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I. INTRODUCTION

1 Q. Please state your name and business address.

2 A. My name is William Steven Seelye and my business address is The Prime Group, LLC,

3 6001 Claymont Village Drive, Suite 8, Crestwood, Kentucky, 40014.

4 Q. By whom are you employed?

5 A. I am a senior consultant arid principal for The Prime Group, LLC, a firm located in

6 Crestwood, Kentucky, providing consulting and educational services in the areas of

7 utility marketing, regulatory analysis, cost of service, rate design and depreciation

8 studies.

9 Q. On whose behalf are your testifying?

10 A. I am testitiing on behalf of East Kentucky Power Cooperative, Inc. (“BKPC”).

11 Q. What is the purpose of your testimony?

12 A. The purpose of my testimony is (i) to present the financial summary and supporting

13 exhibits detailing how EKPC derived the amount of the requested revenue increase, (ii)

14 describe EKPC ‘s proposed pro-forma revenue, expense, and rate base adjustments, (iii)

15 describe the calculation of EKPC’s adjusted net margin and revenue deficiency for the

16 fully forecasted test period ended May 31,2010, (iv) describe the calculation of the 13-

17 month average of EKPC’s rate base and capitalization for the fully forecasted test

18 period; (v) to sponsor the fully allocated class cost of service studies based on EKPC’s

19 cost of providing service for the 12 months ended May 31, 2010; and (vi) to support

20 EKPC’s proposed wholesale rates to its members.



1 Q. Please summarize your testimony.

2 A. EKPC is proposing a rate increase which is designed to produce additional revenues of

3 approximately $67.9 million. EKPC’s proposed rate increase is supported by a fully

4 forecasted test period corresponding to the 12 months ended May 31, 2010. The level of

5 the increase is supported by an analysis of EKPC’s revenue deficiency based on the pro-

6 forma financial results for the forecasted test period. EKPC’s revenue requirement was

7 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

9 EKPC’s Board of Directors, is less than the $70.0 million revenue deficiency determined

10 using a 1.45 TIER.

II EKPC’s proposed rates will allow it to begin gradually rebuilding its equity,

12 which is currently at a dangerously low level. EKPC’s equity as a percentage of total

13 capitalization is expected to drop to around 6.8 percent prior to the implementation ofthe

14 new rates. It is important to realize, however, that even with the new rates, EKPC’s

15 equity as a percentage of total capitalization is projected to only be 9.67 percent in

16 December 2011, which will still not be adequate. One of the main reasons that its equity

17 position vil1 not improve more than this is because EKPC will continue to add assets to

18 its balance sheet in support of its effort to install sufficient generation facilities to meet

19 the needs of its members.

20 A class cost of service study was perfonned for the puose of assisting EKPC in

21 designing its proposed rates. In order to transition to’ cost-based rates, EKPC is

22 proposing a phased-in approach consisting of Phase I rates — which would be placed into
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I effect upon approval by the Kentucky Public Service Commission (“Commission”),

2 which presumably will be at the end of the suspension period in this proceeding, and

3 “Phase II” rates — which would go into effect 12 months later. Although both Phase I and

4 Phase II rates are designed to produce approximately the same overall revenue, the

5 proposed Phase II rates include unit charges that more accurately track the results of the

6 cost of service study.

7 Q. Are you supporting certain information required by Commission Regulations $07

8 KAR 5:001, Section 10?

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

10

Filing Requirement [ Description Volume Tab #
Forecasted adjustments shall be

. limited to the 12 monthsSection lO(8)(b) . . Vol. 1 Tab 20immediately following the
suspion period.
Capitalization and net investment

. rate base shall be based on a 13Section lO(8)(c) Vol. 1 Tab 21month average for the forecasted
period.
Prepared testimony of each witness
supporting its application including
testimony from chief officer in
charge of Kentucky operations on

Section l0(9)(a) the existing programs to achieve Vol. 2 Tab 23
improvements in efficiency and
productivity, including an
explanation of the purpose of the
program.
Cost of service study based on
methodology generally accepted in

Section 10(9)(v) the industry and based on current Vol. 5 Tab 44
and reliable data from a single time
period.
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Filing Requirement Description Volume Tab #
Jurisdictional financial summary for

. both base and forecasted periods
Section l0(l0)(a) . . . . . Vol. 5 Tab 46

detailing how utility derived amount
of requested revenue increase.
Jurisdictional rate base summary for
both base and forecasted periods

Section l0(l0)(b) with supporting schedules which Vol. 5 Tab 47
include detailed analyses of each
component of rate base.

. Computation of revenue conversion
Section l0(10)(h) . Vol. 5 Tab 53

factor for forecasted period
Narrative description and

Section l0(l0)(l) explanation of all proposed tariff Vol. 5 Tab 57
changes
Revenue summary for both base and
forecasted periods with supporting

Section 10(1 0)(m) schedules which provide detailed Vol. 5 Tab 58
billing analyses for all customer
classes
Typical bill comparison under

Section l0(l0)(n) present and proposed rates for all Vol. 5 Tab 59
customer classes

I

2 Q. How is your testimony organized?

3 A. My testimony is divided into the following sections: (I) Introduction, (II) Qualifications,

4 (III) Revenue Requirements, (IV) Cost of Service Study, and (V) Rate Design.

5
6
7 II. QUALIFICATIONS

8 Q. Please describe your educational background and prior work experience.

9 A. I received a Bachelor of Science degree in Mathematics from the University ofLouisville

10 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 Gas and Electric Company. from May 1979 until December 1990, 1 held various

2 positions within the Rate Department of Louisville Gas and Electric Company. In

3 December 1990, I became Manager of Rates and Regulatory Analysis. In May 1994, I

4 was given additional responsibilities in the marketing area and was promoted to Manager

5 of Market Management and Rates. I left Louisville Gas and Electric Company in July

6 1996 to form The Prime Group, LLC, with another former employee of the Company.

7 $ince then, we have performed cost of service studies, developed revenue requirements

$ and designed rates for well over 130 investor-owned, cooperative and municipal utilities

9 across North America. A more detailed description of my qualifications is included in

10 $eelye Exhibit 1.

11 Q. Have you ever testified before any state or federal regulatory commissions?

12 A. Yes. I have testified in over 45 regulatory proceedings in 11 different jurisdictions

13 regarding revenue requirements, cost of service and rate design. A listing of my

14 testimony in other proceedings is included in Seelye Exhibit 1.

15 Q. Have you performed cost of service studies and developed rates for electric

16 cooperatives?

17 A. Yes. I have performed cost of service studies and developed rates for a number of

18 generation and transmission cooperatives (“G&T cooperatives”), including Hoosier

19 Energy, South Mississippi Electric Power Association, Big Rivers Electric Corp,

20 Southern Illinois Power Cooperative, Corn Belt Power Cooperative, and EKPC. I have

21 also supervised the preparation of cost of service studies and the development of rates for

22 over 130 electric distribution cooperatives.

-5-



2 III. REVENUE REQUIREMENTS

3 Q. Please describe how EKPC’s proposed revenue increase was determined?

4 A. EKPC is proposing a general adjustment in rates supported by a fully forecasted test

5 period. The proposed revenue increase is supported by an analysis of the revenue

6 deficiency based on financial results for the forecasted test period. The revenue

7 deficiency was determined as the difference between (i) EKPC’s adjusted net margins for

8 the forecasted test period without reflecting a general adjustment in rates, and (ii)

9 EKPC’s net margin requirement necessary to provide a 1.45 TIER. Based on the

10 forecasted test year, the revenue deficiency is $70,041,960. EKPC’s proposed wholesale

11 rates to its members are projected to produce increased revenues of$67,858,922 based on

12 estimated billing determinants for the forecasted test year.

