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In last years annual report we termed 1998 as the year the
switch was on and described our transition to a newly
restructured organization our business transaction with LGE
Energy Corp and certain of its affiliates and the successful
results from July through the end of 1998 The year 1999
would have to be described as a year of growth and stability
Growth occurred on the financial front In its first full fiscal year r

as a restructured organization Big Rivers saw results that
exceeded expectations Stability was also evidenced

J

financially as for the first time in ten years of normal
operations Big Rivers saw a positive margin This and the
projections of continued margins provide for a sound financial
foundation to begin the new millennium

The growth was not only apparent on the financial side but in y

other ways as well Big Rivers as did all of the midwest Michaef H Core President CEO

utilities saw significant peak demand load growth during the and William C Denton

hot dry summer This afForded Big Rivers opportunities to sell Chair of the Board

its surplus power at greater margins We were also able to
work with our member systems and their large industrial
customers to reduce peak demand and bring benefits to the
customers as well as to Big Rivers

However such growth presents challenges as well as
opportunities For one it will accelerate the time frame when
Big Rivers needs additional capacity to meet its growing Terminology Reference Guide
member loads This is addressed in a new Power Requirements

ECAR East Central Area Reliability Council
Study and Integrated Resource Plan both of which have been
filed with the Kentucky Public Service Commission In addition FERC Federal Energy Regulatory Commission

the 1999 load growth also puts the need for certain GT Generation Transmission Cooperative

transmission improvement projects on a faster track requiring KPSC Kentucky Public Service Commission

expenditures sooner than what had been projected Big Rivers LEC LGE Energy Corp
will be focusing on these and other items with its member

LEM LGE Marketing Inc
systems in addressing the future

NERC National Electric Reliability Council

Big Rivers also worked in 1999 to create even more financial
RUS Rural Utilities Service

stability by pursuing a defeasedsale leaseback project that was SEPA Southeastern Power Administration

consummated in spring 2000 resulting in more financial WKEC Western Kentucky Energy Corp
benefits as well as stability for the member systems Y2K Year 2000

Stability is bolstered by reliability A key reliability issue for Big
Rivers and its member systems was the potential ofaY2K
problem As early as the beginning of 1998 we started
aggressively addressing the concerns that we might face with
the advent of Y2K By early fall of 1999 our work was
completed and Big Rivers as did most other utilities in the
country saw no problems when the clock rolled over at
midnight December 31

As you can see we continue to build a new and strong Big
Rivers Our performance described in this annual report
provides testimony to this and promise for the future We
remain excited about the future and its opportunities to
continue our growth and stability for tne enfit oftne rnerr
ssre th mr

WIlaro Ierr fita a

Chair of the Board President CE
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In the electric cooperative world Big Rivers is known as an
electric generation and transmission cooperativeGT It is
owned by three member system distribution cooperatives that
serve approximately 98000 member consumers in 22 counties in
western Kentucky Those cooperatives are Jackson Purchase

r Energy Corporation headquartered in Paducah Kenergy Corp
headquartered in Henderson and Meade County Rural Electric

y I Cooperative Corporation headquartered in Brandenburg
Kenergy was formed July 1 1999 as a result of a consolidation
of Green River Electric Corporation in Owensboro and
Henderson Union Electric Cooperative in Henderson both
members of Big Rivers

In 1998 Big Rivers completed a massive reorganization of its
operation and business as the result of a four planning and

Ii1ember Cooperative CEOs development process which included a nearly twoyear
Left to right are Burns Mercer

voluntary Chapter 11 bankruptcy The result of that process wasPresident CEO Meade County
RECC B Dean Stanley President the leasing of the operation of its own 1459 MW generation and

CEO Kenergy Corp and Kelly the assignment of its rights of another 232 MW in the
Nuckols President CEO Jackson Henderson Municipal Power and Lights Station Two facility to

Purchase Energy Corporation LGE Energy Corp and certain of its affiliates LEC

While Big Rivers no longer has responsibility for operating the
power plants it continues to have the responsibility of wholesale
power supply to its member systems for their customer loadsc

with the exception of the two aluminum smelters served by
d

ti v Kenergy Big Rivers fulfills its power supply responsibilities to
y the member systems from a power purchase agreement with

c y W

d LGE Energy Marketing Inc LEM member allocations from
S Southeastern Power Administration SEPA and the wholesale

power markets

aF Big Rivers continues to own operate and maintain its
transmission system as it did before the restructuring Big Rivers

k also has the responsibility for transmission of electricity to its
KK member systems as well as to LEC and other third party entities

hat it serves under its open access transmission tariff
Big Rivers Electric Corporation

BREC Senior Lineman Brian Catron and
Today Big Rivers is a corporation of 93 employees down from

Substation Technician Mike Roybal
examine equipment at BREC nearly 900 in 1992 The board has streamlined as well It
transmission currently is made up of six directors two from each of the three

member systems
ti i
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With stability and growth the key words the Big Rivers
transition which began with the exit from bankruptcy in 1998
continued through 1999 Many details and issues that resulted
from the transferal of hundreds of employees and operation of
the plants in 1998 continued to be worked out in 1999 with
Western Kentucky Energy Corp WKEC the LEC subsidiary
that operates the power plants As the transition continued Big
Rivers developed the stability necessary to transition in yet
another area that of the changing landscape of a utility
industry in the throes of deregulation
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Finding stability in a fluid situation involving power supply
market conditions that have become very volatile in the summer
months is challenging In addition with the wholesale power
market development the issue of open transmission access has
created new challenges that were not present when f
transmission s stems were initiall desi ned to handle internal

Po
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native load reliability The past two summers have sa
demonstrated in the East Central Area Reliability ECAR o

region the difficulty of ineeting both internal load flows and
those occurring from the outside as well This will only be y

exacerbated as gas turbine peaking plants of several hundred p rt m
r

megawatts each are sited and built literally overnight in t
next two years Big Rivers along with the rest of the utility
industry will search for creative answers to these transmissio
challenges The volatile power markets will also require creative
solutions as Big Rivers works to continue to provide an Meade County RECC

economical power supply to its three member systems growing
Meade County RECCsAccount
Representative and Collections Coordinator

loads Diane Benham answers a customers

questions

The electric utility industry which has been accustomed to
decisionmaking processes of considerable length is now
forced to quickly make critical decisions based on conditions
that are themselves subject to rapid change This environment
creates a real challenge for Big Rivers and others in this
business It has changed the risk profile of the industry and
created the need to have a lean and mobile management
process That is the direction Big Rivers has been headed for
nearly two years

o

Bill Blackburn is vice president of power supply Although no
longer generating its own power Big Rivers retains its power

i
W

supply responsibility to the member systems with the exception c
of powe r s u p p l y re q u i rem e nts for two a l u m i n u m s m e l te rs
Currently power supply comes from three resources LEM
Purchase Power Agreement SEPA and the wholesale market
the first two being the primary sources Mt
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Big Rivers must deal with the significant load growth that it is
experiencing A new peak record of 664 MW was set in July a Ia
1999 This represented an 81 percent increase over the peak of
614 MW in July 1998 This jump in summer demand will cause
Big Rivers to seek other power supply sources sooner than
originally expected During 1999 working with its member
systems Big Rivers completed a Power Requirements Study
PRS From this document the 1999 Integrated Resource Plan
IRP has been created and was filed with the Kentucky Public
Service Commission in March of 2000 This document will serve

as a map in seeking other sources of power for its member
systems load requirements in the future

Jackson Purchase Energy
BREC Commercial Industrial Advisor Russ

Big Rivers has been actively working with a large industrial Pogue and JPEC President CEO Kelly Nuckols
customer of one of the member systems on a large co meet with Computer Services Inc President

generation project This project is expected to be operational CEO Steve Powless and Chairman John

Williams
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in 2001 and will free up megawatts to Big Rivers that can be
used to meet customer growth from that point forward In
addition the Large Industrial Expansion Tariff approved in early
2000 by the KPSC will give Big Rivers more flexibility on the
power supply side in working with its members in addressing
new or expanded loads of 5 MWs or more

In 1999 Big Rivers worked with Reliant Energy of Houston
Texas as its market interface partner Through Reliant Big
Rivers bought and sold power as its load and market conditions
dictated Through these efforts the Power Supply Department
helped Big Rivers end the year with its first operating margin in
ten years
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Travis Housley is the vice president of system operations
System operations involves the planning design construction
operation and maintenance of Big Rivers transmission system
This department must focus on the changes continuing to be
driven by the developing wholesale power market

One of the key projects in 1999 was to prepare for the rollover
to 2000 without impact to service Big Rivers working with
ECAR and NERC was successful in reaching this goal

In 1999 Big Rivers successfully targeted several NERC
ti t
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develo ed control center ro rams All s stem su ervisorsP P 9 Y P

dispatchers became NERC certified operators In addition Big
k Rivers successfully complied with six operating measures and 16

planning measures in the NERC Pilot Compliance Program
A 4

Transition to use of OASIS Phase 1A was completed as well as
y j

meeting NERC electronic tagging requirements for power sales
t transaction into out of or through Big Rivers system Success

was also obtained in providing Big Rivers system operating data
4

n

to NERC Interregional Security Network computer for security
i coordinator functions

Energy Control Room
BREC employees Bill Higgs and Bill Big Rivers completed the design and construction of the Bryan
Payne man the energy control room at Road 16169 kV substation Approximately 83 miles of 69 kV
headquarters line was designed and constructed to service this and three new

distribution substations In addition to assure reliability is
maintained at a high standard more than a dozen routine
maintenance procedures were performed on thousands of poles
and equipment items on the Big Rivers transmission system

Mark Hite serves as vice president of finance and administrative
services The plan of reorganization has brought financial
stability to Big Rivers

The first full postreorganization year results of operations were
better than forecast Margins for the year were4093 million
Sales and purchases of power to and from nonmember third
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parties other than purchases of LEM contract power are the
r

primary reasons for the better than forecast results In thousands of dollars

As planned the new depreciation study which extended the
oChe Transmission

remaining service lives of utility plant in service thereby s54300 s3oz1

reducing depreciation expense to 28 million annually a10
million decrease was implemented in July of 1998 Another
indication of better than forecast results was the 27 million

prepaid status of the RUS debt as of December 31 1999
sir

As budgeted the three member systems approximately 98000
customers loads grew 548 percent during 1999 This was
broken down into 326 percent for rural loads and 837 percent Netofamiatedoe fv66973

for large industrial loads As a result of this healthy load growth
Big Rivers is planning significant capital investments for the ff

u

transmission system Member systems wholesale rates are Net

competitive averaging 3378 per MWh during 1999 3644 per Type Capacity Commercial

MWh for rural sales and 3047 per MWh for large industrial
Facilities of Fuel t O

Dateon
sales the fifth consecutive annual decline Keeth c

Coleman Plant

Unit 1 Coal 150 1969

Big Rivers has an imbedded cost of debt of 582 percent and a ut2 coai so 1970

cost of capital of 764 percent and plans to fund capital
Unit 3 coai 155 92

expenditures on a current basis in accordance with the Robert D

Green Plant

reorganization plan Big Rivers TIER and DSC for 1999 were Unit 1 coai 23 99

106 and 137 respectively
unt 2 coai 223 1981

Robert A

While re ulato re uirements are still in flux Bi Rivers is
RedPat

9 rY q 9 Unit 1 Coal 65 1966

working with WKEC to embark on a fouryear capital investment Combustion oi 65 96

Turbine

plan aimed at significantly reducing NOX emissions at the
power plants effective 2003 Big Rivers funding share will be 20 B No

n

coai 420 9s

percent as specified in the LEC lease transaction Big Rivers
completed a leveraged lease financing of certain existing

Total 459

facilities on April 18 2000 This transaction reduced annual debt AlthoughleasedtoLECaffiliatesBgResontestwntss9
megawatts of electric generating facilities as described above

service cost by approximately 368 million

DollarsMegawattHour

54000

I
i 53000

i
I I r

SZQQQ Megawatt Hours

i I Rural Lar e Industrialg
1000 3 500 000

ii
0 00 3 000 000

1994 i 9 1996 1997 i i
2500000

Rural 4558 4476 S42JZ S4017 I S3672I3644
Irge Industrial 53872 3727 53535 3243 53070 i 3047 Z000000

94 341 1 3378Average 54307 54192 53987 S36 S 1500000 l
Excludes sales to aluminum smelters

1 000 000

Big Rivers wholesale rates to its members average 34 centskWh As illustrated rates
have continued to decline the past five years while sales to members have increased at an 500000
annual compound rate of 69 percent 41 percent for rural loads and 113 percent for
large industrial loads Q

1994 1995 1996 1997 1998 1999

Rural 1571691 1G65310 17Z8G87 1758398 18G1051 19Z174Z j

Large Industrial 907639 1019130 1092G1 1 1258705 1427793 1547Z30

Total 2479330 Z6840 28Z1298 3017103 3288844 3
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David Spainhoward is the vice president of contract
administration and regulatory affairs With complicated
contractual relationships with certain of the LGE Energy Corp
affiliates as well as with Big Rivers members and with others
and with an active regulatory arena resulting from industry
changes Big Rivers puts special emphasis on these areas

While the operating lease with the LEC affiliates is performing
ver well o eratin and business issues have arisen which Bi

r
Y P 9 9

Rivers and the LEC affiliates have agreed to address generally in
h whole rather than in part During 1999 Big Rivers and the LECerergliF affi li a tes co mp l ete d i t s l i st o f l a rg e r i s s u es a n d rea c h ed a

general agreement regarding the resolution of those issues and
have a reed to finalize them earl in 2000r 9 Y

G x It was a busy year on the regulatory front as Big Rivers submitted
i

a Large Industrial Customer Expansion Tariff to the Kentucky
Public Service Commission KPSC for approval This tariff wask

E approved by the KPSC on a threeyear pilot basis on
t

f a34 February 25 2000 Additionally at the request of one of the
Kenergy Corp systems large industrial customers Big Rivers filed a Purchase

Randy Dukate a lineman and Bill Sutley a and Sales Tariff for Cogeneration and Small Power Producers
serviceman of Kenergy Corp review plans With the KPSC for which approval is pending

In other KPSC activity Big Rivers participated in the code of
conduct case before the KPSC The KPSC issued a draft Code

of Conduct and draft guidelines addressing accounting
requirements for cost allocation and affiliate transactions on
September 3 1998 Administrative Case 369 An Order was
issued on December 20 1999 on cost allocation and affiliate

transactions The Code of Conduct was suspended during 1999
An order was issued on February 18 2000 exempting
cooperatives from Code of Conduct regulatory requirements

While Big Rivers made the decision not to join the Midwest ISO
during 1998 it has continued to follow the activities of the FERC
regarding Regional Transmission Organizations Docket No
RM9902000 In addition to following electric restructuring at
the national level Big Rivers also participated at the state level
A Task Force on Electricity Restructuring was created during
1998 by the General Assembly and was directed to assess the
desirability of deregulating and restructuring electric service
delivery The Task Force held monthly meetings during 1999
with a final recommendation that it was premature to restructure
the electric industry in Kentucky at this time Big Rivers
provided information and testimony to this Task Force during
the year

Big Rivers joined the SFb Emissions Reduction Partnership for
Electric Power Systems during 1999 as a charter partner This is
a voluntary agreement between Big Rivers and the US
Environmental Protection Agency EPA to reduce emissions
of sulfur hexafluoride SF6 Big Rivers is committed to
protecting the environment when and in whatever ways it can
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Richard Beck vice president of marketing in 1999 is now
heading up both the Kenergy and Big Rivers marketing efforts
In 1999 Big Rivers and its member systems undertook an effort
to seek out consolidated services that would provide value to all
entities This effort set the stage for a move to consolidate the
marketing departments of Kenergy and Big Rivers beginning in
2000 This will result in lower costs and an improved service
portfolio for the member systems

The 1999 year saw Big Rivers and its member systems
concentrate on building brand equity through its membership
as part of the Touchstone EnergyOO cooperatives Big Rivers
pursued aggressive efforts to develop strategic alliances with
other regional GTs to cost share Touchstone Energy0
marketing costs which resulted in better economic efficiency
with greater market reach

Big Rivers working with its member systems improved the
capabilities in serving commercial and industrial accounts
through the development of a comprehensive information
management system Also as a service to the member systems
commercial and industrial customers Big Rivers developed a
quarterly publication with articles and updates on technology
and industry restructuring relative to this group of customers

Big Rivers Electric Corporation Board of Directors at right
Seated are John Myers SecretaryTreasurer

Lee Bearden and Dick Wilson

Standing are Leroy Humphrey James Sills Vice Chair
and William C Denton Chair
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Big Rivers Electric Corporation Vice Presidents at left
Seated are Mark Hite Vice President of Finance and Administrative
Services and Travis Housley Vice President of System Operations
Standing are Richard Beck Vice President of Marketing Bill Blackburn
Vice President of Power Supply and David Spainhoward Vice

f President of Contract Administration and Regulatory Affairs



BIG RIVERS ELECTRIC CORPORATION

FINANCIAL STATEMENTS

AS OF DECEMBER 31 1999 AND 1998
AND FOR EACH OF THE THREE YEARS

IN THE PERIOD ENDED DECEMBER 31 1999
TOGETHER WITH AUDITORS REPORT

REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Board of Directors of

Big Rivers Electric Corporation

We have audited the accompanying balance sheets of Big Rivers Electric Corporation Big Rivers a Kentucky corporation as of December 31
1999 and 1998 and the related statements of revenues and expenses equities deficit and cash flows for the period ended December 31 1999
the period ended July 14 1998preconfirmation the period ended December 31 1998 postconfirmation and for the period ended
December 31 1997 These financial statements are the responsibility of Big Rivers management Our responsibility is to express an opinion on
these financial statements based on our audits

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

In our opinion the financial statements referred to above present fairly in all material respects the financial position of Big Rivers as of
December 31 1999 and 1998 and the results of its operations and its cash flows for each of the three years in the period ended December 31
1999 in conformity with accounting principles generally accepted in the United States

As discussed in Note 1 to the financial statements effective July 15 1998 Big Rivers emerged from bankruptcy and adopted a new basis of
accounting whereby all liabilities were adjusted to their estimated fair values Accordingly the financial statements for periods subsequent to
the confirmation of the reorganization are not comparable to the financial statements presented for prior periods

In accordance with Government Auditing Standards we have also issued reports dated
April 14 2000 on our consideration of Big Rivers internal control over financial reporting and compliance with laws and regulations

Little Rock Arkansas
April 14 2000



BIG RiVERS ELECTRIC CORPORATION

BALANCE SHEETS

AS OF DECEMBER 31

Dollars in thousand

ASSETS 1999 1998

Utility plant net 868450 876647
Other deposits and investments at cost 16279 7688

Current assets

Cash and cash equivalents 14074 32016
Accounts receivable 13663 13614
Nonfuel inventory 706 546

Prepaid expenses 721 1381
Total current assets 29164 47557

Deferred charges 33427 32

947320 964 543

EQUITIES DEFICIT AND LIABILITIES

Capitalization
Equities deficit 355864 359957
Longterm debt 1231055 1228837
Other longterm obligations 2290 2904

Total capitalization 877481 871784

Current liabilities

Current maturities of longterm obligations 5967 8062
Purchased power payable 6997 10903
Accounts payable 6146 4441
Accrued expenses 6381 7272

Total current liabilities 25491 30678

Deferred credits and other
Deferred lease revenue 30823 54652
Other 13525 7429

Total deferred credits and other 44348 62081

Commitments and contingencies Note 1

947 320 964 543

The accompanying notes to financial statements are
an integral part of these balance sheets



BIG RIVERS ELECTRIC CORPORATION
STATEMENTS OF REVENUES AND EXPENSES

FOR THE YEARS ENDED DECEMBER 31

Dollars in thousands

119Q 199 1427

Operating revenue 150294 230307 304626
Lease revenue 54265 24247

Total operating revenues 204559 254554 304626

Operating expenses
Operations

Fuel for electric generation 51876 92966
Power purchased and interchanged 86288 59586 44916
Production excluding fuel 3929 19684 33409
Other 8747 8600 13997

Maintenance 2951 19764 33125

Depreciation 27589 31032 35860
Total operating expenses 129504 190542 254273

Electric operating margins 75055 64012 50353

Interest expense and other
I nterest 71908 75021 41272
Other net 69 184 L92

Total interest expense and other 71977 74837 41080

Operating margin loss before nonoperating
margin loss and extraordinary loss net 3078 10825 9273

Nonoperating margin loss
Reorganization expenses 17373 18352
Interest income and other 1 1321 1025

Total nonoperating margin loss 1015 16052 17327

Net margin loss before extraordinary loss 4093 26877 8054

Extraordinary loss net Note 1 40527

Net margin loss 4093 67404 8054

The accompanying notes to financial statements are
an integral part of these statements

BIG RIVERS ELECTRIC CORPORATION

STATEMENTS OF EQUITIES DEFICIT

FOR THE YEARS ENDED DECEMBER 31

Dollars in thousands

Other equities
Consumers

Total Donated contributions

equities Accumulated Patronage capital and to

deficit deficit caital membershis debt service

Balance at December 31 1996 284499 416865 127921 764 3681
Net loss 8054 8054

Balance at December 31 1997 292553 424919 127921 764 3681

Forgiveness of patronage
capital allocations Note 2 127921 127921

Net loss 26877 26877

Extraordinary loss net Note 1 40527 40527
Balance at December 31 1998 359957 364402 764 3681

Net margin 4093 4093
Balance at December 31 1999 355864 360309 764 3681

The accompanying notes to financial statements are
an integral part of these statements



BIG RIVERS ELECTRIC CORPORATION

STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 31

Dollars in thousands

1999 1998 1997

Cash flows from operating activities
Net margin loss 4093 67404 8054

Adjustments to reconcile net margin loss to net cash
used in provided by operating activities
Noncash extraordinary loss net Note 1 54727
Noncash reorganization expenses 4004
Depreciation and amortization 31944 34125 40542
Net change in balancing account 39257
Changes in operating assets and liabilities

Other deposits and investments 591 2906 1404
Accounts receivable 49 14261 3714
Fuel inventory 2524 4623
Nonfuel inventory 160 446 31

Prepaid expenses 660 1381 1689
Deferred charges 2604 13820
Other longterm obligations 552 2147 5602
Purchased power payable 3906 10160 743

Accounts payable 1705 11914 423

Accrued expenses 891 2527 3735
Deferred lease revenue 23829 54652
Other net 7041 1626 577

Net cash used in provided by operating activities 1221 74426 4864

Cash flows from investing activities
Investment in heldtomaturity securities 8000
Proceeds from sale of assets in conjunction with Lease

Agreement 35919

Capital expenditures net 8782 4458 4437
Net cash used in provided by investing activities 16782 31461 4437

Cash flows from financing activities
Decrease increase in liabilities subject to compromise 7412 15728

Principal payments on longterm obligations 29297 89653
Increase in LEM Advances 25626 8333
Increase in ARVP Note 3732

Net cash provided by used in financing activities 61 88732 15728

Net decrease increase in cash and cash equivalents 17942 17155 6427

Cash and cash equivalents beginning of year 32016 14861 8434

Cash and cash equivalents end of year 14074 32016 14861

Suplemental Cash Flow Information

Cash paid relating to interest 72627 76716 36918

The accompanying notes to financial statements are
an integral part of these statements
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BIG RIVERS ELECTRIC CORPORATION

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31 1999

Dollars in thousands
i

1 CHAPTER 11 BANKRUPTCY FILING EMERGENCE FROM BANKRUPTCY AND CONTINGENCIES

II

Chapter 11 Bankruptcy Filin

On September 25 1996 Big Rivers Electric Corporation Big Rivers or the Company filed a voluntary petition for relief under Chapter 11 0
the United States Bankruptcy Code Chapter 11 and the Company began operating as a debtorinpossession under the supervision of the
United States Bankruptcy Court for the Western District of Kentucky the Bankruptcy Court Big Rivers believed it was necessary to file
Chapter 11 in order to among other reasons a restructure its debt obligations upon which the Company would otherwise default in the near
term b relieve the Company of severely burdensome longterm coal contracts c receive judicial approval in conjunction with consummating
a longterm lease transaction involving the generation assets of Big Rivers d sufficiently resolve other alleged claims suits and liabilities
asserted against Big Rivers such that the reorganized Company could emerge from Chapter 11 able to repay its restructured debt and e
implement its reorganization in a timely manner On January 22 1997 Big Rivers filed a plan of reorganization with the Bankruptcy Court the
Plan The Plan further amended on April 18 1997 was approved by substantially all creditors and rate payer constituents of Big Rivers and
was confirmed by the Bankruptcy Court on June 9 1997 On June 30 1997 the Company filed an application with the Kentucky Public Service
Commission the KPSC for an order approving various components of the Plan the Rate Hearing In particular the Company requested
approval for the leasing of its generation assets and the related energy to certain affiliates of LGE Energy Corporation LGEEnergy the
Lease Agreement The KPSC approved the Lease Agreement in principle on April 30 1998 pending the revision of the rates associated with
National Southwire Aluminum Company NSA and Alcan Aluminum Corporation Alcan collectively referred to as the Aluminum
Smelters and Big Rivers other large industrial customers Modifications to the rate structure were made and the Plan as further amended
was approved by the Bankruptcy Court on June 1 1998 The KPSC issued an order dated July 14 1998 approving the Plan as it relates to the
Lease Agreement

Emerence from Bankruptc

Big Rivers Chapter 11 reorganization was confirmed effective July 15 1998 the Effective Date with the closing of the Lease Agreement
whereby Big Rivers leased its generating facilities to Western Kentucky Energy Corporation WKEC a whollyowned subsidiary of LGE
Energy Pursuant to the Lease Agreement WKEC will operate the generating facilities and maintain title to all energy produced Throughout
the lease term in order to fulfill Big Rivers obligation to supply power to its members following the Effective Date the Company will purchase
substantially all of its power requirements from LGE Energy Marketing Corporation LEM a whollyowned subsidiary of LGE Energy
pursuant to a power purchase agreement

Big Rivers will continue to operate its transmission facilities and will charge WKEC tariff rates for delivery of the energy produced by WKEC and
consumed by its customers As part of the Lease Agreement WKEC also purchased certain property inventory and other assets necessary for
the operation of the generation facilities from Big Rivers for 35919 In connection with the purchase of these assets the Company recorded a
net loss of4004 which is reflected as a reorganization expense in the accompanying statements of revenues and expenses in 1998 The
significant terms of the Lease Agreement are as follows

I WKEC will lease and operate Big Rivers generation facilities through 2023

II Big Rivers will retain ownership ofthe generation facilities both during and at the end of the lease term

III WKEC will pay Big Rivers an annual lease payment of 30965 over the lease term subject to certain adjustments

IV On the Effective Date Big Rivers received 69100 representing certain closing payments and the first two years of the annual
lease payments In accordance with Statement of Financial Accounting Standards SFAS No 13 Accounting for Leases
the Company will amortize these payments into lease revenue over the lease term

V Big Rivers will continue to provide power for its members excluding the member loads serving the Aluminum Smelters
through its power purchase agreements with LEM and the Southeastern Power Administration based on apredetermined
maximum capacity When economically feasible the Company may also obtain the power necessary to supply its member
loads excluding the Aluminum Smelters in the open market The member loads for the Aluminum Smelters will be served by
LEM To the extent the power purchased from LEM does not reach predetermined minimums the Company will be required
to pay certain penalties Also to the extent additional power is available to Big Rivers under the LEM contract Big Rivers may
sell to nonmembers

VI Through 2011 WKEC will reimburse Big Rivers approximately 260668 for the margins expected from the Aluminum
Smelters being defined as the net cash flows that Big Rivers anticipated receiving over the term of the Lease Agreement if
the Company had continued to serve the Aluminum Smelters load as filed in the Rate Hearing the Expected Margins

VII WKEC will be responsible for the operating costs of the generation facilities however Big Rivers wiil be partially responsible
for ordinary capital expenditures of the generation facilities over the term of the Lease Agreement up to a 49o maximum
This maximum is not expected to exceed 148000 over the Lease Agreement At the end of the lease term Big Rivers is
obligated to fund a residual value payment to LGE Energy for such capital additions during the lease currently estimated to
be 125000 see Note 2 The Company will have title to these assets during the lease and upon lease termination
Adjustments to the residual value payment will be made based upon actual capital expenditures

VIII Big Rivers entered into a note payable with LEM for 19676 to be repaid over the Lease Agreement which bears interest at
8 per annum in consideration for LEMs assumption of the risk related to unforeseen costs with respect to power to be



1 CHAPTER 11 BANKRUPTCY FILING EMERGENCE FROM BANKRUPTCY AND CONTINGENCIES Continued

supplied to the Aluminum Smelters and the increased responsibility for financing capital improvements The Company has
recorded this obligation as a component of deferred charges with the related payable recorded as longterm debt in the
accompanying balance sheets This deferred charge will be amortized on a straightline basis over the lease term

IX On the Effective Date Big Rivers paid a nonrefundable marketing payment of5933 to LEM which has been recorded as a
component of deferred charges This amount will be amortized on a straightline basis over the lease term

X During the lease term Big Rivers will be entitled to certain billing credits against amounts the Company owes to LEM under
the power purchase agreement Each month during the first fiftyfive months of the lease term Big Rivers will receive a credit
of 89 For the year 2011 Big Rivers will receive a credit of2611 and for the years 2012 through 2023 the Company will
receive a credit of4111 annually Big Rivers will recognize these credits as a reduction of power purchased as service is
provided

As disclosed in the Companys1997 audited financial statements the Company initially anticipated recording an impairment loss related to its
generation facilities in conjunction with the consummation of the Lease Agreement as prescribed by generally accepted accounting principles
This impairment loss was anticipated based on the estimated fair value of Big Rivers generation facilities from a November 1997 appraisal
Management has since determined that based upon a number of elements of the Plan which changed during the period from November 1997
to the Effective Date including a new depreciation study completed in July 1998 which significantly extends the remaining service lives of Big
Rivers generating facilities the fair value of Big Rivers generating facilities on the Effective Date was such that no impairment loss was
warranted in conjunction with the consummation of the Lease Agreement

4 As prescribed by the Plan and in conjunction with the Effective Date Big Rivers settled the liabilities subject to compromise as recorded in the
accompanying balance sheet Upon attaining the Effective Date the RUS Promissory Note see Note 4 was replaced by two separate notes
The first note the New RUS Promissory Note represents a stated principal balance of1022583 net of 78582 paid on the Effective Date
which bears a stated interest rate of575 per annum with a varying repayment schedule over the Lease Agreement The second note the
ARVP Note representsa265000 obligation due to the RUS at the end of the Lease Agreement and this obligation does not bear interest

In accordance with Statement of Position SOP 907 Financial Reporting by Entities in Reorganization Under the Bankruptcy Code at the
Effective Date the Company was required to record its liabilities at fair value In determining the fair value of Big Rivers liabilities the Company
was required to record its longterm debt by applying a discount rate commensurate with the market rate to the future debt service payments
under the New RUS Promissory Note and the ARVP Note regardless of the stated principal and coupon rates of the obligations In conjunction
with recording the two separate notes on the Effective Date the Company determined that the market rate associated with the New RUS
Promissory Note and the ARVP Note was S1 In discounting the future debt service payments using the market rate the Company recorded
a combined principal balance of1077311 for the two RUS notes net of 78582 paid on the Effective Date and recordeda54727 loss as an
extraordinary item in the accompanying statements of revenues and expenses for the year ended December 31 1998 Additionally this
transaction was treated as a noncash transaction and was excluded from the accompanying statements of cash flows Also in conjunction with
the Plan certain pollution control bonds discussed herein were secured and remarketed following the mandatory tender of the bonds by the
holders thereof The irrevocable standby letters of credit which were supporting the bonds held by Chase Manhattan Bank and the Bank of
New York were replaced with the bond insurance policies and standby bond purchase agreements issued by Ambac Assurance Corporation
each dated at the Effective Date between Big Rivers US Bank Trust National Association as trustee and Credit Suisse First Boston as the
liquidity provider In connection therewith the Company realized cash proceeds of14200 and recognized an extraordinary gain in the
accompanying statements of revenues and expenses in 1998 For Big Rivers remaining liabilities there were no other significant differences
between the carrying amounts and the respective fair values on the Effective Date

In accordance with the power purchase agreement with LEM the Company is allowed to purchase power in the open market incurring
penalties when the power purchased from LEM does not meet certain minimum levels and sell excess power power not needed to supply its
jurisdictional load in the open market collectively referred to as Arbitrage Pursuant to the New RUS Promissory Note and the ARVP Note
the total value created by Arbitrage must be divided as follows onethird adjusted for member sales volume and capital expenditures will be
used to make principal payments on the New RUS Promissory Note onethird will be used to make principal payments on the ARVP Note and
the remaining value may be retained by the Company

In connection with the Chapter 11 filing and subsequent Effective Date certain items have been segregated and presented as reorganization
expenses in the accompanying statements of revenues and expenses as costs related to transactions which were directly associated with the
Chapter 11 proceedings Reorganization expenses for the years ended December 31 were as follows

1999 199 1997
Professional services 4365 6362

Net loss on sale of property inventory
and other assets 4004

Bankruptcy Court examiner fee 2300 266

Employee termination benefits 4979
Coal contract settlements 10200
Other net 1725 1

17373 18352

During 1997 Big Rivers terminated two unfavorable coal contracts Of the amounts settled6000 was paid upon initial settlement 2328 in
1998 and 615 in 1999 At December 31 1999 the Company has a remaining liability of2904 payable over the next nine years

Continaencies

The initial plan of reorganization filed January 22 1997 included a proposed lease agreement with PacifiCorp with terms similar in nature to the
Lease Agreement Based on the Bankruptcy Courts decision to award the lease agreement to WKEC PacifiCorp and certain related entities
filed proof of claims with the Bankruptcy Court seeking damages and allowance of claims in the approximate aggregate amount of30709



1 CHAPTER 11 BANKRUPTCY FILING EMERGENCE FROM BANKRUPTCY AND CONTINGENCIES Continued

The Bankruptcy Court disallowed these claims the US District Court for the Western District of Kentucky affirmed this decision in 1998 and
PacifiCorp and related entities appealed this decision to the U S Court of Appeals In December 1999 the Company entered into a settlement
agreement with PacifiCorp whereby Big Rivers would pay 475 to resolve all such claims

On June 5 1997 an examiner appointed by the Bankruptcy Court filed fora4410 fee On March 26 1999 the Company received an order
from the Bankruptcy Court entitling the examiner to receive a fee of2638 Management has accrued amounts under this order as a
reorganization expense for the year ended December 31 1998 Additionally in 1999 the Company designated2750 as restricted cash in the
other deposits and investments caption in the accompanying financial statements as security for the bond posted with the Bankruptcy Court
and is required by the order to deposit an additional 300 annually as continued security Management is appealing this order and is vigorously
defending this claim

On April 5 1999 the Bankruptcy Court issued a judgment disallowing a portion of the fees charged to Big Rivers by its professionals Certain of
the professionals have appealed the decision to the federal district court If the professionals are successful in their appeal the Company
anticipates its liability to be limited to amounts previously billed to Big Rivers by the professionals or approximately 670 Accordingly the
Company has accrued these amounts in the accompanying balance sheet If the appeals by such professionals are unsuccessful the Company
will extinguish these recorded amounts

2 ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

General Information

Big Rivers an electric generation and transmission cooperative supplies the power needs of its three member distribution cooperatives
excluding the power needs of the Aluminum Smelters and markets power to nonmember utilities and power marketers The members
provide electric power and energy to industrial residential and commercial customers located in portions of 22 western Kentucky counties Big
Rivers has wholesale power contracts with each of its members which require the members to buy and receive from Big Rivers all power and
energy requirements other than for the Aluminum Smelters as discussed in Note 1 The wholesale power contracts with the members extend
to the year 2023 Rates to Big Rivers members are established by the KPSC and are subject to approval by the RUS

Use of Estimates

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

System of Accounts

Big Rivers accrual basis accounting policies follow the Uniform System of Accounts as prescribed by the RUS Bulletin 1767B1 as adopted by
the KPSC The regulatory agencies retain authority and periodically issue orders on various accounting and ratemaking matters

Revenue Reconition

Revenues generated from the Companyswholesale power contracts are based on monthend meter readings and are recognized as earned In
accordance with SFAS No 13 Big Rivers lease revenue will be recognized on a straightline basis over the term of the lease The major
components of Big Rivers lease revenue will include the annual lease payments and the Expected Margins as discussed in Note 1

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

Yr ArrQant
2000 52150
2001 52150
2002 52150
2003 52150
2004 52150
Thereafter 775097

1035847

Utility Plant and Depreciation

Utility plant is recorded at original cost which includes the cost of contracted services materials labor overhead and an allowance for
borrowed funds used during construction Replacements of depreciable property units except minor replacements are charged to utility plant

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

Depreciation of utility plant in service is recorded using the straightline method over the estimated remaining service lives as approved by the
RUS During 1996 the RUS approved new depreciation rates which were based an the results of a depreciation study which extended the
estimated service lives of Big Rivers utility plant These rates were utilized from January 1995 through June 1998 During 1998 the Company
commissioned another depreciation study to again evaluate the remaining economic lives of its assets The study received the approval of the
RUS and KPSC As a result of the July 1998 study the remaining service lives of the Companysdepreciable assets were further extended The
1998 study was adopted beginning July 1 1998
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In accordance with the terms of the Lease Agreement the Company records capital additions fundt y ti

the Company maintains title A corresponding obligation to LGE Energy is recorded for the estimated portion of these additions attributable
to the residual value payment see Note 1 Any differences in such amounts are included as an offset to amortization expense in the
accompanying financial statements As of December 31 1999 the Company has recorded 11019 for such additions in utility plant and 2 18
as an offset to amortization expense in the accompanying financial statements

For the three years ended December 31 the annual composite depreciation rates used to compute depreciation expense were as follows

Period subsequent to Periods prior to
June30 1998 Jul 1998

I
Production plant 160 247 145 425

Transmission plant 176 324 249

General plant 111 562 200 1429

For 1999 1998 and 1997 the average composite depreciation rates were 182205 and237 respectively

Cash and Cash Equivalents

For purposes of the statement of cash flows Big Rivers considers all shortterm highlyliquid investments with originai maturities of three
months or less to be cash equivalents

Other Deposits and Investments

In 1999 the Company purchased an8000 National Rural Utilities Cooperative Finance Corporation mediumterm note with a maturity date of
March 15 2001 The note accrues interest at a rate of647 per annum This investment has been classified as heldtomaturity

PatronaeCapital

As provided in the bylaws any excess of revenues over the sum of a operating costs and expenses properly chargeable against the furnishing
of electric energy and b amounts required to offset operating losses incurred during the current or any prior fiscal year is capital furnished by
the patrons and credited to a capital account for each patron on a patronage basis In accordance with the Plan all patronage capital claims
were extinguished and discharged on the Effective Date

Reclassifications

Certain prior year amounts have been reclassified to conform to the current year presentation

3 UTILITY PLANT

The following summarizes utility plant at December 31

1999 1998

Classified plant in service
Electric plant leased 1326889 1313630
Transmission plant 191064 188822
General plant 13329 14713
Other 7 67

1531349 1517232
Less accumulated depreciation 666973 64

864376 872874
Construction in progress 4074 3773

868450 876647

Interest capitalized for the years ended December 31 1999 1998 and 1997 was not significant to the Company



4 LONGTERM DEBT

Due to the underlying collateral value of the RUS Promissory Note Big Rivers ceased accruing interest for all longterm debt effective
September 30 1996 Subsequently in accordance with the Plan Big Rivers resumed recording interest on the RUS Promissory Note effective
June 9 1997 to the extent of payments resulting from a monthend operating cash balance in excess of10000 Upon achieving the Effective
Date the Company began recording interest on the RUS debt based on the fair value rate of 581 per annum

Prior to the Effective Date contractual interest related to both secured and unsecured longterm obligations not recognized as interest expense
for accounting purposes totaled 7021 and 54024 in 1998 and 1997 respectively

A detail of longterm debt is as follows at December 31
1999 1998

New RUS Promissory Note stated interest rate of575 recorded I
at fair value Note 1 with an interest rate of 581 maturing
October 2022 975389 1003791

RUS ARVP Note no stated interest rate recorded at fair value Note 1
with interest imputed at 581 maturing December 2023 65507 62405

LEM Advances interest rate of698 payable in
monthly installments from August 2000 through July 2003 34107 8481

LEM Settlement Note interest rate of80 payable in monthly
installments through July 2023 19305 19571

County of Ohio Kentucky promissory note variable interest rate
average interest rate of337 and289 in 1999 and
1998 respectively maturing in October 2015 P300 83OC

County of Ohio Kentucky promissory note variable interest rat
average interest rate of337 and 289 in 1999 and
1998 respectively maturing n June 013

Total longterm debt 1236C 23534g

Current maturities 5 7511

Total longterm debt net of current maturities 1231055 1228837

The following are estimated maturities of longterm debt at December 31

Year Amount
2000 5353
2001 14407
2002 1554I
2003 366

2004 1323
Thereafter 1199

1236408

Pollution Control Bonds

On October 31 1985 the County of Ohio Kentucky issued 83300 of Pollution Control Refunding Demand Bonds Series 1985 the proceeds
of which are supported by a promissory note from Big Rivers which bears the same interest rate as the bonds These bonds bear interest at a
variable rate and prior to the Effective Date were supported by a Chase Manhattan irrevocable standby letter of credit These bonds are dated
to mature in October 2015 Annual sinking fund payments of5000 are to begin October 2001

On June 30 1983 the County of Ohio Kentucky issued 58800 of Pollution Control Bonds Series 1983 the proceeds of which are supported
by a promissory note from Big Rivers which bears the same interest rate as the bonds These bonds bear interest at a variable rate and prior to
the Effective Date were supported by a Bank of New York irrevocable standby letter of credit These bonds are dated to mature in June 201

Big Rivers obligations with respect to the bonds although secured and remarketed were not affected by the Plan However the irrevocablF
standby letters of credit issued by the Chase Manhattan Bank and the Bank of New York were replaced on the Effective Date by two liquidit
facilities issued by Credit Suisse First Boston and municipal bond insurance policies issued by Ambac Assurance Corporation see Note 1
Rivers hC7f 1 arYhCrplr CClrnro Crr r I11P1lt rC rl11hII1c1111PIlIeS I tf1P Slcr

policies

LEM Settlement Plote

On the Effective Date Big Rivers executed the Setlement Note with LEM The Settiement Note will require Big Rivers to pay to LEM 19676
plus interest at 8 per annum over the lease term The principal and interest payment is approximately1822 annually This payment is
consideration for LEMs assumption of the risk related to unforeseen costs with respect to power to be supplied to the Aluminum Smelters ar
the nceased responsibility for finanring capital improvements The execiition of the Settlemnt Note vas treted as a noncash transtion
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and was excluded from the accompanying statements of cash flows in 1998

LEM Advances

Beginning in August 1998 the first month after the Effective Date and ending in July 2000 LEM will make payments totaling 50000 to the RUS
on behalf of the Company The Company will then make payments totaling 60000 to LEM over the next 36 months All payments under this
arrangement will be made on a monthly basis through July 2003 The payments made by LEM to the RUS will be applied to the New RUS
Promissory Note The Company will also recognize interest expense over the fiveyear life of the LEM Advances at698 per annum

5 RATE MATTERS

As approved by the Bankruptcy Court and the KPSC effective September 1997 the interim rates charged to Big Rivers members consisted of a
billing demand charge per KW and an energy charge per kWh consumed The interim rates of Big Rivers included specific rate designs for its
members two classes of customers the large industria customers and the rural customers under its jurisdiction For the large industrial
customers the demand charge is generally based on each customersmaximum demand during the current month The remaining customers
billing demand is based upon the maximum coincident demand of each membersdelivery points The demand and energy charges are not
subject to adjustments for increases or decreases in fuel or environmental costs On April 30 1998 the KPSC modified the interim rates for the
large industrial customers On June 1 1998 the interim rates as modified were approved by the Bankruptcy Court These rates will remain in
effect until changed by the KPSC The rates resulted in a significant decrease in Big Rivers rates for wholesale electric service to its members
from the rates in effect prior to the Chapter 11 filing

Pursuant to the Lease Agreement LEM will supply the energy necessary to comply with the Oglethorpe Power Corporation Oglethorpe
Power and the two Hoosier Energy Rural Electric Company Hoosier Energy contracts In turn Big Rivers will remit the net revenues from
the contracts to LEM The Oglethorpe Power contract originated in August 1992 for the sale of 103 MW of power for ten years The first of the
Hoosier Energy contracts is for the sale of 65 MW of capacity during a threemonth summer period through the year 2000 The second Hoosier
Energy contract was a peaking power contract varying from 10 MW in 1993 to 170 MW in 1999 This contract was for the summer months of
June through September of each calendar year

In accordance with the Lease Agreement LGE Energy will operate certain generating facilities owned by the City of Henderson Kentucky the
City which were operated by Big Rivers prior to the Effective Date pursuant to certain lease contracts between the City and Big Rivers The
Company will retain the obligation to provide transmission services under these contracts

6 INCOME TAXES

Big Rivers was initially formed as a taxexempt cooperative organization under section 501c12 of the Internal Revenue Code To retain tax
exempt status under this section of the Internal Revenue Code at least 85 of Big Rivers receipts must be generated from transactions with the
Companysmembers In 1983 sales to nonmembers resulted in Big Rivers being unable to meet the 85 requirement In a letter dated March
23 1984 the Internal Revenue Service notified Big Rivers that effective for 1983 and subsequent years the Company would be considered a
taxable organization until such year that sales to members would satisfy the 85 requirement and Big Rivers formally reapplies for taxexempt
status Big Rivers is also subject to Kentucky income tax

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

At December 31 1999 and 1998 Big Rivers had deferred tax assets of 399868 and 462348 respectively which primarily relate to a tax credit
and net operating losses At December 31 1999 the tax credit and net operating losses amounted to1173 and 965466 and the tax credit
expires in 2000 The nonmember portion of the net operating losses expire in 2000 through 2018 Additionally at December 31 1999 and
1998 Big Rivers had deferred tax liabilities of 241204 and 246862 respectively which primarily relate to depreciation differences on utility
plant At December 31 1999 and 1998 Big Rivers did not anticipate utilization of a portion of the deferred tax assets thus a valuation allowance
was established of 158664 and 215486 respectively

7 POWER PURCHASED

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

Although Big Rivers will be required by the Lease Agreement to purchase minimum hourly and annual amounts of power from LEM the lease
does not prevent Big Rivers from paying the associated penalty in certain hours to purchase lower cost power if available in the open market or
reselling a portion of its purchased power to a third party

8 PENSION PLANS

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



8 PENSION PLANS Continued

In conjunction with the Lease Agreement approximately 550 of the Companysemployees were effectively terminated and transferred to WKEC
on the Effective Date Terminated employees will or have received distributions in the amount of their respective vested benefits In 1998 the
Company recognized a curtailment loss of2086 which was recorded as a reorganization expense in the accompanying statements of revenues
and expenses

The following is an assessment of the Companysnoncontributory defined benefit pension plans at December 31

1999 1998

Projected benefit obligation 8038 9700
Fair value of plan assets 70 10005
Funded status 1011 305

Prepaid unfunded accrued pension cost 610 1088

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

1999 22 497

Benefit cost 478 1686 3592
Curtailment cost 2086 969

Employer contribution 5300 3831
Benefits paid or transferred 2848 2935 5810

Assumptions used to develop the projected benefit obligatior ere

1 1998 19

Discount rates 70 70 75
Rates of increase in compensation levels 40 40 4

Expected longterm rate of return on assets 85 85

9 POSTRETIREMENT BENEFITS OTHER THAN PENSIONS

Big Rivers provides certain postretirement medical benefits for retired employees and their spouses Big Rivers pays 80 of the cost from age
62 to 65 for all employees For salaried employees who retired prior to December 31 1993 from age 65 Big Rivers pays 100 of Medicare
supplemental costs For salaried employees who retire after December 31 1993 the paid Medicare supplemental was eliminated

The discount rate used in computing the postretirement obligation for 1999 and 1998 was 70 A health care cost trend rate of80 in 1999
declining to 55 in 2004 was utilized The health care cost trend rate assumption had a significant effect on the amounts reported resulting in
an unrecognized net gain of1196 in 1999

The following is an assessment of the Companyspostretirement ptan at December 31

1444 94

Total benefit obligation 2770 2218
Unfunded accrued postretirement cost 3536 3536

The components of net periodic postretirement benefit costs for the t i

1999 1

Benefit cost 196 436 719

Benefits paid 209 389 142

As noted above approximately 550 employees were transferred to WKEC in conjunction with the Lease Agreement and in conjunction
therewith the Company transferred to WKEC the postretirement liability for these employees During 1998 the Company recognized a
curtailment gain of2753 which was principally offset by the realization of the previously unrecognized transition obligation related to these
employees totaling2538

In addition to the postretirement plan discussed above in 1992 Big Rivers began a postretirement benefit plan which vests a portion of accrued
sick leave benefits to salaried employees upon retirement or death To the extent an employeessick leave hour balance exceeds 480 hours
such excess hours are paid at 20 of the employeesbase hourly rate at the time of retirement or death The accumulated obligation recorded
for the postretirement sick leave benefit is 114 and 101 at December 31 1999 and 1998 respectively and the postretirement expense
recorded was 14 51 and 61 for 1999 1998 and 1997 respectively



10 RELATED PARTIES AND MAJOR CUSTOMERS

Operating Revenues
199 1998 1997

Members

Kenergy Corporation 81349 145792 205622
Jackson Purchase Electric Cooperative

Corporation 22540 22247 23136
Meade County Rural Electric Cooperative

Corporation 13290 12618 12978
Nonmembers 24739 45742 62452
Lease revenue 54265 24247
Other revenue 8376 3908 438

204559 254554 304626

In July 1999 Green River Electric Corporation and Henderson Union Electric Cooperative merged forming a single member doing business as
Kenergy Corporation All sales to the two former members are reflected as sales to Kenergy Corporation

At December 31 1999 and 1998 Big Rivers had accounts receivable from its members of 10127 and 10142 respectively

11 SUBSEQUENT EVENT

The Company completed a saleleaseback of two of its utility plants including the related facilities and equipment on April 18 2000 The sale
leaseback provides Big Rivers a fixed price purchase option at the end of each plants lease term 25 and 27 years if Big Rivers elects to
exercise it

This transaction will be recorded as a financing for financial reporting purposes and a sale for Federal income tax purposes In connection
therewith Big Rivers received approximately 867000 of proceeds and incurred approximately 803000 of related obligations Pursuant to a
payment undertaking agreement with a financial institution Big Rivers effectively extinguished approximately 656000 of these obligations with
an equivalent portion of the proceeds Also the Company purchased two investments approximating 147000 equivalent to the remaining
portion of the obligations and the fixed price purchase option The Company will report these amounts as investments and obligations for
financial accounting purposes The approximate 64000 net cash benefit to Big Rivers will be deferred and amortized over the respective lease
terms Big Rivers will apply this cash benefit to the New RUS Promissory Note
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A MESSAGE FROM THE CHAIR CEO

he switch was definitely on for Big
Rivers Electric Corporation Big
Rivers in 1998 It was turned on

ti

with a new attitude a new vision and a new
t

look as Big Rivers reached a resolution to its past
financial and business challenges Effective July

1 5 Big Rivers implemented a bankruptcy court
approved Plan of Reorganization Plan by con
summating a transaction with LGE Energy
Corp LECLEC and certain of its affiliates The affili
ates of LEC are four whollyowned subsidiaries
Western Kentucky Energy Corp WKEC WKE
Station Two Inc Station Two Subsidiary
Western Kentucky Leasing Corp Leaseco and
LGE Energy Marketing Inc LEM WKEC has
leased Big Rivers generating facilities and Station
Two Subsidiary is the assignee of Big Rivers
Station Two contractual obligations related to
generation WKEC operates the units and owns
the output of Big Rivers generating facilities WO

Station Two Subsidiary operates the units and
owns that portion of Station Two output not WILLIAM C DENTON CHAIR AND
otherwise allocated to the City of Henderson MIKE CORE PRESIDENT CEO

The transaction was the completion of a nearly
fouryear process for Big Rivers

In 1994 Big Rivers board of directors established a committee to develop a resolution to the chal
lenges that plagued the organization The resolution process involved evaluating several alternatives
and led to the selection of a partner and development of a plan In 1996 Big Rivers filed for protec
tion under Chapter 11 of the US Bankruptcy Code in order to resolve the final details of the Plan
During that process LEC became the new partner The final bankruptcy Plan was approved by the
court and after final approval by the Kentucky Public Service Commission KPSC was implemented
Four years of hard work had paid off

While it is very early in the life of the new Big Rivers it is clear the new partnership with LEC is work
ing well In the first five plus months Big Rivers has modestly exceeded the expectations of its finan
cial model utilized in the Plan These and expected similar results in 1999 will give Big Rivers a good
base from which to move forward

Big Rivers is a much different corporation During 1992 employment had reached nearly 900
Today with the power plants leased to LEC Big Rivers has 95 employees While Big Rivers has the
power supply responsibilities for its four member distribution cooperative systems it no longer has
most of the risks associated with generation eg fuel supply Big Rivers fulfills its power require
ments from LEC the Southeastern Power Administration SEPA and the wholesale market place

Big Rivers also has a new attitude in place creating a customer driven organization It is dedicated to
providing outstanding service to its four member systems and their respective member customers
Working leaner and smarter Big Rivers is striving to bring positive value to its members and the 22
counties of western Kentucky served by the four member distribution systems

We are excited about the future It will take a strong vision along with careful management and
governance to be successful The board member systems management and staff are committed to
these necessary efforts We believe Big Rivers has the necessary flexibility and positioning to be able
to navigate the uncharted waters of utility restructuring faced by the electric industry

We hope you rejoice with us in our successes of 1998 and join with us in our optimism for 1 999
and the future Clearly at Big Rivers the switch is on and the new attitude vision and look are the
lights illuminating the path to the future

William C Denton Mike Core

Chair of the Board President CEO
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THE BIG RIVERS NEW rya

ig Rivers is an electric generation and transmission cooperative GT that provides
wholesale electric service to its four member distribution systems Those member own
ers are Green River Electric Corporation in Owensboro Henderson Union Electric

Cooperative in Henderson Jackson Purchase Energy Corporation in Paducah and Meade County
Rural Electric Cooperative Corporation in Brandenburg These four serve approximately 97000
member consumers in 22 counties in western Kentucky

Big Rivers began a process in 1994 to find a permanent solution to an imminent financial crisis In
the two years leading up to September 1996 its careful evaluation of many alternatives led Big
Rivers to pick a partner that would lease the generating plants and in turn sell wholesale power
back to it Because of impending default on its longterm debt obligations troublesome litigation
and the stillburdensome coal contracts on September 25 1996 Big Rivers filed a voluntary petition
for relief under Chapter 11 bankruptcy

During the bankruptcy LEC emerged as the new partner of Big Rivers On June 9 1997 the bank
ruptcy court confirmed the Plan proposed by Big Rivers and on June 1 1998 approved modifica
tions to the Plan The KPSC approved the Plan and the final new rate schedule that resulted in a per
manent reduction in rates on July 14 On July 17 Big Rivers and LEC closed the transaction that
implemented the Plan

In the transaction with LEC Big Rivers leases but continues to own its 1459 MW of generating
capacity at three sites In addition Big Rivers assigns its capacity rights to approximately another 240
MW in the Henderson Municipal Power and Lights Station Two facility For these rights LEC makes
monthly lease payments to Big Rivers and owns the output of the generating facilities through 2023

Through a Purchase Power Agreement PPA in effect through 2023 Big Rivers purchases power
from LEC at fixed rates in amounts within certain contractuallyestablished minimum and maximum
hourly and annual quantities Big Rivers also continues to purchase a contracted amount of power
from the SEPA Big Rivers will satisfy any future needs for additional power from the wholesale
power market or other thirdparty arrangements Big Rivers may also sell to third parties any power
that it can contractually purchase from LEC

An important change going forward for Big Rivers is the sale to LEC of the wholesale power
requirements obligation to support retail service to the two aluminum smelters This was accom
plished by amendments to the allrequirements wholesale power contracts of Big Rivers members
Green River Electric Corporation and Henderson Union Electric Cooperative The two smelters had
previously purchased approximately 56 percent of the
energy sold by Big Rivers to its members

TERMINOLOGY REFERENCE GUIDE

A significant benefit of the Plan for Big Rivers was the ECAR East Central Area Reliability Council
restructuring of the Rural Utilities Service RUS debt FERC Federal Energy Regulatory Commission
The effective interest rate on the approximately S11 GT Generation Transmission Cooperative
billion debt has been reduced from 80 percent to 58 KPSC Kentucky Public Service Commission
percent with the term of the obligation extended Leaseco Western Kentucky Leasing Corp
from 2018 to 2023 This debt restructuring results in LEC LGEEnergy Corp
an annualized reduction of S24 million in interest LEM LGE Marketing Inc
expense Big Rivers still retains essentially the same NERC National Electric Reliability Council
obligations on its other outstanding debt S1421 mil The Plan Plan of Reorganization
lion in pollution control bonds PC Bonds Pollution Control Bonds

PPA Purchase Power Agreement
The effective date of the Plan generally resulted in the

RUS Rural Utilities Service

release and settlement of all existing claims and taus
SEPA Southeastern Power Administration

es of actions that were pending against Big Rivers and WKEC Western Kentucky Energy Corp
Y2K Year 2000

its member systems in September of 1996

Big Rivers continues to own and operate its transmission system and to provide transmission services
to its members LEC and other third parties in accordance with its open access transmission tariff Big
Rivers is still responsible for power supply to the four member systems under its allrequirements
wholesale power contracts except for the previously noted smelter transactions



THE NEW BIG RIVERS ORGANIZATION

OVERVIEW
or Big Rivers
structure the switch is on is an apt description for 1998 From an organization of
nearly 900 employees to one of less than 100 Big Rivers was significantly changed in

operational characteristics and overall business culture Gone were coal purchases power plant
operations and the inherent accompanying risks Retained were transmission operations power
supply obligations to the member systems and services to the members New was the culture of
a leaner organization dedicated to being customer driven It was a major transition to create the
switch With the elimination of fuel purchases and generation production responsibilities the
number of departments was reduced from seven to five The remaining five departments were
restructured to reflect the new organization Those five are system operations power supply
finance and administrative services contract administration and regulatory affairs and marketing
Four of the five departments are headed by new vice presidents who bring with them a wealth
of qualifications and experience in their respective areas

liONMENI
SYSTEM OPERATIONS

System Operations is the department that has changed the least as Big
Rivers retained the operating responsibilities for its 1190mile transmission
system Not only does it provide transmission services to the four member
systems and thirdparty users it also contracts with LEC to provide services
on the power plants interfaces with the transmission system

All but approximately 80 miles of transmission line is either at 69 kV or 161
kV The transmission system is connected to 79 substations owned by the
four member systems and it interconnects with seven surrounding utilities
at 15 locations Big Rivers has an open access transmission tariff filed with
the FERC Federal Energy Regulatory Commission and the KPSC

TRAVIS HOUSLEY

There are 54 employees utilized in the operation maintenance and con
VP OF SYSTEM

struction projects for the transmission system The organization has a work OPERATIONS

plan that will keep the system prepared for the growth of the member sys
tems and the required needs of thirdparty users In focusing on the future Big Rivers has put spe
cial emphasis on cost effective reliability setting specific goals with each member system In addi
tion Big Rivers works closely with the East Central Area Reliability ECAR Council to ensure coordina
tion and strengthened reliability of both Big Rivers and the regional grid ECAR along with other
members of the National Electric Reliability Council NERC have put special emphasis on the Year
2000 concerns as they relate to power production and transmission

POWER SUPPLY

Big Rivers under its allrequirements except smelter loads power con
tracts with its members retains responsibility to provide wholesale
power to meet the members energy needs While this responsibility is
retained the resource mix with which Big Rivers performs this function is
new

Big Rivers no longer operates the plants or owns the power they pro
duce Instead it has a PPA with LEC that allows Big Rivers to purchase
certain minimums and maximums of energy at predetermined costs
throughout the 25year lease agreement In addition Big Rivers pur
chases power from SEPA for the member system needs and has access to BILL BLACKBURN
the wholesale market for any additional needs The key strategy in the

VP OF POWER
future for power supply is the careful management of those wholesale
power resources to provide the most economic benefit to the member SUPPLY

systems



Under the PPA parameters Big Rivers can purchase and resell the power it does not need when it
is economically viable to do so It can also purchase power from other sources when the same
economic viability exists The benefits of such arbitrage transactions were not included in the Plan
because the future value of the benefit is unknown and unpredictableTothe extent those efforts
are successful however they offer additional financial strength to Big Rivers The net proceeds
from arbitrage sales are divided between Big Rivers onethird and RUS twothirds in order to
accelerate debt service payments

There are contract limits on the purchases from both LEC and SEPA As member system require
ments grow other resources will be needed To that end in 1999 Big Rivers will develop a power
requirements study and integrated resource plan to map out directions to meet those needs effi
ciently and economically

FINANCE ADMINIS1RATIVE SERVICES
A

As a downsized organization Big Rivers was able to reduce the number
of departments from seven to five Part of that reduction was the combi

nation of the Finance and Corporate Services Departments This consoli
dated department was impacted the most by the implementation of the
LEC transaction as it was involved with the transferral of 480 employees
to LEC and significant financial accounting issues to reflect the new
organization on Big Rivers books

Ilrl Helping to improve the financial picture of Big Rivers is the annual 35
million LEC lease and the transmission use payments essentially resolving

MARK HiTE the historical excess capacity concerns Further although the obligation
VP OF FINANCE to serve the smelters power requirements has shifted to LEC Big Rivers

ADMINISTRATIVE retains the expected margins as though it had continued to supply them
SERVICES

In addition to the previously mentioned RUS debt restructuring Big
Rivers obligations on its S 142 1 million of pollution control PC bonds while secured and remarket
ed were essentially unaffected by the reorganization Moodys Investors Service and Standard and
Poors have assigned investment grade ratings of Baa3 and BBB respectively to Big Rivers PC
bond reimbursement obligations

For its LEC lease Big Rivers follows the lease accounting prescribed by Statement of Financial
Accounting Standards Nos 13 and 98 As the lease involves real estate and no transfer of owner

ship at the end of the lease term the lease is properly accounted for as an operating lease rather
than a capital lease

A new depreciation study completed in 1998 has been approved by the RUS and awaits KPSC
approval As a result the remaining service lives of the utility plant in service on December 31
1998 were significantly extended and depreciation reduced to 281 million annually reflecting a
98 million decrease

Y2K concerns were brought to the forefront in 1 998 for all businesses Big Rivers provides informa
tion systemtechnology services to both itself and its four member systems Working closely with the
member systems Big Rivers is well into making the necessary changes and updates to keep their
computer billing accounting and other functions ready for the next century In addition as previ
ously mentioned Big Rivers is coordinating closely with ECAR to address Y2K concerns in the area
of transmission Big Rivers is working with LEC and other vendors to address any other critical areas
regarding Y2K readiness

Considering the switch which occurred July 1 5 1998 and because the financial statements
accompanying this annual report do not reflect operations for the new Big Rivers please focus on
the two pie charts depicting the 1 999 budgeted revenues and expenses as shown on the next
page As illustrated the 1999 budgeted loss is 34 million Our increasing member sales volume
and declining wholesale power rates are two more reasons for our optimism about Big Rivers
future



1999 BUDGETED REVENUES
THOUSANDS OF DOLLARS

Other 1569 or 08
Interest Income

492 or 03

Lease Income

52148 or

311604
276

Member Sales

S 1 1 7883 or 623

NonMember Sales

17049 or 90

Total Revenues of 189141

1999 BUDGETED EXPENSES
THOUSANDS OF DOLLARS

AGOther

8079 or 42

Depreciation and
Amortization

Property Taxes
1908 or 10

28674 or 149

Transmission OM

4907 or 25

Interest on

LongTerm Debt
74865 or 389

Purchased Power

74101 or 385

Total Expenses of 192534
Includes July 14 1998 Depreciation Study

The 1999 budgeted statement of operations is illustrated by the two pie charts of revenues and
expenses The expense chart includes the previouslymentioned depreciation study

ELECTRIC UTILITY PLANT ASSETS
THOUSANDS OF DOLLARS

Other Transmission

5729 or 07 120732 or 139

Production

S745129 or 854

Net of Accumulated Depreciation of 644358
Includes the July 14 1998 Depreciation Study
Excludes Construction Work in Progress of3772



OWNED ELECTRIC GENERATION

NET CAPACITY COMMERCIAL

FACILITIES TYPE OF FUEL MW OPERATION DATE

Kenneth C Coleman Plant

Unit 1 Coal 150 1969

Unit 2 Coal 150 1970

Unit 3 Coal 155 1972

Robert D Green Plant

Unit 1 Coal 231 1979

Unit 2 Coal 223 1981

Robert A Reid Plant

Unit 1 Coal 65 1966

Combustion Turbine Oil 65 1976

DB Wilson Unit No 1 Coal 420 1986

Total 1459

Although leased to LEC Big Rivers continues to own its 1459 megawatts of electric generating
facilities as described above

MEMBER WHOLESALE POWER SALES

MEGAWATTHOURS

Rural Large Industrial

3000000

I
1500000 El
1 000 000

500000

0

1994 1995 1996 1997 1998

Rural 1571691 1665310 1728687 1758398 1861051

Large Industrial 907639 1019130 1092611 1258705 1427793
Total 2479330 2684440 2821298 3017 103 3288844

Excludes sales to aluminum smelters



MEMBER WHOLESALE POWER RATES

DOLLARSMEGAWATTHOURS

4000

I 1
3000

1
2000

1000

000
1994 1995 1996 1997 1998

Rural 4558 4476 4272 4017 3672

Large Industrial 3872 3727 3535 3243 3070

Average 4307 4192 3987 3694 3411

Excludes sales to aluminum smelters

Big Rivers wholesale rates to its members average 34 centskWh As illustrated rates have con
tinued to decline the past four years while sales to members have increased at an annual com
pound rate of 73 percent 43 percent for rural loads and 120 percent for industrial loads

CONTRACT ADMINISTRATION REGULATORY AFFAIRS

The new Contract Administration and Regulatory Affairs Department has
the responsibility and oversight for the many contracts to which Big Rivers
is a party for regulatory compliance and approval for governmental affairs
and for environmental compliance The lease with LEC is a complex 25
year transaction that requires constant attention Additionally Big Rivers has 4

dozens of other contracts whose proper administration is a fundamental
requirement

Big Rivers contract administration is closely tied to regulatory affairs at both
the state and national level Its rates and certain financial activities remain
under the jurisdiction of the KPSC Big Rivers also has an open access DAVID
transmission tariff that was approved by the KPSC and the FERC Many of

SPAINHOWARD
the Big Rivers contracts are also subject to regulatory monitoring and
approval VP OF CONTRACT

ADMINISTRATION

Governmental affairs includes having a registered lobbyist on staff who REGULATORY
works with legislators and other lobbyists across the state and interacts AFFAIRS
with the Kentucky Association of Electric Cooperatives Constant
monitoring of proposed legislation is an important ingredient to the future of Big Rivers in a
changing competitive reregulated business environment While LEC has responsibility for
environmental compliance with regard to the generating plants Big Rivers is required to pay a
portion of the costs associated with new environmental laws Additionally Big Rivers must remain
compliant with environmental laws and regulations regarding its transmission system and other
operations



d y

MARKETI r

In the restructuring of Big Rivers the retained function of marketing was
elevated to the level of a department While this department is involved
with the marketing and image building of Big Rivers the bulk of its

F efforts is in working with the member systems in building and strength
ening relationships with their residential and commercial industrial cus
tomers Marketing has taken on an added focus with the member sys
tems especially in light of the potential restructuring of the electric utility
industry To that end a marketing strategic plan was developed at the
end of 1998 by the member systems and Big Rivers

1
1 To further that plan Big Rivers and its members have become part ofRICHARD BECK the Touchstone Energy partners This is an alliance of more than 500

VP OF MARKETING rural electric cooperatives across the country to promote the benefits of
the cooperativelyowned brand of electricity and other services The

Power of Human Connections is a powerful approach to the opportunities created by customer
choice within the electric utility industry

Big Rivers also created a new look in 1998 with a change in its logo and the roll out of The
Switch Is On program Choosing not to change its name rather Big Rivers changed its look to
emphasize the new nature of the organization

POISED FOR THE T
imirk

Three years ago Big Rivers faced the possibility of no future High debt service high coal costs
excess capacity and high rates had all combined to paint a bleak picture for its future Thanks to the
efforts of the board member systems staff creditors and others Big Rivers overcame those chal
lenges Today at Big Rivers the switch is on there is a new attitude a new vision and a new look
that does indeed see a future

THE BIRIVEBOARD OFD ORS IIIIII
Pa

i

c 11 r
i i

C2 gtOrr

t
rtq

41101 411100

1214i

ilir 1

SEATED LEFT TO RIGHT DR HM Bo SMITH DICK WILSON AND JOHN MYERS
SECRETARY TREASURER STANDING LEFT TO RIGHT DR JAMES SILLS VICE CHAIR
LEE BEARDEN JIM MOUNTS JOSEPH HAMILTON AND WILLIAM C DENTON CHAIR

