NEIRC

B
NORTH AMERICAN ELECTRIC

RELIABILITY CORPORATION

November 13, 2009

Ms. Kimberly Bose

Secretary

Federal Energy Regulatory Commission
888 First Street, N.E.

Washington, D.C. 20426

Re: NERC Notice of Penalty regarding East Kentucky Power Cooperative, FERC Docket
No. NP10-_-000

Dear Ms. Bose:

The North American Electric Reliability Corporation (NERC) hereby provides this Notice of
Penalty' regarding East Kentucky Power Cooperative (EKPC), NERC Registry ID NCR01225,*
in accordance with the Federal Energy Regulatory Commission’s (Commission or FERC) rules,
regulations and orders, as well as NERC Rules of Procedure including Appendix 4C (NERC
Compliance Monitoring and Enforcement Program (CMEP)).3

This Notice of Penalty is being filed with the Commission because, based on information from
SERC Reliability Corporation (SERC), SERC and EKPC have entered into a Settlement
Agreement in which EKPC has agreed to the proposed penalty of $115,000* to be assessed to
EKPC, in addition to other actions to promote prospective compliance required under the terms
and conditions of the Settlement Agreement, and to resolve all outstanding issues arising from a
preliminary and non-public assessment resulting in SERC’s determination and findings of the
enforceable alleged violations of Reliability Standards BAL-001-0" Requirement (R) 1 and

"Rules Concerning Certification of the Electric Reliability Organization; and Procedures for the Establishment,
Approval, and Enforcement of Electric Reliability Standards (Order No. 672), IIl FERC Stats. & Regs. 31,204
(2006); Notice of New Docket Prefix “NP” for Notices of Penalty Filed by the North American Electric Reliability
Corporation, Docket No. RM05-30-000 (February 7, 2008). See also 18 C.F.R. Part 39 (2008). Mandatory
Reliability Standards for the Bulk-Power System, FERC Stats. & Regs. 9 31,242 (2007) (Order No. 693), reh’g
denied, 120 FERC q 61,053 (2007) (Order No. 693-A).

* SERC Reliability Corporation confirmed that East Kentucky Power Cooperative was included on the NERC
Compliance Registry and was subject to the requirements of the NERC Reliability Standards set forth herein.

3 See 18 C.F.R § 39.7(c)(2).

* The aggregate penalty amount of $115,000 set forth in the Settlement Agreement includes a $7,500 penalty for
each month of the rolling 12-month period ending June 30, 2008 for the violation of BAL-001-0 R1 and a single
penalty of $25,000 for the violation of BAL-005-0 R2.

> BAL-001-0 was approved by the Commission and became enforceable on June 18, 2007. On August 28, 2008,
BAL-001-0a was approved by the Commission and became enforceable. On May 13, 2009, BAL-001-0.1a was
approved by the Commission and became enforceable. The interpretation provides clarity regarding the
responsibility of a registered entity and does not change the meaning or language of the NERC Reliability Standard
and its requirements. The erratum corrects typographical errors and does not change the meaning or language of the
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BAL-005-0° R2 at issue in this Notice of Penalty. Accordingly, the alleged violations identified
as NERC Violation Tracking Identification Numbers SERC200800099 and SERC200800106 are
being filed in accordance with the NERC Rules of Procedure and the CMEP.

Statement of Findings Underlying the Alleged Violations

This Notice of Penalty incorporates the findings and justifications set forth in the Settlement
Agreement executed as of October 3, 2008, by and between SERC and EKPC, which is included
as Attachment b. The details of the findings and basis for the penalty are set forth in the
Settlement Agreement and herein. This Notice of Penalty filing contains the basis for approval
of the Settlement Agreement by the NERC Board of Trustees Compliance Committee (NERC
BOTCC). In accordance with Section 39.7 of the Commission’s regulations, 18 C.F.R. § 39.7
(2007), NERC provides the following summary table identifying each alleged violation of a
Reliability Standard resolved by the Settlement Agreement, as discussed in greater detail below.

Total
Registered NERC Reliability Reg. VRF Penalty
Region Entity NOC ID Violation 1D Std. (R) (%)
East Kentucky NOC-
SERC | Power Cooperative 113 SERC200800099 | BAL-001-0 1 Medium 115.000
East Kentucky NOC- ’
SERC | Power Cooperative 113 SERC200800106 | BAL-005-0 2 High

The purpose of Reliability Standard BAL-001-0 is to maintain Interconnection steady-state
frequency within defined limits by balancing real power demand and supply in real-time.

In summary, BAL-001-0 R1 requires each Balancing Authority, such as EKPC, to operate such
that, on a rolling 12-month basis, the average of the clock-minute averages of the Balancing
Authority’s Area Control Error (ACE) divided by 10B (B is the clock-minute average of the
Balancing Authority Area’s Frequency Bias) times the corresponding clock-minute averages of
the Interconnection’s Frequency Error is less than a specific limit. This limit &, is a constant
derived from a targeted frequency bound (separately calculated for each Interconnection) that is
reviewed and set as necessary by the NERC Operating Committee.”

According to SERC and as set forth in the Settlement Agreement, as a Balancing Authority,
EKPC submits to SERC on a monthly basis its area control performance results calculated
pursuant to the formulas set forth in NERC Reliability Standard BAL-001-0 and the associated

NERC Reliability Standard and its requirements. For purposes of this Notice of Penalty, the Standard will be
referred to as BAL-001-0.

