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STATEMENT ON DSM RECOVERY MECHANISM

In accordance with the Final Order in Case No. 2019-00160, Inter-County Energy
Cooperative Corporation hereby certifies that it supports continuing to recover DSM expenditures
through base rates and agrees with the statements contained in the testimony of Mr. Isaac Scott
that a DSM rider would be unduly burdensome and would result in increased volatility in end-use
members’ bills.

[NAME]

President/CEO
[TITLE]
March 15, 2021

[DATE]
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East Kentucky Power Cooperative, Inc.
Case No. 2021-00103
General Adjustment of Rates
Filing Requirements / Exhibit List

Exhibit 14

807 KAR 5:001 Sec. 16(4)(b)
Sponsoring Witness: Michelle Carpenter

Description of Filing Requirement:

If the utility has gross annual revenues greater than 35,000,000, the written testimony of

each witness the utility proposes to use to support its application.

Response:

In support of its Application, EKPC provides written testimony from Ms. Michelle

Carpenter, EKPC’s Controller , whose testimony is included with this Exhibit 14.

Case No. 2021-00103
Application - Exhibit 14
Includes Attachment (16 pages)



COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:

THE ELECTRONIC APPLICATION OF EAST )
KENTUCKY POWER COOPERATIVE, INC. )
FOR A GENERAL ADJUSTMENT OF RATES, ) Case No.2021-00103
APPROVAL OF DEPRECIATION STUDY, )
AMORTIZATION OF CERTAIN REGULATORY )

)

ASSETS AND OTHER GENERAL RELIEF

DIRECT TESTIMONY OF MICHELLE K. CARPENTER
CONTROLLER
ON BEHALF OF EAST KENTUCKY POWER COOPERATIVE, INC.

Filed: April 1, 2021
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I. INTRODUCTION
PLEASE STATE YOUR NAME, TITLE AND BUSINESS ADDRESS.
My name is Michelle Carpenter. I am the Controller for East Kentucky Power
Cooperative, Inc. (“EKPC”). My business address is 4775 Lexington Road, Post
Office Box 707, Winchester, Kentucky, 40392-0707.
PLEASE DESCRIBE YOUR EDUCATION AND WORK EXPERIENCE.
I received a BBA degree in Accounting from Morehead State University. Prior to
joining EKPC, I worked for 20 years in public accounting, primarily providing
auditing and consulting services to rural electric cooperatives, multi-employer
benefit plans, as well as governmental and nonprofit organizations. In February
2010, I joined EKPC as Internal Auditor and in August 2011, was promoted to my
current position of Controller, which reports directly to the Executive Vice-
President and Chief Financial Officer. I am a certified public accountant (CPA)
and hold a Chartered Global Management Accountant (CGMA) designation.
PLEASE DESCRIBE YOUR DUTIES AS CONTROLLER FOR EKPC.
I manage all areas of accounting, including payroll and financial reporting.
HAVE YOU PREVIOUSLY TESTIFIED BEFORE THE KENTUCKY
PUBLIC SERVICE COMMISSION? IF SO, PROVIDE THE CASES.
Yes. I have provided testimony before the Commission in conjunction with Fuel
Adjustment Clause Six Month and Two-Year Reviews. I have also sponsored or
co-sponsored data responses and supporting exhibits in various cases, including the
following regulatory asset proceedings: Case No. 2014-00432 related to accretion

and depreciation expenses for asset retirement obligations in existence at December
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31, 2013; Case No. 2015-00302 related to the undepreciated balance of William C.

Dale Generation Station; Case N0.2018-00027 related to accretion and depreciation

expenses for the Smith Landfill asset retirement obligation; and Case No. 2019-

00146 related to present and future major maintenance expenses at EKPC’s

generation facilities.

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

I will be providing testimony to describe EKPC’s regulatory assets and other

accounting related filing requirements.

ARE YOU SPONSORING ANY OF THE FILING REQUIREMENTS?

