
COMMONWEALTIH OF ICENTUCICY 
BEFORE THE PUBLIC SERVICE COMMISSION 

Ec - 11 Fg: T-, 
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The applications of Big Rivers Electric 
Corporation for: 
(I) Approval of Wholesale Tariff Additions 
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Approval of Transactions, (111) Approval 
to Issue Evidences of Indebtedness, and (IV) 
Approval of Amendments to Contracts; aiid 

OfE.ON U S .  L,LC, Western Ihntucky 
Energy Corp. and LG&E Energy Marlteting, 
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CASE NO. 2007-00455 

JOINT RESPONSE TO THE ATTORNEY GENERAL’S SUPPLEMENTAL 

REQUESTS FOR INFORMATION TO THE MEMBER COOPERATIVES 

Come Iceiiergy Corp., Jacltsoii Purchase Energy Corporation, and Meade County Rural 

Electric Cooperative, by aiid tluougli counsel, and for their collective response to tlie Attorney 

General’s Supplemental Request for Information to Member Cooperatives, state as follows: 

1. Provide documents created by or for tlie inember cooperatives or Big Rivers Electric 

Cooperative, form 2003 to date, which address strategic analysis of options and alternatives (e.g, 

continue present method of operation, shut down, etc.) for Big Rivers as an organization going 

forward 

RESPONSE. The Member Cooperatives, or their predecessors in interest, formed Big 

Rivers, a generation & transmission cooperative (G&T), to represent them in matters involving 

power supply and transmission. Big Rivers is owned entirely by them. As such, Big Rivers has 

a duty and a responsibility to evaluate the proposed transaction and any other power supply 

alternatives the Members, through Big Rivers, decide to consider 



The Members exercise control of Big Rivers through representation on the Big Rivers 

board of directors, which is made up oftwo directors from each of the thee  Members. 

Additionally, each Member CEO attends and participates in Big Rivers’ board meetings and 

other meetings concerning Big Rivers’ operations. The Members determined that, as their G&T, 

Big Rivers should prepare studies, hire consultants and otherwise produce the necessary 

documentation for their review and consideration of the proposed transaction. 

Notwithstanding the forgoing, the Members selected Burns Mercer, president and CEO 

of Meade County RECC to be their representative on the Big Rivers teain for negotiations with 

the E,ON U S .  Parties, and retained Jack Gaines to represent thein collectively during all 

evaluations and negotiations. MI. Gaines was retained, in part, as a practical matter to assure 

that the Members had a person with the necessary expertise and the ability to commit the 

enomow amounts of time required to participate in all aspects of the unwind evaluation process. 

He also added expertise to the Big Rivers team, and worked to assure that the Member 

Cooperatives could translate Big Rivers taiiff changes into workable tariff revisions at the retail 

level. Mr. Gaines was directed to actively participate in  the process on behalf of the three 

Members but was not directed to independently prepare studies. 

Therefore, Big Rivers produced or had produced for it all of the studies and documents 

used by the Member Cooperatives since 2003 to analyze the options. To the extent relevant, 

those docuinents have already been substantially provided to the Commission Staff and the OAG 

by Big Rivers as shown, for example, in  Application Exhibits 3, 8, 12, 19,20,27, i l ,  37, and 41, 

and Application Appendices A, B, C, D, E, and F. 



The Members object to producing every docuineiit requested because ofthe burden of 

locating and sorting though almost five years’ worth of information, inucli of which is irrelevant 

to the traiisactioiis under consideration by the Commission. Without waiving that objection, the 

Members attach other docuiiients from the calendar year 2007 that relate to aiialysis of the 

Unwind Transaction and the existing transaction, under which Big Rivers cui-reiitly operates 

The Members also object to producing information that represents the advice of counsel 

or work-product of counsel disclosed to the Members only because of the coininon interest of 

Big Rivers and the Members in the Unwind Transaction, and text representing such information 

has been redacted from the attachments to this response 

Witnesses: 

Burns Mercer 
G. Kelly Nuckols 
Sanford Novick 
Jack Gaiiies 

Respectfully Submitted, 

Frank N. King, Jr. 
Dorsey, King, Gray, Norinent & IHopgood 
318 Second Street 
Henderson, KY 42420 
Phone: (270)826-3965 
Fax: (270)826-6672 

and 
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Denton & Keuler, LLP 
PO Box 929 
Paducah ICY 42002-0929 

By: 

M h a  D Yaks I f ON BEHALF OF THE. MEMBER 
COOPERATIVES 

CERTIFICATE OF SERVICE 

I hereby certify that 10 copies of the foregoing were filed with the Public Service 
Commission via federal express to Ms. Beth O’Donnell, Executive Director, Public Service 
Commission, 2 1 1 Sower Boulevard, Frankfort, Kentucky 40602 and copies were seived on the 
persons nained in the attached service list via federal express trne and conect copies of same this 
the 5th day of March. 2008. n 

Melissa!. Yates I 
99330 
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VERIFICATION 

The undersigned, G. Kelly Nucltols, states under oath that lie is the CEO and General 

Manager of Jackson Puicliase Energy Coiporation, and that the response to the Attorney 

General's Supplemental Requests for Information lo Member Cooperatives is true and coriect to 

the best of his information, knowledge, and belief. 

STATE OF IGNTUCKY ) 

COUNTY OF McCRACKEN ) 
,.-.yh The foregoing instrument was sworn and acknowledged before me this "3 day 

of March, 2008. 

MY commission expires: I a ha / f i ~ / ~  



VElUFIC ATION 

The undersigned, Sanford Novick, states under oath that he is the President and CEO 

of Kenergy Corporation, and that the response to the Attorney General’s Supplemental Requests 

for Information to Member Cooperatives is true and correct to the best of his information, 

knowledge, and belief, 

Sanford Novick 

STATE OF KENTUCKY 1 

COUNTY OF ) 
,-) Lb The foregoing instrument was sworn and acknowledged before me this ___ day 

of March, 2008 

My commission expires - 5 Ad- I [  
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Draft 02/9/07 

fL EXECUTIVE SUMMARY 
i 

L 
Prepared for the Board of Directors of Big Rivers Electiic Corporation 

Relating to the New Smelter Service Arrangements 

Big Rivers Electric Corporation and Kenergy Corp. (“Kenera”) propose 
to enter into new electric service arrangements with Alcan Primary Products Coiporation 
(“m) and Century Aluminum of Kentucky LLC (“Century” and, together with 
Alcan, the “Smelters”). Big Rivers and Kenergy propose to enter into these new 
arrangements in connection with the termination of the obligation of an affiliate of E.ON 
U.S. LLC (collectively with its affiliates, “m’) to supply Kenergy with electric energy 
for resale to the Smelters and the termination of the transactions between Big Rivers and 
E.ON relating to the lease of Big Rivers’ generating facilities. The termination of the 
existing axrangements among Big Rivers, E.ON, Kenergy and the Smelters is referred to 
in this Executive Summary as the “Unwind.” This memorandum describes the most 
significant provisions of the new electric service arrangements among Big Rivers, 
Kenergy and the Smelters (the “New Transaction”). 

Big Rivers and Kenergy negotiated with the Smelters jointly and the 
Smelters have agreed to identical terms and conditions of electric service, other than with 
respect to the amount of electric energy to be delivered. For this reason, this 
memorandum will not distinguish between obligations to a particular Smelter, even 
though, from a legal perspective, their rights and obligations are separate and not joint. 

A. Structure 

Substantially all of the terms and conditions relating to Big Rivers’ sale of 
electric services to Kenergy for resale to the Smelters are set forth in six agreements, 
three with respect to service to each Smelter.. The structure of the sale of electric services 
to the Smelters is the same as in the past. Because the Smelters are customers of 
Kenergy, Big Rivers will enter into two, separate wholesale service agreements (each a 
“Wholesale Ameement”) with Kenergy. Under each Wholesale Agreement, Big Rivers 
will supply electric service for resale to a particular Smelter. In turn, Kenergy will enter 
into a separate retail electric service agreement (a “Retail Ameement”) with that Smelter. 
Big Rivers and each Smelter also will enter into a Coordination Agreement (a 
“Coordination Agreement” and, together with the Wholesale Agreements and the Retail 
Agreements, the “Smelter Ameements”) to set forth certain direct obligations between 
Big Rivers and the Smelters. 

The New Transaction will be structured so that each obligation, including 
a payment obligation, of Kenergy to Big Rivers or a Smelter under a Wholesale 
Agreement or a Retail Agreement will be conditioned on the performance by the 
applicable Smelter or Big Rivers, respectively, of the related obligation to Kenergy. Big 
Rivers or a Smelter will be able to enforce directly any obligation arising out of the 
Smelter Agreements, thereby increasing the possibility of avoiding the necessity to 
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involve Kenergy in disputes between the parties. Due to the pass-through nature of the 
obligations between Big Rivers and each Smelter, the Wholesale Agreement and the 
Retail Agreement relating to each Smelter are substantially the same. 

B. Nature of Service. 

The Smelter Agreements obligate Big Rivers to supply, subject only to the 
occurrence of an event of force majeure, an aggregate of 850 MW of electric energy and 
related services (“Base Monthly Energy”) to Kenergy for resale to the Smelters until 
December 31, 2023. Alcan and Century will be required to take 368 MW and 482 MW 
of Base Monthly Energy, respectively,. 

In addition to Base Monthly Energy, the Smelter Agreements permit Big 
Rivers to sell additional electric energy and related services to Kenergy for resale to the 
applicable Smelter. In recent Tier .3 contracts among Big Rivers, ICenergy and the 
Smelters, Big Rivers has supplied a specified amount of energy, interruptible on certain 
terms and conditions (“Interruptible Energy”), and, at Big Rivers’ option, energy at a 
quoted price following a notice of interruption (“Buv-Throu& Energy”), The Smelter 
Agreements provide that Big Rivers may agree to supply a specified amount of 
Interruptible Energy and Buy-Through Energy in the future from time to time but does 
not have any obligation to do so. 

The Smelter Agreements also provide that Kenergy will use reasonable 
commercial efforts to purchase separately negotiated additional electric energy and 
related services requested by a Smelter (“Market Energy”). Kenergy can make such 
purchases from Big Rivers or a third party. Big Rivers will not have any obligation to 
sell Market Energy to a Smelter. 

C. Smelter Payment Obligation. 

1. Base Monthly Energy 

The calculation of the charges for Base Monthly Energy contains several 
components and is extraordinarily complex. In essence though, the charges are intended 
to result in the Smelters, in the aggregate, guaranteeing that Big Rivers achieve an annual 
TIER of 1.24, subject to (1) limitations on the maximum amount payable by the Smelters 
until Big Rivers must raise its rates to the Members for sales of power for resale to non- 
Smelter customers, (2) a power cost adjustment, and ( 3 )  certain other adjustments. 

In general, the monthly charges for Base Monthly Energy will consist of 
the sum of the following, without duplication: 

An amount equal to 850 MW per hour, assuming a 98% load 
factor, multiplied by Big Rivers’ tariff rate for sales to Members for resale to large direct- 
served industrial customers (the “Large Industrial Tariff’), for a customer with a 98% 
load factor, plus $0.00025 per kWh (the “Smelter Base Rate”); 
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whether positive or negative, an adjustment for variable costs ( i . , e ,  
fuel, reagent and emission allowances) based on the Smelters’ actual energy requirements 
and energy curtailed at the request of Big Rivers or, in some cases, the Smelters; 

. a power cost adjustment (‘‘W’), whether positive or negative, 
equal to the product of the kWh delivered by Big Rivers to Kenergy for resale to the 
Smelters and fuel and purchased power costs and potentially reagent and emissions 
allowances above a specified base amount; 

one-twelfth of the estimated positive amount, if any, necessary in 
addition to all of Big Rivers’ other revenues for the year to cause Big Rivers to achieve a 
TIER of 1.24 for the year, subject to a maxiinum additional charge above the Smelter 
Base Rate (the “TIER Adiushnent”); and 

a charge for kilovars required to comply with the power factor 
requirements under the Smelter Agreements and otherwise in excess of kilovars 
previously purchased by the Smelters. 

The charges for Base Monthly Energy also are subject to a credit for 
“Surplus Sales” (as defined below) up to the fixed amount of the Smelters’ charges 
otherwise payable with respect thereto, and curtailments agreed between Big Rivers and 
the Smelters which either avoid Big Rivers purchasing additional power to serve its 
requirements or result in profits in the market. If the Smelters curtail at Big Rivers’ 
request and Big Rivers avoids purchasing power in the market, the Smelters receive the 
full benefit of the credit. The Smelters receive 75% of the benefit of sales of energy to 
the market resulting fram their curtailinent to resell the energy to the market. 

Following the end of each fiscal year, Big Rivers will refund, or the 
Smelters will pay, an amount equal to the positive or negative difference, respectively, 
between the estimated amounts paid by the Smelters and the actual amounts necessary to 
achieve a 1.24 TIER, plus interest. Big Rivers will record all adjustments in the fiscal 
year affected. Big Rivers will notify the Smelters by May 1 st o f  each year of the amount 
of the rehnd or additional payment required. 

