Brown lodd..

ATTORNEYS

February 3, 2010 HAND DELIVERED

Mr. Jeff Derouen
Executive Director
Public Service Commission

211 Sower Boulevard
Frankfort, Kentucky 40602

Re: PSC Case No. 2009-00476
Dear Mr. Derouen:

Please find enclosed for filing with the Commission in the above-referenced case an
original and ten redacted copies of the responses of East Kentucky Power Cooperative,
Inc. (“EKPC”) to the Commission Staff’s First Data Request, dated January 21, 2010.
An original and ten copies of EKPC’s Responses to the First Set of Data Requests of
Gallatin Steel, dated January 19, 2010, are also enclosed.

Also enclosed are an original and ten copies of EKPC’s Petition for Confidential
Treatment of Information regarding designated responses to Commission Staff’s data
requests, along with a copy of the designated confidential pages.

Very truly yours,

Mark David Goss b

Counsel

Enclosures

Cc: Parties of Record



COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE COMMISSION
IN THE MATTER OF:
AN APPLICATION OF EAST KENTUCKY )
POWER COOPERATIVE, INC. FOR )
APPROVAL OF THE ISSUANCE OF )
$900,000,000 OF SECURED PRIVATE ) CASE NO. 2009-00476
PLACEMENT DEBT AND UP TO $21,435,000 )
OF UNSECURED DEBT )
PETITION FOR CONFIDENTIAL
TREATMENT OF INFORMATION

Comes now the petitioner, East Kentucky Power Cooperative, Inc. (“EKPC”) and,
as grounds for this Petition for Confidential Treatment of Information (the “Petition”),
states as follows:

1. This Petition is filed in conjunction with the filing of EKPC’s responses to
Requests 2, 3b, and 6 contained in Commission Staff’s First Data Requests dated January
21, 2010, and relates to confidential information contained in those responses that are
entitled to protection pursuant to 807 KAR 5:001 Section 7 and KRS §61.878(1)(c)l1,
§61.878(1)(c)2a, §61.878(1)(j) and §61.878(I)(c)2c.

2. The information designated as confidential in the subject responses describes
certain contract pricing information relating to the project proposed to be financed.
Disclosure of such contract pricing information could arm potential future bidders with
information permitting them to obtain an unfair commercial advantage over and to the

substantial detriment of EKPC and its members. As such, this information is confidential

and not subject to public disclosure pursuant to KRS §61.878(1)(¢c)1.



3. The information designated as confidential in the subject response describes
anticipated interest rates and proprietary loan terms and conditions on the proposed
financing. Through internal analysis, EKPC has derived the estimated interest rate and
spread to U.S. Treasuries on the subject financing. EKPC plans to competitively bid the
interest rate that lenders will pay on the debt. Disclosure of such an anticipated interest
rate could arm lenders with information permitting them to adjust interest rates in a way
so as to maximize their return, to the competitive disadvantage of EKPC and its
members. As such, this information is confidential and not subject to public disclosure
pursuant to KRS §61.878(1)(c)1. In addition, these proprietary loan terms and conditions
are also protected under KRS §61.878 (1)(c)2a, as it is a required disclosure to an agency
in conjunction with an application for a loan.

4. Preliminary recommendations in which opinions are expressed are likewise
exempted from disclosure under KRS §61.878 (1) (j). The preliminary interest rate
recommendations by EKPC management concern debt issues not yet publicly offered by
EKPC. Because EKPC has not made a final decision regarding the precise circumstances
surrounding the issuance of the debt, disclosure of this preliminary information could
hinder EKPC’s ability to market this private placement to lenders at a future date.
Because the interest rate expectations contain preliminary recommendations expressing
the opinion of EKPC management reflecting the quality of the securities, this information
should be afforded confidential status, as per KRS §61.878 (1) (j).

5. The subject information is also entitled to protection pursuant to KRS

61.878(1)(c) 2 ¢, as records generally recognized as confidential or proprietary which are



confidentially disclosed to an agency in conjunction with the regulation of a commercial
enterprise.

