POWER COOPERATIVE, INC. 
Adjustment to Remove Off-System Sales Environmental Surcharge Revenue 

June 2009 
July 2009 
August 2009 
September 2009 
October 2009 
November 2009 
December 2009 
January 201 0 
February 2010 
March 2010 
April 2010 
May 2010 

Total 

Off-System 
Sales 

Revenue 

1,332,340 
1,119,946 
1 ,I 59,704 
1,311,731 
1,001,815 

253,615 
272,436 
398,354 
439,280 

1,096,284 
866,814 
734,687 

9,987,006 

Monthly 
Environmental 

Surcharge 
Factor 

13.85% 
14.21% 
14.22% 
13.88% 
13.54% 
13.82% 
14.02% 
13.30% 
13.40% 
13.54% 
13.46% 
13.75% 

Off-System 
Sales 

Environmental 
cost 

184.529 
159,144 
164,910 
182,068 
135,646 
35,050 
38,196 
52,981 
58,864 

148,437 
116,673 
101,019 

1,377,517 
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EAST KENTUCKY POWER COOPERATIVE, INC. 
Adjustment to Remove Purchased Power Expense Recoverable Through the Fuel Adjustment Clause 

June 2009 
July 2009 
August 2009 
September 2009 
October 2009 
November 2009 
December 2009 
January 2010 
February 2010 
March 2010 
April 2010 
May 2010 

Total 

Total Purchased 
Power 

3,871,392 
5,316,797 
5,207,600 
3,745,707 
3,611,051 
7,484,043 
7,533,457 
9,284,117 
7,024,925 
4,123,190 
3,649,035 
3,391,056 

$ 64,242,370 

Purchased Power Purchased Power 
Assigned to Recoverable 

Forced Outages Through the FAC 

833,300 
833,300 
833,300 
833,300 
833,300 
833,300 
833,700 
833,300 
833,300 
833,300 
833,300 
833,300 

3,038,092 
4,483,497 
4,374,300 
2,912,407 
2,777,751 
6,650,743 
6,699,757 
8,450,817 
6,191,625 
3,289,890 
2,815,735 
2,557,756 

$ 10,000,000 $ 51,684,614 
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Schedule 1.05 

EAST KENTUCKY POWER COOPERATIVE, INC. 
Adjustment to Remove Emissions Allowance Expense Recoverable Through the Environmental Surcharge 

Amount 

June 2009 
July 2009 
August 2009 
September 2009 
October 2009 
November 2009 
December 2009 
January 2010 
February 2010 
March 2010 
April 2010 
May 2010 

Total 

800,853 
982,179 
958,652 
722,765 
511,628 
768,152 
838,169 
230,884 
199,796 
185,781 
117,482 
298,867 

$ 6,615,208 
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Schedule 1.06 

EAST KENTUCKY POWER COOPERATIVE, INC. 
Adjustment to Remove Property Taxes and Insurance Expenses Recoverable Through the Environmental Surcharge 

Amount 

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

Total 

2009 
2009 
2009 
2009 
2009 
2009 
2009 
201 0 
2010 
2010 
2010 
2010 

177,316 
176.867 
176,419 
175,971 
175,522 
175,074 
174,626 
174,177 
173,729 
173,281 
172,832 
172,384 

$ 2,098,198 
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EAST KENTUCKY POWER COOPERATIVE, INC. 
Adjustment to Remove Depreciation Expense Recoverable Through the Environmental Surcharge 

Amount 

June 2009 
July 2009 
August 2009 
September 2009 
October 2009 
November 2009 
December 2009 
January 2010 
February 201 0 
March 201 0 
April 2010 
May 2010 

1,630,416 
1,630,416 
1,630,416 
1,630,416 
1,630,416 
1,630,416 
1,630,416 
1,630,416 
1,630,416 
1,630,416 
1,630,496 
1,630,416 

$ 19,564,992 
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EAST KENTUCKY POWER COOPERATIVE, INC. 
Adjustment to Remove Interest Expense Recoverable Through the Environmental Surcharge 

Amount 

June 2009 
July 2009 
August 2009 
September 2009 
October 2009 
November 2009 
December 2009 
January 2010 
February 2010 
March 2010 
April 2010 
May 2010 

3,140,884 
3,129,337 
3,117,876 
3,107,416 
3,097,328 

3,075,310 
3,072,217 
3,063,967 

3,047,553 
3,038,439 

3,085,754 

3,055,908 

5 37,031,989 
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EAST KENTUCKY POWER COOPERATIVE, INC. 
Adjustment to Remove Promotional Advertising 

Amount 

June 2009 
July 2009 
August 2009 
September 2009 
October 2009 
November 2009 
December 2009 
January 2010 
February 2010 
March 2010 
April 2010 
May 2010 