1



SIG RIVERS ELECTRIC SERVICE TERRITORY MAP

t 0 0

Ule

O v c O U

c
R O

rn 0 v 0 W

jt i c hIUC O

o o o
m YYACNG

Y O

O O

Ez

4110

111 1P40
1 1 o I

O c

O
CD

Oall 3
it1 O 0

CD
s

t a

m A
CU

N A Qcr111110
C me U m

QV fi c X
40

u
vO oC 0 c

o
0 j i

Y

C s kr
O 4t T C 7
cs i

y u ti O

a O a

r

i r fx r

O V
0

it

fix r t

ya sr Y

M

T
rW

i 15 r
VVII 0

O O
or

co

O C
U j

J
i
co

O0 U
c x

Q

V T

0 0C C

RI
O 11 0 co o v U

L 4 4 3 n

Z

O
N c i 5 o

o J C c

mss a

a moo c a m

I OS a o d

OC ca
0T

t q a N

zis EE

m a s N O N



Report of Independent Public Accountants

To the Board of Directors of

Big Rivers Electric Corporation

We have audited the accompanying balance sheets of Big Rivers Electric Corporation Big Rivers a Kentucky corporation as of December 31 1998
and 1997 and the related statements of revenues and expenses equities deficit and cash flows for the period ended July 14 1998 preconfirma
tion the period ended December 31 1998 post confirmation and for the two years in the period ended December 31 1997 These financial
statements are the responsibility of Big Rivers management Our responsibility is to express an opinion on these financial statements based on our
audits

We conducted our audits in accordance with generally accepted auditing standards and the standards for financial audits contained in
Government Auditing Standards 1994 Revision issued by the Comptroller General of the United States These standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement An audit includes
examining on a test basis evidence supporting the amounts and disclosures in the financial statements An audit also includes assessing the
accounting principles used and significant estimates made by management as well as evaluating the overall financial statement presentation
We believe that our audits provide a reasonable basis for our opinion

In our opinion the financial statements referred to above present fairly in all material respects the financial position of Big Rivers as of
December 31 1998 and 1997 and the results of its operations and its cash flows for each of the three years in the period ended
December 31 1998 in conformity with generally accepted accounting principles

As discussed in Note 1 to the financial statements effective July 15 1998 Big Rivers emerged from bankruptcy and adopted a new basis of
accounting whereby all liabilities were adjusted to their estimated fair values Accordingly the financial statements for periods subsequent to the
confirmation of the reorganization are not comparable to the financial statements presented for prior periods

As explained in Note 2 to the financial statements for the year ended December 31 1996 Big Rivers discontinued the accounting principles pre
scribed by Statement of Financial Accounting Standards No 71 Accounting for the Effects of Certain Types of Regulation

In accordance with Government Auditing Standards we have also issued reports dated March 26 1999 on our consideration of Big Rivers inter
nal control structure and compliance with laws and regulations

aIlY C
Little Rock Arkansas

March 26 1999



BIG RIVERS ELECTRIC CORPORATION

BALANCE SHEETS

AS OF DECEMBER 31

Dollars in thousands

ASSETS 1998 1997

Utility plant net 875362 S 914429

Deferred charges 32651

Other deposits and investments at cost 8973 6067

Current assets

Cash and cash equivalents 32016 14861

Accounts receivable 13614 27875

Fuel inventory 17522

Nonfuel inventory 546 15672

Prepaid expenses 1381

Total current assets 47557 75930

964543 996426

EQUITIES DEFICIT AND LIABILITIES

Capitalization
Equities deficit 359957 292553
Liabilities subject to compromise 1250677

Longterm debt 1228837

Other longterm obligations 2904 4449

Total capitalization 871784 962573

Current liabilities

Current maturities of longterm obligations and
liabilities subject to compromise 8062 1153

Purchased power payable 10903 743

Accounts payable 4441 16355

Accrued expenses 7272 9799

Total current liabilities 30678 28050

Deferred credits and other

Deferred lease revenue 54652

Other 7429 5803

Total deferred credits and other 62081 5803

Commitments and contingencies
964543 996426

The accompanying notes to financial statements are an integral part of these balance sheets



BIG RIVERS ELECTRIC CORPORATION

STATEMENTS OF REVENUES AND EXPENSES

FOR THE YEARS ENDED DECEMBER 31

Dollars in thousands

1998 1997 1996

Operating revenue 230307 304626 S321988
Lease revenue 24247

Total operating revenues 254554 304626 321988

Operating expenses
Operations

Fuel for electric generation 51876 92966 109695
Power purchased and interchanged 59586 44916 45864

Production excluding fuel 19684 33409 36818
Other 8600 13997 18506

Maintenance 19764 33125 27913

Depreciation 31032 35860 36141
Total operating expenses 190542 254273 274937

Electric operating margins 64012 50353 47051

Interest expense and other
Interest 75021 41272 70041

Other net 184 192 9659
Total interest expense and other 74837 41080 60382

Operating loss margin before non operating
loss margin and extraordinary loss gain net 10825 9273 13331

Non operating loss margin
Reorganization expenses 17373 18352 10335
Interest income and other 1321 1025 1296

Total non operating loss 16052 17327 9039

Net loss before extraordinary loss gain 26877 8054 22370

Extraordinary loss gain net Notes 1 and 2 40527 31244

Net loss margin 67404 8054 S 8874

The accompanying notes to financial statements are an integral part of these statements



BIG RIVERS ELECTRIC CORPORATION

STATEMENTS OF EQUITIES DEFICIT
FOR THE YEARS ENDED DECEMBER 31

Dollars in thousands

Other equities
Consumers

Total Donated contributions

equities Accumulated Patronage capital and to

deficit deficit capital memberships debt service

Balance at December 31 1995 293373 425739 127921 764 3681

Margins for 1996
Operating 13331 13331
Nonoperating 9039 9039

Extraordinary gain Note 2 31244 31244

Balance at December 31 1996 284499 416865 127921 764 3681

Margins for 1997
Operating 9273 9273

Nonoperating 17327 17327
Balance at December 31 1997 292553 424919 127921 764 3681

Margins for 1998
Forgiveness of patronage

capital allocations Note 3 127921 127921

Operating 10825 10825
Nonoperating 16052 16052

Extraordinary loss net Note 1 40527 40527

Balance at December 31 1998 359957 364402 S 764 S3681

The accompanying notes to financial statements are an integral part of these statements

r6



BIG RIVERS ELECTRIC CORPORATION

STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 31

Dollars in thousands

1998 1997 1996

Cash flows from operating activities
Net loss margin 67404 8054 8874

Adjustments to reconcile net loss margin to net cash
provided by used in operating activities

Noncash extraordinary loss gain net Notes 1 and 2 54727 31244
Noncash reorganization expenses 4004 4210

Depreciation and amortization 34125 40542 32513
j Net change in balancing account 39257 38344

Changes in operating assets and liabilities
Deferred charges 13820
Other deposits and investments 2906 1404 63

Accounts receivable 14261 3714 7619
Fuel inventory 2524 4623 8053
Nonfuel inventory 446 31 857
Prepaid expenses 1381 1689 1529
Other longterm obligations 2 147 5602
Purchased power payable 10160 743

Accounts payable 1 1 914 423 7218
Accrued expenses 2527 3735 214
Deferred lease revenue 54652

Other net 1626 577 3395
Net cash provided by used in operating activities 74426 4864 21469

Cash flows from investing activities
Proceeds from sale of assets in conjunction with Lease

rA m ngee e t 35919

Capital expenditures net 4458 4437 5259
Net cash provided by used in investing activities 31461 4437 5259

Cash flows from financing activities
Decrease increase in liabilities subject to compromise 7412 15728 25039

Principal payments on longterm obligations 89653
Increase in LEM Advances 8333

Net cash used in provided by financing activities 88 732 15728 25039

Net increase decrease in cash and cash equivalents 1 7 155 6427 1689

Cash and cash equivalents beginning of year 14861 8434 10123

Cash and cash equivalents end of year 32016 14861 8434

Supplemental Cash Flow Information

Cash paid relating to interest 76716 36918 48420

The accompanying notes to financial statements are an integral part of these statements



BIG RIVERS ELECTRIC CORPORATION

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31 1998

Dollars in thousands

1 CHAPTER 11 BANKRUPTCY FILING EMERGENCE FROM BANKRUPTCY AND CONTINGENCIES

Chapter 11 Bankruptcy Filing

On September 25 1996 Big Rivers Electric Corporation Big Rivers or the Company filed a voluntary petition for relief under Chapter 11 of the
United States Bankruptcy Code hereinafter referred to as Chapter 1 1 and the Company began operating as a debtorinpossession under the
supervision of the United States Bankruptcy Court for the Western District of Kentucky the Bankruptcy Court Big Rivers believed it was necessary
to file Chapter 11 in order to among other reasons a restructure its debt obligations upon which the Company would otherwise default in the
near term b relieve the Company of severely burdensome longterm coal contracts c receive judicial approval in conjunction with consummat
ing a longterm lease transaction involving the generation assets of Big Rivers d sufficiently resolve other alleged claims suits and liabilities assert
ed against Big Rivers such that the reorganized Company could emerge from Chapter 11 able to repay its restructured debt and e implement its
reorganization in a timely manner On January 22 1997 Big Rivers filed a plan of reorganization with the Bankruptcy Court the Plan The Plan
further amended on April 18 1997 was approved by substantially all creditors and rate payer constituents of Big Rivers and was confirmed by the
Bankruptcy Court on June 9 1997 On June 30 1997 the Company filed an application with the Kentucky Public Service Commission the KPSC
for an order approving various components of the Plan the Rate Hearing In particular the Company requested approval for the leasing of its
generation assets and the related energy to certain affiliates of LGE Energy Corporation LGE Energy the Lease Agreement The KPSC
approved the Lease Agreement in principle on April 30 1998 pending the revision of the rates associated with National Southwire Aluminum
Company NSA and Alcan Aluminum Corporation Alcan collectively referred to as the Aluminum Smelters and Big Rivers other large industrial
customers Modifications to the rate structure were made and the Plan as further amended was approved by the Bankruptcy Court on June 1
1998 The KPSC issued an order dated July 14 1998 approving the Plan as it relates to the Lease Agreement

Emergence from Bankruptcy

Big Rivers Chapter 11 reorganization was confirmed effective July 15 1998 the Effective Date with the closing of the Lease Agreement whereb
Big Rivers will lease its generating facilities to Western Kentucky Energy Corporation WKEC a whollyowned subsidiary of LGE Energy Pursuanl
to the Lease Agreement WKEC will operate the generating facilities and maintain title to all energy produced Throughout the lease term in ord
to fulfill Big Rivers obligation to supply power to its members following the Effective Date the Company will substantially purchase its power
requirements from LGE Energy Marketing Corporation LEM a whollyowned subsidiary of LGE Energy pursuant to a power purchase agree
ment Big Rivers will continue to operate its transmission facilities and will charge WKEC tariff rates for delivery of the energy produced and con
sumed by WKEC and its customers As part of the Lease Agreement WKEC also purchased certain property inventory and other assets necessary
for the operation of the generation facilities from Big Rivers for 35919 In connection with the purchase of these assets the Company recorded
a net loss of4004 which is reflected as a reorganization expense in the accompanying statements of revenues and expenses The significant
terms of the Lease Agreement are as follows

I WKEC will lease and operate Big Rivers generation facilities for a 25year term beginning on the Effective Date
II Big Rivers will retain ownership of the generation facilities at the end of the lease term
III WKEC will pay Big Rivers an annual lease payment of 30965 over the lease term subject to certain adjustments
IV On the Effective Date Big Rivers received 69100 representing certain closing payments and the first two years of the annual

lease payments In accordance with Statement of Financial Accounting Standards SEAS No 13 Accounting for Leases the
Company will amortize these payments into lease revenue over the lease term

V Big Rivers will continue to provide power for its members excluding the member loads serving the Aluminum Smelters through
the power purchase agreement with LEM based on a predetermined maximum capacity When possible the Company may
also obtain the power necessary to supply its member loads excluding the Aluminum Smelters in the open market The mem
ber loads for the Aluminum Smelters will be served by LEM To the extent the power purchased from LEM does not reach pre
determined minimums the Company will be required to pay certain penalties Also to the extent additional power is available
to Big Rivers under the LEM contract Big Rivers may also sell to non members

VI Through 201 1 WKEC will reimburse Big Rivers approximately 260668 for the expected margins of the Aluminum Smelters
being defined as the net cash flows that Big Rivers would have received over the term of the Lease Agreement if the Company
had continued to serve the Aluminum Smelters load as filed in the Rate Hearing the Expected Margins

VII WKEC will be responsible for the operating costs of the generation facilities however Big Rivers will be partially responsible for
ordinary capital expenditures of the generation facilities over the term of the Lease Agreement up to a 49 maximum as
defined This maximum is not expected to exceed 148000 over the Lease Agreement

VIII Big Rivers entered into a note payable with LEM for 19676 to be repaid over the Lease Agreement which bears interest at 8
per annum in consideration for LEMs assumption of the risk related to unforeseen costs with respect to power to be supplied to
the Aluminum Smelters and the increased responsibility for financing capital improvements The Company has recorded this
obligation as a component of deferred charges with the related payable recorded as longterm debt in the accompanying bal
ance sheets This deferred charge will be amortized straightline over the lease term

IX On the Effective Date Big Rivers paid a non refundable marketing payment of5933 to LEM which has been recorded as a
component of deferred charges This amount will be amortized straightline over the lease term

X During the lease term Big Rivers will be entitled to certain billing credits against amounts the Company owes to LEM under
the power purchase agreement Each month during the first fiftyfive months of the lease term Big Rivers will receive a credit of
89 For the year 201 1 Big Rivers will receive a credit of2611 and for the years 2012 through 2023 the Company will
receive a credit of 41 1 1 annually Big Rivers will recognize these credits as a reduction of power purchased as service is
provided

As disclosed in the Companys 1997 audited financial statements the Company initially anticipated recording an impairment loss related to its ger
erasion facilities in conjunction with the consummation of the Lease Agreement as prescribed by generally accepted accounting principles This
impairment loss was anticipated due to the estimated fair value of Big Rivers generation facilities based on a November 1997 appraisal
Management has since determined that based upon a number of elements of the Plan which changed during the period from November 1997
to the Effective Date including a new depreciation study completed in July 1998 which significantly extends the remaining service lives of Big
Rivers generating facilities the fair value of Big Rivers generating facilities on the Effective Date was such that no impairment loss was warrantec
in conjunction with the consummation of the Lease Agreement



1 CHAPTER 11 BANKRUPTCY FILING EMERGENCE FROM BANKRUPTCY AND CONTINGENCIES Continued

As prescribed by the Plan and in conjunction with the Effective Date Big Rivers settled the liabilities subject to compromise as recorded in the
accompanying balance sheet Upon attaining the Effective Date the Rural Utilities Service RUS Promissory Note see Note 6 was replaced by two
separate notes The first note the New RUS Promissory Note represents a stated principal balance of1022583 net of 78582 paid on the
Effective Date which bears a stated interest rate of575 per annum respectively with a varying repayment schedule over the Lease Agreement
The second note the ARVP Note represents a 265000 obligation due to the RUS at the end of the Lease Agreement and this obligation does
not bear interest

In accordance with Statement of Position SOP 907 Financial Reporting by Entities in Reorganization Under the Bankruptcy Code at the
Effective Date the Company was required to record its liabilities at fair value In determining the fair value of Big Rivers liabilities the Company was
required to record its longterm debt by applying a discount rate commensurate with the market rate to the future debt service payments under
the New RUS Promissory Note and the ARVP Note regardless of the stated principal and coupon rates of the obligations In conjunction with
recording the two separate notes on the Effective Date the Company determined that the market rate associated with the New RUS Promissory
Note and the ARVP Note was 581 In discounting the future debt service payments using the market rate the Company recorded a combined
principal balance of 107731 1 for the two RUS notes net of 78582 paid on the Effective Date and recorded a 54727 loss as an extraordi
nary item in the accompanying statements of revenues and expenses for the year ended December 31 1998 Additionally this transaction was
treated as a noncash transaction and was excluded from the accompanying statements of cash flows Also in conjunction with the Plan certain
pollution control bonds discussed herein were secured and remarketed following the mandatory tender of the bonds by the holders thereof The
irrevocable standby letters of credit which were supporting the bonds held by Chase Manhattan Bank and the Bank of New York were replaced
with the bond insurance policies and standby bond purchase agreements issued by Ambac Assurance Corporation each dated at the Effective
Date between Big Rivers US Bank Trust National Association as trustee and Credit Suisse First Boston as the liquidity provider In connection
therewith the Company realized cash proceeds of 14200 and recognized an extraordinary gain in the accompanying statements of revenues
and expenses For Big Rivers remaining liabilities there were no other significant differences between the carrying amounts and the respective fair
values on the Effective Date

In accordance with the Lease Agreement the Company is allowed to purchase power in the open market incurring penalties when the power
purchased from LEM does not meet certain minimum levels and sell excess power power not needed to supply its jurisdictional Toad in the open
market collectively referred to as Arbitrage Pursuant to the New RUS Promissory Note and the ARVP Note the total value created by Arbitrage
must be divided as follows one third adjusted for member sales volume and capital expenditures will be used to make principal payments on the
New RUS Promissory Note onethird will be used to make principal payments on the ARVP Note and the remaining payments received may be
retained by the Company

In connection with the Chapter 11 filing and subsequent Effective Date certain items have been segregated and presented as reorganization
expenses in the accompanying statements of revenues and expenses as costs related to transactions which were directly associated with the
Chapter 11 proceedings Reorganization expenses for the years ended December 31 were as follows

1998 1997 1996

Professional services 4365 6362 1733

Net loss on sale of property inventory
and other assets 4004

Loss on coal prepayment 4210

Bankruptcy Court examiner fee 2300 266 72

Employee termination benefits 4979 1737

Expected allowed claim 1 583

Coal contract settlements 10200 1000

Other net 1725 1524

17373 S18352 10335

During 1997 Big Rivers terminated two unfavorable coal contracts with pending lawsuits Of the amounts settled 6000 was paid upon initial
settlement During 1998 the Company paid 2328 and has a remaining liability of3455 at December 31 1998

Contingencies

The initial plan of reorganization filed January 22 1997 included a proposed lease agreement with PacifiCorp Kentucky Energy Corporation
PKEC with terms similar in nature to the Lease Agreement Based on the Bankruptcy Courts decision to award the lease agreement to WKEC
PKEC and certain related entities filed proof of claims with the Bankruptcy Court seeking damages and allowance of claims in the approximate
aggregate amount of 30709 The Bankruptcy Court disallowed these claims the US District Court for the Western District of Kentucky affirmed
this decision in 1998 and PKEC and related entities have appealed this decision to the U S Court of Appeals Management intends to vigorously
defend these claims Management is unable to predict the outcome of these matters and accordingly no adjustments have been recorded to
reflect these uncertainties in the accompanying financial statements

On June 5 1997 an examiner appointed by the Bankruptcy Court filed for a 4410 fee On March 26 1999 the Company received an order
from the Bankruptcy Court entitling the examiner to receive a fee of2638 Management has accrued amounts under this order as a reorganiza
tion expense for the year ended December 31 1998 However management intends to appeal this order and vigorously defend this claim

In 1997 employees of Big Rivers discovered that certain wastes subject to 40 CFR Part 760 had been stored at a Company facility in excess of the
regulatory time limits for such storage This situation was subsequently disclosed to the United States Environmental Protection Agency USEPA
Region IV in accordance with regulatory requirements The USEPA has not asserted a claim for damages at this time Management is unable to
predict the damages if any that may be imposed by the USEPA Accordingly no adjustments have been recorded to reflect this uncertainty in the
accompanying financial statements

2 DISCONTINUATION OF ACCOUNTING FOR RATE REGULATED ENTITIES

During 1996 Big Rivers determined the Company was no longer eligible for the continued application of the accounting required by SFAS No 71
Accounting for the Effects of Certain Types of Regulation In conjunction with the decision to discontinue the regulatory accounting principles as
prescribed by SFAS No 71 Big Rivers recorded a noncash extraordinary gain of 31244 for the year ended December 31 1996



3 ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

General Information

Big Rivers an electric generation and transmission cooperative supplies the power needs of its four member distribution cooperatives excluding
the power needs of the Aluminum Smelters and markets power to non member utilities and power marketers The members provide electric
power and energy to industrial residential and commercial customers located in portions of 22 western Kentucky counties Big Rivers has whole
sale power contracts with each of its members which require the members to buy and receive from Big Rivers all power and energy requirements
other than as discussed in Note 1 The wholesale power contracts with the members extend to the year 2023 Rates to its members are estab
lished by the KPSC and are subject to approval by the RUS

Financial Statement Presentation

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

System of Accounts

Big Rivers accrual basis accounting policies follow the Uniform System of Accounts as prescribed by the RUS Bulletin 1767B1 as adopted by the
KPSC The regulatory agencies retain authority and periodically issue orders on various accounting and ratemaking matters

Revenue Recognition

Revenues generated from the Companyswholesale power contracts are based on monthend meter readings and are recognized as earned In
accordance with SFAS No 13 Big Rivers lease revenue will be recognized straightline over the expected benefit period The major components
Big Rivers lease revenue will include the annual lease payments and the Expected Margins as discussed in Note 1

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

Year Amount

1999 52150

2000 52150

2001 52150

2002 52150

2003 52150

Thereafter 851219

1 1 1 1969

Utility Plant and Depreciation

Utility plant is recorded at original cost which includes the cost of contracted services materials labor overhead and an allowance for borrowed
funds used during construction Replacements of depreciable property units except minor replacements are charged to utility plant

Allowance for borrowed funds used during construction is included on projects with an estimated total cost of 250 or more before consideratior
of such allowance The interest capitalized is determined by applying the effective rate of Big Rivers weighted average debt to the accumulated
expenditures for qualifying projects included in construction in progress

Depreciation of utility plant in service is recorded using the straightline method over the estimated remaining service lives as approved by the RU
During 1996 the RUS approved new depreciation rates which were based on the results of a depreciation study which extended the estimated
service lives of Big Rivers utility plant These rates were utilized from January 1995 through June 1998 During 1998 the Company commis
sioned another depreciation study to again evaluate the remaining economic lives of its assets The study received the approval of the RUS and i
pending approval from the KPSC expected in 1999 As a result of the July 1998 study the remaining service lives of the Companysdepreciable
assets were further extended The 1998 study has been adopted beginning with the Effective Date for purposes of recording depreciation
expense For 1998 the difference between the depreciation rates prescribed by the 1996 study as compared to the 1998 study resulted in
decreased depreciation expense of approximately4900

For the three years ended December 31 the annual composite depreciation rates used to compute depreciation expense were as follows

Periods prior to Period subsequent to

July 15 1998 July 15 1998
Production plant 145 425 16 25

Transmission plant 249 1 8 32

Station equipment 249 22 29

General plant 200 1429 11 54

For 1998 1997 and 1996 the average composite depreciation rates were 205 237 and 254 respectively

Cash and Cash Equivalents

For purposes of the statement of cash flows Big Rivers considers all shortterm highly liquid investments with original maturities of three months
less to be cash equivalents



3 ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES Continued

Patronage Capital

As provided in the bylaws any excess of revenues over the sum of a operating costs and expenses properly chargeable against the furnishing of
electric energy and b amounts required to offset operating losses incurred during the current or any prior fiscal year is capital furnished by the
patrons and credited to a capital account for each patron on a patronage basis In accordance with the Plan all patronage capital claims were
extinguished and discharged on the Effective Date

4 UTILITY PLANT

The following summarizes utility plant at December 31

1998 1997

Classified plant in service
Electric plant leased 1312345
Production plant 1329593
Transmission plant 84350 84067
Station equipment 101982 101888
General plant 14713 18229
Other 67 190

Unclassified plant in service 2490 1679

1515947 1535646
Less accumulated depreciation 644358 622926

871589 912720
Construction in progress 3773 1709

S 875362 S 914429

Interest capitalized for the years ended December 31 1998 1997 and 1996 was not significant to the Company

5 UNAMORTIZED DEBT EXPENSES AND COAL PREPAYMENTS

In prior years Big Rivers refinanced portions of its Tongterm obligations at lower interest rates and incurred refinancing expenses These costs were
being amortized over the term of the RUS Promissory Note however as discussed in Note 2 in conjunction with Big Rivers discontinuing the
application of SFAS No 71 the remaining unamortized debt expenses of S3525 were recognized as a component of an extraordinary gain in the
accompanying statements of revenues and expenses for the year ended December 31 1996

On July 18 1989 Big Rivers endeavored to enter into an agreement with a coal supplier to buy out a highcost longterm coal supply contract
On September 24 1991 a contract for substitution of coal was executed with this coal supplier In connection therewith Big Rivers made fuel pre
payments of S7000 which Big Rivers was withholding from payment to the supplier at a rate of one dollar per ton of coal shipped In October
1996 the Bankruptcy Court determined that the contract with the supplier was unfavorable to Big Rivers and allowed the Company to reject the
contract Based on this decision and due to the uncertainty associated with realizing this prepayment Big Rivers reserved for the remaining pre
payment balance and recorded 4210 as a reorganization expense in the accompanying statements of revenues and expenses for the year ended
December 31 1996

6 LONGTERM DEBT

Due to the underlying collateral value of the RUS Promissory Note Big Rivers ceased accruing interest for all longterm debt effective September 30
1996 However in accordance with the Plan Big Rivers resumed recording interest on the RUS Promissory Note effective June 9 1997 to the
extent of payments resulting from a monthend operating cash balance in excess of 10000 However upon achieving the Effective Date the
Company began recording interest based on the fair value rate of581 per annum

Contractual interest related to both secured and unsecured longterm obligations not recognized as interest expense for accounting purposes
totaled 7021 S54024 and S24702 for the years ended December 31 1998 1997 and 1996 respectively

A detail of longterm debt and liabilities subject to compromise is as follows at December 31

Longterm debt 1998

New RUS Promissory Note stated interest rate of 575 recorded
at fair value Note 1 with an interest rate of581 S1003791

RUS ARVP Note no stated interest rate recorded at fair value Note 1
with interest imputed at 581 62405

LEM Advances interest rate of 698 payable in
monthly installments beginning in August 2000 Due July 2003 8481

LEM Settlement Note interest rate of80 19571

County of Ohio Kentucky promissory note variable
interest rate of420 83300

County of Ohio Kentucky promissory note variable
interest rate of420 58800

Total longterm debt 1236348

Current maturities 7 51 1

Total longterm debt net of current maturities 1228837



6 LONGTERM DEBT Continued

Liabilities subject to compromise 1997

Promissory Note RUS 80 530905

Unamortized premium 570260

County of Ohio Kentucky promissory note
with variable interest rate of45 83300

County of Ohio Kentucky promissory note
with variable interest rate of45 58800

Accounts payable 7412

Total liabilities subject to compromise 1250677

The following are estimated maturities of longterm debt at December 31 excluding the LEM Advances

Year Amount

1999 7 51 1

2000 4520

2001 4041

2002 2053

2003 366

Thereafter 1209376

1227867

RUS Promissory Note

On February 25 1988 Big Rivers refinanced 319426 of high interest rate debt As a result of this refinancing a gain of 37734 was realized
As prescribed by regulatory guidelines this gain was deferred and was being amortized into income over the term of the RUS Promissory Note
However in conjunction with Big Rivers discontinuing the application of SFAS No 71 the remaining unamortized gain was recognized as a com
ponent of an extraordinary gain in the accompanying statements of revenues and expenses for the year ended December 31 1996
Pollution Control Bonds

On October 31 1985 the County of Ohio Kentucky issued 83300 of Pollution Control Refunding Demand Bonds Series 1985 the proceeds o
which are supported by a promissory note from Big Rivers which bears the same interest rate as the bonds These bonds bear interest at a vari
able rate and prior to the Effective Date were supported by a Chase Manhattan irrevocable standby letter of credit These bonds are dated to
mature on October 1 2015

On June 30 1983 the County of Ohio Kentucky issued 58800 of Pollution Control Bonds Series 1983 the proceeds of which are supported k
a promissory note from Big Rivers which bears the same interest rate as the bonds These bonds bear interest at a variable rate and prior to the
Effective Date were supported by a Bank of New York irrevocable standby letter of credit These bonds are dated to mature on June 1 2013

Big Rivers obligations with respect to the bonds although secured and remarketed were not affected by the Plan However the irrevocable
standby letters of credit issued by the Chase Manhattan Bank and the Bank of New York were replaced on the Effective Date by two liquidity facili
ties issued by Credit Suisse First Boston and municipal bond insurance policies issued by Ambac Assurance Corporation see Note 1 Big Rivers h
agreed to reimburse Ambac Assurance Corporation for any payments under the municipal bond insurance policies or the surety policies
LEM Settlement Note

On the Effective Date Big Rivers executed the Settlement Note with LEM The Settlement Note will require Big Rivers to pay to LEM 19676 plug
interest at 8 per annum over the lease term the LEM Advances The estimated principal and interest payment is approximately 1822 annual
This payment is consideration for LEMs assumption of the risk related to unforeseen costs with respect to power to be supplied to the Aluminum
Smelters and the increased responsibility for financing capital improvements The execution of the Settlement Note was treated as a noncash
transaction and was excluded from the accompanying statements of cash flows

LEM Advances

Beginning in August 1998 the first month after the Effective Date and ending in July 2000 LEM will make monthly payments totaling 50 to thf
RUS on behalf of the Company The Company will then make monthly payments of 60 to LEM over the next 36 months The payments made
by LEM to the RUS will be applied to the New RUS Promissory Note The Company will also recognize interest expense over the fiveyear life of tr
LEM Advances at698 per annum

7 RATE MATTERS

As approved by the Bankruptcy Court and the KPSC effective September 1997 the interim rates charged to Big Rivers members consist of a billin
demand charge per KW and an energy charge per kWh consumed The interim rates of Big Rivers included specific rate designs for its members
two classes of customers the large industrial customers and the rural customers under their jurisdiction For the large industrial customers the
demand charge is based on each customersmaximum demand during the current month The remaining customers billing demand is based
upon the maximum coincident demand of each membersdelivery points The demand and energy charges are not subject to adjustments for
increases or decreases in fuel or environmental costs On April 30 1998 the KPSC modified the interim rates for the large industrial customers
On June 1 1998 the modified rates were approved by the Bankruptcy Court These rates will remain in effect until revoked or modified by the
KPSC The rates resulted in a significant decrease in Big Rivers rates for wholesale electric service to certain members from the rates in effect prior
to the Chapter 11 filing



7 RATE MATTERS Continued

Pursuant to the Lease Agreement LEM will supply the energy necessary to comply with the Oglethorpe Power Corporation Oglethorpe Power
and the two Hoosier Energy Rural Electric Company Hoosier Energy contracts In turn Big Rivers will remit the net revenues from the contracts to
LEM The Oglethorpe Power contract originated in August 1992 for the sale of 103 MW of power for ten years The first of the Hoosier Energy
contracts is for the sale of 65 MW of capacity during a threemonth summer period through the year 2000 The second Hoosier Energy contract is
a peaking power contract varying from 10 MW in 1993 to 170 MW in 1999 This contract is for the summer months of June through September
of each calendar year

In accordance with the Lease Agreement LGE Energy will operate certain generating facilities owned by the City of Henderson Kentucky the
City which were operated by Big Rivers prior to the Effective Date pursuant to certain lease contracts between the City and Big Rivers The
Company will retain the service obligation under these contracts to provide transmission services as defined

8 INCOME TAXES

Big Rivers was initially formed as a taxexempt cooperative organization under section 501c12 of the Internal Revenue Code To retain tax
exempt status under this section of the Internal Revenue Code at least 85 of Big Rivers revenues must be generated from sales to the Companys
members In 1983 sales to non members resulted in Big Rivers being unable to meet the 85 requirement In a letter dated March 23 1984 the
Internal Revenue Service notified Big Rivers that effective for 1983 and subsequent years the Company would be considered a taxable organiza
tion until such year that sales to members would satisfy the 85 requirement and Big Rivers formally reapplies for taxexempt status Big Rivers is
also subject to Kentucky income tax

Under the provisions of SFAS No 109 Accounting for Income Taxes Big Rivers is required to record deferred tax assets and liabilities for tempo
rary differences between amounts reported for financial reporting purposes as compared to amounts reported for income tax purposes Deferred
tax assets and liabilities are determined based on these temporary differences using enacted tax rates in effect for the year in which these differ
ences are expected to reverse

At December 31 1998 and 1997 Big Rivers had deferred tax assets of 462348 and 468557 respectively which primarily relate to tax credits
and net operating losses At December 31 1998 the tax credits and net operating losses amounted to 57468 and1049072 and the tax
credits expire in 1999 through 2000 The non member portion of the net operating losses expire in 1999 through 2018 Additionally at
December 31 1998 and 1997 Big Rivers had deferred tax liabilities of 246862 and 281545 respectively which primarily relate to depreciation
differences on utility plant At December 31 1998 and 1997 Big Rivers did not anticipate utilization of a portion of the deferred tax assets thus a
valuation allowance was established of 215486 and 187012 respectively

9 POWER PURCHASED

In accordance with the Lease Agreement Big Rivers will supply all of the members requirements for power to serve their customers other than the
Aluminum Smelters including Big Rivers existing wholesale power contracts Contract limits were established in the Lease Agreement and include
minimum and maximum hourly and annual power purchase amounts At any time after December 31 1998 Big Rivers has the right to elect to
reduce the contract limits up to a certain extent However Big Rivers cannot reduce the contract limits by more than 12 MW in any year or by
more than a total of 72 MW over the lease term In the event Big Rivers fails to take the minimum requirement during any hour or year Big Rivers
will be liable to LEM for a certain percentage of the difference between the amount of power actually taken and the applicable minimum require
ment

Although Big Rivers will be required by the Lease Agreement to purchase minimum hourly and annual amounts of power from LEM the lease does
not prevent Big Rivers from paying the associated penalty in certain hours to purchase lower cost power if available in the open market or
reselling a portion of its purchased power to a third party

10 PENSION AND DEFERRED COMPENSATION PLANS

Big Rivers has non contributory defined benefit pension plans covering substantially all employees who meet minimum age and service require
ments The plans provide benefits based on the participants years of service and the five highest consecutive years compensation during the last
ten years of employment Big Rivers policy is to fund such plans in accordance with the requirements of the Employee Retirement Income Security
Act of 1974 Also Big Rivers has executed non contributory defined compensation agreements with certain key employees which provide for peri
odic payments upon retirement or to beneficiaries in the event of death The deferred compensation plan is fully funded and has been suspended
since 1995

In conjunction with the Lease Agreement approximately 550 of the Companysemployees were effectively terminated and transferred to WKEC on
the Effective Date Terminated employees will or have received distributions in the amount of their respective vested benefits The Company rec
ognized a curtailment loss of2086 which was recorded as a reorganization expense in the accompanying statements of revenues and expenses

The following is an assessment of the Companysnon contributory defined benefit pension plans at December 31

1998 1997

Projected benefit obligation 9700 40735
Fair value of plan assets 10005 32060
Funded status 305 8675

Prepaid unfunded accrued pension cost 1088 440

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

1998 1997 1996

Benefit cost 1686 3592 2861
Curtailment cost 2086 969

Employer contribution 5300 3831 3268
Benefits paid or transferred 29357 5810 4801



10 PENSION AND DEFERRED COMPENSATION PLANS Continued

Assumptions used to develop the projected benefit obligation were
1998 1997 1996

Discount rates 70 75 75

Rates of increase in compensation levels 40 40 40

Expected longterm rate of return on assets 85 85 85

11 POSTRETIREMENT BENEFITS OTHER THAN PENSIONS

Big Rivers provides certain postretirement medical benefits for retired employees and their spouses For all employees who retired prior to 1994
Big Rivers pays 80 of the cost from age 62 to 65 and from age 65 for salaried employees Big Rivers pays 100 of Medicare supplemental costs
For salaried employees who retire after December 31 1993 the paid Medicare supplemental was eliminated

The discount rate used in computing the postretirement obligation for 1998 and 1997 was 70 and 75 respectively A health care cost trend

rate of90 in 1998 declining to 55 in 2004 was utilized The health care cost trend rate assumption had a significant effect on the amounts
reported resulting in an unrecognized net gain of1215 in 1998 A 10 increase in the health care trend rate each future year would increase
the aggregate service and interest costs by 51 and the accumulated other postretirement benefit obligation by 667

The following is an assessment of the Companyspostretirement plan at December 31

1998 1997

Total benefit obligation 2218 5245
Unfunded accrued postretirement cost 3 536 3519

The components of net periodic postretirement benefit costs for the years ended December 31 were as follows

1998 1997 1996

Benefit cost 436 719 811

Benefits paid 389 142 172

As noted above approximately 550 employees were transferred to WKEC in conjunction with the Lease Agreement and in conjunction therewith
the Company transferred to WKEC the postretirement liability for these employees During 1998 the Company recognized a curtailment gain of
2753 which was principally offset by the realization of the previously unrecognized transition obligation related to these employees totaling
2538

In addition to the postretirement plan discussed above in 1992 Big Rivers began a postretirement benefit plan which vests a portion of accrued
sick leave benefits to salaried employees upon retirement or death To the extent an employeessick leave hour balance exceeds 480 hours such
excess hours are paid at 20 of the employeesbase hourly rate at time of retirement or death The accumulated obligation recorded for the
postretirement sick leave benefit is 101 and 362 at December 31 1998 and 1997 respectively and the postretirement expense recorded was
51 61 and 93 for 1998 1997 and 1996 respectively

12 RELATED PARTIES AND MAJOR CUSTOMERS

Operating Revenues
1998 1997 1996

Members

Green River Electric Corporation 95942 130318 132589

Henderson Union Electric Cooperative 49850 75304 82226

Jackson Purchase Electric Cooperative
Corporation 22247 23136 24511

Meade County Rural Electric Cooperative
Corporation 12618 12978 13329

KPSC Ordered Fuel Cost Refund 427

Non members 45742 62452 69694

Lease revenue 24247

Other revenue 3908 438 66

254554 304626 321988

Big Rivers agrees to indemnify its member cooperatives by performing their power supply agreements with certain industrial customers and requi
ing payments for power consumed and only such other payments as each member receives from its customers

At December 31 1998 and 1997 Big Rivers had accounts receivable from its members of approximately 10142 and 20552 respectively



13 YEAR 2000

With the approach of the year 2000 there has been concern over the impact of this event on computer systems worldwide Big Rivers has
assessed the impact of the year 2000 on its business and has developed a project plan to remediate its current status of systems not yet deemed
year 2000 compliant

Big Rivers is an electric generation and transmission company and is dependent upon outside parties whose performance could affect the
Company Through the Lease Agreement the Company relies on LGE Energy and Southeastern Power Administration for power supply Big
Rivers other dependence includes telephone companies internet companies and external businesses that supply them with goods and services
such as equipment supplies and maintenance

Additionally risk exists regarding the non compliance of third parties with key business or operational importance to the Company Year 2000
problems affecting key customers interconnected utilities telecommunications providers or financial institutions could result in lost power sales

r reduced power transmission capabilities or internal operational or administrative difficulties The Company is not presently aware of any such situa
tions however occurrences of this type could have an effect upon the business operating results or financial condition of the Company There
can be no assurance that the Company will be able to identify and correct all aspects of the year 2000 problems among these third parties in suffi
cient time

The Company has begun developing a formal contingency plan for year 2000 noncompliance and expects the contingency plan to be completedY 9 P 9 9 YP Y P P 9 YP letedP

by the second quarter of 1999 In the event of the Companysnon compliance management does not believe the Companysoperations will be
adversely affected
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Operating Revenues 339910 315571 24339 77

Operating Expenses 293456 288422 5034 17

Net Margins 44315 63652 19337 304

Capital Expenditures 10822 29875 19053 638

Cost of Fuel Used 118901 115365 3536 31

System Peak Demand Megawatts 1166 1190 24 20

Energy Sold to Members MWh 7712052 7454426 257626 35

Energy Sold to Others MWh 3021540 2587896 433644 168

Revenue per kWh Sold Mills 3166 3141 25 8
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ynergy its a term coined to represent the idea of
combining each others strengths to create something

than either unit could ever be alone Bigg Rivers

j
stronger i II
Electric Corporation is in the midst of forging a new

partnership based on our personal strengths as well as those of a
west coast utility This will allow our members to emergeas

healthy competitors in the electric utility industry This union
brings together the winning combinations of insight and

s 0individual talent matched by stateof theart electric utility
technology and most significantly the teaming of two entities
driven by the will to succeed erf

In forming this exciting combination Big Rivers intends to have
as our partner PacifiCorp a multibillion dollar electric and
telephone utility based in Portland Oregon The transition has
already begun after yearlong reviews and negotiations However u

the process of arriving at this point deserves a brief reflection

In August 1994 the Special Committee on Financial Planning
implemented the mechanisms designed to facilitate this
important change The Committee as well as the Board of
Directors wanted to leverage the utilitys assets to form a
business relationship that would best benefit the 90000plus
member ratepayers who demand and deserve reliable lowcost
electric power As the Committee began the task of overcoming
the companysfinancial obstacles one challenge after another
emerged in the months that followed

Many utilities from across the country contacted the Committee
about establishing a business relationship Suitors called
Suitors left Ultimately the Committee successfully recruited
business proposals from six highlyrespected energy companies

Analysis of the proposals proved almost as complex as the
solicitation process itself There were financial considerations
There were regulatory considerations There were rate
considerations for consumers industrial and residential along
with employee considerations At the end of the process the
proposals varied However they all shared a common thread
the member ratepayers and the economic wellbeing of western
Kentucky would be protected something the Committee had
insisted upon

one



III II

The next step in the companysnew direction was nearly complete
We were moving from a partnership of four distribution
cooperatives that gave it life more than 30 years ago into a
partnership with the coops and another entity in hopes of
sustaining life for the next 30 years

In December 1995 the Board of Directors recommended that the

Committee continue to pursue negotiations with PacifiCorp
lhnut the o r1 Under the terms of PacifiCorpsproposal Big Rivers would retain

ownership of its generation assets and PacifiCorp would lease and
manage the facilities selling power to Big Rivers for the member

turbine blades only one coops and on the wholesale open market for the life of the lease

component cfmany Rivers would continue to own and operate the transmission
system and would receive revenue from members PacifiCorp and

necessary to generate
other utilities for the provision of transmission services to

eectnahc

accommodate both onsystem and off system energy sales
o single component ls

Under details of the plan Big Rivers would generate sufficient
insignificant Electricity is

revenue to retire most of its debt while maintaining autonomy as acreated onty all
transmission company and service provider Most importantly Bigelements of process are

Rivers would survive as an economic presence in western
slucessf lily working together Kentucky into the 21st century and beyond

lfeetinq the challenges Big
RiversJilced in I9 9s

required a similar process
orre w1fiiefi utilized all the hest

resources ofthe company

pinning combination of y
r

Big RilvtrsandIaciiCorp f
r

rL

11llrl create a stronger
company one 1fiicli will

successfully compete in a
tfchallenging and changing

uuushy

BOARD OF DIRECTORS

Seated 1 to r William C Denton Al Robison Acting General Manager
Standing 1 to r Jimmy Mounts Johnny L Hamm Edward F Johnson
J D Cooper John Myers Sandra B Wood Board President James Sills
Ralph Hardin H M Bo Smith Morton Henshaw Joseph Hamilton

two



On January 30 1996 the Board of Directors entered into a non
binding letter of intent with PacifiCorp the next critical step in
developing this partnership and transforming Big Rivers into a
new energy services company poised to compete in the industry

A great deal of effort will still be required to obtain the necessary 4

endorsements of a final agreement But it is encouraging that the
cooperative has made these remarkable strides in an adversarial

environment where naysayers downplayed the possibility of Big
Rivers surviving where critics openly questioned the viability of Iy
the process and where detractors scoffed at the suggestion that fgg

the Board of Directors management and employees of this proud
company had the wherewithal to change

The systematic process the Committee and Board of Directors has
taken represents their dedication to transform this organization
from a position of financial vulnerability to a position of
economic strength In so doing the company has recommitted
to the historic mission of meeting the needs of our member
cooperatives and the customers they serve

1
On behalf of the Special Committee and the Board of Directors
we would like to extend our most sincere thanks to the

employees of Big Rivers who have refused to let unsettling
headlines and uncertainty compromise the efficient production of
safe reliable electricity or the delivery of other valuable services
to the coops We would also like to extend regards and thanks
to the distribution cooperatives their boards management and
employees for the valuable input they offered during the
screening and selection processes And most importantly we
salute the many customers who stand as constant reminders of
why this company was founded and whose interests the
operation was created to serve

The challenges that lie ahead are significant Yet 1995 showed
that challenge often presents equally significant opportunity
opportunity for growth opportunity for change opportunity to
establish a new vision and opportunity to create more winning
combinations

Sandra B Wood A J Robison

President General
and Manager
Chairperson of the Board

three



Corporate Report

Big Rivers Electric Corporation was the embodiment of winning combinations in 1995
and not just in the potential partnership being forged with PacifiCorp

There was the combination of innovation and financial insight manifested in cost
savings to consumers

There was the combination of technology and talent that made for a cleaner yi
environment in western Kentucky

There was the combination of service and attention to customer satisfaction

represented by a number of new initiatives aimed at all user classes onsystem and off

And there was the combination of corporate citizenry and community responsibility
that kept Big Rivers an integral part of western Kentuckyseconomy

These winning combinations were made possible by the leadership of the Board of
Directors management and employees whose contributions to the system are
chronicled on the pages that follow

The foundation has been laid The key is to maintain 1995smomentum into 1996
a4d beyond assuring a future of winning combinations

Performance Duly
A new summer peak le sales onsystem and off Compliance with increasingly
stringent environmen g egulations These are among the key issues that highlighted
1995s power production and transmission performance

During 1995 the company sold7712052 MWh of energy to its four member
distribution cooperatives representing an increase of345 percent compared to 1994
Off system sales totaled3021540 MWh for year up 1675 percent from the
previous year

Energy consumption is in direct proportion to the need for
ca city created by customer demand At400 pm on

9 g demand hit a summer peak of 1166ugust 18
z4 MW the highest level on the system since

77114 rro January 1994 when demand topped out

y

at 1190 MW At the time of the

August peak Alcan Aluminum was
operating its Sebree smelter at a

load level about 75 MW

lower than normal full

capacity
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In evaluating the system requirements and the capacity installed its important to
remember that the reserve capacity represents a commodity that will become valuable
in meeting the needs of the four distribution cooperatives attracting new industry and
positioning Big Rivers to compete in a deregulated market Thats why the partnership
with PacifiCorp is so important and why Big Rivers is attractive as a partner with the
west coast utility

The Oregonbased utility has established a reputation for environmental responsibility
and overall efficient operations a reputation mirrored by Big Rivers and
demonstrated by several major initiatives in 1995 r

Flue Gas Desulfurization systems scrubbers were installed on Unit One and 1
Unit Two of the Henderson Municipal Power and Light Station Two HMPL
The scrubber installation will allow HMPLto burn the higher sulfur coal mined
in western Kentucky and the Illinois basin while meeting the lowered sulfur
dioxide emission requirements of the Clean Air Act Amendments of 1990
CAAA90

LowNOx burner retrofit projects were completed on the Kenneth C Coleman
Plant Unit One and Unit Two These burners reduce the amount of nitrogen oxide
NOx emitted to the atmosphere and are part of compliance with the CAAA90
Emissionsss ons thus far have been well below federal standards at 05 poundsper
million BTU of fuel burned In addition a second lowNOx project was begun at 4
HMPLUnit Two and planning began for the burner changeout on the Kenneth The ninnin
C Coleman units

tonibinaboii
Another component of compliance with the Clean Air Act involved the

0 techliOlogyinstallation of continuous emission monitoring equipment on the Robert A Reid
and DB Wilson stations and talent

that goes into
Plant efficiency remains at high levels for the system According to the Utility
Data Institute Big Rivers plants were ranked 60 71 184 and 213 out of 718 the efficient
utilities listed across the country in the area of production cost per net megawatt prOdllcti01n
hour produced including fuel

and
An upgrade of nearly nine miles of 69kV line in Meade County strengthens the transniissi011

system In addition a new interconnection is under way with Kentucky Utilities
This will relieve peak overloads and provide for more reliable export of power of reliable
during high load situations electric p01ler

The winning combination of technology and talent that goes into the efficient
has been a

production and transmission of reliable electric power has been a tradition at Big tradition at
Rivers for over thirty years Its a tradition that will continue in the years to come as

Bic Riverswe partner with another industry leader PacifiCorp
for over

thirty years
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In ensuring a future for Big Rivers the Board of
Directors management and employees have all
made cost competitiveness a high priority

Renegotiated Renegotiated contracts cost containment programs
and collaboration with member systems are leading

contracts cost to savings and benefits to be shared with
containment distribution coops and their consumers

programs But cost containment and competitive positioning
and do not preclude expenses that must be incurred and
collaboration passed along in some manner That was the case

with member with the scrubber installation at HMPLduring
1995 The federally mandated Clean Air Act of 1990

systems are
required a reduction in emissions But rather than

leading to add the expense of the technology into base rates

savings and Big Rivers joined several other utilities in benefiting

benefits that from an environmental cost pass through formula
established by the Kentucky General Assembly

can be shared

With the In addition steps were taken in the following areas to improve Big Rivers position in

distribution an increasingly competitive industry

COops and the The Corporation terminated a contract with Costain Coal and opened new
consumers bids for supplying coal to the HMPLstation since scrubbers allow the

use of high sulfur coal This action will result in savings of 225 million over
the next three years

A depreciation study completed during 1995 pointed to increased margins in
future years as a result of extending the useful life of plant assets resulting in
reduced depreciation rates and associated depreciation expense by as much as
10 million annually

Discussions with the Rural Utilities Service have not only focused on details
of the proposals from business suitors but also on refinancing the companys
guaranteed debt in order to take advantage of lower interest rates
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The company is holding the line on operations and maintenance costs OM
by moving scheduled plant maintenance outages from a 12month cycle to an
18month cycle This is consistent with changing industry standards and
practices

Another key component in Big Rivers strategy to become more competitive is
to involve distribution cooperatives in rate setting discussions Several such

1 discussions were held during 1995 More are anticipated in 1996 This newly
energized partnership with the coops is exploring innovative rate design so
that more competitive rates can be established for rural residential
commercial and industrial customers

The electric cooperatives that comprise the Big Rivers system are the engines driving
the economy of western Kentucky They themselves are laying the groundwork for a
competitive environment With Big Rivers joining in a collaborative effort to design
rates aimed at customer growth and retention all five systems and most importantly
the consumer will benefit Thats a winning combination of skills and abilities that
will be utilized to its fullest in further developing the new direction for this utility
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There is no greater role for this company than serving its member cooperatives and
helping them serve their customers That is precisely the mission that sparked the
creation of this company more than three decades ago it is the same mission that will
drive this company through the successful negotiation of its many challenges

Key to that mission is unmatched customer service to the coops themselves and to
customers that are served on and off system Here again is where Big Rivers has
established a winning combination of technology and talent to assure a greatergY g

measure of success in completing the tasks at hand

An important first step in demonstrating better service to the coops and in
establishing future operations was the delivery of engineering services to the
distribution systems Activities undertaken included substation upgrade design
and construction Already future work requests include the design of two new
substations

During 1995 Big Rivers established a commercial and industrial energy audit
team to assist the coops in providing additional service to this important class of
consumers One facet of the program explores the development of energy

IN
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conservation strategies which may be implemented by the
consumer Another examines power quality and explores

4

solutions for any deficiencies The service is provided to
member systems at no charge

Another important advance undertaken in 1995
was to generate more input from operations and

maintenance personnel of the large
industrial customers Topics of discussion
have included coordinating maintenance
activities exploring solutions for operating
problems and establishing development

K strategies for load expansion

i From the distribution cooperatives to the
aluminum smelter load to the many
commercial and industrial accounts no

customer is any more important than
the rural residential members They represent a small share of the total power
requirements of the system but are important and deeply entrenched in
the history of the system During 1995 Big Rivers and the member systems
reavowed their commitment to assure that high levels of customer satisfaction
were maintained across the system Valuable monthly tracking surveys were
conducted and reported an action common to investorowned utilities but

unique to cooperative utilities in the region

Another activity launched for the benefit of member cooperatives and their
residential members was a systemwide data base Already more than 40000
records have been established linking enduse appliance saturation with
customer demographics The data base allows Big Rivers and its member co
ops to make marketing communication tools more efficient and cost effective
This too is fairly common among investorowned utilities but unique to
cooperative utilities

The year also saw Big Rivers become more sophisticated in engaging another
type of consumer the off system buyer In 1995 Big Rivers became one of
16 companies involved in the Continental Power Exchange CPEXTM an
electronic energy exchange similar to commodity and stock exchanges The
system allows a computer network to monitor available energy resources and
facilitate trading of electricity
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One generation and transmission cooperative serving four distribution systems which serve
over 90000 consumers that certainly is the most important facet of this companyscore
business Big Rivers has its roots in being a reliable power producer As the future
continues to unfold we will break new ground with the opportunity to serve power
marketing agents around the nation who in turn serve thousands of customers This dual
role in customer service represents another winning combination about which Big Riverscan boast

Iiioiity on omInmih

From its inception more than thirty years ago Big Rivers Electric Corporation has
played a central part in the economic life of western Kentucky That was true when
the company attracted the large and important aluminum smelter load to the region as
a result of its abundant lowcost power That remains true today as Big Rivers
continues its role as a beacon for industry a conduit for good paying jobs and a
contributor to the livelihoods of the communities in which it conducts business

For that the 820

employees of this
company can be

extremely proud They
can be proud of the 1 1significant contributions

the company has made
toward the betterment of
civic and charitable 0
organizations as well as

a
the economy of western
Kentucky

AIL Sal

Long recognizing that

employees represent the single greatest asset of any company Big Rivers took a
more aggressive approach in 1995 by providing its employees with increased
training and appropriate compensation More than 75000 was devoted to
technical training and educational assistance for employees A new 401k savings
plan was initiated and a pretax flexiblespending benefits plan was put into place
for bargaining unit employees greatly reducing the employees tax burden

Big Rivers shared its leadership skills with another of our member systems by
presenting a FrontLine Leadership training program at Meade County
RECC As a result those participating employees now have additional
valuable communication skills relating to employee supervision and
management

Big Rivers long ago made a promise to support those communities in which it
conducted business This past year contributions of employee time and talent
replaced some of the financial donations that have been apparent in previous
years Still the utility carries its unwavering commitment to being

IITIe



a community partner as evident when the company and its employees
established a record for the annual United Way campaign with nearly
70000 in pledges

Of course the employees of Big Rivers and their communities will only
continue to thrive if sufficient economic growth is sustained Economic
growth successes were achieved during 1995 as they have been during
every year of Big Rivers operations Hudson Foods began construction of a
major poultry processing facility Willamette Industries undertook major
expansion at its paper mill Alcoa CMI will take advantage of the molten
aluminum available from nearby smelters and in so doing create 400 jobs
for the region

These are but a few of the success stories Big Rivers can tell about its
employees their hometowns and the industries that provide their neighbors
with jobs In the future Big Rivers will be in a position to combine its
documented skills in economic development with those of PacifiCorp to
bring even more economic growth to western Kentucky
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A turning point in the life of Big Rivers was reached in 1995 There is renewed spirit
among employees to make the companysfour power plants as efficient as possible

There is a renewed sense of empowerment to the employees from a Board of Directors
and management equally intent to see this company not only survive but thrive as a
premier provider of electric service

There are challenges numerous challenges But in each there exists an opportunity
to demonstrate that the employees of Big Rivers Electric Corporation have unyielding
resolve willing to face adversities and collectively striving to emerge stronger than
any one of us could ever be alone

The winning combination of corporate allegiance and personal pride shared between
ourselves and the members of PacifiCorp will provide for a sustained successful
future one of growth with a focus on the communities and customers we serve
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ARTHUR ANDERSEN LLP

Report of Independent Public Accountants

To the Board of Directors of

Big Rivers Electric Corporation

We have audited the accompanying balance sheets of Big Rivers Electric Corporation Big Rivers a Kentucky
corporation as of December 31 1995 and 1994 and the related statements of revenues and expenses equities
deficit and cash flows for the years then ended These financial statements are the responsibility of Big Rivers
management Our responsibility is to express an opinion on these financial statements based on our audits The

financial statements of Big Rivers for the year ended December 31 1993 were audited by other auditors whose
report dated February 25 1994 expressed an unqualified opinion on those statements with an explanatory
paragraph related to Big Rivers ability to continue as a going concern

We conducted our audits in accordance with generally accepted auditing standards and the standards for financial
audits contained in Government Auditing Standards 1994 Revision issued by the Comptroller General of the
United States These standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement An audit includes examining on a test basis
evidence supporting the amounts and disclosures in the financial statements An audit also includes assessing the
accounting principles used and significant estimates made by management as well as evaluating the overall
financial statement presentation We believe that our audits provide a reasonable basis for our opinion

In our opinion the financial statements referred to above present fairly in all material respects the financial
position of Big Rivers as of December 31 1995 and 1994 and the results of its operations and its cash flows for the
years then ended in conformity with generally accepted accounting principles

The accompanying financial statements have been prepared assuming that Big Rivers will continue as a going
concern As discussed in Note 1 to the financial statements Big Rivers continues to sustain negative net margins
which will eventually cause the cooperative to default on certain provisions under the Debt Restructuring
Agreement is potentially subject to working capital liquidity problems and is subject to a significant amount of
litigation These conditions raise substantial doubt about Big Rivers ability to continue as a going concern
Managementsplans in regard to these matters are also described in Note 1 The financial statements do not include
any adjustments that might result from the outcome of this uncertainty

In accordance with Government Auditing Standards we have also issued reports dated February 9 1996 on our
consideration of Big Rivers internal control structure and compliance with laws and regulations

of4e
Little Rock Arkansas

February 9 1996
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STATEMENTS OF REVENUES AND EXPENSES

For the Years ended December 31

Dollars in thousands

1995 1994 1993

Operating revenues 339910 315571 350946

Operating expenses

Operations
Fuel for electric generation 118901 115365 117400

Power purchased and interchanged 42682 39174 45151

Production excluding fuel 29844 28369 26161

Other 28990 26766 25205

Maintenance 23019 28981 27783

Depreciation 45423 45106 45257

Taxes other than income taxes 4597 4661 4505

Total operating expenses 293456 288422 291462

Electric operating margins 46454 27149 59484

Interest expense and other
Interest net of capitalized interest 94983 93236 92707

Other net 2653 1065 1043

f Total interest expense and other 92330 92171 91664

Operating margin loss 45876 65022 32180

I Nonoperating margins
Interest income and other 1561 1370 1546

Net margin loss 44315 63652 30634

1

0

The accompanying notes to financial statements
are an integral part of these statements

I

ii



BALANCE SHEETS

As of December 31

Dollars in thousands

Assets 1995 1994

Utility plant net 1008292 1048904
Other deposits and investments at cost 4726 6207
Current assets

Cash and cash equivalents 10123 10103
Accounts receivable 31780 28251
Fuel inventory 20952 20489
Nonfuel inventory 14846 15123

Total current assets 77701 73966

Deferred charges 6305 6766
Coal prepayments 4600 5130

1101624 1140973

Equities Deficit and Liabilities 1995 1994

Capitalization

Equities deficit 293373 249058
Longterm obligations 1228507 1245267

Total capitalization 935134 996209

Current liabilities

Current maturities of longterm obligations 8085 15144
Accounts payable 23150 27785
Accrued expenses 6278 17754

Total current liabilities 37513 60683

Deferred credits

Balancing account 77601 30878
Unamortized gain on reacquired debt 21711 23112
Other

29665 30091
Total deferred credits 128977 84081

Commitments and contingencies Notes 1 2 6 8 and 11

1101624 1140973

The accompanying notes to financial statements are
an integral part of these statements

M1
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STATEMENTS OF EQUITIES DEFICIT Imi
I

For the Years ended December 31
Dollars in thousands

Other equities

i Donated Consumers

Total capital contributions

equities Accumulated Patronage and to

deficit deficit capital memberships debt service

Balance at December 31 1992 154772 287138 127921 764 3681

Margins for 1993
Operating 32180 32180

Nonoperating 1546 1546

Balance at December 31 1993 185406 317772 127921 764 3681

Margins for 1994
Operating 65022 65022

Nonoperating 1370 1370

Balance at December 31 1994 249058 381424 127921 764 3681

Margins for 1995
Operating 45876 45876

Non operating 1561 1561

Balance at December 31 1995 293373 425739 127921 764 3681

1

i

The accompanying notes to financial statements
are an integral part of these statements
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S T A T E M E N T S O F CASH FLOWS

For the Years ended December 31

Dollars in thousands
1995 1994 1993

Cash flows from operating activities
Net margin loss 44315 63652 30634

Adjustments to reconcile net

margin loss to net cash provided by
operating activities

Depreciation and amortization 47933 46880 46979

Net change in balancing account 46723 21692 16064

Amortization of gain on reacquired debt 1401 1613 1612

Amortization of gain on sale of pollution control allowances 1745

Changes in operating assets and liabilities
Accounts receivable 3529 2682 7768

Fuel inventory 463 2093 6076

Nonfuel inventory 277 357 99

Accounts payable 4635 6434 6591
Accrued expenses 11476 13835 556

Other net 2865 3178 516

Net cash provided by
operating activities 30234 26986 3429

Cash flows from investing activities
Capital expenditures net 10822 29875 16404

Sale of pollution control allowances 188 23150

Net cash provided by used in
investing activities 10822 29687 6746

Cash flows from financing activities
Increase decrease in RUS Promissory Note 15028 6003 5817

Principal payments on other longterm obligations 4364 3272 4364

Net cash provided by used in financing
activities 19392 2731 10181

Net increase decrease in cash

and cash equivalents 20 30 6

Cash and cash equivalents beginning of year 10103 10073 10079

Cash and cash equivalents end of year 10123 10103 10073

Supplemental Cash Flow Information

Cash paid relating to interest expense net of capitalized amounts 108406 86165 97594

The accompanying notes to financial statements
are an integral part of these statements
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NOTES TO FINANCIAL STATEMENTS

December 31 1995
Dollars in thousands

1

Minimum Debt Service Payments

Liquidity Risk and Contingencies

Management has prepared the accompanying financial statements on the basis that Big Rivers Electric Corporation
Big Rivers will continue as a going concern and while management expects to maintain positive cash flows from
operations current rates and current sales levels will cause Big Rivers to continue to sustain negative net margins and
to eventually default on certain provisions under the Debt Restructuring Agreement see Note 5

The Debt Restructuring Agreement establishes a minimum level of debt service payments while requiring
additional debt service payments for cash flows generated in excess of a monthend working capital cash balance of
10000 as defined by the Debt Restructuring Agreement The monthly cash flows of Big Rivers are primarily

dependent upon payments received under the Settlement Agreement see Note 6 between Big Rivers National
Southwire Aluminum Company NSA and Alcan Aluminum Corporation Alcan collectively referred to as the
Aluminum Smelters The Settlement Agreement requires the Aluminum Smelters to pay a variable rate from 181
cents per kWh to 44 cents per kWh based on the market price of aluminum The market price of aluminum is

subject to volatility Additionally pursuant to the Settlement Agreement if Big Rivers collects in the aggregate an
amount equal to the demand charge calculated over the term of the contract period the remaining energy sold to the
Aluminum Smelters will be based on 181 cents per kWh Under this criterion management anticipates that Big

Rivers will collect the aggregate demand charge under the Settlement Agreement by the first quarter of 1996 Due to
the Debt Restructuring Agreement requiring additional debt service payments for cash flows generated in excess of a
monthend working capital cash balance of 10000 coupled by Big Rivers reliance on the fluctuating variable rate
under the Settlement Agreement there can be no assurance that Big Rivers will not experience working capital
liquidity problems in the near term

On January 20 1995 NSA filed suit derivatively on behalf of Green River Electric Corporation Green River and
Big Rivers and Alcan filed suit derivatively on behalf of Henderson Union Electric Cooperative Henderson Union
and Big Rivers as plaintiffs versus Big Rivers Board of Directors Big Rivers Green River and Henderson Union in
Henderson Circuit Court This action seeks to dissolve Big Rivers and recover damages in excess of 83000 from the
individual directors of Big Rivers Big Rivers has provided indemnification to its directors for the legal expenses in
successfully defending this type of claim Associated with this indemnification Big Rivers owns a directors and

officers liability policy which has an aggregate limit of2500 Management intends to vigorously defend this claim
Management is unable to predict the outcome of this matter and accordingly no adjustments have been recorded to
reflect this uncertainty in the accompanying financial statements

The US Environmental Protection Agency EPA has informed Big Rivers that it may be liable for damages with
respect to the Green River Disposal Superfund Site as defined in the Comprehensive Environmental Response
Compensation and Liability Act of 1980 A remedialfeasibility study has been completed and approved by the EPA
The EPA issued its Record of Decision in this matter on December 14 1994 which prescribes the remedies that the
EPA has found appropriate for the site Big Rivers share of the cost based on volume waste calculations will be less
than one percent Management is of the opinion that the ultimate outcome of this matter will not have a material
impact on the financial position or results of operations of Big Rivers

On March 14 1994 the Aluminum Smelters sued Big Rivers Henderson Union and Green River seeking to set
aside the Settlement Agreement see Note 6 to which all parties to the lawsuit were signatories Big Rivers has filed a
motion to dismiss for lack of jurisdiction failure to state a claim and improper venue This motion is pending before

J
the Hancock Circuit Court Also Big Rivers Henderson Union and Green River have filed suit against the Aluminum
Smelters on April 20 1994 claiming that the Aluminum Smelters have breached their covenants not to challenge the
Settlement Agreement This suit has been stayed pending the Hancock Circuit Courts decision on the pending
motions PManagement is of the opinion that the ultimate outcome of this matter will not have a material impact ong

the financial position or results of operations of Big Rivers
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On January 27 1994 a coal supplier sued Big Rivers seeking damages of approximately3000 In addition to

the damages claimed the coal supplier has asserted that Big Rivers is also responsible for the cost of closing a mine
The coal suppliers latest valuation of its claim made August 18 1994 was 13283 Management intends to
vigorously defend this claim Management is unable to predict the outcome of this matter and accordingly no
adjustments have been recorded to reflect this uncertainty in the accompanying financial statements

On January 10 1995 a complaint case was filed with the Kentucky Public Service Commission KPSC by the
Aluminum Smelters and Commonwealth Aluminum requesting a refund of5993 plus interest for unreasonable fuel
costs incurred for the period January 1 1988 to October 31 1990 Management intends to vigorously defend this
claim Management is unable to predict the outcome of this matter and accordingly no adjustments have been
recorded to reflect this uncertainty in the accompanying financial statements

The Aluminum Smelters and Commonwealth Aluminum are requesting that the KPSC order a refund for certain
costs to jurisdictional customers contending that Big Rivers fuel costs were being improperly allocated for the period
November 1 1992 to October 31 1995 Management intends to vigorously defend this claim Management is unable
to predict the outcome of this matter and accordingly no adjustments have been recorded to reflect this uncertainty in
the accompanying financial statements

Big Rivers has a longterm coal contract with Green River Coal Company Green River Coal The contract
requires Big Rivers to annually purchase1020000 tons of coal through 2004 Big Rivers believes the Green River

Coal contract was unlawfully procured and that Big Rivers is entitled to rescind the contract and recover damages
including coal prepayments see Note 4 When Big Rivers informed Green River Coal of its claim Green River Coal
filed for bankruptcy protection on July 8 1993 Additionally Green River Coal has countersued Big Rivers stating the
amounts being withheld from payment to Green River Coal see Note 4 are in violation of its bankruptcy protection
In connection with this contract a criminal trial for a former general manager of Big Rivers is scheduled for August
1996 As a result the Bankruptcy Court has stayed discovery pending the outcome of this trial Management is
unable to predict the outcome of this matter and accordingly no adustments have been recorded to reflect this
uncertainty in the accompanying financial statements

On October 20 1995 the Franklin Circuit Court entered a judgment affirming a portion of the KPSCs previous
orders for unreasonable fuel costs from November 1 1990 to April 30 1993 see Note 6 and remanding a portion of
that order to the KPSC for determination of whether certain remaining fuel costs comply with the regulatory
requirements for rate recovery Big Rivers filed a notice of appeal on November 15 1995 Management intends to
vigorously defend this claim Management is unable to predict the outcome of this matter and accordingly no
adjustments have been recorded to reflect this uncertainty in the accompanying financial statements

Big Rivers is either a defendant or a plaintiff in various other legal actions and claims which management believes
will not have a material impact on Big Rivers financial position or results of operations