13 Q. Why is the proposed revenue increase of $67,858,922 less than EKPC’s revenue

14 deficiency of $70,041,960?

15 A. The rates that EKPC is proposing in this proceeding were approved by EKPC’s Board of

16 Directors on September 9, 2008. However, the rates were developed using preliminary

17 revenue requirement and billing determinant estimates which indicated that the revenue

18 requirement was approximately $67.7 million based on a forecasted test period for the 12

19 months ended April 30,2010, rather than the 12 months ended May 31,2010, used in the

20 rate case filing. Because EKPC was unable to file the rate case application until the end

21 of October 2008, the forecasted test year utilized in the rate case filing had to be delayed

22 by one month in order to meet the requirement set forth in KRS 278.192 that the
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I forecasted test period must correspond to the first 12 consecutive calendar months the

2 proposed increase would be in effect after the maximum suspension period for the

3 proposed rates. When EKPC finalized the revenue requirement using costs for the fully

4 forecasted test period that had to be utilized in this proceeding, the revenue requirement

5 turned out to be $70.0 million rather than $67.7 million. Likewise, when the rates that

6 were approved by the Board of Directors were applied to test-year billing determinants,

7 the revenue increase turned out to be $67.9 million rather than the $67.7 million amount

8 indicated in the Board resolution provided as an exhibit to Mr. Marshall’s testimony.

9 Because the proposed revenue increase is less than the revenue deficiency determined

10 based on operating results for the fully forecasted test period, EKPC made the decision

11 not to revisit the issue with its Board of Directors for the purpose of obtaining approval

12 to propose a larger increase with the Commission. Particularly, EKPC decided to

13 maintain its proposed rates in this proceeding at the level approved by its Board of

14 Directors even though a higher revenue increase cotild be supported.

15 Q. Why did EKPC choose to support the proposed rate increase with a fully forecasted

16 test period?

17 A. As the Commission is well aware, EKPC has been in financial distress since 2005. Its

18 interest and debt coverage ratios are forecasted to be inadequate to meet the requirements

19 set forth in the mortgage and credit facility agreements with its lenders. Without a rate

20 increase, EKPC’s financial condition will deteriorate even further once Spurlock 4 is

21 placed into commercial operation. Considering its dangerously low level of equity

22 capital, without increasing its rates it would be difficult for EKPC to withstand the stress
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1 of an unanticipated expense, such as expenditures that might result from an unanticipated

2 equipment failure at one of its generating stations, $purlock 4, a 278 MW coal-fired

3 generating unit which will cost approximately $528 million, is scheduled to be placed

4 into commercial operation on April 1, 2009. None of the cost of Spurlock 4 is currently

5 in rate base. EKPC has not included the Construction Work In Progress (“CWIP”) for

6 Spurlock 4 in rate base. Because it has been accruing an Allowance for Funds Used

7 During Construction (“AFUDC”) on its construction expenditures, EKPC is currently not

8 recovering interest expenses associated with Spurlock 4 through rates. Once Spurlock 4

9 is placed into commercial operation, EKPC will experience a significant increase in its

10 non-fuel operation and maintenance expenses, depreciation expenses and current interest

11 expenses. Although Spurlock 4 will result in fuel and purchased power cost savings,

12 those savings will be automatically passed along to its members through the application

13 of the monthly fuel adjustment clause. Therefore, the fuel cost savings will not off-set

14 the impact on EKPC’s net income from placing Spurlock 4 in service.

15 With that background, it is easier to understand why EKPC is supporting its rate

16 increase with forecasted test period costs. IfEKPC were to use a historical test year, the

17 very earliest that any of the costs of Spurlock 4 would be reflected in historical test

18 period costs would be in April 2009. EKPC simply could not wait until after April 2009

19 to file a rate case application, which would not provide additional revenues to cover the

20 increased costs of Spurlock 4 until approximately nine months later. Even though EKPC

21 has never filed a fully forecasted rate case, it was critical that the company move forward

22 with a forecasted rate case considering the serious consequences of not being able to
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I 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.

6 Q. What are the forecasted test period and the base period for the rate case

7 application?

8 A. The forecasted test period for the filing is the 12 months ended May 31, 2010.

9 Consistent with KRS 278.192, the forecasted test period used to determine revenue

10 requirements in this proceeding corresponds to the first 12 consecutive calendar months

11 the proposed increase would be in effect after the maximum suspension period for the

12 proposed rates. According to KRS 278.190, the maximum suspension period is six

13 months for a general adjustment in rates supported by a fully forecasted test period.

14 Because the effective date of the EKPC’s proposed rates is December 1, 2008, the first

15 12 consecutive calendar months after the 6 month suspension period corresponds to the

16 12 months beginning June 1, 2009, and ending on May 31, 2010.

17 The base period for the filing is the 12 months ended January 31,2009. The base

18 period consists of seven months of actual historical data and five months of estimated

19 data. KR$ 278.1 92(2)(a) requires that any rate case application utilizing a forecasted test

20 period must include a base period which begins not more than nine months prior to the

21 date of the filing, and consisting of not less than six months of actual historical data and

22 not more than six months of estimated data. Because EKPC’s proposed base period,
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1 which begins february 1, 2008, includes more than six months of actual historical data,

2 includes less than six months of estimated data, and begins less than nine months prior to

3 the October 31, 2008 filing date in this proceeding, its proposed base period is in

4 compliance with the requirements for a forecasted test year set forth in KR$

5 27$.192(2)(a).

6 Q. Why didn’t EKPC file its rate case using a fully forecasted test period beginning

7 April 1, 2009, rather than June 1, 2009?

$ A. Because EKPC is a member-owned G&T cooperative, preparing a rate case involves

9 considerably more steps than for either an investor owned utility or a distribution

10 cooperative. EKPC had to build in enough time to prepare its financial budget

11 incorporating accurate and up-to-date construction cost estimates for Spurlock 4 and other

12 projects, present the proposed financial budget and wholesale rates to its member systems,

13 obtain EKPC Board approvals for its financial budget and proposed rates, develop pass-

14 through rates for its member systems in accordance with the provisions of KRS 278.455,

15 and then provide enough time for the boards of its member systems to approve their

16 individual pass-through rates and publish their individual statutory notices in newspapers

17 across the state, As it turned out, there was simply not enough time between preparing the

18 financial budget incorporating updated construction cost estimates and publishing the

19 member systems’ statutory notices that would have allowed EKPC to file a rate case

20 application with rates to be effective six months prior to the suspension period for a

21 forecasted test year.
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I Q. Given that EKPC’s proposed rates would not go into effect until June 1, 2009, won’t

2 there be two months when its rates will be unable to provide recovery of the

3 increased costs associated with Spurlock 4?

4 A. Yes. The fact that EKPC will not be able to offset its increased non-fuel operation and

5 maintenance expenses, depreciation expenses and current interest expenses associated

6 with Spurlock 4 with additional revenues will cause its net margin for April and May,

7 2009, to deteriorate sharply. The inability to recover Spurlock 4 canying charges for

8 those two months would have a significant adverse effect on EKPC’s fiscal 2009

9 financial results. Without some sort of rate recovery mechanism to deal with this short-

10 fall, EKPC will never be able to recover these fixed charges, which represents a serious

11 problem for a utility whose interest and debt coverage ratios are dangerously low and

12 whose equity percentage is projected to be only 6.8 percent during April and May, 2009.

13 Q. How is EKPC proposing to address these uncollected costs associated with Spurlock

14 4?

