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INTRA-AGENCY MEMORANDUM

KENTUCKY PUBLIC SERVICE COMMISSION

TO: Main Case File No. 2007-00455
FROM: Richard G. Raff, Staff Attorney
DATE: February 19, 2008

SUBJECT: Big Rivers Electric Corporation, et al.

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

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

cc:  Parties of Record (without copy of slides)
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o Services Provided

e Charges to Smelters

o Parties’ Respective Protections

o Smelter Financial Distress/Closure
o Future Cooperation

e Tariff Adjustment Clauses



o Non-exclusive Contractual Wholesale Service

Retail Agreements §§ 2.1, 2.3.2(c)

~ Back-to-back arrangements among Big Rivers,
Kenergy and the Smelters

o Base Power and Enel’gy Retail Agreements § 2.3.1

- Intended to satisfy Smelters’ normal operating
requirements

- Smelters’ increased load since 1998
@ Supplemental Energy Retaijl Agreements § 2.3.2

—~ Structure (pricing, amounts, etc.) developed in
response to working experience with the Smelters
since 1998

- Simpler to include provisions in a single contract



Supplemental Energy

Interruptible |  Buy-Through

Energy

Energy

Base Energy
850 MW




o Base Power and Energy
~ Alcan: 368 MW; Century: 482 MW

Alcan Retail Agreement §§ 1.1.15, 2.31; Century Retail Agreement §§ 1.1.14, 2.3.1

Take-or-pay obligation retai agreements § 4.2

‘”” NO SChedUHng reqUIrementS Retail Agreements § 3.2.1
e Notice of material changes in usage

"“’ Tel"m: December 31, 2023 Retail Agreements § 2.1
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o Base Power and Energy (cont’d) - Relationship of
Base Fixed Energy and Base Variable Energy

=
=

875

850

825

800

100% load factor

98% load factor

Base Fixed Low High
Energy Load Load
Factor  Factor

(all per hour)

¢ Smelters committed to

purchase 7.3 million MWh
—-"Base Fixed Energy”—
annually under any

circumstance

Alcan Retail Agreement §§ 1.1.16,
2.3.1, 4.2; Century Retail Agreement §§
1.1.17,2.3.1, 4.2

Charges are adjusted for
fuel and variable O&M
costs related to "Base

Variable Energy”: Aican Retail
Agreement §§ 1.1.20, 2.3.1, 4.2;
Century Retail Agreement §§ 1.1.21,
2.3.1, 4.2

e Avoided, for lower
ioad factor

e Incurred, for higher
load factor, up to
100%



o Supplemental Energy Categories
- Interru ptlble Enel’gy Retail Agreements § 2.3.2(a),

Retail Agreements Schedule 2.3.2(a)

e 10 MW each

o Smelters must schedule

» Interruptible based on inability to serve non-
Smelter members, Smelter base energy, and
existing commitments from owned resources,
SEPA contract or certain long-term contracts
(2+ years)

- Right to after-the-fact declaration of interruption
~ No limit on number or duration of interruptions



o Supplemental Energy Categories (cont'd)

- Buy‘Th rough Energy Retail Agreements § 2.3.2(b)
o Related to Interruptible Energy
» Big Rivers not obligated to offer

s At election of a Smelter following notice of
interruption

e “Firms” Interruptible Energy price

- Ma rket Enel"gy Retail Agreements § 2.3.2(c)

o Additional energy required by a Smelter
- E.g., increased Smelter capacity requirements

e Big Rivers may but not obligated to provide



e Back-up ENergy retiagreements 5233

— A load following product

- Big Rivers is the provider of last resort
e TransmissSion SErVICES reti agreements § 4.5

- If applicable, future unbundled services for
Base Energy

- Supplemental Energy
e Ancillary ServiCes retai agreements s 4.5
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Energy Products — Supplemental and
Backup Energy (E.g., Century)

510
505
500
495
490
485
480
475
470

MW

| Mkt. Excess
| 10 MW 10 Mw
7| Base Demand
High Load  Supplemental Backup
Factor Energy Energy
(all per hour)

e For load in an hour over

Base Demand, Smelters
may purchase
Supplemental Energy up
to 10MW:

e Interruptible

e Buy-through

e Market (can exceed
10MW)

