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VERIFICATION
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VERIFICATION

I verify, state, and affirm that the foregoing responses for which I am listed as a witness
are true and correct to the best of my knowledge and belief.
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SUBSCRIBED AND SWORN TO before me by David A Spamhoward on this the 12®

~ day of February, 2008.

Notary Public, Ky. State at Large
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I verify, staté, and affirm that the foregoing responses for which I am listed as a witness
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day of February, 2008. :
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I verify, state, and affirm that the foregoing responses for which I am hsted as a witness
are true and correct to the best of my knowledge and belief,

Mark A. Bailey (
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COUNTY OF HENDERSON - )

SUBSCRIBED AND SWORN TO before me by Mark A. Bailey on this the 12" day of

February, 2008.
Polla Trtehut

Notary Public, Ky. State at Large
My Commission Expires [~{ol-(' 1-{2-09
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BIG RIVERS ELECTRIC CORPORATION’S
RESPONSE TO THE ATTORNEY GENERAL’S INITIAL REQUEST
FOR INFORMATION TO JOINT APPLICANTS
PSC CASE NO. 2007-00455
February 14, 2008

Item 1) State each material fact which prevents Big Rivers from electing to

continue its present mode of operation under the existing Lease Agreement.

Response)  There are no material facts that keep Big Rivers from continuing its
present mode of operaﬁons under the existing Lease Agreement or existing Purchase
Power Agreement, other than its contractual obligations under the Termination
Agreement. The decision made by Big Rivers to pursue the Unwind Transaction was
rather one of balancing the reasons for staying in the current arrangement against those

for proceeding with the Unwind.

As discussed below in the response to the Attorney General’s Initial Request, Item 43,
those reasons include the financial strictures of the current arrangement versus the
financial flexibility Big Rivers will have under the Unwind Transaction. Currently, Big
Rivers has no way to adequately fund significant new capital obligations for litigation
liability, environmental assessments, capital additions for load growth, or unexpectedly
large obligations it may face at Lease end. Moreover, the current arrangement has seen
its share of continuing disputes between E.ON and Big Rivers, and E.ON clearly is eager
to sever ties. Facing a clearly dissatisfied partner in E.ON for the next sixteen years—or
two Smelters desperate to find a low-cost source of power—is not pleasant to
contemplate. Both the direct and indirect employment benefits derived from the Smelters
and the opportunity for further economic development in Western Kentucky under the
Unwind Transaction militate against the status quo. Finally, Big Rivers is committed to
being a long-term power supplier for Western Kentucky, and the Lease Agreement and

Power Purchase Agreement offer only a short-term fix rather than a lasting solution.

Witness) Michael H. Core

Item 1
Page 1 of 1
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BIG RIVERS ELECTRIC CORPORATION’S
RESPONSE TO THE ATTORNEY GENERAL’S INITIAL REQUEST
FOR INFORMATION TO JOINT APPLICANTS
PSC CASE NO. 2007-00455
February 14, 2008

Item 2) State each material fact which prevents Big Rivers from electing to

continue its present mode of operation under the existing Power Purchase Agreement.

Response)  See Big Rivers’ Responsé to the Attorney General’s Initial Request, Item
1.

Witness) Michael H. Core

Item 2
Page 1 of |
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BIG RIVERS ELECTRIC CORPORATION’S
RESPONSE TO THE ATTORNEY GENERAL’S INITIAL REQUEST
FOR INFORMATION TO JOINT APPLICANTS
PSC CASE NO. 2007-00455
February 14, 2008

Item 3) Provide the most recent comparison of expected future cash flows to Big
Rivers under continuation of the existing Lease Agreement/Power Purchase Agreement
versus expected future cash flows as modeled (Exhibit 8) for the proposed Unwind/Lease

Agreement Termination transactions, performed by or for Big Rivers

i Please explain why such a comparison was not performed; and,

. Provide the requested comparison.

Response)  Please see comparison of expected future cash flows to Big Rivers under
continuation of the existing Lease Agreement/Purchase Power Agreement versus
expected future cash flows as modeled (Exhibit 8) for the proposed Unwind/Lease

agreement Termination Transaction.

Witness) C. William Blackburn

ltem 3
Page 1 of |
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BIG RIVERS ELECTRIC CORPORATION’S
RESPONSE TO THE ATTORNEY GENERAL’S INITIAL REQUEST
FOR INFORMATION TO JOINT APPLICANTS
PSC CASE NO. 2007-00455
February 14, 2008

Item 4) It is stated that Big Rivers “exists for the principal purpose of providing
the wholesale electricity requirements of its three distribution cooperative members”,
(emphasis added).

a. State each and every other purpose for which Big Rivers exists.

b. Describe and discuss the nature of each such “other purpose”

identified in a.

Response) KRS Chapter 279 states the purposes for which electric cooperatives may

be organized:

279.020 Who may incorporate.

Any three (3) or more individuals, partnerships, associations or private
corporations a majority of whom are citizens of Kentucky, may by executing,
filing, and recording articles of incorporation as provided in KRS 279.030 and
279.040 Qfganize to conduct a nonprofit cooperative corporation for the:

(1) Primary purpose of generating, purchasing, selling, transmitting, or
distributing electric energy to any individual or entity, and providing any good or
service related to generating, purchasing, selling, transmitting, or distributing
electric energy to any individual or entity; and

(2) If the cooperative desires, for the secondary purpose of engaging in any other
lawful business or activity, provided that any nonregulated business or activity is
conducted through an affiliate except for any business or activity which does not
involve the sale of a product that is conducted pursuant to a contract with a
federal military installation or a contract for administrative services which does
not involve the sale of a product requested by a local, state, or federal

government.

Article IT of the Big Rivers Articles of Incorporation sets forth the specific purposes for

which Big Rivers was organized:

Item 4
Page ! of 4
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BIG RIVERS ELECTRIC CORPORATION’S
RESPONSE TO THE ATTORNEY GENERAL’S INITIAL REQUEST
FOR INFORMATION TO JOINT APPLICANTS
PSC CASE NO. 2007-00455
February 14, 2008

ARTICLE I

The purpose or purposes for which the corporation is formed are to promote and
encourage the fullest possible use of electric energy in the Commonwealth of Kentucky,
by making eleciric energy available by production, transmission, distribution, or by
otherwise securing the same for inhabitants of and persons, including natural persons,
firms, associations, corporations, business trusts, partnerships and bodies politic and
corporate, in rural areas of the Commonwealth of Kentucky, at the lowest cost consistent
with sound business methods and prudent management of the business of the corporation
and also by making available to the said inhabitants and persons, including natural
persons, firms, associations, corporations, business trusts, partnerships and bodies politic
and corporate, electrical devices, equipment, wiring, appliances, fixtures, supplies and
machinery (including any fixtures or property, or both, which may by its use be
conducive to a more complete use of electricity or electric energy) operated by electricity
or electric energy, and accounting services, forms and supplies, bargaining services,
business counsel and advice, engineering services, supervisory services, investment
counsel, general purchasing services of all kinds, and any other services that are
requested or deemed advisable or desirable in the conduct of the business of the
corporation or in the business of any natural persons, firms, associations, corporations,
business trusts, partnerships and bodies politic and corporate, in rural areas of the
Commonwealth of Kentucky. In addition, the purpose or purposes for which the

corporation is formed are, without limiting the generality of the foregoing:

(a) {o generate, manufacture, purchase, transport, acquire and accumulate electric
energy for its members and non-members to the extent permitted by the Act under which
the Corporation is formed and to transmit, distribute, furnish, sell, and dispose of such
electric energy to its members and non-members to the extent permitted by the Act under
which the Corporation is formed, and fo constrﬁct, erect, purchase, lease as lessee and in

any manner acquire, own, hold, maintain, operate, sell dispose of, lease as lessor,

Item 4
Page 2 of 4
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| BIG RIVERS ELECTRIC CORPORATION’S
RESPONSE TO THE ATTORNEY GENERAL’S INITIAL REQUEST
FOR INFORMATION TO JOINT APPLICANTS
PSC CASE NO. 2007-00455
February 14, 2008

exchange and mortgage plants, buildings, works, machinery, supplies, apparatus,

equipment and electric transmission and distribution lines or systems necessary,

‘convenient or useful for carrying out and accomplishing any or all of the foregoing

purposes;

(b) to acquire, own, hold, use, exercise and, to the extent permitted by law, to sell,.
mortgage, pledge, hypothecate and in any manner dispose of franchises, rights,
privileges, licenses, rights of way and easements necessary, useful or appropriate to

accomplish any or all of the purposes of the Corporation;

(c) to purchase, receive, lease as lessee, or in any other manner acquire, own, hold,
maintain, use, convey, sell, lease as lessor, exchange, mortgage, pledge or otherwise
dispose of any and all real and personal property or any interest therein necessary, useful

or appropriate to enable the Corporation to accomplish any or all of its purposes;

(d)  to assist its members to wire their premises and install therein electrical and
plumbing appliances, fixtures, machinery, supplies, apparatus and equipment of any and
all kinds and character (including, without limiting the generality of the foregoing, such
as are applicable to water supply and sewage disposal) and, in connection therewith and
for such purposes, to purchase, acquire, lease, sell, distribute, install and repair electrical
and plumbing appliances, fixtures, machinery, supplies, apparatus and equipment of any
and all kinds and character (including, without limiting the generality of the foregoing,
such as are applicable to water supply and sewage disposal) and to receive, acquire,
endorse, pledge, guarantee, hypothecate, transfer or otherwise dispose of notes and other

evidences of indebtedness and all security therefor;

(e) to borrow money, to make and issue bonds, notes and other evidences of
indebtedness, secured or unsecured, for monies borrowed or in payment for property
acquired, or for any of the other objects or purposes of the Corporation; to secure the

payment of such bonds, notes or other evidences of indebtedness by mortgage or

Item 4
Page 3 of 4
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BIG RIVERS ELECTRIC CORPORATION’S .
RESPONSE TO THE ATTORNEY GENERAL’S INITIAL REQUEST
FOR INFORMATION TO JOINT APPLICANTS
PSC CASE NO. 2007-00455
February 14, 2008

mortgages, or deed or deeds of trust upon, or by the pledge of or other lien upon, any or
all of the property, rights, privileges or permits of the Corporation, wheresoever situated,

acquired or to be acquired;

(D to do and perform, either for itself or its members, any and all acts and things, and
to have and exercise any and all powers, as may be necessary or convenient to
accomplish any or all of the foregoing purposes or as may be permitted by the Act under

which the Corporation is formed, and to exercise any of its power anywhere.

Witness) Michael H. Core

Item 4
Page 4 of 4
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BIG RIVERS ELECTRIC CORPORATION'S'
RESPONSE TO THE ATTORNEY GENERAL’S INITIAL REQUEST
FOR INFORMATION TO JOINT APPLICANTS
PSC CASE NO. 2007-00455
February 14, 2008

Item 5) Does Big Rivers have committed financing as represented for example by
“Commitment Letters” from lenders for the new debt financing to finance the Unwind
Transaction?

a. If so, please provide the Commitment Letters and most current
draft loan agreements and documentation.

b. If not, please state when committed debt financing will

be sought by Big Rivers.

Response)  No term sheets have been agreed to and no firm commitments have been
given. However, discussions are on-going. An alternative long-term financing scenario
Big Rivers is exploring with the RUS is applying $200 million to the New RUS Note
upon the Unwind closing, plus on-going quarterly debt service payments equal to the
representative portion of the Unwind level debt service, which would allow Big Rivers
not to exceed the Allowed Balance amount shown on the RUS Maximum Debt Balance
Schedule for several years. By the end of that time, Big Rivers expects the refinancing to
occur. Approval of the RUS is required to allow for the scenario discussed above, and

for amending the existing notes, including the RUS ARVP Note.

Witness) C. William Blackburn

Item 5
Page 1 of 1
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BIG RIVERS ELECTRIC CORPORATION’S
RESPONSE TO THE ATTORNEY GENERAL’S INITIAL REQUEST
FOR INFORMATION TO JOINT APPLICANTS
PSC CASE NO. 2007-00455
February 14, 2008

Item 6) Provide documents which show most current projected load growth over

the next five years for Big Rivers’ member cooperatives (Kenergy, Corp., Jackson
Purchase Energy Corporation, and Meade County Rural Electric Cooperative), including
load growth for smelters separately.

Response)  See table attached.

Witness) C. William Blackburn

Item 6
Page 1 of 1



BIG RIVERS ELECTRIC CORPORATION

2007 LONG-TERM LOAD FORECAST - BASE CASE
TOTAL NATIVE ENERGY REQUIREMENTS
PLUS SMELTERS & FIRM OFF-SYSTEM CONTRACTS

Native Smelters Native - OIF-System “Total
Energy Sales  Energy Sules  + Smelters Firm Sales Sales
Year (MWh) (MWh) MWy (MWh) (VFWh)
2007 3,264,909 7,322,055 10,616.964 10,616,964
2008 3375398 7,335,682 10,711,080 10,711,080
2009 3,430,733 7.335,682 10,766414 10,766,414
2010 3,477,341 7,335,682 10,813,022 10,813,022
2011 3,530,346 - 7.335,682 10,866,028 16,866,028
2042 3,579,072 7.335,682 10,914,754 10,914,754
2013 3,634,373 7.335,682 10,570,054 10,970,054
2014 3,684,296 7.335,682 11,019,978 11,019,978
2015 3,741,063 7,335,682 11,076,745 11,076,745
2016 3,793,225 7.335.682 11,128,506 11,128,506
2017 3,851,997 7,335,682 11,i87,679 11,187,679
2018 3,506,298 - 7.335.682 11,241 979 11,241 979
2019 3,966,110 7,333,682 11,301,792 11,301,792
2020 ° 4021927 7,335,682 11357609 : 11,357,609
2024 4,083,955 7.335.682 11419637 : 11419637 §
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BIG RIVERS ELECTRIC CORPORATION’S
RESPONSE TO THE ATTORNEY GENERAL’S INITIAL REQUEST
FOR INFORMATION TO JOINT APPLICANTS
PSC CASE NO. 2007-00455
February 14, 2008

Item 7) Please provide information concerning executive succession plans along
with a copy of any executive retirement policies of the company. If no such plan or

policies exist, pleaée state the reason(s) why.

Response)  There is no executive succession policy or any executive retirement policy
of the company. As to retirement, all salaried employees have the same retirement plan,
401K, and retiree medical benefits. The retirement plan for all new hires after January 1,
2008 will become a defined contribution plan. Existing employees will remain in a

defined benefit plan.

As to a succession procedure for the CEO, my filed testimony states, “In mid 2006 I
informed the Big Rivers Board that the Unwind Transaction, if completed and approved,
could likely be implemented near the time period that I had been contemplating
retirement. In order to ensure a smooth succession plan, I asked the Board to give
thought to bringing a successor to my position so he or she could work with me and the
Big Rivers staff during the completion of the Unwind Transaction and the transition to
Big Rivers again becoming an operating generation and transmission cooperative. In late
2006 the Big Rivers’ Board hired Mark A. Bailey as my successor upon my retirement.
Mark is the former President and CEO of Kenergy Corp. and joined the Big Rivers

executive team on June 1 of this year as Executive Vice President of Big Rivers.”

Also, at the end of my filed testimony, I stated, “After the closing of the Unwind
Transaction, Mr. Bailey will become the Big Rivers President and CEQ, and [ will phase

into retirement.”

Over the last decade Big Rivers’ executive management staff has been small enough that
planning for succession has been handled on an informal, individual basis. After the
Unwind closing, Big Rivers will reexamine whether that system is appropriate for the

larger entity.

Item 7
Page 1 of 2
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BIG RIVERS ELECTRIC CORPORATION’S

RESPONSE TO THE ATTORNEY GENERAL’S INITIAL REQUEST

Witness)

FOR INFORMATION TO JOINT APPLICANTS
PSC CASE NO. 2007-00455
February 14, 2008

Michael H. Core

Item 7
Page 2 of 2
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BIG RIVERS ELECTRIC CORPORATION’S
RESPONSE TO THE ATTORNEY GENERAL’S INITIAL REQUEST
FOR INFORMATION TO JOINT APPLICANTS
PSC CASE NO. 2007-00455
February 14, 2008

Item 8) Please provide details as to the positions of the current executives of the
company during the company’s bankruptcy. Will the same executives that presided over

the company during the bankruptcy operate the company after the unwind transaction?

Response)  Michael Core was hired by Big Rivers as president and CEO a few days
before Big Rivers filed its petition for reorganization in September of 1996, and his
hiring was approved by the bankruptcy court in December of 1996. Michael Core will
continué in that role unti! his retirement post-Unwind closing. Travis Housley was Vice
General Manager of System Operations prior to the filing of the petition for
reorganization. He is currently the Vice President of Special Projects, and will retire
following the Unwind closing upon completion of the Unwind-related projects for which

he is responsible.

The individuals from the executive team described in exhibit MAB-2, which supplements
Mark Bailey’s filed testimony, held the following positions during Big Rivers’

bankruptcy proceedings:

C. William Blackburn- Manager of General Accounting

David Spainhoward- Coordinator of Regulatory and Contract Affairs
Mark Hite- Manager of Financial Services

James Haner- Manager of Corporate Services, lngurance and Loss Control
David Crockett- Manager of Engineering

Bob Berry- Superintendent of Maintenance, Green Station

With the exception of Travis Housley, no person who held an executive position (vice
president or higher) prior to Big Rivers’ bankruptcy is currently employed by Big Rivers,
or expected to be employed by Big Rivers for any significant period of time post-Unwind

closing.

Witness) Michael H. Core

Item 8
Page 1 of 1
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BIG RIVERS ELECTRIC CORPORATION’S
RESPONSE TO THE ATTORNEY GENERAL’S INITIAL REQUEST
FOR INFORMATION TO JOINT APPLICANTS
PSC CASE NO. 2007-004535
February 14, 2008

Item 9) Please provide information concerning the unwind transactions’ effect on
the company’s executive retirement plans. Are there ahy material benefits to the

executives which result from the unwind transaction?

Response)  Big Rivers has no “executive retirement plans.” There are no material
benefits to executives as a result of the Unwind Transaction. There is no vesting of any
benefit to any executive, nor augmentation of any executive’s retirement benefits, which

is contingent on a successful closing of the unwind.

Witness) Michael H. Core

[tem 9
Page 1 of 1
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BIG RIVERS ELECTRIC CORPORATION’S
RESPONSE TO THE ATTORNEY GENERAL’S INITIAL REQUEST
FOR INFORMATION TO JOINT APPLICANTS
' PSC CASE NO. 2007-00455

February 14, 2008

Item 10) Provide documents which show Big Rivers’ sales on the regional

wholesale power market for the past three years,
Response)  See PSC Item 35(b).

Witness) C. William Blackburn

Item 10
Page 1 of 1
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BIG RIVERS ELECTRIC CORPORATION’S
RESPONSE TO THE ATTORNEY GENERAL’S INITIAL REQUEST
FOR INFORMATION TO JOINT APPLICANTS
PSC CASE NO. 2007-00455
February 14, 2008

Item 11) In addition to Exhibit 37, provide the complete CPA audit report for Big
Rivers, for 2004 and 2007 when completed.

Response) A copy of the Big Rivers’ 2004 Independent Auditors’ Report is attached.
The 2007 Independent Auditor’s Report is currently anticipated to be completed March

21, 2008 and will be provided at that time.

Witness) C. William Blackburn

Item 11
Page 1 of 1
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INDEPENDENT AUDITORS’ REPORT

Board of Directors
Big Rivers Electric Corporation

We have audited the accompanying balance sheets of Big Rivers Electric Corporation (the “Company”)
as of December 31, 2004 and 2003, and the related statements of operations, equities (deficit) and cash
flows for each of the three years in the period ended December 31, 2004. These financial statements are
the responsibility of the Company’s management. Our responsibility is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our andits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Company as of December 31, 2004 and 2003, and the results of its operations
and its cash flows for each of the three years in the period ended December 31, 2004, in conformity with
accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued a report dated March 2, 2005,
on our consideration of the Company’s internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters. That report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be read in conjunction with this report in considering the results of our audit.

Dulotte < Ticbe LLP

Indianapolis, Indiana
March 2, 2005

Member of
Deloitte Touche Tohmatsu
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BIG RIVERS ELECTRIC CORPORATION

BALANCE SHEETS
DECEMBER 31, 2004 AND 2003
{Dollars in thousands)

ASSETS
UTILITY PLANT-Net

RESTRICTED INVESTMENTS UNDER LONG-TERM LEASE

OTHER DEFPOSITS AND INVESTMENTS—AL cost

CURRENT ASSETS:
Cash and cash equivalents
Accounts receivable
Materials and supplies inventory
Prepaid expenses '

Total current assets
DEFERRED CHARGES AND OTHER
TOTAL |
EQUITIES (DEFICIT) AND LIABILITIES -

CAPITALIZATION:
Equities (deficit)
Long-term debt
Obligations related to long-term lease
Other long-term obligations

Total capitalization

CURRENT LIABILITIES:
Current maturities of long-term obligations
Voluntary prepayment of long-term debt
Notes payable
Purchased power payable
Accourds payable
Accrued expenses
Accrued interest

Total current liabilities

DEFERRED CREDITS AND OTHER:
Deferred lease revenue
Deferred gain on sale-leaseback

Residual value payments obligation
Other

Total deferred credits and other

COMMITMENTS AND CONTINGENCIES
TOTAL

See notes to financial statements.

2004 2003
$ 940649  § 946,958
174,695 168,859
3,246 2,969
54,891 15,802
15,609 15,348
555 588
348 574
71,403 32,312
30,647 31,758
$1,220640  $1,182.856

$ (278,256)

$ (300,281)

1,079,688 1,053,598
164,704 158,597
437 . 789
966,573 912,703
781 747

- 8,404

- 10,000

9,204 8,654
2,910 2,997
1,638 1,713
8,004 6,470
22,537 38,985
26,690 30,357
62,118 64,941
138,693 131,130
4,629 4,740
231,530 231,168
$1,220,640  $1,182,856




BIG RIVERS ELECTRIC CORPORATION

STATEMENTS OF OPERATIONS
YEARS ENDED DECEMBER 31, 2004, 2003 AND 2002
(Dollars in thousands)

2004 2003 2002
POWER CONTRACTS REVENUE $175,777 $162,432 $ 146,548
LEASE REVENUE 56,753 53,040 51,094
Total operating revenue 232,530 215,472 197,642
OPERATING EXPENSES—Operations:
Power purchased and interchanged 106,099 96,577 85,722
Transmission and other 18,674 17,383 14,669
MAINTENANCE 2.597 2,617 3,100
DEPRECIATION 29,732 28,257 27,745
Total operating expenses | 157,102 144,834 131,236
ELECTRIC OPERATING MARGINS 75,428 70,638 66,406
INTEREST EXPENSE AND OTHER:
Interest 56,923 57,645 59,801
Interest on obligations related to long-term lease 8,725 8,355 3,003
Other—net 158 136 147
Total interest expense and other 65,806 66,136 67,951
OPERATING MARGIN 9,622 - 4,502 (1,545)
NON-OPERATING MARGIN:
Interest income on restricted investments under
long-term lease 11,278 10,894 10,527
Interest income and other 1,125 2,953 1,073
Total non-operating margin 12.403 13,847 11,600
NET MARGIN $ 22,025 $ 18,349 $ 10,055

See notes to financial statements.



