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COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the  Matter of: 

APPLICATION OF BIG RIVERS ELECTRIC ) CASE NO. 
CORPORATION FOR APPROVAL TO ISSUE ) 2012-00492 
EVIDENCES OF INDEBTEDNESS ) 

C ERTl F I CATE 

I, Melinda A. Ernst, hereby certify that: 

1. The attached DVD contains a digital recording of the hearing conducted in the 

above-styled proceeding on February 28, 201 3; (excluding any confidential segments, which 

were recorded on a separate DVD and will be maintained in the non-public records of the 

Commission, along with the Confidential Exhibits and Hearing Log). The hearing was recorded 

on February 28, 201 3. (Confidential portions were also recorded separately). 

2. I am responsible for the preparation of the digital recording; 

3. The digital recording accurately and correctly depicts the hearing of February 28, 

201 3 (excluding any confidential segments); 

4. The “Exhibit List” attached to this Certificate correctly lists all exhibits introduced 

at the hearing of February 28, 201 3 (excluding any confidential exhibits) 

5. The “Hearing Log” attached to this Certificate accurately and correctly states the 

events that occurred at the hearing of February 28, 2013 (excluding any confidential segments) 

and the time at which each occurred. 

Given this hJday of March, 201 3. 

Melinda A. Ernst, ldotary Public 
State at Large 

My commission expires: _, 



Date: TvDe: Location: De~adment: 

Judge: David Armstrong; Linda Breathitt; Jim Gardner 
Witness: Ms. Billie J. Richert 
Clerk: Melinda Ernst 

Event Time Log Event 
10:07:48 AM 
10:07:59 AM 

10:08:04 AM 
10:10:13 AM 

10:11:03 AM 

10:11:19 AM 

10: 12: 12 AM 

10: 12:49 AM 

10:13:33 AM 

10:15:15 AM 

10:17:14 AM 

10: 19:24 AM 

10:21:26 AM 

Session Started 
Chairman Armstrong 

Note: Ernst, Melinda Welcomed participants and guests and introduced Vice Chairman 
.Jim Gardner and Commissioner Linda Breathitt. All intervenors 
introduced themselves: Jim Miller representing Big Rivers, Mike 
Kurt: representing KIUC, David Brown representing Alcan, Larry 
Cook, Dennis Howard, and Jennifer Hans representing the AG's 
Office. PSC staff include Quang Nguyen, Chris Whelan, Jeff Shaw, 
Virginia Gregg. and Jeff Johnson. 

Camera Lock Deactivated 
Chairman Armstrang 

Note: Ernst, Melinda " Explained this hearing is to discuss Big Rivers Electric Corporation, 
Case No. 2012-00492. He welcomed comments from the Public. 
There being none, the hearing continued. 

Chairman Armstrong 
Called for any outstanding motions. There being none. 

James Miller, Sullivan, Mountjoy, Stainback & Miller, PSC for Big Rivers Electric Corporation 
Called Ms. Billie 3. Richert as a witness. 

Ms. Billie 3. Richert, CPA, CITP, Vice President Accounting, Rates and CFO for Big Rivers Electric 
Corporation 

Note: Ernst, Melinda 

Note: Ernst, Melinda 

Note: Ernst, Melinda Was sworn by Chairman Armstrong and explained reasons for her 
attendance a t  the hearing. 

Confirmed purpose of the witness a t  the hearing. 

Explained her background and experience. She currently serves as 
Vice President of Accounting and Interim Chief Financial Officer of 
Big Rivers. Further, she is the respondent on all Big Rivers' data 
responses. 

Questioned the witness regarding fundamental changes in the 
original filing. 

Entered AG Exhibit 1 Big Rivers' Supplemental Response to KIUC 
Supplemental Data Request for Iinformation dated February 5, 
2013. He stated the response is color coded in case it had been 
copied and the copies did not differentiate the colors. 

Responded to Mr. Cook's questions regarding KIUC responses. She 
was requested to turn t.0 memo, page 3. 

He further questioned the witness regarding Big Rivers' indenture. 

Mr. Miller 

Ms. Richert 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

Larry Cook, Attorney General's Office 
Note: Ernst, Melinda 

Mr. Cook 
Note: Ernst, Melinda 

Ms. Richert 
Note: Ernst, Melinda 

Mr. Cook 
Note: Ernst, Melinda 
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10:26:58 AM Ms. Richert 

10:27:30 AM Mr. Miller 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

10:28:58 AM Mr. Cook 

10329349 AM Ms. Richert 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

10:30:50 AM Data Request 
Note: Ernst, Melinda 

10:32:49 AM Mr. Cook 
Note: Ernst, Melinda 

10:35:42 AM Mr. Cook 
Note: Ernst, Melinda 

10:38:16 AM Mr. Cook 
Note: Ernst, Melinda 

10:41:05 AM Mr. Miller 
Note: Ernst, Melinda 

10:41:34 AM Mike Kurtr, KIUC 
Note: Ernst, Melinda 

10:42:37 AM Mr. Cook 

10:43:23 AM Mr. Miller 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

10:45:18 AM Chairman Armstrong 
Note: Ernst, Melinda 

10:46:47 AM Mr. Cook 

10:47:33 AM Mr. Cook 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

10:48:38 AM Mr. Cook 
Note: Ernst, Melinda 

10:52:31 AM Mr. Chairman 
Note: Ernst, Melinda 

Stated that all Big Rivers' debts are covered by indenture. 

Requested that Mr. Cook restate his last question for the witness. 
He was not sure she completely understood the question as stated. 

Asked if all parties received the latest version of the indenture. 

Noted corrections in AG Exhibit 1 that had been made by staff of Big 
Rivers. 

Mr. Cook requested that AG Exhibit 1, KPMG Memo on Big Rivers as 
an "ongoing concern," be revised and distributed to parties to 
ensure the record is accurate. Mr. Miller agreed. 

Continued with questions regarding Big Rivers' Supplemental 
Response to KIUC. 

Distributed AG Exhibit 2, Standard & Poor's Summary: Big Rivers 
Electric Corp, Kentucky Ohio County, Rural Electric Coop. 

Questioned the witness regarding AG Exhibit 2 which referred to a 
pending rate case with the PSC. 

Questioned the relevance of Mr. Cook's questions regarding Big 
Rivers' pending and future rate cases. 

With the approval of Chairman Armstrong, he responded to Mr. 
Miller's question. 

Provided additional information in response to Mr. Miller's question. 

Responded to Mr. Cook and Mr. Brown by stating the only purpose 
for the current application is to satisfy an obligation of Big Rivers' 
that is due June 1, 

Allowed the infarmation regarding the pending and future rate cases 
to be intraduced at the hearing. 

Continued with questions regarding AG Exhibit 2. 

Introduced AG Exhibit 3, Alcan Primary Products Corporation letter 
regarding Retail Electric Service Agreement Notice of Termination. 

Questioned the witness regarding negotiations with Century and 
Alcan. The witness explained she had no knowledge of ongoing 
negotiations, but the president and chief operating officer of Big 
Rivers would. 

Suggested he could break the hearing at  this point since this hearing 
is regarding financing, not. future negotiations and intervenors 
questions involved future negotiations and funding. He warned Mr. 
Cook once again to remain on target with his examination of the 
witness. 
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10:54:44 AM 

10:56:02 AM 

10:57:25 AM 

10:59:32 AM 

11:Ol:Ol AM 

11:02:02 AM 

11:03:01 AM 

11:03:36 AM 

3.1:04:18 AM 

Jennifer Hans, AtLorney General's Office 
Note: Ernst, Melinda Apologized and stated further AG questions regarding matters 

deemed irrelevant to this hearing will be held for discussion at  
another date and time. 

Continued with questions regarding AG Exhibit 3 and Big Rivers' 
investment grade ratings. 

Responded to Mr. Cook's questions regarding a plan for Big Rivers to 
deal with its reduction in credit ratings. Big Rivers is currently in 
discussions regarding a plan. 

Mr. Cook requested a copy of the Corrective Action Plan Eig Rivers 
will submit to the Rural Utilities Service to deal with the credit rate 
reduction. 

Commented on discussions he could hear between Mr. Brown and 
Mr. Cook regarding these proceedings. 

Acknowledged Vice Chairman Gardner's comments and noted the 
importance that the Big Rivers rate reduction plan be distributed to 
the Commission and all parties in final form. 

Requested a clarification on what is needed regarding the rate 
reduction plan. 

Replied that the plan should be submitted in final form to 
Commission staff. 

Mr. Cook further questioned the witness regarding Big Rivers' 
response to KIUC. He requested that additional information 
regarding Economic Reserve amounts invested in government 
securities be provided in a post-hearing data request. He further 
requested that the amount remaining of the $60 million portion of 
the 2012 CoEank loan for capital expenditures in the ordinary course 
of business be included in the post-hearing data request. 

Mr. Cook 
Note: Ernst, Melinda 

Ms. Richert 
Note: Ernst, Melinda 

Data Request 
Note: Ernst, Melinda 

Vice Chairman Gardner 
Note: Ernst, Melinda 

Mr. Cook 
Note: Ernst, Melinda 

Mr. Miller 
Note: Ernst, Melinda 

Mr. Nguyen 
Note: Ernst, Melinda 

Data Request 
Note: Ernst, Melinda 

11:17:13 AM Mr. Miller 
Note: Ernst, Melinda 

11:17:46 AM Mr. Cook 
Note: Ernst, Melinda 

11: 19:58 AM Session Paused 
11:34:25 AM Session Resumed 
11:34:30 AM Mr. Kurt! 

11:35:22 AM David Brown, Alcan 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

Questioned the relevance of the line of questioning from the AG's 
office. 

Assured participants that questioning regarding the economic 
reserve funds is almost complete. Following a few brief statements, 
he stated that completes the AG's line of questioning. 

Clarified the intervenors interests in this case. 

Clarified the case as it stands and the intentions of Big Rivers in 
submitting the application and its amendment. He requested the 
witness turn her attention to the amended application, page 5, line 
18 for questions. 

- 
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11:39:28 AM Mr. Brown 
Note: Ernst, Melinda 

11:52:15 AM Ms. Richert 
Note: Ernst, Melinda 

11:55:15 AM Mr. Brown 
Note: Ernst, Melinda 

11:56:59 AM Camera Lock Deactivated 
11:59:27 AM Mr. Kurtz 

Note: Ernst, Melinda 

12:03:13 PM Ms. Richert 
Note: Ernst, Melinda 

12:06:35 PM Mr, Kurtz 
Note: Ernst, Melinda 

12:07:38 PM Commissioner Breathitt 
Note: Ernst, Melinda 

12:08:45 PM Vice Chairman Gardner 
Note: Ernst, Melinda 

12:09:34 PM Mr. Kurtz 
Note: Ernst, Melinda 

12: 17: 16 PM Mr. Kurtz 
Note: Ernst, Melinda 

12:23:38 PM Mr. Miller 

12:24:36 PM Chairman Armstrong 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

12:25:42 PM Mr. Kurtz 
Note: Ernst, Melinda 

He requested the witness turn to AG Exhibit 1, page 2. He 
questioned the witness regarding AG Exhibit 1 regarding Boig Rivers' 
negotiations with CoBank. He further confirmed the expected inflow 
and expenditures for Big Rivers in 2013. 

Explained that if Big Rivers is unable to negotiate with CoBank, they 
will need the availability of the reserve funds. 

Questioned the witness on information included in Alcan's 
Supplemental Request 2 then concluded his line of questioning. 

Questioned the witness for KILJC regarding the termination notices 
by Century and Alcan and assessments by auditors as to the 
financial status of Big Rivers. 

Replied that the corrected 2013 financial numbers were meant to 
assure auditors of Big Rivers' financial stability. The witness 
confirmed a rate case will be filed approximately July 1 to request 
funds to recover the loss of the contract with Alcan. 

Asked questions regarding recovery of funds lost from the contracts 
with Century and Alcan. 

Questioned the purpose of KIUC's line of questioning. 

Questioned KIUC's opinion of how the PSC should rule on this case. 

Introduced KIUC Exhibit 1, Big Rivers' Financing Application Timeline 
and questioned the witness regarding Big Rivers financing requests 
according to this timeline. He confirmed dates and activities with 
the witness according to this timeline. March 7 is date Big Rivers 
will file their plan with RUS to deal with the loss of funds received 
through contracts with Century and Alcan. 

KIUC Exhibit 2, Big Rivers Electric Corporation Disclosure Statement, 
July 12, 2012. He stated this is the statement filed with CoBank and 
CFC. He questioned the witness regarding this exhibit. 

Stated Mr. K~JI-~z questions do not refer to the current case. 

Agreed and requested that Mr. Kurtz discontinue his line of 
questioning. 

Continued questioning the witness. He introduced KIUC Exhibit 3 
Meeting with Rural Utiliities Service on November 14, 2012, Big 
Rivers Electric Corporation 

12:27:42 PM Session Paused 
1:32:51 PM Session Resumed 
1:33:08 PM Commissioner Armstrong 

1:33:41 PM Mr. Kurtz 
Note: Ernst, Melinda 

Note: Ernst, Melinda 

Reminded the witness that she is still under oath. 