Backup Energy also
available

Backup Energy over
10MW (Excess) priced at
premium rate

10



R F O DR Y L

Base Power and

Supplemental Energy

Back-Up Energy

Energy Interruptible Buy-Through Market
Energy Price Large Industrial Rate + | Price set Actual market Price setby | Generated Energy: Greater of
25 cents quarterly by price quote hourly MISO locational marginal
(98% load factor) agreement price or system lambda
Retail Retail Retail Agreements § 4.4.1(a)
Alcan Retail Agreement Retaii g%ﬁ?;ﬂems Ag;’gegwents P_urchased‘Energv: 110% of
§§ 1.1.20, 4.2 Agreements §4.3. highest all-inclusive cost for
S oL purchased energy
Century Retail Agreements Retail Agreements § 4.4.1(b)
Agreement §§ 1.1.19, " Schedule. More than 10 MW: Greater of
4.2 2.3.2(a)(®) $250/MWh or purchased energy
price
Retail Agreements § 4.4.1(¢)
Adjustments o FAC Included in Included in Included in | Included in price
e Environmental price retail rice rice Retail
iglt’zie!am ents § 4.8 Surcharge A%reée;nents getaﬂ Agreements getail §§g {fgmze(ggf’ 4.3.3
o Non-FAC PPA g3l 5923.2(0),4.3.2 | Agreements
Agreements 233 !
Schedule
2.3.2(a)(i)
Transmission On-system bundied & | OATT OATT OATT Third-Party Charges
H 3 Retail Retail Agreements Retail Retail
and Anc"iaw off SyStem recovered Agreements § 4.5(b} Agreements Agreements
Charges through Non-FAC PPA | §4.5(0) § 4.5(b) § 4.4.1(b)
Retail Retail Agreements
Agreements § § 4.5(a) and
Appendix A

g
—




e Adjustments
— Fuel Adjustment Clause (FAC) Retail Agreements § 4.8.1
e Provides for changes in fuel costs
o Applies to Members and Smelters

~ Environmental Surcharge (ES) retai agreements s 4.8.3

e Recovers variable expenses of reagent and
waste disposal
- Net of sales of allowances and waste byproducts

e Applies to Members and Smelters

by
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o Adjustments (cont'd)
~ Non-FAC Purchase Power Adjustment (PPA)

Retail Agreements § 4.8.2 and Appendix A

o Recovers Smelter-related purchased power
costs to the extent not recovered by the
FAC or in base rates

e Applies to the Smelters only

e Smelters not obligated to pay Members’
portion of non-FAC purchased power costs

i

13



@ TI E R Adj U Stm e nt C h a rg e Retail Agreements § 4.7

— Smelters’ payment if necessary to reach 1.24
TIER

- Why is this necessary?
e Big Rivers needs to be assured to meet necessary
financial metrics to:
~ Merit investment grade credit rating
- Meet anticipated financial needs
o Smelters willing to provide additional revenue within
parameters Rretail Agreements § 4.7.1

e Allocation of costs in agreed circumstances retail
Agreements § 4.7.5

e TIER, for this purpose, calculated in accordance with

agreements Aican Retail Agreement §§ 1.1.74, 1.1.116;
Century Retail Agreement § 1.1.75, 1.1.116

— This TIER expected to exceed RUS TIER

v 14



o TIER Adjustment Charge (cont'd)
— What if Big Rivers exceeds 1.24 TIER?

e Rebate Rretail Agreements § 4.9
—~ Returns Smelters’ share of excess amounts

- The Member counterpart to the Rebate is Rebate
Adjustment rider to the tariff

e Equity Development Credit retail Agreements § 4.10
— Similar to Rebate but no distribution to Members

- Big Rivers may need to build equity and may
need to retain the Members’ portion of the
surplus above 1.24 TIER

— Returns amounts to the Smelters until 1.24 TIER
or large industrial rate

yo

15
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TIER Adjustment Rebate/Charge
Pre TIER Adj/Rebate Revenues
Total Expenses

Net Margin Before TIER Adjustment

Interest Charges
Pre-TIER Adjustment TIER

Increment needed for 1.24x TIER
Contract TIER Adjustments
L ess: Interest on Reserve Funds

Total Adjustments
Increment needed for 1.24x TIER with Adj.