BIG RllVERS ELECTRIC CORPORATION

STATEMENTS OF EQUITIES (DEFICIT)
FOR THE YEARS ENDED DECEMBER 31, 2004, 2003 AND 2002
{Dollars in thousands)

Other Equities
Consumers’
Total _ Donated Contributions
Equities Accumulated Capital and to Debt
(Deficit) Deficit Memberships Service
BALANCE—January 1, 2002 ‘ $(328,685)  $(333,130) $764 $3,681
Net margin 10,055 10,055 - -
Accumulated other comprehensive loss (383) (383) o -
BALAN CE—Deéembcr 31, 2002 (319,013) (323,458) 764 3,681
Net margin 18,349 18,349 - -
Accumulated other comprehensive income 383 383 - : -
BALANCE-~December 31, 2003 (300,281) {304,726} 764 . 3,681
Net margin : 22,025 22,025 - -
BALANCE--December 31, 2004 $(278,256)  $(282.701) $764 $3,681

See notes to financial statements.



BIG RIVERS ELECTRIC CORPORATION

STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2004, 2003 AND 2002
{Dollars in thousands)

CASH FLOWS FROM OPERATING ACTIVITIES:
Net margin
Adjustments to reconcile net margin to net cash provided by
operating activities:
Depreciation and amortization
Increase in restricted investments under long-term lease
~ Amortization of deferred gain on sale-leaseback
Deferred lease revenue
Residual value payments obligation
Increase in RUS ARVP Note
Increase in New RUS Promissory Note
Increase in obligations under long-term lease
Changes in certain assets and liabilities:
Accounts receivable
Materials and supplies inventory
Prepaid expenses
Deferred charges
Purchased power payable
Accounts payable
Accrued expenses
Other—aet

Net cash provided by operating activities
CASH FLOWS FROM INVESTING ACTIVITIES:

Capital expenditures-—net
Other depostts and mvestments

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Principal payments on long-term obligations
Principal payments on short-tenm: notes payable
Proceeds from short-term notes payable

Net cash used in financing activities

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS—Beginning of year
CASH AND CASH EQUIVALENTS—End of year

SUPPLEMENTAL CASH FLOW INFORMATION:
Cash paid for interest

Cash paid for taxes

See notes to financial staternents.

2004 2003 2002
$22025 $18349  §$ 10,055
32,625 30,872 30,397
(5,836) (5,605) (5,240)
(2,823) (2,785) (2,744)
(4.267) (3,059) 6,141
(5.077) (1,726) £329
4,807 4,546 4,298
21,849 - -

6,167 5,850 5,461
(261) (628) 4,860
33 (14) 24

226 (398) 295

(368) 1,602 (2.604)

550. 1,016 178

(87) (4,633) 2,522

1,459 (6.177) (531)

104 3,107 (1,307)
70,858 40,317 52,086
(12203) 21,397y  (2L,700)

Q77 5,733 (1,890
(12,480) _(15.664)  (23,590)
9,289)  (38912)  (67,644)
(10,000) (7,500) .

- 17,500 -
(19289)  (28912)  (67,644)
39,089 (42590  (39,148)
15,802 20,061 59,209

$ 54,891 $15802  § 20,061
$ 28485  $57,103  $ 55,634
$ 270 $ 400 § -




BIG RIVERS ELECTRIC CORPORATION

NOTES TO FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2004, 2003 AND 2002
(Dollars in thousands)

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

General Information——Big Rivers Electric Corporation (“Big Rivers” or the “Company™), an electric
generation and transmission cooperative, supplies wholesale power to its three member distribution
cooperatives (Kenergy Corp, Jackson Purchase Energy Corporation and Meade County RECC).under all
requirements confracts, excluding the power needs of two large aluminum smelters (the “Aluminum
Smelters™), sells surplus power under separate contracts to Kenergy Corp for a portion of the Aluminum
Smelters load, and markets power to non-member utilities and power marketers. The members provide
electric power and energy to industrial, residential and commercial customers located in portions of 22
western Kentucky counties. The wholesale power contracts with the members extend to January 1, 2023,
Rates to Big Rivers” members are established by the Kentucky Public Service Commission (“KPSC”) -
and are subject to approval by the Rural Utilities Service (“RUS™). The financial statements of Big
Rivers include the provisions of Statement of Financial Accounting Standards (“SFAS™) No. 71,
Accountmg for the Effects of Certain Types of Regulation, which was adopted by the Company in 2003
and gives recognition to the ratemaking and accounting practices of these agencies.

In 1999, Big Rivers Leasing Corporation (“BRLC”) was formed as a wholly-owned subsidiary of Big
Rivers. BRLC’s principal assets are the restricted investments acquired in connection with the 2000 sale—
leaseback transaction discussed in Note 4.

Principles of Consolidation—The financial statements of Big Rivers include the accounts of Big Rivers.
and its wholly owned subsidiary, BRL.C. Ali significant intercompany transactions have been
eliminated.

Use of Estimates—The preparation of the financial statements in conformity with accounting principles
generally accepted in the United States requires management to make estimates and assumptions that
affect the reported amounts of assets, liabilities, revenues and expenses and disclosure of contingent
assets and liabilities. The estimates and assumptions used in the accompanying financial statements are
based upon management’s evaluation of the relevant facts and circumstances as of the date of the
financial statements. Actual results may differ from those estimates.

System of Accounts—Big Rivers’ accrual basis accounting policies foliow the Uniform System of
Accounts as prescribed by the RUS Bulletin 1767B-1, as adopted by the KPSC. The regulatory agencies
retain authority and periodically issue orders on various accounting and ratemaking matters.

Revenue Recognition—Revenues generated from the Company’s wholesale power contracts are based
on month-end meter readings and are recognized as earned. In accordance with SFAS No. 13,
Accounting for Leases, Big Rivers’ revenue from the Lease Agreement is recognized on a straight-line
basis over the term of the lease. The major components of this lease revenue include the annual lease
payments and the Monthly Margin Payments (described in Note 2).



In conjunction with the Lease Agreement, Big Rivers expects to realize the following minimum lease
revenue for the years ending December 31:

Year ‘ Amount
2005 . $ 52,332
2006 52,332
2007 52,332
2008 52,332
2009 52,332
Thereafter : 514,534

$776,194

Ul‘dlty Plant and Depreciation—Utility plant is recorded at original cost, which includes-the cost of
contracted services, materials, labor, overhead and an allowance for borrowed funds used during
construction. Replacements of depreciable property units, except minor repiacements are-charged to
utility plant. .

Allowance for borrowed funds used during construction is included on projects with an estimated total
cost of $250 or more before consideration of such allowance. The interest capitalized is determined by
applying the effective rate of Big Rivers’ welghted~average debt to the accumulated expend:tures for
qualifying projects included in construction in progress.

In accordance with the terms of the Lease Agreement, the Company generally records capital additions
for Incremental Capital Costs and Non-incremental Capital Costs expenditures funded by LG&E Energy
Corporation as utility plant to which the Company maintains title. A corresponding obligation to LG&E
Energy Corporation is recorded for the estimated portion of these additions attributable to the Residual
Value Payments (see Note 2). A portion of this obligation is amortized to lease revenue over the useful
life of those assets during the remaining lease term. For the years ended December 31, 2004 and 2003,
the Company has recorded $12,641and $35,412, respectively, for such additions in utility plant. The
Company has recorded $5,077, $1,726, and $(329), in 2004, 2003, and 2002, respectively, as related
lease revenue (expense) in the accompanying financial statements.

In accordance with the Lease Agreement,.and in addition to the capital costs funded by LG&E Energy
Corporation (see Note 2) that are recorded by the Company as utility plant and lease revenue, LG&E
Energy Corporation also incurs certain Non-Incremental Capital Costs and Major Capital Improvements
(as defined in the Lease Agreement) for which they forego a Residual Value Payment by Big Rivers
upon lease termination. Such amounts are not recorded as utility plant or lease revenue by the
Company. At December 31, 2004, the cumulative Non-Incremental Capital Costs amounted to $6,601
(unaudited). LG&E Energy Corporation is also in the process of constructing a scrubber (Major Capital
Improvement) on Big Rivers’ Coleman plant. This scrubber is estimated to be placed into service July
2006 at a cost of $98,000 (unaudited), none of which is expected to be recorded as utility plant or lease
revenue.

Depreciation of utility plant in service is recorded using the straight-line method over the estimated
remaining service lives, as approved by the RUS and KPSC. The annual composite depreciation rates
used to compute depreciation expense were as follows:



Electric plant-leased 1.60 - 2.47%
Transmission plant 1.76 - 3.24%
General plant _ 1.11 - 5.62%

For 2004, 2003 and 2002, the average composite depreciation rates were 1.86%, 1.83%, and 1.85%,
respectively. At the time plant is disposed of, the original cost plus cost of removal less salvage value of
such plant is charged to accumulated depreciation, as required by the RUS.

Impairment Review of Long-Lived Assets-—Long-lived assets are reviewed as facts and circumstances
indicate that the carrying amount may be impaired. This review is performed in accordance with SFAS
No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets”. SFAS 144 establishes one
accounting model for all impaired long-lived assets and long-lived assets to be disposed of by sale or
otherwise. SFAS 144 requires the evaluation for impairment involve the comparison of an asset’s
carrying value to the estimated future cash flows the asset is expected to generate over its remaining life.
If this evaluation were to conclude that the carrying value of the asset is impaired, an impairment charge
would be recorded based on the difference between the asset’s carrying amount and its fair value (less
costs to sell for assets to be disposed of by sale) as a charge to operations or discontinued operations.

Restricted Investments—Investments are restricted under contractual provisions related to the sale-

leaseback transaction discussed in Note 4, These investments have been classified as held-to-maturity
and are carried at amortized cost.

Cash and Cash Equivalents—Big Rivers considers all short-term, highly-liquid investments with
original maturities of three months or less to be cash equivalents.

Income Taxes—As a taxable cooperative, Big Rivers is entitled to exclude the amount of patronage
aliocations to members from taxable income. Income and expenses related to non-member operations
are taxable to Big Rivers. Big Rivers and BRLC file a consolidated Federal income tax return and Big
Rivers files a separate Kentucky income tax return.

Patronage Capital—As provided in the bylaws, Big Rivers accounts for each year’s patronage-sourced
income, both operating and non-operating, on a patronage basis. Notwithstanding any other provision of
the bylaws, the amount to be allocated as patronage capital for a given year shall be not less than the
greater of regular taxable patronage-sourced income or alternative minimum taxable patronage-sourced
income. During 2004 and 2003, the Company made a patronage allocation of $-0- and $18,937,
respectively, to its three member distribution cooperatives based on alternative minimum taxable
patronage-sourced income in accordance with its bylaws. The Company anticipates no patronage
aliocation to its members in 2005 based on such calculations for tax vear 2004,

Derivatives—Management has reviewed the requirements of SFAS No. 133, Accounting for Derivative
Instruments and Hedging Activities, as amended and interpreted, and has determined that all contracts
meeting the definition of a derivative also qualify for the normal purchases and sales exception under
SFAS No. 133 and, therefore, are not required to be recognized at fair value in the financial statements.

. Reclassifications—Certain amounts in the prior years’ financial statements have been reclassified to
conform with current year presentation.

New Accounting Pronouncemernts—

In December 2003, FASB issued SFAS No. 132 (revised 2003), Employers’ Disclosures about Pensions
and Other Postretirement Benefits”, to improve financial statement disclosures for defined benefit plans.
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The change replaces existing FASB disclosure requirements for pensions and postretirement plans. The
guidance is effective for fiscal years ending after June 15, 2004. The adoption did not impact the
Company s results of operations or financial condition. The incremental disclosure requirements are
included in these financial statements in Notes 9 and 10.

In May 2003, the FASB issued SFAS No. 150, Accounting for Certain Financial Instruments with
Characteristics of Both Liabilities and Equity. SEAS No. 150 establishes standards for how an issuer
classifies and measures three classes of freestanding financial instruments with characteristics of both
liabilities and equity. It requires that an issuer classify a financial instrument that is within its scope as a
liability (or an asset in some circumstances). SFAS No. 150 is effective for mandatorily redeemable
financial instruments of non-public entities for the first fiscal period beginning after December 15, 2004.
Management does not expect the adoption of SFAS No. 150 to have a significant impact on its financial
position or results of operations.

LG&E LEASE AGREEMENT

On July 15, 1998 (“Effective Date”), a lease was consummated (“Lease Agreement”), whereby Big
Rivers leased its generating facilities to Western Kentucky Energy Corporation (“WKEC”), a wholly
owned subsidiary of LG&E Energy Corporation (“LEC”). Pursuant to the Lease Agreement, WKEC
operates the generating facilities and maintains title to all energy produced. Throughout the lease term,
in order for Big Rivers to fulfill its obligation to supply power to its members, the Company purchases
substantially all of its power requirements from LG&E Energy Marketing Corporation (“LLEM™), a
wholly owned subsidiary of LEC, pursuant to a power purchase agreement.

Big Rivers continues to operate its transmission facilities and charges LEM tariff rates for delivery of
the energy produced by WKEC and consumed by LEM’s customers. The significant terms of the Lease
Agreement are as follows:

1. WKEC leases and operates Big Rivers’ generation facilities through 2023.

II. Big Rivers retains ownership of the generation facilities both during and at the end of the lease
term.

III. WKEC pays Big Rivers an annual lease payment of $30,965 over the lease term, subject to
certain adjustments.

IV. On the Effective Date, Big Rivers received $69,100 representing certain closing payments and
the first two years of the annual lease payments. In accordance with SFAS No. 13, Accounting
Jfor Leases, the Company amortizes these payments to revenue on a straight-line basis over the
life of the lease.

V. Big Rivers continues to provide power for its members, excluding the member loads serving the
Aluminum Smelters, through its power purchase agreements with LEM and the Southeastern
Power Administration, based on a pre-determined maximum capacity. When economically
feasible, the Company also obtains the power necessary to supply its member loads, excluding
the Aluminum Smelters, in the open market. Kenergy’s retail service for the Aluminum
Smelters is served by LEM and other third-party providers that may include Big Rivers. To the
extent the power purchased from LEM does not reach pre-determined minimums, the Company
is required to pay certain penalties. Also, to the extent additional power is available to Big
Rivers under the LEM contract, Big Rivers may sell to non-members.



VI. LEM will reimburse Big Rivers an additional $109,831 for the margins expected from the
Aluminum Smelters through 2011, being defined as the net cash flows that Big Rivers
anticipated receiving if the Company had continued to serve the Aluminum Smelters’ load, as
filed in the Rate Hearing, (the “Monthly Margin Payments™).

VII. WEKEC is responsible for the operating costs of the generation facilities; however, Big Rivers is -
partially responsible for ordinary capital expenditures (“Non-incremental Capital Costs”) for the
generation facilities over the term of the Lease Agreement, generally up to predetermined
annual amounts. This cumulative amount is not expected to exceed $148,000 over the entire
25% year Lease Agreement. At the end of the lease term, Big Rivers is obligated to fund a
“Residual Value Payment” to LEC for such capital additions during the lease, currently
estimated to be $125,880 (see Note 1). Adjustments to the Residual Value Payment will be
made based upon actual capital expenditures. Additionally, WKEC will make required capital
improvements to the facilities to comply with a new law or a change to existing law
(“Incremental Capital Costs™) over the lease life (the Company is partially responsible for such
costs: 20% through 2010} and the Company will be required to submit another Residual Value
Payment to LEC for the undepreciated value of WKEC’s 80% share of these costs, at the end of
the lease, currently estimated to be $15,550. The Company will have title to these assets during
the lease and upon lease termination.

VII. Big Rivers entered into a note payable with LEM for $19,676 (the “LEM Settlement Note™) to
' be repaid over the term of the Lease Agreement, which bears interest at 8% per annum, in
consideration for LEM’s assumption of the risk related to unforeseen costs with respect to
power to be supplied to the Aluminum Smelters and the increased responsibility for financing
capital improvements. The Company recorded this obligation as a component of deferred
charges with the related payable recorded as long-term debt in the accompanying balance sheets.
This deferred charge is being amortized on a straight-line basis over the lease term.

IX. On the Effective Date, Big Rivers paid a non-refundable marketing payment of $5,933 to LEM,
which has been recorded as a component of deferred charges. This amount is being amortized
on a straight-line basis over the lease term.

X. During the lease term, Big Rivers will be entitled to certain “billing credits” against amounts the
Company owes LEM under the power purchase agreement. Each month during the first 55
months of the lease term, Big Rivers received a credit of $89. For the year 2011, Big Rivers will
receive a credit of $2,611 and for the years 2012 through 2023, the Company will receive a
credit of $4,111 annually.

In accordance with the power purchase agreement with LLEM, the Company is allowed to purchase
power in the open market rather than from LEM, incurring penalties when the power purchased from
LEM does not meet certain minimum levels, and to sell excess power (power not needed to supply its
Jjurisdictional load) in the open market (collectively referred to as “Arbitrage™). Pursuant to the New
RUS Promissory Note and the RUS ARVP Note, the benefit, net of tax, as defined, derived from

- Arbitrage must be divided as follows: one-third, adjusted for capital expenditures, will be used to make
principal payments on the New RUS Promissory Note; one-third will be used to make principal
payments on the RUS ARVP Note; and the remaining value may be retained by the Company.

Management is of the opinion that the Company is in compliance with all covenants of the Lease
Agreement.
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3. UTILITY PLANT

- The following summarizes utility plant at December 31:

2004 2003

Classified plant in service: :
Electric plant—Ileased $1,494,222 $1,422,084
Transmission plant 192,601 205,795
General plant 11,629 11,810
Other 67 67
1,698,519 1,639,756
Less accumulated depreciation 772,938 754,301
925,581 885,455
Coastruction in progress 15,068 61,503
Utility plant—net | $ 940,649 $ 946,958

_Interest capitalized for the years ended December 31, 2004, 2003 and 2002, was $221, $145, and $42,
respectively.

The Company has not identified any legal obligations, as defined in SFAS No. 143, Accounting for Asset
Retirement Obligations. In accordance with regulatory treatment, the Company records an estimated net
cost of removal of its utility plant through normal depreciation. As of December 31, 2004 and 2003, the
Company had a regulatory liability of approximately $20,796 and $17,967, respectively, related to non-
legal removal costs included in accumulated depreciation.

4. SALE-LEASEBACK

On April 18, 2000, the Company completed a sale-leaseback of two of its utility plants, including the
related facilities and equipment. The sale-leaseback provides Big Rivers a $1,089,000 fixed price
purchase option, at the end of each lease term (25 and 27 years), which, together with future contractual
interest receipts, will be fully funded.

This transaction has been recorded as a financing for financial reporting purposes and a sale for Federal
income tax purposes. In connection therewith, Big Rivers received $866,676 of proceeds and incurred
$791,626 of related obligations. Pursuant to a payment undertaking agreement with a financial
institution, Big Rivers effectively extinguished $656,029 of these obligations with an equivalent portion
of the proceeds. The Company also purchased two investments totaling $146,647 to fund the remaining
$135,597 of the obligations. These amounts are reflected as restricted investments under long-term lease
and obligations related to long-term lease in the accompanying balance sheets. Interest received and paid
will be recorded to these accounts over the life of the lease. Currently, the Company is paying 7.57%
interest on its obligations related to long-term lease and receiving 6.89% on its related investments. The
Company made a $64,000 principal payment on the New RUS Promissory Note with the remaining
proceeds. The $75,050 gain was deferred and will be amortized over the respective lease terms, of which
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the Company recognized $2,824, $2,785, and $2,744, in 2004, 2003, and 2002, respectively. Principal
payments begin in 2009.

Amounts recognized in the statement of financial position related to the sale-leaseback as of
December 31 are as follows:

2004 2003
Restricted investments under long-term lease $174,695  $168,859
Obligations related to long-term lease 164,704 158,597
Deferred gain on sale-leaseback 62,118 64,941

Amounts recognized in the statement of operations related to the sale-leaseback for the years ended
December 31 are as follows: -

2004 2003 2002

Power contracts revénue (revenue discount

adjustment, see Note 6) $(3,680) $(3,680) $(3,680)
Interest on obligations related to long-term lease:

Interest expense 11,548 11,140 10,747

Amortize gain on sale-leaseback {2,823) (2,785) (2,744)

Net interest on obligations related
to long-term lease 8,725 8,355 8,003

Interest income on restricted investments under

long-term lease 11,278 10,894 10,527
Interest income and other (CoBank patronage allocation) 661 655 727
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5. DEBT AND OTHER LONG TERM OBLIGATIONS

A detail of long-term debt is as follows at December 31:

2004 2003

New RUS Promissory Note, stated amount, $839,071, stated

interest rate of 5.75%, with an interest rate of 5.81%,

maturing July 2021. $ 834,601 $ 821,156
RUS ARVP Note, stated amount $256,301, no stated interest rate, .

with interest imputed at 5.81%, maturing December 2023. 85,814 81,143
LEM Settlement Note, interest rate of 8.0%, pajfable in monthly

installments through July 2023. 17,603 17,999
County of Ohio, Kentucky, promissory note, variable interest rate

(average interest rate of 1.27% and 1.06% in 2004 and 2003

respectively), maturing in October 2022. 83,300 83,300
County of Ohio, Kentucky, promissory note, variable interest rate

(average interest rate of 1.27% and 1.06% in 2004 and 2003

respectively), maturing in June 2013. 58,800 58,800

Total long-term debt 1,080,118 1,062,398

Current maturities 430 396
Voluntary prepayments - - 8,404

Total long-term debt—net of current maturities and prepayments $1,079,688 $1,053,598

The following are scheduled maturities of long-term debt at December 31:

Year Amount

2003 h 430
2006 29,102
2007 31,140
2008 39,182
2009 39,234
Thereafter 941,030
Total $1,080,118

RUS Notes—On July 15, 1998, Big Rivers recorded the New RUS Promissory Note and the RUS
ARVP Note at fair value using the applicable market rate of 5.81%. The RUS Notes are collateralized by
substantially all assets of the Company.

-13 -



Pollution Control Bonds—The County of Ohio, Kentucky, issued $83,300 of Pollution Control Periodic
Auction Rate Securities, Series 2001, 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 variable rate and mature in
October 2022.

The County of Ohio, Kentucky, issued $58,800 of Pollution Control Variable 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 June 2013.

The Series 1983 bonds are supported by a liquidity facility issued by Credit Suisse First Boston, and
both Series are supported by municipal bond insurance and surety policies issued by Ambac Assurance
Corporation. Big Rivers has agreed to reimburse Ambac Assurance Corporation for any payments under
‘the municipal bond insurance policies or the surety policies.

LEM Settlement Note—On the Effective Date, Big Rivers executed the Settlement Note with LEM. The
Settlement Note requires Big Rivers to pay to LEM $19,676, plus interest at 8% per annum over the
lease term. The principal and interest payment is approximately $1,822 annually. This payment is -
consideration for LEM’s assumption of the risk related to unforeseen costs with respect to power to be
supplied to the Aluminum Smelters and the increased responsibility for financing capital improvements.

Other Long-Term Obligations—During 1997, Big Rivers terminated two unfavorable coal contracts. In
connection with that settlement, the Company paid $351, $351, and $351 during 2004, 2003, and 2002,
respectively. At December 31, 2004, the Company has a remaining liability of $789 payable over the
next four years, of which $351 is included in current maturities of long-term obligations. -

Notes Payable—Notes payable represent the Company’s borrowing on its line of credit with the
National Rural Utilities Cooperative Finance Corporation. The maximum borrowing capacity on the line
of credit is $15,000, and there were no amounts outstanding on the line of credit at December 31, 2004.
The line of credit bears interest at a variable rate. The average interest rate on the line of credit in 2004
was 2.90%. Each advance on the line of credit is payable within one year.

RATE MATTERS

The rates charged to Big Rivers’ members consist of a demand charge per kW and an energy charge per
k'Wh consumed as approved by the KPSC. The rates include specific rate designs 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. The remaining customers demand charge is based upon the maximum
coincident demand of each member’s delivery points. The demand and energy charges are not subject to
adjustments for increases or decreases in fuel or environmental costs. Big Rivers’ current rates will
remain in effect until changed by the KPSC.
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Effective since September 1, 2000, the KPSC has approved Big Rivers’ request for a $3,680 annual

- revenue discount adjustment for its members through August 31, 2005, effectively passing the benefit of
the sale-leaseback transaction (see Note 4) to them. The extent to which Big Rivers requests KPSC
approval to continue the adjustment depends upon its planned environmental compliance costs and its
overall financial condition. In March 2005, Big Rivers plans to request the KPSC’s approval to extend
the adjustment through August 31, 2006.

