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East Kentucky
Power
Cooperativ€,
Inc.

F|na ncia I Statements

As of a.nd for the Yea'rs Ended

December 3L,20L7 (Unaudited) and 2016

EAST KENTUCKY POWER COOPERATIVE

A Touchstone Energy'Cooper"tiu" @t
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Overview of Amendment 3 and MOU

. Amendment 3 to the Wholesale Power Agreement and the MOU allow:
. Each member may elect to use an alternate power source for up to
15o/o of their load
. However all members making an election may not exceed 5% of
EKPC's load

. Notice must be provided before the load leaves the EKPC system (or
new generation source comes on-line)

. This allows EKPC to plan for the load "loss" and begin to take
actions to mitigate the loss

. Notice must be provided before a load returns to the EKPC system
. This allows EKPC to plan for the load to return and begin to develop
resources to serve the load

ê-$.***YPowERcooPErATrvE
.r r*u¡-* ¡*,p c.S<5,," f SÀ
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I15% a d 5% Limits

Summary Table " Although each member can

elect up to t5% of their load,
the tota! of all members
cannot exceed 5% of EKPC's

load.

. EKPC's limit is L58.5 MW

. lVlembers have provided
notice for 1-L6.3 MW

" Each remaining member
can take up to their 5% until
the bala nce (42.2 MW) is
gone

Owner-Member Cooperative

Big Sandy

Blue Grass

Clark

Cumberland Valley

Farmers

FlemingMason

Gnyson

lnter{ounty

Jackson

LickingValley

Nolin

Owen

Salt River

Shelby

Soufü Kentucky

Taylor

Systems'total

EKPC Limit

5%Umit

3.7

18.6

6.8

6.8

6.5

9.4

3.6

7.7

14.2

3.8

10.8

21-3

14.7

5.6

20..6

7.6

16L.9

158.5

Asof February&,2078

Proportionate
Remainder

1..9

9.O

3.3

3.3

0.o

3.9

L.7

3.8

0.1

t.7

5.2

0.o

0.0

2-7

1.9

3.7

42.2

Member 15% Limit

11.1

55.9

20A

20.5

19.6

28-3

10.8

23.2

42-7

11.3

32.3

64.O

M.2

16.8

61.9

22.8

6.5

1..4

t4.t
o.3

Elected

2L.3

L4.7

58.O

ê-4*î:ïr:,:::ää:116.3
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Financial lmpact and Cost Shift¡ng

Base Gase: Each Owner-Member exercises exactly 5o/o, resulting in 158.5
MW leaving EKPC. Assuming 100% load factor the load loss is
approximately 1.4 million MWh and up to $90 million annual revenue

. FAC: Dollars reduced by the avoided fuel and purchased power;
$/MWh unchanged

. ES. No change in the total dollars being recovered or in the allocation
to each system

. Base Rates: Would increase by the amount of unmitigated fixed
costs and margin embedded in the $90 million lost revenue, estimated
at up to $45 million

. EKPC Margin Allocation: Would change based on the mix of B, C, G
and E load in each system

ÆîrK*u*Y PowER cooPERArvE

r r-.t'",^. r"** c1.7"- ¡$¡
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I
I
. ancial lmpact and Cost Shift¡ng

SKRECG Notice: SKRECC notices 58 MW at 100o/o load factor , resulting
in load loss of 508,000 MWh and about $30 million lost revenue

FAC: Dollars reduced by the avoided fuel and purchased power; $/MWh
unchanged

ES: $4.q million reallocated, $0.3 million to SKRECC and $¿.t million to all
other systems

Base Rates: Up to $13 million fixed costs and margin shifted. lnitially
reduces EKPC margin; after mitigation, base rate case re-allocates
remainder to all systems based on cost of service

EKPC Margin Allocation: lf EKPC margin is unchanged, reduces SKRECC
allocation by approximately $2 million, and increases margin allocation to
all other systems accordingly (2016 data)

ÆI.KENTUCKY PowER cooPERAïrvE

r r.. r'r,^. ¡*.s cqX8". f f)r.
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tII ancial lmpact and Cost Shift¡ng

Other Notices: Several other systems have given notice for varying
amounts. lf all 15 systems gave notice for their proportionate share of the
15o/o, then the net effect would be the equivalent of 37.4 MW (the amount
of SKRECC's notice in excess of 5o/o).

ES: $2.64 million shifted from SKRECC to all other systems

Base Rates: $8.¿ million potential increase in base rate case, reduced by
any mitigation

EKPC Margin Allocation: Uncertain, depends on rate class mix (margin
generated) by each system

To the extent that some owner-members "notice" more than their
proportionate share of the remainder, i.e., notice 5o/o, they will shift some
cost to all other systems

KÊNTUCKY POWTR COOPERATIVEÆ1"
r r,.¡,*.^. ¡*,p cir&B^" fS)
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Financial lmpact Big Picture

EKPC's system marginal cost (dispatch cost) for high load factors is
equivalent to Spurlock 1 - 4 at less than $25lMWh

A power purchase above this price will increase costs somewhere in the
system because
EKPC's fixed costs cannot be avoided
A purchase above our marginal cost is on its face more expensive than the
generation or purchases it displaces

Amendment three may allow one or a few systems to benefit but only at
the expense of all other systems which bear the shifted costs

KENTUCKY POWER COOPERATIVE,ê-rã"
rru.r,r* n,sc,iO^.ff/¡
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MOU Cost Options Least to H¡ghest

O

o

All Owner-Members do nothing

South Kentucky spreads its entire deal to all systems (perhaps through
EKPC)

South Kentucky does 5% and remaining South Kentucky contract is
spread to the remaining Owner-Members

