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BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF WYOMING

IN THE MATTER OF THE APPLICATION OF )
POWDER RIVER ENERGY CORPORATION )
SUNDANCE, WYOMING, FOR AUTHORITY ) DOCKET No. 10014-118-CR-10
TO ADJUST RATES AND IMPLEMENT NEW )
TARIFFS EFFECTIVE JANUARY 10, 2011 )
APPLICATION

Powder River Energy Corporation (“Cooperative” or “Applicant” herein), hereby
respectfully requests an order from the Public Service Commission of the State of
Wyoming (“Commission”) granting the Applicant authority to adjust its rates and
accompanying tariffs, as set forth and attached hereto and made a part hereof by this
reference, to be effective January 10, 2011. In support of this Application, the
Cooperative sets forth the following facts and circumstances:

1. The Applicant is a non-profit cooperative electric utility organized and existing
under, and by virtue of, the laws of the State of Wyoming.

2. The Cooperative is duly authorized to generate, manufacture, purchase, acquire,
and transmit electric energy, sell supplies and dispose of electric energy in its
certificated territory.

3. The Cooperative further represents it is a Class A member of Basin Electric
Power Cooperative (“Basin”), Bismarck, North Dakota, and therefore purchases
all of its power requirements through agreements and contracts with Basin.

4, Communications in regard to this Application are to be addressed to Mr. Michael

E. Easley, Chief Executive Officer for the Applicant, Post Office Box 930,



Sundance, Wyoming 82729 and Mr. Mark L. Hughes, Attorney for the Applicant,
Post Office Box 456, Sundance, Wyoming 82729.

The rates charged by the Cooperative for its electric service have been
established and placed in effect under appropriate Orders of the Commission.
The proposed revisions to the existing rates are identified and explained in the
supportive pre-filed testimony and exhibits of two witnesses: Mr. Michael E.
Easley, Chief Executive Officer of the Cooperative, and Mr. David Hedrick of C. H.
Guernsey and Company. Their pre-filed testimony and exhibits, including a
detailed Cost of Service Study, are incorporated in this filing and by this reference
made a part of this Application.

The basis for this rate filing is two-fold: a comprehensive Cost of Service Study
performed for the test year ending December 31, 2009, including known and
measurable pro forma adjustments, and the Commission’s most recent order in
Docket No. 10014-99-CR-07, issued January 22, 2008.

The Applicant’s proposed rate adjustments result in an overall system revenue

decrease of $808. The net revenue adjustments by class are as follows:

Change % Change

Residential (all classes) $ 454 0.00%
Irrigation 13,737 6.66%
General Service (375) 0.00%
General Service — CBM 176,570 1.97%
Large Power 766 0.00%
Large Power — CBM 179,944 0.36%
Large Power Transmission (376,207 (0.72%)
Large Power Transmission — CBM 0 0.00%
Large Power Compression — CBM 4,860 0.59%
Security Lighting (402) (0.22%)
Street Lighting (156) (0.23%)
Total Electric Revenue $ (808) 0.00%



The Applicant is proposing a rate increase for its Irrigation, General Service —
CBM and Large Power — CBM rate classes and a rate decrease for its Large
Power Transmission rate class to bring them closer to cost of service.

The Applicant proposes to increase the monthly Basic Charges for all customer
classes, excluding the Large Power Transmission and Large Power Transmission

— CBM classes. The current and proposed Basic Charges are:

Current Proposed

Basic Charge Basic Charge
Residential $ 17.50 $ 22.50
Residential — Time of Day $ 19.85 $ 22.50
Residential — Heat Rate $ 19.85 $ 25.00
General Service $ 21.95 $ 27.00
General Service — CBM $ 28.00 $ 35.00
Large Power $ 75.00 $ 90.00
Large Power — CBM — Secondary $ 80.00 $100.00
Large Power — CBM — Primary $135.00 $135.00
Large Power Transmission $600.00 $600.00
Large Power Transmission — CBM $600.00 $600.00
Large Power Compression — CBM $195.00 $600.00

The Applicant proposes to introduce higher Basic Charges within the residential
and general service rate classes in order to recover the higher costs related to
certain services within those classes. Residential customers requiring service at
greater than 200 amps (“Non-Standard”) and general service customers requiring
three phase service will pay a higher Basic Charge, though the applicable energy

charge will remain the same. The current and proposed Basic Charges are:

Current Proposed
Basic Charge Basic Charge
Residential — Non-Standard $ 17.50 $ 27.50
Residential — Time of Day — Non-Standard $ 19.85 $ 27.50
Residential — Heat Rate — Non-Standard $ 19.85 $ 30.00
General Service — Three phase $ 21.95 $ 32.00
General Service — CBM — Three phase $ 28.00 $ 40.00



12.  The Applicant proposes to eliminate the residential declining block rate structure
currently in place and replace it with a flat rate energy charge.

13. The Applicant proposes to rebase its rates to reflect current wholesale power
rates and reset its Cost of Power Adjustment to zero.

14.  The Applicant has posted on its website, www.precorp.coop, a Cost of Service

Study presentation which includes the changes being made to its service rates
and tariffs in a format that highlights each change. The Cooperative has notified
its members of the proposed rate changes and has directed them to its website by
notice in its June customer newsletter. The Cooperative has held meetings with
Residential and Irrigation customers who would be most impacted by the
proposed rate changes, and with representatives of its coal bed methane and coal

mine customers.

WHEREFORE Powder River Energy Corporation respectfully requests this
Commission issue its Order authorizing the Cooperative to revise its rates and tariffs as
set forth in this filing. The Applicant further requests that these changes become

effective with the Cooperative’s first billing date on or after January 10, 2011.

Dated at Sundance, Wyoming, this 2" day of July, 2010.

POWDER RIVER ENERGY CORPORATION

Vi E &

Michael E. Easley
Chief Executive Officer
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BEFORE THE
WYOMING PUBLIC SERVICE COMMISSION

DIRECT TESTIMONY
OF
MICHAEL E. EASLEY

POWDER RIVER ENERGY CORPORATION

Docket No. 10014-118-CR-10

Please state your name and address.

