
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

APPLICATION OF BIG RIVERS ELECTRIC 
CORPORATION FOR A GENERAL ) CASE NO. 201 1-00036 

) 

ADJUSTMENT OF RATES ) 

NOTICE= FILING 

Notice is given to ail parties that the following materials have been filed into the 

record of this proceeding: 

- 
conducted July 26 - July 28, 201 I in this proceeding; 

The digital video recordings of the evidentiary hearing 

- Certifications of the accuracy and correctness of the 
digital video recordings; 

- All exhibits introduced at the evidentiary hearing 
conducted July 26 - July 28, 201 I in this proceeding; 

- The written logs listing, inter alia, the date and time of 
where each witness’ testimony begins and ends on the 
digital video recordings of the evidentiary hearing conducted 
July 26 - July 28, 201 1. 

A copy of this Notice, the certifications of the digital video records, exhibit lists, 

and hearing logs have been served by first class mail upon all persons listed at the end 

of this Notice. Parties desiring electronic copies of the digital video recordings of the 

hearing in Windows Media format may download copies at: 

http://psc.ky.gov/av broadcast/2011-00036/2011-00036 26Jull I Inter.asx 

http://psc. ky.qov/av broadcastl2011-00036/2011-00036 27Jull1 Inter.asx 

http://psc.ky.gov/av broadcast/201 I -00036/2011-00036 28Jull I Inter.asx 

http://psc.ky.gov/av
http://psc
http://psc.ky.gov/av


Parties wishing annotated digital video recordings may submit a written request by 

electronic mail to pscfilinqs@kv.qov. A minimal fee will be assessed for copies of these 

recordings. 

The exhibits introduced at the evidentiary hearing may be downloaded at 

Done at Frankfort, Kentucky, this gfh day of August 201 1 

LD r n  ew- ulkner - 
Director, Filings Division 
Public Service Commission of Kentucky 
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COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

APPLICATION OF BIG RIVERS ELECTRIC 
CORPORATION FOR A GENERAL 

) 

ADJUSTMENT OF RATES ) 
) CASE NO. 201 1-00036 

C E RT I F I CATE 

I ,  Kathy Gillum, hereby certify that: 

1. The attached DVD contains a digital recording of the hearing conducted in 

the above-styled proceeding on July 26, 201 1; 

2. I am responsible for the preparation of the digital recording; 

3. 

4. 

The digital recording accurately and correctly depicts the hearing; 

The “Exhibit List” attached to this Certificate correctly lists all exhibits 

introduced at the hearing of July 26, 201 1. The hearing was recorded in 3 segments, 

July 26, 201 1, July 27, 201 1 and July 28, 201 1 separately. 

5. The “Hearing Log” attached to this Certificate accurately and correctly 

states the events that occurred at the hearing of July 26, 2011, (excluding any 

confidential segments) and the time at which each occurred. 

c, % 
Given this 7 day of August, 201 1. 

State afLarg6 

MY commission expires: <$(+ 3 , , ~ d  /3 



Case Title: Big Rivers Electric Corporation 
Case Type: General Rates 
Department: 
Plaintiff: 
Prosecution: 
Defendant: 
Defense: 

Date: 7/26/2011 
Location: Default Location 
Judge: David Armstrong, Jim Gardner, Charles Borders 
Clerk: Kathy Gillum 
Gailiff: 

Event Time 
10:04:48 AM 

10:04:54 AM 

10:05:27 AM 

Log Event 
Case' Started 

Preliminary Remarks 

Introductions 
Note: Kathy Gillurn 

1.0:07:41 AM 

1.0:10:07 AM 

10: 10:23 AM 

10:11:50 AM 

10:12:2.3 AM 

10:13:27 AM 

10:16:04 AM 

1.0: 16:22 AM 

Housekeeping Issues Discussed 
Note: Kathy Gillum 

No Public Comments 

James Miller (Big Rivers) 
Note: Kathy Gillum 

Larry Cook (OAG) 
Note: Kathy Gillum 

Witness, Mark Bailey (Big Rivers) 

Examination by Mike Kurt: (KIUC) 

Exhibit KIUC 1 

Note: Kathy Gillum 

Note: Kathy Gillum 

Note: Kathy Gillum 

James Miller, Tyson Kamuf, Doug Beresford, Big Rivers; Lawrence 
Cook, Dennis Howard, OAG; Mike Kurtz, David Brown, KIUC; 
Melissa Yates, Jackson Purchase; Ted Kelly ; Kenergy, Chris 
Hopgood,; Richard Raff PSC. Public Notice has been given and 
filed with the Commission. 

Motion for Confidential Treatment; June 29th Mot for Deviation, 
(which Raff stated would be done in a separate Order); July 1st 
KIUC Moved to Amend Testimonies of King, Kollen and Baron, 
Mike Kurtz explains. Richard Raff states that the Motions are 
appropriate to grant from the bench as they are of a routine 
nature and the Confidentiality Motions will be dealt with by letter. 

Mr. Wolfram will file a revision to his testimony (Wolfram Rebuttal 
No. 1). Asks to pass it out now prior to putting in the record. No 
objections. 

Asks Commission if KIUC can cross exam first then the OAG. No 
Objections from parties. 

Witness called to  testify by James Miller. 

Questions regarding MFIR. 

Exhibit introduced by Mike Kurt: and marked as KIUC Exhibit 1. 
(Exhibit: Document titled, "United States Department of 
Agriculture Operating Report - Financial") 

Examination by Mike Kurtz (KIlJC) continues 
Note: Kathy Gillum Questions regarding 
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10:17:55 AM 

10:18:29 AM 

10:18:52 AM 

10:19:23 AM 

10: 19:45 AM 

10:20:02 AM 

10:20:24 AM 

10:20:39 AM 

10:21:20 AM 

10:21:47 AM 

10:22:02 AM 

10:22:32 AM 

10:23:06 AM 

10:23:22 AM 

i0:12:24 AM 

10.28333 AM 

10:29:29 AM 

10:3i-: 19-AM 

10:31:30 AM 

10:34:07 AM 

Data Request (KIUC) 
Note: Kathy Gillum Data Request: When July actual financial information is finished, 

provide a copy. 
Examination by Mike Kurk (KIUC) continues 

Richard Raff (PSC) 
Note: Kathy Gillum 

James Miller (Big Rivers) 
Note: Kathy Gillum 

Mr. Raff States that the Suspension ends September 1, 2011. 

Mr. Miller states that it would be August 25th when the 
information is avaiiable. 

Mr. Raff states that the Order has to be issued September 1st. 

Mr. Kurtz states that the June numbers might be more preferable. 

Discussion was held between Chairman and Mr. Raff. 

Richard Raff (PSC) 

Mike Kurh (KIUC) 

Chairman Armstrong 

Richard Raff (PSC) 

Mike Kurtz (KIUC) 

Note: Kathy Gillum 

Note: Kathy Gillum 

Note: Kathy Gillum 

Note: Kathy Gillum Mr. Kurtz states that it would be helpful for Big Rivers to submit 
preliminary July numbers that would be available before the end 
of August. 

Mr. Miller objects to providing incomplete numbers. 

States that preliminary numbers are more reliable than forecasts. 

Chairman states that the Commission will take it under submission 
until close of this hearing.. 

Exhibit introduced by Mike Ki~rtz and marked as KIUC Exhibit 2. 
(Exhibit: Document titled, "2010 Retooling for the Future") 

Questions regarding page 9 of Exhibit (KIUC) 2. Questions 
regarding page 6. Questions regarding Rebuttal Testimony 
pertaining to earnings. 

Qualification of witness by James Miller. Witness adopts pre-filed 
testimony. 

Exhibit introduced by Mike Kurtz and marked as KIUC Exhibit 3. 
(Exhibit: Document titled, "Reconciliation of Revenue 
Requirement for 12 Months Ended October 31, 2010") 

Questions regarding pro-forma adjustments. 

Mr. Miller states that Mr. Kurh is cross examining the witness on 
an Exhibit that the witness did not prepare. 

Questions regarding rate making procedures. Questions regarding 
Model. Questions regarding Rebuttal Testimony pertaining to 
MER. 

Exhibit introduced by Mike Kurtz and marked as KIUC Exhibit 4. 
(Exhibit: Document titled, "Indenture dated as of July 1, 
2009" (Big Rivers to US. Bank National Assoc.) 

Objection by James Miller (Big Rivers) 

Mike Kurtz (KIUC) 

Chairman Armstrong 

Note: Kathy Gillum 

Note: Kathy GihJm 

Note: Kathy Gillum 

Exhibit KIUC 2 
Note: Kathy Gillum 

Examination by Mike Kurh (KIUC) continues 
Note: Kathy Gillum 

Examination by James Miller (Big Rivers) 
Note: Kathy Gillum 

Exhibit KIUC 3 
Note: Kathy Gillum 

Examination by Mike Kurtz (KIUC) continues 

Objection by James Miller (Big Rivers) 
Note: Kathy Gillum 

Note: Kathy Gillum 

Examination by Mike Kurk (KIUC) continues 
Note: Kathy Gillum 

Exhibit KIUC 4 
Note: Kathy Gillum 
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10:34:57 AM 

10:40:29 AM 

10:40:57 AM 

10:41:2.3 AM 

10:41:37 AM 

10:42:13 AM 

10:42:50 AM 

Examination by Mike Kurh (KIUC) continues 
Note: Kathy Gillum Questions regarding KIUC Exhibit 4. Questions regarding last 

page of Exhibit 4. Questions regarding potentia! default and\or 
bankruptcy . 
Asks witness to clarify Bullett. 

Commissioner Gardner 
Note: Kathy Gillum 

Examination by Mike Kurt: (KIUC) continues 

Exhibit KIUC 5 
Note: Kathy Gillum Exhibit introduced by Mike Kurtz and marked as KIUC Exhibit 5. 

(Exhibit: Document titled, "Amended and Consolidated Loan 
Contract dated July 16, 2009") 

Questions regarding KIUC Exhibit 5. 

Mr. Miller asks which document Mr. Kurtz is referring to. 

Questions regarding Page 2 and 3 of KIUC Exhibit 5. Questions 
regarding Rebuttal Testimony, page 7, lines 14 and over to next 
page. Questions regarding page 4 of KIUC Exhibit 5 pertaining to 
credit rating (Section 4.23). 

Examination by Mike Kurtz (KIUC) 
Note: Kathy Gillum 

James Miller (Big Rivers) 
Note: Kathy Gillum 

Examination by Mike Kurtz (KIUC) continues 
Note: Kathy Gillum 

10:49:43 AM Exhibit KIUC 6 
Note: Kathy Gillum 

10:50:57 AM 

10:52:06 AM 

10:52:17 AM 

Exhibit introduced by Mike Kurtz and marked as KIUC Exhibit 6. 
(Exhibit: Document titled, "Big Rivers Electric Corporation Case 
No. 2011-00036 Historical Test Period Filing 
Requirements" (Prospectuses of the most recent stock or bond 
offerings) 

Questions regarding page 5 of KIUC Exhibit 6. 
Examination by Mike Kurtz (KIUC) continues 

Note: Kathy Gillum 
James Miller (Big Rivers) 

Note: Kathy Gillum Mr. Miller asks that Mr. Kurtz refer the witness to the section and 
document that he is questioning the witness on. 

Examination by Mike Kurtz (KIUC) continues 
Note: Kathy Gillum 

11:14:32 AM Exhibit KIUC 7 
Note: Kathy Gillum 

11:15:22 AM 

11:23:08 AM 

1.1:23:22 AM 

11:23:35 AM 

11:25:51 AM 

11:25:58 AM 

Mr. Kurtz states Page 7. Questions regarding page 4 of KIUC 
Exhibit 6. Questions regarding reserve accounts. Questions 
regarding page 8, line 11 of Rebuttal Testimony. Questions 
regarding page 9, lines 18-21 of Rebuttal Testimony. Questions 
regarding page 10, lines 7-12 of Rebuttal Testimony, 

Exhibit introduced by Mike Kurtz and marked as KIUC Exhibit 7. 
(Exhibit: Document titled, "Big Rivers Electric Corporation Case 
No. 2011-00036 Historical Test Period Filing 
Requirements" (Statement regarding customer notice) 

Questions regarding page 2 of KIUC Exhibit 7. Questions 
regarding page 11 of /Rebuttal Testimony. 

Examination by Mike Kurtz (KIUC) continues 
Note: Kathy Gillum 

Objection by James Miller (Big Rivers) 
Note: Kathy Gillum 

Note: Kathy Gillum 

Note: Kathy Gillum 

Mr. Miller states that "calls for seuth-saying" 

Mr. Kurtz states that he withdraws the question objected to. 

Questions regarding page 12, lines 10-18 of Rebuttal Testimony. 

Mike Kurtz withdraws question 

Examination by Mike Kurtz (KICJC) continues 

Objection by James Miller (Big Rivers) 
Note: Kathy Gillum 

Note: Kathy Gillum 
Chairman Armstrong 

Objection: asks for a legal opinion 

States that the witness can answer if he knows. 
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1.1:26:04 AM 

11:26:11 AM 

11:27:48 AM 

11:28:06 AM 

11:28:17 AM 

11:38:45 AM 

11:39:09 AM 

11:48:44 AM 

11:48:53 AM 

11:50:42 AM 

11:50:50 AM 

11:53:03 AM 

11:53:54 AM 

12:09:41 PM 

12:30:51 PM 

Statement by Witness (Bailey) 

Examination by Mike Kurtz (KIUC) continues 
Note: Kathy Gillum 

Note: Kathy Gillum 

Witness states that he would have to refer. 

Mr. Kurtz passes document to witness (Alcan Contract) for 
examination. 

Note: Kathy Gillum Objection: Assumption not in the record. 

Note: Kathy Gillum Sustained 

Note: Kathy Gillum 

Objection by James Miller (Big Rivers 

Chairman Armstrong 

Examination by Mike Kurtz (KIUC) continues 
Questions regarding Page 15, line 4 of Rebuttal Testimony. 
Questions regarding credit rating reports. 

Mr. Cook asks for a quick recess to confer with counsel. 
Chairman Armstrong granted a 10 minute recess, 

Examination by Larry Cook (OAG) 
Note: Kathy Gillum 

Case Recessed 

Case Started 

Case Recessed 

Case Started 

Examination by Larry Cook (OAG) continues 
Note: Kathy Gillum Questions regarding Data Requests pertaining to the salaries of 

Big Rivers. (questions from hand-out). Denial of Confidentiality 
and withdrawal of Petition. 

Exhibit introduced by Larry Cook and marked as OAG Exhibit 1. 
(Exhibit: Document titled, "Salaries and Other Compensation of 
each Executive Officer"). No objections. 

Exhibit OAG 1 
Note: Kathy Gillum 

Examination by Larry Cook (OAG) continues 
Note: Kathy Gillum 

Examination by Richard Raff (PSC) 
Note: Kathy Gillum 

Questions by Commissioner Gardner 
Note: Kathy Gillum 

Questions regarding OAG Exhibit 1 (Salaries and Compensation of 
Executive Officer). Questions regarding why confidentiality was 
sought for this information. Questions regarding page 5 of OAG 
Exhibit 1. Questions regarding the Reed Plant. Questions 
regarding new EPA regulations. Questions regarding cost benefit 
analysis pertaining to retiring plants. Questions regarding DSM 
portion of the filing. Questions regarding cost recovery. 

Questions regarding OAG Exhibit 1 pertaining to increase in 
witness' salary. Questions regarding financial impact if it cannot 
achieve its level of Tier. Questions regarding page 9 and top of 
page 10 of Rebuttal Testimony. Questions regarding page 10, 
lines 9 and 10 of Rebuttal Testimony. Questions regarding page 
17, lines 15-20 of Rebuttal Testimony. Questions regarding 
impact resulting from membership in MISO. Questions regarding 
Smelter contract negotiations. Qtiestions regarding LICX. 

1 

Questions regarding range of wholesale prices. Questions 
regarding page 17 of Rebuttal Testimony. Questions regarding 
planning reserve margin. Questions regarding modeling. 
Questions regarding page 5, lines 10-14 of Direct Testimony. 
MRSM discussed. Questions regarding page 10 pertaining to the 
EPA regulations. Questions regarding additional employees hired. 
Questions regarding salary increases during the test period. 
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12:58:38 PM 

1:12:32 PM 

1:15:23 PM 

1:15:43 PM 

1:15:54 PM 

1:16:18 PM 

2:17:25 PM 

2:17:46 PM 
2:19:29 PM 

2: 19: 19 PM 

2: 19:49 PM 

2:20:24 PM 

2:29:56 PM 

2:30:31 PM 

2:37:08 PM 

2:37:16 PM 

2:37:55 PM 

2:56:49 PM 

2:56:59 PM 

3:03:02 PM 

3:04:25 PM 

3:09:58 PM 

3:10:06 PM 

Questions by Commissioner Borders 
Note: Kathy Giiium 

Re-direct by Richard Raff (PSC) 
Note: Kathy Gillum 

Witness Excused (Bailey) 

Mike Kurtz (KIUC) 

Lunch Break 

Case Recessed 

Case Started 

Case Recessed 

Questions regarding KIUC Exhibit 1 for clarification. Questions 
regarding "potential bankruptcy" clarification. Questions regarding 
page 11 of Rebuttal Testimony. Questions regarding what if a 
smelter closed. 

Questions regarding Big Rivers' Annual Report, page 6, left hand 
column, last sentence of that column. 

Witness, C. William Blackburn (Big Rivers) 

Case Started 

Examination by James Miller (Big Rivers) 

Note: Kathy Gillum Witness called to testify by James Miller. 

Note: Kathy Gillum Qualification of witness by James Miller. Witness adopts pre-filed 
testimony. 

Questions regarding the Indenture. Questions regarding MER. 
Questions regarding off-system sales profits. Witness offers an 
explanation of Big Rivers as connected to MISO. Questions 
regarding re-fi na nci ng . 
Mr. Miller asks, "Could we put that in front of the witness if YOU 
are going to cross exam him on someone else's testimony". 

Witness was provided a copy of document. Questions regarding 
document provided. Questions regarding improving their margins. 

Objection: Mr. Miller states that the witness should not be asked 
to opine on the motivation of KIUC. 

Examination by Mike Kurt! (KIUC) 
Note: Kathy Gillum 

James Miller (Big Rivers) 
Note: Kathy Gillum 

Examination by Mike Kurtz (KIUC) continues 
Note: Kathy Gillum 

Objection by James Miller (Big Rivers) 
Note: Kathy Gillum 

Mike Kuriz (KTUC) withdraws question 

Examination by Mike Kurt! (KIUC) continues 
Note: Kathy Gillum Questions regarding page 11 regarding line of credit. Questions 

regarding Big Rivers non ability to borrow funds from other 
vendors. Questions regarding page 13, line 16 of Rebuttal 
Testimony. Questions regarding cash and cash equivilents. 
Questions regarding page 14, line 15 of Rebuttal Testimony. 
Questions regarding KIUC Exhibit 3. Questions regarding KIUC 
Exhibit-No. 7 

Objection: Witness has not testified that Big Rivers put notice in 
the newspaper. 

Questions regarding rate reduction for the smelters. 

Objection by James Miller (Big Rivers) 
Note: Kathy Gillum 

Examination by Mike Kurtz (KIUC) 

Case Recessed 

Case Resumed 

Case Recessed 

Case Resumed 

Note: Kathy Gillurn 
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3:10:21 PM Exhibit GUC 9 
Note: Kathy Gillum 

3:04:43 PM 

3:25:40 PM 

3:25:51 PM 

3:31:11 PM 

3:31:54 PM 

3:38:39 PM 

3:39:14 PM 

3:54:05 PM 

4:15:32 PM 

4:26:58 PM 

4:28:29 PM 

Introduced by Mike Kurtz and marked as KIUC Exhibit 9. (Exhibit: 
Document titled, " Response to Commission Staffs initial Request 
for Information dated February 18, 2011). Questions regarding 
page 6, KIUC Item 1. Questions regarding Page 8. Questions 
regarding page 2 of Response to DR. Questions regarding page 
14, and page 17 of KIUC Exhibit 9. 

Exhibit introduced by Mike Kurtz and marked as Confidential KIUC 
Exhibit 8. 
Hearing went into private mode for confidential materials. 

Exhibit introduced by Mike Kurh: and marked as KIUC Exhibit 10. 
(Exhibit: Document titled, "Big Rivers' Members provide some of 
the lowest cost residential electricity in the nation"). 

Questions regarding KIUC Exhibit 10, page 2 of 6. Questions 
regarding page 5 of 6. Questions regarding cost of service 
differences. 

Exhibit introduced by Mike Kurtz and marked as KIUC Exhibit 11. 
(Exhibit: Document titled, "Response to the KIUC Initial Request 
for Information dated April 1, 2011"). 

Questions regarding KIUC Exhibit 11. 

Commissioner Gardner asked what year the documents were 
prepared. Witness answered 2009. 

Questions regarding credit rating. Questions regarding risks under 
default. Witness gives explanation as to what a securization 
program is. Questions regarding other programs that would not 
impact the balance sheet. Questions regarding possible sale of 
generation plants. Question regarding PJM. Question regarding 
why Big Rivers is opposed to KIUC's suggestion. 

Questions regarding PJM. Questions regarding KXUC Exhibit 11. 
Questions regarding special contract customers (smelters). 
Questions regarding Direct Testimony page 27. Questions 
regarding page 3,-lines 4-8 of Direct Testimony. Questions 
regarding page 33, line 15 of Direct Testimony pertaining to DSM. 
Questions regarding reduction of new generating capacity, 

Questions regarding various financial transactions previously 
testified to. Questions regarding KIUC Exhibit 2, page 6. 
Questions regarding Direct Testimony. Questions regading Page 
17, lines 20 and 21 of Direct Testimony. Witness explains 
financial modelling and collapse of off-season sales prices. 
Questions regarding the June and July financial statements. 

Requests the June financial statement, and the July statement 
when it is completed. 

Questions regarding KIUC Exhibit 3. (it was stated Big Rivers 
Exhibit 3, should be KIUC Exhibit 3) 

Exhibit KIUC 8 (Confidential) 
Note: Kathy Gillum 

Note: Kathy Gillum 

Note: Kathy Gillum 
Exhibit KIUC 10 

Examination by Mike Kurtz (KIUC) continues 
Note: Kathy Gillum 

Exhibit KIUC 11 
Note: Kathy Gillum 

Examination by Mike Kurtz (KIUC) continues 
Note: Kathy Gillum 

Commissioner Gardner 
Note: Kathy Gillum 

Examination by Larry Cook (OAG) 
Note: Kathy Gillum 

Examination by Richard Raff (PSC) 
Note: Kathy Gillum 

Questions by Commissioner Gardner 
Note: Kathy Gillum 

Data Request by Commissioner Gardner 
Note: Kathy Gillum 

Questions by Commissioner Gardner 
Note: Kathy Gillum 
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4:30:26 PM 

4:30:35 PM 

4:38:27 PM 

4:45:44 PM 

4:46:27 PM 

4:47:51 PM 

5:02:50 PM 

5:03:33 PM 

5:03:47 PM 

5:05:28 PM 

5:07:09 PM 

5:08:08 PM 

5:08:55 PM 

5:09:39 PM 

5:15:49 PM 

5:25:34 PM 

5:27:10 PM 
5:27:47 PM 

5:27:34 PM 

James Miller (Big Rivers) 
Note: Kathy Gillum 

Questions by Commissioner Gardner 
Note: Kathy Gillum 

Questions by Commissioner Borders 
Note: Kathy Gillum 

Questions by Commissioner Gardner 
Note: Kathy Gillum 

James Miller clarifies that the Exhibit is KIUC Exhibit 3, not Big 
Rivers Exhibit 3. Correction is made by Commissioner Gardner. 

Questions regarding DSM. Questions regarding KIUC Exhibit 9. 
Questions regarding the Mac. Rule. Questions regarding lines of 
credit and borrowing. 

Questions regarding DSM programs. Questions regarding 
customer benefit if the smelters ceased to exist. 

Data Request by Commissioner Gardner 
Note: Kathy Gillum 

Questions regarding KIUC Exhibit 9. 

Re-Direct by James Miller (Big Rivers) 
Note: Kathy Gillum 

Examination by Larry Cook (OAG) 
Note: Kathy Gillum 

Data Request by Larry Cook (OAG) 
Note: Kathy Gillum 

Examination by Mike Kurtz (KIUC) 

Examination by Richard Raff (PSC) 
Note: Kathy Gillum 

Note: Kathy Gillum 

Witness Excused (Blackburn) 

Witness, David Crockett (Big Rivers) 
Note: Kathv Gillum 

Commissioner Gardner requested an Update of Pilots and number 
of participants referred to in KIUC Exhibit 9. 

QiJeStiOnS regarding Big Rivers assisting smelters at their request. 
Questions regarding KIUC Exhibit 11. .Questions regarding 
depreciation expense. Questions regarding retiring assets prior to 
its depreciation rate. Questions regarding the May positive 
results. Questions regarding KIlJC Exhibit 1 pertaining to 
temporary investments Questions regarding patronage capital. 

Questions regarding DSM program. Mr. Cook asked witness if he 
knew of any California tests that had been conducted. 

Mr. Cook wanted to expand the previous data request for the 
witness to determine if any tests have been made and if so, 
provide those to the parties. 

Questions regarding Mr. Hite's testimony. 

Questions regarding KIUC Exhibit 2 pertaining to how figure was 
calculated. 

Witness called to testify by James Miller. 
Examination by James Miller (Big Rivers) 

Note: Kathy Gilium Qualification of witness by James Miller. Witness adopts pre-filed 
testimony and responses to DRs. 

Questions regarding MISO payments or reconciliation payments. 
Questions regarding reimbursement from MISO. Questions 
regarding multi-valued projects. 

Questions regading the Phase I1 transmission Project. Questions 
regarding why project might not meet its target date. 

Questions regarding benefifits of membership with MISO. 

Examination by Larry Cook (OAG) 
Note: Kathy Gillum 

Examination by Richard Raff (PSC) 
Note: Kathy Gillum 

Questions by Commissioner Borders 
Note: Kathy Gillum 

Witness Excused (Crockett) 

Case Recessed 

Chairman Armstrong 
Note: Kathy Gillum Hearing Adjourned for day, to be reconvened the next day (July 

27, 2011). 
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Case Title: Big Rivers Electric Corporation 
Department: 
Plaintiff: 
Prosecution: 
Defendant: 
Defense: 

Name Description 

KIlJC Exhibit 1 

KIUC Exhibit 10 

KIUC Exhibit 11 

KIUC Exhibit 2 
KIUC Exhibit 3 

KIUC Exhibit 4 

KIUC Exhibit 5 
KIUC Exhibit 6 

KIUC Exhibit 7 

KIUC Exhibit 8 (Confidential 
Materials) 
KIUC Exhibit 9 

OAG Exhibit 1 

Document titled, "United States Department of Agriculture Operating Report - F7nancial". 
Document titled, "Big Rivers' Members provide some of the lowest cost residential 
electricity in the nation" 
Document titled, 'I Response to the KIUC Initial Request for Information dated April 1, 
2011" 
Document titled, "2010 Retooling for the Future". 
Document titled, "Reconciliation of ReVenlJe Requirement for 12 Months Ended October 
31, 2010" 
Document titled, "Indenture dated as of July 1, 2009" (Big Rivers to IJS.  Bank National 
Assoc.) 
Document titled, "Amended and Consolidated Loan Contract dated July 16, 2009". 
Document titled, "Big Rivers Electric Corporation Case No. 201 1-00036 Historical Test 
Period Filing Requirements" (Prospectuses of the most recent stock or bond offerings) 
Document titled, "Big Rivers Electric Corporation Case No. 201 1-,00036 Historical Test 
Period Filing Requirements" (Statement regarding customer notice) 

Document titled, "Response to Commission Staffs Initial Request for Information dated 
February 18, 2011" 
Document titled, "Salaries and other Compensation of each Executive Officer" 
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COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

APPLICATION OF BIG RIVERS ELECTRIC ) 
CORPORATION FOR A GENERAL ) CASE NO. 201 1-00036 
ADJUSTMENT OF RATES ) 

C ERTl F I CATE 

I, Kathy Gillum, hereby certify that: 

1. The attached DVD contains a digital recording of the hearing conducted in 

the above-styled proceeding on July 27, 201 1; 

2. I am responsible for the preparation of the digital recording; 

3. The digital recording accurately and correctly depicts the hearing; 

4. The “Exhibit List” attached to this Certificate correctly lists all exhibits 

introduced at the hearing of July 27, 2011. The hearing was recorded in 3 segments, 

July 26, 201 1, July 27, 201 1 and July 28, 201 1 separately. 

5. The “Hearing Log” attached to this Certificate accurately and correctly 

states the events that occurred at the hearing of July 27, 2011, (excluding any 

confidential segments) and the time at which each occurred. 

Given this y7‘day of August, 201 1. 

State + Larde 

MY commission expires: (Sgi- 3; 20 / 3 



Case Title: Big Rivers Electric Corporation 
Case Type: General Rates 
Department: 
Plaintiff: 
Prosecution: 
Defendant : 
Defense : 

Date: 7/27/2011 
Location: Default Location 
Judge: David Armstrong, Jim Gardner, Charles Borders 
Clerk: Kathy Gillum 
Bailiff: 

Event Time 
10:05:34 AM 

10:05:35 AM 

ia:06:15 AM 

10:06:49 AM 

10:07:09 AM 

10:12:24 AM 

10:12:48 AM 

10:13:41 AM 

10:43:50 AM 

10:44:01 AM 

Log Event 
Case Started 

Preliminary Remarks 
Note: Kathy Gillum All counsel present from previous day, with the exception of 

Dennis Howard OAG 

Witness called to testify by James Miller. 

Qualification of witness by James Miller. Witness adopts pre-filed 
testimony. 

Questions regarding Page 5 of Rebuttal Testimony. 

Exhibit introduced by Mike Kurtr and marked as KIUC Exhibit 12. 
(Exhibit: Document titled, "Moody's Investors Service Report") 

Exhibit introduced by Mike Kurtz and marked as KIUC Exhibit 13. 
(Exhibit: Document titled, "Standard & Poors Global Credit Portal") 

Questions regarding KIUC Exhibit 12, page 3. Questions regarding 
page 4 of KIUC Exhibit 2. Questions regarding KIUC Exhibit 13, 
page 5. Witness points out to counsel page 4 of S&P Report. 
Questions regarding page- 2 of KIUC Exhibit 1 3  concerning credit 
weaknesses 1 thru 5. Questions regarding page 6 regarding TVA. 
Questions regarding page2 of KIUC Exhibit 13 concerning credit 
weaknesses No. 6, and page 3, credit weaknesses No. 7. 
Questions regarding KIUC Exhibit 12, page 2, regarding 
highlighted portion. Questions regarding KIUC Exhibit 12, page 3, 
4 & 5 .  

Objection: Neither Mr. Bailey, nor Mr. Blackburn ever referred to 
the conditions of the loans. 

Questions regarding page 6 of KIUC Exhibit 12. 

Witness, Alan Spen (Big Rivers) 

Examination by James Miller (Big Rivers) 
Note: Kathy Gillum 

Note: Kathy Gillum 

Examination by Mike Kurtz (KIUC) 

Exhibit KIUC 12 
Note: Kathy Gillum 

Note: Kathy Gillum 

Exhibit KIUC 13 
Note: Kathy Gillum 

Examination by Mike Kurt. (KIUC) continues 
Note: Kathy Gillum 

Objection by James Miller (Big Rivers) 
Note: Kathy Gillurn 

Examination by Mike Kurtz (KIUC) continues 
Note: Kathy Gillum 
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10346325 AM 

10:46:15 AM 

10:46:20 AM 

10:55:40 AM 

11:01:45 AM 

11:03:07 AM 

11:03:37 AM 

11:04:2.2 AM 

11:04:18 AM 

11:04:20 AM 

11:04:21 AM 

11:10:51 AM 

11:11:05 AM 

11:11:42 AM 

11:12:49 AM 

11:13:12 AM 

11:17:32 AM 

11:24:0O AM 

11:24:05 AM 

Questions by Commissioner Gardner 
Note: Kathy Gillum 

Larry Cook, OAG 
Note: Kathy Gillum 

Richard Raff (PSC) 
Note: Kathy Gillum 

Questions by Commissioner Borders 
Note: Kathy Gillum 

Witness Excused (Spen) 
Note: Kathy Gillum 

Questions regarding clarification of earlier statement regarding 
”important rate case for Big Rivers”. Questions regarding page 6, 
line 12 of Direct Testimony. Questions regarding risk factors. 
Questions regarding KIUC Exhibit 13. Questions regarding re- 
financing next year. 

No questions. 

No questions. 

QLJeStiOnS regarding credit evaluations by rating agencies. 

Witness excused by Chairman Armstrong. Mr. Spen requests to 
be released from hearing. No objections. 

Witness, Albert Yockey (Big Rivers) 

Examination by Tyson Kamuf (Big Rivers) 
Note: Kathy Gillum Qualification of witness by Tyson Kamuf. Witness adopts pre-filed 

testimony. 

Questions regarding page 17, line 1 of Direct Testimony. 
Questions by Commissioner Gardner 

Mike Kurtr (KIUC) 

Larry Cook (OAG) 

Richard Raff (PSC) 

Witness Excused (Yockey) 

Witness, John Wolfram (Big Rivers) 
Note: Kathy Gillum 

Examination by James Miller (Big Rivers) 
Note: Kathy Gillum 

Note: Kathy Gillum 

Note: Kathy Gillum No questions. 

Note: Kathy Gillurn No questions. 

Note: Kathy Gillum No questions. 

Witness called to testify by James Miller. 

Qualification of witness by James Miller. Witness makes correction 
to his Rebuttal Testimony. Document is entered as Big Rivers 
Exhibit 1 

Exhibit introduced by James Miller and marked as Big Rivers 
Exhibit 1. (Exhibit: Document titled, ”Exhibit Wolfram Rebuttal - 1 
and Exhibit Wolfram Rebuttal - 2 Revised July 26, 2011”) 

Line 4, should be updated to reflect 12 months of actual data. 
$53,000.00 decrease to revenue deficiency. Page 1, line 16, 
adjustment (PSC 1-52), $1,500,000.00, difference of $200,000.00; 
Line 28, (PSC 2-50) $24,172.01! adjustment. 

Questions regarding MISC. Questions regarding amortizations. 
Questions regarding Order issued in 2010-00523 denying referral, 

Exhibit Big Rivers 1 
Note: Kathy Gillurn 

Examination by James Miller (Big Rivers) continues 
Note: Kathy Gillum 

Examination by Mike Kurtz (KIUC) 
Note: Kathy Gillum 

Larry Cook (OAG) 

Examination by Richard Raff (PSC) 
Note: Kathy Gillum No questions. 

Note: Kathy Gillum Questions regarding accounting adjustment to amortizations. Mr. 
Raff refers to the PSC case 2010-00523 referred to by Mike Kurtr. 
Mr. Raff provides a partial copy to the parties and witness. 
Questions regarding page 14 of hand-out, 1st partial paragraph at 
top of page. 

~ ~~ 
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11:29:46 AM 

11:32:07 AM 

11:32:47 AM 

11:32:55 AM 

11:33:01 AM 

11:35:37 AM 

11:36:39 AM 

11:37:08 AM 

11:37:22 AM 

11:37:58 AM 

11:38:37 AM 

11:40:58 AM 

11:43:18 AM 

11:47:15 AM 

12:01:50 PM 

12:02:23 PM 

12:02:37 PM 

12:02:43 PM 

12:02:49 PM 

12:03:34 PM 

Questions by Commissioner Gardner 
Note: Kathy Gillum 

Re-Cross by Mike Kurtz (KIUC) 
Note: Kathy Gillum 

Commissioner Gardner 

Statement by John Wolfram 
Note: Kathy Gillum 

Re-Cross by Richard Raff (PSC) 
Note: Kathy Gillum 

Larry Cook (OAG) 

Re-Direct by James Miller (Big Rivers) 

Witness Excused (Wolfram) 

Witness, Robert Berry (Big Rivers) 
Note: Kathv Gillum 

Questions regarding Big Rivers Exhibit 1. Questions regarding rate 
case expenses. 

Examination by James Miller (Big Rivers) 

Questions regarding costs of this case. 

Witness answers Commissioner's question to clarify. 

Questions regarding the change in anticipated costs. 

Witness called to testify by James Miller. 

Note: Kathy Gillum 

Examination by Mike Kurtz (KIUC) 
Note: Kathy Gillum 

Examination by Larry Cook (OAG) 
Note: Kathy Gillum 

Examination by Richard Raff (PSC) 
Note: Kathy Gillum 

Questions by Commissioner Gardner 
Note: Kathy Gillum 

Re-Direct by James Miller (Big Rivers) 
Note: Kathy Gillum 

Qualification of witness by James Miller. Witness adopts pre-filed 
testimony. 

Questions regarding KIUC 3, line 10 and 11. Questions regarding 
generating units as "must run" units. 

Questions regarding maintenance schedule, purchase power and 
forced outages. 

Questions regarding Exhibit 3 and response to Data Requests 
relating to inflation adjustments. Questions regarding page 5 of 
Rebuttal Testimony, line 20. Questions regarding budget 
development. 

Questions regarding prior work history. Questions regarding the 
quality of the generating units when Big Rivers took them aver. 
Questions regarding the deferred maintenance, whether planned 
or not. Questions regarding amount of deferred maintenance in 
the test year, for 2010 and 2011. Commissioner Gardner asks 
witness to clarify why the planned maintenance did not occur 
during the test year. Questions regarding Coleman unit in relation 
to environmental regulations. Questions regarding Sgt. Lundy. 

Mr. Miller states that Commissioner Gardner had asked for the 
amount of deferred expenses in the test year, but he did not think 
any of the Big Rivers witnesses would be able to provide that 
information. Mr. Miller states that he could provide the info in a 
data request. 

Data Request by Commissicner Gardner 
Note: Kathy Gillum Mr. Gardner asked that the amount of deferred expenses in the 

test year be provided. 
Mike Kurtz (KIUC) 

Larry Cook (OAG) 

Witness Excused (Berry) 

Case Recessed 

Note: Kathy Gillum No questions. 

Note: Kathy Gillum No questions. 
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1:OS:OO PM 

1:05:05 PM 

1:05:26 PM 

1:06:10 PM 

1:06:25 PM 

1:06:47 PM 

1:ll:OO PM 

1:11:27 PM 

12:02:44 PM 

1:30:49 PM 

1:30:59 PM 

1:32:40 PM 

1:34:01 PM 

1:35:17 PM 

1:36:28 PM 

2:36:39 PM 

1:37:07 PM 

1:38:45 PM 

1:39:01 PM 

1:39:45 PM 

1:40:14 PM 

Case Started 

Witness, Ted Kelly (Big Rivers) 

Examination by James Miller (Big Rivers) 
Note: Kathy Gillum 

Note: Kathy Gillum 

Called to testify by James Miiler. 

Qualification of witness by James Miller. Witness adopts pre-filed 
testimony. 

Examination by Mike Kiirtz (KIUC) 

Exhibit KIUC 14 
Note: Kathy Gillum Exhibit introduced by Mike Kurtz and marked as KIUC Exhibit 14. 

(Exhibit: Document titled, "Case No. 2011-00036, 2010 
Depreciation Rate Study Summary"). 

Questions regarding KIUC Exhibit 14. 

Exhibit introduced by Mike Kurtz and marked as KIUC Exhibit 15. 
(Exhibit: Document titled, "Report on the Comprehensive 
Depreciation Study") 

Examination by Mike Kurtz (KIUC) continues 

Exhibit KIUC 15 
Note: Kathy Gillum 

Note: Kathy Gillum 

Examination by Mike Kurtz (KIUC) continues 
Note: Kathy Gillum 

Richard Raff (PSC) 

Larry Cook (OAG) 

Examination by Richard Raff (PSC) 

Note: Kathy Gillum 

Note: Kathy Gillum 

Note: Kathy Gillum 

Questions by Commissioner Gardner 
Note: Kathy Gillum 

Re-Direct by lame Miller (Big Rivers) 

Re-Cross by Mike Kurtz (KIUC) 

Witness Excused (Kelly) 

Witness, Mark Hite (Big Rivers) 

Case Recessed 

Case Started 

Note: Kathy Gillum 

Note: Kathy Gillum 

Note: Kathy Gillum 

Questions regarding KIUC Exhibit 15. Questions regarding page 8 
and 9 of KIUC Exhibit 15. Questions regarding page 12 of KIUC 
Exhibit 15. Questions regarding page 13 of KIUC Exhibit 15. 
Questions regarding page 14 of KIUC Exhibit 15. Questions 
regarding life expectancy of Wilson. Questions regarding 
comparisons of studies. Questions regarding depreciation 
expense . 

No questions. 

No Questions. 

Questions regarding page 14, line 10 and pages15 and 16 of 
Rebuttal Testimony. 

Questions regarding KIUC Exhibit 1.4 pertaining to reserve 
balance. 

Questions regarding updates. 

Questions regarding depreciation studies in rate cases. 

Witness called to testify by James Miller. 

Examination by James Miller (Big Rivers) 
Note: Kathy Gillum Qualification of witness by James Miller. Witness adopts pre-filed 

testimony. 

Questions regarding study. 

Exhibit introduced by Mike Kurh and marked as KIUC Exhibit 16. 
(Exhibit: Document titled, "Attachment for Item KIUC 1-36", e- 
mails, etc.) 

Examination by Mike Kurh (KIUC) 

Exhibit KIUC 16 
Note: Kathy Gillum 

Note: Kathy Gillum 
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1:40:50 PM 

1:59:08 PM 

1:59:13 PM 

2:09:59 PM 

2:12:28 PM 

2:13:13 PM 

2:14:51 PM 

2:16:15 PM 

2:20:07 PM 

2:22:10 PM 

2:22:27 PM 

2:22:33 PM 

2:22:41 PM 

2:23:14 PM 

2:25:03 PM 

2:39:11 PM 

2:41:53 PM 

Examination by Mike Kurtz (KIUC) continues 
Note: Kathy Gillum 

Larry Cook (QAG) 

Examination by Richard Raff (PSC) 
Note: Kathy Gillum 

Note: Kathy Gillum 

Questions by Commissioner Gardner 
Note: Kathy Gillum 

Statement by Mike Kurtz (KIUC) 
Note: Kathy Gillum 

Questions regarding KIlJC Exhibit 16. Questions regarding study 
coordination group. QlJeStiOnS regarding Page 5 of KIUC Exhibit 
16. Questions regarding page 6 of KIUC Exhibit 16. Questions 
regarding page 11 of KIUC Exhibit 16. Questions regarding page 
13 of KIUC Exhibit 16. Questions regarding page 15 of KIUC 16. 
Questions regarding page 17 of KlUC Exhibit 16. Questions 
regarding page 19 and 20 of KIUC Exhibit 16. Questions 
regarding page 23 and 24 of KIUC Exhibit 16. Questions 
regarding second to last page of KIUC Exhibit 16. Questions 
regarding Mr. Kelly's report. 

No questions. 

Questions regarding page 16, line 13 of Mr. Collins' testimony. 
Witness addresses the TIER adjustment charge first, then the 
inflation element. Questions regarding projected rate case 
expenses. 

Questions regarding depreciation study. Questions regarding KIUC 
Exhibit 3. 

Mr. Kurtr clarifies amounts for Commissioner Gardner. 
Questions by Commissioner Gardner continties 

Note: Kathy Gillum Commissioner Gardner asks if the about the difference between 
the 2 positions. 

Questions regarding lTER being above 1.24. 

Questions regarding contract TIER. Questions regarding out of 
state counsel and witnesses. 

Questions regarding revenue requirements. 

Questions by Commissioner Borders 

Re-Direct by James Miller (Big Rivers) 
Note: Kathy Gillum 

Note: Kathy Gillum 

Re-Cross by Mike Kurtz (KIUC) 
Note: Kathy Gillum 

Commissioner Gardner 

Mike Kurtz (KIUC) 

Witness Excused (Hite) 

Witness, Steve Seelye (Big Rivers) 
Note: Kathy Gillum 

Examination by James Miller (Big Rivers) 
Note: Kathy Gillum 

Witness called to testify by James Miller. 

Qualification of witness by James Miller. Witness corrects page 
25 of Direct Testimony, line 22, should be 2018; line 23 should be 
2017; 2017 should be 2018; $3.55 should be $4.15; and 2017 
should be 2018. 

Questions regarding page 5, line 8 of Rebuttal Testimony. 
Questions regarding page 7 of Rebuttal Testimony. Questions 
regarding page 10 of Rebuttal Testimony. Questions regarding 
disposition of assets. Questions regarding WA Co-op. 

Questions regarding rural class subsidy. Questions regarding 
temperature normalization. 