15 A. As described in greater detail in the Motionfor the Creation ofa RegulatoryAsset Relating

16 to Spurlock Unit 4 Expenses that is being filed in this proceeding, EKPC is proposing to

17 establish a regulatory asset that would allow it to record the additional revenue that it would

18 have collected in April and May, 2009, ifEKPC’s new rates would have gone into effect on

19 April 1, 2009, rather than on June 1, 2009. In other words, EKPC would record the

20 additional revenues that would have been billed through the application of the new rates

21 during April and May 2009 in a deferred debit (Account No. 182.4). The amount

22 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)

2 between the rates ultimately approved by the Commission (without the amortization ofthe

3 regulatory asset) and EKPC’s current rates. Therefore, the ultimate amount recorded as a

4 regulatory asset would be based on the rates that the Commission ultimately authorizes in

5 the rate case order, without considering the amortization of the regulatory asset. The

6 regulatory asset — whatever the amount turns out to be = would be amortized over three

7 years and reflected in the final rates approved by the Commission.

8 As an alternative to setting up a regulatory asset to provide recovery of the unbilled

9 Spurlock 4 carrying charges, the Commission could waive its six-month maximum

10 suspension period applicable to rate applications using a forecasted test period and allow

11 EKPC to place its proposed rates into effect on April 1, 2009, subject to refund. Because

12 this alternative could possibly require that EKPC’s member systems make refunds to their

13 retail members, allowing EKPC to establish a regulatory asset would represent a simpler

14 approach.

15 Q. Have you prepared an exhibit that shows how EKPC’s revenue deficiency is

16 calculated?

17 A. Yes. $eelye Exhibit 2 shows the calculation of EKPC’s revenue deficiency.

18 Q. Please walk us through Seelye Exhibit 2.

19 A. The purpose of Seelye Exhibit 2 is to calculate the difference between EKPC’s adjusted net

20 margin (deficit) for the forecasted test year and the margin necessary for EKPC to achieve a

21 1.45 TIER. The exhibit starts out with Operating Revenue and Patronage Capital from

22 EKPC’s budget for the 12 months ended May 31, 2010 (line 1). This amount is obtained
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I from the 2009 and 2010 budgets that were approved by EKPC’ s Board of Directors.

2 EKPC’s Board is comprised of a board member from each of its 16 member systems. The

3 month1y and 12-month total budget amounts for the forecasted test year are shown in

4 Exhibit 1 to Mr. Eames’s testimony. A number of pro-forma adjustments are applied to

5 Operating Revenue. The pro-fonna revenue adjustments are shown on lines 4 through 7 of

6 the exhibit. EKPC’s Adjusted Revenue, as adjusted to reflect the four pro-forma revenue

7 adjustments, is shown on line 9.

$ The Total Cost of Service from EKPC’s budget is shown on line 12. In the context

9 ofEKPC’s budget and financial reports, Total Cost ofService includes operation expenses,

10 maintenance expenses, depreciation and amortization expenses, taxes, interest expenses on

11 long-term debt, other interest expenses, and other deductions. Total Cost ofService is then

12 adjusted to reflect pro-forma adjustments shown on lines 15 through 31 of the exhibit.

13 Adjusted Cost of Service, which reflects the pro-forma expense adjustments, is shown on

14 line 34. Adjusted Operating Margins (line 36) is calculated by subtracting Adjusted Cost of

15 Service (line 34) from Adjusted Revenue (line 9). Interest income (line 39), other non-

16 operating income (line 40), and other capital credits/patronage dividends (line 41) are added

17 to Adjusted Operating Margins (line 36) to determine EKPC’s Adjusted Net Margin

1$ (Deficit). For the forecasted test-period, EKPC is projected to a have an Adjusted Net

19 Deficit of -$25,603,606 (line 46).

20 The Revenue Deficiency is calculated on page 2 of $eelye Exhibit 2. To achieve a

21 1.45 TIER, EKPC needs a net margin requirement of $44,438,354. EKPC’s $70,041,960

22 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-

2 (-$25,603,606) = $70,041,960).

3 Q. Why was a 1.45 TIER used to determine EKPC’s revenue requirement?

4 A. As explained in the prepared direct testimonies of David G. Barnes, Jonathon Andrew Don,

5 and Daniel M. Walker, a 1.45 TIER is in line with what other investment-grade G&T

6 cooperatives are earning and is necessary to provide EKPC with an opportunity to maintain

7 its financial integrity, to maintain adequate interest and debt service coverage ratios, and to

8 rebuild its members’ equity to a level that will allow EKPC to continue to attract capital on

9 reasonable terms and to serve its members in a safe and reliable manner.

10 Q. Please explain why it is necessary to nrnke pro-forma adjustments to financial results

11 from EKPC’s budget.

12 A. It was necessary to make a number of pro-forma adjustments to eliminate costs and

13 associated revenues that are recovered through the fuel adjustment clause (FAC) and the

14 environmental surcharge. A number of other adjustments were required to eliminate

15 expenses that are generally not allowed to be recovered through service rates ofutilities in

16 Kentucky that are regulated by the Commission. Two other adjustments were required to

17 amortize or re-amortize certain extraordinary expenses. One final adjustment was required

18 to normalize generation overhaul expenses so that forecasted test-year expenses will be

19 representative on a going forward basis. Support for each adjustment is contained in

20 Schedules 1.01 through 1.18 of Seelye Exhibit 2. The pro-fonna adjustments are identified

21 as follows:
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1 (a) Eliminate costs recoverable through the FAC and associated revenues

2 (Schedules 1.01, 1.03).

3 (b) Remove the impact of revenues and expenses included in the

4 environmental surcharge (Schedules 1.02, 1.04, 1.05, 1.06, 1.07, 1.08).

5 (c) Eliminate expenses normally excluded by the Commission (Schedules

6 1.09, 1.10, 1.11, 1.12, 1.13, 1.14, 1.15).

7 (d) Amortize extraordinaiy expenses (Schedules 1.16 and 1.17).

8 (e) Normalize overhaul expenses (Schedule 1.1$)

9 Q. Please describe the adjustments necessary to eliminate expenses and associated

10 revenues related to the fuel adjustment clause.

11 A. EKPC is proposing to eliminate all fuel and purchased power expenses that would be

12 recoverable through the FAC, the fuel cost revenue associated with base fuel cost

13 component of the FAC, and projected FAC billings. In other words, EKPC is proposing

14 to remove all fuel cost and fuel cost revenues that would be considered in the application

15 of the FAC, including fuel costs recovered through the base rate component which is

16 collected through base rates. Specifically, adjustments were made to remove fuel cost

17 revenue recovered through base rates (Schedule 1.01), to remove FAC revenue (Schedule

18 1.01), to remove fuel expenses recoverable through the FAC (Schedule 1.01), and to

19 remove purchased power expenses recoverable through the FAC (Schedule 1.03).

20 Q. Please describe the adjustments to eliminate expenses and associated revenues related

21 to the environmental surcharge.

22 A. EKPC is proposing to eliminate all environmental costs that would be recoverable
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I through the environmental surcharge and associated environmental surcharge revenue.

2 Specifically, adjustments were made to remove environmental surcharge revenue (Seelye

3 Exhibit 2, Page 1 of 2, line 6), to adjust off-system sales environmental surcharge

4 revenue (Schedule 1.02), to remove operation and maintenance expense recoverable

5 through the environmental surcharge (Schedule 1.04), to remove emissions allowance

6 expense recoverable through the environmental surcharge (Schedule 1.05), to remove

7 property taxes and property insurance recoverable through the environmental surcharge

$ (Schedule 1.06), to remove depreciation expense recoverable through the environmental

9 surcharge (Schedule 1.07), and to remove interest expense recoverable through the

10 environmental surcharge (Schedule 1.08). Because EKPC budgets these revenues and

11 expenses individually they were readily identified from the budget for purposes of

12 removing them from the calculation of the revenue deficiency. EKPC is not proposing

13 any roll-in of environmental costs into base rates in this proceeding.