INCOME TAXES

The components of the net deferred tax assets as of December 31 were as follows:

2004 2003
Deferred tax assets: .
Net operating loss carryforward $ 88,875 $ 96,996
Alternative minimum tax credit carryforwards 3,965 3,582
Sale-leaseback ' 124,755 119,241
Lease agreement (9,145) {2,915)
.Total deferred tax assets 208,450 216,904
Deferred tax liabilities;
Fixed asset basis difference (18,143) . (27,403)
Other accruals 1,727 1,146
Total deferred tax liabilities , (16,416) {26,257)
Net deferred tax assets (pre-valuation allowance) 192,034 - 190,647
Valuation allowance (188,069) (187,065)
Net deferred tax asset ' : $ 3,965 § 3,582

‘Big Rivers was formed as a tax-exempt cooperative organization described in Internal Revenue Code
Section 501(c)(12). To retain tax-exempt status under this section, at least 85% of the Big Rivers’
receipts must be generated from transactions with the Company’s members. In 1983, sales to non-
members resulted in Big Rivers failing to meet the 85% requirement. Until Big Rivers can meet the 85%
member income requirement, the Company is a taxable cooperative. Big Rivers is also subject to
Kentucky income tax. :

Under the provisions of SFAS No. 109, dccounting for Income Taxes, Big Rivers is required to record
deferred tax assets and liabilities for temporary differences between amounts reported for financial
reporting purposes and amounts reported for income tax purposes. Deferred tax assets and labilities are
determined based upon these temporary differences using enacted tax rates for the year in which these
differences are expected to reverse.

At December 31, 2004 and 2003, Big Rivers had a non-patron net operating loss carryforward of
approximately $216,771 and $236,576, respectively, for tax reporting purposes expiring 2005 through
2013, and an alternative minimum tax credit carryforward at December 31, 2004 and 2003 of
approximately $3,965 and $3,582, respectively, which carries forward indefinitely.
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-Big Rivers has a net deferred tax asset, against which a valuation allowance has been provided, in part,
based upon the fact that it is presently uncertain whether such asset will be realized. The resulting net
-deferred tax asset at December 31, 2004 and 2003 is approximately $3,965 and $3,582, respectively, that
represents the alternative minimum tax credit carryforward, against which no allowance has been
provided.

POWER PURCHASED

In accordance with the Lease Agreement, Big Rivers supplies all of the members’ requirements for
power to serve their custorners, other than the Aluminum Smelters. Contract limits were established in
the Lease Agreement and include minimum and maximum hourly and annual power purchase amounts.
Big Rivers cannot reduce the contract limits by more than 12 MW in any year, or by more than a total of
72 MW over the lease term. In the event Big Rivers fails to take the minimum requirement during any
hour or year, Big Rivers is liable to LEM for a certain percentage of the difference between the amount
of power actually taken and the applicable minimum requirement.

Although Big Rivers will be required by the Lease Agreement to purchase minimum hourly and annual
amounts of power from LEM, the lease does not prevent Big Rivers from paying the associated penalty
in certain hours to purchase lower cost power, if available, in the open market or reselling a portion of its
purchased power to a third party. The power purchases made under this agreement for the years ended
December 31, 2004, 2003, and 2002 were $89,696, $79,136 and $73,905, respectively, and are included
in power purchased and interchanged on the statement of operations.

PENSION PLANS

Big Rivers has non-contributory defined benefit pension plans covering substantially all employees who
meel minimum age and service requirements. The plans provide benefits based on the participants’ years
of service and the five highest consecutive years’ compensation during the last ten years of employment.
Big Rivers’ policy is to fund such plans in accordance with the requirements of the Employee
Retirement Income Security Act of 1974,

The following is an assessment of the Company’s non-contributory defined benefit pension plans at
December 31:

2004 2003
Projected benefit obligation $(15,931) $(13,164)
Fair value of plan assets 11,982 10,106
Funded status $ (3949 § (3,058)

The accumulated benefit obligation for all defined benefit pension plans was $11, 359 and $9,087 at
December 31, 2004, and 2003, respectively.
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Amounts recognized in the statement of financial position at December 31:

2004 2003
Prepaid benefit cost $ 239 $ 351
Net amount recognized $ 239 § 351

Net periodic pension costs, which are calculated based on actuarial assumptions at January 1, were as
follows for the years ended December 31:

2004 2003 2002
Benefit cost $ 954 $ 995 $ 735
Employer contribution 843 823 809
Benefits paid or transferred 103 937 . 426

Assumptions used to develop the projected benefit obligation were:
2004 2003 2002

Discount rates 575 % 6.25% 6.75 %
Rates of increase in compensation levels ‘ 4.00 4.00 4.00
Expected long-term rate of return on assets 7.50 7.50 - 1.50

The expected long-term rate of return-on plan assets for determining net periodic pension cost for each
fiscal year is chosen by the Company from a best estimate range determined by applying anticipated
long-term refurns and long-term volatility for various asset categories to the target asset allocation of the
plans, as well as taking into account historical returns.

Using the asset aliocation policy adopted by the Company noted in the paragraph below, we determined
the expected rate of return at a 50% probability of achievement level based on (a) forward-looking rate
of return expectations for passively-managed asset categories over a 20-year time horizon and (b)
historical rates of return for passively-managed asset categories. Applying an approximately 80%/20%
weighting to the rates determined in (a) and (b), respectively, produced an expected rate of return of
7.38%, which was rounded to 7.50%.

The general investment objectives are to invest in a diversified portfolio, comprised of both equity and
fixed income investments, which are further diversified among various asset classes, The
diversification is designed to minimize the risk of large losses while maximizing total return within
reasonable and prudent levels of risk. The investment objectives specify a targeted investment
allocation for the pension plans of up to 55% equities. The remaining 45% may be allocated among
fixed income or cash equivalent investments. Objectives do not target a specific return by asset class.
These investment objectives are long-term in nature. As of December 31, 2004, the investment
allocation was 54% equities and 46% fixed income.
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10,

Expected retiree pension benefit payments projected to be required during the years following 2004 are:

Year Amourt
2005 $ 584
2006 675
2007 598
2008 1,342
2009 678
2010 - 2014 ' 7,521
Total $ 11,398

In 2005, the Company expecté to contribute $923 to its pension plan trusts.
POSTRETIREMENT BENEFITS OTHER THAN PENSIONS

Big Rivers provides certain postretirernent medical benefits for retired employees and their spouses. As

of July 1, 2001, Big Rivers pays 85% of the cost from age 62 to 65 for all retirees. For salaried

employees who retired prior to December 31, 1993, Big Rivers pays 100% of Medicare supplemental

costs. For salaried employees who retire after December 31, 1993, Big Rivers pays 25% plus $25 per
month of the Medicare supplemental costs.

On December 8, 2003, the Medicare Prescription Drug, Improvement and Modernization Act of 2003 ,
{the “Medicare Act”) was enacted. The Medicare Act introduces a Medicare prescription drug benefit, as
well as a federal subsidy to sponsors of retiree health care benefit plans that provide a benefit that is at
least “actuarially equivalent” to the Medicare benefit. The underlying determination of whether an-
employer’s plan qualifies for the federal subsidy is still subject to clarifying federal regulations related to
the Medicare Act, When this guidance is issued, the Company will reassess if its plan qualifies for the
subsidy. However, the Company currently believes that the benefits provided under the plan do not meet
the definition of actuarially equivalent.

The discount rate used in computing the postretirement obligation was 6.25% for 2004 and 6.75% for
2003. A health care cost trend rate of 11.0% in 2004 declining to 5.5% in 2011 was utilized.

The following is an assessment of the Company’s postretirement plan at December 31:

2004 2003
Total benefit obligation $(3,440) $(3,122)
Unfunded accrued postretirement cost (3,662) (3,541)

The components of net periodic postretirement benefit costs for the years ended December 31, which are
calculated based on actuarial assumptions at January 1, were as follows:

2004 2003 2002
Benefit cost $ 310 $ 217§ 267
Benefits paid 188 175 173
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Expected retiree benefit payments projected to be required during the years following 2004 are:

Year Amount

2005 $ 212
2006 200
2007 228
2008 240
2009 264
2010 - 2014 : 1,496
Total ' $ 2,649

In addition to the postretirement plan discussed above, in 1992 Big Rivers began a postretirement
benefit plan which vests a portion of accrued sick leave benefits to salaried employees upon retirement
or death. To the extent an employee’s sick leave hour balance exceeds 480 hours, such excess hours are
paid at 20% of the employee’s base hourly rate at the time of retirement or death. The accumulated
obligation recorded for the postretirement sick leave benefit is $259 and $231 at December 31, 2004 and
2003, respectively. The postretirement expense recorded was $28, $51 and $32 for 2004, 2003 and 2002,
respectively, and the benefits paid were $-0-, $21, and $-0- for 2004, 2003, and 2002 respectively.

11. BENEFIT PLAN—401(K)

Big Rivers has two defined contribution retirement plans covering bargaining and salaried employees.
Big Rivers matches up to 60% of the first 6% of eligible employees’ wages contributed. Employees
generally become vested in Company matching contributions based upon years of service as follows:

Vested
Years of Vesting Service Percentage

1 20%
2 40%
3 60%
4 80%
5 or more 100%

Employees are also permitted to make pre-tax contributions of up to 75% of eligible wages. Big Rivers’
expense under this plan was $168, $160, and 3155 for the years ended December 31, 2004, 2003, and
2002, respectively.

12. RELATED PARTIES

For the years ended December 31, 2004, 2003, and 2002, Big Rivers had tariff sales to its members of
$105,004, $103,118, and $108,440, respectively. In addition, for the years ended December 31, 2004,
2003, and 2002, Big Rivers had certain sales to Kenergy for the Aluminum Smelters and Weyerhaeuser
loads, of $43,017, $26,327, and $7,581 respectively. -

At December 31, 2004 and 2003, Big Rivers had accounts receivable from its members of $12,128 and
$11,359, respectively.
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13. COMMITMENTS AND CONTINGENCIES

Big Rivers is involved in litigation arising in the normal course of business. While the results of such
litigation cannot be predicted with certainty, management, based upon advice of counsel, believes that
the final outcome will not have a material adverse effect on the financial statements.

%k % % k%
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BIG RIVERS ELECTRIC CORPORATION’S
RESPONSE TO THE ATTORNEY GENERAL’S INITIAL REQUEST
FOR INFORMATION TO JOINT APPLICANTS
PSC CASE NO. 2007-00455
February 14, 2008

Item 12) State each material fact and purpose which incents or otherwise motivates
Big Rivers to seek or otherwise accept the Unwind Transaction and Lease Agreement
termination which is the subject of this proceeding. Discuss each such listed material fact

and purpose.

Response)  In addition to answers provided to the AG’s questions 1 and 43 the
material facts that incent the Unwind Transaction, including the $623 million from E.
ON, are listed in Exhibit C'WB-2 and described in the testimony of C. William
Blackburn, Exhibit 10, pages 12 through 14. Additional information as to the $327
million of present value compensation in cash and increased power purchase payments

from the Smelters is further explained in the answer to AG question 67.

Witness) Michael H. Core

Item 12
Page 1 of 1
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_ BIG RIVERS ELECTRIC CORPORATION’S
RESPONSE TO THE ATTORNEY GENERAL’S INITIAL REQUEST
FOR INFORMATION TO JOINT APPLICANTS
PSC CASE NO. 2007-00455
February 14, 2008

Item 13) Under the existing Lease Agreement, state the entity which is responsible
for capital investments necessary to meet “clean air” requirements, emission standards

and any other environmental rules and requirements.

a. State how the costs of those investments are recovered, and

which entity pays for such costs.
Response)  See E.ON’s response.

Witness) E.ON. U.S.

Item 13
Page 1 of |
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_ BIG RIVERS ELECTRIC CORPORATION’S
RESPONSE TO THE ATTORNEY GENERAL’S INITIAL REQUEST
FOR INFORMATION TO JOINT APPLICANTS
PSC CASE NO. 2007-00455
February 14, 2008

Item 14) Under the existing Lease Agreement, state the entity which is responsible
for incurrence of operating expenses necessary to meet “clean air” requirements,

emission standards and any other environmental rules and requirements.

a. State how the costs of those operating expenses are |
recovered, and which entity pays for those costs ultimately under the Lease Agreement,
and how that entity pays for such costs.

Response)  See E.ON’s response.

Witness) E.ON. US.

Item 14
Page 1 of 1
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~ BIG RIVERS ELECTRIC CORPORATION’S
RESPONSE TO THE ATTORNEY GENERAL’S INITIAL REQUEST
FOR INFORMATION TO JOINT APPLICANTS
PSC CASE NO. 2007-00455
February 14, 2008

Item 15) State the reasons why it is not in the public interest to simply continue the
Lease Agreement under its present terms. Also, state any necessary revisions to the

Lease Agreement that would make it such that it could be continued in the public interest.

Response)  Big Rivers believes the Unwind is advantageous to Big Rivers, its

Members and Western Kentucky generaily. That being the case, it is not in the public

interest to continue in the existing transaction, which is less advantageous to that group.
There is no conceivable amendment to the arrangements with the E.ON entities under the
Lease Agreement and the Power Purchase Contract that can provide the advantages to
Big Rivers, its Members and Western Kentucky that are available through the Unwind,
such as providing an acceptable wholesale power supply source for the Smelters. See the
responses to AG questions | and 43, See also E.ON’s response.

Witness) Michael H. Core
E.ON.US.

Item 15
Page 1 of 1
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 BIG RIVERS ELECTRIC CORPORATION’S .
RESPONSE TO THE ATTORNEY GENERAL’S INITIAL REQUEST
FOR INFORMATION TO JOINT APPLICANTS
PSC CASE NO. 2007-00455
February 14, 2008

Item 16)  State the reasons why it is not in the public interest to simply continue the
Purchase Power Agreement under its present terms. Also, state any necessary revisions
to the Purchase Power Agreement that would make it such that it could be continued in
the public interest.

Response)  See answer to Item 15, immediately above,

Witness) Michael H. Core

Item 16
Page 1 of 1
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BIG RIVERS ELECTRIC CORPORATION’S
RESPONSE TO THE ATTORNEY GENERAL’S INITIAL REQUEST
FOR INFORMATION TO JOINT APPLICANTS
PSC CASE NO. 2007-00455
February 14, 2008

Item 17) Provide any available and current market and industry research on
aluminum commodity markets and aluminum smelting that have been reviewed and

considered by Big Rivers.

Response)  Big Rivers is a subscriber of Metals Week, and we have tracked the
monthly average price of aluminum for the United States market over the last four years.

Big Rivers is prohibited from providing these reports due to the copyright laws.

‘Big Rivers has general knowledge from multiple publications and reports concerning

metals demand growth projections. See attached.

Witness) C. William Blackburn

ltem 17
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Jim Miller

From: Mudge, Robert [RMudge@crai.com]
Sent: Tuesday, July 31, 2007 3:27 PM

To: Lyon, Carl; meore@bigrivers.com; mbailey@bigrivers.com; dspainhoward@bigrivers.com,;
bblackburn@bigrivers.com; Jim Miller; Drefke, Kyle; Michel, Robert; jgaines@jda-llc.com

Subject: RE: WS} article

Here it is:
PAGE ONE
COMMODITY KING  REARINTL
. REPRINTS ==

Aggressive Swiss Glant . & This copy is for your
.S . personal, non-commercial
Rides Resources Boom usconly. Toorder

| presentation-ready copies
Successor 1o Mare Rich, : for distribution to your
Glencore Gains Power - colleagues, clients or
As Trader, Producer Too  customers, use the Order

: Reprints tool at the bottom
By ANN DAVIS

 of any article or visit:
- www.djreprints.com.

BAAR, Switzerland -- When the fugitive commodities dealer Marc Rich sold his

trading firm 13 years ago, it was best known for doing business with pariah o See a §ample reprint In
nations - PDF format.

“» Order a reprint of this
- article now.,

July 31, 2007; Page Al

Since he left, the intensely private company -- renamed Glencore International
AG -- has leveraged itself into an industrial colossus, with a stronger grip over
more individual markets for the earth's riches than almost any other single company.

TRADE SECRETS QIencore is one gf the vyorld‘s largest. suppliiers of aluminum, nickel,
T zine and lead. 1t is a major seller of oil, grains and sugar as well..
' » Background: Closely held Along with its affiliates, Glencore says, it ships more coal on the high
! Glencore, successor to Marc Rich seas than any other competitor.
frading firm, is a leading dealer in
many commodities. Glencore also has played a behind-the-scenes role in the recent
* Getting More Corporate: extensive consolidation of the commodities industry. The takeover
Glencore has publicly traded debt battle for Canada's aluminum leader, Alcan Inc., arose after Glencore

and owns large chunks of publicly combined assets with Russian companies to create a giant that

held producers such as Switzerland's | knocked Alcoa Inc. off its perch as the largest producer. In a bruising
Xstrata PLC, fight over nickel, Glencore helped an affiliate win a lengthy,

* Bottom Line: In commodities multisided battle for Canadian miner Falconbridge Ltd.

boom, little-known giant plays an
influential role, including helping to | The story of Glencore's evolution from rogue trader to one of the
spur recent consolidation in the most powerful private companies in the world was pieced together
metals industry. from interviews with people with intimate knowledge of the company
and from documents such as bond prospectuses. The firm has long
been willing to deal in virtually any commodity around the globe,
from cobalt in war-ravaged Congo to crude oil from Saddam Hussein's Iraq. Its longstanding knowledge and
connections in isolated or unstable regimes sometimes give Glencore access fo resources at good prices
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because it can tap opportunities that not everyone is going afier. Glencore has said its policy is to require its
companies and their employees to comply with any econormic sanctions in force in countries where they do
business.

its frading prowess and a drive to acquire production assets like mines and smelters have made Glencore one
of the biggest winners in the commodities boom. Its revenue last year was $116.5 billion, besting by about
30% the largest private company in the U.S., Koch Industries Inc. Glencore's profits of $5 3 billion were more
than friple the fiscal '06 net of the far-better-known private commodity tmerchant Cargill Inc.

| WHERE IS MARC RICH TODAY? | A small number of people share these riches. The top 12 Glencore
P e e executives saw the value of their stakes in the employee-owned
company soar an average of $87 million each last year -- more than
=+ Watch a video? in which Mr. | three times the stock-related pay of Goldman Sachs Group's chief

Rich accepts an honorary executive. And the top 67 people at Glencore reaped other pay and
degree awarded to him in Israel, benefits averagmg $8 million.

posted on his firm's Web site’.

As Glencore moves more into the corporate mainstream -~ floating
billions of dollars worth of publicly traded debt -~ the company still
struggles to convince some skeptics it's a different animal from the firm Mr. Rich founded and left long ago.
Not helping is a 2005 report from a United Nations investigative committee saying Glencore paid millions of
doHars in kickbacks earlier this decade to gain access to Saddam Hussein's petroleum under the oil-for-food
program. Glencore told the U.N. it didn't sanction any bribes.

The evolution of the Swiss company owes much to its chief executive, Ivan Glasenberg, 50 years old, a skilled
coal trader and onetime South African race-walking champion. He operates from the home offices in Baar, in
a low-tax Swiss canton, to which employees from around Zurich travel in purple vans bearing a logo in gold
letters swimming in black oil. The firm's white-and-glass headquarters contrast with some old-world touches:
receptionists in immaculate suits, fine china to serve guests lunch, and tingling cowbells in Alpine pastures
outside,

One of Mr. Glasenberg's moves has been to package production assets the trading firm owns into affiliated
publicly traded companies, much of whose output Glencore then markets. The result is to amplify its market
-power, Glencore moves so much metal that it at times holds 50% to 90% of the nickel and aluminom
scheduled for delivery in London Metal Exchange warehouses, according to traders who know who holds
positions on the exchange.

Such aggressive moves aren't illegal: Commodities markets aliow producers
considerable trading leeway to manage their price risks. Glencore has been able to
counter occasional probes into suspected market manipulation, sueh as in the aluminum
market, by arguing that its productlon operations led it to do what seemed like heavy
buying or selling.

"There is no other company like Glencore that plays in so many fields. In these markets,
suppliers are in the driver's seat,” says Markus Moll, a metals industry analyst in Austria
who advises specialty steelmakers.

% Glencore's history traces to 1974, when Mr. Rich founded a trading firm of his own after
@ % a fractious departure from Philipp Brothers, a storied metals and oil trader. In 1983 the
Mﬁmﬂi U.S. Justice Department charged Mr. Rich with tax evasion and with buying oil from
Iran while it held U.S. hostages. He fled to Switzerland, where his firm was based. It and its former U.S. unit
later pleaded guilty to some of the charges and agreed to a nearly $200 million settlement, but Mr. Rich
remained a fugitive.

His status hung over Marc Rich & Co. AG until 1994, when some of Mr. Rich's lieutenants bought him out
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for about $500 million and the firm took the name Glencore. They raised the money partly by selling a 15%
stake to a pension fund of Swiss pharmaceutical giant Roche Holding AG, several former partners say. Roche
says it doesn't comment on investments. Glencore bought back the interest a few years ago. As for Mr. Rich,

" he set up other tradlng firms bearing his name, some of which he still owns. President Clinton pardoned him -
upon leaving office in 2001. ‘

At the time of the buyout, Mr. Glasenberg was among the trading firm's rising stars. He had gained a
reputation as a relentless negotiator who, among other things, was able to find buyers for coal from his native
South Africa when it was widely boycotted because of its apartheid racial policy.

Glencore has a network of some 50 outposts in more than 40 countries, manned by field officers. Among their
roles is to meet with commodity suppliers and consumers, trying to gauge inventory levels and estimate local
demand. The network has sometimes drawn comparisons to the Central Intelligence Agency. Beyond
gathering information, the job may involve practical chores like imploring civil servants for an industrial
permit or even going down to the docks to yell at longshoremen so a shipment of metal or grain gets out of
port, veterans of the system say.

mployees in the "traffic" department work with these agents - chartering
essels and sometimes diverting them to more valuable assignments. Both
eld officers and the traffic crew are alert for signs of local shortages or
versupplies, information that gives Glencore traders an advantage.

raders are the stars around which the system revolves. The common trader
mage is of a person glued to a computer screen making rapid-fire bets on
utures. But Glencore's traders are frequently on the road. They focus on
atters like whether coal can be delivered more cheaply by shipping it

om one location than from another, or whether the firm could sell a
efined metal more profitably if it owned the raw ore instead.

hen Mr. Glasenberg was running the coal division in the 1990s, he
“determined that rather than just trade coal, the firm should buy coal mines,
Depressed coal prices made mines easy to buy. Mr. Glasenberg persuaded his partners to spend a couple of
hundred million dollars to acquire mines in Australia and South Africa. He told the engineers running them to
focus on costs and production and leave the selling to him. He then set the firm's ferocmus marketing machine
to work.

Mr. Glasenberg became chief executive in 2002. That year, amid another beaten-down commodities market,
Glencore folded its coal mines into a small producer of zinc and alloys that it partly owned. This company,
Xstrata PLC, agreed to buy the coal assets for $2.5 billion and simultaneously listed its shares on the London
Stock Exchange. Glencore's chairman, Willy Strothotte, is also chairman of Xstrata.

That company then went on an acquisitive tear, quickly becoming the world's fifth-largest mining company.
Xstrata's soaring stock has hoisted the value of Glencore's 35% stake in it to $21 billion.

