 EAST KENTUCKY POWER COOPERATIVE

November 17, 2008

Ms. Stephanie L. Stumbo
Executive Director

Public Service Commission
Post Office Box 615

211 Sower Boulevard
Frankfort, KY 40602

Re: PSC Case No. 2008-00436

Dear Ms. Stumbo:

RECEIVED

NOY 17 2008

PUBLIC SERVICE
COMMISSION

HAND DELIVERED

Please find enclosed for filing with the Commission, an original and seven copies of the
responses of East Kentucky Power Cooperative, Inc , to the Commission Staff
supplemental data requests dated November 10, 2008.

Ver‘y truly yours,
/’

Charles A. Lile
Corporate Counsel

Enclosures

Cc: Denmis G. Howard 11, Esq.
Michael L. Kurtz, Esq.

4775 lexington Road 40391 Tel (859) 744-4812
PO Box 707, Winchester. Fax: (859) 744-6008
Kentucky 40392-0707 http:/fwww ekpe.coop

A Touchstone Energy Cooperative }ﬁﬁ:}(
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COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:

THE APPLICATION OF EAST KENTUCKY POWER )
COOPERATIVE, INC. FOR AN ORDER APPROVING )
ACCOUNTING PRACTICES TO ESTABLISH A )y CASE NO.
REGULATORY ASSET RELATED TO CERTAIN ) 2008-00436
REPLACEMENT POWER COSTS RESULTING FROM )
GENERATION FORCED OUTAGES )

RESPONSES TO COMMISSION STAFF’S SUPPLEMENTAL DATA REQUEST
TO EAST KENTUCKY POWER COOPERATIVE, INC
DATED NOVEMBER 10, 2008



EAST KENTUCKY POWER COOPERATIVE, INC,
PSC CASK 2008-00436

COMMISSION STAFF’S SUPPLEMENTAL DATA REQUEST DATED 11/10/08

East Kentucky Power Cooperative, Inc. (EKPC) hereby submits responses to the
Commission Staff’s Supplemental Data Request dated November 10, 2008. Each

response with its associated supportive reference materials is individually tabbed.



COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:

THE APPLICATION OF EAST KENTUCKY POWER
COOPERATIVE, INC. FOR AN ORDER APPROVING
ACCOUNTING PRACTICES TO ESTABLISH A
REGULATORY ASSET RELATED TO CERTAIN
REPLACEMENT POWER COSTS RESULTING FROM
GENERATION FORCED OUTAGES

CERTIFICATE

STATE OF KENTUCKY )

)
COUNTY OF CLARK )

CASE NO.
2008-00436

R . e S i

Frank J. Oliva being duly sworn, states that he has supervised the preparation of

the responses of East Kentucky Power Cooperative, Inc. to the Public Service

Commission Staff Supplemental Data Request in the above-referenced case dated

November 10, 2008, and that the matters and things set forth therein are true and accurate

{0 the best of his knowledge, information and belief, formed after reasonable inquiry.

/7
. .t
Subscribed and sworn before me on this / ks day of November, 2008.

i X Conr

Notary Public

My Conmission expires: / ;L/QO J),?
1 / hd



COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:

THE APPLICATION OF EAST KENTUCKY POWER
COOPERATIVE, INC. FOR AN ORDER APPROVING
ACCOUNTING PRACTICES TO ESTABLISH A
REGULATORY ASSET RELATED TO CERTAIN
REPLACEMENT POWER COSTS RESULTING FROM
GENERATION FORCED OUTAGES

CASE NO.
2008-00436

A T R

CERTIFICATE

STATE OF KENTUCKY )

)
COUNTY OF CLARK )

Ann F. Wood being duly sworn, states that she has supervised the preparation of
the responses of East Kentucky Power Cooperative, Inc. to the Public Service
Commission Staff Supplemental Data Request in the above-referenced case dated
November 10, 2008, and that the matters and things set forth therein are true and accurate

to the best of her knowledge, information and belief, formed after reasonable inquiry.