Big Rivers has agreed that the Smelters’ obligations to pay amounts 
sufficient for Big Rivers to achieve a 1.24 TIER are not unlimited. The Smelters’ 
obligations may not exceed the total of the Large Industrial Rate for a customer with a 
98% load factor plus $0.00025 per kWh plus the applicable amount set forth below for 
such year: 

Years Applicable Amount 

2007-201 1 $0.00195 per kWh 
2012-2014 $0.00295 per kWh 
2015-2017 $0.00355 per kWh 
2018-2020 $0.00415 per kWh 
2021 -2021 $0.00475 per kWh 
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Assumptions in the TIER Adjustment. Big Rivers and Kenergy have 
agreed with the Smelters to make certain assumptions in the calculation of the TIER 
Adjustment. These assuniptions are intended to limit the Smelters' obligations in some 
specified circumstances. Specifically, Big Rivers will assume the following: 

1" Big Rivers raised revenues from service to the Members for their 
non-Smelter customers as if Big Rivers had raised its base rates for such service by a 
weighted average of 2.00% in 2010, 2.50% in 2018 and 4.00% in 2021 to the extent Big 
Rivers in fact previously had not increased such revenues as a result of rate increases of 
at least such amount. 

2. Any entity which becomes a direct-serve customer after the 
Unwind with firm demand in excess of 15 MW paid an amount equal to the Smelter Base 
Rate, adjusted for actual load factor, plus a proportionate share of the TIER Adjushnent, 
if any, and the PCA, if such entity in fact paid less than that amount in the applicable 
fiscal year. An entity which becomes a direct-serve customer a Member with a demand 
of 15 MW or less paid an amount equal to the Large Industrial Rate, plus the PCA. This 
assumption will not be made in the last three years of the term of a Retail Agreement or 
following notice of termination of either Retail Agreement. 

In general, these assumptions attempt to ensure that the TIER Adjustment 
payable by the Sinelters is not distorted inappropriately. Other assumptions attempt to 
net out the effect of, among other things, (i) patronage capital retirements, (ii) interest 
imputed on debt related to new non-peaking facilities to the extent not included in Big 
Rivers' revenue requirements for rate-making purposes, (iii) interest related to 
construction-work-in-progress to the extent not included in Big Rivers' revenue 
requirements for rate-making purposes, (vi) indemnification payments, (v) certain 
penalties, (vi) agreed curtailments, (vi;) expenses disallowed by a governmental 
authority, and (vii) certain reserves established at the time of the Unwind. 

Early Year Rates. Big Rivers has agreed to two measures to give the 
Smelters some assurance that its costs for energy in the early years of the Unwind will 
not be significantly different than that expected on the date of the Unwind. First, Big 
Rivers has agreed that the monthly billings to the Smelters for Base Monthly Energy 
(excluding the PCA) per kwh  in the first year will not exceed the rate estimated in Big 
Rivers' financial model to be filed with the IQSC in connection with the approval of the 
Unwind. The monthly billings for the first year will be subject, however, to the PCA and 
the Rebate. Second, Big Rivers has agreed that it will not seek to have any increase in its 
Member rates, including the Large Industrial Rate, take effect before January 1, 2010. 

m. If Big Rivers' TIER in any year exceeds 1.24, then Big Rivers 
will rebate a portion of any excess amount (based on kWh sales to all Members) to 
ICenergy for rebate to the Smelters (the ''U'). A Rebate will not be able to cause the 
Sinelters to pay less than the Large Industrial Rate (assuming a 98% load factor) unless 
the entire amount of any excess is rebated to all of Big Rivers' Members on a kWh basis. 
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I“ 7 Other Energy 

Suuulemental Energy. Under the Smelter Agreements, the rates for 
Interruptible Energy, Buy-Through Energy or Market Energy are agreed by Big Rivers, 
lcenergy and the applicable Smelter froin time to time. The charges for such energy will 
include third-party transmission charges, other related charges and charges for unbundled 
services to the extent applicable. 

Back-Uu Energy. The Smelter Agreements provide that Big Rivers and 
Kenergy will provide the Smelters energy in excess of Base Monthly Energy and 
Supplemental Energy (“Back-up Energy”) at rates intended to disincentivize the 
Smelters from taking Back-up Energy other than as imbalance energy. The rates for 
Back-up E.nergy depend on whether Big Rivers had to purchase such energy in the 
market. If so, the rate is 110% of the highest price for energy pur,chased by and delivered 
to Big Rivers during that hour. If the Back-up Energy was not purchased in the market, 
then the rate is the greater of the locational marginal price at Big Rivers’ interface with 
Midwest Independent System Operator or Big Rivers’ system lambda. If Back-up 
Energy exceeds 10 MW in any hour, the rate for the excess over 10 MW is computed 
slightly differently. If this excess Back-up Energy resulted from a third party breaching a 
contract to supply Market Energy, then the rate is 110% of the highest price for energy 
purchased by or sold by Big Rivers in that hour. If there is no contractual breach, then the 
rate is the higher of $250 per MWh or the same 110% of highest hourly rate for energy 
purchased or sold by Big Rivers and delivered to an interconnection with Big Rivers’ 
transmission system in such hour. The Smelters also are obligated to pay any 
transmission or related charges relating to any Back-up Energy. 

Surcharge. In addition to any other amounts payable under the Smelter 
Agreements and without regard to other paynents or adjustments, the Smelters will pay a 
surcharge as follows: (1) an aggregate annual payment of $5,110,000, payable in equal 
monthly installments from the date of the Unwind through and including 201 1, (2) an 
aggregate annual paynent of $7,300,000, payable in equal monthly installments fiom 
2012 through and including 2016, and (i) an aggregate annual payment of $10,182,813, 
payable in equal monthly installments from 201 7 through 2023. Big Rivers’ present 
intention is to use these amounts to defray PCA charges to non-Smelter ratepayers. 

ICenergv Retail Fee. The Unwind will provide that the current Kenergy 
retail fee will be fixed at its current rate for 10 years from the date of the Unwind. A 
Smelter will be required to pay the Kenergy retail fee until the Retail Agreement is 
terminated and the Smelter is no longer served by Kenergy. The fee is payable even with 
respect to energy curtailed by a Smelter pursuant to its Retail Agreement. 

D. Termination 

The obligation of ]<energy to supply power to Smelters pursuant to the Retail 
Agreements will terminate on December 3 1,2023, unless tenninated earlier pursuant to 
the terms thereof. If no such early terinination occurs, Big Rivers, Kenergy and the 
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applicable Smelter agree that at least one year prior to the stated termination date, they 
will undertake good faith negotiations for a replacement agreement. 

A Smelter may terminate its Retail Agreement effective on or after December 31, 
2010 upon not less than one year’s prior written notice of such termination to Big Rivers 
and Kenergy if such Smelter ceases all smelting operations in ICenergy’s service tenitory; 
provided, that only one Smelter may terminate prior to December 31,201 I unless all 
required transmission upgrades are commercially available. 

E. Surplus Sales and Force Maieure Sales 

Big Rivers will use reasonable commercial efforts to market amounts of Base 
Monthly Energy for Kenergy that a Smelter is obligated to purchase under its Retail 
Agreement but which is surplus to such Smelter’s needs (“Surplus Sales”). As described 
above, Big Rivers will credit back to Kenergy, for credit of the applicable Smelter, the 
fixed amount ICenergy otherwise would be obligated to pay Big Rivers for such power 
sold. 

If an event occurs that renders a Smelter unable to accept all or any part of the 
E.nergy that otherwise would be Base Monthly Energy for a period of 48 consecutive 
hours or longer (other than an event resulting from the Smelter’s gross negligence, willful 
misconduct or intentional act), the Smelter can request such energy be resold for up to six 
months and the Smelter will he entitled to the net proceeds thereof (“Force Maieure w’). If the Smelter certifies that such condition cannot he remedied with reasonable 
diligence within six months, such energy will continue to be resold and the net proceeds 
credited against the Smelter’s obligations under the Retail Agreement for an additional 
three months. 

Neither Big Rivers nor ICenergy will have any obligation to malce Surplus Sales or 
Force Majeure Sales until Big Rivers has sold all amounts of its own surplus power, nor 
will Kenergy or Big Rivers have any obligation to the Smelters if Big Rivers is unable to 
sell this power as a result oftransmission or other constraints. 

F. Other Matters 

Covenants. As part of the transaction, Big Rivers will covenant that it will 
operate its system for the benefit of its Members consistent with prudent utility practices 
and will apply the same standards to operating decisions that may affect the Smelter Base 
Rate or the TIER Adjustment. Big Rivers will covenant that it will not make an 
operating decision if the substantive basis for the decision is the Smelters’ payment 
obligations under the Retail Agreements. 

During the tenn of the Retail Agreements, none of Big Rivers, Kenergy or the 
Smelters will seek or support, directly or indirectly, from any governmental authority, 
including the IPSC, any change in the terms and conditions agreed to as a part of the 
Unwind, with limited exceptions. Big Rivers may seek, however, approval from 
applicable governmental authorities of changes to the Member rates and changes to the 
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OATT from time to time, and Kenergy may seek approval of changes to its customer 
charge and energy adder for Smelter service 10 years after the [Jnwind closing date. 

Restructuring. Because of the Smelters’ obligations relating to the TIER 
Adjustment, Big Rivers has agreed that it will protect the economics of the Smelters’ 
Retail Ageements if Big Rivers engages in a restructuring, merger, acquisition of another 
utility system, or addition of a new member and such transaction results in a 5% increase 
in the Big Rivers’ sales to its Members on a pro fonna basis. Big Rivers may however 
seek approval of an increase in the Large Industrial Rate which will increase amounts 
otherwise payable by the Smelters pursuant to the Smelter Base Rate upon the occurrence 
of a Restructuring. 

Budgets. E.ach year, Big Rivers will provide tlie Smelters with a copy of Big 
Rivers’ then-current projected operating and capital budgets for the following fiscal year. 
These budgets will be reviewed by a inutually agreed independent third party who will 
report on whether the budgeted operating expense and capital expenditures are consistent 
with expenses and expenditures of similarly situated utilities. [Jpon request, the Smelters 
will have the opportunity to present the conclusions of tlie third party to the Big Rivers 
Board of Directors. Big Rivers will have no duty to take any action based on such report. 

Large lndustrial Tariff Service. Without waiving any rights available to Big 
Rivers or Kenergy, including those that may have resulted from Big Rivers’ 1998 Plan of 
Reorganization, a Smelter, after ceasing all smelting operations and tennination of its 
Retail Agreement, or Century’s predecessor operator of the smelter, Southwire Company, 
if it so elects prior to the date of the Unwind, will be entitled to be served by Kenergy 
under Big Rivers’ Large Industrial Tariff for any non-smelting load. 

Service Post-Termination. Neither Kenergy nor Big Rivers will have any 
contractual obligation to sell power to the Smelters, and the Smelters will liave no 
contractual obligation to purchase power from Kenergy or Big Rivers, following 
termination of Kenergy’s obligations to supply power to the Smelters under the Retail 
Agreement. 

Assurances Agreements Payments Big Rivers will pay the Smelters $3,625,000 
in lieu of any amounts to which they otherwise would have been entitled as a result ofthe 
Unwind pursuant to Section 3(i) of the Assurances Agreements with E.ON (the 
“Assurances Agreement Payments”). Big Rivers will make tlie Assurances Agreement 
Payments to the Smelters at tlie closing of the Unwind. Big Rivers may credit, however, 
all or any portion of the Assurances Agreement Payments against one or more invoices 
related to Agreements for Tier 3 Energy (“Tier 3 Contracts”) prior to the Unwind. The 
Assurances Agreement Paynents will be reduced by the amount of any payments under 
the Assurances Agreements with E.ON received by the Smelters after 2006. IfBig 
Rivers determines the closing of the Unwind will not occur or if Big Rivers credits the 
Smelters an amount in excess of the amount Big Rivers must pay to the Smelters at the 
Unwind, the Smelters must repay Big Rivers for all amounts credited against invoices 
relating to Tier .3 Contracts upon demand or the amount of such excess at the closing of 
the Unwind, respectively. 
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G. Conditions to Effectiveness; Events of Default. 

There are limited conditions under which the parties to the Smelter 
Agreements can terminate them prior to their effectiveness. The Smelter Agreements are 
conditioned on the Unwind proceeding as well as other standard conditions precedent to 
effectiveness. Also, because the KPSC will have to approve the pricing in the Smelter 
Agreements, if the KPSC makes a material modification to the Smelter Agreements, then 
either party may terminate the Smelter Agreements. If the Smelters determine that costs 
projected under the financial model delivered at closing can not be achieved by Big 
Rivers during the first five years of the Smelter Agreements effectiveness, then they may 
terminate the Retail Agreements prior to the consummation of the transactions 
thereunder. Further, if there is a material change to a Smelter’s production facilities or to 
its industry that would have a material adverse financial effect on such Smelter, then the 
Smelter may terminate the Sinelter Agreements prior to the consummation of the 
transactions thereunder. However, the Smelter’s right to terminate ends after they have 
reviewed and approved Big Rivers’ financing plan, including approval of a maximum 
interest rate on such financing. 