Further questioned the witness on KIUC Exhibit 3, then on AG 
Exhibit 2. He questioned Big Rivers plan is to raise rates. 

- 
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1:37:16 PM Mr. Miller 
Note: Ernst, Melinda 

1:37:34 PM Mr. Kurtz 
Note: Ernst, Melinda 

1:43:02 PM Mr. Kurtz 
Note: Ernst, Melinda 

1:44:19 PM Mr. Miller 
Note: Ernst, Melinda 

1:47:05 PM 

1:59:20 PM 

2:04:47 PM 

2:21:00 PM 
2:31:24 PM 
2:31:46 PM 

2:33:56 PM 

2:36:05 PM 
2:46:13 PM 
2:46:24 PM 

2:50:09 PM 

2:52:11, PM 

2:53:24 PM 

2:54:57 PM 

2:56:18 PM 

Mr. Nguyen, PSC 
Note: Ernst, Melinda 

Vice Chairman Gardner 
Note: Ernst, Melinda 

Vice Chairman Gardner 
Note: Ernst, Melinda 

Session Paused 
Session Resumed 
Chairman Armstrong 

Note: Ernst, Melinda 

Mr. Miller 
Note: Ernst, Melinda 

Private Recording Activated 
Public Recording Activated 
Mr. Miller 

Note: Ernst, Melinda 

Mr, Cook 
Note: Ernst, Melinda 

Vice Chairman Gardner 
Note: Ernst, Melinda 

Mr. Brown 
Note: Ernst, Melinda 

Mr. K i ~ r h  
Note: Ernst, Melinda 

Mr. Miller 
Note: Ernst, Melinda 

Filed an objection to Mr. Kurtr question regarding recovery of 
funding. Commissioner Armstrong sustained Mr. Miller's objection. 

Introduced KIUC Exhibit 4 Moody's Investors Service, Moody's 
downgrades rating of County of Ohio, Kentucky (Big Rivers Electric 
Corporation Project) to Bal  from Baa2; rating remains under review 
for further downgrade. 

Questioned the witness regarding the pending rate case and future 
rate case to be filed approximately July 1. 

Objected to questions from Mr, Kurtz regarding the rate case. He 
further objected to the relevance of Mr. Kurh's additional questions 
regarding a rate case. Commissioner Armstrong sustained Mr. 
Miller's objections. 

Questioned the witness regarding the pending case and actions Big 
Rivers is planning to take with approval of this case and with 
disapproval of this case. 

Questioned the witness regarding Alcan's Initial Request for 
Information dated 12/20/12 and actions would be taken in default of 
Big Rivers' loans with CoBank and CFC. 

He further questioned the witness regarding KIUC Exhibit 3 and the 
downgrade of Big Rivers' credit rating. He questioned the witness 
on the application and amended application. 

Commissioner Breathitt had no questions for the witness. Chairman 
Armstrong asked for questions on redirect. 

Referred to Alcan's Supplemental Reqiiest and questioned the 
witness. 

Questioned the witness regarding assets as of December 31, 2012. 
He further questioned the witness on redirect. 

Questioned the witness regarding the plan that is to be submitted to 
RUS by March 7. 

Questioned the witness to confirm his understanding of the case. 

Questioned the witness regarding AG Exhibit, 1. 

Questioned the witness on the transitian reserve. 

Objected to Mr. Kurtz question regarding a legal opinion,. 

___-___ -~ ~ 
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2:57:08 PM Chairman Armstrong 
Note: Ernst, Melinda 

2:57:43 PM Chairman Armstrong 

3:01:38 PM Session Ended 
Note: Ernst, Melinda 

Stated parties are to submit the post-hearing data requests referred 
to in the hearing within five days. Requests include: 1. Revised 
KPMG Memo on Big Rivers' status as an "ongoing concern;" 2. RUS 
corrective action plan; 3. Economic Reserve amounts invested in 
government securities; and 4. Amount remaining of the $60 million 
portion of the 2012 CoBank loan for capital expenditures in the 
ordinary course of business. 

Hearing adjourned. 

- - 
Created by JAVS on 3/5/2013 - Page 6 of 6 - 



Exhibit List Report 20 12-00492-28Feb2Q 13 

ig Rivers 

Name: Description: 
Alcan Exhibit 1 (Confidential) 
KIUC Exhibit 1 
KIUC Exhibit 2 
KIUC Exhibit 3 

KIUC Exhibit 4 

OAG Exhibit I 

OAG Exhibit 2 

OAG Exhibit 3 

Document not part of public record, see confidential exhibit section. 
Chart titled, Big Rivers Financing Application Timeline. 
Document titled, "Big Rivers Electric Corporation Disclosure Statement" 
Document titled, "Meeting with Rural Utilities Service on November 14, 2012" 
Document titled, Moody's Investors Service, Rating Action: Moody's downgrades rating 
of County of Ohio, Kentucky (Big Rivers Electric Corporation Project) to Bal  from Baa2; 
rating remains under review for further downgrade" 
Document titled "Supplemental Response to Kentucky Industrial Utility Customer's 
Supplemental Request for Information dated February 25, 2013" 
Document titled "Standard & Poor's Ratings Direct, Summary: Big Rivers Electric Corp., 
Kentucky Ohio County; Rural Electric Coop" 
Document titled, "Alcan Primary Products Corporation, Retail Electric Service Agreement, 
Notice of Termination, dated January 31, 2013" 

Created by JAVS on 3/5/2013 - Page 1 of 1 - 



ALCAN EXHIBIT I 

Maintained on the Confidential Materials DVD 

Or 

In the Confidential File Materials at PSC 
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10 

11 

12 

13 

14 

15 

RIG RIVlERS ELECTRIC CORPORATION 

APPLICATION OF BIG RIVERS ELECTRIC CORPORATXQN 
FOR APPROVAL TO ISSUE EVIDENCES OF INDEBTEDNESS 

CASE NO. 2012-00492 

Supplemental Response to 
the Kentucky Industrial ‘Utility Customers’ 

Supplemental Requesk for Information 
dated February 5,2013 

February 25,2013 

Item 4) Provide any correspondence and documents regarding a 

“Going Concern Qualification” between and among BREC and the 

Auditing Firm identified in the previous request within the last 12 

months. This data request remains active throughout the proceeding. 

Pf  BREC obtains any further or supplemental documents or 
information subsequent to the preparation and service o f  BREC’s 

responses hereto, please provide such documents or information as 
part of  a supplemental response. 

Response) Please refer to the attached documents which are being filed 

with a Petition for Confidential Treatment. 

Witness) Billie J. Richert 

OAG EXHIBIT / 

Case No. 2012-00492 
Supplemental Response to N U C  2-4 

Witness: Billie J. Richert 
Page 1 of 1 



Rivers ‘ Liquidity and Going Concern Considerations for 
Big Rivers Electric Corporation 

KPMG with Big 
comments/revisions in red 

Client Period-end 

Big Rivers Electric Corporation 

Prepared by Date W/P reference 

Kevin Lyons with comments/revisions 1/24/2013 
by Big Rivers (noted in red) 

1213 1/12 

Purpose: 

The purpose of this memorandum is to document our considerations on Big River Electric Corporations ability to 
continue as a going concern as discussed in AICPA Auditing Standard AU Section 341. 

Background: 

Big Rivers Electric Corporation (“Big Rivers” or the “Company”) i s  an electric generation and transmission 
caoperative based out of Henderson, Kentucky that owns generating capacity of approximately 1,444 megawatts 
(MW) in four substantially coal-fired plants and has rights to an additional 197 MW of coal-fired and 178 MW of 
contracted hydro capacity. The power generated by Big Rivers is distributed to i t s  three member distributive 
cooperatives (Kenergy Corp., Jackson Purchase Energy Corporation, and Meade County Rural Electric Corporation) 
under all requirements contracts. Additionally, the power needs (approximately 60% of Big Rivers‘ generation) of 
two large industrial customers in the aluminurn smelter industry are supplied under separate arrangements with 
one of the cooperative members. The members provide electric power and energy to industrial, residential, and 
commercial customers located in portions of 22 western Kentucky counties. The wholesale rates (inclusive of the 
aluminum smelters) to Big Rivers’ members are regulated by the Kentucky Public Service Commission (KPSC) and 
are subject to approval by the Rural Utilities Service (RUS), respectfully the Company‘s state and federal regulators. 

Procedures: 

Per KAM 27.0580 KPMG must perform the following pracedures concerning the entity’s ability to continue 
operations: 

- identify events and conditions that may cast  substantial doubt on the entity’s ability to continue as a going 
concern for a reasonable period of time by performing risk assessment procedures and by remaining alert 
throughout the audit 

- perform additional audit procedures when events or conditions that may cast substantial doubt on the entity’s 
ability to continue as a going concern are identified and we believe there i s  substantial doubt 

- conclude and consider the implications for the auditors’ report regarding the entity’s ability t o  continue as a 
going concern 

- Communicate with those charged with governance 

In consideration of the procedures noted above, KPMG noted the following: 



o Centurv‘s Notice to Terminate: On August 20, 2012 Century Aluminum (substantial customer) served 
Big Rivers with a 12 month notice of intent to  terminate i t s  power contract. Century Aluminum Co. is  
a smelter plant in Hawesville, KY that is seeking rate concessions from Big Rivers due to  the declining 
prices for aluminum and concerns over their ability to operate the facility under the current 
contractual electrical rates set between Century and Big Rivers. The impact of this notice and 
potential consequences if Century were to terminatie i ts  power contract from a liquidity perspective 
are as follows: 

8 ,@Inmillion CoBank, ACB (CoBank) line of credit: Under the terms of this line of credit 
agreement, upon a smelter’s notification to terminate i t s  power contract, the Company no 
longer has the ability to make draws on this line of credit. As such, as result of Century’s 
notice, the Company no longer has access to this $50 million line of credit. The company is 
currently in discussions with CoBank to  modify this term, but as of this point in time the 
terms have not been modified. 

$50 million National Rural Utilities Cooperative Finance Corporation (CFCI line of credit: 
Under the terms of this line of credit agreement, upon the termination of a smelter‘s power 
contract, the Company no longer has the ability to make draws on this line of credit. As 
such, asuuming Century will terminate i t s  power contract, beginning August 20, 2013 the 
Company will no longer have access to  this $50 million line of credit. In consideration of the 
Company’s liquidity position and ability to cantinue as a going concern, the assumption 
should be made that the Company will not have access to this line of credit in 2013. The 
company is  currently in discussions with CoBank to  modify this term, but as of this point in 
time the terms have not been modified. 

We take exception to the above ‘assumption should be made that the Company will not 
have access to this line of credit i n 2 1 3 ’ .  as Big Rivers currently has access to this line of 
--.- credit until August 20,2013; and CFC is presentinf a negotiated Term Sheet with revised 
-. terms to  their C&Cammittee for approval.on Thursdav. February 21, as described below. 
Also, CFC has indicated their commitment to pursue the three-year interim secured faciiitv 
-1 for our Environmental ComplianceJlan CAPEX for $60 million and is  providing Big R m  
--* with a Term Sheet on Friday, Februarv 22. 

-.- On February 15, 2013, Big Rivers received a Term Sheet from CFC to extend the maturitv 
-- date to July 16, 2017 and to remove any reference to  the ternjnation of smelter retail 
afreements. Additionally, the following proDosed terms arejncluded in the term sheet: 

= The Revolvinp Credit Facility (Line of Credit) will become secured under the Indenture. 



m ~- We are seeking Board approval during the February 27th board meeting to complete 
negotiations,of& necessary documents and obtain the necessary approvals to,pursue 
- these modifications. 

-.- This will require PSC approval. Big Rivers anticipates filinp the financing application by the 
end of February. Typically it takes ninety (90) days for the Commission to issue an order in a 
Financing Case. 

o Series 1983 Bonds Maturitv: On h n e  1, 2013, the $58.8 million of Series 1983 Pollution Control 
Bonds mature. The Company has considered i t s  ability to issue new pollution control bonds and 
utilize those proceeds to pay the maturing bonds, but based on discussions with their advisors, 
current economic conditions and company circumstances indicate that the Company may not be able 
issue new bonds and therefore the $58.8 million in i t s  entirety will be due on June 1, 2013. 