My name is Michael E. Easley and my business address is Powder River
Energy Corporation, P.O. Box 930, Sundance, WY 82729.

What is your present occupation?

| am employed as Chief Executive Officer of Powder River Energy
Corporation (“PRECorp” or “the Cooperative”).

What are your duties as Chief Executive Officer of Powder River
Energy Corporation?

My duties are to supervise the operations of the Cooperative; to make
recommendations to the Board of Directors with respect to policy and to
administer the policies adopted by the Board of Directors; to provide both
short-term and long range plans for the operation, construction, and
financing of the Cooperative; to maintain an adequate and suitable work
force; and to keep the Board informed in all aspects of the management of

the Cooperative.

Page 1 of 12
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Powder River Energy Corp Direct Testimony - Michael E. Easley

Q:

Please state your educational background and professional
gualifications.

| have a BS degree in Electrical Engineering from Oklahoma State
University and | am a graduate of the Ken Blanchard Executive MBA
program at Grand Canyon University. | am also a graduate of the National
Rural Electric Cooperative Association Management Internship Program
at the University of Nebraska-Lincoln. | hold professional electrical
engineering licenses in the states of Oklahoma, Alaska, and Michigan. |
have been employed in the utility field since 1983. | worked at Western
Farmer's Electric Cooperative in Anadarko, Oklahoma, for five years as an
Engineer and Construction Supervisor. | was employed for 10 years at
Copper Valley Electric Association in Glennallen and Valdez, Alaska
where | held several senior management positions, the last of which was
Chief Operating Officer. | was employed at Wolverine Power Supply
Cooperative in Cadillac, Michigan as Vice President of System Operations
for almost two years and | have been the CEO of PRECorp since October
of 2000.

Does Exhibit ME-1 accurately reflect your professional background
and qualifications?

Yes.

What is the purpose of your testimony?

The purpose of my testimony is to provide background information on
PRECorp’s current operating environment, including information on a

Revenue Deferral Plan implemented in 2009. | will explain the overall

Page 2 of 12
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Powder River Energy Corp Direct Testimony - Michael E. Easley

philosophy and objectives of this rate application, briefly discuss its
significant elements, and address the communications plan we
implemented to inform our members.

Will PRECorp present additional withesses?

Yes. Mr. David Hedrick of C.H. Guernsey and Company will provide the
detailed technical testimony regarding the Cost of Service Study (“COSS”)
and rate analysis that supports this general rate case.

Please explain the guiding criteria used in developing this general
rate filing?

This case was developed based on two primary objectives, which were
maintaining PRECorp’s operational and financial stability, even in
uncertain and changing economic environments, while heeding the
Wyoming Public Service Commission (“the Commission”) directions in
previous rate case Orders.

What specific Commission directives were taken into account when
developing this rate case?

In the Commission’s Order in Docket No. 10014-82-CR-05, issued July
17, 2006, PRECorp was directed to “develop a plan to bring all customers
to cost of service, particularly seasonal and irrigation customers.” In
Docket No. 10014-99-CR-07, in its Order issued January 22, 2008, the
Commission directed PRECorp “to provide a discussion of alternative rate
structures, other than the declining block rate structure, in its next general

rate application.”

Page 3 of 12
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Powder River Energy Corp Direct Testimony - Michael E. Easley

Q.

How does this rate filing advance the primary objective of
maintaining PRECorp’s operational and financial stability?

The rate case is based on a comprehensive Cost of Service Study for the
test year ending December 31, 2009. Based on the results of the COSS,
PRECorp’s Board of Directors determined no general rate increase is
warranted at this time. PRECorp has seen a reduction in sales in the last
year and a half, and in response to this difficult economic environment the
Board has taken certain measures that allow PRECorp to avoid a rate
increase while still maintaining operational and financial stability. The
Board was pleased to be able to soften the impact this filing will have on
all of our customers and the many members, both individual and
corporate, facing difficult economic situations. Mr. Hedrick’s testimony will
discuss the specifics of the Cost of Service Study and PRECorp’s overall
revenue requirement.

What measures has PRECorp implemented which helped avoid
asking for a general revenue increase in this rate filing?

PRECorp left unfilled a number of budgeted positions in order to conserve
payroll expenses, and instituted other expense reductions where possible
without impacting customer service. Over the past several years, we have
adopted policies and procedures which help reduce our membership’s
exposure to the risks that accompany the significant investment in capital
infrastructure necessary to serve our customers in the Coal Bed Methane
(“CBM”) industry. The Cooperative also put into place a Revenue Deferral

Plan, with approval from the Rural Utilities Service (“RUS”), which will
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Powder River Energy Corp Direct Testimony - Michael E. Easley

provide a degree of flexibility over the next several years as the
Cooperative seeks to maintain stable operating margins and rates.

What policies and procedures were adopted to reduce the
Cooperative’s exposure to capital investment risks?

The previous version of our CBM Line Extension Policy, applicable to our
CBM customers, included a three (3) mill per kWh surcharge which
created a Cost of Retirement Fund to pay for the eventual retirement of
infrastructure built solely to serve CBM customers. This fund will protect
the rest of the membership from bearing the significant cost to retire plant
built for the benefit of one group of customers. In the revised CBM Line
Extension Policy, effective June 2009, the three (3) mill surcharge was
suspended and a five (5) mill surcharge instituted. The five (5) mill
surcharge funds the construction of substations, transmission lines and
system improvements necessary to serve CBM customers. Through the
five (5) mill surcharge, CBM customers provide funding necessary to build
plant which only benefits them, and further relieves the other rate classes
of some of the risks inherent in serving the CBM industry.

Please explain the Cooperative’s Revenue Deferral Plan.