® BAL-005-0 was approved by the Commission and became enforceable on June 18, 2007. On August 28, 2008,
BAL-005-0b was approved by the Commission and became enforceable. On May 13, 2009, BAL-005-0.1b was
approved by the Commission and became enforceable. The interpretation provides clarity regarding the
responsibility of a registered entity and does not change the meaning or language of the NERC Reliability Standard
and its requirements. The erratum corrects typographical errors and does not change the meaning or language of the
NERC Reliability Standard and its requirements. For purposes of this Notice of Penalty, the Standard will be
referred to as BAL-001-0.

. 7 See the Reliability Standard to view the equation associated with this requirement.
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Measure 1. The BAL-001-0 standard is referred to as the Control Performance Standard. The
control performance standard set forth in R1 and Measure 1 of BAL-001-0 is referred to as
“CPS1.” Balancing Authorities in the SERC Region must submit their monthly CPS1 value and
rolling 12-month average CPS1 value on or before the 15th of the following month. On March
13, 2008, EKPC submitted to SERC a self-report of a possible violation of BAL-001-0, R1 for
the February 2008 reporting period.® The self-report stated that EKPC’s CPS1 “12-month
rolling average calculated as of February 29, 2008 had dropped below 100% as required in BAL-
001, Requirement 1.” EKPC reported that its rolling 12-month average CPS1 value as of the end
of February 2008 had dropped to 98.8%. EKPC subsequently submitted self-reports on March
28, 2008,9 May 7, 2008, May 27, 2008 and July 2, 2008 that its violation of BAL-001-0 R1 was
continuing in the months of March, April, May and June 2008 as its rolling 12-month average
CPS1 value was 96.2%, 96.2%, 97.7% and 98.9%, respectively.

According to SERC, SERC Compliance Enforcement Staff reviewed EKPC’s monthly CPS data
submittals which show that EKPC failed to achieve a rolling 12-month average CPS1 value
100% or greater as required by the standard for the months of February, March, April, May and
June of 2008. EKPC’s submittals for the months of July and August 2008 indicate that EKPC
has achieved the minimum 100% rolling 12-month average CPS1. Based on this review, SERC
Compliance Enforcement Staff determined EKPC to be in violation of BAL-001-0 R1 for the
rolling 12-month period ending February 29, 2008, and for each subsequent rolling 12-month
period thereafter through June 30, 2008. However, some of the data used to calculate the rolling
12-month average CPS1 pre-dates June 18, 2007, the date upon which the BAL-001-0 Reliability
Standard was approved as mandatory and enforceable by the Commission. Therefore, SERC
Compliance Enforcement Staff concluded that the violation by EKPC of BAL-001-0 R1 and
applied only to the rolling 12-month period that ended June 30, 2008 because all data used for
calculating annual CPS1 and for determining compliance with the approved BAL-001-0
Standard was from the post June 18, 2007 period.

The purpose of Reliability Standard BAL-005-0 is to establish requirements for Balancing
Authority Automatic Generation Control (AGC) necessary to calculate ACE and to routinely
deploy the Regulating Reserve. The standard also ensures that all facilities and load electrically
synchronized to the Interconnection are included within the metered boundary of a Balancing
Area so that balancing of resources and demand can be achieved.

BAL-005-0 R2 requires each Balancing Authority, such as EKPC, to maintain Regulating
Reserve that can be controlled by AGC to meet the Control Performance Standard.

According to the Settlement Agreement, on April 14, 2008,'® EKPC submitted to SERC a self-
report of a possible violation of BAL-005-0 Requirement R2. EKPC’s self-report stated that it

¥ While this standard is subject to a periodic reporting requirement, EKPC submitted both the self-report and the
periodic report. In each case, the self-report was submitted prior to the due date for the periodic data submittal
which was on the 15™ of each month following the measuring period.

? The self-report for the March 2008 CPS1 reporting period was dated March 13, 2008 but it was actually submitted
to SERC via email dated March 28, 2008. EKPC used its March 13, 2008 self-report for the February 2008
reporting period as the starting template for its March 2008 self-report and failed to correct the date on the form.

. ' The self-report for the alleged violation of BAL-005-0 R2 was not dated.
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may have been in violation of BAL-001-0 and, “[a]s such, it is possible that the reason for the
violation of BAL-001 was due to the failure to ‘maintain Regulating Reserve that can be
controlled by AGC to meet the Control Performance Standard.’”

From the self-reports submitted by EKPC and conference calls with EKPC, SERC Compliance
Enforcement Staff also concluded that, although EKPC did maintain satisfactory levels of
reserve capacity, EKPC did not have a sufficient amount of its reserve capacity resources
responsive to Automatic Generation Control as Regulating Reserve to enable EKPC to meet the
Control Performance Standard.!' Therefore SERC Compliance Enforcement Staff found that
EKPC was in violation of Reliability Standard BAL-005-0 R2 for the months of February 2008
through June 2008, because it did not did not maintain sufficient Regulating Reserve controlled
by AGC to meet the Control Performance Standard as required by BAL-005-0 R2. Therefore,
SERC Compliance Enforcement Staff found EKPC to be in violation of BAL-005-0 R2 for the
months of February 2008 through June 2008.

SERC assessed the alleged violation of BAL-001-0 R1'* to have a “Medium” Violation Risk
Factor (VRF). SERC assessed the alleged violation of BAL-005-0 R2" to be a “High” VRF.