Rebate Amount ($M)
TIER Adjustment Charge ($M)

Rebate to Members/Smelters ($/M)
Rurals
Large Industrials
Smelters

TIER Adjustment Charge to Smelters ($/M)

2009

495.0
473.3

21.7

50.6
1.36

(7.4)

(1.5)
(1.5)
(5.8)

(5.8)

(1.4)
(0.5)
(3.9)

2011

5221
519.1

3.0

59.3
1.05

11.2

(1.7)
(1.7)
12.9

12.9

12.9
16



e Su rCharg €S Retail Agreements § 4.11

— Purpose of the surcharges
¢ Reduce member exposure to FAC and ES

o Benefit of the surcharges returned to Members
through Unwind Surcredit

- Types
o Fixed dollar amount per month retail Agreements § 4.11(a)
- 3 different monthly amounts over 3 periods
e 60¢/MWh for Base Fixed Energy Rretail Agreements § 4.11(b)

o 0-60¢/MWh to the extent actual fuel costs exceed
reference fuel cost retail Agreements § 4.11(c)

- Subject to true-ups

R
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Surcharges and Surcredits

The relationship between
Smelter Surcharges and
Member Surcredits in
2009 is shown at right

4,11(a) - Fixed dollar
amount per month

4.11 (b) - 60¢/MWh for
Base Fixed Energy

4,11 (c) — Lesser of
60¢/MWh or excess of
actual fuel costs over
reference fuel cost *

Sufcharges offset Member
payments dollar for dollar

* Subject to true-ups

Surcharges - 2009

Financial
Model
Line
Number

1. Smelter Payments

Surcharge 1
Surcharge 2:

Subtotal
Totai

94

95

2. Member Surcredits

Rurals
Large Indus.
Total

40
61

Smelter
Retail
Agmt.

Ref.

4.11(a)

4.11(b)
4.11(c)

$/MWh| TWh | $M
070 | 7.30| 5.11
0.60| 7.30! 4.38
012 7.30| 0.84
0721 7.30| 522
10.33
(2.95) 244 (7.20)
(2.95)  1.06 | _(3.14)
(2.95)] 3.50 | (10.33)

18



o Credits to Smelter Charges:
— Unused energy (see p. 30 below) retail Agreements § 4.13.1
— Curtailment to avoid purchased power

Retail Agreements § 4.13.2
e Big Rivers, Kenergy and Smelters must
agree
e Credit equal to a projected market rate

— Economic Sales

e 75% of net proceeds of agreed sales to
market but each Smelter is limited to: reti

Agreements § 4.13.3

- 100MW/hour
- 12 curtailments/year

~ 4 hours/curtailment
19




e The parties negotiated various protections
to help mitigate perceived risks

» These protections are key to the success
of the Smelter arrangements

e These protections are balanced against
one another in @ manner the parties
believe are both commercially reasonable
and appropriate given the circumstances

i, Ao
il 20
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o Take-or-pay obligation retaiagreementss 4.2

@ TI E R Ad] U Stm e nt C h a rg e Retail Agreements § 4.7

~ Additional Smelter charge based on fluctuations of
Big Rivers’ net margins, within limits

e Adjustable Charges reui ageemenssa.s

~ Provides Big Rivers additional financial protection
(FAC, ES, Non-FAC PPA)

e Smelter SurCharges Retail Agreements § 4.11

— Additional mitigation of fuel costs
e 2 surcharges fixed
o 1 surcharge based on actual fuel costs

£ S 21



e Pricing flexibility for Interruptible and
M a l"k@t E ﬂel'gy Retail Agreements §§ 4.3.1, 4.3.3 and Appendix A

