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INTRA-AGENCY MEMORANDUM

KENTUCKY PUBLIC SERVICE COMMISSION

TO: Case File No. 2007-00455
FROM:  Richard . Raff, Staff Attorney (&
DATE: January 16, 2008

SUBJECT: Informal Conference
Big Rivers Electric Corporation

Pursuant to the request of the Joint Applicants, an informal conference was held at the
Commission’s offices on January 10, 2008. A list of the attendees is attached hereto.

The purpose of the conference was to discuss the issues raised in the application,
which requests approval to unwind the 1998 lease of Big Rivers' generating units to
Western Kentucky Energy and to discuss a proposed procedural schedule for
processing this case. Big Rivers made a formal presentation regarding the contents of
the application and a copy of the PowerPoint presentation was distributed to each
attendee and a copy is attached hereto.

Although the application includes a request for approval of financing, Big Rivers
acknowledged that the details of its proposed financing have not yet been finalized and,
thus, are not set forth in the application. It anticipates completing those details by mid-
March 2008 and then filing the requisite documents as an amendment to the pending
application. Also not included in the filing are necessary amendments to the contracts
between Big Rivers and Henderson Municipal Power & Light regarding the Station Two
generating units. Those contracts are still being negotiated and will be filed as soon as
they are complete. In addition, there are minor issues outstanding with Alcan and
Century Aluminum and, although draft versions of their respective new rate contracts
were included with the application, executed copies will not be filed until a number of
outstanding issues are resolved, including the details of Big Rivers’ financing.

Big Rivers indicated that the overall impact of the proposed unwind transaction would
be a reduction in rates for the non-smelter customers for at least five years. Although it
proposes to implement a fuel adjustment clause and an environmental surcharge, the
increases from these two charges are projected to be more than offset by rate
reductions that will flow through to customers under three new surcredits, consisting of
an unwind surcredit, a member rate stability surcredit, and a rebate adjustment.

In discussing the proposal to establish an environmental surcharge, which was filed
separately in Case No. 2007-00460, Big Rivers indicated that such a tariff was a



necessary and integral part of the unwind transaction and that the unwind transaction
could not close without approval of that tariff. Although the statutory procedure for
establishing an environmental surcharge, KRS 278.183, provides for a six-month review
period, there was an agreement that the environmental surcharge needed to be decided
concurrent with the decision in the unwind application.

Big Rivers indicated that, as a result of the recent turmoil in the financial markets, its
original proposal to issue private debt in the near future will likely not be feasible due to
significant increases in interest rates. As a resulit, Big Rivers is attempting to negotiate
with its primary lender, the Rural Utilities Service, to revise certain existing amortization
schedules and obtain the ability to issue the private placement debt sometime over the
course of the next five years.

Regarding the procedural schedule proposed by the Joint Applicants, Commission Staff
indicated that, since Western Kentucky Energy was not a utility subject to the
Commission’s jurisdiction, its transfer of control of the generating units back to Big
Rivers was not governed by KRS 278.020(5) and (6). Consequently, the 120-day time
limit set forth in KRS 278.020(6) was not applicable. Staff referenced the December 18,
2007 Order in Case No. 2007-00374 regarding South Kentucky RECC'’s purchase of the
non-jurisdictional assets of the Monticello Electric Plant Board. After further discussion,
there was a general agreement that, due to the significance of the issues in this case
and the need for expedited resolution, a final Order wouid be issued by May 23, 2008.
In addition, Alcan and Century Aluminum agreed to file their respective prepared
testimonies by January 25, 2008. Big Rivers’ three distribution cooperatives indicated
that testimony on their behalf had already been included in the application and that no
further direct testimony would be filed.

Staff indicated that there would probably be a need for additional informal conferences
to discuss in detail the financial model being utilized by Big Rivers, the proposed new
rate contracts with Alcan and Century Aluminum, and the new tariff proposals for the
non-smelter load.

cc: Parties of record (with list of attendees, but not PowerPoint presentation)
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COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE COMMISSION

in the Matter of:
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Informal Conference
Kentucky Public Service Commission
Case No. 2007-00455
January 10, 2008
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Introductions
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PURPOSES OF CONFERENCE

‘]
o Path from April 4, 2008, to December 28, 2007

o Review of Application
o Current Status of Unwind Transaction
o Procedural Schedule

o Answer Questions
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The path from April 4, 2007,
to December 28, 2007
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Change in Control
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o PCA Eliminated

o Fuel Adjustment Clause (FAC)
o Environmental Surcharge
o Unwind Surcredit

o Rebate Adjustment

o Member Rate Stability Mechanism (MRSM)
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RATES

Smelter Contracts

o Examples

o PCA

o Patronage Capital

o0 Henderson

o Corporate Approvals
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OATT — FERC Order No. 890-A
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FINANCING

o Prepayment of Debt

o Possible Postponement of Capital Market Financing
o Indenture

o Loan Contracts

o Amendment to RUS ARVP Note

o Intercreditor Agreement

o Additional Credit Facilities
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CURRENT STATUS OF UNWIND

o0 Smelters
o Creditors
o HMP&L
o HSR

o FERC
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PROCEDURAL SCHEDULE
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QUESTIONS?
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