During 1994 the Board of Directors formed a Special Financial Planning Committee Committee which is
comprised of four board members The Committee was given the assignment of proposing a solution to Big Rivers
financial difficulties by the end of 1995 The Committee employed legal advisors financial advisors and a turnaround
specialist to evaluate possible alternatives This process has culminated in the Committee recommending to the Board
of Directors that a lease arrangement be executed with PacifiCorp Holdings Inc PacifiCorp an Oregon based utility
On January 30 1996 Big Rivers and PacifiCorp approved a letter of intent which commits the entities to work toward
a longterm lease and operating agreement Under this arrangement Big Rivers would retain ownership of its
generation facilities and would continue to provide transmission services to its four distribution cooperatives
PacifiCorp would lease and operate Big Rivers generation facilities for 25 years in exchange for annual lease payments
of approximately 30000 Big Rivers would continue to serve its members in buying wholesale power from
PacifiCorp for the term of the lease which would result in reduced rates and provide longterm stability to Big Rivers
four distribution cooperatives and their industrial customers Additionally PacifiCorp would be allowed to market
and sell Big Rivers excess capacity and energy to non members for the term of the lease However the proposed
agreement among other factors stipulates the forgiveness of debt and requires certain longterm coal contracts to
reflect market conditions Additionally the proposed agreement is subject to various approvals from creditors certain
regulatory bodies and certain customers If the letter of intent does in fact result in an executed lease agreement the
financial impact of such lease could alleviate some of the financial difficulties discussed in the aforementioned
paragraphs
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Organization and Summary of

Significant Accounting Policies

General Informati

Big Rivers an electric generation and transmission cooperative supplies the power needs of its four member
distribution cooperatives and markets power to non member utilities and power marketers The members provide

electric power and energy to industrial residential and commercial customers located in portions of 22 western
Kentucky counties Big Rivers has wholesale power contracts with each of its members which require the members to
buy and receive from Big Rivers all of their power and energy requirements The wholesale power contracts with the
members extend to the year 2023 Rates to its members are established by the KPSC and are subject to approval by
the US Department of Agriculture Rural Utilities Service RUS

Financial Statement Presentation

The preparation of the financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets liabilities revenues and

The estimates and assumptionsand disclosure of contingent assets and liabilities tions used in the accompanyingp

financial statements are based upon managementsevaluation of the relevant facts and circumstances as of the date of
the financial statements Actual results may differ from the estimates and assumptions used in preparing the
accompanying financial statements

System of Accounts
Big Rivers accrual basis accounting policies follow the Uniform System of Accounts prescribed by the RUS Bulletin
1767B1 as adopted by the KPSC The regulatory agencies retain authority and periodically issue orders on various
accounting and ratemaking matters

Revenue Recognition
Revenues are based on monthend meter readings and are recognized as earned

Utility Plant and Depreciation
Utility plant is recorded at original cost which includes the cost of contracted services materials labor overhead and
an allowance for borrowed funds used during construction Replacements of depreciable property units except minor
replacements are charged to utility plant Property units replaced or retired including cost of removal and salvage
value are charged to accumulated depreciation Routine maintenance repairs and minor replacement costs are

charged to expense as incurred
Allowance for borrowed funds used during construction is included on projects with an estimated total cost of

250 or more before consideration of such allowance The interest capitalized is determined by applying the effective
rate of the RUS Promissory Note see Note 5 to the todate accumulated expenditures for qualifying projects included
in construction in progress Capitalization of interest is discontinued when the project is completed and the asset is
ready for service

Depreciation of utility plant in service is provided using the straight line method over the estimated service lives
of depreciable assets The annual RUS prescribed rates used to compute depreciation are as follows

Production plant 300 310

Transmission plant 275

Station equipment 275

General plant 200 2000

For 1995 1994 and 1993 the average composite depreciation rates were 316 303 and 306 percent respectively

Cash and Cash Equivalents
For purposes of the statement of cash flows Big Rivers considers all shortterm highly liquid investments with
original maturities of three months or less to be cash equivalents

twentyIngo
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Fuel inventory primarily consists of coal which is recorded at weighted average cost Nonfuel inventory primarily
consists of materials and supplies related to generating plants and is recorded at weighted average cost Big Rivers has
entered into several longterm coal contracts extending through 200g g 2006 Fuel purchased under these contracts in 1995
1994 and 1993 was 96525 98574 and 101123 respectively In 1996 Big Rivers is obligated to purchase a
minimum of3912 tons of coal

Patronage Capital

As provided in the bylaws any excess of revenues over the sum of a operating costs and expenses properlyP Y

chargeable against the furnishing of electric energy and b amounts required to offset operating losses incurred
during the current or any prior fiscal year is capital furnished by the patrons and credited to a capital account for each
patron on a patronage basis Non operating margins are used to offset any accumulated non operating deficits and to
the extent not needed for this purpose used to offset any operating losses during the current or any prior fiscal year
If after offsetting the non operating margins against accumulated non operating deficits operating losses or
accumulated deficits there remains a balance this balance is allocated to patrons on a patronage basis and any amount
so allocated is included as a part of capital credited to the accounts of patrons Neither operating nor non operating
losses are allocated to the patrons In accordance with the Restated Mortgage and Security Agreement see Note 5
patronage capital cannot be retired if such amounts are less than 40 percent of the total assets

Reclassifications

Certain prior year amounts have been reclassified for comparability with the 1995 presentation

3

Utility Plant

The following summarizes utility plant at December 31
1995 1994

Classified plant in service
Production plant 1315574 1318097
Transmission plant 83486 81571
Station equipment 100646 100691
General plant 17833 17654
Other 190 190

Unclassified plant in service 37090 2115

1554819 1520318
Less accumulated depreciation 549612 504460

1005207 1015858
Construction in progress 3085 33046

1008292 1048904

The average rate used for the capitalization of interest during construction was 80 percent in 1995 1994 and
1993 Interest capitalized was approximately 10241100 and 400 for the years ended December 31 1995 1994
and 1993 respectively

twenty three
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Deferred Charges and Coal Prepayments

The following summarizes deferred charges and coal prepayments at December 31
1995 1994

Unamortized debt expenses 6145 6541

Other 160 225

6305 6766

Green River Coal Company prepayments 4600 5130

In prior years Big Rivers refinanced portions of its longterm obligations at lower interest rates and incurred
refinancing expenses These costs are being amortized over the term of the RUS Promissory Note see Note 5

On July 18 1989 Big Rivers endeavored to enter into an agreement to buy out a highcost longterm coal supply
contract On September 24 1991 a contract for substitution of coal was executed with Green River Coal In

connection therewith Big Rivers made fuel prepayments of7000 which Big Rivers is withholding from payment to
Green River Coal at a rate of one dollar per ton of coal shipped Interest on the outstanding balance is based on the
prime rate as established by Chemical Bank of New York plus two percent

5

Long Term Obligations

A summary of longterm obligations at December 31 is as follows

1995 1994

Promissory Note RUS 80 percent 546519 600542

Unamortized premium 521291 482296

1067810 1082838

County of Ohio Kentucky promissory note
with variable interest rate of545 percent and
585 percent at 1995 and 1994 respectively 83300 83300

County of Ohio Kentucky promissory note
with variable interest rate of 545 percent and
585 percent at 1995 and 1994 respectively 58800 58800

Obligation under power purchased contract see Note 8 26682 31109

Bank of New York bank loan 80 percent 1806

Chemical Bank bank loan 80 percent 2558

Total longterm obligations 1236592 1260411

Less current maturities 8085 15144

1228507 1245267
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Debt Restructuring Agreement

All revenues and substantially all assets of Big Rivers are pledged as collateral under a Restated Mortgage and Security
Agreement dated March 30 1988 which was executed as part of a Debt Restructuring Agreement The impact of the
Debt Restructuring Agreement was accounted for as a troubled debt restructuring involving a modification of terms
Accordingly Big Rivers accounted for the effects of the restructuring prospectively as a change in the effective interest
rate and did not adjust the carrying amount of the debt

Ptoinls l NON RL

The Debt Restructuring Agreement provides for a reverse amortization repayment schedule payments will be applied
to principal in a reverse manner to that provided by a conventional loan amortization schedule at an effective interest
rate of 80 percent for the RUS Promissory Note which includes all debts of Big Rivers which are guaranteed or
insured by the RUS RUS Debt For financial statement purposes interest expense is being computed on a
conventional amortization method rather than the reverse amortization method per the Debt Restructuring
Agreement The resulting difference between the reverse amortization repayment schedule and the conventional loan
amortization schedule is reflected as unamortized premium and will be adjusted throughout the term of the RUS
Promissory Note Any unpaid interest is added to the unamortized premium In return for Big Rivers making all
payments on the RUS Promissory Note the RUS will make all payments required on all prior debt on a timely basis
and will not seek to collect additional funds from Big Rivers

In connection with the Settlement Agreement see Note 6 the Debt Restructuring Agreement was amended as of1 January 1 1990 The amendment provided that if the variable rates to the Aluminum Smelters specified in the
Settlement Agreement and in effect on April 1 1990 remain continuously in effect and unmodified through August
31 1997 and if during this period the RUS Promissory Note never exceeds by more than 18000 what the RUS
Promissory Note would be if only the scheduled annual amounts were paid then no event of default shall be deemed
to have occurred through December 31 1997 Using this criteria the principal balance of the RUS Promissory Note
cannot exceed 460948 at December 31 1997

Othcr ng1cnn Obligations

In November of 1982 the County of Ohio Kentucky issued 82500 of Pollution Control Interim Bonds Interim
Bonds Series 1982 the proceeds of which were loaned to Big Rivers On October 31 1985 the County of Ohio
Kentucky issued 83300 of Pollution Control Refunding Demand Bonds Refunding Bonds Series 1985 the
proceeds of which were used to refinance the Interim Bonds The Refunding Bonds bear interest at a variable rate
which is the lesser of a 13 percent per annum or b a rate determined weekly by the remarketing agent with the
approval of Big Rivers equal to the minimum rate necessary to remarket the bonds in a secondary market at par plus
accrued interest but not less than 40 percent nor greater than 110 percent of an index based upon the weekly sales of
91 day US Treasury Bills These bonds are supported by a Chemical Bank irrevocable standby letter of credit which
is due to expire October 15 1997 and is subject to renewal The bonds are subject to mandatory redemption upon
expiration of the supporting letter of credit In absence of notification by Chemical Bank to renew the letter of credit
Big Rivers will draw down sufficient funds under the letter of credit to redeem the bonds Amounts borrowed against
the letter of credit would bear interest at prime plus two percent and become bank amounts as defined by the Debt
Restructuring Agreement The bank amounts would be repayable under the same terms and conditions as the
redeemed bonds While these bonds are not dated to mature until October 1 2015 pursuant to the Debt
Restructuring Agreement Big Rivers is obligated to fully fund these bonds or bank amounts by January 31 2010

On June 30 1983 the County of Ohio Kentucky issued 58800 of Pollution Control Bonds Series 1983 the
proceeds of which were loaned to Big Rivers These bonds bear a variable rate of interest determined weekly by the
remarketing agent with the approval of Big Rivers equal to the minimum rate necessary to remarket the bonds in a
secondary market at par plus accrued interest but not to exceed 110 percent of an index based upon the weekly sales
of 91 day US Treasury Bills These bonds are supported by a Bank of New York irrevocable standby letter of credit
which is due to expire July 1 1996 and is subject to renewal The bonds are subject to mandatory redemption upon
expiration of the supporting letter of credit In absence of notification by Bank of New York to renew the letter of
credit Big Rivers will draw down sufficient funds under the letter of credit to redeem the bonds Amounts borrowed



against the letter of credit would bear interest at prime plus two percent and become bank amounts as defined by the
Debt Restructuring Agreement The bank amounts would be repayable under the same terms and conditions as the
redeemed bonds While these bonds are not dated to mature until June 1 2013 pursuant to the Debt Restructuring
Agreement Big Rivers is obligated to fully fund these bonds or bank amounts by January 31 2010

On February 25 1988 Big Rivers refinanced 319426 of high interest rate debt As a result of this refinancing a
gain of 37734 was realized As prescribed by regulatory guidelines this gain is reflected as an unamortized gain on
reacquired debt in the accompanying balance sheets and is being amortized into income over the term of the RUS
Promissory Note

Debt Maturities

At December 31 1995 Big Rivers had since September 1987 paid total debt service on the RUS Promissory Note in
such a manner that principal payments exceeded the required minimum level of such payments by 51533 This

amount of excess principal payments represents a decrease of 20350 during 1995
Based on the overpayments to date and the required RUS Promissory Note principal balance on December 31

1997 Big Rivers has calculated the annual payments necessary to avoid an event of default through December 31
1997 and minimum scheduled payments thereafter Actual payments may be more or less than the scheduled
amounts below Under this calculation the maturities of longterm obligations for each of the five years ending
subsequent to December 31 1995 are estimated to be as follows

Financial

RUS Statement

Promissory Unamortized Other Change in
Year Note Premium Debt Principal

1996 44502 39553 3136 8085

1997 41068 35705 3275 8638

1998 45928 20158 3439 29209

1999 57797 11642 3544 72983

2000 53338 21908 3548 78794

6

Rate Matters

Big Rivers rates include a ratchet billing demand charge where current billing units are determined based on the
highest metered demand pastin the ast twelve months and a variable rate to major customers the Aluminum Smelters

of certain Big Rivers members A Settlement Agreement effective January 1 1990 was reached between Big Rivers
the Aluminum Smelters and Big Rivers creditors The Settlement Agreement preserves the variable aluminum
smelter rate based on the market price of aluminum within a defined minimum 181 cents per kWh and maximum
44 cents per kWh as the method of calculating the cash payments to be made by the Aluminum Smelters to Big
Rivers The Settlement Agreement however fixes the revenue to be recognized by Big Rivers at 291 cents per kWh
based on an approximate 99 percent load factor over the term of the agreement The variable rate will be effective

through August 1997 or at which time Big Rivers collects in the aggregate an amount equal to the demand charge
calculated over the term of the contract period as discussed in Note 1 Any payments in excess of or under the 291
cents per kWh brought about by the variable aluminum smelter rate are recorded as a component of the balancing
account in the accompanying balance sheets Amounts recorded in the balancing account will be used to increase or
decrease operating revenues over the term of the agreement to the level of 291 cents per kWh This settlement was
brought about in part by the high aluminum prices in 1989 and 1988 which caused the Aluminum Smelters to pay at
or near the maximum rate of 44 cents per kWh
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The Clean Air Act Amendments of 1990 CAAA90 require significant reductions in the emission of sulfur
dioxide and nitrogen oxide by fossil fueled electric generating units The CAAA90 requires that sulfur dioxide
emissions be reduced at generating units in two phases over a tenyear period In order to meet the requirements the
City of Henderson Kentucky the City and Big Rivers constructed pollution control equipment on the two units
owned by the City see Note 8 On August 31 1994 the KPSC approved Big Rivers compliance plan and
environmental surcharge tariff which is designed to recover costs associated with the compliance of CAAA90 Big
Rivers implemented the environmental surcharge in July 1995

The KPSC has supervised a focused management audit of Big Rivers fuel procurement policies and procedures
During 1994 the KPSC issued three separate orders directing Big Rivers to refund 15460 plus interest related to the
period November 1 1990 to April 30 1994 For 1995 and 1994 Big Rivers recorded 312 and 18044 respectively
as a reduction in revenues from jurisdictional customers which represents the rate refund orders in 1994 including an
estimate for certain fuel costs currently under review In addition the KPSC disallowed prospectively from fuel rate
recovery approximately 6760 per year related to the Green River Coal contract over the remaining life of the
contract Of the 6760 disallowance a portion is refunded to members prorata based on the jurisdictional energy
sold as a percentage of total energy sold

Intersystem power sales to non members are a component of full cost recovery under Big Rivers rate design A
longterm contract has been signed with Oglethorpe Power Corporation Oglethorpe Power for the sale of 103 MW
of firm power for ten years beginning in August 1992 Oglethorpe Power is a joint owner of the Georgia Integrated
Transmission System which interconnects with the transmission system of the Tennessee Valley Authority

Two longterm contracts have been signed with Hoosier Energy Rural Electric Cooperative Hoosier Energy The
first is for the sale of 65 MW of capacity from Big Rivers combustion turbine during a threemonth summer period
through year 2000 The second is a peaking power agreement varying from 10 MW in 1993 to 170 MW in 1999 This
agreement covers June through September of each calendar year Hoosier Energy is a RUS cooperative interconnected
with Big Rivers On January 5 1996 the Hoosier Energy contracts received KPSC approval

7

Income Taxes

Big Rivers was initially formed as a tax exempt cooperative organization under section 501 c 12 of the Internal
Revenue Code To retain tax exempt status under this section of the Internal Revenue Code at least 85 percent of the
Big Rivers revenues must be generated from sales to the cooperativesmembers In 1983 sales to non members

resulted in Big Rivers being unable to meet the 85 percent requirement In a letter dated March 23 1984 the Internal
Revenue Service notified Big Rivers that effective for 1983 and subsequent years Big Rivers would be considered a
taxable organization until such year that sales to members would satisfy the 85 percent requirement and Big Rivers
formally reapplies for tax exempt status Big Rivers is also subject to Kentucky income tax

Under the provisions of Statement of Financial Accounting Standards No 109 Accounting for Income Taxes
Big Rivers is required to record deferred tax assets and liabilities for temporary differences between amounts reported
for financial reporting purposes as compared to amounts reported for income tax purposes Deferred tax assets and

liabilities are determined based on these temporary differences using enacted tax rates in effect for the year in which
these differences are expected to reverse

At December 31 1995 and 1994 Big Rivers had deferred tax assets of 463495 and 396485 respectively which
primarily relate to tax credits and net non member operating losses At December 31 1995 the tax credits and net
non member operating losses amounted to 57735 and 376559 and begin expiring in 1998 through 2000 and 1999
through 2010 respectively Additionally at December 31 1995 and 1994 Big Rivers had deferred tax liabilities of
276045 and 220954 respectively which primarily relate to depreciation differences on utility plant At December
31 1995 and 1994 Big Rivers did not anticipate utilization of a portion of the deferred tax assets thus a valuation
allowance was established of 187450 and 175531 respectively
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Big Rivers under contracts with the City leases and operates the Cityowned 312 MW generation station Station
Two and agrees to purchase an allocated portion of the output Big Rivers portion of Station Two capacity is currently
82 percent which is expected to decrease to 80 percent by 1997 The contracts expire in 2003 subject to options for
extensions including the option of extending the contracts through the economic life of the power plants

In order to comply with the CAAA90 Big Rivers and the City installed pollution control equipment on the
Station Two facilities The existing contracts with the City have been amended to include the cost of installing
operating and maintaining this equipment The contract amendments were approved on March 31 1995 by the
KPSC In 1993 the City and Big Rivers sold emission allowances previously awarded by the EPA which offsets
approximately 60 percent of the cost to install the pollution control equipment Big Rivers portion of the sale of
allowances was approximately 23340 which was recorded as a regulatory liability in other deferred credits in the
accompanying balance sheets On August 31 1994 the KPSC approved the compliance plan and environmental
surcharge tariff see Note 6

Pursuant to the KPSC order the allowance proceeds plus accrued interest are being refunded prorata to
jurisdictional customers in the same year in which the allowances are first available for use beginning in 1995 For

the year ended December 31 1995 Big Rivers refunded approximately1745 of allowance proceeds and interest The
refund will be completed by December 31 2002 In addition Big Rivers would expect to incur additional costs to
replace the allowances sold

Under the terms of the contracts and amendments thereto with the City Big Rivers has agreed to pay a

proportionate share of the monthly fixed costs of Station Two excluding depreciation based on its allocated portion
of the capacity of Station Two The monthly fixed costs include Big Rivers respective share of debt service payments
necessary to retire the principal and interest on the Citys bonds issued to finance the construction of Station Two Big
Rivers has recorded the portion of the principal payments that it is obligated to pay as fixed costs under the contract
based on estimates of its allocated portion of Station Two capacity and has recorded as an asset a corresponding
amount for the right to purchase its allocated portion of the output The fixed costs are payable to the City whether or
not Station Two is operational or the operation thereof is interrupted suspended or interfered with in whole or in part
for any cause Total remaining payments under the lease including the amounts disclosed as other debt in the debt
maturities section in Note 5 were as follows at December 31 1995

1996 4713

1997 4654

1998 4619

1999 4501

2000 4260

Thereafter 10590

33337

The total operating costs under the contracts for 1995 1994 and 1993 were 32776 31996 and 33563
respectively Such costs are accounted for as power purchased in the accompanying statements of revenues and
expenses

1
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Pension and Deferred
Compensation Plans

Big Rivers has non contributory defined benefit pension plans covering substantially all employees who meet
minimum age and service requirements The plans provide benefits based on the participants years of service and the
five highest consecutive years compensation during the last ten years of employment Big Rivers policy is to fund

such plans in accordance with the requirements of the Employee Retirement Income Security Act of 1974 Also Big
Rivers has executed non contributory defined compensation agreements with certain key employees which provide for
periodic payments upon retirement or to beneficiaries in the event of death The deferred compensation plan is fully
funded and has been suspended for 1995 and 1996

A reconciliation of the projected benefit obligation and
the funded status of the benefit plans at December 31 is as follows

Actuarial present value of the benefit obligation 1995 1994

Accumulated benefit obligation including vested
benefits of21911 and 19189 21979 19246

Projected benefit obligation for services rendered 36630 32927

Plan assets at fair value primarily listed stocks
and US Treasury Bonds 26020 19902

Projected benefit obligation in excess of plan assets 10610 13025

Unrecognized net transition assets 1321 1541

Unrecognized prior service costs 1900 2128

Unrecognized net loss 5718 9368

Unfunded accrued pension cost 4313 3070

Net periodic pension costs which are calculated based on

actuarial assumptions at January 1 were as follows
for the years ended December 31 1995 i994 1993

Service cost benefits earned during the year 2173 2233 1660
Interest cost on projected benefit obligation 2369 2147 1726
Expected return on plan assets 1801 1655 1415
Amortization of transition assets 220 220 220
Amortization of prior service costs 228 228 230

Amortization of net loss 179 230 30

Special termination benefits 396

Net periodic pension costs 2928 2963 2407

Assumptions used to develop the projected benefit
obligation were 1995 1994 1993

Discount rates 75 75 75
Rates of increase in compensation levels 40 40 40

Expected longterm rate of return on assets 85 85 85

Total expense related to the pension and deferred compensation
plans was 29663290 and 3108 in 1995 1994 and 1993
respectively
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Postretirement Benefits Other Than Pensions

Big Rivers provides certain postretirement medical benefits for retired employees and their spouses For all employees
who retired prior to 1994 Big Rivers pays 80 percent of the cost from age 6265 and from age 65 for salaried
employees Big Rivers pays 100 percent of Medicare supplement cost For salaried employees who retire after
December 31 1993 the paid Medicare supplement was eliminated

The discount rate used in computing the postretirement obligation for 1995 and 1994 was 80 percent A healthp g p g P

care cost trend rate of 100 percent in 1995 declining to 60 percent in 2004 was utilized The health care cost trend
rate assumption had a significant effect on the amounts reported resulting in an unrecognized net gain of 590 for
1995 A 10 percent increase in the health care trend rate each year would increase the aggregate service and interest
costs for 1995 by 92 and the accumulated other postretirement benefit obligation by 719

The components of net periodic postretirement benefit costs for the years ended December 31 were as follows
t

1995 1994

Service cost benefits earned during the year 230 246

Interest cost on projected benefit obligation 376 331 w
Amortization of transition obligation 207 207

Amortization of gain 2

Net periodic postretirement benefit costs 811 784 r

A reconciliation of the postretirement benefit obligation and funded status of the plan at December 31 is
as follows

1995 1994

Accumulated postretirement benefit obligation
retirees 1417 1683

Other eligible active participants 493 558

Other active participants 3317 3062

Total benefit obligation 5227 5303

Unrecognized transition obligation 3514 3721

Unrecognized net gain 590

Unfunded accrued postretirement cost 2303 1582

In addition to the postretirement plan discussed above in 1992 Big Rivers began a postretirement benefit which
vests a portion of accrued sick leave benefits to salaried employees upon retirement or death To the extent an

employeessick leave hour balance exceeds 480 hours such excess hours are paid at 20 percent of the employeesbase
hourly rate at time of retirement or death The accumulated obligation recorded for the postretirement sick leaveY g p

benefit is 365 and 601 at December 31 1995 and 1994 respectively and the postretirement expense recorded was
267 and 150 for 1994 and 1993 respectively No postretirement expense related to the sick leave benefit was
recorded for 1995

t
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Related Parties and Majoro Customers

Operating Revenues
Members

1995 1994 1993

Green River Electric Corporation 137203 132400 133194
Henderson Union Electric Cooperative 90724 92167 106018

Jackson Purchase Electric Cooperative Corporation 24833 23960 23709
Meade County Rural Electric Cooperative Corporation 13436 12758 12463
KPSC Ordered Fuel Cost Refund see Note 6 312 18044

Non members 73930 72173 75456
Other revenue 96 157 106

339910 315571 350946

NSA and Alcan purchase substantial amounts of electric energy under contracts with Big Rivers members expiring in
2010 Sales to members for these two customers Green River Electric Corporation for NSA and Henderson Union
Electric Cooperative for Alcan were as follows

Henderson
Year Green River Union Combined

1995 85518 67029 152547
1994 84217 69151 153368
1993 86428 83432 169860

In 1994 Alcan closed 80000 kilowatts of its smelter operation capacity at Sebree Kentucky Alcan is required by
contract to continue paying the fixed demand cost at the tariff rate of 1015 per kW month All energy associated
with this capacity will be sold when possible on the open market by Big Rivers Alcan will receive a credit for all

power sold in excess of Big Rivers energy cost
Big Rivers agrees to indemnify its member cooperatives by performing their power supply agreements with

certain industrial customers and requiring payments for power consumed and only such other payments as each
member receives from its customers

At December 31 1995 and 1994 Big Rivers had accounts receivable from its members of approximately 25669
and 24040 respectively

1

Disclosure of the Fair Value

of Financial Instruments

The carrying amounts of Big Rivers cash and cash equivalents approximate the fair value due to the short maturity of
these financial instruments The assumption used in determining the fair value of Big Rivers longtern variable
interest rate debt is that the fair value approximates the carrying value as the debt reprices weekly Due to the

uncertainties described in Notes 1 and 5 the ability of Big Rivers to obtain new debt or replace its existing debt is
indeterminable Accordingly it is not practicable for Big Rivers to estimate the fair value of its longterm fixed interest
rate debt The fair value of all other financial instruments is estimated by management to approximate the carrying
value

hityone



A F Comparative Statistical Analysis

1995 1994 1993 1992

Operating Revenues 339910431 315570913 350945862 319907459

Expenses

Operation and Maintenance 200753719 199481485 196548190 183693972

Purchased Power and

Interchanged Net 42682480 39173662 45150914 33730825

Depreciation 45422648 45106596 45257415 44980616

I
Taxes 4597266 4660584 4505465 4374765

Interest 94983231 93235749 92706822 93358171

Other 2652823 1065405 1043154 999831

Total 385786521 380592671 383125652 359138518

Operating Margins Loss 45876090 65021758 32179790 39231059
1
I Non operating Margins Loss 1561103 1369775 1545675 1275827

Net Margins Loss 44314987 63651983 30634115 37955232

Utility Plant at Cost 1554819176 1520318745 1507141786 1497045501

Construction Work in Progress 3085344 33046229 4975491 10563767

Total Electric Plant 1557904520 1553364974 1512117277 1507609268

Less Accumulated Depreciation 549612182 504460557 461496317 419709707

Utility Plant Net 1008292338 1048904417 1050620960 1087899561

Total Assets 1101 623 898 1140973124 1 143 388 554 1180152394

System Peak Demand MW 1166 1190 1217 1166

Net Generating Capacity Owned MW 1459 1459 1459 1459
Net HMPL Capacity Purchased MW 254 258 261 262

Other Purchased Capacity MW 178 178 178 178

Sales to Members GWh 771205 745442 844513 832634
Sales to Non Members GWh 302154 258790 280233 146350

Generated GWh 901902 865583 920667 841827
Purchased HMPL Energy GWh 136826 134470 167012 121198
Other Purchased Energy GWh 57600 27769 58860 30591

System Load Factor 765 738 813 827

Permanent Employees at YearEnd 820 837 847 846

Average Cost of Coal Used
Price Per Ton 2932 2926 2827 2792

MM BTU 1279 1294 1256 1255

IN
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TenYear Summary a fs

1991 1990 1989 1988 1987 1986

331334709 331736393 389976759 399277507 300084362 227664219

193288174 191389914 170941916 187344006 169931331 130991511

39248839 40263144 35434879 39158896 39146440 38214277
44809522 44564475 44333598 49310860 53555259 18798750
4365522 4201594 4011142 3906621 3817850 2515787
95071442 97222523 101748177 103607079 124351304 51520808
1008592 682563 752017 612200 597187 233931

375774907 378324213 357221729 383939662 391399371 242275064

44440198 46587820 32755030 15337845 91315009 14610845
1505489 2113282 2378289 3471174 2684163 26614194

42934709 44474538 35133319 18809019 88630846 41225039

I 1466355537 1462170906 1454882990 1451937802 1448581890 1452144009
11986253 9204400 4162708 1226596 1448505 2080925

1478341790 1471375306 1459045698 1453164398 1450030395 1454224934
376616976 331805315 288884804 245556080 196710029 143479823

1101724814 1139569991 1170160894 1207608318 1253320366 1310745111

1225216359 1267340928 1322367888 1386197045 1421349400 1438564861

1168 1174 1177 1157 990 993

1459 1459 1459 1459 1459 1448
263 264 264 264 270 271
178 178 178 178 178 178

831432 819146 807276 781461 627132 621179
205513 259286 150096 318851 399308 330368

866431 901066 804711 927021 832180 660970
148077 166890 138866 171620 193261 163187
41591 33714 31414 26204 28469 33638

831 819 800 776 755 741

875 868 857 855 856 863

2851 2873 2782 2805 2748 2783
1292 1292 1265 1257 1243 1276

II
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Big Rivers Electric Corporation
201 Third Street

Henderson Kentucky 42420
E S 5028272561
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PROFILE

Headquartered in Henderson Kentucky Big Rivers Electric Corporation is a generation

and transmission cooperative owned by the members it serves Since its origination in

1961 Big Rivers has remained committed to providing reliable wholesale electric service

on a notforprofit basis to its four member cooperatives Inturn these cooperatives

owned by their 85000 consumermembers distribute the electricity at retail on a a

notforprofit basis in portions of 22 counties located in western Kentucky
F
a

Green River Electric Corporation Meade County Rural Electric Cooperative Corporation

3111 Fairview Drive 1351 Highway 79 a
w

Owensboro Kentucky Brandenburg Kentucky

Henderson Union Electric Cooperative Jackson Purchase Electric Cooperative Corporation

6402 Old Corydon Road 2900 Irvin Cobb Drive

Henderson Kentucky Paducah Kentucky

a
3

FINANCIAL HIGHLIGHTS e
Dollars in thousands

Increase Increase
w

1994 1993 Decrease Decrease

Operating Revenues 315571 350946 35375 101

Operating Expenses 288422 291462 3040 10

Net Margins 63652 30634 33018 1078

Capital Expenditures 29875 16404 13471 821

Cost of Fuel Used 1 15365 1 17400 2035 17

System Peak Demand Megawatts 1190 1217 27 22

Energy Sold to Members MWh 7454426 8445136 990710 1 17

Energy Sold to Others MWh 2587896 2802328 214432 77

Revenue per kWh Sold Mills 3141 3119 22 7
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I
he year began with the continuation of The company has also filed civil lawT
investigations by the Federal Bureau of suits against the wrongdoers to recover damages

I Investigation and the Internal Revenue Service of During the year a settlement was negotiated with
i

the companys former general manager W H Eddie R Brown for the payment of 900000 plus

Thorpe certain coal suppliers and other individuals intelest over 20 months Through December 31

not related to the company Big Rivers Electric 1994 Brown has paid 578314 on the claim which

Corporation is not and has not been a target of includes 28314 of interest The remaining civil

these investigations and continues to fully cooperate actions were pending at year end

with the investigators Big Rivers has filed a lawsuit seeking a

On June 28 1994 Thorpe was indict declaratory judgement to set aside three coal con

ed and charged with various counts including mail tracts ith Costain Coal Inc The contracts were

fraud racketeering and tax fraud Also charged in entered into n 1981 1983 and 1984 with Jim

the indictment were Green River Coal Company Smith Contracting Company Smith sold the coal

GRCC and Clyde Brown Jr an owner of GRCC contracts and other coal properties to Costain in

Thorpe continues to maintain his innocence and a 1987 In 1988 Smith paid Thorpe 500000 for

trial has been scheduled to begin in April 1995 advice associated with the sale of a railroad line

Two of the individuals under investiga During 1993 the Kentucky Public

tion Eddie R Brown not related to Clyde Brown Service Commission KPSC conductedafocused

Jr and Shirley Pritchett were indicted pleaded mnagement audit of Big Rivers fuel procurement

guilty and were convicted on charges relating to cor practices and procedures as discussed in more

ruption in the western Kentucky coal industry detail elsewhere in this report The auditor

In a plea agreement in the US District expressed an opinion that Big Rivers had approxi

Court for Western Kentucky Pritchett agreed to pay mately 6 million in unreasonable fuel costs during

Big Rivers approximately 1 million in restitution the period under review Of these unreasonable

Big Rivers filed a claim with and received 490000 costs 5Z million related to a 1988 amendment

from its fiduciary insurance company for the modifying the productiit index provisions of Big

alleged wrongful acts of Thorpe related to which Rivers coal contract with GRCC Big Rivers notified

Eddie R Brown and Pritchett pleaded guilty GRCC that it would seek to recover those costs from

GRCC
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Year in Review
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Following Big Rivers notification As previously mentioned the KPSC a

GRCC filed for bankruptcy protection under orderedafocused management audit of Big Rivers 3

Chapter 1l The Bankruptcy Court stayed discovery fuel procurement activities and held a public hearing
Q

procedures until the case could either be heard or from October 26 to November 5 1993 Although
3

disputes settled through the assistance of a court the aLlditor expressed an opinion that Big Rivers had

appointed examiner approximately 6 million in unreasonable fuel costs
3

On February 18 1994 Big Rivers the during the period under review on July 21 1994

Kentucky Attorney General and the intervenors the KPSC ordered Big Rivers to
aincluding Alcan Aluminum Corporation Alacan 1 refund 108 million beginning

National Southwire Aluminum Company NSA with services provided in August 1994 and continu E

and Commonwealth Aluminum Corporation filed a ing each month thereafter for the following 11
F

Settlement Stipulation with the KPSC to be effective months by crediting 900000 plus interest to fuel

January 1 1994 The agreement proposed to costs
y r

resolve all issues related to the Ftiel Adjustment 2 generally adjust the cost recoer

Clause FAC andor fuel procurement practices of able through the FAC for coal purchased from
F

Big Rivers prior to the date thereof and the effect of GRCC to the amount paid to the substitLlte supplier a
E

such practices on allowable fuel costs for all past under the GRCC contract plus 45Z a ton and e

present and future periods The Settlement 3 within 90 days develop a mecha
f

Stipulation provided that GRCC be paid 361 per nism to distribute to custortmers amounts received by rxA

ton over the price it pays for coal received from its Big Rivers as damages or awards in various judicial

substitute coal supplier and that Big Rivers not proceedings involving its coal contracts and fuel

include 180 per ton of that amount in the FAC procurement practices
n

The ratepayers would have receied a reduction in On August 9 and November l 1994
r

d r

fuel costs including the 180 not passed through the KPSC issued additional orders regarding the a

the FAC of approximately 9 per ton or approxi application of the FAC for the sixmonth periods e

mately 100 million during the remaining 11 years ending October 31 1993 and April 30 1994 r

ma

cf the contract Subseauent to the filing of the directing Big Rivers to refund approximately Z3
I 4E

Settlement Stipulation the aluminum companies million plus interest for ech of the two periods
e

who were parties to the agreement notified the The amounts ordered to be refunded 6
A

KPSC of their attempt to withdraw the agreement consisted of the KPSCs determinations of unreason

On March 18 1994 the KPSC rejected the able fuel costs associated with the GRCC contract u

Settlement Stipulation Those determinations relate to the amendment

a

ep

E3
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regarding the productivity index and the implemen accepting the total quantity of coal required under a

tation of the substitution clause under the contract 10year contract made in 1977 Delta Mining

The KPSC ordered that only 452 of the approxi appealed the decision and in March 1994 the US
I

mate 1115 per ton Big Rivers paid GRCC above Court of Appeals for the Serenth Circuit upheld the

the amount GRCC paid the substitute supplier decision of the US District Court in favor of Big

could be included in the FAC Big Rivers has Rirers

appealed this order to the Franklin Circuit Court On January 20 1995 NSA and Alcan

In 1993 Webster County Coal filed a deriative action suit in Henderson Circuit

Corporation a subsidiary of MAPCO Coal Inc Court against Big Rivers and its individual directors

MAPCO filed suit against Big Rivers in the The action seeks the dissolution of Big Rivers as a

Webster County Circuit Court claiming that its cost corporation contending that persons in control of

plus contract for the Retiki Mine entitles it to recov the corporation including the directors have acted

er mine closing costs Big Rivers contends that the are acting or will act in a manner that is illegal or

contract does not provide for mine closing costs fraudulent The suit further claims damages of more

Since September of 1993 Big Rivers has withheld than 83 million from the individual directors

mine closing costs from MAPCOsmonthly billings whom the Aluminum Smelters allege breached rar

According to MAPCOscounsel these closing costs ious duties owed to Big Rivers

are estimated to be from 10 million to 1 S million In September Morton Holbrook

Because of the lowquality coal being retired after serving more than 20 years as Big

delivered from the Retiki Mine Big Rivers and Rivers general counsel Holbrook was replaced by

Webster County Coal agreed to the closure of that Jim Miller a partner in the Owensboro Kentucky

mine effective January 27 1995 with the provision law firm of Holbrook Sullivan Mountjoy and

for MAPCO to provide substitute coal from other Stainback Miller was selected after an extensive

mines to Big Rivers until January 13 1996 the end search by Big Rivers legal committee

of the contract term This agreement does not affect

the lawsuit relating to mine closing costs The suit rLJET

is still pending and a trial date in October 1995 has

been set The cost of fuel consumed in generating electricity

In 1993 the US District Court of is Big Rivers single largest expenditure About

Southern Indiana rendered a decision in favor of Big threefourths of the coal reauirements come from

Rivers in a lawsuit involving Delta Mining Kentucky mines located in the service areas of the

Corporation This former coal supplier alleged that member cooperatives

Big Rivers owed 157 million in damages for not

I i f f l R
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Year in Review
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e

During 1994 45 million tons of coal Hv11N1SOURCES
a

were burned in generating electricity an average of W

12417 tons per day This compares to 49 million A threeyear contract with the International

tons 13470 tons per day in 1993 Fuel costs for Brotherhood of Electrical WorkersIBEW Local

the ear includin Bi Rivers share of Henderson 1701 re resentin a roximatel 498 em lo eesY g g p g PP Y P Y
a

Municipal Power and Light HMPL Station Two was negotiated and approved by the union member

reported as purchased power were 1336million ship and became effective October 15 1994 This

a decrease of 61 million from 1993 contract coupled with several nonnegotiated
e

p

The average cost of coal was 2926 improvements to the savings plan and life insurance

ro ram will hel ave the wa for im rovedper ton equi alent to 1294 cents per million Btu p g p p y p

This compares to 2827 per ton or 1256 cents per employee and labor relations in the coming years d

million Btu last year The focus of Big Rivers safety pro

Big Rivers Board of Directors grams is directed toward maintaining a safe working

approved changes in the Fuels Department bidding environment for the employees The success of
u

procedures and reestablished a Fuels Committee these efforts was evident when Wilson plant person

The committee consists of one board member from nel completed 1229 days of work prior to a lost

each of the four member distribution cooperatives workday incident in 1994

The new bidding procedures require that all formal At year end Bi Rivers established ag

sealed bids be opened in public with at least three record low of nine losttime The 38 report

Big Rivers employees present All contracts for coal ed injuries tied the record lowest reported injury

and coal transportation are still approved by the rate since 1978 The 1994 excellent safety record

Board of Directors General procedures were estab reflects a continuing commitment to safety by the r

r

lished for the procurement of coal on longterm employees and management rr

mediumterm and shortterm purchases as well as Etr

for supplemental purchase orders and emergency or CpITNDIL15
E

distress coal purchases

With the installation of the scrubbers Total capital expenditures for construction in 1994 e

on HMPLStation Two Big Rivers will be able to were 299million up 135 million from 1993 As r

g Q y p discussed below 242 million of the ex endituresuse coal of lessstrin ent ualit s ecifications p

thereby reducing fuel costs at that facility in 1994 were incurred for the installation of the
x

scrubber on HMPLStation Two
r

r
Y

m
e

F

r 4
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ENVIRONMENTAL pOWRSUPPLY SOURCES

II COMPLIANC

All Big Rivers generating units are coal fired except

Compliance with environmental regulations relating for a 6Smegawatt MW combustion turbine used

to the Clean Air Act Amendments of 1990 CAAA for peaking and emergency purposes

90 continues to be a priority for Big Rivers In Big Rivers owns nd operates four gen

1993 applications were filed for Phase I Acid Rain erating plants and operates HMPL Station Two

Permits During 1994 plans were completed for Statistics concerning those plants are as follows

complying with the requirements of the CAAA90

Big Rivers diversified compliance plan involves MEGAWATTHOURS

installing flue gas desulfurization FGD scrubbers GENERATED IN 1994

on HMPLStation Two and switching the Coleman Kenneth C Coleman Plant

plant to lower sulfur fuel Hawesville Kentucky

The scrubber construction at HMPL Three units totaling

progressed orderly during 1994 and all major 455MW net capability 25998136

equipment was delivered and installed At year end

the construction was on schedule and under budget Robert D Green Plant

The scrubbers are slated to be in commercial oper Sebree Kentucky

ation by June 1995 Two units totaling

In further response to the CAAA90 454MW net capability 29514750

continuous emissions monitoring equipment is

being installed on the Reid and Wilson units Robert D Reid Plant

The KPSC held extensive hearings Sebree Kentucky

during the year regarding Big Rivers compliance One 65MW net combustion turbine 18410

plan and the environmental surcharge to recover the One 6SMW net steam turbine 1921978

cost of compliance with the CAAA90 On August

31 1994 the KPSC approved the compliance plan DB Wilson Plant

and a modified surcharge The surcharge will Centertown Kentucky

become effective on JLlly 1 1995 One unit with

420MW net capability 29104980

I E ti I
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n

i

Henderson Municipal Power and Light 138 kV 144 miles bulk power

Station Two transmission and interconnetions

Sebree Kentuck 69 kV 7732 miles sub

Two units totaling transmission power delivery
t31SMW net capability Substations
n

Big Rivers share 13446976 Power plant stepup capaciry

1821400 kVa

Big Rivers has contracted to take all Other 3475400 kVa

the Station Two capacity in excess of HMPIs

needs During 1994 Big Rivers share was approxi TNTE1CO1IECT1oNS

mately 83 percent
v8

The Southeastern Power Administra Big Rivers has physical interconnections with the

tion proides 178 MW of hydroelectric peaking following utilities w
capacity to the corporation through a longterm 1 Tennessee Valley Authoriry

contract 2 Kentucky Utilities Company n

Big Rivers and East Kentucky Power 3 Louisville Gas and Electric Company r

Cooperative have a unit backup power agreement 4 Southern Indiana Gas and Electric Company a

in which each party will furnish when requested 5 Hoosier Energy REC 9

@

I

up to 200 MW upon the loss of the others largest 6 Southern Illinois Power ooperative

generating unit Big Rivers Wilson unit and East 7 Henderson Municipal Power and Light
Fr

KentuckysSpurlock No 2 unit In February 1994 Big Rivers and East G

Kentucky Power Cooperative filed an application for

T1NSMISSION NE7 a Certificate of Public Convenience and Necessity to

construct approximately 32 miles of 161 kV trans

Almost 1200 miles of line comprise Big Rivers mission 1ine On January 26 1995 the KPSC

transmission system denied the application without prejudice to its
m

Lines resubmission at a later date citing that the cost of
r

y345 kV 674 miles intercon the interconnection could not be economicall usti
T

necting power plants fied
a

161 kV 3273 miles bulk power
b
meeqw

transmission interconnections
s

and service to large industries

ge
4
2

g

ct
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Year in Review

st5 During 1994 the marke price for alu
ii

j minum averaged 7197 cents a pound as compared

Big Rivers system peaked at 1190 MW on January to an average of 7385 cents a pound the preious

I 18 This was 27 MW below the record of 1217 MW year Cash collections for energy delivered to the
ij

il recorded on July 28 1993 smelters averaged 37 cents per kWh as opposed to

ji Total energy sales in 1994 were 26 cents per kWh in 1993 A tariff settlement with
ii

10042322 megawatthours MWh a decrease of the smelters more fully discussed in footnote 6 to

1205142 MWh from 1993 These decreased sales the financial statements assures that Big Rivers will

represent a reduction of 990710 MWh in native receive an average of 291285 cents per kWh
load and a reduction of Z14432 MWh in intersys through August 1997 to the extent the smelters
tem sales operate at a 99 percent load factor

The heating and cooling degree days The variable rate as set by the KPSC

in 1994 were5669 compared to 6266 in 1993 In was designed to assure that the Aluminum Smelters

addition to the reduction of energy consumption could continue to operate economically even during

resulting from the lower heating and cooling degree periods of low aluminum prices

days Alcan and NSA reduced their energy con On March 14 1994 the Aluminum

sumption from 1993 by lOZ3907 MWh On Smelters filed a suit with the Hancock Circuit Court

February l 1994 Alcan removed a potline from to set aside the settlement agreement which estab

service reducing its load by approximately 80 MW lishes the above variable rate on the basis that the

NSA reduced its power recuirements by approxi agreement and the underlying rate increases were

mately 35 MW tainted by illegal influence In a pending motion the
As discussed in preious annual company has moved to dismiss this suit

reports in 1987 the KPSC ordered a variable tariff

rate for energy sold by Big Rivers to Henderson MFRGINs

Union Electric Cooperative and Green Rier Electric

Corporation for delivery to the Aluminum Smelters Big Rivers in 1994 recordeda637million net loss
The variable rate reauires Big Rivers to collect from for the year This is the second largest loss in the

a high of 44 cents per kWh to a low of 18 cents per history of the company Included in the loss were

kWh as primary aluminum prices fluctuate KPSC ordered fuel cost refunds of 180 million and

between 80 and 45 cents a pound fuel costs of 24 million which were incurred by

Big Rivers but not recovered through the fuel adjust

i i c H r
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ke

ment clause Even with this large loss Big Rivers Phase II lst Quarter 1995 1

was able to maintain a positive cash flow as cash Process Design And Development of
recei ts exceeded cash ex endituresb857milp p Y Strategic Alternatives
lion which was used to service its longterm debt

Establish Base Case

STITEGICALTEINAT1vES Identify and Develop StandAlone and Sale
c

Merger Alternative and Develop Contingent
In August the Board of Directors appointed a Bankruptcy Plan

Special Committee on Financial Planning to assist Issue Identification and Analysis
the Board in considerin strate ic alternaties for y Ig g De elop and Implement Communication Plan

resolving Big Rivers financial difficulties The Litigation Containment and Settlement
Committee has had numerous meetings with credi Strategy
tors com anies interested in ex lorin ossible ap p g p Industrial and OffSystem Sales De elopment
business relationships and with Big Rivers large Adopt Evaluation Criteria a F

industrial customers The Committee has employed Modeling and Sensitivity Analysis a

financial and legal adisors and has developed the

following fourphase resolution process and Phase III 2nd and 3rd Quarters 1995 a
timetable Evaluation And Selection

Phase I 4th Quarter 1994 Y

Rank All Strategic Alternatives by Comparison

Organization And Situation Assessment with Base Case

Discuss Alternatives with Key Participants
X Establish Special Committee Y Select Preferred Resolution Plan

Select Legal and Financial Consultants
R

Data Acquisition Phase IV 4th Quarter 1995 E

Preliminary Assessment of Economic Imlementation
P

Financial Accounting and Regulatory

Information Board of Directors Approval
x

Presentation to and Negotiation with Key

Participants
r

Obtain Necessary Creditor and Regulatory

Approvals

Docuinentation and Closing r
6x

li

P A G E N I N E



Detail D

Colc an Plant

Detail A Detail B

I u i rr
i nTEIy

r
n rnT i nrti

Rud Grccn

Plaut tncl
Dtai

1i1 I i1 Tl

Iili n fl tLll

L

jric ll11IIC
l

flllrSl
LiLll lt

IP I 115ti
Lltl1011 OL1Tlly I lu

County
Ccu

Iriiil
Uetail C

li

McLean lhic

Ccls
i

Comty Couny

CcLI Detail L
LI1llCIlCCll

Count
LulIcIini

I In

ikun I au

SjPC Ll1 SLOt1

NIIlS
1v

O T1L T s
lLl111 Iaradise

Ltliun

f L
l

IIti
Ulll 011ill

Ballard Cotuty Mccl
ui r

69 kV

Jackson Purchase ECC 161 kV
Carl isle 1rsial I

couv ct1r
35 kV

Henderson Union EC
Trigg

Graves Caty Green R1Ver EC InteTC011I1eCt1011 w

Q Hickman Count

cny Meade County RECC 0 Power Plant

Substation

a



i

a

i

i

Report

T

g
e

ARTHUR ANDERSEN LLP arrw

Report of Independent Public Accountants

To the Board of Directors of

Big Rivers Electric Corporation

w
We have audited the accompanying balance sheet of Big Rivers Electric Corporation Big Rivers a Kentucky
corporation as of December 31 1994 and the related statements of revenues and expenses equities deficit
and cash flows for the year then ended These financial statements are the responsibility of Big Rivers man w

agement Our responsibility is toepress an opinion on these financial statements based on our audit The
financial statements of Big Rivers as of December 31 1993 and for each of the years ended December 31 1993
and 1992 were audited by other auditors whose report dated February 25 1994epressed an unqualified a

opinion with an explanatory paragraph related to Big Rivers ability to continue as a going concern
e

We conducted our audit in accordance with generally accepted auditing standards and the standards for finan
a

cial audits contained in Governnlent Auditing Standards 1988 Revision issued by the Comptroller General of
a

the United States These standards require that we plan and perform the audit to obtain reasonable assurance s

about whether the financial statements are free of material misstatement An audit includes examining on a
test basis evidence supporting the amounts and disclosures in the financial statements An audit also includes a

assessing the accounting principles used and significant estimates made by management as well as evaluating
the overall financial statement presentatin We beliee that our audit proides a reasonable basis for our opin
ion

s

F

In our opinion the financial statements referred to above present fairly in all material respects the financial
position of Big Rivers Electric Corporation as f December 31 1994 and the results of its operations and its
cash flows for the year then ended in conformity with generally accepted accounting principles a

The accompanying financial statements have been prepared assuming Big Rivers will continue as a going con
cern As discussed in Note 1 to the financial statements current rates and current sales levels will cause Big
Rivers to continue to sustain negatiTe net margins and eventual default of certain provisions under the Debt
Restructuring Agreement Based on forecasted cash flows management estimates that Big Rivers could be in
default of certain provisions under the Debt Restructuring Agreement in 1996 However management believes
Big Rivers will have adequate cash flows in 1995 to avoid default under the Debt Restructuring Agreement To
address this issue the Board of Directors of Big Rivers has formed a Special Financial Planning Committee
which is evaluating alternatives to avoid default including among other things a possible restructuring of debt
additional intersystem sales to nonmembers and a sale or partial sale of operating facilities

Additionally as discussed in Note 1 to the financial statements Big Rivers is a defendant in a number of legal
actions brought by both private companies and regulatory agencies Of these legal actions the most significant
suit relates to an action filed subseauent to December 31 1994 which seeks the dissolution of Big Rivers p
Management intends to vigorously defend this claim as well as the other claims discussed in Note l The ulti
mate outcome of these actions is uncertain at this time Accordingly no provisions for any liabilities that may
result upon adjudication of these matters have been made in the accompanying financial statements

Little Rock Arkansas

February 9 1995
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Financials

STATEMENTS OF RE AND EX

For the Years ended December 3

Dollars in thousandsJ

1994 1993 1992

Operating revenues 315571 350946 319907

Operating expenses
Operations

Fuel for electric generation 1 15365 1 17400 108323
Power purchased and interchanged 39174 45151 33731

Production excluding fuel 28369 26161 26564
Other 26766 25205 22274

Maintenance 28981 27783 26532

Depreciation 45106 45257 44981

Taxes other than income taxes 4661 4505 4375
Total operating expenses 288422 291462 266780

Electric operating margins 27149 59484 53127

Interest expense and other
Interest net of capitalized interest 93236 92707 93358

Other net 1065 1043 1000
Total interest expense and other 92171 91664 92358

Operating margin loss 65022 32180 39231
Nonoperating margins

Interest income and other 1370 1546 1276
Net margin loss 63652 30634 37955

The accompanying notes to financial statements
are an integral part of these statements
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Financials

BALANCE SHEETS

As of December 31

Dollars in thousandsJ m

fi
Assets 1994 1993

Utility plant net 1040195 1050621
Other deposits and investments at cost 6207 5783 a

Current assets
a

Cash and cash equivalents 10 103 10 073 s

Accounts receivable 28251 30933
Fuel inventory 20489 18396
Nonfuel inventory 15123 14766

Total current assets 73966 74168

Deferred charges 6766 7164
Coal prepayments 5130 5653 N

a
r ysm

1132264 1143389

e

3
r

Equities Deficit and Liabilities 1994 1993

Ca italizationP
I 9

Eauities deficit 249058 185406
Longterm obligations 1236558 1239754

Total capitalization 97500 1054348

Current liabilities

Current maturities of longterm obligations 15144 10417
Accounts payable 27785 21351
Accrued expenses 17754 3919 k

Total current liabilities 60683 35687

Deferred credits

Balancing account 30878 9186
Unamortized gain on reacquired debt 231 12 24725
Other 30091 19443

Total deferred credits 84081 53354

Commitments and contingencies Notes l Z and 11
1132264 1143389

The accompanying nutes to financial statemencs
are an integral part of thesestemens
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STATEMENTS O EQUITIES DEFICITJ
For the Years ended December 31

Dollars in tlousandsJ

Other equities

Donated Consumers
Total capital contributions

i eauities Accumulated Patronage and to

deficit deficit ca ital membershi s debt serviceP P

I

Balance at December 31 1991 1 16817 249183 127921 764 3681

Margins for 1992
Operating 39231 39231
Nonoperating 1276 1276

Balance at December 31 1992 154772 287138 127921 764 3681

Margins for 1993
Operating 32180 32180
Nonoperating 1546 1546

Balance at December 31 1993 185406 317772 127921 764 3681
Margins for 1994

Operating 65022 65022
Nonoperating 1370 1370

Balance at December 31 1994 2 127921 764 3681

The accompanyngnotes o financial stacements
are an integral part of these statements

P A G E F O U R T E E N



1

Financials wk
m

STA OF CASH F

For the Years ended December 31

Dollars in thousandsJ
1994 1993 1992 a

Cash flows from operating activities
C

Net marin loss 63652 30634 37955
Adjustments to reconcile net margin loss to cash and

cash eauivalents provided by used in operating
activities F

Depreciation and amortization 46880 46979 46623
Net change in balancing account 21692 16064 9343
Gain on reacquired debt 1613 1612 1612 r
Changes in operating assets and liabilities a

Accounts receivable 2682 7768 1734
Fuel inventory 2093 6076 3716
Nonfuel inventory 357 99 564 s

i rAccounts payable 6434 6591 4030
Accrued expenses 13 835 556 143

Other net 3178 516 660
I ifl

i

Net cash provided by used in
operating activities 26986 3429 820

ky

Cash flows from investing activities
ti

Capital expenditures net 29875 16404 7381
Sale of pollution control allowances 188 23150

Net cash provided by used in
investing activities 29687 6746 7381 J

p
r

Cash flows from financing activities
Increase decrease in RUS Promissory Note 6003 5817 12544

Principal payments on other longterm debt 3272 4364 4364
g

Net cash provided by used in financing
activities 2731 10181 8180 r

iNet increase decrease in cash
k

and cash equivalents 30 6 21

Cash and cash equivalents beginning of year 10073 10079 10100
Cash and cash eauialents end of year 10103 10073 10079

Suplemental Cash Flow Information
r

Cash paid relating to interest expense 86165 97594 80233

Ti1e accompaningnotes to financialsatements
are an intebral part of these statements
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Financials

FINANCIAL REVIEW

OF OPERATIONS

NOTES TO FINANCIAL STATEMENTS

December 31 1994

Dollars in thousandsJ

1

MINIMUM DEBT SERVICE PAYMENTS

LIQUIDITY RISK AND CONTINGENCfES

Management has prepared the accompanying financial statements on the basis that Big Rivers Electric
Corporation Big Rivers will continue as a going concern and while management expects to maintain posi
tive cash flows from operations current rates and current sales levels will cause Big Rivers to continue to sus
tain negative net margins and eventual default of certain provisions under the Debt Restructuring Agreement
see Note 5 Based on forecasted cash flows management estimates that Big Rivers could be in default of
certain provisions under the Debt Restructuring Agreement in 1996 However management believes Big

Rivers will have adequate cash flows in 1995 to avoid default under the Debt Restructuring Agreement To
address this issue the Board of Directors has formed a Special Financial Planning Committee Committee
which is comprised of four board members The Committee has been given the assignment of proposing a
solution to Big Rivers financial difficulties by the end of 1995 The Committee is evaluating alternatives to
avoid default including among other things a possible restructuring of debt additional intersystem sales to
nonmembers and a sale or partial sale of operating facilities To assist in this process the Committee has
employed legal advisors financial advisors and a turnaround specialist

The Debt Restructuring Agreement establishes a minimum level of debt service payments while
reauiring additional debt service payments for cash flows generated in excess of a monthend working capi

I

tal cash balance of10000 as defined by the Debt Restructuring Agreement The monthly cash flows of Big
Rivers are primarily dependent upon payments received undEr the Settlement Agreement see Note 6
between Big Rivers National Southwire Aluminum Company NSA and Alcan Aluminum Corporation
Alcan collectively referred to as the Aluminum Smelters The Settlement Agreement requires the
Aluminum Smelters to pay a variable rate from 181 cents per kWh to 44 cents per kWh based on the mar

ket price of aluminum The market price of aluminum is subject to volatility Due to the Debt Restructuring
Agreement reauiring additional debt service payments for cash flows generated in excess of a monthend
working capital cash balance of 10000 coupled by Big Rivers reliance on the fluctuating variable rate
under the Settlement Agreement there can be no assurance that Big Rivers will not experience working cap
ital liquidity problems if the market price of aluminum drops significantly below the current level However
management is of the opinion that Big Rivers will not have working capital liquidity problems in 1995

On January 20 1995 NSA filed suit derivatively on behalf of Green River Electric Corporation
Green River and Bi Rivers and Alcan filed suit derivativel on behalf of Henderson Union Electricg Y

Cooperative Henderson Union and Big Rivers as plaintiffs versus Big Rivers Board of Directors Big Rivers

P G C ti f X T L L N



a

5

Financials

a

Green River and Henderson Union in Henderson Circuit Court This action seeks to dissole Big Riers and
recover damages in excess of 83000 from the individual directors of Big Rivers Big Rivers has provided

indemnification to its directors for the legal expenses in successfully defending this type of claim Associated
with this indemnification Big Rivers owns a directors and officers liability policy which has an aggregate 3

limit of2500 Management of Big Rivers intends to vigorously defend this claim Management is unable
to predict the outcome of this matter m

The US Environmental Protection Agency EPA has informed Big Rivers that it may be liable
for damages with respect to the Green Rier Disposal Superfund Site as defined in the Comprehensive 3

Environmental Response Compenstion and Liability Act of 1980 A remediaUfeasibility study has been

completed and approved by the EPA The EPA issued its Record of Decision in this matter on December 14
1994 which prescribes the remedies that the EPA has found appropriate for the site Big Rivers share of the T

cost based on volume waste calculations will be less than one percent Management is of the opinion that
the ultimate outcome of this matter will not have a material impact on the financial position of Big Rivers

On March 14 1994 the Aluminum Smelters sued Big Rivers Henderson Union and Green

River seeking to set aside the Settlement Agreement see Note 6 to which all parties to the lawsuit were sig
natories Big Rivers has filed a motion to dismiss for lack of jurisdiction failure to state a claim and improp
er venue This motion is pending before the Hancock Circuit Court Also Big Rivers Henderson Union
and Green River have filed suit against the Aluminum Smelters on April Z0 1994 claiming that the 3

Aluminum Smelters have breached their covenants not to challenge the Settlement Agreement This suit has
been stayed pending the Hancock Circuit Courts decision on the pending motions Management is of the
opinion that the ultimate outcome of this matter will not have a material impact on the financial position or
results of operations of Big Rivers

On January 27 1994 a coal supplier sued Big Riers seeking damages of approximately
3000 In addition to the damages claimed the coal supplier has asserted that Big Rivers is also responsi
ble for the cost of closing a mine The coal suppliers latest valuation of its claim made August 18 1994 was r

13283 Management intends to vigorously defend this claim Management is unable to predict the out
come of this matter

On January 10 1995 a complaint case was filed with the Kentucky Public Service Commission
KPSC by the Aluminum Smelters and Commonwealth Aluminum requesting a refund of5993 plus inter
est for unreasonable fuel costs incurred for the period January l 1988 to October 31 1990 Management

intends to vigorously defend this claim Management is unable to predict the outcome of this matter
The Aluminum Smelters and Commonwealth Aluminum are requesting that the KPSC order a

refund of 1800 to jurisdictional customers contending that Big Rivers fuel costs were being improperl
allocated for the period November l 1992 to October 31 1994 Management intends to vigorously defend
this claim Management is unable to predict the outcome of this matter

Big Rivers has a longterm coal contract with Green River Coal Company Green River Coal a

The contract requires Big Rivers to annually purchase 1020000 tons of coal through 2004 Big Rivers

believes the Green River Coal contract was unlawfully procured and that Big Rivers is entitled to rescind the
contract and recoer damages including coal prepayments see Note 4 When Big Rivers informed Green
River Coal of its claim Green River Coal filed for bankruptcy protection on July 8 1993 Additionally Green
Rier Coal has countersued Big Rivers stating the amounts being withheld from payment to Green River Coal
see Note 4 are in iolation of its bankruptcy protection In connection with this contract a criminal trial
for a former general manager of Big Rivers is scheduled for April 1995 As a result the Bankruptcy Court
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has stayed discovery pending the outcome of this trial Management is unable to predict the outcome of this
matter

Big Rivers is either defendant or a plaintiff in various other legal actions and claims which
management believes will not have a material impact on Big Rivers financial position or results of operations

2

ORGANIZATION AND SUMMARY OF

SIGNIFICANT ACCOUNTING POLICIES

General Information

Big Rivers an electric generation and transmission cooperative supplies the power needs of its four member
distribution cooperatives and markets power to nonmember utilities and power marketers The members
provide electric power and energy to industrial residential and commercial customers located in portions of
2Z western Kentucky counties Big Rivers has wholesale power contracts with each of its members which
reauire the members to buy and receive from Big Rivers all of their power and energy requirements The

wholesale power contracts with the members extend to the year 2023 Rates to its members are established
by the KPSC and are subject to approval by the US Department of Agriculture Rural Utilities Service RUS

System of Accounts

Big Rivers accrual basis accounting policies follow the Uniform System of Accounts prescribed by the RUS
Bulletin 1767B1 as adopted by the KPSC The regulatory agencies retain authority and periodically issue
orders on various accounting and ratemaking matters

Revenue Recognition
Revenues are based on monthend meter readings and are recognized as earned

Utilily Plant and Depreciation
Utility plant is stated at original cost which includes the cost of contracted serices materials labor over
head and an allowance for borrowed funds used during construction Replacements of depreciable proper
ty units except minor replacements are charged to utility plant Property units replaced or retired includ
ing cost of removal and salvage value are charged to accumulated depreciation Routine maintenance

repairs and minor replacement costs are charged to expense as incurred
Allowance for borrowed funds used during construction is included on projects with an esti

mated total cost of Z50 or more before consideration of such allowance The interest capitalized is deter
mined by applying the effective rate of the RUS Promissory Note see Note 5 to the todate accumulated
ex enditures for ualif in ro ects included in construction in ro ress Ca italiz ip a Y g P J at on of interest is dis

I
P g P

continued when the project is completed and the asset is ready for service
Depreciation of utility plant in service is provided using the straightline method over the esti

mated service lives of depreciable assets The annual RUSprescribed rates used to compute depreciation are
as follows

P 1 G E L I G 1I T F E N
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has stayed discovery pending the outcome of this trial Management is unable to predict the outcome of this
matter

Big Rivers is either a defendant or a plaintiff in various other legal actions and claims which
management believes will not have a material impact on Big Rivers financial position or results of operations

2

ORGANIZATION AND SUMMARY OF

SIGNIFICANT ACCOUNTING POLICIES

General Information

Big Rivers an electric generation and transmission cooperative supplies the power needs of its four member
distribution cooperatives and markets power to nonmember utilities and power marketers The members
provide electric power and energy to industrial residential and commercial customers located in portions of
22 western Kentucky counties Big Rivers has wholesale power contracts with each of its members which
require the members to buy and receive from Big Rivers all of their power and energy reauirements The

wholesale power contracts with the members extend to the year 2023 Rates to its members are established
by the KPSC and are subject to approval by the US Department of Agriculture Rural Utilities Service RUS

System of Accounts

Big Rivers accrual basis accounting policies follow the Uniform System of Accounts prescribed by the RUS
Bulletin 1767B1 as adopted by the KPSC The regulatory agencies retain authority and periodically issue
orders on various accounting and ratemaking matters

Revenue Recognition
Revenues are based on monthend meter readings and are recognized as earned

Utility Plant and Depreciation
Utility plant is stated at original cost which includes the cost of contracted services materials labor over
head and an allowance for borrowed funds used during construction Replacements of depreciable proper
ty units except minor replacements are charged to utility plant Property units replaced or retired includ
ing cost of removal and salvage value are charged to accumulated depreciation Routine maintenance

repairs and minor replacement costs are charged to expense as incurred
Allowance for borrowed funds used during construction is included on projects with an esti

mated total cost of 250 or more before consideration of such allowance The interest capitalized is deter
mined by applying the effective rate of the RUS Promissory Note see Note 5 to the todate accumulated
expenditures for qualifying projects included in construction in ro ress Ca italization of interest is disP g P

continued when the project is completed and the asset is ready for service
Depreciation of utility plant in service is provided using the straightline method over the esti

mated service lives of depreciable assets The annual RUSprescribed rates used to compute depreciation are
as follows
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am

Production plant 300 310 s
a

Transmission plant 275

Station ecuipment 275 x
General plant 200 2000 r

T

For 1994 1993 and 1992 the average composite depreciation rates were 303 306 and 306 percent
a

respectively
a W

as d Cash quivlents g
r

For purposes of the statement of cash flows Big Rivers considers all shortterm highlyliauid investments
with original maturities of three months or less to be cash eauivalents

e
m

1 P1ilJ i si
i
s

Fuel inventory primarily consists of coal which is recorded at weighted average cost Nonfuel inventory
primarily consists of materials and supplies related to generating plants and is recorded at weighted average T

cost Big Rivers has entered into several longterm coal contracts extending through 2006 Fuel purchased
under these contracts in 1994 1993 and 199Z was 98574 101123 and 107540 respectively In a

1995 Big Rivers is required to purchase a minimum of3658 tons of coal relating to spot and longterm coal
contracts

4

EPatroncce Capital 3

As provided in the bylaws any excess of revenues over the sum of a operating costs and expenses proper
ly chargeable against the furnishing of electric energy and b amounts reauired to offset operating losses
incurred during the current or any prior fiscal year is capital furnished by the patrons and credited to a cap
ital account for each patron on a patronage basis Nonoperating margins are used to offset any accumulat s

ed nonoperating deficits and to the extent not needed for this purpose used to offset any operating losses
during the current or any prior fiscal year If after offsetting the nonoperating margins against accumulat
ed nonoperating deficits operating losses or accumulated deficits there remains a balance this balance is
allocated to patrons on a patronage basis and any amount so allocated is included as a part of capital credit
ed to the accounts of patrons Neither operating nor nonoperating losses are allocated to the patrons In
accordance with the Restated Mortgage and Security Agreement see Note 5 pati capital cannot be
retired if such amounts are less than 40 percent of the total assets

F

NesAccuntirc Standards e

During 1994 Big Rivers adopted Statement of Financial Accounting Standards SFAS No 112 Employers
f

Accounting for Postemployment Benefits and SFAS No 115 AccoLlnting for Certain Investments in Debt
and Equity Securities The impact of adopting these accounting statements did not have a material effect on rP

Big Rivers financial position or results of operations

lecicrssifications

Certain prior year amounts have been reclassified for comparability with the 1994 presentation

F A G E N 1 N E T E E N
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UTILITY PLANT

The following summarizes utility plant at December 31
1994 1993

Classified plant in service
Production lant 1 309 388 1 308 504p

Transmission plant 81571 80930
Station equipment 100691 99447
General plant 17654 18015
Other 190 190