Qs & 1o

Subscribed and sworn before me on this é’ﬂ@ day of November, 2008.

s K Lol

Notary Public

My Commission expires: /2 /,QO é?oa
IS
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EAST KENTUCKY POWER COOPERATIVE, INC.
PSC CASE NO. 2008-00436
SUPPLEMENTAL DATA REQUEST RESPONSE

COMMISSION STAFF’S SUPPLEMENTAL DATA REQUEST DATED 11/10/08

REQUEST 1

RESPONSIBLE PERSON: Ann F. Wood

COMPANY: ILast Kentucky Power Cooperative, Inc.
Request 1. Refer to East Kentucky's response to Jtem 1 of the Commission Staffs

("Staff™) initial data request dated October 23, 2008 ("Staffs first request”). Provide an update of
the response which includes the same information for all forced outages on East Kentucky's

system since August 31, 2008

Response 1. Pages 2 and 3 of this response reflect an update to response 1 of
Commission Staff’s initial data request dated October 23, 2008. Pages 2 and 3 reflect
forced outage information through October 31, 2008. Note that there were no forced

outages in October.
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EAST KENTUCKY POWER COOPERATIVE, INC.
PSC CASE NO. 2008-00436
SUPPLEMENTAL DATA REQUEST RESPONSE

COMMISSION STAFF’S SUPPLEMENTAL DATA REQUEST DATED 11/10/08

REQUEST 2

RESPONSIBLE PERSON: Ann F. Wood

COMPANY: East Kentucky Power Cooperative, Inc.
Request 2. Refer to East Kentucky's response to Item 3 of the Staff’s first

request which indicates that East Kentucky requests a decision in this proceeding by

December 17, 2008,

Request 2a. Provide the date by which East Kentucky must close its books for
December 2008.

Response 2a. East Kentucky is scheduled to close its books for December by
January 20, 2009,
Request 2b. Describe in detail the procedures East Kentucky must undertake

during the last two weeks of December that cause it to request a Commission decision by
December 17, 2008,

Response 2b. The request for a Commission decision by December 17, 2008 is

not specifically a matter of procedures that East Kentucky must undertake during the last
two weeks of 2008. Rather, it is an issue of timing related to the circumstances that will

prevail, as explained in my Direct Testimony. East Kentucky expects to fail the



PSC Request 2
Page 2 of 2

minimum financial requirements of its Credit Facility Agreement for the year ending

December 31, 2008 absent any relief from the Commission on this request.

Because of the high probability that East Kentucky will not meet the requirements of its
debt covenants under its Credit Facility Agreement, East Kentucky needs additional time
to notify lenders of its failure to meet these requirements and of its intent to request a
waiver of certain financial covenants. Due to the fact that there are 16 lenders involved
in the Credit Facility syndicate, the legal process and approval procedure necessary to
negotiate such a waiver will take up to 60 days. East Kentucky must ensure that this
issue is resolved, so that the issuance of the final audit report is not delayed. In addition,
the Audit Committee of East Kentucky’s Board of Directors has selected a new
accounting firm to perform the audit of East Kentucky’s 2008 f{inancial records. Deloitte
& Touche LLP has replaced Crowe Chizek and Company LLC as auditors. Because of
this change in accounting firms, East Kentucky desires to resolve as many open issues as

possible before early January, in order to ensure a timely final audit report.
Request 2c. If the answer to Item 2(a) of this request is a date later than the
date by which East Kentucky requests a decision, explain why it seeks a Commission

decision by December 17, 2008.

Response 2c. Please see the response to 2b.
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EAST KENTUCKY POWER COOPERATIVE, INC,
PSC CASE NO. 2608-00436
SUPPLEMENTAL DATA REQUEST RESPONSE

COMMISSION STAFF’S SUPPLEMENTAL DATA REQUEST DATED 11/10/08

REQUEST 3

RESPONSIBLE PERSON: Frank J. Oliva

COMPANY: East Kentucky Power Cooperative, Inc.
Request 3. Refer to East Kentucky's responses to Items 6 and 7 of the Staff's

first request, which concern its Times Interest Earned Ratio ("TIER) and Debt Service

Coverage ("DSC™) ratio requirements for 2008.

Reguest 3a. Clarify whether it is correct that its required DSC, as measured by
its Credit Facility Agreement for the best 2 of the 3 most recent calendar years (2006,
2007, and 2008), is the specific ratio that East Kentucky expects it will not achieve absent

a decision in this proceeding granting its request to establish a regulatory asset.

Response 3a, EKPC projects that, absent a favorable decision in this proceeding,
it will not achieve the minimum DSC ratio needed to meet the Credit Facility Agreement

requirements in 2008.