6. Along with this Petition, EKPC has enclosed one copy each of the subject
responses, with the confidential information identified by highlighting or other
designation, and 10 copies of the same responses, with the confidential information
redacted. The identified confidential information is not known outside of EKPC and is
distributed within EKPC only to persons with a need to use it for business purposes. It is
entitled to confidential treatment pursuant to 807 KAR 5:001 Section 7 and the various
sections of KRS 61.878 delineated above.

WHEREFORE, EKPC respectfully requests the Public Service Commission to
grant confidential treatment to the identified information and deny public disclosure of

said information.

Respectfully submitted,

Warch il fpee Mﬂ@«mﬁ—»—‘

Mark David Goss
Frost Brown Todd LLC
250 West Main Street, Suite 2800
Lexington, KY 40507-1749
(859) 231-0000 — Telephone
(859) 231-0011 — Facsimile
Counsel for East Kentucky Power Cooperative, Inc.




CERTIFICATE OF SERVICE

This is to certify that an original and 10 copies of the foregoing Petition for
Confidential Treatment of Information in the above-styled case were hand-delivered to
the Office of Jeffrey Derouen, Executive Director of the Kentucky Public Service

Commission, 211 Sower Boulevard, Frankfort, Kentucky 40601 on February 3, 2010.

s bauidorne G Pk

Counsel for East Kentucky(B’ower Cooperative, Inc.




COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE COMMISSION
In the Matter of:

AN APPLICATION OF EAST KENTUCKY )
POWER COOPERATIVE, INC. FOR )
APPROVAL OF THE ISSUANCE OF )
$900,000,000 OF SECURED PRIVATE ) CASE NO. 2009-00476
PLACEMENT DEBT AND UP TO $21,435,000 )

)

OF UNSECURED DEBT

RESPONSES TO COMMISSION STAFF’S FIRST DATA REQUEST
TO EAST KENTUCKY POWER COOPERATIVE, INC.

DATED JANUARY 21, 2010



COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE COMMISSION
IN THE MATTER OF:
AN APPLICATION OF EAST KENTUCKY )
POWER COOPERATIVE, INC. FOR )
APPROVAL OF THE ISSUANCE OF )
$900,000,000 OF SECURED PRIVATE ) CASE NO. 2009-00476
PLACEMENT DEBT AND UP TO $21,435,000 )
OF UNSECURED DEBT )
CERTIFICATE
STATE OF KENTUCKY )

)
COUNTY OF CLARK )

David G. Eames, 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 First Data Request in the above-referenced case
dated January 21, 2010, and that the matters and things set forth therein are true
and accurate to the best of his knowledge, information and belief, formed after

reasonable inquiry.

?MJ@ Z aumer

. s P ayer el
Subscribed and sworn before me on this day of Uari_—2010.

1Y COMMISSION EXPIRES NOVEMBER 30,2013
NOTARY ID #409352



COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE COMMISSION
IN THE MATTER OF:
AN APPLICATION OF EAST KENTUCKY )
POWER COOPERATIVE, INC. FOR )
APPROVAL OF THE ISSUANCE OF )
$900,000,000 OF SECURED PRIVATE ) CASE NO. 2009-00476
PLACEMENT DEBT AND UP TO $21,435,000 )
OF UNSECURED DEBT )
CERTIFICATE
STATE OF KENTUCKY )

)
COUNTY OF CLARK )

John R. Twitchell, 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 First Data Request in the above-referenced case
dated January 21, 2010, and that the matters and things set forth therein are true

and accurate to the best of his knowledge, information and belief, formed after

f\\g/ i

Subscribed and sworn before me on this éqﬁL day of T,@bi/w/v-)/ , 2010.

Mm‘/ﬁ W kMﬂ«/L/

Notary éubhc

reasonable imquiry.

MY COMMISSION EXPIRES NOVEMBER 30, 2013
NOTARY ID #409352






PSC Request 1

Page 1 of 2
EAST KENTUCKY POWER COOPERATIVE, INC.
PSC CASE NO. 2009-00476
FIRST DATA REQUEST RESPONSE
COMMISSION STAFF’S FIRST DATA REQUEST DATED 01/21/10
REQUEST 1
RESPONSIBLE PERSON: David G. Eames
COMPANY: East Kentucky Power Cooperative, Inc.
Request 1. Refer to Exhibits 2 and 3 of EKPC’s application. Exhibit 2

indicates that, to date, project expenditures for Smith Station Unit 1 (“Smith I”’) have
been funded from EKPC’s general funds. It also indicates that proceeds from the
proposed $900 million in financing will be used to reimburse EKPC’s general funds and
fund yet-to-be-incurred capital expenditures. Exhibit 3, page 4 of 4, indicates the total

project cost for Smith 1 is $819.3 million.