H. Smelter Credit Suoport. 

Each Smelter will provide and maintain credit support in the form of cash, a letter 
of credit from a bank rated “A+” or better, or other assurances acceptable to Big Rivers 
and Kenergy, in an amount no greater than the amounts due for a period of two months 
under that Smelter’s Retail Agreement plus estimated taxes from sales to third parties 
made by Big Rivers on their behalf. Big Rivers and Kenergy are considering whether the 
amount of credit support required with respect to estimated tax liabilities following 
termination of the Smelter Agreements might be reduced by the amount of patronage 
capital attributed to the Smelters and in which Kenergy and, in turn, Big Rivers, has a 
valid security interest. The U S .  parent of Alcan and the ultimate parent of Century will 
guarantee the paynent and performance of Alcan and Century, respectively, to Big 
Rivers and Kenergy of all obligations under the Retail Agreements and related 
documents. 

I. Patronage Caoital. 

Big Rivers is confirming the mechanics of the allocation of patronage- 
eligible tax margins but generally they will be allocated by Big Rivers between its three 
customers classes (rural, large industrial, and Smelters) based upon the margins that each 
contributed. 

J. Representations and Warranties 

The Smelter Agreements contain customary, limited representations and 
warranties, relating mostly to the enforceability of the agreements and obtainment of 
necessary consents. 
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IC. Reserves 

As part of the Unwind, Big Rivers will establish $85 million of reserves 
which are intended to be a mitigant against future obligations which may arise, such as 
fuel or purchased power expenses which may exceed amounts forecasted. 

L. Risk Factors 

The Smelter Agreements are structured to provide Big Rivers with a 
significant degree of assurance regarding its financial performance while the Smelter 
Agreements remain in effect. Because of the TIER Adjustment, the Smelters will be 
required to pay to Big Rivers an amount necessary to generate a 1.24 TIER, subject to the 
limitations referenced above. If Big Rivers did not achieve a 1.24 TIER in any year 
while the Smelter Agreements were in effect, the most likely reason would be that Big 
Rivers' large industrial rate was low enough that the mounts payable under the TIER 
Adjustment were capped by the maximum amount above the large industrial rate 
described above. 

While the benefits relating to the TIER Adjustment are significant, the 
Smelter Agreements can be terminated prior to their stated expiration date in 2023. The 
Smelter Agreements are structured to prevent both Smelters from terminating their 
agreements prior to 201 1 absent the completion of transmission improvements necessary 
to export all of the energy made available to the Smelters under the Smelter Agreements. 
Based on current projections and market energy prices, the termination of the Smelter 
Agreements would not negatively impact Big Rivers' financial performance over the 
long-term as current market prices exceed the forecasted prices to the Smelters. Still, 
projections are subject to a greater degree of uncertainty the farther into the future they 
extend and there can be no assurance market prices of energy always will exceed the 
amounts paid by the Smelters under the Smelter Agreements. 

Entry into the Smelter Agreements exposes Big Rivers to the credit risk of 
the Smelters. --- '. 

P R I V I L E G E b  T E X T  8CDNiku 

in aunmon, me amount ot secunty urovided is only 
equal to two months charges plus any estimated tax liabilities. 

P R l Y f L E l i E D  T E X T  4 E O A C T E U  

Finally, Big Rivers agreement to again supply energy for resale to the 
Smelters creates the potential for risk of disputes or even litigation with the Smelters. 
The Smelter Agreements tq to limit this potential by providing that the Smelters will not 
support or seek, directly or indirectly, any challenge to or change in the rate formula or 
other terms or conditions set forth in the Smelter Agreement other than to clarify, 
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interpret or enforce the Smelter Agreements or challenge the unbundling of charges for 
transmission or ancillary services. The Smelters also have agreed not to challenge the 
Kenergy retail fee for 10 years from the coinmenceinent of service. The Smelters would 
be able to intervene in any proceeding that affects Big Rivers rates. For example, the 
Sinelters would be able to intervene in a rate case with KPSC proceeding because the 
Smelter Base Rate and the TIER Adjustment are based off of the Large Industrial Rate 
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EXECUTIVE SUMMARY 
Prepared for the Board of Directors of Big Rivers Electric Corpoiation 

Relating to the Unwind of E.ON U S .  LLC Arrangements 

Big Rivers, LG&E Energy Marketing Inc. (“LE.M) and Western 
Kentucky Energy Corp. (“WKEC” and together with LEM, the “WIG. Parties”) propose 
to enter into a Transaction Termination Agreement (the “Tennination Agreement”) 
relating to the termination of the existing arrangements under which Big Rivers leases its 
generating facilities to WK.EC and purchases power from LEM. The termination of the 
existing arrangements between Big Rivers and WKEC and LEM contemplated by the 
Termination Agreement is referred to in this Executive Summary as the “Unwind”. This 
ineniorandum describes the most significant provisions of the Termination Agreement. 

A.. Scheduled Unwind Closing Date 

The Termination Agreement calls for the WIG. Parties and Big Rivers to 
mutually agree upon a date on which they believe the conditions to closing in the 
Termination Agreement will be satisfied or waived. This date is defined in the 
Termination Agreement as the “Scheduled Unwind Closing Dated”. The Scheduled 
Unwind Closing Date may not take place earlier than four months from the date it is set 
by the parties. The parties recognize that the actual date of the closing of the Unwind 
(the “Closing”) may not coincide with the Scheduled Unwind Closing Date. The setting 
of the Scheduled Unwind Closing Date does not insure that the closing will occur, but 
Big Rivers and the WKE Parties each agrees in the Termination Agreement to use its 
reasonable best efforts to cause the conditions to the Closing that are within its reasonable 
control to be satisfied and to cause the Closing to occur. 

B. Consummation ofthe Unwind at Closing 

At the Closing the parties will execute and deliver the actual documents 
which will effect the termination of the existing arrangements between Big Rivers and 
the WKE Parties, including termination of the Lease, Power Purchase Agreement, 
Transmission Service Agreement and the other Operative Documents between Big Rivers 
and the WKE Parties. All Operative Documents between Big Rivers and either of the 
WICE Parties, including the two subordinated mortgages made by Big Rivers to the WIG. 
Parties, will be terminated and the only remaining obligations between Big Rivers and the 
WIG. Parties will be the Termination Agreement and the other Definitive Documents 
relating to the Unwind. 

C. Payments 

At the Closing, WKEC will pay Big Rivers $301,500,000, subject to 
adjustment for the value of the inventory and personal property which WKEC will also 
convey to Big Rivers at the Closing. If the aggregate value of the inventory plus the 
personal property conveyed to Big Rivers at the Closing exceeds $55,000,000, the 
termination payment made by WKEC will be decreased by a like amount. If the 
aggregate value of the inventory plus the personal pr’operty conveyed to Big Rivers at the 



Closing is less than $55,000,000, the termination paynent made by WKEC will be 
increased by a like amount. At the Closing, Big Rivers will return to WKEC $559,850 in 
deposits previously paid to Big Rivers by LE.M in connection with the reservation of 
certain transmission capacity, plus accrued interest on such amounts. 

At the Closing Big Rivers will pay W1G.C $1,025,000 as the purchase 
price for the land and buildings constituting the central lab in Henderson and a parcel of 
land in Hancock County. 

In connection with the Closing, Big Rivers and WKEC will compute 
amounts owed to one party or the other as of the Closing for Incremental E~nvironmental 
O&M, Incremental Capital Costs, Henderson Incremental Capital Costs, Major Capital 
Repairs, Henderson Major Capital Repairs, Non-Incremental Capital Costs and 
Henderson Non-Incremental Capital Costs. These true-up payments will be computed in 
accordance with the provisions of the existing Operative Documents and, in the case of 
amounts owned in respect of Non-Incremental Capital Costs and Henderson Non- 
Incremental Capital Costs, will take into account Big Rivers’ payment of the Big Rivers 
Contribution through the Closing. The Termination Agreement sets forth a detailed 
procedure for determining such true-up amounts which will be paid at the Closing to the 
extent such amounts are ascertained and agreed at the Closing. The Teimination 
Agreement contemplates that some of such true-up payments may be made as soon as 
practicable after the Closing if, for instance, certain costs relating to the true-up paynents 
are not invoiced to the WIG, PaiTies prior to the Closing. 

In connection with the Closing, true-up payments will also be made in 
respect of the monthly installment of basic rent and the Monthly Margin Paynent 
payable under the WIGC Lease and amounts owing by one party or another under the 
Power Purchase Ageement and the Transmission Services and Interconnection 
Agreement,, The Termination Agreement also provides for a true-up paynent by one 
party or the other in respect of Henderson Incremental Environmental O&M computed in 
accordance with the Station Two Agreement. Again, this payment will be paid at the 
Closing to the extent determined and agreed at such time, or as soon as practicable after 
the Closing. 

Big Rivers will not acquire any accounts receivable or cash on hand of any 
WKE Party in connection with the Unwind, nor will Big Rivers be obligated for any 
amount owed to vendors or owed to lessors of equipment by the WKE Parties for 
commodities, services or rent through the Closing. 

D. Valuation of Inventory and Personal Property 

Inventory conveyed by WKE.C to Big Rivers in connection with the 
Unwind will include coal (including coal fines), synthetic fuel, petroleum coke, fuel oil, 
lime, limestone, spare parts, materials and supplies. The Termination Agreement sets 
forth a detailed procedure for determining the quantity and value of inventory to be 
conveyed by WKEC to Big Rivers at the Closing. The quantities of coal, synthetic fuel, 
petroleum coke, fuel oil, lime and limestone to be conveyed will be determined by 
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physical inventories which will be adjusted for usage subsequent to the inventories but 
prior to the Closing. The value for all items of inventory will be the “book value” of the 
classifications of inventory as reflected in the books and records of W I E C  as of the 
Closing. The inventory conveyed to Big Rivers may include fuel which is in transit to 
the generating plants so long as all amounts owed the vendors for such fuel remain the 
responsibility of WICEC. The Termination Agreement also includes a mechanic for 
dealing with post-Closing fuel deliveries which do not conform to contract specifications. 
WKEC will also convey to Big Rivers the quantities of DBA (reagent), fixation lime, 
sodium sulfate, hydrated lime and ammonia at the generating plants at the Closing, but 
the value of such items of inventory will not be credited toward the $55,000,000 
commitment. The quantity of spare parts, materials and supplies to be conveyed by 
WKEC to Big Rivers as part of inventory will be determined by a physical inventory and 
will also be valued at WICEC’s “book value”. At the Closing, W I E C  will convey to Big 
Rivers various items of tangible personal property identified by the parties and included 
in a schedule to the Termination Agreement as of the Closing. In addition, the 
Termination Agreement recognizes that some items of personal property to be conveyed 
to Big Rivers may be identified shortly after the Closing. Such post-Closing 
identification may necessitate a post-Closing payment by Big Rivers. All items of 
personal property will be valued at WIG.C’s depreciated book value for these items 

E. Assigned Contracts 

At the Closing WIGC will transfer to Big Rivers various contracts, 
agreements, leases, subleases, licenses (including certain licenses of intellectual property) 
and sublicenses to which a WKE Party is a party (the “Assigned Contracts) relating to the 
generating plants, the fuel supply for the generating plants, the personal property 
associated with the generating plants, or to the operation, maintenance, repair or upkeep 
thereof. Big Rivers will assume the liabilities of the WICE Parties under the Assigned 
Contracts from and after the Closing. The list of Assigned Contracts will be included in a 
schedule to the Tennination Agreement and will be mutually agreed by Big Rivers and 
the WKE Parties. If a complete release of the relevant W I G  Pmty cannot be obtained 
from a counterparty under an Assigned Contract, Big Rivers has the option to accept an 
assignment of such Assigned Contract and provide an indemnity to such W I G  Party, 
except in the case of certain identified and scheduled contracts for which a release of 
relevant WIG? Party by the contract counterpart is a condition to the WKE Parties’ 
obligation to close the Unwind. 

F. Intellectual Property 

Intellectual Property used in connection with the operation of the 
generating plants will be conveyed by WKEC to Big Rivers by one of several methods: 

(i) assignment to Big Rivers by the relevant WKE Party of intellectual 
property owned by such WKE Party, 

(ii) license to Big Rivers by the relevant WKE Party of intellectual 
property owned by the relevant WIG. Party, 
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(iii) assignment or sublicense to Big Rivers by the relevant WICE Party 
of intellectual property for which no consent of a third party vendor is required, and 

(iv) provision of intellectual property services to Big Rivers pursuant to 
a support service agreement entered into by Big Rivers and the WICE Parties. 

