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INTRA-AGENCY MEMORANDUM 

KENTUCKY PUBLIC SERVICE COMMISSION 

TO: Case File 

Rick Bertelson, Staff Attorney 

DATE: June 15,2009 

SUBJECT: Case No. 2007-00455 
Big Rivers Electric Corporation, et al. 

Pursuant to the Commission Staff notice dated June 2, 2009, an informal conference 
(“IC”) was held on June 3, 2009 at the Commission’s offices in Frankfort, Kentucky. As 
listed in the Staff notice, the purpose of the conference was to discuss issues related to 
the closing of the Unwind Transaction. A list of the attendees is attached hereto, 
including those participating by telephone. 

The applicants stated that they have not been able to close the Unwind Transaction, 
due primarily to the decision of one of the necessary parties, Century Aluminum 
(“Century”), that it could not close the Unwind under the terms of its proposed purchase 
power agreement. Century’s decision not to give its consent to the Unwind Transaction 
is a result of the currently low market prices of both aluminum and wholesale electric 
power due to the worldwide economic downturn of 2008-2009. According to Century, 
this drop in market prices could cost the smelter millions of dollars annually from a 
combination of lower profits on aluminum sales and deficiency payments for power not 
consumed being resold at wholesale market prices well below the price in Century’s 
power contract. 

According to E.ON and Century, the companies have been negotiating to resolve this 
problem but they have not been able to agree on a solution that might alleviate some of 
the risks for Century. However, Century and E.ON intend to continue discussions in 
hope of reaching an agreement that satisfies both companies’ needs in order to proceed 
with the closing of the Unwind Transaction under the existing framework of the 
proposed smelter power contracts. 

Big Rivers stated that, without the Unwind Transaction, it must devote its full attention to 
pursuing its pending rate case. Following its buyout of the Philip Morris Credit 
Corporation leveraged lease in 2008, it has had very low cash reserves, and, stressing 
that it is not a large company, Big Rivers said that it cannot continue to devote 
personnel and resources to the Unwind Transaction for an unlimited amount of time. 
Big Rivers estimates that administrative expenses, legal fees, and other costs related to 
the Unwind Transaction total approximately $600,000 per month. 
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Big Rivers also noted that Moody’s withdrew its investment grade credit rating of Big 
Rivers based upon Century’s decision not to go forward with closing the Unwind 
Transaction. A copy of Moody’s press release regarding the withdrawal was handed 
out and is attached hereto. 

E.ON stated that it is considering a plan whereby the parties may be able to close the 
Unwind Transaction without Century. Under the proposal, Century would remain under 
its current purchase power agreement, which expires at the end of 2010. E.ON stated 
that, at that time, Century would have to work with either Kenergy or Big Rivers directly 
to acquire a new contract for electric power. E.ON stated that it discussed this proposal 
with Big Rivers and Rio Tinto Alcan and that both were receptive to the idea. However, 
Century stated that it had no knowledge of this proposal and could not express any 
opinion until it had reviewed a written version of the proposal. 

Big Rivers acknowledged that, absent a contractual agreement to sell power to the 
smelters, there had been no resolution of whether or not Big Rivers has a legal 
obligation to sell power to the smelters at cost-of-service rates, and that this issue would 
eventually need to be resolved if one or both smelters continue to be served under their 
respective existing contracts.. 

Big Rivers was asked if it had completed enough of the transmission line project, which 
was approved in Case No. 2007-00177, to allow the power currently taken by the 
smelters to be resold on the wholesale market if one or both smelters shut down. Big 
Rivers stated that Phase I of the transmission line project is complete, allowing it 
sufficient transmission capacity to transmit the entire load of either smelter. 

E.ON was asked whether it could take all or some of Century’s approximate 400 MW 
load for a period of time and, if Century still needed some of that power, E.ON could sell 
the power back to Century. Century noted that its negotiations with E O N  were for this 
type of an arrangement, while E.ON noted that the amount of Century’s load to be 
purchased was the sticking point, as the companies have not been able to agree on the 
precise level of risk-sharing. 