In 2009, PRECorp received notice significant increases were likely over
the next few years in expenses related to its employees’ Retirement
Security Plan. As this was an institutional issue facing cooperatives
across the country, RUS suggested to its borrowers a revenue deferral
plan could be considered by cooperatives with sufficient margins in 2009

to provide a hedge against these increases. PRECorp’'s Board of
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Powder River Energy Corp Direct Testimony - Michael E. Easley

Directors determined this was a prudent option for the Cooperative, and a
Revenue Deferral Plan was adopted. Under the plan, PRECorp deferred
$2,300,000 in revenue from 2009, and placed the funds in a restricted
account. The deferred revenue will be returned to income over the next
three years: $700,000 in 2010, $750,000 in 2011, and $850,000 in 2012.
The deferral and subsequent recovery of the revenue provides a buffer for
the increased benefit costs we face, and will minimize the impact of those
increases on our margins and our ratemaking decisions over the next few
years. We informed the Commission of this plan in a letter to Mr. Chris
Petrie dated January 15, 2010. The letter, provided in Exhibit ME-2,
included copies of the Revenue Deferral Plan, the Board resolution
adopting the plan, and the RUS approval letter.

What are the specific objectives of this rate filing?

The specific objectives of this rate filing are: (a) to rebase our rates and
reset our Cost of Power Adjustment (“COPA”) to zero; (b) to move certain
rate classes closer to cost of service; (c) to eliminate the declining block
rate for Residential classes; and (d) to increase monthly basic charges to
better recover fixed costs as identified in the Cost of Service Study.

Why does PRECorp wish to rebase its rates and reset its COPA at
this time?

The Cooperative uses the COPA to pass through changes in PRECorp’s
wholesale power costs to its customers. We have been diligent in passing
through increases in our purchased power costs through the COPA for the

past several years, and the COPA has increased to the point that it
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Powder River Energy Corp Direct Testimony - Michael E. Easley

represented almost 20% of our total revenue in 2009. The Board
therefore decided it would be appropriate to reset our COPA to zero and
rebase our base rates to reflect Basin's 2010 wholesale rates.

How does the rate filing bring customers closer to cost of service?
PRECorp included rate adjustments in its last general rate filing in Docket
No. 10014-99-CR-07 which made significant progress in moving customer
rates and revenues by class towards cost of service. The adjustments in
this filing continue that trend, by moving rates for several customer
classes towards their respective costs of service. The rate adjustments
will result in revenue increases in three rate classes and a decrease in
one, but there is no change in the overall system revenue requirement.
Mr. Hedrick will discuss the rates of return for each rate class in relation to
the system rate of return and how the proposed rate adjustments will
move the rate classes closer to their cost of service.

Briefly describe the significant adjustments to revenue and the
impact on the respective customer classes.

In this rate filing PRECorp is requesting adjustments to the revenue
requirements for the Irrigation, General Service-CBM (“GS-CBM”), Large
Power-CBM (“LP-CBM”), and Large Power Transmission (“LPT") rate
classes. The GS-CBM and LP-CBM rate classes will receive a rate
increase that will move them closer to the system average rate of return,
while the LPT rate class will receive a rate decrease. The Irrigation rate
class will receive a rate increase which will bring the rate class to a

positive rate of return, but still short of the system average. The Irrigation
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Powder River Energy Corp Direct Testimony - Michael E. Easley

rate class is a small class with only 138 consumers which has historically
had a negative rate of return. The rate adjustment required to bring them
to cost of service would, in our Board of Directors’ opinion, have a
detrimental impact on the individual members of the class.

Has PRECorp responded to the Commission directive that its next
general rate filing feature alternatives to the declining block rate
structure?

Yes. The only PRECorp customers billed under a declining block rate
structure are those in the Residential rate classes. This filing eliminates
the declining block rate structure and replaces it with a flat rate for all
Residential kWh usage. Our Board’s decision to eliminate the declining
block rate was consistent with our philosophy of moving rates toward cost
of service while being responsive to the Commission’s directive.

How does this rate filing affect monthly customer basic charges?
This rate filing proposes increased basic charges for all our customer
classes, with the exception of the LPT and LPT-CBM rate classes. The
customer basic charge should recover the fixed costs associated with
providing service to the customer. When basic charges are too low,
intraclass subsidization of lower consumption consumers by higher
consumption consumers occurs. We are proposing increases in our basic
charges in order to move them closer to those costs as identified in our
Cost of Service Study. While the proposed rates are not fully decoupled,
the changes we have proposed move in that direction and in the direction

of rates based on respective costs of service.
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Powder River Energy Corp Direct Testimony - Michael E. Easley

Q:

What other changes to the monthly basic charge are you proposing
in this filing?

In addition to overall higher basic charges, we are proposing a higher
basic charge for residential services over 200 amps and for general
service requiring three-phase service. The proposed increase is
necessary to recover the additional costs to serve these customers.

What impact will the increased basic charges have on the rate
classes?

Generally, increasing the basic charge applicable to each rate class will
result in monthly increases for customers with lower energy consumption,
and decreases for those with higher energy consumption.

What impact does the move from the declining block rate to a flat
rate, combined with an increased basic charge, have on the
Residential classes?

Generally, those customers with lower consumption will see an increase in
their monthly bill, as more of the cost to serve them is recovered in the
basic charge rather than in the energy charge. Customers with usages
between 420 kWh to 2,475 kWh will actually see a decrease in their
monthly bill, because these customers benefit as more fixed costs are
recovered through the basic charge. A residential customer who uses an
average of 1,232 kWh per month will see a reduction in their monthly bill
of $3.61, or 3.92%. Customers with higher usages, however, will
generally see an increase in their monthly bill as a result of the elimination

of the declining block rate.
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Powder River Energy Corp Direct Testimony - Michael E. Easley

Q.

Describe the other revenue adjustments in this rate filing.

While we are not requesting a change to our overall system revenue
requirement, the proposed rate adjustments to the various rate classes
result in a system revenue decrease of $808. This is not an intentional
result, but is simply a mathematical variance that results from the
proposed rate adjustments designed to incorporate the specific objectives
of this filing, which include the rebasing of the rates, the elimination of the
declining block rate, and increased basic charges.

What are the net results of this filing in terms of the overall revenue
adjustments by class?