Agreement among the parties on the proper mode of providing Big Rivers 
with the benefits of the intellectual pr'operty it deems necessary for the operation of the 
generating plants is a condition to the Closing. Aside f?om specific representations made 
by the WI(E Parties to Big Rivers, the intellectual property conveyed by one of the 
above-described methods to Big Rivers will be without warranty on the part of the W I G  
Parties (i.c, no implied warranties). The Termination Agreement makes it Big Rivers' 
responsibility to prepare itself and its personnel for the operation of the intellectual 
property to be conveyed to it at the Closing. In the Termination Agreement, WICEC has 
agreed to reasonably cooperate in that task. 

G. Permits 

The Termination Agreement includes a list or summary of all permits and 
licenses specifically issued by any governmental entity to, or in respect of, the generating 
plants and in the possession and control of WICEC. This list may be augmented prior to 
the Closing. Big Rivers may object to the addition of additional permits or the filing of 
additional applications to amend or modify permits prior to the Closing, and resolution of 
such objection is a condition to Closing. Refusal or reluctance by any governmental 
entity to consent to the transfer of an essential permit, or to the issuance of a new permit 
to Big Rivers in lieu of such assignment, is a circumstance which would permit Big 
Rivers to delay the Closing. The Termination Agreement contemplates that the consent 
of some governmental entities to the assignment of a pelinit to Big Rivers, or the issuance 
of a new permit to Big Rivers in lieu of such consent to assignment, may occur after the 
Closing. WKEC and Big Rivers have each covenanted to use its reasonable best efforts 
to cause the final assignment of such permits, or issuance of new permits to Big Rivers, 
to occur. In the Termination Agreement WICEC commits to pursue such efforts for two 
years following the Closing. 

H. Allowances and NOx Allowances 

The Termination Agreement provides that, effective as the Closing, Big 
Rivers will be entitled to the full and exclusive use of all of the SO? Allowances and NOx 
Allowances in the accounts maintained for the generating plants. WICEC is obligated to 
replace any of such Allowances it may have sold, assigned or conveyed. The relevant 
portion of SO? Allowances allocated to Station Two will be allocated between WIUX 
and Big Rivers on a pro-rata basis upon the date of the Closing after the final 
determination of the portion of such Allowances to which the City of Henderson is 
entitled. In addition, the Termination Agreement provides that WICEC shall transfer to 
Big Rivers, at no cost to Big Rivers, on or prior to February 15 of the year following the 
Closing, 14,000 SO? Allowances having a vintage which permits them to be used in 
calendar year 2007 and thereafter. 
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The allotment by the E.PA of the NOx Allowances to the generating plants 
leased by W1CE.C shall be allocated between WKEC and Big Rivers on the basis of 
agreed-upon monthly forecasted NO2 emissions for the month in which the Closing 
occurs and each month thereafter without regard to actual NO2 emissions for the month of 
the year in which the Closing occurs. 

1. Consent and Release Commitments 

Under the Termination Agreement, the W I E  Parties are not obligated to 
make payments which exceed in the aggregate $1,000,000 to obtain (i) the consents of 
the counterparties to any Assigned Contracts to the assignment to Big Rivers and release 
of the WICE Parties, (ii) the consents of any governmental entities to the conveyance of 
permits and (iii) the consents of licensors of intellectual property to the sublicense to Big 
Rivers of any intellectual property. 

J. Closing Conditions 

The Termination Agreement includes conditions to each party’s obligation 
to close the Unwind which are fairly conventional in transactions of this nature, including 
conditions relating to the correctness of each party’s representations, the obtaining of all 
requisite governmental approvals for the Unwind, the execution by creditors, vendors, the 
aluminum smelters and Big Rivers’ members of the certain implementing documents, 
consents and releases necessary for the Unwind to occur. It is a condition to the WKE 
Parties obligation to close the Unwind that LE.M shall have been discharged froin its 
obligation to pay the demand note to RUS in the amount of $93333.33, executed in 
1998, and that Big Rivers’ debt secured by a lien on the generating plants receive a rating 
of at least BBB- by S&P and Baa3 by Moody’s after the Unwind. It is also a condition of 
the WKE Parties’ obligation to close the Unwind that there be no environmental 
condition associated with any generating plant the remediation of which is reasonably 
likely to exceed $1,000,000. It is also a condition to the WKE Parties’ obligation to close 
the Unwind that WKEC have received tax rulings from the Internal Revenue Service or 
the relevant Kentucky or local agencies concerning certain tax aspects of the Unwind. 

The Termination Agreement provides that it is a condition to Big Rivers’ 
obligation to close the Unwind that Big Rivers’ debt secured by the generating plants 
receive a rating of at least BBB by S&P and Baa2 by Moody’s after the LJnwind. It is 
also a condition to Big Rivers’ obligation to close the Unwind that no inaterial casualty 
damage have occurred to any generating plant. Big Rivers’ obligation to close the 
Unwind is also subject to the identical condition regarding the absence of any 
environmental condition at any generating plant as described for the WKE Parties above. 
The Termination Agreement also makes it a condition to Big Rivers’ obligation to close 
the Unwind that new contracts for retail service have been executed by Kenergy and each 
of the smelters and that Big Rivers’ wholesale power contracts with its members be 
extended as necessary to achieve the required credit rating on Big Rivers’ senior debt. 
The Termination Agreement provides that within 90 days of the Scheduled Unwind 
Closing Date, WIGC shall demonstrate to Big Rivers’ reasonable satisfaction, through 
performance data or testing, that each ofthe generating plants is capable of generating net 
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output at levels set forth in the Termination Agreement. It is also a condition to Big 
Rivers’ obligation to close the Unwind that no forced outage of any generating plant have 
occurred for a period greater than five consecutive days during the 30-days preceding the 
Closing and there be no forced outage of any generating plant pending on the date of the 
Closing. Additional conditions to Big Rivers’ obligations to close the Unwind include (i) 
Big Rivers’ approval of any material deviation from a WKEC operating plan for 2007 
prior to the Closing, (ii) that WKEC have cleaned out four ponds at Plant Wilson and (iii) 
that Big Rivers’ Wilson to Coleman 345kv circuit be connected to E.ON’s Elmer Smith 
to Hardin County 345kv circuit or that an alternative reasonably satisfactory to Big 
Rivers shall have been effected. 

K. Representations and Warranties 

The Termination Agreement contains fairly conventional representations 
by both Big Rivers and the WICE Parties concerning various corporate matters, necessary 
creditor and governmental consents, the absence of violations of other corporate 
agreements and the absence of litigation impacting the Unwind. The W I G  Parties will 
also make certain limited representations concerning the material compliance of the 
generating plants and sites with perinits and applicable laws and the absence of any 
proceedings involving environmental laws. This representation is made to the knowledge 
of senior executives at WKEC and excludes environmental conditions existing before 
1998, conditions disclosed by WKEC to Big Rivers or conditions which are the subject of 
indemnities or other cost sharing provisions of the Termination Agreement. It should be 
noted that the aforementioned representation concerning compliance with environmental 
laws is the only representation made by the W I E  Parties which deals with the physical 
condition of the generating plants and the sites,. The WKE Parties will represent to Big 
Rivers that they have delivered to Big Rivers all reports and studies performed by third 
parties since May 200.3 with respect to the generating plants. The WKE, Parties will also 
represent that the intellectual property utilized by the WICE Parties in connection with the 
operation and dispatch of the generating plants immediately prior to the LJnwind shall 
continue to be fully available to Big Rivers after the Closing in connection with the 
operation or dispatch of the generating plants. The above-described representation made 
by the WICE Parties concerning environmental conditions at the generating plants will 
expire five years from the Closing; the representations made by the W I E  parties 
concerning the absence of liens created by them on the generating plants, non- 
infringement of patents and the correctness of certain materials identified in Big Rivers’ 
due diligence process will expire three years fiom the Closing; all other representations 
made by the WKE Parties and Big Rivers will expire one year froin the Closing. 

L. Agreements Concerning Operation of Plants Prior to Closing. 

The Termination Agreement includes certain agreements by the parties 
concerning the operation of the generating plants in the period between the execution of 
the Termination Agreement and the Closing., The Termination Agreements gives Big 
Rivers the right to have a representative at each generating plant to assist in Big Rivers’ 
due diligence. This representative would have access to books, records and other data 
with respect to the generating plant and would have the right to be present during tbe 
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performances of all maintenance and capital repairs. WICEC has provided to Big Rivers 
its operating plans which include 2007 for each of the generating plants and has agreed to 
use commercially reasonable efforts to operate the generating plants in accordance with 
these operating plans and not to deviate from these operating plans unless such deviation 
is in accordance with prudent utility practice. While Big Rivers has acknowledged in the 
Termination Agreement WICEC’s right to deviate from these operating plans when 
circumstances dictate, Big Rivers’ approval of any material deviation from an operating 
plan is a condition to Big Rivers’ obligation to close the Unwind. In the Tennination 
Agreement WICEC has covenanted to spend 90% of the cumulative total of the amounts 
called for in these operating plans in respect of Non-Incremental Capital Costs and 
Henderson Non-Incremental Capital Costs or pay the difference between such scheduled 
expenditures and WIEC’s actual expenditures to Big Rivers at the Closing. 

In the Termination Agreement, WICEC has agreed not to implement any 
general wage increases outside the ordinary course of business prior to the Closing and to 
maintain employee levels at the generating plants consistent with the operating plans for 
the plants. WICEC has also agreed in the Termination Agreement to ceitain restrictions 
on its ability to amend benefit plans and collective bargaining agreements prior to the 
Closing. WICEC has also agreed in the Termination Agreements to restrictions on its 
ability to enter into certain contracts for maintenance, fuel supply, materials or 
transportation prior to the Closing without the approval of Big Rivers. The Termination 
Agreement includes a procedure for a pre-Closing report to be prepared by Big Rivers 
between 75 and 45 days prior to the Scheduled Unwind Closing Date in which Big Rivers 
(i) will inform WICEC of any areas in which Big Rivers believes WICEC Itas not 
complied with its covenant in the Termination Agreement concerning operation of the 
generating plants prior to the Closing and (ii) identifj additional materials necessary for 
Big Rivers to conclude its due diligence. Failure to resolve any issues raised in this pre- 
Closing report would be a basis for Big Rivers to delay the Closing until resolution is 
achieved. Failure of Big Rivers to deliver the pre-Closing report would constitute a 
waiver by Big Rivers of any right to allege non-compliance by WKEC with its pre- 
Closing operational covenant as a basis for Big Rivers to delay the Closing. 

M. Tax Matters 

In the Termination Agreement, WICEC has agreed to pay all sales and use 
taxes on the transfer of inventory, personal property, contracts, real property, permits and 
SO2 and NOx Allowances in connection with the Unwind. The Termination Agreement 
also apportions property taxes between Big Rivers and WICEC for the year in which the 
Closing takes place. 

N. Assignments re Coleman Scrubber Damages: Personnel Matters 

In the Tennination Agreement Big Rivers and the WKE Parties have 
agreed upon a division of any liquidated damages paid under the EPC Contract for the 
Coleman Scrubber based upon whether they are attributable to the period prior to, or 
after, the Closing. If amounts of liquidated damages under the Coleman Scrubber EPC 
which would otherwise be payable to Big Rivers are limited by a cap on overall 
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liquidated damages payable by the vendor, the WKE. Parties will remit to Big Rivers all 
amounts of liquidated damages in excess of $5 inillion which they may have received 
until Big Rivers is made whole. 

In the Termination Agreeinent Big Rivers affirms its intent to make offers 
of employment to all WKEC employees whose normal location is Henderson or at one of 
the generating plants, and to offer such einployees positions substantially similar, and 
with similar pay, to those held by the einployees in WKEC. Big Rivers is not, however, 
required to make such offer to a WlCEC employee if it would result in a transferred 
employee having responsibilities which are duplicative of the responsibilities of a current 
Big Rivers employee. The Termination Agreement gives E.0N and its affiliate the right 
to make competing offers of employment to WKE.C’s employees. The former employees 
of WKEC who transfer to Big Rivers will receive credit for their service with W I E C  and 
any prior service with Big Rivers for purposes of determining eligibility for participation 
in Big Rivers’ employee benefit plans. Big Rivers will not assume WKEC’s collective 
bargaining agreement with the IBEW, Local 1701, after the Unwind, although Big 
Rivers’ own labor agreeinent with IBEW L,ocal 1701 contains a provision whereby such 
Union will be recognized as the representative of WKEC’s bargaining employees at the 
Closing. The Termination Agreement also includes provisions dealing with employee 
training and health and safety files, employee benefit claims, severance benefits, sick 
leave, vacation and personal days and certain retiree medical benefits. 