Questions regarding page 33 of Direct Testimony. Questions 

Examination by Mike Kurtz (KIUC) 
Mote: Kathy Gillurn 

Examination by Larry Cook (OAG) 
Note: Kathy Gillum 

Examination by Richard Raff (PSC) 
Note: Kathy Gillum 

regarding the Rural Economic Reserve. Questions regarding page 
37, lines 21-22 of Direct Testimony, and Exhibit 6, page 1. 
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2:45:47 PM 

214555 PM 

3:03:59 PM 

3:05:55 PM 

3:06:13 PM 

3:23:25 PM 

3:25:50 PM 

3:31:2l PM 

3:34:24 PM 

3:34:q2 PM 

3:34:50 PM 

3:34:57 PM 

3:35:04 PM 

3:35:37 PM 

3:48:53 PM 

3:49:00 PM 

Data Request by Richard Raff (PSC) 

Examination by Richard Raff (PSC) continues 
Note: Kathy Gillum Balance of the regulatory account. 

Note: Kathy Gillum 

Data Request by Richard Raff (PSC) 
Note: Kathy Gillum 

Exhibit PSC 1 
Note: Kathy Gillum 

Questions by Commissioner Gardner 
Note: Kathy Gillum 

Questions by Commissioner Borders 
Note: Kathy Gillum 

Re-Cross by Mike Kurtz (KIUC) 
Note: Kathy Gillum 

Questions by Commissioner Gardner 
Note: Kathy Gillum 

Witness Excused (Seelye) 

James Miller (Big Rivers) 
Note: Kathy Gillum 

Mike Kurtz (KIUC) 
Note: Kathy Sillum 

Richard Raff (PSC) 
Note: Kathy Gillum 

Chairman Armstrong 
Note: Kathy Gillurn 

Case Recessed 

Case Started 

Witness, Jack Gaines (Kenergy) 
Note: Kathy Gillum 

Questions regarding Exhibit 6, page 1 of 3. Questions regarding 
page 36, line 14 of Rebuttal 'Testimony. Questions regarding 
pages 46-49, of Rebuttal Testimony. Questions regarding page 
48 of Rebuttal Testimony, line 13 thru 15 pertaining to non- 
recovery of the rates. Questions regarding cost recovery. 
Questions regarding the Rebuttal Testimony filed by Jack Gaines, 
page 5, line 4. Questions regarding Big Rivers' Tariff 23, Sheet 
No. 65. Mr. Raff passes document out to all parties and the 
witness. Questions regarding Sheet No. 66. Witness states that 
they can provide a response to question. 

Explain why renewable energy charge should not be a stand alone 
charge and not apply to other tariff rates. 

Exhibit introduced by Richard Raff and marked as PSC Exhibit 1. 
(Exhibit: Big Rivers' Tariff 23, Sheets 65 and 66). 

Questions regarding setting the TIER adjustment rates. Questions 
regarding rate of return, base rates, and subsidies. Questions 
regarding the increase to the classes percentage wise. Witness 
stated that it can be explained in Exhibit Seelye, page 6 (or KIUC 
Exhibit 7). Commissioner Gardner asks a follow-up on question 
from OAG regarding GDS adjustment. Questions regarding IRP, 
Appendix A, page 17. Witness clarifies weather normalization 
adjustments. 

Questions regarding proposed rate increase in regard to the 
smelters. 

Questions regarding KIUC 3. Questions regarding KIUC 7 (Seelye 
Exh. 6). Witness explains that it is a historical test year, not a 
forecasted test year. 

Questions regarding the Exhibit (Seelye Exh. 6). 

Moves for the admission of Big Rivers Exhibit 1 into the record. 

Moves for the admission of all of KIUC Exhibits into the record. 

Moves for the admission of PSC Exhibit into the record. 

Chairman states, "So Ordered". The hearing is in recess for a 10 
minute break. 

Witness called to testify by 3. Christopher Hopgood. 
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3:49:28 PM 

3:53:55 PM 

3:54:07 PM 

3:54:13 PM 

3:54:25 PM 

3:54:33 PM 

3:54:49 PM 

4:00:20 PM 

4:00:26 PM 

4:01:15 PM 

4:01:23 PM 

4:01:41 PM 

4:02:11 PM 

4:02:29 PM 

4:04:28 PM 

4:05:38 PM 

4:06:35 PM 

4:06:42 PM 

4:06:50 PM 

Examination by Christopher Hopgood (Kenergy) 
Note: Kathy Gillum 

Objection by Mike Kurtz (KIUC) 
Note: Kathy Gillum 

Chris Hopgood (Kenergy) 
Note: Kathy Gillum 

Mike Kurtz (KIUC) 
Note: Kathy Gillum 

Chairman Armstrong 
Note: Kathy Gillum 

Chris Hopgood (Kenergy) 
Note: Kathy Gillum 

Examination by Mike Kurh (KIUC) 
Note: Kathy Gillum 

Larry Cook (OAG) 

Examination by Richard 
Note: Kathy Gillum 

Note: Kathy Gillum 
Raff (PSC) 

Data Request by Richard Raff (PSC) 
Note: Kathy Gillum 

Commissioner Gardner 
Note: Kathy Gillum 

Statement by Mike Kurtz (KIUC) 
Note: Kathy Gillum 

Melissa Yates (Jackson Purchase) 
Note: Kathy Gillum 

Qualification of witness. Corrections to JDG-1 and JDG-2, lines 48 
ana 4.9 on column E. Line 48, col. E zero should be the sum of B, 
C & D. Line 49 would be a net rate change of $26,644,077; line 
51, col. E would be 6.17%0. JDG-2 the same. Labeling errors, line 
14, should be .80 ; line 34 should be 4.2240, 

Objection: Mr. Kurtz states that this is a summary of the witness' 
testimony, 

Mr. Hopgood states that the testimony of Mr. Seelye had been 
heard and this was to explain the differences between his 
testimony and Mr. Gaines. 

Mr. Kurtz states that it is a summary of rebuttal or a summary of 
testimony. 

Chairman states that it seems like a summary of testimony, 

Mr. Hopgood passes the witness for cross examination. 

Questions regarding involvement in rate case. Questions 
regarding the Smelter contracts. Questions regarding KIUC 
Exhibit 10. 

No questions. 

Questions regarding methodology. 

Provide an electronic copy of revised Exhibits 1 and 2 to Rebuttal 
Testimony. 

No questions. 

Mr. Kurtz would like to guard against friendly cross examinations 
between Kenergy and Jackson Purchase. 

Ms. Yates states that Mr. Gaines has not been hired by Jackson 
Purchase. 

Examination by Melissa Yates (Jackson Purchase) 

Mike Kurtz (KIUC) moves to strike 
Note: Kathy Giltim 

Note: Kathy Gillum 

Chris Hopgood (Kenergy) 
Note: Kathy Giiium 

Mike Kurtz (KIUC) 
Note: Kathy Gillum 

Melissa Yates (Jackson Purchase) 
Note: Kathy Gillum 

James Miller (Big Rivers) 
Note: Kathy Gillum 

Questions regarding the differences in the cost of service studies. 

Moves to strike the last question and answer, explains grounds 
based on friendly cross. 

Rebutts Mike Kurtz. 

Discussion of objection continues. 

Discussion of objection continues. 

Mr. Miller states that Mr. Gaines did not work on the cost of study 
with Big Rivers. 

* 
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4:07:18 PM 

4:07:32 PM 

4:09:46 PM 

4:10:25 PM 

4:1.6:31 PM 

4:16:36 PM 

4:16:43 PM 

4:18:04 PM 

4:18:57 PM 

4:19:04 PM 

4:18:53 PM 

4:25:24 PM 

4:25:33 PM 

4:26:15 PM 

4:26:26 PM 

4:27:08 PM 

4:27:23 PM 

4:27:31 PM 

4:27:52 PM 

Chairman Armstrong 
Note: Kathy Gillum Chairman Armstrong states he will allow Ms. Yates to proceed for 

time being. 
Examination by Melissa Yates (Jackson Purchase) 

Note: Kathy Gillum 

Note: Kathy Gillum 
Exhibit KIUC 17 

Examination by Mike Kurtz (KIUC) 
Note: Kathy Gillum 

Larry Cook (OAG) 

Richard Raff (PSC) 

Questions by Commissioner Gardner 

Note: Kathy Gillum 

Note: Kathy Gillum 

Note: Kathy Gillum 

Objection by Mike Kurtz 
Note: Kathy Gillum 

Questions regarding page 9 of testimony. 

Exhibit introduced by Mike Kurh and marked as KIUC Exhibit 17. 
(Exhibit: Document titled, "Attachment to KIUC 1-42" (E-mails 
dated December 10, 2010) 

Questions regarding KIUC Exhibit 17. Questions regarding cost of 
service study v. Mr. Seelye's cost of study. 

Na questions. 

No questions, 

Witness explains to Commissioner Gardner that he has a 
document that would explain the answer better, if he could admit 
it to the record. 

Mike Kurtz objects to the admission of Jackson Purchase's Exhibit 
1 

Exhibit Jackson Purchase 1 (this exhibit has been stricken from record) 
Note: Kathy Gillum Exhibit introduced by Melissa Yates and marked as Jackson 

Purchase Exhibit 1 
Questions by Commissioner Gardner continues 

Note: Kathy Gillum 

Chairman Armstrong 
Note: Kathy Gillum 

Chairman Armstrong 
Note: Kathy Gillum 

commissioner Gardner 

Questions regarding differences between Seelye's cost of service 
and Gaines calc~~lations. 

Chairman Armstrong states that he will allow it. 

Chairman asked the witness what he did on the calculations. 

Note: Kathy Gillum Commissioner Gardner stated that he was not asking for the 
information that was provided in Jackson Purchase's Exhibit 1, and 
the Exhibit did not answer the questions that he asked, so he 
withdrew the question and stated that the Commission should 
Strike Jackson Purchase's Exhibit 1. Commission agreed. 

Mr. Cook asked if the Exhibit was struck from the record. The 
Commission confirmed that it was stricken. 

Questions regarding cost of service of the base rate. 

Larry Cook (OAG) 
Note: Kathy Gillum 

Chris Hopgood (Kenergy) 
Note: Kathy Gillum 

Witness Excused (Gaines) 

Chris Hopgood (Kenergy) 
Note: Kathy Gillum 

Mike Kurtz (KIUC) 
Note: Kathy Gillum 

States that his case is concluded. 

States that he would call Mr. Baron. Mr. Kurh also moves to 
admit KIUC Exhibt 17 . 
Witness called to testify by Mike Kurtz. 

Witness, Stephen Baron (KIUC) 
Note: Kathy Gillum 
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4:28:32 PM 

4:28:44 PM 

4:29:14 PM 

4:30:14 PM 

4:47:01 PM 

5:03:58 PM 

5:08:26 PM 

5:23:22 PM 

5:27:04 PM 

5:38:22 PM 

5:43:39 PM 

5:43:51 PM 

5:44:25 PM 

5:44:54 PM 

5:45:06 PM 

5:45:33 PM 

Examination by Mike Kurtr (KIUC) 
Note: Kathy Gillum Qualification cf the witness by Mike Kurtz. Witness adopts pre- 

filed testimony. 
Examination by James Miller (Big Rivers) 

Exhibit Big Rivers 2 
Note: Kathy Gillum Exhibit introduced by James Miller and marked as Big Rivers 

Exhibit 2. (Exhbit: Document titled, "Stephen J ,  Baron, page 6) 
(exerpt from pre-filed testimony) 

Questions regarding handout (Big Rivers Exhibit 2). Questions 
regarding measuring subsidies. Questions regarding rates of 
return. Questions regarding the smelter rates. 

Examination by James Miller (Big Rivers) continues 
Note: Kathy Gillum 

Examination by Chris Hopgood (Kenergy) 
Note: Kathy Gillum 

Examination by Larry Cook (OAG) 

Examination by Richard Raff (PSC) 
Note: Kathy Gillum 

Note: Kathy Gillum 

Questions by Commissioner Gardner 

Questions by Commissioner Borders 
Note: Kathy Gillum 

Note: Kathy Gillum 

Re-Direct by Mike Kurh: (KIIJC) 
Note: Kathy Gillum 

Questions regarding differences in Mr. Gaines' methodology and 
the witnesses. Questions regarding cost of service. Questions 
regarding Supplemental Testimony by witness. Questions 
regarding revenue requirements. 

Questions regarding rate subsidies. 

Questions regarding cost of service study. Questions regarding 
6CP v. l2CP Methodology. 

Questions regarding cost of service studies. 

Questions relating to if the witness thinks the smelters is being 
treated unfairly. 

Questions regarding rate increase. 
Objection by James Miller (Big Rivers) 

Note: Kathy Gillum 
Objection Overruled 

Note: Kathy Gillum 
Witness Excused (Baron) 

Chairman Armstrong 
Note: Kathy Gillum 

Objection: Witness summarizing testimony. 

Chairman Armstrong overruled objection. 

States that hearing is adjourned for the day, will reconvene 
tomorrow (7-28-1.1) a t  1O:OO a.m. 

Case Recessed 

Case Stopped 
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Case Title: Big Rivers Electric Corporation 
Department: 
Plaintiff: 
Prosecution: 
Defendant: 
Defense: 

Big Rivers Exhibit 1 

Big Rivers Exhibit 2 
KIUC Exhibit 12 
KIUC Exhibit 13 
KIUC Exhibit 14 
KIUC Exhibit 15 
KIUC Exhibit 16 
KIUC Exhibit 17 
PSC Exhibit 1 

Document titled, "Exhibit Wolfram Rebuttal - 1 and Exhibit Wolfram Rebuttal - 2 Revised 
July 26, 2011" 
Document titled, "Stephen 1. Baron, page 6)(exerpt from pre-filed .testimony) 
Document titled, "Moody's Investors Service Report" 
Document titled, "Standard & Poors Global Credit Portal" 
Document titled, "Case No. 2011-00036, 2010 Depreciation Rate Study Summary" 
Document titled, "Report on the Comprehensive Depreciation Study" 
Document titled, "Attachment for Item KIUC 1-36", e-mails, etc. 
Document titled, "Attachment to KIUC 1-42" (E-mails dated December 10, 2010) 
Big Rivers' Tariff 23, Sheets 65 and 66 
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COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

APPLICATION OF BIG RIVERS ELECTRIC ) 
CORPORATION FOR A GENERAL 
ADJUSTMENT OF RATES ) 

) CASE NO. 201 1-00036 

CERTIFICATE 

I ,  Kathy Gillum, hereby certify that: 

1. The attached DVD contains a digital recording of the hearing conducted in 

the above-styled proceeding on July 28, 201 1 ; 

2. I am responsible for the preparation of the digital recording; 

3. The digital recording accurately and correctly depicts the hearing; 

4. The “Exhibit List” attached to this Certificate correctly lists all exhibits 

introduced at the hearing of July 28, 2011. The hearing was recorded in 3 segments, 

July 26, 201 1, July 27, 201 1 and July 28, 201 1 separately. 

5. The “Hearing Log” attached to this Certificate accurately and correctly 

states the events that occurred at the hearing of July 28, 2011, (excluding any 

confidential segments) and the time at which each occurred 

Given this day of August, 201 1. 7z; 

State t t  Larde 

MY commission expires: &fl [;j j 93L3 



Case Title: Big Rivers Electric Corporation 
Case Type: General Rates 
Department: 
Plaintiff: 
Prosecution: 
Defendant: 
Defense: 

Date: 7/28/2011 
Location: Default Location 
Judge: David Armstrong, Jim Gardner, Charles Borders 
Clerk: Kathy Gillum 
Bailiff: 

Event Ti me 
10:04:03 AM 

10:04: 14 AM 

10:04:19 AM 

10:04:48 AM 

10:05:23 AM 

10:17:36 AM 

10:19:57 AM 

1 ~ 5 3 3 8  AM 

10:25:45 AM 

10:27:45 AM 

Log Event 
Case Started 

Preliminary Remarks 

Witness, Gene Strong (KIUC) 

Examination by Mike Kurtz (KIUC) 
Note: Kathy Gillum 

Note: Kathy Gillum 

Witness called to testify by Mike Kurtz. 

Qualification of witness by Mike Kurtz. Witness adopts pre-filed 
testimony. 

Witness states that be is independent and not here to support any 
particular party's rates. Questions regarding aluminium market. 
Questions regarding Economy Development Cabinet. Questions 
regarding loss of smelter impact. Questions regarding whether or 
not there were programs to retain smelters. Questions regarding 
job losses in Henderson. 

Questians regarding economic conditions. Questions regarding 
Kentucky's ability to attract industry. 

Questions regarding witness' purpose of testifying. Witness states 
that he developed his testimony on his own from the econ. dev. 
website. Questions regarding closure of smelters. Questions 
regarding the number of jobs that the smelters produce. 
Questions regarding cost of power on a specific industry. 

Examination by James Miller (Big Rivers) 
Note: Kathy Gillum 

Examination by Larry Cook (OAG) 
Note: Kathy Gillum 

Examination by Richard Raff (PSC) 
Note: Kathy Gillum 

Chris Hopgood (Kenergy) 

Examination by Melissa Yates (Jackson Purchase) 
Note: Kathy Gillum No questions. 

Note: Kathy Gillum Questions regarding closing of the smelters and the impact to the 
economy. Questions regarding the impact an local businesses if 
rates are increased. 

Questions regarding the recourses available to assist in economic 
development. 

Commissioner Borders 
Note: Kathy Gillum 
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10:32:50 AM 

10:37:54 AM 

10:39:21 AM 

10:46:35 AM 

10:46:52 AM 

10:47:05 AM 

10:48:00 AM 

10:49:56 AM 

10:53:11 AM 

i0:53:16 AM 

10:53:22. AM 

10:57:36 AM 

11:00:02 AM 

10:59:03 AN 

11:0353 AM 

lX:04:05 AM 

11:04:37 AM 

11:05:22 AM 

Re-Direct by Mike Kurtz (UUC) 
Note: Kathy Gillum Questions regarding wage-levels. Questions regarding recruitment 

of manufacturing companies. Questions regarding current 
conditions. Witness states that he would like to correct something 
asked previously. Witness states that he received a phone call 
from someone at Alcan, who gave him the info on salary info. 

Questions regarding contribution to the State Government's 
budget. 

Questions regarding school taxes. Witness states his opinion as to 
the benefit of incentives. 

Mr. Miller asked witness if he had examined the financial 
statements of the smelters. 

Re-Cross by Larry Cook (OAG) 
Note: Kathy Gillum 

Re-Cross by Richard Raff (PSC) 
Note: Kathy Gillum 

Re-Cross by James Miller (Big Rivers) 
Note: Kathy Gillum 

Witness Excused (Strong) 

Witness, Charles King (UUC) 
Note: Kathy Gillum 

Examination by Mike Kurtz (KIUC) 
Note: Kathy Gillum 

Witness called to testify by Mike Ki~rtz. 

Q[JalifiCatiOn of witness by Mike Kurtz. Witness adopts pre-filed 
testimony with corrections to page 6, line 12, strike the word gas.; 
page 10, line 10, reference should be to sch 4, not 3; the second 
schedule should be labelled 3, not 2. 

Questions regarding who witness was retained by. Questions 
regarding when witness' firm became involved in the depreciation 
study. Questions regarding recommendations to depreciation 

Examination by James Miller (Big Rivers) 
Note: Kathy Gillum 

study. 
Larry Cook (OAG) 

Richard Raff (PSC) 

Questions by Commissioner Gardner 

Questions by Commissioner Borders 

Re-Cross by lames Miller (Big Rivers) 

Mike Kurtz (KIUC) 

Witness Excused (King) 

Witness, Henry Fayne (KIUC) 
Note: Kathy Gillum 

James Miller (Big Rivers) 
-Note: Kathy Gillum 

Note: Kathy Gillum No questions. 

Note: Kathy Gillum No questions. 

Note: Kathy Gillum 

Note: Kathy Gillum 

Note: Kathy Gi!lum 

Note: Kathy Gillum No Re-Direct. 

Questions regarding witness' study v. Burns & McDonald study. 

Questions regarding retirement of plants. 

Questions regarding depreciation report. 

Witness called to testify by Mike Kurtz. 

Mr. Miller asks if Mr. Kelly can be excused and not subject to 
recall. Chairman grants. 

Qualification of witness by Mike Kurtz. Witness adopts pre-filed 
testimony. 

Examination by Mike Kurtz (KIUC) 
Note: Kathy Gillum 
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11:05:36 AM 

11:14:48 AM 

11:15:23 AM 

i1:28:42 AM 

11:28:58 AM 

11:34:20 AM 

11:35:09 AM 

11:45:55 AM 

11:46:10 AM 

1:52:34 PM 

1:52:43 PM 

i:52:59 PM 

1:53:42 PM 

2:00:31 PM 

Examination by James Miller (Big Rivers) 
Note: Kathy Gillum Questions regarding Centwy's participation in the unwind. 

Questions regarding the smelter contracts. Questions rqarding 
brief filed. Witness states that he is representing KIlJC in this 
proceeding. Questions regarding page 11 of pre-filed testimony. 
Questions regarding long term solutions. Questions regarding 
page 10 of pre-filed testimony. 

Document introduced as Exhibit by James Miller and marked as 
Big Rivers Exhibit 3. (Exhibit: Document titled, "London Metal 
Exchange, LME Aluminium") 

Questions regarding Big Rivers Exhibit 3. Questions regarding Big 
Rivers Exhibit 2 and page 13, line 15 of Direct Testimony. 
Questions regarding page 14, line 7 of Direct Testimony. 
Questions regarding in subparagraph (9 of Direct Testimony. 
Questions regarding B.R. Exhibit 2. Questions regarding cost of 
service relationship. 

Document introduced as Exhibit by James Miller, and marked as 
Big Rivers Exhibit 4. (Exhibit: Document exerpt known as 
Coordination Agreement) 

Examination by James Miller (Big Rivers) continues 
Questions regarding Big Rivers Exhibit 4 (exerpt from Coordination 
Agreement). 

Document introduced by James Miller as Exhibit and marked as 
Big Rivers Exhibit 5. (Exhibit: Document titled, "Direct Testimony 
of Henry W. Fayne, dated January 25, 2008" in Case No. 2007- 
00455) 

Questions regarding Big Rivers Exhibit 5 (Direct Testimony of 
witness dated 1-25-08 in Case No. 2007-00455). Questions 
regarding presentations of smelters regarding rates paid by 
smelters since the unwind. 

Exhibit Big Rivers 3 
Note: Kathy Gillum 

Examination by James Miller (Big Rivers) continues 
Note: Kathy Gillum 

Exhibit Big Rivers 4 
Note: Kathy Gillum 

Note: Kathy Gillum 

Exhibit Big Rivers 5 
Note: Kathy Gillum 

Examination by james Miller (Big Rivers) continues 
Note: Kathy Gillum 

Lunch Break 

Case Recessed 

Case Started 

Examination-by James Miller (Big Rivers) 

Exhibik Big Rivers 6 
Note: Kathy Gillum 

Note: Kathy Gillum 

Examination of witness, Henry Fayne continues. 

Document introduced by James Miller and marked as Big Rivers 
Exhibit 6. (Exhibit: Document titled, "Intra-Agency Memorandum 
dated 2-19-08 in Case No. 2007-00455" with cover letter and 
attachments) 

Questions regarding Big Rivers Exhibit 6. Questions regarding 
closing days of the unwind transaction. 

Examination by James Miller (Big Rivers) continues 
Note: Kathy Gillurn 

Larry Cook (OAG) 
Note: Kathy Gillum No questions. 

Created by JAYS on 8/8/2011 - Page 3 of 7 - 



2:00:38 PM Examination by Richard Raff (PSC) 
Note: Kathy Gillum 

2:19:40 PM 

2:22:21 PM 

2:22:34 PM 

2:36:34 PM 

2:37:01 PM 

2:44:23 PM 

2:49:04 PM 

2:49:30 PM 

2:50:08 PM 

2:50:28 PM 

2:54:15 PM 

2:54:21 PM 

2:57:38 PM 

2:57:43 PM 

2:57:49 PM 

2:57:56 PM 

2:58:48PM 

2:59:10 PM 

2:59:19 PM 

2:59:30 PM 

3:11:41 PM 

3:11:47 PM 

Questions by Commissioner Gardner 

Case Recessed 

Case Resumed 

Public Mode On 

Questions by Cornmissioner Borders 

Note: Kathy Giilum 

Note: Kathy Gillum 

Re-Direct by Mike Kurtz (KIUC) 
Note: Kathy Gillum 

Objection by James Miller (Big Rivers) 

Richard Raff (PSC) 

Chairman Armstrong 

Note: Kathy Gillum 

Note: Kathy Gillum 

Note: Kathy Gillum 

Questions regarding operations of smelters in Kentucky on a long 
term basis. Questions regarding page 11 of pre-filed testimony, 
lines 4-6. Questions regarding whether or not monies have been 
set aside by the smelters to carry them through when the price of 
aluminium is low. 

Questions regarding the Unwind Order. Refers to Page 16, 

Questions regarding possible short-fall. Witness states that there 
are 10 smelters in the US. Questions regarding cost of service. 
Questions regarding the patronage capital. 

Questions regarding re-sale of power. Questions regarding 
percentage that the smelters were not compensated for. 
Questions regarding page 10 of testimony. 

Objection: Mr. Miller states that Mr, Kurtz is leading. 

States that the witness has already answered the question. 

Chairman states that he would let Mr. Kurtz finish. 
Re-Direct by Mike Kurh (Big Rivers) continues 

Larry Cook (OAG) 

Examination by James Miller (Big Rivers) 

Mike Kurtz (KIUC) 

Richard Raff (PSC) 

Witness Excused (Fayne) 

Witness, Paul Coomes (KIUC) 
Note: Kathy Gillum 

Note: Kathy Gillum 

Note: Kathy Gillum No questions. 

Note: Kathy Gillum 

Note: Kathy Gillum No questions. 

Note: Kathy Gillum No questions. 

Questions regarding TIER band. 

Questions regarding setting revenue in an historical test year. 

Witness called to testify by Mike Kurtz. Mr. Kurtz requested to go 
off the record to straighten out the witness lineup. 

Case Recessed 

Case Started 

Examination by Mike Kurtz (KIUC) 
Note: Kathy Gillum Qualification of witness by Mike Kurtr. Witness adopts pre-filed 

testimony. 

Questions regarding page 3 of pre-filed testimony. Questions 
regarding Lines 9 and 10 pertaining to taxes. Questions 
regarding Page 5 of pre-filed testimony. Questions regarding 
Page 6, line 1 of pre-filed testimony. 

Examination by Doug Beresford (Big Rivers) 
Note: Kathy Gillum 

Larry Cook (OAG) 

Richard Raff (PSC) 
Note: Kathy Gillum No questions. 

Note: Kathy Gillum No questions. 
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3:11:53 PM 

3:15:43 PM 
3:16:02 PI4 

3:16:38 PM 

3:16:53 PM 

3:24:44 PM 

3:24:50 PM 

3:24:59 PM 

3:27:03 PM 

3:27:44 PM 

3:28:12 PM 

3:42:34 PM 

3:43:13 PM 

3:43:21 PM 

3:45:16 PM 

3:45:27 PM 

3:46:06 PM 

3:46:27 PM 

3:50:19 PM 

3:51:21 PM 

3:52:03 PM 

3:52:08 PM 

3:55:1-4 PM 

3:55:18 PM 

3:55:41 PM 

3:56:33 PM 

4:02:32 PM 

Questions by Chairman Armstrong 
Note: Kathy Gillum 

Witness Excused (Caomes) 

Witness, Matthew Morey (KIUC) 
Note: Kathy Gillum 

Examination by Mike Kurtz (KTUC) 
Note: Kathy Gillum 

Questions regarding loss of 1,200 jobs to the area, 

Witness called to testify by Mike Kurts. 

Qualification of witness by Mike Kurtz. Witness adopts pre-filed 
testimony. 

Questions regarding witness' assignment. Questions regarding 
sales to municipal power markets. Questions regarding Mr. 
Seelye's list. 

Examination by Doug Beresford (Big Rivers) 
Note: Kathy Gillum 

Larry Cook (OAG) 
Nots: Kathy Gillum No questions. 

Richard Raff (PSC) 
Note: Kathy Gillum No questions. 

Re-Direct by Mike Kurtr (KIlJC) 
Note: Kathy Gillum 

Re-Cross by Doug Beresford (Big Rivers) 

Witness Excused (Morey) 
Note: Kathy Gillum 

Case Recessed 

Case Resumed 

Public Mode On 

Private Mode On 

Public Mode On 

Witness, Stephane Leblanc (KIUC) 

Examination by Mike Kurtz (KIUC) 

Questions regarding market prices. 

Mike Kurtz requested a 10 minute break. 

Note: Kathy Gilium 

Note: Kathy Gillum 

Witness called to testify by Mike Kurtz. 

Qualification of witness by Mike Kurtz. Witness adopts pre-filed 
testimony. 

Questions regarding Big Rivers Exhibit 2, beginning with line 2. 

Objection: Mr. Baron has already been cross examined on this. 

Examination by Doug Beresford (Big Rivers) 

Objection by Mike Kurtz (KIUC) 

Examination by Doug Beresford (Big Rivers) continues 

Note: Kathy Gillum 

Note: Kathy Gillum 

Case Recessed 

Case Resumed 

Pubiic-Mode On 

_Examination by Doug Beresford (Big 

Exhibit Big Rivers 8 
Note: Kathy C'II - I  urn 

Note: Kathy Gillum 

Examination by Doug Beresford (Big 
Note: Kathy Gillum 

Rivers) 

Document introduced by Doug Beresford and marked as Big 
Rivers Exhibit 8. (Exhibit: Document titled, "Kentucky OKs Alcan 
tax stimulus - courierpress.com") 

Questions regarding Big Rivers Exhibit 8. Questions regarding 
meetings. 

Rivers) continues 

Data Request by Doug Beresford (Big Rivers) 
Note: Kathy Gillum List of people Alcan met with. 
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4:02:40 Plvl 

4:30:24 PM 

4:30:54 PM 

4:30:59 PM 

4:40:51 PM 

4:41:05 PM 

4:44:31 PM 

4:45:48 PM 

4:45:53 PM 

4:56:18 PM 

4:56:22 PM 

5:02:12 PM 

5:02:15 PM 

5:02.:19 PM 

5:08:21 PM 

5:12:38 PM 

5:13:48 PM 

5:14:13 PM 

5:24:04 PM 

5:24:09 PM 

5:24:35 PM 

5:26:10 PM 

5:25:24 PM 

5:26:33 PM 

Examination by Doug Beresford (Big Rivers) continues 
Note: Kathy Gillurn 

Examination by Larry Cook (OAG) 

Case Recessed 

Case Resumed 

Public Mode On 

Examination by Richard Raff (PSC) 

Data Request by Richard Raff (PSC) 

Note: Kathy Gillum 

Note: Kathy Gillum 

Note: Kathy Giilum 

Mike Kurtz (KIUC) 

Questions by Cornmissioner Gardner 
Note: Kathy Gillum 

Note: Kathy Gillum 

Case Recessed 

Case Resumed 

Case Recessed 

Case Started 

Questions by Commissioner Borders 
Note: Kathy Gillum 

Re-Direct by Mike Kurtz (KIUC) 
Note: Kathy Gillum 

Examination by Richard Raff (PSC) 
Note: Kathy Gi!!um 

Witness Excused (LeBlanc) 
Note: Kathy Gillum 

Case Recessed 

Case Staited 

Witness, Lane Kollen (KIUC) 

Examination by Mike Kurtz (KIUC) 
Note: Kathy Gillum 

Note: Kathy Gillum 

Questions regarding percentage of alum. produced that is used by 
manufacturing facilities. Questions regarding the meetings and 
discussions. Questions regarding page 8 of pre-filed testimony. 
Witness made comment in explanation. Questions regarding 
whether or not Alcan should be investing for the long term. 
Questions regarding page 9 of Direct Testimony. Questions 
regarding cost of service. Questions regarding page 7 of Direct 
Testimony. Questions regarding whether or not witness had 
knowledge of figures named in Confidential mode of hearing. 
Questions regarding page 4 of Direct Testimony. 

Questions regarding page 10, 

Questions regarding money investment. 

Current cost of production and revenue expected over the next 12 
months. (Confidential) 

Stated he would provide in confidential mode. 

Requests to review entire document that Big Rivers Exhibit 7 was 
pulled from. Document provided to Commissioner Gardner for 
review. Questions regarding power cost. Commissioner Gardner 
requests to go off the record for a confidential question. 

Case Recessed 

No questions of this witness by any counsel 

Case Started 

Questions regarding investment in order to be competitive. 

Questions regarding job of reducing costs or closing plant. 

Questians regarding the sister plants of Seabree. 

10 Minute Break. 

Witness called to testify by Mike Kurtz (KIUC) 

Qualification of witness by Mike Kurtz. Witness states that there 
were corrections to page 3 filed 2 or 3 weeks ago. Witness adopts 
pre-filed testimony. 
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5:26:38 PM 
5:26:47 PM 

5:27:06 PM 

5:27:07 PM 

5:29:36 PM 

5:31:1O PM 

5:31:29 PM 

5:31:44 PM 
5:32:58 PM 

5:32:30 PM 

Chairman Armstrong 

Witness Excused (Kollen) 

Witness (Seelye) 
Note: Kathy Gillum 

Examination by Richard Raff (PSC) 
Note: Kathy Gillum 

Data Request by Richard Raff 

Witness Excused (Seelye) 

Doug Beresford (Big Rivers) 

Mike Kurtz (KIUC) 

Case Recessed 

Chairman Armstrong 

Witness re-called by Mr. Raff. 

Questions regarding Exhibit 6, p. 3 of Direct Testimony. 

Note: Kathy Gillurn 

5:36:07 PM Case Stopped 

fidjourns hearing. Discussion regarding timing of briefs. Briefs 
due August 11, 2011. Data Requests due next Wednesday. 
Armstrong requests brief from AG, position on cost of study. 
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Case Title: Big Rivers Electric Corporation 
Department: 
Plaintiff: 
Prosecution: 
Defendant: 
Defense: 

Name Description 
Big Rivers Exhibit 3 
Big Rivers Exhibit 4 
Big Rivers Exhibit 5 

Big Rivers Exhibit 6 

Big Rivers Exhibit 7 
Big Rivers Exhibit 8 

Document titled, "London Metal Exchange, LME Aluminium" 
Document (exerpt ) known as Coordination Agreement. 
Document titled, "Direct Testimony of Henry W. Fayne, dated January 25, 2008" in Case 

Document titled, "Intra-Agency Memorandum dated 2-19-08 in Case No. 2007- 
00455" (with Cover letter and attachments) 
Confidential Exhibit 
Document 'titled, "Kentucky OKs Alcan tax stimulus - courierpress.com" 

NO. 2007-00455 
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I .  

Dear Bill: 

Hngnn Wb us LW 
Columbio Square 
555 thir(senth Stmet. NW 
Washington, M: 20004 
T +I 202 637 5600 
F +I 202 637 5910 
wwrv.hoganlwotls.mm 

Mr. C. William Blackbum 
Senior Vice President of Financial 
& Energy Services and 
Chief Financial Officer 

Big Rivers Electric Corporation 
P.O. Box 24 
Henderson, Kentucky 42420 

Enclosed please find our statement covering legal fees and disbursements for February. 

If you have any questions or need additional information, please call me. 

Sincerely, 

0 +1202 637 581 9 

I I 



Fed 1.D. N a  
uOoB4'101 

Invoice No. 1962905 

Big Riven Electric Corporation 
P.O. Box 24 
Henderson, Kf 42420 

COMBINED MATTER SUMMARY ' 

Client No. 082571 

March 25,201 1 

For Professional Services and Other Charges Through February 28,201 1 

Professional Other 
Sewices Charges Total 

$1,061.50 $2.80 $1,064.30 py4 REGULATORY COMPLIANCE 

NEGOTIATIONS CITY OF HENDERSON $828.00 $0.00 $828.00 
CONTRACTS 

AUOIT ISSUES $801 .oo $6.00 $807.00 w) $@/ 
OPERATING RESERVE $1,170.00 $0.00 $1,170.00 

INTEGRATION INTO THE MIDWEST IS0 $9,844.00 $0.00 $9,844.ocj 

201 1 RATE CASE $1 15,698.00 $1 00.00 $1 15,798.00 

Grand Total All Matters $129,402.50 $108.80 $129.51 1.30 

Less 10% Discount for OPERATING 
RESERVE 

(117.00) . 0.00 (117.00) 

Ptease include invoice number(s) on your check for faster processing. 



- BIG RIVERS ELECTRIC CORPORATION 
Client NO. 082571 
Invoice No. 1962905 ,+ 

I’ 

March 25.201 1 

Pmfessional Other 
senn’ces Charges Total 

Less 7% Discount for INTEGRATION INTO (689.08) 0.00 (689.08) 
THE MIDWEST IS0 

Less 5% Discount for 201 1 RATE CASE (5.784.90) 0.00 (5,784.90) 
- __ 

Grand Total AU Matters $122.81 1.52 $108.80 $122.920.32 



, . BIG RIVERS ELECTRIC CORPORATION 
Client No. 082571 

f 2  Invoice No. 1962905 
L 

Big Rivers Electric Corporation 
P.O. Box 24 
Henderson, KY 42420 

Cam bfned Timekeeper Summa6 

Timekeeper Rate Hours Amount 
J. tilyestrom 680.00 13.30 9,044.00 
0. Beresford 740.00 140.50 103,970.00 
K. Oowney 650.00 23.60 15,340.00 
s. court 700.00 0.90 630.00 
E. Lashner 405.00 0.70 283.50 
0. Fagerstrom 270.00 0.50 135.00 
Total All Timekeepers 179.50 129,402.50 

Comblned Summary of Other Charges 

Code Description Amount 
01 Photocopy 2.80 
41 Telecopyffax 6.00 
99 Miscellaneous 100.00 

Total 108.80 

March 25,2011 

, 



For All Territory Served By 
Cooperative’s Transmission System 
P.S.C.ICY .NO. _.I 3 1  

Big Rivers Electric Corporation 
(Name of Utility) 

Original SHEET NO. 65 .-__I_-____- 
CANCELLING P.S.C.KY.NO. 

- SHEETNO. 

-- RULES AND REGULATIONS 

13. RENEWABLE RESOURCE ENERGY SERVICE TARIFF RIDER: 

a. Applicability: 

Applicable in all territory served by Big R.ivers’ member cooperatives. 

b. Availability: 

Renewable Resource Energy service is available in accordance with the terms of 
this tariff rider to any Big Rivers Member purchasing wholesale power for delivery 
at any Rural Delivery Point or Large Industrial Customer Delivery Point on its 
system under Rate Schedule C.4.d., Rate Schedule C.7.c. or Rate Schedule IO, 
subject to Big Rivers’ general rules and regulations on file with the Public Service 
Commission of Kentucky. For purposes of this renewable resource energy service 
tariff rider, (i) the term “Renewable Resource Energy” means electric energy 
generated from solar, wind, ocean, geothermal energy, biomass, or landfill gas, and 
(ii) the term “biomass” means any organic material that is available on a renewable 
or recurring basis, including dedicated energy crops, trees growii for energy 
production, wood waste and wood residues, plants (including aquatic plants, 
grasses, and agricultural crops), residues, fibers, animal wastes and other organic 
waste materials (but not including unsegregated municipal solid waste (garbage)), 
and fats and oils. 

C. Conditions of Service: 

(1) Renewable Resource Energy service availability is contingent upon Big 
Rivers’ ability to purchase a wholesale supply of Renewable Resource 
Energy in the quantity and at the quality requested by a Member 
Cooperative. 

PUBLIC SERVICE COMMISSION 
QF---Y&&TUCKY-------- 

EF FEC‘T’IVE 

KAR 5.01 1 
(1) 

PSC EXHIBIT / 



For All Territory Served By 
Cooperative's Transmission System 
P * s I C.KY .NO. 23 

Bie,Rivers Electric Corporation 
(Name of Utility) 

66 __ SHEET NO. Original .- 

CANCELLING P.S.C.KY.NO. 

I SHEETNO.- 

- ___ 
- RULES AND REGULATIONS -. 

Big Rivers will make Renewable Resource Energy service available to a 
Member to support a contract for Renewable Resource Energy service 
entered into between a Member and one of its retail members, and 
approved by Big Rivers. That contract must commit the Member to sell, 
and the retail member to buy, Renewable Resource Energy in a specified 
number of 100 kWh blocks per month for a period for not less than one 
year. Upon approval of the contract by Big Rivers, the purchase and 
payment obligations of the retail member stated in that contract (less any 
retail mark-up of the Member) will become-the wholesale take-or-pay 
obligation of the Member to Big Rivers, until (i) the retail member 
contract expires by its own terms, or (ii) the termination date for the 
contract of the retail member specified in a written notice from the 
Member to Big Rivers, which date is a date no earlier than the date on 
which the written notice from the Member is received by Big Rivers. 

d. h4onthlv Rate: 

The monthly rate for Renewable Resource Energy is the rate in the rale schedule 
under which the Member is purchasing electricity for its retail member who 
contracts to purchase Renewable Resource Energy, except that the energy rate is: 
$5.50 per 100 ltWh block ($0.055 per kWh), subject to any adjustment, surcharge or 
surcredit that is or may become applicable under that wholesale rate schedule. This 
rate charged to a Member for a kWh of Renewable Resource Energy is in lieu ofthe 
energy rate that would otherwise be applicable to that energy purchase under Rate 
ScRediile C.4.d.(2), Rate Schedule C.7.c.(2)(b) or Rate Schedule 10. Renewable 
Resource Energy purchased by a Member in any month will be conclusively 
presumed to be the first kilowatt hours delivered to that Member in that month, 

e. B i l  lin E: 

Sales of Renewable Resource Energy are subject to the terms of service and 
payment of the wholesale rate schedule under which Renewable Resource Energy 
is purchased. 