Xstrata is just the most visible of Glencore's public affiliates. Beginning in 1987, Glencore bought interests in
several aluminum-production plants. In 1996 it combined some of them into Century Aluminum Co., which it
floated on the Nasdag Stock Market. Century now is North America's third-largest aluminum producer.
Glencore, which owns 29% of it, sells it raw materials and buys part of its aluminum output.

In such deals, when the affiliated companies later acquire more assets, Glencore's command of the market
often rises as well. One Glencore customer, Max Crosland, head of fuels and logistics at a British coal-fired
power station, says he buys from the company partly because he knows Glencore has deep access to supply.
"The more confident we are in our coal supplier, the less inventory we can hold,” he says.
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“Glencore also gets fees for its marketing efforts. At Xstrata, Glencore takes a cut of 3.5% to 5% of most sales
of ferrochrome and vanadium, a metal used to strengthen steel. Glencore gets 50 cents for every ton of South
African and Australian coal Xstrata exports, in exchange for its advice and market intelligence. In nickel,
‘Glencore shares profits when it gets Xstrata prices above a certain level.

The Glencore-Xstrata relationship has stirred concerns about their collective market clout, particularly in
thinty traded markets where there aren't transparent futures exchanges. For instance, in 2002, bond filings
show, Xstrata controlled 24% of the market for vanadium and Glencore was Xstrata's exclusive marketer of
the metal, With Glencore's early input, Xstrata had launched a vanadium mine in Western Australia.

Soon after the costly mine opened, a vanadium surplus led to rock-bottom prices. This was bad both for
Glencore, which had agreed to buy some of Xstrata's production elsewhere at prices that were now too high,
and for Xstrata, which had sunk money into a money-losing mine with operational problems.

Xstrata halted the mine's production in early 2003 and permanently shut it in 2004. It dismantled the
equipment, making the mine hard to restart, and it closed another vanadium mine elsewhere as well. With all
this production taken out, the metal's price soared -- quintupling by the end of 2004, according to price
provider Ryan's Notes.

Western Australia officials, incensed at the mothballing of a mine that taxpayer funds had helped develop,
launched an investigation. A disgruntled local partner on the mine project told the investigators that Glencore
was sitting on a stockpile of vanadium and had a motive to push the price up.

Xstrata told the officials no one could manipulate the price of vanadium because some of the metal always
gets produced regardless of demand, as it's a byproduct of steeimaking. Xstrata argues that it wouldn't have
abandoned a mine costing hundreds of millions of dollars to help Glencore reverse far smaller losses. It also
notes that a corruption probe later revealed that its disgruntled mine partner had helped script the eventual
investigative report. That report said Xstrata's actions were a factor in higher prices but it didn't allege market
manipulation.
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Glencore is known for overcoming obstacles to delivery. Last year it was able to get coal to Israel despite
problems gumming up shipments from Russia. "They will always find a way," says Moshe Bornstein, head of
Israel's National Coal Supply Corp.

One of Glencore's most far-reaching moves was in aluminum. In 2004 it won an auction for Jamaican
properties that mine and refine bauxite, a raw material for aluminum, that were also coveted by a company
controlled by Russian oligarch Oleg Deripaska. Over two years, as Mr, Deripaska and another Russian
aluminum producer discussed a combination, Mr. Glasenberg offered to link up with them by contributing the
Jamaican assets and some others to a joint enterprise.

The result was the formation this year of the aluminum giant known as United Co. Rusal, of which Glencore
owns 12%. After the deal closed, Alcoa, which had been the largest producer of primary aluminum, tried to
keep up by acquiring Alcan, only to be outbid by the Anglo-Australian Rio Tinto.

Glencore's relationship with the well-connected Mr. Deripaska may serve it well. One of his companies is
poised to take control of a Russian oil producer from a businessman who fell out of favor with the Kremlin.
Glencore has managed to keep its large stake in many of that Russian oil producer's assets, people familiar
with the deal say.

Distancing itself from its Marc Rich past has been a challenge for Glencore at times. The 2005 U.N. report on
Iraq oil-for-food abuses accused Glencore and a firm then controlled by Mr. Rich of separate but similar
kickback schemes to get access to Iraqi oil. The report, which also implicated other companies, said that in the
early 2000s, Glencore made cash payments to one of its agents, and this agent made cash payments to an Iragi
diplomatic office in Geneva. Glencore called the payments a "success fee," the U.N. report says. Glencore told
the U.N. panel that "if it turns out" anyone paid bribes, that person violated instructions not to do so.

The onetime Marc Rich entity cited in the U.N. report denied wrongdoing. Mr. Rich's current investment firm
says it isn't aware of any investigation of him. Based largely on the U.N. {indings, the Swiss attorney general's
office is conducting a criminal investigation into a number of companies, which it won't identify.

Even Glencore's publicly held affiliates sometimes are dogged by its history of rading with pariah nations.
Xstrata recently encountered questions about Glencore when Xstrata sought to buy a uranium miner in
Australia. The government there said it could do so but imposed a requirement to consult authorities before
allowing anyone else to market the uranium. Ultimately, Xstrata didn't do the acquisition.

Glencore officials "are under pressure to prove they're respectable” as they deepen their ties to banks and issue
debt, says Mark Pieth, a Swiss law professor and one of the three U.N. panel members who investigated the
Iraq oil-for-food arrangement. Glencore has sold more than $5 billion in bonds since 2003. Mr. Pieth says it is
working to strengthen its compliance systems, though "it's coming a bit late."

Bond investors focus on Glencore's thriving business. In its latest debt offering earlier this year, in London,
bond investors offered to lend Glencore 10 times what it initially sought.

At Loomis Sayles & Co., a money manager that bought Glencore bonds in 2004, Diana Monteith, a fixed-
income analyst, says bondholders' interests are aligned with those of Glencore's shareholders. "Everyone [at
Glencore] is really incented to make sure there are good controls,” she says, because if someone makes a bad
bet, "everybody's net worth will go down rapidly."

Glencore employee shareholders, who number 417 in all, can't access their equity unless they leave the
company. Departing employees must sell their stakes back to the company.

This arrangement can require Glencore to lay out big cash payments when some executives who have
accumulated tens or hundreds of millions of dollars of wealth look to cash out. Rating agencies say there's a
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risk Glencore could face a run for the exits during the current good times. Mr. Glasenberg has told investors
that shareholder turnover is planned and orderly.

~lenn R. Simpson, Paul Glader and David Gauthier-Villars contributed to this article

From: Lyon, Carl [mallto:clyon@orrick.com]

Sent: Tuesday, July 31, 2007 4:22 PM

To: mcore@bigrivers.com; mbailey@bigrivers.com; dspainhoward@bigrivers.com; bbkackburn@bsgrwers com;
jmiller@smsmiaw.com; Drefke, Kyle; Michel, Robert jgaines@idg-lic.com; Mudge, Robert

Subject: WS article

There is a lead article in the Journal on Glencore. Mentions Century as 3rd largest producer in North America. Can't send from my
BB.

Sent from my BiackBerry Wireless Handheld (www BiackBerry.net)

IRS Circular 230 disclosure:

To ensure compliance with requirements imposed by the IRS, we inform you that any tax advice contained in
this communication, unless expressly stated otherwise, was not intended or written to be used, and cannot be
used, for the purpose of (i) avoiding tax-related penalties under the Internal Revenue Code or (ii) promoting,
marketing or recommending to another party any tax-related matter(s) addressed herein.

NOTICE TO RECIPIENT: THIS E-MAIL IS MEANT FOR ONLY THE INTENDED RECIPIENT OF THE
TRANSMISSION, AND MAY BE A COMMUNICATION PRIVILEGED BY LAW. IF YOU RECEIVED
THIS E-MAIL IN ERROR, ANY REVIEW, USE, DISSEMINATION, DISTRIBUTION, OR COPYING OF
THIS E-MAIL IS STRICTLY PROHIBITED. PLEASE NOTIFY US IMMEDIATELY OF THE ERROR BY
RETURN E-MAIL AND PLEASE DELETE THIS MESSAGE FROM YOUR SYSTEM. THANK YOU IN
ADVANCE FOR YOUR COOPERATION.

For more information about Orrick, please visit hitp://www.orrick.com/

2/5/2008
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November 21, 2006 :

PUCO

Ms. Renee J, Jenkins

Secretary of the Commission

Public Utilities Commission of Ohio
180 East Broad Street

Columbus, OH 43215-3793

Re: C(CaseNo. 065.1057-FEL-CSS

Dear Secretary Jenkins:

The Commission’s Supplemental Opinion and Order in this docket, dated
November 8, 2006, directed that an executed copy of the electric service agreement
between AEP Ohio and Ormet shall be filed in this docket within 15 days after
execution of the agreement. To that end AEP Ohio is filing copies of the
agreement which was executed on November 8, 2006.

Very truly yours,

- ) ford

Marvin I Resnik
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" This Contract entered into this § Zay o

v ‘; "B»y: ’

. mﬂ?‘_ﬂuyw_ﬁwﬁmmﬁmm{a‘

Date VAR ?J}z FA

1

Nevember ) ‘
£ Qotsl5er 2006, by and between Columbus Southern Power Company and Obio

Power Company, hercafter called AEP Ohio, and Orinet Primary Alummnm Co:poratxon, 1233 Main S!reet, Wheeling, West
Virginia 26003, hereafier called the Customc:r, . .

Witnesseth:
For and in cons:deraﬁcm of the mutual covenants and agreements hereinafter contained, the parties hereto agree with

each other as follows: "

AEP Ohio agrees to ﬁumshtoﬂ:cCusmmer &unngﬂxeterm of this Commct, and the Customer agrees to take from
AEP Chio, subject o AEP Ohio’s standard Terms and Conditions of Service as reguiarly filed with the Public {tilities
Commission of Ohio {Commission) and the terms and conditions as set forth in the Stipulation and Recommendation in Case
No. 05-1057-HL~-CSS as approved by the Commission which Is aitached hereto and hereby made a part of this Contract, all

* fhe electric energy of the character specified herein that shall be purchased by the Costomer in the premises iocated at the

Castomer’s Hanonibal, Ohio facilities. In the event the regularly filed Terms and Conditions of Service conflict with the terms
and conditions set forth in the Stipulation and Recommendation, the latter terms and conditions will be controlling,

AEP Ohio is to firndsh and the Customer is to take electric energy under the ferms of this Contract for & period of up
to 24 months from the time such service is commenced and ending at midnight on December 31, 2008. The date that service
shall be deemed to have commenced under this Contract sha]i be the later of January 1, 2007 or the effective date of the

Stipulation in Case No. 05-1057-EL-CSS.
The electric energy delivered hereunder shall be alternating current at approximately 138, 000 volis, 3-wire, B-phase

and it shall be delivered at the interconnection of AEP Ohio’s two double-citcuit. 138-kV stee] tower transmission lines with
the Customer’s twp double-circuit 138-kV stee} tower transmission lines (Le. in Ohio Township, Monroe County, Ohio at
Tower 39 on double circnit Line #1 and at Tower 38 on double cirénit Line #2), which shall constitute the point of delivery
under this Contract, The said electric energy shall be delivered at reasonably close maintenance to constant potential and
frequency, and it shall be measured by a meter or meters owned and msmﬂedbyAEPOhmand}ocatedattbeKammer

Substation.
The Customer’s mnu'act capacity is hereby fixed at 520,000 KW/AVAL Begmmng July 1 2007 the nmmnum

bllhag demand for this Contract shall be 312,000 kW!kVA
There are no unwritten understandings or agreements relating to the service hmm above pmwded. This Contrsx:t

. shall be in full force and effect when s1gned by the authorized representatives of the parties hereto, subjectto the approval of

the Public Utilities Commission of Ohio in Case No. 05-1057-EL-CS8.
The Customer agrees that its electrical facilities-shall tiot be mtmmnnec‘ted mﬂxmy faci]mes mhcr than AEP Ohm s

ﬁcﬁh&mlmm&enw&omﬁmmrewwed from AEP' Ohlo e e

C‘alumbns Souﬂ:em Power Company
Olno Powar Company

Gignture) ‘
/ﬁ?’ @rsC /3 u;m@/vglhe &
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THE PUBLIC UTILITIES COMMISSION OF OHIO _ O
In the Matter of the Complaint of )
Ormet Primary Aluminum Coxporation )
and Ormet Alummum Mill Products }
Corporation )
: )
Complainants - )
)
) |
v, ) {Case No, 05-1057-E1~CS8
) .
South Central Power Company and )
Ohio Power Company )
. )
Respondents )

STIPULATION AND RECOMMENDATION
Rulc 4901 1-30 01110 Admlmsimhve Code (“OAC") pmwdes that  any two or more

paxtles to a pmceedmg may enter mta 2 Wntten or oral st:pulanon covemng the msues presented

i .The purposz of tb:ss' document is to ,set forth the understan

: 0 have sigr ed beiow (the “Slgnatory Partxes“) ind'to recommend'that‘ Public "
| 7 Uﬁﬁﬁes .Commission of Ohio {the "Commissmn") approve and adopt, as part of its Opinion and
Order in this proceeding, this Stipulation and Recommendation (the “Stipulation”) resolving the
issues in the above~captmned proceedmg 'I'hls Stipulation is fully supported by data and "
xnformatzon contamed in the ewdence in the record in this proceedmg, represents 3 Just and\

a reasonablc resoiutmn of such i xssues m thls proceeding; woiates o reguiatory pnnciple or

v_'_precedem; beneﬁts asa package ratepayers and ‘fhﬁ puhhc mterest; and 15 the product of




-
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lengthy, serious bargaining among knowledgeable and capable parties in a.cooperaiive process
undertaken b;;r the Signatory Parties to settle tﬁis case. While this Stipulation is not binding on
the Commission, it is entitled fo cé.raﬁ;l consideration by the Conﬁnﬁssion, thre', as here, it is
sponsored by parties r_epresexiting a wide range of interests, including the Commission’s Staff.
For the purpose of ;esol'ving all issues raised by ﬂ:us proceeding the Signatory Parties stipulate,
agree and recommend as set forth below. |

This Stipulation is entered iuato by aﬁd among Columbus Southern Power Cdmpany
(CSP) and Ohio Power Comi)any (OPCO) (collectively, "AEP Ohio"), both of which are electric
utility operating companies of the American Electric Power (“AEP™) systera, Ormet Primary

Aluminum Corporation and Onmet Aleminum Mill Products Corporation (collectively,

. “Ormet™), Soz:gth Central Power Company (“SCP”), United Steel, Paper and Forestry, Rubber,

Manufacturing, Bnergy, Allied Industrial and Service Workers International Union (“USW™),

Ohio Energy Group (“OEG”) and the Commission’s Staff. Intervenor Industrial Energy Users-

Ohio (“TEUT’), while not a Signatory Party, has agreed not to oppose the Commiission’s approval

of this Stipulation. All.Signatory Parties fully support this Stiplﬂaﬁén and urge the Commission |
to accept and approve the terms hereof.

WHEREAS, in Case No. 96-999-EL-AEC, OPCO applied to the Commission for

s approval of a special contract arrangement with Ormet (the “Interim Agreement”) which would

become cﬁ'eéﬁvf; upon the November 30, 1997 termination of the then-current service agreement

between OPCO and Ormet, and would terminate st midnight on December 31, 1999;

WHEREAS, in Case No. 96-1000-EL-PEB, OPCO and SCP jointly petitioned the
Commjs‘;sion for reallocation of their certified .service territories so that Ormet, then a customer

of OPCO, would Escome a customier of SCP upon tey}ninaﬁdn of the Interim Agreement;

2
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WHEREAS, by Finding and Order in Case Nos. 96-999-EL-AEC and 9.1 000-EL-PEB,
dated No‘srember 14, 1996, the Commaission api:roved the Interim Agreement and the request of -
OPCO and SCP to realiocate their certified territorial boundaries so that Ormet would become a
customer of SCP upon termination of the Interim Agresment;

WI—IBREAS? pursuant to the terms of a Curtailment and Indemnity Agreement, which

was an exhibit to the jéint petition in Case No. 96~160¢ELPEB, afier Ormet became & customer

- of SCP and Ormet’s load wais removed from the AEP system’s control area, OPCO and the AEP

system no longer had either the right or obﬁgaﬁoﬁ to resume control area responsibility for

. Ormet’s load;

WHEREAS, Ormet and SCP entered info a service agreement which provided for the sale

" by SCP of a maximnsn EOMWofelecu‘icpoWer and energy to Onmet (5 MW fimm, 15 MW

interruptible) and for Ormet to ‘ob'tain from third parties in the market the remaining electricity to
service the load for its facilities in Hannibal, Ohio;

WHEREAS, the initial SCP/Ormet service agreement was modified to terminate any
obligation of Ormet to buy, and of SCP fo sell to Ormet, electric power and energy;

MIEREAS subsequent to the modification of the initial SCP/Ormet service agreement,

- Ormet filed for Chapter 1 bankmptcy protection and emarged ﬁom bankmptcy in April 2003,

- WHEREAS, Orrhet curtailed operations at its Hannibal, Ohio facilities in Jannary 2005

and those operations have not been restarted;

WHEREAS, on August 25, 2005, Ormet filed in this &ocket a petition to transfer rights to
ffmzlsh eicctnc service and!o: to reallocate certified service temtones, along with a complaint
agamst OPCO alleging that OI’CO was proposmg to impose m;ust, um-easonable and

dlscnnunatory rates if Ormet were to retu_m to OPCO’s certified service temtory,



WHEREAS, on June 14, 2006, the Commission issued an Opipion and Order in this

docket which, among other things:

1 found that the bankruptcy court authorized the rejection of the service agreement
between SCP and Ormet and which deferred to that determination

2. found that SCP is legally obligated to serve Ommet’s 520 MW load

3. fonnd that, in the dontext of service to Ormet, SCP does not provide, or propose to
- provide, physically adequate service :

4, - directed that a second hearing should be held regarding: whether SCP’s failure to
propose 1o provide physically adequate service has been corrected or can be
corrected vnder reasonable operating conditions; whether the Comrmission should
authorize another supplier to serve Ormes; or whether the Commission should
order such other remedy authorized by law .

5. directed that the issue of an appropriate rate to be charged by OPCO for service to
Ormet should be addressed after the Commission completes its proceedings under
§ 4933.83(B), Ohio Rev. Code, and determines whether another electric supplier
should be authorized to serve Ormet,

WHEREAS -on July 14, 2006, SCP and OPCO each filed rehearing applications

-

‘ regarding the Jme 14, 2006 Opinion and Order,

. WHEREAS, on August 9, 2006, the Commission zssued an Entry on Reheanng in thxs

docket which dspxed the rehearing applications filed by SCP and by OPCO;
- WHEREAS, on Auguét 25, 2006, SCP filed a second reheaﬁng appiication vs;hich the

Commismon demed in its September 13, 2006 Second Entry on Rehearing;

WHEREAS on October 6, 2006, SCP filed a Notice of Appeal to the Supreme Court of
01110 (Case No. 06-1866) regarding the COD]II}ISSIOH s Iune 14, 2006 Oplmon and Order August
9, 2006 Entry on Rehearing and September 13, 2006 Second Entry oxLRchemn_g;

| WHEREAS according fo Ormet Ex. 4: |

1. © 'When Ormet’s Hannibal facilities are fully operating it employs approx:lmately
1,000 people with fotal annual wages of about $4O 000,600 :



lf“

Ormet covers approximately 3,300 of its employees and famlly members health
care at a cost exceeding $10,000,000 per year -

Ormet pays about $1,000,000 annually in taxes to Monroe County, Ohio and its

“sehool dlstnct

Ormet purchases about $15 000,000 to $18,000,000 of goods and services every

year in the Monme County area

Ormet has been one of Southeastern Ohio’s largest employers, particularly of
skilled workers such as those who comprise the USW

If Ormet is unable to resume operation of its Hannibal facilities there will be no
jobs to which the USW laborers can refurn

If the Hannibal, Ohio region loses the si‘gniﬁcant tax revenues and capital R
spending Ormet historically has brought to that reg:on, the economy in that region

wﬂl become further depressed

WI-}EREAS as reflected in Ormet Ex, 2, Ormet has charactenzed its foad at full
operation-as 520 MW at a 99% load factor;
NOW, THEREFORE, the Signatory Parties stipulate, agree and recommend that the

Commission miake the following findings and issue its Opinion and Order in these proceedin;g_s in

accordance with the following:

n
2)

CSP shall be permitted to intervene in this docket.
Based upon the anticipated acceptance by the Commission of this Stipulation,
without modification, the Commission should consider the Sﬁpﬁlation as

presenting a joint petition submitted by CSP, OPCO and SCP under § 4933.83

B, Ohio Rev. Code, which statute, in pertinent part, provides thaf:

. any two or more electric supphers may joinfly petmon the
commission for the reallocation of their own territories
‘and electric load centers among them and designating
which portions of such territories and electric load centers
are {o be served by each of the electric suppliers.
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2)

)

Further, the Commission should find that approval of such joint ;ie:tiﬁon isnot

' contrary to the public inferest and, therefore, meets the standard of ~ § 4933.85,

Ohio Rev. Code, for appro‘&lfal of the joint petition.

The Commission will reallocats the service territories of CSP and OPCO &nd SCP
such that Ormet’s Hannibal facilities will be located in a joint CSP/OPCO
certified service teﬁitory effective January 1, 2007. SCP shall have no obligation

to provide electric service to Ommet’s Hannibal facilities prior to January 1, 2007.

- Provided, however, that SCP will retain its service obligation prior to, on, and

after Yanuary 1, 2007 with respect to:

{.  Flashing light and sign for the Orhet Plant on Route 7 to the west of the
Ormet Plant (South Central Accotint No. 846-201-006), Installed
4/6/1998.

2. Ormet employee park just to the south of Route 7 and to the east of the
Ormet Plant (South Central Account No. 846-153-001). nstalled

6/1/1982.

3. Sign for the Ormet Plant on Route 7 to the east of the Ormet Plant (South
Cenfral Account No. 846-151-001). Installed 8/1/1965. '

As part of this Sﬁpulétion, Ormet has entered intc an electric service contract
(Contract) which reflects the provisions of this Stipﬁation_which are applicable to
the Contract._ The Contract, a copy of which is attached as At‘cachment 1, shall be

deemed to have been approved by the Conamission as part of the Commission’s -

approval of the Stipulation.

‘Generation, tx_ahsmission and distribution service will be supplied by AEP Okio.

Such service will meet Ormet’s peak demand of approximately 520 MW at a 99%

load factor (full operation). AEP Ohio’s generation service (which will be -

6
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supplicd one-half (50%) by CSP and one-half (50%) by OPCO) will be supplied

only for consumption at Ormet’s Hannibal, Ohio facilities and such power and

- énergy will not be resold or transferred by Ormet, _regardles;s of any opportunities

for such transactions.

This Stipulation will become effective upon approval in a final order of the

" Commission. Should the Commission’s final order be appaaied to the Supreme

Court, or become involved in some other judicial process, this Stipulation and the

related Contract will be suspended for the duration of such appeal or otherlpmce_ss

- and/or during any remand to the Comnjission. PriortoJ anuary 1, 2009, Ormet

shall not switch fo service from a Compeuhve Retail Electric Service Provider.

* Ormet cannot initiaté any proceedmg or othermse peﬁuon the Comzmssmn or any

court of competent jurisdiction to require either CSP or OPCO, or both, to provide

| generation service under any established rate schedule of either CSP or OPCO or

. at a rate lower than such schedules without the express written consent of AEP

Ohio.