The following are the proposed revenue adjustments by class:

» Residential $ 454  0.00%
e lIrrigation $ 13,737 6.66% increase
e General Service $ (375) 0.00%
» General Service CBM $176,570 1.97% increase
e Large Power $ 766  0.00%
e Large Power CBM $179,944  0.36% increase
e Large Power Trans. $(376,207) 0.72% decrease
e Large Power Comp. CBM $ 4,860 0.59% increase
e Lighting $ (558) 0.22% decrease
e Overall System $ (808) 0.00%

Does Mr. Hedrick provide a detailed examination of the rate design
used to move the rates of return of the customer classes toward cost
of service, in addition to the other changes you have discussed?
Yes.

Has this filing been approved by PRECorp’s Board of Directors?

Yes, the Board approved the rate filing on May 17, 2010.

Page 10 of 12
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Powder River Energy Corp Direct Testimony - Michael E. Easley

Q:

What efforts have you made to communicate with your members
about the rate adjustments included in this filing?

We have reached out to our customers to educate them about this filing in
several different ways. An article in the June WREN alerted our
customers to the proposed rate changes. We posted a Cost of Service

Study presentation on our website, www.precorp.coop, which includes the

proposed rate adjustments in a format that highlights each change, as well
as a video of the COSS presentation. The June WREN article directed
our members to the website where they can find this information. The
“Message from the CEQO” in the upcoming July WREN also informs our
members of the proposed rate changes. Copies of these articles are
included under Exhibit ME-3.

We also scheduled several customer meetings to present the results of
the Cost of Service Study and explain the proposed rate changes. The
first meeting was held April 30" with our CBM and coal mine customers.
We invited all of our customers in those rate classes and 12 customer
representatives attended the meeting. We also sent invitations to certain
residential customers and all irrigation customers to attend one of three
regional meetings to discuss our proposed rate changes. The residential
customers invited to the meeting were those who will likely incur an
increase in their monthly electric bill under the proposed rate changes,
based on their historical usage data. Because the change in the revenue
requirement for the Irrigation class is significant relative to its size, we

invited all our Irrigation customers to the meetings. Three customers, one
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irrigation and two residential, attended the meetings.

The entire rate filing will be posted on our website and future WREN
articles and customer newsletters will continue to address the general rate
filing and proposed rate adjustments. | will also be discussing the
specifics of the rate filing with our members at our Annual Meeting in

August.

Q: When does PRECorp request the rates proposed in this filing

become effective?

A: PRECorp is requesting the rates proposed in this filing be approved and

placed into effect for all customer billing dates on or after January 10,
2011.
Does this conclude your testimony?

Yes, it does.

Page 12 of 12



Exhibit ME -1
Michael E. Easley, PE
PO Box 887
Sundance, WY 82729
Home Phone (307) 283-1736

Powder River Energy Corporation
Electric Distribution Cooperative
Sundance, WY 82729

Employed October 2000- Present- Chief Executive Officer
Reports to: Ten member Board of Directors elected by cooperative membership.

Responsibilities: To provide maximum service to the member-consumer at a cost
consistent with effective business practices through managing the affairs of
Powder River Energy Corporation; to advise and assist the Board of Directors
with respect to the formulation of sound written objectives, policies and plans that
will assure effective implementation of operations and secure the support of
members and employees; and to provide positive leadership with an acceptance
of responsibilities that are required for the effective administration of a well-
planned and smoothly operating organization.

Directs: Seven person Executive Staff with overall responsibility for 165employees.
Wyoming Infrastructure Authority
Wyoming State Instrumentality
Cheyenne, WY
Gubernatorial Appointment July 2004- Present- Chairman
Reports to: Governor Dave Freudenthal
Responsibilities: Serving as Chairman of five member Board for the Wyoming
Infrastructure Authority, a State Instrumentality charged with diversifying and expanding
the economy of the State of Wyoming through the development of electrical transmission

infrastructure.

Directs: WIA Executive Director



Michael E Easley
Resume
Page 2 of 6

Wolverine Power Supply Cooperative
Generation and Transmission
Cadillac, Michigan 49601

Employed November 1998-2000 - Vice President System Operations
Reported to: Chief Executive Officer

Responsibilities: Responsible for reliable and cost effective operation and maintenance
of Wolverines electrical system including 1600 miles of transmission line, 130
distribution substations, 28 transmission substations and 4 power plants (150 MW).
Responsible for 40 union represented employees and 5 divisional supervisors.

Reorganized system operations division to increase productivity, accountability, and co-
worker morale. Special attention given to bring an extremely divided division together to
act as a unified group working towards a common goal.

Worked on business strategies necessary to assist member cooperatives in preparation for
unbundling and retail competition. Helped to educate member cooperatives in
understanding competitive power supply issues and strategies. Initiated efforts to
maximize shared services between Distribution Cooperatives and G&T.

Participated is strategic planning efforts focused on embracing power supply
competition. Served as lead staff person in dealing with Regional Transmission
Organization (RTO) issues and opportunities relating to the Alliance RTO and Midwest
Independent System Operator. Was responsible for the development of numerous FERC
filings relating to RTO issues and in dealing with FERC Order 2000.

Involved in the site location, design, permitting, site construction, installation and
commissioning of peaking power plants totaling 75 MW of capacity. Lobbied Michigan
State and local legislative support of power plant projects to streamline and ensure a
trouble free and timely permitting process. Coordinated power plant site selection efforts
to increase distribution cooperative competitive advantage.
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Copper Valley Electric Association
Generation, Transmission, Distribution
Glennallen, Alaska 99588

Employed September 1988-November 1998

September 1988- May 1999 - Engineering Manager, Chief Operating Officer
Reported to: General Manager

Responsibilities: Completed all engineering functions at transmission, distribution, and
generation cooperative. Personally prepared Work Plans, Power Requirements Studies
and Staking Sheets.

Designed and implemented Supervisory Control and Data Acquisition (SCADA) system
for system substations.

Completed system planning documents, feasibility studies, and environmental reports as
required by RUS guidelines. Worked closely with RUS to secure timely approvals.

May 1991- November 1998

Relocated by Association to District Headquarters in Valdez, Alaska and assumed
responsibility for Production and Operations Departments in addition to Engineering
Responsibilities.