14 Q. Please explain the adjustment to off-system sales environmental surcharge revenue

15 (Schedule 1.02) in greater detail.

16 A. In determining the environmental surcharge, a portion of EKPC’s environmental

17 compliance costs recovered through the surcharge are allocated to off-system sales.

18 However, by including off-system revenues in test-year operating results, off-system

19 revenues are credited to jurisdictional customers. This results in an overstatement of

20 margins from off-system sales and a mismatch of the revenues and expenses related to

21 the off-system sales portion of the allocated environmental surcharge monthly revenue

22 requirement. Therefore, consistent with the Commission’s orders in the most recent rate
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1 cases filed by Louisville Gas and Electric Company and Kentucky Utilities Company, an

2 adjustment was made to reduce revenues to reflect the environmental surcharge

3 methodology for allocating environmental costs to off.system sales. (Order in Case No.

4 2003-00433 , pp 24-25 and Appendix F and Order in Case No. 2003-00434, p. 24 and

5 Appendix F.)

6 Q. Please explain the adjustment to remove promotional advertising shown in

7 Schedule 1.09.

8 A. Pursuant to 807 KAR 5:016, this adjustment eliminates Touchstone Energy

9 advertising and other promotional items included in EKPC’s budget for the forecasted

10 test year. These expenses are individually projected in developing the budget and are

11 therefore readily identifiable.

12 Q. Please explain the adjustment to remove certain directors’ expenses shown in

13 Schedule 1.10.

14 A. Consistent with the Commission’s Order in Case No. 2006-00472, EKPC is removing a

15 portion of directors’ expenses from the forecasted test-year revenue requirement. The

16 items not removed include the following: fees for regular board meetings, chair and

17 secretary fees, committee chair fees, audit committee chair fees, two special board

18 meetings for each member, fees for training seminars, and expenses of $25,000 for the

19 test year. A total of $93,300 of directors’ expenses has been removed from test-year

20 operating expenses.
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I Q. Please describe the adjustments to remove donations in Schedule 1.11, affiliate

2 expenses in Schedule 1.12, lobbying expenses in Schedule 1.13, Touchstone Energy

3 dues in Schedule 1.14, and Miscellaneous Expenses in Schedule 1.15.

4 A. Consistent with Commission practice, all donations, contributions, and sponsorships are

5 removed from test-year expenses in Schedule 1.11. All affiliate expenses related to

6 Alliance for Cooperative Energy Services (ACES) Power Marketing, Envision Energy

7 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

9 power marketing functions on behalf of EKPC have not been removed from revenue

10 requirements in this proceeding. Consistent with the procedure followed in its last rate

11 case application in Case No. 2006-00472, EKPC is removing lobbying expenses

12 (Schedule 1.13), Touchstone Energy dues (Schedule 1.14), and certain employee-related

13 expenses (Schedule 1.15). These expenses are individually projected in developing the

14 budget and are therefore readily identifiable.

15 Q. Please describe the adjustment to reflect an amortization of rate case expenses in

16 Schedule 1.16.

17 A. This adjustment is necessary to include amortization of the expense incuffed in

18 conjunction with this rate case. It is consistent with similar adjustments in revenue

19 requirements found reasonable in numerous rate case orders issued by the Commission,

20 including the Commission’s Order approving the settlement agreement in Union Light,

21 ITeat and Power Company’s recent rate case, which was supported by a ftilly forecasted

22 test period. (In its Order in Case No. 2006-00 172 dated December 21, 2006, the
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I Commission affirmed that the accounting and ratemaking treatments to which the parties

2 stipulated in the settlement agreement, including the amortization of rate case expenses

3 over 3 years, “generally reflect the approach the Commission has followed in previous

4 rate cases”, pp. 4 and 8.)

5 Q. Please explain the adjustment to reflect the amortization of the 2004 forced outage

6 balance in Schedule 1.17.

7 A. In Case No. 2006-00472, the Commission determined that it was appropriate to amortize

8 $20,514,346 of expenses related to a 2004 Spurlock 1 forced outage over a 3-year period.

9 As of the beginning of the forecasted test period on June 1, 2009, EKPC will have

10 amortized $10,257,173, or one half of the original amount, leaving a balance of

11 $10,257,173. EKPC is proposing to amortize the remaining balance of $10,257,173 over

12 three years, resulting in an increase in expenses of $3,419,058.

13 Q. Please explain the adjustment to normalize generation overhaul expenses in

14 Schedule 1.18.

15 A. This adjustment is necessary to ensure that forecasted test-year expenses will be

16 representative on a going forward basis. During the forecasted test period, EKPC’s

17 overhaul expenses are less than the normal level that would be incurred annually by the

18 company. EKPC projects that it will incur $4.8 million in overhaul expenses during the

19 forecasted test year ($2.1 million for Cooper Unit 1 and $2.7 million for Dale Units 1 and

20 2) compared to an average annual expense of$7. I million. For the steam generating units,

21 the boiler and generators are overhauled on a 10-year cycle, and the combustion turbines

22 are overhauled on a six-year cycle. The $7.1 million average overhaul expense was
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1 calculated by dividing the estimated cost of a boiler/generator overhaul for each steam

2 generating unit in 2009 dollars by 10 years to determine the average amount for the unit,

3 and by dividing the estimated cost of a generator overhaul for each combustion turbine in

4 2009 dollars by 6 years to determine the average amount for the unit. Therefore, EKPC is

5 proposing a nonnalization adjustment of $2.3 million, which represents the difference

6 between $4.8 million amount budgeted for the test year and the $7.1 million average level.

7 Q. have you prepared exhibits showing the development of the 13-month average rate

8 base and capitalization for the forecasted test year.

9 A. Yes. Seelye Exhibit 3 shows the development of the 13-month average rate base for the

10 test year, and $eelye Exhibit 4 shows the development of the 13-month average

11 capitalization for the test year. In Seelye Exhibit 3, rate base is shown both with and

12 without environmental assets for which costs are recovered through the environmental

13 surcharge. These environmental assets have been removed from capitalization in Seelye

14 Exhibit 4. It should be noted that EKPC’s revenue requirement was determined using a

15 1.45 TIER, which is an approach that is often utilized by cooperative utilities, rather than a

16 rate of return on rate base or a rate of return on total capitalization, which is used by

17 investor-owned utilities in Kentucky.

18 Q. Have you prepared an exhibit that shows key financial performance measurements

19 for EKPC with and without the proposed increase?

20 A. Yes. Seelye ExhibitS shows TIER, debt service coverage ratio (DSC), rate ofreturn on net

21 cost rate base, and rate of return on total capitalization for the forecasted test year with and
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1 without the proposed increase. The following table summarizes the financial

2 measurements calculated in Seelye Exhibit 5:

3

FINANCIAL WITHOUT RATE WITH PROPOSED
MEASUREMENT INCREASE INCREASE

Times Interest Earned Ratio 0.74 1.43
(TIER)

Debt Service Coverage Ratio 0.81 1.25
(D$C)

Rate of Return on Net Cost 3.17% 6.19%
Rate Base (ROR)

Rate of Return on Total 3.16% 6.16%
Capitalization (ROl)

4

5 It should be noted that the financial measurements shown in this table are calculated

6 using EKPC’s proposed revenue increase of $67,858,922 rather than the $70,041,960

7 revenue deficiency amount necessaiy to produce a TIER of 1.45. Because EKPCs

8 Board approved increase is used instead of the revenue deficiency, the TIER shown

9 above is slightly lower than the 1.45 TIER that is appropriate for EKPC. The DSC,

10 ROR and ROl are correspondingly lower than what they would otherwise be if the

11 $70,041,960 revenue deficiency were used to calculate these financial measurements.
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I Q. Based on your experience in developing rates for other G&T cooperatives, are

2 these financial performance measurements that result from applying the proposed

3 rates reasonable?