0. Environmental Audit and Indemnities 

The Termination Agreement stipulates that URS Corporation will perform 
an environinental survey of the generating plants and the sites on which they are situated 
prior to the Closing (the “Unwind Environineiital Audit”). The scope, methods and 
protocols of the Unwind Environmental Audit will be incoiporated as an exhibit in the 
Termination Agreement, but will be largely within the discretion of Big Rivers. The 
Termination Agreement contemplates that Big Rivers may request, as a condition to 
closing the Unwind, that additional environmental conditions disclosed in connection 
with the Unwind E.nvironmental Audit or other environinental due diligence prior to the 
Closing be the subject of additional indemnifications from the WKE Parties or cost 
sharing arrangements. The Termination Agreement includes cross-indemnities between 
Big Rivers and WIGC relating to opacity at any of the generating plants. Generally, this 
indemnity divides responsibility for damages in respect of opacity based upon the timing 
of when any failure to comply with opacity restrictions in any governmental law 
occurred., In addition, the Termination Agreement includes provisions under which Big 
Rivers agrees to indemnify the WKE Parties for claims, costs and expenses relating to the 
Plant Green and Plant Wilson landfills unless the indemnified cost is caused by any of the 
WKE Parties or any of their affiliates. In addition, the Termination Agreement includes 
provisions under which Big Rivers assuines responsibility to close the “Southern Ash 
Pond” and the “Former Ash Pond” at Plant Coleman with WKEC remaining liable for a 
pro rata portion of all closing costs for either of such Ash Ponds in the event WIGC 
disposed materials in either. The Termination Agreement includes a provision whereby 
Big Rivers and WKE.C share responsibility for all net costs and expenses that may 
become due by reason of a failure of any generating plant to have complied with the New 
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Source Review provisions of the Clean Air Act as a result of changes in the method of 
operating, maintaining, repairing or replacing any generating plant without obtaining a 
permit or permit amendment covering such change during the period prior to the Closing, 
including during the period of Big Rivers' operation prior to 1998. WICEC shall be 
responsible for funding 80% of all such net costs and expenses for, or attributable, to the 
least cost alternative to comply with such New Source Review obligation and Big Rivers 
shall be responsible for funding all other net costs and expenses necessary to comply with 
New Source Review. WKEC will not be responsible for sharing in the net costs and 
expenses for New Source Review noncompliance under this provision if the New Source 
Review noncompliance has not been established within five years of the Closing. While 
the Termination Agreement provides that Big Rivers will be entitled to address New 
Source review noncompliance in such a manner as it deems appropriate, WKEC's 
responsibility would only extend to funding 80% of the net costs and expenses of the 
least cost alternative. 

The Termination Agreement provides that certain environmental 
conditions, circumstances or matters will be identified on a schedule attached to the 
Termination Agreement. The matters on this schedule will be mutually agreeable to 
W1W.C and Big Rivers. Following the Closing WKEC shall indemnify Big Rivers for all 
claims, demands, expenses and costs that may be asserted against Big Rivers resulting 
from the conditions on this schedule to the extent such conditions first occurred following 
the consummation of the WICEC Lease transaction in 1998 and prior to the Closing or 
were materially aggravated during the period of WICEC's operation. Following the 
Closing Big Rivers will indemnify the WKE Parties for all claims, demands, expenses or 
costs that may be asserted against a WIG. Party resulting from the conditions on this 
schedule to the extent such conditions first occurred prior to 1998 or were materially 
aggravated following the Closing. The indemnity described in this paragraph shall exist 
for one year following the Closing. 

The Terinination Agreement also includes cross-indemnities by Big Rivers 
and WICEC for environmental conditions and releases which are unknown and 
undiscovered by any of the parties at the Closing. WKEC agrees to indemnify Big Rivers 
for claims related to such conditions to the extent such conditions were not known by Big 
Rivers at the Closing and emanated from conditions or releases caused by WKEC or to 
which WKEC materially contributed. Big Rivers agrees to indemnify the WICK Parties 
for claims related to such conditions to the extent such conditions were not lcnown by the 
WKEC Parties at the Closing and emanated from conditions or releases caused by Big 
Rivers or to which Big Rivers materially contributed. The cross-indemnities described in 
this paragraph will exist for five years from the Closing. 

The indemnifications and cost sharing arrangements provided in the 
Termination Agreement for specified environmental conditions or circumstances are the 
respective parties' only recourse to address environmental conditions or circumstances. 
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P. General Indemnities; Limitation of Paments 

The Termination Agreement includes general indemnities of both W I E C  
and Big Rivers for claims, demands, losses,, damages, costs which may be suffered by 
either Big Rivers or the WK.E. Parties, as the case may be, resulting from their respective 
periods of operation of the generating plants, other than those which inay result from the 
gross negligence or willful misconduct of, or breach of an Operative Document or any 
Definitive document by, an indemnitee. The general indemnity is not duplicative of the 
specific environmental indemnities. Environmental conditions or circumstances are to be 
dealt with in accordance with the environmental indemnities and the cost sharing 
provisions of the Termination Agreement exclusively. WI(EC’s general indemnity of 
Big Rivers also includes an indemnification for (i) claims of the City of Henderson 
against Big Rivers arising out of the breach or default of a W I E  Party under the Station 
Two Agreement or any of the 1970 Station Two contracts between the City and Big 
Rivers which have been assumed by the WKEC Parties occuning during the period of the 
WKE Parties’ operation of Station Two and (ii) any claims of the counterparties to 
Assigned Contracts, but only to the extent relating to commodities, services or leasehold 
interests provided under such Assigned Contracts during the period of WKEC operation. 

The indemnification provisions of the Termination Agreement provide for 
a “deductible” of $1 million - that is until such time as the damages and other amounts 
that would be payable by Big Rivers or the WKEC Parties, as the case inay be, exceed $1 
inillion no amounts shall be paid in respect of such indemnities. At such time as amounts 
that would be payable except for the operation of the preceding sentence exceed $1 
million, all amounts in excess of $1,000,000 shall be payable in respect of such 
indemnities. 

The Termination Agreement includes a limitation of $200 million on all 
amounts for which the LG&E. Parties are liable in respect of indemnities, breaches of 
representations and warranties and cost sharing arrangements (e.g., those in respect of 
New Source Review compliance) for which the WKE Parties are obligated under the 
Termination Agreement and all other Definitive Documents. Excluded from such 
limitation on liabilities of the WKE. Parties are all fines and penalties assessed by any 
governmental entity and the aggregate value of any SO2 or NOx Allowances which Big 
Rivers or any WKE Party might be required to expend, forfeit or remit to any 
governmental entity (including any reduction in allotments for future years) as part of any 
settlement with a governmental entity of an indemnified claim. 

Q. Tennination of Termination Agreement 

The Tennination Agreement may be terminated at the option of Big 
Rivers, on the one hand, or the WIG. Parties, on the other hand, if the Closing shall not 
have occurred by September 30,2007. 
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R. E O N  U.S. LLC Guaranty 

All obligations of the WKE Parties under the Termination Agreement and 
the other Definitive Documents for the Unwind will be guaranteed by E O N  U . , S  L.LC. 

S., Risk Factors 

The Unwind contemplated by the Termination Agreement provides Big 
Rivers with a unique opportunity to assume operational control over its generating assets, 
enhance the economy of the service area of its members by providing an opportunity to 
keep the aluminum smelters in western Kentucky, and generally permits Big Rivers to 
assume responsibility for its own future. The terms and conditions in the Termination 
Agreement provide a favorable basis to Big Rivers for this to occur. Nonetheless, the 
Unwind should not be undertaken on the assumption that there are not significant risks to 
Big Rivers associated with consummation of the Unwind. Following the Unwind, Big 
Rivers will be fully responsible for the operation and maintenance of the generating 
plants. With this responsibility will come operating risks associated with the cost of fuel 
and compliance with environmental laws affecting operation and perhaps requiring 
significant capital improvements. In addition, Big Rivers will be exposed to the credit of 
the aluminum smelters and risks associated with their continued performance of the retail 
power agreements with Kenergy. (For a more comprehensive discussion of these risks 
see the Executive Summary relating to the smelter arrangements). Big Rivers will also 
assume the risk associated with the operation of what are admittedly old generating units 
with a somewhat questionable recent maintenance history. In this regard it should be 
pointed out that, while the termination payment from WIUEC will provide funds for what 
Big Rivers believes to be necessary enhancements in the maintenance of the generating 
plants, and Big Rivers has budgeted such enhancements for the first few years following 
the Unwind, the W E .  Parties’ representations and indemnities in the Termination 
Agreement with respect to the generating plants are limited both as to scope and time., 
The WKE Parties have made certain limited representations in the Termination 
Agreement concerning compliance of the generating plants with environmental laws., 
The representations will expire in five years. Similarly, the Termination Agreement 
includes certain indemnities for envir,onmental conditions at the generating plants, but, 
again, these indemnities expire, at the latest, five years from the Closing. 

- P R I V I L E G E D  T E X T  R E D A C i E u  
I I .. 

J, The Termination Agreement malm it clear that, except for 
representations and covenants specifically made by the WKE Parties in the Termination 
Agreement, the transfer to Big Rivers of operational control over the generating plants 
and the other tangible and intangible property conveyed to Big Rivers in connection with 
the Unwind will be on an “as is, where is” basis, with no further warranties other than 
those set forth in the Termination Agreement. 

the negotiation of the letter of intent and later the Termination Agreement, Big Rivers has 
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attempted to obtain the access to the generating plants and the records of operation 
thereof which Big Rivers believes are necessary for this due diligence process. The 
presence of a Big Rivers representative at each plant with access to operations, records 
and personnel, the review of operating plans with the right to approval material 
deviations therefrom and the Closing conditions requiring demonstration of the capacity 
of each of the generating plants at such time, assist in ainelioiating the operational risks 
to Big Rivers resulting from the age and condition of the generating plants 
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Proposed Transaction - Updated Economics, 8/07 

Sensitivities (1-5) 

Rate and present value outcomes are 
shown for a number of sensitivities on this 
and the next page 

Existing Transaction 

Member Rates 

PV f$M) 
Member Revenue Contribution (Existing) 
Net Transaction, Free Cash Flow and Terminal Value 

Net Member Cost 

Proposed Transaction 

Member Rates 
Non-Smelter Member Blen 

Smelters 

Overall Blend 

PV ($M) 
Non-Smelter Member Revenue Contribution (Existing) 
Net Transaction, Free Cash Flow and Terminal Value 

Net Member Cost 

Net Member Value 

1 2 3 
Base Case Amortize TIG No WKE 

Capitalized over Capitalization ir 
0 Years Proposed 

Transaction 

36.55 36.55 36.55 

1,448 1,448 1,448 
124 124 124 

1,324 1,324 1,324 

52.61 52.45 53.57 
51.51 51.52 51.85 

51.91 51.85 52.47 

1,973 1,967 2,018 
101 82 227 

1,873 1,885 1,791 

(548) (560) (467 

4 5 
Smelter Sales at Large Industrial 

Rate in Existing Transaction 

200MW 270MW 

40.89 41.54 

1,582 1.604 
117 114 

1,465 1,490 

52.61 52.61 
51.51 51 51 

51.91 51.91 

1,973 1,973 
101 101 

1,873 1,873 

(408) (383 



Proposed Transaction - Updated Economics, 8/07 

Sensitivities (6-1 1) 

Existing Transaction 

Member Rates 

PV ($M) 
Member Revenue Contribution (Existing) 
Net Transaction, Free Cash Flow and Terminal Value 

Net Member Cost 

Proposed Transaction 

Member Rates 
Non-Smelter Member Blend 

Smelters 
Overall Blend 

PV ($M) 
Non-Smelter Member Revenue Contribution (Existing) 
Net Transaction, Free Cash Flow and Terminal Value 

Net Member Cost 

Net Member Value 

6 7 8 
Carbon Scenarios 

llowance Cap B Allowance Cap 8 
'rade Ease Year Trade 

Tax 

Arbitrage Sales 

36.76 40.12 46.80 

1,445 1,553 1,770 
125 134 132 

1,319 1,419 1,639 

Smelters Stay Beyond 2011 

53.80 63.64 64.67 
52.63 61.86 61.28 

53.05 62.50 62.50 

2,016 2,366 2,402 
102 111 111 

1,914 2,255 2.291 

(594) (836) (653: 

9 10 11 
Carbon Scenarios 

Ulowance Cap 8 Allowance Cap 8 
hade Base Year 

Tax 
Trade 

Smelters Sales at Large Industrial Rate LZOOMW) 

41.51 46.10 51.77 

1,602 1,751 1;941 
116 105 113 

1.486 1,647 1,828 

Smelters Stay Beyond 2011 

53.80 63.64 64.67 
52.63 81.86 61.28 

53.05 62.50 62.50 

2,016 2,366 2,402 
102 111 111 

1,914 2,255 2,291 

(427) (608) (463 

l2 I 



Sensitivities (1 2 4  7) 

Existing Transaction 

Member Rates 

PV ($M) 
Member Revenue Contribution (Existing) 
Net Transaction, Free Cash Flow and Terminal Value 

Net Member Cost 

Proposed Transaction 

Member Rates 
Non-Smelter Member Blend 

Smelters 

Overall Blend 

PV ($M) 
Non-Smelter Member Revenue Contribution (Existing) 
Net Transaction, Free Cash Flow and Terminal Value 

Net Member Cost 

Net Member Value 

Proposed Transaction - Updated Economics, 8/07 

12 13 14 
Carbon Scenarios 

Wowance Cap 8 Allowance Cap 8 
rrade Base Year Trade 

Tax 

Arbitrage Sales 

36.76 40.12 46.80 

1,445 1,553 1,770 
125 134 132 

1,319 1,419 1,639 

Smelters Leave After 2011 

52.03 61.87 61 .87 
38.40 38.40 38.40 

47.82 54.62 54.62 

1,935 2,286 2,286 
99 107 107 

1,837 2,179 2,179 

I S  16 17 
Carbon Scenarios 

?rllowance Cap 8 Allowance Cap 8 
Trade Base Year Trade 

Tax 

Smelters Sales at Large industrial Rate (20OMW) 

41.51 46.10 51.7i 

1,602 1,751 1,941 
116 105 21: 

1,486 1,647 1.82f 

Smelters Leave Afler 2011 

52.03 61.87 61.81 
38.40 38.40 38.4( 

47.82 54.62 54.6: 

1,935 2,286 2.2% 
99 107 10; 

1,837 2,179 2,17< 

(350) (532) (35’ 

l3 I 
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Example Coordination Group Meetings - 
Smelters, Smelters, Smelters, Smelters, 
Members Members Members Members 
& BREC BREC & BREC & BREC 

Staff Staff, & Staff Staff 

Late March Late June Late Sept. Late Dec. 
Board 

I I I I 
I I i I 

-Prior Year Review *YTD Review -YTD Review -YTD Review 

*Bench mark data *Summer and Fall -Draft Budget *Present approved 
budget 

*Other 
-Other Projections 

*Budget Projects for next 
year 

*True Up of TIER 

-Other *Fuel 

*Generation 

*Transmission 

*Etc. 