" For the périod January 1, 2007 through December 31, 2008, Ormet will pay $43

per megawati-hour for geﬁemﬁon serv_ice.' ‘This price is agreed upon based on

Orimet’s representations that after a brief ramp-up period it will operate at a full

load of approximately 520 MW at a 99% load factor. In addition, Ommet will pay
tariff rates and all applicable riders to AEP Ohio for t:;ansnlissibn and distribution
service. Such tariff rates and riders will be equivalentté OPCO’s Schedule GS-4
for one-half (56%) of Ormet’s load and CSP’s Schedule GS-4 for one-half (50%)

of Ormet’s load. A list of the currently existing tariff rate componenté and riders,




8)

9 -

and their locafion in CSP’s and OPCO’s Commission-approved tariffs, is attached -
to this Stipulation as Attachment II. In addition, to the extent required by law,

Ormet will self assess the Ohio kWh tax.

* Theé Contract will not be transferable by Ormet to any other party without the

consent of AEP Ohio. In the event of a change in G;Jntrol.of Ormet, and assuming
the continued operation of thé Hannibal facilities, Ormet agrees tﬁat it will
maintain substantially the same level of operations (approximately 520 MW ata
99% load factor), employment (zpproximately 1,000) and local purchaéing
practices (about $15,000,000 to $i 8,000,000 per year in the Monroe County arca).
Ormet will provide ABP Ohio & deposit equivalent to 130% of the anticipated
monthiy billing for O@et’s Mbﬂ facilities at full operation. During the. -.

ramp-up period which is expected to occur after Ormet reopens its Hannibal

. facilities, not to exceed six {6) months, Ormet shall provide a &eposit equivalent

to 130% of the anﬁgﬁipaied next month’s billing for the Hannibal facilities. The
gener.ation; and &anmnission-%elawd portion of the deposit will be refimded to
Orimet upon Ormet’s election to take generation and transmission sérvice from
another electric supplier after December 31, 2008, pfovided that Ormet doeé not
have any outstanding balance with AEP Ohjo. Ormet agrees to immediately .
reestablish a deposit equivalent fo 130% of the anticipated monthly g&m‘aﬁon—,,_
and transmission-related b%g for the Hannibal facilities at full operation should
Ormet return from such other electric suppﬁer to once again take generation- and
tsan},missionqgaxed setvice from either CSP or OPCO, or both. All deposits . -

under this Stipulation shall be made by Electronic Funds Transfer not Iater than

8
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10)

1)

five (5) business days before the beginning of the next month, Should Ormet fail

to provi'de’ its deiaosit in accordance with these terms, Ormet agreés fhat AEP Ohio
has the unilateral right o disconnect service to Ormet three (3) days after
prowdmg written notzce of disconnect to Onnet. 'I‘hzs promsmn shall rem,am in
effect for so long as Ormet takes any service from either CSP or OPCO or both.

Ormet will prepay, by Electronic Funds Transfer, its monthly bill for generation,

" transmission, and distribution service by making payments three (3) busineés ‘days

prior to the start of each month (December 27, 2006 for the first service month of

January 2007) and prior to the 15" of each month in an amount equivalent fo one-

. half (50%) of the anticipated billing for that month for the Hammibal facilities

Except for duting the ramp-up period, the anticipated monthly bilting will be

~ based upon full operation. Should Ormet fail fo’make a payment within two (2)
- business days of when it is due, Ormet agrees that AEP Ohio bas the unilateral

- rigﬁt 0 disconnect service to Ormet three (3) days after providing written notice

of disconnect to Ormet. 'I'hls provision shall remain in effect for so long as. Ormet
takes any .service from either CSP or OPCO, orboth.

AEP Ohio will make a filing prior to the start of 2007 which will set a market rate
for generation service to Ormet’s Hannibal facilities for 2007. AEP Ohio will
make a filing i):ior to the start of 2008 which will st a market rate for.gengraﬁon

seivice to Ormet’s Hannibai, Ohio facilities for 2008. Such market rate, which

will be subject to the Commission’s review, shall reflect all generation-related

services, including, but not limited to the market for capacity, energy (on-pesk °
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12)

13)

~and oﬁ-peaic), losses to the metering point and load following to meet the

renjuirements of Ormet’s Hanhibal facilities.

For the purpose of oompensaﬂng AFPp Ohlo for the differential between service at -

 the fnaiket rate established by AEP Ohio’s filings under Paragraph 11 and the $43

per megawatt—ham charge for generation service under Paragraph 7, AEP Ohio
will be permitted fo amortize to income, in the amomnt of such differential,
without reducing rates, their Ohio Franchise Tax phase-out regulatory liability,
totaling $56,968,000.

In the event that the amortization of the Ohio Franchise Tax phase-out regulatox;y

* Hability does not fully compensate AEP Ohio for the differential between service

“at the menket rate established by AEP Ohio’s filings under Paragraph 11 and the

$43 per megawai}hoﬁr charge f_‘or generation service under Paragraph 7, AEP
'Ghit; will be permitted to recover that differential under the “Additional 4%”
provision of the cuirent Rate Stabilization Plan. See Section 3, pages 8 and 9 of
AEP Ohio’s February 9, 2004 application in Commission Case No. 04-169-EL-
UNC. In the event that AEP Ohio recovers the entire differential between service
at the market rate established by AEP Okio’s filings under Paragraph 11 and the
$43 per megawattuhour charge for generation service under i’a:agraph 7, without
having to' amortize the entire Ohi?) Ffanchise Tax phase-out regulatory liability,
AFEP Ohio will retain the unamortized portion on ité books and the freatment of |
that ';alance will be determined by'the Commission in AEP Ohio’s next base rate
proceeding. AEP Ohio’s recovery of the differential through either the

amortization of the Ohio Franchise Tax phase-out regulatory Lability énd, if

10
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_ necessary, the “Additional 4% provision will be accomplished in a manner
' Which matches the projected diﬁ’erenﬁal and the recovery in the same accounting

-peliod,

In the- event Onnet ﬁles a pct:txon for rehef under the Bankmptcy Code or an
mvoluntm'y petmon for rehef under Bankruptey Code is ﬁlad agamst Ormet,
Ormet acknowledges and agrees that:

2. The payment ammgeﬁxenf s‘pec-iﬁzj:d in Paragraph 10 above, with payments
madé in advance of usage will remain in effect as specified in this
Stipulation.

b. Ormet will not file a pleading with the applicable bankruptcy court that
secks to limit or avoid its obligation under the deposit or advance pa&ment
provisions of this Sﬁpﬁlaﬁon. See Paragraphs 9 and 10 above,

respectively.

. Ormet further agrees that in the évent of a bankruptcy AEP Ohio has the

fitst claim on any deposit held under this Stipulation for any amounts
-owed and any future costs to be incxﬁred as result of AEP Ohio’s service
to Ormet.
In the event that the bankruptcﬁr court does not permit the provisions éf either
Parag:aph 14 a., b., or c. to be implemented, Ommet will provide AEP Ohio,

within twenty (20) days of the petltmn date, with a post-petition secunty depos1t,

" as adequate assurance under § 366 of the United States Bankruptcy Code, (11

U.8.C. § 366), in the amount equivalent to 130% of the anticipated monthly

billing for the plant at full opgraﬁozi.v

11
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15)

18

17)

18)

All necessary waivers of Commission rules shall be considered granted by the

Commission’s adoption of this Stipulation.

SCP mll wx&draw its Noﬁce of Appeal in Supreme Cou:rt Of Ohlo Case No. 06~ -

, 1866 after the Comm:tssmn adopuon of the Supu}auon and rhe Iater of ﬂze time for

ademStrahve or appellate review of the Commission’s order adophng the ‘

Stipulation has escpired or, if such review is pursued, such review is completed.
Upon the Comumission’s adoption of the Stipulation, CSP, OPCO agld SCPwill
submit fo the Commis‘sioﬁ modified terri’corial maps consistent with the provisions

of this Stipulation.

.. Since the Signatory Parties are waiving their rights to appeal the factual and legal - -

coriclusions contained in the June 14, 2006 Opinion and Order, they agree to not
rely o such conclusions in any future proceeding. Further, the Signatory Parties
urge the Commission to indicate in its order adopting this Stipulation that such

4

con¢lusions were unique fo the facts and circumstances in this proceeding and do

" -not provide any precedent for any future proceeding.

Nothing in this Stipulation shall be used or constraed for any purpose to imply, suggest or

otherwise indicate that the results produced through the compromise reflected herein represent

fully the objectives of any Signatory Party.

No Signatory Party will challenge or directly or iﬁdirecti& support any challenge to the

reasonableness or lawfnlness of the provisions of this Stipulation.

~ This Stipulation is submitted for purposes of this proceeding oniy, and is not deemed

relied upon in any other proceédings; except as necessary to enforce the terms of this Stipulation.

B}hdii}g in any other proceeding, except as expressly provided herein, nor is it to be offered or

*~
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becoming final or such law becoming effective.

In fact, none of the Signatory parties have submitted the entirety of the case they would have
otherwise ﬁled or will file if this Stipulation is réjected.
'l‘hs agreement of the Slgnatory Partles reﬂected in this. document is expressly

- mnd;t;oned upon 1ts aoceptance in its entirety and without alterauon by the Commsszoﬁ

The Signatory Parties agree that:

if the Commission rejects all or any part of this Stipulation, or otherwise
materially modifies its terms, any adversely affected Signatory Party shall
have the right; within thirty (30) days of the Commission's order, either to

file an application for rehearing or to terminate and withdraw from the

Stipulation by filing a notice with the Commission;

if an application for rehearing is filed, and if the Commission does not, on

| rel;éaring,- accept the Stipulation without material modification, any

Signatory Party may terminate and withdraw from the Stipulation by filing

a notice with the Cormission within ten (10) business days of the
Coﬁ:mission's order or entry on rehearing; and .

if any portion of this Stipulation is found by a reviewing Court to be
unlawful, or if any law is enacted which pmhfbité the continued

application of 'any term of this Stipulation, any Signatory Party adversely

" affected by any such judicial decision oor.statutory enactment may

withdraw its support for this Stipnlation by filing a notice to that effect
with the Commission within thirty (30) days of such judicial decision

13
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If a Signatory Party pursues any action provided for in parts A, BoaC above, a ﬁearing shaligo

forward, apci the parties shall be afforded the opportunity to present mdence through witnesses,
fo cross«e'x:amiﬁel'all Wimesées, to’presént rebuttal testimony, and to file briefs on all iészms and
pursue all remedms avaﬁable ina court of compete:nt junsdzcnon. | | |

The Signatory Parties agree and mtend to support the reasonableness and legality of this
Stipulatton before the Commission, and in any appeal from the Commission's adoption and/or

enforcement of this Stipulation. -
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IN WITNESS WHEREOF, this Stipulation and Recommendation has been agreed to as
of this 20" day of October, 2006. The undersigned pam'és rwpeéf:ﬁlﬂy request the Commission
to issue an Qpinion and Order approving and adopting this Stipulation. |

-

e R

~ Okio Power Company

%aw

Cclumbus Southern Power Company

MF W IR

Orfhet Primary Aluminum Cérporation and

Ormet Aluminum Mill Produets Corporation

- %{Mf é«»fﬁ‘){é—-—,

. South Central Power @mpaﬂy .

M/MM HZR

Ohio Energy Group

Y a2

Umtad Steel, Paper and Forestry,

" Rubber, Manufacturing, Bnergy, Allied Industrial and

Service Workers Interational Union
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Attachment 1

This Contract entered into this __ day of October 2006, by and between Columbus Southern Power Company and Ohio
Power Company, hereafier called AEP Ohio, and Ormet Primary Ahumioum Corporatmn, 1233 Main Stl:eet, Wheehng, West
Virginia 26093 hereafier called the Customer, ‘

Witnesseth:
" For and in consideration of fhe mmtual covenants and agreements hereinafier contained, the partxes hereto agree with
each other s follows:
AEP Ohio aprees to furnish to the Customer, during the term of this Contract, and the Customer ngrees to take from
AEP Ohio, subject to AEP Ohio’s standard Terms end Conditions of Service as yegularly filed with the Public Utilities
Commission of Ohio (Cormission) and the terms and conditions as set forth in the’ gﬁpu]ahon and Racmndanon in Case
No. 05-1057-BE~CSS as approved by the Commission which is attached hereto and hereby made a patt of this Confract, all
the electric energy of the character specified herein that shall be purchased by the Customer in the premises.located at the
Customer®s Hannibal, Ohio facilities. In the event the regularly filed Terms and Conditions of Servics conflict with the terms’
and conditions set forth in the Stipulation and Retommendation, the Iatter terms and conditions will be controlling,
. AEP Ohio is to furnish and the Customer is to take electric energy under the terms of this Contract for a period of up
to 24 mionths from the time such service is commenced and ending at midnight on December 31, 2008. The date that service
shall be deemed to have commenced wnder this Contract shall be the later of Jamuary 1, 2007 or the effective date of the
Stipulation in Case No. 05-1057-EL-CSS.

The electric energy delivered hereunder shall be alterpating current at approximately- 132,000 volts, 3-wire, 3-phase
and it shall be delivered at the interconnection of AEP Ohio’s two double-tircuit 138XV stee] tower transmission fines with
the Customer’s two double-circuit 138V steel tower transmission hnes (i.e. in Ohio Township, Motiroe County, Ohio at
Tower 39 on double circuit Line #1 and at Tower 38 on double circuit Line #2), which shall constitute the point of delivery
under this Contract. The said electric energy shall be delivered at reasonably close maintenance to constant potential and
frequency, and it shall be measured by 2 mgter or meters owned and installed by AEP Ohio and !ocatad at the Kammer
Substation.
The Customer’s contract capacity is hereby fixed st 520,000 KWAVA. Beginning July 1, 2007 the minimum

billing demand for this Contract shall be 312,000 kXW/AVA.
There are no unwritten, understandings or agreements relating to the service herein above provz.ded. This Contract

i - shall be in full force and effect when signed by the authorized representatives of the parties hereto, subject to the appmval of

the Public Utilities Commission of Ohio in Case No. 05-1057-EL-CSS.
The Customer agrees that its electrical facilities shall not he intercormected with any facilities other than A.EP Ohio’s .

fac:hhes unless writien authonzaﬁon is received from AEP Ohio. .

Colurobus Southemn Power Company - Ormet Primary Alomimm Corporation
Ohio Power Company ‘
By: . ) By
{Signature) {Signaturs)
{Printed Narne) (Prinfed Name)
" Title: Title: )

Date:

D_ate:
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. K 5 Sheet No.
Tariff Rate or Rider CSP OPCo
Customer Charge 24-1 24-1
Demand Charge ) 24-1 24-1
-{ Reactive Demand Charge 24-1
Universal Service Fund Rider 60-1 . 60-1 -
| Energy Efficiency Fund Rider 61-1 61-1-
KWh Tax Rider . : 62-1 " 62-1
Gross-Receipts Tax Credit Rider 63-1 63-1
Municipal Income Tax Rider 65-1 65-1
Franchise Tax Rider 66-1 | 66-1
Regulatory Asset Charge Rider 67-1 67-1
Provider of Last Resort Charge Rider 69-1 69-1
Monongahela Power Litigation Termination Rider | 73-1
Transmission Cost Recovery Rider - 751 75-1
Major Storm Cost Recovery Rider 77-1 77-1

At‘racbment 2






BEFORE

THE PUBLIC UTILITIES COMMISSION OF OHIO
In the Matter of the Complaint of
Ormet Primary Aluminum Corporation
and Ormet Aluminum Mill Products
Corporation,

Complainants, Case No. 05-1057-EL-CSS8
V.

South Central Power Company and

)
)
)
)
)
)
)
)
)
)
Ohio Power Company, )
)
)

Respondents.

SUPPLEMENTAL OPINION AND ORDER

The Commission, considering the complaint, the evidence of record, the arguments
of the parties, and the applicable law, and being otherwise duly advised, hereby issues this
supplemental opinion and order.

APPEARANCES:

Dinsmore & Shohl LLP, by John E. Selent and Edward T. Depp, 1400 PNC Plaza,
500 West Jefferson St., Louisville, Kentucky 40202, and Brian S. Sullivan, 255 E. 5% St., Suite
1900, Cincinnati, Ohio 45202, on behalf of Ormet Primary Aluminum Corporation and
Orniet Aluminum Mill Products Corporation. :

Thompson Hine LLP, by Robert P. Mone, William R. Case, Thomas E. Lodge, Kurt
P. Helfrich and Carolyn S. Flahive, 10 W. Broad St., Suite 700, Columbus, Ohlo 43215-3435,
on behalf of South Central Power Company.

Marvin I. Resnik, American Electric Power Service Corporation, 1 Riverside Plaza,
29t Floor, Columbus, Ohio 43215, on behalf of Ohio Power Company.

McNees, Wallace & Nurick, LLC, by Samuel C. Randazzo, Lisa G. McAlister and
Daniel J. Neilsen, 21 East State Street, Columbus, Ohio 43215, on behalf of Indusmal
Energy Users-Ohio.

This 1s to certlfy that the lmages appescing are sn
acourate and complete reproduction of a casa file
dodument delivered in the ragular course of .bu inesa

vechnician - __Date Processed \\ (s
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Nathaniel Hawthorne, 27600 Chagrin Boulevard, Suite 260, Cleveland, Ohio 44122,
on behalf of the United Steel, Paper and Forestry, Rubber, Manufacturing, Energy, Allied
Industrial and Service Workers International Union.

Boehm, Kurtz & Lowery, by David F. Boehm and Michael L. Kurtz, 36 East Seventh Street,
Suite 1510, Cincinnati, Ohio 45202, on behalf of Ohio Energy Group.

Jim Petro, Attorney General of the State of Ohio, by Duane W. Luckey, Senior
Deputy Attorney General, by Thomas W. McNamee and William Wright, Assistant
Attorneys General, 180 East Broad Street, Columbus, Ohio 43215, on behalf of the staff of
the Public Utilities Commission of Ohio.

Janine L. Migden-Ostrander, Ohio Consumers’ Counsel, by Jeffrey L. Small,
Assistant Consumers’ Counsel, Office of Consumers’ Counsel, 10 West Broad Street,
Columbus, Ohio 43215, 'on behalf of the residential consumers of Columbus Southern
Power Company and Ohio Power Company.

OPINION:

1 History Of This Proceeding

On November 14, 1996, in Case Nos. 96-999-EL-AEC and 96-1000-EL-PEB, the
Commission approved a joint petition by Ohio Power Company (Ohio Power) and South
. Central Power Company (South Central) to reallocate their service territories such that,
effective December 31, 1999, all of the facilities of Ormet Primary Aluminum Corporation
and its affiliates in Hannibal, Ohio (Hannibal Facilities) were reallocated to South Central’s
service territory. In the Finding and Order, the Commission also approved an Interim
Agreement and a Curtailment and Indemnity Agreement between Ohio Power and Ormet
Primary Aluminum Corporation,

In addition, Ormet Primary Aluminum Corporation and South Central executed an
“Agreement for Electric Service,” (Service Agreement) which provided for the sale of a
maximum of 20 MW of electric power and energy to Ormet Primary Aluminum
Corporation from South Central (Joint Ex. 1 at 5). Under this arrangement, Ormet would
obtain the remaining electricity to serve the Hannibal Facilities’ load from the market
(Joint Ex. 1 at 4). This agreement was amended effective January 1, 2004, with the
execution of the “First Amendment to and Modification of Agreement for Electric Service”
(First Amendment) in which South Central and Ormet Primary Aluminum Corporation
agreed to terminate in total any obligation of Ormet to buy, and of South Central to sell to
Ormet, electric power and energy (Joint Ex. 1 at 5-6).



05-1057-EL-CSS 3

Subsequent o the execution of the First Amendment, Ormet Primary Aluminum
Corporation and Ormet Aluminum Mill Products Corporation (Ormet) filed for Chapter
11 bankruptcy protection in the Untied States Bankruptcy Court (Joint Ex. 1 at 6). On
January 25, 2005, Ormet curtailed operations at the Hannibal Faczhtles Operations at the
facilifies have not been restarted (Joint Ex. 1 at 7).

On August 25, 2005, Ormet filed a petition to transfer rights to furnish electric
service and /or reallocate certified electric service territories, a complaint for inadequate
service against South Central and a complaint for unjust, unreasonable and discriminatory
proposed rates against Ohio Power. This pleading requests that the Commission: transfer
South Central’s rights o serve Ormet’s facilities to Ohio Power or reallocate the service
territories of Ohio Power and South Central such that all of Ormet’s facilities are part of
Ohio Power’s certified territory; and order Ohio Power to serve Ormet, upon such transfer
or reallocation, at rates in accordance with Ohio Power’s unbundled standard tariff GS-4
rate schedule.?

Ohic Power and South Ceniral both filed answers to the complaint on
September 20, 2005. In addition, South Central and Ohio Power filed motions to dismiss
the complaint on September 20, 2005. The motions to dismiss were denied by the attorney
examiner on October 27, 2005.

Section 4933.83(B), Revised Code, provides for a two-step process under which: (1)
the Commission must find that an electric supplier has failed to provide, or propose to
provide, physically adequate service and order that such failure be corrected within a
reasonable time; and (2) if such electric supplier fails to comply with the Commission’s
order, the Commission may authorize another supplier to serve and shall amend the
certified territories of the respective electric suppliers. Therefore, on February 14, 2006, the
Commission held an evidentiary hearing to determine whether South Central provided, or
proposed to provide; physically adequate service to Ormet.

On June 14, 2006, the Commission issued its Opinion and Order. In the Opinion
and Order, the Commission determined that South Central did not provide, or propose to
provide, physically adequate service and the Commission ordered further hearings in this
proceeding regarding whether the failure to propose to provide physically adequate
service had been corrected by South Central and whether the Commission should
authorize another supplier to serve or should order such other remedy authorized by law.

On July 14, 2006, South Central and Ohio Power each filed applications for
rehearing, On August 9, 2006, the Commission issued its Entry on Rehearing, denying the

' On November 29, 2005, after the commencement of Case No, (5-1057-EL-C58, Ormet filed motions to reopen Case

Nos. 96-999-EL-AEC and 96-1000-EL-FEB and to transfer its facilities back o the certified ferritory of Ohio Power.
The Commission denfed Ormet’s motions to reopen Case Nos, 96-999%-EL-ABC and 96-1000-EL-FPEB and to transfer
__ #s facilities back fo the certified territory of Ohio Power in its june 14, 2006 Opinion and Order,
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* applications for rehearing filed by South Central and Ohio Power. On August 25, 2006,
South Ceniral filed an application for further rehearing, Whl(:h was denied on
September 13, 2006.

On Oc‘tober 5, 2006, the evidentiary hearing in this matter was held pursuant to the
Commission’s June 14, 2006, Opinion and Order. However, on October 20, 2006, Chio
Power, Columbus Southern Power Company (Columbus Southern Power), Ormet, South
Central, Ohio Energy Group (OEG), United Steel, Paper and Forestry, Rubber,
Manufacturing, Energy, Allied Industrial and Service Workers Infernational Union (USW)
and the Commission Staff filed 2 stipulation (Stipulation) o resolve all issues in this
proceeding (Joint Ex. 2). The hearing continued on October 26, 2006, at which time Ohio
Power and Columbus Southern Power presented a witness supporting the Stipulation, No
party to this proceeding opposed the adoption of the Stipulation by the Commission.

o, Summary of the Stipulation.

The Stipulation was intended by the signatory parties to resolve all outstanding
issues in this proceeding. The Stipulation includes, inter alig, the following provisions:

1) The Stipulation should be considered as a joint petition, submitted by Ohio
" Power, Columbus Southern Power, and South Central pursuant to Section
4933.83, Revised Code, to reallocate the service territories of Ohio Power,
Columbus Southern Power and South Central such that Ormet’s Hannibal
Facilities will be located in a joint Columbus Southern Power/Ohic Power
service territory effective January 1, 2007, South Central Power shall have no
obligation to provide electric service to the Hannibal Facilities, except that

South Central Power shall retain its service obligation prior to, on and after
January 1, 2007, with respect to three facilities enumerated in the Stipulation,

2y As part of the Stipulation, Ormet has entered into an electric services contract
with Ohio Power and Columbus Southern Power. The contract will not be
transferable by Ormet to any other party without the consent of Columbus
Southern Power and Ohio Power (AEP Ohio).