Unclassified plant in service 21 15 56

151 1609 1507142
Less accumulated depreciation 504460 461496

1007149 1045646
Construction in progress 33046 4975

1040195 1050621

Construction in progress is comprised of the City of Henderson Station Two scrubber project
see Note 8 the continuous emission monitors and several other projects The average rate used for the

capitalization of interest during construction was 80 percent in 1994 1993 and 1992 Interest capitalized
was approximately1100 400 and 500 for the years ended December 31 1994 1993 and 199Z respec
tively

4

DEFERRED CHARGES AND COAL PREPAYMENTS

The following summarizes deferred charges and coal prepayments at December 31

1994 1993

Unamortized debt expenses 6541 6998
Other 225 1 bb

6766 7164

lGreen
River Coal Company prepayments 5130 5653

4
4
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In prior years Big Rivers refinanced portions of its longterm debt at lower interest rates and
incurred refinancing expenses These costs are being amortized over the term of the RUS Promissory Note
see Note 5

On July 18 1989 Big Rivers endeavored to enter into an agreement to buy out a highcost i
longterm coal supply contract On September 24 1991 a contract for substitution of coal was executed
with Green River CoaL In connection therewith Big Rivers made fuel prepayments of7000 which Big
Rivers is withholding from payment to Green River Coal at a rate of one dollar per ton of coal shipped
Interest on the outstanding balance is based on the prime rate established by Chemical Bank of New York 9

plus 2 percent

3

5
v

LONGTERM OBLIGATIONS r

i 1

i

i

A summary of longterm obligations at December 31 is as follows
NH

1994 1993

Promissory Note RUS 80 percent 600542 647140

Unamortized premium 482296 429

1082838 1076835

Counry of Ohio Kentucky promissory note
with variable interest rate of 585 percent and
30 percent at 1994 and 1993 respectively 83300 83300

County of Ohio Kentucky promissory note
with variable interest rate of 585 percent and
30 percent at 1994 and 1993 respectively 58800 58800

Obligation under power purchased contract see Note 8 22400 23600
Bnk fNwYra o e o k bank loan 80 percent 1 806 3160 ry

Chemical Bank bank loan 80 percent 2558 4476

Total longterm obligations 1251702 1250171

Less current maturities 15144 10417

1236558 1239754

Debt Restructuring Agreement
All revenues and substantially all assets of Big Rivers are pledged as collateral under a Restated Mortgage and
Security Agreement dated March 30 1988 which was executed as part of a Debt Restructuring Agreement
The impact of the Debt Restructuring Agreement was accounted for as a troubled debt restructuring involv r

ing a modification of terms Accordingly Big Rivers accounted for the effects of the restructuring prospec i

tively as a change in the effective interest rate and did not adjust the carrying amount of the debt
7
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Promissory Note RUS

The Debt Restructuring Agreement provides for a reverse amortization repayment schedule payments will
be applied to principal in a reverse manner to that proided by a conventional loan amortization schedule
at an effective interest rate of 80 percent for the RUS Promissory Note which includes all debts of Big Rivers
which are guaranteed or insured by the RUS RUS Debt For financial statement purposes interest expense
is being computed on a conventional amortization method rather than the reverse amortization method per
the Debt Restructuring Agreement The resulting difference between the reverse amortization repayment
schedule and the conventional loan amortization schedule is reflected as unamortized premium and will be
adjusted throughout the term of the RUS Promissory Note Any unpaid interest is added to the unamortized
premium In return for Big Rivers making all payments on the RUS Promissory Note the RUS will make all

llect additional funds from Biimel basis and will not seek to co ga ments re uired on all prior debt on a t yPY Q

Riers

In connection with the Settlement Agreement see Note 6 the Debt Restructuring Agreement
asa as of January 1 1990 The amendment provided that if the variable rates to the Aluminum
melters specified in the Settlement Agreement and in effect on April 1 1990 remain continuously in effect
and unmodified through August 31 1997 and if during this period the RUS Promissory Note never exceeds
b more than 18000 what the RUS Promissory Note would be if only the scheduled annual amounts were
aid then no event of default shall be deemed to have occurred through December 31 1997 Using this cri
tria the principal balance of the RUS Promissory Note cannot exceed 460948 at December 31 1997

ther Longterm Obligations
In November of 1982 the County of Ohio Kentucky issued 82500 of Pollution Control Interim Bonds
Interim Bonds Series 1982 the proceeds of which were loaned to Big Rivers On October 31 1985 the
County of Ohio Kentucky issued 83300 of Pollution Control Refunding Demand Bonds Refunding
Bonds Series 1985 the proceeds of which were used to refinance the Interim Bonds The Refunding Bonds
bEar interest at a variable rate which is the lesser of a 13 percent per annum or b a rate determined week
ly by the remarketing agent with the approval of Big Rivers ecual to the minimum rate necessary to remar
ket the bonds in a secondary market at par plus accrued interest but not less than 40 percent nor greater
than 110 percent of an index based upon the weekly sales of 91day US Treasury Bills These bonds are

supported by a Chemical Bank irrevocable standby letter of credit which is due to expire October 15 1997
and is subject to renewal The bonds are subject to mandatory redemption upon expiration of the support
ing letter of credit In absence of notification by Chemical Bank to renew the letter of credit Big Rivers will
draw down sufficient funds under the letter of credit to redeem the bonds Amounts borrowed against the
letter of credit would bear interest at prime plus two percent and become bank amounts as defined by the
Debt Restructuring Agreement The bank amounts would be repayable under the same terms and condi
tions as the redeemed bonds While these bonds are not dated to mature until October l 2015 pursuant
to the Debt Restructuring Agreement Big Rivers is obligated to fully fund these bonds or bank amounts by
January 31 2010
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On June 30 1983 the County of Ohio Kentucky issued 58800 of Pollution Control Bonds

Series 1983 the proceeds of which were loaned to Big Rivers These bonds bear a variable rate of interest
determined weekly by the remarketing agent with the approval of Big Rivers ecual to the minimum rate nec
essary to remarket the bonds in a secondary market at par plus accrued interest but not to exceed 110 per
cent of an index based upon the weekly sales of 91day US Treasury Bills These bonds are supported by a
Bank of New York irrevocable standby letter of credit which is due to expire July l 1995 and is subject to
renewal The bonds are subject to mandatory redemption upon expiration of the supporting letter of cred
it In absence of notification by Bank of New York to renew the letter of credit Big Rivers will draw down
sufficient funds under the letter of credit to redeem the bonds Amounts borrowed against the letter of cred
it would bear interest at prime plus two percent and become bank amounts as defined by the Debt

Po

Restructuring Agreement The bank amounts would be repayable under the same terms and conditions as
the redeemed bonds While these bonds are not dated to mature until June l Z013 pursuant to the Debt A

Restructuring Agreement Big Rivers is obligated to fully fund these bonds or bank amounts by January 31
2010

On February 25 1988 Big Rivers refinanced 319426 of high interest rate debt As a result mM

of this refinancing a gain of 37734 was realized Due to regulatory requirements this gain is reflected as
an unamortized gain on reacquired debt in the accompanying balance sheets and is being amortized into
income over the term of the RUS Promissory Note

Debt Maturities

At December 31 1994 Big Rivers had since September 1987 paid total debt service on the RUS Promissory a

Note in such a manner that principal paymentseceeded the required minimum level of such payments by
71883 This amount of excess principal payments represents a decrease of 30539 during 1994

Based on the overpayments to date and the reQuired RUS Promissory Note principal balance on

December 31 1997 Big Rivers has calculated the annual payments necessary to aoid an event of default
through December 31 1997 and minimum scheduled payments thereafter Actual payments may be more

1

or less than the scheduled amounts below Under this calculation the maturities of longterm obligations for e

each of the five years ending subsecuent to December 31 1994 are estimated to be as follows a

RUS Financial Statement

Promissory Unamortized Other Change in
Year Note Premium Debt Principal

1995 50313 42533 7364 15144
1996 46432 38004 3143 1 1571
1997 42849 33716 3308 12441
1998 45928 20158 3489 29259
1999 57797 1 1642 3679 731 18

6

M
i
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RATE MATTERS

Big Rivers rates include a ratchet billing for demand where current billing units are determined based on
the highest metered demand in the past twelve months and a variable rate to major customers of certain Big
Rivers members A Settlement Agreement effective January l 1990 was reached between Big Rivers the
Aluminum Smelters and Big Rivers creditors The Settlement Agreement preserves the variable aluminum
smelter rate based on the market price of aluminum within a defined minimum 181 cents per kWh and
maximum 44 cents per kWh as the method of calculating the cash payments to be made by the Aluminum
Smelters to Big Rivers The Settlement Agreement however fixes the revenue to be recognized by Big Rivers
at291285 cents per kWh at an approximate 99 percent load factor over the term of the agreement The

variable rate will be effective through August 1997 Any payments in excess of or under the291285 cents
per kWh brought about by the variable aluminum smelter rate are recorded as a component of the balanc
ing account in the accompanying balance sheets Amounts recorded in the balancing account will be used
to increase or decrease bperating revenues over the term of the agreement to the level of291285 cents per
kWh This settlement was brought about in part by the high aluminum prices in 1989 and 1988 which
caused the Aluminum Smelters to pay at or near the maximum rate of 44 cents per kWh

The Clean Air Act Amendments of 1990 CAAA90 require significant reductions in the emis
sion of sulfur dioxide and nitrogen oxide by fossilfueled electric generating units The CAAA90 requires
that sulfur dioxide emissions be reduced at generating units in two phases over a tenyear period In order
to meet the requirements the City of Henderson is constructing scrubbers on the two units owned by the
city see Note 8 On August 31 1994 the KPSC approved Big Rivers compliance plan andenironmental
surcharge tariff Big Rivers does not plan to implement the environmental surcharge until the middle of
1995

The KPSC has supervised a focused management audit of Big Rivers fuel procurement policies
and procedures During 1994 the KPSC issued three separate orders directing Big Rivers to refund 15460
plus interest for the period November l 1990 to April 30 1994 A decision on a fourth order for the peri
od May l 1994 to October 31 1994 is currently under review by the KPSC During 1994 Big Rivers
recorded an 18044 reduction in revenue from jurisdictional customers which includes the rate refund
orders received in 1994 plus an estimate of1200 for the order currently under review plus accrued inter
est for these rEfunds through December 31 1994 The KPSC also has disallowed from fuel rate recovery
approximately6760 annually related to the Green River Coal contract over the remaining tenyear life of
the contract

Intersystem power sales to nonmembers is a component of full cost recovery under Big Rivers
rate design A longterm contract has been signed with Oglethorpe Power Corporation Oglethorpe Power
for the sale of 103 MW of firm power for ten years beginning in August 1992 Oglethorpe Power is a joint
owner of the Georgia lntegrated Transmission System which interconnects with the transmission system of
the Tennessee Valley Authority
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Two longterm contracts have been signed with Hoosier Energy Rural Electric Cooperative
Hoosier Energy The first is for the sale of 65 MW of capaciry from Big Rivers combustion turbine during
a threemonth summer period through year 2000 The second is a peaking power agreement varying from
10 MW in 1993 to 170 MW in 1999 This agreement covers June through September of each calendar year

3

Hoosier Energy is a RUS cooperative interconnected with Big Rivers At December 31 1994 the Hoosier
Energy contracts have not received KPSC approval Big Rivers has contested the KPSCs jurisdiction to
approve these contracts and has filed an appeal to the Franklin Circuit Court Management is of the opin

a

ion that the ultimate outcome of this matter will not have a material impact on the financial position or results 9
m

of operations of Big Rivers t
x

eE
7 i

i m

INCOME TAXES
fi

a

k

Big Rivers was initially formed as a taxeXempt cooperative organization under sECtion 501 c 12 of the
InternlRevenue Code To retain taxexempt status under this section of the Internal Revenue Code at least
85 peicent of the organizationsincome must be generated from the sales to the cooperativesmembers In r

1983 sales to nonmembers resulted in Big Rivers being unable to meet the 85 percent requirement In a

letter dated March 23 1984 the Internal Revenue Service notified Big Rivers that effective for 1983 and sub r

sequent years it would be considered a taxable organization until such year that sales to members would sat as

isfy the 85 percent recuirement and Big Rivers formally reapplies for taxexempt status Big Rivers is also g
subject to Kentucky income tax

At January l 1993 Big Rivers adopted the provisions of SFAS No 109 Accounting for Income
4

Taxes SFAS No 109 requires the recognition of deferred tax assets and liabilities for temporary differences 3

between amounts reported for financial reporting purposes as compared to amounts reported for incoine tax
purposes Deferred tax assets and liabilities are determined based on these temporary differences using enact
ed tax rates in effect for the year in which these differences are expected to reverse The adoption of this

i k

accounting statement did not have a significant impact on the financial position or results of operations of
Big Rivers

At December 31 1994 and 1993 Big Rivers had deferred tax assets of 396485 and 355346 a

respectively which primarily relate to tax credits and net operating losses The tax credits and net nonmem
r

ber operating losses begin expiring in 1998 through Z000 and 1998 through 2009 respectively Additinally
at December 31 1994 and 1993 Big Rivers had deferred tax liabilities of 220954 and 205913 respec

y

tively which primarily relate to depreciation differences on utility plant At December 31 1994 and 1993 m m

Big Rivers did not anticipate utilization of a portion of the deferred tax assets thus a valuation allowance was
established of 175531 and 149433 respectively

r
e

r

w

T c
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FUF i ED

Cib Rivers undel contracts with the City o Henderson Kerztucky City oprates the Cityowned 315MW
enerating station Station Two and agrees to purchase an allocated portion of the output Big Rivers por
tin of Station Two capacity is currently 83 percent which is expected to decrease to 81 percent by 1997
Tle contlcts expire in 2003 subject to options for extensions

In order to comply with the CAAA90 Big Rivers and the City have agreed to install pollution
control ecuipment on the Station Two facilities The existing contracts with the City have been amended to
include the cost of installing operating and maintaining this equipment The contract amendments are

7ending approval before the KPSC The City and Big Rivers have sold emission allowances that were previ
I cusly awarded by the EPA which will offset approximately 60 percent of the cost to install these scrubbers

6ig Rivers portion of the sale of allowances was approximately 23340 which is recorded as a regulatory
lilbility in other deferred credits in the accompanying balance sheets The allowance proceeds plus accrued
i terest will be refunded prorata to jurisdictional customers in the same year in which the allowances are
I i rst available for use beginning in 1995 The refund will be completed by December 31 1999 On August

1 1994 the KPSC approved the compliance plan and environmental surcharge tariff In addition Big
Rivers would expect to incur additional costs to replace the allowances sold Big Rivers has the option of
etelding the contracts through the economic life of the power plant

Under the terms of the contracts and amendments thereto with the City Big Rivers has agreed
t payaroportionate share of the monthly fixed costs of Station Two excluding depreciation based on its
allocated portion of the capacity of Station Two The monthly fixed costs include Big Rivers respective share
o debt service payments necessary to retire the principal and to pay interest on the Citys bonds issued to
iance the construction of Station Two Big Rivers has recorded the present value of the portion of the prin

i pal payments that it is obligated to pay as fixed costs under the contract based on estimates of its allocated
rtion of Station Two capacity and has recorded as an asset a corresponding amount for the right to pur
hase its allocated portion of the output The fixed costs are payable to the City whether or not Station Two
is operational or the operation thereof is interrupted suspended or interfered with in whole or in part for
ny cause The total operating costs of power purchased under the contract for 1994 1993 and 199Z were
31996 33563 and 27250 respectively Such costs are accounted for as power purchased in the
mpnyrin statements of reenues andepenses

ili ND DFEKDC011PENSaTON LaNS

Ii Rivers hasnoncontributory defined benefit pension plans covering substantially all employees who meet
iinimum age and service requirements The plans provide benefits based on the participants years of ser
icc and the fiehihest consecutive ars compensation durin the last ten rers of emploment Bi Riers

i i i i i i
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policy is to fund such plans in accordance with the requirements of the Employee Retirement Income
s

Securiry Act of 1974 Also Big Rivers has executednoncontributory defined compensation agreements with
R

certain key employees which provide for periodic payments upon retirement or to beneficiaries in the event
of death The deferred compensation plan is fully funded

a

A reconciliation of the projected benefit obligation and gi

the funded status of the benefit plans at December 31 is as follows
k 9ffi

Actuarial present value of the benefit obligation 1994 1993 W

e

Accumulated benefit obligation including vested r
benefits of 19189 and 16624 19246 16673

a

Projected benefit obligation for services rendered 32927 29157 F

Plan assets at fair value primarily listed stocks
and US Treasury Bonds 19902 18768 d

a

n

Plan assets under projected benefit obligation 13025 10389 r

Unrecognized net transition assets 1541 1762
li

Unrecognized prior service costs 2128 2369

Unrecognized net loss 9 368 7 559 FN

a

Unfunded accrued pension cost 3070 2223
z a
t

Net periodic pension costs which are calculated based on a

actuarial assumptions at January l were as follows
for the years ended December 31 1994 1993 1992

F

Service cost benefits earned during the year 2233 1660 1270

Interest cost on projected benefit obligation 2147 1726 1285 y

Expected return on plan assets 1655 1415 1374 ap
1

Amortization of transition assets 220 220 220
Amortization of prior service costs 228 230 175

Amortizatinof net loss gain 230 30 12

Special termination benefits 0 396 0

Net periodic pension costs 2963 2407 112 4 a

f
7f

YS

I

a
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Assumptions used to develop the projected benefit
obligation were 1994 1993 1992

Discount rates 75 75 85

Rates of increase in compensation levels 40 40 40

Expected longterm rate of return on assets 85 85 85

Total expense related to the pension and deferred compensation plans was 32903108 and 1396 in
1994 1993 and 1992 respectively

10

POSTRETIREMENT BENtFITS OTHER THAN PENSIONS

Big Rivers provides certain postretirement medical benefits for retired employees and their spouses or aJl

o re ire rior ig Rivers pays 80 percent of the cost from age 6265 and from age
S for salaried employees Big Rivers pays 100 percent of Medicare supplement cost For salaried employ

ees who retire after December 31 1993 the paid Medicare supplement was eliminated Effective January l
1993 Big Rivers adopted SFAS No 106 Employers Accounting for Postretirement Benefits Other Than
Pensions which requires the expected cost of these benefits to be recognized over the employees years of
service rather than as medical costs are incurred The adoption of this accounting statement did not have a
material impact on the financial position or results of operations of Big Rivers

Also Big Rivers offered a retirement incentive program which provided special termination ben
efits to certain employees during late 1992 and early 1993 The resulting increase in the other postretire
ment benefit obligation from SFAS No 88 was 61 Postretirement benefit costs for prior years have not been
restated

The discount rate used in computing the obligation for 1994 and 1993 was 80 percent In

accordance with SFAS No 106 Big Rivers chose to amortize the present value of the obligation at the adop
tion date the transition obligation over a twentyyear period A health care cost trend rate of 130 percent
in 1994 declining to 60 percent in 2012 was utilized The health care cost trend rate assumption has a sig
nificant effect on the amounts reported A 10 percent increase in the health care trend rate each ear would
increase the aggregate service and interest costs for 1994 by 90 and the accumulated other postretirement
benefit obligation by 680

The components of net periodic postretirement benefit costs for the years ended December 31
were as follows

1994 1993

Service cost benefits earned during the year 246 199

Interest cost on projected benefit obligation 331 331

Amortization of transition obligation 207 207

Special termination benefits 0 61

Net periodic postretirement benefit costs 784 798
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A reconciliation of the postretirement benefit obligation and funded status of the plan at
z

December 31 is as follows

1994 1993 i

Accumulated postretirement benefit obligation e

nr

retirees 1683 1571
Other eligible active participants 558 520
Other active participants 3 062 2 635
Total benefit obligation 5303 4726

Unrecognized transition obligation 3721 3928

Unfunded accrued postretirement cost 1582 798 a

r

In addition to the postretirement plan discussed above in 1992 Big Rivers began a postretire
ment benefit which vests a portion of accrued sick leave benefits to salaried employees upon retirement or a

death To the extent an employeessick leave hour balance exceeds 480 hours such excess hours are paid at a

20 percent of the employees base hourly rate at time of retirement or death The accumulated obligation a

recorded for the postretirement sick leave benefit is 601 and 334 at December 31 1994 and 1993 respec
tively and the postretirement expense recorded was 267 150 and 184 for 1994 1993 and 1992
respectively F

w

a

m

REIATED PARTIES AND MAOR CUSTOMERS
3

iE

ai
Operatinq Revenues

Members 1994 1993 1992

Green River Electric Corporation 132400 133194 133021

Henderson Union Electric Cooperative 92167 106018 105744

Jackson Purchase Electric Cooperative Corporation 23960 23709 22300
q

Meade County Rural Electric Cooperative Corporation 12758 12463 1 1679

KPSC Ordered Fuel Cost Refund see Note 6 18044 0 0
3

Nonmembers 72173 75456 47068

Other revenue 157 106 95 e
s

315571 350946 319907

et
s
a

aA
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NSA and Alcan purchase substantial amounts of electric energy under contracts with Big Rivers members
expiring in 2010 Sales to members for these two customers Green River Electric Corporation for NSA and
Henderson Union Electric Cooperative for Alcan were as follows

Henderson
Year Green RiTer Union Combined

1994 84 217 69151 153368
1993 86428 83432 169860

1992 87705 82841 170546

In 1994 Alcan closed 80000 kilowatts of its smelter operation capacity at Sebree Kentucky
Alcan is reauired by contract to continue paying the fixed demand cost at the tariff rate of 1015 per kW

month All energy associated with this capacity will be sold when possible on the open market by Big Rivers
lcan will receive a credit for all power sold in excess of Big Rivers energy cost

Big Rivers agrees to indemnify its member cooperatives by performing their power supply
agreements with certain industrial customers and reauiring payments for power consumed and only such
other payments as each member receives from its customers

At December 31 1994 and 1993 Big Rivers had accounts receivable from its members of
approximately Z4040 and 17387 respectively

12

DISCLOSURE OF THE FAIR VALUE

OF FINANCIAL INSTRU11ENTS

The carryingaloLtnts of Big Riers cash and cash ecLUalents approhimate the fair alue due to the short
maturity of these financial instruments The assumption used in determining the fair value of Big Rivers
longterm variable interest rate debt is that the fair value approximates the carrying value as the debt reprices
eekly Due to the uncertainties described in Notes 1 and 5 the ability of Big Rivers to obtain new debt or
replace its existing debt is indeterminable Accordingly it is not practicable for Big Rivers to estimate the fair
alue of its longterm fixed interest rate debt The fair value of all other financial instruments is estimated by
1lanagement to approximate thecrryring value

I c I H l R T l
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OFFICERS VICE GENERAL

Morton Henshaw MANAGERS

President Ed Dolezal Energy Supply

Edward E Johnson Mike Dotson Fuels
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Richard P Greenwell Production

William B Briscoe
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DIRECTORS SUPERINTENDENTS
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19 19 1992 1991

Operating Revenues 315570913 350945862 319907459 331334709

Expenses
Operation and Maintenance 199481485 196548190 183693972 193288174
Purchased Power and

Interchanged Net 39173662 45150914 33730825 39248839

Depreciation 45106596 45257415 44980616 44809522
Taxes 4660584 4505465 4374765 4365522
Interest 93235749 92706822 93358171 95071442
Other 1065405 1043154 999831 1008592

Total 380592671 383125652 359138518 375774907

Operating Margins Loss 65021758 32179790 39231059 44440198
Nonoperating Margins Loss 1369775 1545675 1275827 1505489

Net Margins Loss 63651983 30634115 37955232 42934709

Utilit Plant at Cost 1511609622 1507141786 1497045501 1466355537
Construction Work in Progress 33046229 4975491 10563767 11986253

Total Electric Plant 1544655851 1512117277 1507609268 1478341790
Less ccumulated Depreciation 504460557 461496317 419709707 376616976

tilit Plant Net 1040195294 1050620960 1087899561 11 Ol 724814

Totl ssets 1132264001 1143388554 1180152394 1225216359

5stem Pek Denland I2W 1190 1217 1166 1168

Net Generating Capacity Owned MW 1459 1459 1459 1459
Net HMPLCapacity Purchased MW 258 261 262 263

Other Purchased Capacit Iw 178 178 178 178

ales tolIembers Gtih 745442 844513 832634 831432
Sles t vcm11enlers Gl 258790 280233 146350 205513

Generated GWh 865583 920667 841827 866431
Purchased HMPLEnergy GWh 134470 167012 121 198 148077
Other Purchased Ener Ch 27769 58860 30591 41591

titem Load Facto 738 813 827 831

Pennanent Enlployees t YearEnd 837 847 846 875

Average Cost of Coal Used
Price Per Ton 2926 2827 2792 2851

MM BTU 1294 1256 1255 1292

I A G T t I R T 1 T O



r s

TENYEAR SLJMMARY

1990 19 19 1987 19 19
A

331736393 389976759 399277507 300084362 227664219 236023720n

191389914 170941916 187344006 169931331 13099151 1 133779910
4

i

40263144 35434879 39158896 39146440 38214277 39792228
44564475 44333598 49310860 53555259 18798750 17788717 f

4201594 401 1142 3906621 3817850 2515787 2353021 rp
97222523 101748177 103607079 124351304 51520808 39645856

682563 752017 612200 597187 233931 185636

378324213 357221729 383939662 391399371 242275064 233545368

46587820 32755030 15337845 91315009 14610845 2478352
2113282 2378289 3471174 2684163 26614194 1040972

44474538 35133319 18809019 88630846 41225039 3519324

1462170906 1454882990 1451937802 1448581890 1452144009 539998444
9204400 4162708 1226596 1448505 2080925 833505325

1471375306 1459045698 1453164398 1450030395 1454224934 1373503769
331805315 288884804 245556080 196710029 143479823 124841130

1139569991 1170160894 1207608318 1253320366 131074511 1 1248662639

1267340928 1322367888 1386197045 1421349400 1438564861 1409490616

1174 1177 1157 990 993 1042

1459 1459 1459 1459 1448 1039
264 264 264 270 271 271

178 178 178 178 178 178
5

819146 807276 781461 627132 621 179 690867
259286 150096 318851 399308 330368 32901 1

901066 804711 927021 832180 660970 644745

166890 138866 171620 193261 163187 177965 86

33714 31414 26204 28469 33638 29198

819 800 776 755 741 781

868 857 855 856 863 827

2873 2782 2805 2748 2783 3025

1292 1265 1257 1243 1276 1377 U
m
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Headquartered Henderson Kentucky Big Rivers
Electric Corporation is a generation and transmis
cooperative owned by the members it serves Since its

origination in 1961 Big Rivers has remained committed
to providing reliable wholesale electric service on a not
forprofit basis to its four member cooperatives In

turn these cooperatives owned by their 85 749 con
sumermembers distribute the electricity at retail on a
notfor profit basis in portions of 22 counties located in
western Kentucky

k
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Fmaincia Highlights Increase Increase

Dollars in Thousands 1993 1992 Decrease Decrease

Operating Revenues 350946 319907 31039 97

Operating Expenses 291462 266780 24682 93
Net Margins 30634 37955 7321 193

Capital Additions 10817 7602 3215 423
Cost of Fuel Used 117400 108323 9077 84

System Peak Demand Megawatts 1217 1166 51 44

Energy Sold to Members MWh 8445136 8326341 118795 14

Energy Sold to Others MWh 2802328 1463500 1338828 915
Revenue per kWh Sold Mills 3119 3267 148 45
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Presiterif s Smith Contracting Co Smith sold the coal con

tracts and other coal properties to Costain in
1987 In 1988 Smith paid Thorpe 500000 for
advice on the sale of a rail line

Neither Thorpe nor Perkins has been indicted
9

Thorpe and Perkins deny any wrongful acts In a
CI11CIYcil Manager s plea agreement in the US District Court for

western Kentucky Pritchett agreed to pay Big
Rivers approximately 1 million The company

o f has also filed civil lawsuits against the wrong
doers to recover damages

We are pleased to report that we are continu The Kentucky Public Service Commission
ing to improve our operations through increased KPSC in late 1992 ordered a focused manage
sales and improved efficiencies New sales ment audit of Big Rivers fuel procurement poll
records were established in 1993 A new system cies practices and procedures The audit was to

peak demand of 1217 MW occurred on July 28 cover a period beginning November 1 1990 and
compared to the previous record of 1177 MW set extend through April 30 1992 The final audit
on December 22 1989 Energy sales of report was issued in May The report stated that
11247464 MWh during the year surpassed the the former general manager committed serious
1988 record of 11003122 MWh Revenues violations of the standard of conduct expected of
increased from last year by 97 percent to 3509 utility executives but concluded that it was not
million while operating expenses increased 93 possible to prove or disprove whether impropri
percent to 2915million Although we incurred eties occurred with the information available from
a net loss of 306 million this was a betterment the audit

of 193 percent from 1992 and our third consecu The auditor found that with the exception of
tive year of improved results fuel costs at the Wilson Plant the companysfuel

The year can best be summarized as a year of costs were below the average of the 22 generating
audits reviews investigations hearings and liti plants within a 100mile radius of Big Rivers
gation The year began with the continuation of plants The auditor expressed an opinion that
investigations by the Federal Bureau of Big Rivers had 6 million of unreasonable fuel
Investigation FBI and the Internal Revenue costs during the period under review That deter
Service IRS of certain coal suppliers the compa mination was based upon the auditors opinion
nys former general manager and other individu that the company should not have amended a
als not related to the company Big Rivers is not contract with Green River Coal Company GRCC
and has not been a target of these investigations in 1988 modifying the productivity index Had
and is fully cooperating with the investigators the contract not been amended the company

Two of the individuals under investigation would have had 52 million lower fuel costs dur
have been indicted and have pleaded guilty to ing the period Also the auditor concluded that
numerous counts relating to corruption in the the company should not have entered into a con
western Kentucky coal industry Eddie R Brown tract with another coal supplier He therefore
owner of coal companies and a trucking firm determined that the supplier had insufficient
which had conducted business with Big Rivers financial resources which resulted in an addition
was indicted and pleaded guilty to numerous al 08 million of unreasonable fuel costs
counts wherein it is alleged that he made pay GRCC took Chapter 11 bankruptcy following
ments to a third party Shirley Pritchett for the the companysnotification it would seek to recov
benefit of WH Thorpe Big Rivers former general er any refunds ordered by the Public Service
manager and payments to Thorpes daughter Commission of Kentucky KPSC as a result of the
Denise Perkins all for Thorpes favorable consid above audit Further in the indictments and
eration in the awarding and maintaining of con guilty pleas of Brown and Pritchett it was implied
tracts between Big Rivers and Brown Shirley that they also received inside information from
Pritchett has also been indicted and pleaded Thorpe which allowed GRCC to become a coal
guilty to numerous counts including the pay supplier for the DB Wilson Plant The
ment of approximately 700000 to Thorpe Bankruptcy Court stayed discovery procedures

Big Rivers has filed a lawsuit seeking a until the case could either be heard or disputes
declaratory judgement to set aside three coal con settled through the assistance of a courtappoint
tracts with Costain Coal Inc The contracts were ed examiner

entered into in 1981 1983 and 1984 with Jim

2



The KPSC held a public hearing from October capacity and energy
26 to November 5 1993 regarding the focused approximately 83 percent
management audit and Big Rivers fuel matters in excess of the Citys hT
for the period under review The large aluminum need Big Rivers and the
industrial customers of the distribution coopera City share all costs fi
tives intervened in the case along with the Rate except fuel based on the ii
Intervention Division of the Kentucky Attorney allocation of capacity
Generals AG office The intervenors claimed The City Utility Commis 4

overcharges for electrical service of approximately sion and Big Rivers esti
45 million for the audit period Intervenors have mate the cost of the

I published claims for additional refunds Big scrubber installation to be
Rivers contests all of these claims No order has 45 million The installa
been issued by the KPSC tion is being financed by

On February 18 1994 Big Rivers the inter the City and Big Rivers
Morton Henshaw

venors and the AG filed a Settlement Stipulation through internallygener presidentwith the KPSC to be effective January 1 1994 ated funds including pro
proposing to resolve all issues related to the Fuel ceeds approximately
Adjustment Clause FAC andor fuel procure 28 million from the
ment practices by the company prior to the date sale of sulfur dioxide
thereof and the effect of such practices on allow emission allow ances k
able fuel costs for all past present and future Amendments to the con

periods The Settlement Stipulation provides that tract between the Cityil
GRCC will be paid 361 over the price it pays for and Big Rivers to include
coal received from its substitute coal supplier the operation of the
and that Big Rivers would not include 180 per scrubber have been filed
ton in the FAC The ratepayers would receive a with the KPSC lIllikvP
reduction in fuel costs including the 180 not We welcomed Mr

passed through the FAC of approximately 900 John Myers of Kevil
per ton or approximately 100 million during Kentucky to our Board of
the remaining 11 years of the contract Directors representing
Subsequent to the filing of the Settlement Jackson Purchase Electric Paul Schmitz

Stipulation the aluminum company parties to Cooperative Corporation General Manager
the agreement notified the KPSC of their attempt Mr Myers has been a
to withdraw the agreement This attempt is con member of the Jackson Purchase board of direc
tested by Big Rivers and the matter is pending tors since 1987 and is presently its vice presi
before the KPSC dent

The Settlement Stipulation will not become During the year two members of Big Rivers
effective until certain conditions occur including management team retired after long and distill
the issuance of an appropriate order by the guished careers with the company W Hayden
Bankruptcy Court and the issuance by the KPSC Timmons former vice general manager of exter
of orders dismissing the fuel proceeding and nal relations marketing and economic develop
approving the tariffs expressing the terms of the ment retired in March after serving Big Rivers for
Stipulation 14 years James H Jones foi inerly the manager

Webster County Coal Corporation a sub of economic development has assumed Mr
sidiary of MAPCO has filed suit against Big Timmons responsibilities In November Joe L
Rivers in the Webster County Circuit Court Craig former vice general manager of fuels envi
claiming that its costplus contract for the Retiki ronmental affairs and information systems
Mine entitles it to charge Big Rivers mine closing retired having been with Big Rivers for 21 years
costs The contract provides specifically for mine Mike Dotson former manager of fuels is the new
opening costs but not for mine closing costs Big vice general manager of fuels Mr Dotson began
Rivers has withheld mine closing costs from his employment with the company in May bring
MAPCOs monthly billings since September ing with him 13 years of fuels management pur
According to MAPCOscounsel the last estimate chasing and related experience
of the total amount of these closing costs will be Through the remainder of this report we
from 10 million to 15 million Big Rivers will address how the corporation is meeting its Long
vigorously defend this suit Range Corporate Strategic Plan and its estab

Scrubbers are being installed by the City of lished goals
Henderson on its Station Two a twounit 315
MW net coalfired generating plant Big Rivers
operates the plant for the City and takes all

3
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Big Rivers owns and operates four generating Henderson Municipal Power and Light
facilities in addition to operating Henderson Station Two

Municipal Power and Lights Station Two Sebree Kentucky
Statistics concerning those plants are as follows Two units totaling

315MW net capability
KennethCColeman

Plant All of the generating units are coal fired
a lil Hawesville Kentucky except for a 65megawatt MW combustion tur

m Three units totaling bine used for peaking and emergency purposes
455MW net capability Big Rivers operates Henderson Municipal

r t Ifir a Power and Light HMPL Station Two and has

excessD Green Plant contracted to take all the capacity in exess of
Sebree Kentucky HMPLs needs During 1993 Big Rivers share
Two units totaling was approximately 83 percent

Coleman Plant 454MW net capability The Southeastern Power Administration

I SEPA provides 178 MW of hydroelectric peaking
Robert D Reid Plant capacity to the corporation through a longterm
Sebree Kentucky contract

One 65MW net In 1992 Big Rivers and East Kentucky Power
combustion turbine Cooperative entered into a unit backup power
One 65MW net steam agreement in which each party agreed to furnish
turbine when requested up to 200 MW upon the loss of

i 1 the others largest generating unit Big Rivers
22 F DB Wilson Plant Wilson unit and East KentuckysSpurlock No 2

1 Centertown Kentucky unit The agreement covers emergency and
One unit with planned outages
420MW net capability

ReidGreen Plant Increse Ses
HMPL Station Two

Goal

Make sufficient member andoffsystem sales to achieve the debt
1 f 4wservice requirements as setforth in the Debt Restructuring

is b

s

x ms 5 ktoe

r

x
e

r

t

y Agreementv

r 3

to
In an effort to negotiated with Hoosier Energy Rural Electric

11
AV increase sales Big Rivers Cooperative Hoosier of Bloomington Indiana for

has formed a threemem the sale of peaking capacity during the months of
ber sales team The team June through September The amount of capaci
focuses on the fact that ty sold by year is shown in the following table
longterm power sales to

Wilson Plant other utilities are a vital Capacity Amount
part of Big Rivers efforts Year Megawatts
to meet its obligations 1993 10

under the terms of the 1994 30

Debt Restructuring 1995 80

Agreement At the close 1996 110

of 1993 sixteen propos 1997 130

als were pending with 1998 150

k N other utilities while two 1999 170

other proposals were

being prepared for sub
mittal The contract has been approved by the Rural

Corporate Headquarters
In June 1993 a Electrification Administration REA and has been

sevenyear contract was filed with the KPSC

4



kWh

93

Energy Sales
In addition to the Hoosier agreement Big

Rivers is supplying 54 MW of capacity to the In Billions
Municipal Energy

ex

Agency of Mississippi
1995
undera

contract which fires in Se tm as 1993I o 1944
1991

well as 103 MW to Oglethorpe Power Corporation
lyo

199
84

1949 83

under an agreement extending through July 8 41
83

lit
2002

Big Rivers has also leased its 65MW Reid6

combustion turbine to Hoosier for the period of Ba

June 15 through September 15 each year from 4

1991 through 2000 1948

Along with the completed sales agreements 2
32

15

1990
1991

1 1992 1

1993

and pending proposals Big Rivers is actively 1989

99

21 191 95
2

2

attempting to develop markets with prospective
new customers primarily in the
midwest throu

southeast and
3 19

telephone
tacts and meetings with those prospects

Economic development efforts have also
helped to secure load for the Big Rivers system
In 1990 Scott Paper Company announced deci

sion to locate its new tissue mill

u

in Davies

County Phase I of the construction has now System Peak Demand
been completed Phase 11 which is already
underway is expected to be completed by the Megawatts
close of1994i

The Scott Paper plant which is served by 1200
1993 r

Green River Electric Corporation one of Big 1988
1989 1990 1991 1992 217

Rivers member cooperatives expects an electrical 1000 1137
1177 1174 1168 1166

load requirement of 30 MW The total project
cost for both phases is anticipated to be 800

million with employment of approximately 300
people 600

In addition Big Rivers continues to talk with
representatives of various companies who have oo
expressed interest in locating within the Big
Rivers system 200

As a result of the above off system power
sales were a marked increase in 1993 over the

previous two years Total energy sales in 1993
amounted to 112475 Gigawatthours GWh
compared to97900GWh in 1992 Energy sales
to other utilities for 1993 28023 GWh

increased 915 pe over the 14635 GWh
delivered during 1992 Rural residential and

commercial sales increased by 142 GWh or
approximately 99 percent Industrial energy
sales decreased slightly from a year ago by 233
GWh

On July 28 1993 at 5 pm Big Rivers sys
tem load peaked at 1217 MW This surpassed
the system peak record of 1177 set in December
of 1989 and was 44 percent above the 1992
summer peak of 1166 MW The system annual
load factor for 1993 was 813 percent

Heating and cooling degree days for the year
totaled 6266 The total degree days in 1992 was
5452

5



Operi e Efficiedy and Reliably
Goal

Plan design construct operate and maintain Big Rivers electric system to ensure the
delivenj of safe and reliable energy to its members and wholesale customers at the
lowest reasonable cost and in an environmentally sound manner

A prime example of this dedication to efficient In addition a 3 1 2mile 69kV transmission
and reliable operation is the installation of the line was designed and constructed to serve
Harris 9000 Energy Management System The Costain Coal Companys East Portal Mine in
system allows Big Rivers to operate in a more effi Webster County
cient and economical manner The Harris system In October the Sextet Mining Company began
provides receiving electric service at its Dorea Mine in

Webster County This service required a 69kV
realtime dispatch info ivation tap line and a 69kV metering installation both
a method by which the system supervisors were completed in 1993
are alerted to any problem enabling correc Compliance with various environmental regu
tive action to be taken immediately lations was also a focus of attention during 1993
data for maximizing load efficiency Applications for Phase I Acid Rain Permits to
similar day forecasting comply with regulatory aspects of the Clean Air
power flow system voltage information Act Amendments of 1990 CAAA90 were filed
power requirement estimates and for all of Big Rivers affected units as well as for
current status on emissions HMPL Station Two

In addition Big Rivers continued its evalua
Another area which has required extensive tions of the various available options for system

planning is the design and construction of elec compliance with the SO2 emission requirements
tric service facilities for Scott Paper Companys under the CAAA90 These evaluations indicated

Daviess County plant The project consists of 16 that the most economical approach is the instal
miles of 161 kV transmission line the addition of lation of scrubbers at HMPL Station Two This

a line bay at the Daviess County Substation and creates systemwide benefits for all affected units
the development of a new substation at the Scott Furthermore in order to reduce nitrogen
Paper plant site A fourmile section of the trans oxide NOx emissions Coleman Units One and
mission line was completed and energized at 69 Two were retrofitted with low NOx burners

kV providing five to seven MW of power to Scott Results from testing on Unit Two the first unit to
Papers first phase of plant operation The be retrofitted indicated an emissions rate less

remaining 12 miles of line and the associated than Big Rivers targeted value of 5 pounds of
substation work continued during 1993 and is NOx per million

scheduled for completion by mid1994 Until British thermal unit

completion Big Rivers mobile substation is being Btu This is a sig
used as a means of transformation nificant reduction

400 considering the
f emission rate

ra
0tzt777

1
6
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was at or above 11 pounds of NOx per million Total capital expenditures for construction in
Btu before the conversion 1993 were 164 million up 90 million from

As mandated by the 1990 Amendment to the 1992

Clean Air Act new continuous emission monitor Continuing to provide members and wholesale
ing systems were installed on each Phase I affect customers reliable energy at the lowest reason
ed unit The system monitors SO2 NOx and able cost remains in the forefront of Big Rivers
CO2 particulate emissions opacity and volumetric rate matters As discussed in previous annual
flow of generating plant stack gases The data is reports in 1987 the PSC ordered a variable tariff
automatically collected at a central location by rate for energy sold by Big Rivers to Henderson
means of microwave linkup of the various site Union Electric Cooperative and Green River
monitoring computers A great amount of time Electric Corporation to be delivered to the alu
was spent ensuring that these systems were minum smelters The variable rate requires Big
properly installed and certified in accordance Rivers to collect from a high of 44 cents per kWh
with regulations to a low of 18 cents as primary aluminum prices

Preliminary design work for relocating the fluctuate between 80 and 45 cents a pound
Wilson Plant scrubber controls to the main con During 1993 the market price for aluminum
trol room has been completed and a construction reached a historically low level averaging 5385
contract has been awarded Relocation will result cents a pound as compared to an average of
in a more cost effective scrubber operation 5802 cents a pound the previous year

Other environmental concerns began when Consequently Big Rivers 1993 cash collections
zebra mussels were discovered in the Coleman for energy delivered to the smelters averaged 26
Plant intake structure These mollusks have cents per kWh as opposed to 29 cents in 1992
been found at various facilities along the Ohio This low amount had a substantial impact on Big
River Close sampling of Colemans systems will Rivers cash flow and the availability of funds for
continue to assure no impacts on the Plants debt service payments to the Rural Electrification
operation or reliability Sampling efforts are con Administration REA However the low cash flow

tinuing at the DB Wilson and Reid Green facili did not affect the recognition of revenues from the
ties on the Green River Thus far no mollusks smelters for 1993 The settlement with the
have been discovered smelters more fully discussed in footnote 5 to the

As previously stated employees are continu financial statements assures that Big Rivers will
ally investigating other avenues to help reduce receive an average of291285 cents per kWh
operating costs and increase efficiency As a through August 1997 to the extent the smelters
result of these efforts additional titanium in the operate at a 99 percent load factor
scrubber outlet duct at Wilson Plant has been The variable rate as set by the PSC was
installed to help reduce maintenance repair costs designed to assure that the aluminum smelters
by protecting the carbon steel ductwork and elim could continue to operate at full capacity in spite
inating annual replacement costs of the original of a low sales price for their product
Gunite duct lining Also landfilling of the Wilson
Plant scrubber sludge bottom ash mixture was
moved back to the onsite landfill area An out

side contractor is hauling the waste and manag
ing the landfill operation for significantly less cost
per ton than the previous arrangement of offsite
disposal Performance engineers are conducting
additional testing on all units to provide more
comprehensive heat rate curves for yearround
operation of each unit Also the coal feeders on
one Green and one Henderson unit have been

converted from a mechanical weigh system to an p
electronic weigh system using load cells to
increase the accuracy of coal measurement
Moreover production employees completed work
on performance monitoring systems and

enhancements to the computerized maintenance
management system which were responses to
the last two open recommendations from the
1990 management audit As a result PSC

approval has been received to close all of the rec
ommendations relevant to the Production

Department

1
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Goal

Maintain art organization structure and employee programs and practices whichfoster
an atmosphere that motivates attracts develops and retains qualified and capable
personnel

Teamwork and employee involvement contin Program in 1993 by the US Department of
ued to be the buzz words around Big Rivers for Labors office of Federal Contract Compliance
1993 as the company sponsored Powerful Ideas found Big Rivers equal employment opportunity
employeesuggestion program reached a crescen policies and practices to be in full compliance
do with3183567 worth of ideas approved for with federal regulations This was the second

implementation In addition to the 1214 cost such audit of the companysAffirmative
saving and revenuegenerating ideas there were Action Program since 1987 In both Big
794 quality ideas submitted by the 797 Rivers was found to be in compliance Big
employees who chose to participate in this Rivers is proud of this accomplishment
new venture Big Rivers employees and is committed to continuing with
achieved a remarkable record with ank our affirmative action employment
average of over 19 ideas submitted per

4
efforts

rteam during the 13week program Once Safety precautions and

again Big Rivers employees have proven k w employee dedication to creating
the theory that No one knows the job bet a safe working environment
ter than those who do it every day Big w paid off in 1993 Corporatewide
Rivers commends all employees for this do there were 216 losttime days which
outstanding accomplishment was a 46 percent decrease from

Fiftyone employees had a quest for 1992s 472 1 o s t time days
higher education and benefited from were 12 lost time
the companysEducational Assistance

ytiq injuries in 1993 down

Program A total of 35581 was r from 13 in 1992

spent on behalf of employees in this However there were 61

program in 1993 Big Rivers con i reported injuries which is
siders this money an investment in up 12 percent from 1992s
the future of the company j 42 injuries

All headquarters and transmission Throughout the year
employees completed the FrontLine Leadership training seminars were con
and Working training programs ducted to ensure that employees

In an effort to provide employees with infor were up todate on the latest
mation concerning their health Big Rivers offered safety procedures Some of the topics covered
the Sack Lunch Series Topics such as stress during the sessions were
awareness and healthful eating habits were pre
sented during luncheon meetings This program Standard first aid and cardiopulmonary
originated as an employee suggested Powerful resuscitation offered to headquarters and
Idea plant personnel

Another program offered to Fire procedure and extinguisher training
employees as a result of the sug offered to plant and headquarters employees
gestion program was Gram Basic self contained breathing apparatus
mar BrushUp conducted by training offered at all plants
Marianne Walker instructor at Emergency response team training a

Henderson Community threeday seminar for plant supervisors
College Participants learned
more effective ways to com In addition to inhouse training endeavors
municate through better Orr Safety conducted small scale short duration
grammar when speaking and and 24hour EPA bulk asbestos training
writing Plant employees were also introduced to fire

An audit of the compa resistant smocks for use when racking in and out
nys Affirmative Action electrical breakers
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Big Rivers also offered training seminars to In addition coop employees participated in
coop employees merchant lineman courses forklift hazard com

munication weather spotting and numerous
Approximately 175 employees were either other training seminars
certified or recertified in cardiopulmonary The above mentioned efforts helped to keep
resuscitation the annual employee turnover rate below the

1
Twelve employees were certified in standard national average for similarsized companies
first aid Total employment at the end of the year was 847
All member system employees were trained up from 846 in 1992 Annual employee turnover
on basic substation operations on Big rate was 16 percent
Rivers switching procedures and on how to
communicate with dispatch

Provide Qu Serv 4I nd e1 infit in Sounct

Cistomer Pubic uI for ReIt
a

9 41 nd 1o1CI1s

Goal

Provide quality support services in an efficient and cost effective manner while creat
ing a better understanding of the mission ofBig Rivers by representing the best interT
ests of the corporation our member cooperatives and their consumers through public
relations and marketing activities and input i governmental actions at thefederal
state and local levels

Big Rivers Electric and the member distribu electric water heaters in new homes while 80
tion systems continued to work together apply consumers converted from gas to electric
ing the principles of cooperation to successfully Anew home construction program entitled
market highefficiency enduse products to our AllSeasons Comfort Home ASCH was initiated
consumers The value of electricity was promot in 1993 with 23 new homes meeting the ASCH
ed through regional advertising and strong indi standards while approximately 20 additional
vidual selling at the distribution level homes were under construction at yearend
Program Results Advertising and Promotion

Over 280 homeowners installed heat pumps Advertising and promotion of res mar
during the year amounting to 936 tons of capac keting programs via television radio newspa
ity Additionally 310 tons of commercial heat pers and consumer publications such as
pump capacity was installed in 1993 Current Trends and Power Partners were well
Approximately 310 consumers installed received and very effective in

communicating with our cus
tomers Current Trends
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Power Partners and radio advertising won 1994 This study should establish the direction
national and state awards of merit and excellence for marketing programs load control wholesale
in their respective categories pricing signals and other related areas for the

Bill inserts promoting the marketing pro Big Rivers system
grams were produced and inserted into consumer Trade Ally and Consumer Education
bills throughout the year providing a cost effec An ongoing effort was made during the year to
tive way to reach the customer provide quality training and information to trade
DemandSide Management and allies those involved in the installation of electri
EndUse Research cal products and the construction and planning

A new customer satisfaction and of facilities where electricity will be used and
enduse survey was completed in consumers Several trade allies attended training
April 1993 The study revealed no at the Electric Training and Research Laboratory

significant changes in sat in Lexington Kentucky and also attended other
isfaction among our seminars throughout the region

customers satis Home energy consumer workshops were held
URRE faction still at the distribution system facilities during 1993

remains high Members were offered free information on how to
fl F TM The study also save energy in the home1 M S4itkM 1 bY1yk

indicated that Community Relations and Customer Service
market share DB Wilson Plant tours along with the distri

v04 for electric water bution systems participation in trade shows
7ark

heating remains fairs and school programs were a significant
u

rR strong and elec part of systemwide public relation activities
tric space heat Community and civic activities were supported by

ing has gained mar Big Rivers through employee participation in
a ket share in the past March of Dimes Chamber of Commerce United

two years Way Big Brothers Big Sisters of America and
A detailed Demand other community organizations

Side Management study
was initiated in late

1993 with results due

during the first quarter of

o
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Goal

Enhance financial stability and provide financial resources required to achieve corpo
rate goals

During 1993 Big Rivers continued improving per day This compares with 44 million tons
its operating margins The loss of 306 million 12127 tons per day burned in 1992 Fuel
for 1993 was a 73 million improvement com costs for the year including Big Rivers share of
pared to 1992 This represents the best annual HMPL Station Two reported as purchased
improvement of the past three years At year power were 1398million an increase of 151
end the corporationsequity position reflected a million

1854million deficit Big Rivers current projec The average cost of coal was 2827 per ton
Lions show continued improvements in margins equivalent to 1256 cents per million Btu This
with positive margins anticipated for 1998 compares with 2792 per ton 1255 cents per

The cost of fuel consumed in generating elec million Btu last year
tricity is Big Rivers single largest expenditure In 1988 Big Rivers entered into a Debt
About three fourths of Big Rivers coal require Restructuring Agreement effective August 31
ments are supplied from Kentucky mines in the 1987 defined in note 4 to the financial state
service areas of the corporationsmember cooper ments which provides for annual minimum debt
atives service payments The Agreement also provides

The units burned 49 million tons of coal in for payment to REA of cash in excess of a 10
generating electricity an average of 13470 tons million balance at the end of each month after
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paying operating costs and capital expenditures claimed that S454 million should be refunded for
The scheduled REA debt service for 1993 was the period under review November 1990 through
1270 million The decline in aluminum prices April 1993 Big Rivers denied the validity of the
decreased cash flow available for debt service claims for refund and engaged four consultants

On June 29 and September 8 SO2 emission to develop supporting prefiled testimony along
allowances available from Henderson Municipal with prefiled testimony of Big Rivers manage
Power and Lights Station Two scrubber project ment A public hearing was held before the KPSC
were sold and netted Big Rivers 229 million October 2730 and November 35 involving
The proceeds from these two transactions approximately 72 hours of verbal testimony The
increased cash flow available for debt service As Commissionsdecision is awaited at yearend
a result Big Rivers paid 927 million to the REA In March the US District Court of Southern

during 1993 Indiana rendered a decision in favor of Big Rivers
On October 4 1993 Big Rivers submitted an in a lawsuit involving Delta Mining Corporation

application to the REA to refinance 3549 mil This former coal supplier alleged that Big Rivers
lion of outstanding highcost Federal Financing owed 157 million in damages for not accepting
Bank FFB debt This refinancing if approved the total quantity of coal required under a 10
will decrease our government debt Through year contract made in 1977 In April Delta
1993 cumulative principal payments have Mining appealed the decision in the US Court of
reduced the principal balance to 844 million Appeals for the Seventh Circuit Oral arguments
less than the scheduled principal balance under on the appeal were held in October At yearend
the Debt Restructuring Agreement as amended no decision had been rendered
The scheduled REA debt service payment for In June Big Rivers notified Green River Coal
1994 is 1340million Co Inc the supplier of 1020 million tons of

As ordered by the KPSC a focused manage coal annually to the Wilson Plant under a 20year
ment audit of fuels procurement was performed contract made in 1982 that the coal supply con
by Overland Consulting Group The audit began tract should be terminated Furthermore all
in January and the final report was issued in payments resulting from the 1988 amendment to
May Although the report was favorable in many the contract should be refunded These actions

areas it was recommended that many improve were a result of recent information indicating that
ments to the fuels procurement function be made the contract and amendment were made with ille
and it was determined that Big Rivers had unrea gal activity involved
sonable fuel costs of 60 million for the period Green River Coal denied that any wrongdoing
under review November 1990 through December took place in the making of the contract or
1992 The alleged unreasonable costs resulted amendment and in July filed for Chapter 11
from entering into a particular coal contract in protection in the US Bankruptcy Court for the
1991 and amending another coal contract in Western District of Kentucky requesting the
1988 Court to declare the contract and amendment

The Kentucky Industrial Utilities Customers valid Big Rivers filed opposition to this
a group representing Big Rivers largest industri action At yearend no outcome
al customers and the Kentucky Attorney had been determined

General together intervened in the case and 4F 1Y
e
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engaged five consultants to develop testimonyP Yu
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against Big Rivers These consultants developed
hundreds of pages of pre filed testimony and 4
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The Board of Directors

Big Rivers Electric Corporation

We have audited the balance sheets of Big Rivers Electric Corporation as of December 31
1993 and 1992 and the related statements of revenues and expenses equities deficit and
cash flows for each of the years in the threeyear period ended December 31 1993 These
financial statements are the responsibility of the Corporationsmanagement Our respon
sibility is to express an opinion on these financial statements based on our audits

We conducted our audits in accordance with generally accepted auditing standards and
Government Auditing Standards issued by the Comptroller General of the United States
Those standards require that we plan and perform the audit to obtain reasonable assur
ance about whether the financial statements are free of material misstatement An audit

includes examining on a test basis evidence supporting the amounts and disclosures in
the financial statements An audit also includes assessing the accounting principles used
and significant estimates made by management as well as evaluating the overall financial
statement presentation We believe that our audits provide a reasonable basis for our
opinion

In our opinion the financial statements referred to above present fairly in all material
respects the financial position of Big Rivers Electric Corporation at December 31 1993
and 1992 and the results of its operations and its cash flows for each of the years in the
threeyear period ended December 31 1993 in conformity with generally accepted
accounting principles

As discussed in notes 4 and 5 to the financial statements Big Rivers Electric Corporation
and its creditors entered into a Debt Restructuring Agreement whereby government related
debt was restructured into a Total Government Debt Note REA Promissory Note The

principal repayment of the REA Promissory Note is contingent upon the available cash
flow as defined by the Debt Restructuring Agreement Big Rivers Electric Corporations
ability to recover its costs and repay its debt is dependent upon among other things its
generating adequate revenues by selling excess capacity to nonmembers

As discussed in note 7 to the financial statements Big Rivers Electric Corporation may
have exposure to cancellation charges and additional costs if a project of the City of
Henderson is terminated

As discussed in note 12 to the financial statements Big Rivers Electric Corporation is a
defendant in a number of legal actions brought by both private and regulatory agencies

The ultimate outcome of the matters discussed in the three preceding paragraphs cannot
be presently determined Accordingly no provisions for any liability that might result from
the outcome of these uncertainties have been recognized in the accompanying financial
statements These matters also raise substantial doubt about Big Rivers Electric
Corporations ability to continue as a going concern The financial statements do not

include any adjustments relating to the recoverability and classification of reported asset
amounts or the amounts and classification of liabilities that might result from the outcome
of these uncertainties

February 25 1994

Psi G l eoLt yar4A

KPMG Peat Marwick
Certified Public Accountants
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Statement of Revenues and Expenses
Years ended December 31 1993 1992 1991

Dollars in thousands

1993 1992 1991

Operating revenues notes 5 and 10 350946 319907 331335

Operating expenses
Operations

Fuel for electric generation 117400 108323 115202

Power purchased and interchanged net 45151 33731 39249

Other 51366 48838 48467

Maintenance 27783 26532 29618

Depreciation and amortization 45257 44981 44810

Taxes 4505 4375 4366

Total operating expenses 291462 266780 281712

Electric operating margins 59484 53127 49623

Interest and other deductions

Interest note 4 93149 93890 95530

Allowance for borrowed funds used

during construction note 2 442 532 458

Other deductions 1043 1000 1009
Total interest and other deductions 91664 92358 94063

Operating loss 32180 39231 44440

Nonoperating margins
Interest earned 1542 1274 1502

Other 4 2 3

Total nonoperating margins 1546 1276 1505

Net loss 30634 37955 42935

Statement Equities Deficii
Years ended December 31 1993 1992 1991

Dollars in thousands
Other equities

Donated Consumers

Accumulated Accumulated capital contributions

Total deficit deficit Patronage and to

equities operating nonoperating capital memberships debt service

Balance at December 31 1990 73882 190280 15968 127921 764 3681

Margins for 1991
Operating 44440 44440

Nonoperating 1505 1505

Balance at December 31 1991 116817 234720 14463 127921 764 3681

Margins for 1992
Operating 39231 39231

Nonoperating 1276 1276

Balance at December 31 1992 154772 273951 13187 127921 764 3681

Margins for 1993
Operating 32180 32180

Nonoperating 1546 1546

Balance at December 31 1993 185406 306131 11641 127921 764 3681

See accompanying notes to financial statements



Balance
At December 31 1993 1992

Dollars in thousands

Assets 1993 1992

Utility plant net notes 2 4 and 7 1050621 1087900

Other deposits and investments at cost 5783 5483

Current assets

Cash and temporary cash investments 10073 10079

Receivables note 10 30933 23164
Fuel for electric generation 18396 24471
Nonfuel inventory 14766 14668

Total current assets 74168 72382

Deferred charges note 3 12817 14387

1143389 1180152

Equities and Liabilities
1993 1992

Capitalization
Equities deficit 185406 154772

Longterm liabilities notes 4 5 and 7
REA debt 1076835 1082652

Other longterm debt 173336 178600

Total longterm liabilities 1250171 1261252

337r 19532 18Less current maturities 18337

longterm liabilities
net of current maturities 1230639 1242915

Total capitalization 1045233 1088143

Current liabilities

Current maturities of longterm
liabilities notes 4 5 and 7 19532 18337

Accounts payable 21351 14760

Accrued expenses 3919 4475

Total current liabilities 44802 37572

Deferred revenue note 5 9186 25250

Deferred credits note 7 44168 29187

Commitments and contingencies notes 7 8 9 and 12
1143389 1180152

See accompanying notes to financial statements
15
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Year ended December 31 1993 1992 1991
Dollars in thousands

1993 1992 1991

Cash flows from operating activities
Net loss 30634 37955 42935

Adjustments to reconcile net loss
to cash provided by operating activities

Depreciation and amortization 45983 45706 45518
Amortization of deferred charges 996 917 2356
Net change in deferred revenue 16064 9343 6107

Change in assets and liabilities
Receivables 7768 1734 5371
Fuel for electric generation 6076 3716 3604
Nonfuel inventory 99 564 421
Accounts payable 6591 4030 185

Accrued expenses 556 143 4676
Other net 1096 2272 324

Net cash provided by used in
operating activities 3429 820 8225

y

Cash flows from investing activities
Construction expenditures 16404 7381 7672
Prepayment on coal contract 3500
Sale of pollution control allowances 23150

Net cash provided by used in
investing activities 6746 7381 11172

Cash flows from financing activities
Principal payments on longterm debt 4364 4364 4364
Unpaid accrued interest 5816 12544 7158

i

Net cash provided by used in financing
activities 10180 8180 2794

Net increase decrease in cash
and temporary cash investments 5 21 153

Supplemental Cash Flow Information

t
1993 1992 1991

Cash paid relating to interest expense 97594 80233 84642

See accompanying notes to financial statements
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Notes to Finanr Statements

December 31 1993 1992 1991
Dollars in thousands

1 Summary of Significant Accounting Policies

General Information

Big Rivers Electric Corporation Big Rivers a non Big Rivers all their power and energy requirements
profit electric generation and transmission coopera and Big Rivers to sell and deliver power and energy
tive supplies the power needs of its four member dis in satisfaction of such requirements The wholesale
tribution cooperatives and markets power to non power contracts with the members extend to the year
member utilities The members provide electric 2023 Rates to its members are established by the
power and energy to industrial residential and com Kentucky Public Service Commission KPSC and
mercial customers located in portions of 22 western subject to approval by the United States Department
Kentucky counties Big Rivers has entered into of Agriculture Rural Electrification Administration
wholesale power contracts with each of its members REA
which require the members to buy and receive from

System of Accounts

The accrual basis accounting policies follow the retain authority and periodically issue orders on vari
Uniform System of Accounts prescribed by the ous accounting and rate making matters
Federal Energy Regulatory Commission FERC as
adopted by REA and KPSC The regulatory agencies

Revenue Recognition

Revenues are based on monthend meter readings

Utility Plant and Depreciation

Utility plant is stated at original cost which in progress Capitalization of interest is discontinued
includes the cost of contracted services material when the project is completed and the asset is ready
labor overhead and an allowance for funds used for service

during construction Replacements of depreciable Depreciation of utility plant in service is provided
property units except minor replacements are using the straightline method over the estimated
charged to utility plant Property units replaced or service lives of the depreciable assets The annual

retired including cost of removal and salvage value REAprescribed rates used to compute depreciation
are charged to accumulated depreciation Routine are as follows

maintenance repairs and minor replacement costs
are charged to expense as incurred Production plant 300 310

Allowance for borrowed funds used during con Transmission plant 275
struction is included on projects with an estimated Station equipment 275
total cost of 250 or more before consideration of General plant 200 2000
such allowance The interest capitalized is deter
mined by applying the effective rate of the REA For 1993 and 1992 the average depreciation rate
Promissory Note to the todate accumulated expendi was 306 percent
tures for qualifying projects included in construction

Temporary Cash Investments

Temporary cash investments consist primarily of market For purposes of statement of cash flows Big
temporary investments in US government and fed Rivers considers all shortterm highlyliquid invest
eral agency securities which are carried at cost and ments of three months or less to be cash equivalents
adjusted for accrued interest which approximates

17
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Inventories

Inventories consisting of nonfuel and fuel for elec
tric generation are valued at weighted average cost

Patronage Capital

As provided in the bylaws any excess of revenues year If after offsetting the nonoperating margins
over the sum of a operating costs and expenses against accumulated nonoperating deficits operating
properly chargeable against the furnishing of electric losses or accumulated deficits there remains a bal

energy and b amounts required to offset operating ante this balance is allocated to patrons on a

losses incurred during the current or any prior fiscal patronage basis and any amount so allocated is
year is capital furnished by the patrons and credited included as a part of capital credited to the accounts
to a capital account for each patron on a patronage of patrons Neither operating nor nonoperating loss
basis Nonoperating margins are used to offset any es are allocated to the patrons Patronage capital

accumulated nonoperating deficits and to the extent cannot be retired if patronage capital is less than 40
not needed for this purpose used to offset any oper percent of the total assets
ating losses during the current or any prior fiscal

Pension and Deferred Compensation Plans

r All employees after one year of service are covered mum funding requirements while the deferred com
under trusteed non contributory retirement plans pensation plan is fully funded Pension expense

Also Big Rivers has executed non contributory com includes current service cost interest cost actual

pensation agreements with certain key employees return on plan assets amortizations of prior service
which provide for periodic payments upon retirement cost and gains and losses Amortizations are over

or to beneficiaries in the event of death The pension periods up to 21 years

plans are funded in accordance with the OBRA mini

New Accounting Standards

In November 1992 the FASB issued Statement of on January 1 1994 This statement addresses the

Financial Accounting Standard SFAS No 112 accounting and reporting for investments in equity
Employers Accounting for Postemployment securities that have readily determinable fair values
Benefits This standard requires that employers and for all investment in debt securities

accrue the estimated postemployment cost of benefits During 1993 Big Rivers adopted SFAS No 109

during the years that employees render service The Accounting for Income Taxes and SFAS No 106

Company plans to adopt SFAS No 112 on January 1 Employers Accounting for Postretirement Benefits
1994 Other Than Pensions

In May 1993 the FASB issued SFAS No 115 The impact of the new statements will not have a
Accounting for Certain Investments in Debt and material impact on the financial position or results of
Equity Securities which the Company plans to adopt operations

Reclassification

Certain prior year amounts have been reclassified
for comparability with the 1993 presentation

18
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2 Utility Plant

The following summarizes utility plant

1993 1992
Classified plant in service

Production plant 1308504 1306209
Transmission plant 80930 80158
Station equipment 99447 92359
General plant 18015 17 670
Intangible 190 190

Unclassified plant in service 56 460

1507142 1497046
Less accumulated depreciation and amortization 461496 419710

1045646 1077336
Construction in progress 4975 10564

1050621 1087900

Construction in progress is comprised of the Scott average rates used for the capitalization of interest
Paper 161 kV transmission line the continuous during construction in 1993 1992 and 1991 were
emission monitors and several small projects The 80 80 and 78 percent respectively

3 Deferred Charges

The following summarizes deferred charges

1993 1992

Unamortized debt expenses 6998 7454
Green River Coal prepayment 5653 6192
Other 166 741

12817 14387

Big Rivers refinanced a portion of its longterm debt Green River Coal Big Rivers has made total fuel pre
at lower interest rates and incurred refinancing payments of7000 Interest on the outstanding bal
expenses In November 1982 Big Rivers elected to ance is based on the prime rate established by
refinance 90053 of FFB short term mortgage notes Chemical Bank of New York plus 2 percent Green
with longterm notes at lower interest rates As a River Coal is repaying Big Rivers at the rate of 1 per
result of this election a refinancing cost of4616 ton of coal shipped
was incurred On September 29 1987 and February On July 8 1993 Green River Coal filed for bank
25 1988 Big Rivers refinanced 319426 and ruptcy protection from its creditors Big Rivers and
250805 respectively at lower interest rates The Green River Coal are currently in negotiations under
refinancing costs were 2937 and 3318 respec the supervision of the Bankruptcy Court and it is
tively These costs are being amortized over the term the opinion of management that the outcome of these
of the REA promissory note see note 4 negotiations will not adversely affect Big Rivers see

On July 18 1989 Big Rivers endeavored to enter note 12

into an agreement to buy out a highcost longterm
coal supply contract A contract for substitution of
coal was executed on September 24 1991 with

19
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4 Longterm Liabilities

A summary of longtei ill liabilities follows
1993 1992

Promissory note REA836 647140 705029

Unamortized premium 429695 377623

1076835 1082652

County of Ohio Kentucky promissory note with variable
interest rate of300 as of 123193 83300 83300

County of Ohio Kentucky promissory note with variable
interest rate of300 as of 123193 58800 58800

Obligation under purchased power contract see note 7 23600 24500
Bank of New York bank loan80 3160 4965

Chemical Bank bank loan 80 4476 7035
Total longterm liabilities 1250171 1261252

Less current maturities 19532 18337

1230639 1242915

Debt Restructuring Agreement

All revenues and substantially all assets of Big The impact of the Debt Restructuring Agreement
Rivers are pledged as collateral under a Restated was accounted for as a troubled debt restructuring
Mortgage and Security Agreement dated as of March involving a modification of terms Accordingly Big
30 1988 which was executed as part of a Debt Rivers accounted for the effects of the restructuring
Restructuring Agreement prospectively and did not change the carrying

amount of the debt

Promissory Note REA

The Debt Restructuring Agreement provides for a depending on the available monthly cash flow as
reverse amortization repayment schedule payments defined by the Debt Restructuring Agreement Big
will be applied to principal in a reverse manner to Rivers may retain for working capital needs a month
that provided by a conventional loan amortization end cash balance of10000
schedule at an interest rate of 836 percent for the In connection with the Settlement Agreement
REA Promissory Note which includes all debts of Big described in note 5 the Debt Restructuring
Rivers which are guaranteed or insured by REA REA Agreement was amended as of January 1 1990 The