*Fuel 

*Generation 

*Transmissio 

*Etc. 

*Fuel 

*Generation 

*Transmission 

*Etc. 

*Fuel 

*Generation 

*Transmission 

*Etc. 

(All day work session with 
Board, members, smelters 
and BREC staff-Perhaps 
outside speakers on energy 
issues) 

1 
31 - ,4 Touchstone Energy" Cooperative 
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Unwind Transaction - Updated Economics Since 9/06 

Financial Profile (2) 

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 

TIER 1.24 1.24 1.24 1.24 1.24 1.24 1.24 1.24 1.24 1.24 1.24 1.24 1.24 

DSCR 1.90 1.55 1.57 1.54 1.58 1.53 1.53 1.50 1.50 1.48 1.49 1.46 1.47 

~ ~ ~ 

Unwind debt service unchanged overall from 9/06 (with slightly higher interest and lower 
principal): 

2021 2022 2023 

1.24 1.24 1.24 

1.43 1.45 1.39 

120.0 

100.0 

80.0 

60.0 

* 40.0 

20.0 

$ 

s 
0 

- 

Total Debt Service 

n 

II Existing Arrangement: Debt Serwce Through 2023 + RVP Obligation ($172m) 

IIT.:?~ Existing Arrangement: IO-Year ARVP Amort. 
----Unwind: 30-Year LeEI Debt SeMce (Conseneti= Case) 
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Unwind Transaction - Updated Economics Since 9/06 

Variable O&M 

* Non-fuel variable O&M increased in 2015 time frame at Station Two and Green due to 
landfill being full. The new cost represents moving the landfill material from ReidlGreen 
Station to Wilson. 

$I MWh No Pet-Coke 

4.30 1 7 1  
3.80 
3.30 
2.80 
2.30 
1.80 
1.30 

- May 2007 - Sep-06 

$I MWh with Pet-Coke 

4.30 
3.80 
3.30 
2.80 
2.30 
1.80 
1.30 

1 -c- May 2007 - Sep-06 



SMilllons 



Unwind Transaction - Updated Economics Since 9/06 

Net Emissions Allowance Revenues/ Costs 

Emissions Allowance Sales - Unwind 9/06 vs. 5/07 

(10.01 i 

-+- 5/07 Pet-Coke 

-Q- Seo-06 



Unwind Transaction - Updated Economics Since 9/06 

Capital Expenditures and Fixed O&M (production) 

Unwind FOM and Capex Comparative Analysis 
9/06 vs. 5/14/07 (Nominal Dollars) 

160,000 

v )  140,000 
0 
0 
0 

tff 120,000 

100,000 

80,000 

i 0 5/07 Baseline FOM LL] WKE Capital to BREC O&M 
0 5/07 Capex -9106 FOM 
- 9/06 FOM + Capex 
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Unwind Transaction - Updated Economics Since 9/06 

9/06 
%M Ease Spr. Clos./ Total I (LIEOR) Ins. 

I 

Debt Levels and Interest Cost (1) 

5/16/07 
SM Base Spr. C10s.l Total 

(Treas.) Ins. 

* 

. 
* 

0 . . 

0 
RUS Note 
ARVP 
PCB 
Blend 

ARVP Defeasance/ Repay. 
Undeiwriting 8 Other 
Bond Insurance 
Net 

Annual Level Debt Service * 

Debt level reduced 
Capital Markets debt assumed all fixed/ insured*, with yield curve modeled to 
approximate 5/07 market (30-year treas. @? 4.82%) 
Bond insurance reduced from 1.00% of debt service to 0.80% 
Credit spreads approximate 0.80% 
ARVP takeout financing assumed at 6% 
PCB takeout financing assumed at 5% 

230 4.25% 0.10% 0.30% 4.65% 249 4.82% 0.79% 0.29% 5.90% <c Transition from vanable to fixed rate, 
392 5.75% 362 5.75% May 2007 yield curve 

142 4.09% 142 3.70% <<Transition to floating rate; takeout @ 5% 
861 5.10% 852 5.39% 

97 5.93% 100 5.93% Takeout financing set to 6% 

(4) 
(5) <c Impact of premium adjustment to 

0.80%. longer maturity, and larger issue 
___ 

867 843 

56 57 
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Unwind Transaction - Updated Economics Since 9/06 

Calendar Year 2006 
Unwind Allocation 0.000 
status QUO allocation 1,000 
Transaction Index 0,000 

111 
112 105.6 
113 
114 Smeller Pavmenl IAssuraoces Aoreemen . 
115 Lease-EooilvConsenl Feedsmeller Eril - 
116 Non-SmellereiMembw Excess Cash Reba 
117 - 
116 GenenlRevenue Accounl 
119 
o n  

Transact 
2007 ion 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 

0.000 0.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 
1.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.ow 0.000 DODO 0.000 0.000 0.000 0.000 0.000 0.000 0.000 
0.000 1.000 0.000 0.000 0.000 0.000 0.WO 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

107.6 301.2 103.0 76.6 63.3 97.2 100.2 97.3 97.7 95.9 96.1 95.0 96.3 95.2 96.3 94.6 95.9 93.1 

- 14.3) 

(50.0) 19.3 18.8 16.1 

121 Caoilal Exoendilwes 
122 Genemiion 
123 Trenmlrsm 
124 Transmission Upgrades 
125 ABG 
126 Extraordinary Generation 
127 Olher (HQ Building. IP) 
128 Told Capital Expenditures 
129 
130 IncomeTaxes 
131 
132 Net ?re-Finance Cash Flow 
1-q 

6.4 
5.9 

0.9 

13.2 

6.6 
9.6 
4.1 
1.3 

4.9 
26.5 

____  

0.6 1 0.6 

92.0 I 80.7 

~- 

1.0 

246.0 

134 
135 
136 Financlno 
137 Principal 26.4 
138 Interest 38.9 
139 Lined Credil 

141 
142 Post-Finance Cash Flow 26.7 
143 
144 Endino Cash Balana 95.9 

Debt Reduction on Unwind Transaction 0. 

140 AggiegaleDebi Sewics(inc1. Line01 C 63.4 

11.6 16.3 19.1 16.7 17.2 17.7 18.2 18.8 19.3 19.9 20.5 21.1 21.6 22.4 23.1 
6.2 12.5 4.6 11.2 1.6 0.5 0.4 0.5 'i.7 3.0 3.6 3.7 3.6 3.9 4.0 

- 213.5 

12.5 17.5 18.5 19.6 20.7 21.9 23.2 24.5 25.9 27.4 29.0 30.7 32.4 34.3 36.3 38.3 40.5 
36.7 39.9 38.9 37.8 36.7 35.5 34.2 32.9 31.5 30.0 28.4 26.7 25.0 23.1 21.1 19.1 16.9 

. . 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.5 __- 
49.2 57.9 57.9 57.9 57.9 57.9 57.9 57.9 57.9 57.9 57.9 57.9 57.9 57.9 57.9 57.8 57.9 

31.5 32.5 7.0 127.5) (16.7) 15.6) 6.3 10.5 7.7 12.5 12.5 8.9 7.2 6.1 6.5 r.7 4.0 (1.01 

127.5 160.0 167.0 139.5 122.6 117.0 123.3 133.8 141.5 154.0 166.5 175.4 162.6 166.6 195.2 196.6 200.9 199.9 

3.9 8.3 1.8 
1.3 1.3 1.4 1.4 1.5 1.5 1.5 1.6 1.6 1.7 1.7 1.6 1.6 1.9 2.0 

16.4 13.1 21.9 13.0 12.2 6.6 8.9 10.0) (0.01 (0.01 10.01 10.01 10.0) (0.0) 10.0) 
15.3 15.2 9.1 2.6 3.6 2.6 2.7 4.4 2.9 3.0 4.7 3.1 3.2 5.1 3.4 
56.9 66.6 57.9 44.9 36.0 28.9 31.7 25.2 25.5 27.5 30.5 29.7 30.6 33.3 32.5 

0.4 0.4 0.2 0.1 0.0 0.4 0.7. 0.2 0.7 0.7 1.5 1.2 1.6 1.6 

64.9 30.4 41.2 52.1 64.2 68.4 65.6 70.4 70.4 66.6 65.1 64.0 64.4 59.6 61.8 

. . . . . . . . . . . . . . . . . . . . . . . . . .  

23.8 
4.1 

2.0 
10.0) 

3.5 
33.4 

2.7 

56.9 
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Appendix la :  Financial Detail for No Pet-Coke Scenario 