0 . 2012-00492) which requests the 
ability io utilized the remaining proceeds from the CoBank July 2012 refinancing, a total of $60 million 
which was designated for capital expenditures by the Commission in Case No. 2012-00119 to pay off 
the Series 1983 Bonds prior to  or on the maturity date of June 1, 2013. Big Rivers i s  also asking in 
Case No. 2012-00492, to use the $35 million Transition Reserve for capital expenditures in the 
ordinary course of business. The $35 million Transition Reserve was established as an emergency 
fund for Big Rivers to  access should one or both smelters close, unless authorized by the Commission 
to  use the funds for another purpose. 

o For the period August 2012 through January 2013, Big Rivers has spent approximately $20 million for 
capital expenditures. This was noted in our response to Item 3) to  the supplemental data request 
filed by Alcan Primary Products Corporation in Case No. 2012-00492. So, for practical purposes, there 
remains approximately $40 million from the initial $60 million proceeds from the July 2012 
refinancing with CoBank. 

o 2013 Projections: KPMG obtained the Company's fiscal 2013 projection and based on those 
projections, the Company is  projecting other cash from operations and significant cash outflows as 
follows: 

Cash from operations: $25.1 million ok 

Net proceeds from restricted investments 
(Economic Reserve) $26.7 million 

Capital Expenditures: $79.1 million 

Net Principal Payment on Debt Obligations: 
outflow and therefore is added to Cash 

$10.2 million this i s  a net inflow not a net 

Note: The net principal payments on debt obligations daes not take into consideratian the $58.8M 
Series 1983 Bonds Maturity. 



As such, taking into consideration the information above, cash activity for 2013 would be as follows: 

Projected: Cash from Operations 
Plus: Net Proceeds from Economic Reserve 
Maturity of Pollution Control Bonds 
Projected: Capital Expenditures 
Projected: Net inflow proceeds less payments on debt obligations 
Final Order on Case No 2011-00036 - retro amount - see attached 
Final Order on Case No 2011-00036 - Jan-Aug 2013 - see attached 
Interest Expense Savings from paying off bonds rather than refinancing 
Issuance Cost Savings from paying off bonds rather than refinancing 

25.1 
26.7 

(58.8) 
(79.1) 

10.2 
2.4 

.7 
2.4 
1.4 

Projected: 2013 Cash Outflows (70.0) 

In consideration of the above, the Company would need approximately $70.0 million of available cash 
as of December 31,2012 to cover the projected 2013 cash outflows. 

o 2012Available Cash and Liauiditv Position: As of December 31,2012, the Company had 
approximately $110.1 million in cash and cash equivalents. KPMG notes that of this $llO.lmillion, 
$40.0 million is restricted for capital expenditures and the Company requires approval from (note: 
approval i s  not required from CoBank) the Kentucky Public Service Commission (the commission) 
prior t o  utilizing this $40.0 million to pay the maturing pollution control bonds. Assuming they are 
able to  either obtain this approval (or reduce the $79.lmillion in CAPEX by $40.0 million accordingly) 
and considering project capital expenditures for 2013 are projected to be $79.1 million, it can be 
assumed that this $110.1 million in i t s  entirety would be available to the Company for 2013 projected 
cash outflows. In consideration of this, an updated analysis of 2013 cash outflows would be as 
follows: 

Cash and cash equivalents as of 12/31/2012 
Projected: Cash from Operations (include Economic Reserve proceeds of $26 7) 
Maturity of Pollution Control Bonds 
Projected: Capital Expenditures 
Projected. Net inflow proceeds less payments on debt obligations 
Final Order on Case No 2011-00036 - retro amount - see attached 
Final Order on Case No 2011-00036 - Jan-Aug 2013 -see attached 
Interest Expense Savings from paying off bonds rather than refinancing 
Issuance Cost Savings from paying off bonds rather than refinancing 

110.1 

51 8 

(58 8) 
(79 1) 

10.2 
1.4 

7 
2.4 
1.4 

1 Projected: Cash and cash equivalents as of 12/31/2013 -as revised 40 1 

Under these assumptions, the Company would have Cash and Cash Equivalents balance as of 
12/31/2013 of approximately $40.1 million. 

However, in addition to the $110.1 million of cash and cash equivalents on hand as of 12/31/2012, 
there is also approximately $35.0 million in the transition reserve. The transition reserve was 
established as a way for the Company to  have money set aside in case either one of the smelters 
extinguished their contracts with Big Rivers. The Company has the ability to liquidate this reserve 
pending comission approval. However, since commission approval is pending, there i s  no guarantee 



that they will receive this approval and therefore we cannot assume the Company will have access to  
these funds in considering the Company’s going concern and liquidity position. 

It is  Big Rivers expectations that the Commission will rille in this financing case in March 2013. 
Therefore, if we add the $35 million to the above cash balance a t  12/31/2013, we will have an 
projected ending cash balance of ($35132 + $40.1~1) or $75.1 million. Regardless, the $40.lm 
projected 12/31/2013 cash balance is sufficient to meet Big Rivers’ operating cash needs. 

Conclusion: 

TBD 

A lack of resolution would mean there could be a “going concern” issue. 

Discussion points: 
- 
- 

Confirm understanding of facts - See above revisions 
What steps can be taken? 

o Additional capex reductions? Discussion. 
o 
o 
o 

Accelerate approvals on lines of credit or $60 million? Presently working on this. 
Permission to use transition reserve? Commission order anticipated in March 2013. 
Get permission to delay issuance of financial statements? Audited financial statements are due t o  
our creditors no later than 120 days after yearend. 
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s ary: 

Standard & Poor's Ratings Services has lowered to 'BB-' from 'EBB-' its rating an Big Rivers Electric Corp., Ky., (BREC) 
and Ohio County, Ky.'s $83.3 million pollution control refunding revenue bonds, series 2010A (Big Rivers Electric 
Corp. Project) issued for Big Rivers' benefit. The outlook is negative. 

The downgrade reflects our assessments of the issuer's obligations' heightened vulnerability to nonpayment after the 
fallowing developments that we view as eroding the strength and stability of the utility's revenue stream: 

o In August 2012, BREC's leading customer issued a 12-month notice to terminate its contract. The notice covers 

i\. 
Century Aluminum Co.'s Hawesville, Ky., smelter. During the 12 months, Century is required to pay a base energy 
charge that covers its share of Big Rivers' fixed and variable costs. If it does not operate the plant during the notice 
period, it must still pay its share of fixed costs. The utility has accepted the termination notice. Century accounted 
for 36% of BREC's 2012 operating revenues. 

B) After the utility filed a rate case with the Kentucky Public Service Commission (KPSC) Jan. 15, 2013, and requested 
rate relief that would, among other things, reallocate costs borne by Century to its remaining customers, a second 
smelter, Rio Tinto Alcan Inc. (Alcan), issued a 12-month notice to terminate its power contract with BREC. Alcan's 
Jan. 3 1, is effective January 2014. The notice covers the company's Sebree smelter, which accounted for 28% of 
BREC's 20 12 operating revenues. BREC's rate filing proposed raising Alcan's rates 16%. 

e We believe that losing these two loads will deprive the utility of the substantial anchors that have supported much of 
its faed costs. Moreover, we view the extent to which the KPSC will approve reallocating costs to remaining 
customers as uncertain. 
We believe it might be too onerous for remaining customers to assume the fixed costs that the smelters have 
historically borne, particularly because many of the counties that BREC serves have income levels that are 2Oo/o-30% 
below the national median household effective buying income. 
If BREC looks to competitive market sales to mitigate load losses, it is our view that sales in competitive wholesale 
markets could expose the utility to substantial price and volume uncertainty, which is inconsistent with sound credit 
quality. Moreover, BREC depends almost exclusively on coal units, which also could constrain market sales 
opportunities. Coal has accounted for close to 90% of its power sales and its coal units are not as economical as 
competing natural gas-fired resources that are benefiting from the fuel's low prices. 

( 
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Summary: Big Rivers Electric Corp,, Kentucky Ohio County; Rural Electric Coop 

Although the utility has about $60 million of unexpended bond proceeds available to retire its $58.5 million of 
pollution control bonds that are maturing in June, an eroding customer base might frustrate access to capital 
markets to replenish those funds. The utility reports the specdative grade rating will not lead to an acceleration of 
obligations outstanding. 
Big Rivers reports it deferred maintenance in 2012 to control expenses. Although it does not plan to defer 
maintenance in 2013, it is revisiting its capital program pending more certainty as to the timing and extent of rate 
relief. 

Henderson, Ky.-based Big Rivers is a generation and transmission caoperative that produces and procures electricity 
for sale to three distribution cooperative members and their 112,900 retail customers. One member, Kenergy Corp., 
serves the two smelters. In 201 1, Kenergy's 9.4 million megawatt-hour (MWh) sales were 8x greater than the sum of 
the other two members' MWh sales. About 86% of Kenergy's 2011 MWh sales were to industrial customers, Nearly 
three-quarters of its sales were to the two smelters. They accounted far more than 70% of Kenergy's operating 
revenues. BREC's other member distribution cooperatives-Jackson Purchase Energy and Meade County Rural Electric 
Cooperative--principally serve residential customers. 

The smelters entered take-or-pay power cantracts with Kenergy. However, the cantracts allow the smelters to 
terminate their obligations to the distribution utility and BREC without penalty if they provide one-year's notice and 
cease operations. 

Because the KPSC must approve requests for rate adjustments, the utility and its member distribution cooperatives are 
distinguishable from many other caoperative utilities that have autonomous ratemaking authority. The KPSC also 
regulates BREC's members' rates. 

The utility is evaluating idling power plants as part of its response to losing loads. Closing plants could reduce costs, 
reduce market exposure and mitigate the financial impact on remaining customers. Big Rivers might also temper the 
burdens of cost reallocation if it can remarket some or all of the generation output that had been sold to the smelters. 
However, market or contract demand and prices would need to be sufficient to recoup the smelters' share of costs. We 
believe that market sales could transform the utility into a principally merchant generator that faces the risks inherent 
in being subject to market demand and prices. 

BREC sells electricity to the smelters under contracts at prices that are ahout 30% above the 3.3 cents it earned from 
sales of surplus energy in wholesale markets in 20 1.1. It sold 3 million MWh of surplus wholesale power into the 
market for $100.4 million in 201 1. 

Big Rivers' concentration in coal resources also expose the utility to potentially higher production'costs as 
Environmental Protection Agency (EPA) regulation of power plant emissions progresses. A recent appellate decision 
that vacated the EPA's Cross-State Air Pollution rule could provide the utility with at least a temporary reprieve from 
emissions-related capital spending while the EPA revisits its rules. 

The utility reported $794 million of debt as of June 30,2012. Debt consisted of Rural Utilities Service loans and the 
Ohio County bonds. Big Rivers closed a $537 million loan with CoBank ACB and National Rural Utilities Cooperative 
Finance Corp. in July. In addition to replenishing $35 million of transition reserve funds, proceeds restructured a 
portion of the utility's RUS borrowing to eliminate some of the spikes in debt service requirements. 

d 
I 
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Summary: Big Rivers Electric Corp., Kentucky Ohio County; Rural Electric Coop 

The debt portfolia exhibits uneven amortization. BREC repaid $14.2 million of principal in 2010. In 201 1, it was 
required to repay $7.3 million of principal, but also used $35.0 million of transition reserve money to accelerate 
principal reduction. The utility replenished the transition reserve in 2012 with proceeds of July's borrowing from 
CoBank and National Rural Utilities. Loan proceeds also facilitated debt restructuring that reduced 2012's $72.1 million 
scheduled maturity to $12.1 million, with the remaining $60 million to be amortized later. However, 2013's maturity 
remains at $79.3 million, and that will likely need to be restructured. The utility forecasts about $22 million of 2014 and 
2015 principal payments. 

Ohio County sold bonds far the benefit of BREC, which used bond proceeds to refund auction rate securities. We 
understand that the financing structure obligates the utility to unconditionally pay the county's bonds' debt service. Big 
Rivers issued a note to the county that provides it with a security interest in the utility's assets under its mortgage 
indenture. The county's bonds' security interest is on par with the utility's senior-secured debt. 

Debt service coverage of 1 . 4 5 ~  in 2010 and 1 . 6 5 ~  in 2011 was strong for a cooperative utility, in our opinion. We 
believe strong excess coverage margins provide a cushion against the potential for revenue stream variability. 

The strength of 201 1's coverage ratio partially reflects the year's very low scheduled principal payment of $7.3 million. 
We calculated the ratio using scheduled debt service in the denominator, compared to the $46 million of principal the 
utility elected to repay. 

The utility maintains $152.6 million of reserves that it uses for rate stabilization to reduce rates. Because it already 
projects depleting these reserves by the first quarter of 2018 under a steady-state scenario, we do not view these 
reserves as adding value under a scenario in which the smelters close. L 

c 

Outlook 

The negative outlook reflects our view that the largest customers' termination notices could degrade BREC's financial 
performance and credit quality during our one-year outlook horizon. We believe there is significant uncertainty 
vis-&vis the extent and timeliness of rate relief, particularly as substantial blocks of fixed costs need to be reallocated. 
We will monitor the progress of the rate case to assess whether further rating action is appropriate. We believe the 
customers' notice could expose the utility to the vicissitudes of merchant markets and creates the potential for 
substantial cost shifting to remaining customers, who might resist such efforts or find that reallocated costs are too 
onerous to absorb. If these risks, whether in isolation or combination, weaken BREC's business risk profile and erode 
financial metrics, including the strong debt service coverage that compensated for business risks in recent years, we 
could further lower the ratings. We do not expect to raise the ratings during our outlook period. 