According to the Settlement Agreement SERC’s Compliance Enforcement Staff considered the
following mitigation factors and found no aggravating factors in its investigation of these alleged
violations: (1) EKPC self-disclosed the alleged violations and it took prompt actions to identify
solutions to expeditiously restore compliance; (2) SERC Reliability Corporation Compliance
Enforcement Staff determined that there were no aggravating factors that would have increased
the penalty; (3) there were no repetitive violations; (4) there was no negative relevant compliance
history; (5) there were no applicable compliance directives; (6) EKPC was cooperative in the
violation investigation; (7) there was no evidence of any attempt by EKPC to conceal the alleged
violations or that the alleged violations were intentional; and (8) there were no aggravating
extenuating circumstances that would have led SERC Compliance Enforcement Staff to increase
the penalty. Furthermore, based on EKPC’s demonstrated improvement in its CPS1
performance, its cooperation in the investigation of the alleged violations, its commitment to
compliance, its agreement to expeditiously reconcile this issue via settlement, its relative size

'" The monthly CPS data submittals showed that EKPC’s individual monthly CPS1 values were below 100% in the
months of August 2007 and in each month from November 2007 through April 2008 (79.2%, 90.9%, 96%, 95.4%,
71.7%, 71.4% and 98%, respectively). Because EKPC’s rolling 12-month average CPSI1 is less than 100% as
required by BAL-001-0 R1 and its individual monthly CPS1 values were also less than 100%, SERC Compliance
Enforcement Staff concluded that EKPC did not maintain sufficient Regulating Reserve controlled by AGC to meet
the Control Performance Standards as required by BAL-005-0 R2.

'2 When NERC filed VRFs it originally assigned BAL-001-0 R1 a Lower VRF. The Commission approved the
VREF as filed; however, it directed NERC to submit modifications. NERC submitted the modified Medium VRF and
on February 6, 2008, the Commission approved the modified Medium VRF. Therefore, the Lower VRF for BAL-
001-0 R1 was in effect from June 18, 2007 until February 6, 2008 when the Medium VRF became effective.

"> When NERC filed VRFs it originally assigned BAL-005-0 R2 a Lower VRF. The Commission approved the
VREF as filed; however, it directed NERC to submit modifications. NERC submitted the modified High VRF and on
February 6, 2008, the Commission approved the modified High VRF. Therefore, the Lower VRF for BAL-005-0

. R2 was in effect from June 18, 2007 until February 6, 2008 when the High VRF became effective.
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and potential impact on bulk power system reliability,'* and recognizing the correlation between
BAL-001-1 R1 and BAL-005-0 R2 because an entity that has a violation of BAL-001-1 R1 can
also incur a violation of BAL-005-0 R2 for the same act, omission or deficiency, SERC
Reliability Corporation Compliance Enforcement Staff agreed that the total aggregate penalty of
$115,000 was appropriate.

Status of Mitigation Plan

EKPC’s Mitigation Plan is embodied in the Settlement Agreement. For purposes of settling any
and all disputes arising from SERC Compliance Enforcement Staff’s assessment of the matters
reported by EKPC in its self-reports, SERC and EKPC agree that for the Term of the Settlement
Agreement, EKPC shall take the following actions: (1) maintain the required level of Regulating
Reserve; (2) make schedule changes as necessary to help make Regulating Reserve available as
discussed in the Settlement Agreement; (3) utilize combustion turbines in AGC mode as
necessary to follow the non-conforming load and schedule ramps as discussed in the Settlement
Agreement; (4) implement a long term solution of committing and dispatching its combustion
turbines in load following modes responsive to Automatic Generation Control to ensure
compliance with CPS1 and the terms of the Settlement Agreement; and (5) beginning with the
month of May 2008, and in each month thereafter until the Settlement Agreement is terminated
pursuant to Paragraph 36, achieve monthly CPS1 values greater than or equal to 110%.

As set forth in the Settlement Agreement, if EKPC fails, in any month during which the
Settlement Agreement remains in effect, to achieve a monthly CPS1 value of at least 110%,
EKPC will immediately pay to SERC the following additional penalty:

1. For the first such occurrence, EKPC shall pay to SERC $10,000 if EKPC’s monthly
CPS1 value is less than 110% but is greater than or equal to 100%; provided that the
penalty amount shall be increased to $45,000 if EKPC’s monthly CPS1 value is less than
100%;

2. For the second such occurrence, EKPC shall pay to SERC $20,000 if EKPC’s monthly
CPS1 value is less than 110% but is greater than or equal to 100%; provided that the
penalty amount shall be increased to $75,000 if EKPC’s monthly CPS1 value is less than
100%.

3. Thereafter, the monthly penalty for failure to achieve the specified monthly CPS1 values
of at least 110% or 100% in subsequent consecutive months, will be doubled from any
prior month’s penalty for the same level of non-compliance.

On March 9, 2009, EKPC certified that it completed the mitigating actions included in the
Settlement Agreement by December 31, 2008. EKPC submitted the following documents as
evidence of compliance with the mitigating actions in the Settlement Agreement for BAL-001-0
R1: (1) CT Load Following Costs.xls 2008 CPS.zip; (2) PSORD Policy 3-10-09.pdf; (3)
GenopPerformance Feb09 3-10-09.pdf; (4) GenopPerformance Apr08 3-10-09.pdf; (5)
February2008 CPS1 Communication 3-10-09.pdf; (6) TagForHalfHourSchedule 3-10-09.pdf; (7)
CommunicationWithNCL 3-10-09.pdf; and (8) Excerpt from Power Supply Operations

'* EKPC is a distribution cooperative with a small load footprint within the Eastern Interconnection. Additionally,

. most of its transmission is radial.



NERC Notice of Penalty

East Kentucky Power Cooperative
November 13, 2009

Page 6

Responsibility Document.doc. A description of each document is provided in EKPC’s
certification of completion of the mitigating actions as set forth in the Settlement Agreement.