24,191 
19,701 
62,451 
65,951 
62,451 
59,451 
36,324 

149,782 
67,451 
72,251 
19,451 
19,451 

$ 658,906 



Seelye Exhibit 2 
Schedule 1.10 

Page 1 of 2 
EAST KENTUCKY POWER COOPERATIVE, INC. 
Adjustment to Remove Directors' Expenses 

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

2009 
2009 
2009 
2009 
2009 
2009 
2009 
2010 
201 0 
2010 
2010 
2010 

Amount 

7,775 
7,775 
7,775 
7,775 
7,775 
7,775 
7,775 
7,775 
7,775 
7,775 
7,775 
7,775 

$ 93,300 



Seelye Exhibit 2 
Schedule 1.10 

Page 2 of 2 
EAST KENTUCKY POWER COOPERATIVE, INC. 
Adjustment to Remove Directors' Expenses 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 

Test-Year Directors' Fees and Expenses 

items not Removed from test year 

Fees for Regular Board Meetings 
Chair and Secretary Fees 
Committee Chair Fees 
Audit Committee Chair Fees 
Two Special Board Meetings 
Fees for Training Seminars for Each Board Member for Three Days 
Normal Expenses 

Total Ordinary Expenses (lines 5 thru 11) 

Amounts Removed From Directors' Fees and Expenses (line 1 less 13) 

Monthly Amounts Removed From Directors' Fees and Expenses (line 15 I 12) 

Monthly Directors' Severence Fees Budgeted Separately 

Total Monthly Amount Removed from Test-Year Expenses (line 17 + line 19) 

$ 312,000 

$ 163,200 
9,600 
7,200 

800 
13,600 
15,300 
25,000 

$ 234,700 

$ 77,300 

$ 6,442 

$ 1,333 

$ 7,775 



Seelye Exhibit 2 
Schedule 1.11 

EAST KENTUCKY POWER COOPERATIVE, INC. 
Adjustment to Remove Donations 

June 2009 
July 2009 
August 2009 
September 2009 
October 2009 
November 2009 
December 2009 
January 2010 
February 2010 

April 2010 
May 2010 

March 2010 

Amount 

8,317 
8,327 
7,667 
7,667 
7,867 
7,667 

11,587 
5,418 
7,937 
7,667 
7,667 
7,697 



Seelye Exhibit 2 
Schedule 1.12 

EAST KENTUCKY POWER COOPERATIVE, INC. 
Adjustment to Remove Affiliate Transactions 

June 2009 
July 2009 
August 2009 
September 2009 
October 2009 
November 2009 
December 2009 
January 2010 
February 2010 
March 2010 
April 2010 
May 201 0 

ACES Propane Envision 
Expenses Expenses Expenses 

458 568 1,124 
458 567 1,075 
458 570 1,075 
458 649 1,112 
458 585 1,151 
458 567 1,091 
690 646 1,250 
250 565 2,041 
500 61 1 1,359 

1,300 612 1,514 
500 61 1 1,111 
500 61 1 1,159 

$ 6,488 $ 7,162 $ 15,062 

Total 

2,150 
2,100 
2,103 
2,219 
2,194 
2,116 
2,586 
2,856 
2,470 
3,426 
2,222 
2,270 

$ 28,712 



Seelye Exhibit 2 
Schedule 1.13 

EAST KENTUCKY POWER COOPERATIVE, INC. 
Adjustment to Remove Lobbying Expenses 

June 2009 
July 2009 
August 2009 
September 2009 
October 2009 
November 2009 
December 2009 
January 201 0 
February 2010 
March 2010 
April 201 0 
May 2010 

Total 

Amount 

$ 29,994 
4,992 
5,013 
4,994 
5,080 
4,882 
5,347 
4,922 
4,977 
5,143 
4,941 
5,137 

$ 85,422 



Seelye Exhibit 2 
Schedule 1.14 

EAST KENTUCKY POWER COOPERATIVE, INC. 
Adjustment to Remove Touchstone Energy Dues 

January 2010 
Amount 

$ 414,000 



Seelye Exhibit 2 
Schedule 1.15 

EAST KENTUCKY POWER COOPERATIVE, INC. 
Adjustment to Remove Miscellaneous Expenses 

Executive Retirement Plan 

Employee Recognition Dinner 

Employee Food Certificates 

Vending Supplies 

Employee Recreation 

Total 

Forecasted Expense 
June 2009-May 2010 

$ 45,000 

40,000 

26,000 

25,940 

19,000 

$ 155,940 



Seelye Exhibit 2 
Schedule 1.16 

Estimated Rate Case Expenses 
Case No. 2008-00409 

Rate Case Consultant $ 175,000 
TIER and Equity Consultant 25,000 
Decoupling Rate Expert 5,000 
Rate Design Consultant 5,000 