Related Criteria And Research 

'USPF Criteria: Applying Key Rating Factors To US. Cooperative Utilities, Nov. 21, 2007 

Temporary telephone contact information: David Bodek (917-992-6466); Jeffrey Panger (646-369-4067). 
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Summary: Big Rivers Electric Corp., Kentticky Ohio County; Rural Electric Coop 

Complete ratings information is available to subscribers of RatingsUirect on the Global Credit Portal at 
www.globalcreditportal.com. All ratings affected by this rating action can be found on Standard i3 Poor's public Web 
site at www.standardandpoors.com. Use the Ratings search box located in the left column. 

E 
Case No. 2012-00492 

Attachment for R e q  &@lmJ#J 2-1 
Witness: Wj&@ &&&hert 

Page 36 of 167 

http://www.globalcreditportal.com
http://www.standardandpoors.com


Copyright 0 2013 by Standard & Poor's Financial Services LLC. A11 rights reserved. 

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part 
thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval 
system, without the priorwritten permission of Standard & Poor's Financial Services LLC or its afiiliates (collectively, S&P). The Content shall not be 
used for any unlawful or unauthorized purposes. S&P and any third-party providers. as well as their directors, officers, shareholders, employees or 
agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content, S&P Parties are not 
responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use of the Content, or for 
the security or maintenance of any data input by the user. The Content is provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL 
EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR 
A PARTICULAR PURPOSE OR IJSE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING 
WILL BE UNINTERRUPTED, ORTHAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no 
event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential 
damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by 
negligence) in connection with any use of the Content even if advised of the possibility of such damages. 

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and 
not statements of fact. S&P's opinions, analyses, and rating acknowledgment decisions (described below) are not recommendations to purchase, 
hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security. S&P assumes no obligation to 
update the Content following publication in any form or format. The Content should not be relied on and is not a substitute for the skill, judgment 
and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions. S&P does 
not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from sources it believes to be 
reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives. 

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain 
regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such acknowledgement at any time and in its sole discretion. S&P 
Parties disclaim any duty whatsoever arising out ofthe assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any 
damage alleged to have been suffered on account thereof. 

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective 
activities. As a result, certain business units of S&P may have infomation that is not available to other S&P business units. S&P has established 
policies and procedures to maintain the confidentiality of certain nonpublic information received in connection with each analytical process. 

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P 
reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites, 
www.standardandpoors com (free of charge), and www.ratingsdirect.com and www.globalcreditportal.com (subscription) and www.spcapitaliq.com 
(subscription) and may be distributed through other means, including via S&P publications and third-party redistributors. Additional information 
about our ratings fees is available at www standardandpoors.com/usratingsfees. 

WWVII.STAIUDARDANDPOORS.COM/RATiNGSDiRECT Attachment for R e q ~  
Witness: NlIip,  &&c&ert 

Page37of 167 

http://www.ratingsdirect.com
http://www.globalcreditportal.com
http://www.spcapitaliq.com


January 31,2013 

went 

Gentlemen: 

nable. Under the circumstances, APPC has no choice but to 
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Guerra, the Presi of Alcan Corporation, makes those 
s in the Certificate 

I am advised that, notwithstanding th 
on August 20,2012 to terminate its 
Rivers and Kenergy have entered 

of the Agreement and to 
tury’s Hawesville, Ke 

have consistently and 

Smefter operational, 
y on terms no less favorable than those offered to Century. 
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CC: Mr. Serge Gosselin 
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Office 67 the President 

! 

igned, Timothy Guerra, a resident of the State of Illinois, hereby 
ahd w 

4- The  decision to furnish the  Notice of Termination PC’s and the Company’s 
ing 
Of 

Dated as of the Gist day pf January, 2013. 
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$302 million s e c u r e d  
t e r m  loans. Purpose  of 
$537 million n e w  d e b t :  1) 
prepay  RUS $442 million; 
2) $60 million capital 
expendi tures  in ordinary 
c o u r s e  of business; a n d  3 )  
replenish $35 million 
Transition Reserve 
3/28/2012 

5 BREC provides  
Disclosure S t a t e m e n t  
to Lenders o n  I<PSC 
a p p r o v e d  financing 
7/12/2012 

!I& Moody 's  Downgrade  
to Baa2 
8/22/2012 

Fitch a n d  S&P place 
Bie: Rivers' credi t  o n  
nggative w a t c h  
8/31/2012 

Century 1-year  
cont rac t  t e rmina t ion  
not ice  
8/20/20 12 

CFC a n d  CaBanlc close 
o n  $537 million t e r m  
loans. RUS A Note 
reduced  f r o m  $526 
millio to 84.6 million 
7/2732015 

KPSC Approves 
Financing Application 
5/25/2012 

General  Rate  Case filed (Case No. 2012-  
00535). Increase b a s e  ra tes  by $74 
million ($63 million d u e  to Century 
terminat ion) .  Proposed increases: Rurals 
$40.7 million; Large Industrials $8.2 
million; Alcan $25.6 million 
1/15/2013 

* BREC a m e n d s  Financing Application. 
Proposes  to pay off $58.8 million PCB 
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electric cooperatives design rates on an overall basis to recover cost-of-service and collect a reasonable 
amount of revenue in excess of expenses (i.e., margins). Margins are typically repaid to the members in 
subsequent years on the basis of their patronage during the years the margins were earned. 

A G&T cooperative is a cooperative engaged primarily in providing wholesale electricity to its 
members, which may be either wholesale or retail power suppliers. Electricity sold by a G&T 
cooperative is provided from its own generating facilities or through power purchase agreements with its 
wholesale power suppliers. A distribution cooperative is a local membership cooperative whose members 
are the individual retail customers of an electric distribution system. 

The Members 

The Members of Big Rivers are Kenergy , Meade County Rural Electric Cooperative corporation 
((‘Meade”) and Jackson Purchase Energy Corporation (“Jackson Purchase”, and collectively with Kenergy 
and Meade, the “Members”). The Members of Big Rivers are local consumer-owned distribution 
cooperatives providing retail electric service on a not-for-profit basis to their customers, who are their 
members. The customer base of the Members generally consists of residential, commercial and industrial 
consumers within specific geographic areas. The Members provide electric power and energy to 
customers located in portions of 22 western Kentucky counties. As of December 31, 201 1, the Members 
served approximately 1 13,000 member-customers (meters). Kenergy has approximately 55,300 retail 
members, Meade has approximately 28,500 retail members and Jackson Purchase has approximately 
29,200 retail members. See APPENDIX B - “MEMBER FINANCIAL, AND STATISTICAL, 
INFORMATION.” 

Bniilcriiptcy mid Snbseqiierit Operation 

In September 1996, Big Rivers filed a voluntary petition for relief under Chapter 11 of the United 
States Bankruptcy Code. The filing was precipitated largely by the Company’s inability to sell its 
capacity in excess of that required to serve its Members at prices sufficient to cover all of its costs, which 
shortfall was exacerbated by long-term coal contracts under which prices had escalated well above market 
prices. In July 1998, a bankruptcy court-approved Plan of Reorganization (the “Plan of Reorganization”) 
became effective. The Plan of Reorganization fundamentally changed the operations of the Company and 
resulted in the restructuring of the Company’s long-tern1 debt. 

In accordance with the Plan of Reorganization, the Company leased all of its generating facilities 
to Western Kentucky Energy C o p .  (“WKEC”), a wholly-owned subsidiary of LG&E Energy Corp. 
(LG&E, and subsequently E.0N US., LLC (,‘E.ON’). WKEC assumed and agreed to perform and 
discharge all of the Company’s obligations under these assets that first arose or accrued on or after the 
effective date of the Plan of Reorganization. In addition to assuming responsibility for operation of the 
generating facilities owned by the Company, WKE Station Two Inc. (‘‘WKE Station Two”), another 
wholly owned subsidiary of LG&E, assumed responsibility for the operation of Station Two and the 
Company’s obligation to purchase power from Station Two under the Station Two Power Sales Contract. 
Pursuant to the Plan of Reorganization, WKEC and WKE Station Two (which was subsequently merged 
into WIUX) became responsible for the Company’s prior responsibilities to operate and maintain the 
generating facilities owned by the Company and Station Two. Capital costs for these generating facilities 
were shared by WKEC and the Company in several different ratios depending upon whether or not the 
capital expenditures were incurred in order to comply with a state law enacted after the effective date of 
the Plan of Reorganization or a revision or change of an existing law enacted after such date. Operation 
and maintenance costs, including fuel, were, for the most part, the responsibility of WKEC. 

The Plan of Reorganization (the “LG&E Arrangements”) also included a power purchase 
agreement (the “LEM Power Purchase Agreement”) between the Company and LG&E Energy Marketing 
Inc. (“LEM’). The LEM Power Purchase Agreement established minimum hourly and annual power 
purchase amounts that Big Rivers was required to take and certain maximum hourly and annual power 
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The chart set forth below shows the impact of the Unwind on the Company’s outstanding debt. 

Pre-Unwind Unwind Close 
Debt Instrument Balance Transaction 

(In millions of dollars) 

RUS Series A Note $ 7400 $140 2“’ 
RUS Series B Note 106 5 0 0  
LEM Settlement Note 15 4 15 4” 
PMCC Note 12 4 12 40) 
County of Ohio, Kentucky, promissory note (1983 Series) 

County of Ohio, Kentucky, promissory note (2001 A Series) 

58 8 

83.3 

0 0  

0 0  

$1,016.4 $168.0 

1983 Series Pollution Control Bonds 

2001A Series Pollution Control Bonds 

Post-Unwind 
Balance 

$599.8 
106.5 

0.0 
0.0 

58 8 

83.3 

$848.4 

(1) Big Rivers payment to RUS on Unwind closing date 
(2) Forgiveness of debt by E.ON. 
(3) Big Rivers payment to Philip Moms Capital Corporation on Unwind closing date 

As a result of the Unwind, the Company went from an equity to total capitalization ratio of -19% 
as of December 3 1,2008, to 35.3% as of December 3 1,201 1. 

Resumption of Operational Responsibilities in Connection with Generating Iihcilities 

In connection with the Unwind, the lease of the Company generating facilities to WKEC was 
terminated and the Company resumed responsibility for the operation of its generating facilities. Thus, 
the Company assumed responsibility for the risks associated with such operation (e.g. fuel, capital costs 
associated with change in law). The Company intends to use the output of its generating facilities to 
supply the needs of the Members, including approximately 850 Mw of power that is necessary for 
Kenergy to supply its contractual obligations to the Smelters, which were primarily serviced by LEM 
prior to the Unwind. See “THE SMELTER AGREEMENTS, and APPENDIX D - “SUMMARY OF 
CERTAIN PROVISIONS OF THE SMELTER AGREEJYENTS.” Power and energy generated above 
the Members’ requirements will be sold into the wholesale power market. 

Wliolesale Power Contracts with Members 

Each of Meade, Jackson Purchase and Kenergy is party to a wholesale power contract with Big 
Rivers (the “All Requirements Contracts”) providing that Big Rivers sells and delivers to the Member, 
and the Member purchase and receive from Big Rivers, all the electric power and energy which the 
Member requires for the operation of the Member’s system (except Kenergy’s requirements for the 
Smelters) to the extent that Big Rivers has power and energy and facilities available. The term of each 
All Requirements Contract extends thraugh December 3 1,2043 and neither of the parties may unilaterally 
terminate the contract, without cause, prior to such date. Each All Requirements Contract may be 
terminated by either party thereto after December 3 1,2043, upon six months’ notice. 

The All Requirements Contracts require each Member to pay the Company monthly for capacity 
and energy furnished. The All Requirements Contracts provide that if a Member fails to pay any bill by 
the first business day following the twenty-fourth day of the month, the Company may, upon five (5) 
business days’ written notice, discontinue delivery of electric power and energy. The All Requirements 
Contracts also provide that, so long as any notes and note guarantees are autstanding from the Company 
to the RUS, the Member may not reorganize, dissolve, consolidate, merge, or sell, lease or transfer all or a 
substantial portion of its assets unless it has either (i) obtained the Company’s written consent and the 
written consent of the RUS, or (ii) paid a portion of the outstanding indebtedness on the notes and the 
Company’s other commitments and obligations then outstanding, such portion to be determined by the 
Company with RUS approval. The All Requirements Contracts may only be amended with the approval 
of the RlJS and upon compliance with such other reasonable terms and conditions as the Company and 
RUS may agree. 
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Each Member is required to pay the Company for capacity and energy furnished under its All 
Requirements Contract in accordance with the Company’s established rates as approved by the Kentucky 
Public Service Commission (‘KPSC”). All Requirements Contracts with the Members provide that the 
Company’s board of directors (the “Board of Directors”) establish rates to produce revenue sufficient, but 
only sufficient, together with all af the Company’s other revenue, to pay the cost of operation and 
maintenance of all of the Company’s generation, transmission and related facilities, to pay the cost of 
capacity and energy purchased by the Company for resale, to pay the cost of transmission service, to pay 
the principal of and interest on all the Company’s indebtedness and to provide for the establishment and 
maintenance of reasonable financial reserves. 