4 A. Yes. They are in line with what the G&T cooperatives I have worked with are using to

5 develop rates. It should be noted, however, that none of the G&T cooperatives for which I

6 have developed base rates are subject to regulation by a public service commission. More

7 important, the proposed TIER will allow EKPC to gradually rebuild its equity over time;

8 however, it is important to realize that even with the new rates which are designed to

9 produce a TIER of 1.43, EKPC’s equity as a percentage of total capitalization is projected

10 to only be 9.67 percent in December 2011, which is still inadequate. (See Tab 30, page 10

11 of the filing requirements set forth in the Application.) One of the main reasons that its

12 equity position will not improve more than this is because EKPC will continue to add

13 assets to the balance sheet in support of its effort to install sufficient generation facilities

14 (e.g., Smith Unit 1) to meet the needs of its members.

15

16 IV. CLASS COST OF SERVICE STUDY

17 Q. Did you prepare a cost of service study for EKPC’s electric operations based on

18 financial and operating results for the fully forecasted test period?

19 A. Yes. I supervised the preparation of a fully allocated, time-differentiated, embedded cost

20 of service study. The cost of service study corresponds to the pro-forma financial

21 exhibits included in $eelye Exhibit 2. The objective in performing the electric cost of

22 service study is to determine the rate of return on rate base that EKPC is earning from
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I each rate class, which provides an indication as to whether EKPC’s service rates reflect

2 the cost of providing service to each rate class.

3 Q. Did you develop the model used to perform the cost of service study?

4 A. Yes. I developed the spreadsheet model used to perform the cost of service study

5 submitted in this proceeding.

6 Q. What procedure was used in performing the cost of service study?

7 A. The three traditional steps of an embedded cost of service study — functional assignment,

8 classification, and allocation — were utilized. The cost of service study was therefore

9 prepared using the following procedure: (1) costs were functionally assigned

10 (functionalized to the major functional groups; (2) costs were then classfled as

11 commodity-related, demand-related, or customer-related; and then (3) costs were

12 allocated to the rate classes.

13 Q. Is this a standard approach used in the electric utility industry?

14 A. Yes.

15 Q. What functional groups were used in the cost of service study?

16 A. The following functional groups were identified in the cost of service study: (1)

17 Production, (2) Production Steam — Direct, (3) Transmission, (3) Distribution Substation,

1$ and (4) Distribution Meters. Production Steam — Direct corresponds to production costs

19 that are specifically assigned to provide steam service to a industrial customer.

20 Q. How were costs classified as energy related, demand related or customer related?

21 A. Classification provides a method of identiiing the appropriate cost driver for each

22 functionally assigned cost so that the service characteristics that give rise to the cost can
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1 serve as a basis for allocation. Costs classified as energy related tend to vary with the

2 amount of kilowatt-hours consumed. fuel and purchased power expenses are examples

3 of costs typically classified as energy costs. Costs classified as demand related tend to

4 vary with the capacity needs of customers, such as the amount of generation,

5 transmission or distribution equipment necessary to meet a custome? s needs. Production

6 plant and the cost of transmission lines are examples of costs typically classified as

7 demand costs. Costs classified as customer related include costs incurred to serve

8 customers regardless of the quantity of electric energy purchased or the peak

9 requirements of the customers and include the cost of the minimum system necessary to

10 provide a customer with access to the electric grid. Distribution meters are the only costs

11 classified as customer-related in the cost of service study.

12 Q. Have you prepared an exhibit showing the results of the functional assignment and

13 classification steps of the electric cost of service study?

14 A. Yes. $eelye Exhibit 6 shows the results of the first two steps of the cost of service study

15 — functional assignment and classification.

16 Q. In your cost of service model, once costs are functiotially assigned and classified,

17 how are these costs allocated to the customer classes?

1 8 A. In the cost of service model used in this study, EKPC’s test-year costs are functionally

19 assigned and classified using what are referred to in the model as “functional vectors”.

20 These vectors are multiplied (using scalar multiplication) by the various accounts in

21 order to simultaneously assign costs to the functional groups and classify costs.

22 Therefore, in the portion of the model included in Seelye Exhibit 6, EKPC’s accounting
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1 costs are functionally assigned and classified using the explicitly determined functional

2 vectors identified in the analysis and using internally generated functional vectors. The

3 explicitly determined functional vectors, which are primarily used to direct where costs

4 are functionally assigned and classified, are shown on pages 27 and 28. Internally

5 generated functional vectors are utilized throughout the study to functionally assign costs

6 either on the basis of similar costs or on the basis of internal cost drivers. The internally

7 generated functional vectors are also shown on pages 27 and 28 of Seelye Exhibit 6. An

8 example of this process is the use of total operation and maintenance expenses less

9 purchased power (“OMLPP”) to allocate cash working capital included in rate base.

10 Because cash working capital is determined on the basis of 12.5% of operation and

11 maintenance expenses, exclusive of purchased power expenses, it is appropriate to

12 functionally assign and classify these costs on the same basis. (See $eelye Exhibit 6,

13 pages 3 and 4 for the functional assignment of cash working capital on the basis of

14 OMLPP shown on pages 13 and 14.) The functional vector used to allocate a specific

15 cost is identified by the column in the model labeled “Vector” and refers to a vector

16 identified elsewhere in the analysis by the column labeled “Name”.

17 Once costs for all of the major accounts are functionally assigned and classified,

1$ the resultant cost matrix for the major cost groupings (e.g., Plant in Service, Rate Base,

19 Operation and Maintenance Expenses) is then transposed and allocated to the customer

20 classes using “allocation vectors” or “allocation factors”.

21 The results of the class allocation step ofthe cost of service study are included in

22 Seelye Exhibit 7. The costs shown in the column labeled “Total System” in Seelye
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1 Exhibit 6 were carried forwardfrom the functionally assigned and classified costs shown

2 in $eelye Exhibit 7. The column labeled “Ref’ in $eelye Exhibit 7 provides a reference

3 to the results included in Seelye Exhibit 6.

4 Q. Please describe the allocation factors used in the electric cost of service study.

5 A. The following allocation factors were used in the electric cost of service study:

6 • PENG — Production energyre1ated costs are allocated to

7 the rate classes on the basis of the amount of energy

8 (kWh) delivered to each rate class.

9 • 6CP — Production demand-related costs are allocated on

10 the basis of the sum of the class coincident peak demands

11 during the six peak months of June, July, August,

12 December, January, and February.

13 • STMD — The fixed production costs directly assigned in

14 the functional assignment section of the cost of service

15 study are allocated to the industrial customer that receives

16 steam service from EKPC.

17 • 12CP — Transmission demand-related costs are allocated

18 on the basis of the sum of the 12 monthly class coincident

19 peak demands during the test year.

20 • SUBA — Distribution substations are allocated to the rate

21 class on the basis of cost weighted number of substations

22 for each rate class by substation capacity categoiy.

-26-



1 • CUSTO5 — Meter costs were specifically assigned by

2 relating the costs associated wth various types of meters

3 to the class of customers for whom these meters were

4 installed.

5 Q. How was the cost of providing interruptible service addressed in the cost of service

6 study?

7 A. Customers taking service under the interruptible service rider are assigned a demand cost

8 credit per kW based on the levelized carrying costs associated with the current cost of a

9 combustion turbine generating unit. The cost credit is calculated in $eelye Exhibit 8.