Advertising Member Cooperatives 50,000 
Supplies, Expenses, Shipping 40,000 

Total $ 300,000 

Amortization Period 3 Years 

Annual Amortized Amount $ 100,000 



Seelye Exhibit 2 
Schedule 1.17 

EAST KENTUCKY POWER COOPERATIVE, INC. 
Adjustment to Amortize 2004 Forced Outage Balance 

2004 Spurlock 1 Forced Outage Costs-- 
Allowance for 3-Year Amortization per 
Order in Case No. 2006-00472, dated 
December 5,2007 

Monthly Amortization 

Amortization December 2007- May 2009 

Unamortized Balance--June 1,2009 

Period for Amortizing Remaining Balance 

Annual Amortization 

$ 20,514,346 

$ 569,842.94 

$ 10,257,173 

$ 10,257,173 

3 Years 

$ 3,419,058 



Seelye Exhibit 2 
Schedule 1.18 

East Kentucky Power Cooperative, Inc. 
Adjustment to Normalize Generating Unit TurbinelBoiler Overhaul 

Unit 

Cooper 1 
Cooper 2 
Dale 1 
Dale 2 
Dale 3 
Dale 4 
Spurlock 1 
Spurlock 2 
Spurlock 3 
Spurlock 4 
Smith CT1 
Smith CT2 
Smith CT3 

TurbinelBoiler 
Overhaul Costs 

2009 Dollars 

$ 3,100,000 
4,400,000 
1,500,000 
1,500,000 
2,500,000 
4,000,000 
8,000,000 
8,000,000 
8,000,000 
8,000,000 
4,000,000 
4,000,000 
4,000,000 

Scheduled 
Overhaul 

Period in Years 

10 $ 
10 
10 
10 
10 
10 
10 
10 
10 
10 
6 
6 
6 

Total 

Less: Overhaul Expenses During Test Year (Cooper 1) 
Less: Overhaul Expenses During Test Year (Dale 1&2) 

Annual 

Adjustment 

300,000 
400,000 
200,000 
200,000 
300,000 
400,000 
800,000 
800,000 
800,000 
800,000 
700,000 
700,000 
700,000 

$ 7,100,000 

2,100,000 
2,700,000 

Annual Normalization Adjustment for TurbinelBoiler Overhauls $ 2,300,000 
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Seelye Exhibit 5 

EAST KENTUCKY POWER COOPERATIVE, INC. 
Summary of Coverage Ratios and Rates of Return 

Forecast Forecast 
Net of Adjustments 

Before Revenue After Revenue 
Net of Adjustments 

Adjusted Net Margins 

Interest 

Times Interest Earned (TIER) 

Adjusted Net Margins 
Interest 
Depreciation 

Total 

Normalized Principal and Interest (Excluding Environment P&l) 

Debt Service Coverage Ratio (DSC) 

$ 

Adjusted Net Margins Before Interest 

Net Cost Rate Base 

Rate of Return on Net Cost Rate Base 

Capitalization 

Rate of Return on Total CaDitalization 

Increase 

(25,603,606) $ 

98,751,898 

0.74 

(25,603,606) $ 
98,751,896 
53,993,319 

127,141,611 $ 

156,157,108 5 

0.81 

71,322,720.37 

2,248,915,815 

3.17% 

2,259,099,165 

3.16% 

Increase* 

42,255,316 

98,751.898 

1.43 

42,255,316 
98,751,898 
53,993,319 

195,000,533 

156.157.108 

1.25 

139,181,642.37 

2,248,915,815 

6.19% 

2,259,099,165 

6.16% 

*The Board-approved rate increase is used, which produces a lower TIER than shown in the revenue 
requirement. 
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Seelye Exhibit 8 

East Kentucky Power Cooperative, Inc. 
Avoided Cost Estimate of Interruptible Power 

Estimated Installed Cost of a CT 

Estimated Cost of Capital 

Depreciation 

ASL for CT 

Annual Capacity Cost 

Annual Fixed O&M Expenses 

Total Annual Cost 

Monthly Cost 

$ 550 perkW 

7.00% 

4.00% 

25 Years 

$47.20 per kW 

16.5 per kW 

$63.70 per kW 

$5.30 perkW 



Seelye Exhibit 9 





0
 

N
 

-. 8 x 2 









m
 



m
 

m
 

N
. 

0
 

m
 

2 N N
 

% 



Seelye Exhibit I O  







r
 

$ 
v
t 










	I Total
	I Numberof
	Member
	I Systems