EKPC submitted the following documents as evidence of compliance with the mitigating actions
in the Settlement Agreement for BAL-005-0 R2: (1) CT Load Following Costs.xls

2008 CPS.zip; (2) PSORD Policy 3-10-09.pdf; (3) GenopPerformance Feb09 3-10-09.pdf; (4)
GenopPerformance Apr08 3-10-09.pdf; (5) February2008 CPS1 Communication 3-10-09.pdf;
(6) TagForHalfHourSchedule 3-10-09.pdf; (7) CommunicationWithNCL 3-10-09.pdf; and (8)
Excerpt from Power Supply Operations Responsibility Document.doc. A description of each
document is provided in EKPC’s certification of completion of the mitigating actions as set forth
in the Settlement Agreement.

On March 10, 2009, SERC review the evidence submitted by EKPC and found EKPC to be
compliant with BAL-001-0 R1 and BAL-005-0 R2.

Statement Describing the Proposed Penalty, Sanction or Enforcement Action Imposed
Basis for Determination

Taking into consideration the Commission’s direction in Order No. 693 and the NERC Sanction
Guidelines and the Commission’s July 3, 2008 Guidance Order,"” the NERC BOTCC reviewed
the Settlement Agreement on October 27, 2008. The NERC BOTCC approved the Settlement
Agreement, including SERC’s imposition of a $115,000 penalty against the EKPC, in addition to
other actions to promote prospective compliance required under the terms and conditions of the
Settlement Agreement, as discussed above in the Mitigation Plan section. In approving the
Settlement Agreement, the NERC BOTCC reviewed the applicable requirements of the
Commission-approved Reliability Standards and the underlying facts and circumstances of the
alleged violations at issue.

In reaching this determination, NERC BOTCC considered the following factors as described in
the Settlement Agreement: (1) EKPC self-reported the alleged violations in question; (2) EKPC
took prompt action to identify and implement remedies that would prevent a recurrence of the
alleged violations; (3) there were no aggravating extenuating factors to increase the penalty; (4)
there were no repetitive violations; (5) EKPC was cooperative in the violation investigation; (6)
there was no evidence that the alleged violations were intentional; (7) EKPC made no attempt to
conceal the alleged violations; and (8) EKPC agreed to expeditiously reconcile the alleged
violations via settlement.

The NERC BOTCC also took special note that:

e EKPC agreed to a minimum monthly CPS1 performance requirement of 110%, during
the mitigation period; this is more stringent than the 100% normally required by the
standards requirements in question.

"> North American Electric Reliability Corporation, “Guidance Order on Reliability Notices of Penalty,” 124 FERC

. 161,015 (2008).
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e While achieving >110% monthly CPS1 for fewer than six consecutive months or
averaging 110% or greater over the six months could accelerate EKPC’s return to
compliance with the normal 100% 12-month-rolling-average CPS1 requirement, EKPC
agreed to both (i) a minimum six month mitigation time period time and (ii) to a reset and
restart of the six-month mitigation period in the event the minimum 110% monthly
performance requirement was not met for six months consecutively.

e EKPC had sufficient confidence in its ability to mitigate the alleged violations, in the
manner and to the degree specified in the Settlement Agreement, so as to be willing to
agree to expose itself to the additional penalties included therein that would have applied
if EKPC had failed to achieve 110% CPS1 for each of six consecutive months.

Therefore, NERC approves the Settlement Agreement and believes that the proposed $115,000
dollar penalty is appropriate and consistent with NERC’s goal to ensure reliability of the bulk
power system.

Pursuant to Order No. 693, the penalty will be effective upon expiration of the 30 day period
following the filing of this Notice of Penalty with FERC, or, if FERC decides to review the
penalty, upon final determination by FERC.

Attachments to be included as part of this Notice of Penalty

The attachments to be included as part of this Notice of Penalty are the following documents and
material:

a). EKPC’s self-reports for the alleged violation of BAL-001-0 R1 dated March 13, 2008,
March 13, 2008, May 7, 2008, May 27, 2008 and July 2, 2008 and the self-report for the
alleged violation of BAL-005-0 R2 submitted April 14, 2008, included as Attachment a;

b). Settlement Agreement by and Between East Kentucky Power Cooperative and SERC
Reliability Corporation, executed on October 3, 2008, included as Attachment b;

c). EKPC’s certifications of completion of the mitigating actions for the alleged violations of
BAL-001-0 R1 and BAL-005-0 R2 dated March 9, 2009, included as Attachment c; and

d). SERC’s statement regarding completion of the Settlement Agreement mitigating actions,
dated March 10, 2009, included as Attachment d.

A Form of Notice Suitable for Publication®®

A copy of a notice suitable for publication is included in Attachment e.

I ' See 18 C.F.R § 39.7(d)(6).
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Notices and Communications

Notices and communications with respect to this filing may be addressed to the following:

Rick Sergel

President and Chief Executive Officer

David N. Cook*

Vice President and General Counsel

North American Electric Reliability Corporation
116-390 Village Boulevard

Princeton, NJ 08540-5721

(609) 452-8060

(609) 452-9550 — facsimile
david.cook@nerc.net

Marisa A. Sifontes™

Compliance Legal Counsel

SERC Reliability Corporation

2815 Coliseum Centre Drive, Suite 500
Charlotte, NC 28217

(704) 494-7775

msifontes@sercl.org

Anthony S. Campbell*

President and Chief Executive Officer
East Kentucky Power Cooperative
PO Box 707

Winchester, KY 40392

(859) 745-9313

(859) 744-6008 - facsimile
tony.campbell@ekpc.coop

James C. Lamb*

Senior Vice President, Power Supply
East Kentucky Power Cooperative
PO Box 707

Winchester, KY 40392

(859) 745-9310

(859) 744-6008 - facsimile
jim.lamb@ekpc.coop

*Persons to be included on the Commission’s service list
are indicated with an asterisk. NERC requests waiver of
the Commission’s rules and regulations to permit the
inclusion of more than two people on the service list.