10 This calculation is based on an installed cost of $550/kW for a combustion turbine and a

11 cost of capital (return) of 7 percent. Subsequent to developing this estimate, it was

12 brought to my attention that this avoided cost credit maybe somewhat overstated because

13 the capital cost of financing a new combustion turbine would almost certainly be less

14 than 7 percent. Although the credit shown in $eelye Exhibit $ may be somewhat

15 overstated, I believe that the avoided cost estimate is within a range that is reasonable,

16 particularly given the volatility in the cost of purchasing new combustion turbines.

17 Q. Does the cost of service study consider load-following costs that EKPC will likely

18 incur to provide service to non-conforming loads on the system?

19 A. No. It is my understanding that EKPC is currently having difficulty meeting certain

20 North American Electric Reliability Corporation (NERC) control performance standards

21 as a result of large fluctuations of a non-conforming load in EKPC’s control area, EKPC

22 is currently analyzing various options for addressing these ]oad!resource balancing
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1 problems. The cost of service study submitted in this proceeding does not consider the

2 load-following costs created by non-conforming loads, which are difficult to quantifc

3 The Midwest Independent System Operator (MISO) and other regional transmission

4 operators are currently developing markets for ancillary services, including markets for

5 the types ofregulation services that may possibly be used to follow large non-conforming

6 loads. In the absence of an ancillary service market, EKPC may have to enter into a

7 bilateral agreement to obtain regulation services from an organization that controls large

8 amounts of generation capacity, which could prove to be more costly than services

9 obtained from an ancillary service market. Because it is unclear at this time whether

10 load-following services will be obtained from an ancillary service market, or by entering

11 into a bilateral agreement with a regulation service provider, or in some other manner,

12 EKPC is currently unable to develop a reasonable estimate of the load-following costs

13 associated with serving non-conforming loads.

14 Q. Please summarize the results of the electric cost of service study.

15 A. The following table (Table 1) summarizes the rates of return for each customer class

16 before and after reflecting the Phase I rate adjustments proposed by EKPC. The Actual

17 Adjusted Rate of Return was calculated by dividing the adjusted net operating income by

1$ the adjusted net cost rate base for each customer class. The adjusted net operating

19 income and rate base reflect the pro-forma adjustments discussed earlier in my testimony

20 regarding the determination of EKPC’s revenue requirements. The Proposed Rate of

21 Return was calculated by dividing the net operating income adjusted for the proposed

22 rate increase by the adjusted net cost rate base.
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1

TABLE 2
Electric Class Rates of Return

Actual Proposed
Customer Class Adjusted Rate of Return

Rate of Return Phase I Rates

RateE 3.20% 6.12%
Rate B 2.53% 6.63%
Rate C 2.3 3% 6.02%
Rate G 0.50% 4.43%
Large Special Contract 2.86% 5.72%
Special Contract — Pumping Stations 29.52% 29.52%
Steam Service 4.74% 10.66%
Total System 3.17% 6.19%

2

3 Determination of the actual adjusted and proposed rates of return are detailed in

4 Seelye Exhibit 7, pages 21-22 and pages 23-24, respectively.

5

6 V. RATE DESIGN

7 Q. Please describe how EKPC proposes to transition to a cost-based rate structure.

8 A. The unit charge components of EKPC’ s current rates do not accurately reflect the cost of

9 providing service. from a cost of service perspective, too large ofa portion ofEKPC’s

10 fixed costs are recovered through the energy charge component of its rates. This is

11 particularly true of EKPC’s Rate E. The cost of service study indicates that a large

12 portion of its fixed costs that are currently recovered through the energy charge should

13 instead be recovered through the demand charge component of EKPC’s rates. Rather

14 than moving to a fully cost-based rate design in a single step, EKPC is proposing to move

15 to a cost-based rate design in two phases. Under its rate design proposal in this
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1 proceeding, EKPC’s Is proposing that its Phase I rates would go into effect upon

2 approval by the Commission, which presumably will be at the end of the 6-month

3 suspension period, and would remain in effect for 12 months, at which time Phase II rates

4 would go into effect and remain in effect as EKPC’s on-going rates until superseded by a

5 subsequent rate order. The Phase I rates are designed to serve as a temporaly or

6 tran.sitionat rate design until cost-based rates can be implemented in Phase IL A phased-

7 in approach was developed because of concerns expressed by EKPC’s member systems

8 about implementing cost-based rates in a short period of time. Although there was a

9 general recognition on the part of the member systems that EKPC’ s rates should reflect

10 the cost of providing service, a number of member systems expressed a desire to

11 transition to a cost-based rate structure in a more gradual, two-phased manner. This

12 phase-in of cost-based rates would provide the member systems with more time to

13 develop retail rates that reflect wholesale costs and to educate retail customers about how

14 to take advantage of cost-based rate offerings.

15 Q. Is EKPC’s phased-in approach consistent with the ratemaking principle of

16 “gradualism”?

17 A. Yes.

1$ Q. How were the Phase I rates developed?

19 A. EKPC’s Phase I rates were developed by allocating the proposed revenue increase to

20 each rate component of each rate schedule and special contract on a pro-rata basis, with

21 the exception of the special contract for the pumping stations. In other words, in Phase I
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1 EKPC is proposing to increase each rate component of each rate schedule by the same

2 percentage.

3 Q. Have you prepared an exhibit detailing the revenue impact of the Phase I rates?

4 A. Yes. The revenue impact of EKPC’s Phase I rates is detailed in Seelye Exhibit 9.

5 This schedule shows the impact of the Phase I rates on the components of each rate

6 schedule. The proposed revenue increase for each rate schedule, stated as a dollar

7 amount and as a percentage, is shown on page 1 of this exhibit.

8 Q. How were the Phase II rate developed?

9 A. The Phase II rates were developed based on the results of the cost of service study.

10 Specifically, the individual charges Within each rate schedule were based on the unit

11 costs determined from the cost of service study. Consequently, the demand charges,

12 substation charges, and meterpoint charges included in the Phase II rates are higher than

13 those included in the Phase I rates. However, the energy charges in the Phase II rates are

14 lower than those included in the Phase I rates.

15 Q. What is the proposed metering point charge for the Phase II rates?

16 A. For the Phase II rates, EKPC is proposing to increase the metering point charge from the

17 current level of $125 per month to $230 per month. The $230 charge is supported by the

18 cost of service study.

19 Q. Please describe the changes to the substation charges in the Phase II rates?

20 A. EKPC currently has substation categories: (1) 1,000 to 2,999 kVa, (ii) 3,000 to 7,499

21 kVa, (iii) 7,500 to 14,999 kVa, and (iv) greater than 15,000 kVa. for the Phase II rates,

22 EKPC proposes to incorporate the following six substation categories: (i) 1,000 to 4,999
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1 kVa, (ii) 5,000 to 9,999 kVa, (iii) 10,000 to 14,999 kVa substation, (iv) 15,000 to 29,999

2 kVa, (v) 30,000 to 50,999, and (iv) greater than 51,000 kVa. These six categories more

3 accurately represent the capacity and cost relationships ofthe various types ofsubstations

4 that EKPC installs. The proposed unit costs reflect the carrying costs of six categories of

5 substations based on average embedded installed costs.

6 Q. There are two rate alternatives available to members under EKPC’s current Rate

7 E. In the proposed Phase II, rates would this optional rate structure be available.

8 A. No. In the Phase II rates, the two rate options for Rate F would be eliminated, and the

9 rate schedule would reflect cost-based demand and energy charges.

10 Q. Would the interruptible credit be modified under the Phase II rates?

11 A. The interruptible credit is updated for both the Phase I and Phase II rates. For the Phase I

12 rates, the interruptible credit is increased by the same percentage as all other rate

13 components. For the Phase II rates, the interruptible credit is increased to reflect the

14 carrying costs associated with the current cost of installing a combustion turbine, as

15 described earlier in my testimony.