Yes. I am sponsoring the following filing requirements:

1. 807 KAR 5:001, Section 16(4)(j) — current chart of accounts;

2. 807 KAR 5:001, Section 16(4)(k) — independent auditor’s annual opinion
report;

3. 807 KAR 5:001, Section 16(4)(m) — FERC Form 1; and

4. 807 KAR 5:001, Section 16(4)(q) — Annual Reports and Statistical
Supplements covering the two most recent years.

WERE THE DOCUMENTS THAT YOU ARE SPONSORING TO SATISFY

A FILING REQUIREMENT PREPARED BY YOU OR SOMEONE

WORKING UNDER YOUR DIRECTION AND SUPERVISION?

Yes. The chart of accounts as well as the financial statements and supporting note

disclosures within the independent auditor’s report and the FERC Form 1 were

prepared under my direction. I am also involved in the process of preparing

EKPC’s Annual Reports.
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ARE YOU SPONSORING ANY EXHIBITS TO SUPPORT YOUR
TESTIMONY?
Yes. I am sponsoring Exhibit MKC-1, Rural Utilities Service (“RUS”’) Approval of
Major Maintenance Regulatory Asset.
WERE THE DOCUMENTS THAT YOU ARE SPONSORING IN SUPPORT
OF YOUR TESTIMONY PREPARED BY YOU OR SOMEONE WORKING
UNDER YOU DIRECTION AND SUPERVISION?
The document attached as Exhibit MKC-1 is correspondence received from RUS.
It was received and relied upon by employees of EKPC under my direction and
supervision.

II. EKPC’S ACCOUNTING STANDARDS AND PRACTICES
WHAT ARE THE RULES AND GUIDELINES THAT APPLY TO EKPC’S
ACCOUNTING PRACTICES?
EKPC is a generation and transmission electric cooperative and a RUS borrower.
Accordingly, it follows 7 CFR 1767, Accounting Requirements for RUS Electric
Borrowers and the associated RUS Uniform System of Accounts, which is
recognized by the Commission and conforms in all material respects, with
accounting principles generally accepted in the United States (GAAP). As a rate
regulated utility, EKPC also follows ASC 980, Regulated Operations, which means
that revenues or expenses that would normally be recognized in a particular year
may be deferred on the balance sheet for rate recovery, if approved by the utility’s

regulator.
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WHAT INFORMATION DID YOU PROVIDE TO OTHERS TO ASSIST IN
THE PREPARATION OF OTHER TESTIMONY AND DOCUMENTS TO
SUPPORT THE RATE APPLICATION?

I managed the preparation of certain accounting, billing, payroll, and other
information utilized in conjunction with the cost of service and depreciation studies
performed by outside consultants. I also managed the preparation of data used by
Mr. Scott in formulating some of the test year adjustments included in Exhibit ISS-
1.

WAS THE INFORMATION YOU PROVIDED THE SAME
INFORMATION THAT IS USED IN EKPC’S ROUTINE OPERATIONS
AND THAT IS RELIED UPON BY EKPC’S MANAGEMENT?

Yes.

IS EKPC SUBJECT TO ANNUAL AUDITS BY AN INDEPENDENT
AUDITOR?

Yes

HOW IS THE INDEPENDENT AUDITOR SELECTED?

The Audit Committee selects the independent audit firm and recommends approval
of the firm to the Board of Directors.

HAS EKPC’S AUDIT FOR THE TEST YEAR BEEN COMPLETED?

Yes.

HOW WOULD YOU CHARACTERIZE THE AUDITOR’S REPORT FOR

THE PERIOD ENCOMPASSING THE TEST YEAR?
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A. Ernst & Young, LLP issued an unmodified or “clean” opinion, which means it was
their opinion that EKPC’s financial statements fairly presented, in all material
respects, the financial position of EKPC at December 31, 2019 and 2018, and the
results of its operations and its cash flows for the years then ended in conformity
with generally accepted accounting principles.