Request 1a. Provide the amount of general funds that EKPC has expended to
date on the Smith 1 project.
Response 1a. Through November 30, 2009, EKPC has expended $146,750,496

on the Smith 1 project.

Request 1b. Explain whether the difference between the amount of general
funds already spent on the Smith 1 project and the total project cost of $819.3 million
should approximate the amount of the project’s yet-to-be-incurred capital expenditures.
Response 1b. At the present time, it is projected that the difference between the
$146.8 million already spent on the project and the estimated project cost of $819.3

million should approximate the project’s yet-to-be-incurred capital expenditures.



PSC Request 1
Page 2 of 2

Request 1c. The amount of the proposed secured private placement debt is $80
million more than the Smith 1 total project cost of $819.3 million. Explain why the level
of the proposed financing is roughly 10 percent greater than the project’s total cost.
Response 1c. Because of extensive permitting delays, the date to begin
construction on the Smith 1 project has had to be repeatedly rescheduled, causing
increases and uncertainty in the costs for required construction contracts. Due to these
uncertainties in the final project cost, EKPC has estimated a proposed financing level
greater than the current expected cost. EKPC intends to fund no more than the actual

cost of the project.






REDACTED

PSC Request 2

Page 1 of 2
EAST KENTUCKY POWER COOPERATIVE, INC.
PSC CASE NO. 2009-00476
FIRST DATA REQUEST RESPONSE

COMMISSION STAFF’S FIRST DATA REQUEST DATED 01/21/10

REQUEST 2

RESPONSIBLE PERSON: David G. Eames

COMPANY: East Kentucky Power Cooperative, Inc.

Request 2. Refer to Exhibit 2, page 1 of 2, of the application, which states that

“[E]JKPC now seeks regulatory authority for the placement of $900 million of debt with
capital markets lenders/investors.” Identify all financing alternatives that EKPC will

consider and describe the estimated financial impact of each different alternative.

Response 2. EKPC will consider the following financing alternatives: Private
placement, 144A, and direct borrowing from National Rural Utilities Cooperative
Finance Corporation (“CFC”) and/or others. Generally speaking, the 144A market has a
broader investor base than the traditional private placement market. As a result, 144A
may result in better pricing for EKPC, but issuance costs are generally higher with a
144A offering. However, a credit rating is required in order to enter into the 144A
market. Based on the current market condition, the difference in pricing between a
private placement and a 144A transaction is approximately 10-15 bps. Historically, this

spread can be as wide as 30 bps or as low as 0-5 bps. The indicative pricing for a private

placement transaction is included in the response to Request 3(b).




REDACTED

PSC Request 2
Page 2 of 2







PSC Request 3

Page 1 of 2
EAST KENTUCKY POWER COOPERATIVE, INC.
PSC CASE NO. 2009-00476
FIRST DATA REQUEST RESPONSE
COMMISSION STAFF’S FIRST DATA REQUEST DATED 01/21/10
REQUEST 3
RESPONSIBLE PERSON: David G. Eames
COMPANY: East Kentucky Power Cooperative, Inc.
Request 3. Refer to the application, Exhibit 2.
Request 3a. On page 1 of 2, EKPC states that it expects to issue up to $900

million of debt in multiple private placements of $150 to $300 million each between 2010
and 2014. It also states that the tenor of each private placement will range from five to 35
years, depending on market conditions and lender expectations at the time of issuance
and that, generally, EKPC favors using amortized fixed-rate financing for the project.
(1) Provide the projected date of each placement and
explain why each date was selected.
(2) Explain in detail why EKPC favors fixed-rate
financing for Smith 1.