Debt For financial statement purposes interest amendment provided that if the variable rates to the
expense is being computed on a conventional amorti aluminum smelters specified in the Settlement
zation method rather than the reverse amortization Agreement described in note 5 and in effect on April
method per the Debt Restructuring Agreement The 1 1990 remain continuously in effect and unmodi
resulting difference is reflected as unamortized pre fied through August 31 1997 and if during this peri
mium and will be adjusted throughout the term of od the REA Debt never exceeds by more than 18
the REA Promissory Note Any unpaid interest is million what the REA Debt would be if only the
added to the unamortized premium The effective scheduled annual amounts were paid then no Event
interest rate for 1993 1992 and 1991 on the REA of Default shall be deemed to have occurred through
Promissory Note was 80 81 and 79 percent December 31 1997 If the REA Debt exceeds

respectively In return for Big Rivers making all pay 442948 on January 1 1998 then the schedule
ments on the REA Promissory Note the REA will shall be amended beginning with 2004 and continu
make all payments required on all prior debt on a ing to each immediately successive year such that
timely basis and will not seek to collect from Big the amount of the cash payments for any year shall
Rivers with respect to any REA Debt any amounts not exceed 150000 and such that the scheduled
in excess of the obligation on the REA Promissory annual payment amounts in and after 1998 if paid
Note in equal monthly installments for each year will

The Debt Restructuring Agreement establishes a when discounted in accordance with the agreement
minimum level of debt service payments while yield a figure that equals in aggregate the REA Debt

requiring additional debt service payments as of January 1 1998
20
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Other Longterm Debt

On June 30 1983 the County of Ohio Kentucky County of Ohio Kentucky issued Pollution Control
issued 58800 of Pollution Control Bonds Series Refunding Demand Bonds Series 1985 the proceeds
1983 the proceeds of which were loaned to Big of which were used to refinance the 1982 Interim
Rivers These bonds bear a variable rate of interest Bonds The Refunding Bonds bear interest at a vari
determined weekly by the remarketing agent with able rate which is the lesser of a 13 percent per
the approval of Big Rivers equal to the minimum rate annum or b a rate determined weekly by the remar
necessary to remarket the bonds in a secondary mar keting agent with the approval of Big Rivers equal to
ket at par plus accrued interest but not to exceed the minimum rate necessary to remarket the bonds
110 percent of an index based upon the weekly sales in a secondary market at par plus accrued interest
of 91 day US Treasury Bills These bonds are sup but not less than 40 percent nor greater than 110
ported by a Bank of New York irrevocable standby percent of an index based upon the weekly sales of
letter of credit which is due to expire July 1 1994 91 day US Treasury Bills These bonds are sup
and is subject to renewal The bonds are subject to ported by a Chemical Bank irrevocable standby letter
mandatory redemption upon expiration of the sup of credit which is due to expire October 15 1997
porting letter of credit In absence of notification by and is subject to renewal The bonds are subject to
Bank of New York to renew the letter of credit Big mandatory redemption upon expiration of the sup
Rivers will draw down sufficient funds under the let porting letter of credit In absence of notification by
ter of credit to redeem the bonds Draws against the Chemical Bank to renew the letter of credit Big
letter of credit would bear interest at prime plus two Rivers will draw down sufficient funds under the let

percent and become Bank Amounts as defined by the ter of credit to redeem the bonds Draws against the
Debt Restructuring Agreement The Bank Amounts letter of credit would bear interest at prime plus 2
would be repayable under the same terms and condi percent and become Bank Amounts as defined by the
tions as the redeemed bonds While these bonds are Debt Restructuring Agreement The Bank Amounts

not dated to mature until June 1 2013 pursuant to would be repayable under the same terms and condi
the Restructuring Agreement Big Rivers is obligated tions as the redeemed bonds While these bonds are
to fully fund these bonds or Bank Amounts by not dated to mature until October 1 2015 pursuant
January 31 2010 to the Debt Restructuring Agreement Big Rivers is

In November of 1982 the County of Ohio obligated to fully fund these bonds or Bank Amounts
Kentucky issued 82500 of Pollution Control by January 31 2010
Interim Bonds Series 1982 the proceeds of which
were loaned to Big Rivers On October 31 1985 the

Debt Maturities

At December 31 1993 Big Rivers had since December 31 1997 Big Rivers has calculated the
September 1987 paid total debt service on the REA annual payments on a straight line basis to avoid an
Promissory Note in such a manner that there existed event of default through December 31 1997 and
an excess debt service payment against default in the minimum scheduled payments thereafter Actual

amount of 102422 This represents a decrease of payments may be more or less than those on a
21331 during 1993 This excess debt service pay straightline basis Under this calculation the matu
ment can be used to offset future payments under rities of longterm debt for each of the five years sub
the schedule sequent to December 31 1993 are estimated to be

Based on the overpayments to date and the as follows

required REA Promissory Note principal balance on

REA Financial Statement

Promissory Unamortized Other Change in
w Year Note Premium Debt Principal

1994 57350 43966 6148 19532
1995 52926 38421 7364 21869

1996 48842 33127 3143 18858
1997 45074 28044 3308 20338
1998 62629 8112 3489 74230
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5 Rate Matters

Big Rivers rates include a ratchet billing for demand Debt Restructuring Agreement to afford greater flexibil
where current billing units are determined based on ity to Big Rivers from default in its debt payments
the highest metered demand in the past twelve months The Clean Air Act Amendments of 1990 CAAA90

and a variable rate to major customers of Big Rivers require significant reductions in the emission of sulfur
members National Southwire Aluminum Company and dioxide and nitrogen oxide by fossil fueled electric gen
Alcan Aluminum Corporation the aluminum smelters erating units The CAAA90 require that sulfur dioxide
see note 10 The variable rate will be effective emissions be reduced at generating units in two phases
through August 1997 The variable rate for the alu over a tenyear period In order to meet the require

minum smelters will fluctuate based on the price of ments the City of Henderson is constructing scrubbers
aluminum within a defined minimum 181 mills per on the two units owned by the City Big Rivers has

kWh and maximum 44 mills per kWh filed with the KPSC a plan to comply with the Clean Air
A Settlement Agreement effective January 1 1990 Act and to impose an Environmental Surcharge Big

was reached between Big Rivers the aluminum Rivers does not plan to implement the Environmental
smelters and Big Rivers creditors The Settlement Surcharge until the middle of 1995 A ruling from the

Agreement preserves the variable aluminum smelter KPSC should be received by the summer of 1994
rate as the method of calculating the cash payments to Intersystem power sales to non members is a compo
be made by the smelters to Big Rivers The Settlement nent of full cost recovery under Big Rivers rate design

Agreement however fixes the revenue to be recognized A longterm contract has been signed with Oglethorpe
by Big Rivers at 291285 mills per kWh at an approxi Power Corporation Oglethorpe Power for the sale of
mate 99 percent load factor through August 1997 103 MW of firm power for ten years beginning in
Accordingly any payments in excess of or under the August 1992 Oglethorpe Power is a joint owner of the
291285 mills per kWh brought about by the variable Georgia Integrated Transmission System which inter
aluminum smelter rate will be recorded as either connects with the transmission system of the
deferred revenue or a receivable by Big Rivers This Tennessee Valley Authority TVA
settlement was brought about in part by the high alu Two longterm contracts have been signed with
minum prices in 1989 and 1988 which caused the Hoosier Energy Rural Electric Cooperative Hoosier
smelters to pay at or near the maximum rate of 44 Energy The first was for the sale of 65 MW of capacity
mills per kWh from Big Rivers Combustion Turbine during a three

While Big Rivers expects to maintain positive cash month summer period through year 2000 The second

flow the agreed upon rate of 291285 mills per kWh was a Peaking Power agreement varying in MW from 10
will cause Big Rivers to sustain negative net margins in in 1993 to 170 in 1999 this Agreement covers June
the next few years if additional intersystem sales to through September of each calendar year Hoosier

nonmembers are not achieved In addition the settle Energy is a REA Cooperative interconnected with Big
ment modified certain default provisions under the Rivers see note 12

6 Income Taxes

Big Rivers was initially formed as a taxexempt coop effect of this change in accounting for income taxes
erative organization under section 501 c 12 of the was not material to the financial statements as a

Internal Revenue Code To retain tax exempt status whole and is included in income from continuing oper

under this section of the Internal Revenue Code at ations for the year ended December 31 1993 Big

least 85 percent of the organizationsincome must be Rivers only significant temporary difference results
generated from the sales to the cooperativesmembers from excess tax depreciation and basis differences
In 1983 sales to non members resulted in Big Rivers related to the utility plant No deferred tax liability has
being unable to meet the 85 percent requirement In a been recorded as of December 31 1993 as manage

letter dated March 23 1984 the Internal Revenue ment has indicated that any future income in excess of
Service notified Big Rivers that effective for 1983 and the net operating loss carryforwards will be offset with
subsequent years it would be considered a taxable qualified patronage allocations and distributions to
organization until such year that sales to members patrons of the cooperative
would satisfy the 85 percent requirement and Big At December 31 1993 Big Rivers has net operating
Rivers formally reapplies for tax exempt status loss carryforwards for federal income tax purposes of

Big Rivers has generated losses for both accounting 872762 which are available to offset any future fed
and income tax purposes As a result there is no pro eral taxable income through 2007 Big Rivers has
vision for current or deferred income tax expense investment tax credit carryforwards of approximately

As discussed in note 1 Big Rivers adopted 57735 which are available to partially offset portions
Statement 109 as of January 1 1993 The cumulative of any future income taxes through 2000
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7 Purchased Power

Big Rivers under contracts with the City of would expect to incur additional cost to replace the
Henderson Kentucky City operates the Cityowned allowances sold Big Rivers has the option of extend
315MW generating station Station Two and agrees ing the contracts through the economic life of the
to purchase an allocated portion of the output Big power plant
Rivers portion of Station Two capacity is currently 83 Under the terms of the contracts and amendments
percent which is expected to decrease to 81 percent thereto with the City Big Rivers has agreed to pay a
by 1997 The contracts expire in 2003 subject to proportionate share of the monthly fixed costs of
options for extensions Station Two excluding depreciation based on its

In order to comply with the Clean Air Act Big allocated portion of the capacity of Station Two The
Rivers and the City of Henderson have agreed the monthly fixed costs include debt service payments
City should install pollution control equipment on necessary to retire the principal and to pay interest
the Citys Station Two facilities The existing con on the Citys bonds issued to finance the construe
tracts with the City have been amended to include tion of Station Two Big Rivers has recorded as a lia
the cost of installing operating and maintaining this bility the portion of the principal payments it is oblig
equipment The City of Henderson and Big Rivers ated to pay as fixed costs under the contract based
have sold allowances that were awarded to them by on estimates of its allocated portion of Station Two
the Environmental Protection Agency which will off capacity and has recorded as an asset a like amount
set approximately 60 percent of the cost to install for the right to purchase its allocated portion of the
these scrubbers Big Rivers portion of the sale of output The fixed costs are payable to the City
allowances was approximately 23000 Of this whether or not Station Two is operational or the
amount 16272 has been recorded as a deferred operation thereof is interrupted suspended or inter
credit and6800 as an offset to cost of utility plant fered with in whole or in part for any cause The cost
This project is pending approval before the KPSC and of power purchased under the contract for 1993
Big Rivers may have exposure to approximately 14 1992 and 1991 was 33563 27250 and 30998
million of estimated cancellation charges if the pro respectively Such costs are accounted for as pur
ject were to be terminated In addition Big Rivers chased power

8 Pension Deferred Compensation Plans
Big Rivers has non contributory defined benefit employees which provide for periodic payments upon

pension plans covering substantially all employees retirement or to beneficiaries in the event of death
who meet minimum age and service requirements Big Rivers policy is to fund such plans in accordance
The plans provide benefits based on the participants with the requirements of the Employee Retirement
years of service and the 5 highest consecutive years Income Security Act of 1974
compensation during the last 10 years of employ Big Rivers has adopted the provisions of SFAS No
ment Also Big Rivers has executed non contributo 87 Employers Accounting for Pensions The amorti
ry defined compensation agreements with certain key zations are over periods up to 21 years

The funded status of the plan at December 31 is as follows

Actuarial present value of benefit obligation 1993 1992 1991

Accumulated benefit obligation including vested benefits of
16624 12916 and 10718 16673 12942 10773

Projected benefit obligation for services rendered todate 29157 17507 14459

Plan assets at fair value primarily listed stocks and US
Treasury Bonds 18768 16861 15657

Plan assets over under projected benefit obligation 10389 646 1198
Unrecognized net transition assets 1762 1982 2202
Unrecognized prior service cost 2369 1516 1343

Unrecognized net loss gain 7559 270 1916

Unfunded accrued pension cost 2223 842 1577
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Net pension costs included the following components for
the years ended December 31 1993 1992 1991

Service cost benefits earned during the year 1660 1270 1219

1
Interest cost on projected benefit obligation 1726 1285 1046

Actual return on plan assets 2138 1537 2787

Amortization of transition assets 220 220 220

Amortization of prior service cost 230 175 143

Amortization of deferral of net loss gain 753 151 1722

Special termination benefits 396 0 0

Net periodic pension costs 2407 1124 1123

Assumptions used to develop the projected benefit
obligation were

Discount rates 75 85 85

Rates of increase in compensation levels 40 40 40

Expected longterm rate of return on assets 85 85 85

Total expense related to the pension and deferred compensation plans was31081396 and1420 in
1993 1992 and 1991 respectively

9 Postretirement Benefits Other Than Pensions

The Company provides certain postretirement medical rate of 13 percent in 1993 declining to 6 percent in
benefits for retired employees and their spouses For 2012 was utilized The health care cost trend rate

all employees who retired prior to 1994 the Company assumption has a significant effect on the amounts
pays 80 percent of the cost from age 6265 and from reported A 1 percent increase in the health care trend
age 65 for salaried employees the Company pays 100 rate each year would increase the aggregate service and
percent of Medicare supplement cost For salaried interest costs for 1993 by 90 and the accumulated

employees who retire after December 31 1993 the other postretirement benefit obligation by 680 The

Companypaid Medicare supplement was eliminated Company plans to fund such benefits beginning mid
Effective January 1 1993 Big Rivers adopted SFAS No 1994

106 Employers Accounting for Postretirement
Benefits Other Than Pensions which requires the
expected cost of these benefits to be recognized over the The components of net periodic postretirement ben
employees years of service rather than a payasyou go efit cost for the year ended December 31 1993 are as
basis Also the Company offered a retirement incentive follows

program which provided special termination benefits to
Service cost benefits earned during the

certain employees during late 1992 and early 1993
199

The resulting increase in the other postretirement bene period
Interest cost on projected benefit obligation 331

fit obligation from SFAS 88 was 61 As depicted in the
Amortization of transition obligation 207

following tables the total 1993 postretirement benefit
Special termination benefits 61

expense other than pensions was 798 Postretirement

benefits costs for prior years have not been restated
Net other periodic postretirement benefit cost 798

The discount rate used in computing the obligation

C
was 8 percent In accordance with SFAS 106 the

Company chose to amortize the present value of the
obligation at the adoption date the transition obliga
tion over a 20year period A health care cost trend
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Reconciliation of the accumulated postretirement benefit obligation to the accrued liability for post
retirement benefits as of January 1 1993 and December 31 1993 is as follows

Accumulated postretirement benefit obligation
January 1 December 31

retirees 1459 1571

Other eligible active participants 482 520

Other active participants 2255 2635

Total accumulated benefit obligation 4196 4726

Unrecognized transition obligation 4135 3928

Unrecognized special termination benefits 61 0

Unfunded accrued postretirement benefit liability 0 798

r

10 Related Parties and Major Customers

Operating Revenues

Members 1993 1992 1991

Green River Electric Corporation 133194 133021 135805

Henderson Union Electric Cooperative 106018 105744 106368

Jackson Purchase Electric Cooperative Corporation 23709 22300 22390
Meade County Rural Electric Cooperative Corporation 12463 11679 11932

Non members 75456 47068 54751
Other Revenue 106 95 89

350946 319907 331335

National Southwire Aluminum Company and Alcan smelter and NSA has reduced its operation capacity
Aluminum Corporation the aluminum smelters pur at the Hawesville Kentucky smelter by 10 percent
chase substantial amounts of electric energy under The smelters are required by contract to continue
contracts with members expiring in 2010 Sales to paying the fixed demand cost All energy associated
members for these two customers Green River with this capacity will be sold when possible on the
Electric Corporation for National Southwire open market by Big Rivers Each smelter will receive

Company and Henderson Union Electric Cooperative a credit for all power sold in excess of Big Rivers
for Alcan Aluminum Corporation were as follows energy cost

Big Rivers agrees to indemnify its member coopera
Henderson tives by performing their power supply agreements

Year Green River Union Combined with certain industrial customers and accepting only
1993 86428 83432 169860 such payment therefore as each member receives
1992 87705 82841 170546 from its customers
1991 88892 83117 172009 Receivables from members at December 31 1993

1992 and 1991 were 17838 18478 and

Alcan Aluminum Corporation has closed one third 20602 respectively
of its operation capacity at the Sebree Kentucky

11 Disclosure of the Fair Value of Financial Instruments

The carrying amounts of Big Rivers cash and cash carrying value as the debt reprices weekly Due to

equivalents accounts receivable shortterm invest the uncertainties described in note 12 the ability of
ments and accounts payable approximate the fair Big Rivers to obtain new debt or replace its existing
value because of the short maturity of these financial debt is indeterminable Accordingly it is not practi
instruments The assumption used in determining cable to estimate the fair value of the longterm fixed
the fair value of Big Rivers longterm variable inter interest rate debt The carrying value of this debt is
est rate debt is that the fair value approximates the 1108071
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12 Commitments and Contingencies

The United States Environmental Protection Agency On January 27 1994 a coal supplier sued Big
EPA has informed Big Rivers that it may be liable Rivers seeking damages of approximately3000 In

for damages with respect to the Green River Disposal addition to the damages claimed the coal supplier
Superfund Site as defined in the comprehensive has asserted that Big Rivers is also responsible for
Environmental Response Compensation and Liability the estimated cost of closing a mine The estimate of

Act of 1980 A remedial feasibility study has been these costs is between 10000 and 15000
completed and submitted to the EPA Big Rivers Management of Big Rivers intends to vigorously
share of the cost of the study is 03 percent plus 03 defend this claim

percent of the final cost of implementing a reme Big Rivers is currently undergoing a study suggest
dy at the site which management believes should not ed by its creditors The purpose of this study is to
significantly impact the financial statements determine Big Rivers economic opportunities

During 1993 a suit by a former coal supplier in the Big Rivers is either a defendant or a plaintiff in var
amount of 157 million was decided in Big Rivers ious other legal actions and claims which manage
favor The coal supplier appealed this decision to the ment believes will not have a material effect on Big
United States Court of Appeals and at December 31 Rivers financial position or results of operations
1993 a decision on this appeal was pending and is
still pending Management believes that the outcome
of this legal action will not have a material effect on
Big Rivers financial position or results of operations

Big Rivers has entered into several longterm coal
contracts extending through 2006 Fuel purchased
under these contracts in 1993 1992 and 1991 was

101123 107540 and 127247 respectively
The KPSC has supervised a focused management

audit of Big Rivers fuel procurement policies and
procedures As a result of this action the Kentucky
Utility Industrial Customers KIUC asserted claims
that Big Rivers should be required to refund to rate
payers 45447 for alleged excess coal cost including
interest for the review period KIUC further claimed

that Big Rivers should reduce its fuel recovery rate in
future years under the Green River Coal Company
contract by at least 11373 annually over the
remaining 11 year life of the contract These claims

were consolidated in a hearing before the KPSC The

decision of the KPSC on these items is pending On

February 17 1994 Big Rivers and the KIUC entered
into a Settlement Stipulation agreement The effect

of this agreement would be to settle all claims by the
KIUC against Big Rivers and to reduce the price of
coal Big Rivers pays under the Green River Coal con
tract by approximately 900 per ton for the remain
ing 11year life of the contract The Settlement

Stipulation agreement is contingent upon approval
by the KPSC the Bankruptcy Court for Green River
Coal Company the Big Rivers creditors and an
agreement by the parties as to the review of fuel pro
curement policies and practices and related matters
at Big Rivers Subsequent to the filing of the
Settlement Stipulation the aluminum company par
ties to the agreement notified the KPSC of their
attempt to withdraw the agreement This attempt is
contested by Big Rivers and the matter is pending
before the KPSC
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Comparative Statisfical Analysis O a v TenYear Summary
1993 1992 1991 1990

Operating Revenues 350945862 319907459 331334709 331736393

Expenses
Operation and Maintenance 196548190 183693972 193288174 191389914

Purchased Power and

Interchanged Net 45150914 33730825 39248839 40263144

Depreciation and Amortization 45257415 44980616 44809522 44564475

Taxes 4505465 4374765 4365522 4201594

Interest 92706822 93358171 95071442 97222523

Other 1043154 999831 1008592 682563

Total 383125652 359138518 375774907 378324213

Operating Margins Loss 32179790 39231059 44440198 46587820

Nonoperating Margins Loss 1545675 1275827 1505489 2113282

Net Margins Loss 30634115 37955232 42934709 44474538

Utility Plant at Cost 1507141786 1497045501 1466355537 1462170906

Construction Work in Progress 4975491 10563767 11986253 9204400

Total Electric Plant 1512117277 1507609268 1478341790 1471375306

Less Accumulated Depreciation 461496317 419709707 376616976 331805315

Utility Plant Net 1050620960 1087899561 1101724814 1139569991

Total Assets 1143388554 1180152394 1225216359 1267340928

System Peak Demand MW 1217 1166 1168 1174

Net Generating Capacity Owned MW 1459 1459 1459 1459

Net HMPL Capacity Purchased MW 261 262 263 264

Other Purchased Capacity MW 178 178 178 178

Sales to Members GWh 844513 832634 831432 819146

Sales to NonMembers GWh 280233 146350 205513 259286

Generated GWh 920667 841827 866431 901066

Purchased HMPL Energy GWh 167012 121198 148077 166890

Other Purchased Energy GWh 58860 30591 41591 33714

System Load Factor 813 827 831 819

Peiiiianent Employees at YearEnd 847 846 875 868

Average Cost of Coal Used
Price Per Ton 2827 2792 2851 2873

tMM BTU 1256 1255 1292 1292

28



1989 1988 1987 1986 1985 1984

389976759 399277507 300084362 227664219 236023720 258019579

170941916 187344006 169931331 130991511 133779910 143358327

1
j 35434879 39158896 39146440 38214277 39792228 47494014

i 44333598 49310860 53555259 18798750 17788717 18533362
4011142 3906621 3817850 2515787 2353021 2269307

101748177 103607079 124351304 51520808 39645856 39747343
752017 612200 597187 233931 185636 128581

357221729 383939662 391399371 242275064 233545368 251530934

32755030 15337845 91315009 14610845 2478352 6488645
2378289 3471174 2684163 26614194 1040972 1749130

35133319 18809019 88630846 41225039 3519324 4739515
I

1454882990 1451937802 1448581890 1452144009 539998444 533597067
4162708 1226596 1448505 2080925 833505325 745589266

1459045698 1453164398 1450030395 1454224934 1373503769 1279186333
288884804 245556080 196710029 143479823 124841130 106923761

I

1170160894 1207608318 1253320366 1310745111 1248662639 1172262572

1322367888 1386197045 1421349400 1438564861 1409490616 1332830420

1177 1157 990 993 1042 1027

1459 1459 1459 1448 1039 1039

264 264 270 271 271 268

178 178 178 178 178 178

807276 781461 627132 621179 690867 739075
150096 318851 399308 330368 329011 207596

804711 927021 832180 660970 644745 687637

138866 171620 193261 163187 177965 188222
31414 26204 28469 33638 29198 66672

800 776 755 741 781 841

857 855 856 863 827 835

2782 2805 2748 2783 3025 2991

1265 1257 1243 1276 1377 1356
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Big Rivers Electric Corporation
201 Third Street

Henderson Kentucky 42420
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Ji Iiver Electric Cor ortiong p
Iocated in Henderson Kentucky is a
generation and transmission coopera G

tive owned by the members it serves
it provides reliable wholesale electric
service on a notforprofit basis to its
four member distribution cooperatives nn
These cooperatives owned by their
8Z918 consumermembers distribute

electricity at retail within Z2 counties of Preident nd
western Kentucky on a notforprofit Get1eT Milger 12eport
basis 1

Corporteleport
28

eSytem Mp

innci1Ieport
1021

Comprtive eSttitic11n1yi
TenYerSummry
222

Corporte Directory
25

Increae Incree

C1 199Z 1991 Decree Decree

Operating Revenues 319907 331335 1 1428 34J
Operating Expenses Z66780 Z81712 1493Z 53
Net Margins 37955 4Z935 4980 1 16

Capital Additions 760Z 7843 Z41 31
Cost of Fuel Used 108323 1 1520Z 6879 60
System Peak Demnd Megwatts 1166 1168 Z Z
Energy Sold to Members Mwh g3Z341 8314320 12OZ 1 1

Revenue per kWh Sold Mills 3267 3194 73 Z3
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Electric Corporation It no longer is business as usuaC
but a generation and transmission cooperati
corporation beirig structured to continue to meet the

i

objectives of the distribution cooperatives and their
member corlsumers yet meeting the competition withitl
the power supply industry Some of the nore significant
changes wer

A new general mnager was be delivered to Oglethorpe and Light HMPL Station Two
appointed Power Corporation Oglethorpe which will be more cost effec

of Tucker Georgia tive thn switching fuels to
A costcontainment program comply with the 1990 Clean Air

was impiemented expecting to A backup agreement with Act Amendments CAAA
reduce cash requirements by East Kentucky Power Corpor
50 million through December ation Winchester Kentucky Scott iaper Company began

ws implemented providing construction of its new tissue

greater system reliability plant and Big Rivers is proceed
An employee suggestion pro ing with construction of facilities

gram called Powerful Ideas Three additional interchange to provide its electricl service
was implemented creating agreements were executed requirements Scott Paper is a
extensive employee involve with outofstate utilities creat welcome addition to Green

ment during the 13week idea ing potential avenues for the River Electric Corporationsser

generating program sale and availability of power vice area

during times of need
An early retirement program

J
An employee safety record of

for employees 59 years of age The Henderson City Utility ZO years has been shattered for
and older was offered This Commission initited innovative the least number of reported

downsizing program resulted bidding procedures for financ injuries Employees continue to
in 15 of 33 eligible employees ing scrubbers to be installed on

i be very dedicated and involved

taking advantage of the pro Henderson Municipal Power in improved safety procedures

gram yielding the corporation
an additional positive cash flow

By creating opportunities and capitalizing onof approximately 300 000

annualy them Big Rivers faces the future tivith
enthusiasm

Under a 10year firm power
sales contract power began to

ai 4
Morton Henshaw Paul A Schmitz

President of the Board General Manager
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All of the corporations generating
units are coal fired except for a 65 a

megawatt MW combustion turbine
used for pealing and emergency pur Pi
poses The Kenneth C Coleman Plant yE i f 11
near Hawesville has three units total

LIlGtlYGLC4uCGi j

ryin 455MW net ca abilit The net i

I

g p v

capability of the twounit Robert D e a
u

kvyc fiGreen Plan n r rt ea Seb ee is 454 MW
u

The Robert D Reid Plant near Sebree is ya
a 65MW net capability unit The D B
Wilson Plant located near Centertown iliver5Kedcurtec li ivcr Wilot1 1ant
has a net capability of 4Z0 MW IoCtec tt1 1oeted ner

Big Rivers also operates the 315MW render5on Kentucky Centertown Kentucky
net capability HMPLStation Two locat

4Z0MW net Cflptlttyed near Sebree Big Rivers has con
tracted with HMPL to take ali the

capacity in excess of their needs
During 1 992 Big Rivers share was
approximately 83 percent a

a

r

The Southeastern Power Administra Y

tion SEPA rovides 178 MW of h draI p y
F

electric pealing capacity to the corpa m
r

wi am4Iin rF 7 Y 4

I rYaia
7fkwration throug h a longterm contract 9 i rl

In February Big Rivers and East
Kentucky Power Corporation entered n r v N
into a unit baclup power agreement
in which each party has agreed to fur
nish when requested up to Z00 MW Bi iverColemnPlnt 1i Riverleid Green IMP
upon the loss of the others largest gen 1oCte ner eSttion Two Pln
erating unit Big Rivers Wilson unit
East Kentucky Spurlock No Z unit

eville Kentueky 1octed ner

The agreement covers emergency and 455MW netepbility ebree KentuCky
planned outages 834MW net edpbility

ue1

The cost of fuel consumed in gen i were 1 Z47 million a decrease of i cooperatives
erating electricity is Big Rivers single 107 million In January a new contract was
largest expenditure The average cost was SZ792 per I entered into with Green Coal Company

During 199Z the units burned 44 ton equivalent to 1 Z55 cents per mil of Owensboro Kentucky to supply the
million tons of coal in generating elec lion British thermal units Btu This Coleman Plant with Z4000 tons of coal

tricity an average of 1 Z 127 tons per i compares with Z851 per ton 1 Z9Z per month through June 1994
day This compares with 47 million j cents per million Btu last year In July Big Rivers terminated the
tons 1 Z93Z tons per day burned in About threefourths of Big Rivers contract made in November 1991 with
1991 Fuel costs for the year including i coal requirements are supplied from E M Coal Inc EM This contract

Big Rivers share of Henderson Station Kentucky mines located within the ser was also to supply the lowersulfur
Two reported as purchased power i vice areas of the corporationsmember compliance coal for the Coleman Plant

b
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during Phase I1 9951 999 of the being conducted by a consultant hired trol provisions of the Clean Air Act
Clean Air Act of 1990 The specified by the PSC and the report is expected Amendments of 1990 requiring that
coal producer sold its coai reserves and to be completed in the spring of 1993 the emissions be cut in half

mining equipment to another party in The Coleman Reid and The Wilson and Green piants
violation of the contract E M pro Henderson Station Two plants which approximately 50 percent of the gener
posed to find another supplier for the are not equipped with suifur dioxide ating resources are equipped with flue
coal and contested Big Rivers right to SOZ scrubbers burn lowersulfur coal i gas desuifurization scrubbers using
terminate Big Rivers filed for arbitra from western Kentuclry and southern limestone and thiosorbic lime respec
tion as provided in the contract seek Indiana These plants will be affected i tively These plants burn highsulfur
ing confirmation of its right to termi in 1995 by the Phase ISO require coal which is abundantiy available in
nate The hearing was held on ments under the acid deposition con the distribution members service areas

November Z and 3 The decision of

the arbitrators was issued on January 7
1993 upholding Big Rivers right to ter

COS O CO UeSeminate

The US District Court of Southern Dol1rPer Ton
Indiana still has not rendered a decision

in the Delta Mining Corporation law
suit This former coal supplier alleges

199
that Big Rivers owes 1 57 million in 1988

damages for not accepting the total 8 7 1990 199Z

quantity of coal required under a 10 Z873 Z792
1991

year contract made in 1977 A deci

sion has been pending since March
1 I

j w w
1991 a

In November the Kentucky Public
Service Commission KPSC ordered a

P

focused management audit ofi Big
Rivers fuel procurement policies prac
tices and procedures The audit is

The uncertainties of the future i agreement 8 regultory climate and ommendations comments and sug
make it imperative that the corporation 9J demand side management gestions intending to implement as
be prepared for change as circum Further the corporation has devel i much as possible prior to filing an
stances and conditions dictte oped longrange goals to increase updated IRP in September 1993

The corporation has developed a sales operate efficiently and reliably
LongRange Corporate Strategic Ilan provide a quality work environment
setting forth Big Rivers position with provide quality support services main
regard to several key issues facing the i tain sound customer public and regu
electric utility industry including i i latory relations and enhance financial
deregulationincreased competition Z stability
environmental concerns 3 global The PSC stafF formally responded to
warming 4 electromagnetic fields 5 Big Rivers Integrated Resource Plan
diversification 6 planning under IRP in September The corporation

uncertainty 7 debt restructuring immediately began a review of the rec

s 3
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Big Rivers continues to develop During 1 99Z the annual system annual growth rate of 130 percent for
longterm capacity and energy markets load factor was 8z7 percent peak demand and 080 percent for
At yearend 19 offers were outstand I Big Rivers 1 992 power require total required energy for system load
ing to other utilities As a result of ments study shows for years 1 99Z i
these efForts Big Rivers believes that it through Z006 an expected average
will greatly improve its energy sales in
1993 by marketing all its excess capaci

A tenyear 100MW firm power
sale to Oglethorpe began on August 1 t

a t

Moderate weather patterns c 9Z
throu hout most of the ear con9 Y t 1

i x
1 A l

si

tributed to a soft market for energy r

sales Normal heating nd cooling
degree day totls for the service area
were22 During the year a total of 0

t

r

545Z degree days were recorded or
nerl 13 ercent below normalY P

Total energy sales in 1 9Z amount F i1y
A

ed to 8 billion kWh compared to
104 billion in 1991 Rural residential

and farm sales decreased by 503 mil
lion kWh or 34 percent under 1991
The distribution cooperatives industrial
members accounted for 6 billion

IWh 09 ercent under last ear asP Y

Energy sales to other utilities were 1 5
billion kWh down Z88 percent 530
milion from 1991

On July 13 Big Rivers system
peaked at i 166 MW 2 MW below the a

1991 system annual peak demand of jr
1 168 The record peak of 1 177 MW
set in December of 1989 still stands rl 1111011e

199 D11 MW PekDemnd ten pe Denny
Megtt
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In support of the distribution coop of load was added by highefficiency Advertisingtrackin research conduct9
eratives the corporation expanded and airsource heat pumps ed every four to six weeks helped focus I
intensified its residential and commer Clean safe efficient electric water these efForts as well as provided good
cial marketing program this year heaters were promoted heavily during information on the effectiveness of the

Marketing of geothermal and airsource 1 99Z Nearly 300 consumers took messages on product promotion and
heat pumps ofFers a large potential for dvanta e of the incentive for new safe9 tY
winter loadbuilding construction with Z5 percent of those Current Trends a consumer publi

During this first year of providing being captured from nonelectric fuel cation was distributed quarterly to all
financial incentives for consumer instal sources During the year over 100 consumers during the year focusing
lation of heat pumps more than Z00 consumers converted from fossiifuel on health energy efFiciency new tech
systems were placed in homes Nearly water heaters to new highefficiency nology the environment and safety
359 tons of heating and cooling geo electric units Power Partners the contractortrade
thermal units will add 441 kW of load Advertising and promotion of the ally equivalent to Current Trends was
to Big Rivers system Another 369 kW residential marketing program through also distributed quarterly to inform

radio and newspa trade allies of new technology legisla
pers were expanded tion affecting their businesses and
and intensified i environmental news
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Intallation of Geothermal Loop blinky Contruetion of an t111 eSeaonsComtort riomc
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1 n ement hn eg g
William H Thorpe who served as 1 5 years and with Big Rivers for 1 6 I W Hayden Timmons former vice

Generai Manager for fourteen years I years i general manager of external relations
res i g n ed o n J u n e 3 1 9 9 Z a nd William D Johnson Sr vice gener i marketing and economic development
Assistant General Manager and Vice al manger of external relations mar had retired on January 31 1992 but
General manager of Finance Iaul A keting and economic development i graciously returned to work to fili the
Schmitz was appointed General died suddenly on May 7 Big Rivers position vacated by Mr Johnson
Manager Mr Schmitz has served in a employees and directors were sad
managerial position with Southern dened by this loss
Indiana Gas and Electric Company for i i

I
r

j
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Modifications were completed at and system improvements were com

the National Aluminum substation near pleted to accommodate the mills
Hawesville Kentucky to provide elec increasing power usage
tric service to the new Worldsource Reliability of electric service is a
plant The completed modifications growing concern among electric con i

convert the substation to a multi sumers To meet the higher service
customer delivery point expectations of Big Rivers member

The Scott Pa er Com an be an coo eratives the corporation hasP P Y 9 p

development of its Daviess County tis developed a Service Reliabiliry Program
sue mill To meet the schedule the The program calls for an investigation
corporation has completed the design i of all electric service disruptions to
of 16 miles of 161 kilovolt IV transmis i determine the cause the timeliness of
sion line A fourmile section of this line service restoration and the actions

is scheduled to be built by mid1993 needed to prevent recurrence These

and will provide five to seven investigations have resulted in new
megawatts of power for the first year maintenance practices altered operat j
The remainder of the line is to be com ing procedures and several system
pleted by mid1994 and will provide improvements

service up to 40 MW
Willamette Industries paper rrjill

near Hawesville continues to grow

ontuCtlon

Total capital expenditures for the the most economical power generation scheduled to be in service by

year were 76 million down 2 mil j and the most efFicient and reliable oper December 1993

lion from 1991 Big Rivers has sufFicient ation of the transmission system sched A generator rotor blade modifi
generting capacity and has no plans uled for startup in early 1993 cation and replacement at the Green
to construct additional generating A 1 61kV transmission line to Plant to be completed during the first
units Irojects under construction serve the new Scott Paper plant sched half of 1993

include uled for completion in December 1994
A new energy management sys Continuous emission monitors i

tem equipped with state of the art and low NO burners required for
programs providing for the dispatch of compliance with the Clean Air Act

nvlonmentl

Big Rivers continues to regard envi the leastcost plan to compiy with the installation costs

ronmental mtters as one of its highest acid rain regulations However the The results are under evaluation

priorities Much emphasis is placed on Henderson City Utility Commission but preliminary indications are that

testing monitoring and controlling owners of Henderson Power and Light scrubbers should be installed on

environmental conditions As a corpo Station Two initiated bidding proce HMPL Station Two and lower sulfur

rate policy we are consciously con dures allowing scrubber manufacturers coal should be burned at Coleman to

cerned about the environment to tale SO allowances granted to yield the least cost compliance alterna
It was previously announced Station Two under the 1990 Clean Air tive

switching to lower sulfur coal would be Act as partial payment for scrubber

s
e

s
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The corporationsefForts during the approved totaling Z2
y

entire year stressed a strong employ million in savings or

ee focus The results of an earlier improved cash flow At a v 1 ti i
em lo ee attitude surve rovided ear n

i v bP Y Y P Y e d more than 1 1 5

information about areas of employee ideas were pending further
concern These are being addressed study testing and evalua

y r
and are generating wider involvement tion Ahe k

of em lo ees in da toda decision Total em lo ment inp v v v p y

maling and operation of the corpora the corporation at the close
tion of the year was 846 down

h 54 vn

More than 700 employees volun from 875 in 1991 Prt ofi f 9r

teered to become deeply involved in this reduction was due to
cost containment nd reduction pro i early retirement of 15 long j

grams as well as provide suggestions time employees Annual i
Y

personnel turnover rate ayT

was 54 percent well below the levei courses Also rore Chaf 60
national average for similarsized com employees have completed inhouse
panies programs to improve their communica

fJ Continued intensive efforts toward tion skills at all levels

a safer workplace resulted in a corpo
rate injury incident rate of 56 for 199Z
compared to 59 for 1991 Working
with the Kentuck Occu ational SafeY P tY 1 rny

and Health Administration KOSHA and n
y Y

to generate additional revenues the PSC safety procedures and pro
EInterest in these programs was high grams in many areas were developed

with more than 95 percent of eligible and refined

em lo ees r i ip y pa t c pating Big Rivers continues to provide sup
fi

Approximately iZ00 Powerful port for employees to continue their
Ideas were submitted by these employ education ranging from obtaining a N

ees A total of Z7Z ideas were GED through skills training to coliege

r

te fo lumsnum melte i

As discussed in previous annual for aluminum was at a low level aver afFect the reco ni i n f rg t o o evenues from

reports in 1987 the PSC ordered a vari aging 58OZ cents a pound as com i the smelters for 199Z The settlement
able tariff rate for energy sold by Big pared to an average of 5997 cents a agreement with the smelters more
Rivers to HendersonUnion Rural pound the previous year fully discussed in Footnote 5 to the
Electric Cooperative Corporation and Consequently Big Rivers 1992 sales financial statements assures that Big
Green River Electric Corporation to be price for energy to the smelters aver Rivers will receive an average of
delivered to the aluminum smelters aged Z9 cents as opposed to 3Z cents i 29 1 Z85 cents per kWh through
The variable rate requires Big Rivers to per kWh in 1991 This low price sub August 1997
charge from a high of 44 cents per stantially reduced Big Rivers cash flow The variable rate as set by the PSC
kilowatt hour kWh to a low of 18 and the availability of funds for debt i was designed to assure that the alu
cents as primary aluminum prices fluc service payments to the Rural i minum smelters could continue to
tuate between 80 and 45 cents a Electrification Administration REA operate at full capacity in spite of a low
pound During 199Z the marlet price However the lower cash flow did not sales price for their product
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fs expected in the development of i deficit equity was 1548 million Big equity will reach Z500 million before

the workout plan margins for the year Rivers anticipates that it wili continue to margins turn toward the positive
were negative The loss incurred was i incur negative margins for the next 5
380 million At yearend our total years with the potential that deficit

xPNSS

Do11r in M111on
thr

Dercii
5

FI
1246 34Z

Cper 5 Mair
8Z2 22 Euel

lriterzbt

Oper Main

Depreciation
Inrerel

a ther

D 1et e v Ce

fn 1988 Big Rivers entered into a each month after paying operating Through 199Z cumulative principal
debt restructuring agreement effective costs and capital expenditures The payments have reduced the principal
August 31 1987 defined in Note 4 to scheduled minimum debt service for i balance to 1 Z38 million less than the
the financial statements which pro 199Z was 1 ZZO million The decline scheduled principal balance under the
vides for annual minimum debt service in aluminum prices mild weather and i debt restructuring agreement as
payments The agreement also pro the resulting decrease in cash flow amended The minimum for 1993 is

vides for the payment of cash in excess available for debt service enabled Big 1Z70 million
of a 10 million balance at the end of Rivers to pay only 743 million
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ncle enclent
The Board of Directors

Big Rivers Electric Corporation

u1e e We have audited the balnce sheets of Big Rivers Electric Corporation
as of December 31 199Z nd 1991 and the related statements of

revenues and expenses equities deficit and cash flows for each of the
years in the threeyear period ended December 31 199Z These

financiai statements are the reponsibility of the Corporations
management Our reponsibility is to express an opinion of these
financialsttements based on our audits

We conducted our audits in accordance with generally accepted
auditing standards and Governmcnt Auditing Standards issued by
the Comptroiler General of the United States Those standards require

that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of mterial

missttement An audit includes examining on a test basis evidence
supporting the amounts and disclosures in the financial statements An
audit aiso includes assessing the accounting principles used and

x

z significant estimtes made by mangement as well as evluating the
overall financii statement presentation We believe that our audits

provide a reasonable basis for our opinion

In our opinion the financial statements referred to above present fairly
in all material respects the financial position of Big Rivers Electric
Corporation at December 31 199Z and 1991 and the results of its

P operations and its cash flows for each of the years in the threeyeara

period ended December 3 1 1 99Z in conformity with generally
accepted accounting principles

As discussed in notes 4 and 5 to the financial statements Big Rivers
Electric Corporation and its creditors entered into a Debt Restructuring
Agreement whereby government related debt was restructured into a
Totl Government Debt Note REA Promissory Note The principal
repayments of the REA Promissory Note re contingent upon the
available cash flow as defined by the Debt Restructuring Agreement
Big Rivers Electric Corporationsability to recover its costs and repay its
debt is dependent upon its generating dequate revenues by selling
approximately fifteen percent of capacity to nonmembers

m

As discussed in note 10 to the financial statements Big Rivers Electric
s Corporation is a defendant in a Iw suit filed by a former coal supplier

Also as discussed in note 10 Big Rivers Electric Corportion is currentiy
undergoing focused management audit of its fuel procurement
policies and procedures

The ultimate outcome of the foregoing matters cannot be presently
determined Accordingly no adjustments relating to the recoverability

3

and classifiction of reported asset amounts or the amounts and
classification of liabilities that might result from the outcome of these
uncertainties have been recognized in the accompanying financil
statements

i 6 r

February 19 1993 KPMG Peat Mrwick

Certified Pubiic Accountants

11
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Year ended Decembzr 31 192 1991 1990

I1 irl tllou3nd

1992 1991 1990

Operating revenues notes 5 and 9 319907 331335 331736

Operating expenses
Operations

Fuel for electric generation 108323 1 15202 1 18096

Power purchased and interchanged net 33731 39249 40263

Other 48838 48467 46263

Maintenance 26532 29618 27030

Depreciation and amortization 44981 44810 445G5

Taxes 4375 4366 4202

Total operating expenses 2GG780 81 712 Z80419

Electric operating margins 53 127 49623 51317

Interest and other deductions

Interest note 4J 93890 95530 97462

Allowance for borrowed funds used

during construction note Z 532 458 240
Other deductions 11 000 1009 683

Total interest and other deductions 92358 94063 97905

Operating mrgins loss 39231 44440 46588

Nonoperating margins loss
Interest earned 1274 1 502 2108

Other 2 3 5

Total nonoperating margins 127G 1 505 21 13

Net margins IosS 37955 4Z935 44475

ltement ofcuitie Ieftcit
Yrended Deeember 1 199Z 1991 1990

llr in thou5nds

Other equities
7onted Consumers

I capitl contnburions

I deficit deficit Iatronaye and to

uities operating nonoperating cpitl memberships debr service

Balance at December 31 1989 29407 14 18081 J 127921 7G4 3681

Margins for 1990
Operating 46588J 46588
Nonoperating Z 1 13 2 1 13

Balance at December 31 1990 f 190280J 15 1279Z1 764 3681

Margins for 1991
Operating 44440 44440
Nonoperating 1 505 1 505

Balance at December 31 1991 1 16817 234720 14463 127921 764 3681

Margins for 1992
Operating 139Z31 39231 J

Nonoperating 127G 127G

Balnce t December 31 1992 154772 273951 13187 127921 764 3G81

Ste accompanying notes to financial statements
12
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1992 1991

Utility plant net notes 2 and 4 1063400 1 101 725
Iroductive capacity under purchsed power contract note 7 2450 25Z00
Other deposits and investments at cost 5483 4921
Current assets

Cash and temporary cash investments 10079 10100
Receivables note 9 23 1 G4 24898
Fuel for electric generation 24471 28187
Nonfuel inventory 14G68 15232

Total Current Assets 7Z38Z 78417

Deferred charges note 3J 14387 14953

1180 152 1Z25216

lauitiarIiaLiliki
1992 1991

Capitalization
Equities deficit 154772 1 16817
Longterm liabilities notes 4 5 and 7

REA debt 1082G52 1070108
Other longterm debt 178 600 183 663

Totl longterm liabilities 1261252 1253771
Less currentmturities 18337 6946

Total longterm liabilities
net of current maturities 1242915 1246825

Total capitalization 1088 143 1130008

Current liabilities

Current maturities of longterm
liabilities notes 4 5 and 7 18337 6946

Accounts payable 14760 18790
Accrued expenses 4475 4332

Total current liabilities 37572 30068

Deferred revenue note 5 25250 34593
Deferred credits 29187 30547 I

n

I

a Commitments and contingencies note 1 1 s

1180 15Z 1Z25Z16

See accompanying notes to financialsttements
13
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Yer ended Deeemer 31 199 11 190

Dollarb in thoussnds

1992 1991 1990

Cash flows from operating activities
Net margins loss 37955 42935 44475

Adjustments to reconcile net margins loss
to csh provided by operting activities

Depreciation and amortization 4570G 45518 4519G

Amortization of deferred charges 917 235G 2078

i Net change in deferred revenue 9343 J 6107 28 486

Chnge in assets and liabilities
Receivables 1 734 5371 5 758

Fuel for electric generation 371 G 3604 774

Nonfuel inventory 564 421 163

Accounts payable 4030 185 9G8

Accrued expenses
143 4676 9302J

Other net IZ72 324 1094

Net cash provided by used in
operating activities 820 8225 28552

Cash flows from investing activities
Construction expenditures 7381 7672J 14605

Irepayment on col contract 3 500 1000

Net cash provided by used in
investing activities 7381 1 117Z 15G05

Cash flows from financing activities
Principl payments on longterm debt f43G4 4364 54920

Unpaid accrued interest 12 544 7158

Proceeds from bank lon 24000

Net cash provided by used in financing
activities 8180 2794 309Z0

Net increase decrease in csh
and temporary cash investments 21 153 17973

M

ultment1Ch FIoW Informtion
1992 1991 1990

Cash paid relating to interest expense 80233 84642 105401

See accompanying notes to financial statements
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Note to snncl1Sttement
December 31 1992 1991 1990

Dollar in Thouand

1 Suntmry ofcSiflificnttccountln Polcie
v

Generl Informtion dential and commercial customers ments The wholesale power con
located in portions of 2Z western tracts with the members extend to

Big Rivers Electric Corporation Big Kentucky counties Big Rivers hs the year 2023 Rates to its members

Rivers a nonprofit electric generation entered into wholesale power con are estblished by the Kentucky
and transmission cooperative sup tracts with each of its members which Public Service Commission KPSC and
plies the power needs of its four require the members to buy and subject to approval by the United
member distribution cooperatives and receive from Big Rivers all their power States Department of Agriculture
markets power to nonmember utili and energy requirements and Big Rural Electrification Administration

ties The members provide electric Rivers to sell and deliver power and REA
power and energy to industrial resi energy in satisfaction of such require

cytem oftcCOUnts Accounts prescribed by the Federal and periodically issue orders on vari
Energy Regulatory Commission FERC ous accounting and ratemaking mat

The accrual basis accounting poli as adopted by REA and IPSC The ters

cies follow the Uniform System of regulatory agencies retain authority

evenueIeeognition
Revenues are based on monthend meter readings

Utiity11ant nd Depreeiation nd minor replacement costs are and the asset is ready for service
charged to expense as incurred Depreciation of utility plant and

Utility plant is stated at original Allowance for borrowed funds used unclassified plant in service is provid
cost which includes the cost of con during construction is included on ed using the straightline method
tracted services mterial labor over projects with an estimated total cost over the estimated service lives of the

head and n allowance for borrowed of Z50 or more before consideration depreciable ssets Annual rates used
funds used during construction of such allowance The interest capi to compute depreciation are as fol
Replacements of depreciable property talized is determined by applying the lows

units except minor replacements are effective rate on the REA romissory Production plant 3310

charged to utility plant froperty Note to the todate accumulated Transmission plant Z75

units replaced or retired including expenditures for qulifying projects Station equipment 275
cost of removal and salvage value included in construction in progress General plant 2z0
are charged to accumulated depreci Capitaliztion of interest is discontin
ation Routine maintenance repairs ued when the project is completed

TemportYy Cabh Invetment US government and federal agency poses of statement of cash flows Big
securities which are carried t cost Rivers considers all shortterm highly

Temporary cash investments consist and djusted for accrued interest liquid investments of three months or
primrily of temporary investments in which approximates market For pur less to be cash equivalent

lnventorie

Inventories consisting of nonfuel and fuel for electric generation are valued at weighted average cost

ltrongeCpitl account for each patron on a patron ance this balance is allocated to

ge basis Nonoperating margins are patrons on patronage basis and any
As provided in the bylaws any used to offset any accumulated non amount so allocted is included as a

excess of revenues over the sum of a operating deficits and to the extent part of capital credited to the

operating costs and expenses proper not needed for this purpose used to accounts of patrons Neither operat
ly chargeable against the furnishing offset ny operating losses during the ing nor nonoperating losses are allo
of electric energy and b amounts current or any prior fiscal year If cated to theptrons Patronage capi
required to offset operating losses after offsetting the nonoperating mar tl cannot be retired ifptronage cap
incurred during the current or any gins against accumulated nonoperat ital is less than 40 percent of the total
prior fiscal year is capital furnished by ing deficits operating losses or accu assets

the patrons and credited to a capital mulated deficits there remins a bal 15
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Penbion nd Deferred tory compensation agreements with deferred compensation plan is fully

CompenstionPlns certain key employees which provide funded Pension expense includes
for periodic payments upon retire current service cost interest cost

All employees after one year of ser ment or to beneficiaries in the event actual return on plan assets amortiza

vice are covered under trusteed non of death The pension plns are fund tions of prior service cost and gains

contributory retirement plans Also ed in accordance with the OBRA mini and losses Amortiztions are over

Big Rivers has executed noncontribu mum funding requirements while the periods up to fifteen years

Ieclssification Certain prior year amounts have
b

been reclassified for comparability with 1992 presentation

Z UtiltyPlnt

The following summarizes utility plant
199Z 1991

Classified plant in service
Iroduction plant 1281709 1 276 781

Transmission plant 80158 79742

Station equipment 9Z359 91 534

General plant 17G70 17627

Intangible 190 190

Unclassified plant in service 4G0 482

147254G 1466356

Less accumulated depreciation and amortization 419710 37617

105283G 1089739

Construction in progress 10 564 1 1 986

10G3400 1101725

Construction in progress is com age rates used for thecpitalization of 1991 and 1990 were 80 78 and

prised of the EMS Computer System interest during construction in 199Z 77 percent respectively
and several small projects The aver

3 Deferred Chres

The following summarizes deferred charges 19Z 1991

Unamortized debt expenses 7454 7910

Green River Coal prepayment 6192 G 653

Other 741 390

14387 14953

Big Rivers refinanced a portion of its 250805 respectively at lower inter on September 24 1991 with Green

longterm debt at lower interest rates est rates The refinancing costs were River Coal Big Rivers has made total
and incurred refinancing expenses In 2 93 7 and 3 3 1 8 respectively fuel prepyments of 7000 Interest

November 1982 Big Rivers elected to These costs are being amortized over on the outstanding balance is based
refinance 90053 of FFB shortterm the term of the REA promissory note on the prime rate established by

mortgage notes with longterm notes see note 4 Chemical Bank of New York plus two
at lower interest rates As a result of O n J u Iy 1 8 1 9 8 9 B i g R i ve rs percent Green River Coal is repaying
this election a refinancing cost of endevored to enter into an agree Big Rivers at the rate of 1 per ton of
461 G was incurred On September ment to buy out a highcost long coal shipped

29 1987 and Februry 25 1988 Big term coal supply contract A contract
Rivers refinanced 3194Z6 and for substitution of coal was executed

16
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A summary of longterm liabilities follows
199Z 1991

Promissory note REA836 705029 755135
Unmortized premium 377623 314973

1082652 1070108

County of OhioIentucky promissory note with variable
interest rate of394 as of 1231 9Z 83300 83300

County of Ohio Kentucky promissory note with variable
interest rate of394 s of 1231 92 58800 58800

Obligation under purchased power contract see note 7 24500 25200
Banl of New York bank loan 80 49G5 6771
Chemical Banking Corporation bank loan 80 7035 9592

Totaf longterm liabilities 1261252 1Z53771
Less current maturities 18337 6946

1242915 1Z46825

Debt estructuringfreement
March 30 1988 which was executed restructuring involving modification

as part of a Debt Restructuring of terms Accordingly Big Rivers
All revenues and substantially all Agreement accounted for the effects of the

assets of Big Rivers are pledged as col The impact of the Debt restructuring prospectively and did
lateral under a Restated Mortgage Restructuring Agreement was not change the carrying amount of
and Security Agreement dated as of accounted for s a troubled debt the debt

Promisory Note 1 77 percent respectively In retum described in note 5 and in effect on
for Big Rivers mking all payments on April 1 1990 remain continuously in

The Debt Restructuring Agreement the REAIromissory Note the REA will effect and unmodified through
provides for reverse amortization male all payments required on all August 31 1997 and if during this
repayment schedule payments will prior debt on a timely bsis and will period the REA Debt never exceeds
be applied to principal in reverse not seek to collect from Big Rivers by more than 18 million what the
manner to that provided by a conven with respect to any REA Debt any REA Debt would be if only the sched
tional loan amortization schedule at amounts in excess of the obligation uled annual amounts were paid then
an interest rate of 836 percent for on the REA Prorrissory Note no Event of Default shall be deemed

the REA Promissory Note which The Debt Restructuring Agreement to have occurred through December
includes all debts of Big Rivers which establishes a minimum level of debt 31 1997 If the REA Debt exceeds

are guaranteed or insured by REA service payments while requiring 442948 on January 1 1998 then
REA Debt For financial statement additional debt service payments the schedule shall be amended begin
purposes interest expense is being depending on the available monthly ning with Z004 and continuing to
computed on a conventional amorti csh flow as defined by the Debt each immediately successive year
zation method rather than the reverse Restructuring Agreement Big Rivers such that the amount for ny year
amortization method per the Debt may retain for working capital needs shall not exceed 150000 nd such

Restructuring Agreement The result a monthend csh balance of that the scheduled annual amounts in

ing difference is reflected as unamor 10000 and after 1 998 if paid in equal
tized premium and will be adjusted In connection with the Settlement monthly installments for each year
throughout the term of the REA Agreement described in note 5 the will when discounted in accordance

Promissory Note Any unpaid interest Debt Restructuring Agreement ws with the agreement yield a figure iis added to the unamortized premi amended as ofJanuary 1 1990 The that equals the REA Debt as of
um The effective interest rate for amendment provided that if the vari January 1 1998
1992 1991 and 1990 on the REA abfe rates to the aluminum smelters

Promissory Note was 8 1 79 and specified in the Settlement Agreement

aer 17
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Cther Lonerm Det as defined by the Debt Restructuring index based upon the weekly sales of
On June 30 1983 the County of Agreement The Bank Amounts 91day US Treasury Bills These

Ohio Kentucky issued 58 800 of Would be repayable under the same bonds are supported by a Chemical
Pollution Control Bonds Series 1983 te r m s n d c o n d i ti o n s a s th e Securities Inc irrevocable standby let
the proceeds of which were loaned to redeemed bonds While these bonds ter of credit which is due to expire

Big Rivers These bonds will bear a are not dated to mature until June 1 October 15 1997 and is subject to
variable rate of interest determined 2013 pursuant to the Restructuring renewal The bonds are subject to

weekly by the remarketing agent A9reement Big Rivers is obligated to mandtory purchase upon expiration
with the approval of Big Rivers equal f u I ly f u n d th es e b o n d s o r B a n k of the supporting letter of credit and
to the minimum rate necessary to Amounts by January 31 2010 any renewal thereof In absence of

remarket the bonds in a secondary In November of 1982 the County notification by Chemical Securities
market at par plus accrued interest of Ohio Kentucky issued 82500 of Inc to renew the letter of credit Big
but not to exceed 1 10 percent of an ollution Control Interim Bonds Series Rivers will draw down sufficient funds

index based upon the weekly sales of 1982 the proceeds of which were under the letter of credit to purchase

91day US Treasury Bills These loaned to Big Rivers On October 31 the bonds Draws against the letter
bonds are supported by a Bank of 1985 the County of OhioIentucky of credit would bear interest at prime
New Yorl irrevocable standby letter of issuedIollution Control Refunding plus two percent and become Bank
credit which is due to expire July 1 Demand Bonds Series 1985 the pro Amounts as defined by the Debt
1993 nd is subject to renewal The ceeds of which were used to refi Restructuring Agreement The Bank

bonds are subject to mandtory nance the 1982 Interim Bonds The Amounts would be repayable under

redemption upon expiration of the Refunding Bonds bear interest at a the same terms and conditions as the

supporting letter of credit and ny variable rate which is the lesser of aJ redeemed bonds While these bonds

renewal thereof In absence of notifi 13 percent per annum or b a rate are not dated to mature until October

cation by Bank of New York to renew determined weekly by the remarket 1 201 5 pursuant to the Debt

the letter of credit Big Rivers will ng agent with the approval of Big Restructuring Agreement Big Rivers is
draw down sufFicient funds under the Rivers equal to the minimum rate obligated to fully fund these bonds or
letter of credit to redeem the bonds necessary to remarket the bonds in a Bank Amounts by Janury 31 2010
Draws against the letter of credit secondary market at par plus accrued
would bear interest at prime plus two interest but not less than 40 percent

percent and become Bank Amounts nor greater than 1 10 percent of an

DebtMturtie of 23373 during 199Z This excess line bsis to avoid an event of default

debt service payment can be used to through December 31 1997 Actual

At December 31 1992 Big Rivers offset future payments under the payments may be more or less than
had since September 1987 paid total schedule those on a straightline basis Under

debt service on the REAfromissory Based on the overpayments to date this calculation the maturities of long
Note in such a manner that there and the required REA Promissory term debt for each of the five years
existed an excess debt service pay Note principal balance on December subsequent to December 31 1992

ment against default in the amount of 31 1997 Big Rivers has calculated are estimated to be as follows

123753 This represents a decrease the annual payments on a straight

REA

Promissory Unamortized

Year Note Iremium Other Debt Total

1993 61152 49906 7091 18337
1994 56434 44248 6143 18329
1995 52080 38873 7379 20586
199G 48OG2 33753 3180 17489
1997 44354 28848 3341 18847

1
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Big Rivers rates include ratchet to Big Rivers The Settlement greater flexibility to Big Rivers from
billing for demand where current Agreement however fixes the rev default in its debt payments
billing units are determined based on enue to be recognized by Big Rivers Effective January 1 1 991 Big
the highest metered demand in the at 29 1285 mills per kWh through Rivers was granted a rate increase by
past twelve months and a variable August 1997 Accordingly any pay the IPSC of i35 per kW which
rate to major customers of Big Rivers ments in excess or under the 291285 incresed the demand rte to 1015
members National Southwire mills per kWh brought about by the per kW
Aluminum Company and Alcan variable aluminum smelter rate will Intersystem power sales to non
Aluminum Corporation the alu be recorded as either deferred rev members is a component of full cost
minum smelters see note 9 The enue or a receivable by Big Rivers recovery under Big Rivers rate

variable rate will be effective through This settlement was brought bout in design A longterm contrct has
August 1997 The variable rte for part by the high aluminum prices in been signed with Oglethorpe Power
the aluminum smelters will fluctute 1989 and 1988 which caused the Corporation Oglethorpe Power for
based on the price of aluminum with smelters to pay at or near the mxi the sale of 103 MW of firm power for
in a defined minimum 181 mills per mum rate of 44 mills per kWh ten years beginning in August 1992
kWh and maximum 44 mills per While Big Rivers expects to main Oglethorpe Power is a joint owner of
kWh tain positive cash flow the agreed the Georgia lntegrated Transmission

A Settlement Agreement effective upon rate of 291285 mills per kWh System which interconnects with the
J n u a ry 1 1 9 9 0 wa s rea c h ed will cause Big Rivers to sustain neg transmission system of the Tennessee
between Big Rivers the aluminum tive net margins in the next few years Valley Authority TVA
smelters and Big Rivers creditors if additional intersystem sles to non
The Settlement Agreement preserves members are not achieved In addi

the variable aluminum smelter rate as tion the settlement modified certain
the method ofclculating the cash default provisions under the Debt
pyments to be made by the smelters Restructuring Agreement to fford

6 Ineome Txe

Big Rivers was initially formed as a current or deferred income tax od of fifteen years from the year of
taxexempt cooperative organization expense The following analysis sum origination The difference between

under Section 501 c 1 2 of the marizes the net operating loss carry accounting and tax losses is primarily
Internal Revenue Code To retain tax forwards due to accelerated depreciation meth
exempt status under this code provi ods being utilized for income tx pur
sion at least 85 percent of the orgni

Net Operating Loss Carryforward
poses

zations income must be generated Federal Statement of Financial Accounting
from sales to the cooperativesmem Income Stndrds SFAS No 109 Accounting
bers In 1983 sales to nonmembers Year of Accounting Tax for Income Taxes is to be implement
resulted in Big Rivers being unable to

Origination Iurposes Purposes ed for fiscal years beginning after
meet the 85 percent requirement In

9 9340 87500
December 15 1992 This requires a

a letter dated March 23 1984 the change from the deferred method to1985 9 640 160 180
Internal Revenue Service notified Big the asset and liability method of1986 123 650 154 790
Rivers that effective for 1983 and sub

987 gg g0 94600 ccounting for income taxes The ini

sequent years it would be considered tial adoption of SFAS No 109 may be1988 14190 14 440
a taxable organization until such year on either a prospective or retroactive1989 20000 54760
that sales to members would satisfy basis The impact of adopting this1990 44475 79470
the 85 percent requirement and Big 42935 78330

statement has not been determined

Rivers formally reapplies for tax 1992 37955 73000
exempt status

Big Rivers has generated losses for I

both accounting and income tax pur These carryforwards may be utilized I
poses Thus there is no provision for to offset taxable income for the peri

196
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7 Purchaed PoWer

Big Rivers under contracts with the monthly fixed costs of Station Two ed as an asset a like amount for the

City of Henderson Kentucky City exciuding depreciation based on its right to purchase its Ilocated portion
operates the Cityowned 31 5 allocated portion of the capacity of of the output The fixed costs are

megawatt generating station Station Station Two The monthly fixed costs payable to the City whether or not
Two and agrees to purchase an allo include debt service payments neces Station Two is operational or the oper
cated portion of the output Big sary to retire the principal and to pay ation thereof is interrupted suspend
Rivers portion of Station Two capacity interest on the Citys bonds issued to ed or interfered with in whole or in
is currently 83 percent which is finance the construction of Station part for any cause The cost of power
expected to decrese to 81 percent Two Big Rivers has recorded as a lia purchased under the contract for
by 1 997 The contracts expire in bility the portion of the principal pay 1992 1991 and 1990 was 27250
2003 ments it is obligated to pay as fixed 30998 and 33043 respectively

Under the terms of the contracts costs under the contract based on Such costs are accounted for s
with the City Big Rivers has agreed to estimates of its allocated portion of power purchased
pay a proportionteshre of the Sttion Two capacity and has record

8 Penion Deferred Comenation Plan and Other Benefits

Big Rivers has defined benefit pen pants years of service and compensa Retirement Income Security Act of
sion plans covering substantilly all tion or stated amounts for each year 1974 Big Rivers has adopted the
employees who meet minimum age of service Big Rivers policy is to fund provisions of Statement of Financial
and service requirements The plns such plans in accordance with the Accounting Stndards SFAS No 87
provide benefits based on the partici req u i re m e n ts o f th e E m p I oyee Employers Accounting forIensions

n

Actuarial presentvlue of benefit obligation
Accumulated benefit obligation including vested benefits of

992 1990

12916 10718 and 8481 12942 10773 8513

Projected benefit obligation for services rendered todate 17 507 14 459 1 1 614

Plan assets at fair value primarily listed stocks and US Treasury
Bonds 1 G861 15657 12422

Plan assets over under projected benefit obligation 646 1198 808

Unrecognized net transition assets 198z 2Z02 2422
Unrecognized prior service cost 1 51 G 1 343 959

Unrecognized net loss gain Z70 1916 517

Unfunded accrued pension cost 84 1 577 1172

Net pension costs included the following income expense

components
Service costbenefits earned during theyear 1270 1219 1047

Interest cost on projected benefit obligation 1 285 1 04G 835

Actual return on plan assets 1537 2787 1 ZGS
Amortization of transition assets 220 220 220
Amortization of prior service cost 175 143 9G

Amortization of deferrat of net loss gain 151 1722 321

Net periodic pension costs 1124 1123 814

20
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Assumptions used to develop the projected benefit obligation were 19Z 1991 1990

Discount rates 85 85 85

Rates of increase in compensation levels 40 40 40

Expected longterm rate of return on assets 85 85 85

Total expense related to the pension Standard No 1 06 Post Retirement ment medical benefits Current year
and deferred compensation plans was Benefits Other Than Pensions is to be expenses were insignificnt and man
1396 1420 and 973 in 1 992 implemented for fiscal years beginning agement is pursuing efforts to mitigate

1991 and 1990 respectively after December 15 1992 The compa the impact of SFAS 106
Statement of Financial Accounting ny currently provides for certain retire

9 2eltedPrtte nd Mjor CuStomer
auawmmW

A related party reltionship exists distribution cooperatives Operating members were as follows

between Big Rivers and its member revenues from members and non

Members 1992 1991 1990

Green River Electric Corporation 133OZ1 135805 13141 1
HendersonUnion Rural Electric Cooperative Corporation 105744 1063G8 104908
JacksonIurchase Electric Cooperative Corporation Z2300 22390 20488
Meade County Rural Electric Cooperative Corporation 1 1 679 1 1 932 10 778

Nonmembers 470G8 54751 64083
Other Revenue 95 89 68

319907 331335 331736

National Southwire Aluminum bers for these two customers Green Nonmember sales to Oglethorpe
C o m p a ny a n d AI c a n AI u m i n u m River Electric Corporation for National accounted for 83 and 109 percent of
Corporation the aluminum smelters Southwire Compny and Henderson operating revenues in 199Z and 1991
purchase substantial amounts of elec Union Rural Electric Cooperative respectively
tric energy under contracts with mem Corporation for Alcan Aluminum Big Rivers agrees to indemnify its
bers expiring in 2010 Sales to mem Corporation were as follows member cooperatives by performing

their power supply agreements with
certain industrial customers and

Henderson accepting only suchpyment therefore
Year Green River Union Combined as each member receives from its cus