Q. DID THE AUDITOR NOTE ANY MATERIAL WEAKNESSES OR
SIGNIFICANT DEFICIENCIES IN EKPC’S ACCOUNTING PRACTICES?

A. No.

III. REGULATORY ASSETS AND RATE CASE EXPENSE

Q. ARE YOU FAMILIAR WITH EKPC’S PROPOSAL TO AMORTIZE
CERTAIN REGULATORY ASSETS IN THIS CASE?

A. Yes. EKPC seeks to amortize four regulatory assets in this case. First, EKPC seeks
to amortize the regulatory asset associated with the cancellation of Smith Unit 1
generation station. This regulatory asset was authorized in Case No. 2010-00449.!
EKPC’s proposed amortization is consistent with the Stipulation Agreement
approved in Case No. 2015-00358.2 Second, EKPC seeks to amortize the
regulatory asset associated with retirement of the William C. Dale Generation

Station, specifically certain assets not recovered through EKPC’s environmental

! See In the Matter of the Application of East Kentucky Power Cooperative, Inc. for an Order Approving the
Establishment of a Regulatory Asset for the Amount Expended on its Smith 1 Generating Unit, Order, Case
No. 2010-00449 (Ky. P.S.C. Feb. 28, 2011).

2 See In the Matter of Application of East Kentucky Power Cooperative, Inc. for Deviation from Obligation
Resulting from Case No. 2012-00169, Order, Case No. 2015-00358, (Ky. P.S.C. Jan. 10, 2017).
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surcharge, pursuant to the Commission’s Order in Case No. 2015-00302.% Third,
EKPC seeks to amortize the regulatory asset associated with accretion,
depreciation, and the subsequent settlement of the Dale Station asbestos asset
retirement obligation pursuant to the Commission’s Order in Case No. 2014-00432.
Finally, EKPC seeks to recover amortization of a regulatory asset approved by
RUS, and as suggested by the Commission in Case No. 2019-00146,* for the
deferral of 2019 Major Maintenance expenses incurred at the Spurlock generation
station.

Q. PLEASE DESCRIBE HOW THE SMITH UNIT 1 REGULATORY ASSET
CAME INTO BEING.

A. The Smith Unit 1 regulatory asset is the result of the 2010 decision made by the
Board of Directors and Management to cancel the project to construct a 278 MW
coal-fired plant in Clark County due to a decline in forecasted load growth. The
Commission authorized EKPC to establish a regulatory asset at December 31, 2010
in the amount of $157,388,715, which included amounts expended on the project
and estimated costs to unwind vendor contracts.

Q. HAS THE SMITH UNIT 1 REGULATORY ASSET BALANCE BEEN
REDUCED SINCE THE COMMISSION APPROVED THE SETTLEMENT

IN CASE NO. 2015-00358?

3 See In the Matter of Application of East Kentucky Power Cooperative, Inc. for an Order Approving the
Establishment of a Regulatory Asset for the Undepreciated Balance of the William C. Dale Generation
Station, Order, Case No. 2015-00302, p. 7-8 (Ky. P.S.C. Feb. 11, 2016).

4 See In the Matter of Application of East Kentucky Power Cooperative, Inc. for an Order Approving the
Establishment of Regulatory Assets for Present and Future Maintenance Expenses, Order, Case No. 2019-
00146, p. 10-11 (Ky. P.S.C. Dec. 20, 2019).
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Yes. As required in Case No. 2010-00449, EKPC has filed 27 reports with the
Commission over the years outlining the mitigation efforts to reduce the balance of
the Smith 1 Regulatory asset. Mitigation efforts have reduced the regulatory asset
balance by approximately $24.0 million from January 1, 2017 through the end of
the test year. In addition to mitigation efforts, as described in the Stipulation
Agreement approved in Case No. 2015-00358, EKPC began amortizing the balance
of the regulatory asset at January 1, 2017, less estimated mitigation and salvage of
$28.6 million, over ten years, which has also been reducing the regulatory asset
balance by approximately $12 million annually.