ISSlJED BY&&C -/%&,Eih Rivers Electric Corporation, 201 3" 
&Signature of Officer) 

Issued By Authority of PSC Caserfjo. 2007-00455, Order dated March 6 

P 1J B LI C SERVICE COMMISSION 

st., He&%&&1'#3'f'd&Tf807 KAR 
SECTION 9 (1) 

rector 
BY 

5:Ol 1 



Rig Rivers Electric Corporation 

Case No. 2011-00036 

Exhibit Wolfram Rebuttal-1 

Reconciliation of Revenue Requirement 

Exhibit Wolfram Rebuttal-2 

Calculation of Revenue Deficiency & Updated Reference Schedules 

Revised July 26,2011 

BIG RsVERS EXHIBIT / __ 



Exhibit Wolfiam Rebuttal-I 
Sponsoring Witness: Wolfram 

Page 1 of 1 

BIG RIVERS ELECTRIC CORPORATION 
12 Months Ended October 31,2010 

Reconciliation of Revenue Requirement 
Revised July 26, 2011 

Big Rivers Big Rivers 
Line Reference Original Updated 
No. Description Schedule Amount Amount Variance 

(1) (2) (3) (4) 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
1 1  
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 

Filed Revenue Deficiency 

Adjustments 
To annualize revenue 8 expenses for new industrial customer 
To adjust mismatch in fuel cost recovery 
To eliminate Environmental Surcharge 
To reflect temperature normalized sales volumes 
To adjust for Non-FAC PPA 
To reflect annualized depreciation expenses 
To reflect increases in labor and labor overhead expenses 
To reflect current interest on construction (CWIP) 
To eliminate RRI Domtar Cogen Backup revenue & expenses 
To reflect levelized production O&M expenses 
To reflect levelized planned outage expenses 
To reflect going forward IT support services 
To reflect amortizaton of rate case expenses 
To reflect Midwest IS0 related expenses 
To annualize interest on long-term debt 
To reflect leased property (Soaper Building Rent) 
To adjust for costs related to LEM Dispatch 
To adjust for costs related to APM 
To eliminate WKEC Lease Expenses 
To eliminate WKEC Unwind-related Expenses (Non-Labor) 
To eliminate WKEC Unwind-related Expenses (Labor-related) 
To eliminate costs for SFPC membership 
To adjust for Midwest IS0 Case-related expenses 
To adjust for Smelter TIER Adjustment Charge 
To eliminate advertising, lobbying, donation and econ dev 
To reflect going forward level of income taxes 
To reflect going forward level of Outside Services 

2 01 
2 02 
2 03 
2 04 

2 06 
2 07 
2 08 
2 09 
2 10 
2 1 1  
2 12 
2 13 
2 14 
2 15 
2 16 
2 17 
2 18 
2 19 
2 19 
2 19 
2 20 
2 21 
2 22 
2 23 
2 24 
2 25 

2 05 

$ 39,952,927 $ 

$ 39,145 $ 

2,225,346 $ 
633,559 $ 
(126,318) $ 

(427,156) $ 
(6,252,651) $ 
(624,894) $ 

(515,767) $ 
971,257 $ 

(2,726,965) $ 
(292,194) $ 
(281,719) $ 

(5,415,000) $ 

(70,408) $ 
128,368 $ 
936,815 $ 
(205,090) $ 
(149,673) $ 

(2,357,097) $ 
7,476,583 $ 
180,775 $ 
771,118 $ 

(7,128,947) $ 
507,216 $ 
(183,084) $ 
1.000.000 $ 

(5,6m,678) $ 

39,952,927 $ 

92,165 $ 
2,225,346 
633,559 
(126,318) 
(427,156) 

(6,252,651) 
(450,215) 

97 1,257 
(5,660,678) 
(2,726,965) 
(292,194) 
(482,076) 

(5,353,444) 
(70.408) 
128,368 
936,815 
(205.090) 
(149,673) 

(2,357,097) 
7,476,583 
180,775 
771 ,I 18 

(7,128,947) 
531,388 
(1 83,084) 

1 .000.000 

53,020 

174,679 
515,767 

(200.357) 
61,556 

24,172 

To reflect &mhitment to Energy Efficiency Programs 2.26 (1,000,000) $ (1,000,000) 
Total $ (18,547,460) $ (17,918,623) $ 628,838 

Difference in Tota! Pro Forma Ad,iustments B - $  628.B38 $ 628,838 

Revenue Deficiency $ 39,952,927 I $ 39,324,089 I $ (628,838) 

Case No. 2011-00036 
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Rebuttal Exhibit Wolfram-2 
Reference Schedule 2.01 

Sponsoring Witness: Wolfram 

Kenerqv - Equality Mine 

Historical Test Year Revenue 

Number of Months Served 

Number of Months in Test Year 

Annualization Factor 

Annualized Revenue 

Revenue Adjustment 

Operating Ratio 

Expense Adjustment 

BIG RIVERS ELECTRIC CORPORATION 
12 Months Ended October 31,201 0 

New industrial Customer 

9 Net Revenue Adjustment 

Calculation of Electric Operatinca Ratio 

10 Total Electric Operating Expenses 
11 Less Wages and Salaries 
12 Less Pensions and Benefits 
13 Less Regulatory Commission Expense 
14 Net Expenses 

Reference 

Line 3 I 4  

Line 1 x 4  

Line 5 - 1 

Line 16 

Line 6 x 7 

07/26/11 
Original Updated 
Amount Amount 

$ 252,566 $ 

7.5 

12 

l "59 

$ 402,318 $ 

$ 149,752 $ 

0.74 

$ 110,607 $ 

252,566 

NA 

NA 

NA 

605,152 

352,586 

0.74 

260,421 

$ 39,145 $ 92,165 

$ 445,926,841 
$ 58,335,396 
$ 169,663 
$ 1,188,958 
$ 386,232,825 

15 Total Electric Operations Revenues (as billed) $ 522,923,675 

16 Operating Ratio Line 14 I 15 0 74 

(Jpdated to utilize 12 months ended June 20 1 1  actual revenues in place of annualized test year revenues 
per the response to PSC 3-3c 

Case  No. 201 1-00036 
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1 Proforma Year 

2 Historical Year 

3 Proforma Adjustment 

Rebuttal Exhibit Wolfram-2 
Reference Schedule 2.07 

Sponsoring Witness: Hite 

BIG RIVERS ELECTRIC CORPORATION 
12 Months Ended October 31,2010 

Labor 8 Labor Overheads Expenses 

68,534,2 18 

68,084,003 

450,215 

Description. The proforma amount for labor/labor overheads includes employees of record as 
of December 31, 2010, excluding those on long-term disability (LPD) for whom replacements 
have been hired. This results in a total of 606 employees, 249 non-bargaining and 357 
bargaining. As appropriate, base labor includes step increases and contract increases for the 
bargaining employees, and qualification increases for non-bargaining employees Shift 
premiums were appropriately included. Overtime pay was based upon the amount currently 
expected for 201 1 The most current information available was used to determine labor 
overhead cost (FICA, FUTA, SUTA, workers compensation, retiremenff4Ol (k), life, LTD, 
dental and medical, post-employment and post-retirement costs, including the most recent 
premium rates available, and the most recent FAS 87 and 106 estimates No incentive pay or 
bonus pay is incuded in the proforma amount. 

Updated to remove $1,047,200 of capitalized labor 

Case No. 201 1-00036 
Exhibit Wdfian; Rebutta:9 
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1 Proforma Year 

2 Historical Year 

3 Proforma Adjustment 

Rebuttal Exhibit Wolfram-2 
Reference Schedule 2.08 

Sponsoring Witness: Hite 

BIG RIVERS ELECTRIC CORPORATION 
12 Months Ended October 31,2010 

Interest on Construction Work In Prowess 

(515,767) 

(515,767) 

0 

Description To reflect current interest on construction work in progress (CWIP) 

Updated to forego recovery of current interest on CWIP 
per Rebuttal Testimony of John Wolfram 

Case No. 201 1-00036 
Exhibit T!olf:am Rebuttal-2 
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1 Proforma Year 

2 Historical Year 

3 Proforma Adjustment 

Rebuttal Exhibit Wolfram-2 
Reference Schedule 2.13 

Sponsoring Witness: Hite 

BIG RIVERS ELECTRIC CORPORATION 
12 Months Ended October 31,2010 

Rate Case Expenses 
07/26/11 

Original Updated 
Amount Amount 

299,643 500,000 

- 17,924 17,924 

281,719 482,076 

Description” 
To normalize the legal and consulting costs anticipated to be incurred by the Company in 
connection with this general rate case before the KPSC. Note that this estimated cost includes the 
cost of service and rate design study and the depreciation study During the test year, expense of 
$17,924 was incurred in connection with the cost of service and rate design study and the 
depreciation study 

Updated to reflect anticipated rate case costs of $1,500,000 based on actual costs through June 20 1 1 
plus estimated expenses for July & August 201 I 

** Big Rivers will continue to provide updates of actual costs via supplemental responses 
to Item PSC 1-52 

Case No. 2011-00036 
Exhibit Wsifmm Reblhi-2 
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Rebuttal Exhibit Wolfram-2 
Reference Schedule 2.14 

Sponsoring Witness: Wolfram 

BIG RIVERS ELECTRIC CORPORATION 
12 Months Ended October 31,2010 

Midwest IS0 (Member) Cost 

1 Proforma Year 

2 Historical Year 

3 Proforma Adjustment 

5,353,444 

0 

5,353,444 

Description. Big Rivers integration into Midwest IS0 took place on December 1, 
2010. Big Rivers is now subject to the Midwest ISOs charges assessed under the 
Midwest IS0 Tariff Schedules I O ,  16 and 17 

Updated to remove $6 1,556.38 of non-recuning test year expense 
per the response to KlUC 2-39. 



Rebuttal Exhibit Wolfram-2 
Reference Schedule 2.23 

Sponsoring Witness: Hite 

BIG RIVERS ELECTRIC CORPORATION 
12 Months Ended October 31,2010 

Promotional I Institutional Advertising, Lobbying, Donations and Economic Development 

07/26/11 

Original Updated 
Amount Amount 

1 Proforma Year 

2 Historical Year 

3 Proforma Adjustment 

0 0 

507,216 531,388 

(507,216) (531,388) 

Description. To remove all promotionallinstitutional advertising expenses, politicalllobbying 
expenses, donations, penalties and economic development expenses from the test year. 

Updated to remove an additional $24,172 of lobbying expenses from the test year 
per the response to PSC 2-50. 

Case No. 201 1-00036 
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4 

5 

6 

7 

8 

9 

10 

I 1  

12 

13 

14 

15 

16 

17 

industrial customers of the Co~npany .~  As I will discuss, given the unique 

characteristics of the Smelter customers, it is appropriate to fully eliminate the 

present rate subsidies received by the Rural rate class (for example, contractual 

obligations require the Smelters to pay for ininhum demand and energy, regardless 

of actual usage; the Tier adjustment provisions of the Smelter contracts that provide 

financial support to Big Rivers in the form of additional revenues paid only by the 

Smelter customers; and the concentration risk to Big Rivers that is increased as a 

result of excess charges to the  smelter^).^ As discussed by other IUUC witnesses, 

requiring the Smelters to continue to subsidize the rest of the system is very risky 

because it increases the possibility of Smelter closure. As discussed by Professor 

Coomes, the closure of the Smelters would result in the loss of 4,700 jobs, $176 

million in annual payroll and nearly $12 million annually in state and local taxes, 

As discussed by Dr. Morey, the closure of the Smelters would also result in $83 

million in annual lost margins to Big Rivers if the Smelter load was resold in the 

wholesale power market. This in turn would likely trigger a massive rate increase 

on remaining customers, or some other drastic action. 

- ~ -  
' As I discuss later in my testimony, because of the unique contractual linkage between the Smelter rates 
and the Large Industrial Rate, the Rural class will continue to receive millions of dollars of subsidy 
payments kom the Smelter customers even with the KnJC proposal. As shown in Table 4 of my 
testimony, the Rural class will receive over $6 million in continuing subsidies under the KIUC proposed 
revenue increase allocation. 

The Rural class will continue to receive over $6 million in subsidies at proposed rates. 
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any sale of Energy pursuant to Section 4.1 3.3 as Economic Sales, Section IO.  1 as Surplus Sales, 
Section 10.2 as [Jndeliverable Energy Sales or Section 10.3 as Potline Reduction Sales, in each 
case, of the Century Retail Agreement (“Potential Tax Liability”); and (ii) cause Century Parent 
to guarantee to Big Rivers and Kenergy payment and performance of all obligations of Century 
under the Century Retail Agreement, including Potential Tax Liability, and all obligations of 
Century under the other documents entered into by Century and its Affiliates in connection with 
the New Transaction pursuant to a Guarantee Agreement executed by Century Parent in favor of 
Big Rivers and Kenergy which shall be satisfactory in form and substance to Big Rivers (the 
“Century Guarantee”). At the request of Big Rivers, Century will maintain the Century 
Guarantee until  closure of all applicable tax years of Big Rivers. At the request of Century, Big 
Rivers will provide Century with information as to the amount and calculation of the estimated 
Potential Tax Liability and reasonably detailed documentation in support thereof. 

3.7 Transmission Uwrade. As soon as reasonably practicable, Big Rivers will 
develop, finance and construct improvements to its transmission facilities to permit Big Rivers to 
transmit to its border all Base Fixed Energy. 

3.8 Proceedings AffectinP Rates. 

(a) The Parties acknowledge and agree that 

(i) Big Rivers shall have the right to seek KPSC approval for 
changes to the Nan-Smelter Member Rates, and FERC approval of changes to the OATT, from 
time to time, but Big Rivers shall not seek an increase in its base rates to take effect before 
January 1, 201 0, excluding any roll-in to Big Rivers’ base rates of costs that would otherwise be 
recovered by the Environmental Surcharge or the FAC, and 

(ii) Big Rivers will not seek to implement a wholesale rate 
reduction other than the Rebate to its Members under the procedures available in KRS 278.455 
without the consent of Century; 

provided that this commitment by Big R.ivers will have no effect on the availability to Big 
Rivers’ Members of the procedures in KRS 278.455 to flow-through any wholesale rate decrease 
to the Non-Smelter Ratepayers. 

(b) Century shall have the right to intervene and participate in any 
proceeding that may affect rates at the KPSC or FERC or before any other Governmental 
Authority. Neither Big Rivers nor Century will support or seek, directly or indirectly, from any 
Governmental Authority, including the KPSC, any challenge to or change in the rate formula set 
forth in the Century Wholesale Agreement or the AIcan Retail Agreement or other terms and 
conditions set forth therein, including the relationship of the Large Industrial Rate to amounts 
payable by Century pursuant to the Century Retail Agreement, except that any Party may initiate 
O r  intervene in a proceeding to (i) clarify, interpret or enforce the Century Wholesale Agreement 
or the Century Retail Agreement, or ( i i )  challenge the applicable rate for Transmission Services 
should those services be unbundled for purposes of calculating the Large Industrial Rate. For the 
avoidance of doubt, Century’s intervention and pai-ticipation in a regulatory proceeding 
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involving cost of service issues relating to the rates of the Non-Smelter Ratepayers shall not be 
considered a challenge to the rate formula. 

(c) If Commonwealth of Kentucky ex rei. Gregory D. Stumho, Attorney 
General v. Public Seivice Comrn ’n and 7 h i O l . l  Light, Heat and Power Co., Franklin Circuit 
Court, C.A. No. 06-CI-269, or any Applicable Law relating thereto restricts the amounts 
recovered under the FAC, Appendix A, or the Environmental Surcharge Rider, then Kenergy, 
Century, Big Rivers and, if  the Alcan Retail Agreement is then in effect, Alcan, shall negotiate in 
good faith to amend this Agreement (and other agreements entered into in connection herewith) 
to restore the relative rights and economic benefits thereunder. If such parties are unable to reach 
an agreement on such amendments, then this Section 3.8 shall not restrict Big Rivers from 
seeking KPSC approval for an increase to its base rates or an amendment to the FAC, Appendix 
A, or the Environmental Surcharge Rider. 

(d) Nothing in this Agreement shall limit or expand thejurisdiction of 
the KPSC or the FERC over Big Rivers or the rates, terms and conditions of electric service to 
Century pursuant to the Century Retail Agreement or otherwise. 

(e) Big Rivers will provide Century a copy of any filing with the 
KPSC or FERC that seeks a change in Big Rivers’ tariff or relief authorized by KRS 278.020, 
KRS 278.030, KRS 278.212, KRS 278.218, K R S  278.300, KRS 278.183 or 807 KAR 5:056. 

3.9 Communications; Request for Meetings. Big Rivers will establish with 
Century procedures for the regular dissemination of information relating to the operational and 
financial performance of Big Rivers. If Century believes Big Rivers has or may incur 
unreasonable costs or expenses, Century may request in writing a meeting with Big Rivers’ 
management to discuss such costs or expenses. Such meeting will talte place within ten Business 
Days of the request but shall not be held more frequently than once per fiscal quarter. Nothing in 
this Section shall obligate Big Rivers to take any action as a result of such meeting. 

3.10 Depreciation Rates. 

(a) Big Rivers shall not modify its depreciation rates without the 
approval of or consent or acceptance by the KPSC or, i f  the KPSC no longer has jurisdiction 
over Big Rivers, by any other Governmental Authority having jurisdiction over such 
modification. Big Rivers will provide Century reasonable notice of the implementation of such 
modification together with reasonably detailed documentation describing such modification and 
an opportunity to discuss such modification with Big Rivers’ management prior to the filing of 
an application for approval of the modification of such depreciation rates with the KPSC or other 
Governmental Authority having jurisdiction. 

(b) Big Rivers shall not initiate a request to a Governmental Authority 
or RUS for changes to its depreciation rates that would be projected to cause the weighted 
average depreciation rates for the period from the Effective Date through December 3 1, 201 6, to 
exceed the weighted average depreciation rates for the same period set forth in the Model; unless 
( I )  Big Rivers determines i n  good faith, based on discussions with a nationally recognized 
statistical rating organization and after consultation with Century, that it is necessary to make 
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1 Q: 

2. A: 

3 

4 Q:  

.5 A: 

6 

7 

S 

9 

10 

11 

12. Q: 

13 A: 

14 

1.5 

16 

17 Q: 

18 A: 

19 

COh4M0N \VK A LTFI C) I: K ENTUCK Y 
BEFORE T I E  PUUI,1C SERVICE COMMISSION OF KENT1 JCI<Y 

CASE NO 2007-00455 

DIIV,CT *.rEsinmw 01: HENRY w FAYNG 
ON BET-IAL,F OF IUO TINTO ALCAN 

AND CENTlJRY ALTJMINUM 01; ITENTUCKY GENERAL PAIITNERSI-III' 

Please stale your name and btrsiness address. 

My name is Henry W Fayne. My business address is 1980 I-Tillside Drive, 

Columbus, Ohio 43221. 

Please briefly clcscribe your busincss and educational baclcgioiuid. 

I have been a consultant in the electric energy sector since thc beginning of 2005, 

following my retirement from American Electric Power (AED) I was employed 

by AEP in various positions for thirty years from 1974 through 2004, including as 

Executive Vice President and Chief Financial Officer &om 1998 until 200 1, and 

as Executive Vice President Eneigy Delivery from 2001 until I retired in  2004. I 

have a bachelors degree in economics fiom Columbia College and an M R A  in 

finance from Columbia Graduate School of Business 

Have you testified previously? 

Yes. During my tenure at AEP, I testified before the regulatory commissions in 

the states of Indiana, I<entucky, Michigan, Oliio, Oltlahoma, Texas, Virginia and 

West Virginia on behalf of various operating coinpanies of AEP. I have also 

testified before the Federal Energy Regulatory Commission 

What is the purpose of your testimony i n  this proceeding? 

I am testi&ing on behalf of Rio Tinto Alcan and Century Aluminuni (the 

Smelters). h4y purpose is to explain why the Sinelters believe that the 
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1 

2 

3 

transactions proposed in this proceeding are in thc public intcrest and why the 

agreemcnts reached among Big Iiivers, Kenergy, the other Members and the 

Smelters are critical to the on-going viability of the Sebree and I-Iawesville 

4 

5 Q: Please describe Rio Tinto Rlcan and Century Alnniinuin. 

6 A: 

Smelters. In addition, I will discuss various contract provisions and open issues. 

Rio Tinto is a leading international mining group, publicly fraded 011 Llie London 

7 and Australia11 exchanges. Its major products include alumin~im, copper, 

8 

9 

10 

11 

12 

13 

14 

1.5 

16 

17 

18 

diarnonds, coal, ~u-anium, gold, iron ore and industrial mineraIs. Rio Tinto Alcan, 

with headquarters in Montreal, Canada, is one of Rio Tinto's pioduct grcitrps, of 

which the Sebree Smelter is a part. Rio Tinto Rlcan operates 430 facilities in 61 

countries, and has 73,000 employees 

Century Aluminum Company is publicly traded on NASDAQ and headquai tered 

in Monterey, California. Tliro~igli its various subsidiaries, Century owns and 

operates aluminum smelters in Kentucky, South Carolina, West Virginia and 

Iceland, as well as a bauxiie mine in Jamaica and an alumina refinery in 

Louisiana. Centmy Aluminum of I<entucky General Parlnership owns the 

Hawesville Smelter. Century Rluininuin has revenues of $1.6 billion and has 

19 1,850 employees. 

20 Q: Please describe the operations in I<entucky. 

21 A: 

22 

23 

Rio Tinto Alcan's Sebree Smelter has been in operation since 1973; it is their only 

1J.S. aluminum smelter 

aluminum G-om its 3 potlines, with about 600 employees. Its peak electiical 

It produces about 186,000 metric tons of primary 
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1 

2 approximately 3.1 billion Icilowat-thours. 

3 

4 

5 

6 

7 

8 

demand is approximately 368 MW, with an airnu31 energy consumption of 

Century’s Hawesville Sinelter has been in operation since 1970. It produces 

about 244,000 metric tons o r  primary aluminum from its 5 potlines, with about 

775 employees. More than half of the aluininum is delivered in molten form io 

Southwire Rod and Cable Mill adjacent to the Hawesville Smelter. Hawesville’s 

peak electrical demand is approximatcIy 482 MW, with an annual energy 

9 

10 

consumption of approximately 4.2 billion lcilowatthoul-s (excluding the Southwire 

Rod and Cable Mill load which prospectively will be served by Icenergy under a 

11  separate contract). 

12. 

13 Together, the two Smelters coiisume about 7.3 billion 1tilowatthom.s of electricity 

14 

1.5 

16 

17 

18 

19 

2.0 

21 

2,2 

23 

and will account for about 70% of the Big Rivers system energy requirement and 

56% of Big Rivers system peak demand when this Unwind Transaction is 

consummated. As describcd in detail in the testimony of Di. Paul Coomes, with 

about 1400 employees, the two Smelters support over 5000 johs in the region and 

are critical to the economic health of Western Kentucky. 

Would you briefly describe the business fundamentals of aluminum smelting? 

Yes AlumiIiuni is a global commodity, inuch like copper, nickel, zinc and oil. I t  

is sold at a price that is based on global supply and demand and establislied by 

trading activity on tlie London Metal Exchange, or L,ME. A n  individual smelter 

is, in effect, a price taker and cannot set tlie selling price of tlie base product; 

Q* 

A: 
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1 therefore, the success or viability of a specific smelting operation is detcrinined 

2 

3 

4 

priinarily by its cost of production. Because oftransportation costs, the location 

of a smelter can make some contribution to the viability of any specific smelter; 

but the differences in the cost of transportation are not sufficient to offset high 

5 electricity prices. 

6 

7 The cost ofproduction will vary among smelters based on the cost oigoods and 

8 services as well as the configuration of the plant. However, in general, the cost of 

9 

10 

11 

alumina, labor and electricity accounts for 75%-80% of the cost, with alumina and 

electiicity each comprising about one-third of the cost of production. The cost of 

alumina tends lo be tied to the LME price. As a result, it is the cost of electiicity 

12. 

13 

14 

15 

16 

17 

18 

19 

20 

that most significantly determines the ongoing success or viability of an 

aluminum smelter. 

That outcome is most dramatically shown by the shifts in production. In the U.S. 

in 1978, there were 34 smelters, producing more than 4 million metric ‘tons, 

accounting for about 3 1 YO of the world supply. Today, there are only 14 smelters 

operating in the TJ.S., producing about 2.6 inillion metric tons, which accounts for 

only 6.7% of the world supply. In every instance, the snielters sliut down because 

of high power costs (HWF Exhibit-1, Page 2, shows the U.S. smelters currently in  

21 operation). 

22 Q: What power cost does the Sebree and Hawesville Smelters incur today? 
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A: 

Q: 

A: 

Q: 

A: 
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Althougli the specifics of the powcr contracts Tor the two Smelters differ slightly, 

in general they each receive about 70% or their energy requirement fioni Westein 

Kentucky Energy (WItE) at a fixed piice of about $2S/inWh and the balance of 

their requiremenl from open market purchases With current inarltet prices in the 

range of$50-$60/niWh, theiefore, the blended cost of' power is approxiniately 

$3 5/inWh under the current contract terms. The I-Iawesville contract expires at 

the end of 201 0 and the Sebxee contract expires at the end of 201 1. 

How does the cost o€ $3 5/mWh coinpare to the cost o r  electricity at other srnelters 

both in the 1J.S. and ahload? 

As shown on I-IWF Exhibit- 1,  at $3S/mWh, the two Smelters are higher than the 

average US cost of $'32.5/niWli. It is also higher than the weighted average world 

price of $30 86/mWh and significantly higher than the world price excluding 

China of $24 9l/mWh. In terms of comparing costs for competitive purposes, it 

is appropriate to exclude the electricity cost in China hecause the capital cost 

associated with plant iiivestineiit in China is substantially lower than elsewhere in 

the world and that lower capital cost essentially offsets the higher cost of 

electricity. 

You explained that the price of aluminum varies based on global supply and 

demand. To what extent has the price varied? 

The current L,ME price is about $2400 per metiic ton, which compares to the 

approximate $1550 per metric ton historical long term price of aluininum. As 

shown on I-IWF Exhibit - 2, LIVE prices were about $1 340 per metric ton in 2002 

and increased to $2.640 per metric ton in 2007. 
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What is the long term outloolc for alurninwn pices7 

As I explained above, the price of aluminum is based on global supply and 

demand. Like many other commodities, the price can vary widely and is difficult 

to predict. The current long term outlook developecl by induslry analysts ranges 

between $1900 and $2300 per metric ton, with the average around $21 00 per 

metric ton As s1iow11 on I-IWF Exhibit 2, the near term forward curve projects 

LME price in the range of $2465 - $2,639 per metric ton. 

Please describe the proposed terms of electric service to the Smelters. 

In his tesiimony, Big Rivers’ witness C WilIiain Blacldxrn clcscribes the terms 

and mechanics of the new arrangement in detail; the specific contiacts are exhibits 

to the Joint Application. Tlieiefore, I iiiteiid to provide a bioad overview to 

highlight significant aspects of the arrangement. 

Under the terms of the proposed contract, Big Riveis will sell to ICenergy for 

resale to the Smelters a base amount of up lo 850 MW (368 MW for hlcaii and 

482 MW [or Century) through 2023, unless one or both of the Smelters terminate 

earlier. In effect, Big Rivers, through I<energy, is obligated to serve 100% of the 

Smelters’ current load rcquirement. Such sales shall be macle on a talte-or-pay 

basis at a variable rate based on Big Rivers’ cost as desciibed in more detail 

below. 

In return, the Sineltcrs have agreed to pay a Base Energy Charge equivalent to 

$0.25/niWh above the large indnstrial rate (based on a 98% load factor), as ivell 
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as a Fuel Adjustment Charge (F,/ic), a p c h a s e d  power Charge fnl purchased 

power not recoveled thiough the fuel adjustment won-FAC Pl’h) and an 

enviionmental surcharge. In addition, the Smelters liave agiced to pay a TIER 

hdjustincnt Cliaige to elisire that Big Rivers achieves TIER coveiage of 1 24 

times, subject to some limitations and exceptions described in the contracts. 

Essentially, with few exceptions, the Smelters are assuring that Dig Rivers will 

achieve its TIER coverage target. Finally, the Smelters have agreed to pay 

several additional surcharge aniounts to offset file1 and enviroivneiital charges to 

the non-smelter meiiibeis. 

Do the Smelteis agiee that tlie inclusion of a FAC, a Non-FAC PPA, and an 

Environinental SUI charge is necessary? 

Absolutely. As witnesses for Big Rive] s liave explained, these adjustment clauses 

ale necessai y hecause Iliese costs may vary significantly But tliese adjustment 

clauses are particularly important to insure that the non-smelter members pay 

their fair shale of these variable costs and appropriately balance the interests of 

tlie Smelteis and the non-smelter members; without the adjustment clauses (or the 

ability to establish regulatoiy accounts for future recovery as in tlie case o i  the 

Non-FAC PPA), the Sinelteis would be penalized by having to pay tlu.ough tlie 

TIER Adjustment for variable energy costs incurred to meet the non-snieIter 

membei load. 

You indicated that tlie TIER Adjustment is capped. What is the basis for the 

caps? 
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As described in Paragraph 4.7 I of the Retail and Wholesale Electric Scrvice 

Agreements, the TIER Adjustnlent chai ge is capped at fixed amounts above the 

Rase Energy Rate; those amounts increase over the term of the contract. The 

specific caps are the outcome o l  long and intense negotiations among the parties. 

The Smelters desired the caps to be as low as possible to provide an incentive for 

Big Riveis to control costs. With a low cap, rather than automatically charging 

increased costs to the Smelters t l m ~ i g h  the TIER Adjuslment, Big Rivei s ~vould 

have to initiate a rate case to recover such cost increases from both the Smelters 

and the noii-smelter nieiiibeis and be subject to regulatory scrutiny as well as 

pressure from the non-smelter members. On the other hand, the non-smeltei 

members were seeking a higher cap to minimize their risk of increased I ates, 

p i  ticularly as compared to theii existing rate structuie. 

The caps ultimately accepted by all parties reflect a coinpromise which the 

Smelters believe align all parties to control costs for the benefit of all p i t i e s  and 

minimize the risk to the non-smeller members In essence, the caps ieflect part or 

the premium the Smelters have agreed to pay lo obtain “cost-based” power. 

Sl,ecifically, if reqiiiied to achieve the 1.24 times target, the Smelters are 

obligated to pay a TIER Adjustment Charge of up to $ 14 million a year at the 

beginning ofthe contract term; that piemiurn can increase to more than $35 

million a year. by the end o f  the contract term. 
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It  should be noted that the calculation of the TIER target of 1 24x includes bolh 

the interest income and tlie interest expense associated with the existing sale 

leaseback transactions 11' the sale leaseback interest compoiients weie excluded, 

the equivalent TIER coverage would range from 1 32x in 2009 to 1 . 4 5 ~  i n  2023 

Are t h e  otlier provisions in  the contract that should be highlighted? 

Yes .  The Smelters support this transaction based on the expectation that Big 

Rivers will effectively control its costs and operate efficiently and, as a result, the 

cost of electricity 10 the Smelters will permit the Smelters to continue operations 

tllrough the teiin of this agreement and perhaps even beyond. Certainly, a cost- 

based contract based on coal-fired generation should be expected to result in  one 

o r  the lowest-cost electricity supplies available. There are several provisions in 

the contiact that are targeted toward this outcome. 

Q: 

A: 

In Section 3.10 of the Coordination Agreement, Big Iiiveis agiees that it shall not 

modify its depreciation rates without regulatory approval and that it will discuss 

any proposed change in depreciation rates with tlie Smelters prior to any filing 

More importantly, Big Rivers has agreed not to initiate a request for a change in  

rates that cssentially would produce depieciation expense higher than reflected in  

the financial model filed in this proceeding, subject fo certain conditions. The 

Smelters acknowledge that it is necessary Em Big Rivers to use reasonable rates to 

record depreciation. However, it is also clear that depreciation studies are as 

milch an art as a science. It is critical for the suivival of the Smelters that the cost 

of electricity be held to a minimum. It is !*or illat reason that Smellers negotiated 
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this provision as a basis for agreeing to the contract teims. And in that context, 

Ihe Smelteis ale pioceediiig on the assumption that the KPSC will accept 

1 easoliable deprecjatioii rates consistent with this objective. 

Are there other provisions you JY~SII to discuss? 

The contract also contains terms that provide the Snielters with some limited 

opportunity to manage its costs by selling some of their eiiergy in the wholesale 

market; these sales are not intended to be a profit center foi the Smelters, but 

rather a mechanisin to eidiance the likelihood of survival. 

Q. 

A 

Pwsuaiit to Section 10.1 (Swplus Sales), at each Smelter’s request, Big Rivers 

will sell energy S L U - ~ ~ U S  to the Smelter’s need and credit the Smelter for the 

ainount that otherwise would have been payable for such energy; to the extent that 

the net proceeds fi-on1 such transaction are greater than the amount credited, such 

proceeds would flow through the TIER calculation to reduce the TIER 

Adj ustiiient charge. 

The Smelters requiie 100% reliable energy supply This is ciitical An outage 

lasting for more than a few hours would “freeze” the pots; it woiild take as long as 

nine months to restait the Smelter as we11 as significant capital and maintenance 

dollars. Therefore, pursuant to Section 10 2 (Tlndeliverable Energy Sales), if there 

is an event at a Smelter that limits all or a portion of the Smelter from engaging in 

aluminum reduction operation for an extended period, Rig Rivers will sell energy 

surplus to the Smelter’s need and credit the Smelter with 100% of the net 
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proceeds to cover the cost that would otherwise be payable by the Smelter for 

such energy as well as to partially offset the cost of restart. 

The goal of the Smelters is to maintain piofitable operations and thereby, 

maintain jobs in Western ICentucky, To provide some flexibility, therefore, the 

parties have agreed to allow a smelter to shutdown a single potline for up to four 

years if by doing so, the smelter would be able to maintain operation of its 

remaining potlines. Pmsuant to Section 10 3 (Potline Reduction Sales), Rig 

Rivers will sell the energy that woiild otherwise be used by the potline and credit 

the smelter with 100% of the net proceeds to cover the cost that would otherwise 

be payable by the snielter for such energy as well as to partially offset the cost of 

the remaining energy used by the Sinelter. 

&e there other provisions that allow the Siiielters to mitigate their cost of 

electricity? 

In addition to the major provisions I just described, each Smelter has the ability to 

curtail its use so that Big Rivers can avoid high-cost purchascd power (Section 

4.1 3 2 Curtailment of Purchased Power) Each Smelter also has a limited 

opportunity to curtail its load, to have Rig Rivers resell the power, and thereby, to 

receive the benefit fiom high inarlcet energy prices (Section 4.13.3, Economic 

Sales). 

Are there other ways the Smelters can manage the cost of electricity? 

Clearly, the agreements among Rig Rivers, Kenergy and the Smelters provide a 

mechanism whereby the costs incurred by Rig Rivers automatically flow to the 
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Smelters, with certain limitations Although the Smclters have no appi oval 

authority regarding the budget or operations at Big Rivers, Section 3.4 of the 

Coordination Agreenieiit provides an oppoi tunity for the Smelters to review the 

budgets, iriclLiding changes to the budgets, and to discuss any questions 01 

disagreements with Rig Rivers’ inanagement and its Board of Directors. In 

addition, as described in Section 4 of the Coordination Agreement, the parties 

have agreed to establish a Coordinating Corninittee comprised of representatives 

from the Members, the Smelteis and Big Rivers for the puipose of analyzing and 

discussing info] ination relating to Big Rive1 s’ operational and financial 

performance Our expectation is ihat with regular meetings, open discussion and 

dialogue with the Board of Directois, all parties will be able to optimize operating 

a id  financial plans to result i n  low-cost reliable generation for the benefit of the 

noli-smelter Members and tlie Smclters alike. 

Do the Smelters helieve that this transaction is in the public interest? 

Absolutely. The transaction provides significant benefits to d l  parties 

Would you please explain? 

For Big Rivers, the transaction produces a significant iinprovement i n  its financial 

health and tlie opportunity for Rig Rivers to regain control of its generating units 

and to raise capital to rnalte investments required to optimize the life of the units 

and its system. As Big Rivers’ witness Blaclcburn testifies, tlie total financial 

benefit ofthe IJnwind Transaction to Big Rivers is approximately $950 million, 

$327 riiillion of which iesillts from the cash compensation and iiicieased power 
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cost payments fi-om the Smelters. Most importantly, i t  creates the opportunity for 

the Kentncky generation to bc used to support ICe~ituclcy businesses. 

For the non-smelter members, the transaction also has benefit. Ry providing Rig 

Rivers the opportunity to raise capital to inalte investment in its system, it assures 

that there will he adequate and reliable generation available after 2023 when the 

current arrangement otherwise would have lerminated. Because of the Smelter 

Surcharge paynicnts and the Economic Reserve, an increase in rates to the non- 

smelter inembers is siibstantially mitigated and rates for the long term are 

projected to remain low. And most inipor lanil y, the transaction pi eserves the 

economic health of Western T<entucky. 

Although a lower rate struetiire woi~ld have been prefcrable, the transaction 

provides benefit to the Smelters as well. Specifically, a1 though the Smelter rates 

are higher than a lraditional cost-based tad’& the contract provides an energy 

supply based on cost, which will limit {he Sriielters’ exposure to niarket prices and 

pi ovide a reasonable opportunity for continued operation lxyond the current 

contract terms of 20 10 and 20 1 I. 

Have the Smelters concluded that the proposed transaction provides a reasonahle 

opportunity for their continued operation? 

Yes. The Smelters are cauliously optimistic that the rates to the Smelters will be 

affordable for the long term. B L I ~  that result ultimately will be a function of LME 

prices and the ability of Big Rivers to control its costs. As I indicated above, the 
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contract provides some opportunities for the Smelters to mitigate the cost as wcll 

as a process for the Smelters to participate with Big Rivers’ rnanagenient and the 

Meinbeis in the budgeting process. 

But it is clear that ifthe iiidustiy analysts aie coriecl that tlie long teiiii L,ME price 

will be $2100 per nietric ton, then long-term operalion oftlie Smelters at the rates 

projected in the financial model will be a close call. Certainly, if costs increase 

significantly, the Smelteis will be unable to suivive. 

Please explain how the Smel ters’ concluded that the proposed ti  ansaclion 

provides a reasonable opportunity for continued operation. 

The Smclters decided to support the transaction because it appears to be the best 

alternative available. The Smelters require an afrordable and predictable cnergy 

supply in  older to nialte the large capital investments necessary to maintain and 

operate their production facililics efficiently. In exchange for the Srnelters’ 

agreement to terminate our existing purchase power contracts, \TKE has agreed 

to pay a sum of inoney at closing to offset tlie higher cost projected by Big Rivers 

though 2010 and 201 1. The proposed agreenients provide a power supply tIi& 

can reasonably be expected to be significantly lower-cost and less volatile than 

inailcet priced power. Moreover, since the price is broadly based on cost, the cost 

to the Smelters should be predictable since costs can be managed within somc 

bounds. And by reaching agreement now, well in advance ofthe expiration of the 

current contracts, the Srnelteis will have achieved sufficient certainty which will 

allow each of them to make the financial commitments required to optimize their 
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operations and plan for an extended pel iod of opelation Finally, as discussed 

above, the contract docs provide some opporlunity foi tlic Smelteis to mitigate 

their cost. 

However, as noted in the Coordination Agreement (Section 3.1 7)) the financial 

model was prepared solely by Big Rivers We unrlersland and accept that it 

iepresents their best estiiiiate of the future operations of Rig Riveis aftei the 

lJnwirid Transaction is consummated. Although the Smelters have had some 

opportunity to review the 1 esults aiid some of the underlying assumptions, the 

Smelters do not have sufficient information to agree or disagree with the forecast. 

We agree with Big Rivers’ decision to adopt the WICG work plan initially to 

ensure a smooth transition and are optimistic that Big Rivers, with input from the 

Coordinating Committee, will be able to develop work plans aiid budgets 

prospectively that will produce the necessary system reliability and meet the 

changing environmental requirements at a cost lower than reflected in the 

financial model. 

What are your mqjor concerns? 

Without question, cost is the major coticern. Biit as I explaiiied above, the 

Smelters have concluded that it is reasonable to expect that costs will be within 

the range projected in the financial model, if not lower. However there are some 

unknowns that must be Iesolved in the near term, the outcome of which could 

affect whcther or not this transaction can be consummated 

, 



1-I.W Faylie 
Page 16 of 16 

1 

2 

7 
3 

4 

5 

6 

7 

8 Q :  

9 A: 

10 

11 

12 

13 

14 

15 

16 Q: 

17 A: 

As Big Riveis’ witness Spainhowarc1 esplains in his testimony, there is still an 

outstanding issue with the City of Henderson. If the resolution of that issue 

imposes additional cost to the Smelters, the transaction may no longer be viable 

As Big Rivers’ witness Rlackhurn explains in his testimony, the new financing 

arrangements have not heen completed. If the cost of the refinancing is higher 

than reflected in the financial model, the transaction may no longer be viable. 

Are theie any open issues? 

Yes. As Big Rivers’ witness Blaclcburn has noted, there is a disagieement 

between Big Rivers and the Smelters as to whether Rig Rivcrs lias a non- 

contractual obligation to provide the Smelters with power after the teiniination of 

the contracts. I M e r  the terms of the proposed agreements, the parties will 

endeavor to resolve this issue on a long-term basis so the matter is not part of this 

application. If the proposed transaction is not consummated, the issue would have 

to be resolved prior to the expiration of the current contiacts in  2010 and 201 1 

Does this conclude your testimony at this time? 

Yes ,  it does 
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INTRA-AGENCY MEMORANDUM 

KENTUCKY PUBLIC SERVICE COMMISSION 

'TO: Main Case Fiie No. 2007-00455 

FROM: Richard G. Raff, Staff Attorney 

DATE: February 19,2008 

SUBJECT: Big Rivers Electric Corporation, et al. 

Pursuant to a Staff Notice dated January 29, 2008, an informal conference was held on 
February 19, 2008 at the Commission's Frankfort, Kentucky office. A copy of the list of 
attendees is attached hereto. Big Rivers gave a presentation describing the proposed 
special contracts with the aluminum smelters, Alcan and Century, and the various tariff 
adjustment clauses that would apply to the smelters and the non-smelter members 
under the proposed unwind transaction. A copy of the slides presented by Big Rivers is 
attached hereto. 

Aspects of the special contracts that were discussed included the services Big Rivers 
will supply to the smelters, the charges to be paid by the smelters, the parties' 
respective protections tinder the contracts, provisions governing conditions for dealing 
with financial distress to the smelters andlor closure of one or both smelters, and 
provisions for future cooperation between the parties. Big Rivers also discussed the 
proposed smelter tariff adjustment clauses, including a fuel adjustment clause (FAC), an 
environmental surcharge, and a non-FAC purchase power agreement, as well as the 
proposed non-smelter member adjustment clauses The presentation also covered 
various provisions within the proposed contracts that are intended to maintain the 
financial viability of Big Rivers and the smelters. 

cc: Parties of Record (without copy of slides) 
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Boehm, lCuitz & towry 
36 East Seventh Slrcet 
Suite 1510 
Cincinnati, OH 45202 

Honorable Allyson IC. Sturgeon 
Atloiney at  Law 
E.ON US. Services, Inc. 
220 West Main Street 
Louisville, I<Y 40202 
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By Chuck Stinnett 

Originally published 10 04 a rn , February 26, 2010 
Updated 10 05 a rn , February 26,2010 

HENDERSON, Ky. - Rio Tinto Alcan's smelter in Sebree has been approved for $1 5 
million in state tax incentives related to a $50 million project, according to the Kentucky 
Cabinet for Economic Development's Web site. 

The state's Web site doesn't indicate whether any jobs would be created at the 
smelter, which employs nearly 600 people. 

But an investment of that magnitude indicates the parent company Rio Tinto PLC is 
committing to the long-term operation of the nearly 30-year-old smelter, even as it 
pursues new smelter projects elsewhere in the world. 

The Alcan investment also would be the largest industrial investment in Henderson 
County since MacMillan Bloedel (now International Paper) built its $1 03 million paper 
recycling mill here in 1995. 

Kevin Sheilley, president and chief executive officer of the Northwest Kentucky 
Forward regional economic development organization, declined to discuss the nature 
of the Alcan project. 

But he acknowledged that the smelter project is what Gov. Steve Beshear is traveling 
to Henderson today to announce. 

Beshear is scheduled to make the announcement at 11 :30 a.m. today (Friday, Feb. 26) 
at the Sullivan Technology Center on the Henderson Community College campus. 

Butch Puttman -the president of United Steelworkers Local 9443-00 that represents 
hourly workers at Alcan -- in 2008 told the Henderson City Commission that the 
company was considering $50 million in upgrades at the Sebree smelter, including a 
new $30 million ring furnace and $20 million to improvements in its switch yard. 

Puttman was urging the city to cooperate with the Big Rivers Electric Corp. power plant 
unwind that would ensure Alcan a new, affordable long-term power supply agreement. 

51G RIVERS EXHIBIT 

htt.p://www.courierpress.coin/news/20 1 O/feb/26/alcan-~ins/?print=l 6/12/201 I 

http://couriorpress.com


Kentucky UKs Alcan tax stimulus : Evansville Courier & Press 

The unwind was successfully concluded last summer to the relief of Alcan employees. 
The smelter's old power contract was to expire soon and the company had indicated it 
wouldn't operate the smelter without a new power agreement. 

Kentucky's online Financial Incentives Project Database indicates the Kentucky 
Economic Development Finance Authority on Thursday morning gave preliminary 
approval for up to $14 million in state tax incentives through the Kentucky 
Reinvestment Act. That program is intended to help existing manufacturers who invest 
in new equipment and agree to maintain at least 85 percent of their existing work force. 

The state board also approved up to $1 million in Kentucky state sales and use tax 
refunds through the Kentucky Enterprise initiative Act, which provides incentives for 
construction and equipment projects undertaken by certain manufacturing, services 
and technology companies and tourism attractions. 

... .. . . . .-- .- .. . . . - - . . - .. . 
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BORROWER DESIGNATION 
KY0062 
PERIOD ENDED 

UNITED STATES DEPARTMENT OF AGRICULTURE 
RlJRAL UTILITIES SERVICE 

OPERATING REPORT- FINANCIAL, M i v  .?'Ill I . . .-, - - . . 
INSTRUCTIONS 
nenrert ddlor. For detailed inrlrircrions. see RUS Bullelin I71 76-3. 

Submit on original and livo copies lo RUS Round all oniolinlr lo BORROWER NAME 

This dora will be sfed br RliS to review Your /inoncia1 silmtion Your rerpoiise 61 

required. (7 U S C  901 e/ Seq) andmaybeconjidenrial 

CERTIFICATION 

We recognize that statements contained herein concern a matter within the jurisdiction of an agency of the 
United States and the making of a false, fictitious o r  fraudulent statement may render the maker subject to 
prosecution under Title IS, United States Code Section 1001. 

We hereby certtfi that the entries in this report are in accordance with the accounts and other recorh af the system 
and reflect the stahts of the system Io the best of our knowledge and belief: 

Big Rivers Electric Corportation 

I 

ALL INSURANCE REQUIRED BY PART 1788 OF 7 CFR CHAPTER XVII, RUS, WAS IN FORCE 
DURING THE REPORTING PERIOD AND RENEWALS HAVE BEEN OBTAINED FOR ALL 

POLICIES. 