The All Requirements Contracts require the Company’s Board of Directors to review the rates at 
least annually and to revise such rates as necessary to produce revenue as described above. Big Rivers 
must give Members no less than thirty (30) days’ or more than forty-five (45) days’ written notice of 
every rate revision. The Company’s electric rate revisions are subject to the approval of the RUS and the 
KPSC, after wlich the Members are permitted to incorporate such rate changes into their own rate 
structures. See “RATE AND ENVIRONMENTAL REGULATION - Kentucky Rate Regulation” for 
information relating to rate regulation by the KPSC. 

Smelter Agreements with Kenergy 

In addition to the All Requirements Contracts, Big Rivers and Kenergy are parties to two 
wholesale electric service agreements under which the Company provides a fixed amount of power and 
energy of 850 MW that is necessary for Kenergy to supply its contractual obligations to the Smelters 
through December 3 1,2023. These agreements are exceptions to the “all requirements’’ obligations in the 
All Requirements Contracts with Kenergy. See “THE SMELTER AGREEMENTS” and APPENDIX D 
- “SUMMARY OF CERTAIN PROVISIONS OF THE SMELTER AGREEMENTS.” 

Existing Generation and Transmissian Resources 

The Company owns interests in seven base load coal-fired generating units and one oil- or natural 
gas-fired combustion turbine generating unit, all of which are in commercial operation. These units 
provide the Company with appraximately 1,444 MW of capacity. See “GENEXATION AND 
TRANSMISSION ASSETS - Generation Resources” for a discussion of the Company’s existing 
generation facilities. The Cornpany also has a variety of purchase arrangements, including the Station 
Two Power Sales Contract with the City of Henderson and a contract with (the “SEPA Contract”) the 
Southeastern Power Administration (“SEPA”), which together supply the Company with up to 375 MW 
af power. The Company purchases 197 MW from HMP&L pursuant to the Station Two Power Purchase 
Agreement and up to 178 MW under the SEPA Contract. The Company normally uses its entitlement 
under the SEPA Contract for peaking; however, as a result of problems with certain dams on the 
Cumberland River hydro system, the Company’s capacity entitlement has been suspended and the 
Company currently is receiving only energy. See “GENERATION AND TRANSMISSION ASSETS - 
Other Power Supply Resources” for a discussion of the Company’s power purchase arrangements. The 
Company also owns 1,266 miles of transmission lines and 22 substations and has additional access to 
approximately 100 MW of firm transmission service through an agreement with another utility. The 
Company is a participant in the Midwest Independent System Operator, Inc. (“MISO”). MISO is a non- 
profit regional transmission organization operating in 13 states in the Midwest United States and 
Manitoba, Canada. MISO has functional control of the operation of its participants transmission facilities 
of 100 kilovolts (“kV”). In addition to operating the bulk transmission system of its participants, MISO 
alsa operates the Midwest Market (the ‘‘MIS0 Market”). In the MISO Market, the Company and other 
participants submit day-ahead or real-time bids and offers for the purchase or sale of energy at various 
locations. MISO then directs each MISO Market participant whether to operate its generation facilities 
and determines the price of energy at each location for a particular time period. 
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effect, in whole or in part, during any such suspension period on a finding by the KPSC that an 
emergency exists or that the utility's credit or operations will be materially impaired by the suspension. 
Rates placed into effect on an emergency basis are subject to refund to the extent that the final rates 
approved by the KPSC are lower than the emergency rates. The KPSC's decision on a new rate schedule 
filed by a utility must be issued not later than ten months after the filing of the rate schedule. 

Member Information 

Financial In formation 

The Members operate their systems on a not-for-profit basis. Accumulated margins constitute 
patronage capital for the consumer members. Refunds of accumulated patronage capital to the individual 
consumer members are made from time to time on a patronage basis subject to limitations contained in 
Member mortgages to the RUS, if applicable. 

The Members are the Company's owners and not its subsidiaries. Except with respect to the 
obligations of the Members under their respective wholesale power contracts and the Smelter 
Agreements, Big Rivers has no legal interest in, or obligation in respect of, any of the assets, liabilities, 
equity, revenue or margins of its Members, other than its rights under these contracts. The revenues of 
the Members are not pledged to Big Rivers, but their revenues are the source from which they pay for 
power and energy and transmission services purchased from Big Rivers. Revenues of the Members are, 
however, often pledged under their respective mortgages. Tables 1 through 6 in Appendix B present a 
three-year summary of the balance sheets, statements of operations and selected statistical information 
with respect to the Members. 

Statistical In formation 

The Company serves directly and indirectly a diverse customer base that includes farms and 
residences, commercial and industrial facilities, mining, irrigation and other miscellaneous customers. 
Farm and residential customers constitute the largest class of customers in terms of numbers throughout 
the Member service areas. The table below shows energy sales and revenue by customer class for the 
year 20 1 1 for the Members. 

2011 Sales By Members 

IcWh Sales 1cWh Sales Revenue Revenue 
(in thousands) -- ("/I (in thousands) ("/I 

Farm & Residential 1,530,359 14% $112,855 23% 
Commercial and Industrial 
(excluding the Smelters) 1,746,161 17% 86,044 17% 
Aluminum Smelters 7,228,844 69% 303,364 60% 
Other 3,409 0% 437 0% 

Total 10,508,773 100% $502,700 100% 

(1) The information in this table has been compiled by Big Rivers from information obtained from the Annual Statistical Report Rural 
Electric Borrowers (Publication 201 1) and RUS Form 7 prepared by the Members and filed with RUS Big Rivers has not independently 
verified this information 

THE SMELTER AGREEIPENTS 

The Company and Kenergy have entered into electric service arrangements with the Smelters. 
The Smelters have largely identical obligations under the agreements described below, so the following 
discussion does not distinguish between obligations to a particular Smelter, even though, from a legal 
perspective, their rights and obligations are separate and not joint. 
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The principal terms and conditions relating to the Company’s 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 basic structure of the sale of electric services is that the Company sells the electric services to 
Kenergy and then Kenergy in turns sells those electric services to each Smelter. Because the Smelters are 
customers of Kenergy, Big Rivers has entered into two, separate wholesale service agreements (each a 
“Smelter Agreement”) with Kenergy. Under each Smelter Agreement, the Company supplies Kenergy 
with electric service for resale to a particular Smelter. Kenergy has entered into a separate retail electric 
service agreement (a “Smelter Retail Agreement”) with each Smelter. The Company and each Smelter 
have also entered into a Smelter Coordination Agreement (a “Smelter coordination Agreement” and, 
together with the Smelter Agreements and the Smelter Retail Agreements, the “Smelter Agreements”) 
that sets forth certain direct obligations between the Company and a Smelter. Due lo the pass-through 
nature of the principal obligations between the Company and each Smelter, the Smelter Agreement and 
the Smelter Retail Agreement relating to each Smelter are substantially the same. 

The aggregate amount of energy made available to the Smelters under the Smelter Retail 
Agreements consists of three types of energy referred to as ( 1 )  Base Monthly Energy, (2) Supplemental 
Energy and (3) Back-up Energy. “Base Monthly Energy’’ is 368 MW per hour for Alcan and 482 MW 
per hour for Century. See APPENDIX D - “SUMMARY OF CERTAIN PROVISIONS OF THE 
SMELTER AGREEMENTS -Nature of Service.” 

The obligation of Kenergy to supply electric service to the Smelters pursuant to the Smelter 
Retail Agreements will terminate on December 3 1, 2023, unless terminated earlier pursuant to the terms 
thereof. A Smelter may terminate its Smelter Retail Agreement upon not less than one year’s prior 
written notice of such termination to Kenergy and the Company if such Smelter ceases all smelting 
operations in Kenergy’s service territory. See APPENDIX D - “SUMMARY OF CERTAIN 
PROVISIONS OF THE SMELTER AGREEMENTS - Termination Rights.” 

Pricing under the Smelter Agreements is designed so that the Base Rate for the Smelters will 
always be at least the rate charged to large direct-served industrial customers having an equivalent load 
factor, plus $.25 per MWh. The contracts provide that the Smelters are obligated to pay various 
surcharges, including fuel adjustment surcharges and environmental surcharges. In addition, the Smelter 
Agreements provide for annual adjustments to rates designed to assist the Company in achieving positive 
margins in each year. See APPENDIX D - “SUMMARY OF CERTAIN PROVISIONS OF THE 
SMELTER AGREEMENTS - Smelter Payment Obligations.” 

The Smelters intervened in the Compaiiy’s last rate case, and pressed their case by saying that 
keeping the Smelter rates low and predictable was important to reduce the risk that the Smelters would 
have to cease operations upon the next downward cycle in the world price of aluminum. The Smelters 
say that they are very sensitive to the price they pay for electricity because the cost of electricity is 
approximately one-third of the cost of the aluminum smelting process. 

Although the KPSC‘s November 17, 201 I, Order in the rate case did not give the Company the 
full amount of the rate increase it sought, the Smelters have since been lobbying state government in 
Kentucky for financial relief to enhance the financial viability of their respective Kentucky operations. 
The Smelters have made public statements that the unanticipated magnitude of the current and future rate 
increases projected by Big Rivers as well as Big Rivers’ recent evaluation of the impact of environmental 
legislation is what drives the current need for a statewide solution to the Smelters’ increasing utility costs. 
I,ocal representatives of Alcan informed economic development officials in state government in February 
of this year that projected power rates in 2013-2015 make it difficult for Alcan to envision a long-term 
ftiture for the Sebree plant. Alcan said that a power rate of $26-$28/MWh would generally ensure that the 
Sebree smelter remains profitable during a periodic downturn in the London Metals Exchange (“LME”) 
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price, and would ensure continued operation for the foreseeable fiiture. They say that without relief their 
Sebree smelter cannot sustain the n e d  downturn in the world price of aluminum. 

At the same time Century informed the same officials that for the immediate future, a rate 
averaging about $34/Mwh from mid-2012 through 2015 would be a competitive rate for its Hawesville 
smelter. Local representatives of Century have told Big Rivers and others in state government that rates 
at the status quo level are not sustainable for Century’s Hawesville smelter even in the short term, and 
that $50/Mwh power puts their smelter’s viability at great risk. Century wrote Big Rivers on April 18, 
20 12, stating that at the current LME prices the Hawesville aluminum smelter cannot sustain operations at 
Big Rivers’ current and projected power rates, and requesting to renegotiate the power rate provisions of 
its contract. Big Rivers has commenced discussions with Century relating to the sustainability of the 
Hawesville smelter. Century reported on April 24, 2012, that with the current power price forecast and 
assuming that the LME reinains at its current level, the Hawesville plant is not viable from an economic 
standpoint. Century publicly stated that the future of the Hawesville smelter would be discussed by 
Century’s Board of directors at its late June meeting. This meeting has taken place and the Company is 
not aware of what actions, if any, were taken by Century’s Board relating to the Hawesville smelter. 

The Smelters have been pursuing projects that they say improve the profitability of their 
respective facilities. Century completed the restart of a fifth potline in 201 1. Alcan completed a $50 
million bake furnace project, and announced in February 2012 that it is undertaking a $20 million project 
to boost electric amperage arid produce greater volumes of aluminum. Alcan has also reached agreement 
with Kenergy and Big Rivers to purchase an additional 10 MW of energy for the one year period 
beginning July 1,2012, through June 30,2013. 

Alcan announced in October of 201 1 that it had put 13 of its smelter operations worldwide on the 
block for potential sale. The Sebree smelter was included on the list. According to the Alcan release, there 
is no timeline for any of these sales to occur. 

On June 14, 2012, at the request of the Governor of Kentucky, representatives of the 
Commonwealth met with representatives of Big Rivers and the Smelters to discuss ways to reduce the 
Smelters’ costs in order to make them more economically viable. A number of approaches were 
discussed including, but not limited to, suggestions that Big Rivers reduce rates to the Smelters to a rate 
averaging about $35/Mwh. Any reduction in the rates to the Smelters would involve an increase in the 
rates for other industrial customers and rural customers. The discussions that took place on June 14 were 
preliminary and will be followed by further exploratory discussions in the near future. Any reduction in 
the rates charged by Big Rivers to the Smelters and concomitant increase in the rates charged to other 
customers would require action by the Board of Big Rivers and by the KPSC, among others. In addition, 
it would likely result in renegotiation of the Smelter Agreements. Other approaches that have been 
advanced include allowing the Smelters more freedom in purchases from other sources and termination of 
the Smelter Agreements. 