WHAT IS THE CURRENT BALANCE OF THE SMITH UNIT 1
REGULATORY ASSET AND HOW DOES EKPC PROPOSE TO
AMORTIZE IT?

The Smith Unit 1 regulatory asset general ledger balance was $ 88,847,396 at the
end of the test year. However, Section 1.25 of the Stipulation Agreement approved
in Case No. 2015-00358 sets forth the methodology to be used in determining the
balance of the Smith Unit 1 regulatory asset for rate case amortization purposes.
This methodology reduces the general ledger balance at January 1, 2017 by all
mitigation and salvage efforts and PJM capacity benefits earned from January 1,
2017 through the end of the test year. Based upon that calculation, less an
additional adjustment for mitigation efforts that occurred after the test year, the
balance of the Smith 1 Regulatory Asset for amortization purposes is $73,220,693.
EKPC seeks to amortize this balance over the months remaining in the 10-year

amortization period that began on January 1, 2017, which is consistent with the
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provisions outlined in the Stipulation Agreement. The adjustments for this
regulatory asset and the associated amortization are included in Mr. Scott’s Exhibit
ISS-1, Schedule 1.20.

DESCRIBE HOW THE REGULATORY ASSET FOR THE RETIREMENT
OF THE WILLIAM C. DALE GENERATING STATION CAME INTO
BEING.

EKPC’s Board of Directors and Management determined it would be cost
prohibitive to make the necessary investments in the William C. Dale Generating
Station to comply with the Mercury and Air Toxics Standards (MATS) rule and
accordingly, decided to cease operations at the station. EKPC requested regulatory
asset treatment for the remaining net book value of the station at December 31,
2015 in Case No. 2015-00302. The Commission authorized EKPC to establish two
separate regulatory assets to distinguish between the net book value of capital
projects 5 and 10 not yet recovered in the environmental surcharge at December
31, 2015 and the net book value of all other assets recovered through base rates.
The Commission’s Order authorized amortization of the net book value of assets
recovered in base rates over 42 months and indicated the net book value of the
environmental surcharge assets should be considered for recovery in EKPC’s next
base rate case.

WHAT IS THE CURRENT BALANCE FOR THIS REGULATORY ASSET
AND HOW DOES EKPC PROPOSE TO AMORTIZE IT?

The balance of the capital projects 5 and 10 regulatory asset is $749,484 and has

remained unchanged since its establishment at December 31, 2015. EKPC
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proposes to amortize the balance over two years. The adjustment for this
amortization is included in Mr. Scott’s Exhibit ISS-1, Schedule 1.21.

DESCRIBE HOW THE REGULATORY ASSET FOR ACCRETION AND
DEPRECIATION EXPENSES ASSOCIATED WITH THE ASSET
RETIREMENT OBLIGATION FOR ASBESTOS REMOVAL AT DALE
STATION CAME INTO BEING.

Asset retirement obligations (“ARQ”) for asbestos abatement at Dale Station were
originally recorded in 2011 and 2012 with accretion and depreciation recognized in
expense through December 31, 2013. In 2013, EKPC recorded additional AROs
for ash impoundment sites, which were substantially larger in nature. At that time,
it became evident that EKPC would need regulatory asset treatment of accretion
and depreciation expenses to avoid significant timing difference between when
expenses are recognized and recovery ultimately occurs. In Case No. 2014-00432,
the Commission approved EKPC’s request for regulatory asset treatment of
accretion and depreciation expenses, beginning in January 2014 and in all future
years, associated with all asbestos and ash AROs in existence at December 31,
2013, which included the Dale Station asbestos AROs.

WHAT IS THE CURRENT BALANCE FOR THIS REGULATORY ASSET
AND HOW DOES EKPC PROPOSE TO AMORTIZE IT?