Currently, as reflected in the response to Request 4a, EKPC’s net margins are projected
to be approximately $11.8 million without the creation of a regulatory asset. At this level
of margins, as indicated in the response to Request 4b, EKPC’s DSC for 2008 will be
948 and EKPC’s DSC for the best 2 out of 3 years for the Credit Facility will be .964.
EKPC will not meet the best 2 out of 3 year test for the minimum DSC of 1.00 required

in the Credit Facility covenants, and will be in default without a waiver from the lenders.
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Even if EKPC can negotiate a waiver from the Credit Facility lenders, EKPC expects its
costs to increase significantly. EKPC believes that there would be legal and waiver fees
of approximately $1.5-$2 million. In addition, EKPC’s current commitment fee of 17.5
basis points could double or triple. EKPC currently pays an interest rate of LIBOR plus

82.5 basis points and projects this could increase to 350-600 basis points over LIBOR.

As an example of this pricing increase, FirstEnergy Corporation is an investment-grade
public utility which entered into a one-year $300 million secured term loan facility in
October 2008, According to a regulatory filing by the company, use of this credit line
would require interest payments of about 600 basis points over LIBOR. According to
Bloomberg, this is about 14 times the spread on a credit line the company negotiated in
2006.

Request 3b. Is it correct, based on the modified definition in the Credit Facility
Agreement, that East Kentucky was required to deduct roughly $33.1 million from net

margins in calculating its TIER and DSC for calendar year 20077

Response 3b. Yes. The $33.1 million consisted of SO emission allowances to
be surrendered valued at $7.1 million; NO, emission allowances to be surrendered valued
at $2.9 million; and an adjustment relating to future penalties payable to the EPA for the
years 2007 through 2012 of $23.1 million.

Request 3c. Provide a narrative description of the future payment obligations
made in 2007 due to East Kentucky's alleged violations of the Clean Air Act with respect

to the Dale Generating Station.
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Response 3c. EKPC and the Environmental Protection Agency executed an Acid
Rain Consent Decree in September 2007. Under the terms of the Acid Rain Consent
Decree, EKPC must make six annual payments of $1,900,000 (“Fixed Penalty
Payment”), totaling $11,400,000. EKPC made the first installment of this Fixed Penalty
Payment in December 2007. In addition to the Fixed Penalty Payment, EKPC is subject
to a Contingent Penalty Payment for a period of five years, based on audited financial
statements for the years 2008 thiough 2012. EKPC will be subject to the Contingent
Penalty Payment if certain financial ratios are achieved. At December 31, 2007, EKPC
reserved $11,700,000 for such contingent penalty payments. In December 2007, based
on the terms of the Acid Rain Consent Decree, EKPC surrendered 4,107 NO, allowances
and 15,311 SO, allowances.
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EAST KENTUCKY POWER COOPERATIVE, INC.
PSC CASE NO. 2008-00436
SUPPLEMENTAL DATA REQUEST RESPONSE

COMMISSION STAFF’S SUPPLEMENTAL DATA REQUEST DATED 11/10/08

REQUEST 4

RESPONSIBLE PERSON: Frank J, Oliva/Ann F. Wood

COMPANY: East Kentucky Power Cooperative, Inc.
Request 4. Refer to Exhibit AFW-2 of East Kentucky's application.
Request 4a. Provide an update of page 1 of 2 of the exhibit which shows East

Kentucky's actual year-to-date net margins through October 2008 and its latest projected

net margins for November and December of 2008.

Response 4a. Please page 2 of this response.
Request 4b. Provide an update of page 2 of 2 of the exhibit, based on the

response to Item 4(a) of this request and the information available to East Kentucky at the
time of its response to this request on the amounts of interest expense, principal, and

depreciation expense East Kentucky expects to incur in 2008.

Response 4b. Please see page 3 of this response.



PSC Request 4a
Page 2 of 3

EAST KENTUCKY POWER COOPERATIVE
PROJECTED NET MARGIN SCHEDULE--2008

2008 YTD Net Margin Through 10/31/2008 $ 10,898,565

Projected Net Margin For November - December 2008 855,460

Projected 2008 Net Margin $ 11,754,025
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East Kentucky Power Cooperative, Inc.
Projected TIER & DSC Calculations for year 2008

Average of

Best2 of 3
For 2008: Mortgage Agreement and Credit Agreement
TIER IMurtgage Agreement I
{a) Net Margins 11,754,000 [Cradit Agreement | ‘
(b} Interest on Long Term Debt 110,426,000 T 1.276 v
TIER = (a) + (b} / (b} = 122,180,000 / 110,426,000 = 1.106 1.11% v
DSC
(a) Depreciation 41,352,000 [Mortgage Agreement |
(b) Interest on L-T Debt 110,426,000
() Margins 11,754,000 [CreditAgreement ]
(d} Interest + Principal 172,433,000 \\\\\ 1.066

DSC=(a) + () + (c) / (d) = 0.948 0.964