Assigned District Manager role and responsibility for rebuilding key customer relations
including City of Valdez, Alyeska Marine Terminal and Petro Star Valdez Refinery.
Emphasis was given on unifying a split system and improving the public acceptance and
approval of the Association.

Engineering Responsibilities: Completed all engineering functions at transmission,
distribution, and generation cooperative. Expanded SCADA system to provide remote
control and monitoring of power plant facilities.

Operations Responsibilities: Overall responsibility for supervision of line crews,
equipment, and resources. Developed and implemented safety programs to comply with
regulatory requirements. Directed and assisted with line patrol and emergency repairs
during storms, avalanches, and inclement weather.

Production Responsibilities: Overall responsibility for maintenance and operations of
three power plants totaling 30 MW in generation capacity. Developed and implemented
safety programs to comply with regulatory requirements. Restructured production
division through the use of automation and remote control.
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Copper Valley Electric Association
Generation, Transmission, Distribution
Glennallen, Alaska 99588

Employed September 1988-November 1998

District Management Responsibilities:

Assisted with Association’s State Legislative Lobbying efforts resulting in legislative
authorization of a $35 million no interest loan for a transmission line to connect CVEA
to the Anchorage grid. Prepared and presented presentations to the State of Alaska
Governor, Chief of Staff, and various Legislators.

Represented the Association by holding Board seats on community and civic
organization including Rotary, Chamber of Commerce, Community College Council,
and United Way. Attended City Council meetings and addressed Valdez City Council on
a regular basis. Participated in local radio talk show regarding Cooperative activities.

Represented the Association on the Alaska State Owned Hydroelectric Board (Four Dam
Pool Board) that served a portion of the Association’s generation needs. Represented the
Association at the Alaska Statewide Association by serving on various Committees
including apprenticeship training, environmental regulations, loss control, and safety.

Rekindled troubled relationships with key customers including the City of Valdez,
Alyeska Marine Terminal, and Petro Star Valdez refinery by maintaining meaningful and
frequent communications, demonstrated concern, understanding and a high level of
personal integrity and commitment to customer satisfaction.

Played a primary role in the development, implementation, and sustained effort of
CVEA’s strategic planning efforts resulting in Cost of Service based rates and an Equity
Management Plan that resulted in a 7% rate decrease to the members of the Association.
Personally dealt with competitive threats including aggressive cogeneration developers
attempting to “cherry pick” large loads.

Developed a cogeneration project with Petro Star Refinery, CVEA’s largest customer.
Negotiated power sales, heat purchase, and fuel sale agreements thus ensuring a long-
term mutually beneficial relationship with CVEA and Petro Star.

Provided expert testimony for various actions at the Alaska Public Utilities Commission.

Responsible for administration and negotiations for Collective Bargaining Agreement
with IBEW.

Implemented Local and Wide Area Network systems to connect main
headquarters, district headquarters facilities, and power plants to increase
efficiency and to bring split system “closer” together and to increase efficiency.
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Western Farmers Electric Cooperative
Generation and Transmission
Anadarko, Oklahoma

Employed June 1983 to September 1988

March 1985 to September 1988- Supervisor, Transmission Construction
Reported to: Director, Transmission Maintenance and Construction

Responsibilities: Managed the construction of over 200 miles of 138 KV transmission
line and related substation and switching stations. Prepared, evaluated, approved, and
implemented construction methods, standards, and specifications. Administered right-of-
way clearing and construction contracts and negotiated contract change orders and
amendments.

Worked closely with senior management to successfully deal with sensitive public
contacts including farmers, ranchers, and landowners with significant land holdings.
Successfully dealt with volatile customer contact situations involving right of way, crop,
and livestock damage.

Worked closely with Distribution Cooperatives to maximize joint use of resources and
facilities.

June 1983 to June 1984 -Transmission Design Engineer
Reported to: Director Transmission Engineering

Responsibilities: Design of transmission lines (69KV and 138KYV) including routing,
right-of-way procurement, design, contract preparation, and project management.

June 1984 to March 1985 - Engineer, Transmission Coordination
Reported to: Manager, Transmission Services
Responsibilities: Engineering work done in cooperation with distribution cooperatives.
Worked closely with Distribution System Managers in the development of transmission

expansion policies and integrating distribution system Work Plan requirements into the
G&T system Construction Work Plans.

Major focus on facilitating service to large commercial customers through seamless
combination of Distribution Cooperative and G&T resources.
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EDUCATIONAL QUALIFICATIONS

Bachelor of Science in Electrical Engineering
Oklahoma State University, Stillwater, Oklahoma
Degree program completed May 1983

Completion of Fundamentals of Supervision
University of Oklahoma, Continuing Education and Public Service
Program completed April 1986

Completion of Fundamentals of Arctic Engineering
University of Washington
Program Completed May 1989

Completion of Relay Application School for Electric Utilities
Basler Electric Corporation
Program completed June 1993

National Rural Electric Cooperative Association
University of Nebraska-Lincoln

Management Internship Program

Program completed April 1998

Grand Canyon University

Ken Blanchard School of Business
Executive MBA

Program completion July 2008

PROFESSIONAL QUALIFICATIONS

Registered Professional Engineer in the States of Oklahoma, Alaska, and Michigan.
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David W. Hedrick

A The proposed change is revenue neutral on a total system basis. The proposed revenue

change by rate class is as follows:

Residential

Irrigation

General Service
General Service CBM
Large Power

Large Power CBM
LP Transmission

LP Compression CBM
Security Lighting
Street Lighting

Total

Change $

$454
13,737

(375)
176,570

766
179,944

(376,207)

4,860

(402)
(156)
$(808)

Change %

0.00%
6.66%
0.00%
1.97%
0.00%
0.36%
(0.72)%
0.59%
(0.22)%
(0.23)%
0.00%

The proposed changes move the rate classes closer to cost of service as shown on the

summary of the Cost of Service Study shown in Section H.
Q. Please describe the schedules in the rate filing.

Schedule A-1.0 is the Income Statement.

Column (a) reflects the Actual Test Year.