DURING THE PERIOD COVERED BY THIS REPORT PURSUANT T O  PART 1718 O F  7 
CFR CHAPTER XVII 

(check one of the,fillowing) 

X All of the obligations under the RlJS loan documents 
have been fblfilled in all material respects 

_I There has been a default in the fulfillment of the 
obligations under the RUS loan documents. Said 
default(s) islare specifically described in Form 12a 
Section C of this report. 

SENATURE OF PRESIDENT AND CE v- I ....--- 
RUS Form 12a (Rev. 12/02) 



SECTION A. STATEMENT OF OPERATIONS 
YEAR-TO-DATE 

LAST YEAR THIS YEAR BUDGET THIS MONTH 
iTEM (a) (b) (4 (d) 

1. Electric Energy Revenues 2 12,795,893.23 228,062,974.30 . 2 19,603.443.00 50,392.984.44 

inslruclions. see RUS Bullelin 17178-3. 

2. Income From Leased Property (Net) 0,OO 0.00 1 0.00 0.00 

5,65 1,313,664.97 7,951,665.00 3 1 9,2 19.96 3. Other OperatJnn Revenue and Income 1.423.33 
4. TOTAL OPER. REVENUES & PATRONAGE 

CAPITALfI thru 3) 218,447,316.56 229,576,639.27 227,555,108.00 50,712,204.40 

5. _--Cperetlnp Expense - Production Exdudins Fuel 21,188,006.83 20,242,215.34 26,141,612.00 4,138,237.47 

6. Operatlng Expense - Production - Fuel 85,234,372.80 95,812,527.24 86,034,032.00 20,069,937.65 

7. Operating Expense - Other Power Supply 40,535,542.46 45,058,183.57 44,639,93 1.00 10.5 16,608.29 

8. Operating Expense - Transmission 3,192,906.55 4,637,825.57 6,687,835.00 I_ 622,306.75 
0.00 0.00 

- 

~- 0.00 .. . . . . . . 0.00 9. Operating Expense - Distribution - 
I O .  Operating Expgnse - Customer Accounts 0.00 I 0.00 0.00 ---or 
11. Operating Expense - Customer Service & 
Information 
12. Operating Expense - Sales 

13. Operating Expense - Admfnistrattve & General 

14. TOTAL OPERATION EXPENSE (5 thru f3) 

15. Maintenance Expense - Production 

16. Maintenance Expense - Transmlssion 
17. Maintenance Expense - Distribution 
18. Maintenance Expense - General Plant 

19. TOTAL MAINTENANCE EXPENSE (15 thru 181 

20. Deoreciation and Amottjzatlon Expense 
21. Taxes 

22. Interest on Long-Term Debt 

23. lnlerest Charged to Construction - Credit 
24. Other Interest ExDense 
25. Asset Retirement Obllgations 
26. Other Deductions 
27 TOTAL COST OF ELECTRIC SERVICE (74 + 19 

fhnt 26) 

28. OPERATING MARGINS (4 less 27) 

29, Interest Income 

31. Income (Loss) from Equity Investments 
32. Other Non-operating Income (Net) 

34. Other Capital Credits and Patronage Dividends 
35. Extraordinary Items 
36. NET PATRONAGE CAPITAL OR MARGINS 

-1-11 

.30. Allowance For Funz  Used During Construction 

1 33. Generation & Transmission Capital Credits 

224,500.75 160,870.23 378,820.00 26,571.05 
7,421.43 I 1,422.07 389,370.00 7,411.31 

11,199,672.74 10.95 1,626.05 10,663,253.00 2,197,906. I3 

361,582,423.56 176,864,670.07 174,934,853.00 

13,12733 I .95 14,774,469.29 17,415,334.00 

1,575,921.49 
0.00 

90347.27 

14,794,100.71 

14,187,897.22 
68,25 I .98 

19,712,709.46 

e137,I 14.00> 

I 

63,389.00 103 845.00 

19 243 6 19.06 I9 549 251.00 3 863 191.84 

c354 209.00> e158 628,00> 4 6  927.00> '----t-i--"! 58,902.14 82.192,OO 42,774.19' 

19,154.3s 104,824.88 
0.00 0.00 1 

210,2270,197.47 226,939,755.69 .228,215,869.00 

8,177,119.09 2,436,883.58 -460,761.0@ 

141.496.74 103,079.99- 159,366.00 8.671.99 I 
0.00 0.00 0.00 0.M) . 
0.00 - 0.00 0,oo . 0.00 

12,806.00 96,795.44 96.438.00 0.00 

-- 
11,891.05 6.966,36 0.00 2,322.12 

0.00 0.00 0.00 0.00 

0.00 0.00 0.00 0.00 

I 8.343.312.86 (28 thru 35) 
RUS Form 12a 

2643.725.37 <404,957.00> I 3.375.695.10 



UNITED STATES DEPARTMENT OF AGRiCULTtJRE 
RURAL UTILITIES SERVICE 

OPERATING REPORT - FINANCIAL 
INSTRUCTIONS - Submit an orlginal snd two mples to RUS or Rle 
electronically. For detailed instructions, see RUS Bulletln 17778.3. 

ASSETK~ZDTTHER DEBITS I LIABILITIES AND OTHER CREDITS 1 

I BORROWER DESIGNATION 
KY0062 
PERIOD ENDED 
May-I 1 
This data WNI be used by RUS lo  review your financial sifustlan VQur 
response is rsquired (7 US. C. 901 et. seq.) and mey be confidenlial. 

c. Retired Prior years 
5. NET UTILITY PLANT 3 - 4 1 085 937 396.03 d. Net Patronage Capital 

6. Non-Utllity Property (Net) 0.00 34. Operating Margins - Prior Years 
7. Investments in Subsidiary Companles 0.00 35. Operating Margln - Current Year 
8. Invest. in Assoc. Org. .. Patronage Capital 3,642,053.26 36, Non-Operating Margins 
9. Invest, In Assoc. Org. - Other - General 
- ...-- Funds -.--.-. 684,993.00 37. Other Margins and Equities 
10. Invest. in Assoc. Org. - Other - 
Nongeneral 38. TOTAL MARGINS --- Funds 0.00 8, EQUITIES (32 + 33d thru 37) 
1 t. Investments in Economic Development 39. Long-Term Debt - RUS (Net) 

Projects 10,000.00 140.  Long-Term Debt - FFB - RUS Guaranteed 
41. Long-Term Debt - Other - RUS 

12. Other Investments 5,333.85 Guaranteed 

75,OO , 

0.00 

<247,338,928.12> 

638,947,778.89 

--. <4,923.483.80> 

2,533,679.02 , 

389,219,120.99 
642,684,154.94 

0,oo . 
0.00 

13. Special Funds 174,681,854.23 42. Long-Term Debt - Other (Net) I 142,100,000.00 
14. TOTAL OTHER PROPERTY AND 43. Long-Term Debt - RUS - Econ. Revel. (Net) 0.00 

INVESTMENTS (6 thru 73) 179,024,234.34 44. Payments -Unapplied 0.00 
15. Cash - General Funds 5,801 .29 45. TOTAL LONGTERM DEBT (39 thru 43-44) 784,784,15494 4 
16. Cash -Construction Funds -Trustee 

18. Temporary Investments 
19. Notes Receivable (Net) 
20. Accounts Receivable - Sales of 

21. Accounts Recelvable - Other (Net) 

22. FuelStock 

17. Special Deposits --- 

Energy (Net) 

0.00 , 46. Obligations Under Capital Leases - 
67,021,168.92 , 47 Accumulated Operating Provlsions 

572,485.44 Noncurreo t 0.00- , 

0.00 and Asset Retirement Obligatlons 20.136.763.01 
48  TOTAL OTHER NONCURRENT 

46,287,535.36 LIABILITIES (46 +47} 20,136,763.01 , 

<687,545.78> 49. Notes P8VEbk 0.00 

24,589,496.49 50. Accounts Payeblc 27,029,097.93 
I 

24.5 10,745.13 51, Current Maturities Long-Term Debt 23. Materials and Supplles - Other 
24. Prepayments 2,477,145.36 52 Current Maturities Long-Term Debt 
25. Other Current and Accrued Assets 958,622.17 - Rural Development 
26. TOTAL CURRENT AND 

-- 

53. Current Maturities Capital Leases . *- -*- .-. "^ 

14,810,967.01 

0.00 
0.00 

ACCRUE5 ASSETS 15 fhru 25 105 /J5454JM 34. 
65. Interest Accrued 

29. Other Deferred Deblts 1,257,690.34 
I 

57. TOTAL CURRENT & ACCRUED 
LIABILITIES (49 rhru 56) 60,530.217.1 2 

30. Accumulated Deferred Income Taxes 

31. TOTAL ASSETS AND 
OTHER DEBKS (5+74+26 thru 30) 

0.00 58. Defened Credits 179,426,085.93 ~ 

.- 59. Accumulated Deferred Income Taxes 0.00 
60. TOTAL LIABILITIES ANT) OTHER 

1,434,096,341.99- . CREDITS(38 + 45 f 48 + 57 thN 59) 1,434,096,341.99,, 
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MESSAGE F R O M  THE B O A R D  C H A I R  A N D  CEO 

The year 2010 marked transition and significant 
achievement for Big Rivers Electric Corporation. 
This was our first complete year operating as a 
full-fledged generation and transmission coopera- 
tive, since the Unwind closing in July 2009. 

During 201 0 many of the longer-term initiatives, 
planned to be finished following the Unwind clos- 
ing, were successfully completed. 

Major renovation was completed in April at 
the central headquarters building to accom- 
modate the additional employees return- 
ing to  Big Rivers from the former Western 
Kentucky Energy central office following the 
Unwind consolidation. 

$83.3 million of pollution control bonds 
were refinanced in .June. 

An energy efficiency study of the member 
systems was completed, with results to be 
implemented in 20 1 1. 

An integrated resource plan was developed 
and filed with the Kentucky Public Service 
Commission. 

Implementation began on a workforce re- 
tirement transition plan in the power gen- 
eration department. 

Information technology support was migrat- 
ed from E.ON to Big Rivers' contracted HP/ 
EDS and internal resources. 

The Oracle information systems business 
platform conversion was successfully com- 
pleted in November. 

Kentucky Public Service Commission ap- 
proval for Big Rivers to  join the Midwest 
Independent Transmission System Opera- 
tor (Midwest IS01 was sought and secured, 
and the company successfully integrated in 
December. 

Generation dispatch responsibility migrated 



INTEGRITY 

Big Rivers makes every effort t o  operate trans- 
parently in all aspects of its operations including 
environmental compliance, regulatory matters, 
procurement and risk management. 

Energy production and development, and its 
effect on the environment, will continue to be a 
hot topic in the halls of Congress for quite some 
time. Because of new and proposed environmen- 
tal  regulations, compliance has been and will con- 
tinue to be at  the forefront of Big Rivers' genera- 
tion and transmission operations. 

The company currently meets all standards 
promulgated by the EPA. However, the impact of 
proposed EPA air, waste and water regulations 
are of major concern. Clean air transport rule, 
hazardous air pollutants, coal combustion residu- 
als and water related issues are the top concerns 

associated with these aggressive regulations 

Big Rivers' wholesale rates are estimated to 
increase 39 percent due to  required pollution 
control equipment additions that are estimated to 
cost $785 million by 2015. We further estimate, 
should the EPA classify coal ash as hazardous 
waste, that this would necessitate Big Rivers to 
reduce its use of approximately 3.7 million tons 
of Kentucky-mined coal annually. 

Big Rivers refinanced $83 3 million of pollution 
control bonds over the past year. To do this, 
it was necessary for the company to  have its 
investment-grade credit rating reaffirmed by each 
of the three leading agencies-Moody's Inves- 
tors Service, Fitch Ratings Ltd and Standard & 
Poor's. 



Big circimc Rivers C O Y I O W ~ N  

FINANCIAL REVIEW: 2 0  10 

Big Rivers’ mission is to provide low-cost, reliable 
wholesale electricity and cost-effective shared 
services to the member distribution cooperatives- 
Jackson Purchase Energy Corporation. Kenergy 
Corp. and Meade County Rural Electric Cooperative 
Corporation They, in turn. provide retail electric 
service to their members. totaling 112.735 at 
December 31,2010. 

The year 2010 marked the first complete calendar 
year of post-Unwind operations for Big Rivers (see 
Note 2 of the audited financial statements), as the 
E.ON lease agreements terminated July 16, 2009 
at midnight, at which time Big Rivers resumed 
operational control of its 1,444 M W  of owned 
generating facilities and 312 M W  of Henderson 
Municipal Power & Light Station Two. The company 
also owns transmission assets, principally 1,266 
miles of transmission lines and 22 transmission 
substations. Net utility plant at December 31, 
201 0 was $1,091.6 million, and total assets were 
$1,472.2 million. 

2001 $16.8 

2002 $10.1 

2003 $18.3 

2004 $22.0 

2005 $26.3 

2006 $34.5 

2007 $47.2 

2008 ‘27.8 

zoo5 

z a i o  $7.0 
0 110 

NET M A R G I N S  

Dollars in millions 

$531.3 

220 330 440 550 

E Q u i r Y  (DEFICIT) 

Dollars in millions 

2001 s(328.7) 

2002 ‘(319.0) 

ZOM “278.3) 

2005 “251.9) 

20013 “21 7.4 

2007 W74.1) 

20011 . $1 154.6) 

2009 5379.4 

2010 $386.6 

2003 $1300.3) 

-350 -200 -50 iao 250 400 

During 2010, Big Rivers continued its 
transformational return to a fully operating 
generation and transmission cooperative. its mode 
of operation prior to .July 17. 1998, when the E.ON 
lease agreements became effective Financially, 
2010 was a successful year for Big Rivers, as the 
company completed the year with a favorable set of 
key financial metrics. disctissed below 

Met Margins and Equities 

The 2010 net margin was $7 million, resulting in a 
1.15 times interest earned ratio (TIER) and margins 
for interest ratio (MFIR), and a 1.47 debt service 
coverage ratio (DSCR). Equities to total assets were 
26.26 percent at December 31, 2010, and equities to 
total capitalization were 32 32 percent 

While the 2009 net margin was $531.3 million, when 
the one-time $538 million Unwind gain is excluded, 
2009 reflected a loss of $6 6 million There are three 



items that explain the majority of the $13.6 million 
net improvement in the 2010 net margin (2010 net 
margin of $7 million plus 2009 net loss, as adjusted, 
of $6.6 million). First, electric operating margin 
reflects a $4.4 million unfavorable variance for the 
first full year of post-Unwind operations, principally 
due to a depressed market price for off-system 
sales, resulting from the continued weak economy 
Second, interest expense and other reflects a $16.2 
million favorable variance, primarily due to a $222.1 
million reduction in long-term debt since 2008. 
Third, following a thorough analysis during 2010, 
the balance of the reserve for obsolescence that 
was established for certain materials and supplies 
inventory upon the Unwind closing was written off, 
resulting in a non-operating margin of $1.9 million. 

Energy Sales end Electric Revenues 

Because a full year of Unwind operations is reflected, 
MWh sales increased to 11,969,420 MWh in 2010, 
up from 7,790,961 MWh in 2009, a 53.63 percent 
increase. The primary reason for the MWh sales 

ENERGY SALES 

2001 Megawatt-hourr (MWhsl in millions 

2002 

2003 

2004 

2005 

2006 

2007 

2008 

2009 

2010 
0 2 4 6 8 1 0 1 2  

increase is the additional 2,887,541 MWh sold to the 
aluminum smelters, an 83.43 percent increase over 
2009, reflecting a full year of post-Unwind sales to 
the aluminum smelters. 

Non-smelter member sales increased 233,963 MWh 
in 2010, or 7.28 percent, mostly due to hot summer 
weather. Sales of surplus energy to non-members 
(off-system sales) increased 1,056,955 MWh in 
2010, or 94.61 percent, also reflective of full year of 
post-Unwind operations. 

Electric energy revenue increased to $51 4.5 million 
in 2010, up from $326 7 million in 2009. 

ELECTRIC 
REVENUES 2001 

2002 Bollars in millions 

2003 

2004 

2005 

2006 

2007 

2008 

2009 

2010 3 
0 110 220 330 440 550 

= '  I 



Wholesale Revenue 

Big Rivers has all-requirements wholesale power 
contracts with its non-smelter members through 
December 31, 2043 Rural member wholesale 
revenue per MWh was $45 15 in 2010, versus 
$41 13 in 2009 Large industrial member wholesale 
revenue per MWh was $41 85 in 2010, versus 
$36.55 in 2009 The 11 -29 percent non-smelter 
member revenue per MWh increase in 2010 is 
primarily due to higher fuel cost recovered through 
the fuel adjustment clause The aluminum smelter 
wholesale contracts with Kenergy Carp terminate 
December 31, 2023 Aluminum smelter wholesale 
revenue per MWh was $44.05 in 2010, versus 
$47 54 in 2009. Big Rivers' wholesale member 
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tariff rates and the aluminum smelter contracts 
are regulated by the Kentucky Public Service 
Commission ("KPSC") and the Rural Utilities Service 
( " R US" 1 

Wholesale power market prices continue to be 
depressed, as has been the case since 2008 The 
revenue per MWh received by Big Rivers for its off- 
system sales was $37 90 in 2010, up from $30.91 
received in 2009, but significantly below the off- 
system sales rate of $48 03 received in 2007 

lines of Credit and letters of Credit 

Big Rivers has two $50 million lines of credit 
available to it, one with CoBank, ACB ("CoBank"). 
expiring July 16,2012, and the other with National 
Rural Utilities Cooperative Finance Corporation 
("CFC") that expires July 16, 2014. The CFC line 
of credit contains a $10 million embedded letter of 
credit facility. At December 31. 2010. $10 million 
is outstanding under the CoBank line of credit. and 
letters of credit totaling $5.9 million are outstanding 
with CFC. 

long-Term Debt 

At December 31, 2010, debt to total assets is 
55 50 percent Big Rivers significantly reduced its 
long-term debt by $222 1 million over the past two 
years to $81 7 million at  December 31, 2010, down 
from $1,039.1 million at December 31. 2008 The 
effective interest rate thereon, at December 31, 
2010, is 5.70 percent The company must refinance 
$60 million of the 5 75 percent RUS Series A Note 
by October 1,201 2 and another $200 million thereof 
by January 1, 2016 The RUS Series A Note, having 
a December 31, 2010 fair value of $558.7 million 
and a stated value of $561 million, has a final 
maturity of July 1 ,  202 1. The non-interest bearing 
RUS Series B Note, having a December 31, 2010 
fair value of $1 16 2 million and a stated value of 



e, 

$245.5 million. has no payment due until maturity on 
December31, 2023. 

Big Rivers has two issues of tax-exempt pollution 
control bonds outstanding, totaling $1 42.1 million. 
The larger of the two issues was refinanced June 8, 
2010---the $83.3 million County of Ohio, Kentucky, 
Pollution Control Revenue Bonds, Series 201 OA. 
These Series 2010A Bonds now bear interest at a 6 
percent fixed rate, with a maturity date of J ~ l y  15, 
2031. The second issue-the $58.8 million County 
of Ohio, Kentucky, Pollution Control Revenue Bonds, 
Series 1983-are variable rate demand bonds 
currently being held by the liquidity provider, bearing 
an interest rate of 3.25 percent. 

Liquidity 

Liquidity is good, as cash and cash equivalents total 
$44.8 million at December 31, 201 0. Additionally, 
the company has the two lines of credit totaling 
$1 00 million discussed earlier. Also of significance, 
at December 31, 2010, Big Rivers had voluntarily 
prepaid $23.9 million on its 5.75 percent RUS Series 
A Note. which the company may claw back by 
avoiding future quarterly debt service payments. 
Big Rivers funded all of its operating expenses 
and capital expenditures in 2010 without any new 
borrowing. Capital expenditures totaled $42.7 million 
in 2010, versus $58.4 million in 2009. 

Depreciation Study and Cost-of-Service Study 

The March 6, 2009 order of the Kentucky Public 
Service Commission in the Unwind case mandated 
that Big Rivers file for a general review of its financial 
operations and wholesale member tariff rates, 
including a depreciation study and a cast-of-service 
study, by .JJy 16. 201 2. Big Rivers has not had a 
wholesale tariff rate increase in twenty years, and 
the existing depreciation study has been in effect 
since July 1998. Accordingly, the company filed an 

. 

application with the KPSC on March 1, 201 1, seeking 
to increase its member wholesale tariff rates. Per the 
application, the member revenue increase is stated 
at $29.6 million, a 6.85 percent increase in total 
member revenue. Big Rivers anticipates the KPSC 
will order the rate increase request effective as of 
September 1, 201 1. 

2001 qg.2 CASH AND 
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2006 $96.1 

2007 $148.9 

2008 $38.9 
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2010 $44.8 
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BALANCE SHEETS 
As of December 31, 201 0 and 2009 - (Dollars in thousands) 

Assets 

UTILITY PLANT -Net 

RESTRICTED INVESTMENTS - Member rate mitigation 

OTHER DEPOSITS AND INVESTMENTS .I At Cost 

CURRENT ASSETS: 
Cash and cash equivalents 
Accounts receivable 
Fuel inventocy 
Non-fuel inventon/ 
Prepaid expenses 

Total current assets 

DEFERRED CHARGES AND OTHER 

TOTAL 

Equities and Liabilities 

CAPITALIZATION : 
Equities 
Long-term debt 

Total capitalization 

CURRENT LIABILITIES: 
Current maturities of long-term obligations 
Notes payable 
Purchased power payable 
Accounts payable 
Accrued expenses 
Accrued interest 

Total current liabilities 

DEFERRED CREDITS AND OTHER: 
Regulatory liabilities "- Member rate mitigation 
Other 

Total deferred credits and other 

COMMITMENTS AND CONTINGENCIES (see Nore 14) 

TOTAL 

2 0 i 0  

$ 1,091,566 

217,562 

5.473 

44.780 
45,905 
37.328 
23.21 8 
2.502 

153,733 

3,851 

S 1.472.185 

$ 386,575 
809.623 

1.1 96,198 

7.373 
10.000 

1.516 
29.782 
10,627 
11,134 

70,432 

185.893 
19.662 

205,555 ~- 

S 1.472.185 

See accompanying notes to financial statements 

2009 

$ 1,078.274 

243,225 

5,342 

60.290 
47.493 
37,830 
20.4 12 
3,233 

169,258 

9.384 

S 1.505.483 

-- 

$ 379.392 
834,367 

1,213,759 

14.185 

3,362 
30,657 
9,864 
9.097 

67,165 

- 

207.348 
17.21 1 

224,559 

F, 1,505,483 

2 5  I 
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Ib) Pollution Control Bonds- In .lune 2010, the County of Ohio, Kentucky, issued $83.300 of Pollution Control 
Refunding Revenue Bonds, Series 2010A (Series 201 OA Bonds). the proceeds of which are supported by a 
promissory note from Big Rivers. which bears the same interest rate. These bonds bear interest at a fixed rate 
of 6.00% and mature in July 2031. Proceeds from the Series 2010A Bonds were used to refund the $83,300, 
County of Ohio, Kentucky, Periodic Auction Rate Securities, Series 200 1A 

The County of Ohio, Kentucky. issued $58.800 of Pollution ControlVariable Rate Demand Bonds, Series 1983, 
the proceeds of which are supported by a promissory note from Big Rivers, which bears the same interest rate 
as the bonds. These bonds bear interest at a variable rate and mature in .lune 2013. 

The Series 1983 bonds are supported by a liquidity facility issued by Credit Suisse First Boston, which was 
assigned to Dexia Credit in 2006. In addition, the Series 1983 bonds are supported by a municipal bond 
insurance and surety policy issued by Ambac Assurance Corporation. Big Rivers has agreed to reimburse 
Ambac Assurance Corporation for any payments under the municipal bond insurance policy or the surety policy. 
Both Series are Sectired by the Indenture dated July 1, 2009 between the company and IJ.S. Bank National 
Association. 

The Series 1983 are S\JbJeCt to a maximum interest rate of 13% The December 31, 201 0 interest rate on the 
Series 1983 Pollution Control Bonds was 3 25%. 

IC) 1EM Settlement Note- On July 15, 1998 Big Rivers executed the Settlement Note with LEM The 
Settlement Note required Big Rivers to pay to LEM $19,676, plus interest at 8% per annum over the lease 
term. The principaland interest payment was approximately $1.822 annually. On the Unwind Closing Date, 
in connection with the UnwindTransaction the remaining balance on the Settlement Note in the amount of 
$1 5,440 was forgiven 

Id) Notes Payable- Notes payable represent the Campany's borrowing on its line of credit with the National 
Rural Utilities Cooperative Finance Corporation (CFC) and CoBank, ACB (CoBank) The maximum borrowing 
capacity on the lines of credit is $100,000 consisting of $50,000 each for CFC and CoBank. Big Rivers had 
$10,000 of borrowings outstanding, at an interest rate of 2 46%, on the CoBank line of credit at December 31, 
2010 Letters of credit issued under an associated Letter of Credit Facility with CFC reduced the borrowing 
capacity on the CFC line of credit by $5,928 Advances on the CFC line of credit bear interest at a variable rate 
and outstanding balances are payable in full by the maturity date of July 16, 2014. The CFC variable rate is equal 
to the CFC Line of Credit Rate, which is defined as "the rate published by CFC from time to time, by electronic 
or other means, for similarly classified lines of credit, but if not published. then the rate determined for such 
lines of credit by CFC from time to  time." Advances on the CoBank line of credit bear interest at a variable rate 
and outstanding balances are payable in full by the maturity date of July 16, 2012. The CoBank variable rate is 
a fixed rate per annum (for interest periods of 1, 2. 3 and 6months) equal to L.IBOR plus the Applicable Margin 
as determined by the Company's credit rating. At December 31, 2010 the Company had available to i t  a $2,500 
line of credit with CFC to finance storm emergency repairs and expenses related to electric utilityoperations 
with a February 25, 201 1 maturity date. 

/e) Covenants - Big Rivers is in compliance with all debt covenants associated with both long-term and short- 
term debt. The Company's Indenture and its line of credit with CFC require that a Margins for Interest Ratio 
(MFIR) of at least 1 .IO be maintained for each fiscal year. The CoBank line of credit agreement requires that at 
the end of each fiscal year the Company have a Debt Service Coverage Ratio (DSCR) of not less than 1.20. Big 
Rivers' 201 0 MFIR was 1 .I 5 and its DSCR was 1.47 

RATE MATTERS 

The rates charged to Big Rivers' members consist of a demand charge per kW and an energy charge per kWh 
consumed as approved by the KPSC. The rates include specific demand and energy charges for its members' two 
classes of customers, the large industrial customers and the rural customers under its jurisdiction For the large 
industrial customers, the demand charge is generally based on each customer's maximum demand during the 
current month Each members rural demand charge is based upon the maximum coincident demand of their rural 
delivery points 

37 I 
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RIG RIVERS ELECTRIC CORPORA'TION, 
GRANTOR, . 

to 

U S  RANK NATIONAL ASSOCIATION, 
TRUSTEE 

LNBENI'TJRE 
Dated as of M y  1,2009 

FIRST MORTGAGE OBLIGATIONS 

. 
I 

THIS INSTRUMENT IS A MORTGAGE. 

UfC RIVERS ELECTRIC CORPORATION IS A TRANSMlTTINC UTILITY. 
THIS INSTRlJMENT CONTAINS PROVISIONS THAT COVER REAh AND PERSONAL 

FUTURE ADVANCES AND W T U R E  OBLIGATIONS ARE SECIJRED BY THIS INSTRffiVIENT. 
T H E  MAXIMUM ADDITIONAL INDEBTEDNESS WHICH MAY BE SECURED HEREUNDER 

T H E  TYPES OF PROPERTY COVERED BY TRfS INSTRUMENT ARE DESCRIBED .N 
PACES 1 THROUGH 7.AND EXHIBIT A. 
TEIE ADDRESSES AND T H E  SIGNATURES OF T H E  PARTIES T O  THIS INSTRUMENT ARE 
STATED ON PAGFS 21,33,142 AND 143. 

THIS INSTRUMENT GRANTS A SECURITY INTEREST IN A TRANSM~TTZNC UTILITY. 

PROPERTY, AFTER-ACQUlRED PROPERTY, FIXTURES AND PRaCEEBS. 

IS %3,000,000,000. 

STATE TAXPAYER'S IIENTIFICATION NUMBER: 25757 

FEDERAL TAXPAYER'S IDENTWICATION NUMBER: 61-0597257 

THC3 INDENTURE W A S  PREPARED BY JAMES M. MILLER OF SULLIVAN, MOUNTJOY, 
STAINBACK & MILLER, P.S.C., 100 ST. ANN BUILDING, OWENSBORO, KENTTJCKY 42303, 
ATTORNEY FOR BIG RIVERS ELECTRIC CORPORATION. 

Signed: -- @%we h.% --.- .--. 



the obligations of the Company and the duties of the Trustee in respect of any such covenant or 
condition shall remain in full force and effect. 

Section 13.14 Rate Covenant. 

The Company shall establish and collect rates, rents, charges, fees and .other 
compensation (collectively, “Rates’’) that, together with other moneys available to the Company, 
produce moneys sufficient to enable the Company to comply with all its covenants under this 
Indenture. Subject to any necessary regulatory approval or determination and the approval of the 
RUS, if required, the Company also shall establish and collect Rates that, together with other 
revenues available to the Company, are reasonably expected to yield a Margins for Interest Ratio 
for each fiscal year of the Company equal to at least 1.10 for such period. Promptly upoh any 
material change in the circumstances which were contemplated at the time such Rates were most 
recently reviewed, but not less frequently than once every twelve (12) months, the Company 
shall review the Rates so established and shall promptly establish or revise such Rates as 
necessary to comply with the foregoing requirements; subject in the case of the foregoing 
Margins for Interest requirement to any necessary regulatory approval or determination and the 
approval of the RUS, if required. The Company will not furnish or supply or cause to be 
furnished or supplied any use, output, capacity or  service of the System with respect to which a 
charge is regularly or customarily made, fiee of charge to any Person, and the Company will use 
commercially reasonable efforts to enforce the payment of any and all accounts owing to the 
Company with respect to the use, output, capacity or service of the System. 

Section 13.15 Distributions to Members. 

The Company shall not directly or indirectly declare or pay any dividend or make any 
payments of, distributions of, or retirements of, patronage capital to its members (each a 
“Distribution”) if, at the time thereof or after giving effect thereto, (i) an Event of Default shall 
exist, or (ii) the Company’s aggregate margins and equities (determined in accordance .with 
Accounting Requirements) as of the end of the Company’s most recent fiscal quarter would be 
less than 20% of the Company’s total long-term debt and equities (determined in accordance 
with Accounting Requirements) at such time; or (iii) the aggregate amount expended for all 
Distributions on or after the date on which the Company’s aggregate margins and equities 
(determined in accordance with Accounting Requirements) first reached 20% of the Company’s 
long-term debt and equities (determined in accordance with Accounting Requirements) ‘shall 
exceed 35% of the aggregate net margins (whether or not such net margins have since been 
allocated to members) of the Company earned after such date (subtracting, in the case of any 
deficit, 100% of such deficit). Notwithstanding the foregoing and so long as no Event of Default 
shall exist, the Company may declare and make Distributions at any time if, after giving effect 
thereto, the Company’s aggregate margins and equities (determined in accordance with 
Accounting Requirements) as of the end of the Company’s most recent fiscal quarter would ’have 
been not less than 30% of the Company’s total long-term debt and equities (determined in 
accordance with Accounting Requirements) as of such date.. 
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must look to the Company for payment as general creditors unless an applicable law designates 
another person, and all liability of the Trustee and such Paying Agent with respect to such money 
shall cease. 

Section 7.4 Reinstatement. 

If the Trustee or Paying Agent is unable to apply any money or Defeasance Securities in 
accordance with Section 7.1 and the second sentence of Section 7.2 by reason of any legal 
proceeding or by reason of any order or judgment of any court or governmental authority 
enjoining, restraining or otherwise prohibiting such application, (i) the Company’s obligations 
under this Indenture to or for the benefit of the Holders of Obligations for whose benefit such 
money or Defeasance Securities were deposited (other than obligations arising under any 
provisions creating the lien hereof) and under such Obligations shall be revived and reinstated as 
though no deposit had occurred pursuant to Section 7.1 until such time as the Trustee or Paying 
Agent is permitted to apply all such money and Defeasance Securities in accordance with 
Section 7.1, and (ii) the lien of this Indenture shall be reinstated for the benefit of such Holders 
(and, if the lien of this Indenture shall previously have been fully released, then to the extent 
possible, the Company shall take all actions required to subject assets of the Company to a lien 
substantially similar, in amount and otherwise, to the Trust Estate subject to the lien of this 
Indenture as in effect on the date of the termination of the Company’s obligations hereunder 
pursuant to Section7.1, which lien shall be effective until such time as the Trustee or Paying 
Agent is permitted to apply all such money and Defeasance Securities in accordance with 
Section 7.1); PROVIDED, HOWEVER, that if the Company has made any payment of interest 
on or principal of any Obligations because of the reinstatement of its obligations, the Company 
shall be subrogated to the rights of the Holders of such Obligations to receive such payment from 
the money or Defeasance Securities held therefor by the Trustee or Paying Agent. 

ARTICLE VI11 

EVENTS OF DEFAULT AND REMEDIES 

Section 8.1 Events of Default. 

“Event of Default” means, wherever used herein, any one of the following events 
(whatever the reason for such event and whether it shall be voluntary or involuntary or be 
effected by operation of law or pursuant to any judgment, decree or order of any court or any 
order, rule or regulation of any adminiskative or governmental body): 

A. default in the payment of any interest upon any Obligation when such interest 
becomes due and payable, and continuance of such default for five (5) days or such other period 
as may be provided for in such Obligation or in the SuppIementaI Indenture under which such 
Obligation is issued PROVIDED, however, that no payment by RUS pursuant to any RUS 
insuring of, or by any other insurer of, any Obligation shall be considered a payment of interest 
under this paragraph for purposes of determining the existence of such a failure to pay; or , 

B. default in the payment of the principal of (premium, if any, on) any Obligation at 
its Maturity and, if there is a grace period provided for in such Obligation or the Supplemental 
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Indenture under which such Obligation is issued, the continuance of such default for any grace 
period so provided, PROVIDED, however, that no payment by RUS pursuant to any guarantee 
by RUS insuring of, or by any other guarantor or insurer of, any Obligation shall be considered a 
payment of principal (or premium) under this paragraph for purposes of determining the 
existence of such a failure to pay; or 

C. default in the performance, or breach, of any covenant or warranty of the 
Company in this Indenture (other than a covenant or warranty a default in the performance or 
breach of which is described in paragraph A or B of this Section), and continuance of such 
default or breach for a period of thirty (30) days after there has been iven, by registered or 
certified mail, to the Company by the Trustee, or to the Company and the Trustee by the Holders 
of not less than 25% in principal amount of the Obligations Outstanding, a written notice 
specifying such default or breach and requiring it to be remedied and stating that such notice is a 
“Notice of Default” hereunder, unless such default cannot be reasonably cured within such thirty 

period then, so long as a cure is being diligently pursued, the Company shall have a 
reasonable period of time beyond such thirty (30) day period to complete such cure; or 

D. a failure to pay any portion of the principal when due and payable (other than 
amounts due and payable as a consequence of a declaration of acceleration) under any bond, 
debenture, note or other evidence of indebtedness for money borrowed by the Company, other 
than any indebtedness evidenced or secured by an Obligation, whether such indebtedness now 
exists or shall hereafter be created, if, but only if, such failure shall have resulted in such 
indebtedness becoming or being declared due and payable prior to the date on which it otherwise 
would have been due and payable in an aggregate principal amount exceeding $10,000,000, 
without such indebtedness having been discharged or such declaration of acceleration having 
been rescindcd or annulled within a period of ten (1 0) days after such acceleration; or 

E. the rendering against the Company of a judgment for the payment of money in an 
amount exceeding $10,000,000 and the continuance of such judgment unsatisfied or without stay 
of execution thereon for a period of forty-five (45) days after the entry of such judgment, or the 
continuance of such judgment unsatisfied for a period of forty-five (45) days after the 
termination of any stay of execution thereon entered within such first mentioned forty-five (45) 
day period; if, but only if, in either case, such judgment shall have continued unstayed or 
unsatisfied for a period of ten (10) days after there has been given a written notice specifying 
such situation and requiring it to be remedied and stating that such notice is a “Notice of 
Default” hereunder; by registered or certified mail, to the Company by the Trustee, or to the 
Company and the Trustee by the Holders of not less than 25% in principal amount of the 
Obligations Outstanding; or 

F. the entry by a court having jurisdiction of (i) a decree or order for relief in respect 
of the Company in an involuntary case or proceeding under any applicable federal or state 
bankruptcy, insolvency, reorganization or other similar law or (ii) a decree or order adjudging the 
Company a bankrupt or insolvent, or approving as properly filed a petition seeking 
reorganization, arrangement, adjustment or composition of or in respect of the Company under 
any applicable federal or state law, or appointing a custodian, receiver, liquidator, assignee, 
trustee, sequestrator or other similar official of the Company or of any substantial part of its 
property, or ordering the winding up or liquidation of its affairs, and the continuance of any such 
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(c) Electronic Funds Transfir. Except as otherwise presc;llucu by the RUS, the 
Borrower shall make all payments on the RUS Notes utilizing electronic funds transfer 
procedures as specified by the RUS. 

Section 3.4. Prepayment 

The Borrower may prepay the RUS Notes in whole or in part in the sole discretion of the 
Borrower without penalty or prepayment premium, provided, however, in no event shall such a 
voluntary prepayment of the RUS Series B Note be deemed an acceleration or cause an 
adjustment to the principal thereof. 

ARTICLE IV. 

AFFIRMATIVE COVENANTS 

Section 4.1. Generally 

Unless otherwise agreed to in writing by the RUS, while this Agreement is in effect, the 
Borrower shall duly observe each of the affirmative covenants contained in this Article IV. 

Section 4.2. Performance under Loan Documents 

The Borrower shall duly observe and perform all of its obligations under each of the 
Loan Documents. 

Section 4.3. Annual Certification 

Within ninety (90) days after the close of each fiscal year (or, if the Borrower has 
delivered written notice to the RUS prior to the expiration of such ninety (90) day period that the 
Borrower has determined in good faith that an additional thirty (30) days for such delivery is 
necessary or advisable, then within one hundred twenty ( 1  20) days after the close of the fiscal 
year with respect to which such notice has been delivered), the Borrower shall deliver to the 
RUS a written statement signed by its General Manager, stating thiit during such year the 
Borrower has fulfilled its obligations under the Loan Documents throughout such year in all 
material respects or, if there has been a material default in the fulfillment of such obligations, 
specifying each such default known to the General Manager and the nature and status thereof. 

Section 4.4. Rates and Margins for Interest Ratios 

(a) Prospective Requirement, The Borrower shall design and implement rates for 
utility service hrnished by it to maintain, on an annual basis, the Margins for Interest Ratio 
specified in Section 13. I4 of the Indenture. 
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(d) Notice of Application fo r  Competitive Transition C‘hargeJ. Promptly, but no later 
than 60 days prior to submission to any approval authority, including without limitation, any 
regulatory or legislative authority, written notice of an application for authority to collect 
Competitive Transition Charges. Without limiting the right of RUS to request other information, 
RUS has the right to request the Borrower to provide to RUS a written appraisal or other 
financial assessment of the Competitive Transition Charges. 

(c) Notice of Change of Place of Business. Promptly in writing, notice of any change 
in location of its principal place of business or the office where its records concerning accounts 
and contract rights are kept. 

(d) Regulatory and Other Notices. Promptly aRer receipt thereof, copies of any 
notices or other communications received from any govemental  authority with respect to any 
matter or proceeding which could reasonably be expected to have a Material Adverse Effect. 

(e) Ratings. Promptly after receipt thereof; copies of Credit Ratings and copies of 
any reports with respect to the Borrower or its Credit Rating issued by any Rating Agency. 

(9 Material Adverse Effect, Promptly after becoming aware thereof, notice of any 
matter that has had or could reasonably be expected to have a Material Adverse Effect. 

(g) Other In formation. Such other information regarding the condition, financial or 
otherwise, or operations, properties or business of the Borrower as the RUS may, ikom time to 
time, reasonably request. 

Section 4.10. Variable Rate Indebtedness 

In connection with the furnishing of its annual report to the RUS pursuant to Section 4.8, 
the Borrower shall report to the RUS, in such written format as may be acceptable to the RUS, 
the specific maturities of all of the Borrower’s outstanding indebtedness and, the interest rates 
applicable thereto, including, without limitation, with respect to any indebtedness not bearing a 
fixed rate through the maturity of such indebtedness, the method and timing for adjustment and 
readjushent of the applicable interest rate. 

Section 4.1 1. Compliance with Laws 

The Borrower shall operate and maintain the System and its properties in compliance in 
all material respects with all applicable Laws. 

Section 4.12. Separate Accounts 

The Borrower shall execute and deliver, with a financial institution approved by the RUS, 
a lockbox agreement or agreements substantially in the form of Exhibit A attached hereto 
(“Lockbox Agreement”) and shall at all times maintain such Lockbox Agreement in full force 
and effect. The Borrower shall not, without first complying with the requirements of 

OHS EaEt 160523 I72 7 

” 1 2 -  

34 5 



sanctions and penalties for violation of the equal opportunity clause as may be imposed upon 
contractors and subcontractors by the RUS or the Secretary of Labor pursuant to Part 11, Subpart 
D of Executive Order 11246. In addition, the Borrower agrees that if i t  fails or refuses to comply 
with these undertakings the RUS may cancel, terminate or suspend in whole or in part this 
contract, may refrain from extending any fiirther assistance under any of its programs subject to 
Executive Order 1 1246 until satisfactory assurance of future compliance has been received from 
the Borrower, or may refer the case to the Department of Justice for appropriate legal 
proceedings. 

Section 4.21. “Buy American” Requirements 

The Borrower shall use or cause to be used in connection with the expenditures of funds 
if such funds were obtained in whole or in part by a loan being made or guaranteed by the RUS 
only such unmanufactured articles, materials, and supplies as have been mined or produced in 
the United States or any eligible country, and only such manufactured articles, materials, and 
supplies as have been manufactured in the United States or any eligible country substantially all 
from articles, materials, and supplies mined, produced or manufactured, as the case may be, in 
the United States or any eligible country, except to the extent the RUS shall determine that such 
use shall be impracticable or that the cost thereof shall be unreasonable. For purposes of this 
section, an “eligible country” is any country that has with respect to the United States an 
agreement ensuring reciprocal access for United States products and services and United States 
suppliers to the markets of that country, as determined by the United States Trade 
Representative. 

Section 4.22. Depreciation Plan 

The Borrower shall adopt as its depreciation rates only those that have been previously 
for the Borrower by RUS (through RUS Regulation or by specific approval by RUS). 

The Borrower shall not file with or submit for approval of any regulatory bodies depreciation 
rates which are inconsistent with those approved for the Borrower by RUS. 

Section 4.23. Maintenance of Credit Ratings 

nee of Credit Ratings. As Ion 
Bon aintain a Credit Rating from 
(ii) continuously subscribe with a Rating Agency for the services described in Exhibit C attached 
here to. 

(b) Reporting Non-achievement of lnvestment Grade Credit Rating. If the Borrower 
fails to maintain two Credit Ratings of Investment Grade, it must notify RUS in writing to that 
effect within five ( 5 )  days after becoming aware of such failure. 

(c) Corrective Plans. Within thirty (30) days of the date on which the Borrower fails 
to maintain two Credit Ratings of Investment Grade, the Borrower in consultation with the RUS 
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shall provide a written plan satisfactory to the RUS setting forth the actions that shall be taken 
that are reasonably expected to achieve two Credit Ratings of Investment Grade. 

(d) Noncompliance. Failure to implement a corrective plan developed in accordance 
with paragraph (c) of this section shall constitute an Event of Default under this Agreement. 

ARTICLE V. 

NEGATIVE COVENANTS 

Section 5.1. General 

llnless otherwise agreed to in writing by the RUS, while this Agreement is in effect, the 
Borrower shall duly observe each of the negative covenants set forth in this Article V. 