South Kentucky does 15%, and a run on the bank takes remaining 80
MW plus 40 MW done by EKPC to help those left out

Æ"KENI'CKY PowER cooPERATtvE

a

o

^ 
r*.¡."-. t*.* c.À1,"" Aù
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Financial lmpact Big Picture

a

o

a

o

o

o

o

EKPC's energy delivery can be thought of as:

provided by PJM market energy purchases

which are protected by physical hedges at

low prices (Spur 1,2, 3, 4),

intermediate prices (Cooper 1 , 2 and Smith 9, 10), and

high prices (remaining natural gas peakers at $3.50 gas or above)

These physical hedges are paid for in base rates and protect owner-
members from significant market price "excursions"

Æ*îî::::,:,:"'ä.H
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IFinancial lmpact Big Pict re

o Although intuitively we want to think of SKRECC's 58MW transaction
allowing EKPC to avoid high-priced production, in fact the 1 00% load
factor suggests it would replace our lowest cost units (which run nearly
all the time).

But EKPC's generation will dispatch in PJM as it always has, based on
economics, not EKPC's load, and still incur the fuel and emissions
expenses
EKPC's purchases to serve load will decline overall, and become more

"peaky" with the loss of 58MW base load

The average PJM LMP price paid by EKPC will remain below the
SKRECC purchase price until natural gas peakers in PJM return to
being the marginal unit (CC is now)
When that happens, all Spurlock and Cooper units are running,
providing a price cap to EKPC members

o

O

o

a

o The 100% load factor means EKPC has to mitigate 508,000
about double what is expected under A3
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IEKPC M¡tigation - lnitial Poi ts

lmportant to remember, or understand, that EKPC operates in PJM as
essentially two business units. All owner-members' load requirements (with exception of the noticed

PPA purchases by owner-members) are purchased in the day ahead
market, and balanced in real-time. All EKPC generation, regardless of A3/MOU, will continue to be bid in
the day ahead and cleared based on PJM's dispatch model, or in the
case of Spurlock, on a "must run" basis to minimize cycling

The importance of EKPC's fleet does not change as a result of these
discussions

. Spurlock 1 - 4 are always "in the money" orì a 24 hour basis, and
much lower variable cost than any market transaction achievable. Cooper 1 - 2 primarily serve as a price hedge and receive PJM
capacity payments, as well as vital for reliability during the Polar
Vortices Smith, Bluegrass can be viewed similarly as Cooper. Satisfy PSC precedent set in Polar Vortex 1.0 - must haveSfrnl on the
ground to meet critical peak load needs Er'^'"'ïi:::.:".ä,H
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EKPC M¡tigation Options

First, we have no urgency to act and have time to develop strategy
. Excess capacity will be sold in PJM auctions including upcoming BRA for 21122

year
. Energy will be procured in the day ahead market for all remaining load needs

General mitigation approach is to maximize returns for both capacity and
energy sales

. Seek to "hedge" the locked in losses that result from the purchases and lower
redistribution i mpacts

. Adjusted for risk to budgeted margins

Option 1: Do nothing, continue to bid or self-schedule generation as we do
now and collect the hourly market price & auction's capacity prices

. Most flexible and guarantees higher of cost or market

. Captures high value hours in winter & summer, othenrulse foregone if sell
bilaterally

. Can grow margins as market oversupply catches up with demand, and it will. Most risk to budgeted margins

ÆT**.KY PowER cooPERATrvE

¡ r*.n .* r.*. ciå,ã^"Ét)
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EKPC Mitigation Options

Option 2: Sell fonruard beginning June 1, 2019 the amount of A3/MOU
purchases

. Locks in a substantial loss over any term to market which is $30 for 1 O0o/o load
factor on average next several years

. Least flexible, but locks in budgeted margins

. Foregoes longer term rises in price of capacity and energy

Option 3: Adopt merchant power's approach to managing long positions
. Layer in hedges over time much like we do coal purchases, that way we lock in

opportunistic sales that roll off over time in an orderly fashion (1 - 5 years)
. Limit length of hedges using standard market products so as not to forego

future price spikes
. AuthorizeACES to seek traditional load following products for munis and other

cooperatives to capture higher market values - can selectively do over much
longer terms

êlî*E**YPowERcooPERATrvE
Å l{(hr,æ r¡r,s cle6^! ¡(1à
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EKPC Mitigation Options

Option 3a: Non-traditional approach - merchant power "plus"
. Execute Option 3 strategy plus...
. Create a new entity authorized to buy and sell from EKPC at wholesale "market-

based rates"
. Creates forward sales opportunities to PJM deregulated, retail choice states

like Ohio at above average load factors (C&l mainly)
. Staff have experience in establishing and managing this type of structure

A combination of the above approaches will capture price movements while
serving to hedge "margin" expectations

As always, seek and implement wise cost reductions
Requires prudent evaluation of early asset retirements

KENTUCKY rcWER COOPERAÏIVEÆ"
o o-.r,,,*. r** co2J*. Áfà
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EKPC Mitigation Options

Amendment 3 resulted from difficulties in extending the wholesale power
agreements, which was necessary to build needed capacity. A3 was poorly
written, so we all eventually agreed to the MOU

The structure of A3 and the MOU allows owner-members to get a
disproportionate share of EKPC's available load, which results in shifting
EKPC's fixed costs to the other owner-members (ES is immediate)

Even if all owner-members took sVo, there would be a cost increase (in effect
owner members are adding another hedge on top of the existing hedges)

EKPC will evaluate all options for mitigating the lost load (capacity and
energy) including sales of energy and capacity and reduction in costs
Remaining costs will be recovered in the next base rate case

é-rã*î::î::,:.:.'#:H
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