Adjustments for known and measurable changes have been made to revenues and

expenses in column (b). Column (c) reflects the Adjusted Test Year with adjustments

and represents the projected financial condition of the Cooperative including all of the

known and measurable changes. Column (d) reflects the rate change, which includes the

revisions to re-base the COPA tariff. The revenue that was previously recovered through

the COPA will now be recovered in the base rates.

Q. Please describe the adjustments made to base operating revenue?
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A.

The adjusted test year base revenue is calculated on Schedule F-5.0. The billing units
used on Schedule F-5.0 reflect an adjustment which reduces the number of consumers
and kWh sold from the General Service CBM and Large Power CBM classes. These
CBM rate classes actually experienced a decline in kWh sales beginning in April 2009.
The adjustments for consumers and kWh sold are shown on Schedules F-1.0 and F-2.0,
respectively. The adjustment to consumers for General Service CBM and Large Power
CBM classes was made to reflect and maintain the number of customers at current levels.
The adjustment to kWh sales for these classes reduced sales for the first three months of
the test year to be more reflective of the current level of kwh sales. The Large Power
class consumers and kWh sales were increased to reflect a growth in kWh sales. The
adjustment to the LP Transmission CBM and the LP Compression CBM class consumers
and kWh sold reflects the annualized sales for new customers that began taking service
during 2009. Overall, the adjustment to kWh sales for all rate classes combined is a
reduction of 14,281,753 kwWh. The adjusted base revenue on Schedule F-5.0 is calculated
by applying the existing rates to the adjusted billing units. The adjusted base revenue
reflects a reduction of $755,170 from the test year actual base revenue.

Please explain the adjustments made to the COPA revenue.

The calculation of the adjusted COPA revenue is shown on Schedule F-6.0. The COPA
revenue has been restated to reflect the amount allowed to be recovered per the COPA
tariff. The adjusted COPA revenue is based on the adjusted kwWh sold and the adjusted
test year purchased power expense, which reflects current wholesale rates. The total
adjustment to the COPA revenue is an increase of $8,346,091.

Please explain the adjustment for the Basin credit.

6 July 2010
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A

The next revenue adjustment made to the test year is related to the Basin bill credit.
During the test year, Powder River received a bill credit from Basin in the amount of
$8,446,198, as shown on Schedule G-1.1, Page 2 of 2. Of this amount, Powder River
returned $7,565,133 to its members by direct payment. This resulted in a reduction of
revenue in the test year. The remaining amount of the bill credit was utilized to fund
Powder River’s provision for bad debt, thereby creating an offset to uncollectible expense
in the test year. In their April 2009 meeting, the Board decided that future Basin bill
credits would be used to fund the provision for bad debt to an amount up to .7% of the
budgeted operating revenue in each year. At the end of the test year, the Cooperative’s
provision for bad debt was approximately $1 million.

The revenue and power cost adjustments made to the test year associated with the Basin
bill credit, along with the adjustment to uncollectible expense, are necessary in order to
remove the impact of the bill credit from the income statement in the adjusted test year.
There is no impact on operating margins associated with the removal of the revenue and
expenses related to the Basin bill credit.

Please explain the Deferred Revenue adjustment.

The last of the revenue adjustments is related to the deferred revenue. The actual amount
of revenue deferred in 2009 was $2.3 million. This is reflected as a reduction to revenue
in column (a) of Schedule A-1.0. The Revenue Deferral Plan calls for $700,000 to be
recognized in 2010, $750,000 recognized in 2011, and $850,000 in 2012. An adjustment
of $3,050,000 was made to reverse the test year revenue deferral of $2.3 million and to
recognize $750,000 of the deferred revenue for 2011 to coincide with when the proposed

rates would be implemented.

7 July 2010
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What is the net effect of all of the revenue adjustments made to the test year?

The total of all revenue adjustments increases the test year operating revenue by
$18,206,054.

Please describe the major adjustments made to expenses.

The largest expense adjustments were made to purchased power cost. The summary of
the adjusted purchased power expense is shown on Schedule G-2.0. The adjusted
purchased power expense reflects the wholesale rates for 2010, the removal of the Basin
bill credit and the adjusted billing units as discussed previously. Schedule A-5.0 shows
the total adjustment to purchased power cost of $17,026,358.

An adjustment for Bad Debt Expense is developed on Schedule A-6.0. Powder River
experienced a higher level of bad debt expense during 2009 than in previous years. As
indicated previously, however, a portion of the Basin bill credit was set aside as an offset
to uncollectible expense. This practice will continue into the future. Therefore, an
adjustment of $887,065 has been made to eliminate the bad debt expense in the test year.
Please describe the adjustments made to payroll and benefits expense.

Payroll expense has been adjusted to reflect 169 full time employees and 8 part time
employees at 2010 wage rates with a projected 3% wage increase to be implemented in
October 2010. Schedule A-7.0 shows the calculation of the payroll adjustments. The
overtime ratio used in the calculation is a projection based on current growth trends,
staffing levels, and overtime payroll. The Cooperative believes this projected overtime
ratio is indicative of how the system will be operated in the future. The payroll expensed
ratio used in the calculation of the payroll expense adjustment on Schedule A-7.0 is the

four year average as shown on Schedule C-6.0. The total adjustment to payroll expense

8 July 2010
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is an increase of $542,839. The payroll expense adjustment is spread to the individual
expense accounts on Schedule A-3.1.

The benefits expense adjustment is summarized on Schedule A-8.0 and includes changes
to medical insurance, dental insurance, life insurance, disability insurance, retirement
plans and FASB 106 funding. The adjustments for these items are shown on Schedules
A-8.1 through A-8.6. The adjustments are based on the 2010 premium rates and the
adjusted number of employees. The benefits expense ratio is the actual test year benefits
expense ratio. The total adjustment for benefits is an increase of $1,216,294. The
benefits expense is spread to the individual expense accounts on Schedule A-3.2.

Please describe the adjustment for other insurance.

Schedule A-10.0 shows the calculation of the increase in expense for Powder River’s
general property, risk and liability insurance. The adjustment reflects 2010 premium
levels and the expense ratio is the actual test year expense ratio used by Powder River to
expense these insurance costs.