Section 5.2. Acquisition of Capital Assets 

The Borrower shall not, without first complying with the requirements of Section 8.1 , 
extend or add to its System by purchasing, constructing, leasing or otherwise acquiring Capital 
Assets, including Capital Assets that constitute utility or non-utility plant, with funds from 
sources other than loans made or guaranteed by RUS in the case of: 

(a) Generating facilities if the total expenditures for the facilities to be built, 
procured, or leased, including any filture facilities included in the planned project, will 
exceed the lesser of $1 0 million or thirty percent (30%) of the Borrower’s Equity; or , 

(b) Existing electric facilities or systems in service whose purchase price, or 
capitalized value in the case of a lease, exceeds ten percent (1 0%) of the Borrower’s Net 
Utility Plant; 

(c) Any new project to serve an end user whose annual kWh purchases .or 
maximum annual kW demand is projected to exceed 25 percent of the Borrower’s total 
kWh sales or maximum kW demand in the year immediately preceding the start of 
construction of facilities; provided, however, this Section 5.2(c) shall not preclude the 
Borrower fiom purchasing constructing, leasing or otherwise acquiring Capital Assets 
without complying with the requirements of Section 8.1 for a project intended to facilitate 
the providing of service to an end user in accordance with the provisions of a Smelter 
Contract, provided, further, however that the Borrower may not purchase, construct, lease 
or otherwise acquire Capital Assets pursuant to the preceding provision without first 
complying with the requirements of Section 8.1, if the estimated costs of any such project 
are estimated to exceed $10,000,000. 

OHS East:160523172 7 
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Big Rivers Electric Corporation 
Case fi0.2011-00036 

Filing Requirement 
807 KAR 5:OOl Section 10(6)(p) 

Sponsoring Witness: C. William Rlackburn 

Description of Filine: Rea.uirement: 

Prospectuses o f  the most recent stock or bond qf fer ings.  

Response: 

Attached hereto is the prospectus for the $83,300,000 County 

of Ohio, Kentucky Pollution Control Refunding Revenue 

Bonds, Series 201 OA (Big Rivers Electric Corporation 

Project) dated May 27,  30 10. 

KIUC EXHIBIT 

Case No. 20 1 1-00036 
Exhibit 35 
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clause above a base amount. See APPENDJX E - “SUMMARY OF CERTAIN PROVISIONS OF TNE 
SMELTER AGREEMENTS.” 

Subject as KPSC approval and RUS approval, if 
q u i d ,  the Mortgage Indenture q u i w v s  us to establish and collect ratts for the use or the sale of *e 
output, capacity or service of our electric generation, trensmission and distribution system which we 
reasonably expect& to yield margiaS for interest, for the twelvemonth Mod commcocing with the 
effbctive date of the rates, equal to at least 1.10 times total intenst charges on debt securcd under the 
Mortgage Indenture during that twelve-month period (the “MFI Ratio”). The MFI Ratio is calculated by 
dividing the Margios for Interest for a period by the Interest Charges for such period. The definition of 
Margins for Interest takes into account any item of net margin, loss, gain or expenditure of any affiliate or 
subsidiary of ours only if we have received such net margins or gains as a dividend or other distributidn 
from sucb affiliate or subsidiary or if we have madc a payment with respect to such losses or 
expenditures. For the defbition of “Margins for Interest” and %terest charges” sec APPENDIX F - 
“SUMMARY OF CERTAIN PROVISIONS OF THE MORTGAGE INDENTURE - Covenan&.” The 
2010 budget is set to achieve a $4.8 million net margin and an MFI Ratio of 1.10. See “Financial 
Condition -As of March 31,2010” herein. 

Electric sales to our Members arc made pursuant to wholesale power con- with each 
Member. The table below sets forth the Sales to Members in MWhs for 2009,2008 and 2007. The 
Smelter sales are shown both before and a h  the closing of the Unwind Before the closing of the 
Unwind, we supplied only a small portion of the Smelters’ needs. Since the Unwind, we supply 850 M W  
of the Smelters‘ needs. Our wholesale rate to Kenergy for the Smelters averaged $46.22 per MWb for 
2009. Smelter sales during 20 IO will be fbr a 611 year of service and could approach 7.0 million Mwhs. 

Rural Member sales include residential and commercial loads. Tht 2009 Ntal Member sales 
reflect a .15 million MWh decline or a 6.28% decrease. This decline is attn’butable to the curreDt 
recession and mild weather. Industrial Member sales were relatively flat over the three year period. 

Smelter sales in 2008 wm1.16 million MWhs or 52.02% less than 2007. During 2007, the 
Smelters’ needs for power were in excess of the n d  resou~ces available to us. We purchased a large 
block of power for the Smelters from the open market. 

Smha to Members 
(in millions of Mwht) 

2009 2m 2087 
Rural Member.. ................................. 2.24 2.39 2.41 
lpQuwial umber ............................. 0.92 0.93 0.92 
Smelter (Rc-Unwind) ....................... 0.58 1.07 2.23 
smelter cporrt-vawiml) ..................... 2.89 0.00 0.00 

6.63 4.39 5.56 

The table below sets forth the sales to Non-Members in megawatt-hours fin 2009,2008 and 2007. 
After the closing of the Unwind on July 16, 2009, we had access to all of the generation available 6om 
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The scherhrled maturities of our long-term debt aS January 3 1,2010 were as follows: 

Payments Dne by Perlod 

f546.6 S12.0 $14.9 376.1 379.3 st1.7 s642.6 
----_I_-- 

IaqpT'enn Debt''' ...... .. # ..... .. .. ... .. .. ... . . .... . . . . .. 

out credit ratings as of the date of this Offering Statement an: Baal, stable outlook, from 
Moody's Investor Service (UMdy*~") ,  BBB-, stable outlook, from Fit& Ratings ("Fitch") and BBB-, 
stable outlook, from Stamkrd & Poor's Credit Market Services, a division of the McGraw-Hill 
Companies ("S&P"). 

RATE AND ENVIRONMENTAL REGULATIONS 

General 

Many aqeccp of our business an subject to a complcx set of anergy, envirOamCata1 and other 
govcmmcntal laws and regulations at the federal. state and local level. 

Kentucky Rate Rcgalntron 

The KPSC regulates our rates for the sale of wholesale power to our Members. Among other 
things, Kentucky law authorizes the KPSC to (i) approve our rates to be '%fair, just and reasonable," (ii) 
regulate our coastruction of new generation and transmission kilities by issuing CertifiCarW of public 
convenience and necessity, (iii) approve changes in ownership or control of us through sales of assets or 
otherwise, (iv) approve the issuance or assumption of any securities or evidence of iadtbtedness, otber 
than to RUS, and (v) administer the state laws assigning each jurisdictional electric distribution utility thc 
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of quivalent value. T a t  Moneys (as hereinafter defined) can be withdrawn against Bondable Additions 
or retired or d e f d  Mortgage Indenture Obligations, in either case of +valent value, and ~811, at our 
option, be used for the mhmption of Mortgage Indenture Obligations pior to their maturity, for the 
payment of principal on Mortgage Indenture Obligations at their ruaturity or for the purchase of Mortgage 
Indenture Obligations. To the extent that any Trust Moneys consist of the proceeds of insurance upon any 
part of the property subject to the lien of the Mortgage Indmhne, such TNst Moneys can be withdrawn io 
reimburse us for costs to repair. rebuild or replace the destroyed or damaged property. 

“Tiust Moneys” is defined in the Indenture as all money received by the Indenture Trustee: 

Y 

Upon the release of any part of the Trust Estate fiom the lien of the Mortgage Indenture, including all 
moneys received in respect of the principal of all purchase money obliga!ions deposited with the 
Indenture Trustee in respect of its releare of prom, 

As compensation for, OT proceeds of the sale of, any part of the Trust Estate subject to the lien of the 
Mortgage Indenhue taken by eminent domain or purchased by, or sold pursuant to an ordcr of, a 
goveznmental authority or othawise disposed of; 

As proceeds of insurance upon any part of the Trust Estate subject to the lien of the Mortgage 
Indenture required to be paid to the Indenture Trustet pmuant to the Mortpge Indenture; or 

For application as Trust Moneys under the relevant provision of the Mortgage ladenture or whose 
disposition was not otherwise specifically provided for in the Mortgage Indenture. 

Covenants 

The Indenture requires us to establish and collect rates, mls, charges, fees and other compensation 
(collectively, the “Rates“) that produce money sufficient, togother with other moneys available to us, to 
enable us to comply with all covenants undn the Mortgage Indenture. Subject to the approval or 

of any regulatory or judicial authority with jurisdiction over Rates, the Mortgage Indenture 
stablish and collect Rates which am reasonably expected, together with our other revenue, 
Ratio equal to at least 1.10 for each fiscal year. hmpt ly  upcm any m a l  change in the 
which were not contrmplated at the time such Rates wcrt most rccmtly reviewed but not 

y than once every 12 months, we will be requid  to review the Rates so established and, 
subject to any necessary regulatory approval and the approval of the RUS, if required, promptly establish 
or revise such Rates as necessary to comply with the foregoing requirements. We will not furnish or 
supply or cause to be finished or supplied any use, output, capacity or service of our business with 
respect to which a charge is regularly or customarily made, fhe of charge to any Person, and we will usf 
commercially reasonable efforts to enforce the payment of any and all account6 awing to us with respect 
to the use, output, capacity or service of our business. A fsilure by us to actually achiev 

1 not itself constitute an Indentwe Event of Dcfiult under thc Mortgage Indenture 
Rates reasonably expectad to achieve a 1.10 MFI Ratio, however, Will be an In 

DeEault if such failure continues for 30 days after we receive notice thcreof fiom either the indenture 
Tmstm or the holders of not less than 20% in principal amount of the outstanding Mortgage Indentune 
Obligations, unless such Eailure results fiom our inability to obtain regulatory approval. I 
MFI Ratio, for any period, is (i) the sum of (a) MargiaJ for Intenst (as defined below) for such period, 
plus (b) Interest Cbarges (as defined below) for such period, divided by (ii) Interest Charges for such 
period. Margins for Interest means, for any period, the sum of cach of the following fiw such period: 
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Big Rivers Electric Corporation 

istorical Test Period Filing Requirements 

Filing Requirement 
807 KAR 5:001. Section lO(l)(a)9 

Sponsoring Witness: Albert M. Yockey 

DescriDtion of Filing Requirement: 

A statement that customer natice has been given in compliance 

with subsections (3) and (4) of this section with a copy of the 

notice, 

Response: 

Big Rivers has given customer notice in compliance with 807 

KAR 5 : O O l  Sections lO(3) and lO(4). Please see the attached 

Certificate of Notice to customers, with a copy of the notice 

attached thereto. 

Case No. 2011-00036 
Exhibit 9 

Page 1 of 1 



BIG RIT%RS ELECTRIC CORPORATION 

Schedule Showing the Amount of Rate Change Requested in Both Dollar Amounts and 
Percentage Change for Each Customer Classification for which the Proposed Rate Change will 

Apply 

Customer Class 

Dollar 
Amount of Percentage 

Rate Change Change 

Rural Delivery Service RDS $ 1 1,83 1,935 10.71% 

Large Industrial Customer LlC $ 2,332,557 5.94% 

Smelters" $ 15,438,743 5.47% 

* The rate for the Smelters is based upon the Large Industrial Customer LIC rate, 
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BIG RIVERS ELECTRIC CORPORATION 

10 
11 
12 
13 

14 

15 
16 

17 
18 

19 

20 
21 
22 
23 

APPLICATION OF BIG RIVERS ELECTRIC CORPORATION 
FOR A GENERAJ., ADJUSTMENT IN RATES 

CASE NO, 2011-00036 

Response to Commission Staff’s Second Request for Information 
dated April 1,201 1 

April 15,2011 

Item 2) 
Testimony’3, lines 8-11, Provide a detailed description of ‘yvhe informatwn we have about 
the period immediately following the date on which new rates ape anticipated to go into 
eflect a . ’’ which teads Big Rivers to ‘yr/easonably expect the proposed rates to produce at 
least a 1.10 MFIR for 2011.” 

Refer to page 11 of the Direct Testimony of Murk A,  Bailey (“Badley 

Response) 
response to KIUC 1-43,20 I 1 net margins are $6.03 million, interest expense on long-term debt 
is $45.87 million, and income tax expense is $0.25 million. Accordingly, the result is a MFIR 
for 201 1 of 1.14, If, however, any of the major assumptions in the 201 1 Budget do not 
materialize, additional cost cutting or maintenance deferrals will be employed to ensure Big 
Rivers maintains at least a 1.10 MFIR. For example, the 201 1 Budget assumes an average OR- 
system sales price of $4 1.8 1 per MWh. If the actual average off-system sales price for 20 1 1 is 
materially less, Big Rivers will need to employ other strategies, principally additional cost 
cutting and cost deferral, to ensure the minimum required MFIR is achieved. Please see the 
testimony of Mark A, Bailey, Application Exhibit 48 pages 10 through 16, 

As shown in the most recent financial forecast, as provided in Big Rivers’ . 

Witness) Mark A. Bailey 

Case No. 2011-00036 
Response to Item PSC 2-2 
Witness: Mark’A. Bailey 

Page 1 of 1 f n - 7  



BIG RIVERS ELECTRIC CORPORATION 
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10 

11 

12 

13 
14 
15 

16 

17 

18 

19 

20 

APPLICATPON OF BIG RIVERS ELECTRIC CORPORATION 
FOR A GENERAL ADJUSTMENT IN RATES 

CASE NO. 2011-00036 

Response to the Kentucky Industrial Utility Customers’ Initial Request for Information 
dated April 1,2011 

April 15,2011 

Item 70) Refer topage 8, lines 11113 of Mr, BlackburPt’s testimony wherein he states 
that “based upon the information we have about the period immediately following the date 
on which the new rates are anticipated to go into effect, we can reasonably expect the 
proposed rates to produce at least a 1.10 MFIR for 2011. ’’ Please provide a copy of the study 
that supporb: that conclusion. 

Response) 
response to KIUC 1-43,2011 net margins are $6.03 million, interest expense on long-term debt 
is $45.87 million, and income tax expense is $0.25 million. Accordingly, the result is a MFIR 
for 201 I of 1.14. If, however, any of the major assumptions in the 201 1 Budget do not 
materialize, additional cost cutting or maintenance deferrals will be employed to ensure Big 
Rivers maintains at least a 1.10 MFIR. For example, the 201 1 Budget assumes an average off- 

system sales price of $4 1 .& 1 per MWh. If the actual average off-system sales price for 20 1 1 is 
materially less, Big Rivers will need to employ other strategies, principally additional cost 
cutting and cost deferral, to ensure the minimum required MFIR is achieved. Please see the 
testimony of Mark A. Bailey, Application Exhibit 48 pages 10 through 16. 

As shown in the most recent financial forecast, as provided in Big Rivers’ 

Witnesses) C. William Blackburn and Mark A. Hite 

Case No. 201 1-00036 
Response to Item KIUC 1-70 

Witnesses: C. William Blackburn and Mark A. Hite 
Page 1 of 1 
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KlUC EXHIBIT 8 

Maintained on the Confidential Materials DVD 
or 

in the Confidential File Materials at PSC 
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APPLICATION OF BIG RlVERS ELECTIUC CORPORATION 
FOR A GENERAL ADJUSTMENT IN RATES 

CASE NO. 201 1-00036 

Response to Commission Staffs Initial Request for Information dated February 18,2011 

March 18,2011 

I tern 57) 
programs, provide the following: 

Regarding demand-side management, conservation and energy e$jciertc- 

a. A list of the programs currently offered by Big Rivers and its ntember 
cooperatives. 

b, The total cost incurred for these programs by Big Rivers in each of the 
three most recent calendur years, 

c, The total demand and energy reductions realized through these program 
in each of the three most recent calendar years. 

d. The total cost for these programs included in the test year and the 
expected demand and energy reductions to be reallzed therefrom in the 
jirst three calendar years following the conclusion of this case. 

Response) 
a. With the exception of continuing education efforts by its Members, the only 

current DSM program offered by Big Rivers and its Members is the CFL 
Distribution Program, which is ongoing. Several pilot projects are ongoing 
or planned for the near future, which if proven cost effective at the local 
level, will be converted to permanent programs. The schedule for the pilot 
projects is listed below. 

1 .  Residential weatherization Though May 201 1 
2. Commercial Lighting Through June 201 1 

3. High efficiency security lighting Through June 201 1 
4. Energy Star new home construction Through September 201 1 
5. Energy Star refrigerator replacement Through February 201 1 

Case No, 20 11 -00036 
Response to Item PSC 1-57 

Witness: C. William Blackburn 
Page 1 of 5 
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APPLICATION OF BIG RIVERS ELECTRIC CORPORATION 
FOR A GENERAL ADJUSTMENT IN U T E S  

CASE NO. 201 1-00036 

Response to Commission Staffs Initial Request for Information dated February 18,2011 

March 18,2011 

6.  Energy Star clothes washer April -- May 201 1 
7. Energy Star HVAC tune-up April - May 201 1 

8. Manufactured home weatherization March - June 201 1 
9, Poultry Energy Efficiency Pilot April - October 201 1 

Each of the Members has committed to offering the following energy 
efficiency programs in 201 1 as they prove cost effective at a local level. 

1. Residential lighting , 
2. Residential products, 
3. Residential advanced technologies, 
4. Residential weatherization, 
5 .  Residential new construction, 
6 ,  Commercial and industrial lighting, and 
7. Commercial and industrial INAC, 

Case No. 2011-00036 
Response to Item PSC 1-57 

Witness: C. William Blackburn 
Page 2 of 5 



ON 

APPLICATION OF BIG RIVERS ELECTRIC CORPORATION 
FOR A GENERAP, ADJUSTMENT IN RATES 

CASE NO, 2011-00036 

Response to Commission Staff’s Initial Request for Information dated February 18,2011 

March 18,201 1 

b. The only current DSM program offered by Big Rivers and its Members is 
the CFL Distribution Program. Big Rivers’ and its Members’ total costs for 
the CFL Distribution Program are shown in the following table. 

CFL History - Big Rivers and its Member Co-ops -- 2008 throuph 2010 

Manufacturer TCP TGP TCP 
Model UB 144KY 8101935 8101935 
Cost per CFL $1.60 $1,66 $1,66 

Year 2008 - 2009 L_ 2010 

Big Rivers 0 0 
Jackson Purchase 6,048 12,096 6048 
Kenergy 14,064 9,072 6000 
Meade County 1,776 5,376 3 504 

21,888 26,544 15,552 Total 

Cost Subtotal $35,020.80 $44,063.04 $25,816.32 

Total Cost $37,122.05 $46,706.82 $27,365.30 
Sales Tax $2,10 1.25 $2,643.78 $i ,548.98 

Case No, 2011-00036 
Response to Item PSC 1-57 

Witness: C. William Blackbarn 
Page 3 of 5 
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14 

APPLICATION OF BIG RIVERS ELECTRIC COWORATION 
FOR A GENERAL ADJUSTMENT IN RATES 

CASE NO. 2011-00036 

Response to Commission Staff’s Initial Request for Information dated February 18,2011 

March 18,2011 

c. The only current DSM program offered by Big Rivers and its Members is 
the CFL Distribution Program. The estimated cumulative impact of the 
CFL Distribution Program for the years 2008 through 20 10 are shown in the 
following table. 

Demand and Energy Reductions ReaIized bv CFL Program 
1___ 2008 - 2009 2-&@ 

Demand (kW) 
Summer 492 655 75 1 
Winter 1,163 1,549 . 1,776 

Energy (kwh) 4,898’67 1 6,526,349 7,479,998 

d. The only current DSM program offered by Big Rivers and its Members is 
the CFL Distribution Program. Big Rivers’ pro forma includes an 
incremental $I ,000,000 pro forma adjustment to fbnd the programs 
mentioned in Big Rivers’ response to Item PSC 1 -57a above. The estimated 
impact of distributing the 15,552 CFLs for the years 2012 through 2014 is 
shown in the table on the following page. 

. 

Case No. 201 1-00036 
Response to Item PSC 1-57 

Witness: C, William Blackburn 
Page 4 of 5 



APPLICATION OF BIG RIVERS ELECTRIC CORPOFUTION 
FOR A GENERAL ADJUSTMENT IN RATES 

CASE NO. 2011-00036 

Response to Commission Staffs Initial Request for Information dated February 18,2011 

March 18,2011 

1 
Proiected Demand and Energy Reductions for bv CFL Program 

2013 - 2014 - 2012 __... 

Demand (kw) 
Summer 96 96 96 

Winter 226 226 226 
Energy (kWh) 953,649 953,649 953,649 

2 
3 
4 
5 Witness) C. William Blackbum 

Case No. 201 1-00036 
Response to Item PSC 1-57 

Witness: C. William Blackburn 
Page 5 of 5 
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APPLICATION OF BIG RIVERS ELECTRIC CORPORATION 
FOR A GENERAL ADJUSTMENT IN RATES 

CASE NO. 201 1-00036 

Response to the Kentucky Industrial Utility Customers’ Second Request for Information 
dated April 28,2011 

May 11,2011 

Item 1) 
35, please provide the following: 

With regard to Mr. Blackburn’s testimony on energy efficiency on pages 32 to 

a. For each project budgeted in 201 1 (per testimony page 33 at line 5), please 
provide a detailed description of the project, a table showing monthly 
tasks, capital expenditures and expenses in 2011, 

b. For each project budgeted in 2012 (per testimony page 33 at line 6), please 
provide a detailed description of the project, a table showing month$ 
tasks, capital expenditures and expenses in 2012, 

Response) a. and b. Big Rivers has budgeted 
programs for 201 1 and 2012, but cannot provide deta tions, monthly tasks, bapital 
expenditures or expenses as requested since these still in the early stages 
development, with short-term pilot programs either underway or in the planning phase. Based 
on the outcomes of the pilot programs, Big Rivers will develop individual work plans and 
budgets for the energy effxciency and DSM programs to be implemented. The descriptions of 
the pilot programs are as follows: 

Clothes Washer Redacement Rebate Pilot 
The purpose of the pilot is to test promotional mediums for communicating the incentive to 
members and the effectiveness of the incentive amount. The member will be required to 

provide proof of purchase and installation at the service address. The member will dso be 
required to fill out a survey to determine the energy source for the dryer and where the member 
heard about the program. 

25 

26 
Case No. 201 1-00036 

Response to Item KJUC 2-1 
Witness: C. William Blackburn 

Page 1 of 4 
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c 
APPLICATION OF BIG RIVERS ELECTRIC CORPORATION 

FOR A GENEFUL ADSTJSTMENT PN RATES 
CASE NO, 2011-00036 

Response to the Kentucky Industrial Utility Customers’ Second Request for Information 
dated April 28,201 1 

May 11,2011 

1 W A C  & Refrigeration Tune-& 
2 
3 

4 

5 
6 

7 Home Weatherization Pilot 
8 

9 

10 
11 
12 

13 
14 
15 

16 
17 
18 

19 

20 
21 
22 
23 
24 
25 
26 

The purpose of this pilot is to test the effectiveness of cash incentive payments to motivate 
members to initiate maintenance for their air conditioning equipment, The member will ais0 
be required to fill out a s w e y  to determine the length of time since the previous maintenance 
call for each unit and where the member heard about the program. 

The purpose of this pilot is to determine the benefit, cost and procedures for weatherizing 
homes. Hoosier Energy has deemed its weatherization program a success, and Jackson 
Purchase Energy and Big Rivers Will work With the weatherization contractor utilized as part 
of the Hoosier Energy program in an effort to replicate the success in Western Kentucky, Big 
Rivers’ and its members’ staffs will use their combined knowledge of residential energy 
efficiency to develop the list of measures and the process which will result in the maximum 
benefit at the lowest cost. This program will also involve integrating the Kentucky Home 
Performance Program into the administrative process. 

Energv STAR New Home Promam 
The purpose of the pilot is to test communication of the incentive to the members and the 
effectiveness of the incentive amount. The Energy STAR new-home construction standard is 
an objective, reliable and verifiable energy efficiency program that ensures the member will 
see substantial savings from the new home. 

The Energy STAR-certified contractor will complete a whole-house analysis, ensurhig that 
quality work is performed and energy efficiency criteria are met. This evaluator works closeIy 
with the builder to determine the needed energy -saving equipment, construction techniques and 
required on-site diagnostic testinghspections are documented in order to assure that the home 

Case No. 2011-00036 
Response to Item KIUC 2-1 

Witness: C. William Blackburn 
Page 2 of 4 

”a I’\ I ” s  



IC CORPB ON 

APPLICATION OF BIG RIVERS ELECTRIC CORPORATION 
FOR A GENERAL ADJUSTMENT XN RATES 

CASE NO. 2011-00036 

Response to the Kentucky Industrial Utility Customers’ Second Request for Information 
dated April 28,201 1 

May II, 2011 

1 
2 
3 
4 Refrigerator Replacement ,Rebate Pilot 
5 

6 
7 
8 
9 

10 

11 
12 
13 
14 

15 
16 
17 
18 
19 
20 
21 
22 efficiency. 

is eligible to earn the Energy STAR certification. ‘The home must meet the guidelines, making 
it at least 15-30% more efficient than standard homes. 

The purpose of the pilot is to test communication of the incentive to the members and the 
effectiveness of the incentive amount, The member will be required to provide proof of 
purchase of the new refrigerator and haul-away and recycling of the old unit, The member will 
also be required to fill out a survey to determine the condition of the old refrigerator and where 
the member heard about the program. 

Commercial High Efficiencv LightinR Replacement Rebate Pilot 
The purpose of the pilot is to determine incentive levels necessary to motivate members to 
upgrade, as well as to test methods of promoting high efficiency commercial lighting to retail 
commercial members and establish methods of design and installation that allow the use of 
local contractors. A process of verification will be established during this pilot. 

LEDhduction Outdoor Lighting Evaluation.Pilot Plan 
The purpose of this pilot is to test the light quality and quantity, energy consumption and 
product durability of both Light Emitting Diode (“LED”) and Induction lamps as potential 
replacements for the Mercury Vapor and Metal Halide lamp. The LED and Induction lamps 
have significantly higher costs, but have significantly longer lives and provide higher energy 

23 
24 

25 

26 

Energy efficiency and DSM programs that are determined to be cost effective based on the 
pilot programs will be implemented throughout the last half of 201 1, after program design is 
complete. Each of Big Rivers’ Member Cooperatives is committed to providing a wide’range 

Case No. 2011-00036 
Response to Item KIUC 2-1 

Witness: C. William Blackburn 
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APPLICATION OF BIG RNERS ELECTRIC CORPORATION 
FOR A GENERAL ADJIJSTMENT IN ]RATES 

CASE NO, 2011-00036 

Response to the Kentucky Industrial Utility Customers’ Second Request for Information 
dated April 28,201 I 

May 11,2011 

of DSM programs, as described in the DSM Potential Report (Appendix B to Big Rivers’ 20 10 

Integrated Resource Plan, as fled on November 15, 2010 in KPSC Case No. 2010-00443.). 
The DSM Potential Report recommends that the following programs be evaluated for 
implementation should they prove cost effective: 

Residential Lighting 
Residential EMicient Appliances 
Residential Advanced Technologies 

* Residential Weatherization 
* Residential New Construction 

Commercial and Industrial Lighting 
Commercial and Industrial Heating Ventilation and Air Conditioning 

Witness) C. William Blackbum 

Case No. 2011-00036 
Response to Item KIUC 2-1 

Witness: C. William’Blackburn 
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APPLICATION OF BIG RIVERS ELECTRIC CORPORATION 
FOR A GEM7EW ADWSTmNT IN U T E S  

CASE NO. 2011-00036 

Response to the Commission Staff’s Second Request for Information 
dated April 1,2011 

April 15,2011 

1 Item 3) Refer to page 20 of the Bailey Testimony, lines 15-1 9, 

2 
3 a. Explain how $1 million was chosen QS the amount Big Rivers is 

committing to spend annual& on energy efikiency and DemlandeSide 
Management programs. 

b. Explain whether Big Rivers expects to eventually increase this spending 
commitment to an annual level greater than $1 million. 

IO 
11 Response) 
12 
13 a. The $1 million amount that Big Rivers is committing to spend mually on 

14 

15 

16 

17 

18 

19 

20 2013: 

energy efficiency and Demand-Side Management in this proceeding was chosen because it 

represents the program potential portfolio identified in the Demand-Side Management @SM) 
Potential Report for Big Rivers Electric Corporation (“DSM Potential Report”) prep 

GDS Associates, Inc. and included as a resource in Big Rivers’ Integrated Resource Plan filed 

with the Commission on November 15,201 0. SpecificaIiy, the DSM Potential Report 
identified the following expenditures, cumulative MWh savings, and MW savings for 201 1-  

21 

Case No. 201 1-00036 
Response to Item PSC 2-3 

Witness: C. William Blackburn 
Page 1 of 2 



1 

Cumulative 
Cumulative Winter 

Energy (MWh) Demand 
Savings (MW) 

Savings 
3,416 0.92 

7,139 1.90 

10.962 2,93 

-. 

2 
3 
4 
5 

6 
7 
8 
9 

10 

11 

12 
13 

14 

15 

,5d 4 
. : A  

-- 
Cumulative 

Summer 
Demand (MNV) 

Savings 

0.62 

1.32 

2;03 

LE N 

APPLICATION OF BIG RIVERS ELECTRIC CORPORATION 
FOR A GENERAL ADJUSTMENT IN RATES 

CASE NO, 201 1-00036 

Response to the Commission Staffs Second Request for Information 
dated April 1,2011 

April 15,2011 

-- 

Year 

201 1 

2012 

2013 

P , ’  

Annual 
DSM 

Expenditures 
(Miliion %) 

$1.0 

$ 1.0 

$ 1.1 - 

Source: DSM Potential Report, p. 84, included as Appendix B of the 
Integrated Resource Plan filed with the Commission on November 
15,1010. 

b. Expansion of programs and budgets will be considered based on the 

success of the programs currently being evaluated and future cost benefit analysis. Big Rivers 

will continue to evaluate the market acceptance and cost effectiveness of individual programs 

in the future. 

Witness) C. WiIliam Blackburn 

Case No. 201 1-00036 
Response to Item PSC 2-3 

Witness: C. William Blackburn 
Page 2 of 2 
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I Big Rivers Electrlc Corporation 
2010 Integrated Resource Plan 

LED exit signs, T8 fixtures and occupancy sensors, but will evaluate the program's 
effectiveness often in order to update the technologies offered as needed. Big Rivers will 
work in conjunction with contractors and members to encourage participation in the 
program 

Cchl Prescriptive HVAC Program 
This program is designed to  encourage commercial and industrial customers to Install . 
efficient HVAC equipment. The technologies offered at the start of the program may 
include low cost Packaged Terminai AC and Packaged Terminal Heat Pump measures. W A C  
Tune-up and Varlable Frequency Drives for WVAC motors and fans may also be offered, As 
the program matures, Big Rivers will evaluate the market and introduce new technologies 
such as Split AC systems and Air Cooled Chillers. 

2, Expected duration of the program 

The Big Rivers Energy Efficiency Programs have been spedfically analy-ted for three years 
of implementation, but were carried through the 15 year IRP forecast under the 
assumption that similar programs with the same savings would be an investment that Big 
Rivers will continue to make. The three-year programs presented here are based upon an 
annual EE expenditure of approximately $1 million dollars in the first year, rising by 2.5% 
per year thereafter. It is important to note that current energy emciency technologies 
may become standard practice over time and that there will be new advancements in 
energy efficiency. As a result, the recommended programs may need to be adapted after 
the initial 3 year period by changing the specific measures that are currently 
recommended for each program. As an example, compact fluorescent lighting may . 
achieve high levels of market penetration within 5 to  10 years, but the emergence of LED 
lighting may allow for the continued operation of a residential lighting program. 

3, Projected energy changes by season, and summer and winter peak demand changes 

The projected energy and peak demand savings for the residential and C&i DSM programs 
to  be implemented in 2011 have been analyzed to calculate cost savings and to determine 
benefit/cost ratios for each program. Total energy savings in the first year of program 
implementation (2011) are projected to be 3,767 MWH with cumulative energy savings 
reaching 49,160 MWH in 2025, and total Winter Peak demand savings for all programs is 
projected to be 1,003 kW in the first year with cumulative savings reaching almost 14 MW 
in year 15. Likewise, Summer Peak demand savings for ail programs is 623 kW in the first. 
year, with cumulative savings reaching over 10 MW in 2025. 

.__-I_-_-.- 

GDS Associates, Inc. Section 8 - Resource Assessment and Acquisition 
November 2010 



Big Rivers Electric Corporation 
2010 Integrated Resource Pian 

Table 8.6: Cumulative Annual Energy Savings by Season (kWh) 

Residential 2011 2012 2013 2015 2020 2025 
Wlnter 1,396,493 2,876,252 4,390,133 6,774,499 11,644,086 15,985,949 
Summer 891,348 , 1,846,502 2,821,191 4,463,884 , 8,433,936 , ll,621,059' 
Total Annual kWh 2,287,840 _. 4,722,703 , 7,211,324, 11,238,382 19,778,022, ,27,607,008 

Commercial 

1,936,975 4,035,552 6,183,841 I.010171394 ,18,666,321 26,333,834. 
Summer 
Total Annual kwh 3,416,240 7,138,703 10,961,724 18,008,782 34,845,222 47,887,408 

Table 8.7: Cumulative Annual Peak Demand Savings by Season (kW) 

Resldentfal 2011 2012 2013 2015 2020 2025 
Winter 712 1,469 2,256 3,611 6,741 10,076 
Summer 291 603 92 1 1 , G F '  2,707 3,923 . 

Winter 204 436 679 1,224 2,721 3,392 
Summer 333 713 1,104 1,996 4,443 6,262 

Winter 916 1,905 2,935 4,835 9,462 13,468 
Summer 623 1,316 2,025 3,461 7,151 10,185 

Commercial 

I__ 

Residerttiol8r Cornmetrial 

The residential programs account for a little over 60% of first year winter energy savings, 
and about 65% of winter peak demand savings. Of the winter energy savings that the 
residential sector is projected to achieve, one third comes from the lighting program, 
Weatherization is the program with most of the winter peak demand savings, with over 
40% coming only from it. 

..-.---.-I_.- -.-_-..--~-- 
GDS Associates, Inc. Section 8 - Resource Assessment and 
November 2010 



Big Rivers Electric Corporation 
2010 Integrated Resource Plan 

Table 8.8: Residential Program Cumulative Annual Energy Savings by Season (kWh) 

Llgi1ff ng 2011 2012 2013 2015 2020 2025 
Winter Bnergy __ 469,438 938,877 1,408,315 I 1,626,779 812,496 1,484,070 
Summer 235,742 471,483 707,225 , 816,933 408,018 745,268 

Winter , ,  , 1993.51 417,467 640375 1,104,306 . 2,369,357 3,236,505 
Summer 89,137 186,837 286,693 494,254 1,060,424 1,445,271 

Winter 261,093 536,731 832,856 ' 1,446,922 3,092,145 3,945,382 
Summer 107,134 220,404 341,815 593,839 1,269,327 1,608,191 

m e n t  Appliances .......~ 
Advanced Technologies 

Winter 391,154 825,882 1,268,878 ; 2,185,512 4,488,596 5,906,925 
Summer 413,126 872,029 1,339,450 : 2,307,924 4,856,287 6,957,615,, 

New Construcffon 
WinreL.. 75,655 157,246 , 239,509 420,980 881,492 1,413,068 
Summer 46,209 95,749 , ,  146,008 j 250,9J3 , :  539,879 864,714 

Table 8.9: Residential Cumulative Annual Peak Demand Savings by Season (kW) 

Lfghtlitg 2011 2012 2013 2015 2020 2025 
Winter Peak kW 164 328 493, 569 284 5 19 
Summer Peak kW 72 144 2 16 250 , 125 228 

Winter Peak kW 13 , , 26 41 , 70 150 204 
Summer Peak kW 16 33 51 ., 88 190 251 

Winter Peak kW 169 340 535 , 930 1,977 2,970 
Summer Peak kW 26 53 82 142 304 358 

-unci% 

Advanced Tec~inologfes 

Weatiierization 
Winter Peak 1cW 312 659 1,011 . 1,741 3,684 5,347 " 

Summer Peak kW 148 312 480 827 1,749 2,542 

Winter Peak kW 55 116 176 302 646 1,036 
Summer Peak kW 29 60 92 ' 158 339 541 

New Consbwction 

The commercial programs account for the remaining 40% of the first year winter energy 
savlngs, and about 35% of winter peak demand savings. Of the winter energy savings that 
the commercial and industrial sector i s  projected to achieve, over half comes from the 
HVAC program, However, Lighting is the main driver when looking at Winter Peak 
demand savings. 

Table 8.10 C&l Program Cumulative Annual Energy Savings by Season (kWh) 

Ligilff ng 2011 2012 2013 2015 2020 2025 
Winter 232,362 495,706 774,540 1,394,172 3,098,160 3,640,338 
Summer 469,638 1,001,894 1,565,460 2,817,828 6,261,840 7,357,662 

HVAC 
Winter 308,121 663,644 1,019,168 1,848,723 , 4,124,075 6,707,547 
Summer 118,279 254,756 391,232 709,677 1,583,125 2,574,853. 

-1.-."..1_--" I_-_...--_ 

GDS Associates, Inc. 
November 2010 

Section 8 - Resource Assessment 



Big Rivers Electric Corporation 
2010 Integrated Resource Plan 

Table S J k  C&l Cumulative Annual Peak Demand Savings by Season (kW) 

Li&l?ttlng 2011 2012 2013 2015 2020 2025 
Winter Peak kW 172 366 572 1,030 2,289 2,689 
Summer Peak kW 160 342 535 962 2,138 2,512 

BVAC 

Winter Peak kW 32 70 107 194 43 2 703 
Summer Peak kW 172 371 570 i,033 , , , 24 OS 3,749 

The full DSM study is provided in Appendix B. Detailed breakouts of energy and demand 
savings by sector, program and year are included in Appendix C. 

4, Projected cost, Including any incentive payments and program administrative costs 

The total Big Rivers Investment for the mentioned DSM programs under evaluation is 
estimated to  be up to $2 millton in 2011. The DSM expenditures were assigned an annuat 
increase of 2S%, raising the total in 2025 to approximately $1.4 million. In 2011 
incentives account for $632,450 (63%) of the expenditures far this analysis, with the 
remaining $365,600 set aslde for admfnistratlve purposes, Administrative costs include 
program deslgn, program implementation, reporting and tracking, marketing, incentive 
fulflllment, and labor costs. Additional participant costs incurred by residential and C&l 
members to purchase and install energy efficient equipment are not represented in the 
tables below. 

Table 8.12 Energy Efficiency Program Costs 

Ail Residentla1 Pmgmms Combined 2011 2012 2013 2015 2020 2025 
Incentives $486,150 $526,725 $543,975 $565350 ' $643,225 , $724,825. 

Total Big Rivers Cost $672,900 $635,425 $708,225 $739,400 $841,075 ' $947,875 

Incentives $146300 $167,300 $172200 $198,800 $224,700 $256,200 
Administration $178.850 $167,3% $172,200 $162,650 $183,850 $209,650 
Total Big Rlvers Cost $325,150 $334,600 $344,400 $361,450 $408,550 ' $465,850 

Incentives $632,450 $694,025 $716,175 $764J50 $867,925 ' $981,025 ' 
Administration * $365,600 $326,000 $336,450 $336,700 $381,700 $432,700 
Total Big Rivers Cost $998,050 $1,020,025 $1,052625 $1,100,850 $1,249,625 ' $1,413,725 

Administration $186,750 %iss,700 $164,250 $174.0~0 ' $197,850 , $ZZ~,OSO 

All C&l Pmgmms Cmbined 2011 2012 2013 2015 2020 2025 

Ail Programs Combined 2011 2012 2013 2015 2020 2025 

The residential programs require estimated expenditures of $672,900 in 2011 growing to 
$947,875 by 2025. In the flrst year, incentives account for $486,150 (72%) of the total Big 

Rivers residential DSM programs expenditures. The remaining $186,750 (28%) of the , 

residential expenditures Is reserved for administrative functions. By 2025 Incentives 
account for an even greater portion of the overall EE expenditures, $724,825 (76%) 
compared to administrative costs of $223,050 (24%). 

-I__-.- -.,--- - --_--- -- 
GDS Associates, Inc. Section 8 - Resource Assessment and Acquisitio 
November 2010 
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APPLICATION OF BIG RIVERS ELECTRIC CORPORATION 
FOR G GENERAL ADJUSTMENT IN RATES 

I 

CASE NO. 201 1-00036 

Response to the Kentucky Industrial Utility Customers’ Second Request for Information 
dated April 28,201 1 

May 11,2011 

Item 3) 
lines 13 to 14) not to seek the establishment of a mechanism in this case to recover energy 
efficiency costs as they are incurred. 

Please provide an explanation for Big Rivers ’ decision (testimony page 33 at 

Response) Although KRS 278,285 permits utilities to implement demand-side 
management (“DSM”) cost recovery mechanisms to recover the costs of demand-side 
management programs, the statute does not require that the costs of energy efficiency programs 
be recovered through a DSM cost recovery mechanism. Thus, there is no statutory 
requirement that would prohibit utilities fram recovering energy efficiency costs through base 
rates. 

Recoverhg the proposed energy effxciency costs through base rates will avoid the 
implementation of another cast recovery mechanism by Big Rivers and would thus avoid the 
need for Big Rivers’ rural member systems to develop DSM recovery mechanisms of their own 
to flow through costs from a Big Rivers DSM cost recovery mechanism. 

Although Big Rivers’ preference would be to recover its proposed energy efficiency expenses 
through base rates, Big Rivers does not have a strong objection to recovering these costs 
through a DSM cost recovery mechanism, provided that such a mechanism is implemented 
concurrently with the base rates approved by the Commission in this rate case proceeding. 

Witnesses) William Steven Seelye and C. William Blackburn 

Case No. 2011-00036 
Response to Item KIUC 2-3 

Witnesses: William Steven Seelye and C. William Bfackburn 
Page 1 of 1 
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ig Rivers Electric Corporation 
Case No. 2011-00036 

Actual Historical Rural Wholesale Rate 
&MWL - MRSM 

indudinor the j%/MWb) 
effect of .db, 

MtrSIllr 

I994 
I995 
i 996 

1997 ' 
f 998 

1999 

2000 
200 1 

2002 
2003 

2004 
2005 

2006 

2507 

2008 

2009 

2010 

3 

45.58 
44.76 
42.72 
40.17 

36.72 

36.44 

3625 
35,27 
35.38 
34.99 

35.06 

35.19 

35.58 
35.22 

35.90 

37.00 4.13 

37.26 7.89 

41.13 

45.15 

Notefs): 1. Current base rate effective September 1997. 
2. Revenue Discount Adjustment eflective Ser cmb-r 2001. 
3. Revenue Discount Adjustment terminated September 2008, 
4, In 2009, the Member Rate Stability Mechanism lowered the 

effective rate by $4. I3/MWh. 
5. In 2010, the Member Rate Stability Mechanism lowered the 

effective rate by $7.89fMWh. 

Case No. 201 1-00036 
Exhibit Bleckburn-4 

Page t of 1 
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APPLICATION OF BIG RIVERS ELECTFUC CORPORATION 
FOR A GENERAL ADJUSTMENT IN RATES 

CASE NO. 2011-00036 

Response to the Kentucky Industrial Utility Customers' Initial Request for Information 
dated April 1,2011 

April 15,2011 

Item 135) 
customer classes identifed in Q.1-4, for the years 2056 - 2010. 

Please provide monthly billed revenue (stated in dollars) to the major ' 

Response) 
for each of its customer classes, for each of the years 2006 though 20 10. 

Please see attached schedules, which detail the monthly revenue to Big Rivers 

Witness) Mark A. Hite 

Case No. 2011-00036 
Response to Item KIUC 1-135 

Witness: Mark A. Hite 
Page 1 of 1 34b 
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RIG RIVERS ELECTRIC CORPOFUTION 

APPLICATION OF BIG RIVERS ELECTRIC CORPORATION 
FOR A GENERAL ADJUSTMENT IN RATES 

CASE NO. 2011-00036 

Response to the Kentucky Industrial Utility Customers' Initial Request for Information 
dated April 1,201 1 

April 15,2011 

1 Item 86) 
2 

3 
4 

5 
6 Response) Please see Big Rivers' response to KIIJC 1-69. 

7 
8 

Please provide all studies, workpapers andor all other documents that Big 
Rivers (or its consultants) has performed that quantifies the financial impact on Big Rivers 
and its Members of a closure of either or both Smelters. 

9 Witness) C. William Rlackburn 
10 
11 
12 
13 
14 

15 

16 
17 
18 

19 
20 
21 
22 
23 

Case No. 2011-00036 
Response to Item KIUC 1-86 

'Wness: C. William Blackburn 
Page 1 of 1 



RIG RIVERS ELECTRIC CORPORATION 

APPLICATION OF BIG RIVERS ELECTRIC CORPORATION 
FOR A GENERAL ADJUSTMENT IN RATES 

CASE NO. 201 1-00036 

Response to the Kentucky Industrial Utility Customers' Initial Request for Information 
dated April 1,201 1 

April 15,2011 

1 Item 69) 
2 
3 
4 
5 
6 
7 Response) 
8 
9 Witness) C. William Blackburn 

Refer to pages 28-30 of Mr. Blackburn 's testimony wherein he dkcusses the 
steps Big Rivers has taken to deal with the loss of one or both smelters. Please provide any 
studies, memos, or presentations that Big Rivers has prepared or reviewed that describe the 
actions the Big Rivers would take in such an event and the impact that such an event would 
have on the rates of the rural and industrial customers. 