16 Q. Are the proposed Phase II rates designed to produce the same overall revenue as the

17 Phase Irates?

18 A. Yes. Although both Phase I and Phase II rates are designed to produce approximately the

19 same overall revenues based on test-year billing determinants, the proposed Phase II

20 rates include unit charges that more accurately track the results of the cost of service

21 study. The two sets of rates result in slightly different overall revenues because of

22 rounding.
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I Q. Have you prepared an exhibit detailing the revenue impact of the Phase II rates?

2 A. Yes. The revenue impact of EKPC’s Phase II rates is detailed in $eelye Exhibit 10. This

3 schedule shows the impact of the Phase I rates on the components of each rate schedule.

4 The proposed revenue increase for each rate schedule, stated as a dollar amount and as a

5 percentage, is shown on page 1 of this exhibit.

6 Q. Does this conclude your testimony?

7 A. Yes, it does.
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QUALIFICATIONS OF WILLIAM STEVEN SEELYE

Summary 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 Provides consulting services in the areas
The Prime Group, LLC of tariff development, regulatory analysis
(July 1996 to Present) 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
Commission (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 (I$Os), including audits of production
cost modeling, retail utility tariffs, retail utility
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billing practices, and ISO billing processes and
procedures.

Manager ofRates and Other Positions Held various positions in the Rate
Louisville Gas & Electric Co. Department of LG&E. In December 1990,
(May 1979 to July 1996) 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.

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.

Colorado: Testified in Consolidated Docket Nos. 01F-530E and O1A-531E on behalf of
Intermountain Rural Electric Association in a territory dispute case.

fERC: Submitted direct and rebuttal testimony in Docket No. ELO2-25-000 et al.
concerning Public Service of Colorado’s fuel cost adjustment.

Submitted direct and responsive testimony in Docket No. ERO5-522-001
concerning a rate filing by Bluegrass Generation Company, LLC to charge
reactive power service to LG&E Energy, LLC.

Submitted testimony in Docket Nos. ERO7-1383-000 and ERO8-05-000
concerning Duke Energy Shared Services, Inc.’s charges for reactive power
service.

Submitted testimony in Docket No. ERO8-1468-000 concerning changes to
Vectren Energy’s transmission formula rate.

Submitted testimony in Docket No. ERO8-1588-000 concerning a generation
formula rate for Kentucky Utilities Company.

Florida: 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.
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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.

Indiana: 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, 43111 on behalf of Vectren
Energy in support of a transmission cost recovery adjustment.

Kansas: Submitted direct and rebuttal testimony in Docket No, 05-WSEE-9$l-RTS on
behalf of Westar Energy, Inc. and Kansas Gas and Electric Company regarding
transmission delivery revenue requirements, energy cost adjwtment clauses, fuel
normalization, and class cost of service studies.

Kentucky: 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 Louisville 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 the calculation of merger savings.

Submitted direct and rebuttal testimony in Case No. 2003-0043 3 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.
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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. 2006-00 129 and
on behalf of Louisville Gas and electric Company in Case No. 2006-00 130
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 U.S. 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.

Nevada: 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.

Submitted direct and rebuttal testimony in Case Nos, 06-11022 and 06-11023 on
behalf of Nevada Power Company regarding cash working capital for a gas
general rate case.
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Submitted direct and rebuttal testimony in Case No. 07-1200 1 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 — N$PI — P-887
regarding the development and implementation of a fuel adjustment mechanism.

Submitted testimony in NSUARB — N$P1 — P-S 84 regarding Nova Scotia Power
Company’s application to approve a demand-side management plan and cost
recovery mechanism.

Submitted testimony in N$UARB — N$P1 — 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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Seelye Exhib,t 2
Schedule 1.02

EAST KENTUCKY POWER COOPERATIVE, INC.
Adjustment to Remove Off-System Sales Environmental Surcharge Revenue

Monthly Off-System
Off-System Environmental Sales

Sales Surcharge Environmental
Revenue Factor Cost

June 2009 1,332,340 13.85% 184,529
July 2009 1,119,946 14.21% 159144
August 2009 1,159,704 14.22% 164,910
September 2009 1,311,731 13.88% 182,068
October 2009 1,001,815 13.54% 135,646
November 2009 253,615 13.82% 35,050
December 2009 272,436 14.02% 38,196
January 2010 398,354 13.30% 52,981
February 2010 439,280 13.40% 58,864
March 2010 1,096,284 13.54% 148,437
April 2010 866,814 13.46% 116,673
May 2010 734,687 13.75% 101,019

Total 9,987,006 1,377,517



Seelye Exhibit 2
Schedule 1.03

EAST KENTUCKY POWER COOPERATIVE, INC.
Adjustment to Remove Purchased Power Expense Recoverable Through the Fuel Adjustment Clause

Purchased Power Purchased Power
Total Purchased Assigned to Recoverable

Power Forced Outages Through the FAC

June 2009 3,871,392 833,300 3,038,092
July 2009 5,316,797 833,300 4,463,497
August 2009 5,207,600 833,300 4,374,300
September 2009 3,745,707 833,300 2,912,407
October 2009 3,611,051 833,300 2,777,751
November 2009 7,484,043 833,300 6,650,743
December 2009 7,533,457 833,700 6,699,757
January 2010 9,284,117 833,300 8,450,817
February 2010 7,024,925 833300 6,191,625
March 2010 4,123,190 833,300 3,289,890
April 2010 3,649,035 833,300 2,815,735
May 2010 3,391056 833,300 2,557,756

Total $ 64242,370 $ 10,000,000 $ 51,684,614
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Seelye Exhibit 2
Schedule 1.05

EAST KENTUCKY POWER COOPERATIVE, INC.
Adjustment to Remove Emissions Allowance Expense Recoverable Through the Environmental Surcharge

Amount

June 2009 800,853
July 2009 982,179
August 2009 958,652
September 2009 722,765
October 2009 511,628
November 2009 768,152
December 2009 838,169
January 2010 230,884
February 2010 199,796
March 2010 185,781
April 2010 117482
May 2010 298,867

Total $ 6,615,208



Seelye Exhibit 2
Schedule 1.06

EAST KENTUCKY POWER COOPERATIVE, INC.
Adjustment to Remove Property Taxes and Insurance Expenses Recoverable Through the Environmental Surcharge

Amount

June 2009 177,316
July 2009 176,867
August 2009 176,419
September 2009 175,971
October 2009 175,522
November 2009 175,074
December 2009 174,626
January 2010 174,177
February 2010 173,729
March 2010 173,281
April 2010 172,832
May 2010 172,384

Total $ 2,098,198



Seelye Exhibit 2
Schedule 1.07

EAST KENTUCKY POWER COOPERATIVE, INC.
Adjustment to Remove Depreciation Expense Recoverable Through the Environmental Surcharge

Amount

June 2009 1,630,416
July 2009 1630,416
August 2009 1,630,416
September 2009 1,630,416
October 2009 1,630,416
November 2009 1,630,416
December 2009 1,630,416
January 2010 1,630,416
February 2010 1630,416
March 2010 1,630,416
Apnl 2010 1630,416
May 2010 1,630,416

$ 19,564,992



Seelye Exhibit 2
Schedule 1.08

EAST KENTUCKY POWER COOPERATIVE, INC
Adjustment to Remove Interest Expense Recoverable Through the Environmental Surcharge

Amount

June 2009 3,140,884
July 2009 3,129,337
August 2009 3,117,876
September 2009 3107,416
October 2009 3,097,328
November 2009 3,085,754
December 2009 3,075,310
January 2010 3,072,217
February 2010 3,063,967
March 2010 3,055,908
April 2010 3,047,553
May 2010 3,038,439