3)  Generation, transmission and distribution service will be supplied by AEP

Ohio. Such services will meet Ormet’s peak demand of approximately 520

MW at a 99 percent load factor. AEP Ohio’s generation service will be

- supplied only for consumption at Ormet’s Hannibal Facilities and will notbe’
resold or transferred by Ormet.

4) Ormet shall not switch to service from a competitive retail electric service
provider prior to January 1, 2009. Ormet cannot initiate any proceeding to
require either Columbus Southern Power or Ohio Power, or both, to provide
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5)

6)

8)

9

10)

generation service under any established rate schedule of either Columbus
Southern Power or Ohio Power or at a rate lower than such scheduled
without the express written consent of AEP Ohio.

For the period between January 1, 2007 and December 31, 2008, Ormet will
pay $43 per megawati-hour for generation service. In addition, Ormet will
pay tariff rates and all applicable riders to AEP Ohio for transmissjon and
distribution service. Such tariff rates and riders will be equivalent to Ohio
Power’s Schedule GS4 for one-half (50 percent) of Ormet’s load and
Columbus Southern Power’s Schedule GS-4 for one-half (50 percent) of
Ormet’s load.

Ormet will provide AEP Ohio a deposit equivalent to 130 percent of the
anticipated monthly billing for the Hannibal Facilities at full operation.

Ormet will prepay, by electronic funds transfer, its monthly bill for
generation, transmission and distribution services by makmg payments three
business days prior to the start of each month and prior to the 15% of each
month in an amount equivalent to one-half (50 percent) of the anticipated
monthly billing for that month for the Hannibal Facilities. Should Ormet fail
to make payment within two business days of when it is due, Ormet agrees
that AEP Ohio shall have the unilateral right fo disconnect service o Ormet
three days after providing written notice of disconnect to Ormet.

AEP Ohio will make a filing, prior to the start of 2007, which will set a

- market rate for generation service to Ormet's Hannibal Fadilities for 2007.

Further, AEP Ohio will make a filing prior to the start of 2008 which will set
a market rate for generation service to Ormet’s Hannibal Facilities for 2008.
Such market rate should reflect all generation-related services and will be
subject to the Commission’s review.

For the purpose of compensating AEP Ohio for the differential between
service at the market rate and the $43 per megawatt-hour charge for
generation service provided for under the Stipulation, AEP Ohio will be
permitted to amortize to income, in the amount of such differential, without
reducing rates, their Ohio Franchise Tax phase-out regulatory lability,
totaling $56,968,000.

In the event that the amortization of the Ohio Franchise Tax phase-out.
regulatory lability does not fully compensate AEP Ohio for the differential’
between service at the market rate and the $43 per megawatt-hour charge for
generation service provided for under the Stipulation, AEP Ohio will be
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permitted to recover that differential under the “Additional 4%” provision of
the current rate stabilization plan, Case No. 04-169-EL-UNC.

I Intervention.

The Stipulation prcwdes that Colurnbus Southern Power be permitted to intervene
in this proceeding. Under the terms of the Stipulation, the Hannibal Facilities would be
located in a joint Columbus Southern Power/Ohio Power service territory and Columbus
Southern Power will provide one half of the generation service to the Hannibal Facilities,
Therefore, the Commission finds that Columbus Southern Power should be permitted to
intervene in this proceeding,

Further, on October 26, 2006, the Ohio Consumers Counsel (OCC) filed a motion to
intervene in the proceeding. No party to the proceeding opposed the motion to intervene.
In the motion to intervene, OCC notes that a motion to infervene, even when submitted
out of time, may be granted under “exiraordinary circumstances.” At the hearing, OCC
stated that it does not oppose the Stipulation and that its interest in this proceeding lies in
the implementation of the Stipulation in subsequent proceedings. Therefore, the
Commissions finds that OCC's intervention will not unduly delay proceedings or urjustly
prejudice any existing party. OCC’s motion to intervene should be granted.

V1.  Evaluation of the Stipulation,

Rule 4901-1-30, Ohic Administrative Code, authorizes parties to Commission
proceedings to enter into stipulations. Although not binding on the Commission, the
terms of such agreements are accorded substantial weight. See Consumers’ Counsel v, Pub,
LItil, Comm., 64 Ohio State 3d 123, 125 (1992), citing Akron v. Pub. Util. Comm., 55 Ohio St.
2d 155 (1978). This concept is particularly valid where the stipulation is supported or
unopposed by the vast majority of parties in the proceeding in which it is offered.

The standard of review for considering the reasonableness of a stipulation has been
discussed in a number of prior Commission proceedings. See, e.g., Dominion Retail v.
Dayton Power and Light, Case Nos., 03-2405-EL-CSS et al., Opinion and Order (February 9,
2005); Cincinnati Gas & Electric Co., Case No. 91-410-EL-AIR, Order on Remand (April 14,
1994); Ohio Edison Co., Case Nos., 91-698-EL-FOR et al., Opinion and Order (December’
30,1993}; Cleveland EIectrzc Hlum. Co,, Case No. 88-179-EL-AIR, Opinion and Order (January
31, 1989). The ultimate issue for our consideration is whether the agreement, which
embodies considerable time and effort by the signatory parties, is reasonable and should
be adopted. In considering the reasonableness of a stipulation, the Commission has used
the following criteria:

(1) Is the setflement a product of serious bargaining among capable,
knowledgeable parties?
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(2)  Does the seitlement, as a package, benefit ratepayers and the public interest?

3 Does the settlement package violate ahy hnpoﬁant regulatory principle or |
. practice? ' ' '

The Ohio Supreme Court has endorsed the Commission’s analysis using these criteria to
resolve issues in a manner economical to ratepayers and public utilities. Indus. Energy
Consumers of Ohio Power Co. v. Pub. Utl Comm. 68 Ohio St. 3d 547 (1997)(quoting
Consumers’ Counsel, supra, at 126). The Court stated in that case that the Commission may
place substantial weight on the terms of a stipulation, even though the stipulation does not
bind the Commission.

(1) Is_the settlement a product of serious bargaining among capable,
knowledgeable parties?

In considering whether there was serious bargaining among capable and
knowledgeable parties, the Commission evaluates the level of negotiations that appear to
have occurred and takes notice of the experience and sophistication of the negotiating
parties. In this case, it is clear from the record that all parties, at the time the Stipulation
was filed, participated in negotiations. The signatory parties routinely participate in
complex cases before the Commission and are represented by counsel who practice before
the Commission on a regular basis. Moreover, the signatory parties represent a diversity
of inferests including the utility and industrial consumers as well as the Commission Staff
(Joint Ex. 2 at 2). Therefore, the Commission finds that the first prong of the test is met by

the Stipulation.

(2)  Does the seftlement, as a package, benefit rafepayers and the public interest?

The Stipulation fully resolves the complex legal issues raised by Ormet in its
petition filed on August 25, 2005, Further, the record in this case demonstrates that their
Hannibal Facilities, when fully operating, employ approximately 1,000 people with total
annual wages of $40,000,000 and health care benefits costing over $10,000,000 per year. In
addition, Ormet pays approximately $1,000,000 annually in taxes to Monroe County, Ohio
and its school district (Joint Ex. 2 at 4). These extensive economic benefits can only be
obtained through the resumption of operations at the Hannibal Facilities, and the
Stipulation will facilitate the resumption of those operations. Therefore, upon careful
consideration of the record in this proceeding, the Commission finds that the stipulation,
as a package, benefits ratepayers and the public interest, '
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medest production growth in the United States and western Europe

in fhe United States and western Eurape, new contracts for the supply of power will alfow
three smelters with o combined capacity of around 490 000 tonnes to be restarted in
2007, However, growth in alumisium capacity in Evrope and the United Stafesis expecled
1o be constrained over the medium lerm os relalively higher energy costs and aging tech-
nology reduce the profitabillty of alminium production,

new smelters in lceland, the Russian Federation and the Middle East

Over the medium term, the development of new cluminium capacity will oceur largely in
couniries where companies can secure long term, competifive power contracts. Reflecting
this, &5 number of cluminium producers are moving produchion fo areas that have access to
relalively low cost energy, such os the Russion Federation, fceland and the tMiddle East.
A common fecture omong these projects is the concurrent development of integrated
etechicity generation facitifies. The Russion Fedetation ond Iceland have considerable
low cost hydroeleciric power souices icelond olse has gecthermal power) that can be

aluminium smelting technology

Alyminium isproduced by dissalving clumiza in o moler liquid cryolite solution {at around
1000°C] in large steel lumaces [pots) lined wilh relraciory bricks and containing carban
calhodes and arodes. These fuiraces become eleciric cells wher on electiic current is
passed through the cryolile from 6 carbor anode (pasitive electrode) lo o carbon cathade
{regalive electrode), The electrolylic reaction reduces aluming o aluminium,

The production of alumirium is exiremely energy irtensive, requiring around 15 mego-
walts of power to produce one torne of cluminium. Bleciscily typicelly accounts for around
a third of the Iotol cost of producing aluminium. Refleciing this, sigrificant resecrch is being
conducted 1o find methods thal will reduce the use of electricity ond hence the morginal
cos! of producing alminiuen,

usé of ionic liquids

Cyrren! production processes requife o substonfial amount of eleclricity to ensure Thal the
temperature in the furnoce is high enough 1o keep the cryolile in liquid form. The use of ionic
liguids moy reduce the amoun! of electiicity used in aluminium smelling, lonic liquids la form
of molien sali) typically melt o lemperaiures below 100°C, and as such require o lower
lemperature 1o remair in liquid lorm. If ionic liquids can be subslitted for cryolile, the energy
needs of a smelier could be reduced dramatically. Current research indicales that the use of
jonic liquids moy reduce the elecricity used in cluminium production by 20-30 per cenl,

droined cothode cell technology

The use of eleciricity in the productior of olyminium con olsc be reduced by mirimising the
distonce between the colhode and the anode in the cell. With o smolier distance 19 travel
thvough the cryolite solulion, elecirical resislorce ond hence energy tonsumption can be
reduced. However, if the disiance is oo smoll, the strong magretic Felds in the cell can
cause waves in Ihe pool of molien oluminium. if Ihe liquid aluminium mokes cortact with on
anode, it can form o short circuit of cause the salulion 1o reoxidise which reduces aluminivom
production. Drained cathade cells can be vsed to prevent this problem,

Drained cothade cells have o lilaniom diboride/corben composite coating. Thanium
diboride has high electricol conduclivity, fow solubilily in aluminium and cryolite and can be
wefled by cluminium, which ovoids the problem of short circutls and recxidalion. Resecrch
indicales thal this techeology has the potential 10 increase the life of cells and reduce alec
tcily use by al leost 10 per cent.

oustrolian commodities  vol. 34 ne. | > moich quorer 2007




aluming

ssed to provide relatively low cost base load electicity io planned additions 1o cluminium
smeliing copocity,

in lcelond, addiional copocity is expecied lo come from Alcoe’s Flardaol smelter
{344 000 tonnes o yeor) and Notdural's Grundoriongi smeliee exponsion (40 000
tonnes a yeor] as they ramg up to fult production olier scheduled commissioning in mid
to lote 2007, In addifion, Alcan's ISAL smelter expansion {280 00O toanes o yeor) is
expacied to be commissionad in 2010,

In the Russion Fedaration, aluminium production is expected 1o increase significantly.
fusal, the Russion Federation’s largest oluminium producer, hos announced plans to
increase lotal production to 5 million tonnes of aluminium by 2013 [from 2.7 million loanes
in 2005). Rusol's additional capacity is expecled o come from upgrades fo existing
smelters and the commissioning of new smellers in the Krasnoyarsk ond Irkutsk regions
{both 600 000 fonnes @ year] in 2009 and 2010 respectively.

The Middle East is also expected to conlrbute significantly 1o growsh in alumisium
capocty ove: the outlook period. The region has abundan, relafively low cost natural gas
and oit resouices Ihat facilitate the development of elecrricity generalion focilities that are
infegroted with new smelier projects. Cne example is Mda'aden's Az Zabuah Aluminium
Project (620 000 tonnes o year] in Soudi Arabia that is being developed concurrently
with an off fired 1800 megowalt power station,

In 2006, the Middle East accounted for on estimaled 6 per ceni of world alumisium
production. Over the medium ferm, combined new capacity approaching 3 million tosnes
lsee table) is expected 1o be commissioned, increasing the region’s shore of world produc-
fion copacity to around 8 per centin 2012,

projects to be commissioned in the Middle Eust over the outlook period

annual
location compuny - capocity  start other
Sahar Alcan, Omon 350000 2008 the smelier will have long lerm access
Qil Company tonnes 16 o dedicoted supply of elecricity
ongl Aby Dhabi through the construction of o pew
Werer and Haciricity 1000 MW power plan, with palential
Autharry tor a second phase expansion fo
double capacity -
Giator Hydro Aluminium 570000 lole the smelier will have o dedicated gas
and Qatar onnes 2009 power plantwith aninstolled capocity
Pelroleum of 1350 MW
“owesloh, Dubai Alyminium 700000  phose I the project will have oninitial capaciy
Aby Dhob ond Mubpdala  onnes 2010 of 700000 tonres, with the porentiol
(evelopment Compary ) 1o double copacity
Az Zobuah, Mo oden | BI0000 2010 powal, steam and desclingted water
Seudi Argbia tonnes wall be provided by a 1800 MW il
fred power stcrion
Arak, hon Iralco 130000 2008 oddition of number 6 polline will be
onNes porially offse’ by the closure of the Frst
thiee potlines {ne* chonge ol 60 000
tonnes}
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Australia’s export earnings to ease over the medium term

Awstralic’s production of oluminium is forecost to be litlle changed in 2006-07 o5 no new
sme!hng capocity ks expecied lo come on line. However, the value of aluminium exponsis
forecost o Increase by 15 per centto $5.5 billion in 2006 -07, reffecting incieased export
volumes and prices.

Over the medium lerm, there ore no committed expansions to Austialia’s aluminium
production copocity. Studies are currently being conducted ino the construction of a foyrth
potine ot both the Porflond smelter in Victorio ond the Kuri Kurml smeller in New South
Wales. In addition, Rusal is considering the consiruction of & new smelter in Quesnsiand
lwith-o dedicoted powes station]. Howaver, Popua New Guineo has emerged as ¢ polen-
tiat competitor to Austclia for the consiruction of the new smelier, parly becouse of its
chundan reserves of natural gos and the polentiol for the development of hydropower,
tn 2011-12, export earnings in 1eal terms {2006.07 doltors} are projected to dechine by
oround o third from thelr 2006-07 level 1o $3.7 bilion, lorgely because of expected lower
expott prices.

aluminga

- kote perngy

Alier reaching o high of US$650 a tonne in early 2006, spot aluming prices declined
sharply to around US$200 a fonne in December 2006 as the fight global demand-
supply siteation eosed, Increased wordd production of aluming (particularly in Ching,
Australio and Brozil) contribuled subsiantially fo meefing the burgeoning demand in China
in parficular. For 2006 as a whole, the spot aluming price declined by an estimated 2 par
cent o average US$435 o lonne. :

In 2007, the clumina spot price is forecast to average US$234 a lonne, u:ound half
what ff was in 2006. The fower prices reflect the effects of higher production in Ching,
indio and Greece. In Ching, expansions ot Chaleo's Pingguo refinery [of 800 000 tonnes
a year}, Guizhou refinery [400 000 ionnes @ year]) ard Coaiming Alumina Sanmexia
Company’s refinery {1.2 millioa tonnes o year] ore expected to be completed by mid-
2007. In oddition, expansions of Mytilinecs Holding’s Distomo refinery {of 275 000
tonnes a year) in Greece and Hindalco's Musi olumina refinery {of 290 000 tonnes) in
indio ure ofso expecied to be commissioned in 2007,

Declining spol and contract aluming prices have forced a number of refineries fo shur-
down or reconsider expension plons {that were mode.when prices wefe considerably

"~ higher). For exdmple, Ormef's Bumside aluming refinery {800 000 tonnés o year) in the

United Siotes ond Aléod's Point Comfort alymina refinery (2.2 million tennes ¢ yedr), also
in the United Stotes, commenced closure atthe end of 2006, An aversge olurina refinery
requires ah aluming price of around 1$$230-240 ¢ tonne to cover operating costs, Any
further copecity closures will tead te limit the decline of spot aluming prices. ,

Over the remainder of the projeciion period, growth in demand for aluming is expected
to remain stiong, reflecting expansions 1o aluminium smelling capacity. in response, aluming
copactty expansions are expected to occwr In Brozih, Ching, Guineo and Austialio.
However, with prices projecied 1o remain close Io produetion costs in the next few years,
some refineries moy close higher cost copocity or delay exponsion plons.

Rallecting these developments, spot alumina prices are prejected 1o incrense moder
ately toward the end of the outlook period, but remain below prices in 2005 and 2006.
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in 2012, spat alumina prices ia real terms (2007 dollors] ore torecost to overage US$212

a lonne, less than half whot they were in 2006,

output of alumina to increase in Australia

Australia’s alumino production is forecast 1o increase by & per cent lo ground 19 million
tonnes in 2006-07, driven largely by the expected completion of the Gove refinary expan.
sion {of 1.8 million tonnes} in the Northern Teritory. in 2006-07, Australia’s export eamn-
Ings ate Jorecost to increase by 22 per cenl to around $6.4 billion, driven lorgely by
higher axport volumes,

Further expansions 1o Australio’s cluming refining capacity are expected over the
medium term, BHP Billton's Worsley Efliciency and Growth project fan expansion of
700 000 lonees] in Western Australia is expected to begin progduction in 2010. in addk-
fion, CHALCO is considering constructing @ 2.1 million tonne refinery in 2011 at an unde-
termined location In north Queensiard fo process bawxite from the Autukun mine. With
limited giowth in Australia’s aluminium produdtion capacity over the culock period, i is
expecied that the mojority of the projected increase in ofumina output will be exported.

austrafion commodities » vol M ae 1 > march quorer 2007
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IEnter Symbol(s) or Keyword(s) I EGO;J Advanced Se
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DJ UPDATE:Rio:China Alummum Smelter Expansions Seen
Constrained

Last Update: 7:01 AM ET Aug 2, 2007

LONDON, Aug 02, 2007 (Dow Jones Commodities News via Comtex)
{Updates an item timed at 0946 GMT with additional company comment.)

Aluminum smelter expansions in China are fikely to be constrained by a lack of
surplus capacity as well as fight raw materials and power supplies, Rio Tinto
PLC (RIO.LN) Chief Executive Tom Albanese said Thursday.

*It's no longer clear that China can add smelting capacity in 2007 as it did in
2004," he told an analysts conference call for the company's interim results.

Noting that China's growth in aluminum smelting capacity over the last several
years has been absorbed by strong demand, Albanese said consumpfion is
consensually pegged ai 30% a year in 2007 and an average 15% for the next
five years. "China's (aluminum smelting} capacity utilization rate is running at
90%, so thera's little surpius left in the system,” he said.

Around 80% of China's raw material needs are imported, Albanese said, either
through direct imports of alumina or the import of mined bauxite, which is refined
into alumina,

“China has limited bauxite supplies ... and is reliant on imports, particutarly from
Indonesia," Albanese said, although he noted issues with sustainability of this

supply.

With a backdrop of marginal electricity prices as the country's demand for power
rises and less is being consumed by more, Albanese said "marginal aluminum
smelting costs might rise." He said Chinese production costs support current
aluminum prices.

“When smelting hits head on with industrialization, you find that urbanization's
use of power pushes smelters away,” Albanese said. This creates "more and
more of a shift away from incentive pricing," and tests marginal costs against the
London Metal Exchange price, he said.

Albanese said stranded power sources are the key to aluminum smelting and
said there are very few avaifable globally.

Russia has very strong stranded power supplies, but the iack of available local

| http://www.marketwatch.com/news/story/dj-updateriochina-aluminum-smelter-expansions... 8/15/2007
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bauxite and alumina has an impact on marginal costs.

The Guif region of the Middle East is also a key area for "stranded gas,” and
both Rio Tinte and Aican are already "chasing after that," Albanese said. "We
hope t0 be a bigger part of that in the future,” although there Is regional
competition in the Guif for iiquified natural gas, he said.

"Stranded power will be clearer in the future rather than available,” he added.

Rio's exposure to aluminum will total some 25% of its eamings once its proposed
deal to buy Canada's Alcan inc (AL) is complete. Rio Tinto currently has
aluminum cperations in Australia, New Zealand, Sardinia and the UK.

By Andrea Hotter, Dow Jones Newswires; +44 (0)20 7842 9413;
andrea.hotter@dowjones.com

QOrder free Annual Report for Rio Tinto PLC

Visit hitpiidinweurope.ar.wilink,com/ ?ticker=GB0007 188757 or call +44 (0)208
391 6028

(END} Dow Jones Newswires
08-02-07 O700ET

Copyright {¢) 2007 Dow Jones & Company, Inc.

SRkl ke kR kR kR Rokok kodok ok Rk ok kR kR kel ekl ek ook kR R ok Rk ko bkek ke kok ok AS Of Sunday, 07“
20-2007 23:59, the latest Comtex SmarTrend® Alert, an automated patiern
recognition system, indicated a DOWNTREND on 07-27-2007 for RTP @
$280,52. For more information on SmarTrend, contact your market data provider
or go to www.mysmartrend.com SmarTrend is a registered trademark of Comtex
News Network, Inc. Copyright © 2004-2007 Comtex News Network, inc. All
rights reserved. &
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The N Newsletter

GEAN Overseas
ENAL Products THE ENAL NEWSLETTER EDITORIAL PAGE V'OV
Subscribe
Latest Edition . 821‘
Archives MONDAY, JULY 24, 2006 | el
sample Issue Uncertainties in the World of Aluminum gﬁ%‘
f:::NAL Investments in Mid-2006 Cgl.
Search ' g(;l:
Contact GEAN beh
Around 2000-05, the world economy began anc
growing faster than at any time since the post a;gi
WW2 era. This is mainly a consequence of a o Alus
general progress towards republican institutions 2;85
(Rule of Law, Individual Rights, Limited not
- Government, Free Trade) which originated in the ?\K
80's. The effect is felt in Latin America (since the fnve
80’s), in ex-Communist countries (Central Europe, 2‘2‘
and now Russia and CIS countries), in China, in unc
India, and now even in Africa although not in all  Sel
countries and not without some serious tensions. Eﬂé
Sell
Economic growth means growth of energy Wh
consumption, which means more generating ) E\Bﬂi:
capacity. Building new power plants means facing Lith
political’ objections, the main ones being concemns . g);,;
about environmental impacts, others being more mar
political objections regarding sustainable growth gg{:
and even objection to so-called “globalization” of con
economy, iontg:
whe
The business world begins to realize that the hun
frav

hitp://enalnewsletter.com/editorials/2006/07 /uncertainties-in-world-of-aluminum. html 8/17/2007
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general resistance to so-called ‘“globalization”,
meaning in the minds of classical economists P B
resistance to wealth creation through optimization BBiegt
of resources and markets according fo the eternal '
dogma of the Market’'s “Invisible Hand”, happens

not because the world opinion is really turning
against Adam Smith’'s famous theories, but
because so-called “Capitalism” is seen as
degenerating into  "Stock-Optionism”. ~ Stock-
Optionism being the sysitem creating a link
between the shutdown of a faraway plant, the
anticipated cost reduction supposedly resuiting of

it, the anticipated increase in profits, and the
anticipated increase in stock prices, this in tumn
benefiting insider trading and stock option holders

who can cash in now on these cumulated
anticipations. This link has a name: the strategy

—n aiming at stockholders’ value creation as a goal in

itself, instead of as a consequence of a successful
competitive strategy. Whatever can be vyour
opinion about Stock-Optionism, it triggered a
resistance to Globalization which impacted on
investments in energy capacity whether new
capacity or refurbishing.