The requested documents are contained on the enclosed CD. 

10 

11 
12 

13 
14 
15 
16 

17 
18 
19 
20 
21 
22 

23 

i 

Case No. 201 1-00036 
Response to Item KIUC 1-69 

Witness: C. William Blackburn 
Page 1 of 1 
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Big Rivers Electric Corporation 

Key Indicators 'I' 

B6g Rivers Electric Corporation 

TIER "' 12x 0.9x 1.5x 1.2x 

DSCR'" 1.5x 0 9x 1.2x 1.2x 

2000 3.Year Avg 2010 2009 

FFO / Oebc 2.5% 59.1% 5.9% 22.5% 

FFO t Interest /Interest 14x 9.1x 1.8X 4 . 2 ~  

Equity / Capltallzatlon 31.8% 3 0 8 %  -17.4% 15.1% 

All ralioscoCulated In accadawewith Moody I Electric Gbl CoaperativeRatinj Metho*W ulinq Meody's standard aajmtmeno 

121 Mwdy r&!fiiilllons may dlller lrom indenture c ~ ~ n a n l s  

Rating Drivers 

)B Stronger balancesheet resulting from deleveraging following the unwinding of 1998 
vintage transactions, which was completed in 2009 

Ownership of competitively advantaged coal-fircd generation plants 

High industrial conccntration to two aluminum smelters 

Rates subject to regulation by thc Kentucky Public Service Commission (KPSC): 
General tare case pending 
Revenues from clcctricity sold under long-tcrm wholesale powcr contracts wid, member 
owners 

' 

u 

n 

b> 
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Corporate Profile 

Big Rivers Electric Corporation is an electric generation and transmission cooperarive 
(G&T) headquartered in Henderson, Kentucky and owned by i ts  three member system 
distribution cooperatives-- Jackson Purchase Energy Corporation; Kenergy Corp; and 
Mcade County Rural Electric Cooperative Corporation. Thesc member system coopcratives 
provide retail clcctric power and energy to mon: than 112,000 residential, commcrcial. and 
industrial customers in 22 Western Kentucky countics. 

. 
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Summary Rating Rationale 

The Baa 1 senior secured rating considers the financial benefits of several steps aken by Big Rivers to 
unwind a lease and other transactions in 2008 and 2009 wherein its prior deficit net worth turned 
substantially positive, cash receipts were utilizcd to reduce debt, and two commirted bank crcdir 
hulitics aggregating $100 million were esrablishcd ro improve liquidiry. Revenues generated from 
competitively priced power sold under long-term wholesale contracts with the three member owners 
should continue to support Big Rivers financial pcrformana: in keeping with its curient rating level, 
while allowing capital cxpcnditurcs to be largely m a  with internally generated funds. 

Detailed Rating Considerations 

Financial Flexibility Improved Following Completion Of Unwind Of Historical 
Transactions In 2009 
In 2008, Big Rivers bought out two leveraged lease transactions and in 2009 completed a series of 
other steps to terminate another lase and other long-term transacrions previously involving E.ON 
US. U C  (firmcdy known as: IG&E Energy Marketing Inc.) and Wesrcrn Kentucky Energy Corp. 
These entities previously lcascd and operated the generating units owned by Big Rivers. In turn, Big 
Rivers was purchasing the power from these units at generally fixed below market races to use in 
servicing rhe rquircments of its three members, exdusive of the load requirements of Kcncrgy’s two 
large aluminum smelters. At the same time, Big Rivers terminated other agreements and entercd inro 
various new arrangements whereby it now sells to Kencrgy 850 MW in aggregate for resale m the two 
aluminumsmcltcrs, This arrangement reintroduced a concentration of load risk for Big Rivers. Key 
credit positives resulting from consummation of all the unwind transactions were as follows: 
elimination of Big Rivers’ dcficit net worth, with qui ty  of $379.4 million at December 31, 2009, 
which increased m $386.6 million as of December 31,201 0 compared to a negative $155 million at 
12/31/2008, and parrial utilization ofrhe $505.4 million in cash payments received from E.ON to 
repay about $140.2 million ofdebtowed to the Rural Utilities Service (RUS) and to establish $252.9 
million of reserves. The reserves were comprised of: a $157 million Economic Reserve for future 
cnvironmenal and hiel cost increases; a $35 million Transition Reserve to mitigate potential costs if 
the smelters decide to terminate thdr agreements or otherwise curtail their load due to reduced 
aluminum production: and a $60.9 million Rural Economic Reserve, which would be used over w 
years to provide credits to rural customers upon fill1 utilization of the Economic Raerve. 

As part of the unwind process, Big Rivers completed the buyout of leveraged leases with Bank of 
America and Phillip Morris Capital Corporation (PMCC) during 2008. Among the positive credit 
effects of the buyouts were removal of $922 million of dcfcased obligations (about $735 million of 
which was off-balance sheet). and removal of cxposurc to Ambac, albeit at a net cost of $120 million, 
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including a $12 million PMCC note. We note, however, that parr o f  the cash payment from E.eN 
upon consummation of unwinding all the various transactions included full reimbursement of Big 
Rivers’ lease buyout costs, and the $16 million remaining deferred loss on reacquired debt was written 
O K  

Under a contiact times interest earned ratio (TIER) arrangement with the twosmelters, Big Rivers is 
targctinga minimum TIER of 1.24x, which would leave ample cushion under its financial covenants 
and positioning itself favorably among its similarly rated peen. Under current market conditions, we 
cxpen that Big Rivers would file h r  rate rcliefas ncassaiy, in the event that TIER drops below the . 
1.24x target. 

Coal-Fired Plants Represent Valuable Assets Even As Environmental Costs Loom 

Big Rivers owns generating capacity of about 1,444 megawatts (MW) in fiur substantially coal-fired 
plants. Total power capacity is abour 1,824 M W ,  including rights to about 202 hl\x’ of coal .firid 
capacity from Henderson Municipal Power and Light (HMP&U Station Two and about 178 M W  of 
contracted hydro capacity from Southeastern Power Administration. The economics of power 
produced from these sources enables Big Rivers tu maintain a solid competitive advantage in the 
Southeast and even more SO when compared to other regions around the countty. The consistently 
high capacity bcton and cficient operations of the assets results in average system wholesale rates to 
members around $36 pcr MWh (including the benJidal effects d t h e  member rate stability 
mechanism), which translates to member retail rates to residential customers around 8 cents per kWh. 

Because Big Rivers is substantially dependent on coal-fired generation, it Lces a high degree of 
uncertainty with regard to future environmental regulations, including the b r m  and substance those . 
will take, the timing for implementation, and the amount of rdated costs to comply. We note that the 
Economic Reserve should help mitigate some of the need for initial rate increases to cover fiiture 
compliance costs. 

Regulatory Risk Exists: However, Offsets Are Present 

Big Rivers is subject to regulation for rate setting purposes by the KPSC, which is atypical for the 
sector and can pose challenges in getting timely rate relief if and when needed. We view the uistence . 
of certain fuel and purchased power cost adjustment mechanisms available to Big Rivers as Fdvorable to 
its credit profilcsina they can temper risk of cost recovery shonblls if there is a mismatch relative to 
existing rate Ievcls. Although Big Rivers did nor file for a general rare increase in 201 0, additional 
revenues were generated under the fuel adjustment clause and through use of a portion of the various 
reserve funds. In keeping with the KPSC order issued on March 6,2009 requiring Big Rivers to file 
for a general review of its financial operations and rates by July 16, 20 12 (Le. three years from the 
closing of the unwind rransacrion), Big Rivers filed a wholcsalc tariff rate case with the KPSC on 
March 1,201 1. The rate case is intended to bolster wholesale margins, while also addressing increased. 
depreciation costs, administrative CQS~S tied to joining the Midwest Independent Tiansmission System 
Operator (MISO) as outlined in more detail below, and maintenance costs incurred during scheduled 
gcncrarion plant outages. According to the filing, the requested increase in member wholesale tariff 
rates would equate to an estimated 6.85% (approximately $30 million) increase in total member 
revenue. Hcarings have bscn scheduled for July 2GIh and 27th and a decision is expected in August 
201 1, with new rates to be effective September I. 201 1. If the case is not decided in this time line, the 
regulatory proms allows b r  interim rates m be put into effect, subject to refund. According to 
management at Big Rivers, the cooperative has not had a wholesale tariff rate increase in 20 ycaa and . 
its existing depreciation study and tariffs have been in place since July 1998. We will continue to 
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moniror the proceedings in the pending case to determine rhe degree ofsupportiveness the KPSC 
provides for this rcquesr. Significant shortfalls that compromise Big Rivers ability to achieve timely and 
full recovery of itscostsof service and anticipared financial results could pressure irs credit quality. The 
timing of future rate ases is likely to be influenced primarily by the outcome of future environmental 
assessments. 

Wholesale Power Contracts Are A Linchpin To Sound Credit Profile 

The substantial revenues derived under Big Rivers’ long-term wholesale contracts with its members 
will continue as the contracts were extended by an additional 20 years to December 31,2043 when the 
unwind of transactions were completed in 2009. The low cost power provided under the contracts 
makes member disenchantment unlikely, even in the Face of potential rate increases in the near term 
associated with the pending rate case and, in the medium to longer term, due ro environmentd 
compliance costs. The currently overall sound member profile provides assurance of this twenue 
stream, which is integral to servicing Big Rivers’ debt. The potential for degradation in the 
craditworthiness of the smelters is a parricular credit concern, only tempered in part by assurances of 
two month’s worth of payment obligations covered by letters of credit from an A I  rated financial 
institution (or some orha form acceptable to Big Rivers) under cerrain circumstances. 

Big Rivers’ net margins for 201 0 reflected improvement over 2009 results (exclusive of the effects of 
the unwind transactions on 2009 results) as fundamental rcsults in 2009 were negatively affected by 
costs related to a planned generation plant outage at the D.B. Wilson plant in Centertown, Kentucky, 
which included a turbine overhaul. Also, during 201 0 a considerable reduction in annual interest 
expense in line with substantially reduced debt following the unwind and non-operating margins 
resulting from accounting treatment for Certain materials and supplies more than compensated for the 
effects of lowet market prices for off-system sales during 2010 compared to 2009. 

O n  a historical basis, Big Rivers dramatically improved its equity position whereby its equity to total 
capitalization is now over 30% thanks to significant debt reductions following the unwind. At this 
level, Big Rivers equity to total capitalization maps to the A category for this metric under the rating 
Methodology. Based on expected continuation of management’s current practice of not returning 
patronage capital back to members (a credit positive strategy in our view) we anticipate that the equity 
ratio should continue to improve as net margins are fully retained and little if any new debt is added 
over the next couple of years. We also note that Big Rivers’ historical three-year average metrics such as 
funds horn operations (FFO) to debt and FFO to interest are particularly strong due to the one rime 
effects of the unwind, and are therefore not sustainable at those levels. Assuming the KPSC is 
supportive of Big Rivers’ pending request for an increase in member wholesale tariff rates, then we 
anticipate that Big Rivers should map on average to the A or Baa ranges for other key metrics, such as 
the times interest earned, the debr service coveragc, FFO (O interest and FFO to debt tatios. We would 
view a lack of substantial support for timely and full recovery of costs of service in rate case 
proceedings as a credit negative, which could cause downward pressure on rhe ratings for Big Rivers. 

Concerns About Potential Loss Of Smelter Load Cannot Be Ignored 

Under historical operating conditions, the two smelters served by Kcnergy a n  be expected to consume 
over 7 million M w h  of energy annually, representing a substantial load concentration risk As noted 
above, this risk is a signifiant consrnint to Big Rivers’ nting, making its operating and risk profile 
rather unique compared to peen. With Big Rivers’ ongoing transmission capacity upgrade projects 
nearing completion (expected by Q-4 20 1 l ) ,  either of the two smdters could serve a one-year notice of 



termination of their contract at any time. Given the cost cffcctive power being provided by Big Rivers 
to allow KLncrgy to service this load, we do not currently expect the smdters to exercise this option. 
Moreover, in December 2010 Big Rivers became a transmission owning member of the Midwcst 
Independent Transmission System Operator (MISO), thereby enhancing its reliability and ensuring 
compliance with mandated emergency reserve requirements established by regulators This step, the 
anticipated completion of expansion of its own transmission lines in Q .4 201 1 and legislation to 
permit sala to non-members, when coupled with the low cost of the power, should enhance Big 
Rivers’ ability to move excess power offsystem in the event that the smelters cancel their contracts or. 
otherwise reduce load due to curtailment ofaluminum production due  to market and economic 
mnditions. T o  the latter point, during 2009, Ccntuiy Aluminum of Kentucky ananged for the orderly 
curtailment of one of  its five potlines, pending improvement in economic conditions. Following 
improved economic and market conditions, Century completed its restart of the fifth potline in May 
201 1. During the period oftimcchat Crntury Aluminum’s potline was shutdown, Big Rivers moved 
to sell into the open market the approximately 87 megawatts of capacity it would otherwise have been 
providing to Kcnergy for service to the one Century Aluminum pot line 

Liquidity 

Big Rivers supplements its internally generated funds with $100 million of unsecured committed 
revolver capacity, with National Rural Utilities Cooperative Finance Corporation (NRUCFC) and 
CoBank providing $50 million each. The NRUCFC and CoBank facilities, which expire on July 16, 
2014 and July 16, 2012. respectively, replaced the smaller $1 5 million facility previously provided by 
NRUCFC, which was terminated upon completion ofthc unwind transactions in 2009. The $50 
million NRUCFC facility provides for issuance of up to $ 10 million of letters of credit. We view the . 
significant increase in available bank crcdit as credit positive. As of May 31,201 1 Big Rivers had 
approximately $67 million of unrestricted cash and quivalcnts on its books, and had substantial 
unused capacity under the wm credit kcilities as the only usage related to $5.6 million of letters of 
credit oursranding with NRUCFC. Assuming little change to hture usage of the bank facilities and 
the cash position, as wcll as no change to management’s current policy of not returning patronage 
capital back to members, we anticipate that Big Rivets should be able to largely fund its anticiptcd 
short-term working capital needs, capital expenditures of about $52 million, and current maturities of 
long term debt of around $7 million during 201 1 without the need fbr new debt. Big Rivers does, . 
however, face a more material RUS long-term debt maturity of about $76 million in 2012, most of 
which we anticipate will be refinanced and the balance retired. We also notcthat the &Bank facility 
expires within the next 12 months and we anticipate that Big Rivers will renew the facility well ahead 
of the expiration date. 

The quality of the alternate liquidity provided by the bank revolvers benefits from the multi-par tenor 
at the time they were arranged and the absence of any onerous financial covenants, which largely 
mirror the financial covenants in existing debt documents. Big Rivers is in compliance with those . 
covenants and we apec t  that to remain so in h e  hresccablc future. Additionally, the NRUCFC 
ficility benefits from no ongoing material adverse change (MAC) clause: however, the CoBank facility 
is considered of lcsser quality because of the ongoing nature of its MAC dausc related to each 
drawdown. We would view an amendment to the CoBank revolver to eliminate the ongoing 
applicability of the MAC clause as part of the renewal and extension process to be a credit positive 
step There are no applicable taring triggers in any of the fac 
of obligations; however, a ratings based pricing grid applies 

cs that could cause acceleration or puts 



Structural Considerations 

As part of the unwinding of various transactions completed in 2009, Big Rivers replaced the previously 
existing RUS mortgage with a new senior secured indenture. Under the current senior securd 
indenture RUS and all senior secured debt holders are on equal footing in terms ofpriority of daim 
and lien on assets. Thecurrent senior secured indenture provides Big Rivers with the flexibility to 
access public debt markets without first obtaining a case specific RUS lien accommodation, while 
retaining the right to request approval from the RUS for additional direct borrowinp under the RUS 
loan program, if they choose to do so. Given persistent questions about the availability of funds under 
the Federally subsidized RUS loan progiam, we consider the added flexibility of the current senior 
secured indenture robe credit positive. 

Rating Outlook 

The stable rating outlook is based on Big Rivers' successful completion of the unwind transactions, 
thereby improving its financial profile and repositioning iaelf to continue efficiently meeting the needs 
of its members in &e future. 

What Could Change the Rating - Up 

Given the rating constraints linked ro customer load concentration at Kcnergy, rate regulation, and 
looming pressures tied to environmental issues, a rating upgrade is unlikely in the fbreseeable future. 
Changes to eliminate rate regulation ofcoopcrativcs in Kentucky could contribute to a positive action, 
especially if i t  coincides with improvement in market conditions for the aluminum smelters and 
sustained improvement of FFO to interest and debt metrics to near 2 . 3 ~  and 8%' respectively, on 
average. 

What Could Change the Rating - Down 

Lass ofsignificanr load (Le. the smelters) that is not otherwise compensated fbr through off system 
p o w r  sales could contribute to a negative action. as would lack of regulatory support for substantial 
and timely recovery of costs. In terms of credit metria, if FFO to interest and debt falls below 2x and 
5% ~cspectively, for a sustained period of time, then rating pressure could result. 

Other Considerations 

Mapping To Moody's U.S. Electric Generation & Transmission Cooperatives Rating 
Methodology 

Big Rivers' mapping under Moody's U.S. Electric Generation &Transmission Cooperative rating 
Methodology appean below and is based on historical dam through December 31, 2010. The 
Indicated Rating for Big Rivers' senior most obligations under the Methodology is currently A2 and 
relies on the aforementioned historical quantitative data and qualitative assessments. In particular we 
note that the A2 Indicated Rating reflectsimpiovement over the Baa2 Indicated Rating level from 
historical published reports, which were based on historical data only through 2008. We note that the 
improvement in the Indicated Rating under the Methodology largely stems from better scores for the 
Factors relating to dependence on purchased power and financial metria such as equity as a percentage 



of capitalization, FFO to debt and FFO to interest, all of which improved upon completion of the 
unwind transactions. Notwithstanding a currently higher Indicated Rating for Big Rivers under the 
Methodology compared to its actual rating, the unique risk relating to Big Rivers load concentration 
to the smelters and the kct  that it is subject to rate regulation by the KPSC will likely persist and 
continue to constrain its rating level in the future. 

Rating Factors: 

Big Rivers Electric Corporation 

US ElectricGenaation & TrammissiunCooperativer Ana Aa A Baa Ea B 

Factor 1 Wholesale Power Contracts & Regulatory Status (2040 
a) 74 Member load Served & Regulatory Status 

a) Board involvement f Rate Adlustment Mechanism 

X 

Factor 2 Rate Fiexibilicy (20%) 
X 

b) Purchased Power / Sales % 19% 
c) NewEuildCapex (% Net PP&E) X 

d) Rate Shock boosure X 

Factor 3 Member I Owner Profile (10%) 

a\ Residential Sales/ Total Sales 16% 
~~ 

b) Members' Consolidated Equity lCapiIalizatlon 
Factor4 3aYear Average Financtal Metrtts (40%) 

36% 

a) TIER 1 2x 
b) DSC 1 2x 

c) FfO I eebt 22.5% 
d) FfO I interest 4 . 2 ~  

el Eauitv I Caoitalization 15.1% 

Factor 5 Size (10%) 

a)MWh Sales (Mlliionsof MWhs) 121) 
b) Net PP&E ($billions) $1.1 

a) indicated Rating from Methodology 
Rating' 

A2 
b) Actual RatinaAssiqned(Senior Secured) Baal 
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Ihe entity you r e p r m l  will drectly M incfireclly dissemble lhls WLUment or 11s conteols lo 'relail ClienU'  wilhln the meaning 01 
yclim 761G of lhe Corparelions Acl 2001 
Notwilhrtanding lhe rwegolnp. credit ralings arsigmd on and aflw Ocloba 1. 2010 by Moody's Japan KK ('MJKK7 are MMK's curen 
+itions 01 lhe. relative lului? credit rlrr d embier. Mi CMmiImenll. w deb: or deb1 like secuililes In Wch a case 'MIS' )n IhP 
foregoingstalemwllsshll bedeemed lo be replacedwilh'MJUK'. 
MJKK is a wholly-owned aedil raling agency wbsidiery of Mwdy's Goup Japatt G K . which i s  wholly omed by Moody's Overseas 
Holdings Inc . a wholly ormsdwhndisryof MCO. 
This credit raling is an opinion as lo Ihe uedimthlneu M a debt oblbplion 01 the i s s w .  MI on Ihe esvily Secwnfies of Ihe I W  or 
any Iwm of securily (hat is available 10 relall inmtors. I1 would be d a w o u r  lor re ta l l  I M n l O r s  10 make any hmlmenl decision 
bssedontniscrh31 raling I1 indoubtyoushouldcontsct yow linancial 01 olher prolestianaisdvirr 
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Big Rivers Electric Corp., Kentucky 
Ohio County; Rural Electric Coop 

Rationale 
SIPndpni  poor'^ Raw SGIpaCs has d f i i  ita 'BBW isaua: aedit rating on Bii Riven Electric Corp., Ky., and 
ita 'BBE long-tum rating on Ohm County, Ky.'r $633 million pollution control refunding revenue bond& wries 
2010A(BigRiveenElcctric: Corp. Project): The outlook is stable. 

Ohio County sold the bonds for the bend& of 6% Rivers, which u d  bond proceeds to nhmd auction rate 
seauities. We underatand that the financing muture obligatw the utility to unmnditionallp pay the county's bonds' 
debt acrvice. Big Rivera issued a note to the county that providesit with a security intern in Big Rivers' a u a  under 
its mortgage indenture The county's bonds' wcurity intern ia on par with the utility's s e n i o ~ ~ ~ u r e d  debt. Big 
Riven' long-trmdchttotaled SS17millionas of Deoember31,2010. 

The ret@ reflect our view of chs following crcdii wubresrea: 

'& believe that the utility's a d r ~ m c  Level of cucromcz concentration and icr icadiag cultomws' credit profiles 
repremt mean&@ 
members and S3% of total member and nonmember cnew ralc:.?hue two customus are aluminum meltus 
whose operations ~ l r  vulnerable to economic cycle% 

cooperative, Kmcrgy Corp., and Ihe d t u r  are weak becaust the smelters can terminate their obbgations with 
oarygl's notice. 
The coopuath and its member Mibution cooperatives ate subjst to state race regularion that diathguiaher 
Big Riven from many atha caoperativea that have autonomous rarmLaking amhority. Rare rqplation a u l d  
potentially expose the & i d  financial performance to ddaycd rate r e l i  or c o ~ t  dirpllowpnca, particularly if 
Big Rivera ncdr to rallocatc the smeltera' darer of fimd cor~l to i t s  nonamelter customers. 
Surplur energy llak in volatile w h o W  markets account for about 16% of energy a 4  PTC important to the 
utility's revenue rtroun, and he4 suppost its financial oblitions. 
The cooperarive ia ad- tranamiriion capacity to haease physical ~ccers to wholcaak markets. Hawc~er, c y e ~  

with the addiiions, we believe h utility la& the cutaintp of Rmr contraoual tanamitsion a r r a n g w ~ ~  w h i  
could fruatratc the sruplua power aala Big Rivers would need to make if the amelten reduce opcmtiona 
mcdn#ully or dore. 

cxposunr. 'Ihe cooperative d e s  on two Ntomcn for a h  65% of cagy raks to 

In our opinion, the talre-ot-pay feature, of the retail power ralercontracts between Big Rivers' didbution 

Nearly o n h i d  of the utility's debt either does not amorti= before maturity or has limited amortilltion, which 
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Big Rivers Elect& Cwp., Kentucky Ohio CWWyj Rwd EIecuic Coop 
' 

producrs h&ly uneven debt mice coverage ratios (DSCRs) end prcsentr d i  risk 

d e d e  and has a limiacd track record of -ration operations. 
In JulrZ009, Be Rivers t tga id  operational corn01 over generation a m i  it had not opentedfor more than a 

We believe lhae strengths temper the exposures: 

Tha long.wm whole& power colntrads bcMeen the utiky and kr t b n c  m m b u  didbut ion  cooperatives 

k m b a s  ham erdloipr rights to  14 ekr ic i ty  in Mid territories. 
provide a measure of r m u c  m i t y .  

ig Rivers' members' r a i l  rates are competitive pnd t& could contribute to fmancial flexibility. 
rs' favorable ratel depend on the smehuc' op- at higb lord facton that help absorb high 

fixed corn. Rate levels also benefit from the subsidies that more than $200 mlUloi~ of rate mitigation reserves 
provide. 

Henderson, Ky..based Big Rivers is a generation and transmission cooperative that produces and prooifu eleaicity 
for d e  to three memberdlstriblnioncooperativ~ and their morethan 112,000 mait  cuitomws. It relie on two 
alumioumameltcra for more than half of oparatingrevcnues, which erodes revenue &ream stability and 
predictability and distinguishes the utility from most cooperative utilities that generally earn the bulk of revenues 
from midential cmmers. Moreoveq Big Rivera projuts that it needs to sell surplus enclgg into competitive 
wholeaale markets to  support ita fmancial obligations. Nonmember revenuesaccounted for about 16% of 2010's 
operating rcvenrses We believe that reductions in the smelten' operationa and electricity consumption could incmse 
market nliance. Also, dedioea in wholeaale m a r k  elecrticity prices due to weak natural gas prices or abundant 
supplies could d e  magina from market sales and place upward pressure on the coats that the utility's nonsmelter 
Cu8tOmerS bear, 

Outlook 
Tbe stable outlook reflects our expectations that the sound debt aervice coverage Big Rivers projmta could provide a 
financial &ion to service debt obligatioos under adverse conditions that could arise from the operational, 
financial and regulatory challengethe utility faces. We believe management needs to actively oversee t h c s  
challengcs to preselve d i t  qualitp In our view, theratings' upward potential islimited in the near term becauae 
the utility must refinance considerable bullet maturiticsj depends on volatile smelter loads for subdential revenuer, 
and &ea on volatile wholesale energy markets for meaningful portions of its revenue requirements 

Customer Concentration Creates Concerns 
We beJim Big Riven Paces an extreme level of customer concentration and it leading customers' credit profiles 
represent menpiaeful credit exposures. In 2010, two of the more than 1XLOOO end-use customers accounted for 
mom than half of operating revenues. Thew two, Rio 'linto Alan Inc. (Alun;A-/StabldA-2) and Century 
Alinninum Co. (B/Smbld-), ~aluminumamelterawhoseoperatiolls and fmancial performance arcexposed to 
extreme commodity pricevolatility. We believe thew companies' cconornic viability hinga on  aluminum prices and 
the economy': strength, among other t h q s .  Big Rivers ucpcns Century's electricity purchases to provide about 
36% of ita revenues, which meanirq3fullp acposcs the cooperative's fmancial performance to a single 
speculativbgrade euatomer'r cash flows. 

3 . '& . 



If A l a n  or Centwy r o d e  or ccases operations at their Kentucky facilities, Big Rivers would d to Xll surplus 
electricity in competitive wholesale marketa in a bid to rccovcr substantial portions of its C h i  cosk. ' b e  several 
agncmentsthat Big Rivers, Kenergp, and the smltera tigwd provide tbat certain profitsfrom market sales 
followingcurtaiiment inure to  the amelted W i t .  Tbr agrcementaalao provide that the smelters muat covu the 
cooperative'slosstr resulting from marlat  ales following curtailment 

Given Centuzy'8 weak credit quality, its ability to make up shortfalls is questionable. If the smelters termmate 
operationt, their Big Rivera obligations end. While the cooperative might retain profits fiom off-syatcm dele, in thii 
uurario it will a b  bear the risk of losses 

We believe that selling &&city in wholeaale markets to cover dcbt service presents mcaningrul credit challenges 
because whole& market des represent speculative and uupnlictable revenue s t m m s  Whobde marht i  expose 
utilities tu volatile prices, comptting market paaicipanta, opeiational unceitaintiea such aa acquiring physical access 
to transmission capacity, and potentially highu liquidity needs. 

Retail Power Sales Contracts 
We b e l i e  that the taborspay fcaturca of the retail power sales contraas betwem Kemrgy and the smclters an 
weak. 

K u ~ l g y  is one of Big Rivers' three member distribution cooperatives. h resells the cooperative'a elcctricky to the 
smelters under power supply contracts expiring in 2023. ?kie contcacts have take-or-pay elements that require the 
ameltera to pay €or specific quantities of energy, irrespective of whether they need it, Yet we belie that these 
contracts' takaofipay fcaturei are weak and do not provide mcaalngful adit protections. For example, the 
amcltcra can terminatetheir contracts on one year's notice without penalties if they dost their Kentucky facilitics, 

Financial Performance 
We believe Big Rivers' financial performance could suffer if the Kentucky Public ScrviccCommission (PSC) does not 
providetimeiy rate =lief or disallow8 costs, particularly if the utility needs to reallocate the smelters' s h a m  of f d  
wit8 to  ita noauneltu cultomeza. 

In OUT v h l  if the smeltera close their ~ p ~ r a t i ~ ~  aad Big Rivers cannot f d y  rlcoup the smdters' share of h o d  
coatithrough wpruS electricity sa la  in competitive wholesale markets its nonsmelter mail customers o w t  mesd 
to bear substantial additional costs, ?be cooperative will not have control over revenuet from electricity sala  in 
competitive wholoale markets to compensate for eroded smelter activity. Moreoverl it can only mover ihortfalla 
from the nonameker retail customers if k and ita dibtribution cooperative membera can obtain rate relief fromthe 
Kentucky PSC. 

Big Riven and ita munkr distribution cooperatives am unlike many other cooperative utilities bemuse tbey cannot 
autonomously raise rates to respond to increasing costa or to mllocate costs ?he Kentucky PSC regulate0 these 
utilities' wholesale and retail elearicity rates. Rate rrgulation presmts credit concerns because rate p r d o g s  can 
k lengthy anddelay cost I#OVUY. Monover, rare-regulated utilities do not have coat remvely guarantees, 
Neveabeles, in CeYnt rate proceedings, the Kentucky PSC provided Big River&' diswibution cooperatives with rate 
relief thac war d o r l y  aligned with the utilitiea' tcquests. Also, thecommissiontook steps in connection with the 
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EON gene& asset kasc: cumination that we view as  supportiq credit quality, including directing EON to fund 
ratestabilization accounts benefiting the cooperative members' nonsmeltcq retail customers. 

We beIieve that Big Rivers' 2010 nonsmelter member wholesale rates of $36 per megawatt-hour (MWh) indite 
capacitg for further rate increases as necessary to reallocate costs to the cooperative's nonmelta  customers. Big 
Riven applied inMarch2011 for rate increaseseffutiveSept. 1,2011.Thefiling requests a 5.94%rate increase for 
large indunrkl customen and a S.47% rate increase for the nmelters. Big Rivera is requesting a 10.71% increase for 
the nommclter, nonindustzial customers. The blended qucs ta  represent a 6.85% rate increase. The utility wpcctr 
that lower purchaec power adjustment factor cogs will ndua the blended effective rate increase to 6.17%. 

Debt Service Coverage 
B a d  on Bit Riven' fiscal 2010 financial s ta temts ,  Standard & Poor's calcdatd accrual and cash from 
operations debt senice covetage of 1.4~. which was strong but about 20 bash poinu below projected coverage 
levels. White off-system sales voluma exotLded expectations, the tales were made at 1owet.rhan-expected prices due 
to wmk wholesak electcicity markets. Biq Rivers' experience with low wholesale markus in 2010 underscores the 
considerable risks of wholesale markt  activity. 

?he cooperative achieved 2010's DSCR by redwing expenses, including deiuring mdntenanct It also applied 
r e m e  monies to the prepayment of a poaion of its Rural Utility Service debt to  reduce interest expense inawuuch 
as the benefita of maintaining macrvei in a low interest rate environment paled in comparison to the cost of sewicing 
debt. 

Based on  Bk Rivers' finpncial forecast, we have calculated accrual-hads DSCRs that fluctuate considerably through 
2013. The variability reflects the cooperative'suse of nonamoctizing debt that underlies highly uneven 2011-2013 
debt service. Our calculations indicate DSCRs of 2 .6~ in 2011,1.3xin2012, and 2013 and 2 3 x  in 2014. The 
foiecast assumes Big Rivers receives the full rate relief it requested earlier this year. 

About one-thud of debt is nonamonibilg. ScMukd principal repayments for 2011 are a low $7 million, but jump 
to $76 million in 2012 and $79 million in 2013 before returning to a more moderate $22 million in 2014 and $23 
miltion in 2015. C o n s e q u d ,  the imminent bullet maturities highlight the relative importance of market access for 
refinancing compared to debt service mverage as important credit factors through 2013. 

Generation Assets Could Pose Problems 
We believe that Big Rivers' few vintage, coal-find generation asseff present operational cxposuru that can affect 
financial performance. Ihe cooperative reUs tbe dearicity it produces at ib  men owned coal plants and the two 
coal plants it operater that Henderson's Municipal Power and Light utility own. Big Rivera operates and has 
contractual rights to nearly 1,800 megawatt8 (MW) of generation capacity. Its and Henderson's power plants range 
in age from 2431 years, with a weighted average age of 32 years, b a d  on contributiona to overall generating 
capacity. 

Bii Rivera' wholesale electric rates indude automatic fuel and purchased power co8t adjustment mvhanisms that we 
believe mkigate some credit concerns surrounding the mature f l d s  ability to acme native load customers reliably. 
These m e u p  mechanism8 ahifc some of the operational risks of operating older units to the smelter and nonsmeher 



cuatomers by making them responsible for replacement power costs if units are not ~ n n i n p ,  

While the fuel adjustment ie an auomatic, formulaic, monthly adjutment, the purchasad power wit adjustment ir 
only automatic for the smeltera. Before they are eligible for recovery in rateq the PSC muot review the power 
purchase costa Slg Riversincurs on behalf of ire nonamelter customers. All costs recoverable under the adjultment 
m&aniisms aa aubjoct to PSC prudenca reviews. 

There it a two.monlb lag fort he fuel adjustment d a w  between when costs are incurred and when the cooperative 
raovers the member portion through rates. Siikrly, the purchase power adjustment for the smelters also entails a 
two-monlb wst ~copclp lag. The purchase p o w a  adjustment covering the amelters applies to only approximately 
two-thirds of the cost& The remainins thud of is dekrred as a regalatory asxomt for recovery in b a a  rates in a 
general rate caw. 

Some of Big Rivera' plants have what we believe are high heat rates. Its fleet's heat rates range from 10,600-13,382 
BTU per kilowatt-hour with a weighted average heat rate of 11,100. reflecting the amall purentage of the fleet with 
the highest heat rata. We arc c o n c d  that portions of tbe fleet might not dispatch to arpport market sala that 
mmpenaate for IOMU of smelter sales. 

Big Rivera projects using coal to produce 95% of the eledriaty it tells, mposbg the cdility and its customem t o  
potentially higher operating costa as  the regulation of carbon and other emissions prograsca.The plants' heat rates 
contribute to carbon inten~h in the range of 1.1 tons of coal perMWl~. Their ages, heit rates, and carbon intmsity 
raise questions about their ability to compete against potentially more efflcknt and km carbon-btensive units in 
wholeale markets if the smelters d u a  or end their cooperative electric pur&s~!s. In our view, the elaent of 
carbon regulation will determine the effects of this level of carbon intensity on Bg Rivera' production facilities' 
economics. 

Because ahuninum smeking is a carbon-intensive process, ive believe a combination of costly carbon constraints on 
aluminum production and carbon charges levied on tbe smelters' elcctricitp purchaser could impair their operations 
and heighten the likelihood that thecwperative'rgeneratingasads might bave to compete in wholesale markets. 

Transmission Expansion Plans 
Big Rivera' expects to compkte transmitsion upgrades in the fall of 2011. Until completed, the utility lacks sufficient 
capacity to market the smelters' power if both sharply reduce or discontinue operations. Even once completed, we 
believe that the cooperative's lack of f m  contmctual accesa rights could frustrate its a b i l i  to move power across 
others' transmission ryrtcmv,including, theTennessee Valley Authority nVA) aysem. 

Big Rivers only hae contracta for 100 M W  of firm tranvolasion capacity across the TVA system. Management views 
the high cost of scaring Tim transmission accus for a contingent exposure as  warrantad.  The utility has p h w  
interconnections with other p o w  markets beyond TVA, such as  the Midwest Indcpmdea System Operator and 
@.ON. Howcvu; Big Riven' eledriciry nteda to crosa TVA's transmission system to aecclu beg markus such as  
Southern Co. and Entergy C a p .  Lark of transmission access due to fuUy loadcdlines durisg peakpcriodacould 
frustrate the cooperative's ability to capture the most iobust power pr im for surplus powu it might need to :ell if it 
loses smdter loads. 
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Power Contracts Provide Some Revenue Stability 
la our opinion, the long-term wholesale power contracts baween Bip Rivers and i t s  three member diatribution 
cooperatives provide a  sure of revenue stream Marrity. 

The cooperative and its m k s  extended their wholesale power saks contracts 20 yean to 2043 in comation 
with thc EON generation as# lease m i n d  transaction. We view thb long tenor as  contributing to d i t  quality 
becaule we underatand that ! m a  of wholesale power contradl betwan the utility end its three members require 
the members to purchase their electricity needp from Big Rivers. Furthermore, the membra have exclusive rlghts to 
rl l  electricity within defined service territorks, which ahklds the cooperative and its memben from competition. 

BigRiver8' long-term wholuak power contradl also contribute to cndit quality because tbey extend beyond its 
dek's fid maturity. Debt outstanding matures by 2031. However, about 11% of debt matures after the contracts 
with the smelters expire in 2023. Debt that matured alter tbe smelter contraas roll off could lead to heightened 
wholesale mark exposure, which we view as a credit weahless. Furthermore, Big Riven ucpcdr that imminent 
rdinmcingS of buUet matuiitiu could extenddebs even huthu beyond tbe rmelter contram' expiration. 

Genually, l w h y  rcquinmenrs contracts, such as those of the cooperative, provide meaningful revenue 
pndiaability ud credit ruppoit. However; the members' substantial reliance on two industrial loads tbat am ' 

vulnerable to commodity prtn cyckeroder the con*acts' d i t  support Ond dirtinguiahes Big Rivera from most 
other cooperative di t ies .  Rate &tion also dilute6 the benefits of the long-term whole& power contracts since 
tbe coopenrive, unlike most others, canna unilateral@ impow additional costs on ita captive customers, which 
could frustrate a reallocation of fixed costs if it loses smdter kradr Ah, Big Rivers lacks control over price6 for 
market salu it  may need to make if the smelters' operations falter, tempering the wholesale power contracts' 
bcnefin. 

Highly Competitive Rates 
We view Big R i m '  members' retail t a t u  as highly competitive, and thep could contribute to fmancbl flaibility. 

Eaezgy Information Adminiatration data shows that the cooperative's members' retail rates wmpare very favorably 
with average rates for the residential, commuciel, and industrid BCC~OIS in Kentucky. Members' 2009 average 
naidmtial and commercial rate6 were about 15% below the shte's average. Industrial rates for Kwugy, the 
member with the smelter, and other industrial loads were about 25% bebw the atate'a in 2009. 

We bclierr the smelted high load factors an likely contributors to the favorable rar competitivenun across the 
system becaw their dwricity consumption provides a robust platform for apmding fimd corn over many 
M\Iyh, Hac too, the exposure to the smelten can become a liability if commodity prices or economic conditions 
amprombe the rmelkrs' operations. 

Rates alao benefit from tbe more than 5200 milIion of rate mitigarion mrves  from the proceeds of the LON kale 
unwind transadon. Ihe utiuty plana to deploy an average $24 million of the rmerven' balances each year thiough 
2017 tosubsidimrate levelr Ibe cooperative's forerast show8 that tbis will mhanceoperathgrevenues by about 
5% each year and we believe that then could be meaningful upward rate pre~sure o n a  tbe reservenarc exhausted. 
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Depreciation Studv - Engineering Assessment 

on I 0-year intervals. Since creep stress is a long-term phenomenon, there should be adequate 

time to procure and schedule replacement of any damaged components. 

” 

All ofthe Big Rivers generating units (except Wilson I )  have reached the age when this testing 

program should be performed. Assuming the testing recommended is conducted and assuming 

any damaged components are either repaired or replaced, there would be no reason, from a 

mechanical engineering perspective, that a1 I of Big Rivers’ generating units cannot remain in 

service as long as they are economically viable to operate. 

. 

Based on Big Rivers’ records of operation, maintenance and component replacements; 

approximately 250,000 hours of additional operation was assumed as the remaining useful life of 

each unit. The annual utilization factors from the prior depreciation study for each unit were 

retained and assumed to continue for purposes of translating the remaining operating hours into 

remaining years of service. Table 11-2 below shows the estimated operating hours to date (2009) 

and the estimated remaining useful life for each facility. 

1 
Table 11-2: Big Rivers Power Plant Estimated Remaining Life 

Net 
Capacity 

Name (MW) 

COLEMAN 1 150 
COLEMAN2 138 
COLEMAN3 155 
GREEN 1 23 I 
GREEN2 223 
HMP&L- 1 153 
HMP&L- 2 159 
REID 1 65 
WILSON 1 417 

Date in 
Service 

1969 
1970 
I972 
1979 
198 I 
1973 
1974 
1966 
1986 

Typical 
Lifetime 

Availability 

80.0% 
80.0% 
80.0% 
85.0% 
85 .O% 
85.0% 
85 .O% 
70.0% 
89.5% 

Typical Actual 
Operating 5 Year Operating 
Hours per Average % Hrs Based 

Year OnLine on5YrAvg 

7,008 87.3% 7,648 
7,008 93.1% 8,154 
7,008 89.5% 7,843 
7,446 93.9% 8,225 
7,446 92.0% 8,056 
7,446 85.6% 7,497 
7,446 91.4% 8,005 
6,132 40.3% 3,529 
7,840 88.2% 7,724 

Years in 
Service 

Total Est. 
Hours to 

Date 
(Jan 2009) 

Est. 
Remaining 
unit Lifst 

40 
39 
37 
30 
28 
36 
35 
43 
23 

280,320 
273,3 12 
259,296 
223,380 
208,488 
268,056 
260,6 10 
263,676 
180,325 

25.0 
26.0 
28.0 
31.2 
33.2 

“25.2 
26.2 
31.3 
35.1 

For stations with multiple units, the plant’s composite remaining life was assumed to be 

equivalent to the longest estimated life of the individual units. Burns & McDonnell further 
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February 28,20 I 1 

Mr. Jim Elliott 
Acting Deputy Assistant Administrator 
Rural Utilities Service 
I400 Independence Ave., SW, Room 5 
Washington, DC 20250 

35 

Re: Clarification of Items for Big Rivers Electric Corporation Comprehensive Depreciation 
Study Dated January 6, 201 1 

Dear Mr. Elliott: 

Burns & McDonnell respectfully submits this letter of clarification pertaining to items included . 
in the Comprehensive Depreciation Rate Study (Study) prepared for Big Rivers Electric 
Corporation (Big Rivers). The items addressed in this letter were discussed in a telephone 
conversation between Rural Utilities Service (RUS), Big Rivers, and Burns & McDonnell on the 
afternoon of February 25,201 I and additional discussions on February 28,201 I .  

Five specific items were identified in the telephone conversation. These are individually 
addressed in the following paragraphs. Burns & McDonnell is available to discuss any aspect o f '  
our Study or the clarifications to the Study provided herein. 

Item 1 Completion of Creep Testing 

The Study report provided reference to the fact Big Rivers should complete a testing program on 
all generating units. This is referred to in the Study report on pages ES-3,II-8,II-I 2,Ii-I 4, I I -  
17, and 11-21. This language should have indicated that Big Rivers has completed testing and 
should continue to perform testing on all generating units. Big Rivers does perform the 
appropriate testing on the generating units and Burns & McDonnell recommends that this should 
be continued. The following table provides a summary of the most recent testing performed for 
each generation unit. 

Problems Action 
Plant Last Test - Found Description Taken 

Coleman 1 

Coleman 2 
Coleman 3 

Green 1 
Green 2 
HMPIL 1 
HMP&L 2 

Reid I 
Wilson 1 

May 2008 

Oct. 2010 
June 2009 

Oct 2008 
May 2009 
March 2009 
April 2010 

June 2008 
Nov. 2009 

Hot reheat hanger attachment. 

No deficiencies found. 
Indication of early stage creep. 

No deficiencies found. 
No deficiencies found. 
No relevant indications. 
No evidence of micro cracking or 
creep damage. 
Operating stress well within limits 
No indications found. 