Century stated that it continues to support the Unwind but cannot close unless it has a 
“backstop” to lessen its risk due to the currently low prices for both aluminum and 
wholesale market power. 

E.ON proposed, and the other parties agreed, to meet again at the Commission’s 
Frankfort offices on June 16, 2009 to discuss terms for reaching an agreement on 
closing the Unwind Transactions. EON agreed to provide a written outline to the 
parties of how the proposal to close the Unwind Transaction without Century would 
work. E.ON will also file a motion with the Commission detailing its request for the 
informal conference and explaining the need for the parties to meet individually with 
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Commission Staff. By filing this motion, any objections to Staffs performing that role 
can be raised and addressed prior to the conference. 

Finally, E.ON requested that the Commission take no action with respect to the 
March 6, 2009 Order before the June 16, 2009 informal conference. Commission Staff 
stated its opinion that the Commission sees no need to act immediately, but if the 
parties are unable to reach an agreement in the near future to close the Unwind 
transaction, the Commission will then likely need to address the final disposition of the 
March 6, 2009 Order. 
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Global Credit Research 
Rating Action 

1 JUN 2009 

Rating Action: Ohio (County of) KY 

Moody's withdraws (P)Baal rating of County of Ohio, Kentucky 

Approxiately $83.3 million of proposed securities affected 

New York, June 01, 2009 -- Moody's Investors Service withdrew the (P)Baal senior secured rating previously 
assigned to a proposed offering of $83.3 million of County of Ohio, Kentucky Pollution Control Revenue 
Refunding Bonds (Big Rivers Electric Corporation Project), which were to be issued on behalf of Big Rivers 
Electric Corporation (Big Rivers). The rating withdrawal follows a decision by Century Aluminum of Kentucky, 
a wholly owned subsidiary of Century Aluminum Company, not to proceed as originally planned with their 
contractual role in a series of steps to unwind the existing lease agreements between Big Rivers and E.ON 
US. LLC. After closing of the unwind of the lease agreements, Big Rivers had planned to cause the County 
of Ohio to proceed with the issuance to refund $83.3 million in aggregate principal amount of Pollution 
Control Refunding Revenue Bonds, Series 2001A (Big Rivers Electric Corporation Project) outstanding, 
which were previously issued on behalf of Big Rivers by the County of Ohio, Kentucky. The prior bonds were 
Periodic Auction Reset Securities that were insured as to the payment of principal and interest when due by 
Ambac Assurance Corporation. The previously proposed offering of bonds were intended to represent 
standalone senior secured obligations of Big Rivers Electric Corporation, ranking on parity with all of Big 
Rivers' existing debt under its first mortgage bond indenture. Since the unwind of the lease agreements 
cannot proceed without the participation of all participants in its current structure, Big Rivers does not 
currently plan to proceed with the proposed offering. 

The principal methodology used in rating Big Rivers Electric Corporation's obligation under the proposed 
bonds was US. Electric Generation & Transmission Cooperatives, which can be found at www.moodys.com 
in the Credit Policy & Methodologies directory, in the Ratings Methodologies subdirectory. Other 
methodologies and factors that may have been considered in the process of rating this issuer can also be 
found in the Credit Policy & Methodologies directory. 

The last rating action was March 13, 2009 when Moody's assigned a (P)Baal senior secured rating and 
stable outlook for Big Rivers, representing the first time that Moody's had assigned a rating to bonds 
representing a standalone obligation of Big Rivers. 

Big Rivers Electric Corporation is an electric generation and transmission cooperative headquartered in 
Henderson, Kentucky and owned by its three member system distribution cooperatives- Jackson Purchase 
Energy Corporation; Kenergy Corp; and Meade County Rural Electric Cooperative Corporation. These 
member system cooperatives provide retail electric power and energy to more than 11 1,000 residential, 
commercial, and industrial customers in 22 Western Kentucky counties. 
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CREDIT RATINGS ARE MOODY'S INVESTORS SERVICE, INC.'S (MIS) CURRENT OPINIONS OF THE 

SECURITIES. MIS DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS 
CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED FINANCIAL LOSS 
IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT 
NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS ARE 
NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. CREDIT RATINGS DO NOT CONSTITUTE 

RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE 

http://www.moodys.com


INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS ARE NOT RECOMMENDATIONS TO 
PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. CREDIT RATINGS DO NOT COMMENT ON THE 
SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. MIS ISSUES ITS CREDIT RATINGS 
WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL MAKE ITS OWN STUDY 
AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR PURCHASE, HOLDING, 
OR SALE. 