$ 37,031,989



Seetye Exhibit 2
Schedule 1.09

EAST KENTUCKY POWER COOPERATIVE, INC.
Adjustment to Remove Promotional Advertising

Amount

June 2009 24,191
July 2009 19,701
August 2009 62,451
September 2009 65,951
October 2009 62,451
November 2009 59,451
December 2009 36,324
January 2010 149,782
February 2010 67,451
March 2010 72,251
April 2010 19,451
May 2010 19,451

$ 658,906



Seelye Exhibit 2
Schedule 1.10

Page 1 of 2
EAST KENTUCKY POWER COOPERATIVE, INC.
Adjustment to Remove Directors Expenses

Amount

June 2009 7,775
July 2009 7,775
August 2009 7,775
September 2009 7,775
October 2009 7,775
November 2009 7,775
December 2009 1,775
January 2010 7775
February 2010 7,775
March 2010 7,775
April 2010 7,775
May 2010 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 Test-Year Directors Fees and Expenses $ 312,000
2
3 Items not Removed from test year
4
5 Fees for Regular Board Meetings $ 163,200
6 Chair and Secretary Fees 9,600
7 Committee Chair Fees 7,200
$ Audit Committee Chair Fees 800
9 Two Special Board Meetings 13,600

10 Fees for Training Seminars for Each Board Member for Three Days 15,300
11 Normal Expenses 25,000
12
13 Total Ordinary Expenses (lines 5 thtu 11) $ 234,700
14
15 Amounts Removed From Directors’ Fees and Expenses (line I less 13) $ 77,300
16
17 Monthly Amounts Removed From Directors’ Fees and Expenses (line 15/12) $ 6442
18
19 Monthly Directors’ Severence Fees Budgeted Separately $ 1,333
20
21 Total Monthly Amount Removed from Test-Year Expenses (line 17 + line 19) $ 7,775



EAST KENTUCKY POWER COOPERATIVE, INC.
Adjustment to Remove Donations

Amount

June 2009 8,317
July 2009 8,327
August 2009 7,667
September 2009 7,667
October 2009 7,867
November 2009 7,667
December 2009 11,587
January 2010 5,418
February 2010 7,937
March 2010 7,667
April 2010 7,667
May 2010 7,697

$ 95,485

Seelye Exhibit 2
Schedule 1.11



Seelye Exhibit 2
Schedule t12

EAST KENTUCKY POWER COOPERATIVE, INC.
Adjustment to Remove Affiliate Transactions

ACES Propane Envision
Expenses Expenses Expenses Total

June 2009 458 568 1124 2,150
July 2009 458 567 1,075 2,100
August 2009 458 570 1,075 2,103
September 2009 458 649 1,112 2,219
October 2009 458 585 1,151 2,194
November 2009 458 567 1,091 2,116
December 2009 690 646 1,250 2,586
January 2010 250 565 2,041 2,856
February 2010 500 611 1,359 2,470
March 2010 1,300 612 1,514 3426
April 2010 500 611 1,111 2,222
May 2010 500 611 1,159 2,270

$ 6,488 $ 7,162 $ 15,062 $ 28,712



EAST KENTUCKY POWER COOPERATIVE, INC.
Adjustment to Remove Lobbying Expenses

Amount

June 2009 $ 29,994
July 2009 4,992
August 2009 5,013
September 2009 4,994
October 2009 5,080
November 2009 4,882
December 2009 5,347
January 2010 4,922
February 2010 4,977
March 2010 5,143
April 2010 4,941
May 2010 5,137

Total $ 85,422

Seelye Exhibit 2
Schedule 1.13



EAST KENTUCKY POWER COOPERATIVE, INC.
Adjustment to Remove Touchstone Energy Dues

Amount
January 2010 $ 414,000

Seelye Exhibit 2
Schedule 1.14



EAST KENTUCKY POWER COOPERATIVE, INC.
Adjustment to Remove Miscellaneous Expenses

Forecasted Expense
June 2009-May 2010

Executive Retirement Plan $ 45,000

Employee Recognition Dinner 40,000

Employee Food Certificates 26,000

Vending Supplies 25,940

Employee Recreation 19,000

Total $ 155.940

Seelye Exhibit 2
Schedule 1.15



Estimated Rate Case Expenses
Case No. 2008-00409

Seelye Exhibit 2
Schedule 1.16

Rate Case Consultant
TIER and Equity Consultant
Decoupling Rate Expert
Rate Design Consultant

$ 175,000
25,000

5,000
5,000

50,000
40.000

Total $ 300,000

Amortization Period 3 Years

$ 100,000

Advertising Member Cooperatives
Supplies, Expenses, Shipping

Annual Amortized Amount



EAST KENTUCKY POWER COOPERATIVE, INC.
Adjustment to Amortize 2004 Forced Outage Balance

Seelye Exhibit 2
Schedule 1.17

2004 Spurlock 1 Forced Outage Costs--
Allowance for 3-Year Amortization per
Order in Case No. 2006-00472, dated
December 5, 2007

Monthly Amortization $ 569,84294

$ 20,514,346

Amortization December 2007- May 2009

Unamortized Balance--June 1, 2009

Period for Amortizing Remaining Balance 3 Years

$ 10,257,173

$ 10,257,173

$ 3,419,058Annual Amortization



East Kentucky Power Cooperative, Inc.
Adjustment to Normalize Generating Unit Turbine/Boiler Overhaul

TurbinelBoiler Scheduled Annual
Overhaul Costs Overhaul Normalization

Unit 2009 Dollars Period in Years Adjustment

Cooper I $ 3,100,000 10 $ 300,000
Cooper 2 4,400,000 10 400,000
Dale 1 1,500,000 10 200,000
Dale 2 1,500,000 10 200,000
Dale 3 2,500,000 10 300,000
Dale 4 4,000,000 10 400,000
Spurlock 1 8,000,000 10 800,000
Spurlock 2 8,000,000 10 800,000
Spurlock 3 8,000,000 10 800,000
Spurlock4 8,000,000 10 800,000
Smith CT1 4,000,000 6 700,000
Smith CT2 4,000,000 6 700,000
Smith CT3 4,000,000 6 700,000

Total $ 7,100,00

Less: Overhaul Expenses During Test Year(Cooper 1) 2,100,000
Less: Overhaul Expenses During Test Year (Dale I &2) 2,700,000

Annual Normalization Adjustment for Turbine/Boiler Overhauls $ 2,300000

Seelye Exhibit 2
Schedule 1.18



Seelye ExhIbit 3
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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 Net of Adjustments

Before Revenue After Revenue
Increase Increase”

Adjusted Net Margins $ (25,603,606) $ 42,255,316

Interest 96,751,898 98,757,098

Times Interest Earned (TIER) 0.74 1.43

Adjusted Net Margins $ (25,603,606) $ 42,255,316
Interest 98,751,898 98,751,898
Depreciation 53,993,319 53993319

Total $ 127,141,611 $ 195,000,533

Normalized Prinpal and Interest (Excluding Environment P&I) $ 156,157,108 $ 156,157,108

Debt Service Coverage Ratio (DSC) 0.81 1.25

Adjusted Net Margins Before Interest 71,322,720.37 139,181,642.37

Net Cost Rate Base 2,248,915,815 2248,915,815

Rate of Return on Net Cost Rate Base 3.17% 6.19%

Capitalization 2,259,099,165 2,259,099,165

Rate of Return on Total Capitalization 3.16% 6.16%

*The 8oar-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 Yeats

$47.20 perkW

16.5 perkW

$63.70 per kW

$5.30 per kW
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