Response 3a(1). Because of uncertainty in the date that EKPC will be able to begin

construction on the Smith 1 project, EKPC has only estimated the timing for the first
three placements of the requested financing. These are based on projected construction
cash flows assuming a construction-start date in early 2011. The remaining placement
dates will be determined once the final project schedule is determined.

o July 2010 $175 million

e April 2011 $200 million



REDACTED

PSC Request 3
Page 2 of 2

Response 3a(2). Fixed rate financing provides certainty of principal and interest

payments for future years. EKPC considers this consistency to be an advantage in the low
interest rate market which exists at the present time. EKPC believes that variable-rate
financing is appropriate for a portion of its corporate debt, but believes that the potential
for substantial interest rate escalation in future years on such a large portion of EKPC’s

debt would be unduly risky.

Request 3b. On page 2 of 2, EKPC states that it plans to issue its first private
placement in the amount of $175 million upon approval of this financing application by
the Commission. Provide the estimated terms and conditions (interest rate and tenor) of
this placement and describe its projected financial impact.

Response 3b. Private Placement Indicative Pricing is reflected below:

e Facility size: $175 million
e Security: Senior Secured







PSC Request 4

Page 1 of 1
EAST KENTUCKY POWER COOPERATIVE, INC.
PSC CASE NO. 2009-00476
FIRST DATA REQUEST RESPONSE
COMMISSION STAFF’S FIRST DATA REQUEST DATED 01/21/10
REQUEST 4
RESPONSIBLE PERSON: David G. Eames
COMPANY: East Kentucky Power Cooperative, Inc.
Request 4. Refer to Exhibit 2, Attachment 1, of the application, which is a

letter to the Chairman of EKPC’s board from the Acting Administrator of the United
States Department of Agriculture Rural Development (“RD”) that appears to have been
stamped “JUL 31, 2009” and “AUG - 6, 2009.”

Request 4a. Explain whether either date stamp reflects when the letter was
received by someone at EKPC.

Response 4a. July 31, 2009 is the date the letter was sent from RUS. August 6,

2009 is the date that EKPC received this letter.

Request 4b. The letter states that RD has approved a lien accommodation of its
mortgage for EKPC in order to permit EKPC to finance the construction of Smith 1.
Explain what purpose such a lien accommodation serves and why EKPC would seek such
an accommodation.

Response 4b. Under EKPC's RUS Mortgage, security interests can be granted to
third-party lenders / capital market investors via lien accommodations. In order to
provide such security to third-party lenders / capital markets investors, EKPC applied for
and received a lien accommodation from RUS in an aggregate amount not to exceed $900

million.






PSC Request 5

Page 1 of 2
EAST KENTUCKY POWER COOPERATIVE, INC.
PSC CASE NO. 2009-00476
FIRST DATA REQUEST RESPONSE
COMMISSION STAFE’S FIRST DATA REQUEST DATED 01/21/10
REQUEST 5
RESPONSIBLE PERSON: David G. Eames
COMPANY: East Kentucky Power Cooperative, Inc.
Request 5. In EKPC’s recent rate case, Mr. Jonathan Andrew Don, testifying

for EKPC, stated that in early 2008, RD instituted a moratorium on electric cooperative

loan applications related to coal-fired base load electric generation.

Request Sa. Explain whether the RD moratorium on base load generation on

financing for coal-fired electric generation remains in effect.

Response 5a. The referenced moratorium on baseload generation remains in
effect.
Request 5b. If RD will not finance coal-fired power plants but will approve a

lien accommodation to assist an RD borrower like EKPC in obtaining such financing
elsewhere, describe how EKPC views RD’s position on the future of coal-fired electric
generation.

Response 5b. EKPC does not believe it is appropriate to speculate or editorialize
upon RD’s position on the future of coal-fired electric generation either in Kentucky or
the rest of the United States. RD has advised the Generation and Transmission
Cooperative utility sector that, currently, there is a moratorium on RD providing

financing for baseload resource additions. With that understanding, EKPC is pursuing



PSC Request 5
Page 2 of 2

other financing alternatives for its baseload resource additions. EKPC views RD to be an
integral partner to the rural electric cooperative sector and will continue to pursue
financing from RD as and where appropriate. RD continues to provide financing for all

other programs under its purview.