Energy prices had to go up first to force public
opinions to concentrate on the real issues and
approve the following measures:

o <!-[if IsupportLists]—> <!--[endif}-->The worid
economy needs fo keep growing if underdeveloped
countries will achieve a decent living standard; this
means more energy generation.

o <h[if Isupportlists]-> <!--[endif}-->Growth can be

http://enalnewsletter.com/editorials/2006/07/uncertainties-in-world-of-aluminum.html 8/17/2007
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sustained with a more optimal use of energy;
various energy savings measures will be
encouraged. Energy consumption per capita, today
of 20-50 GigaJoules/Year in developing countries,
of 150-200 in Europe and of 350 in North America,
should progress to around 150GJ throughout the
world. Even such modest goals mean a total
generation capacity muitiplied by about 4 in 2050.

o <I-[if tsupportlists]--> <![endif}-->Thermal and
nuclear power plants will supply the bulk of new
capacity during the next 30 years;

o <I-if IsupportLists]—> <l--[endif]~> CO2 emissions
do impact on global warming, and they must be
controlied, eventually eliminated; this will trigger
higher energy costs. World emissions reached 7.8
Gigatonnes of carbon in 2002. If nothing is done
they will reach 12 Gt by 2030 which may not yet
provoke major climate changes, but would mean
that unavoidable future growth will lead to such a
situation. A reasonable plan in the context of the
Kyoto Protocol aims at a peak of 11.5 by 2025, then
a downtrend leading to a figure of 9 Gt by 2050.
Massive reforestation will be pursued, which will
both help solve the CO2 problem (trees and some
high-fiber plants consume COZ2 {o generate
cellulose through the chlorophyliian conversion),
help the pulp & paper industry and reclaim soil in
arid lands.

o <l--[if Isupportlists]--> <!--[éndif}->NaturaI gas, a
noble form of energy that can be and is more and
more used as motor fuel as well, generates half less
CO2 than coal. It is getting cheaper to ship. it will be

http://enalnewsletter.com/editorials/2006/07/uncertainties-in-world-of-aluminum.html 8/17/2007
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favored, but for these very reasons its market prices
will increase further.

<i—[if IsupportLists]--> <!--[endif]-->The share of
electrical energy in total energy consumed by
industry and consumers has been growing and will
continue to grow, from 18% in 2002 to around 50%
in 2050;

<l--[if IsupportLists]--> <l--[endif}->Renewable
energies (wind, solar, biomass, photovoltaic, others)
will take a bigger share in capacity (perhaps 50% in
2050) but conventional energies will keep growing

in capacity in absolute terms if only to reach the
above goals. They will all represent high-cost
energy, even when subsidized; not suitable for
aluminum smelting.

o <!-{if IsupportlLists}--> Consumers and industry
must prepare for generally higher energy prices.

b

On top of that, political considerations impact on
energy markets: The Middie-East is part of the
Arab World, considered more and more as hostile
to the United States, fo other “Anglo-Saxon”
countries and to many European countries. it also
controls some 40% of world oil production, which
in theory constitutes a political risk. War situations
in the Middle East have, since 1948 onwards, put
growing pressure on oil availability and prices.
There is a stronger incentive for the US, and also
for Japan and Europe, to encourage self
sufficiency in energy generation.

Aluminum producers must adapt therefore, not
only to a general increase of energy prices and to

hitp://enalnewsletter.com/editorials/2006/07/uncertainties-in-world-of-aluminum.htm]

8/17/2007
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a gradual vanishing of "Power Islands” offering
excess energy at discounted prices, but also to a
higher differential between long term energy
costs and energy prices.

However since aluminum prices and demand are
increasing, all this should constitute a generally
favorable context for aluminum investment. And it
is. Yet, one can wonder why so many large
greenfields keep being delayed. One can also
wonder why supposedly obsolete Soderbergs are
now revamped and extended, when everyone
knows that they pollute more and they are less
efficient; and why many older, smaller prebakes do
the same.

Reasons are:

<l--[if !supportlLists}->a} The bigger the
greenfield, the bigger is the 10-year energy
confract to negotiate. Energy suppliers do
not have excess capacity anymore. They
prefer smaller contracts, easier to handle in
case of big shifts in demand.

<i-[if Isupporilists]-->b) The bigger the
greenfield, the more it will be dependent on
export sales to faraway destinations of
ingots, billets or sows. Also bigger will be
the energy lost in casting, then shipping and
remelting the metal. That factor was
negligible when energy costs were low.
Now it is not.

<l-[if IsupportlLisis]->c) <!--[endif}-> The
bigger the greenfield, the higher is the risk
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of capital cost over run.

<I--fif Isupportlisis]-->d) Capital costs per tpy in
a revamping or extension are roughly half
the ones in any greenfield.

<l--[if IsupportLists}->e)} <!--[endif]-—> There are
more and more opportunities for an older,
smaller smelter, to invest in the casthouse
to move into high added value semi-
products for a local market.

<I-[if Isupportlists}-->f) Shifting to Lithium
Bath, thus increasing conductivity and
reducing temperature, means often the
fastest way to increase the bottom line for a
minimal investment.
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INTRODUCTION

European Aluminium — A sustainable industry for future generations

In 2002 the European Akuminium Association (EAA) and its reember companies embarked on a pioneering
journey towards measuring sustainabllity, Through the Aluminium for Future Generations programme the
European Aluminium Industry, it's partners the Wuppertal Institute for Climate, Environment & Energy; Versaiffes
University and an additional peer group of internal and external stakeholders developed 34 measurable
Sustainable Development ‘ndicators (SDI) to be sysiemnatically tracked and transparently reported by the
European luminium industry.

Decoupling growth from environmental and social impact is the driving principle behind a successful sustainable
development strategy. Progress needs to be benchmarked against a clear and realistic perception of the internzl
and external business reality, Reliable measurement is essential lo guarantee continued monitoring, careful
evaluation, committed implementation and tangible results. These are the cornersione principles behind the
European aluminium industey’s SO report,

The first report was issued in 2004 and showed an industry that had significantly improved since 1997, The data
clearly showed a committed industry making good progress towsrds our target of becoming 2 more sustainable
industry, This 2006 report, is the Earopean aluminiurs industry's second benchmarking exercise and the data
showy further improvements, such as emissions down, natural resource use down, worker safety up, recydling
rates up, worker training bp.

This pragmatic and transparent approach has been key in encouraging all levels of the European Aluminium
industry, from large integrated companies to small and medium sized companies, o become involved in the

survey.

In 2007, the industry will be asking ils stakeholders for honest feedback on the progress, the process and the
futyre pathway towards sustainabifity for the European zluminium industry. As the industry’s Mission Statement
outlines, cantinuous improvement is the aim. Input from stakeholders will be actively encouraged to ensure we
continue to fmplement best practices and report the results accurately and transparently.

Of course it is important to consider the European aluminium industry within the larger context, to see the big
picture and not only focus on the regional situation, For this reason we also include the competitiveness of the
aluminium industry 1o enable readers to evaluate the aluminivm industry’s situation in Europe in refation to other
regions,

Sustainability i more than just an initiative it is a philosophy that runs right through the industry influending
every activity and decision. The Furopean Aluminium industry is comenitted to this philosophy and committed to
continuous improvement on the pathway to sustainability.
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Aluminium Smelters Cost Report

AME’s Aluminium Smelter Costs report examines and analyses the cost
structures of 182 smelters worldwide, Cosls in 2004 were well above
industry trends, due mainly to a spike in alumina prices affecting
particularly those plants that rely on the spot market. These high
feedstock prices were uitimately the result of unexpectedly rapid
economic growth in China, a phenomenon that also had its impact on
some of the other drivers of smelting cost, particularly energy, coke and
atumina shipping prices.

Around the world older-style Saderberg anode technology is
ptogressively being replaced by the use of prebaked anodes. This
historic change is demanded to improve the working environment and
reduce emissions, But there are positive cash cost benefits because the
changeover is usually accomplished with a plamt expansion, more
efficient cells and labour savings.

In recent years, new power supply contracts that deliver less electricity at
considerably higher prices have threatened the comtinued viability of
those United States smelters that survived the 2000-01 Pacific North-
West power crisis. The devaluation of the US dollar against the
currencies of many competing countries has now thrown & lifeline to the
US smelting industry.

The past two years have seen 2 tug-of-war over the pace of smelter
development in China. On one side, provincial governmenis and wealthy
enirepreneurs are promoling new smelting projects to capture the
country’s enormous appetite for aluminium. But the central government
is desperate to control the pace of investment, wary not only of the
potential waste of capital, but also of the limitations that flow from the
country’'s shorlages of the two essential ingredients, alumina and
electricity. The report includes analysis of 53 major Chinese smelters
and projects. Many of the proposed new plants are associated with the
forced closure of small inefficient smelters, but if all were to proceed,
the voracious Chinese Dragon would be affficted by severe indigestion
with repercussions throughout the global industry.

Aluminiom Cost Trends
1599 - 2009

%003

2001 | 2004

2005

2009

Real (2004} Terms USSA

Cumulative Production, Mt

11

Smelters and Projects analysed:

Argentinn: Aluar

Austraita: Afdoge, Bell Bay, Boyoe Iskand, Kurri Kumi,
Poim Hewry, Poriland, Totntgo

Azerbaifan: Giandia, Sumqeyit

Buhreis; Alba

Brezil: Athras, Alsmer, Araty, Ouro Preto, Pogos d¢
Caldes, Soroaba, Valesul

Cumntrovn: Alucais

Ceupda: Alma, Alouette, Arvids, Baie Comieas,
Rearthnrnnie. Fé Deschambamet, Grand

Baie, Isle Msli Kitil;nt,! itre, Shawinigstt
Falks

China: Baolow, Baotos Eavt Hope, Chaleo Guangxi
(Pingguo}, Chaleo Guizhon, Chalee Qinghai, Chaleo
Shantdong, Chaleo Sharxi Project, Chalco
Zhemgrbon, Chiping Xinfs, Danjisag, Emeishan,
I'ns]nsn. Gvamxt Bose Vinhad, Guangyuan

ot Zuseyi, Hennn Husngh

Mznndu Herar Jisozuo ‘Wanfang, Henan Lonpdang,
Henan Qryang, Henan Shenbuo, Henan Xichuan,
Henar Xin'an Wanji, Henan Xinwang, Henan Yulian
Zhangfy, Henan Zhonpmai Yong'an, Hongiu, Hubei
Hussheag, Hobei Yangsin Hongjun, Hunan
Chunngyuan, Jifin, Lanzhos, Lanzhou Lizncheng,
Nanshar, Nantun, Qinghai Baihe, Qinghat Ghoton,
Qingtongxia, Seamenxia Tianynan, Shandong
Wergiao, Shendong Zouping, Shangqui Skangdian,
Shanxt Guanlu, Shamxd Yangquan, Shanxi Zhaofeng,
Shanxt Zhenxing, Sichuan Meishun Qimingxing,
Tongehuan Xingeang, Tonghine, Yichang, Yichuan,
Yunnan, Zhejiang Huadong, Zhengzhou Longxiang
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Yourde
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Hungary: Enota

leeland: Fiardadl, 158}, Nordurdl

Indin; Alupumnm, Angal, Hirakud, Korba, Mattur,
Remvkoot

Endonesin: Asahan

Nealy: Fusing, Porse Vesme

Ma'taysin: Bintulu, Masco

Mexieo Yemerz

Mozambigne: Mozai

Netheriznds: Delfzijl, Viissingen

New Zealasd: Fiwai Point

Nurway: Ardal, Hayanger, Kermay, Listy, Mosjoes,
Saral, Sunndat

Oman; Sohar

Poland: Konin

Romania: Alro Slatina

Rmua Alunom—TalshaL Besos!ovsk, Bratsk, Irkutsk, .

Novok % iskulsk. Saysnogorsk Umlsk.
Volgograd, Volkhov
Stovak Republic: Slovalco
Slovenin: Falum
South Africa: Bryside, Coega, Hifkside
Spain: Aviles, La Corufin, San Ciprisn
Seriname; Sunico
Sweden: Sundyvall
Switzerland: Suep
Tajilkistan: TadAZ
Turkey: Sevdisehir
UAE: Dubal
U.K.: Anglesey, Lachaber, Lynemouth
Bloraine: ZALK

HSA Badin, Cni\unbm Falls Eastaleo, Evergreen,
Idendal ifte, Intalco,
L.mgvxew Magsens, Mexd Mount Holly, New
Madrid, Ravenswood, Rockdnle, Sebree, 81
Lawrence, Tecoma, Tennesses, The Daltes,
Troutdaie, Warrick, Wenatchee
Venezaely: Alcass, Veralum
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Most mirrors are glass, sprayed with a coating of aluminium - a fitting reminder to investors contemplating the
London listing of Rusai, pencilled in for November, to take a goed long look at themselves first. The Russian company
is the world's biggest producer of aluminium, with an estimated equity value of Dollars 30bn. Even offering just 25 per
cent of the company would make it one of the largest IPOs of the year.

It is commendabie that Rusal is gunning for a full Hsting on the London Stock Exchange - Russian companies often
prefer issuing global depositary receipts, which require them to jump through fewer hoops. But shareholder comfort on
corporate governance must be matched by confidence that prices for aluminium will stay strong. The price has doubled
since 2003, but an inability to break through Dollars 3,000 a tonne this year reflects concerns that conditions may be
deteriorating,.

High prices have meant that inefficient producers are keeping their smelters running, particularly in China, which
now represents about 40 per cent of global production, Neither rising input costs nor export taxes have prevented
China’s rampant production from overflowing abroad. Only a domestic slowdown, it seems, might moderate production.
But signs that the "China story” was softening would hit ali commodity prices hard.

Bulls, however, reckon demand for aluminium will swamp shori-term worries over supply. Consumption is accel-
erating in developing economies due to the strong correlation between a country's wealth and its use of aluminium.
China and India, which combined are expected to account for about 30 per cent of consumption by 2010, have output
per capita less than a sixth that of developed countries. In addition, prices of substitute metals such as copper and zinc
have risen faster than aluminivm over the past five years. That also spurs demand, although the situation could quickly
reverse,

All well and good, but Rusal's cﬁailenge will be to persuade investors that even the most optimistic outlook is not
already discounted in the aluminium price.
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China giveth and China taketh away. That certainly resonates with those taking a punt on aluminium. The metals
market is focused on one huge long position built up recently. It is thought to be equivalent o between 50 and 80 per
cent of all the aluminium sitting in London Metal Exchange's warehouses, just over 800,000 tonnes. There is also an
unusually large number of March 2007 alumininm calls at strike prices of Dollars 3,000 a tonne or more outstanding.

" Yet in spite of several runs up towards Dollars 3,000, spot aluminium has not breached that level and now sits at
[—iess than Dollars 2,800, The squeeze means even high-cost producers can keep their smelters running, and metal has
been flooding into LME warehouses, with inventories rising by almost 70,000 tonnes in the past month aione. Producer
stocks, held outside the LME, have also seen a big increase across the world.

The hopes and fears of alumininm traders largely rest on China, The view that tight supplies of raw materials and
high energy prices would crimup Chinese production has proved unfounded. China continues to export aluminium. In
January, the country imported more than 1.6m tonnes of critical raw materialbauxite - more than five times the amount
landed in January 2006, Beijing's efforts to curb rampant production offer little comfort. Export taxes have so far proved
ineffective, China now accounts for more than 40 per cent of global aluminium production. If taxes did lead o lower
output, world prices would rise, incentivising Chinese producers to export regardless. Yet if the authorities did manage
to slow the economy's expansion, that would hit all manner of risky asset classes, with commeodities in the front line.

Commodities bulls have long frumpeted the fact that China is simply too big to ignore, but its impact is not a one-
way street,
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Alcoa's hostile Idollars 33bn bid for Alcan is the latest step in the rapid consolidation of the aluminium sector.

1f the audacious bid is successful, it will form a company almost twice as big as its nearest rival and the alumininm
industry's equivalent of steel giant Arcelor Mittal.

But it is by no means a done deal. In spite of talking to Alcoa intermittently for two years about a possible tie-up,
Alcan has resisted a deal and Alcoa has been forced fo go hostile,

Alain Belda, Alcoa's chairman and chief executive, said yesterday the talks got as far as discussing the name of the
new company and its management siructure, but then broke down, Alcan said yesterday it would consider Alcoa's offer
but shareholders should "defer making any decision™.

The hostile nature of the bid raises the possibility that another metals group, such as BHP Billiton or Rio Tinto,
could step in as a white knight.

There are also antitrust issues. The aluminium industry is already very concentrated, and a combination of Alcoa
and Alcan would have a stranglehold on certain markets, such as supply of specialised aluminium to the aerospace sec-
tor.

Analysts yesterday interpreted Alcoa's bid as defensive and said the group was a candidate for a takeover.

Alcoa’s stock has underperformed peers for some time. There has been intense speculation that BHP, Rio Tinto, or
even private equity buyers intended to launcha bid.

Last month, Alcoa put its packaging and consumer divisions up for sale and said it would refocus on its core metals
operations in an aftempt to boost its share price.

The deal also reflects increasing competition from Russia, Last year, Rusal, the privately owned Russian aluminium
group controlled by Oleg Deripaska, declared a takeover of smaller Russian aluminium producer Sual and the ahunin-
ium assets of Glencore, Swiss commodities trader.

Rusal has now overtaken Alcoa as the world's larpest producer of aluminium, It is not surprising Alcoa would con-
sider ways to recover its crown.

Alcoa said yesterday the deal would give annual coest savings of about Dollars 1bn. The enlarged Alcoa would have
188,000 employees; annual revenues of Dollars 54bn; and capacity to produce 7.8m tonnes of aluminium and 21.5m
metric tons of aluming, the raw material for aluminium, each year,
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Alex Gorbansky, managing director at Frontier Strategy Group, said the combination of Alcoa and Alcan would
give the group more negotiating power when talking to governments about new smelfer projects, especially the Middle
East - a fast-growing hub.of the aluminium industry thanks to its cheap energy suppiies.

Aluminium smelters are multi-billion doliar investments and their future profitability depends on securing long-
term, low-cost supples of electricity, as the production process requires great energy.

That means size is important in the industry. The last decade has seen many smaller players snapped up by the larg-
est cotmpanies, for example Alcan's 2003 takeover of Pechiney of France.

Mr Gorbansky added that the deal reflects optimism on the part of Alcoa about the outlook for alumininm prices,
which have risen sharply on strong demand from China and India.

Excitement about Alcoa's bid prompted traders to ask which alominium companies might be caught up in further
consclidation, Shares in Norsk Hydro, Norwegian aluminium group, reached an historic high yesterday, Analysts
pointed out, however, that the Norwegian government's 44 per cent stake in the companymight make it difficult to take
over.
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The geography of the aluminium industry is shifting. For decades companies in western Europe and North America
have been at the forefront of the sector, accounting for most of production and doing most of the deals.

Alcoa of the US and Alcan of Canada have been dominant in the industry for years, and this was reinforced by Al-
can's takeover of Pechiney of France in 2003, which gave it a leading position in smelter technology.

But the aluminivm industry is increasingly looldng east.

China has risen to be the largest aluminium producer in the world, as it has done in steel, from being the fourth-
iargest producer 10 years ago. This rise has taken place against a backdrop of rapid expansion in the global aluminium
industry, making China's growth even more impressive. :

According to CRU Analysis, the metals consultancy, China produced 1.5m tonnes of aluminivm in 1996, compared
to 3.6m tonnes for the US - then world number one, For this year, China is expected to produce 9.3m tonnes of alumin-
ium, while the US, which has stipped to fourth place, will produce only 2.3m tonnes.

US companies are still important, but they are rapidly cloéing down their US smelters in favour of international ex-
pansion. While Alcoz produced 3.7m tonnes of metal last year, more than 1m tonnes came from iis smelters outside the
US, in countries including Canada, Brazil and Australia.

In corporate terms, the focus of the aluminium market is also shifting eastwards.

Rusal and Sual of Russia had been making noises about their global ambitions and pipelines of expansion projects
for a couple of years, but last month the companies made their most decisive move yet. Sual agreed to be taken over by
Rusal, its larger rival, to form United Company Rusal, the world's largest aluminium producer.

The negotiations for the deal between Russian oligarchs Oleg Deripaska, who owns Rusal, and Viktor Vekselberg,
who owns Sual, were long-winded and opaque. The two sides had talked before, and had failed to agree.

But the industrial logic for Russian alaminium consolidation was strong, and the fact that Viadimir Putin, Russia's
president, had blessed the combination meant that this time the two businessmen came to an agreement.

Rusal and Sual together produced 3.8m tonnes of aluminium in 2005, putting them only slightly ahead of Alcoa.
The Russian companies have an impressive pipeline of new smelter projects, however, which could put more space be-
tween them and their competitors in the future.

Rusal is soon to open its new Khakassia smelter in southern Siberia, the first smelter to be opened in Russia since
the fall of the Soviet Union. It is working on plans for a new smelter at Boguchansk, near Krasnoyarsk in Siberia, which
could have a capacity of up to 600,000 tonnes per year.
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Rusal has also talked about teaming up with Rosatom, Russia's nuclear power organisation, to help buiid a new nu-
clear plant in the far east of Russia, The company would build an aluminium smelter nearby, and then export the metal
from one of Russia's eastern ports to customers in Asia.

One concern that aluminium producers have outside Russia about the Rusal takeover of Sual is that the creation of
such a dominant national champion will make it barder for foreign groups to break into the Russian market. "You could
envisage that other players will not have access to any Russian projects,” says Torstein Dale SjAl#x192]A tveit, vice-
president of aluminium metal at Hydro Aluminiom of Norway.

Whether there is a future for aluminium production in the western world is a question that many in the industry are
currently asking, Smelting aluminium is very energy-intensive and higher energy costs have been one the main factors
driving aluminium prices up over the last few years, I producers cannot negotiate low-cost lectricity supply contracts
at home, they will move production to a region of the world blessed with abundant energy resources.

The dectine of the US as an aluminium-producing nation, along with many in western Europe, reflects the fact that
new capacity is being built in regions with lower energy costs, such as the Middle East and Russia.

e

Hydro has closed down two of its Norwegian smelters over the last 12 months, as they were not competitive, while
Alcan has closed a Swiss smelter and plans to close a French plant next year.

Alcan said in recent weeks that it was reviewing the future of its 200,000 tonne-a-year Vlissingen plant in the Neth-
erlands after two years of

talks with the energy supplier over a new supply contract failed 1o yield the desired result, Vlissingen's current en-
ergy contract ends next year.

Mr $jA[#x192]A iveit at Hydro says high metals prices, plus a drop in the price of alumina, a raw material for alu-
minium, "is keeping some smelters going for longer than expected”. But he thinks that the shift away from North Amer-
ica and Western Europe is irreversible.

"In the future you will not find big smelters in highly populated places with high energy prices,” he says. "The loca-
tion of smelters will move further away from the consumer.” This has implications for the transportation of alumninium,
adds Mr SjA[#x192)A tveit, and may mean more smelters are built close to ports, to ease import of raw materials and
the export of finished metal.

Canada is one western couniry that seems to have a healthy aluminium industry, thanks to its hydroelectric power
supplies. In 1996 it produced 2.3m toanes of aluminiun, and this year its output is predicted to be 3m tonnes.

Alcan plans to spend USDollars 1.8bn on expanding its Kitimat smelter in British Columbia by 63 per cent to pro-
duce 400,000 tonnes a year, The group says that, after the expansion, Kitimat will be one of the world's lowest cost
smelters.