Please describe the depreciation adjustment on Schedule A-11.0.

The utility plant balances at the end of the test year have been adjusted to include known
plant additions for 2010. The 2010 plant additions are detailed on Schedule C-2.1 and
include plant that is completed but unclassified at the end of the test year. The
appropriate depreciation rate has been applied to each account to determine the adjusted
test year depreciation expense. The depreciation adjustment is $491,894.

Please describe the adjustment to taxes.

The property tax adjustment is calculated on Schedule A-12.0. The budgeted property

taxes for 2010 have been used to determine the adjustment amount of $78,781. Payroll

9 July 2010
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tax adjustments are calculated on Schedules A-13.1 through A-13.4 utilizing the adjusted
payroll amounts, the appropriate tax rate and the payroll expensed ratio. The adjustment
for workers compensation is calculated on Schedule A-9.0 and reflects the application of
the appropriate premium rate to the adjusted outside and inside employee wages and the
benefits expense ratio. Schedule A-13.0 provides a summary of the adjustment for
payroll taxes and workers compensation insurance. The total adjustment for these items
is $75,720.

Please explain the adjustments to regulatory debits and credits.

Schedule A-14.0 reflects the adjustment to regulatory debits and credits. These accounts
reflect the over/under recovery of COPA revenue. The adjustments to revenue include a
true-up of the COPA revenue thereby eliminating any COPA over or under recovery.
Please describe the adjustment to interest expense shown on Schedule A-15.0.
Schedule A-15.0 shows the development of the adjustment to interest on long term debt.
This first column reflects the adjusted principal outstanding plus an additional draw from
the Federal Financing Bank (FFB) expected to be made in 2010. The development of the
adjusted principal outstanding for existing loans is shown on Schedule D-3.0. The test
year principal outstanding was adjusted to reflect outstanding principal at December 31,
2010 by taking the final principal payment made in the test year and annualizing the
principal payments for the next twelve months. The appropriate interest rate is applied to
the outstanding balances to determine the total adjusted interest expense. The total

adjustment to interest on long term debt is $1,568,199.
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The adjustment for interest associated with the line of credit is shown on Schedule A-
16.0. The line of credit balance will be paid off with the advance of loan funds. The
adjustment to Interest Expense-Other is a reduction of $102,011.

What affect do these adjustments have on the financial condition of the
Cooperative?

Column (c) on Schedule A-1.0 reflects the incorporation of the adjustments that were
made to the test year. Operating revenue has been increased by $18,206,054 and
operating expenses have been increased by $18,621,290. Interest expense and other
deductions have been increased by $1,466,188. The operating margin is reduced by
$1,881,424. The adjusted test year operating margin is $252,661.

Was the Cost of Service Study included with the rate filing developed using the same
methodology as utilized in previous cost of service studies filed with the
Commission?

Yes. The same methodology has been utilized. The only difference in the development
of the allocation factors is the allocation of Account 370 — Meters. A new allocation was
developed based on updated meter cost data maintained by Powder River.

Please describe the general development of the Cost of Service Study.

The adjusted usage data and billing units have been utilized to develop the allocation
factors by rate class. The Cost of Service Study recognizes that a significant amount of
utility plant investment has been made by Powder River to serve individual large
customers and Coal Bed Methane customers. This plant investment is assigned directly
to those classes. A summary of the direct assignments of plant is shown on Schedule J-

3.0. The Cost of Service Study also recognizes that a significant level of customer
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contributions have been made for plant constructed to serve the Coal Bed Methane rate
classes. These contributions are recognized in the allocation of operating expenses to
each rate class. The summary of contributions is shown on Schedule J-3.1. Direct
assignments of power cost have been made to both the Large Power Transmission and the
Large Power Transmission CBM rate classes. The calculation of the directly assignable
power cost is shown on Schedules G-2.1, G-2.2 and G-2.3.

What are the results of the Cost of Service Study?

Schedule H-1.0 summarizes the results of the cost of service study under existing rates.
Schedule H-2.0 summarizes the results of the cost of service study under proposed rates.

The following table summarizes the rates of return and relative rates of return by class.

COSS COSS
Existing Rates Proposed Rates
Class ROR RROR ROR RROR
Residential 3.449% 0.978 3.451% 0.979
Gen Service 4.310% 1.222 4.309% 1.222
Large Power 4.280% 1.213 4.282% 1.214
Irrigation (1.908%) (0.541) 0.380% 0.108
Lighting 4.699% 1.332 4.528% 1.284
LP Transmission 7.397% 2.098 5.584% 1.583
GS CBM 0.227% 0.064 1.411% 0.400
LP CBM 2.626% 0.745 2.848% 0.808
LPT CBM 7.963% 2.258 7.952% 2.255
LPC CBM 15.921% 4.514 19.317% 5.478
Total CBM 2.407% 0.682 2.773% 0.786
Total System 3.527% 1.000 3.526% 1.000
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Based on the results of the Cost of Service Study under existing rates, adjustments are
recommended for only a few of the rate classes. Schedule N-1.0 reflects the proposed
changes by rate class.

Please describe the change proposed for the Irrigation rate class?

The proposed increase for the Irrigation class is 6.66%. This rate class has only 138
customers and contributes a relatively small amount of revenue. The cost of service
summary under existing rates, Schedule H-1.0, shows that the operating margin is
negative for this class. An increase of 15.623% would be required to bring this class up
to the system rate of return. The proposed increase moves the rate class to a positive rate
of return and closer to cost of service, but also considers the impact on the individual
customers within the rate class. Given that there is no overall rate increase being
requested, the proposed increase for this class is reasonable.