The regulatory assets associated with Dale Station’s asbestos AROs totaled
$1,360,551 at the end of the test year. Since the AROs were settled in 2019 and the
applicable portion of the resulting gain applied against the regulatory asset

balances, this balance represents the actual cost incurred to remove asbestos from

10
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Dale Station during the demolition process. EKPC is requesting a two-year
amortization, which is consistent with the amortization period requested for the
regulatory asset associated with the retirement of Dale Station. The adjustment for
this amortization is included in Mr. Scott’s Exhibit ISS-1, Schedule 1.22.
DESCRIBE HOW THE REGULATORY ASSET FOR THE 2019 MAJOR
MAINTENANCE EXPENSE AT THE SPURLOCK STATION CAME INTO
BEING.

On December 20, 2019, the Commission denied EKPC’s request for authorization
to establish regulatory assets for present and future major maintenance expenses,
including the replacement of high-cost non-routine minor items of property meeting
specified criteria, without the need of first obtaining Commission approval and to
amortize those regulatory assets over a reasonable period of time as submitted in
Case No. 2019-00146. Within the Order, the Commission indicated that RUS is
the more appropriate authority to address departures from the Uniform System of
Accounts given RUS has procedures prescribed in 7 CFR 1767.13 for such requests
and EKPC must also satisfy the debt covenants established by RUS. Based upon
those comments from the Commission’s Order, EKPC then initiated discussions
with RUS regarding a deferral plan for major maintenance expenses. RUS advised
that EKPC should submit a request for specific projects rather than a request for
broad authorization as previously requested from the Commission. Given RUS has
a streamlined approach to approve deferrals whereby EKPC’s loan contract
guarantees a response within 30 days or the deferral is automatically approved,

EKPC determined that identifying specific projects would not impair the timing of

11
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closing the Company’s books. Accordingly, on January 22, 2020, EKPC’s Board
of Directors authorized management to file an application with RUS to seek
regulatory asset treatment of major maintenance expenses incurred in 2019 for
specific projects completed at Spurlock Station in the amount of $7,244,184 and to
request an amortization period of 8 years. On January 30, 2020, RUS approved
EKPC’s application to establish a regulatory asset at December 31, 2019 and to
recognize this amount over eight years beginning in 2020. RUS’ letter approving
the establishment of the regulatory asset is included in Exhibit MKC-1.

WHAT IS THE BALANCE FOR THIS REGULATORY ASSET AND HOW
DOES EKPC PROPOSE TO AMORTIZE IT IN THIS PROCEEDING?

The regulatory asset balance was established in the amount of $7,244,184 at the
end of the test year. EKPC is proposing an eight -year amortization, consistent with
the amortization period approved by RUS. The adjustment for this amortization is
included in Mr. Scott’s Exhibit ISS-1, Schedule 1.26.

ARE THERE OTHER EXISTING REGULATORY ASSETS THAT EKPC
IS NOT SEEKING TO AMORTIZE AS PART OF THIS PROCEEDING?
Yes. EKPC also established regulatory assets for the depreciation and accretion
expense associated with the asset retirement obligation (“ARO”) for asbestos

removal at the Cooper Station, pursuant to Case No. 2014-00432,° and for the

5 See In the Matter of the Application of East Kentucky Power Cooperative, Inc. for an Order Approving the
Establishment of Regulatory Assets for the Deprecation and Accretion Expenses Associated with Asset
Retirement Obligations, order, Case No. 2014-00432 (Ky. P.S.C. July 21, 2015).

12
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depreciation and accretion expense associated with the Smith Station landfill asset
retirement obligation, pursuant to Case No. 2018-00027.°

Q. ARE ASSET RETIREMENT OBLIGATION REGULATORY ASSETS A
BIT DIFFERENT IN TERMS OF COST RECOVERY?

A. Yes. EKPC has historically obtained approval for recovery of the settlement
activities of all ash AROs in the environmental surcharge.

Q. HOW ARE THESE ASSET RETIREMENT OBLIGATION REGULATORY
ASSETS CURRENTLY BEING ACCOUNTED FOR AND REDUCED?

A. Accretion and depreciation continue to be charged to the regulatory assets on a
monthly basis. Since the associated AROs have not been settled and no recovery
has been requested, the balance will not be reduced until these actions occur.