Wherever the metal wil} be produced, it is clear that tHere will be more of it around. "Growth in global aluminium
production is set to hit a record 2.7m tonnes next year as new capacity comes on stream in Russia, China and Iceland,
while (smelter) restarts take effect in Germany, the US and China,” says Ross Strachan, 8 consultant from CRU Analy-
58,

Demand for aluminium is also forecast to remain robust, which should support a high metal price. Aluminium cur-
rently costs just under Dollars 2,800 a tonne, compared to Dollars 2,000 a tonne 12 months ago, and analysts have pre-
dicted that this will fall only slightly in 2007,

The key areas of demand for aluminfum are from the acrospace, antomotive, construction and packaging industries,

Alcan says that demand overal! is likely to slow in North America, but is still "quite strong”. Europe has demon-
strated surprisingly strong demand, but Alcan has found this mainly coming from eastern Europe, where the construc-
tion and consumer goods industries are booming.

There has has been a shortage of around 300,000 tonnes of aluminium in the global market this year, one of the rea-
sons that the price has risen so much, touching a peak of Dollars 3,300 a tonne in May.

Dick Evans, chief executive of Alcan, says. "Supply and demand will be approximately in balance in 2007." He

says the fali in alumina prices and the growth in metal supply will depress prices slightly, but the market will be less
cyclical than it has been in the past. "Our mid-term outlook is that we don't see a bust,” he says.
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Looking east as worldwide demand soars The surge in Chinese output and a big Russian roerger show how the sector's
geography is shifting, says Rebecca Bream Financial Times (London, England) Novem

Mr Evans adds that, if the aluminium price did fall significantly, China's leading position in metal production could
be threatened. "If prices were to fall to Dollars 2000 a tonne, we think quite a lot of capacity in China and Western
Europe would come off line."
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HEADLINE: Control of energy is key to success INTERVIEW DICK EVANS OF ALCAN: It is one of the main ways
to be competitive in smelting, the Canadian company's chief tells Rebecca Bream in a wide-ranging review of prospects

BYLINE: By REBECCA BREAM

BODY:

Dick Evans, chief executive and president of Alcan, the Canadian aluminium company, is sanguine about the
changes taking place in the global aluminium industry.

‘The business has always been dynamic, he says, and the shift in production of primary metal away from North
America and western Europe is nothing new, "The location of aluminium production has been shifting for the past 30 or
40 years, there has been a dramatic decline (in North America and western Europe}. The increase in production has
come mainly from China and the Middle East.”

Russian aluminium production is set to expand rapidly in the coming years, but as yet China's position as the num-
ber one producer in the world is unchallenged, he says, "1 don't see that changing in the medium term. They are still
building capacity.”

Mr Evans, who was promoted to the top job at Alcan in March following the departure of previous chief executive
Travis Engen, thinks there is a foture for some aluminium production in North America and Western Europe, however,
"There are pockets of production that have actually grown consxderably, such as Iceland."

o

The key is energy supply. Iceland has access to both geothermal energy, using heat from the earth's core, and hy-

L dro-electric energy. Canada is also well-endowed with hydro-electric generating capacity, and the two countries account
for more than half of Alcan's metal production. The group is currently considering building a second smelter in Iceland,

- says Mr Evans, ’

One of the main ways to be competitive in aluminium smelting is 10 contro! your energy supplies, he says. "In Can-
i ada, we own 100 per cent of our energy in British Columbia and 80 per cent in Quebec,

"Worldwide, we are between 50 and 60 per cent covered in our energy needs, and we bave long-term contracts on
another 35 per cent. Less than 10 per cent of our energy is supplied on short-term contracts.” This has led to a signifi-
cant drop in Alcan's production costs over the last two years.

In August Alcan announced it was to invest USDollars 1.8bn in expanding and modernising its Kitimat smelter in
British Columbia, which runs on hydro-electric power, When the work is finished in 201 1, production will rise from
245,000 tonmes 1o 400,000 tonnes a year, and Kitimat will be one of the three lowest cost smelters in the world, says Mr
Evans. 1t will also be one of the three largest smelters in North America.

Alcan has always tried to own its own energy resources, and this is now the deciding factor in the location of the
company's new smeler projects, "When you build a smelter you need to secure energy supplies for at least 20 years.
But this is very difficult to do now, energy assets are expensive,” says Mr Evans.

An example of this has been the wrangling over the Coega smelter project in South Africa, which Alcan inherited
from Pechiney when it tpok over the French company in 2003. A decision on whether to build the smelter has been de-
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layed for several years while Alcan and Eskom, the South African power supplier, have negotiated terms of an energy
contract.

Mr Evans is optimistic that these talks will be concluded "soon”, and that the Coega project will finally get started.
“Once we get the power contract secured, we will start an increased emphasis on the design of the facility, and on part-
ners.”

Alcan does not need to bring in a partner, he says, but the group is considering sclling a stake of 30 per cent to an-
other aluminivm producer. "All the major players have said they would be interested," says Mr Evans. "It will be an
attractive project.”

Smelter technology-watchers will be disappointed to hear that the Coega project is.unlikely to include Alcan's cut-
ting edge AP50 equipment, as Pechiney had originally intended. AP50 is regarded by many in the industry as the most
advanced smelting technology around; its bigger pots mean it is more efficient in terms of capital and labour.

The plan is for Coega 1o use AP35 technology, says Mr Evans, as AP50 is not ready for commercial application
yet. The group plans to build half a AP50 pot-line near an cxisting smelter as a trial "in the next few years",

Alcan has not neglected the AP50 technology since it bought Pechmey, says Mr Evans. "We have continued to de-
velop it, the technology has improved since we acquired it. As other (companies) catch up we are pushing the technol-
ogy further ahead, and making further strides in energy efficiency.”

One feature of the current market that does bother the usually unflappable Mr Evans is the underperformance of
aluminium company shares. Alcan and Alcoa stock have not risen as fast as the price of aluminium on the motals ex-
changes. "It is the biggest gap | have seen in 37 years in the industry between what the commodities market is telling
me, which is bullish, and what the equity market is telling me, which is bearish."

Mr Evans says the lacklustre trading of aluminium stocks has been caused partly by speculators and hedge funds
shifting their money out of the sector, and partly by investor concern about the affect a US recession or 2 Chinese crash,
But this is "an overreaction” he says. "What is being missed by the equity markets is that demand for alumintum in
China continues to grow by 20 per cent per year, and we see no slowing in this, while growth in production capacity is
declining.”

Mr Evans says his group hoped to stimulate Alcan's share price by buying buying back shares. Alcan said last
month that it would buy up to USDollars 750m worth of its own stock over the next three {0 six months. "It is a sign that
we think our shares are considerably undervalued.”

On the subject of mergers and acquisifions, Mr Evans says Alcan is not looking for a huge, company-transforming
deal. Although the group is looking for acquisitions in the downstream market, such as packaging, Alcan intends to
grow organically upstream by building its own smelters rather than buying them.

“China is a possibility for further acquisitions," says Mr Evans. Alcan has owned a 50 per cent stake in the Qing-
tongxia smelter in the Ningxia region of central China since 2002, The 130,000 tonpe-a-year smelter was built in 1999
and uses modern prebake technology.,

Alcan has also moved inte Russia in recent years, buying rolling mills from Rusal. Mr Evans says be views the
takeover of Sual of Russia by larger compatriot Rusal as positive for the aluminium market, as there will be no short-
term impact on the amount of metal being produced, but it should lead to better corporate governance and environ-
mental standards in the Russian industry.

“"Uliimately they want to go public, so they will want to meet western standards,” he says.
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HEADLENE: Long-tenn issues to resolve NORTH AMERICA: Alcoa and Alcan are shrupging off the threat from
Russia, says Daina Lawrence

BODY:

North America's two biggest aluminium companies are shruogging off a mounting threat from their fast-growing and
low-cost Russtan rivals.

"They are confined to Russia s far," says Michel Jacques, head of Alcan's primary metal group. "And I think we
have excelient costs.”

But this was not the case five years ago. With the cost of operations, particularly power costs in the north-western
US, on the rise in the last few years, there have been gradual closures of smelters all over North America,

In 2001, Alcoa was forced o cut i#s smelter production by 150,000 tonnes a year in the American Northwest due to
these rising energy costs. In 2005, the company announced it would close its Frederick, Maryland smelter and it remaing
idle today.

The past few years have been shaky for Alcan's North American smelters as well. The company also announced
several smelter closures, including its Jonquiere Soderberg smelter in Arvida, Quebec in 2004.

—  Rusal, soon to merge with smaller rival Sual, has several smelters located in Siberia with access to cheaper power
and operating costs. This may give the Russian group a clear advamtage, but both Alcan and Alcoa say they are not
looking at this as a major threat.

Analysts agree that the Russian aluminium sector may not represent an immediate threat to North American pro-
ducers. But Carlos De Alba and Mark Liinamaa from Morgan Stanley warn that thinking too short-term may be a dan-
gerous option.

According to Mr Liinamaa, Russia may not be a powerhouse just vet, but there is still time to improve, "They have
old technology and maybe not the most efficient (production),” he says. "But once they gain access to financial markets
and raise capital then they'll become a much more important threat.”

These analysts say Alcan's location in Canada may work to its advantage in the future. Alcan operates the majority
of its smelters in Canada, and Quebec in particular, Producing its own power in its plants and accessing hydro electricity
at cheaper rates, has kept the company's costs down,

[ "Longer term, Russia is a more important threat to at least the US smelters, Canada has cheaper power and Alcan
has zccess 1o it," says Mr De Alba. "So they are better prepared to deal with this new threat."

Closing older smelters in favour of investing in places with cheaper power, such as Iceland and parts of Europe,
may give the impression that business is not looking good for North America. But some of the closures and reductions
have not been permanent.

Just this past summer, Alcoa announced that plants in Wenatchee, Montana and Ferndale, Washington would re-
sume production, Alcan and Alcoa, despite having to close smelters in the past, say they are both willing to invest in
North America and are already planning new smelter projecis there.
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Alcan recently reported it plans to spend USDollars 1.8bn on expanding its Kitimat smelter in British Columbia by
63 per cent to 460,000 tonnes. Construction is expected to start in the second quarter of next year.

Alcoa has also been investing in its North Arperican smelters for the past few years to help the company stay on top
of the global market. Throughout 2006, work continged on environmental upgrades at the company's Warrick, Indiana
smelter which will help secure its power generation self-sufficiency. At the Intalco smelter in Ferndale, Washington - a
smelter once hit by reductions - the company will be starting up a second potline which will produce an additional 7,500
tonnes per month beginning in the first half of 2007.

In May 2003, the aluminium giant announced it would be investing Dollars 45m to buy equipment and the rights to
mine coal for its aluminium smelter in Warrick, Indiana. The idea behind all this, explains Kevin Lowery, Alcoa's direc-
tor of corporate communications, is that the company wants to invest in its smelters at home, make them more self-
sufficient and work at ways to reduce logistical costs. ‘

Rusal, currently third in the world in aluminium production, has also been investing funds into its Russian opera-
tions in an attempt to boost its aluminium output,

But Alcoa is taking a similar approach to Alcan, and saying it cannot concern itself with the activity in Russia at
this time. For now the two companies plan to concentrate on securing a long-term, competitively priced, energy source
10 help reduce their power costs.

At present, Alcan and Alcoa may be more stable than 2 few years ago, in terms of energy costs. They have invested
in building the capabilities for self-sufficient power or are securing contracts with power suppliers, but this may not last
forever, says Mr De Alba at Morgan Stanley. '

"They could be relatively safe for the next few years. However when those contracts come {0 an end and they have
to renegotiate, that's when we will see this become an issue,” he says. ‘
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Americas: Metals & Mining

We see above consensus metal prices on improving fundamentals

We are making changes to our metals & mining primary coverage
Oscar Cabrera is assuming coverage of Alcoa, Alcan, Century Aluminum,
Freeport McMoran, Antofagasta, Southern Copper and Grupo Mexico from
Hongyu Cai. We now retain a single Base Metal coverage group,

- Aluminum
. iCopper Ussb .08 3.28

Copper best positioned in our upgrade to base metais sector

We are upgrading our coverage view for the base metal sector from
Neutral to Atiractive, Freeport McMoran {(FCX} is our top pick in our base
metal coverage universe, We re-iterate our Buy rating on FCX and see a
30% upside to our new 12-month target price of $95 per share {raised from

A , . . © % Platinum 1328 1,262 53%
$79}, which is based on NAV, EBITDA and P/E-based veluation analysis. Paadim 257 7 -
. . . . . Crude Of £2,37 E3.85 -2.3%
The key risk is lower copper prices. However, we see improving copper ;..:.;u ERSUEL IRV SR P R,
- : ; H H H H H " XAl indax 137.03 1ar.7e 0.5%
fundamentals, supported by re-stocking in China, an improving 2008 Mot e e
H 1 i 1 t LT S&P 500 1305 1315 -0.5%
gEoi-)aI gconomic outlock and continuing su;?ply disruptions. Thus, we Sov sanes s e e
project above-consensus 2007-08 copper prices at $3.20, $3.40 and $3.00 Currencis 1= 3.0 ‘ o
. . . . EURDIUSS 1.3325 1.3283 0.0%.
per ib, respectively. We also remain bullish on gold and re-iterate our CL-  AUDRSS 3337 3337 0.0%
Buy rating on Barrick. We believe a super-spike “phase -2 in crude oil and pefidan 1res 1605 0%
gasoline provide upside potential to our estimates (see our May 6 note). _ gm
"-Barick

- Nowmont X . ! h

Sustainabilty is the source of the opportunity " SAnglagold AU a4.52 553 22%

N . . . “Gold Fialds GFt 18.24 B 0.4% °

Our upgrade is premised on sustainable above-consensus metal prices for “Busnaventum BV 2666 2085 -L0%

. I A . -:Hochschild GRHOC 330 353 0.6%
2008-09, not on a short term spikes following increased metal demand in CVRD RIO 37.02 3658 0A%

1Q07. We favor copper fundamentals over nickel, zinc and aluminum. Qur ek ATIC TR et wzey s
2008E EPS estimates for copper equities are 30% above consensus {with [ fioon :f gggg g;;g ';g‘;:

Freeport at 45% above); we see improving balance sheets and greater .+ Fremport FOX 8535 . 623 4.9%
. . ., -Antofagasta GBANTO 104 101 o.0%
potential for increased cash returned to shareholders. Base metal " Gamlury Alsminums CENX 4538 4645 D%
. . @ Mexk MXGMEX 50,01 40,83 4,1%
companies trade at 2 2008E P/E of 8.1x and EV/EBITDA of 5.4x, compared .~ coumom comer POU St 7ors 1o

to historic forward P/E ranges of 8-17x and 3.5-8.0x EV/EBITDA. Target
prices for our base metals universe reflect an average 2008k 2.6x P/E and
5.7x EV/EBITDA, compared to copper equities 3.1x P/E and 4.4x EV/EBITDA,

Catalyst
The key catalyst for the sector, specifically copper levered equities, is the
significant positive EPS revisions we expect to consensus 2007E and 2008E

Risks
The key risk to our buliish view would be an unexpected sharp
macroeconomic slowdown, leading to lower base metal prices.
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changes, as well as risks to these target prices can be seen in Exhibit 8. We remain Not
Rated on Alcoa and Alcan. In addition we have lowered our target price for Industrias
Pefioles to P110 per share from P120 as we adjusted our zinc price estimates,

Exhibit 8: Risks to our target price estimates
Most risks are metal price related

Macro and othar g | #Takl snctor Hais - I N R - - R
Macro risks that could impact a#t base metal companiss indude 8 signif ic sk n msqormelni consuning fegions, paticliey China, the US or £U1 Ovar-pmucbon B sReass axpos out
of Ching is a mejor risk for zinc and aluminum production, Any of these svenls could deterk the global supplyldemund batenoe, pushing beso melal prices down, Slronger focs) curenties #f mujor
commediy based economiss (e. Canadn, Brazd, Australia, Ohiks, Pery, Immesu) vs the US dollar could alse be a nepative.
‘Target Price Methodology L R . o L K
Qur 12-rmenth target prics Tor base metal companies (AA, AL, CENX, FCX, PCU, GMEX, PENCLES, ANTO, RIQ, TCK) is based on P/E, EV/ EBITDA and et Axset Va!uu cuiculation, We uhﬂze » 8‘&
discount rale benchmark for mining operations in iow sovetaing risk counties {l.e. US and Canada). Our bmchmark intraeses batween 200 an 400 bps, based on gn sk ond p risk.
Company Faiing TargetPrice Ol Tampeebrics - o T G TR D LT .
Alcan inc. NR . Mot Rated
Alcoa NFe Not Raimd

“rgaing labor disruptions in Penuvian ant Maxisan spetstoos. High payout retio may it yoo dcvoiom n
Antafagaste Neutrat 87 p e & whiker copper price anvirsnment. Decknm of Copier e zint pro driven by = Global econoric slowdaw

Increased wieciricity rates at Gontury's US based sluminum smoXers or aluming spet prices {Centery b net shon
Ceontury Aluminum Neutral 355 $48 cver 5G% fis etuming requ ). Dacting of i prices dus io a Globa! economic siowdown o China's

Nt EXpoTiL,
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shawdown,
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Sowrce: Goldman Sachs Research estimates.,

Adjusting our 2007-08 EPS estimates and intreducing 2009 EPS estimates: We have
adjusted our 2007-09 EPS estimates for CVRD in order to account for higher copper and
aluminum prices, while Industrias Pefioles and Teck Cominco were positively impacted by
changes in copper prices during the same period, offset by minor adjustments to our zinc
prices in 2007-09. In addition we have adjusted our 2007-08 EPS and introduced 2008 EPS
estimates for Alcoa, Alcan and Century Aluminum in order to account for said changes to
aluminum prices. Similarly we have adjusted our 2007-08 EPS and introduced 2009 EPS
estimates for Antofagasta, Southern Copper, Grupo Mexico. These companies estimates
werg positively impacted by our higher copper price estimates in 2007-09, offset by
adjustment to our zinc price estimates,
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COMMENT
Alcan Inc. (AL) $96.80

First-Take: Strong 2Q07 EPS, maintains positive aluminum outlook

News

Alcan reported 2Q2007 EPS of $1.64 {excluding $0.02 charge on
derivatives), lower than our $1.69 estimate and consensus of $1.71,
Business Group Profit (BGP) was 13% lower than our estimates as weaker
results from the primary, engineering and packaging largely offset the
strong results the alumina segment. Lower than expected operating
resuits were partially mitigated by lower taxes and interest expenses,
Alcan maintains its market balance forecast of a modest 200kt surplus, but
remains positive on the autlook for aluminum.

Analysis
Alcan has demonstrated grest execution and cost containment; however
Jhigher energy and raw materials prices, plus the strong appreciation of the
CAD, EUR and AUD impacted our estimates. Alcan continues 1o benefit
from strengthening aluminum prices, however cost pressures in the
atuminum industry continue. in terms of aluminum prices, we believe the
positive momentum could continue in the near term. However, we remain
cautious Jonger term due to rapid slumina and sluminum supply
additions. We maintain our Neutral rating on Alcan as we assign a high
probability that Alcan shareholders will tender to Rio Tinto's {RT2)
$101/share offer. We believe Rio Tinto's offer is fuily priced based in our
aluminum price estimates as the bid places Alcan's 2008 EV/EBITDA at
9.1x EV/EBITDA compared to an mining and metals peer average of 5.8x.
Alcan expects the transaction to ¢lose by 4Q2007,

Implications

Watch for: {1} Alcan conference cal) today at 10:00 am {EST}. Dialin
number; 877-421-3963. (2} Update on its project development pipeline,
including the Gove alumnina refinery expansion and its Kitimat
modernization. {3} Update of energy and raw material costs pressure. (4}
Details on Alcan’s aluminum market outiook. {8} Updates on Rio Tinto
offer. Our estimates and price target are under review.
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COMPANY UPDATE

Century Aluminum Co. (CENX)

Neutral

What's changed

Century Aluminum reported 2007 EPS of $1.69/share, in-line with our and tow’ 7
consensus estimates, excluding after tax adjustments of $3.46/share A - Grouith

(including a mark-to-market charge of $3.88, defarred taxes gains of $0.13, 11:, “M::::
early extinguishment of debt charge of $0.06}. Shipments, revenue and " Vetattty, v Voleily-
costs were mostly in line, with higher SG&A offset by lower interest ’c:!:»é'.-:“ Coatth oAodh UMY BOth  00%h. i

expense. {Exhibit 1.) Further expansion of Grundartengi lcetand smelter 1o
280kt is proceeding welt, with completion expected by 4007. CENX
previously announced a major breakthrough in securing power supply, hat

O Ameticos Cyslical Metorlsly P_ui@irmty Avbrege
* Resiitnd w Ratum on Copital . For g complats doscription of the ...
T " invesiment profily massares plsese tafer o
the gistdosura kection of Shis dotument.

should support 250,000 tonnes of aluminum production. We are adjusting

our 2007-09 estimates to factor lower interest expense, offset by spot K;vdm I e o SO
: ) . . FRGa IS - . : B
alumina purchase, continued energy cost pressures and higher diluted 12::;nu|p:l=ewruutﬂ e 65.::

shares outstanding.

Market sap ($ mn) : 230531

206 - TRIDIR T2/ 109k

Implications ) Ty T Y~ TME Y T M KT TR Y 7

. ‘ N Ry g 15586 2.4 1,736.2 1LHG
We re-iterate our Neutral rating on Century Aluminum, however we have el o
increased our 12-month target price to $65/share {from $53}, factoring i;’égg‘”“ - 5;‘: 5;’3 e
higher 2007-08 estimates and a muitipte re-rating in our base metai EVEBITDA (X) 62 53 55 47

coverage. We believe the iatter is warranted given the sustainability of the
current metal price cycle. Thus, we have increased our P/E and EV/EBITDA

multiples used in our target price analysis.

Valuation

QOur 12-month target price for CENX is based on an average of P/E,
EV/EBITDA and Net Asset Value calculations. We maintain our Neutral
rating, but beleve speculation on industry consolidation, as well as short
term strength in aluminum prices could support shares in the near term.
CENX continues to trade at a discount to its slumintm peers at a P/E of
9.2x and EV/EBITDA of 5.3x, based on our 2007 estimates.

Key risks

On the upside, an extended period of high aluminum prices and on the
downside delays in the ramp up of Grundartangi.
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Century Aluminum Co. (CENX)

Solid 2Q07 results driven by high aluminum production

Overall, resuits were in-line with our expectations for Century Aluminum. Shipments,
revenue and costs were mostly in line, with slightly higher SG&A offset by lower interest
expense. The company provided further updates on development projects, stgting that the
Nordural brownfigld expansion is on-track for completion at the end of the year and that its
necessary power contracts for their Greenfield expansion in iceland should provide supply

for 250,000 tonnes of aluminum production.

Exhibit 1: CENX 2007 resulis summary
Iniine results driven by strong aluminum production

T72Q87 2007 . Qolx .- Qo

] GSEst Act  $Diff. O |
Operating EPS - $/sh $1.69 $1.69 {30.01} 0%
Direct Production (US)
Realized price - $fb $1.20 $1.49 (30.01} 1%
Shipments - mn fbs 209 292.1 g2 0%
Revenues - mn § $351 $348 {$3) -1%
Tolling Production {iceland)
Realized price - $ib §0.897 $0.85 {80.01) -2%
Shipments - mn lbs 123.7 123.8 0.1 0%
Revenues - mn § $118 $118 {$2) ~1%
Income Statement {mn$)
Revenues $470 454 (86) -1%
COGS 5354 $356 $2 1%
Gross Profit $117 $108 (58) -8%
SGEA 312 $14 $2 7%
Operating income 3105 %94 {311) -11%
Net Interest Expense {59) 57 $2 21%
EBT §95 387 {59) ~11%

Source: Goldman Sachs Research estimate