1992 87705 8Z841 170546 tomers

1991 8889Z 831 17 172009 Receivables from members at

1990 88 624 83 980 1 72 604 December 31 1992 1991 and 1990

were 18478 20602 and 23839

respectively

10 D1e1our ofthe ir V1ue of 111nci1Intrumelt

The carrying amounts of Big Rivers of these financial instruments The as the debt reprices weekly Fair value
cash and cash equivalents accounts assumption used in determining the of the longterm fixed interest rate
receivable shortterm investments fair value of Big Rivers longterm vari debt is approximately the carrying
and accounts payable approximate the able interest rate debt is that the fair value 1 1 19 152
fir value because of the short maturity value approximates the carrying vlue

w w0 f A m

11 Commitmensnd Contlnneie
As of December 3 1 1 992 a suit will not have a material effect on Big 1 ZG6Z6 respectively

filed by a former coal supplier in the Rivers financial position or results of The KISC is conducting a focused
amount of 157 million was pending opertions managernent audit of Big Rivers fuel
as were a number of other legal Big Rivers has entered into several procurement policies and procedures
actions and claims involving Big Rivers longterm coal contracts expiring A report is expected in the spring of
either as defendant or plaintiff through 2006 Fuel purchased under 1993

Management believes that the out these contracts in 199Z 1991 and

g 07 540 127 247 and
21
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1992 1991 1990 1989

Operating Revenues 319907459 331334709 331736393 389976759
Expenses

Operation and Maintenance 183693972 193288174 191389914 17094191G
IurchasedIower nd

Interchanged Net 33730825 39248839 40263144 35434879
Depreciation and Amortization 44980616 448095ZZ 44564475 44333598
Taxes 43747G5 43655Z2 4201594 401 1142
Interest 93358171 95071442 9722Z523 101748177
Other 999g31 100859z 682563 752017

Total 359138518 375774907 378324z13 357221729

Operating Margins Loss 39231059 44440 198 4658780 32755030
Nonoperating Margins Loss 1275827 1505489 21 13z82 z378289

Net Margins Loss 37955232 42934709 44474538 35 133319

Utility Plant at Cost 147Z545501 1466355537 1462170906 1454882990
Construction Work inIrogress 10563767 11986253 9204400 4 162708

Total Electric Plnt 1483109268 1478341790 1471375306 1459045698
LessAccumulated Depreciation 419709707 376616976 331805315 288884804

Utility Plant Net 1063399561 1101724814 1 139569991 1170 160894

Total Assets F g0152394 1225216359 1267340928 132Z367888
s

T

t

System Peak Demand MW 11 6 1168 11 74 1177

Net GeneratingCpcity Owned MW 1459 1459 1459 1459
Net HMPLCapacityIurchased MW Z62 263 264 264

Other Purchased Capacity MW 178 178 178 178

Sales to Members GWh 832634 831432 8 19146 807276
Sales to NonMembers GWh 1 46350 205513 Z 5928G 1 50096

Generted GWh 841827 8 664 31 9 010 6G 80471 1
Purchased HMILEnergy GWh 1 21 198 148077 1 66890 1 38866
OtherIurchased Energy GWh 30591 41591 33714 31414

System Lod Factor 827 831 819 800

Permanent Employees at YearEnd 84G 875 868 g57

Average Cost of Coal Used
Price Ier Ton 2792 2851 2873 278Z

CMM BTU 1 Z55 1292C 122 1265C

22
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1988 1987 1986 1985 1984 1983

399277507 30008436Z 227664219 236023720 258019579 258276967

18734400G 169931331 130991511 133779910 143358327 1365393Z2

39158896 39 146440 38214277 397922Z8 47494014 55494464
49310860 53555259 18798750 17788717 18533362 17782446
3906621 3817850 2515787 2353021 2269307 220Z576

103607079 1Z4351304 51520808 39645856 39747343 38198z69
612 200 597187 233 931 185 636 128 581 91 698

383939662 391399371 242Z75064 Z33545368 251530934 250308775

15337845 91315009 14610845 2478352 6488645 796819Z
3471174 26841G3 26614194 104097Z 1749130 949868

188090 88630846 41z25039 3519324 4739515 8918060

1451937802 1448581890 145Z144009 539998444 533597067 53177Z691
12Z6596 1448505 2080925 833505325 74558926G 653519304

1453 164398 1450030395 1454224934 1373503769 1279186333 1185291995
245556080 196710029 143479823 124841 130 106923761 91374775

1207608318 1253320366 131074511 1 1Z48662639 117226257Z 1093917220

1386 197045 1421349400 1438564861 1409490616 133Z830420 1225799340

1157 990 993 1042 1OZ7 95Z

1459 1459 1448 1039 1039 1039
264 270 271 271 268 270
178 178 178 178 190 140

781461 6271 32 621 179 690867 739075 67194Z
3 18851 399308 330368 32901 1 207596 Z09882

927021 83Z180 660970 644745 687637 647414
171620 193261 1631 87 177965 188z22 172484
26204 28469 33638 29198 66672 79065

776 755 741 781 841 784

855 856 863 8Z7 835 794

Z805 2748 2783 3025 2991 3038

1257 1243C 1276C 1377G 1356C 1384C

r 23
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Joe L Craig
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JE Dolezal

Energy Supply

Richard P Greenwell
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Oficzr Ronald W Johnson
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President

B Scott Reed

Edward F Johnson Engineering nd Transmission
Vice President

W Hayden Timmons
William B Briscoe External Relations Marketing and Economic Development
Secretary

John J West

JD Cooper Finance

Assistant SecretaryTreasurer
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Steve Moss

Wilson Plant

Dirzctor
Bruce Shelton
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Green River Electric Corporation
Marion Cecil Barry Wood
Edward F Johnson ReidGreen Plants

Sandra Wood

Virgil Mitchell
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Corporation
William Briscoe

Morton Henshaw

CG Truitt
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JD Cooper
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A study was completed by consultants to Nitrous oxide requirements will be met by
determine the most favorable plan for compliance with installing lowNOx burners where necessary
the new Clean Air Act Amendments No final decision

has been made but based on the assumptions used The recommended plan for meeting Phase II limits
the conclusion was that the most favorable plan for is to increase the removal efficiency of the scrubbers at
meeting Phase I SO2 emission limits is to 1 add flue Wilson Green and HMPL Station Two beginning in
gas desulfurization systems scrubbers to both units at 2000

the HMPL Station Two Plant with a 1997 inservice

date 2 temporarily switch to a lowersulfur coal in This compliance plan offers considerable flexibility
1995 at HMPL Station Two until the scrubber system Big Rivers plans to annually review its position with
is operational and 3 switch all three units at the regard to Phase II compliance options with the
Coleman Plant to lowsulfur coal in 1995 objective of taking the best advantage of developing

technologies allowance market conditions fuel market
Big Rivers will continue to evaluate its alternatives conditions and other factors that would influence the

whether to burn lowersulfur coal or construct the final decision before the year 2000
scrubbers to meet Phase I limits A final decision is

expected by midyear 1992

ari tipg

The corporation has embarked on a new residential and more than 1 1 0 geothermal heat pumps were
and commercial marketing program designed to installed across the system Information on energy
increase offpeak load and enhance consumer efficiency and safety was made available to consumers
satisfaction Incentives were offered to consumers to at annual meetings home shows and county fairs
install new highefficiency electric water heaters In Energy audits were provided to consumers by member
addition the distribution systems offered incentives on service personnel from the distribution systems
geothermal heat pumps

An end useconsumer opinion survey was

1991 was the first full year of residential and completed in September 1991 This survey coupled
commercial marketing for Big Rivers and the program with data from previous surveys provides Big Rivers
was productive Over 3000 efficient water heaters benchmarks from which a data base can be built to

track the effectiveness of incentive programs
advertising consumer satisfaction and offpeak load
building

Heating and airconditioning contractor training
was enhanced by Big Rivers participation in the
Kentucky Committee for Marketing Electricity KCME
The KCME is a joint utility effort promoting efficiency
better building methods and an overall understanding
of more efficient use of electricity The KCME

coordinated the construction of the Electric HVAC

Training and Research Center at the University of
Kentucky in Lexington to provide contractors with
handson training An increased effort to communicate
to the public was initiated in 1991 by Big Rivers and
the distribution cooperatives through brochures
personal contacts and local media
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As required by a PSC regulation implementing reduced The benefit of such Toad reduction is also

statewide planning Big Rivers filed its Integrated diminished since the need for new resources is relatively
Resource Plan in September The regulation requires far in the future Big Rivers also is currently supplying
utilities to develop a 15year plan for supplying electric approximately 70 MW of industrial load on an
energy at the lowest cost consistent with meeting interruptible basis to the aluminum smelters This

acceptable standards for quality and reliability of service relatively large block of interruptible load gives Big
The conclusion of this plan is that Big Rivers current Rivers and its member distribution systems another

generating resources are adequate to meet its needs for means of responding to emergency conditions without
several years into the future Present indications are additional resources

that 69 MW of new peaking generation capacity will be
needed in 2008 An update to the Power Requirements Study was

completed with a forecast of Big Rivers energy and
Because of Big Rivers very high system load factor peak demand requirements for 1991 through 2010 It

and the high concentration of heavy industrial load the shows an expected average annual growth rate of 1 29
potential for significant impacts from traditional demand percent for peak demand and 1 02 percent for total
side management and peak shaving strategies is required energy for Big Rivers system load

1ti1

No major construction was in progress at yearend vt
Total capital expenditures for the year were 78 million 11
down 65 million from 1990

MlR

The corporation has sufficient generating capacity
and has no plans for the construction of additional
units

w

orA new energy management system scheduled for
installation in mid1992 has been delayed approximately
three months due to the addition of an SO2 allowance

dispatch program This new system will be equipped
with state of the art programs providing for the r

dispatch of the most economical power generation and
will permit the most efficient and reliable operation of
the transmission system r

DiTt SCrLrce

In 1988 Big Rivers entered into a debt restructuring debt service for 1991 was 1160 million With the

agreement effective August 31 1987 as defined in decline in aluminum prices and the resulting decrease in
Note 4 to the financial statements providing for annual cash flow available for debt service as previously
minimum debt service payments The agreement also discussed in the SALES section of this report Big Rivers

provides for the payment of cash in excess of a 10 was able to pay only 831 million However through
million balance at the end of each month after paying 1991 1472 million has been paid on principal in

operating costs and capital expenditures The minimum excess of the minimum debt service schedule

7
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Scott Paper Company announced in 1990 that it The plant will be located in Green River Electric
would locate a 500 million tissue mill near Newman Corporationsservice area one of Big Rivers member
Ky in Daviess County The company has exercised its cooperatives This is expected to be a 60MW Toad with
option to purchase site properties Transfer of title will approximately 500 people employed
be completed by midJanuary 1992 and site work is
expected to begin by midyear 1992 The permitting is A small manufacturing facility has been opened
in place with the exception of the permits that have to locally by Scott and employees are being trained on
be acquired during the construction process equipment that will be moved into the new plant when

completed

rrmplcnjee

Employment at yearend was 875 The turnover Sixtyfive employees continued their quest for higher
rate for the year was 1 4 percent which is considerably education with help from the educational assistance
lower than the national average for similar size program Big Rivers is proud that each year many
corporations employees find the time and make the commitment to

advance their career potential and value to the
Employees throughout Big Rivers are active in corporation

various community civic and business organizations
and programs demonstrating their concern for
improving the community in which they live
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KPMG Peat Marwick
Certified Public Accountants

The Fifth Avenue Building
1 444 South Fifth Street

Louisville KY 40202

Independent Auditors Report

z

The Board of Directors

Big Rivers Electric Corporation

We have audited the balance sheets of Big Rivers Electric Corporation as of December 31 1991
and 1990 and the related statements of revenues and expenses equities deficit and cash flows
for each of the years in the three year period ended December 31 1991 These financial

statements are the responsibility of the Corporationsmanagement Our responsibility is to
express an opinion on these financial statements based on our audits

We conducted our audits in accordance with generally accepted auditing standards Those

standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement An audit includes examining
on a test basis evidence supporting the amounts and disclosures in the financial statements An
audit also includes assessing the accounting principles used and significant estimates made by
management as well as evaluating the overall financial statement presentation We believe that
our audits provide a reasonable basis for our opinion

In our opinion the financial statements referred to above present fairly in all material respectsP P y P

the financial position of Big Rivers Electric Corporation at December 31 1991 and 1990 and
the results of its operations and its cash flows for each of the years in the threeyear period
ended December 31 1991 in conformity with generally accepted accounting principles

As discussed in notes 4 and 5 to the financial statements Big Rivers Electric Corporation and its
creditors entered into a Debt Restructuring Agreement whereby government related debt was
restructured into a Total Government Debt Note REA Promissory Note The principal
repayments of the REA Promissory Note are contingent upon the available cash flow as defined
by the Debt Restructuring Agreement Big Rivers Electric Corporationsability to recover its
costs and repay its debt is dependent upon its generating adequate revenues by selling
approximately fifteen percent of capacity to nonmembers In addition as discussed in note 10

to the financial statements Big Rivers Electric Corporation is a defendant in a law suit filed by a
former coal supplier The ultimate outcome of the litigation cannot be presently determined
Accordingly no adjustments relating to the recoverability and classification of reported asset
amounts or the amounts and classification of liabilities that might result from the outcome of
these uncertainties have been recognized in the accompanying financial statements

p P

February 5 1992

NAWRierrriWctrktr4 y14

Member Firm of

Klynveld Peat Marwick Goerdeler
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Years ended December 31 1991 1990 1989
Dollars in thousands

1 99 1 1990 1989

Operating revenues notes 5 and 9 331335 331736 389977

Operating expenses
Operations

Fuel for electric generation 115202 1 18096 1 04830
Power purchased and interchanged net 39249 40263 35435
Other 48467 46263 41987

Maintenance 29618 27030 24125

Depreciation and amortization 44810 44565 44334
Taxes 4366 4202 4011

Total operating expenses 281712 280419 254722
Electric operating margins 49623 51317 1
Interest and other deductions

Interest note 4 95530 97462 101890
Allowance for borrowed funds used

during construction note 2 458 240 142
Other deductions 1009 683 752

Total interest and other deductions 94063 97905 102500

Operating margins loss 44440 46588 32755

Nonoperating margins loss
Interest earned 1502 2108 2376
Other 3 5 2

Total nonoperating margins 1 505 2113 2378
Net margins loss 42935 44475 35133

StaternertcfCgLcities Deficit
gi Years ended December 31 1991 1990 1989

Dollars in thousands

Other equities
Donated Consumers

Accumulated Accumulated capital contributions

Total deficit deficit Patronage and to

equities operating nonoperating capital memberships debt service

Balance at December 31 1988 64540 123899 20459 75373 764 3681

Margins for 1989
Operating 32755 32755

Nonoperating 2378 2378

Patronage allocation 52548 52548

Balance at December 31 1989 29407 143692 18081 12 764 3681

Margins for 1 990
Operating 46588 46588

Nonoperating 2113 2113
Balance at December 31 1990 173882 190280 15968 127921 764 3681

Margins for 1991
Operating 44440 44440
Nonoperating 1505 1505

Balance at December 31 1991 1 16817 234720 14463 127921 764 3681

See accompanying notes to financial statements
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At December 31 1991 and 1 990

Dollars in thousands

Assets 1991 1990

Utility plant net notes 2 and 4 1101725 1139570

Productive capacity under purchased power contract note 7 25200 27400

Other deposits and investments at cost 4921 5574

Current assets

Cash and temporary cash investments 10100 10253

Receivables note 9 24898 30269

Fuel for electric generation 28187 24584
Nonfuel inventory 15232 14811

Total current assets 78417 79917

Deferred charges note 3 14953 14880

1225216 1267341

Equities and Liabilities
Capitalization

Equities deficit 116817 73882

Longterm liabilities notes 4 5 and 7
REA debt 1055407 1062950

Other Tongterm debt 183663 190227

Total longterm liabilities 1239070 1253177

Less current maturities 6946 10593

Total longterm liabilities
net of current maturities 1232124 1242584

Total capitalization 11 15307 1168702

Current liabilities

Current maturities of longterm
liabilities notes 4 5 and 7 6946 10593

Accounts payable 18790 18605

Accrued expenses 19033 9009

Total current liabilities 44769 38207

Deferred revenue note 5 34593 28486

Deferred credits 30547 31 946

Commitments and contingencies note 10

1225216 1267341

See accompanying notes to financial statements

13
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Year ended December 31 1991 1990 1989
Dollars in thousands

1991 1990 1989
Cash flows from operating activities

Net margins loss
42935 44475 35133

Adjustments to reconcile net margins loss
to cash provided by operating activities

Depreciation and amortization 45518 45196 44886
Amortization of deferred charges 2356 2078 2158
Net change in deferred revenue 6107 28486

Change in assets and liabilities
Receivables 5371 5758 1209

Fuel for electric generation 3604 774 2001
Material and supplies 421 163 666

Accounts payable 185 968 874
Accrued expenses 10025 9302 3170
Other net 324 1094 3024

22926 28552 81031

Cash flows from investing activities
Construction expenditures 7672 14605 7734
Refund from vendor relating to

construction expenditures 295

Prepayment on coal contract 3500 1000 2500

Net cash provided by used in

investing activities 11172 15605 9939

Cash flows from financing activities
W Principal payments on longterm debt 11907 54920 99161

Proceeds from bank loan
24000

Net cash used in financing

activities 11907 30920 99161

Net increase decrease in cash
and temporary cash investments 153 17973 28069

Supplemental Cash Flow Information

1991 1990 1989

Cash paid relating to interest espense 84642 105401 102997

See accompanying notes to financial statements

14
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December 3131 199 1 1990 1989

Dollars in ifrc

1 Summary of Significant Accounting Policies

General IrJOrr7Jatiof

Big Rivers Electric Corporation Big Rivers a nonprofit electric their power and energy requirements and Big Rivers to sell and
t generation and transmission cooperative supplies the power needs deliver power and energy in satisfaction of such requirements The

of its four member distribution cooperatives and markets power to wholesale power contracts with the members extend to the year
nonmember utilities The members provide electric power and 2023 Rates to its members are established by the Kentucky Public
energy to industrial residential and commercial customers located Service Commission KPSC and subject to approval by the United
in portions of 22 western Kentucky counties Big Rivers has States Department of Agriculture Rural Electrification

entered into wholesale power contracts with each of its members Administration REA
which require the members to buy and receive from Big Rivers all

System of Accotil ts
The accrual basis accounting policies follow the Uniform System of retain authority and periodically issue orders on various accounting
Accounts prescribed by the Federal Energy Regulatory Commission and rate making matters
FERC as adopted by REA and KPSC The regulatory agencies

1 eleltde1fCOCrlitiO1

Revenues are based on monthend meter readings

linty Plant and Depreciation

Utility plant is stated at original cost which includes the cost of Capitalization of interest is discontinued when the project is
contracted services material labor overhead and an allowance for completed and the asset is ready for service Depreciation of utility
borrowed funds used during construction Replacements of plant and unclassified plant in service is provided using the
depreciable property units except minor replacements are charged straightline method over the estimated service lives of the
to utility plant Property units replaced or retired including cost of depreciable assets Annual rates used to compute depreciation are
removal net of any salvage are charged to accumulated as follows

depreciation Routine maintenance repairs and minor
replacement costs are charged to expense as incurred Production plant 3310

Transmission plant 275
Allowance for borrowed funds used during construction is included Station equipment 275
on projects with an estimated total cost of 250 or more before General plant 2 20
consideration of the allowance The interest capitalized is Unclassified plant in service 275

determined by applying the effective rate on the REA Promissory
Note to qualifying assets included in construction in progress

Temporar Cash Investments

Temporary cash investments consist primarily of temporary For purpose of statement of cash flows Big Rivers considers all
investments in U S government and federal agency securities shortterm highly liquid investments of three months or Tess to be
which are carried at cost and adjusted for accrued interest which cash equivalent
approximates market

In tTer tories

Inventories consisting of nonfuel and fuel for electric generation
are valued at weighted average cost

Patronage Capitcal
As provided in the bylaws any excess of revenues over the sum of offsetting the nonoperating margins against accumulated
a operating costs and expenses properly chargeable against the nonoperating deficits operating losses or accumulated deficits
furnishing of electric energy and b amounts required to offset there remains a balance this balance is allocated to patrons on a
operating losses incurred during the current or any prior fiscal year patronage basis and any amount so allocated is included as a part
is capital furnished by the patrons and credited to a capital account of capital credited to the accounts of patrons Neither operating
for each patron on a patronage basis Nonoperating margins are nor nonoperating losses are allocated to the patrons Patronage
used to offset any accumulated nonoperating deficits and to the capital cannot be retired if patronage capital is Tess than 40
extent not needed for this purpose used to offset any operating percent of the total assets
losses during the current or any prior fiscal year If after

15
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PersiOI 111 Deferred1 CorpensatiOl Picalas

All employees after one year of service are covered under trusteed beneficiaries in event of death All pension and deferred

noncontributory retirement plans Also Big Rivers has executed compensation costs accrued are funded annually Pension expense
deferred compensation agreements with certain key employees includes current service costs and amortization of prior service

which provide for periodic payments upon retirement or to costs over twentyfive years

Reciasslficatiot l

Certain prior year amounts have been reclassified for comparability
with 1991 presentation

2 Utility Plant

The following summarizes utility plant

1991 1990

Classified plant in service
Production plant 1276781 1275582

Transmission plant 79742 78979

Station equipment 91534 87849

General plant 17627 16360

Intangible 190 190

Unclassified plant in service 482 321 1

1466356 1462171

Less accumulated depreciation and amortization 376617 331805

1089739 1130366

Construction in progress 11986 9204

1101725 1139570

Construction in progress is comprised of several small projects The construction in 1991 1990 and 1989 were 78 77 and 77

average rates used for the capitalization of interest during percent respectively

3 Deferred Charges

The following summarizes deferred charges
1991 1990

Unamortized debt expenses 7910 8367

Cravat coal contract amendment 1553

Insurance claim 1215

Green River Coal prepayment 6653 3500

Other 390 245

14953 14880

Big Rivers refinanced a portion of its longterm debt at lower policy deductible to repair the substation were deferred until
interest rates and incurred refinancing expenses These expenses settlement of the claim This claim was settled in 1991

are being amortized over the term of the REA promissory note see
note 4 On July 1 8 1989 Big Rivers endeavored to enter into an

agreement to buy out a highcost longterm coal supply contract
On June 1 1984 an agreement with Cravat Coal Company which A contract for substitution of coal was executed on September

reduced their delivered price of coal by approximately 1 1 per ton 241991 with Green River Coal Big Rivers has made total
was consummated Under the terms of the agreement 12500 prepayment of 7000 Interest on the outstanding balance is

was paid to Cravat which was amortized based on coal deliveries based on the prime rate established by Chemical Bank of New York
over the remaining life of the contract and recovered through the plus two percent Green River Coal is repaying Big Rivers at the

fuel adjustment clause as approved by the KPSC rate of 1 per ton of coal shipped

In 1990 Big Rivers filed a claim with its insurer to recover certain
costs of repairs to a substation Costs incurred in excess of the

16
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4 Longterm Liabilities

A summary of Tongterm liabilities follows

1991 1990

Promissory note REA836 755135 816448
Unamortized premium 300272 246502

1055407 1062950

County of Ohio Kentucky promissory note with variable
interest rate of441 as of 123191 83300 83300

County of Ohio Kentucky promissory note with variable
interest rate of441 as of 133191 58800 58800

Obligation under purchased power contract see note 7 25200 27400
Bank of New York Bank Loan 80 6771 8577
Chemical Banking Corporation Bank Loan 80 9592 12150

Total longterm liabilities 1239070 1253177
Less current maturities 6946 10593

1232124 1242584

Debt I estruh1ri11 Agree1lt
On March 30 1988 a Debt Restructuring Agreement dated as of All revenues and substantially all assets of Big Rivers are pledged
August 31 1987 was signed The Debt Restructuring Agreement as collateral under a Restated Mortgage and Security Agreement
provided for amendments to the debt payments for all REA debt dated as of March 30 1988 which was executed as part of the
and County of Ohio Kentucky promissory notes In addition the Debt Restructuring Agreement
Debt Restructuring Agreement provided for the funding of the 8
percent Bank of New York and Chemical Banking Corporation bank The impact of the Debt Restructuring Agreement has been
loans upon Big Rivers meeting certain conditions These loans accounted for as a troubled debt restructuring involving a
were funded during 1990 and are payable in quarterly installments modification of terms Accordingly Big Rivers has accounted for
through 1995 with interest payable quarterly the effects of the restructuring prospectively and has not changed

the carrying amount of the debt

Prornissory Note
The Debt Restructuring Agreement provides for a reverse defined by the Debt Restructuring Agreement Big Rivers may
amortization repayment schedule payments will be applied to retain for working capital needs a monthend cash balance of
principal in a reverse manner as provided by a conventional loan 10000
amortization schedule at an interest rate of 836 percent for the
REA Promissory Note which includes all debts of Big Rivers which In connection with the settlement agreement described in note 5
are guaranteed or insured by REA REA Debt For financial the Debt Restructuring Agreement was amended as of January 1
statement purposes interest expense is being computed on a 1990 The amendment provided that if the variable rates to the
conventional amortization method rather than the reverse aluminum smelters specified in the Settlement Agreement
amortization method per the Debt Restructuring Agreement The described in note 5 and in effect on April 1 1990 remains
resulting difference is reflected as unamortized premium and will continuously in effect and unmodified through August 31 1997
be adjusted throughout the term of the REA Promissory Note The and if during this period the REA Debt never exceeds by more
effective interest rate for 1991 1990 and 1989 on the the REA than 1 8 million what the REA Debt would be if only the
Promissory Note was 79 77 and 77 percent respectively In scheduled annual amounts had been paid then no Event of
return for Big Rivers making all payments on the REA Promissory Default shall be deemed to have occurred through December 31
Note the REA will make all payments required on all prior debt on 1997 If the REA Debt exceeds 443000 on January 1 1998
a timely basis and will not seek to collect from Big Rivers with then the schedule shall be amended beginning with 2004 and
respect to any REA debt any amounts in excess of the obligation continuing to each immediately successive year such that the
on the REA Promissory Note amount for any year shall not exceed 150000 and such that the

scheduled annual amounts in and after 1998 if paid in equal
The Debt Restructuring Agreement establishes a minimum level of monthly installments for each year will yield a figure that equals
debt service payments while requiring additional debt service the REA Debt as of January 1 1998
payments depending on the available monthly cash flow as

Other Longterra Debt

On June 30 1983 the County of Ohio Kentucky issued 58800 remarket the bonds in a secondary market at par plus accrued
of Pollution Control Demand Bonds Series 1983 the proceeds of interest but not to exceed 110 percent of an index based upon the
which were loaned to Big Rivers These bonds will bear a variable weekly sales of 91 day US Treasury Bills These bonds are
rate of interest determined weekly by the remarketing agent with supported by a Bank of New York irrevocable standby letter of
the approval of Big Rivers equal to the minimum rate necessary to credit which is due to expire July 1 1992 and is subject to

17
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renewal The bonds are subject to mandatory redemption upon Remarketing Agent with the approval of Big Rivers equal to the
expiration of the supporting letter of credit and any renewal minimum rate necessary to remarket the bonds in a secondary
thereof In absence of notification by Bank of New York to renew market at par plus accrued interest but not Tess than 40 percent or
the letter of credit Big Rivers will draw down sufficient funds greater than 110 percent of an index based upon the weekly sales
under the letter of credit to redeem the bonds Draws against the of 91 day US Treasury Bills These bonds are supported by a

letter of credit would bear interest at prime plus two percent and Chemical Securities Inc formerly Manufacturers Hanover Trust

become Bank Amounts as defined and covered by the Debt Company irrevocable standby letter of credit which is due to
Restructuring Agreement The Bank Amounts would be repayable expire October 15 1997 and is subject to renewal The bonds are
under the same terms and conditions as the redeemed bonds subject to mandatory purchase upon expiration of the supporting
While these bonds are not dated to mature until June 1 2013 letter of credit and any renewal thereof In absence of notification

pursuant to the Restructuring Agreement Big Rivers is obligated to by Chemical Securities Inc to renew the letter of credit Big Rivers
fully fund these bonds or Bank Amounts by January 31 2010 will draw down sufficient funds under the letter of credit to

purchase the bonds Draws against the letter of credit would bear
In November of 1982 the County of Ohio Kentucky issued interest at prime plus two percent and become Bank Amounts as
82500 of Pollution Control Interim Bonds Series 1982 the defined and covered by the Debt Restructuring Agreement The

proceeds of which were loaned to Big Rivers On October 31 Bank Amounts would be repayable under the same terms and

1985 the County of Ohio Kentucky issued Pollution Control conditions as the redeemed bonds While these bonds are not

Refunding Demand Bonds Series 1985 the proceeds of which dated to mature until October 1 2015 pursuant to the Debt

I were used to refinance the 1982 Interim Bonds The Refunding Restructuring Agreement Big Rivers is obligated to fully fund these
Bonds bear interest at a variable rate which is the lesser of a 13 bonds or Bank Amounts by January 31 2010

percent per annum or b a rate determined weekly by the

Debt Maturities

At December 31 1991 Big Rivers had since September 1987 paid
total debt service on the REA Promissory Note in the amount of
578680 as opposed to the scheduled minimum debt service level REA

of 431554 This 147126 excess principal payment can be used Promissory Unamortized Other

to offset future payments under the schedule Year Note Premium Debt Total

1992 63003 63003 6946 6946

Based on the overpayments to date and the amount required to be 1993 58142 57816 7086 7412

paid through December 31 1997 Big Rivers has calculated the 1994 53656 45176 6137 14617

required annual amounts of payments on a straightline basis to 1995 49517 40326 7373 16564

avoid an event of default through December 31 1997 Under this 1996 45697 35737 3174 13134

calculation the maturities of longterm debt for each of the five
years subsequent to December 31 1991 are estimated to be as
follows

5 Rate Matters

Big Rivers rates includes a ratchet billing for demand where March 23 1990 to be effective retroactively to January 1 1990
current billing units are determined based on the highest metered The Settlement Agreement preserves the variable aluminum smelter
demand in the past twelve months and a variable rate to major rate as the method of calculating the cash payments to be made by
customers of Big Rivers members National Southwire Aluminum the smelters to Big Rivers The Settlement Agreement however

Company and Alcan Aluminum Corporation the aluminum fixes the revenue to be recognized by Big Rivers at 291285 mills

smelters see note 9 The variable rate will be effective through per kWh through August 1997 Accordingly any payments in

August 1997 The rates were designed to recover Big Rivers cost excess or under the 291285 mills per kWh brought about by the
of providing service The rates have been determined based on variable aluminum smelter rate will be recorded as either deferred

cost of service less specified levels of intersystem sales to revenue or a receivable by Big Rivers During 1990 and 1991 the
nonmembers of approximately 200 megawatts The variable rate variable aluminum smelter rate resulted in Big Rivers receiving

for the aluminum smelters will fluctuate based on the price of payments in excess of recognizable revenue based on the 291285
aluminum within a defined minimum 181 mills per kWh and mills per kWh These amounts are recorded as deferred revenue

maximum 44 mills per kWh This settlement was brought about in part by the high aluminum
prices in 1989 and 1988 which caused the smelters to pay at or

Effective January 1 1989 Big Rivers was granted a rate increase near the maximum rate of 44 mills per kWh

by the KPSC of 130 per kW which increased the demand rate to
880 per kW The aluminum smelters filed appeals in the Franklin

Cash Revenue

Circuit Court regarding the KPSCs decision Collections Recognized

On February 27 1990 Big Rivers the aluminum smelters and Big
1991 170441 158083

Rivers creditors reached an agreement which eliminated the 1990
1990 188337 158138

review of the variable aluminum tariff resolved the aluminum
1989 249489 249489

smelter complaint before the KPSC and dismissed all pending KPSC
1988 243422 243422

appeals The KPSC approved the Settlement Agreement on
18
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While Big Rivers expects to maintain positive cash flow the agreed 200 MW firm power purchase agreement effective August 1989
upon rate of 291285 mills per kWh will cause Big Rivers to sustain was reached with Oglethorpe Power Corporation Oglethorpe
negative net margins in the next few years if additional intersystem Power Oglethorpe Power is a joint owner of the Georgia
sales to nonmembers are not achieved In addition the settlement Integrated Transmission System which interconnects with the
modified certain default provisions under the Debt Restructuring transmission system of the Tennessee Valley Authority TVA On

Agreement to afford greater flexibility to Big Rivers from default in December 17 1990 a second Tongterm contract was signed with
its debt payments Oglethorpe Power for the sale of 103 MW of firm power for ten

years beginning in August 1992 The effectiveness of this
Effective January 1 1991 Big Rivers was granted a rate increase agreement is contingent upon Oglethorpesconcurrence with the
by the KPSC of 135 per kW which increased the demand rate to terms of a TVA transmission service agreement and approval from
1015 per kW REA and the KPSC

Intersystem power sales to nonmembers is a component of full cost
recovery under Big Rivers rate design During 1989 a threeyear

6 Income Taxes

Big Rivers was initially formed as a taxexempt cooperative subsequent years it would be considered a taxable organization
organization under Section 501 c 12 of the Internal Revenue until such year that sales to members would satisfy the 85 percent
Code To retain taxexempt status under this code provision at requirement and Big Rivers formally reapplies for taxexempt status
least 85 percent of the organizationsincome must be generated
from sales to the cooperativesmembers In 1983 sales to Big Rivers has generated losses for both accounting and income tax
nonmembers resulted in Big Rivers being unable to meet the 85 purposes Thus there is no provision for current or deferred
percent requirement In a letter dated March 23 1984 the Internal income tax expense The following analysis summarizes the net
Revenue Service notified Big Rivers that effective for 1983 and operating loss carryforwards

Net operating loss
carryforward

Year Federal

of Accounting Income tax

origination purposes purposes

1983 10750 9460
1984 9340 87500
1985 9640 160180

1986 123650 154790
1987 88680 94600

1988 14490 14440
1989 20000 54760
1990 44400 79470

1991 42930 70000

These carryforwards may be utilized to offset taxable income for beginning after December 15 1992 This requires a change from
the periods of fifteen years from the year of origination The the deferred method to the asset and liability method of
difference between accounting and tax losses is primarily due to accounting for income taxes The initial adoption of SFAS No 96
accelerated depreciation methods being utilized for income tax may be on a prospective or retroactive basis The impact of
purposes adopting this statement has not been determined

Statement of Financial Accounting Standards SFAS No 96
Accounting for Income Taxes is to be implemented for fiscal years

1 7 Purchased Power

Big Rivers under contracts with the City of Henderson Kentucky interest on the Citys bonds issued to finance the construction of
I City operates the cityowned 315megawatt generating station Station Two Big Rivers has recorded as a liability the portion of

Station Two and agrees to purchase an allocated portion of the the principal payments it is obliged to pay as fixed costs under the
output Big Rivers portion of Station Two capacity is currently 83 contract based on estimates of its allocated portion of Station Two
percent which is expected to decrease to 82 percent by 1994 The capacity and has recorded as an asset a like amount for the right
contracts expire in 2003 to purchase its allocated portion of the output The fixed costs are

payable to the City whether or not Station Two is operational or
Under the terms of the contracts with the City Big Rivers has the operation thereof is interrupted suspended or interfered with
agreed to pay a proportionate share of the monthly fixed costs of in whole or in part for any cause The cost of power purchased
Station Two excluding depreciation based on its allocated portion under the contract for 1991 1990 and 1989 was 30998
of the capacity of Station Two The monthly fixed costs include 33043 and 29600 respectively Such costs are accounted for
debt service payments necessary to retire the principal and to pay as power purchased
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8 Pension and Deferred Compensation Plans

Big Rivers has defined benefit pension plans covering substantially the requirements of the Employee Retirement Income Security Act
all employees who meet minimum age and service requirements of 1974 Big Rivers has adopted the provisions of Statement of
The plans provide benefits based on the participants years of Financial Accounting Standard SFAS No 87 Employers
service and compensation or stated amounts for each year of Accounting for Pensions

service Big Rivers policy is to fund such plans in accordance with

The following table sets forth the funded status of the pension plans and amount recognized on the balance sheet at December 31

Actuarial present value of benefit obligation
1991 1990 1989

Accumulated benefit obligation including vested benefits of
107488481 and7075 10773 8513 7113

Projected benefit obligation for services rendered todate 14459 11614 9546

Plan assets at fair value primarily listed stocks and US Treasury Bonds 15657 12422 11157

Plan assets in excess of projected benefit obligation 1198 808 1611

Unrecognized net transition assets 2202 2422 2642

Unrecognized prior service cost 1343 959 1056

Unrecognized net Toss gain 1916 517 1155

Unfunded accrued pension cost 1577 1172 1130

Net pension costs included the following income expense

components
Service cost benefits earned during the year 1219 1047 946

Interest cost on projected benefit obligation 1046 835 421

Actual return on plan assets 2787 1265 1059

Amortization of transition assets 220 220 220

Amortization of prior service cost 143 96 96

Amortization of deferral of net loss gain 1722 321 480

Net periodic pension costs 1123 814 664

1991 1990 1989

Assumptions used to develop the projected benefit obligation were
Discount rates 85 85 85

Rates of increase in compensation levels 40 40 40

Expected longterm rate of return on assets 85 85 85

Total expense related to the pension and deferred compensation plans
was1420 993 and 919 in 1991 1990 and 1989 respectively
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9 Related Parties and Major Customers
A related party relationship exists between Big Rivers and its
member distribution c000peratives Operating revenues from
member and nonmembers were as follows

1991 1990 1989

Members

Green River Electric Corporation 135805 131411 173839

HendersonUnion Rural Electric

Cooperative Corporation 106368 104908 146449

Jackson Purchase Electric

Cooperative Corporation 22390 20488 20166

Meade County Rural Electric
Cooperative Corporation 11932 10778 10755

Nonmembers 54751 64083 38668
Other Revenue 89 68 100

331335 331736 389977

National Southwire Aluminum Company and Alcan Aluminum Green River Electric Corporation for National Southwire
Corporation the aluminum smelters purchase substantial Aluminum Company and Henderson Union Rural Electric
amounts of electric energy under contracts with members Cooperative Corporation for Alcan Aluminum Corporation were
expiring in 2010 Sales to members for these two customers as follows

Year Green River HendersonUnion Combined

1991 88892 83117 172009
1990 88624 83980 172604
1989 133124 126214 259338

Nonmember sales to Oglethorpe accounted for 109 and 112 Receivables from members at December 31 1991 1990 and
percent of operating revenues in 1991 and 1990 respectively 1989 were 20602 23839 and 29081 respectively

Big Rivers agrees to indemnify its member cooperatives by
performing their power supply agreements with certain industrial
customers and accepting only such payment therefore as each
member receives from its customers

10 Commitments and Contingencies

As of December 31 1991 a suit filed by a former coal supplier in Big Rivers has entered into several Tong term coal contracts
the amount of 157 million was pending as were a number of expiring through 2006 Fuel purchased under these contracts in
other legal action and claims involving Big Rivers either as 1991 1990 and 1989 was 127247 126626 and 1 15582
defendant or plaintiff Management believes that the outcome respectively
of these legal actions and claims will not have a material effect
on Big Rivers financial position or results of operations
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1991 1990 1989 1988

Operating Revenues 331334709 331736393 389976759 399277507

Expenses
Operation and Maintenance 193288174 191389914 170941916 187344006

Purchased Power and

Interchanged Net 39248839 40263144 35434879 39158896

Depreciation and Amortization 44809522 44564475 44333598 49310860

Taxes 4365522 4201594 4011142 3906621

Interest 95071442 97222523 101748177 103607079

Other 1008592 682563 752017 612200

Total 375774907 378324213 357221729 383939662

Operating Margins Loss 44440198 46587820 32755030 15337845

Nonoperating Margins Loss 1505489 2113282 2378289 3471174

Net Margins Loss 42934709 44474538 35133319 18809019

Utility Plant at Cost 1466355537 1462170906 1454882990 1451937802

Construction Work in Progress 11986253 9204400 4162708 1226596

Total Electric Plant 1478341790 1471375306 1459045698 1453164398

Less Accumulated Depreciation 376616976 331805315 288884804 245556080

Utility Plant Net 1101724814 1139569991 1170160894 1207608318

Total Assets 1225216359 1267340928 1322367888 1386197045

System Peak Demand MW 1168 1174 1177 1157

Net Generating Capacity Owned MW 1459 1459 1459 1459

Net HMPL Capacity Purchased MW 263 264 264 264

Other Purchased Capacity MW 178 178 178 178

Sales to Members MWh 831432 819146 807276 781461

Sales to Non Members MWh 205513 259286 150096 318851

Generated MWh 866431 901066 804711 927021

Purchased HMPL Energy MWh 148077 166890 138866 171620

Other Purchased Energy MWh 41591 33714 31414 26204

System Load Factor 831 819 800 776

Permanent Employees at YearEnd 875 868 857 855

Average Cost of Coal Used
Price Per Ton 2834 2873 2782 2805

CMM BTU 1285C 1292C 1265C 1257C
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1987 1986 1985 1984 1983 1982

300084362 227664219 236023720 258019579 258276967 232716033

169931331 130991511 133779910 143358327 136539322 124675180

39146440 38214277 39792228 47494014 55494464 46342616
53555259 18 798 750 17 788 717 18 533 362 17 782 446 17548 448
3817850 2515787 2353021 2269307 2202576 1970317

124351304 51520808 39645856 39747343 38198269 40467426
597187 233931 185636 128581 91698 70087

391399371 242275064 233545368 251530934 250308775 231074074

91315009 14610845 2478352 6488645 7968192 1641959
2684163 26614194 1040972 1749130 949868 1888934

88630846 41225039 3519324 4739515 8918060 3530893

1448581890 1452144009 539998444 533597067 531772691 495105598
1448505 2080925 833505325 745589266 653519304 451265803

1450030395 1454224934 1373503769 1279186333 1185291995 946371401
196710029 143479823 124841130 106923761 91374775 74720991

1253320366 131074511 1 1248662639 1172262572 1093917220 871650410

1421349400 1438564861 1409490616 1332830420 1225799340 1029256522

990 993 1042 1027 952 947

1459 1448 1039 1039 1039 1039
270 271 271 268 270 253
178 178 178 190 140 140

627132 621179 690867 739075 671942 642088
399308 330368 329011 207596 209882 110637

832180 660970 644745 687637 647414 584811
193261 163187 177965 188222 172484 112718
28469 33638 29198 66672 79065 68121

755 741 781 841 784 748

856 863 827 835 794 680

2748 2783 3025 2991 3038 3068
12430 1276C 13770 1356C 13840 14330

Ili
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Big Rivers Electric Corpora

tion located in HendersonKen

tucky is a generation and
transmission cooperative owned
by the members it serves It

provides reliable wholesale elec
tric service on a not for profit
basis to its four member distri

bution cooperatives These

cooperatives owned by their
81711 consumer members dis

tribute electricity at retail within
22 counties of western Ken

tucky on a not for profit basis



PRESIDENTSAND GENERAL MANAGERSREPORT

The decade of the nineties

began with the corporation
heavily involved in activities
that will determine its direc

tion into the next century
The management audit

mandated by the Kentucky
Public Service Commission

PSC was started in 1989 and

completed in June this year
Sixtyseven recommendations
were made However in some
cases the recommendations

reflect Big Rivers efforts that
were currently under way or
were initiated during the
course of the audit Others

will require further study
regarding cost effectiveness

In the overall assessment

the auditors emphasized that
Big Rivers has a strong opera
tional focus and that the Production Department epitomizes
the corporationspenchant for operational efficiency They
pointed out that the production operating efficiency plays a part
in allowing us to participate in the shortterm off system energy
and longterm bulk power markets

They further pointed out that work rules are progressive
and labor relations are sound engineering and transmission
operations are solid coal costs compare favorably with similar
utilities appropriate accounting controls and comprehensive
budgeting processes are in place and excellent benefits and
training programs are in place Additionally they said that
management processes at Big Rivers including recent strategic
planning initiatives and an informed and involved board of
directors support Big Rivers operational strengths

Consultants have been hired to assist us in developing an
integrated resource plan including an evaluation of options to
comply with the 1990 Clean Air Act amendments This study
should be completed in the first half of 1991

On June 29 a request was filed with the PSC for the third
step of the threestep increase approved by our creditors in the
financial workout plan A hearing on the request was held on
October 25 Residential customers bills will increase an aver

age of281 for 1000 kilowatt hours kWh
Our request was approved on December 21 granting the

full6935978 requested New rates of 1015 per kilowatt
kW per month previously 880 demand charge and an
energy charge of00181506 per kWh were effective January 1
1991 The commission also approved the proposed timeofday
rate of 125 percent of the energy charge during offpeak hours
and a modification of billing demand for rural delivery points

The Indiana Utility Regulatory Commission turned down a
21 year contract for sale of 200 megawatts MW to Indianapo
lis Power and Light so we were back in the off system sales
market again

On December 17 a con

tract was signed with Oglethor
pe Power Corporation of

Tucker Georgia for the sale of
100 MW of power for ten
years beginning in August
1992 Oglethorpe is a genera
tion and transmission GT

cooperative serving more than
900000 consumers through
39 member distribution coop
eratives in Georgia This con

tract subject to PSC and REA
approval begins at the comple
tion of the present threeyear
contract in July 92

Scott Paper Company
announced on November 19

the location of their proposed
tissue mill to be built in the

Green River Electric Corpora
tion service area near Newman

Kentucky This new industry will use approximately 60 MW of
electricity This stateoftheart mill will use approximately 70
percent recycled paper in the tissue process

Congress passed amendments to the Clean Air Act late in
the year The acid rain and toxic pollutants titles of the bill as
well as permitting will have a substantial financial impact on
Big Rivers consumers by January 1 2000 Meeting the 1995
requirements can probably be done with lower sulfur coal from
this area As we said earlier we are studying our options

Details of these major events can be found elsewhere in this
report

Delbert Powers was seated on the Board of Directors in

June representing Jackson Purchase Electric Cooperative Cor
poration JPECC Mr Powers has been a member of the

JPECC board since 1986 and is presently its vice president He
replaces Edwin Reid who served on the JPECC board for 15
years and was a member of Big Rivers board for 13 years

All in all we feel that 1990 was a good year Certainly the
decade of the 90s will present new challenges but we feel that
our dedicated directors management and employees are
equipped to meet them

We express our heartfelt appreciation to all of them

Morton Henshaw

President Board of Directors

William H Thorpe
General Manager



Aluminum Smelters

Agreement reached with
the aluminum smelters on

February 27 1990 brought to a
conclusion years of litigation
involving Big Rivers workout
plan debt restructuring
agreement variable aluminum
smelter tariff and the first and

secondstep rate increases To

resolve these disputes the

variable tariff was modified

prospectively for the period
January 1 1990 through August
31 1997 via a balancing account
mechanism to produce an average
power rate of 291285 mills per
kWh at a 99 percent load factor
for Alcan Aluminum Corporation
Alcan and NSA Incorporated
NSA

Under the variable tariff as

published aluminum market
prices fluctuate between 446 and
791 cents a pound the smelters
will pay 181 to 440 mills per
kWh Any payments made in
excess of or less than 291255

mills are added to or deducted

from the balancing account This
balance is also amortized monthly
through the life of the variable
rate resulting in an average rate of
291285 mills per kWh during
the period ending August 31
1997 During this year the
smelters paid 2011 million for
their power usage and 285 mil
lion was credited to the balancing
account as prepayments

Sales

Revenues from the sale of

electric energy were 3317 mil
lion down 582 million primar
ily due to the reduced contract
demands with the aluminum

smelters and the accounting of the
revenues received under the new

agreements Alcans contract was

reduced from 365 to 315 MW on

April 1 1990 NSAs contract

demand was 317 MJ throughout
the year down from 342 MW
Alcans reduction resulted from

their decision to not add a fourth
2

potline as planned in 1982 and
NSAs reduction was based on

their decision to purchase
amounts above 317 MW on an

interruptible basis Alcan and

NSAs monthly combined non
coincident peak during 1990 was
6956 MW Both smelters pur
chased interruptible capacity and
energy throughout most of the
year Energy purchased by the
smelters during the 12 month
period totaled5916777850
kWh up 54762878 from 1989

Weather conditions also

affected power sales Heating and
cooling degree days for the year
were 5236 compared to 6227
last year

A new summer system peak
demand of 1174 MW was set on

August 20 While falling short of
the all time system onehour peak
demand of 1177 set in December
of 1989 it nevertheless exceeded

the old summer peak of 1157 set
in 1988 by 17 MW The system
onehour monthly high demands
were 1000 MW or above for the

entire year The annual system
load factor was 8191 percent

Off system energy sales for
the year were approximately 66
percent over sales experienced
during 1989 Energy delivered to
all of Big Rivers consumers for
the year increased by 145 per
cent Total off system revenues
amounted to 641 million for the

year up from 387 million dur
ing 1989

The 206MW sale made to

Oglethorpe in late 1989 account
ed for a large portion of the off
system revenue however sales to
other parties showed a moderate
increase

We reported in 1989 that a
200 MW sale beginning in 1991
had been executed with Indi

anapolis Power and Light Co
IPL which had all of the
required approvals except that of
the Indiana Utility Regulatory
Commission Late in April IPL
received word that the Indiana

Commission had rejected the con
tract and IPL notified Big Rivers

that they were terminating the
contract effective August 2 1990

Big Rivers negotiations with
other utilities involving longterm
power sales had pretty well been
dormant after signing of the con
tract with IPL When the IPL

deal collapsed negotiations with
others were stepped up and have
resulted in a 100MW tenyear
sale to Oglethorpe This sale will

dovetail with the end of the three

year 200MW sale
The 100 MW sale was

approved by both parties in
December 1990 subject to appro
priate wheeling arrangements and
approvals by the Rural Electrifica
tion Administration REA and the
PSC Big Rivers also has other
outstanding offers and all are for
ten years or less

Margins
As expected in the develop

ment of the workout plan mar
gins for the year were negative
The loss incurred was 445 mil

lion At yearend our total deficit
equity was 739 million It is

anticipated that Big Rivers will
continue to incur negative mar
gins for the next four years with
the potential that deficit equity
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will reach 2500 million before defined in Note 4 to the finan SYSTEM GENERATION AND HEAT RATE

it begins to turn around cial statements which provides MegawattHours x 1000 BTUrxwH

10680

10620

10560

10500

10440

10380

10320

10260

an average of 281 per 1000

for minimum debt service pay
I

kWh

ments The agreement also pro 12000

The order also approved

vides for the payment of cash in

SYSTEM LOAD FACTOR PERCENT

Rate Matters excess of a 10 million balance at 10000

On December 21 the PSC the end of the month after paying
approved the thirdstep rate operating costs and capital

8000

increase as provided in our expenditures The minimum 6000

workout plan This will produce debt service for 1990 was 1110

The systems generating

additional annual revenues of million and Big Rivers paid
4000

69 million increasing the 1404 million Through 1990 2000

wholesale cost of power for the 1801 million has been paid in
rural consumers by 64 percent excess of the minimum debt ser 0

10680

10620

10560

10500

10440

10380

10320

10260

an average of 281 per 1000 vice schedule The minimum for 1985 1986 1987 1988 1989 1990

kWh 1991 is 1160million

1403 Fuel
340

The order also approved

Operations

SYSTEM LOAD FACTOR PERCENT

changing the billing demand 100

from a ratcheted noncoincident
90

demand per rural delivery point Generation

200

1604

to a ratcheted coincident demand The systems generating
80

35

150

Total 4127 36

for each distribution cooperative units are all coalfired except for
70

Also approved was a Time a 65 MW combustion turbine 60

ofDay Rate TDR available for which is primarily used for peak 50

new or expanded industrial off ing purposes Generation for the 40

peak power usage The rate will year was9010660900 kWh up
apply during the eighthour peri 963546900 from 1989

30

od beginning at 1001 pm and The systemwide heat rate 20

ending at 6 am Energy associat was reduced to 10281 British 10

ed with capacity used during this thermal units Btu per kWh gen 0

time in excess of the normal erated This is the sixth consecu 80 81 82 83 84 85 86 87 88 89 90

billing demand will be billed at a tive year for improvements in
rate equal to 125 percent of the unit efficiency with a total PEAK DEMAND MEGAWATTS

normal energy charge reduction of 333 Btu per kWh 1200

generated from 1985 to 1990 1100

Based on 1985 fuel costs we 1000

have saved consumers more than
900

45 million annually The
800

Debt Service REA installation of real time perfor 700
In 1988 Big Rivers entered mance monitoring equipment 600

into a debt restructuring agree was completed on both units at
ment effective August 31 1987 the Green Plant which is expect
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ed to further improve the heat
rate on these units Similar

equipment was delivered in
December for installation at the

Coleman Plant during 1991
Adjustment of outage sched

ules was completed during the
year All units are now on annu
al maintenance outage schedules
instead of semi annual and tur

bine overhauls are performed
3



every six years instead of every
five years

Production maintenance

expense of 247 million was up
26 million from 1989

Fuels

Our plants burned 49 mil
lion tons of coal in generating
electricity an average of 13398
tons per day This compares
with 44 million tons 12103

tons per day burned in 1989
Fuel costs for the year were
1181 million an increase of
133million Fuel cost of 232
million associated with Hender

son Station Two plants was
included in the cost of purchased
power

The average cost was 2873
per ton 1292 cents per million
Btu This compares with 2782
per ton 1265 cents per million
Btu last year This increase was

due largely to substantial escala
tion of coal contract prices in the
last quarter of the year because
of the increase in diesel fuel

prices resulting from the Mideast
crisis Diesel fuel is a major com
ponent of the cost of surface
mining Somewhat offsetting this
increase was the purchase of low
cost coal on the spot market
made possible by the increase in
off system sales during the sec
ond half of the year

Big Rivers was unable to
complete the buyout of a rela
tively high cost longterm con
tract as reported in last years
annual report because financing
could not be arranged

About three fourths of Big
Rivers coal requirements are
supplied from mines in the ser
vice areas of the corporations
member cooperatives

The Green and Wilson

plants are equipped with fluegas
desulfurization scrubbers and

COST OF COAL BURNED

in millions of dollars
Includes Cost of HMPLStation Two
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these plants burn western Ken
tucky highsulfur coal

The Coleman Reid and

Henderson Station Two plants
which are not equipped with
scrubbers burn lower sulfur coal
from western Kentucky and
southern Indiana These plants
will be affected in 1995 by the
recently enacted acid deposition
control amendments to the Clean

Air Act Big Rivers has engaged
the services of consultants to

assist in determining a plan of
compliance

Construction

The company has adequate
generating capacity and presently
has no plans for any additional
units No major construction
was in progress at yearend
Total capital expenditures for the
year were 145 million up 69
million from 1989

Construction was completed
on a 161 kilovolt kV intercon
nection with the Tennessee Val

ley Authority TVA as were
additional 69 kV transmission

lines to four new power delivery
points for our member systems
all to improve system operations
and reliability of service

The Energy Management
System continues to be on sched
ule for delivery in December
1991 The initial installation

which is a single computer
designed for program develop
ment was delivered in July This
device will play a major role in
developing the data base that will
be off loaded into the permanent
system

Due to Big Rivers location in
highrisk areas for earthquakes
on the New Madrid Fault pre
cautions are being taken Emer

gency battery systems have been
strapped down and station trans
formers have been bolted to

foundation pads at all three plant
sites Seismic battery racks have
been installed at substations and

microwave sites to ensure proper

operation of vital system protec

81 82 83 84 85 86 87 88 89 90
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tion equipment and communica
tion systems in the event of a
severe earthquake

Planning
The longrange corporate

strategic plan was updated and
approved by Big Rivers Board of
Directors in July The plan pro
vides a formal way for the corpo
ration to identify the critical
issues it faces to study those
issues and determine possible
courses of action

A disaster React Plan has

been established for our Commu

nications and Transmission

Departments This plan pre
scribes the actions to be taken

under various disaster scenarios

that will ensure fast communica

tion and service restoration

The 1990 Power Require
ments Study was completed with
a forecast of Big Rivers energy
and peak demand requirements
for 1990 through 2010 It shows
an expected average annual
growth rate of 133 percent for
peak demand and 102 percent
for total energy for Big Rivers
native load

For several years the PSC
has been developing a regulation
to implement a statewide inte
grated resource planning process
for electric utilities Late in the

year in Administrative Case No
308 the commission issued a

proposed regulation which we
expect to be adopted with no
more than minor changes The

process will require electric utili
ties to develop a 15year plan for
supplying their customers at the
lowest cost consistent with meet

ing acceptable standards for
quality and reliability of service
Big Rivers plan will be due in
September 1991 and updated
every two years thereafter Work
is already under way on our plan
and we expect to file by the
required deadline

Environmental

The big concern this year
was the amendments to the

Clean Air Act Acid rain provi
sions have drawn most of the

attention but the permitting
requirements as well as enforce
ment and air toxics are impor
tant

Big Rivers has generating
units which are affected under

both Phase I and Phase II of the

acid rain title Due to the com

plexity of the new law as well as
the short time frames for deter

mining the compliance plan Big
Rivers has hired consultants to

produce within the framework
of an integrated resource plan a
study of the available options for
complying with both phases of
the act The study including
recommendations should be

completed by mid1991
New water discharge permits

were issued for the Wilson and

Coleman plants during the year
The permits contain increased
requirements for additional pol
lutant parameters increased
monitoring and more frequent
monthly reporting Preparation
for a new permit for the

ReidGreen plants was begun this
year and will continue through
1991 The increase in the

requirements will affect person
nel workload and scheduling of
projects

As a result of discussions

with our member cooperatives
and the recommendations of the

management audit we initiated
additional environmental services

for them These include support
advice and assistance in comply
ing with state and federal regula
tions and statutes including
Resource Conservation and

Recovery Act RCRA Toxic Sub
stances Control Act TSCA

Superfund or Comprehensive
Environmental Response Com
pensation and Liability Act CER
CLA Superfund Amendments
and Reauthorization Act SARA

training in responding to oil and
chemical spills and planning for

future regulation such as storm
water runoff

The Central Laboratory con
tinues to carry a heavy load of
PCB analyses for the member
systems and is expecting increas
es in the number and types of
analyses to be performed for the
members

Public Affairs

This year emphasis was
placed on developing and imple
menting a residential marketing
program supporting the market
ing efforts of our four member
distribution cooperatives The

program is based on the results
of a consultants survey of con
sumers builders and heating
and cooling contractors A mar
keting representative was hired
in August to support and coordi
nate the activities of the member

cooperatives
Public Relations efforts were

intensified with increased one

onone contacts with public offi
cials and industrial consumers

Economic

Development
It was a banner year in eco

nomic development for the Big
Rivers system and our distribu
tion cooperatives New indus

tries either starting up or making
new location announcements will

bring an investment exceeding
560 million in facilities and cre

ate a demand for over 900

employees
Scott Paper Company high

lighted the years activity with the
announcement to locate their

500 million tissue mill at New

man Kentucky in Daviess Coun
ty

In addition to the new

industry activity our existing
industries spent or committed
over 70 million to renovate

update and expand their existing
facilities to better serve their

worldwide markets



Safety
The safety staff was expand

ed with the addition of a corpo
rate safety trainer The trainers

primary responsibilities include
planning coordinating teaching
and evaluating safety training
programs for all levels of employ
ees As of the end of 1990 over

300 employees had undergone
training in CPR and first aid
Hazardous Material Communica

tion and Confined Space train
ing as developed in accordance
with Kentucky Occupational
Safety and Health KOSH Regu
lations will continue It is

designed to inform employees of
potential hazards relating to
chemicals in the workplace and
of the dangers associated with
working in confined spaces Big
Rivers will be adding a training
and safety coordinator in 1991 to
assist our distribution coopera
tives

A new record low accident

incident rate accidents per
200000 manhours worked of
46 was set in 1990 The previ
ous low of 54 was established in

1989

Wilson Station employees
made a major contribution to
this years safety record by com
pleting a full year without a lost
time injury

Training
The Front Line Leadership

and Working training programs
launched in 1989 were contin

ued All employees at the Cole
man Plant completed the

programs in August Reid

Green and Wilson plants head
quarters and transmission

employees will receive training in
1991 and 1992 We are commit

ted to keeping our employees
uptodate in skills required for
Big Rivers to compete in todays
market

Fortyfour employees took
advantage of the educational
assistance program by enrolling
in college classes or pursuing
6

home study courses to enhance
their career potential and value
to Big Rivers

Employees

Employment at yearend was
868 The turnover rate was 25

percent which is considerably
lower than the national average
for corporations our size

Employees throughout Big
Rivers are heavily involved in
various community civic and
business organizations and pro
grams helping to fulfill Big
Rivers mission of being a good
corporate citizen

Management Audit

During the year a manage
ment audit directed by the PSC
was completed Big Rivers was
the last of the major electric utili
ties in the state to be audited

under legislation directing the
PSC to conduct such audits

Scott Consulting Group SCG of
Raleigh North Carolina was
employed by the PSC at Big
Rivers expense to perform the
audit The following four para
graphs are a direct quote of the
overall assessment by SCG of Big
Rivers operations

Management audits assess
the performance of utilities in a
number of different ways some
involving end results and some
involving management methods
and processes End results are

most often viewed in the context

of rate competitiveness financial
strength productivity and a
companys ability to manage
costs Management methods and
processes are reviewed to ensure
that the company is positioned to
improve results where necessary
maintain results as appropriate
and most importantly is posi
tioned to address the critical

issues it faces

Big Rivers has a strong
operational focus The produc

tion department epitomizes Big
Rivers penchant for operational
efficiency The system load factor
is very high forced outage rates
are extremely low heat rate per
formance is positive and overall
the production departments
operations are efficient Work

rules are progressive and labor
relations are sound The produc
tion operation efficiency plays a
part in allowing Big Rivers to
participate in the short term off
system energy and long term
bulk power markets Big Rivers
operational efficiency is also
enhanced by the engineering and
transmission departmentssolid
operations System performance
is improving and preventive
maintenance on and quality
assurance of the system is solid
Operational quality and savings
are also realized in the fuels func

tion Coal costs compare favor
ably with those of similar

utilities coal quality is consis
tent and coal contracts are ade

quately controlled and

administered In addition Big
Rivers has appropriate proce
dures for the rapid procurement
of coal when required Appro
priate accounting controls exist
as does a comprehensive budget
ing process Debt restructuring
agreement commitments appear
workable and provide a favorable
shortterm outlook for Big Rivers
The staff and its support provide
the most compelling signal of Big
Rivers commitment to its opera
tion Compensation of the staff
is both competitive and reason
able excellent benefits and train

ing programs are in place and
Big Rivers records management
practices are peerless within the
utility industry Management
processes at Big Rivers including
recent strategic planning initia
tives and an informed and

involved board of directors sup
port Big Rivers operational
strengths Relations with various
publics especially with member
cooperatives and the media have
improved



It is in the area of planning
that SCG recognizes improve
ment opportunities Admittedly
planning needs exist primarily as
a result of a series of changes that
have taken or are taking place in
the internal and external business

environment surrounding Big
Rivers Because Big Rivers has
focused so intensely on restruc
turing its debt longterm plan
ning has in most cases not been
formally and aggressively pur
sued Big Rivers has not aggres
sively sought to fundamentally
and competitively analyze its sit
uation develop and document a
vision for Big Rivers nor evaluate
and fully pursue the courses of
action necessary to ensure that
results attain or remain at levels

required for continued success
Recent strategic planning efforts
including the debt restructuring
agreement represent the first
steps toward an integrated strate
gic planning process Big Rivers
needs to continue these efforts

not only at the senior manage
ment level but throughout the
organization The marketing
function at Big Rivers will benefit
from an increased focus by top
management on creating a fully
developed marketing planning
process The marketing organi
zations effectiveness marketing
results and relationships with
member cooperatives and large
industrial customers will all be

enhanced by the definition and
communication of a clear vision

of marketings role Fuel costs

represent a significant portion of
Big Rivers total operating costs
Long term fuel procurement
planning will reduce the risk of
increased fuel costs adversely
affecting the financial health of
Big Rivers Although energy and
demand forecasts are used within

the energy supply function the
forecasts are not formally inte
grated into the planning activities
of the other functional areas

within Big Rivers Big Rivers
does not use enduse models
formal studies or have a com

plete set of modern planning
tools or models to support its
resource planning activities
Human resource planning can be
improved to integrate the long
range staffing needs with the
requirements of other Big Rivers
longterm planning goals and
objectives Performance and pro
ductivity indicators are not pro
duced by Big Rivers making
workload based manpower plan
ning difficult to perform Final

ly Big Rivers should analyze and
aggressively pursue all cost
reduction opportunities Because
Big Rivers fully allocated produc
tion costs are high relative to
neighboring utilities and there
fore competitors reducing costs
and documenting these reduc
tions is critical in establishing a
strong competitive position

External factors such as

competition among utilities and
among alternative energy forms
has become increasingly intense
as a result of excess capacity and
supply conditions As price dif
ferentials between electricity gas
and oil have narrowed an

increasing number of market seg
ments have become directly com
petitive Deregulation trends in
both the electric and gas indus
tries should further intensify
competition in the future The

Kentucky regulatory environ
ment is also becoming more
demanding Examples of this
include the management audit
program and recent possible
leastcost planning directives that
institute formal rigorous plan
ning and reporting requirements
in addition to requiring equal
consideration of demand and

supply options These changes
will impact strongly on Big
Rivers both positively and nega
tively and will challenge its abili
ty to maintain past performance
levels

menting to improve efficiencies
eight others were to conduct
studies to determine if efficien

cies andor cost savings could be
realized and the remainder were
recommendations to enhance

operations formalize what we
are doing and to expand certain
programs To implement all of
the recommendations SCG esti

mated that Big Rivers will incur a
onetime cost of 14 million and

realize an annual net savings of
approximately 26 million This
includes the estimated installed

cost of 05 million for the per
formance monitors listed in last

years annual report which are
estimated to reduce fuel costs

approximately 10 million per
year

Big Rivers is committed to a
strong conscientious effort to
even further strengthen the cor
poration by expeditiously imple
menting as many of the

recommendations calling for bet
ter documentation and more for

mal processes for improving
planning and efficiencies Rec

ommendations involving work
force management will be care
fully implemented Those rec

ommendations which may be
somewhat different than our

views will be carefully and
intensely studied We are in

agreement with the premise that
the corporation must continually
strive for better management
greater efficiencies and cost sav
ings Big Rivers will earnestly
pursue all avenues to improve its
role as a lowcost power supplier
in western Kentucky

In total the audit resulted in
67 recommendations Eight
were to continue functions which

Big Rivers was already imple
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STATEMENTS OF REVENUES AND EXPENSES

In thousands

Operating revenues note 9

Operating expenses
Operations

Fuel for electric generation
Power purchased and interchanged net
Other

Maintenance

Depreciation and amortization
Taxes

Total operating expenses

Electric operating margins

Interest and other deductions

Interest note 4
Allowance for borrowed funds used

during construction note 2
Other deductions

Total interest and other deductions

Other capital credits and patronage allocations

Operating margins loss

Nonoperating margins loss
Interest earned

Other

Total nonoperating margins

Net margins loss

See accompanying notes to finanical statements

Years ended December 31

1990 1989 1988

331736 389977 399278

118096 104830 121705

40263 35435 39158

46263 41987 41896

27030 24125 23744

44565 44334 49311

4202 4011 3907

280419 254722 279721

51317 135255 119557

97462 101890 103643

240 142 36
683 771 616

97905 102519 104223

19 4

46588 32755 15338

2108 2376 3405
5 2 66

2113 2378 3471

44475 35133 18809

N



STATEMENTS OF EQUITIES
In thousands

Years ended December 31 1990 1989 and 1988

Other equities

Margins for 1989
Operating 32755 32755

Nonoperating

Donated Consumers

2

Patronage allocation

Accumulated Accumulated

52548

capital contributions

143692

Total deficit deficit Patronage and to

46588

equities operating nonoperating capital memberships debt service

Balance at December 31 1990 73882 190280 15968 127921 764 3681

Balance at December 31 1987 83349 105927 23930 42063 764

Margins for 1988
Operating 15338 15338

Nonoperating 3471 3471

Patronage allocation 33310 33310

Balance at December 31 1988 64540 123899 20459 75373 764 3681

Margins for 1989
Operating 32755 32755

Nonoperating 2378 2

Patronage allocation 52548 52548

Balance at Decemer 31 1989 29407 143692 18081 127921 764 3681

Margins for 1990
Operating 46588 46588

Nonoperating 2113 2113

Balance at December 31 1990 73882 190280 15968 127921 764 3681

See accompanying notes to financial statements



BALANCE SHEETS

jn thousands

December 31

Assets

Utility plant net notes 2 4 and 5
Productive capacity under purchased

power contract note 7
Other deposits and investments at cost

Current assets

Cash and temporary cash investments
Receivables note 9

Fuel for electric generation
Nonfuel inventory

Total current assets

Deferred charges note 3 and 5

Equities and Liabilities

Capitalization
Equities
Longterm liabilities notes 4 and 5

REA debt

Other longterm debt

Total longterm liabilities
Less current maturities

Total longterm liabilities
net of current maturities

Total capitalization

Current liabilities

Current maturities of longterm
liabilities notes 4 and 5

Accounts payable
Accrued expenses

Total current liabilities

Deferred revenue note 5
Deferred credits

Commitments and contingencies notes 3 4 5 and 10

See accompanying notes to financial statements

1139570 1170161

27400 27600

5574 5275

10253 28226

30269 36027
74 5R4 5 iSR

79917 104585

14880 14747

1267341 1322368

73882 29407

1 n9 51 1 1 39 h l 0

1282739 1313859
10593 38193

1272146 1275666

1198264 1246259

10593 38193
18605 17637

38207 74141

qP4 1 QFR

1267341 1322368
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STATEMENTS OF CASH FLOWS