Since the meeting on June 14th, the Smelters have advanced other proposals to Big Rivers 
requesting significant rate reductions for the Smelters. Big Rivers offered a counterproposal and it has 
been rejected by the Smelters. On June 25, 2012, Big Rivers advised the Smelters that the gap between 
their demand and the Big Rivers’ proposal is far larger than Big Rivers has the ability to close. There can 
be no assurances as to the outcome of this situation and as to whether one or both of the Smelters will 
give one year’s notice, tenninate its Smelter Agreement and close its smelting operations. Also, on July 
8,2012 Century informed Big Rivers that it was hiring a consultant to evaluate the available transmission 
capacity, potential congestion, and potential voltage stability issues if the Hawesville plant were to import 
power for its entire load into Big Rivers’ system under a variety of operational scenarios of Big Rivers’ 
generation. Big Rivers can give no assurances as to the outcome of this development. 
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For a more detailed summary of the provisions of the Smelter Agreements, see APPENDIX D - 
“SUMMARY OF CERTAIN PROVISIONS OF THE SMELTER AGREEMENTS.” 

POWER SUPPLY PLANNING 

Every other year Big Rivers prepares load forecasts for the three Members. These individual 
forecasts serve as the basis for Big Rivers’ load forecast, which is filed with the RUS. The last load 
forecast was prepared and filed in 201 1. Additionally, every three years an Integrated Resource Plan 
(“IRF”’) is prepared in accordance with Kentucky Administrative Rule 807 KAR 55058 and filed with the 
KPSC. The last IRP was filed with the KPSC in November 2010. The next IRP will be filed with the 
KPSC in 2013. Both of these studies examine a future time frame of 15 years. 

GENERATION AND TRANSMISSION ASSETS 

Generation Resources 

General 

The following table sets forth certain information about the Company’s owned generating 
facilities and Station Two. 

Generatine Facilitv 

Kenneth C. Coleman Plant 
Unit 1 .................................................... 
lJnit2 ............................................. 
IJnit 3 .................................................. 

Unit 1 .............................................. 
Unit 2 ....................................... 

Unit 1 .......................................... 

Combustion Turbine ..................... 
D.B Wilson Plant Unit No 1 ..................... 
Station Two Facility Units No. 1 
and No 2‘’) ............................................... 

Total ............................................. 

Robert D. Green Plant 

Robert A Reid Plant 

Type of 
Fuel 

Coal 
Coal 
Coal 

Coal 
Coal 

Coal 
Oil-Natural 

Gas 
Coal 

Coal 

Net Capacity” 
(Mw) 

150 
138 
155 

23 1 
223 

65 

65 
417 

312 

Big Rivers’ 
Entitlement 
Share (MW) 

150 
138 
155 

23 1 
223 

65 

65 
417 

197 
1.641 

Commercial 
Operation 

Date 

1969 
1970 
1972 

1979 
1981 

1966 

1976 
1986 

197311 974 

(1) Big Rivers operates but does not own the two units at Station Two and not all net capacity of such facility is available to it 
(2) Net capacity means net nameplate as adjusted for parasitic load 

Kenneth C. Coleman Plant 

The Coleman Plant is a three unit, coal-fired steam electric generating unit located near 
Hawesville, Kentucky. Each of the units has a turbine nameplate rating of 160 MW. Units No. 1 has a 
net capacity of 150 MW, No. 2 has a net nameplate capacity of 138 MW while Unit No. 3 has a net 
capacity of 155 MW. All three boilers are positive pressure, outdoor units; the turbine generators are 
semi-outdoor and the station was retrofitted with a FGD system in 2007. The equivalent availability 
factor for the Coleman Plant for 201 1 was 92.9%. 

Environmental controls in place at the Coleman Plant include the use of precipitators (air 
pollution control devices that collect particles from gaseous emissions) which limit particulate emissions 
to a maximum of 0.27 pounds per million British thermal unit (“Btu”), and the use of a FGD system 
which is 97% effective in reducing SO2 emissions. Coleman Plant’s permitted SO2 emissions limit is a 
maximum of 5.2 pounds per million Btu. The Coleman Units do not have a Title V permit NO, limit. 
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Indenture Trustee as a result of the authentication and deliveiy of Mortgage Indenture Obligations can be 
withdrawn against 90.91 % of Bondable Additions or retired or defeased Mortgage Indenture Obligations 
of equivalent value. Trust Moneys (as hereinafter defined) can be withdrawn against Bondable Additions 
or retired or defeased Mortgage Indenture Obligations, in either case of equivalent value, and can, at the 
option of the Company, be used for the redemption of Mortgage Indenture Obligations prior to their 
maturity, for the payment of principal on Mortgage Indenture Obligations at their maturity or for the 
purchase of Mortgage Indenture Obligations. To the extent that any Trust Moneys consist of the proceeds 
of insurance upon any part of the property subject to the lien of the Mortgage Indenture, such Trust 
Moneys can be withdrawn to reimburse the Company for costs to repair, rebuild or replace the destroyed 
or damaged property. 

“Trust Moneys” is defined in the Indenture as all money received by the Indenture Trustee: 

Upon the release of any part of the Trust Estate from the lien of the Mortgage Indenture, including all 
moneys received in respect of the principal of all purchase money obligations deposited with the 
Indenture Trustee in respect of its release of property; 

As compensation for, or proceeds of the sale of, any part of the Trust Estate subject to the lien of the 
Mortgage Indenture taken by eminent dornain or purchased by, or sold pursuant to an order of, a 
governmental authority or otherwise disposed of; 

As proceeds of insurance upon any part of the Trust Estate subject to the lien of the Mortgage 
Indenture required to be paid to the Indenture Trustee pursuant to the Mortgage Indenture; or 

1f9 For application as Trust Moneys under the relevant provision of the Mortgage Indenture or whose 
disposition was not otherwise specifically provided for in the Mortgage Indenture. 

Covenants 

The Indenture requires the Company to establish and collect rates, rents, charges, fees and other 
compensation (collectively, the “Rates”) that produce money sufficient, together with other moneys 
available to the Company, to enable the Company to comply with all covenants under the Mortgage 
Indenture. Subject to the approval or determination of any regulatory or judicial authority with 
jurisdiction over Rates, the Mortgage Indenture requires the Company to establish and collect Rates 
which are reasonably expected, together with other revenue of the Company, to yield a MFI Ratio equal 
to at least 1.10 for each fiscal year. Promptly upon any material change in the circumstances which were 
not contemplated at the time such Rates were most recently reviewed but not less frequently than once 
every 12 months, the Company will be required to review the Rates so established and, subject to any 
necessary regulatory approval and the approval of the RUS, if required, promptly establish or revise such 
Rates as necessary to comply with the foregoing requirements. The Company will not furnish or supply 
or cause to be furnished or supplied any use, output, capacity or service of the Company’s business with 
respect to which a charge is regularly or customarily made, free of charge to any Person, and the 
Company will use commercially reasonable efforts to enforce the payment of any and all accounts owing 
to the Company with respect to the use, output, capacity or service of the Company’s business. A failure 
by the Company to actually achieve a 1.10 MFI Ratio will not itself constitute an Indenture Event of 
Default under the Mortgage Indenture. A failure to establish Rates reasonably expected to achieve a 1.10 
MFI Ratio, however, will be an Indenture Event of Default if such failure continues for 30 days after the 
Company receives notice thereof from either the Indenture Trustee or the holders of not less than 20% in 
principal amount of the outstanding Mortgage Indenture Obligations, unless such failure results from the 
Company’s inability to obtain regulatory approval. 
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MFI Ratio, for any period, is (i) the sum of (a) Margins for Interest (as defined below) for such period, 
plus (b) Interest Charges (as defined below) for such period, divided by (ii) Interest Charges for such 
period. Margins for Interest means, for any period, the sum of each of the following for such period: 

Big Rivers’ net margins which include revenues of the Company subject to refund at a later date but 
exclude provisions for (i) non-recurring charges to income, including the non-recoverability of assets 
or expenses, except to the extent the Company determines to recover such charges in Rates and (ii) 
refunds of revenues collected or accrued in any prior year subject to possible refund; plus 

Any amount included in net margins for accruals for federal and state income and other taxes 
imposed on income after deduction of interest expense; plus 

Any amount included in net margins for any losses incurred by any subsidiary or affiliate of the 
Company; plus 

Any amount the Company actually receives in such period as a dividend or other distribution of 
earnings of any subsidiary or affiliate of the Company (whether or not such earnings were for such 
period or any earlier period); minus 

Any amount included in net margins for any earnings or profits of any subsidiary or affiliate of the 
Company; and minus 

Any amount the Company actually contributes to the capital of, or actually pay under a guarantee by 
the Company of an obligation of, any subsidiary or affiliate in such period to the extent of any 
accumulated losses incurred by such subsidiary or affiliate (whether or not such losses were for such 
period or any earlier period), but only to the extent (i) such losses have not otherwise caused other 
contributions or payments to be included in net margins for purposes of computing Margins for 
Interest for a prior period and (ii) such amount has not otherwise been included in net margins. 

Margins for Interest are determined in accordance with Accounting Requirements; provided, however, 
that such determination may not be made on a consolidated basis. 

“Interest Charges” is defined in the Mortgage Indenture to mean, for any period, the total interest charges 
(whether capitalized or expensed) for such period (which, except as otherwise provided in this definition, 
shall be determined in accordance with Accounting Requirements) related to (i) Outstanding Secured 
Obligations or (ii) outstanding Prior Lien Obligations, in all cases including amortization of debt discount 
and premium on issuance, but excluding all interest charges related to Mortgage Indenture Obligations 
that have actually been paid by another Person that has agreed to be primarily liable for such Indenture 
Obligation pursuant to an assumption agreement or similar undertaking, provided such assumption 
agreement or similar undertaking is not a mechanism by which the Company continues to make payments 
to such Person based on payments made by such Person on account of its assumed liability or by which 
the Company otherwise seeks to avoid having interest related to such Mortgage Indenture Obligations 
included in the definition of Interest Charges without the economic substance of an assumption of liability 
on the part of such Person. 

The Mortgage Indenture prohibits Big Rivers from making any distribution, payment or retirement of 
patronage capital to the members if, at the time thereof or after giving effect thereto: 

e;l An Indenture Event of Default then exists; 
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B Aggregate margins and equities as of the end of the immediately preceding fiscal quarter would be 
less than 20% of the Company’s total long-term debt and equities at such time; or 

B The aggregate amount expended for all such distributions to the inembers on and after the date on 
which the Company’s aggregate margins and equities first reached 20% of the Company’s long- term 
debt and equities shall exceed 35% of the Company’s aggregate net margins earned after such date. 

Notwithstanding such restrictions, so long as no Indenture Event of Default exists, the Company may 
make distributions, payments or retirements of patronage capital to members if, after giving effect thereto, 
the Company’s aggregate margins and equities as of the end of its most recent fiscal quarter would have 
been not less than 30% of the Company’s total long-term debt and equities as of such date. 

The Mortgage Indenture obligates the Company to keep all of its property subject to the lien of the 
Mortgage Indenture free and clear of other liens, subject to Permitted Exceptions and certain purchase 
money on after-acquired property not in excess of 80% (or with respect to property that is not necessary 
to the operations of the remaining portion of the Company’s business, 100%) of the lesser of the cost or 
the fair value of such property and in the aggregate not in excess of 15% of the aggregate principal 
amount of all Mortgage Indenture Obligations. 

Credit Enhancement 

The Mortgage Indenture provides that Mortgage Indenture Obligations of any series may have the benefit 
of an insurance policy, letter of credit, surety bond, or other similar unconditional obligation to pay when 
due the principal and interest of the Mortgage Indenture Obligations of such series (each, a “Credit 
Enhancement”) issued by a credit enhancer (a “Credit Enhancer”). 

Additional Mortgage Indenture Obligations 

The principal amount of Mortgage Indenture Obligations that can be issued under the Mortgage Indenture 
is limited to three billion dollars ($3,000,000,000). However, the Mortgage Indenture may be amended to 
increase such limit without the consent of holders of Mortgage Indenture Obligations. Additional 
Mortgage Indenture Obligations, ranking equally and ratably with the Mortgage Indenture Obligations 
issued to refinance or evidence the Company’s secured indebtedness outstanding at such time, may be 
issued from time to time: 

R Against: 

m 90.91% of Bondable Additions; 

c1 90.91% of Certified Progress Payments; 

The aggregate principal amount of retired or defeased Mortgage Indenture Obligations; 

IQ The amount of cash deposited with the Indenture Trustee; and 

To evidence reimbursement Obligations to Credit Enhancers in connection with Credit Enhancement 
or guarantees of other Mortgage Indenture Obligations. 

Bondable Additions are equal to (i) the bondable value of all certified Property Additions (as to which the 
lien of the Mortgage Indenture shall be subject only to Permitted Exceptions), less (ii) property 
(“Retirements”) subject to the lien of the Mortgage Indenture that is retired after December 31,2008 (the 
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Rating Action: M o ~ d j i ' s  downgrades rating of C:ounQ of Ohio, Kentucky (Big Rivers 
Electric Corporation Project) to Bal From Baa2; rating remains under review for 
further downgrade 

Global Credit Research - 06 Feb 2013 

$83.3 million of securities affected 

New York, February 06,2013 -- Moody's Investors Service downgraded the senior secured rating of $83.3 million of 
County of Ohio, Kentucky (the county) Pollution Control Refunding Revenue Bonds (Big Rivers Electric 
Corporation Project) to Bal from Baa2. The rating, which had been placed under review for downgrade on August 
21,2012, remains under review for further downgrade. 