|

Rebecca J. Michael*

Assistant General Counsel

Holly A. Hawkins*

Attorney

North American Electric Reliability
Corporation

1120 G Street, N.W.

Suite 990

Washington, D.C. 20005-3801

(202) 393-3998

(202) 393-3955 — facsimile

rebecca.michael@nerc.net

holly.hawkins@nerc.net

Gerry Cauley

President and Chief Executive Officer
SERC Reliability Corporation

2815 Coliseum Centre Drive
Charlotte, NC 28217

(704) 940-8202

(704) 357-7914 — facsimile
gcauley@sercl.org

Thomas J. Galloway*

Vice President and Director of Compliance
SERC Reliability Corporation

2815 Coliseum Centre Drive

Charlotte, NC 28217

(704) 940-8205

(704) 357-7914 — facsimile
tgalloway@sercl.org

Kenneth B. Keels, Jr.*

Manager of Compliance Enforcement
SERC Reliability Corporation

2815 Coliseum Centre Drive
Charlotte, NC 28217

(704) 940-8214

(704) 357-7914 — facsimile
kkeels@sercl.org
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Conclusion

NERC respectfully requests that the Commission accept this Notice of Penalty as compliant with

its rules, regulations and orders.

Rick Sergel

President and Chief Executive Officer

David N. Cook

Vice President and General Counsel

North American Electric Reliability Corporation
116-390 Village Boulevard

Princeton, NJ 08540-5721

(609) 452-8060

(609) 452-9550 — facsimile
david.cook@nerc.net

cc: East Kentucky Power Cooperative
SERC Reliability Corporation

Attachments

'V

Respectfully submitted,

/sl Rebecca J. Michael

Rebecca J. Michael

Assistant General Counsel

Holly A. Hawkins

North American Electric Reliability
Corporation

1120 G Street, N.W.

Suite 990

Washington, D.C. 20005-3801

(202) 393-3998

(202) 393-3955 — facsimile

rebecca.michael@nerc.net




NERC

NORTH AMERICAN ELECTRIC
RELIABILITY CORPORATION

Attachment a

EKPC’s self-reports for the alleged violation of
BAL-001-0 R1 dated March 13, 2008, March 13,
2008, May 7, 2008, May 27, 2008 and July 2, 2008

and the self-report for the alleged violation of
BAL-005-0 R2 submitted April 14, 2008



S

SERC Reliability Curnﬁg
SERC Reliability Corporation
Self-Reporting / Complaint Form Template
Revision 1 (10-25-07)
Report Type (please check): _X_ Self-Report Complaint

Date of Report: _3/13/2008_

NAME OF PERSON REPORTING POSSIBLE STANDARD VIOLATION(S

CONTACT NAME
Denver York

CONTACT E-MAIL
Denver.York@ekpc.coop
REPORTING COMPANY NAME ANONYMOUS? (Y/N
East Kentucky Power Cooperative N

NUMBER

CONTACT TELEPHONE
(859) 745-9277

NERC OR REGIONAL STANDARD(S) AND SPECIFIC REQUIREMENT(S) POSSIBLY

VIOLATED
NAME OF COMPANY POSSIBLY VIOLATING STANDARD(S
East Kentucky Power Cooperative Balancing Authority
DATE OF POSSIBLE
STANDARD # AND VERSION MEASURE / REQUIREMENT VIOLATION(S
BAL-001-0a Requirement 1 2/29/2008

POSSIBLE VIOLATION DESCRIPTION, REASON FOR COMPLAINT, OR QUESTION

CPS1 12-month rolling average has dropped below 100% as required in BAL-001, Requirement 1.

We believe the impact on the reliability of the Interconnected System is minimal, however, EKPC has
submitted a mitigation plan that includes specific actions to be taken to return the average to within
acceptable parameters. Actions include increasing operating reserves carried within the BA, working
with the steel mill contained within the BA, and better matching schedule ramp in/out times to reduce
the coincidence of these ramps with observed anomalies of interconnect frequency at the tops of
hours.

SERC Staff will contact the person providing the report as soon as possible.
If you do not receive a response from SERC Staff within 2 business days please contact
the SERC office (704-357-7372).

Please complete the form as completely as possible and email to
serccomply@sercl.org.
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SERC Reliability Curnﬁg
SERC Reliability Corporation
Self-Reporting / Complaint Form Template
Revision 1 (10-25-07)
Report Type (please check): _X_ Self-Report Complaint

Date of Report: _3/13/2008_

NAME OF PERSON REPORTING POSSIBLE STANDARD VIOLATION(S

CONTACT NAME
Denver York

CONTACT E-MAIL
Denver.York@ekpc.coop
REPORTING COMPANY NAME ANONYMOUS? (Y/N
East Kentucky Power Cooperative N

NUMBER

CONTACT TELEPHONE
(859) 745-9277

NERC OR REGIONAL STANDARD(S) AND SPECIFIC REQUIREMENT(S) POSSIBLY

VIOLATED
NAME OF COMPANY POSSIBLY VIOLATING STANDARD(S
East Kentucky Power Cooperative Balancing Authority
DATE OF POSSIBLE
STANDARD # AND VERSION MEASURE / REQUIREMENT VIOLATION(S
BAL-001-0a Requirement 1 3/31/2008

POSSIBLE VIOLATION DESCRIPTION, REASON FOR COMPLAINT, OR QUESTION

CPS1 12-month rolling average has dropped below 100% as required in BAL-001, Requirement 1.

We believe the impact on the reliability of the Interconnected System is minimal, however, EKPC is
working on a revised mitigation plan regarding this issue. Actions include increasing operating
reserves carried within the BA, working with the steel mill contained within the BA, and better matching
schedule ramp in/out times to reduce the coincidence of these ramps with observed deviations of
interconnect frequency at the tops of hours. In addition, an RFP is being issued for obtaining
regulation service from neighboring Bas.