In thousands

Years ended December 31

Cash flows from operating activities

Net margins loss
Adjustments to reconcile net margins loss

to cash provided by operating activities
Depreciation and amortization
Amortization of deferred charges
Energy prepayments
Allowance for borrowed funds used

during construction
Change in assets and liabilities

Receivables

Fuel for electric generation
Material and supplies
Accounts payable
Accrued expenses
Other net

Net cash provided by
operating activities

Cash flows From investing activities

Construction expenditures
Refund from vendor relating to

construction expenditures
Deposit on coal contract buyout

Net cash provided by used in
investing activities

Cash flows from financing activities

Principal payments on longterm debt
Proceeds from sale of cooperative

utility trusts
Proceeds from bank loan

Capitalization refinancing expenses

Net cash used in financing
activities

Net increase decrease in cash

and temporary cash investments

Supplemental cash flow information
Cash paid relating to interest expense

44475 35133 18809

45196 44886 49796

2078 2158 2237

28486

240 142 36

5758 1209 15699
774 2001 7373
163 666 185

968 874 10

9302 3170 747

1094 3024 2799

28312 80889 90507

14365 7592 4048

295

1000 2500

15365 9797 4048

54920 99161 370926

319426

24000
3248

30920 99161 54748

105401 102997 105867

See accompanying notes to financial statements

12



NOTES TO FINANCIAL STATEMENTS Dollars thusandsS9
1988

1 Summary of Significant Accounting Policies
a General Information

Big Rivers Electric Corporation Big Rivers a nonprofit
electric generation and transmission cooperative association
supplies the power needs of its four member distribution coop
eratives and markets power to nonmember utilities The mem
bers provide electric power and energy to industrial residential
and commercial customers located in portions of 22 western
Kentucky counties Big Rivers has entered into wholesale power
contracts with each of its members which require the members
to buy and receive from Big Rivers all their power and energy
requirements and Big Rivers to sell and deliver power and ener
gy in satisfaction of such requirements The wholesale power
contracts with the members extend to the year 2023 Rates to

its members are established by the Kentucky Public Service
Commission KPSC and subject to approval by the United
States Department of Agriculture Rural Electrification Adminis
tration REA

b System of Accounts
The accrual basis accounting policies follow the Uniform

System of Accounts prescribed by the Federal Energy Regulato
ry Commission FERC as adopted by REA and KPSC The reg
ulatory agencies retain authority and periodically issue orders
on various accounting and rate making matters

c Revenue Recognition
Revenues are based on monthend meter readings

d Utility Plant and Depreciation
Utility plant is stated at original cost which includes the

cost of contracted services material labor overhead and an
allowance for borrowed funds used during construction
Replacements of depreciable property units except minor
replacements are charged to utility plant Property units
replaced or retired including cost of removal net of any salvage
are charged to accumulated depreciation Routine maintenance
repairs and minor replacement costs are charged to expense as
incurred

Allowance for borrowed funds used during construction is
included on projects with an estimated total cost of 250 or
more before consideration of the allowance The interest capi
talized is determined by applying the effective rate on the REA
Promissory Note to qualifying assets included in construction in
progress Capitalization of interest is discontinued when the
project is completed and the asset is ready for service

Depreciation of utility plant and unclassified plant in ser
vice is provided using the straight line method over the estimat
ed service lives of the depreciable assets Effective January 1
1989 Big Rivers reduced its Production Steam Plant deprecia
tion rate from 35 to 31 percent A change was necessary to
recognize the lower operating capacity factor for Big Rivers gen
erating system following the completion of a new plant This

depreciation rate reduction will return Big Rivers to the recom
mended REA guideline The effect of this change was to
increase net margins 5039 in 1989 Annual rates used to

compute depreciation are as follows

Production plant 3 310

Transmission plant 275

Station equipment 275

General plant 2 20

Unclassified plant
in service 275

e Temporary Cash Investments
Temporary cash investments consist primarily of temporary

investments in US Government and Federal agency securities
which are carried at cost and adjusted for accrued interest
which approximates market

f Inventories

Inventories consisting of nonfuel and fuel for electric gen
eration are valued at weighted average cost

g Patronage Capital
As provided in the bylaws any excess of revenues over the

sum of a operating costs and expenses properly chargeable
against the furnishing of electric energy and b amounts
required to offset operating losses incurred during the current
or any prior fiscal year is capital furnished by the patrons and
credited to a capital account for each patron on a patronage
basis Nonoperating margins are used to offset any accumulated
nonoperating deficits and to the extent not needed for this pur
pose used to offset any operating losses during the current or
any prior fiscal year If after offsetting the nonoperating mar
gins against accumulated nonoperating deficits operating losses
or accumulated deficits there remains a balance this balance is
allocated to patrons on a patronage basis and any amount so
allocated is included as a part of capital credited to the accounts
of patrons Neither operating nor nonoperating losses are allo
cated to the patrons

h Pension and Deferred Compensation Plans
Substantially all employees are covered under trusteed non

contributory and contributory retirement plans Also Big
Rivers has executed deferred compensation agreements with
certain key employees which provide for periodic payments
upon retirement or to beneficiaries in event of death All pen
sion and deferred compensation costs accrued are funded annu
ally Pension expense includes current service costs and
amortization of prior service costs over twentyfive years

13



NOTES TO FINANCIAL STATEMENTS continued

816448

Dollars in thousands

2 Utility Plant

276064 210594

The following summarizes utility plant

1092512 1139610
County of Ohio Kentucky promissory note with variable interest rate of87

1990 1989

Classified plant in service

83300 83300

Production plant 1275582 1272227

Transmission plant 78979 78910

Station equipment 87849 87928

General plant 16360 15628

Intangible 190 190

Unclassified plant in service 3211

Total longterm liabilities

1462171 1454883

Less accumulated depreciation and amortization 331805 288885

1130366 1165998

Construction in progress 9204 4163
1139570 1170161

Construction in progress is comprised of several small projects The average rate used for the capitalization of interest during
construction in 1990 1989 and 1988 was 77 percent

3 Deferred Charges
The following summarizes deferred charges

1990 1989

Unamortized debt expenses 8367 8901
Cravat coal contract amendment 1553 3097
Insurance claim 1215

Deposit on coal contract buyout 3500 2500
Other 245 249

14880 14747

With approval of REA on September 29 1987 and Febru
ary 25 1988 Big Rivers refinanced 250805 and 319426 of
Federal Financing Bank FFB debt with longterm debt at lower
interest rates and incurred refinancing expenses of2937 and
3230 respectively In November 1982 Big Rivers elected to
refinance 90053 of FFB shortterm mortgage notes with long
term notes at lower interest rates As a result of this election a

refinancing expense of 4600 was incurred These expenses
were being amortized over the life of the refinanced debt and

are now being amortized over the term of the REA promissory
note see note 4

On June 1 1984 an agreement with Cravat Coal Company
which reduced their delivered price of coal by approximately
11 per ton was consumated Under the terms of the agree
ment 12500 was paid to Cravat which is being amortized
based on coal deliveries over the remaining life of the contract
and recovered through the fuel adjustment clause as approved
by the KPSC

In 1990 Big Rivers filed a claim with its insurer to recover
certain costs of repairs to a substation Costs incurred in excess
of the policy deductible to repair the substation are being
deferred until settlement of the claim

On July 18 1989 Big Rivers endeavored to enter into an
agreement to buy out a highcost longterm coal supply con
tract Big Rivers has made total refundable deposits of3500
Since this agreement was never closed interest at 10 percent is
accumulating on the outstanding balance and the coal vendor is
repaying Big Rivers at the rate of 1 per ton of coal shipped

4 Longterm Liabilities

A summary of longterm liabilities follows 1990 1989

Promissory note REA836 816448 929016
Unamortized premium 276064 210594

1092512 1139610
County of Ohio Kentucky promissory note with variable interest rate of87

as of 123190 83300 83300
County of Ohio Kentucky promissory note with variable interest rate of87

as of 123190 58800 58800

Obligation under purchased power contract see note 7 27400 27600
Bank of New York Bank Loan 80 8577
Manufacturers Hanover Trust Co Bank Loan80 12150

Other sundry borrowings 4549
Total longterm liabilities 1282739 1313859

Less current maturities 10593 38193

1272146 1275666
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NOTES TO FINANCIAL STATEMENTS continued it

Debt Restructuring Agreement

Prior to 1987 Big Rivers incurred difficulty in obtaining
rate increases from the KPSC As a result Big Rivers defaulted
on principal and interest payments due REA for REA insured
loans and the due FFB and National Bank for Cooperatives
CoBank for REA guaranteed loans A working committee of
representatives from Big Rivers the Justice Department REA
Manufacturers Hanover Trust Company and Bank of New
York formerly Irving Trust Company was formed to find a
mutually acceptable way of resolving the financial situation On
August 28 1987 Big Rivers and its creditors agreed in principle
to accept a modified debt restructuring plan incorporating cer
tain recommendations of the KPSC

On March 30 1988 the Debt Restructuring Agreement
dated as of August 31 1987 was signed The Debt Restructur
ing Agreement provides for amendments to the debt payments
for all REA debt and County of Ohio Kentucky promissory
notes In addition the Debt Restructuring Agreement provided
for the funding of the 8 Bank of New York and Manufacturers

Hanover Trust Co Bank loans upon Big Rivers meeting certain
conditions

All revenues and substantially all assets of Big Rivers are
pledged as collateral under a Restated Mortgage and Security
Agreement dated as of March 30 1988 which was executed as
part of the Debt Restructuring Agreement

The impact of the Debt Restructuring Agreement has been
accounted for as a troubled debt restructuring involving a modi
fication of terms Accordingly Big Rivers has accounted for the
effects of the restructuring prospectively and has not changed
the carrying amount of the debt

Following are descriptions of the components of debt
which are covered by the Debt Restructuring Agreement and the
aggregate maturities under the amended Debt Restructuring
Agreement for each of the five years subsequent to December
31 1990

any REA debt any amounts in excess of the obligation on the
REA Promissory Note

The Debt Restructuring Agreement establishes a minimum
level of debt service payments while requiring additional debt
service payments depending on the available monthly cash flow
as defined by the Debt Restructuring Agreement Big Rivers
may retain for working capital needs a monthend cash balance
of 10000 The minimum level of future debt service pay
ments under the agreement are

Years Amount

1991 116000
1992 122000
1993 127000
1994 134000
1995 140000
1996 144000
1997 147000

1998 1999 2000 2001

2002 2003 150000
2004 146000
2005 112000
2006 103000
2007 103000
2008 2009 102000

2010 2011 101000
2012 104000
2013 88000
2014 78000
2015 74000
2016 56000
2017 29000
2018 10000

Promissory Note REA

The Debt Restructuring Agreement provides for a reverse
amortization repayment schedule payments will be applied to
principal in a reverse manner as provided by a conventional
loan amortization schedule at an interest rate of 836 percent
for the REA Promissory Note which includes all debts of Big
Rivers which are guaranteed or insured by REA REA Debt
For financial statement purposes interest expense is being com
puted on a conventional amortization method rather than the
reverse amortization method per the Debt Restructuring Agree
ment The resulting difference is reflected as unamortized pre
mium and will be adjusted throughout the term of the REA
Promissory Note The effective interest rate for 1990 and 1989
on the REA Promissory Note was 77 and 76 percent respec
tively In return for Big Rivers making all payments on the REA
Promissory Note the REA will make all payments required on
the FFB Guarantees and the CoBank Guarantees on a timely
basis and will not seek to collect from Big Rivers with respect to

In connection with the settlement agreement described in
note 5 the Debt Restructuring Agreement was amended as of
January 1 1990 The amendment provided that if the variable
rates to the aluminum smelters specified in the Settlement
Agreement described in note 5 in effect on April 1 1990 and
remain continuously in effect and unmodified through August
31 1997 and if during this period the REA Debt never exceeds
by more than 18 million what the REA Debt would be if only
the above scheduled annual amounts had been paid than no
Event of Default shall be deemed to have occurred through
December 31 1997 If the REA Debt exceeds 443000 on Jan
uary 1 1998 then the schedule shall then be amended begin
ning with 2004 and continuing to each immediately successive
year such that the amount for any year shall not exceed
150000 and such that the scheduled annual amounts in and

after 1998 if paid in equal monthly installments for each year
will yield a figure that equals the REA Debt as of January 1
1998
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NOTES TO FINANCIAL STATEMENTS continued Dollars in thousands

Other LongTerm Debt

On June 30 1983 the County of Ohio Kentucky issued
58800 of Pollution Control Demand Bonds Series 1983 the

proceeds of which were loaned to Big Rivers Prior to January
10 1989 the weekly interest rate was a Selected Percentage
not to exceed 110 percent of the coupon equivalent 13 week
US Treasury Bills Subsequent to January 10 1989 these
bonds will bear a variable rate of interest determined weekly by
the Remarketing Agent with the approval of Big Rivers equal to
the minimum rate necessary to remarket the bonds in a sec
ondary market at par plus accrued interest but not to exceed
110 percent of an index based upon the weekly sales of 91 day
U S Treasury Bills These bonds are supported by a Bank of
New York irrevocable standby letter of credit which is due to
expire July 15 1991 and is subject to renewal The bonds are
subject to mandatory redemption upon expiration of the sup
porting letter of credit and any renewal thereof In absence of

notification by Bank of New York to renew the letter of credit
Big Rivers will draw down sufficient funds under the letter of
credit to redeem the bonds Draws against the letter of credit
would bear interest at prime plus two percent and become Bank
Amounts as defined and covered by the Debt Restructuring
Agreement The Bank amounts would be repayable under the
same terms and conditions as the redeemed bonds While these

bonds are not dated to mature until June 1 2013 pursuant to
the Restructuring Agreement Big Rivers is obligated to fully
fund these bonds or Bank Amounts by January 31 2010

In November of 1982 the County of Ohio Kentucky
issued 82500 of Pollution Control Interim Bonds Series 1982

the proceeds of which were loaned to Big Rivers On October

31 1985 the County of Ohio Kentucky issued Pollution Con
trol Refunding Demand Bonds Series 1985 the proceeds of
which were used to refinance the 1982 Interim Bonds The

Refunding Bonds bear interest at a variable rate which is the
lesser of a 13 percent per annum or b a rate determined
weekly by the Remarketing Agent with the approval of Big
Rivers equal to the minimum rate necessary to remarket the
bonds in a secondary market at par plus accrued interest but
not less than 40 percent or greater than 110 percent of an index
based upon the weekly sales of 91 day U S Treasury Bills
These bonds are supported by a Manufacturers Hanover Trust
Company irrevocable standby letter of credit which is due to
expire July 15 1991 and is subject to renewal The bonds are
subject to mandatory purchase upon expiration of the support
ing letter of credit and any renewal thereof In absence of notifi
cation by Manufacturers Hanover Trust Company to renew the
letter of credit Big Rivers will draw down sufficient funds under
the letter of credit to purchase the bonds Draws against the let
ter of credit would bear interest at prime plus two percent and
become Bank Amounts as defined and covered by the Debt
Restructuring Agreement The Bank Amounts would be

repayable under the same terms and conditions as the redeemed
bonds While these bonds are not dated to mature until Octo

ber 1 2015 pursuant to the Debt Restructuring Agreement Big
Rivers is obligated to fully fund these bonds or Bank Amounts
by January 31 2010

Bank Loans

As provided by the Debt Restructuring Agreement the
occurrence of the Settlement Agreement described in note 5
caused Big Rivers to receive the funding of the bank loans from
Bank of New York and Manufacturers Hanover Trust Company
These loans bear interest at 8 percent and are repayable in equal
quarterly principal installments

Debt Maturities

As described above the amended Debt Restructuring
Agreement provides that Big Rivers will not be in default if at
December 31 1997 it maintains a certain level of debt service

payment

At December 31 1990 Big Rivers had paid total debt ser
vice of 495661 as opposed to the scheduled minimum debt
service level of 315554 This 180107 excess debt service

payment can be used to offset future payments under the sched
ule

Based on the overpayments to date and the amount
required to be paid through December 31 1997 Big Rivers has
calculated the required annual amounts of payments on a
straight line basis to avoid an event of default through Decem
ber 31 1997 Under this calculation the maturities of long
term debt for each of the five years subsequent to December 31
1990 are estimated to be as follows
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Promissory Other
Year No Debt Total

1991 2629 7964 10593
1992 7864 6664 14528
1993 8491 6664 15155
1994 9169 6564 15733
1995 9900 5473 15373
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NOTES TO FINANCIAL STATEMENTS continued Dollars in thousands

5 Rate Matters

On August 10 1987 the KPSC approved a rate request by
Big Rivers Rate Case 9885 which became effective September
1 1987 The rate request included an increase in the demand
charge of 125 per kW change to a ratchet billing for demand
where current rates are determined based on the highest
metered demand in the past twelve months and a variable rate
to major customers of Big Rivers members NationalSouthwire
Aluminum Company and Alcan Aluminum Corporation the
aluminum smelters see note 9 which will be effective for a

tenyear period The rates in the rate request were designed to
recover Big Rivers cost of providing service The rates have

been determined based on cost of service less specified levels of
intersystem sales to nonmembers of approximately 200
megawatts The variable rate for the aluminum smelters will

fluctuate based on the price of aluminum within a defined mini
mum 181 mills per kWh and maximum 44 mills per kWh

The aluminum smelters and Big Rivers filed appeals regard
ing the KPSCs decision on rates with the Franklin Circuit
Court On August 19 1988 the Franklin Circuit Court
affirmed the decision of the KPSC in Rate Case 9885 The case

was appealed to the Kentucky Court of Appeals by the alu
minum smelters On January 26 1990 the Kentucky Court of
Appeals affirmed the decision of the Franklin Circuit Court

As required in KPSC Rate Case 9885 Big Rivers filed a sub
sequent rate request proposal on June 30 1988 in Rate Case
10265 A rate increase of130 per kW in the demand rate was
requested The KPSC approved the request which increased
the demand rate to 880 per kW on December 21 1988 to be
effective January 1 1989 The aluminum smelters filed appeals
in the Franklin Circuit Court regarding the KPSCsdecision

On February 27 1990 Big Rivers the aluminum smelters
and Big Rivers creditors reached an agreement which eliminat
ed the 1990 review of the variable aluminum tariff resolved the
present aluminum smelter complaint before the KPSC and dis
missed all pending KPSC appeals The KPSC approved the Set
tlement Agreement on March 23 1990 to be effective
retroactively to January 1 1990

The Settlement Agreement preserves the variable aluminum
smelter rate as the method of calculating the cash payments to
be made by the smelters to Big Rivers The Settlement Agree
ment however fixes the revenue to be recognized by Big Rivers
at 291285 mills per kWh through August 1997 Accordingly
any payments in excess or under the 291285 mills per kWh
brought about by the variable aluminum smelter rate will be
recorded as either deferred revenue or a receivable by Big
Rivers In 1990 the variable aluminum smelter rate resulted in

Big Rivers receiving 28486 more than recognizable revenue
based on the 291285 mills per kWh This amount is recorded
as deferred revenue This settlement was brought about in part
by the high aluminum prices in 1989 and 1988 which caused
the smelters to pay at or near the maximum rate of 44 mills per
kWh

Range Actual

Minimum Maximum Revenue

1990 98731 240008 189317
1989 103034 250468 249489
1988 100135 243422 243422

While Big Rivers expects to maintain positive cash flow the
agreed upon rate of 291285 mills per kWh will cause Big Rivers
to sustain negative net margins in the next few years if addition
al intersystem sales to nonmembers are not achieved In addi

tion the settlement modified certain default provisions under
the Debt Restructuring Agreement to afford greater flexibility to
Big Rivers from default in its debt payments

As previously discussed Big Rivers was ordered in KPSC
Rate Case 9885 to file by July 1 1990 the third and final rate
request Thus Big Rivers on June 29 1990 filed a rate request
proposal in Rate Case 90128 A rate increase of135 per kW
in its demand rate was requested The KPSC approved the
request which increased the demand rate to 1015 per kW on
December 21 1990 to be effective January 1 1991 This rate

order and the prior two rate orders effective September 1 1987
and January 1 1989 are now final and no longer subject to
appeal

Intersystem power sales to nonmembers is a component of
full cost recovery under Big Rivers rate design During 1989 a
threeyear 200 MW firm power purchase agreement effective
August 1989 was reached with Oglethorpe Power Corporation
Oglethorpe Power Oglethorpe Power is a joint owner of the
Georgia Integrated Transmission System which interconnects
with the transmission system of the Tennessee Valley Authority
TVA On December 17 1990 a second longterm contract
was signed with Oglethorpe Power for the sale of 100 MW of
firm power for ten years beginning in August 1992 This con
tract is subject to approval by the REA KPSC and completion
of a wheeling contract

In December 1989 the area served by Big Rivers members
experienced extremely cold temperatures resulting in windchill
readings 45 to 50 degrees below zero in consequence of which
Big Rivers experienced an alltime peak demand of 1 177 MW
Big Rivers filed an application with the KPSC requesting author
ity to exclude this demand level in the ratchet billing for the
non industrial customers The requested deviation from the
current billing tariff was done to eliminate the adverse impact of
the December weatherrelated demand peak The KPSC autho
rized this adjustment on February 1 1990
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NOTES TO FINANCIAL STATEMENTS continued
Dollars in thousands

6 Income Taxes

Big Rivers was initially formed as a tax exempt cooperative
organization under Section 501c12 of the Internal Revenue
Code To retain tax exempt status under this code provision at
least 85 percent of the organizationsincome must be generated
from sales to the cooperativesmembers In 1983 sales to non
members resulted in Big Rivers being unable to meet the 85
percent requirement In a letter dated March 23 1984 the
Internal Revenue Service notified Big Rivers that effective for
1983 and subsequent years it would be considered a taxable
organization until such year that sales to members would satisfy
the 85 percent requirement and Big Rivers formally reapplies
for tax exempt status

Big Rivers has generated losses for both accounting and
income tax purposes Thus there is no provision for current or
deferred income tax expense The following analysis summa
rizes the net operating loss carryforwards

These carryforwards may be utilized to offset taxable income
for the period of fifteen years from the year of origination The
difference between accounting and tax losses is primarily due to
accelerated depreciation methods being utilized for income tax
purposes

Statement of Financial Accounting Standards SFAS No
96 Accounting for Income Taxes was issued by the Financial
Accounting Standards Board in December 1987 SFAS 96

requires a change from the deferred method to the asset and lia
bility method of accounting for income taxes This statement

must be adopted in 1992 The impact of adopting this state
ment has not been determined

Net operating loss
carryforward

7 Purchased Power
Big Rivers under contracts with the City of Henderson

Kentucky City operates the Cityowned 315 megawatt gener
ating station Station Two and agrees to purchase an allocated
portion of the output Big Rivers portion of Station Two capac
ity is currently 84 percent which is expected to decrease to 82
percent by 1994 The contracts expire in 2003

Under the terms of the contracts with the City Big Rivers
has agreed to pay a proportionate share of the monthly fixed
costs of Station Two excluding depreciation based on its allo
cated portion of the capacity of Station Two The monthly fixed
costs include debt service payments necessary to retire the prin
cipal and to pay interest on the Citys bonds issued to finance
the construction of Station Two Big Rivers has recorded as a
liability the portion of the principal payments it is obligated to
pay as fixed costs under the contract based on estimates of its
allocated portion of Station Two capacity and has recorded as
an asset a like amount for the right to purchase its allocated

portion of the output The fixed costs are payable to the City
whether or not Station Two is operational or the operation
thereof is interrupted suspended or interfered with in whole or
in part for any cause The cost of power purchased under the
contract for 1990 1989 and 1988 was 33043 29600 and
33993 respectively Such costs are accounted for as power

purchased
During 1989 a review of the projected capacity allocation

showed that Big Rivers portion of Station Two capacity would
be approximately 79 percent when the contracts expire in 2003
Therefore Big Rivers increased the amounts recorded on the
balance sheet related to Station Two by3800 The revision of
such amounts in the balance sheet has no effect on net margins
since no changes have been made to date in the manner in
which the payments made to the City are recovered in the rate
making process
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Year income

of Accounting tax

origination purposes purpo

1983 10750 9460

1984 9340 87500

1985 9640 160180

1986 123650 154790

1987 88680 94600

1988 14490 14440

1989 20000 54760

1990 44400 80000

7 Purchased Power
Big Rivers under contracts with the City of Henderson

Kentucky City operates the Cityowned 315 megawatt gener
ating station Station Two and agrees to purchase an allocated
portion of the output Big Rivers portion of Station Two capac
ity is currently 84 percent which is expected to decrease to 82
percent by 1994 The contracts expire in 2003

Under the terms of the contracts with the City Big Rivers
has agreed to pay a proportionate share of the monthly fixed
costs of Station Two excluding depreciation based on its allo
cated portion of the capacity of Station Two The monthly fixed
costs include debt service payments necessary to retire the prin
cipal and to pay interest on the Citys bonds issued to finance
the construction of Station Two Big Rivers has recorded as a
liability the portion of the principal payments it is obligated to
pay as fixed costs under the contract based on estimates of its
allocated portion of Station Two capacity and has recorded as
an asset a like amount for the right to purchase its allocated

portion of the output The fixed costs are payable to the City
whether or not Station Two is operational or the operation
thereof is interrupted suspended or interfered with in whole or
in part for any cause The cost of power purchased under the
contract for 1990 1989 and 1988 was 33043 29600 and
33993 respectively Such costs are accounted for as power

purchased
During 1989 a review of the projected capacity allocation

showed that Big Rivers portion of Station Two capacity would
be approximately 79 percent when the contracts expire in 2003
Therefore Big Rivers increased the amounts recorded on the
balance sheet related to Station Two by3800 The revision of
such amounts in the balance sheet has no effect on net margins
since no changes have been made to date in the manner in
which the payments made to the City are recovered in the rate
making process
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NOTES TO FINANCIAL STATEMENTS continued Dollars in thousands

8 Pension and Deferred Compensation Plans
Big Rivers has defined benefit pension plans covering sub

stantially all employees who meet minimum age and service
requirements The plans provide benefits based on the partici
pants years of service and compensation or stated amounts for
each year of service Big Rivers policy is to fund such plans in
accordance with the requirements of the Employee Retirement

Income Security Act of 1974 Big Rivers has adopted the provi
sions of Statement of Financial Accounting Standards SFAS
No 87 Employers Accounting for Pensions

The following table sets forth the funded status of the pen
sion plans and amount recognized on the balance sheet at
December 31

1990 1989 1988

Actuarial present value of benefit obligation
Accumulated benefit obligation including vested benefits
of 84817075 and5206 8513 7113 5266

Projected benefit obligation for services rendered todate 11614 9546 6794

Plan assets at fair value primarily listed stocks and US Treasury
Bonds 12422 11157 10097

Plan assets in excess of projected benefit obligation 808 1611 3303

Unrecognized net transition assets 2422 2642 2859
Unrecognized prior service cost 959 1056 0

Unrecognized net loss gain 517 1155 910

Unfunded accrued pension cost 1172 1130 466

Net pension costs included the following incomeexpense
components

Service costbenefits earned during the year 1047 946 725

Interest cost on projected benefit obligation 835 421 482

Actual return on plan assets 1265 1059 661
Amortization of transition assets 220 220 220
Amortization of prior service cost 96 96 0

Amortization and deferral of net loss gain 321 480 171

Net periodic pension costs 814 664 155

Assumptions used to develop the projected benefit obligation were

Discount rates 85 85 85

Rates of increase in compensation levels 40 40 40

Expected longterm rate of return on assets 85 85 85

Total expense related to the pension and deferred compensation plans was 973 1382 and 805 in 1990 1989 and 1988
respectively
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NOTES TO FINANCIAL STATEMENTS continued
Dollars in thousands

9 Revenues and Major Customers
Operating revenues were as follows

Members

Green River Electric Corporation
HendersonUnion Rural Electric

Cooperative Corporation
Jackson Purchase Electric

Cooperative Corporation
Meade County Rural Electric

Cooperative Corporation

Nonmembers

Other Revenue

131411 173839 171364

104908 146449 136434

20488 20166 17659

10778 10755 9543

64083 38668 64177

68 100 101

IVl 76 389977 399278

National Southwire Aluminum Company and Alcan Alu
minum Corporation the aluminum smelters purchase substan
tial amounts of electric energy under contracts with members
expiring in 2010 Sales to members for these two customers

Green River Electric Corporation for National Southwire Alu
minum Company and HendersonUnion Rural Electric Corpo
ration for Alcan Aluminum Corporation were as follows

Year Green River HendersonUnion Combined

1990 88624 83980 172604

1989 133124 126214 259338

1988 133598 119338 252936

Nonmember sales in 1990 to Oglethorpe accounted for
112 percent of operating revenues and in 1988 nonmember
sales to TVA were 116 percent of operating revenues

Big Rivers agrees to indemnify its member cooperatives by
performing their power supply agreements with certain indus
trial custmers and accepting only such payment therefore as
each member receives from its customers

Receivables from members at December 31 1990 1989
and 1988 were 23839 29081 and 29610 respectively

10 Contingencies
As of December 31 1990 a suit filed by a former coal During 1990 Congress passed amendments to the Clean

supplier in the amount of 181 million was pending as were a Air Act The effect on Big Rivers complying with this Act has

number of other legal actions and claims involving Big Rivers not been determined

either as defendant or plaintiff Management believes that the
outcome of these legal actions and claims will not have a materi
al effect on Big Rivers financial position or results of operations
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COMPARATIVE STATISTICAL ANALYSIS

1990 1989 1988 1987

Operating Revenues 331736393 389976759 399277507 300084362

Expenses
Operation and Maintenance 191389914 170941916 187344006 169931331

Purchased Power and

Interchanged Net 40263144 35434879 39158896 39146440

Depreciation and Amortization 44564475 44333598 49310860 53555259

Taxes 4201594 4011142 3906621 3817850

Interest 97222523 101748177 103607079 124351304

Other 682585 771342 616025 597798

Total 378324235 357241054 383943487 391399982

Operating Margins Loss 46587842 32735705 15334020 91315620

Nonoperating Margins Loss 2113304 2397614 3 2684774

Net Margins Loss 44474538 35133319 18809019 88630846

Utility Plant at Cost 1462170906 1454882990 1451937802 1448581890

Construction Work in Progress 9204400 4162708 1226596 1448505

Total Electric Plant 1471375306 1459045698 1453164398 1450030395

Less Accumulated Depreciation 331805315 288884804 245556080 196710029

Utility Plant Net 1139569991 1170160894 1207608318 1253320366

Total Assets 1267340928 1322367888 1386197045 1421349400

System Peak Demand MW 1174 1177 1157 990

Net Generating Capacity Owned MW 1459 1459 1459 1459

Net HMPLCapacity Purchased MW 264 264 264 270

Other Purchased Capacity MW 178 178 178 178

Sales to Members MWh 819146 807276 781461 627132

Sales to Non Members MWh 259286 150096 318851 399308

Generated MWh 901066 804711 927021 832180

Purchased HMPLEnergy MWh 166890 138866 171620 193261

Other Purchased Energy MWh 33714 31414 26204 28469

System Load Factor 819 800 776 755

Permanent Employees at YearEnd 868 857 855 856

Average Cost of Coal Used
Price Per Ton 2873 2782 2805 2748

VMM BTU 1292 1265 1257 1243
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TEN YEAR SUMMARY

1986 1985 1984 1983 1982 1981

227664219 236023720 258019579 258276967 232716033 240476418

130991511 133779910 143358327 136539322 124675180 120266830

38214277 39792228 47494014 55494464 46342616 58848412
18798750 17788717 18533362 17782446 17548448 17073065
2515787 2353021 2269307 2202576 1970317 1817332
51520808 39645856 39747343 38198269 40467426 37092495

235101 195269 150834 136778 149400 92954

242276234 233555001 251553187 250353855 231153387 235191088

14612015 2468719 6466392 7923112 1562646 5285330
26613024 1050605 1726877 994948 1968247 1677561

41225039 3519324 4739515 8918060 3530893 6962891

1452144009 539998444 533597067 531772691 495105598 483371934
2080925 833505325 745589266 653519304 451265803 173576481

1454224934 1373503769 1279186333 1185291995 946371401 656948415
143479823 124841130 106923761 91374775 74720991 58643004

1310745111 1248662639 1172262572 1093917220 871650410 598305411

1438564861 1409490616 1332830420 1225799340 1029256522 708233625

993 1042 1027 952 947 956

1448 1039 1039 1039 1039 816
271 271 268 270 253 253
178 178 190 140 140 140

621179 690867 739075 671942 642088 748278
330368 329011 207596 209882 110637 145527

660970 644745 687637 647414 584811 616423
163187 177965 188222 172484 112718 182287
33638 29198 66672 79065 68121 109702

741 781 841 784 748 871

863 827 835 794 680 667

2783 3025 2991 3038 3068 2826
1276 1377 1356 1384 1433 1329
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FINANCIAL HIGHLIGHTS
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Big Rivers Electric Corporation
located in Henderson Kentucky is a
generation and transmission coopera
tive and is owned by the members it
serves Its purpose is to provide
reliable wholesale electric service

on a not for profit basis to its four
member distribution cooperatives
These cooperatives owned by their
80625 consumer members distribute
electricity at retail within 22 counties
of western Kentucky on a notfor
profit basis

Dollars in thousands

Increase Increase

1989 1988 Decrease Decrease

Operating Revenues 389977 399 9301 23
Operating Expenses 254722 279 24999 89
Net Margins 35133 1809 16 868

Accumulated Margins Equity 29407 64540 35
Capital Expenditures 7 4048 3 875

Cost of Fuel Used 104 121705 16875 139

System Peak Demand Megawatts 1 1 20 17

Energy Sold to Members
Megawatthours 8 7814607 258 33

Revenue per kWh Sold Mills 4072 3628 444 122
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PRESIDENTSAND GENERAL MANAGERSREPORT

The decade of the 80s was

extremely turbulent and frus

trating for Big Rivers Electric
Corporation It began with great

promise for growth and con
struction of the DB Wilson

Plant was started in 1980

By 1982 the economy had
turned downward aluminum

prices dropped significantly and
by 1984 Big Rivers faced finan
cial difficulties During the en
suing years the corporation was

embroiled in Kentucky Public
Service Commission KPSC
hearings lawsuits threatened

foreclosure by the Rural Electri

fication Administration REA
and negotiations to resolve its

financial problems However

these trying times resulted in a
complete restructuring of debt
and a workout plan which

promises a stable progressive
future

Closing out this turbulent
decade 1989 can best be de

scribed as a record year which
provided increased momentum
in regaining our financial

strength and stability Records

and accomplishments were

A new system peak demand

of 1177 megawatts MW
was recorded on Decem

ber 22 breaking the pre
vious high of 1157 MW es

tablished on August 18
1988

For the first year ever each

monthly system peak de
mand was in excess of

1000 MW

The highest member energy
requirement in a 24hour

period was also recorded on

December 22 with 27310

megawatthours MWh for

an average system hourly
demand of 1138 MW

Energy sales to members
totalled8072761464 kilo

watthours kWh which
was 258154390 kWh
greater than the previous

high of7814607074

Margins for the year were

35133319 the largest
ever which reduced our de

ficit equity to 29406971

Payments totaling
202159245 were made
for debt service the most
ever paid in one year

186484389 was paid on
our total government debt

reducing the principal

amount of outstanding debt
due REA to 929015682

15674856 was paid on
pollution control bonds and
other debt

Two intersystem power

sales contracts of 200 MW

each were executed The

first a 3year contract
with Oglethorpe Power Cor

poration of Tucker Geor
gia is their first firm power

agreement with a utility

other than Georgia Power

Company The second a

21year contract with In

dianapolis Power Light

Company IPL was exe

cuted in September IPL

will begin purchasing 100

MW on January 1 1991
and the second 100 MW on

January 1 1993 Indiana

Utility Regulatory Com

mission approval is pending
For 1990 a reservation

charge will be paid by
IPL in return for Big Rivers
guarantee to make the ca

pacity available beginning
in 1991

Valley Grain Products Inc
a new industrial customer

1

Morton Henshaw William H Thorpe



of Henderson Union Rural

Electric Cooperative Cor
poration Henderson
Union became the first
company to receive service

under a KPSC approved eco
nomic development rate

Southwire Company of Car
rollton Georgia a member
of Green River Electric Cor

poration Green River Elec

tric doubled production at

its Hancock County Ken
tucky rod and cable mill
and became the second

industrial customer qualify
ing for this new rate

These new milestones in our

continuing operations were grati

fying but of even more impor
tance is the settlement of dis

putes with our members two

largest companies the aluminum
smelters

On February 27 1990 Big
Rivers Henderson Union Green
River Electric Alcan Aluminum

Alean and National Southwire

Aluminum NSA asked the

KPSC for prompt approval of a
settlement which assures Big
Rivers the same revenue level as

contemplated in the Debt Re

structuring Agreement with our
creditors and assures the via

bility of the smelters when

aluminum prices are low

The variable rate fluctu

ates with the market price of
aluminum will remain in effect

however through a balancing ac
count the settlement results

in Big Rivers receiving an average
of 291285 mills per kWh from
January 1 1990 through
August 31 1997 This rate is

subject to fuel cost adjustments
changes in law or regulations

including acid rain and taxes
and the load factor at which

the smelters operate

If approved the settlement
eliminates the 1990 review of

the variable aluminum tariff

resolves the present NSA com
plaint before the KPSC dis

misses all pending KPSC appeals
as well as litigation in the

Kentucky courts regarding the
first two rate increases and the

Debt Restructuring Agreement
The parties have agreed to not

initiate new litigation or com

plaints pertaining to the variable
aluminum rate during the term
of the rate August 1997 or
oppose Big Rivers third rate
increase which will be filed with

the KPSC by July 1 1990 to be
effective January 1 1991 If

approved this will increase the

demand charge from 880 per
KW per month to 1015 In

addition the settlement pro
visions under the Debt Re

structuring Agreement were

modified giving Big Rivers
more flexibility in meeting its
debt service obligations

A management audit of the

Corporation as required by Ken
tucky law for the states largest

utilities began in October Big
Rivers is the last corporation

of this group to be scrutinized
All interviews have been com

pleted and all requested docu
ments have been furnished to

the auditing group The audit
is scheduled to be complete
with recommendations by mid
April 1990

The details in the remainder

of this report we believe indi
cate that Big Rivers is now on a

firm footing and is well posi
tioned to meet the challenges of
the future

Big Rivers management and

Board of Directors sincerely ap
preciate the dedication and per
severance of our employees
during the past ten years and

we look forward to working
together during the promising
years ahead

Morton Henshaw

President Board of Directors

e

William H Thorpe

General Manager



A Record Year

Finance

Operating revenues were
389976759 which was a de

crease of9300745 from last

year resulting primarily from a
reduction in sales to the Ten

nessee Valley Authority TVA
due to restart of some of their

nuclear units During 1989
intersystem sales were

38667981 compared to

64176995 during 1988 How
ever revenues from members in

creased by 16209050 to

351208585 largely due to the
increased revenues from the

aluminum smelters and an
increase in rates for non smelter

consumers on January 1 1989

During the year both smelters

operated at full rapacity using
234333016 kWh more than in

1988 Nonsmelter energy sales

reached an alltime high of
2210746492 kWh With the

107 percent rate increase on
non smelter load revenues were

91869993 for this segment of
our business

The cost of fuel burned was

down 146 percent to

122897982 primarily re

flecting the reduction in inter
system sales

During the year a change
was made in the rate of de

preciation for our production

facilities from 35 percent to the
REA recommended rate of 31

percent This change recognizes

a reduction in the capacity
factor at which our generating
facilities operate following com
pletion of the Wilson Plant

Interest recorded on long
term debt was 101724933

down1706341 from last year
During the year Big Rivers

reduced its longterm debt by
99161516 through the appli
cation of positive cash flow
Our average cost of debt is

768 percent per annum In

terest recorded for the year

reflects the amount of expense
applicable on a conventional

loan basis and in accordance

with generally accepted accounting
principles Under the Debt

Restructuring Agreement debt
service payments to REA are dis
counted at an annual rate of

836 percent commencing Sep
tember 1 1987 Debt service

payments made in the earlier

years are largely credited to

principal while payments made

in the later years of the debt

instrument are mostly payments
of interest The difference of

accrued and paid interest

appears in our longterm debt

obligations

Margins were 35133319

up16324300 or 868 percent

from last year On September 1
1987 the KPSC ordered Big
Rivers to charge the aluminum
smelters a variable rate for a

ten year period which is tied to

the published price of primary
aluminum This variable rate has

a floor of 181 mills per kWh
when aluminum prices fall to

and below 44625 cents per
pound and a cap of 440 mills

when prices are greater than

79143 cents per pound During

CASH FLOW 1989
in millions of dollars
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1989 the smelters paid an
average of 4368 mills per
kWh excluding any fuel adjust
ments Big Rivers settlement

with the smelters pending ap
proval of the KPSC in the
remaining seven years and eight
months of the variable rate

period will levelize its revenues
from the smelters at 291285

mills per kWh

PRINCIPAL

FUEL

OPERATIONS MAINTENANCE
S87

20

108 El INTEREST
25

168 CAPITAL
86

OTHER

Total S4273
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Fuels

Big Rivers plants burned
442 million tons of coal in gen

erating electricity an average of
12103 tons per day This com

pares with 513 million total

tons 14013 tons per day
burned in 1988

The average cost was 2782
per ton equivalent to 1265

centsper million British Thermal
Units BTU This compares

with 2805 per ton 1257
cents per million BTU last year

A former coal supplier was
awarded 2582177 in arbi

tration of a contract dispute

over the amount of price in
crease for compliance with the

requirements of the Surface

Mining Control and Reclama
tion Act This cost is included

in the December 1989 coal in

ventory figures It will be

charged to operations as coal is
burned and accounted for

through the average inventory
method beginning with the De
cember 1989 burn

Negotiations were com

pleted for the buyout of a rela
tively highcost longterm con

tract dependent upon Big Rivers
finalizing negotiations for a re
placement contract and secur
ing the financing A substan

tial reduction is expected in

Big Rivers average fuel cost

during the remaining term of the
original contract which extends
through year 2004

A new contract was exe

cuted with a coal supplier to

replace one that expired at the
end of 1989 The new contract

is at a lower cost and the price
was reduced for another cont

tract with that supplier expiring
during 1990 The new contract

will also provide a supply of
lowcost lower sulfur coal for

the Coleman Plant if lower

sulfur coal is required for the

plant prior to 2001 as a result

of acid rain legislation

A Record Year

Cost of Coal Burned
in Millions of Dollars

Includes Cost of HMPL Station Two
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Fuel cost savings are passed

directly to the consumer

through the fuel adjustment
clause lowering the cost of
power to our consumers and
making Big Rivers more com

petitive
Western Kentucky high

sulfur coal is burned in the

Green and Wilson plants 50 per
cent of our capacity which are
equipped with fluegas desulfuri
zation scrubbers Lower sulfur

compliance coal from southern
Indiana and western Kentucky
is burned at the older Coleman

Reid and Henderson Station
Two units which do not have

scrubbers About threefourths

of Big Rivers coal requirements

ud iInl iii i ii d I IIJi
p III

I I

are supplied from mines in the
service areas of the Corpora
tions member cooperatives

Production

Big Rivers continued to con

centrate on improving its effi

ciency and reducing the cost of

producing electricity Heat rate
improvements have been made

for the fifth consecutive year
The table below illustrates the

improvements made from 1985

through 1989 a total reduction

of 291 BTU per kWh generated
Based upon 1989 fuel costs
this translates into an annual

savings of4200000 for con
sumers

Electronic data acquisition
and real time performance moni

toring packages will be installed

over the next three years at the
Coleman and Green Plants with
a projected further heat rate

improvement of onehalf to

SYSTEM GENERATION AND HEAT RATES

MEGAWATT HOURS x 1000 BTUi KVVH
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three percent producing annual
savings from 750000 to as
much as 43 million The

4

1985 1986 1987 1988 1989

NET GENERATION 0 SYSTEM HEAT RATE



PERCENTAGE
92

90

88

86

84

82

80

R1

PERCENTAGE

95

90

85

80

75

70

65

R1

PERCENTAGE

80

70

60

50

40

30

R1

A Record Year

Wilson Plant was equipped with
these systems when it was con

structed and they have proven
to be very beneficial in cost

control and generation opti
mization

Big Rivers generating units

AVAILABILITY FACTOR

exceeded national five year av
erages for similar sized units

availability gross capacity fac
tor and output factor as shown

in the following charts The na
tional statistics used in these

charts were taken from reports
issued by the North American

Electric Reliability Council
Unit forced outage rates

with the exception of Coleman
Unit No 3 are also lower than
the national averages for similar
units

PERCENTAGE
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000

FORCED OUTAGE RATE
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0 NERCGADS AVERAGE BIG RIVERS

Major repairs and modifica

tions during the year included

the replacement of stack and
scrubber liners at the Green

Plant installation of additional
sootblowers to the boiler on

Green Unit Two and rebuilding
of components of the Henderson

Municipal Power and Light
HMPL Station Two cooling
towers A permanent dibasic

acid system at the Wilson Plant
was installed to enhance the

utilization of limestone in the

scrubbing operations We also

installed sequenceofevents re
corders on the three Coleman

Plant units replaced coal piping
on Coleman Unit One and
rehabilitated 1800 feet of rail
road track at Wilson

5
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A Record Year

Eel

Energy Supply
As mentioned in the Presi

dents and General Managers

Report Big Rivers recorded a

new system peak demand of
1177 MW on December 22 at

1000 am during a period of
record breaking belowzero tem

peratures in our service area
The aluminum smelters

combined non coincident peak

demand during the year was
6963 MW Alcan Aluminum

Alcan has a contract demand
of 365 MW which will be re

duced to 315 MW in April
1990 and National Southwire

Aluminum NSA has a contract
demand which can range from
292 to 317 MW Prior to

October 1989 NSAs contract
demand could vary from 320
to 345 MW NSA also purchased
an additional 20 to 45 MW of

supplemental capacity at various
times throughout the year Total

smelter energy usage during the
year was5862014972 kWh

which was the highest usage

since 1981 and the third high
est on record Together the
smelters operated at a 961

percent load factor

Energy requirements for the
non smelter load have grown at

an annual average percentage

rate of 343 percent since 1985
while the non coincident

demand has increased an average

of 513 percent annually
In July a 3 year 200 MW

firmpower contract was signed
with Oglethorpe Power Cor
poration Energy is wheeled
to Oglethorpe through the TVA
system and has been delivered

at 100 percent load factor since
August 23 In September a
21 year power contract for 200
MW was executed with Indiana

polis Power Light Company
IPL Beginning in 1991

energy will be delivered from Big
Rivers system to IPL by Hoosier

Energy Rural Electric Coopera
tive Inc and Southern Indiana
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Gas and Electric Company in
accordance with transmission

service agreements negotiated by

IPL Indiana Utility Regulatory

Commission approval is pending
In 1984 the Municipal Energy

Agency of Mississippi contracted
for 54 MW of capacity through

September 1995 These con
tracts complete our planned

longterm firmpower sales to
other utilities

Big Rivers owns 1394 MW

of coal fired steam generating
capacity and under an agree

ment with HMP L operates
two coalfired steam generating
units with a total net capacity
of 315 MW Under this agree
ment we are required to take
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A Record Year

and pay for all capacity in
excess of HMPLs needs Dur

ing 1989 Big Rivers was allo
cated 265 MW from these units

prior to June 1 and 264 MW for

the remainder of the year
We also own a 65 MW combus

tion turbine and purchase 178

MW of hydroelectric peaking
capacity from Southeastern

Power Administration SEPA
In addition to interconnections

with HMPL and SEPA we
maintain interconnection agree
ments with the following neigh
boring utilities Southern

Illinois Power Cooperative
Hoosier Energy Southern Indi

ana Gas and Electric Company
Kentucky Utilities Company
Louisville Gas and Electric Com

pany and East Kentucky Power
Cooperative Access to TVA is

accomplished through the SEPA
agreement

Construction

Capital expenditures in

1989 totaled7592486 The

following chart illustrates the
capital expenditures made dur

ing the last five years
Big Rivers has adequate

generating capacity and has no

plans for any additional units
No major construction was in
progress at yearend and our

capital budget for 1990 is
15988490

During 1989 six transmis
sion lines totalling nearly 12

miles were constructed by our
own work crews We also added

a new print shop and a new

facility for our Communications
Department Orders were placed
for an energy management sys
tem EMS with Harris Corpor
ation and for an AS400 main

frame computer with IBM In

stallation of the mainframe com

puter is expected to be com

pleted during the first quarter
of 1990 and the EMS is sched

uled for operation in 1991

Environmental

Big Rivers continues to

meet its responsibilities of com
pliance with regulations and
prudent management of its
operations to minimize the
effects on our environment

We continuously monitor plant

stack emissions and routinely
monitor wastewater quality

Acid rain legislation will have an

CAPITAL EXPENDITURES
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adverse impact on our cost of
operation but that impact
should not be as significant as

it will be at many other utili

ties since more than 50 percent

of our coal fired generating
capacity is already equipped
with sulfur dioxide scrubbers

Waste management of scrub

ber sludge and ash is a costly
process in normal utility opera
tions Big Rivers is fortunate

to have all its scrubber sludge
and most of its ash disposed
of in nearby surface coal mines

permitted for this purpose This
results in more economical dis

posal of the large quantities of
waste material that would other

wise accumulate at the plant
sites which would require
continued maintenance of the

disposal areas and monitoring of
surface and ground water

Human Resources

Big Rivers has embarked

upon widespread intensive per
sonnel training We began pro
grams for both supervisory and
non supervisory employees
which are expected to continue

for the next five years Both

programs use a behaviormodel

ing approach to teach the skills
needed to be effective and effi

cient in todays working en
vironment

Fortythree employees in
creased their skills and value

to the corporation by com

pleting highereducation courses

at nearby colleges and uni
versities

Training programs related to
the handling of hazardous ma

terials and the proper methods

to be used when working in con
fined space contributed to

another record setting safety
year During 1989 the Reid

7



Plant employees completed 417
days without a losttime injury

The incidence rate for reported
injuries and losttime injuries de

creased while the number of
manhours worked increased

The number of losttime days
dropped drastically from 422

to 57 Several departments had
no reported injuries for all of

1989 which brought special
recognition to the 487 bar

gaining unit employees and 23
supervisors in those depart
ments

The success of Big Rivers
safety awareness training pro
gram is exemplified by the sig
nificant decrease in total acci

dents during the last ten years
Total accidents decreased from a

high of 259 in 1980 to a low of

58 in 1989 The incidence

rate accidents per 200000 man
hours worked has dropped from
14 in 1978 to a record low of

15 in 1989

Employee turnover con

tinues at a rate well below the

national average for corporations
our size Total separations for
the year were 18 for a 33 per
cent annual turnover rate Total

employment at the end of the

year was 857

In June Johnny L Hamm
was elected to the Board of

Directors representing Jackson

Purchase Electric Cooperative
Corporation replacing Paul

Buchanan Mr Hamm is Presi

dent of Jackson Purchase and
has been a member of that

board since 1985
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INDEPENDENT AUDITORS REPORT

The Board of Directors

Big Rivers Electric Corporation

We have audited the balance sheets of Big Rivers Electric

Corporation as of December 31 1989 and 1988 and the

related statements of revenues and expenses equities and
cash flows for each of the years in the threeyear period
ended December 31 1989 These financial statements are the

responsibility of the Corporations management Our re

sponsibility is to express an opinion on these financial state
ments based on our audits

We conducted our audits in accordance with generally ac
cepted auditing standards Those standards require that we
plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material

misstatement An audit includes examining on a test basis

evidence supporting the amounts and disclosures in the
financial statements An audit also includes assessing the

accounting principles used and significant estimates made by
management as well as evaluating the overall financial state

ment presentation We believe that our audits provide a
reasonable basis for our opinion

In our opinion the financial statements referred to above

present fairly in all material respects the financial position
of Big Rivers Electric Corporation at December 31 1989

and 1988 and the results of its operations and its cash flows
for each of the years in the threeyear period ended Decem
ber 31 1989 in conformity with generally accepted account
ing principles

As discussed in notes 4 5 and 10 to the financial statements
on March 30 1988 Big Rivers and its creditors entered into

a Debt Restructuring Agreement whereby government related
debt was restructured into a Total Government Debt Note

REA Promissory Note The principal repayments of the
REA Promissory Note are contingent upon the available cash
flow as defined by the Debt Restructuring Agreement Big
Rivers ability to recover its costs and repay its debt is de
pendent upon Big Rivers obtaining Kentucky Public Service
Commission approval of the March 1 1990 settlement agree
ment described in note 5 obtaining the third and final rate
proposal as outlined in the KPSC August 10 1987 order and

selling approximately fifteen percent of capacity to non
members The ultimate outcome of these matters cannot

presently be determined Accordingly no adjustments relating
to the recoverability and classification of reported asset
amounts or the amounts and classification of liabilities that

might result from the outcome of these uncertainties have

been recognized in the accompanying financial statements

Louisville Kentucky

February 2 1990
Except as to note 5

which is as of

February 27 1990

KPMG Peat Marwick
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STATEMENTS OF REVENUES AND EXPENSES

In thousands

See accompanying notes to financial statements

11

Years ended December 31

1989 1988 1987

Operating revenues note 9 389977 399 300084

Operating expenses
Operations

Fuel for electric generation 104830 121 108
Power purchased and interchanged net 35435 39158 39
Other 41987 41896 39725

Maintenance 24 23744 21
Depreciation and amortization 44334 49311 53
Taxes 4011 3907 3818

Total operating expenses 254722 279721 266

Electric operating margins 135255 119 33

Interest and other deductions

Interest note 4 10100 103643 124
Allowance for borrowed funds used

during construction note 2 142 36 59
Other deductions 771 616 598

Total interest and other deductions 102519 104223 124

Other capital credits and patronage allocations 19 4

Operating margins loss 32 15338 91315

Nonoperating margins loss
Interest earned 2376 3 2684
Other 2 66

2378 3471 2684

Net margins loss 35133 1809 88

See accompanying notes to financial statements
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STATEMENTS OF EQUITIES

In thousands

Years ended December 31 1989 1988 and 1987

Other equities

See accompanying notes to financial statements

Total

equities

Balance at December 31 1986 5282

Margins loss for 1987
Operating 91315

Nonoperating 2684

Balance at December 31 1987 83349

Margins for 1988

operating

Operating 15338

Nonoperating 3471

Patronage allocation

Balance at December 31 1988 64540

Mar for 1989

42063

Operating 32755

Nonoperating 2378

Patronage allocation

Balance at December 31 1989 29407

See accompanying notes to financial statements

12

Donated Consumers

Accumulated Accumulated capital contributions

deficit deficit Patronage and to

operating nonoperating capital memberships debt service

14612 26614 42063 764 3681

91315
2684

105927 23930 42063 764 3681

15338

3471

33310 33310

123899 20459 75373 764 3681

32755

2378

5254 52548

143692 18 127921 76 3681

12



BALANCE SHEETS

See accompanying notes to financial statements

13

1322368

In thousands

Equities and Liabilities

December 31

Assets 1989 1988

Utility plant net notes 2 4 and 5 1170161 1207608

Productive capacity under purchased

Longterm liabilities notes 4 and 5

power contract note 7 27 23800

Other deposits and investments at cost 5275 4754

Current assets

Total longterm liabilities 1313859

Cash and temporary cash investments 28226 56295

Receivables note 9 36027 37236

Fuel for electric generation 25 23357

Material and supplies 14974 15640

Total current assets 104585 132

Deferred charges note 3 14747 17507

See accompanying notes to financial statements

13

1322368 1386197

Equities and Liabilities

Capitalization
Equities 29407 64540

Longterm liabilities notes 4 and 5
REA debt 1139 1235649
Other longterm debt 174 173571

Total longterm liabilities 1313859 1409220
Less current maturities 38 57163

Total longterm liabilities
net of current maturities 1275666 11352057

Total capitalization 1246259 1287517

Current liabilities

Current maturities of longterm
liabilities notes 4 and 5 38193 57

Accounts payable 17637 18511
Accrued expenses 18311 21481

Total current liabilities 74141 97155

Deferred credits 1968 1525
Commitments and contingencies notes 3 4 5 and 10

1322 1386

See accompanying notes to financial statements
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STATEMENTS OF CASH FLOWS

In thousands

Cash flows from operating activities

Net margins loss
Adjustments to reconcile net margins loss

to cash provided by operating activities
Depreciation and amortization
Amortization of deferred charges
Interest expense refinanced with REA

borrowings
Allowance for borrowed funds used

during construction
Change in assets and liabilities

Receivables

Fuel for electric generation
Material and supplies
Accounts payable
Accrued expenses
Other net

Net cash provided by
operating activities

Cash flows from investing activities

Construction expenditures
Refund from vendor relating to

construction expenditures
Deposit on coal contract buyout

Net cash provided by used in
investing activities

Cash flows from financing activities

Principal payments on longterm debt
Proceeds from sale of cooperative

utility trusts
Capitalized refinancing expenses

Net cash used in financing
activities

Net increase decrease in cash
and temporary cash investments

Supplemental cash flow information
Cash paid relating to interest expense

Years ended December 31
1989 1988 1987

35133 1809 88631

44 49796 53995
2158 2 2232

87406

142 36 59

1209 1509 23501
2001 7373 2300

666 185 1031
874 10 1436
3170 747 19781
3024 2799 47

80 90507 46503

7592 4048 3213

295 6702
2500

9797 4048 3

99161 370926 283622

319 250
3248 2920

28069 31711 14

102997 105867 34294

See accompanying notes to financial statements
14



NOTES TO FINANCIAL STATEMENTS December 1 1989 1988 and 1987

1 Summar ofSignificant Accounting Policies
a General Information

Big Rivers Electric Corporation Big Rivers a nonprofit
electric generation and transmission cooperative association
supplies the power needs of its four member distribution

cooperatives and markets power to nonmember utilities The

members provide electric power and energy to industrial
residential and commercial customers located in portions of
22 western Kentucky counties Big Rivers has entered into
wholesale power contracts with each of its members which

require the members to buy and receive from Big Rivers all
their power and energy requirements and Big Rivers to sell

and deliver power and energy in satisfaction of such require
ments The wholesale power contracts with the members
extend to the year 2023 Rates to its members are established

by the Kentucky Public Service Commission KPSC and sub
ject to approval by the United States Department of Agri
culture Rural Electrification Administration REA

b System of Accounts

The accrual basis accounting policies follow the Uni
form System of Accounts prescribed by the Federal Energy
Regulatory Commission FERC as adopted by REA and
KPSC The regulatory agencies retain authority and periodi
cally issue orders on various accounting and rate making
matters

plant This depreciation rate reduction will return Big Rivers

to the recommended REA guideline The effect of this change
was to increase net margins 5039 in 1989 Annual rates

used to compute depreciation are as follows

Production plant 3310

Transmission plant 275

Station equipment 2750

General plant 2200

Unclassified plant
in service 275

e Temporary Cash Investments

Temporary cash investments consist primarily of tempo
rary investments in US Government and Federal agency se
curities which are carried at cost and adjusted for accrued
interest which approximates market

f Inventories

Inventories consisting of fuel for electric generation and
material and supplies are valued at weighted average cost

g Patronage Capital

As provided in the bylaws any excess of revenues over

c Revenue Recognition

Revenues are based on month end meter readings

d Utility Plant and Depreciation

Utility plant is stated at original cost which includes the

cost of contracted services material labor overhead and an
allowance for borrowed funds used during construction Re
placements of depreciable property units except minor re
placements are charged to utility plant Property units re

placed or retired including cost of removal net of any salvage
are charged to accumulated depreciation Routine mainte

nance repairs and minor replacement costs are charged to
expense as incurred

Allowance for borrowed funds used during construction
is included on projects with an estimated total cost of 250 or
more before consideration of the allowance The interest

capitalized is determined by applying the effective rate on the
REA Promissory Note to qualifying assets included in con
struction in progress Capitalization of interest is discontinued
when the project is completed and the asset is ready for ser
vice

Depreciation of utility plant and unclassified plant in
service is provided using the straightline method over the es
timated service lives of the depreciable assets Big Rivers
has reduced its Production Steam Plant depreciation rate from
35 to 31 percent for the current year A change was neces
sary to recognize the lower operating capacity factor for Big
Rivers generating system following the completion of a new

the sum of a operating costs and expenses properly charge
able against the furnishing of electric energy and b amounts
required to offset operating losses incurred during the current
or any prior fiscal year is capital furnished by the patrons and
credited to a capital account for each patron on a patronage
basis Nonoperating margins are used to offset any accumu
lated nonoperating deficits and to the extent not needed for

this purpose used to offset any operating losses during the
current or any prior fiscal year If after offsetting the non
operating margins against accumulated nonoperating deficits
operating losses or accumulated deficits there remains a

balance this balance is allocated to patrons on a patronage
basis and any amount so allocated is included as a part of
capital credited to the accounts of patrons Neither operating
nor nonoperating losses are allocated to the patrons

h Pension and Deferred Compensation Plans
Substantially all employees are covered under trusteed

noncontributory and contributory retirement plans Also

Big Rivers has executed deferred compensation agreements
with certain key employees which provide for periodic pay
ments upon retirement or to beneficiaries in event of death

All pension and deferred compensation costs accrued are
funded annually Pension expense includes current service

costs and amortization of prior service costs over twenty
five years

15



2 Utility Plant

The following summarizes utility plant 1989 1988

Classified plant in service
Production plant 1272227 1272121
Transmission plant 78910 77399
Station equipment 87928 87447
General plant 15628 13943
Intangible 190 190

Unclassified plant in service 837

1454883 1451937
Less accumulated depreciation 288885 245556

1165998 1206381
Construction in progress 4163 1227

1170161 1207608

Construction in progress is comprised of several small projects The average rate used for the capitalization of interest during
construction in 1989 and 1988 was 77 percent and 1987 was 80 percent

3 Deferred Charges

The following summarizes deferred charges

1989 1988

Unamortized debt expenses 8901 9539
Cravat coal contract amendment 3097 4618
Insurance claim 2607
Deposit on coal contract buyout 2500
Other 249 743

14747 17507

With approval of REA on September 29 1987 and
February 25 1988 Big Rivers refinanced 250805 and
319426 of Federal Financing Bank FFB debt with long
term debt at lower interest rates and incurred refinancing
expenses of2937 and3230 respectively In November

1982 Big Rivers elected to refinance 90053 of FFB short
term mortgage notes with longterm notes at lower interest
rates As a result of this election a refinancing expense of

4600 was incurred These expenses were being amortized
over the life of the refinanced debt and are now being amor
tized over the term of the REA promissory note see note 4

On June 1 1984 an agreement with Cravat Coal Com

pany which reduced their delivered price of coal by approxi
mately 11 per ton was consummated Under the terms of

the agreement 12500 was paid to Cravat which is being
amortized based on coal deliveries over the remaining life of
the contract and recovered through the fuel adjustment clause
as approved by the KPSC

In 1988 Big Rivers filed a claim with its insurer to recover

certain costs of repairs to a turbine Costs incurred in excess
of the policy deductible to repair the turbine were deferred
until settlement of the claim

On July 18 1989 Big Rivers entered into an agreement to
buy out a highcost longterm coal supply contract Closing
of this agreement is contingent upon among other things
Big Rivers obtaining suitable financing and KPSC approval
Big Rivers has made a refundable deposit of2500 repre
senting less than 5 percent of the total cost of this agreement
which will apply to the final settlement

4 LongtermLiabilities

A summary of longterm liabilities follows

Promissory note REA 836

Unamortized premium

1989 1988

929016 1091308
210594 144341

1139610 1235649

County of Ohio Kentucky promissory note with variable
interest rate currently 665

County of Ohio Kentucky promissory note with variable
interest rate currently665

Obligation under purchased power contract see note 7
Other sundry borrowings

Total longterm liabilities
Less current maturities

16

83300 83300

58800 58800

27600 23800
4549 7671
1313859 1409220
38193 57163

1275666 1352057



Promissory Note REA

Prior to 1987 Big Rivers incurred difficulty in obtaining
rate increases from the KPSC As a result Big Rivers defaulted
on principal and interest payments due REA for REA insured

loans and due FFB for REA guaranteed loans A working
committee of representatives from Big Rivers the Justice
Department REA Manufacturers Hanover Trust Company
and Bank of New York formerly Irving Trust Company was
formed to find a mutually acceptable way of resolving the
financial situation On August 28 1987 Big Rivers and its
creditors agreed in principle to accept a modified debt re
structuring plan incorporating certain recommendations of the
KPSC

On March 30 1988 the Debt Restructuring Agreement
dated as of August 31 1987 was signed The Debt Restruc
turing Agreement provides for a reverse amortization re

payment schedule payments will be applied to principal in a
reverse manner as provided by a conventional loan amor

tization schedule at an interest rate of 836 percent for the
REA Promissory Note The Debt Restructuring Agreement
establishes a minimum level of debt service payments while
requiring additional debt service payments depending on the
available monthly cash flow as defined by the Debt Re
structuring Agreement Big Rivers may retain for working
capital needs a monthend cash balance of 10000 except at
the end of December where Big Rivers may defer payment if
the previous monthly payments have met the minimum

requirements In return for Big Rivers making all payments on
the REA Promissory Note the REA will make all payments
required on the FFB Guarantees and the CoBank National
Bank for Cooperatives CoBank formerly Louisville Bank for
Cooperatives Guarantees on a timely basis and will not seek

to collect from Big Rivers with respect to any REA debt any
amounts in excess of the obligation on the REA Promissory
Note

The impact of the Debt Restructuring Agreement has
been accounted for as a troubled debt restructuring involving
a modification of terms Accordingly Big Rivers has

accounted for the effects of the restructuring prospectively
and has not changed the carrying amount of the debt Interest
expense is being computed on a conventional amortization

method for accounting purposes rather than the reverse amor
tization method per the Debt Restructuring Agreement The
resulting difference is reflected as unamortized premium and
will be adjusted throughout the term of the REA Promissory
Note The effective interest rate for 1989 and 1988 on the

REA Promissory Note was 7608 and 7676 percent
respectively Accrued interest at December 31 1987 was sub
sequently reduced by4406 due to the retroactive effect of
the Debt Restructuring Agreement This amount has been

recorded as a reduction in interest expense during 1988
All revenues and substantially all assets of Big Rivers

are pledged as collateral under the Restated Mortgage and
Security Agreement dated as of March 30 1988 which
was executed as part of the Debt Restructuring Agreement

Other LongTerm Debt

On September 29 1987 the CoBank loaned Big Rivers
250805 to refinance higher interest rate FFB loans Big
Rivers issued three notes to three trusts established with

CoBank each guaranteed by the REA a CoBank Guarantee
maturing from September 1988 through September 2017

Each trust has issued to CoBank certificates representing the
beneficial interest in such trusts In the same manner as the

September 29 1987 refinancing on February 25 1988 Big
Rivers refinanced 319426 of higher interest rate FFB loans
with a loan from CoBank Big Rivers issued three notes

to three trusts established with CoBank each guaranteed by
the REA a CoBank Guarantee maturing through February
2017 Each trust has issued to CoBank certificates represent
ing the entire beneficial interest in such trusts Big Rivers re
ceived a principal reduction of 37734 on the REA Promis
sory Note as a result of this refinancing This principal re
duction has been included in the unamortized premium
account as part of the debt restructuring and will be realized
prospectively through a lower effective interest rate

On June 30 1983 the County of Ohio Kentucky issued
58800 of Pollution Control Demand Bonds Series 1983 the
proceeds of which were loaned to Big Rivers Prior to
January 10 1989 the weekly interest rate was a Selected
Percentage not to exceed 110 percent of the coupon
equivalent 13week U S Treasury Bills Subsequent to
January 10 1989 these bonds will bear a variable rate of

interest determined weekly by the Remarketing Agent with
the approval of Big Rivers equal to the minimum rate neces
sary to remarket the bonds in a secondary market at par plus
accrued interest but not to exceed 110 percent of an index
based upon the weekly sales of 91 day US Treasury Bills
These bonds are supported by a Bank of New York irrevocable
standby letter of credit which is due to expire July 15 1991
and is subject to renewal The bonds are subject to mandatory
redemption upon expiration of the supporting letter of credit
and any renewal thereof While these bonds are not dated to

mature until June 1 2013 pursuant to the Restructuring
Agreement Big Rivers is obligated to fully fund these bonds
by January 31 2010