Q. WILL EKPC SEEK TO AMORTIZE EITHER OF THESE REGULATORY
ASSETS AT ANY POINT IN THE FUTURE?

A. Yes, EKPC plans to seek amortization of these regulatory assets in a future rate
case or through an amendment to the Environmental Compliance Plan in the
environmental surcharge.

Q. AS PART OF ITS APPLICATION, IS EKPC REQUESTING TO RECOVER
RATE CASE EXPENSE?

A. Yes. As outlined in Mr. Scott’s Exhibit ISS-1, Schedule 1.27, EKPC has provided

an estimate of the costs expected to be incurred in conjunction with the rate case,

6 See In the Matter of the Application of East Kentucky Power Cooperative, Inc. for an Order Approving the
Establishment of a Regulatory Asset for the Depreciation and Accretion Expenses Associated with the Smith
Station Landfill Asset Retirement Obligations, Order, Case No. 2018-00027 (Ky. P.S.C. Mar. 8, 2018).

13
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which also includes the costs for its Owner-Member Cooperatives’ pass-through
cases.
HOW DOES EKPC PROPOSE TO RECOVER ITS RATE CASE EXPENSE
IN THIS CASE?
As outlined in Mr. Scott’s Exhibit, ISS-1, Schedule 1.27, EKPC is proposing a
recovery period of three years, which is consistent with previous Commission
Orders.

III. CONCLUSION
PLEASE SUMMARIZE YOUR TESTIMONY.
EKPC maintains its accounting records following 7 CFR 1767 and the RUS System
of Accounts. EKPC’s financial statements as of and for the year ended December
31, 2019, along with the related underlying records, were subjected to an
independent audit, which resulted in an unmodified or “clean” opinion with no
noted material weaknesses or significant deficiencies. This financial information
was used as the basis for EKPC’s test year in this application. As part of this rate
case proceeding, EKPC is requesting amortization of three regulatory assets
previously approved by the Commission in separate proceedings, and amortization
of a major maintenance regulatory asset previously approved by RUS. Further,
EKPC also proposes recovery of rate case and pass-through rate case expenses in
this proceeding.
DOES THIS CONCLUDE YOUR TESTIMONY?

Yes.

14
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Rural Development

Electric Programs
Rural Utilities Service

1400 Independence Ave SW
Room 5165 — STOP 1560
Washington, DC 20250

Voice: 202.720.9545
Fax: 202.720.1725

Exhibit MKC-1

QSDA Page 1 of 1

= |
United States Department of Agriculture

January 30, 2020

Mr. Anthony Campbell

General Manager

East Kentucky Power Cooperative
P. O. Box 707

Winchester, Kentucky 40392-0707

Dear Mr. Campbell:

In response to a letter from Mr. Michael A. McNalley, dated January 22, 2020, we
have reviewed the information submitted regarding East Kentucky Power
Cooperative’s (EKPC) expense deferral plan pertaining to major maintenance
projects and the replacement of high cost minor items of property at Spurlock
Station. EKPC plans to establish a regulatory asset for $7,244,184 and recognize
this amount over eight years beginning in 2020.

All of the required information was submitted in the letter; therefore, the Rural
Utilities Service’s (RUS) approval to implement the plan is given. It should be
noted, however, that our approval is based upon the understanding that the
Kentucky Public Service Commission authorizes the subsequent recovery of these
costs. If the Commission does not allow the recovery of these costs, the deferred
amount must be written off immediately in its entirety. Be advised, however, that
you must obtain RUS” approval prior to making any changes to the approved plan.

Contact the Technical Accounting Review Branch at (202) 720-8775 if you have
any questions or if we can be of any further assistance.

Sincerely,

S —

VICTOR T. VU
Deputy Assistant Administrator
Office of Portfolio Management and Risk Assessment

USDA is an equal opportunity provider, employer, and lender.
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