REDACTED
PSC Request 6

Page 1 of 1

EAST KENTUCKY POWER COOPERATIVE, INC.
PSC CASE NO. 2009-00476
FIRST DATA REQUEST RESPONSE

COMMISSION STAFF’S FIRST DATA REQUEST DATED 01/21/10

REQUEST 6

RESPONSIBLE PERSON: John R. Twitchell

COMPANY: East Kentucky Power Cooperative, Inc.
Request 6. Refer to Exhibit 3, page 4 of 4, of the application. Provide a

detailed breakdown of the amount identified as “Owners Cost” and a detailed description

of what this item represents.

Response 6. Owner’s cost represents EKPC’s out-of-pocket costs on the
project. A detailed breakdown of the amount identified as “Owners Cost” is provided in

the table below.

' I|II|‘
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PSC Request 7

Page 1 of 2
EAST KENTUCKY POWER COOPERATIVE, INC.
PSC CASE NO. 2009-00476
FIRST DATA REQUEST RESPONSE
COMMISSION STAFF’S FIRST DATA REQUEST DATED 01/21/10
REQUEST 7
RESPONSIBLE PERSON: David G. Eames
COMPANY: East Kentucky Power Cooperative, Inc.
Request 7. Refer to Exhibit 5 of the application, EKPC’s statement of

operations for the 12 months ending September 30, 2009. Provide, in the same format, a

preliminary statement of operations (unaudited if necessary) for calendar year 2009.

Response 7. EKPC’s statement of operations (unaudited) for calendar year
2009, provided in the same format as Application Exhibit 5, is included on page 2 of this

response.



EAST KENTUCKY POWER COOPERATIVE, INC.

STATEMENT OF OPERATIONS

ELECTRIC ENERGY REVENUES

Other Operating Revenue and Income
TOTAL OPER. REVENUE & PATRONAGE CAPITAL

Operating Expense-Production-Excluding Fuel
Operating Expense-Production-Fuel
Operation Expense-Other Power Supply
Operation Expense-Transmission
Operation Expense-Distribution
Operation Expense-Consumer Service & Information
Operation Expense-Sales
Operation Expense-Administrative & General
TOTAL OPERATION EXPENSE

Maintenance Expense-Production
Maintenance Expense-Transmission
Maintenance Expense-Distribution
Maintenance Expense-General Plant
TOTAL MAINTENANCE EXPENSE

Depreciation & Amortization Expense
Taxes
Interest on Long-Term Debt
Other Interest Expense
Asset Retirement Obligations
Other Deductions
TOTAL COST OF ELECTRIC SERVICE

Operating Margins

Interest Income
Allowance for Funds Used During Construction
Other Non-operating Income - Net
Other Capital Credits & Patronage Dividends
NET PATRONAGE CAPITAL OR MARGINS

PSC Request 7
Page 2 of 2

12 Months
Ending
December 31, 2009
(Unaudited)

745,705,428

27,383,724

773,089,152

58,408,578
294,840,153
105,415,279
25,519,165
751,767
1,995,650
6,101

28,654,744

515,591,438

48,336,183
4,324,921
924,519
934,103

54,519,725

60,548,674
800
113,319,764
35,780.84

7,207,522

751,223,704

21,865,448

3,615,136

4,883,872
(59,870)
264,435

30,569,021







PSC Request 8

Page 1 of 9
EAST KENTUCKY POWER COOPERATIVE, INC.
PSC CASE NO. 2009-00476
FIRST DATA REQUEST RESPONSE
COMMISSION STAFF’S FIRST DATA REQUEST DATED 01/21/10
REQUEST 8
RESPONSIBLE PERSON: David G. Eames
COMPANY: East Kentucky Power Cooperative, Inc.
Request 8. Refer to Exhibit 7 of the application, which shows EKPC’s long-

term debt outstanding as of September 30, 2009 and its interest cost for calendar year

2008.

Request 8a. Provide, in the same format as Exhibit 7, a schedule which shows
EKPC’s interest cost for calendar year 2009.

Response 8a. Please see pages 3 through 9 of this response.
Request 8b. Provide, in the same format as Exhibit 7, a schedule which, based

on its current outstanding long-term debt, shows EKPC’s projected interest cost for

calendar year 2010.