CaIoodar Yo31 2006 
Unwind AllocnIlOn 0 0: 
Statu5 Ouo AI 0cJtiOn 103 
~~~ . - ~  _.~ 
Transaction Index 0.00 

302 
303 VII. Debt Sewlco Delall. DB ofTranSaCtlon Date S 
304 
305 Fired) Insured Serial Bands 
306 Beginning Pnncipal 
307 Principal 
308 Rlere5l 
309 Deb1 Service 
310 Blended InIereEl Cost 
311 
312 F-& 
313 Beglnnlng Ptinclpal 
314 Principal 
315 l"leieS1 
316 OeblSemice 
317 Blended lnlere51 Cost 
318 
319 Vaoable Rate Bonds 
320 Beginning Pnnclpal 
321 PrlnClpal 
322 InlereSf 
323 DebtService 
324 Blended Rtece5L Carl 
323 
326 Dnooina RUS Note 
327 Bqmning P~nclpal 
328 Pnncipal 
329 Inleeiest 
330 Debt S ~ W C ~  
331 Blende5 lnteiesl Cos1 

Tra"%X 

0.000 0.001 
1.000 0.001 
0.000 1.008 

2007 lo" 2008 2009 2010 2011 2012 20<3 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 
1.000 1.000 1.000 1.000 1.000 1.000 1.om 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 
0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 
0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

169.99 169.99 169.99 169.99 169.99 169.99 169.99 169.99 169.99 16999 169.99 169.99 169.99 169.99 169.99 169.99 

9.59 9.59 9.59 9.59 9.59 9.59 9.59 9.59 9.59 9.59 9.59 9.59 9.59 9.59 9.59 9.59 
9.59 9.59 9.59 9.59 9.59 9.59 9.59 9.59 9.59 9.59 9.59 9.59 9.59 9.59 9.59 9.59 
0.06 0.06 0.06 0.06 0.08 0.06 0.06 0.06 0.05 0.06 0.06 0.06 0.06 0.06 0.06 0.06 

_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - _ _ _  

78.71 78.71 78.71 78.71 78.71 76.71 78.71 m.71 76.71 i8.71 78.71 78.71 78.71 78.71 7671 40.45 . I R I S  ann'. .-._" 
4.35 4.35 4.35 4.35 4.35 4.35 4.35 4.35 4.35 4.35 4.35 4.35 4.35 4.35 4.35 2.24 _____-__- - -  
4.35 4.35 4.35 4.35 4.35 4.35 4.35 4.35 4.35 4.35 4.35 4.35 4.35 4.35 42.61 42.70 
0.06 0.06 0.06 0.06 0.06 0.06 0.06 0.06 0.06 0.06 0.06 0.06 0.06 0.06 0.06 0.06 

- _ _ _ _ _ - - - - _ _ - - - - _ _ _ - _ _ -  
0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 

362.0 344.5 325.9 306.3 285.6 263.7 240.5 216.0 190.0 162.6 133.6 103.0 70.5 36.3 
17.5 18.6 19.6 20.7 21.9 23.2 24.5 25.9 27.4 29.0 30.7 32.4 34.3 36.3 
20.8 19.6 18.7 17.6 16.4 15.2 13.6 12.4 10.9 9.4 7.7 5.9 4.1 2.1 _ _ _ _ _ _ _ _ _ _ ~ _ _ _ _ _ _ - _ _ _ - - _ _ - _ _ _ ~  
3 8 ~ 3  38.3 38.3 38 a 38.3 382 38 3 3 ~ 1  3n R 383  R R ~  38.3 38~3 3 8 3  ..~ ~~. ~~ ~ ... ~~. ~ .~~~ ~~ .~ ~ 

5.75% 5.75% 5.75% 5.75% 5.75% 5.75% 5.75% 5.75% 5.75% 5.75% 5.75% 5.75% 5.75% 5.75% 

34 I 
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Appendix 1 b: Financial Detail for Pet-Coke Scenario 

Calendar Year 2006 
Unwlnd Allocalton 0.OOl 
Stalus Quo Allocallon 1.001 
Ttansoclion Index 0.001 

1 I. Sales ITWHI 
2 
3 w  
4 
5 Lame Industid 
6 
7 @ W y  
8 
9 & Z a  

10 
11 g&.@ 
12 
13 

2.23 

0.96 

1.93 

5.11 

T*"*.% 

0.000 0.00 
1.000 0.00 
0.000 1.00 

2007 Ion 

2.40 . 
0.97 - 

1.16 

4.53 

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 
1.000 1.000 1,000 1.000 1,000 1,000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.ow 1.WO 
0.000 0.000 0.000 0.OOO 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 
o.ooo 0.000 0.000 0.000 o.ooo 0.000 oaoo 0.000 0.000 0.000 0.000 o.ooa 0 . ~ 0  0.000 o.ow 0.000 

2.36 2.43 2.48 2.54 2.60 2.65 2.71 2.77 2.83 2.89 2.96 3.02 3.09 3.16 3.23 3.31 

0.97 0.97 0.97 0.97 0.97 0.97 0.97 0.97 0.97 0.97 0.97 0.97 0.97 0.97 0.97 0.97 

4.17 4.16 4.16 4.16 4.17 4.16 4.16 4.16 4.17 4.16 4.16 4.16 4.17 4.16 4.16 4.16 

3.15 3.14 3.14 3.14 3.15 3.14 3.14 3.14 3.15 3.14 3.14 3.14 3.15 3.14 3.14 3.14 

1.75 1.84 1.37 1.58 1.14 1.44 1.16 1.31 1.04 1.04 0.87 0.79 0.64 0.89 0.59 0.69 

12.41 12.54 12.11 12.39 12.02 12.36 12.13 12.34 12.15 12.20 12.09 12.08 12.02 12.32 12.08 12.26 

36 I 
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121 Ca~ital  ExDendilUreS 
122 Generation 6.4 
123 Tran5ms51on 5.9 
124 TransmiSs10n Upgrades 
125 AEG 0.9 
125 Extraordinary Generalion 
127 Olher(HQ BuL'ding. IP) 
128 Total Capilal Expendilutes 13.2 
1 29 
130 Income Taxes 0.6 
131 

Appendix 1 b: Financial Detail for Pet-Coke Scenario 

6.6 
9.6 
4.1 
1.3 

4.9 
26.5 

-___ -  

0.6 1.C 

TRl"Sll' 

2006 ~ 2007 1% Calendar Year 
Unwind Allocallon 0.000 0.000 
Status Quo AlloGalion 1.wo 1.000 
Transaclion index 0.000 0.000 1.00 

111 
112 uecei0151e55 OiSb"iSeme"tS 105.8 107.8 301.2 

132 Net Pre-Finance Cash Flow 92.0 1 80.7 246.C 
133 
134 Deb1 Reduction on Umvind Transaction 0. - 213.: 
135 

26.4 1 12.5 
36.9 36.7 

142 Post-Finance Cash FIm 28.7 I 31.5 322 
143 
144 Endino Cashsalancer 95.9 127.5 160.C 

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2nw 2020 2021 z o z  zaz3 
1.000 1.000 1.000 1.000 1.000 1.000 1.wo 1.000 1.000 1.000 1.000 1.ow 1.000 1.000 1.000 1.000 
0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 
0.000 0.000 0.000 o.wo 0.000 0.000 0.000 o.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 o.ooo 

106.3 84.3 80.0 88.6 999 97.3 97.7 95.9 95.1 95.0 96.3 95.2 96.3 94.6 95.9 93.1 

11.6 14.2 20.2 9.4 

11.8 18.3 19.1 16.7 17.2 17.7 18.2 16.8 19.3 19.9 20.5 27.1 21.6 22.4 23.1 23.8 
8.2 12.5 4.6 11.2 1.6 0.5 0.4 0.5 1.7 3.0 3.6 3.7 3.8 3.9 4.0 4.1 
3.9 6.3 1.6 
1.3 1.3 3.4 1.4 1.5 1.5 1.5 1.6 1.6 1.) 1.7 1.8 1.8 1.9 2.0 2.0 
16.4 13.1 21.9 13.0 12.2 6.6 8.9 10.0) 10.0) 10.0) 10.0) (0.0) (0.0) (0.0) 10.0) 10.0) 
15.3 15.2 9.1 2.6 3.6 2.6 2.7 4.4 2.9 3.0 4.7 3.3 3.2 5.1 3 ~ 4  3.5 
56.9 66.8 51.9 44.9 36.0 28.9 31.7 25.2 25.5 27.5 30.5 29.7 30.6 33.3 32.5 33.4 

0.5 0.5 0.2 0.2 0.0 0.4 0.2 0.2 0.7 0.7 1.5 1.2 1.6 1.6 2.5 

62.5 31.3 42.1 52.8 63.9 68.4 65.6 70.4 70.4 86.E 65.1 64.0 64.4 59.6 61.8 57.1 

--__ 

17.5 18.5 19.6 20.7 21.9 23.2 24.5 25.9 27.4 29.0 30.7 32.4 39.3 36.3 38.3 40.5 
39.9 38.9 37.8 36.7 35.5 34.2 32.9 31.5 30.0 28.4 26.7 25.0 23.1 21.1 19.1 16.9 
0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.5 
57.9 57.9 57.9 57.9 57.9 57.9 57.9 57.9 57.9 57.9 57.9 57.9 57.9 57.9 57.6 57.9 

__I___- 

4.6 (26.6) (15.6) (5.1) 6.0 10.5 7.7 12.5 12.5 6.9 7.2 6.1 6.5 1.7 4.0 10.8) 

164.6 138.0 122.2 117.1 123.1 133.6 141.3 153.8 166.3 175.2 182.4 188.4 195.0 196.8 200.6 199.9 
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Appendix 4 b: Financial Qetail for Pet-Coke Scenario 

52.3 
3.7 

255.9 

Trn”%C 
.- Unwind Calendar AIBcII110n Year 

Stafus Ouo Allocallon 1.000 1.000 
Transaction IOdeX 0.000 0.000 

,“C 

6.6 _ _ _ _ _ _ _  
244.5 (47.? 

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 
1,000 1.000 1.000 1.000 1,000 1.000 1,000 1,000 1.000 1,000 1.000 1.000 1.000 1.000 1.000 1.000 

0.000 0.000 0.w 0.om 0.000 0.000 0.000 o.oo0 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 
0.000 0,000 0.000 0.000 0.000 0.000 0,000 0.000 0,000 0,000 0.000 0.000 0.000 0,000 0.000 0.000 

168 Fuel Costs 
169 SEPAB OlherPuichases 11.4 
170 NmFuel Vailable Praducllon OBM 0.4 
171 Fixed PmdUCBOn OBM 
172 Trammission OBM 6.6 
173 APM, uc, cogen. cw a NATW~S 4.7 
174 A&G 13.8 

,.” 
146 IV. Income 6toloment (MS) 
147 
148 &yg!&S 
149 Rural 
150 b r g e  Indusuial 
151 SmellelS 
152 OI1-Syslem 

6.9 
0.7 

7.1 
3.8 
13.8 

63.8 
29.3 

65.5 
5.1 
1 .9 

6.1 - (4.: 

- 60.C 

52.3 

175 PCOPWTW~S a insurance 2.4 
176 oepwation a A~OCUN~.W 32.0 
177 Income Tax 
178 lnleresl Expensellncl. Financing Feesi 60.7 
179 RUS Nole 8 PCB Restnrciunng Charge . 
180 Net SalgLeaseback 12.6) 
161 Olher- Ne1 16.01 
162 Total Expenses 221.4 

184 Uwcnd ~ r a n s a a ~ o n  texci. Coiemanl 

186 34.5 

i a3 

185 

63.1 
29.2 

243.3 
88.5 

19.3 

11.6 

2.4 
33.3 

60.0 

(2.61 
3: 

0.2 . 
213.5 3.: 

611.2 

31.0 560.: 

84.9 
29.1 

244.0 
90.6 

19.7 

14.2 

94.0 
31.7 

269.1 
65.1 

2.0 

20.2 

103.7 
34.6 

68.7 
280.1 

1.0 

9.4 

119.6 
39.5 

338.5 
44.8 

2.9 

120.9 
39.0 

294.7 
60.1 

1.3 

125.5 

312.7 
50.7 

39.8 

3.0 

131.5 136.2 137.2 1430 145.3 154.7 79.4 
29.3 

83.4 
6.0 
1.8 

~~ ~~ 

40.8 41.5 40.8 

55.7 46.3 48.5 
313.6 331.6 327.7 

41.7 41.4 43.2 

43.2 430 36.5 
347.1 338.5 380.9 

43.4 44.3 44.0 
339.6 371.6 350.7 
50.1 36.9 42.3 

153 Transmission 
154 Smeller- Tier3Transmlssion 
155 GalnanSaIeofPJlWances (5.9) 14.8) (5.6) (6.11 (5.51 (6.11 
156 Smeller Payment 
157 Consmi Fees 
158 NorrSmelleiMembw Excess Cash Ret 
159 Non-Smeller Member Delened lnmme 
160 General RevcnueAcc0,uni 
161 Net DSL Termlnalion 
162 WIEC Lease(Ne1i 
163 lolerecl Earnrngs 
164 Told Revenues 
165 
166 
167 PPA 

i l  
6.8 1.0 5.9 5.2 5.0 5.3 5.7 6.0 6.6 7.1 7.5 7.8 8.1 6.3 8.4 6.6 

481.9 489.7 508.1 502.7 530.3 527.2 537.4 541.8 557.4 555.8 577.6 570.6 598.3 593.9 620.9 611.8 

98.0 1 87.9 
194.5 

15.5 

114.1 
6.3 
4.3 

20.4 
6.7 

36.6 

45.7 

23.8 

210.3 
14.4 
27.0 

101.4 
6.5 
4.3 

214.2 
15.2 
27.9 

105.9 
6.9 
3.4 

22.4 
7.8 

41.4 

44.6 

227.4 
20.3 
36.7 

116.6 
7.8 

224.1 
28.2 
36.6 

126.8 
6.0 

229.3 
22.2 
37.7 

123.7 
8.3 

232.4 
21.1 
39.5 

131.3 
8.8 
3.2 

28.4 
10.5 
42.5 
2.6 

36.9 

230.1 
34.9 
39.7 

147.3 
9.0 
3.2 

29.2 
10.8 

246.4 242.7 
29.6 
44.5 

145.4 
9.9 
3.2 

31.9 
11.8 

204.4 
24.7 

216.6 
27.6 
26.9 

118.7 
7.1 
3.2 

23.1 
8.5 

41.7 

43.9 

224.8 
16.0 
29.0 