SERC Staff will contact the person providing the report as soon as possible.

If you do not receive a response from SERC Staff within 2 business days please contact
the SERC office (704-357-7372).

Please complete the form as completely as possible and email to
serccomply@sercl.org.
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SERC Reliability Curnﬁg
SERC Reliability Corporation
Self-Reporting / Complaint Form Template
Revision 1 (10-25-07)
Report Type (please check): _X_ Self-Report Complaint

Date of Report: _5/7/2008_

NAME OF PERSON REPORTING POSSIBLE STANDARD VIOLATION(S

CONTACT NAME
Denver York

CONTACT E-MAIL
Denver.York@ekpc.coop
REPORTING COMPANY NAME ANONYMOUS? (Y/N
East Kentucky Power Cooperative N

NUMBER

CONTACT TELEPHONE
(859) 745-9277

NERC OR REGIONAL STANDARD(S) AND SPECIFIC REQUIREMENT(S) POSSIBLY

VIOLATED
NAME OF COMPANY POSSIBLY VIOLATING STANDARD(S
East Kentucky Power Cooperative Balancing Authority
DATE OF POSSIBLE
STANDARD # AND VERSION MEASURE / REQUIREMENT VIOLATION(S
BAL-001-0a Requirement 1 4/30/2008

POSSIBLE VIOLATION DESCRIPTION, REASON FOR COMPLAINT, OR QUESTION

CPS1 12-month rolling average has dropped below 100% as required in BAL-001, Requirement 1.

RELIABILITY IMPACT (IF KNOWN

We believe the impact on the reliability of the Interconnected System is minimal, however, EKPC is

working with SERC on a settlement regarding this issue. Actions include working with the steel mill
contained within the BA to coordinate load changes, running combustion turbines for regulation, and
better matching schedule ramp in/out times.

SERC Staff will contact the person providing the report as soon as possible.
If you do not receive aresponse from SERC Staff within 2 business days please contact
the SERC office (704-357-7372).

Please complete the form as completely as possible and email to
serccomply@sercl.org.



mailto:serccomply@serc1.org

S

SERC Reliability Curnﬁg
SERC Reliability Corporation
Self-Reporting / Complaint Form Template
Revision 1 (10-25-07)
Report Type (please check): _X_ Self-Report Complaint

Date of Report: _5/27/2008_

NAME OF PERSON REPORTING POSSIBLE STANDARD VIOLATION(S

CONTACT NAME
Denver York

CONTACT E-MAIL
Denver.York@ekpc.coop
REPORTING COMPANY NAME ANONYMOUS? (Y/N
East Kentucky Power Cooperative N

NUMBER

CONTACT TELEPHONE
(859) 745-9277

NERC OR REGIONAL STANDARD(S) AND SPECIFIC REQUIREMENT(S) POSSIBLY

VIOLATED
NAME OF COMPANY POSSIBLY VIOLATING STANDARD(S
East Kentucky Power Cooperative Balancing Authority
DATE OF POSSIBLE
STANDARD # AND VERSION MEASURE / REQUIREMENT VIOLATION(S
BAL-001-0a Requirement 1 5/31/2008

POSSIBLE VIOLATION DESCRIPTION, REASON FOR COMPLAINT, OR QUESTION

CPS1 12-month rolling average has dropped below 100% as required in BAL-001, Requirement 1.

Despite the 12-month average still being below 100%, the monthly statistic is near 130% month-to-
date.

RELIABILITY IMPACT (IF KNOWN

We believe the impact on the reliability of the Interconnected System is minimal, however, EKPC is

working with SERC on a settlement regarding this issue. Actions include working with the steel mill
contained within the BA to coordinate load changes, running combustion turbines for regulation, and
better matching schedule ramp in/out times.

SERC Staff will contact the person providing the report as soon as possible.
If you do not receive aresponse from SERC Staff within 2 business days please contact
the SERC office (704-357-7372).

Please complete the form as completely as possible and email to
serccomply@sercl.org.



mailto:serccomply@serc1.org

S

SERC Reliability Curnﬁg
SERC Reliability Corporation
Self-Reporting / Complaint Form Template
Revision 1 (10-25-07)
Report Type (please check): _X_ Self-Report Complaint

Date of Report: _7/2/2008_

NAME OF PERSON REPORTING POSSIBLE STANDARD VIOLATION(S

CONTACT NAME
Denver York

CONTACT E-MAIL
Denver.York@ekpc.coop
REPORTING COMPANY NAME ANONYMOUS? (Y/N
East Kentucky Power Cooperative N

NUMBER

CONTACT TELEPHONE
(859) 745-9277

NERC OR REGIONAL STANDARD(S) AND SPECIFIC REQUIREMENT(S) POSSIBLY

VIOLATED
NAME OF COMPANY POSSIBLY VIOLATING STANDARD(S
East Kentucky Power Cooperative Balancing Authority
DATE OF POSSIBLE
STANDARD # AND VERSION MEASURE / REQUIREMENT VIOLATION(S
BAL-001-0a Requirement 1 6/30/2008

POSSIBLE VIOLATION DESCRIPTION, REASON FOR COMPLAINT, OR QUESTION

CPS1 12-month rolling average has dropped below 100% as required in BAL-001, Requirement 1.

Despite the 12-month average still being below 100%, the monthly statistic is near 123% month-to-
date.

RELIABILITY IMPACT (IF KNOWN

We believe the impact on the reliability of the Interconnected System is minimal, however, EKPC is

working with SERC on a settlement regarding this issue. Actions include working with the steel mill
contained within the BA to coordinate load changes, running combustion turbines for regulation, and
better matching schedule ramp in/out times.