Addressed immediately through 
appropriate repairs 

No operational limits, per EPRl 
guidelines Retest in 3-5 years 

Retest in 5-10 years 

9400 Ward Parkway Konsos City, MO 64114-3319 
lek 816 333+9400 Fax: 816333-3690 = www.burnsmcd:com 



Mr. Jim Elliott 
February 28,201 I 
Page 2 

Plant 
Salvage 

Description Value 

Item 2 Clarification of Removal Costs 

Actual Estlmaled 
Removal Removal Cost 

cost 1998 to 2010 

PRODUCTION PLANT 
340 Lend 
3 11 Structures 
312 Boller Plant 

312 A-K Boiler Plant - Env Compl 
312 L-M Short-Life Produclion Plant -Wilson/HMPL 
312 V-2 Short-Life Production Plant -Other 

314 Turbine 
315 Electric Eqpt 
316 Misc Eqpt 
341 CT -Structures 
342 CT I Fuel Holders 8 Access 
343 CT -Prime Movers 
344 CT -Generators 
345 CT - Access Elec Eqpl 
346 Misc Plant -Completely Retired 

TRANSMISSION 
350 Lend 
352 Structures 
353 Station Eqpt 
354 Towers 
355 Poles 
356 Lines 

GENERAL PLANT 
389 Land 
390 Structures 

391 0 6 7 Office Furniture 8 Eqpl 
391 2 Computer. System 34 
392 2 Vehicles ~ General 
392 3 Vehicles. Transmission 

393 Stores Eqpl 
394 Tools 
395 Lab Eqpl 
396 Power Operated Eqpt 
397 Communication Eqpt 
398 Miscellaneous Eqpl 

.̂  $ I 

203 
4.079.033 

747.338 
0 
0 

92.453 
81 3 7 2  

3 022,302 
0 
0 
0 
0 
0 
0 

252 
65.473 
2 459 

0 
0 

263,106 
353,903 
109.1 84 
665.850 
114.980 

14,697 
15,274 
52.582 

109.785 
51,934 

I. $ - 

29,573 
975,118 
148.539 

0 
0 

229.740 
11.004 
2.078 

0 
2,192 

45.438 
0 
0 
0 

4,009 
119,282 

145 
0 
0 

16,134 
806 

0 
0 
0 
0 
0 
0 
0 

13.274 

- $ -  

67.591 
3,186,964 

659.161 

829.928 
20.275 
16.261 

0 
0 

0 
0 
0 

0 
0 

0 
n 

. s -  

0 
2227.528 

211 500 
0 
0 

30 453 
0 

2.943.31 5 
0 
0 
0 
0 
0 
0 

0 
0 
0 
0 
0 

625 
84 467 
29.370 
71 "843 

0 
9,397 
8 716 

45.797 
0 

39 493 

- $ -  

(96 961) 
(2 310 598) 
(27 1,863) 

0 
0 

(997 668) 
50,594 
60 648 

0 
(2 192) 

( 4 5  438) 
0 
0 
0 

( 3  758) 
(33 809) 

2,314 
0 
0 

246 347 
266 629 

79 814 
594 006 
114,980 

5,300 
6.557 
6,785 

109 785 
(833) 

-4 5% 
- 5 0 %  
-2 0%. 
0 0% 
0 0% 

-8 2% 
3 0% 
0 5% 
0 0% 

-134 8%- 
-38 3% 

0 

0 0% 
0 0%. 

.2 4% 
-0 2% 
0 O"A, 

0 
0 

21 8% 
8 9% 
1 2% 

14 2% 
16 9% 
4 4% 
2 7% 
2 1%. 

24 9% 
-0 1% 

23.1 11 171 14.485 8.455 3.2% 

5 9,886.790 b 1,697,603 $ 4,780,200 b 6,716,990 S(2.208,904) 
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Item 3 Clarification on Last Survivine Unit for Retirement 

Bums & McDonnell provided an estimate of future retirement dates for each generating station 
in Part I1 of the Study. The Engineering Assessment developed was also used as an input to the 
Life Span model along with the actuarial analysis and engineers’ judgment for each plant 
account. 
From an operational standpoint, several of the Big Rivers generating stations are comprised of 
more than one generating unit. (Coleman I ,  2, and 3; Green I and 2, and kIMP&L I and 2) The 
life of these individual units can vary based on a number of factors including but not limited to 
operating hours and maintenance experience. For the depreciation study, Bums & McDonnell 
evaluated the expected life of each generating station. The expected life of the first unit installed 
serves as the basis for the life of the generating station. The in-service dates of all units at each . 
station were within three years of each other. From an engineering perspective the individual 
unit lives were slightly different. For example, the Coleman Generating Station has an estimated 
useful life of 65 years. This is broken down as between units as follows: Coleman 1 -. useful life 
of 65 years, 40 years in service and 25 years remaining life; Coleman 2 - useful life of 64 years, 
39 years in service and 25 years remaining life; and Coleman 3 - useful life of 62 years, 37 years 
in service and 25 year remaining life. 

ESTIiMATED €#OURS OFOPERATION 
Big Rivers Electric Cooperative 

Name 

COLEMAN I 
COLEMAN 2 
COLEMAN 3 
GREEN 1 
GREEN 2 
HMP&L - I 
tlMP&L - 2 
REID I 
WILSON I 

Net 
Capacity 
(MW) -- 

I50 
138 
I55 
23 I 
223 
I53 
159 
65 
417 

Date in 
Service 

1969 
I970 
1972 
I979 
1981 
I973 
1974 
I966 
I986 

Typical 
Lifetime 

Availability 

80.0% 
80.0% 
80.0% 
85.0% 
85.0% 
85 Ooh 
85.0% 
70.0% 
89.5% 

Typical 
Operating 
Hours per 

Year 

5 Year 
Average 
%On 
Line 

7,008 
7,008 
7,008 
7,446 
7,446 
7,446 
7,446 
6.132 
7,840 

87.3% 
93.1% 
89.5% 
93.9% 
92.0% 
85.6% 
91.4% 
40 3% 
88.2% 

Actual 
Operating 
Hrs Based 
on 5 Yr 

Avg 
7,648 
8,154 
7,843 
8..225 
8,056 
7.497 
8,005 
3,529 
7,724 

Years in 
Service 

40 
39 
37 
30 
28 
36 
35 
43 
23 

Total Est. 
Hours to Date 

(Jan 2009) -. 
280,320 
273,3 I2 
259,296 
223,380 
208.488 
268,056 
260,6 I O  
263.676 
180.325 

Typical 
Estimated. 
Remaining 
Unit Life 

25 
25 
25 

32 
25 
25 
26 
41 

32. 

This is reasonable for two reasons. First, most asset accounts are assigned to the facility and not 
to individual units. More importantly, it is realistic to assume that the entire facility would shut 
down before significant demolition activities begin to occur. Piecemeal removal at an operating 
facility would be costly and much of the plant infrastructure would need to remain in service in 
order to maintain the station’s ability to function. Big Rivers would maintain and continue to 

5 4  I8 



Mr. Jim Elliott 
February 28,201 1 
Page 4 

operate each individual unit until such time as the decision was made to retire the entire 
generating station. 

Item 4 Clarification of Removal Costs 

Bums & McDonnell’s engineers and depreciation consultants performed analysis of available 
data and information provided by Big Rivers in order to assess whether specific detailed 
estimates of non-legal terminal removal costs for each of the Big Rivers generating stations 
could be developed with reasonable substantiation. Sufficient data was provided by Big Rivers 
such that the historical removal costs could be utilized in the development of projected non-legal 
terminal net salvage values. Accordingly, the net salvage values in the depreciation study were . 
developed exclusive of any engineering estimates of potential legal asset retirement obligations 
for substantial environmental remediation based upon future, unknown environmental regulatory 
requirements. 

Item 5 Use of Life Span Method for Depreciating Poles, Towers, and Lines 

As of April 30,201 0 there was little or no retirement activity for RlJS Account 353 - Station 
Equipment (transformers), Account 354 - Towers, Account 3 55 -Poles, and Account 356 -Lines 
in Big Rivers’ property records. Therefore, the Life Span Method was used to develop 
depreciation rates for these accounts. 

Asset Retirement 0 bligation 
Consistent with footnote 3 to the Notes to Financial Statements of Big Rivers’ 2009 financial 
statement audit report, Big Rivers has not identified any material legal asset retirement 
obligations, as defined in FASB ASC 4 IO,  Asset Retirement Obligutions. I-lowever, in 
accordance with regulatory accounting, Big Rivers does record an estimated non-legal cost of 
removal through normal depreciation expense. As of December 3 I ,  2009 and 2008, Big Rivers 
had approximately $3 5,835,000 and $32,696,000 respectively, related to non-legal removal costs . 
included in accumulated depreciation. Prospectively, Big Rivers anticipates the annual amount 
of non-legal removal cost it records will be comparable to previous years, $3,139,000 in 2009. 

A revised Report on the Comprehensive Depreciation Study will be submitted to RUS to 
conform to the clarifications outlined in this letter. We anticipate issuing the revised report 
within the next two weeks. 
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Burns & McDonnell greatly appreciates the opportunity to provide these clarifications to RUS. 
lfyou have any additional questions or would like to discuss this information please contact Ted 
at 8 16-822-3208 or at 8 16-835-9688 or Jon at 8 16-822-4354. 

. 

Sincerely, 
Burns & McDonnell 

Ted J. Kelly 
Principal and Project Director 
Business & Technology Services 

Jon Summerville 
Assistant Project Manager 
Business & Technology Services 

4 -- . 
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Table 11-3: Big Rivers Power Plant Estimated Remaining Life 

COLEMAN I 
COLEMAN 2 
COLEMAN 3 
GREEN I 
GREEN 2 
HMPtL- 1 
HMPtL - 2 
REID 1 
WILSON I 

Net 
Capacity 
(MW 

15) 
I38 
155 
23 I 
223 
153 
I 59 
65 

417 

Date in 
Service 

I969 
I970 
I972 
I979 
1981 
1973 
I974 
1966 
1986 

--- 

Typical 
Lifetine 

Availability 

80.0% 
80.0% 
80.0% 
85.0% 
85.0% 
85.0% 
85.0% 
70.0% 
89.5% 

Typical 
Operating 
H~urs  per 

Year 

7.008 
7,008 
7,008 
7,446 
7,446 
7,446 
7.446 
6, I32 
7,840 

5 Year 
Average 
% O n  
Lm 

87.3% 
93.1% 
89.5% 
93.9% 
92 0% 
85 6% 
91 "4% 

88.2% 
40.3% 

AcRd 
Operating 
Hrs Based 

on 5 Yr 
Avg 

7,648 
8,154 
7,843 
8,225 
8,056 
7,497 
8,005 
3.529 
7,724 

Years in 
Service 

40 
39 
37 
30 
28 
36 
35 
43 
23 

- 
Total Est. 

Hours to Date 
(Jan 2009) 

Typical 
Estimated 
RenTaiig 
Unit Life ' 

280.320 
273,3 I2 
259,296 
223,380 
208,488 
268,056 
260,6 IO 
263,676 
180,325 

25 
25 
25 
32 
32 
25 
25 
26 
41 

The life of these individual units can vary based on a number of factors including but not limited 

to operating hours and maintenance experience. The Green, HMP&L Station Two and Coleman 

facilities have multiple units, but are forecasted to retire in the same year, This is reasonable for 

three reasons. First, the units were installed within two to three years of each other. Second, 

most plant accounts are assigned to the entire generating station, not to individual units of the 

facility. Most importantly, it is realistic to assume that the entire facility would shut down before 

significant demolition activities begin to occur. Piecemeal removal at an operating facility 

would be costly and much of the plant infraskucture would need to remain in service in order to 

maintain the last unit's ability to function. Big Rivers would maintain and continue to operate 

each individual unit until such time as the decision was made to retire the entire generating 
station. Bums & McDonnell hrther considered the results of the on-site assessments of each of 

the Big Rivers generating stations in the estimation of the remaining useful lives. 

GENERATION ASSETS 

SEBREE SITE 

The Sebree site is common to three plants owned and/or operated by Big Rivers: the Robert A. 

Reid Plant, the Robert D. Green Plant, and the Henderson Municipal Power & Light (HMP&L) 

Station Two. Although the plants are located on a common site, HMP&L Station Two is 

actually owned by the City of Henderson, Kentucky. Big Rivers operates HMP&L Station Two 

Big Rivers Electric Corporation 11-3 Burns & McDonnell 
Henderson, Kentucky Kansas City, Missouri , 

..- 



Water Supply Systems 

The water supply for the plant is from an independent water intake structure located on the Green 

River. It appears unlikely that there should ever be an interruption of water supply to the plant. 

Green River water requires pretreatment before use in the cooling tower or other potable water 

systems in the plant. This pretreatment system is sized for two operational units so there should 

be adequate capacity. 

. 

Cioss Generation Capacity 
Net Generation Capacity 
Net Capacity Factor 
Heat Rate 
Equivalent Availability Factor 

Fuel Supply and Handling 

The redundant coal delivery systems for the plant, barge, and truck, permit supplying the fiill 

capacity of the plant Erom any one of the delivery systems. 

Unit Wilson Unit I 
(MW) 440 M W 
(MW) 417 MW 

(%I 82.46% 
(BtuikW h) 11,387 

(%) 85.00% 

Historical Operating Performance 

Burns & McDonnell reviewed the plant’s historical operating performance to verify that the 

generating units have competitive heat rates and are capable of providing the level of reliability 

to meet Big Rivers’ electric production requirements. A summary of the last five years historical 

data is provided below in Table 11-7. 

Table 11-7: D.B. Wilson Historical Operating Performance Data 

IEquivalent Forced Outage Rate 1 (%) I 5.36% J 

Remaining Useful Life 

Of particular note is the Boiler Condition Spreadsheet that contains a status report on all of the 

major components in the boiler as well as the HEP and hangers. A program like this for 

monitoring status and identifying areas to address in future budgets is consistent with sound 

maintenance practices. The HEP and hanger review addresses the concern over creep damage 

with an aging plant. This program is critical and is currently being performed on all the units. 

The spreadsheet does indicate that a HEP and hanger review occurs on all the units. The details 

Big Rivers Electric Corporation 11-17 Burns & McDonnell 
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provided for the Wilson unit is the most comprehensive and complete. The Wilson Plant is in 

excellent condition for its age and service requirements. Provided that operations and 

maintenance continue as is, this unit is estimated to be suitable for ongoing service through the 

year 205 1. 

KENNETH C. COLEMAN PLANT 

Facility Description 

The Kenneth C. Coleman Plant consists of three coal-fired, steam turbine generating units 

located near Hawesville, Kentucky, approximately 60 miles east of Henderson, Kentucky. The 

plant is located on the west bank of the Ohio River. The land to the south is owned by Century 

Aluminum and is the site of an aluminum reduction plant, a primary customer of power from the 

Coleman Plant. The plant is located on the flood plain of the Ohio River and operation could be 

affected by extreme flood levels. In the past, the plant has experienced temporary isolation due 

to flooding of local access roads. However, the main plant area is located at a sufficient elevation . 
to ensure that 100-year floods should not affect the plant’s generation capabilities. Although a 

flood in excess of 1 00-year levels potentially could cause temporary interruptions of generating 

capability, this would not be anticipated to result in major disaster. 

Coleman I was commercialized in 1969 and is rated for 150 MW of net capacity. The unit is 

equipped with a Foster Wheeler boiler capable of producing 1,220,000 pounds per hour of steam, 

and a Westinghouse turbine-generator with nameplate capacity of 160,000 kW. Coleman 2 was 

commercialized in 1970 and is rated for 138 MW of net capacity. The unit is equipped with a 

Foster Wheeler boiler capable of producing 1,220,000 pounds per hour of steam, and a 

Westinghouse turbine-generator with nameplate capacity of 160,000 kW. Coleman 3 was 

commercialized in 1972 and is rated for 155 MW of net capacity. The unit is equipped with a 

Riley boiler capable of producing 1,l 6O,000 pounds per hour of steam, and a General Electric 

turbine-generator with nameplate capacity of 160,000 kW. 

. 

. 
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1 Table 1: Summary of Quantitative Remaining Life Analysis 

Account1 . L iumnm2 J!haimm4 
Typical Operating Hours Remaining Life Analysis 1 33.8 34.2 33.6 
Typical Operating Hours Remaining Life Analysis 2 30.3 30.6 30.2 
Twical ODerating Hours R e m a k g  Life Analvsis 3 27.8 28.1 27.8 

AVERAGE (years) 30.6 31.0 30.5 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

-1 -2-4 
Actual Operating Hours Remaining Life Analysis 1 31.6 32.3 31.3 
Actual Operating Hours Remaining Life Analysis 2 28.6 29.1 28.4 
Actual ODerating Hours Remaining Life Analysis 3 26.2 26.6 26.0 

AVERAGE (years) 28.8 29.3 28.6 
2 

3 

16 
17 
18 
19 
20 

Rased on all of the quantitative analyses summarized in Table 1 and the qualitative 

analyses described previously, B&M determined that a remaining useful life of between 

28 and 30 years was reasonable for these accounts. 

Why then is the remaining useful life for Account 311 - Structures 30 years and 

Account 312 - Boiler Plant and Account 314 -Turbine 28 years as shown on Table 

ES-1 in the Depreciation Study? 

It is both logical and an exercise of practical judgment to assume that Account 3 1 1- 

Structures will remain in place and usefiil the entire time while disassembly and ’ 

decommissioning of the Account 3 12 - Boiler Plant and Account 3 14 - Turbine is 

occurring. For our study we assumed that disassembly and decommissioning would 

take approximately two years, so a remaining useful life of 28 years was used for  

Account 3 12 -Boiler Plant and Account 3 14 -Turbine. 

Q. 

A. 

Case No. 201 1-0036 
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From: Mark Hite 
Sent: 
To: 
Subject Depreciation Study Status 
Attachments: 

Thursday, December 16,2010 452 PM 
Bill Blackbum; Mark Bailey; Bob Berry; Albert Yockey 

Memo Response to King docx; Depreciation Summary - 12-16-1O.xls 

As you prepare for this evenings and tomorrows Board work session and meeting, wanted to provide you this depreciation 
study update. As you know, have requested B&M refrain from issuing their 3' draft report until directed to do so by Big 
Rivers. In the meantime, based on all comments received to date, they've continued efforts to definitively calculate what 
they now believe will be contained in their 3" drafl report As you can see per the attached Excel file, they're now at a 
$3,981,343 increase in depreciation expense over current rates based on plant in service at 4/30/10. For your reference. 
B&Ms ld draft report had a $16,423,521 increase and their 2"d draft report had a $12,033,013 increase. And, to date, 
they've provided numerous differences ranging from nearly zero up to $16,423,521. 

The attached memo discusses the revisions from 1'' draft report until today. 

Thanks, 
Mark 

Mark A. Hite, CPA 
VP Accounting 
Big Rivers Electric Corporation 
201 Third Street 
Henderson, KY 42420 
Corporate. 270-827-2561 
Office Direct. 270-844-6149 
Cell 270-577-681 5 
Fax- 270-827-2558 
Home. 81 2-853-0405 

---- . -I I_. - - --- --.--.--_ ~ __ - - . _  __".  .. * - . . - _ _  . . . . 

- 
From: Summewille, Jon [mailto:jsummerville@burnsmcd.com] 
Sent: Thursday, December 16, 2010 4:29 PM 
To: Jeremy Garrett; Ralph Ashworth 
Cc: Mark Hite; Kelly, Ted 
Subjeck RE: Big Rivers Production Plant History 

All, 

Please see the response to Mr. King and the revised summaryof depreciation rates. Let me know i f  you have any 
changes to the memo. Thanks. 

Jon Summerville 
Burns & McDonnell 
Proud to be one offORTUNE's I00 Best Companies To Work for  

1 
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Bill Blackburn 

From: Mark Hite 
Sent: 
To: 
Su bjact: 
Attachments: 

Thursday, November 18,2010 5:52 PM 
Bill Blackburn, Mark Bailey; Albert Yockey; Bob Berry 
FW: Draft Report for Meeting 
Big Rivers Depreciation Rate Analysis Preliminary Draft.pdf 

Fellas, attached hereto FYI is the draft depreciation study report. it was received from B&M about an hour ago. Several 
revisions to their initial draft summary of last week have been made, resulting in even higher depreciation expense. .. 
$52.2 million vs $35.8 million, a $16.4 million increase in annualized depreciation expense. 

The depreciation study working group meeting is tentatively being scheduled for next Tuesday 11/23 8am to review the 
study results 

Thanks, 
Mark 

Mark A. Hite, CPA 
VP Accounting 
Big Rivers Electric Corporation 
201 Third Street 
Henderson, KY 42420 
Corporate: 270-827-2561 
Office Direct: 270-844-6149 
Cell. 270-577-6815 
Fax: 270-827-2558 
Home: 812-853-0405 

From: Jeremy Garrett 
Sent: Thursday, November 18, 2010 4:43 PM 
To: Nark Hite; Ralph Ashworth 
Cc: Travis Siewert 
Subject: FW: Draft Report for Meeting 

Guys, 

I just received the draft report and I am looking it over. If you want to get together for a group review tomorrow let me 
know. I hope to make any changes tomorrow and get it out to the meeting attendees Monday morning. 

Thanks, 

Jeremy 

From: Summerville, Jon [mailto:jsummerville@burnsmcd.com] 
Sent: Thursday, November 18,2010 4:35 PM 
To: Jeremy Garrett; Kelly, Ted 
Subject: RE: Draft Report for Meeting 

Jeremy, 

Attached is a preliminary draft of the Depreciation Rate Study for your review. It has not passed through our Quality 
Review Process, but we wanted to get it to you and get your comments as soon as possible. Since this is only a 
preliminary draft, it is  not ready for widespread distribution throughout Big Rivers. Let me know what comments and 

1 
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questions you have tomorrow and I can get them incorporated into the final draft report on Monday in preparation for 
our meeting on Tuesday. Thanks. 

Jon Surnmerville 
Burns 8, McDonnell 
Proud to be one of FORTUNE's 700 Best Companies To Work for 

2 
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From: 
Sent: 
To: 

Mark Hite 
Wednesday, December 01,2010 1027 AM 
'Kelly Nuckols'; 'Burns Mercer (Burns Mercer)'; Sandy Novick: Bill Blackburn; Mark Ba.iley; 
Albert Yockey; James Haner; David Crockett; Bob Berry; Marty Littrel; Paula Mitchell 
Burns & McDonnell Depreciation Study Report review 
DraR Big Rivers Depreciation Study - 11-29-10.pdf 

Subject: 
Attachments: 

The depreciation study working group generally signed off on study report this morning. While the attached draft report is 
preliminary, it's not expected to change much at all prior to it being finalized. Plans are for B&M to deliver the final report 
to Big Rivers the morning of Thursday 12/9/10 Will immediately fotward each of you an electronic copy upon my.receipt 
thereof. As you can see per the attached report, expectations are for the increase in annual deprecation expense to be 
approx. $12 million (from $36 million to $48 million). Wish to schedule a joint Big Rivers' senior staff and Member CEO 
meeting prior to Friday 12/10/10 to review the study results and answerany questions you may have. Accordingly, 
thinking it best to await your receipt of the final report, would you please let me know v o w  availabilitv for a conference 
Cali either after 30m Thursday1219110 or before 2pm IUIO/IQ. Once I hear from most of you, 1'11 then promptly send 
out an Outlook meeting invitation. 

Comments welcome. 

Thanks, 
Mark 

Mark A. Hite, CPA 
VP Accounting 
Big Rivers Electric Corporation 
201 Third Street 
Henderson, KY 42420 
Corporate: 270-827-2561 
Office Direct: 270-844-6149 
Cell: 270-577-6815 
Fax: 270-827-2558 
Home: 812-853-0405 

1 
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From: Michael Kurtz 
Sent: 
To: 'Mark.Hite@bigrivers.com' 
cc: 

Monday, December 06,2010 3:43 PM 

'Mark.Bailey@bigrivers.com'; 'Bill,Blackburn@bigrivers.com'; 'Jim Miller'; 'stephane.leblanc- 
maison@riotinto.com'; rnpowell@Centuryky,com; 'eyrea'; jererny.jenkins@riotinto.corn; 
'dbrown@stites.com'; hfayne@columbus.rr.com; jdezee@centuryca.com; 
'charlieking@snavely-king.corn'; 'marlene daniel@riotinto.com' 
Big Rivers Depreciation Study 
Attachment D, 314.xlsx; Attachment A.xlsx; Attachment B.xlsx; Attachment D 312 xlsx; 
Attachment D 312 - A-K.xlsx; Attachment D, 31l.xlsx; Attachment C.pdf; Charlie King MEMO 
re - Depreciation Study 12032010.docx 

S u bjec t : 
Attachments: 

Mark: 

The Smelters appreciate Big Rivers allowing us to work with you and Burns &McDonald 
regarding the depreciation study. Attached is a report from our consultants, Snavely 
King addressing the draft Burns & McDonald depreciation study. The work of Snavely 
King indicates that there are significant errors in the draft depreciation study. We would 
like the opportunity to have aur consultants discuss the results of their analysis with you 
and Burns & McDonald. We feel this would be the most constructive way to proceed. 

After you have had a chance to review our comments, we would like to arrange a 
conference call to discuss. 

Michael L. Kurtz, Esq. 
Boehm, Kurtz & Lowry 
36 E. Seventh St., Suite 1510 
Cincinnati, Ohio 45202 
Ph: 513.421.2255 Fax: 513.421.2764 
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MEMORANDUM 

To: Michael Kurtz 
Boehm, Kurtz & Lawry 

From: Charles W. King 
Snavely King Majoros & Q’Connor, Inc. 

Subject: Big Rivers Depreciation Study 

Date: December 3,2010 

This memorandum sets forth the results of our analysis of the draft depreciation 
study by Bums & McDonnell (B&M), dated November 29, 2010. B&M recommends 
that based on plant in service on April 30,2010, Rig Rivers’ depreciation expense should 
be increased by approximately $12 million, or about 34 percent from the expense derived 
from the application of the present depreciation rates. 

. 

subtract remov 

We find that B&M’s assumed 38-year service life for Account 312 A-K, Boiler 
Plant - Environmental Compliance is unsupported by the record of investment in these 
subaccounts. That record indicates service lives about the same as all other boiler plant 
investment. Depreciating these subaccounts at the same rate as long-lived boiler plant . 
equipment reduces depreciation by $6.4 million, effectively eliminating any justification 
for an increase. 

hat B&M’s 58-year service life 
n why Wilson should not survive 

the Wilson plant is unduly short. 
long as do coal plants nationwide, 

We are not able to verify how B&M combined its interim retirement factors with 
terminal retirements to develop composite remaining lives, nor can we determine how 
B&M composited the plant remaining lives into the account remaining lives. 

Finally, we note B&M’s statements to the effect that with proper maintenance and . 
piece-part replacements, Big Rivers’ production units should be able to survive as long as 
they are economical. If that is the case, then the interim retirement rates should be 
adopted as the depreciation rates. Application of the alternative interim retirement rates 
that we recommend would result in dramatic reductions in depreciation. 
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Net Salvage 

The only outright error that we could identify is the study’s treatment of net 
salvage. B&M identified the historical record of retirements, cost of removal and . 
positive salvage for each of its plant accounts. B&M then calculated a “net salvage ratio” 
by comparing only the positive salvage with the retirements. Since retirements in the 
data file are recorded as negative numbers, the resulting net salvage ratios displayed a 
negative sign. When B&M applied these negative ratios to the depreciation rates, their 
effect was to increase those rates. 

First, B&M did not calculate net salvage ratios, but only salvage ratios. Net 
salvage is the difference between removal costs and salvage proceeds. The effect of this 
error was to overstate the salvage ratios, and in some cases to reverse the correct sign. 

Second, and most important, the effect of a positive salvage should be to reduce, 
not increase the depreciation rate. That is because positive salvage represents value that * 

is retained in the investment when it is retired. 

Attachment A is our recalculation of Big Rivers’ depreciation rates and accruals 
corrected for these net salvage errors. The attachment does not take into consideration 
the very thin retirement experience in a number of accounts. However, taking the plant . 
records at face value, the correction of the net salvage calculations reduces the 
depreciation increase by $7,706,484, from $12,033,0 13 to $4,326,529. 

Boiler Plant - Environmental Cornoliance 

The largest single depreciation increase is found in Account 3 12 A-K Boiler Plant 
- Environmental Compliance. Even when net salvage is corrected, these sub-accounts 
are responsible for all of the increase. B&M has assumed an average service life of 38 
years for this plant, with a remaining life of 21 years. These parameters are based on 
B&M’s “engineering estimate.” 

That estimate is belied by the retirement experience of this account. Attachment . 
B is our analysis of the historical data on plant balances and retirements in Account 312 
A-K. The Observed L,ife Table (“OLT”) indicates that at 38 years, over 90 percent of the 
plant is still in service. Moreover, an extrapolation of the pattern of past retirements 
indicates an expected average service life of approximately 100 years, which suggests 
that most of this plant will survive until the generating units are finally retired. 

Absent a full explanation as why past retirement patterns will not be followed in 
the future, the appropriate treatment of these sub-accounts is to merge them into the 
remainder of long-lived boiler plant for purposes of depreciation. Using the corrected 
depreciation rates in Attachment 1, this treatment would reduce the depreciation of 
environmental equipment by $6,378,543, from $15,775,97 1 to $9,366,689. 
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Wilson Plant Life S ~ a n  

Table 11-2 on page 11-3 of the B&M report displays the years in service and the 
expected remaining lives of each of Big Rivers’ generating units. By adding these two 
factors together, we can derive the total expected life spans, as follows: 

Coleman 1 
Coleman 2 
Coleman 3 
Green 1 
Green 2 
HMP&L, 2 
HMP&L 2 
Reid 1 
Wilson 

65.0 
65 .0 
65.0 
61.2 
61.2 
61.2 
61.2 
74.3 
58.1 

With the exception of Reid, the oldest plant, and Wilson, the newest plant, all of 
these units have forecast life spans of 61 to 65 years. These forecasts are based in large 
measure on the assumption that each plant is capable of operating approximately 275,000 
(Wilson) or 250,000 (other units) additional hours. The explanation for the Reid unit‘s 
long life is that it operates at less than half as many hours per year as do the other units. . 

The Wilson plant is Big Rivers’ newest and therefore has operated fewer hours 
than any of the other units. Yet, it is assumed to survive for only slightly more additional 
hours than the older plants. Additionally, Wilson’s remaining hours are based on its past 
experience as being on the top of the dispatch order. That condition may not survive the 
expiration of the current fuel contracts for this plant. 

One way to test the reasonableness of Wilson’s 58 years is to compare this life 
span with the survivor experience of steam units nationally. Attachment C is Snavely 
King’s actuarial analysis of the service lives of coal-fired steam generating units 
nationwide from 1924 to the present. It reveals that the average life expectancy of these . 
plants is between 63 and 66 years depending upon the years of retirement experience 
studied. Based on these results, a 58-year life for the Wilson plant appears 
inappropriately short. A more reasonable assumption would be 65 years, which is the 
same life span as the Coleman units. This revised life span would reduce the depreciation 
rates for all of the production accounts. 

Undisclosed Calculations 

We were provided B&M’s workpapers following the submittal of the report, and 
much of the foregoing discussion is based on our very brief review. However, we have 
noted that much of B&M’s analysis is still undisclosed. Specifically, we cannot find any 
explanation, let alone the underlying calculations, of the procedures by which B&M . 
combined the interim retirement factors with the assumed terminal retirements to derive 
the composite remaining lives. Nor do we see how B&M folded the individual unit 

3 
Snavely King Majoros (e O’Connor, Inc 
Economic and Management Consultants 



remaining lives into the composite remaining lives of each account. These calculations 
must have been performed, yet without them we are unable to verify their propriety or 
accuracy. 

Since Big Rivers charges depreciation on the basis of accounts within units, and 
since each unit has a discrete remaining life, it would be most appropriate to calculate and 
apply depreciation rates by account by unit. The current procedure of applying account 
depreciation rates to each unit’s plant accounts can distort the depreciation accruals over ’ 

time as the dollars in the respective units and accounts change. 

Life Span AssumDtion 

On page 11-3, B&M makes the following statement: 

Assuming the testing recommended is conducted and assuming any 
damaged components are either repaired or replaced, there would be no 
reason, from a mechanical engineering perspective, that all of Big Rivers’ 
generating units cannot remain in service as long as they are economically 
viable to operate. 

This statement suggests that the service lives of Big Rivers’ generating units are 
effectively indefinite. If so, then it is questionable whether the life span methodology 
remains appropriate. If the units may last indefinitely, then the interim survivor curves 
should become the entire life curve. Piece parts of the units will continue to be retired 
and replaced, but the units themselves will not be retired for the foreseeable future. 

The B&M interim retirement factors should not be used, however. B&M has 
calculated those factors by comparing annual retirement with the corresponding plant in 
service and deriving an average over extended periods of time. B&M then applied these 
interim factors to the surviving plant in service over its remaining life. In effect, B&M 
assumed an exponential retirement pattern, that is, it assumed that the same percent of 
plant would retire each year regardless of its age. lJsing the Iowa curves employed by 
most depreciation analysts, all of B&M retirement patterns conform to an 0 1 curve. 

Yet this is not the retirement pattern displayed by mast electric plant. Typically, 
very little electric plant is retired in the early years of its service life. As the plant ages, 
the rate of retirements increases. Then, after the plant passes mid-life, only the very long- 
lived components remain, and they are retired quite slowly. These S-shaped patterns of 
varying steepness and differeent modal configurations are described by the Iowa curves, 
which are fully discussed and displayed in Part 3 of Appendix A of Public Utility 
Depreciation Practices, National Association of Regulatory Commissioners, August 
1996. 

. 

Attachment D is Snavely King’s actuarial analyses of the three largest of Big 
Rivers’ production plant accounts. These analyses identify the average service lives and 
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Iowa curves appropriate for each. Using the “full band,” that is, the total history of each . 
curve, the results are as follows: 

Average Service Life Iowa Curve 
3 1 1 Structures 100 R3 
3 12 Boiler Plant 83 so 
3 12 Boiler Plant Environmental 100 R2  
3 14 Turbine 100 R3 

We recommend that these lifekurve parameters be substituted for the interim 
retirement factors used by B&M. Adoption of the depreciation rates based on these 
parameters would dramatically reduce Big Rivers’ depreciation expense. 

Conclusion 

The foregoing analysis has identified three corrections to B&M’s depreciation 
calculations. Correction of the net salvage errors reduces depreciation by $7,706,484. 
Application of the Boiler Plant depreciation rate to the environmental plant reduces 
depreciation by a further $6,378,543. The combined effect of these two adjustments is a . 
reduction of $14,085,027, effectively wiping out B&M’s proposed $1 2.0 million 
increase. If the depreciation rates for the Wilson plant are recalculated using a 65-year 
life, depreciation expense would be yet further reduced. Based on these considerations, it 
appears that no increase in Big Rivers’ depreciation is warranted. Indeed, a corrected 
calculation of its depreciation would justify a net reduction in annual depreciation 
expense. 
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Archived: Saturday, April 09, 201 1 8:58:16 AM 
From: Mark Hite 
Sent: Wednesday, December 08,2010 9:29:00 AM 
To: Mark Bailey 
Cc: Bill Blackburn 
Subject: B&M Depreciation Study 
Response requested: No 
Importance: Normal 

Snavely King, the smetter's depreciation study consultant, generally identifies 3 findings in the drafl BBM 
depreciation study. Riscussed those 3 findings with BBM yesterday, plan to continue those discussions 
later today, hoping to expedite resolution. 

First, Snavely King states that BBM incorrectly 'reversed the signs in its net salvage factors and failed to 
subtract removal cosr. BBM has confirmed these net salvage factor errors were made. However, during 
review and discussion, other net salvage factor Issues have arisen. The $5.7 million payment from E.ON 
for the sale of Personal Property in July 1998, reflected as salvage value, should be omitted for purposes 
of deriving prospective depreciation rates, as it's an anomaly that should have no bearing on deriving 
prospective depreciation rates. While during the 11-year E ON lease transaction (July 1998 through July 
2009) E.ON did not provide Big Rivers with any removal cost, removal cost will henceforth be properly 
reflected for all retirements, and an estimateof such removal cost should therefore be reflected in the 
prospective depreciation rates. BBM should include an estimate for the non-legal terminal plant facility 
removal cost, which typically exceeds salvage value, resulting in negative net salvage. 

Second, Snavely King disagrees with "BBM's 38-year service life for Account 312 A-K, Boiler Plant - 
Environmental Compliance". This is a matter of professional judgement, and BBM is reviewing their 
conclusions. 

Third, Snavely King disagrees with 'BBM's 58-year service life for the Wilson plant'. This is a matter of 
professional judgement. and BBM is reviewing their conclusion. 

Until BBM resolves all depreciation study issues, discussions are held with the smelters, and the 
depreciation report is finaliied. recommend not seeking board approval. Accordingly, seek your approval 
to immediately cancel the 12/9 member conference call and not seek board approval 12/17. Will have 
Paulacategorize this item as a board update only agenda item. Then, will reschedule at the appropriate 
time, perhaps both telephonically. 

Comments welcome. 

Thanks, 

Mark 
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Mark A. Hite, CPA 

VP Accounting 

Big Rivers Etectric Corporation 

201 Third Street 

Henderson, KY 42420 

Corporate: 270-827-2561 

Office Direct: 270-844-6149 

Cell: 270-577-681 5 

Fax: 270-827-2558 

Home: 812-853-0405 
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Bill Blackburn 

From: Mark Bailey 
Sent: 
To: Mark Hite 
cc: Bill Blackburn; Albert Vockey 
Subject: 

Thursday, December 09,2010 955 PM 

RE: Latest Big Rivers Summary for Monday 12/13 Meeting 

How diappointing! Ves, but am available for only 112 hour. Mark 

Sent from my Samsung Jackm, a Windows Mobile@ smartphone from AT&T 

From: Mark Hite <Mark.Hite@bigrivers,com> 
Sent: Thursday, December 09,2010 6:27 PM 
To: Mark Bailey <Mark.Bailey@bigrivers.aJm> 
Cc: Bill Blackburn cBill.Blackburn@bignvers,com>; Bob Berry <Bob.Berty@bigrivers.com>; Albert Yockey 
<Albert.Yockey@bigriven.com > 
Subject: RE: Latest Big Rivers Summary for Monday 12/13 Meeting 

ed you on his email below (not sure why he did 
s to their satisfaction. They've corrected and reso 

for the Environmental Compliance category of assets an 
le, they're now concluding a 810.1 million annual increase in depreciation expense is appropriate 
lant in service). Would like to meet with you to obtain your approval as to next steps. Wish for Bill, 

Bob and AI to join the discussion. Would you be available to meet tomorrow at Bam in your office? 

Thanks, 
Mark 

Mark A. Hite, CPA 
VP Accounting 
Big Rivers Electric Corporation 
201 Third Street 
Henderson, KV 42420 
Corporate: 270-827-2561 
Office Direct: 270-844-6149 
Cell: 270-577-681 5 
Fax: 270-827-2558 
Home: 81 2-853-0405 

From: Summerville, Jon [mailto:jsummerville@burnsmcd.com] 
Sent: Thursday, December 09, 2010 2:Ol PM 
To: Mark Hite; Kelly, Ted; Jeremy Garrett; Mark Bailey; Ralph Ashworth 
Subject: RE: Latest Big Rivers Summary for Monday 12/13 Meeting 

All, 

Attached i s  the latest summary of depreciation rates that includes estimates of removal costs for 1998 to 2010. . 

From 1998 up to the present Big Rivers has been capitalizing removal costs. Going forward Big Rivers will properly 
record removal costs as they have Previously from 1953 to 1997. Removal costs have a direct and significant effect on 
depreciation rates. With the knowledge that in the future Big Rivers will properly record removal costsas they have 
previously from 1953 to 1997, removal costs from 1998 to 2010 need to be included in the analysis. Since there is no 
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actual data available for the removal costs from 1998 to 2010, removal costs were estimated based on 44 years of the 
actual removal costs incurred from 1953 to 1997 for each account. 

First, all the actual removal costs from 1953 to 1997 were summed and divided by the sum of the actual retirements 
from 1953 to 1957. This resulted in a removal cost percentage for each account. Second, the removal cost perce.ntage 
for each account was applied to the actual retirements from 1998 to 2010 to provide an estimate of removal costs for 
each account from 1998 to 2010. Next, the estimated removal costs for 1998 to 2010 were added to the removal costs 
for each account in the depreciation model and also subtracted from the Plant Balance for each account (since these 
accounts were over-stated by the removal costs that were capitalized). 

This was a necessary adjustment to make since Big Rivers will record removal costs in the future and the depreciation 
rates are applied in the future as well. To not make this adjustment would greatly understate removalcosts. . 

Jon Summenrille 
Burns & McDonnell 
Proud to be one of FORTUNE'S 700 Best Companies To Work For 

From: Mark Hite [mailto:Mark.Hite@bigrivers.com] 
Sent: Wednesday, December 08, 2010 4:20 PM 
lo: Kelly, Ted; Jeremy Garrett; Mark Bailey; Bill Blackburn; Summenrille, Jon; Albert Yockey; Bob Berry; David Crockett; 
James Haner; Ma@ Littrel; Paula Mitchell; 'Sandy Novick'; 'Steve Thompson'; 'Kelly Nuckols'; 'Burns Mercer (Bums 
Mercer)'; 'Jack D. Gaines' 
Subject: Cancelling the phone conference scheduled for tomorrow 12/9 @ 3pm regarding the B&M depreciation study 

Folks, am hereby canceling tomorrow's scheduled p hone conference, 12/9 @ 3pm central. The smelters have generally 
raised 3 issues regarding B&M's 2"6 draft depreciation study report, and B&M is now reviewing and addressing them, as 
well as continuing work to finalize their report. Have concluded it best that we await B&M completing their analysis and 
ensuring the smelter questions are addressed. Will reschedule our call ASAP. Until finalized, will not be seeking Board 
approval. Will retract the Outlook meeting notice momentarily. 

Thank you, 
Mark 

Mark A. Hite, CPA 
VP Accounting 
Big Rivers Electric Corporation 
201 Third Street 
Henderson, KY 42420 
Corporate: 270-827-256 1 
Office Direct. 270-844-6149 
Cell: 270-577-681 5 
Fax: 270-827-2558 
Home: 812-853-0405 

The infoimation contained In this transmission Is Intended only for the penon or entity to which i t  1s diredly addressed or copied It may contain material of 
confidential andlor pnvate nature. Any revtew. retransmission, dissemination or other use of. or taking of any action In relianca upon, this information by persons or 
entities other than the intended recipient is not allowed If you receive this message and the Informalion contained therein by error please contad the sender and 
delete the materlal from yourlany storage medium 
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Bill Blackbum 

From: 
Sent: 
To: 
Subject: 

Mark Bailey 
Thursday, December 09,2010 958 PM 
Bill Blackburn 
RE: Latest Big Rivers Summary for Monday 12/13 Meeting 

I am OK with that. I believe the smelters' data will be hard to refute. Maybe we should meet with the smelters before we 
put the squeeze on B&M. Thanks, Mark 

Sent from my Samsung JackTM, a Windows Mobile@ smartphone from AT&T 

From: Bill Blackburn cBill.Blackburn@bigrivers.mm> 
Sent: Thursday, December 09,2010 656 PM 
To: Mark Bailey cMark.Balley@bigrivers.mm> 
Subject: RE: latest Big Rivers Summary for Monday 12/13 Meeting 

Thanks 
I would like.to have a.call.with.B&M.to discuss the expected.live of Wilson Station. .I think that Bob, Mark ti. and I should -. 

call them and would extend an invitation to you if you would like to participate. Based on what was said in the 
boardroom today, I believe the 58 year life is too short. However, this is an area where I need to defer to Bob and you. 

- 

Just let me know, 

Bill 
- - _I 

From: Mark Bailey 
Sent: Thursday, December 09, 2010 2:32 PM 
To: Bill Blackburn 
Subject: MI: latest Big Rivers Summary for Monday 12/13 Meeting 

Bill, FYI. Mark 

I 

From: Summerville, Jon [mallto:jsummervllle@burnsmcd.com] 
Sent Thursday, December 09, 2010 2:Ol PM 
To: Mark Hite; Kelly, Ted; Jeremy Garrett; Mark Bailey; Ralph Ashworth 
Subject: RE: Latest Big Rivers Summary for Monday 12/13 Meeting 

All, 

Attached i s  the latest summary of depreciation rates that includes estimates of removal costs for 1998 to 2010. ' 

From 1998 up to the present Big Rivers has been capitalizing removal costs. Going forward Big Rivers will properly 
record removal costs as they have previously from 1953 to 1997. Removal costs have a direct and significant effect on 
depreciation rates. With the knowledge that in the future Big Rivers will properly record removal costsas they have 
previously from 1953 to 1997, removal costs from 1998 to 2010 need to be included in the analysis. Since there is  no 
actual data available for the removal costs from 1998 to 2010, removal costs were estimated based on 44 years of the 
actual removal costs incurred from 1953 to 1997 for each account. 
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First, all the actual removal costs from 1953 to 1997 were summed and divided by the sum of the actual retirements 
from 1953 to 1957. This resulted in a removal cost percentage for each account. Second, the removal cost percentage 
for each account was applied to the actual retirements from 1998 to 2010 to provide an estimate of removal costs for 
each account from 1998 to 2010. Next, the estimated removal costs for 1998 to 2010 were added to the removal costs 
for each account in the depreciation model and also subtracted from the Plant Balance for each account (since these 
accounts were over-stated by the removal costs that were capitalized). 