Response 8b. Please see pages 3 through 9 of this response.
Request 8c. Provide EKPC’s projected annualized interest cost for calendar

year 2011 assuming the proposed financing is approved by the Commission. Indicate all
assumptions made in deriving the 2011 projection.

Response 8c. EKPC’s projected interest cost for calendar year 2011 is
$165,829,713.00. This projected interest expense assumes that private placement debt

related to the construction of the Smith 1 project is issued as delineated in the response to



PSC Request 8
Page 2 of 9

Request 3. Approximately $477 million of FFB debt is also expected to be issued at
various times during the 2010-2011 time period at interest rates of 4.50% — 5.00%.



Page 3 of 9

PSC Request 8 a, b
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EAST KENTUCKY POWER COOPERATIVE, INC.
PSC CASE NO. 2009-00476
FIRST DATA REQUEST RESPONSE
COMMISSION STAFFE’S FIRST DATA REQUEST DATED 01/21/10
REQUEST 9
RESPONSIBLE PERSON: David G. Eames
COMPANY: East Kentucky Power Cooperative, Inc.
Request 9. In Case No. 2008-00409, Mr. Daniel Walker, testifying for EKPC,

stated, “To restore positive credit credentials, East Kentucky must earn a TIER on a
consistent basis that would result in a credit assessment equivalent to the BBB+ to A+

range.” Mr. Walker indicated that EKPC was not currently rated by the rating agencies.

Request 9a. Explain whether EKPC has sought a credit rating from Standard &
Poor‘s, Moody’s Investors Service, or Fitch since the end of Case No. 2008-00409.
Response 9a. EKPC has not sought a credit rating since the end of Case No.
2008-00409.

Request 9b. If yes to part a. of this request, provide EKPC’s current rating or an
explanation for why it did not receive a rating.

Response 9b. This is not applicable. Please see the response to 9a.

Request 9¢(1). If no to part a. of this request:

(1) Explain why EKPC chose not to seek a rating from the rating agencies; and

Response 9¢(1). Because investors in the private placement market primarily

consist of insurance companies, EKPC has not yet sought a credit rating. While having a

credit rating is a benefit, private placement investors have more latitude in what type of
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investments they can make and as such do not specifically require borrowers obtain a
credit rating. EKPC currently carries an NAIC-2 rating from the National Association of
Insurance Commissioners (NAIC) as a result of Prudential Insurance being one of
EKPC’s existing lenders to its unsecured credit facility. An NAIC-2 rating is considered
to be equivalent to an investment-grade credit rating. Insurance companies are required
to obtain an NAIC rating on all their investments. Because the proposed financing is
secured (unlike the credit facility), EKPC may be able achieve an NAIC-1 rating, NAIC’s

highest rating, on the proposed transaction.

Request 9¢(2). Explain how, absent a credit rating of the type described by Mr.

Walker in Case No. 2008-00409, EKPC expects to be able to attract the investors needed
to market its proposed private placement debt.

Response 9¢(2). In order to execute a private placement transaction, EKPC would

use a placement agent selected from one of EKPC’s existing lenders. The placement
agent would assist EKPC by putting together a private placement memorandum and
conducting road shows with potential investors. According to private placement trade
publication data, there were approximately $32 billion private placement debt offerings in
2009. It is expected that EKPC will be able to attract the investors without obtaining a

credit rating.
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EAST KENTUCKY POWER COOPERATIVE, INC.
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FIRST DATA REQUEST RESPONSE
COMMISSION STAFEF’S FIRST DATA REQUEST DATED 01/21/10
REQUEST 10
RESPONSIBLE PERSON: David G. Eames
COMPANY: East Kentucky Power Cooperative, Inc.
Request 10. In his testimony in Case No. 2008-00409, Mr. Daniel Walker’s

analysis included a comparison of EKPC’s three-year average Times Interest Earned
Ratio (“TIER”) with those of other generation and transmission cooperatives. Provide
EKPC’s TIER calculations for the years 2007, 2008, and 2009 and its average TIER for
those three years. A preliminary 2009 TIER calculation based on an unaudited statement

of operations will be acceptable for this response.

Response 10. EKPC’s TIER calculations are shown below.

2007 2008 2009 (unaudited) 3-Yr Average
1.43 1.25 1.27 1.32