- Premium pricing for Back-up Energy

Retail Agreements § 4.4

o No obligation to sell unused Smelter
energy until Big Rivers’ energy sold or it
elects not to sell forward reuwi agreements s 10.1.2

sirsi

8 22



» Payments required of disputed amounts

Retail Agreements § 5.4

e Credit support
— Parent guarantee Retail Agreements 13.3(ii)

- Lettel’ Of Credlt Retail Agreements 13.3(i)
e Cover 2 months invoices plus potential tax
liabilities
e No obligation to provide letter of credit if
ggl’lpelter parent is rated A+ or better from

~ If rated by Moody'’s, similar rating required

Sl 23



 Reserves
~ Economic ReServe retai agreements § 1.1.34
e At least $75 million
o Offsets FAC and ES charges to Members

e Returned to Members through the Member
Rate Stability Mechanism (MRSM)

Tl’anSltIOI’] Resel’ve Retail Agreements § 1.1.119
 $35 million

o Mitigates Big Rivers’ potential loss of
revenue if a Smelter terminates its contract

L Y 24



» No performance default if a corresponding
obligation by a Smelter or Big Rivers

eXISES retail Agreements §s 5.5(a), 5.5(b)

e No contest of the retail fee for 10 years

Retail Agreements § 13.1.2

25



e Protections of distortions of TIER Adjustment

Cha rge Retail Agreements § 4.7.5
- E.g., Restructurings/acquisitions/mergers of Big
Rivers or a Member resulting in a 5% increase In
Big Rivers’ total Member load retai Agreements  16.5
o Amortize 24-month cost of a restructuring over 48
months
» Purchased power regulatory account for Members

to ensure the Smelters do not pay the Members’
pOI’thﬂ Of NOH—FAC PPA Coordination Agreements § 3.16

e No rate case effective before Jan. 1, 2010 re

Agreements § 13.1.1

I Sird
g, ek
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» Conditions to closing:
Pre-closing right to terminate if:

Retail Agreements § 7.2

» Commission order modifies pricing or other
material terms of the agreements

Retail Agreements § 7.2.3

e Smelters conclude Big Rivers can’t achieve
the financial model filed with the
Commission in December during the first 5

yea s Retail Agreements § 7.2.4(a)

o Material adverse change in economic or
business factors retail Agreements § 7.2.4(b)

27
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e Covenants of Big Rivers:

— Operate system for benefit of Members and
patrons consistent with prudent utility
p I"a CtICGS Coordination Agreements § 3.13

- No use of TIER Adjustment Charge as the
substantive basis for an operating decision

Coordination Agreements § 3.13

- Ag reed “St Of I’etll’ement UnltS Coordination Agreements §

3.15

— D@pl"@Clatlon I"ateS prOVISIOH Coordination Agreements § 3.10

=N 28



o Sales of unused energy

- SUI"DIUS SaleS Retail Agreements § 10.1.1

» General right to have unused energy sold,
subject to:

~ Big Rivers sells its surplus energy first or elects
nOt tO Se” Retail Agreements § 10.1.1

— Other limitations regarding minimum amounts,
minimum proceeds and absence of system
emergencies Retail Agreements §§ 10.1.1, 10.1.2

o Credit monthly charges for net proceeds
only to the extent of fixed costs relating to

that energy aican retail Agreement §§ 1.1.11, 4.13.1;
Century Retail Agreement §§ 1.1.10, 4.13.1

29
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e Sales of unused energy (cont'd)

— Undeliverable energy sales retail Agreements § 10.2
e Intended for Smelter “frozen potline” scenario

o Requires casualty reducing demand by 50+ MW for
48 hours Or MOIe Retail Agreements § 10.2.1

e Credit equal to full amount of net proceeds for up to

9 months, less an administrative fee Rretail Agreements §§
4.13.1, 10.2.1(a)

o Smelters waive any claims against Big Rivers or

Kenergy as a result of the casualty in moSt Cases Retai
Agreements § 10.2.2

o Subject to limitations similar to surplus sales
regarding priority of sales retail Agreements § 10.2.1