This was a necessary adjustment to make since Big Rivers will record removal costs in the future and the depreciation 
rates are applied in the future as well. To not make this adjustment would greatly understate removal costs. . 

Jon Surnrnerville 
Burns & McDonnell 
Proud to be one of FORTUNE'S 100 Best Companies To Work f o r  

_--. ...-- . - -  _ -  . - -  - - . . - - - - -  --...--.--.-- -- - ------- -- _ . - -  - .-.- 
From: Mark Hite [mailto:Mark.Hite@bigrivers. com] 
Sent: Wednesday, December 08,2010 4: 20 PM 
To: Kelly, Ted; Jeremy Garrett; Mark Bailey; Bill Blackbum; Surnmerville, Jon; Albert Yockey; Bob Berry; David Crockett; 
James Haner; Marty Littrel; Paula Mitchell; 'Sandy Novick'; 'Steve Thompson'; 'Kelly Nuckols'; 'Burns Mercer (Burns 
Mercer)'; 'lack D. Gaines' 
Subject: Cancelling the phone conference scheduled for tomorrow 12/9 @ 3pm regarding the B&M depreciation study 

Folks, am hereby canceling tomorrow's scheduled phone conference, 12/9 @ 3pm central. The smelters have generally 
raised 3 issues regarding B&M's 2"' draft depreciation study report, and B&M is now reviewing and addressing them, as 
well as continuing work to finalize their report. Have concluded it best that we await B&M completing their analysis and 
ensuring the smelter questions are addressed. Will reschedule our call ASAP Until finalized, will not be seeking Board 
approval. Will retract the Outlook meeting notice momentarily. 

Thank you, 
Mark 

Mark A, Hite, CPA 
VP Accounting 
Big Rivers Electric Corporation 
201 Third Street 
Henderson, KY 42420 
Corporate: 270-827-2561 
Office Direct: 270-844-6149 

Fax. 270-827-2558 
Home: 812-853-0405 

Cell: 270-5776815 

.-I-..-_ 

The informalion contained in this transmission is inlended only for the person or enttly to which It is directly addressed or copied il may conlainmaterial of 
confidenlial andlor privale natuie. Any review, retransrnissbn. disseminalion or olher use of, ortaking of any action in rellance upon, this infonnatlon by persons or 
entities olherthan the intended redpienl is not allowed. If you receive !his message and the infonnation contained therein by error. please contact Ur sender and 
delele the malerial from youdany storage medium. 
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From: 
Sent: 
To: 
cc: 
Subject: 

Mark Bailey 
Friday, December 10,2010 290 PM 
Mark Hite 
Bill Blackburn 
RE: Depreciation Study status 

Good. Look forward to the results. Thanks, Mark 

Sent from my Samsung Jackw, a Windows Mobile@ smartphone from AT&T 

From: Mark Hite cMark.Hite@blgrivers.mm> 
Sent: Friday, December 10,2010 2:07 PM 
To: Mark Bailey <Mark.Bailey@bigrivers.com>; Bill Blackbum Bill.Blackburn@blgrivers.com>; Bob Berry 
<Bab,Berry@bigrlvers.com>; Albert Yockey <Albert.Yockey@bigrivers.com>; Ralph Ashworth 
<Ralph.Ashworth@bigrivers.com> 
Subject: RE: Depreciation Study status 

The 1:30pm call wentace. Bill, AI, Bob. Ralph and I from BR, and Jon'Siimmeiville and yedk-lly from B&M 'No new 
surprises from what's noted below from earlier this morning. No new numbers yet; B&M hopes to have them to us late 
today or early Monday. Will get them to you ASAP. 

Thanks, 
Mark 

.-.-I._. -"- - . -_. -.-. -. .-- - - .._ "_ - . - . ---_ .- -- - - -I- 

From: Mark Bailey 
Sent: Friday, December 10, 2010 9:51 AM 
To: Mark Hite; Bill Blackburn; Bob Berry; Albert Yockey 
Subject: RE: Depreciation Study status 

As we discussed earlier, I am OK with Bob Berry representing my view on the life of these 
assets. Thanks, Mark 

From: Mark Hite 
Sent: Friday, December 10, 2010 9:33 AM 
To: Mark Bailey; Bill Blackburn; Bob Berry; Albert Yockey 
Subject: Depreciation Study status 

depreciation study outcome is unknown at this time. 

Hope you can make the conference call in my office at l"30pm today, my office (for those of you that are available} 

Mark 
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A. Hi&, CPA 
VP Accounting 
Big Rivers Electric Corporation 
201 Third Street 
Henderson, KY 42420 
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Ofice Direct: 270-844-6149 
Cell: 270-577-6815 
Fax: 270-827-2558 
Home: 812-853-0405 
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MEMORANDUM 

To : Mark ).lite, Big Rivers 

From: Burns & McDonnell 

Subject: Big Rivers Depreciation Study 

Date: December 15,2010 

This memorandum is a response to the memorandum dated December 3,201 0 from Charles 
King of Snavely King Majoros & O’Connor, Inc. (King) regarding the initial drafi of Big Rivers 
Depreciation Study. The King memo identifies three areas of concern and tiis response will 
address those three issues and discuss six additional modifications to the initial results. 

1. Net Salvage Factors 
salvage factors are reversed and removal costs were not 
derive net salvage. Mr. King is correct and these 

2. Account 312 A-K -Boiler Plant Environmental Compliance 
Mr. King states that Bums cfr McDonnell’s assumed 38-year service life for Account 3 I2 A-K - 
Boiler Plant Environmental Compliance is unsupported by thc record of investment in these 
subaccounts. Mr. King states that the record indicates service lives about the same as all other 
boiler plant investment. 

. 

Due to the caustic nature of scrubber operations, scrubber equipment dealing with sulfur dioside 
removal and related piping will be espected to have a shorter life than that expected for the vast 
majority of the production plant. ’I’hat life expectancy is directly related to the design, wear and 
tear from variable mounts of daily operation, and the levels of removal based on the particular 
coal mix being burned. 

As mentioned in the initial draft report, Account 3 12 -Boiler Plant contained certain 
environmental compliance assets such as scrubber equipment that have a shorter expected life 
than the other assets in  the account. These environmental assets were broken out into Account 
3 12 A-K -Boiler Plant Environmental Compliance and have a shorter useful life than assets in 
Account 3 12 -Boiler Plant. Assets such as mist eliminator panels and slag grinders with much 
shorter useful lives were further subdivided into separate accounts: Account 3 12 V-2 and 
Account 3 12 L-P (if they were related to environmental compliance). 

The useful life of these assets was adjusted upward in response to Mr. King. Even though some 
of the assets in Account 3 I2 A-K -Boiler Plant Environmental Compliance would have a shorter 
useful life than other boiler plant assets, their useful life would still be limited by the life of the 
plant, which is now reflected in the rates. The remaining useful life for Account 3 12 A-K - 

. 
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Mr. Mark M e  
December 15.201 0 
Page 2 

Boiler Plant Environmental Compliance is now 28 years, the same as Account 3 12 -Boiler Plant 
and Account 3 14 -Turbine. 

3. Estimated Useful Life of D. R. Wilson Plant 

Estimated Removal Costs 
From mid 1998 until July of 2009 (lease period) removal costs associated with plant additions 
were capitalized. Western Kentucky Energy (WKE) reponed capital additions to Big Rivers in 
this manner and Big Rivers had no control over the methodology. Going forward, Big Rivers 
will record removal costs according to Rural Utilities Service (RUS) guidelines as thcy did 
previously from 1965 to 1998. Removal costs have a direct and significant effect on 
depreciation rates. With the knowledge that in the future Big Rivers will record removal costs as 
they did previously from 1965 to 1998, removal costs from I998 to 201 0 need to be included in 
the analysis. Since there is no actual data available for the Production Plant removal costs from 
1998 to 2010, removal costs were estimated based on 3 3  years of actual removal costs incurred 
from 1965 to 1998 for each Production Plant account. 

First, all the actual removal costs from 1965 to 1998 were summed and divided by the sum of the 
actual retirements from I965 to 1958. This resulted in a removal cost percentage for each 
propeny account. Second, the removal cost percentage for each account was applied to the 
actual retirements from 1998 to 2010 to provide an estimate of removal costs for each account 
from 1998 to 2010. Next, the estimated removal costs for 1998 to 2010 were added to the 
removal costs for each account in the depreciation model and also subtracted from the Plant 
Balance for each account (since these accounts were over-stated by the removal costs that were 
capitalized). 

This was a necessary adjustment to make since Big Rivers will record removal costs in the future 
and the depreciation rates should reflect Big Rivers accounting for removal costs going forward. ' 

To not make this ad-justment would greatly understate removal costs. 

Using a Weighted Average Plant Balance of Production Plants 
Depreciation rates in this study are being set for cach asset account to be applied to the Plant 
Balance ofeach account, Each Production Plant account is comprised of assets from each of the 
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production facilities; the Henderson Municipal Power & Light Station 2, Robert D. Green plant, 
Robert A. Reid plant, D. B. Wilson Station, and Kenneth C. Coleman plant. 

Careful consideration was given in determining the estimated Average Service Life of each 
production facility, which directly affects the Remaining Service Life of Account 3 1 1 -- 
Structures, Account 3 I2  -Boiler Plant, and Account 3 I4 -Turbine. Account 3 I 2  --Boiler Plant 
Environmental Control is indirectly impacted. 

The D. B. Wilson Station is significantly newer than the other facilities. As such, its Plant 
Balance is significantly larger in comparison to the other facilities. A simplc average of the 
Remaining Service L.ife of each facility is 28 years. An average of the Remaining Service lives 
of each facility weighted by size (M W) is also 28 years, If the Remaining Service Life of each 
facility is weighted by the Plant Balance in Account 3 1 1 -Structures: Account 3 12 -Boiler Plant, 
and Account 3 14 -Turbine the weighted average Remaining Service Life increases to 30 years. 
When updating the analysis the Remaining Service Life for Account 3 1 1 -Structures was 
increased lo 30 years and the Remaining Service Life for Account 3 12 --Boiler Plant and 
Account 3 14 -Turbine was increased to 28 years. 

’ 

Asset Sale in July, 1998 
Big Rivers sold personal property to W K E  at the inception of the lease in July, 1998. This 
transaction was treated as salvage value and recorded accordingly. In light of this information, 
the salvage values associated with the transaction have been subtracted from the overall balance 
of salvage value for the purpose of determining depreciation rates. 

Account 354 -Towers 
The retirement and salvage data Tor the Transmission Towers account is estremely limited and 
does not accurately reflect the actual account activity. This results in an unrealistically high Net 
Salvage Factor of 56%. After removing the outlying values, the Net Salvage Factor for this 
account is 0%. 

. 

Account 396 -Power Operated Equipment 
The calculated depreciation rate for this account is negative. flowever, when considering actual 
account activity and anticipated account additions, the depreciation rate h r  this account should 
remain at its current rate of 3.70%. 

* 

Account 397 -Communications Equipment 
The calculated depreciation rate for this account is very low at less than 0.5%. Similar to 
Account 396 -,Power Operated Equipment, a very large purchase ($7 million in new equipment) ‘ 

Case NO. 20 1 1-00036 94OOWordParkwoy~ Xonsor Citfi AI0 64/14. 
le/: 816 333-9400 Fox 816 333-3690 www.bur #&yes: C. William Blackburn and Mark A. trite 
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is going to be made soon to replace old equipment. ‘Therefore, the depreciation rate for this 
account remains unchanged from the prior rate of 4.35%, 

- 

9400 Word Porkwof 9 Xonsos 0th NO 64114-3319 Case No. 201 1-00036 
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/Big Rivers 

I_ 

Account Description 

Table Ill-I: 2630 Depreciation Rate Study Summary 

As of April 30, 2010 I 
Plant Reserve 

B a I a n c e B a I a n c e 

310 Land 8 Land Improvements 4,537,577 0 0.0 

PRODUCTION PLANT rf] 
340 Land 
3 1 1  Structures 
312 Boiler Plant 

312 A-K Boiler Plant - Env Compl 
312 L-P Short-Life Production Plant -Environmental 
312 V-2 Short-Life Production Plant -Other 

314 Turbine 
3 15 Electric Eqpt 
316 Misc Eqpt 
341 CT - Structures 
342 CT - Fuel Holders & Access 
343 CT - Prime Movers 
344 CT - Generators 
345 CT - Access. Elec Eqpt. 

Subtotal 

475,968 
124,375,974 
667,206,536 
574 I 184,346 
3,208,938 
8 6 8,7 5 5 

225,272,354 
60,355,721 
3,014,912 
154,233 

1,436,912 
4,9 15,886 
1,102,964 

78,124,758 
347,026,279 
216,760,670 

165,475 
210,738 

124,744,924 
35,350,377 

42,128 
115,766 
564,590 

3,637,977 
984,479 

62.8 
52 0 
37 8 
52 
24 3 
55 4 
58.6 
- 1  4 
75.1 
39.3 
74.0 
89 3 

317,726 179,425 56.5 
1,666,891,222 807,907,587 

TRANSMISSION 111 
350 Land 558,665 
352 Structures 6,724,128 3,664,345 54 5 
353 Station Eqpt 114,952,475 51,467,633 44 8 
354 Towers 8,593,527 4,868,075 56.6 
355 Poles 4 1.5 58 ~ 1 64 22,321,791 53.7 
356 Lines 4 1,070,042 23,399,406 57.0 

Subtotal 213,457,001 105,721,250 

GENERAL PLANT 121 

391 0/391.6/391.7 Office Furniture 8 Eqpt 
391.2 Computer 
392.2 Vehicles - General 
392.3 Vehicles - Transmission 

389 Land 
390 Structures (1) 

393 Stores Eqpt 
394 Tools 
395 Lab Eqpt 
396 Power Operated Eqpt 
397 Communication Eqpt 

407,251 
3,725,239 
6 13,221 

7,013,902 
1,699,130 
1,257,240 

98,766 
71 7,086 
221,279 
504,739 

1,599,730 

1,786,210 
(282,102) 
436.114 
995,277 
625,460 
69,468 
385,947 
160,195 
392,925 

1,640,029 

47 9 
-46.0 
'62 
58 6 
49 7 
70 3 
53 8 
72.4 
77 8 
102.5 

398 Miscellaneous Eqpt 163,371 3,925 2.4 
Subtotal 18,020,954 6,213,447 

[l) Ltte Span Method depreciation 
121 Whole Life Method depreciation 

TOTAL $1,902,906,753 $919.842.284 

Cast: NO. 201 1-00036 
Witnesses: C. William Blackburn and Mark A. Hite 
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I 
Existing Average Remaining Net Proposed 

Depreciation Service Service Salvage Depreciation 
Rate Life Life Factor Rate 

Annual Depreciation Expense 

Existing 1 Proposed f Variance 
I 

NIA NIA NIA NIA NIA .. 

1.71% 
1.79% 
1.89% 
1.89% 
1.89% 
1.66% 
1.60% 
1.83% 
2.31% 
2.32% 
2.47% 
2.23% 

60 
59 
53 
10 
10 
59 
51 
58 
53 
53 
53 
53 

28 
27 
27 
5 
5 

27 
19 
26 
21 
21 
21 
22 

-4.5% 
-5 0% 
-2.0% 
0 0% 
0.0% 

-8.2% 
3.0% 
0.5% 
0.0% 

-134,8% 
-38.3% 

0 0% 

1.48% 
194% 
2.35% 

20.22% 
14.39% 
198% 
1.99% 
3.78% 
1.17% 
9.10% 
3.02% 
0 50% 

- 
2'1 26,829 

11,942,997 
10,852.084 

60,649 
16,419 

3,739,521 
965,692 
55,173 

3,563 
33,336 

121,422 
24,596 

1,837,174 
12,963,826 
13,512,406 

648,949 
125,054 

4,461,000 
1,202,952 

113,919 
1,804 

130,751 
1 4 8,4 0 8 

5,511 

(289,656) 
1,020,829 
2,660,322 

588,300 
108,634 
721,479 
237,260 
58,746 
(1,759) 
97,414 
26,986 

(19,085) 
2.23% 53 21 0.0% 2.05% 7,085 6,510 (575) 

29,944,367 35,158,263 5,208,896 

- 
1.76% 53 25 -3.2% 1.93% 118,345 130,066 11,721 
2.22% 53 25 -2.2% 2.31% 2,551,945 2,651,146 99,201 
2.28% 58 30 55.9% -0 41% 195,932 (35,246) (231,178) 
3.24% 50 23 0 0% 2 06% 1,346,485 854,950 (491,535) 
2.47% 53 26 0.0% 1.69% 1,014,430 692,966 (321,464) 

5,227,137 4,293,882 (933,254) 

- 
2.59% 
1.11% 
1.11% 
5.62% 
5.62% 
3.57% 
2.85% 
2.86% 
3.70% 
4.35% 

43 
10 
10 
10 
10 
16 
16 
16 
16 
16 

12 
8 
9 
6 
5 
6 
9 
6 
5 
1 

2 4% 
8 8% 
1"2% 

14.2% 
16.9% 
4.4% 
2.7% 
2.1% 

24.9% 
-3.0% 

4 29% 
17.16% 
10.29% 
4.39% 
6.14% 
4 40% 
4.61% 
4.41% 

-0.53% 
0.48% 

" 

96,484 
6,807 

77,854 
95,491 
70,657 
3,526 

20,437 
6,329 

18,675 
69,588 

159,648 
105,202 
721,713 
74,575 
77,173 
4,349 

33,072 
9,768 

(2,676) 
7.633 

63,164 
98,395 

643,859 
(20,916) 

6,517 
823 

12,635 

(21,351) 
(61,956) 

3,440 

5.44% 16 8 3.1% 11.81% 8,887 19.297 10,410 
474,735 1,209,754 735,019 

$35,651,239 $40,661,899 $5,010,660 

Case NO. 201 1-00036 
Witnesses: C. William Blackburn and Mark A. Hite 

Attachment for Item KlUC 1-36 
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lsig Rivers 
Table 111-1 : 201 0 Depreciation Rate Study Summary 

Account 

As of April 30. 201 0 
Plant Reserve Reserve I Description Balance Balance Ratio 

PRODUCTION PLANT rr] 
340 Land 
3 11 Structures 
312 Boiler Plant 

312 A-K Boiler Plant - Env Compl 
312 L-P Short-Life Production Plant -Enviroi 
312 V-2 Short-Life Production Plant -Other 

3 14 Turbine 
315 Electric Eqpt 
316 Misc Eqpt 
341 CT - Structures 
342 CT - Fuel Holders & Access 
343 CT - Prime Movers 
344 CT - Generators 
345 CT - Access Elec. Eqpt 

Subtotal 

TRANSMISSION r i l  
350 Land 

475,968 
124.443,565 
670,393,520 
574,843,507 

mental 3,208,938 
868,755 

2 26,102.2 8 2 
60,375,995 
3,03 1 3 1  73 
154,233 

1,436,912 
4,915,886 
1,102,964 

78,124,758 
347,026,279 
216,760,670 

165,475 
210,738 

124,744,924 
35,350,377 

42,128 
1 1  5,766 
564,590 

3,637,977 
984,479 

62 8 
5 1.8 
37.7 
5.2 
24 3 
55.2 
58 6 
1.4 
75.1 
39.3 
74 0 
89 3 

317,726 179,425 56.5 
1,671,671,422 807,907,587 

558.665 
352 Structures 6,725,346 3,664,345 54 5 
353 Station Eqpt 115,297,358 51,467,633 44 6 
354 Towers 0,593,544 4.868.075 56 6 
355 Poles 4 1,558,164 22,321,791 53 7 
356 Lines 41,070,042 23,399,406 57.0 

Subtotal 213,803,120 105,721,250 

GENERAL PLANT 
389 Land 
390 Structures (11 

391 01391 61391 7 Office Furniture & Eqpt 
391 2 Computer 
392.2 Vehicles - General 
392.3 Vehicles - Transmission 
393 Stores Eqpt 
394 Tools 
395 Lab Eqpt 
396 Power Operated Eqpt 
397 Communication Eqpt 
398 Miscellaneous Eqpt 163,645 3,925 2.4 

Subtotal 18,283,504 6,213,447 

407,251 
3 9 4 4,8 9 5 
616,135 

7,013,902 
1,6 99,130 
1,257,240 
98,766 
71 7,086 
221,279 
504.739 

1,639,437 

1,786,210 
(282,102) 
436,114 
995,277 
625,460 
69,468 
385,947 
160,195 
392,925 

1,640,029 

45.3 
-45 8 
6 2  
58.6 
49.7 
70 3 
53.8 
72.4 
77.8 
100.0 

[ l ]  Life Span Method depreciation 
121 Whole Life Method depreciation 

TOTAL $ 1,908,295,624 $ 919,842,284 

Case No. 201 1-00036 
Witnesses: C. William Blackburn and Mark A. Hite 

Attachment for Item KlUC 1-36 
Page 730 of 1442 
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Existing Average Remaining 
Depreciation Service Service 

Life Rate Life 

NIA NIA NIA NIA NIA 

Net Proposed Annual Depreciation Expense 
Salvage Depreciation I 
Factor Rate Existing I 

1.71% 
1.79% 
1.89% 
1 "89% 
189% 
1.66% 
160% 
1.83% 
2.31% 
2.32% 
2.47% 
2.23% 

60 
58 
38 
10 
10 
58 
51 
58 
53 
53 
53 
53 

- 
28 -1.4% 
25 1 9% 
21 2.8% 
5 0.0% 
5 0 0% 
26 -1 4% 
19 4.2% 
26 0 7% 
21 0 0% 
21 -1348% 
21 -383% 
23 0 0% 

1.37% 
1.82% 
2.82% 
20.22% 
14.39% 
1.80% 
1.93% 
3 77% 
117% 
9.10% 
3.02% 
0.48% 

2,127,985 
12,000,044 
10,864,542 

60,649 
16,419 

3,753,298 
966,O 16 
55,470 
3,563 
33,336 
121,422 
24,596 

1,700,818 
12,204,838 
16,191,357 

648,949 
125,054 

4,061,308 
1,166,539 
114,371 
1,804 

130,751 
148,408 
5,266 

(427,167) 
2 0 4,7 9 4 

5,326,815 
588,300 
108,634 
308,010 
200,523 
58,901 
( 1,759) 
97,414 
26,986 
(1 9,330) 

2.23% 53 22 0.0% 1.96% 7,085 6,225 (861) 
30,034,427 36,505,688 6,471,261 

- - 
176% 53 26 -2.4% 1 83% 1 1  8,366 123,225 4,859 
2 22% 53 24 -0.2% 2.31% 2,559,601 2,661.323 101,722 
2 28% 58 31 563% -0.41% 195,933 (35,296) (231,229) 
3.24% 50 24 0 0% 1.97% 1,346,485 818,569 (527,915) 
2.47% 53 27 0.0% 1.62% 1,014,430 6 6 6,8 1 6 (347,6 14) 

5,234,815 4,234,638 (1,000,177) 

2.59% 
1.11% 
1.11% 
5.62% 
5.62% 
3.57% 
2.85% 
2.86% 
3.70% 
4.35% 

43 
10 
10 
10 
10 
16 
16 
16 
16 
16 

12 
8 
9 
6 
6 
6 
9 
6 
5 
1 

21 8% 
8.9% 
1.2% 
14.2% 
16 9% 
4.4% 
2.7% 
2.1% 
24.9% 
-0 1% 

2.84% 
17 12% 
10 29% 
4 39% 
5.85% 
4 40% 
4.61% 
4 41% 

0.03% 
-0.53% 

102,173 
6,839 
77,854 
95,491 
70,657 
3,526 
20,437 
6,329 
18,675 
71.316 

1 1  1,928 
105,460 
721,713 
74,575 
73,549 
4,349 
33,072 
9,768 
(2.676) 
418 

9,755 
98,621 
643,859 
(20.916) 
2,892 
823 

12,635 
3,440 

(21,351) 
(70.897) 
1 .  

5.44% 16 8 3.2% 1 1 BO% 8,902 19,309 10,407' 
482,199 1,15 1,466 669,267 

$ 35,751,440 $ 41,891.792 $ 6,140,351 

Case NO. 201 1-00036 
Witnesses: C. William Blackburn and Mark A. tfite 

Attachment for item KlUC 1-36 
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iation Rate Study Sos 

Account Description 

As of April 30,2010 
Plant Reserve Reserve 

Balance Balance Ratio 

310 Land 8 Land lmcrovements 4,537,577 0 0.0 

PRODUCTION PLANT 
340 Land 
3 11 Structures 
312 Boiler Plant 

312 A-K Boiler Plant - Env Compl 
312 L-P Short-Life Production Plant -Environmental 
312 V-Z Short-Life Production Plant -Other 

314 Turbine 
315 Electric Eqpt 
316 Misc Eqpt 
341 CT - Structures 
342 CT - Fuel Holders 8 Access 
343 CT - Prime Movers 
344 CT - Generators 
345 CT - Access. Elec. Eqpt. 

Subtotal 

TRANSMISSION tij 
350 Land 
352 Structures 
353 Station Eqpt 
354 Towers 
355 Poles 

475.968 
124,375,974 
667,206.536 
574,184,346 
3,208,938 
868,755 

225,272,354 
60,355,721 
3,014,912 
154,233 

1,436,912 
4,915,886 
1,102,964 
31 7,726 179,425 56.5 

1,666,891,222 807.907,587 

78,124,758 
347,026,279 
216,760,670 

165,475 
2 10,738 

124,744,924 
35,350.377 

42,128 
115,766 
564,590 

3,637,977 
984,479 

. -  
62.8 
52.0 
37 8 
5 2  
24.3 
55.4 
58.6 
l"4 
75.1 
39.3 
74.0 
89.3 

558,665 
6,724 ~ 1 28 3,664,345 54 5 

114,952.475 51,467,633 44.8 
8,593,527 4,868,075 56 6 
41.558,164 22,321,791 53.7 

356 Lines 41,070,042 23,399.406 57.0 
Subtotal 21 3,457,001 105,721,250 

GENERAL PLANT rq 
389 Land 4 0 7,2 5 1 
390 Structures [ r l  

391,01391 "61391.7 Office Furniture 8 Eqpt 
391.2 Computer 
392.2 Vehicles - General 
392.3 Vehicles - Transmission 
393 Stores Eqpt 
394 Tools 
395 LabEqpt 
396 Power Operated Eqpt 
397 Communication Eqpt 
398 Miscellaneous Eqpt 1 6 3,3 7 1 3,925 2.4 

Subtotal 18,020,954 6,213,447 

3,725,239 
613,221 

7,013,902 
1,699,130 
1,257,240 

98,766 
717,086 
221,279 
504,739 

1,599,730 

1,786,210 
(282,102) 
436,114 
995,277 
625,460 
69,468 
385,947 
160,195 
3 9 2,9 2 5 

1,640,029 

47 9 
-46.0 
6.2 
58 6 
49 7 
70 3 
53.8 
72 4 
77.8 
102 5 

[ 11 Lifespan Method depreciation 
[2] Whole Life Method depreciation 

?OTAL $1,902,906,753 $91 9,842,284 

Case NO, 201 1-00036 
Witnesses: C. William Blackburn and Mark A. Hite 

Attachment for Item KllJC 1-36 



Existing Average Remaining 
Depreciation Service Service 

Rate Life Life 

NIA 

171% 
1 79% 
1 89% 
1.89% 
1.89% 
1,66% 
1.60% 
1 83% 
2.31% 
2 32% 
2.47% 
2 23% 

Net Proposed I An nu a I Depreciation Expense 
Salvage Depreciation I 1 
Factor Rate I Existing I Proposed Variance 

NIA 

60 
58 
38 
10 
10 
58 
51 
58 
53 
53 
53 
53 

NIA 

28 
25 
21 

5 
5 

26 
19 
26 
21 
21 - 
21 
23 

NIA 

-4.5% 
.5.0% 
-2.0% 
0.0% 
0.0% 

-8.2% 
3.0% 
0.5% 
0.0% 

134.8% 
-38.3% 

0 0% 

NIA 

148% 
2.08% 
3.04% 

20 22% 
14 39% 
2.05% 
1.99% 
3.78% 
117% 
9.10% 
3 02% 
0.48% 

2,126,829 
11,942,997 
10,852,084 

60,649 
16,419 

3,739,521 
965,692 
55,173 

3,563 
33,336 

121,422 
24,596 

1,837,174 
13,899,939 
17,454,129 

648,949 
125,054 

4,624,161 
1,202,952 

113,919 
1,804 

130,751 
148,408 

5,266 

(289,656) 
1,956,942 
6,602,045 

5 8 8,3 0 0 
108,634 
884,639 
237.260 

58,746 
(1,759) 
97,414 
26.986 

(19.330) 
2.23% 53 22 0.0% 1.96% 7,085 6,225 . (86 i j  

29,949,367 40,198,729 10,249.362 

- 
1.76% 53 26 -3.2% 1.86% 11 8,345 125,216 6,871 
2.22% 53 24 -2.2% 2.38% 2,551,945 2,741,378 189,433 
2.28% 58 31 55.9% -0.40% 195,932 (34.127) (230,060) 
3.24% 50 24 0.0% 1.97% 1,346,485 81 8,569 (527,915) 
2.47% 53 27 0.0% 1.62% 1,014,430 666.816 (347,614) 

5,227,137 4,317,852 (909,284) 

2.59% 
1.11% 
1.11% 
5.62% 
5.62% 
3.57% 
2.85% 
2.86% 
3.70% 
4.35% 

43 
10 
10 
10 
10 
16 
16 
16 
16 
16 

12 
8 
9 
6 
6 
6 
9 
6 
5 
1 

2.4% 
8.8% 
1 2% 

14.2% 
16.9% 
4.4% 
2.7% 
2.1% 

24.9% 
-3.0% 

4 29% 
17 16% 
10.29% 
4.39% 
5.85% 
4.40% 
4.61% 
4.41% 

-0.53% 
0 48% 

96,484 
6,807 

77,854 
95,491 
70,657 
3,526 

20,437 
6,329 

18,675 
69,588 

159,648 
105,202 
721,713 
74,575 
73,549 
4,349 

33,072 
9,768 

(2,6 7 6 1 
7,633 

63,164 
98,395 

643,859 
(20,916) 

2,892. 
823 

12,635 
3,440 

(21?351) 
(61,956) 

5.44% 16 8 3.1% 11.81% 8,887 19,297 10,410 
474,735 1,206,130 7 31 I 394. 

$35,651,239 $45,722,711 $10,071,472 

Case NO. 201 1-00036 
Witnesses: C. William Ulackburn and Mark A. Hite 
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tudy Summary 

Account Description 

As of April 30,2010 

Balance Balance Ratio 
Reserve Plant Reserve 

310 Land 8 Land Improvements 4,537,577 0 0 0  

PRODUCTION PLANT rt] 
340 Land 
3 11 Structures 

, 312 Boiler-Plant 
312 A-K Boiler Plant - Env Campl 
3 12 L-P Short-Life Production Plant -Environmental 
312 V-2 Short-Life Production Plant -Other 

314 Turbine-. - 
315 Electric Eqpt 
316 Misc Eqpt 
341 CT - Structures 
342 CT - Fuel Holders 8 Access. 
343 CT - Prime Movers 
361 CT - Generators 
345 CT -Access. Elec. EaDt. 

475,968 
124,443,565 78,124,758 
670,393,520 347,026,279 
574,843,507 2 16,760,670 

3,208,938 165,475 
868,755 210,738 

226,102.282 "124,744,924. 
60,375,995 35,350,377 

3,031,173 42,128 
154,233 11 5,766 

1,436,912 564,590 
4,915,886 3,637,977 
1,102,964 984,479 

317,726 179,425 

62.8 
51.8 
37.7 
5.2 

24.3 
55.2 
58.6 

1.4 
75.1 
39.3 
74.0 
89.3 
56.5 

346 CT - Misc Equipment '* 0 0 
Subtotal 1,671.671.422 807,907,587 

TRANSMISSION It1 
350 Land 
352 Structures 
353 Station Eqpt 
354 Towers 
355 Poles 
356 Lines 41,070.042 23.399,406 57,O 

Subtotal - 213,803,120 105,721,250 

558,665 
6,7 25,346 3,664,345 54.5 

1 15,297,358 51,467,633 44.6 
8,593,544 4,868,075 56.6 

41.558.164 22,321,791 53.7 

GENERAL PLANT 
389 Land 
390 Structures [I] 

391.0/391.6/391.7 Office Furniture & Eqpt 
391.2 Computer 
392.2 Vehicles - General 
392.3 Vehicles - Transmission 

393 Stores Eqpt 
394 Tools 
395 LabEqpt 
396 Power Operated Eqpt 
397 Communication Eqpl 

407,251 
3,944,895 

616,135 
7,013,902 
1,699,130 
1,257,240 

98,766 
. 717,086 

221,279 
504,739 

1,639,437 

1,786,210 
(282,102) 
436,114 
9 9 5,2 7 7 
625,460 
69,468 

385,947 
160,195 
392,925 

1,640,029 

45.3 
-45.8 

6.2 
58.6 
49 7 
70.3 
53.8 
72.4 
77.8 

100.0 
398 Miscellaneous Eqpt 16 3,645 3.925 2.4 

Subtotal - 18,283.504 6,2 13,447 

[l] Life Span Method depreciation 
121 Whole Life Method depreciation 

-.-. - - - e .  .. 
Case-$40.201 I-00036 

Witnesses: C. William Blackburn and Mark A. Hite 
Attachment for Item KIUC 1-36 
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Z 1.908-295.624 $ 919,842,284 TOTAL 

" -  

Case NO. 201 1-00036 
Witnesses: C. William Blackburn and Mark A. Hite 
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Existing 
Depreciation 

Rate 

1.71% 

1.89% 
1.89% 
1.89% 

- 1..?2!%!. 

Average Remaining Net Proposed I Annual Depreciation Expense 
Service j servze 1 Salvage 1 Depreciation I I 

Life Factor Rate Existing 1 Proposed J Variance 

1.66% 
7'60%' 
1.83% 
2.31% 
2.32% 
2.47% 
2.23% 
2.23% 

60 

38 
10 
10 
58 
51 
58 
53 
53 
53 
53 
53 

4- 58 .- " 

28 
25 

5 
5 
26 
19 
26 
21 
21 
21 
23 
22 

'3- 

.,-_. 

0.0% 
-8.9% 
-5.4% 
0.0% 
0.0% 
-0.8% 

-27.2% 
0.0% 
0.0% 
0.0% 
0.0% 
0.0% 

- -. " _  ._I 

Z8Z 

1 .32% 
2.24% 3750~/o", 

20.22% 
14.39% 
"...._I 1.77% . . 
2.40% 
4.85% 
1.17% 
2 83% 
1.22% 
0.48% 
1.96% 

2,127,985 

60,649 
16,419 

3,753,298. 
966,016 
55,470 
3,563 
33,336 
12 1,422 
24,596 
7,085 

1,640,898 
15,045,057 
18,419,779 

648,949 
125,054 

1,448,540 
146,913 
1,804 

40,604 
59,984 
5,266 
6,225 

.~ _I- 

4 ~ ~ ~ ~ & ? ~ ~ .  

(487,087) 
3,045,013 
K535$236 
588.300 
108,634 

.253,784 
482,525. 
91,443 
(1,759) 
7,268 

(61,438) 
(1 9,330) 

(861 1 

30,034,427 41,596,156 11,561.729 

1.76% 53 26 -0.2% 1.75% 118,366 117,358 (1,008) 
2.22% 53 24 -0.5% 2.32% 2,559.601 2,675,509 1 15,908 
2.28% 58 31 -59.8% 3.28% 195,933 281,542 85.609. 
3.24% 50 24 0.0% 1.97% 1,346,485 818,569 (527,915) 
2.47% 53 27 0.0% 1.62% 1,014,430 666.8 16 (347,614) 

5,234.815 4,559,794 (675.021) 

2.59% 
1.11% 
1.11% 
5.62% 
5.62% 
3.57% 
2.85% 
2.86% 
3.70% 
4 35% 

43 
10 
10 
10 
10 
16 
16 
16 
16 
16 

12 
8 
9 
6 
6 
6 
9 
6 
5 
1 

-23.3% 
-1 1.7% 
-1.6% 

-1 5.9% 
-16.9% 
-12.3% 
-6.4% 
-16.2% 
-24.9% 
-3.8% 

6.73% 
19.68% 
10.60% 
9.22% 
11.79% 
7.31% 
5.58% 
7.57% 
8.98% 
3.80% 

102.173 
6,839 
77,854 
95,491 
70,657 
3,526 
20,437 
6,329 
18,675 
71,316 

265,508 
121,264 
7 4 3,3 8 6 
156,664 
148,226 
7,224 
40,038 
16,756 
45,345 
62.334 

163,335. 
114,425 
665,531 
61,173 
77,569 
3.698 
19,601 
10,428 
26,669' 
(8,98 1) 

5.44% 16 8 -8.8% 13.30% 8,902 21.758 12.856 
482,199 1,628,504 1,146,305 

Case No. 201 1-00036 
Witnesses: C. William Clackburn and Mark A. liife 

Attaehmenf for llem KlUC 1-36 
Page 1219 of 1442, 

XI ,rW 



w - .  I_ 

$35,752,440 $ 47.704453 S 12,033.013 

34 % 

Case No. 2011-00036 
Witnesses: C. William Blackburn and Mark A. Hite 
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Bill Blackburn 

Fmm: 
Sent: 
To: 
cc: 
Subject: 

I certainly agree 

Bill Blackbum 
Monday, February 28, 2011 4: 12 PM 
Mark Bailey 
Bob Berry 
RE: Big Rivers --below is the sentence to add to your email to RUS momenlsrily 

From: Mark Bailey 
Sent: Monday, February 28,2011 4:08 PM 
To: Bill Blackbum 
Cc: Bob Berry 
Subject: FW: Big Rivers -- below is the sentence to add to your email to RUS momentarily 

Bill, While I appreciate BBM hanging with us Ute past several days, I can't imagine ever using them again. Mark 

Sent from my Samsung Jackm, a Windows Mobile@ smartphone from ATBT 

From: Mark Hite <Mark.Hlte@bigrivers.com> 
Sent: Monday, February 28, 2011 5:04 PM 
To: Mark Bailey <Mark.Bailey@bigrivers.com> 
Subject: R E  Big Rivers -- below is the sentence to add to your email t o  RUS momentarily 

Mark, I certainly don't need to tell you that BBM's professionalism on this project has been horrible every step of the way. 
You said it welt ... "very disappointing". 

Mark A. Hite, CPA 
VP Accounting 
Big Rivers Electric Corporation 
201 Third Street 
Henderson, KY 42420 
Corporate. 270-827-2561 
Oftice Direct: 270-844-6149 
Cell: 270-577-681 5 
Fax: 270-827-2558 
Home: 812-853-0405 

From: Mark Bailey 
Sent: Monday, February 28, 2011 4:OO PM 
To: Mark Hite 
Subject: RE: Big Rivers -- below is the sentence to add to your email to RUS momentarily 

Great! From what was reported to me, BBM could have made it less nerve wracking had they accurately reported how 
they handled multiple unit plant retirements upfront. Disappointing. Thanks, Mark 

Sent from my Samsung Jackw, a Windows Mobile@ smartphone from ATBT 

-- 
From: Mark Hite <Mark.HIb@bigrivers.com> 
Sent: Monday, February 28,2011 3 5 3  PM 
To: Mark Bailey <Mark.Bailey@bigriven.com> 
Subject: RE: Big Rivers -- below is the sentence to  add toyour email to RUS momentarily 

1 

Case No. 201 1-00036 
Witnesses: C. William Blackburn and Mark A. Hite 

Attachment for Item KlUC 1-36 
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Mark, wasn't sure if you were on the just completed call or not ... 

Upon receipt of the final letter of clarification from BBM momentarily, RUS has agreed to send the requested letter 
approving the depreciation study before close of business today. 

Mark 

Mark A. Hite, CPA 
VP Accounting 
Big Rivers Electric Corporation 
201 Third Street 
Henderson, KY 42420 
Corporate: 270-827-2561 
Office Direct: 270-844-6149 
Cell: 270-577-6615 
Fax: 270-827-2558 
Home: 812-853-0405 

From: Mark Hlte 
Sent: Monday, February 28, 2011 350 PM 
To: 'Kelly, Ted'; Summerville, Jon 
Subject. Big Rivers -- below is the sentence to add to  your ernail to RUS momentarily 

Please add the following sentence: 

'As you are aware, Big Rivers is standing by waiting to receive from RUS an email containing a pdf of your letter 
approving this depreciation study to submit in its rate firing to the Kentucky Public Service Commission later today.' 

As I expect you planned, please copy me on your email to RUS momentarily 1'11 give you a call in 5 minutes to confirm all 
is well. 

Thanks, 
"Mark 

Mark A. Hite, CPA 
VP Accounting 
Big Rivers Electric Corporation 
201 Third Street 
Henderson, KY 42420 
Corporate: 270-827-2561 
Office Direct: 270-844-6149 
Cell: 270-577-6815 
Fax: 270-827-2558 
Home: 812-853-0405 

2 

Case No. 201 1:00036 
Witnesses: C. William Blackburn and Mark A. Hite 
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Mark Baby 

From: Mark Bailey 
a n t :  
To: SandyNovick . 
cc: Bums Mercer; Kelly Nuckols 
Subject: 
Attachment% otreO~OoOi .pdf 

_-___- - ._I__L.-.IÎ --.L" -.-.-..--,...--- ---..-I_-.....I __.._.._._ -..."..-..._.I_-. -*-._- .__^__ _LI...--- 

Friday, December 10,2010 828 AM 

FW. invoice, f"n Jack Gains 

ro discuss this matter as a group, My iind 
te consultant to help the Memb 
if Rig Rivers pays for this that 

t, I am also concerned if the smelters learn we are paying for the Members' 
consultant they will ejthet balk at paying 70% andlor ask that we pay for their 
consultant as well. As you all weft know, Big Rivers is not really in a position to 
absorb any additional expenses either this year or next either for that matter. 
Thanks, Mark 

Please see below. 

Comments? 

Mark A. Hite, CPA 
VP Accounting 
Big Rivers Electric Corporation 
201 Third Street 
Henderson, KY 42420 
Corporate: 270-827-2561 
Office Direct: 270-844-6149 
Cell: 270-577-6815 
Fax: 270-827-2558 
Home: 812-853-0405 

From: st;eve Thompson [maIlto:sthornpson@kenetgycotp.com] 
sent: Hday, December 10,2010 744 AM 
To: Mark HI&! 
Subject: invoice from 3adc Gaines 

I am forwarding this invoice based o n  my undentandlng that BREC will pay for  his review ofthe BREC 
cost of service study. 
thanks 

ConfMentblity Notice: Thls m a i l  message, induding any a&whrnents, is for the sole use of the 
intended redplent(s) and may atntaln confidential and privileged information. Any unauthorized mlew, 
copy, use, dlsdosure, or distribution is pmhlbtkd. If you are not the Intended rea'p'ent, please contact 
the sender by reply m a i l  arid destroy all copies of the original message. 

415'201 1 

Case No, 201 1-00036 
Witnesses: Mark A. Bailey, C. William Blackburn, and Mark A. Mite 
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KIUC EXHIBIT /7 

maIlto:sthornpson@kenetgycotp.com


Invoica Date: Debember 1,2010 

Project Numbar: o&ocfso.l1 
trmoke Nunkw: i 

Labor 
Subsistam 
Transportation 
Shippingmrfnting 

Total 

$ 2,517.50 
$ 160.85 
$ 1,104.97 
8 - 
$ 3,783.12 

PAYMENT DUE UPON RECEIPT OF INVOICE 

THANK YOU 

JDG Consulting, LLC 
Spechlkhg kr lJmy Rates and Fhandal SeM'Oes Case No. 201 1-00036 

Witnesses: Mark A. Bailey, C, William Rlackburn, and Mark A. Hite 
Attachment for Item KIUC 1-d2 
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