SERC Staff will contact the person providing the report as soon as possible.
If you do not receive aresponse from SERC Staff within 2 business days please contact
the SERC office (704-357-7372).

Please complete the form as completely as possible and email to
serccomply@sercl.org.



mailto:serccomply@serc1.org

S

SERC Reliability Eﬂg
SERC Reliability Corporation
Self-Reporting / Complaint Form Template
Revision 1 (10-25-07)
Report Type (please check): __ Self-Report Complaint

Date of Report:

NAME OF PERSON REPORTING POSSIBLE STANDARD VIOLATION(S

CONTACT NAME
Denver York

CONTACT E-MAIL
Denver.york@ekpc.coop
REPORTING COMPANY NAME ANONYMOUS? (Y/N
East Kentucky Power Cooperative N

NUMBER

CONTACT TELEPHONE
(859) 745-9277

NERC OR REGIONAL STANDARD(S) AND SPECIFIC REQUIREMENT(S) POSSIBLY

VIOLATED
NAME OF COMPANY POSSIBLY VIOLATING STANDARD(S
East Kentucky Power Cooperative BA
DATE OF POSSIBLE
STANDARD # AND VERSION MEASURE / REQUIREMENT VIOLATION(S
BAL-005-0a R2 2/1/2008

POSSIBLE VIOLATION DESCRIPTION, REASON FOR COMPLAINT, OR QUESTION

East Kentucky Power Cooperative Violated BAL-001 R1. As such, it is possible that the reason for the
violation of BAL-001 was due to the failure to “maintain Regulating Reserve that can be controlled by
AGC to meet the Control Performance Standard.”

RELIABILITY IMPACT (IF KNOWN

The impact of this violation on the Bulk Power System is negligible.

SERC Staff will contact the person providing the report as soon as possible.
If you do not receive aresponse from SERC Staff within 2 business days please contact
the SERC office (704-357-7372).

Please complete the form as completely as possible and email to
serccomply@sercl.org.



mailto:Denver.york@ekpc.coop
mailto:serccomply@serc1.org

NERC

NORTH AMER.iCAN ELECTRIC
RELIABILITY CORPORATION

Attachment b

Settlement Agreement by and Between East
Kentucky Power Cooperative and SERC
Reliability Corporation, executed on October 3,
2008



SETTLEMENT AGREEMENT
BETWEEN
SERC RELIABILITY CORPORATION
AND
EAST KENTUCKY POWER COOPERATIVE

[. Introduction

1.

SERC RELIABILITY CORPORATION (“SERC”) and EAST KENTUCKY
POWER COOPERATIVE (“EKPC”) (NERC Compliance Registry ID# 01225)
enter into this Settlement Agreement (“Agreement”) to resolve all outstanding
issues arising from a preliminary and non-public assessment resulting in
SERC'’s determination and findings, pursuant to the North American Electric
Reliability Corporation (“NERC”) Rules of Procedure, of violations by EKPC
of the NERC Reliability Standards BAL-001-0, Requirement 1 and BAL-005-
0, Requirement 2 (SERC Issue Tracking No. 08-013 and 08-019; NERC
Violation ID Nos. SERC200800099 and SERC200800106).

Stipulation

2. The facts stipulated herein are stipulated solely for the purpose of resolving

between EKPC and SERC the matters discussed herein and do not
constitute stipulations or admissions for any other purpose. EKPC and SERC
hereby stipulate and agree to the following:

Background

3. EKPC is a Cooperative Corporation headquartered in Winchester, KY.

EKPC was organized and exists under the laws of the State of Kentucky, is
engaged in the business of selling electric power to member cooperatives,
and owns and operates generating plants and a transmission system in the
State of Kentucky. The member cooperatives established EKPC for the
purpose of generating or otherwise acquiring electric capacity and energy
and delivering or otherwise causing to be delivered electric capacity and
energy to its member cooperatives that in turn provide electric service to their
respective retail customers.

EKPC currently provides wholesale energy and services to 16 member
distribution cooperatives through power plants, peaking units, hydro power,
and power purchases and a transmission system consisting of more than
2,800 miles of transmission lines, in addition to transmission service
purchased from transmission service providers other than EKPC. EKPC’s
member distribution cooperatives supply energy to approximately 511,000
Kentucky homes, farms, businesses and industries across 87 counties. The
16 distribution cooperatives, which are called member systems, own EKPC.



5. SERC serves as the Regional Entity responsible for monitoring compliance
and enforcing NERC Reliability Standards within the geographic area that
includes the EKPC service area.

6. EKPC is now, and has been since May 31, 2007, listed on the NERC
Compliance Registry as a Balancing Authority. EKPC, therefore, is subject to
the Requirements of NERC Reliability Standards BAL-001-0 and BAL-005-0.

7. As a Balancing Authority, EKPC submits to SERC on a monthly basis its area
control performance results calculated pursuant to the formulas set forth in
NERC Reliability Standard BAL-001-0. The BAL-001-0 standard is referred
to as the Control Performance Standard.' The control performance standard
set forth in Requirement 1 and Measure 1 of BAL-001-0 is referred to as
“CPS1” and the control performance standard set forth in Requirement 2 and
Measure 2 of BAL-001-0 is referred to as “CPS2.”? Balancing Authorities in
the SERC Region must submit their monthly CPS1 value and rolling 12-
month average CPS1 value on or before the 15™ of the following month.