107.6 
7.4 

216.9 
30.5 
28.4 

121.8 
7.6 
3.2 

24.5 
9.1 

0.7 
42.0 

39.8 

223.5 
37.0 
37.7 

135.3 

3.2 
27.5 
10.2 
42.0 

1.2 
36.1 

8.5 

231.8 
43.5 
41.4 

151.4 

23.4 
42.5 

133.1 
9.3 
3.2 

30.1 
11.1 

26.4 
114.3 

6.7 
4.3 

21.7 
7.1 

40.2 

9.6 
3.2 

31.0 
11.5 

3.2 
23.8 

8.6 
40.2 

3.2 
25.2 
9.3 

40.6 
0.4 

41.1 

3.2 
26.0 
9.6 

41.0 

3.2 
26.7 
9.9 

41.2 
1.2 

39.1 

21.1 
6.9 

36.8 42.6 
2.1 
35.8 

43.5 
3.2 

34.5 

44.0 
2.9 

33.1 

44.2 
3.3 

31.5 45.3 
1.0 

42.9 
0.3 

40.2 46.0 
2.6 3.3 

(2.6) 12.4) (2.5) (2.51 12.5) 12.4) (2.4) 12.41 (2.4) (2.41 (2.41 (2.4) 12.41 12.4) (2.4) (2.41 
(0.5) 10.5) 10.4) (0.4) (0.4) (0.4) (0.4) (0.4) 10.3) (0.3) 10.3 10.X 10.3) (0.2) (0.2) 

466.0 473.9 492.2 488.9 514.4 504.6 521.5 525.8 54:.4 539.7 561.5 554.5 582.1 577.7 603.6 595.5 

15.9 15.8 15.8 (5.9 15.9 16.6 15.9 16.0 16.0 16.0 16.1 16.1 16.2 16.2 17.1 16.3 

4’ I 
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Updated Existing Transaction Model - Summary, 7/20/07 

2. Base Case Assumptions - Summary 

b. Rates: Arbitrage vs. Member Blend 

Base Case - Arbitrage Sales to 
Market 

Comparison oFMember and Market Rates 
Base Case Arbitrage Sales) 

60.00 

50.00 

40.00 

E 30.00 

20.00 

10.00 

- 
4 

Alternative Case - Smelter Large 
Industrial Rate Scenario 

Comparison of Member and Market Rates 
[Smelter Ll Rate Scenario) 

60.00 7 . 
50.00 

40.00 

I 30.00 

20.00 

10.00 

? 

5 

7 1  



! 4 ? :  
P P 
0 0  
0 0  
0 0  
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2. Base Case Assumptions - Summary 

'S 
2023 

1,004 
368 
87 

125 
1,584 
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3. Summary Rate Effects 

Base Case - Assumption of Arbitrage Sales to Market 

0 Carbon allowances less burdensome 

Carbon costs offset partially by market 
sales 

than carbon tax under LG&E 
agreement 

Impact of Smelter large industrial rate 
scenario offset partially by patronage 
taxation 
Other changes fall fully on member 
rates 

Changes in Blended Member Rates 
(Arbitrage Sales to Market) 
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Appendix A: Delta Analyses - Comparison to 9/06 Existing 

Total 

I2411 
(621 
(01 
9 

1295) 

5 
119 

5 
144) 

29 
44 
(1) 

1140) 

13: 

Transaction 

PV 2008 2009 2010 2011 2012 20’13 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 

1131) 15.91 15.8) 12.2) 4.6 4.9 (9.61 (10.81 (2021 (15.61 117.01 120.5) 125.3) 122.91 (31.1) 135.6) (28.0) 
134) - - (1.7) (3.9) (4.1) (4.2) (4.1) 14.4) (4.6) (5.0) (6.4) (6.9) (7.3) (9.4) 

1 0.2 (1.1) ( 0 . 8 ) D -  (1.3) (1.1) (0.9) (0.9) (0.3) 0.7 1.8 2.4 3.6 4.4 5.1 
(0) 10.01 (0.0) (0.0) (0.0) (0.01 (0.01 (0.0) 10.0) (0.0) (0.0) 10.0) (0.01 10.0) 10.0) 10.0) (00) 

(i64) 15.8) 16.w 13.8) 3.2 1.9 114.6) 115.8) 125.4) 120.7) 121.71 124.51 128.71 126.91 (34.3) 138.41 (32.41 

__-- 

2 10.11 (0.3) (0.3) (0.3) 0.4 0.5 0.4 0.4 0.4 0.4 0.5 0.5 0.5 0.5 0.5 0.6 
0.8 

118) 8.5 9.3 10.3 0.3 12-11 17.81 (8.0) 18.31 18.61 19.01 19.4) (9.9) (7.51 (3.51 (0.71 2.3 

19 1.6 1.5 1.5 1.6 1.6 1.7 j.7 1.8 1.8 1.9 1.9 2.0 2.0 2.1 2.2 

(11 10.11 10.1) 10.1) 10.1) 10.11 (0.11 10.1) 10.11 10.11 10.11 10.1) 10.11 10.1) 10.1) 10.11 10.11 

57 - 135.9 

51 4.7 4.3 3.7 9.5 13.2 12.2 11.9 11.3 10.7 9.5 8.4 7.2 5.4 34 2.4 

3 0.3 0.2 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.4 

28 2.4 2.2 2.3 2.4 2.4 2.5 2.6 2.7 2.8 2.8 2.9 3.0 3.1 3.2 3.3 

0.4 
2.2 
3.4 

(61) (0.5) 0 4 )  (0.3) (8.0) (4.4) (10.6) 19.9) 110.7) (10.7) (10.2) (10.2) (10.7) 111.8) (13.6) (14.1) (14.0) 

fi f 7  

a(ii). Delta between Smelter Lg. Industrial Rate Scenario and 9106 Existing Transaction 

28 
12 
2 

200 

2 
3 
4 

5 
6 
7 
e. 
9 
10 
11 
12 
13 
14 
15 
16 
17 

19 
20 
21 
22 
23 
24 
25 
26 
27 

18 

28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 

I _... 
18 4.9 2.0 2.1 1.0 0.5 0.5 0.5 0.5 0.6 0.6 0.6 0.6 0.6 4.3 4.4 4.6 
7 0.6 1.4 0.0 0.4 (0.0) (0.2) (0.4) (0.7) (0.1) 0.1 0.7 1.3 1.9 2.5 2.5 2.5 
1 (0.6) (1.5) 0.1 0.3 1.2 0.3 (0.4) 0.1 2.2 0.2 (0.0) (0.1) 0.6 (0.9) (0.5) 0.7 

122 27.5 20.4 19.6 8.2 12.1 (1.4) (1.0) (3.4) (0.8) (3.5) (4.3) (5.8) (5.0) (1.8) 0.1 139.2 
____  

m 
immct Analvsis 

Recepts 
Non-Mem ber Sales 
Tier 3 Smelter Trans. 
Transmission Services - NonArbitrage 
Interest Income 
Total 

Net Disbursemenfs 
SEPA Poivei Purchased 
Base Power Purchased 
Mad& Power. APM, UC. Cogen, CW & 
Syslem Contiol 8. Dispatch 
Stations. Lines & SINCIUES 
Administrative 8. General 
Property Insurance 
Income Tax 
LG8.E Parties RVP and Pur. of Prod. In5 
Energy Imbalance 
LGgE Incremental Legal 
Clear Skies OBM 
Change in Working Capilal 
Total 

Capilal Exenditures 
Debt Payments 
Tolal 

Net SM 

Member Btend Rates ~ Incremental 
TWh 
SiMWh 
Change 
SM 

Total Member Blend Rate Increases 

14731 

473 

12631 125.31 122.61 14.0) 15.0) 110.9) w . 5 )  118.61 122.2) 120.8) 118.51 121.0) 123.11 122.9) 132.91 (39.51 ii71.9) 

3.4 3.5 3.6 3.7 3.7 3.6 3.9 4.0 4.1 4.2 4.3 4.4 4.5 4.6 4.7 4.6 
>.i 1.5 1.7 1.9 4.3 4.5 4.7 4.8 9.5 9.6 9.7 9.9 (1.3 11.5 11.6 12.5 

262 3.9 5.2 6.1 7.1 15.9 17.1 18.2 19.3 38.8 40.3 41.7 43.i 50.6 52.2 54.0 59.3 
0.00% 0.00% 0.00% 0.00% 6.00% 0.00% 0.00% 0.00% 12.00% 0.00% 0.00% 0.00% -1.00% 0.00% 0.00% -3.00% 

0.00% 0.00% 0.00% 0.00% 6.00% 0.00% 0.00% 0.00% 12.00% 0.00% 0.00% 0.00% i7.00% 0.00% 0.00% 17.00% 

(22) 123) (8.0) (4.3) (19.4) 0.0 0.8 0.2 3.7 0.2 0.8 0.3 0.9 0.3 0.9 0.3 1.0 0.3 
(0.1) (1) (1) 0.3 (0.1) (0.1) (0.1) (0.1) (0.1) (0.1) a a (0.1) (0.1) (0.1) (0.1) (0.1) - 

I241 1241 17.7) 14.4) (19.6) (0.1) 0.6 0.1 3.6 0.0 0.7 0.1 0.7 0.1 0.9 0.2 0.9 0.3 
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Appendix A: Delta Analyses - Carbon Pax 

61 

-___ 
6’ 

e(ii). Carbon Tax - Impact Analysis 
Base Case - Assumption of Arbitraae Sales to Market 

16731 

675 

t COStA5SUmDIiDnS 

2 
? 

cos1 per Ton of COZ 
Ern ss oris R a w  Ton Coal 

131 

3: 

10 
7 ,  

12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
26 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 

9 Coal tons (Ms) 
5 
6 Net ions Coal (Ms) 
7 Efieclive Emrssions Rale/Ton Coal 
6 Assumed Coal bfdlb (000s) 
9 Assumed Heal Rale (000s) 

Base Year Coal ions (MsJ 

Cosf Per MWh 

lmeact Analvsls 
Receipls 

Markel 
TWH 
SM 

Smeller Revenues 
Tier3 SmellerTrans 
Told 

Ne1 Disbursemenfs 
Carbon Cosl 

TWH 
BRECShaie 
SM 

Income Tax ISM) 
Inl. Eamlngs & Working Cap. (SM) 
Tala1 

Ne1 SM 

Member Blend Rates ~ Incremental 
W h  
Y M W h  
cnange 
SM 

Total Member Blend Rale Increases 

I pv 

Total 

I 
2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 

7.00 6.00 3.00 10.00 11.00 1200 13.00 14.00 15.00 16.00 17.00 18.00 
2.25 2.25 225 2.25 2.25 2.25 2.25 2.25 2.25 2.25 2.25 2.25 2.25 2.25 2.25 2.25 
6.09 6.13 5.84 6.02 5.66 5.98 5.66 5.93 5-77 5.63 5.62 5.79 5.62 5.90 5.59 5.61 

----__________-_ __--___ 
6.09 6.13 5.64 6.02 5.66 5.98 5.66 5.93 5.77 5.63 5.62 5.79 5.62 5.90 5.59 5.61 
2.25 225 2.25 2.25 2.25 2.25 2.25 2.25 2.25 2.25 2.25 2.25 2.25 2.25 2.25 2.25 

3 ,  I t  11 11 11 9, 11 3, 11 11 11 11 11 11 11 11 . .  ~. ~. ~. 
11 11 11 11 11 11 11 11 11 11 4 1  11 11 11 11 11 

7.67 5.99 10.12 11.22 12.39 13.45 14.66 15.73 16.66 17.91 19.11 20.22 

1.65 1.75 1.66 2.61 3.25 3.11 3.02 2.91 2.60 2.67 2.55 2.41 2.28 2.14 2.04 i.92 
26 26 31 33 35 36 37 38 39 36 39 39 

-d-----1113--3------ 1 3 3 3 3 3 3 
27 29 32 34 37 36 40 41 42 41 42 42 

4.95 4.95 4.93 6.01 6.77 6.72 6.72 6.70 6.66 6.84 6.61 6.57 6.53 6.48 6.46 6.47 

53 60 66 75 83 89 97 103 110 116 $24 131 
100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% iOO.O% 100.0% 1oo.osb 100.0% 100.0% 

0 0 0 0 (01 (01 (01 10) IO1 IO1 I01 I01 
;---.Li4)_II)-..@A----------__ 4 i 1 1 3 1 0 2 

50 50 66 76 87 90 97 104 113 117 124 133 

3.36 3.46 

0.00% 0.00% 

0.00% 0.00% 

3.57 3.65 

0.00% 0.00% 

0.00% 0.00% 

1231 1311 I361 1421 149) (521 I561 I&il (711 (751 i82J (90) 

3.74 3.63 3.91 4.00 4.09 4.19 4.27 4.37 4.46 4.56 4.56 4.76 
5.32 5.31 5.31 5.31 13.44 13.43 13.43 13.42 16.49 16.46 16.45 23.76 

20 20 21 21 55 56 57 59 62 84 66 113 
15.00% 0.00% 0.00% 0.00% 20.00% 0.00% 0.00% 0.00% 6.00% 0.00% 0.00% 4.00% 

m ~ o %  o.oo% o,oo*% aoo% 20.00% 0.00% o.oo% 0.05% Z.OO*A o.oo% o.oo% 20.00% 
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Appendix B: Base Case Select Detail 
b. Other Capital Expenditures 

Capex currently reflected in the Exisfing Transaction model is summarized below: 

A. Non-incremental 
Capital Budget Limit 

Share 
$Millions 
Esc Net of Share Impact 

Share 
$Millions 
Esc. Net of Share impact 

Plant Maintenance 

Total Non-Incremental 
B. incremental 

Share 
$Millions 

C. Transmission 
Share 
$Millions 

Share 
$Millions 

D. A&G 

3’ I 
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Appendix B: Base Case Select Detail 

d. Energy Scheduling 

The current Existing Transaction does  not include energy scheduling costs. 

Possible Changes: 
e The result of an energy scheduling claim would probably be some volume reduction in 

arbitrage sales. 

33 I 