0 Copyright 2009, Moody's Investors Service, Inc. and/or its licensors including Moody's Assurance Company, Inc. 
(together, "MOODY'S"). All rights reserved. 

ALL. INFORMAIION C.;ONTAINED HEREIN IS PRO'TEClTED BY COPYRIGHT LAW AN11 NONE OF SIKH INFORMATION MAY BE 
COPIED OR OTHERWISE REPROC)lKED, REPACKAGED, FURTHER TRANSMITTED, -TRANSFERRED, DISSEMINATED, 
REC)IS'TRIBUTEI) OR RESOLD, OR STORED FOR SUBSEQUENT LEE FOR ANY SUCH I'URPOSE, I N  WH0L.E OR I N  PART, I N  ANY 
FORM OR MANNER OR BY ANY MEANS WIWTSOEVER, BY ANY PERSON WITHOLJT MOODY'S PRIOR WRITTEN CONSENT Ail 
information contained herein is obtained by M0ODY'S f io in souices believed by it to  be accurate and reliable Because of the 
ipossil;ility of human or mechanical error as well as other factors, however, such information is provided "as is" without warranty 
of any ltind and MOODY'S, in particular, makes no representation or warranty, express or implied, as to the accuracy, timeliness, 
completeness, merchantability o r  fitness for any particular purpose of any such information. Under no circumstances shall 
MOODY'S have any liability to any person or entity for (a) any loss or damage in whole or in  part caused by, resulting from, o r  
relating to, any error (negligent or otherwise) or other circumstance or contingency within or outside the control of MOODY'S 01- 

any of its directors, officers, employees or agents in connection with the procurement, collection, compilation, analysis, 
interpretation, communication, publication or delivery of any such information, o r  (b) any direct, indirect, special, consequential, 
compensatory or incidental damages whatsoever (including without limitation, lost profits), even if MOODY'S is advised in 
advance of the possibility of such damages, resulting from the use of or inability to use, any such information. 'The credit ratings 
and financial reporting analysis observations, if any, constituting part of the information contained herein are, and must be 
construed solely as, statements of opinion and not statements of fact or recommendations to purchase, sell or  hold any 
securities NO WARRANTY, EXPRESS OR IMP1 IED, AS TO 'THE ACCURACY, TIMEL.INESS, COMPLETENESS, MERCHANTABILITY OR 
FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUC.H RATING OR OTHER OPINION OR INFORMATION I S  GIVEN OR MADE BY 
MOODY'S I N  ANY FORM OR MANNER WHATSOEVER Each rating or other opinion must be weighed solely as one factor in any 
investment decision made by or or1 behall of any user of the inforrnatiori coritairied herein, and each such user must accordirigly 
make its own study and evaluatiori of each security and of each issuer and guarantor of, and each provider of creclit support for, 
each security that it rnay currsider purchasiiig, holding or selling. 

MOODY'S hereby discloses that most issuers of debt securities (including corporate and municipal bonds, debentures, notes and 
commercial paper) and preferred stock rated by MOODY'S have, prior to assignment of any rating, agreed to pay to MOODY'S for 
appraisal ancl rating services rendered by it fees ranging from Q;l,SOO to approximately $2,400,000. Moody's Corporation (MC,O) 
and its wholly-.owned credit rating agency subsidiary, Moody's Investors Service (MIS), also maintain policies and procedures to 
address the independence of  MIS's ratings and rating processes. Information regarding certain affiliations that rnay exist 
between directors of MCO and rated entities, and between entities who hold ratings from MIS and have also publicly reported to 
the SEC. an ownership interest in MC,O of more than 5%, is poslred annually on Moody's website a t  www.moodys corn under the 
heading "Shareholder Relations .- Corporate Governance . Director and Shareholder Affiliation Policy." 