Alleged Violations

8. On March 13, 2008, EKPC submitted to SERC a Self Report of a possible
violation of BAL-001-0, Requirement 1.2 The Self Report stated that EKPC’s
CPS1 “12-month rolling average calculated as of February 29, 2008 had
dropped below 100% as required in BAL-001, Requirement 1.” EKPC
reported that its rolling 12-month average CPS1 value as of the end of
February 2008 had dropped to 98.8%. EKPC subsequently submitted Self-
Reports on March 28, May 7, May 27 and July 2 that its violation of BAL-001
R1 was continuing in the months of March, April, May, and June 2008 as its
rolling 12-month average CPS1 value was 96.2%, 96.2%, 97.7%, and 98.9%
respectively.

9. On April 14, 2008, EKPC submitted to SERC a Self-Report of a possible
violation of BAL-005-0 Requirement 2. EKPC’s Self-Report stated that it may
have been in violation of BAL-001 and, “[a]s such, it is possible that the

! The NERC Glossary of Terms defines Control Performance Standard (“CPS”) as
“[t]he reliability standard that sets the limits of a Balancing Authority’s Area Control Error over a
specified time period.”

2 EKPC is exempt from CPS2 requirements due to its participation in the Balance
Resource and Demand Standard Proof of Concept Field Trial.

¥ EKPC'’s Self Reports reference “BAL-001-0a” which is an approved Interpretation of
the Standard applicable to the WECC Region, therefore the record and findings appropriately
refer to BAL-001-0.

Settlement Agreement
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reason for the violation of BAL-001 was due to the failure to ‘maintain
Regulating Reserve that can be controlled by AGC to meet the Control
Performance Standard.”

10.Upon receipt of EKPC’s March 13, 2008 Self Report, SERC Compliance

11.

Enforcement staff (SERC Staff) confirmed EKPC’s NERC Registration Status
as a Balancing Authority and notified EKPC on March 17, 2008 that it had
initiated a formal assessment to determine EKPC’s compliance with
Requirement 1 of BAL-001-0. Upon receipt of EKPC’s April 14, 2008 Self
Report, SERC Staff notified EKPC on May 7, 2008 that it had initiated a
formal assessment to determine EKPC’s compliance with Requirement 2 of
BAL-005-0.

NERC Reliability Standard BAL-001-0 R1 and the associated Measure 1
stipulate that each Balancing Authority shall operate such that, on a rolling
12-month basis, the average of the Balancing Authority’s CPS1 statistic shall
be greater than 100%.

12.NERC Reliability Standard BAL-005-0 R2 states that “[e]ach Balancing

Authority shall maintain Regulating Reserve that can be controlled by AGC to
meet the Control Performance Standard.”

13.SERC Staff reviewed EKPC’s Self-Reports and monthly CPS data submittals

for the months of February, March, April, May, and June of 2008, conducted
several conference calls and exchanged emails with EKPC’s representatives.
As a result of its review and assessment, SERC Staff concluded that EKPC
operated such that, on a rolling 12-month basis for each of the 12-month
periods in 2008 ending on February 29, March 31, April 30, May 31 and June
30, the average of EKPC’s CPS1 statistic was less than 100% and therefore
EKPC was in violation of Reliability Standard BAL-001-0 Requirement 1 for
each period.

14.From EKPC self reports and conference calls with EKPC, SERC Staff also

concluded that, although EKPC did maintain satisfactory levels of reserve
capacity, EKPC did not have a sufficient amount of its reserve capacity
resources responsive to AGC as Regulating Reserve to enable EKPC to
meet the Control Performance Standard. Therefore SERC Staff found that
EKPC was in violation of Reliability Standard BAL-005-0 Requirement 2 for
the months of February 2008 through June 2008.

15.EKPC requested the initiation of settlement discussions by letter dated April

21, 2008.

16.0n August 1, 2008, EKPC reported that its rolling 12-month average CPS1

had increased to 101.8%, above the specific limit of 100% as required by
BAL-001-0 R1.

Settlement Agreement
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lll. PARTIES’ SEPARATE REPRESENTATIONS

STATEMENT OF SERC AND SUMMARY OF FINDINGS

17.With regard to the Alleged Violation of BAL-001-0 R1, SERC Staff reviewed

EKPC’s monthly CPS data submittals which show that EKPC failed to
achieve a rolling 12-month average CPS1 value 100% or greater as required
by the standard for the months of February, March, April, May and June of
2008. EKPC'’s submittals for the months of July and August 2008 indicate
that EKPC has achieved the minimum 100% rolling 12-month average CPS1.
Based on this review, SERC Staff finds EKPC to be in violation of BAL-001-0
R1 for the rolling 12-month period ending February 29, 2008, and for each
subsequent rolling 12-month period thereafter through June 30, 2008.

18.However, some of the data used to calculate the rolling 12-month average

CPS1 pre-dates June 18, 2007, the date upon which the BAL-001-0
Reliability Standard was approved as mandatory and enforceable by the
Commission. Therefore, SERC Staff concludes that the violation by EKPC of
BAL-001-0 R1 applies only to the rolling 12-month period ending June 30,
2008 since all data used for calculating annual CPS1 and for determining
compliance with the approved BAL-001-0 Standard is from the post June 18,
2007 period.

19.Because CPS is calculated on a monthly basis, and the BAL-001-0 R1

measure is based on a rolling 12-month average, SERC Staff concludes that
the violations and associated penalties should be applied per occurrence
rather than daily, consistent with the NERC Sanctions Guidelines (Appendix
4B to the Rules of Procedure) and with the rulings of the Federal Energy
Regulatory Commission (Commission) regarding violations of requirements
for which compliance is measured on the basis of actions that yield average
quantities over a given time.

20.Upon receipt of EKPC’s initial Self-Report regarding BAL-001-0, SERC Staff

21.

engaged in discussions with EKPC to explore potential solutions and develop
action plans to enable EKPC to promptly improve its control performance.
SERC Staff and EKPC conducted several phone 