"The rating downgrade related to the aforementioned bonds, which were previously issued by the county on behalf 
of Big Rivers Electric Corporation (BREC), reflects the significantly increased financial and operating risks for 
BREC due to the January 31,2013 announcement by Alcan Corporation that its subsidiary, Alcan Primary 
Products Corporation (Rio Tinto Alcan) issued a 12-month notice to terminate its power contract with BREC", said 
Kevin Rose, Vice President-Senior Analyst. This announcement follows the August 20, 2012 announcement by 
Century Aluminum Company that its subsidiary, Century Aluminum of Kentucky issued a 12-month notice to 
terminate its power contract with BREC. Both announcements cite that smelter operations at Rio Tinto Alcan's 
Sebree smelter and Century's Mawesville smelter are not economically viable with current contract power rates 
and under current market conditions. "On a combined basis, one of BREC's three member-owners, Kenergy 
Corp., has been serving the two aluminum smelters comprising roughly two-thirds of BREC's annual energy sales 
and accounting for just under 60% of its system demand and in excess of 60% of annual revenues", Rose added. 

Despite the fact that BREC will continue receiving revenues from base energy charges over the respective 12 
month notice periods (ending August 20, 201 3 in the case of Century and January 31, 2014 in the case of Rio Tinto 
Alcan), the rating remains under review for downgrade, reflecting the uncertainty concerning BREC's mitigation 
strategies under consideration, including whether BREC will obtain approval from the Kentucky Public Service 
Commission (KPSC) for significant rate increases to address anticipated revenue shortfalls. Moody's notes that 
BREC is among the few electric generation and transmission cooperatives subject to rate regulation, which can 
sometimes pose challenges in implementing timely rate increases. In addition to monitoring the recently filed 
request for a rate increase at the KPSC, the rating review will also consider BREC's prospects for mitigating the 
impact from the termination notices through other steps, including through shoring up liquidity, entering into bilateral 
sales arrangements: making short-term off system sales in the wholesale market; participating in the capacity 
markets; temporarily idling generation and reducing staff; and possibly selling generating assets. 

BREC filed a rate case with the KPSC on January 15,2013, seeking approval for a $74.5 million rate increase. 
While the substantial majority of this sizable request is due to impending load loss when Century's notice period 
expires, additional amounts would make up for declining margins from off system sales and other cost pressures. 
The actual percentage rate impact would vary by customer class and we note the availability of funds in the 
economic and rural economic reserve accounts that can be used to offset the significant impact for the non- 
smelter customer classes. Since filing its rate case in January, BREC has responded to additional data requests 
from the KPSC and is requesting that new rates become effective August 20, 2013. tF the case is not decided by 
then, BREC would be permitted under state statutes to implement the rate increase, subject to refund, pending a 
final KPSC decision in the rate case. 

In terms of liquidity, BREC has a cash balance in excess of $100 million available to repay its impending $58.8 
million tax-exempt debt maturity on June 1, 2013 and external liquidity is currently comprised of $100 million of 
multi-year revolving credit facilities evenly split between National Rural Utilities Cooperative Finance Corporation 
and CoBank. Maintaining bank facilities to supplement its internally generated cash flow in the face of existing 
chailenges wiii be integral io BREC's credit profile going fonvard. 

In light of the rating review for possible downgrade and the uncertainty at BREC that persists following the 
announcements by Century and Rio Tinto, the rating is not likely to be upgraded or stabilized in the near term. 
Several factors are likely to cause us to further lower BREC's rating including our assessment of the likelihood of 
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success in implementing the numerous mitigation strategies on the drawing board. Of particular interest to the 
rating review is the degree to which BREC's future financial results will depend upon the margins from the 
unregulated wholesale power market through both short-term and long-term off-system sales as well as our 
assessment of the cooperative's ability to secure needed rate increases from the non-smelter member load. The 
rating could also be negatively affected should efforts to shore up external liquidity sources fail to meet our 
understanding of BREC's near-term objectives. Further, downward rating pressure could occur should 
environmental capital requirements increase substantially particularly with the lack of a clear regulatory 
mechanism in place. 

Big Rivers Electric Corporation is an electric generation and transmission cooperative headquartered in 
Henderson, Kentucky and owned by its three member system distribution cooperatives- Jackson Purchase 
Energy Corporation: Kenergy Corp; and h a d e  County Rural Electric Cooperative Corporation. These member 
system cooperatives provide retail electric power and energy to approximately 113,000 residential, commercial, 
and industrial customers in 22 Western Kentucky counties. 

The principal methodology used in this rating was US. Electric Generation & Transmission Cooperatives 
published in December 2009. Please see the Credit Policy page on www.rnoodys.com for a copy of this 
methodology. 

REGlJLATORY DlSCLOSlJRES 

For ratings issued on a program, series or categoryklass of debt, this announcement provides certain regulatory 
disclosures in relation to each rating of a subsequently issued bond or note of the same series or categorylclass of 
debt or pursuant to a program for which the ratings are derived exclusivelyfrom existing ratings in accordance with 
Moody's rating practices. For ratings issued on a support provider, this announcement provides certain regulatory 
disclosures in relation to the rating action on'the support provider and in relation to each particular rating action for 
securities that derive their credit ratings from the support provider's credit rating. For provisional ratings, this 
announcement provides certain regulatory disclosures in relation to the provisional rating assigned, and in relation 
to a definitive rating that may he assigned SUbSeqlJent to the final issuance of the debt, in each case where the 
transaction structure and terms have not changed prior to the assignment of the definitive rating in a manner that 
would have affected the rating. For further information please see the ratings tab on the issuer/entity page for the 
respective issuer on www.moodys.com. 

For any affected securities or rated entities receiving direct credit support from the primary entity(ies) of this rating 
action, and whose ratings may change as a result of this rating action, the associated regulatory disclosures will 
be those of the guarantor entity. Exceptions to this approach exist for the following disclosures, if applicable to 
jurisdiction: Ancillary Services, Disclosure to rated entity, Disclosure from rated entity. 

Please see www.moodys.com for any updates on changes to the lead rating analyst and to the Moody's legal entity 
that has issued the rating. 

Please see the ratings tab on the issuerlentity page on www.moodys.com for additional regulatory disclosures for 
each credit rating. 

Kevin G. Rose 
Vice President - Senior Analyst 
Infrastructure Finance Group 
Moody's Investors Service, Inc. 
250 Greenwich Street 
New York, NY 10007 
U.S.A 
JOURNALISTS: 21 2-553-0376 
SUBSCRIBERS: 212-553-1653 
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ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, COPYRIGHT 
LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, 
FURTHER TRANSMTTTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR 
SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR W N E R  OR BYANY 
MEANS WHKTSOEVER, BYANY PERSON WITHOUT MOODY'S PRIOR WRITTEN CONSENT.All information 
contained herein is obtained by MOODY'S from sources believed by it to be accurate and reliable. Because of the 
possibility of human or mechanical error as well as other factors, however, all information contained herein is provided 
"AS IS" without warranty of any kind. MOODY'S adopts all necessary measures so that the information it uses in 
assigning a credit rating is of sufficient quality and from sources Moody's considers to be reliable, including, when 
appropriate, independent third-party sources. However, MOODY'S is not an auditor and cannot in every instance 
independently verify or validate information received in the rating process. Under no circumstances shall MOODY'S have 
any liability to any person or entity for (a) any loss or damage in whole or in part caused by, resulting from, or relating to, 
any error (negligent or otherwise) or other circumstance or contingency within or outside the control of MOODY'S or any 
of its directors, officers, employees or agents in connection with the procurement, collection, compilation, analysis, 
interpretation, communication, publication or delivery of any such information, or (b) any direct, indirect, special, 
consequential, compensatory or incidental damages whatsoever (including without limitation, lost profits), even if 
MOODY'S is advised in advance of the possibility of such damages, resulting from the use of or inability to use, any such 
information. The ratings, financial reporting analysis, projections, and other observations, if any, constituting part of the 
information contained herein are, and must be construed solely as, statements of opinion and not statements of fact or 
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recommendations to purchase, sell or hold any securities. Each user of the information contained herein must make its 
own study and evaluation of each security it may consider purchasing, holding or selling. NO W A R M ,  EXPRESS 
OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCWABILITY OR FlTNESS FOR ANY 
PARTICULAR PURPOSE OF ANY SUCH WTING OR OTHER OPINION OR INFORWTION IS GIVEN OR MADE BY 
MOODYS INANY FORM OR MANNER WHATSOEVER. 

MIS, a wholly-owned credit rating agency subsidiary of Nloody's Corporation (,,MCO"), hereby discloses that most issuers 
of debt securities (including corporate and municipal bonds, debentures, nates and commercial paper) and preferred 
stock rated by MIS have, prior to assignment of any rating, agreed to pay to MIS for appraisal and rating services 
rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain policies and 
procedures to address the independence of MIS's ratings and rating processes. Information regarding certain affiliations 
that may exist between directors of MCO and rated entities, and between entities who hold ratings from MIS and have 
also publicly reported to the SEC an ownership interest in MCO of mare than 5%, is posted annually at 
w.moodvs.com under the heading "Shareholder Relations - Corporate Governance - Director and Shareholder 
Affiliation Policy." 

For Australia only: Any publication into Australia of this document is pursuant to the Australian Financial Services License 
of MOODYS affiliate, Moody's Investors Service Pty Limited ABN 61 003 399 657AFSL 336969 andlor Moody's Analytics 
Australia Pty Ltd ABN 94 105 136 972AFSL 383569 (as applicable). This document is intended to be provided only to 
"wholesale clients" within the meaning of section 761G of the Corporations Act 2001. By continuing to access this 
document from within Australia, yau represent to MOODYS that you are, or are accessing the document as a 
representative of, a "wholesale client" and that neither you nor the entity you represent will directly or indirectly 
disseminate this document or its contents to "retail clients" within the meaning of section 761G of the Corporations Act 
2001. MOODY'S credit rating is an opinion as to the creditworthiness of a debt obligation of the issuer, not on the equity 
securities of the issuer or any form of security that is available to retail clients. It would be dangerous for retail clients to 
make any investment decision based on MOODY'S credit rating. If in doubt you should contact your financial or other 
professional adviser. 
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Issuer Comment: Big Rivers Ellectric Corporation -- Credit Opinion 
- 

Global Credit Research - 07 Feb 20'13 

Rating Drivers 

)) Increased need for rate increases and dependence on off-system sales following contract 
termination notices from two aluminum smelters 

)) Rates Subject to regulation by the Kentucky Public Service Commission (KPSC) 

)) Revenues from electricity sold under long-term wholesale power contracts with member 
owners 

)) Ownership of generally competitive coal-fired generation plants; pursuing environmental 
compliance plan approved by regulators: environmental cost surcharge in place 

Corporate Profile 

Big Rivers Electric Corporation (Big Rivers) is an electric generation and transmission 
cooperative (G&T) headquartered in Henderson, Kentucky and owned by its three member 
system distribution cooperatives-- Jackson Purchase Energy Corporation; Kenergy Corp; and 
Meade County Rural Electric Cooperative Corporation. These member system cooperatives 
provide retail electric power and energy to about 113,000 residential, commercial, and 
industrial customers in 22 Western Kentucky counties. 

Recent Events 

Effective February 6,2013 we downgraded the senior secured rating of $83.3 million of 
County of Ohio, Kentucky (the caunty) Pollution Control Refunding Revenue Bonds (Big 
Rivers Electric Corporation Project) to Bal fram Baa2 and the rating remains under review 
for downgrade. The rating action primarily reflects significantly increased financial and 
operating risks for Big Rivers due to the January 31,2013 announcement by Alcan 
Corporation that its subsidiary, Alcan Primary Products Corporation (Alcan) issued a 12- 
month notice to terminate its pawer contract with BREC. This announcement came on the 
heels of the August 20,2012 announcement by CenturyAluminum Company that its 
subsidiary, Centuryfluminum of Kentucky (Century) issued a 12-month notice to terminate 
its power contract with Big Rivers for its Hawesville, Kentucky smelter. See press release of 
February 6, 2013 posted to moodys.com for further details relating to this action. 

Rating Rationale 

The Bal senior secured rating considers credit risk related to the fact that Big Rivers' largest 
member owner, Kenergy Corp., makes a high concentration of its sales to two aluminum 
smelters (Century and Alcan), both of whom face credit challenges due to the significant 
volatility in both metal prices and demand. In addition, these smelters have served notice of 
intent to terminate their respective power purchase arrangements with Big Rivers, consistent 
with requirements for a one-year notice period and meeting other conditions to do so. Big 
Rivers' rating is further constrained because its rates are regulated by the KPSC, which is 
atypical for the G&T coop sector. Big Rivers' credit profile also reflects the financial benefits of 
several steps it took to unwind a lease and other transactions in 2008 and 2009 wherein its 
prior deficit net worth turned substantially positive, cash receipts were utilized to reduce debt, 
and two committed bank credit facilities aggregating $100 million were established to improve 
liquidity. 