P
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e Sales of unused energy (cont’d)

— Potline Reduction Sales retail agreements § 10.3

o Intended to help keep a Smelter operating if 1 potline
to be shut down for 1+ year Rretail Agreements § 10.3.1

e 115MW (£ 10MW) reduction in usage only

Retail Agreements § 10.3.1

e Credit to monthly charge equal to full amount of net
proceeds for up to 4 years retail Agreements § 10.3.6

- 1 year gap required before accessing provision again
Retail Agreement § 10.3.1(iv)

e Subject to limitations similar to surplus sales
Retail Agreements § 10.3.4

gireite
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» Several provisions intended to provide
Smelters needed flexibility but protect Big
Rivers and Members

— Potline reduction sales retai greements § 10.3

— Termination right

» 1 year notice of cessation of smelting
ope€ rations Rretail Agreements § 7.3.1

o Limits on termination prior to 12/31/11

Retail Agreements § 7.3.1(b)

- Transition reserve
- Cl’edlt Support Retail Agreements § 13.3

S, B
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Transmission upgrades to facilitate off-
SYStem Sd |eS IRetail Agreements § 9.2
— Post-termination service to the Smelters

e Large industrial rate service for up to 15MW
relating to non-smelting operations

Retail Agreements § 13.7

i
y 4
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» Parties established a process for
cooperation based on desire to work
constructively after the unwind

o Coordinating Committee
— Representatives of Big Rivers, Members
and Smelters coordination Agreements § 4.1
- Regular dissemination of information

Coordination Agreements § 4.4

B 34
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e Budgets
—~Smelter opportunity to comment

Coordination Agreements § 3.4(a)

- Potential joint engagement of

independent engineer Coordination Agreements §
3.4(b)

-Right to comment on material

amendments to the budget coordination
Agreements § 3.4(f)

e No limitations on KPSC jurisdiction



o Member Smelter Tariff Adjustment
Clauses
—~Common application of FAC and ES

— Channels benefits from Smelter
contracts to non-Smelter Members

\3%.%{ 36



Adjustment

ps

i

Clause Purpose Applicability Net Member Bill Impact
Fuel Adjustment Provides for changes in fuel costs Members and Smelters | Offset by Economic Reserve for
Clause (FAC) approximately 5 years
Environmental Provides for recovery of approved Members and Smelters | Offset by Economic Reserve for
Surcharge (ES) environmental costs approximately 5 years
Unwind Surcredit | Transfers Unwind Surcharges paid by | Members only Yes, will result in a credit if
Smelters to Members greater than FAC and ES
Rebate Mechanism for providing rebates to Members only (thereis a | Yes, will resultina credit if
Adjustment Members separate adjustment for | greater than FAC and ES
Smelters in the Smelter
Agreements)
Member Rate Draws on the Economic Reserve o Members only Will be used to offset the impact
Stability offset the impact of the FAC and ES of the FAC and ES net of the
Mechanism (net of the impact of the Unwind other 2 adjustments
Surcredit and the Rebate Adjustment)
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Rates {$/ MWh}

Member Non-Smelters
Base (Net of MDA)
Reguiatory Account
FAC
Env. Surcharge
Surcredit
Rebate:

Accrued
Realized
MRSM

Effective Rate

2008

34.4

5.9
0.5
(4.0)

(0.2)

(2-.4)

Projected Impact o

2009 2010

344 344
58 7.1
08 2.7
(3.0) (3.9)

(0.5) (0.9)

0.2) (0.5)
(3.6) (5.3)

n Member Rates

Member cost of riders is offset through 2012, with FAC significantly offset by
Surcredit through whole period

2011 2012 2013 2014|2015 2016|2017 2018 2019 2020 2021

354 354 39.0 39.0 39.0

(3.8) (4.3)

(4.5) (4.4) (4.3) (4.2

(6.4) (1.2)

2022 2023

39.0 39.0
13 1.3
104 104
46 4.8
4.1) (4.0) (4.0)

34.4

344 344

448 456

48.7 492 495 503 507 514 516
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