Please describe the proposed change for the Coal Bed Methane (CBM) rate classes?
Based on the Cost of Service Study, minor changes can be justified for the CBM rate
classes. The proposed increase for the GS CBM and LP CBM rate classes are 1.97% and
0.36%, respectively. Again, these minor changes move the rates closer to the system
average in a gradual manner. The GS-CBM and LP-CBM rate classes are expected to
continue showing fluctuations in the level of energy consumption over the next few
years. The GS-CBM class has shown a general decline in sales over the past year but it is
not known if this trend will continue. The LP-CBM class is expected to show an increase
in consumption during the next couple of years. As a result, the cost of providing service
to these classes will change some every year. A key concept in Powder River’s rate

philosophy is continuity. Maintaining rates which do not have significant swings up or
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down is important to members. The risk mitigation strategies related to the CBM load
that have been implemented allow Powder River to manage the changes in rates to CBM
customers in order to provide continuity and avoid increasing rates one year and
decreasing rates the next. For these reasons, the proposed changes for these rate classes
reflect only a minor change. Powder River will continue to monitor the cost of providing
service and make changes as needed.

Please describe the proposed change to the LPT-CBM and LPC-CBM rate classes?
There are currently three customers served on the LPT-CBM rate and only one customer
on the LPC-CBM rate. The one LPC-CBM customer was added in mid 2009. These rate
classes are still in the developmental stage and therefore we believe it is premature at this
point to make any changes to the rates. While the Cost of Service Study indicates the rate
of return for these customers is higher than the system average, the actual dollar amount
of the operating margins provided is reasonable. The very slight increase that is proposed
for the LPC-CBM class is a result of changing the customer charge to $600 per month,
which is the same customer charge applicable to the LPT and LPT-CBM rates.

Please describe the change proposed for the LPT rate class?

The proposed reduction to the LPT rate class is $376,207 or 0.72%. The reduction is
justified based on the Cost of Service Study including a margin component consistent
with the previously approved revenue requirement for this class, which is slightly higher
than the system average. The LPT rate class consists primarily of mining loads served at
transmission delivery.

Please describe the rate design changes proposed for the Residential rate?
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A.

There is no overall rate change proposed for the Residential rate class. Powder River is
proposing to increase the customer charge for standard service from $17.50 per month to
$22.50 per month. The increase in the customer charge is justified based on the total
customer component of expense of $22.98 per month shown on Schedule M-1.0, Page 7
of 8. The increase in the customer charge provides a more appropriate recovery of the
customer related costs from all customers.

A higher customer charge is proposed for Residential customers that request service in
excess of the standard 200 amps. The higher customer charge is needed to offset the
increased costs associated with the additional service requirements. Requests for
services in excess of 200 amps have become more common over the past three years and
are typically for larger homes or to accommodate additional load. The costs of the
facilities needed to serve these requests is higher, therefore a higher customer charge is
justified. There are currently 257 of these accounts. Schedule DWH-1 provides a
calculation of the incremental costs associated with the additional service requirements.
The incremental cost for residential customers is $11.47 per month. Powder River is
proposing a customer charge of $27.50 for these services, which is $5.00 more than the
standard rate. The increased customer charge provides a fair recovery of costs from these
customers. There are currently no customers requiring a service in excess of 200 amps
on the Residential Time of Use rate or the Residential Heat Rate. However, these tariffs
have also been modified to reflect the higher customer charge for service provided in
excess of 200 amps. The standard customer charge for these tariffs has been increased by

the same $5.00 differential applied in the standard Residential tariff.
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The final rate design change in the residential rate classes is the elimination of the
declining block rate. Elimination of the declining block rate reflects the Cooperative’s
policy of maintaining rates which approach cost of service, while removing price signals
that may be an impediment to energy conservation. This rate design change is consistent
with the Commission's directives in the Cooperative’s previous rate case.

What additional rate design changes have been made to the other rate classes?

The primary change in rate design for most of the rate classes is an increase in the
customer charge component. These increases are justified based on the customer related
costs of providing service shown on Schedule M-1.0, pages 7 and 8.

In addition to the increase in the standard customer charges for most of the rates, Powder
River is proposing to implement customer charges for the General Service and General
Service—-CBM classes which are differentiated based on the type of service provided.
The General Service customer charge for single-phase services will be $27.00 per month
and for three phase service, the customer charge will be $32.00 per month. For the
General Service-CBM class the customer charge for single-phase service will be $35.00
per month and for three-phase service, the customer charge will be $40.00 per month.
The $5.00 differential between single-phase and three-phase is more than justified based
on the incremental costs shown on Schedule DWH-1. The costs of providing three phase
service are $13.88 per month more than for single-phase.

The proposed increases in customer charges and proposed implementation of increased
customer charges for additional service provide a more equitable recovery of costs and
reduce subsidies between customers.

What schedule in the rate filing provides the calculation of the proposed rates?
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A.

Schedule N-2.0 provides the calculation of the adjusted test year revenue and the
proposed revenue under the proposed rates for all rate classes. The proposed rates
developed on Schedule N-2.0 are reflected in the Proposed Tariffs.

Have billing comparisons been developed for each of the major rate classes?

Yes. Section O contains the billing comparisons for each rate class. The billing
comparisons provide the calculation of the billing under the existing rate and proposed
rate at various usage levels. The change for an average Residential customer using 1,232
kWh per month is a reduction of $3.61 or 3.92%. Overall, the revenue requirement for
the Residential class has not been changed. The increase in the customer charge and
elimination of the declining block rate result in varying rate changes at different usage
levels. The lower and higher usage levels experience an increase while the mid range
usage levels experience a decrease.

Does this conclude your testimony?

Yes, it does.
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POWDER RIVER ENERGY CORPORATION

DEVELOPMENT OF INCREASE IN CUSTOMER CHARGE

FOR RESIDENTIAL NON-STANDARD SERVICE AND THREE PHASE SERVICE

Incremental Capital Costs
Transformer Investment
Service Investment
Meter Investment
Total

Return Factor (Annual Cost as % of Plant)
Annual Operating Cost
Monthly Cost

Proposed Additional Monthly Charge

Residential
Non-Standard
Service in Excess

GS & GS CBM

Three Phase

of 200 Amps Service

$ 364.20 $ 600.00
345.19 98.31
362.45 598.86

$ 1,071.84 5 1,297.17
12.84% 12.84%

$ 137.62 $ 166.56

$ 11.47 $ 13.88

$ 5.00 b 5.00

Schedule DWH-1