Detailed Rating Considerations 

'- 

High Smelter Load Concentration; Credit Challenge Tied to Anticipated Loss Of Smelter Load 
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Under historical operating conditions, the two smelters served by Kenergy have been 
consuming approximately 7 million W h  of energy annually, representing a substantial load 
concentration risk (e.g. about two-thirds of member energy load and close to 60% of member 
revenues for Big Rivers in 2011). This risk is a significant constraint to Big Rivers' rating, 
making its financial and operating risk profile unique compared to peers. This risk was 
magnified in August 2012 and most recently in January 2013 when each of the two smelters 
(Century and Ncan), gave notice to terminate the power purchase cantract with Big Rivers. 
Under the terms af the contract, termination of the contract requires the terminating party to 
give notice to Big Rivers of their decision twelve months prior to the planned termination date. 
During the twelve month period, each of the terminating parties (Century and Alcan, in this 
case) must continue to make payments to Big Rivers over the 12 month period. Under the 
Century contract, the 12 month period ends in August 2013 while the 12 month period ends in 
January 2014 under the Alcan contract. Although Century and Alcan are required to pay base 
energy charges as defined in their respective agreements with Big Rivers) for power (482 
NNV and 368 MW, respectively, at 98% capacity factor) during the 12-month notice periods, 
neither one is required to continue operating their smelter plants. 

Following this development, Big Rivers is evaluating a number of options to mitigate the 
substantial loss in smelter load. While challenges exist for the cooperative to implement 
some of the mitigation strategies, the near completion of several of Big Rivers' multiple 
transmission capacity upgrade projects undertaken in recent years will enhance Big Rivers' 
ability to sell electric output in the wholesale market. To that end, Big Rivers became a 
transmission owning member of the Midwest Independent Transmission System Operator 
(MISO) in December 201O.As a result, Big Rivers has enhanced its reliability and 
transmission capability helping to ensure compliance with mandated emergency reserve 
requirements established by regulators. Also, these steps along with legislation that permits 
sales to nonmembers provide additional flexibility for Big Rivers to move excess power off 
system following termination notices from Century and Alcan. 

Improved Balance Sheet Following Completion Of Unwind Of Historical Transactions In 2009 

In 2008, Big Rivers bought out two leveraged lease transactions and in 2009 completed a 
series of other steps to terminate another lease and other long-term transactions previously 
involving E.ON U.S. LLC and Western Kentucky Energy Corp. At the same time, Big Rivers 
terminated other agreements and entered into various new arrangements whereby it has 
been selling to Kenergy 850 Mw in aggregate for resale to the two aluminum smelters. This 
arrangement represents a concentration of load risk for Big Rivers, which is now exacerbated 
by the contract termination notices served by the two aluminum smelters. Still, there were key 
credit positives resulting from consummation of all the unwind transactions as follows: 
elimination of Big Rivers' deficit net worth, with equity of $379.4 million at December 31, 2009, 
which increased to $389.8 million as of December 31,2011 compared to a negative $155 
million at 12/31/2008, and partial utilization of the $505.4 million in cash payments received 
from E.ON to repay about $140.2 million of debt owed to the Rural Utilities Service (RUS) and 
to establish $252.9 million of reserves. The reserves were comprised of: a $157 million 
Economic Reserve for future environmental and fuel cost increases; a $35 million Transition 
Reserve to mitigate potential costs if the smelters decide to terminate their agreements or 
otherwise curtail their load due to reduced aluminum production; and a $60.9 million Rural 
Economic Reserve, which would be used over two years to provide credits to rural 
customers upon full utilization of the Economic Reserve. 

Under a contract times interest earned ratio (TIER) arrangement with the two smelters, 
Rivers targets a minimum TIER of 1.24 times, which is above the level required under its 
financial covenants. Under current market conditions and given contract termination notices 
from the two aluminum smelters, Big Rivers has filed for rate relief as it anticipates that the 
TIER will otherwise drop belaw the 1.24 times target should the contracts with Century and 
Alcan be terminated. 

Coal-Fired Plants Represent Valuable Assets Even As Environmental Costs Loom 

Big Rivers owns generating capacity of about 1,444 megawatts ( M w )  in four substantially 
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coal-fired plants. Total power capacity is about 1,824 MW, including rights to about 197 M w  of 
coal-fired capacity from Henderson Municipal Power and Light (HMP&L) Station Two and 
about 178 Mw of contracted hydro capacity from Southeastern Power Administration. The 
economics of power produced from these sources enables Big Rivers to maintain a 
reasonable competitive advantage in the Southeast and even more so when compared to 
other regions around the country. The consistently high capacity factors and efficient 
operations of the assets results in average system wholesale rates to members around 4.7 
cents per kWh (including the beneficial effects of the member rate stability mechanism). This 
compares to the average wholesale rate of 4.4 cents per kWh to serve the two smelter loads 
in 2011. 

Because Big Rivers is substantially dependent on coal-fired generation, it faces uncertainty 
with regard to future environmental regulations, including the final form and substance those 
will take, the timing for implementation, and the amount of related costs to comply. We note 
that the Economic Reserve should help mitigate some of the need for initial rate increases to 
cover future compliance costs. 

Regulatory Risk Exists: However, Offsets Are Present 

Big Rivers is subject to regulation for rate setting purposes by the KPSC, which is atypical for 
the sector and can pose challenges in getting timely rate relief if and when needed. We view 
the existence of certain fuel and purchased power cost adjustment mechanisms available to 
Big Rivers as favorable to its credit profile since they can temper risk of cost recovery 
shortfalls if there is a mismatch relative to existing rate levels. Big Rivers received KPSC 
approval for a $26.7 million (6.17%) base rate increase effective November 17,2011. We 
consider this a reasonably good outcome versus the approximate $30 million rate increase 
that was requested. The net effects of various appeals in this case decision resulted in the 
Kentucky PSC largely reaffirming its decision in January 2013; importantly, some corrections 
to calculations resulted in an approximately $1 million increase to the previously approved 
revenue amount. The rate increase is intended to bolster wholesale margins, address 
increased depreciation costs, administrative costs tied to joining the MISO, and maintenance 
costs incurred during generation plant outages. 

Following this rate case outcome, Big Rivers filed a rate case with the KPSC on January 15, 
2013, seeking approval for a $74.5 million rate increase. While the substantial majority of this 
sizable request is due to impending load loss when Century's notice period expires, additional 
amounts would make up for declining margins from off system sales and other cost 
pressures. The actual percentage rate impact would vary by customer class and we note the 
availability of funds in the economic and rural economic reserve accounts that can be llsed to 
offset the significant impact for the non-smelter customer classes through credits to the fuel 
adjustment clause and the environmental surcharge. Since filing its rate case in January, Big 
Rivers has responded io additional data requests from the KPSC and is requesting that new 
rates become effectivekigust 20,2013. If the case is not decided by then, Big Rivers would 
be permitted under state statutes to implement the rate increase, subject to refund, pending a 
final KPSC decision in the rate case. Given the recent contract termination notice from AJcan, 
we expect that Big Rivers will file another rate case later this year for rate increases to take 
effect by January 31,2014. 

Wholesale Power Contracts Support Big Rivers' Credit Profile 

The revenues derived under Big Rivers' long-term wholesale contracts with its members for 
sales to non-smelter customers will continue as the contracts were extended by an additional 
20 years to December 31,2043 when the unwind of transactions were completed in 2009. 
From a historical perspective, the relatively low cost power provided under the contracts 
mitigated the credit risk that would typically stem from member disenchantment. However, we 
believe going forward the pending rate case filed in January and another case likely to follow 
raise the specter for member unrest as the level of requested increases is quite substantial in 
the January filing alone. The currently overall sound member profile helps provide a degree of 
assurance of this revenue stream, which is integral to servicing Big Rivers' debt. 

Liquidity 

i 

f 
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Big Rivers supplements its internally generated funds with $1 00 million of unsecured 
committed revolver capacity, with National Rural Utilities Cooperative Finance Corporation 
(NRUCFC) and CoBank providing $50 million each. The NRUCFC and CoBankfacilities 
expire on July 16,2014 and July 27,2017, respectively. The $50 million NRUCFC facility 
provides for issuance of up to $10 million of letters of credit. As of September 30, 2012 Big 
Rivers had approximately $113 million of cash and temporary investments and it had about 
$45 million of unused capacity available under the NRUCFC facility. The NRUCFC facility has 
a condition that precludes use of the facility upon termination of a contract with either of the 
smelters, s o  Big Rivers is negotiating amendment and extension of this facility ahead of 
August 20, 2013, to ensure it maintains access to the facility. The CoBank facility has a 
condition that precludes use of the facility when termination notice is provided, so Big Rivers 
plans to address this through negotiation of an amendment to re-establish access. Some of 
the cash on hand will be used to repay the impending $58.8 million tax-exempt debt maturity 
due June 1,2013. W e  anticipate that Big Rivers will internally fund its maintenance capex and 
management indicates that there may be some flexjbility in that budget; however, we 
understand that the cooperative is arranging funding for environmental related capex, which is 
currently estimated to he about $60 million during 2013-2014. Beyond the June 2013 maturity, 
long-term debt maturities are very modest amortizations of existing debt around $21 million to 
be paid in quarterly installments. 

The quality of the alternate liquidity provided by the bank revolvers benefits from the multi-year 
tenors and the absence of any onerous financial covenants, which largely mirror the financial 
covenants in existing debt documents. Big Rivers is in compliance with those covenants. 
Additionally, the NRlJCFC facility benefits from no ongoing material adverse change (MAC) 
clause; however, the CoBank facility is considered of lesser quality because of the ongoing 
nature of its MAC clause related to each drawdown and as noted above is currently 
unavailable given the contract termination notices served. There are no applicable rating 
triggers in any of the facilities that could cause acceleration or puts of obligations; however, a 
ratings based pricing grid applies. W e  understand that Big Rivers will pursue steps to amend 
and extend existing bank credit facilities to shore up liquidity as it copes with credit challenges 
going forward. 

Structural Considerations 

As part of the unwinding of various transactions completed in 2009, Big Rivers replaced the 
previously existing RUS mortgage with a new senior secured indenture. Under the current 
senior secured indenture RUS and all senior secured debt holders are on equal footing in 
terms of priority of claim and lien on assets. The current senior secured indenture provides 
Big Rivers with the flexibility to access public debt markets without first obtaining a case 
specific RlJS lien accommodation, while retaining the right to request approval from the RlJS 
for additional direct borrowings under the RUS ,loan program, if they choose to do so. Given 
persistent questions about the availability of funds under the federally subsidized RUS loan 
program, we consider the added flexibility of the current senior secured indenture to be credit 
positive. 

Rating Outlook 

The rating is under review for downgrade as we assess the financial and operating effects 
and what mitigating strategies Big Rivers will pursue following contract termination notices 
from the two aluminum smelters. 

What Could Change the Rating - Up 

In light of the rating review for possible downgrade and the uncertainty at Big Rivers that 
persists following the announcements by Century and Rio Tinto, the rating is not likely to be 
upgraded or stabilized in the near term. 

What Could Change the Rating - Down 

Several factors are likely to cause us  to further lower Big Rivers’ rating including our 
assessment of the likelihood of success in implementing the numerous mitigation strategies 
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on the drawing board. Of particular interest to the rating review is the degree to which Big 
Rivers' future financial results will depend upon the margins from the unregulated wholesale 
power market through both short-term and long-term off-system sales as well as our 
assessment of the cooperative's ability to secure needed rate increases from the non- 
smelter member load. The rating could also he negatively affected should efforts to shore up 
external liquidity sources fail to meet our understanding of Big Rivers' near-term objectives. 
Further, downward rating pressure could occur should environmental capital requirements 
increase substantially particularly with the lack of a clear regulatory mechanism in place. 

Other Considerations 

Wpping To Moody's US. Electric Generation & Transmission Cooperatives Rating 
Methodology 

Big Rivers' mapping under Moody's U.S. Electric Generation &Transmission Cooperative 
rating Methodology is based on historical data through December 31,2011. The Indicated 
Rating for Big Rivers' senior most obligations under the Methodology is currentlyA2 and relies 
on the aforementioned historical quantitative data and qualitative assessments. The Indicated 
Rating under the Wthodology largely reflects better scores for the factors relating to 
dependence on purchased power and financial metrics such as equity as a percentage of 
capitalization, FFO to debt and FFO to interest, all of which improved upon completion of the 
unwind transactions in 2009. Notwithstanding the current A2 Indicated Rating for Big Rivers 
under the Ikthodology, its actual senior secured rating of Bal reflects the unique risks 
relating to Big Rivers' load concentration to the smelters, the smelter termination notices and 
the fact receipt of the notices will not impact cash flow until August 2013 (Century) and until 
January 2014 (Alcan). 
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