In November of 1982 the County of Ohio Kentucky
issued 82500 of Pollution Control Interim Bonds Series
1982 the proceeds of which were loaned to Big Rivers On
October 31 1985 the County of Ohio Kentucky issued
Pollution Control Refunding Demand Bonds Series 1985
the proceeds of which were used to refinance the 1982 Interim

Bonds The Refunding Bonds bear interest at a variable rate
which is the lesser of a 13 percent per annum or b a rate
determined weekly by the Remarketing Agent with the ap
proval of Big Rivers equal to the minimum rate necessary to
remarket the bonds in a secondary market at par plus accrued
interest but not less than 40 percent or greater than 110
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percent of an index based upon the weekly sales of 91day
US Treasury Bills These bonds are supported by a Manu
facturers Hanover Trust Company irrevocable standby letter

of credit which is due to expire July 15 1991 and is subject
to renewal The bonds are subject to mandatory redemption

upon expiration of the supporting letter of credit and any
renewal thereof While these bonds are not dated to mature

until October 1 2015 pursuant to the Restructuring Agree
ment Big Rivers is obligated to fully fund these bonds by
January 31 2010

In January 1984 pursuant to an agreement dated
October 14 1977 Big Rivers purchased certain transmission
facilities aggregating 2983 from the Jackson Purchase
Electric Cooperative Corporation On February 10 1984

a board resolution was passed whereby Big Rivers was to
assume from Jackson Purchase the loans associated with these

facilities pending REA approval This debt is reflected in

other sundry borrowings in 1988 On January 13 1989
that resolution was rescinded and a revised resolution was

passed whereby general funds would be used to pay Jackson
Purchase for these transmission facilities This debt was re

tired on November 28 1989

The aggregate maturities of longterm debt for each of
the five years subsequent to December 31 1989 are estimated
to be as follows

The maturities of longterm debt relating to the REA
Promissory Note are dependent upon the available cash flow
of Big Rivers The above represents the maturities based on
the minimum debt service payments required under the Debt
Restructuring Agreement except for 1990 which includes
the effect of the actual January 1990 principal payment

5 Rate Matters
On August 10 1987 the KPSC approved a rate request by

Big Rivers Rate Case 9885 which became effective Septem
ber 1 1987 The rate request included an increase in the de
mand charge of125 per kW change to a ratchet billing for
demand where current rates are determined based on the
highest metered demand in the past twelve months and a
variable rate to the aluminum smelters see note 9 which will
be effective for a tenyear period The rates in the rate

request were designed to recover Big Rivers cost of providing
service The rates have been determined based on cost of ser
vice less specified levels of intersystem sales to nonmembers
of approximately 200 megawatts The variable rate for the
aluminum smelters will fluctuate based on the price of
aluminum within a defined minimum 181 mills per kWh

and maximum 44 mills per kWh The range of revenues

based on the variable aluminum rate compared to actual
revenues billed were as follows
18

Ran

Year Minimum Maximum Actual

1989 103034 250468 249489

1988 100135 243422 243422

1987 29016 70535 70535

The aluminum smelters and Big Rivers filed appeals re

garding the KPSCs decision on rates with the Franklin Cir
cuit Court On August 19 1988 the Franklin Circuit Court
affirmed the decision of the KPSC in Rate Case 9885 The

case was appealed to the Kentucky Court of Appeals by the
aluminum smelters On January 26 1990 the Kentucky

Court of Appeals affirmed the decision of the Franklin Cir
cuit Court A petition for rehearing has been filed by the
aluminum smelters and the Attorney General of the Common

wealth of Kentucky

As required in KPSC Rate Case 9885 Big Rivers filed
a subsequent rate request proposal on June 30 1988 in Rate
Case 10265 A rate increase of130 per kW in the demand

rate was requested The KPSC approved the request which
increased the demand rate to 880 per kW on December 21

1988 to be effective January 1 1989 The aluminum smelters
filed appeals in the Franklin Circuit Court regarding the
KPSCs decision Those appeals are pending at December 31
1989

A complaint by the aluminum smelters has been filed
with the KPSC seeking a reexamination of the variable rate
as established in Case 9885 Since the KPSC in its Order for

Case 9885 stated that Big Rivers was to file a rate proposal
by July 1 1990 and at this time the variable rate could be
reviewed Big Rivers has filed a motion with the KPSC to
overrule or alternatively set the hearing not earlier than
March 15 1990

On February 27 1990 Big Rivers the aluminum smel
ters and Big Rivers creditors reached an agreement which
eliminated the 1990 review of the variable aluminum tariff

resolved a complaint by an aluminum smelter before the
KPSC and dismissed all pending KPSC appeals This settle
ment pending KPSC approval allows Big Rivers and the
distribution cooperatives to supply power to the aluminum
smelters at an average cost equal to that contemplated in the
Debt Restructuring Agreement see note 4 While preserving
the variable aluminum smelter rate Big Rivers will receive

revenue of 291285 mills per kWh effective 1990 through

August 31 1997 as adjusted for fuel cost changes in govern
mental laws or regulations which increase cost of service
by Big Rivers and the load factor at which the smelters
operate This settlement was brought about in part by the

high aluminum prices in 1989 and 1988 which caused the
smelters to pay at or near the maximum rate of 44 mills
per kWh While Big Rivers expects to maintain positive

REA

Promissory Other

Year Note Debt Total

1990 35946 2247 38193

1991 33442 3827 37269

1992 42281 3225 45506

1993 50779 3180 53959

1994 62016 3126 65142

The maturities of longterm debt relating to the REA
Promissory Note are dependent upon the available cash flow
of Big Rivers The above represents the maturities based on
the minimum debt service payments required under the Debt
Restructuring Agreement except for 1990 which includes
the effect of the actual January 1990 principal payment

5 Rate Matters
On August 10 1987 the KPSC approved a rate request by

Big Rivers Rate Case 9885 which became effective Septem
ber 1 1987 The rate request included an increase in the de
mand charge of125 per kW change to a ratchet billing for
demand where current rates are determined based on the
highest metered demand in the past twelve months and a
variable rate to the aluminum smelters see note 9 which will
be effective for a tenyear period The rates in the rate

request were designed to recover Big Rivers cost of providing
service The rates have been determined based on cost of ser
vice less specified levels of intersystem sales to nonmembers
of approximately 200 megawatts The variable rate for the
aluminum smelters will fluctuate based on the price of
aluminum within a defined minimum 181 mills per kWh

and maximum 44 mills per kWh The range of revenues

based on the variable aluminum rate compared to actual
revenues billed were as follows
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1988 to be effective January 1 1989 The aluminum smelters
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A complaint by the aluminum smelters has been filed
with the KPSC seeking a reexamination of the variable rate
as established in Case 9885 Since the KPSC in its Order for

Case 9885 stated that Big Rivers was to file a rate proposal
by July 1 1990 and at this time the variable rate could be
reviewed Big Rivers has filed a motion with the KPSC to
overrule or alternatively set the hearing not earlier than
March 15 1990

On February 27 1990 Big Rivers the aluminum smel
ters and Big Rivers creditors reached an agreement which
eliminated the 1990 review of the variable aluminum tariff

resolved a complaint by an aluminum smelter before the
KPSC and dismissed all pending KPSC appeals This settle
ment pending KPSC approval allows Big Rivers and the
distribution cooperatives to supply power to the aluminum
smelters at an average cost equal to that contemplated in the
Debt Restructuring Agreement see note 4 While preserving
the variable aluminum smelter rate Big Rivers will receive

revenue of 291285 mills per kWh effective 1990 through

August 31 1997 as adjusted for fuel cost changes in govern
mental laws or regulations which increase cost of service
by Big Rivers and the load factor at which the smelters
operate This settlement was brought about in part by the

high aluminum prices in 1989 and 1988 which caused the
smelters to pay at or near the maximum rate of 44 mills
per kWh While Big Rivers expects to maintain positive



cash flow the agreed upon rate of 291285 mills per kWh
will cause Big Rivers to sustain negative net margins in the
next few years if additional intersystem sales to nonmembers
are not achieved In addition the settlement modified certain

default provisions under the Debt Restructuring Agreement to
afford greater flexibility to Big Rivers from default in its debt
payments

As previously discussed intersystem power sales to non

members is a component of full cost recovery under Big
Rivers rate design During 1989 a twentyone year inter
system power sales contract of 200 megawatts was exe
cuted with Indianapolis Power Light Company IPL This
contract has been approved by the REA and KPSC and is
pending approval by the Indiana Utility Regulatory Com
mission All interconnection agreements to deliver the power
to IPL have been executed and approved by the appropriate
parties A longterm firm power purchase agreement has also
been reached with Oglethorpe Power Corporation Oglethorpe
Power Oglethorpe Power is a joint owner of the Georgia
Integrated Transmission System which interconnects with the
transmission system of the Tennessee Valley Authority TVA
This is a threeyear agreement commencing on August 1
1989 to sell and deliver Oglethorpe Power 200 megawatts of
longterm firm capacity and associated energy

Big Rivers ability to recover costs is dependent upon the
continued success of Big Rivers in maintaining the granted rate
increases as described above in this note and obtaining the
third and final rate proposal as outlined in the KPSC
August 10 1987 order

In December 1989 the area served by Big Rivers mem
bers experienced extremely cold temperatures resulting in
windchill readings 45 to 50 degrees below zero in conse
quence of which Big Rivers experienced an all time peak
demand of 1177 MW Big Rivers filed an application with
the KPSC requesting authority to exclude this demand level
in the ratchet billing for the non industrial customers The

requested deviation from the current billing tariff was done
to eliminate the adverse impact of the December weather

related demand peak The KPSC authorized this adjustment
on February 1 1990

6 Income Taxes

Big Rivers was initially formed as a taxexempt coopera
tive organization under Section 501c12 of the Internal
Revenue Code To retain tax emempt status under this

code provision at least 85 percent of the organizations
income must be generated from sales to the cooperatives
members In 1983 sales to nonmembers resulted in Big Rivers
being unable to meet the 85 percent requirement In a letter
dated March 23 1984 the Internal Revenue Service notified

Big Rivers that effective for 1983 and subsequent years it
would be considered a taxable organization until such year
that sales to members would satisfy the 85 percent require
ment and Big Rivers formally reapplies for taxexempt status

The allowance for a deduction for patronage allocation
for both accounting and income tax purposes results in no
current or deferred income tax expense The following
analysis summarizes the net operating loss and investment
tax credit carryforwards

These carryforwards may be utilized to offset taxable in
come for the period of fifteen years from the year of or
igination The orginal amounts of investment tax credit

carryover have been reduced by 35 percent to account for the

reduction required pursuant to Section 49c of the Internal
Revenue Code of 1986 The difference between accounting
and tax losses is primarily due to accelerated depreciation
methods being utilized for income tax purposes

Statement of Financial Accounting Standards SFAS
No 96 Accounting for Income Taxes was issued by the
Financial Accounting Standards Board in December 1987
SFAS 96 requires a change from the deferred method to the
asset and liability method of accounting for income taxes
This statement must be adopted in 1992

7 Purchased Power

Big Rivers under contracts with the City of Henderson
Kentucky City operates the Cityowned 315 megawatt gen
erating station Station Two and agrees to purchase an allo
cated portion of the output Big Rivers portion of Station
Two capacity is currently 84 percent which is expected to
decrease to 82 percent by 1994 The contracts expire in 2003

Under the terms of the contracts with the City Big Rivers
has agreed to pay a proportionate share of the monthly fixed
costs of Station Two excluding depreciation based on its
allocated portion of the capacity of Station Two The

monthly fixed costs include debt service payments necessary
to retire the principal and to pay interest on the Citys bonds
issued to finance the construction of Station Two Big Rivers
has recorded as a liability the portion of the principal pay
ments it is obligated to pay as fixed costs under the contract

based on estimates of its allocated portion of Station Two
capacity and has recorded as an asset a like amount for the

right to purchase its allocated portion of the output The

fixed costs are payable to the City whether or not Station
Two is operational or the operation thereof is interrupted
suspended or interfered with in whole or in part for any
cause The cost of power purchased under the contract for

1989 1988 and 1987 was 29600 33993 and 34082
respectively Such costs are accounted for as power pur
chased
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Net operating loss
carryforward

Year Income Investment tax

of Accounting tax credit

origination purposes purposes carryforward

1983 10750 9460 270

1984 9340 87500 56300
1985 9640 160180 1170
1986 123650 154790
1987 88680 94600
1988 14490 14440
1989 20000 50000

These carryforwards may be utilized to offset taxable in
come for the period of fifteen years from the year of or
igination The orginal amounts of investment tax credit

carryover have been reduced by 35 percent to account for the

reduction required pursuant to Section 49c of the Internal
Revenue Code of 1986 The difference between accounting
and tax losses is primarily due to accelerated depreciation
methods being utilized for income tax purposes
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No 96 Accounting for Income Taxes was issued by the
Financial Accounting Standards Board in December 1987
SFAS 96 requires a change from the deferred method to the
asset and liability method of accounting for income taxes
This statement must be adopted in 1992
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erating station Station Two and agrees to purchase an allo
cated portion of the output Big Rivers portion of Station
Two capacity is currently 84 percent which is expected to
decrease to 82 percent by 1994 The contracts expire in 2003

Under the terms of the contracts with the City Big Rivers
has agreed to pay a proportionate share of the monthly fixed
costs of Station Two excluding depreciation based on its
allocated portion of the capacity of Station Two The

monthly fixed costs include debt service payments necessary
to retire the principal and to pay interest on the Citys bonds
issued to finance the construction of Station Two Big Rivers
has recorded as a liability the portion of the principal pay
ments it is obligated to pay as fixed costs under the contract

based on estimates of its allocated portion of Station Two
capacity and has recorded as an asset a like amount for the

right to purchase its allocated portion of the output The

fixed costs are payable to the City whether or not Station
Two is operational or the operation thereof is interrupted
suspended or interfered with in whole or in part for any
cause The cost of power purchased under the contract for

1989 1988 and 1987 was 29600 33993 and 34082
respectively Such costs are accounted for as power pur
chased

19



A review of the projected capacity allocation has shown
that Big Rivers portion of Station Two capacity will be
approximately 79 percent when the contracts expire in 2003
Therefore Big Rivers has increased the amounts recorded on
the balance sheet related to Station Two by 3800 The

revision of such amounts on the balance sheet has no effect on

net margins since no changes have been made to date in the
manner in which the payments made to the City are recovered

in the rate making process

8 Pension and Deferred Compensation Plans
Big Rivers has defined benefit pension plans covering

substantially all employees who meet minimum age and service
requirements The plans provide benefits based on the par

ticipants years of service and compensation or stated amounts
for each year of service Big Rivers policy is to fund such
plans in accordance with the requirements of the Employee

Retirement Income Security Act of 1974 Big Rivers has

adopted the provisions of Statement of Financial Accounting
Standards SFAS No 87 Employers Accounting for Pen
sions

The following table sets forth the funded status of the
plans and amount recognized on the balance sheet at Decem
ber 31

1989 1988

Actuarial present value of benefit obligation
Accumulated benefit obligation including vested benefits
of70755206 and5281

Projected benefit obligation for services rendered todate

Plan assets at fair value primarily listed stocks and
US Treasury Bonds

Plan assets in excess of projected benefit obligation

Unrecognized net transition assets

Unrecognized prior service cost
Unrecognized net loss gain

Unfunded accrued pension cost

Net pension costs included the following income expense
components

Service cost benefits earned during the year

Interest cost on projected benefit obligation
Actual return on plan assets
Amortization of transition assets

Amortization of prior service cost
Amortization and deferral of net loss gain

Net periodic pension costs

Assumptions used to develop the projected benefit obligation were

Discount rates

Rates of increase in compensation levels

Expected longterm rate of return on assets

7113 5266

9546 6794

11157 10097

1611 3303

2642 2859

1056

1155 910

1130 466

946 725

421 482

1059 661

220 220
96

48 171

66 155

198 1988

85 85

40 40

85 85

Total expense related to the pension and deferred compensation plans was 1382 805 and 1069 in 1989 1988 and 1987
respectively
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9 Revenues and Major Customers
Operating revenues were as follows

Members

Green River Electric Corporation
HendersonUnion Rural Electric

Cooperative Corporation
Jackson Purchase Electric

Cooperative Corporation
Meade County Rural Electric

Cooperative Corporation

Nonmembers

Other Revenue

National Southwire Aluminum Company and Alcan
Aluminum Corporation the aluminum smelters purchase
substantial amounts of electric energy under contracts with
members expiring in 2010 Sales to members for these two

customers Green River Electric Corporation for National
Southwire Aluminum Company and HendersonUnion Rural
Electric Cooperative Corporation for Alcan Aluminum Cor
poration were as follows

1989 1988 1987

173839 171364 124931

146449 136434 75156

20166 17659 14722

10755 9543 8168

38668 64177 77020

100 101 87

389977 399278 300084

Year Green River HendersonUnion Combined

1989 133124 126214 259338
1988 133598 119338 252936
1987 92026 60102 152128

In 1988 and 1987 revenue from the TVA a nonmember
accounted for 116 and 206 percent of operating reve
nues

Big Rivers agrees to indemnify its member cooperatives
by performing their power supply agreements with certain
industrial customers and accepting only such payment there
fore as each member receives from its customers

Receivables from members at December 31 1989 1988
and 1987 were 29081 29610 and 29500 respectively

10 Litigation are pending at December 31 1989
As discussed in note 5 the aluminum smelters and the There are a number of other pending legal actions

Attorney General of the Commonwealth of Kentucky have involving Big Rivers either as defendant or plaintiff Manage
filed appeals regarding the KPSCs approval of the Debt ment believes that the outcome of these legal actions and
Restructuring Agreement and the KPSCs decisions on rates in claims will not have a material effect on Big Rivers financial
Case 10265 with the Franklin Circuit Court Those appeals position or results of operations
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COMPARATIVE STATISTICAL ANALYSIS

1989 1988 1987 1986

Operating Revenues 389976759 399277507 300084362 22704219

Expenses
Operation and Maintenance 170 187 169 130
Purchased Power and

Interchanged Net 35434879 39158 39 38

Depreciation and Amortization 44333598 49310860 53555 18
Taxes 4 3 3 2515
Interest 101 10307079 124351304 51
Other 771342 616025 597798 235

Total 357241 383943487 391 242276

Operating Margins Loss 32735 15334020 91315620 14612015

Nonoperating Margins Loss 2 3474999 2684 26613024

Net Margins Loss 35 18809019 88630846 41225039

Utility Plant at Cost 1454882990 1451 1448581 1452144

Construction Work in Progress 4162708 1226596 1 2

Total Electric Plant 1 1453164398 1 1454

Less Accumulated Depreciation 288 245556 196710029 143

Utility Plant Net 1170 120708318 1 1

Total Assets 1322367888 1 1 1438

System Peak Demand MW 1 1157 990 993

Net Generating Capacity Owned MW 1459 1459 1 1448

Net HMPL Capacity Purchased MW 264 264 270 271

Other Purchased Capacity MW 178 178 178 178

Sales to Members MWh 807276 7 627132 6
Sales to Non Members MWh 150096 318851 3 330368

Generated MWh 8 9 8 660970

Purchased HMPL Energy MWh 1 171620 1 1

Other Purchased Energy MWh 31414 26204 28469 33638

System Load Factor 800 776 755 741

Permanent Employees at YearEnd 857 855 856 863

Average Cost of Coal Used
Price Per Ton 2782 2805 2748 2783

MM BTU 1265 1257s 1243z 1276t
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TEN YEAR SUMMARY

1985 1984 1983 1982 1981 1980

236023720 258 258276967 232 240476418 179

133 143358327 136539322 124 120 91

39792228 47494 55494464 46342616 58848412 52947305
17788717 18533362 17782 17548448 17073 11516775
2353 2269307 2202576 1 1817332 1441297
39645856 39747343 38198269 40467426 37 18528992

195269 150834 136778 149400 92954 56197

233555001 251 250353 231 235191 175723

2468719 6466392 7 1562646 5285 3706
1050 1726877 994 1 1677 1080

3519324 4739515 8918060 3530893 696201 4

539 533597067 531 772691 495105598 483371934 313289264
833 745 653519 451265803 173 186458271

1373 1 1185291 946371 656948415 499
124841130 106 91374775 74720 58 42

1248 1172262572 1 871650410 598305411 456904319

1409490 1332830420 1225799 1029 708233625 560828507

1 1 952 947 956 943

1 1039 1 1039 816 816
271 268 270 253 253 256
178 190 140 140 140 140

6 739075 671942 6 748278 752934
3 207596 2 1 145527 47536

6 687637 647414 584811 616423 518778
1 188222 172484 1 1 1
29198 66672 79065 68121 109702 96638

781 841 784 748 871 881

827 835 794 680 667 622

3025 2991 3038 3068 2826 2614
1377s 1356 1384 1433s 1329 1235s
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CORPORATE DIRECTORY

OFFICERS Ronald W Johnson SUPERINTENDENTS

Morton Henshaw Administrative Services and Steve Moss

President Human Resources Wilson Plant

Edward F Johnson B Scott Reed Bruce Shelton

Vice President Engineering and Transmission Coleman Plant

William B Briscoe Paul A Schmitz Barry Wood

SecretaryTreasurer Finance ReidGreen Plants

J D Cooper W Hayden Timmons Virgil Mitchell

Assistant Secretary Treasurer Environmental and Public Affairs Transmission and Substations

GENERAL MANAGER MANAGERS CORPORATE ATTORNEY

W H Thorpe Don E Augenstein Morton Holbrook

Corporate Services General Counsel

Holbrook Wible

ASSISTANT GENERAL MANAGER Gregory F Black Sullivan Helmers PSC

Paul A Schmitz Environmental Affairs Owensboro Kentucky

C William Blackburn

DIRECTORS General Accounting CORPORATE AUDITORS

Three from each member cooperative
KPMG Peat Marwick

Joe L Craig Louisville Kentucky

Green River Electric Corporation Fuels

Marion Cecil

Edward F Johnson James V Haner

Sandra Wood Taxes Insurance Budgets

HendersonUnion Rural Electric Travis D Housley

Cooperative Corporation Engineering and Corporate Planning
William Briscoe

Morton Henshaw Bill Johnson

C G Truitt Economic Development

Jackson Purchase Electric Don C Mann

Cooperative Corporation Purchasing

Johnny L Hamm

Ralph Hardin Tom Millay

Edwin L Reid Human Resources

Meade County Rural Electric James H McIllwain

Cooperative Corporation Construction

John C Burnett

J D Cooper Benjamin Urbanek

Joseph A Hamilton Energy Control

Phil Waggoner

VICE GENERAL MANAGERS Information Svstems

J E Dolezal

Energy Supply John West

Financial Services

Richard Greenwell

Production
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Increase Increase
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System Peak Demand in
Megawatts 1157 990 167 169

Cost of Fuel Used in
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Assets 1 1421349 35152 25

Accumulated Margins and Equity 64540 83349 18
Employees Full Time 855 856 1 1
Revenue Per kWh Sold Mills 3628 2923 705 241
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Flow for application to amounts owed

them under reimbursement agreements

supporting their letters of credit issued for
County of Ohio Kentucky Pollution Con
trol Bonds totaling 142000000 and

REA receives the remainder
Financial Revenues for 1988 were 399
million up 100 million from 1987 This
increase resulted primarily from the

increase in power consumed by the

aluminum smelters which operated at full
capacity for most of the year and the rate
increase approved on September 1
1987 Net margins of 188million were
at the highest level in Big Rivers history
This level was attained principally from
the variable rates applicable to the alumi
num smelters The price of aluminum was
above 80 cents a pound for the entire
year allowing Big Rivers to charge the
maximum of 44 mills per kilowatt hour
kWh consumed by the smelters Had

the price of aluminum been at 45 cents a
pound or less for the entire year and all
other things been equal Big Rivers would
have charged the smelters 181 mills per
kWh would have had 143 million less
in revenues and would have incurred a
negative margin of 124 million

Fuel costs were 123 million up 15
million from 1987 reflecting an increase
in sales to 11 billion kWh up 739 million
kWh Interest costs were 1036million
down 208 million reflecting a 47
million adjustment recorded during 1988
for interest expensed in 1987 The

Agreement executed on March 30 1988
was retroactively effective to August 31
1987 The remaining 161 million

decrease resulted from a decrease in the

effective interest rate from 894 percent
to 777 percent realized with the execu
tion of the agreement and the second

refinancing of 319 million under the

Burdick amendment completed on Febru
ary 2 5
Energy Supply During the hot dry
summer of 1988 utility system load

demands grew daily and it appeared there
would be no end to the setting of new
record peaks The Big Rivers system was
no exception On Monday June 1 the
system peaked at 1050 megawatts
exceeding an alltime peak load of 1042
megawatts set in January 1985 Daily
system peaks continued to hover slightly
above the 1000 megawatt level un

til June 13 when an alltime record of
1113 megawatts was set The 1113
megawatt peak stood throughout the

month of July but was broken with a
record demand of 1157 megawatts on
August 18

There were several contributing fac
tors to Big Rivers record setting demands
The most significant being the return to
service of Alcans third potline an in

crease of approximately 100 megawatts
plus an increase in demand by NSA

of 35 megawatts
The heating and cooling degree days

for 1988 totalled 6322 which exce

eded the 1987 total of 5913 by 409
degree days

Revenue from intersystem power sales
totalled 64 million compared to 77
million during 1987 The decrease in

off system sales revenue was due in part
to the increase of system loads resulting
in less capacity and energy being available
for intersystem sales

Sales to Big Rivers member coopera
tives totaled 7814607074 kWh an

increase of1543291661 kWh or 246
percent over 1987 The growth rate of
nonsmelter electric energy usage over
the past two years has exceeded previous
levels increasing at an average annual rate
of 423 percent
Fuels Big Rivers burned 513 million
tons of coal in generating electricity an
average of 14013 tons per day This

compares with 482 million total tons
13215 tons per day burned in 1987

The average cost of coal used in

generating electricity was 2805 per ton
1257 cents per million British Thermal
Units BTU This compares with 2748
per ton 1243 cents per million BTU last
year

Coal inventories were increased to 77

days supply at the beginning of 1988 in
preparation for a possible United Mine
Workers strike at the expiration of the
labor contract in January A new con

tract was negotiated without a strike
and the inventories were reduced during
the year to 56 days at yearend

Coal requirements during 1988 were
supplied almost entirely by the minimum
quantities required to be received under
longterm and mediumterm coal con

tracts About three fourths of the re

quirements were supplied from mines in
2



western Kentucky providing approx

imately 700 jobs in coal mining and

transportation in the service areas of Big
Rivers member cooperatives

The Green and Wilson Plants both are

equipped with fluegas desulfurization

scrubbers and these plants burn western
Kentucky high sulfur coal The older

Coleman and Reid Plants and Henderson

Station Two which are not equipped with
scrubbers burn lower sulfur coal neces
sary for compliance with sulfur dioxide
emissions regulations from western Ken
tucky and southern Indiana

The scrubber sludge and ash produced
at the Green and Wilson Plants are hauled

by truck to nearby surface mines for

disposal This allows economical disposal
of the large quantities of waste material
produced by the scrubbers
Engineering And Transmission Big
Rivers is seeking a buyer for up to 200
megawatts of capacity on a longterm
basis Several proposals have been made
to regional utilities in response to specific
inquiries Market prospects have been

enhanced by the hot summer of 1988

with its recordsetting peak demands

incurred by many utilities
Three 69 kV transmission line projects

totaling 16 miles were completed this
year Eleven miles were built on the

Meade County Rural Electric Cooperative
Corporation system creating a loop feed
to two of their substations which will

improve service reliability to the northern
part of Meade County The remaining
five miles were built to serve two coal

mine loads on the HendersonUnion Rural

Electric Cooperative Corporation system
Substation construction consisted of

the modification of an existing 161 kV to
138 kV installation that serves one of

Green River Electric Corporationsalumi
num customers in Hancock County The

modification provided for additional

operating flexibility and enhanced service
reliability and makes it possible to serve
additional customers from this substation

Two aging and failing multi paired
communication system cables have been
replaced with a fiber optic system to add
reliability and remove the danger of

electrical shock when servicing the cable
and termination equipment

Todays engineering standards and

practices were used to evaluate the

protective relaying systems employed by
our older power plants This evaluation
resulted in the replacement of some

systems and the addition of some pro
tection that was not in existence at the

time of the original design These en

hancements provide a higher level of

protection for the generating equipment
Transmission personnel began a large

scale substation equipment maintenance
program that resulted in the complete
overhaul of 42 oil circuit breakers Thir

teen power transformers were tested
1600 relays were tested and 170 meters
were calibrated Approximately 1900
transmission line poles were treated for

protection against internal decay and

other damage Seventyfive poles were

found to be beyond repair and were

replaced One thousand acres of trans

mission line rightofway was chemically
treated or hand cleared

Labor Relations And Corporate Affairs
The Labor Relations and Corporate
Affairs Department successfully nego

tiated a new threeyear labor contract
with the International Brotherhood of

Electrical Workers IBEW Local 1701

This contract provides wage increases for
each year an improvement in the retire
ment benefit formula and a oneday bon
us for one year of perfect attendance

An audit of our Affirmative Action

Program by the US Department of Labor
Office of Federal Contract Compliance
found Big Rivers in compliance with all
federal laws governing this program

The Corporate safety program con

tinues to set new records Twentyfour
supervisors were honored for having no
reported injuries within their departments
for the year The Coleman Plant with its
141 employees broke all nolosttime

accident records by working two consec
utive years without a losttime injury
There were some 68000 more manhours
worked in 1988 however the accident
rate per manhour worked matched the
preceding years record low Extensive

safety training was under way covering
the proper removal of asbestos mat

erials and the new rigorous hazardous
chemical regulations
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A full year of concentrated training
for management and supervisory person
nel was carried out throughout the Big
Rivers system Closely related to the

training program was the development
and implementation of a new Perfor

mance Appraisal System for all em

ployees
Employees showed continuing interest

in making themselves more valuable to the
corporation with 47 employees receiving
educational assistance and nearly 10

percent of the employees took advantage
of the confidential Employee Assistance
Program
Production Plant efficiency and per

formance improvements continue to be of
primary importance at all plants With

major emphasis on performance average
heat rate has improved for the third

straight year and scrubber operating costs
have been reduced During the year

we changed our preventive maintenance
program to perform major turbinegen
erator overhauls every six years rather
than every five years

Henderson Unit No 1 was removed

from service in September 1988 for a
routine turbine generator inspectionover
haul replacement of condenser tubes and
removal of asbestos from the turbine

generator and mill areas
Coleman Unit No 3 which failed on

November 15 1987 during attempts to
bring it on line following routine mainte
nance was returned to service on April 3
1988 Portions of the turbine and gen
erator were damaged and cost of repairs
was3200000 The failure was covered

by insurance but at yearend we had not
settled the claim with the insurance

carrier

The stack liner on Green Unit No 1

was replaced with a titaniumclad liner
The Green Unit No 2 stack liner is

scheduled for replacement during the

spring of 1989
The maintenance management system

has been extended into the Electrical and

Instrumentation Department
The Technical Training Coordinator

position was filled in July of 1988 and a
comprehensive technical training program
is being assembled with training to begin
in January 1989 The training will begin
with supervisors followed by operators

and then expand into the Scrubber
Mechanical and Instrument and Electrical
Departments
Environmental The Environmental De

partment in addition to continued efforts
in obtaining water discharge permits for
the Coleman and Wilson Plants carried
out several special studies in support of
the Production Department and par

ticipated in a national study of proposed
acid rain legislation The Central Lab

oratory began analyzing oils for poly
chlorinated biphenyls PCBs for Big
Rivers and its member cooperatives
Personnel Joseph A Hamilton vice pres
ident of Meade County RECC joined our
board in January replacing William E

Seaton who retired in 1987 Mr Hamil

ton has served Meade County RECC since
1975 Ralph Hardin a member of Jack
son Purchase Electric Cooperative Cor
poration Board of Directors since 1981
replaced Bill Doom on our board in June

Earl Millspaugh Vice General Manager
of Production and Construction will

retire on February 1 1989 Richard

Greenwell has been appointed to fill Mr
Millspaughs position Mr Greenwell has
been employed by Big Rivers in various
production positions since 1967
Summary Big Rivers employees con
tinue to be a very positive force in our
progress and management and the Board
of Directors are extremely grateful for
their efforts The new threeyear con
tract the low employee turnover rate the
employee safety record and the em

ployees desire to improve productivity
exemplify the cooperative spirit

A full year of operation in a stable
positive atmosphere has been extremely
gratifying for the directors and employees
of the organization However all of us
must continue to be diligent in operating
as efficiently as possible to provide
reasonably priced electricity to Big Rivers
79306 consumers We pledge our strong
est efforts to this end

Morton Henshaw

President Board of Directors

William H Thorpe
General Manager
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INDEPENDENT AUDITORS REPORT

The Board of Directors

Big Rivers Electric Corporation

We have audited the balance sheets of Big Rives Electric Cor

poration as of December 31 1988 and 1987 and the related state
ments of revenues and expenses equities and cash flows for the

years then ended These financial statements are the responsi

bility of the Corporationsmanagement Our responsibility is

to express an opinion on these financial statements based on our
audits

We conducted our audits in accordance with generally accepted
auditing standards Those standards require that we plan and per
form the audit to obtain reasonable assurance about whether the

financial statements are free of material misstatement An audit

includes examining on a test basis evidence supporting the
amounts and disclosures in the financial statements An audit

also includes assessing the accounting principles used and signi

cant estimates made by management as well as evaluating the
overall financial statement presentation We believe that our

audits provide a reasonable basis for our opinion

In our opinion the financial statements referred to above present

fairly in all material respects the financial position of Big Rivers
Electric Corporation at December 31 1988 and 1987 and the

results of its operations and its cash flows for the years then end
ed in conformity with generally accepted accounting principles

As discussed in note 1 to the financial statements the Financial

Accounting Standards Board issued Statement of Financial

Accounting Standards SFAS No 101 entitled Regulated
Enterprises Accounting for the Discontinuance of Application

of SFAS No 71 Big Rivers in accordance with the transition

provisions of SFAS 101 is delaying application until 1989

Accordingly adjustments which may result from the application
of this pronouncement if any have not been recognized in the
accompanying financial statements

As discussed in notes 2 5 and 10 to the financial statements

on March 30 1988 Big Rivers and its creditors entered into a
Debt Restructuring Agreement whereby government related debt
was restructured into a Total Government Debt Note The

principal repayments of the Total Government Debt Note are
contingent upon the available cash flow as defined by the Debt

Restructuring Agreement Big Rivers ability to recover its costs
and repay its debt is dependent upon the continued success of Big

Rivers in maintaining the two granted rate increases which have

been appealed obtaining the third and final rate proposal as
outlined in the KPSC August 10 1987 order and selling approxi
mately fifteen percent of capacity to nonmembers The ultimate
outcome of these matters cannot presently be determined
Accordingly no adjustments relating to the recoverability and

classification of reported asset amounts or the amounts and
classification of liabilities that might result from the outcome of

these uncertainties have been recognized in the accompanying
financial statements

Peat Marwick Main Co

Louisville Kentucky

February 7 1989
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STATEMENTS OF REVENUES AND EXPENSES

See accompanying notes to financial statements

6

In thousands

Years ended December 31
1988 1987

Operating revenues note 9 399278 300

Operating expenses
Operations

Fuel for electric generation 121 108791
Power purchased and interchanged net 39158 39146
Other 41 39

Maintenance 23 21415
Depreciation and amortization 49311 53
Taxes 3 3

Total operating expenses 279 266450

Electric operating margins 119 33634

Interest and other deductions

Interest note 5 103643 124410
Allowance for borrowed funds used

during construction note 3 36 59
Other deductions 616 598

Total interest and other deductions 104223 124949

Operating margins loss 15334 91315

Nonoperating margins
Interest earned 3405 2
Other 66

3471 2684

Other capital credits and patronage allocations 4

Net margins loss 18809 88631

See accompanying notes to financial statements
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STATEMENTS OF EQUITIES

See accompanying notes to financial statements

7

In thousands

Years ended December 31 1988 and 1987

Other equities

Donated Consumers

Accumulated Accumulated capital contributions

Total deficit deficit Patronage and to

equities operating nonoperating capital memberships debt service

Balance at December 31 1986 5282 14612 26614 42063 764 3681

Margins loss for 1987

Operating 91315 91315

Nonoperating 2684 2684

Balance at December 31 1987 83349 105927 23930 42063 764 3681

Margins for 1988
Operating 15334 15334

Nonoperating 3471 3471

Other capital credits and
patronage allocations 4 4

Patronage Allocation 33310 33310

Balance at December 31 1988 64540 123 20 75373 764 3681

See accompanying notes to financial statements
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BALANCE SHEETS

See accompanying notes to financial statements

In thousands

December 31
Assets 1988 1987

Utility plant net notes 2 3 and 5 1207608 1253
Productive capacity under purchased
power contract note 7 23800 25700

Other deposits and investments at cost 4754 3898

Current assets

Cash and temporary cash investments note 5 56295 24
Receivables note 9 37236 52935
Fuel for electric generation 23357 30
Material and supplies 15 15

Total current assets 132528 124

Deferred charges note 4 17507 14

1386197 1421349

Equities and Liabilities

Capitalization
Equities 64540 83349
Longterm liabilities notes 2 and 5

Restructured debt 1091308 1
Unamortized premium 144341

1235649 1
Other longterm debt 168 170

Total longterm liabilities 1 1457
Less current maturities 57163 9

Total longterm liabilities
net of current maturities 1347 1

Total capitalization 1282 13651

Current liabilities

Current maturities of longterm
liabilities notes 2 and 5 57 9344

Accounts payable 18511 18521
Accrued expenses 26 26

Total current liabilities 101843 54

Deferred credits 1 1329
Commitments and contingencies notes 2 5 and 10

1 1421

See accompanying notes to financial statements
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STATEMENTS OF CASH FLOWS

Net cash used in financing
activities 54748 35737

Net increase in cash

and temporary cash investments 31711 14255

Supplemental cash flow information
Cash paid relating to interest expense 105867 34294

See accompanying notes to financial statements
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In thousands

Years ended December 31

1988 1987

Cash flows from operating activities

Net margins loss 18809 88631

Adjustments to reconcile net margins
loss to cash provided by operating
activities

Depreciation and amortization 49796 53995

Amortization of deferred charges 3 2232

Interest expense refinanced with REA
borrowings 87406

Allowance for borrowed funds used

during construction 36 59

Change in assets and liabilities
Receivables 15 23501

Fuel for electric generation 7373 2300

Material and supplies 185 1031

Accounts payable 10 1436

Accrued expenses 747 19781

Other net 3605 47

Net cash provided by
operating activities 90507 46503

Cash flows from investing activities

Construction expenditures 4048 3213

Refund from vendor relating to
construction expenditures 6702

Net cash provided by used in
investing activities 4048 3489

Cash flows from financing activities

Principal payments on longterm debt 370926 283622

Proceeds from sale of cooperative
utility trusts 319426 250805

Capitalized refinancing expenses 3248 2920

Net cash used in financing
activities 54748 35737

Net increase in cash

and temporary cash investments 31711 14255

Supplemental cash flow information
Cash paid relating to interest expense 105867 34294

See accompanying notes to financial statements
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NOTES TO FINANCIAL STATEMENTS December 31 1988 1987

Dollars in thousands

1 Summary of Significant Accounting Policies
a General Information

Big Rivers Electric Corporation Big Rivers a nonprofit
electric generation and transmission cooperative association

supplies the power needs of its four member distribution coop
eratives and markets power to nonmember utilities The mem

bers provide electric power and energy to industrial residential
and commercial customers located in portions of 22 western

Kentucky counties Big Rivers has entered into wholesale power
contracts with each of its members which require the members
to buy and receive from Big Rivers all their power and energy
requirements and Big Rivers to sell and deliver power and energy
in satisfaction of such requirements The wholesale power con
tracts with the members extend to the year 2023 Rates to its
members are established by the Kentucky Public Service Commis
sion KPSC and subject to approval by the United States Depart
ment of Agriculture Rural Electrification Administration REA

b System of Accounts

The accrual basis accounting policies follow the Uniform
System of Accounts prescribed by the Federal Energy Regulatory
Commission FERC as adopted by REA and KPSC The reg
ulatory agencies retain authority and periodically issue orders
on various accounting and rate making matters

c Revenue Recognition

Revenues are based on monthend meter readings

d Utility Plant and Depreciation
Utility plant is stated at original cost which includes the cost

of contracted services material labor overhead and an allow
ance for borrowed funds used during construction Replacements
of depreciable property units except minor replacements are
charged to utility plant Property units replaced or retired
including cost of removal net of any salvage are charged to ac
cumulated depreciation Routine maintenance repairs and minor
replacement costs are charged to expense as incurred

Allowance for borrowed funds used during construction is
included on projects with an estimated total cost of 250 or

more before consideration of the allowance The interest cap
italized is determined by applying the weighted average annual
effective rate of borrowings outstanding during the period to
qualifying assets included in construction in progress Interest ex
pense on restricted tax exempt borrowings is capitalized at the
actual rate of the borrowing net of interest earned on investment
of those tax exempt borrowings Capitalization of interest is

discontinued when the project is completed and the asset is
ready for service

Depreciation of utility plant and unclassified plant in service
is provided using the straightline method over the estimated
service lives of the depreciable assets Annual rates used to
compute depreciation are as follows

Production plant 3 350

Transmission plant 275

Station equipment 275

General plant 2 20

Unclassified plant
in service 275

e Temporary Cash Investments

Temporary cash investments consist primarily of temporary
investments in US Government and Federal agency securities
which are carried at cost and adjusted for accrued interest which
approximates market

f Inventories

Inventories consisting of fuel for electric generation and
material and supplies are valued at weighted average cost

g Patronage Capital

As provided in the bylaws any excess of revenues over the

sum of a operating costs and expenses properly chargeable
against the furnishing of electric energy and b amounts re
quired to offset operating losses incurred during the current or
any prior fiscal year is capital furnished by the patrons and
credited to a capital account for each patron on a patronage
basis Nonoperating margins are used to offset any accumulated
nonoperating deficits and to the extent not needed for this

purpose used to offset any operating losses during the current
or any prior fiscal year If after offsetting the nonoperating
margins against accumulated nonoperating deficits operating
losses or accumulated deficits there remains a balance this
balance is allocated to patrons on a patronage basis and any
amount so allocated is included as a part of capital credited to the
accounts of patrons Neither operating nor nonoperating losses
are allocated to the patrons

h Pension and Deferred Compensation Plans
Substantially all employees are covered under trusteed non

contributory and contributory retirement plans Also Big Rivers
has executed deferred compensation agreements with certain key
employees which provide for periodic payments upon retirement
or to beneficiaries in event of death All pension and deferred
compensation costs accrued are funded annually Pension ex

pense includes current service costs and amortization of prior
service costs over twenty five years

i Statement of Financial Accounting Standards No 101
In December of 1988 the Financial Accounting Standards

Board issued Statement of Financial Accounting Standards
SFAS No 101 entitled Regulated Enterprises Accounting for
the Discontinuance of Application of SFAS No 71 In ac

cordance with the transition provisions of SFAS No 101 Big
Rivers is delaying application of the statement until 1989 Ac

cordingly adjustments resulting from the application of this
pronouncement if any have not been determined

10



2 Rate Matters

On August 10 1987 the KPSC approved a rate request by
Big Rivers Rate Case 9885 which became effective Septem

ber 1 1987 The rate request included an increase in the demand
charge of 125 per kW and a variable aluminum smelter rate

where rates will fluctuate based on the price of aluminum within
a defined minimum and maximum price During 1988 Big Rivers

received the highest allowable variable smelter rate as aluminum

prices were at the defined maximum The order also stated that
Big Rivers should file subsequent rate proposals on or before
July 1 1988 and July 1 1990 The aluminum smelters and Big
Rivers filed appeals regarding the KPSCs decision on rates with
the Franklin Circuit Court On August 19 1988 the Franklin
Circuit Court affirmed the decision of the KPSC in Rate Case

9885 The case has now been appealed to the Kentucky Court

of Appeals by the aluminum smelters Those appeals are pending

at December 31 1988

As required in KPSC Rate Case 9885 Big Rivers filed a subse
quent rate request proposal on June 30 1988 in Rate Case
10265 A rate increase of130 per kW in its demand rate was

requested The KPSC approved the requested rate increase on
December 21 1988 to be effective January 1 1989 The alumi
num smelters filed appeals in the Franklin Circuit Court regarding
the KPSCs decision Those appeals are pending at Decem

ber 31 1988

Big Rivers ability to recover costs is dependent upon the
continued success of Big Rivers in maintaining the two granted
rate increases which have been appealed obtaining the third and

final rate proposal as outlined in the KPSC August 10 1987
order and selling approximately 15 percent of capacity to non
members

3 Utility Plant

1988 1987

The following summarizes utility plant

9539 6786
Cravat coal contract amendment

1988 1987

Classified plant in service

2607 6

Production plant 1272121 1270902

Transmission plant 77399 43389

Station equipment 87447 86413

General plant 13943 13408

Intangible 190 190

Unclassified plant in service 837 34279

1451937 1448581

Less accumulated depreciation 245556 196710

1206381 1251871

Construction in progress 1227 1449

1207608 1253320

Construction in progress is comprised of several small projects construction in 1988 and 1987 were 80 percent and 99 percent

The average rates used for the capitalization of interest during respectively

4 Deferred Charges
The following summarizes deferred charges which include cer

tain other assets

1988 1987

Unamortized debt expenses 9539 6786
Cravat coal contract amendment 4618 6360
Insurance claim 2607 6

Other 743 1205

17507 14357

With approval of REA on September 29 1987 and Febru
ary 25 1988 Big Rivers refinanced 250805 and 319426 of
FFB debt with longterm debt at lower interest rates and incurred

refinancing expenses of2937 and 3230 respectively In

November 1982 Big Rivers elected to refinance 90053 of FFB
short term mortgage notes with longterm notes at lower interest

rates As a result of this election a refinancing expense of4600
was incurred These expenses were being amortized over the

life of the refinanced debt and are now being amortized over the

term of the restructured debt see note 5
On June 1 1984 an agreement with Cravat Coal Company

which reduced their delivered price of coal by approximately 11

per ton was consummated Under the terms of the agreement

12500 was paid to Cravat which is being amortized based on
coal deliveries over the remaining life of the contract and re

covered through the fuel adjustment clause as approved by the
KPSC

Big Rivers has filed a claim with its insurer to recover certain
costs of repairs to a turbine Cost incurred in excess of the

policy deductible to repair the turbine are being deferred until
settlement of the claim
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5 Longterm Liabilities

A summary of longterm liabilities follows
1 1987

Restructured debt

REA836 promissory note 1091308
Unamortized premium 144341
REA 2 and 5 mortgage notes payable 83557
Federal Financing Bank FFB7370 to 10808 mortgage

notes payable 696294
Government arrearage 256504
Louisville Bank for Cooperatives LBC cooperative
utility trusts with interest at93325 to 107825 250794

1235649 1287149
Other longterm debt

County of Ohio Kentucky promissory note with variable
interest rate currently 70 83300 83300

County of Ohio Kentucky promissory note with variable
interest rate currently6501 58800 58800

Obligation due to Jackson Purchase Electric Cooperative
Corporation 2983 2983

Obligation under purchased power contract see note 7 23800 25700
1404532 1457932

Less current maturities 57163 9344
1347369 1448588

Restructured debt

Prior to 1987 Big Rivers incurred difficulty in obtaining rate
increases from the KPSC As a result Big Rivers defaulted on
principal and interest payments due REA for REA insured loans

and due FFB for REA guaranteed loans These amounts are

reflected in government arrearage in 1987 A working com

mittee of representatives from Big Rivers the Justice Depart
ment REA Manufacturers Hanover Trust Company and Irving
Trust Company was formed to find a mutually acceptable way of
resolving the financial situation On August 28 1987 Big Rivers
and its creditors agreed in principle to accept a modified debt
restructuring plan incorporating certain recommendations of the
KPSC

On March 30 1988 the Debt Restructuring Agreement dated
as of August 31 1987 was signed Except for the concept of a
Total Government Debt Note the REA Promissory Note the
Debt Restructuring Agreement basically incorporates the modi
fied debt restructuring plan The Debt Restructuring Agreement
provides for an 836 percent reverse amortization of the REA

Promissory Note The Debt Restructuring Agreement establishes
a minimum level of debt service payments while requiring
additional debt service payments depending on the available
monthly cash flow as defined by the Debt Restructuring Agree
ment Big Rivers may retain for working capital needs a month
end cash balance of 10000 except at the end of December

where Big Rivers may defer payment if the previous monthly

payments have met the minimum requirements In return for Big
Rivers making all payments on the REA Promissory Note the
REA will make all payments required on the FFB Guarantees and
the LBC Guarantees on a timely basis and will not seek to collect
from Big Rivers with respect to any REA Debt any amounts in
excess of the obligation on the REA Promissory Note

The impact of the Debt Restructuring Agreement has been
accounted for as a troubled debt restructuring involving a modifi
cation of terms Accordingly Big Rivers has accounted for the
effects of the restructuring prospectively and has not changed
the carrying amount of the debt Interest expense is being com
puted on a conventional amortization method for accounting
purposes rather than the reverse amortization method per the
Debt Restructuring Agreement The resulting difference is re

flected as unamortized premium and will be adjusted throughout
the term of the REA Promissory Note The effective interest rate

for 1988 on the REA Promissory Note was 7676 percent
Accrued interest at December 31 1987 was subsequently re
duced by4697 due to the retroactive effect of the Debt Re
structuring Agreement This amount has been recorded as a

reduction in interest expense during 1988
On September 29 1987 the LBC loaned Big Rivers 250805

to refinance higher interest rate FFB loans Big Rivers issued

three notes to three trusts established with LBC each guaranteed
by the REA an LBC Guarantee maturing from September 1988
through September 2017 Each trust has issued to LBC certifi
cates representing the beneficial interest in such trusts In the
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same manner as the September 29 1987 refinancing on Febru

ary 25 1988 Big Rivers refinanced 319426 of higher interest
rate FFB loans with a loan from LBC Big Rivers issued three
notes to three trusts established with LBC each guaranteed by

the REA an LBC Guarantee maturing through February 2017
Each trust has issued to LBC certificates representing the entire
beneficial interest in such trusts Big Rivers received a principal

reduction of 37734 on the REA Promissory Note as a result of
this refinancing This principal reduction was determined by
discounting at 836 percent from August 31 1987 the periodic
savings to result from such refinancing This principal reduction
has been included in the unamortized premium account as part

of the debt restructuring and will be realized prospectively

through a lower effective interest rate

Other longterm debt

On June 30 1983 the County of Ohio Kentucky issued

58800 of Pollution Control Demand Bonds Series 1983 the
proceeds of which were loaned to Big Rivers Prior to Janu
ary 10 1989 the weekly interest rate was a Selected Percent
age not to exceed 110 percent of the coupon equivalent 13
week US Treasury Bills Subsequent to January 10 1989
these bonds will bear a variable rate of interest determined

weekly by the Remarketing Agent with the approval of Big
Rivers equal to the minimum rate necessary to remarket the
bonds in a secondary market at par plus accrued interest but
not to exceed 110 percent of an index based upon the weekly
sales of 91 day US Treasury Bills These bonds are supported

by an Irving Trust Company irrevocable standby letter of credit
due to expire July 15 1991 The bonds are subject to manda
tory redemption upon expiration of the supporting letter of
credit and any renewal thereof While these bonds are not dated
to mature until June 1 2013 pursuant to the Restructuring

Agreement Big Rivers is obligated to fully fund these bonds by
January 31 2010

In November of 1982 the County of Ohio Kentucky issued
82500 of Pollution Control Interim Bonds Series 1982 the
proceeds of which were loaned to Big Rivers On October 31
1985 the County of Ohio Kentucky issued Pollution Control
Refunding Demand Bonds Series 1985 the proceeds of which
were used to refinance the 1982 Interim Bonds The Refunding

Bonds bear interest at a variable rate which is the lesser of a

13 percent per annum or b a rate determined weekly by the
Remarketing Agent with the approval of Big Rivers equal to the
minimum rate necessary to remarket the bonds in a secondary
market at par plus accrued interest but not less than 40 percent
or greater than 110 percent of an index based upon the weekly
sales of 91 day US Treasury Bills These bonds are supported by
a Manufacturers Hanover Trust Company irrevocable standby

letter of credit due to expire July 15 1991 The bonds are

subject to mandatory redemption upon expiration of the sup
porting letter of credit and any renewal thereof While these
bonds are not dated to mature until October 1 2015 pursuant

to the Restructuring Agreement Big Rivers is obligated to fully
fund these bonds by January 31 2010

In January of 1984 pursuant to an agreement dated Octo

ber 14 1977 Big Rivers purchased certain transmission facilities
aggregating2983 from the Jackson Purchase Electric Cooper

ative Corporation On February 10 1984 a board resolution
was passed whereby Big Rivers was to assume from Jackson
Purchase the loans associated with these facilities pending REA

approval On January 13 1989 that resolution was rescinded and
a revised resolution was passed whereby general funds will be
used to pay Jackson Purchase for these transmission facilities

All revenues and substantially all assets of Big Rivers are

pledged as collateral under the Restated Mortgage and Security
Agreement dated as of March 30 1988

The aggregate maturities of longterm debt for each of the five
years subsequent to December 31 1988 are estimated to be as
follows

Restructured Other

Year debt debt Total

1989 52280 4883 57163
1990 21468 1900 23368
1991 28343 1900 30243
1992 36796 1900 38696
1993 44882 1900 46782

The maturities of longterm debt relating to the restructured

debt are dependent upon the available cash flow of Big Rivers
The above represents the maturities based on the minimum debt

service payments required under the Debt Restructuring Agree
ment except for 1989 which includes the effect of the actual

January 1989 principal payment
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6 Income Taxes

Prior to 1983 Big Rivers was tax exempt under Section 501
c 12 of the Internal Revenue Code which requires that at
least 85 percent or more of income consist of amounts collected

from members for the sole purpose of meeting losses and ex
penses Nonmember gross income for the years 1983 through
1988 have exceeded the 15 percent allowable therefore Big
Rivers has been a taxable cooperative for those years The allow
ance for a deduction of patronage allocation results in no current
or deferred income tax expense The following analysis sum
marizes the net operating loss and investment tax credit carry
forwards

Net operating loss

carryforward

Year Income Investment tax

of Accounting tax credit

origination purposes purposes carryforward

1983 10750 9460 270

1984 9340 87500 56300
1985 9640 160180 1170
1986 123650 154790
1987 88680 94600
1988 14490 16740

These carryforwards may be utilized to offset taxable income

for the period of 15 years from the year of origination The origi
nal amounts of investment tax credit carryover have been reduced
by 35 percent to account for the reduction required pursuant
to Section 49c of the Internal Revenue Code of 1986

7 Purchased Power

Big Rivers under contracts with the City of Henderson
Kentucky City operates the City owned 315 megawatt gener
ating station Station Two and agrees to purchase an allocated
portion of the output Big Rivers portion of Station Two ca
pacity is currently 84 percent which is expected to decrease to
82 percent by 1993 The contracts expire in 2003

Under the terms of the contracts with the City Big Rivers has
agreed to pay a proportionate share of the monthly fixed costs
of Station Two excluding depreciation based on its allocated
portion of the capacity of Station Two The monthly fixed
costs include debt service payments necessary to retire the

principal and to pay interest on the Citys bonds issued to finance
the construction of Station Two Big Rivers has recorded as a
liability the portion of the principal payments it is obligated to
pay as fixed costs under the contract based on estimates of its

allocated portion of Station Two capacity and has recorded as
an asset a like amount for the right to purchase its allocated
portion of the output The fixed costs are payable to the City
whether or not Station Two is operational or the operation
thereof is interrupted suspended or interfered with in whole
or in part for any cause The cost of power purchased under the
contract for 1988 and 1987 was 33993 and 34082 re
spectively Such costs are accounted for as power purchased

14



8 Pension and Deferred Compensation Plans
Big Rivers has defined benefit pension plans covering substan

tially all employees who meet minimum age and service require
ments The plans provide benefits based on the participants
years of service and compensation or stated amounts for each
year of service Big Rivers policy is to fund such plans in accor
dance with the requirements of the Employee Retirement Income
Security Act of 1974

In 1987 Big Rivers changed its method of accounting for its
defined benefit pension plans by adopting the provisions of
Statement of Financial Accounting Standards SFAS No 87

Employers Accounting for Pensions
The following table sets forth the funded status of the plans

and amount recognized in the balance sheet at December 31

15

1988 1987

Actuarial present value of benefit obligation
Accumulated benefit obligation including vested benefits
of5206 and5281 5266 5403

Projected benefit obligation for services rendered to date 6794 7304

Plan assets at fair value primarily listed stocks and
US Treasury Bonds 10097 9696

Plan assets in excess of projected benefit obligation 3303 2392

Unrecognized net transition assets 2859 3082

Unrecognized net loss gain 910 379

Unfundedaccrued pension cost 466 311

Net pension costs included the following income expense
components

Service costbenefits earned during the year 725 850

Interest cost on projected benefit obligation 482 451

Actual return on plan assets 661 493
Amortization of transition assets 220 220

Amortization and deferral of net gain 171 214

Net periodic pension costs 155 374

Assumptions used to develop the projected benefit obligation were

1988 1987

Discount rates 85 75

Rates of increase in compensation levels 40 40

Expected long term rate of return on assets 85 75

Total expense related to the pension and deferred compensation
plans was 805 and1069 in 1988 and 1987 respectively
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9 Revenues and Major Customers
Operating revenues were as follows

1988 1987

Members

Green River Electric Corporation 171364 124931
HendersonUnion Rural Electric

Cooperative Corporation 136434 75156
Jackson Purchase Electric

Cooperative Corporation 17659 14722
Meade County Rural Electric

Cooperative Corporation 9543 8168

Nonmembers 64278 77107

399278 300084

NationalSouthwire Aluminum Company and Alcan Alumi for National Southwire Aluminum Company and Henderson
num Corporation purchase substantial amounts of electric energy Union Rural Electric Cooperative Corporation for Alcan Alumi
under contracts with members expiring in 2010 Sales to mem num Corporation were as follows
bers for these two customers Green River Electric Corporation

Year Green River Henderson Union Combined

1988 133598 119338 252936

1987 92026 60102 152128

Big Rivers agrees to indemnify its member cooperatives by Receivables from members at December 31 1988 and 1987
accepting as full payment for power supplied to any of its mem were 29610 and 29500 respectively
bers and sold by the member to an industrial customer only
such payment therefore as the member shall receive from its
customer

10 Litigation

As discussed in note 2 a suit was filed with the Kentucky
Court of Appeals by the aluminum smelters regarding the KPSCs
decision on rates in Case Number 9885 and the Franklin Circuit
Courts affirmation of that decision The aluminum smelters

have filed appeals regarding the KPSCs approval of the Debt
Restructuring Agreement and the KPSCs decisions on rates in

Case Number 10265 with the Franklin Circuit Court Those

appeals are pending at December 31 1988

There are a number of pending legal actions involving Big
Rivers either as defendant or plaintiff Management believes
that the outcome of these legal actions and claims will not have
a material effect on Big Rivers financial position or results of
operations

16



COMPARATIVE STATISTICAL ANALYSIS

1988 1987 1986 1985

Operating Revenues 399277507 300084362 227664219 236023720

Expenses
Operation and Maintenance 187344006 169931331 130991511 133
Purchased Power and

Interchanged Net 39158896 39146440 38214277 39792228

Depreciation and Amortization 4931000 53555259 18798750 17788717

Taxes 3906621 3817850 2515787 2353021
Interest 103607079 124351304 51520808 39645856
Other 616025 597798 235101 195269

Total 383943487 391399982 242 233555001

Operating Margins Loss 15334020 91315620 14612015 2468719

Nonoperating Margins Loss 3474999 2684774 26613024 1050605

Net Margins Loss 18809019 88630846 41225039 3519324

Utility Plant at Cost 1451937802 1448581890 1452144009 539

Construction Work in Progress 1 1448505 2080925 833505325

Total Electric Plant 1453164398 1450030395 1454224934 1373503769

Less Accumulated Depreciation 245556080 196710029 143479823 124841130

Utility Plant Net 1207608318 1253320366 1310745111 1248662639

Total Assets 1386197045 1421349400 1438564861 1409490616

Member Maximum

Demand MW 1157 990 993 1042

Installed Steam Generating

Capacity Net MW 1394 1394 1383 974

Purchased Steam Generating Capacity
HMPL Station Two Net MW 264 270 271 271

Peaking and Standby Capacity
Reid Combustion Turbine MW 65 65 65 65

Purchased Peaking MW 178 178 178 178

Purchased Standby MW 0 0 0 0

KWh Millions

Sales to Members 781461 627132 621179 690867
Sales to Non Members 318851 399308 330368 329011
Generated 927021 832180 660970 644745
Purchased

HMPL Station Two 171620 193261 163187 177965
Other 26204 28469 33638 29198

System Load Factor 776 755 741 781

Employees at YearEnd 855 856 863 827

Average Cost of Coal Used
Price Per Ton 2805 2748 2783 3025

a MM BTU 1257 1243s 1276 1377
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TEN YEAR SUMMARY

1984 1983 1982 1981 1980 1979

258019579 258276967 232716033 240476418 179429591 124077992

143358327 136539322 124675180 120266830 91232809 53217700

47494014 55494464 46342616 58848412 52947305 52238507
18533362 17782446 17548448 17073065 11516775 5976160
2269307 2202576 1970317 1817332 1441297 780799
39747343 38198269 40467426 37092495 18528992 4988213

150834 136778 149400 92954 56197 23017

251553187 250353855 231153387 235191088 175723375 117224396

6466392 7923112 1562646 5285330 3706216 6853596
1726877 994948 1968247 1677561 1080410 1219271

4739515 8918060 3530893 6962891 4786626 8072867

533597067 531772691 495105598 483371934 313289264 283281046
745589266 653519304 451265803 173576481 186458271 125427944

1279186333 1185 291995 946371401 656948415 499747535 408708990
106923761 91374775 74720991 58643004 42843216 32900415

1172262572 1093917220 871650410 598305411 456904319 375808575

1332830420 1225799340 1029256522 708233625 560828507 480817488

1027 952 947 956 943 910

974 974 974 974 751 751

268 270 253 253 256 255

65 65 65 65 65 65
190 40 40 40 40 40

0 100 100 100 100 100

739075 671942 642088 748278 752934 702928
207596 209882 110637 145527 47536 5850

687637 647414 584811 616423 518778 391105

188222 172484 112718 182287 198904 193109
66672 79065 68121 109702 96638 138712

841 784 748 871 881 853
835 794 680 667 622 555

2991
I

3038 3068 2826 2614 2084
1356s 1384a 14331 1329a 1235r 952t
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PRESIDENTSAND GENERAL MANAGERSREPORT

Following several years of frustration

and perplexity Big Rivers ended 1987 in a

positive mood as

We worked to finalize details of a workout

plan with our major creditors
The Kentucky Public Service Commission
PSC approved a rate increase for our

75000 consumermembers and set a vari
able rate for our major power users two
aluminum smelters

The two aluminum smelters we serve began

operating near capacity as the improved
demand for aluminum brought about sub

stantial increases in price

A federal judge affirmed our contentions in
a contract dispute with another utility

We will address the rate increase issue first

In late 1986 we filed a change of rate request
with the PSC On March 17 1987 the PSC

denied the requested increase and ordered us to

renegotiate a longterm debt workout plan

negotiate a flexible rate plan with the aluminum
smelters and meet with the state Attorney

General to explain the negotiated rate plan and
how the interest of all other consumers would be

protected
After several weeks of negotiations Big

Rivers reached an improved workout plan with
our creditors Manufacturers Hanover Irving
Trust and the federal government Simultane

ously we tried unsuccessfully to come to mutual
terms with the aluminum smelters for flexible

rates

The Commission engaged Arthur Anderson

Company an accounting firm to audit certain
operating costs of Big Rivers and the two alumi
num companies Alcan Ingot Recycling

Alcan at Sebree and National Southwire Alumi
num NSA at Hawesville The PSC also hired

internationally known aluminum expert

Anthony Bird of England to assist in evaluating
this extensive and complicated rate case

As ordered by the PSC Big Rivers on

July 20 filed a compliance report business plan

revised workout plan in the form of an agree
ment in principle which contained a minimum
debt service schedule in lieu of unspecified tar

gets and a proposed tariff for a flexible rate
structure for the aluminum smelters Beginning

August 4 the Commission heard testimony from
witnesses of intervenors the Commission and Big
Rivers

On August 10 1987 the PSC ordered

a rate increase and presented the following
findings in part

1 Big Rivers existing rates are unjust
and unreasonable in that they are insuf

ficient to produce the revenue needed to pay
operating expenses service the debt as

restructured and maintain financial inte
grity
2 NSAs motions to dismiss and for

postponement of the decision should be

denied

3 Big Rivers revised workout plan

in conjunction with the rates approved in

this Order will provide a long term resolu
tion of Big Rivers financial difficulties
4 The economic stability of Big Rivers
two major customers NSA and Alcan will
be enhanced by the implementation of

power rates that vary with the market price
of aluminum

5 Big Rivers should file subsequent

rate proposals on or before July 1 1988
and July 1 1990
6 Big Rivers should continue to charge its
existing rates until it has filed with the

Commission 1 written notice from its
principal creditors evidencing their approval
of the workout plan as modified by this
order and their acceptance of the rates

found reasonable herein 2 a written

agreement evidencing the termination of the
pending foreclosure action in the US

District Court for the Western District of

Kentucky Civil Action No 8500120J
and 3 written notice evidencing the

withdrawal of the existing loan embargo for
all Kentucky cooperatives
7 The rates set forth in Appendix A
to this Order are the fair just and reason

able rates to be charged on and after Big
Rivers files the documentation required by

Finding No 6 above but not earlier than

September 1 1987
The above conditions were met and new

rates were effective on September 1

Big Rivers rates are 750 per kilowatt kW
demand based on the highest 30minute metered
demand during the month the preceding 11

months or the contract demand for all delivery

points except those which by contract cannot be
exceeded by more than two percent with

out Big Rivers prior permission The finding

also included an energy charge of0017234 per

kilowatthour kWh which includes a fuel base
of001295

For the aluminum industry a Variable

Aluminum Smelter Rate was set with a demand

charge of 750 per kW per month of contract



demand and a credit of 103778 mills for each

kWh consumed being computed as the demand
charge rate converted to mills per kWh at a 99
percent load factor and a pivot energy charge of
320 mills per kWh used when the price of
aluminum is 62 cents per pound The formula

used to determine the energy rate is for each 1

cent rise in the metal price above 62 cents a 07
mill increase in energy rate will occur and for
each 1 cent fall in the metal price below 62
cents a 08 mill decrease in the energy rate will
occur resulting in a range from a lower rate limit

of 181 mills per kWh to an upper rate limit of
440 mills per kWh subject to adjustments for
fuel cost changes The price of aluminum is

based on the average monthly Metals Week
US Transactions price of aluminum as re

ported in Metals Week for the month prior to
the month charges are incurred

Big Rivers and its lenders are continuing to
negotiate the workout plan contract in accord
ance with the provisions of the agreement in
principle which is expected to be completed
during the first quarter of 1988

Big Rivers and the aluminum companies
filed appeals of the PSCs decision with the
Franklin Circuit Court Those appeals were
pending as 1987 came to a close

During early 1986 a contractual dispute
arose between Big Rivers and Municipal Energy
Agency of Mississippi MEAM concerning the
54megawatt purchase power contract On June

18 1987 an arbitration panel ruled in favor
of Big Rivers Big Rivers then filed suit with the

United States District Court Western District of
Kentucky at Owensboro requesting that the
court make the arbitrators decision an award of

the court On December 23 the court ruled in
favor of Big Rivers MEAM is required to pay
Big Rivers approximately 18 million for service

rendered and complete the remaining 7 years of
the contract MEAM has appealed the courts
ruling to US Sixth Circuit Court

As reported last year an application with
REA to authorize the refinancing without

penalty of several loan advances from the Federal

Financing Bank had been filed Such refinancing
was completed and approved during September
of this year Big Rivers consequently refinanced
approximately 251 million which will result in
an annual savings of 900000

The year was successful for marketing sur
plus power on a short term basis to other utili
ties The primary purchaser of Big Rivers sur
plus energy was the Tennessee Valley Authority
Intrasystem load requirements turned sharply

upward in July as the air conditioning load
coupled with the restart of Alcans second

potline began to develop Unlike a year ago the
weather in August 1987 extended the air condi

tioning load throughout the month and most

delivery points recorded a new peak for the year
Revenue from intersystem power sales for

both capacity and energy totaled 670 million
during the year which excludes 86 million in
uncollected monies MEAM owes us This com

pares to a total sales of 689 million for the year
of 1986

Sales for 1987 to our distribution members

were6271315413 kWh which is a 59521440
kWh increase of approximately one percent from
the previous year Alcan returned its second pot
line to service during August The remaining
Alcan potline is scheduled to return to service

during the first quarter of 1988
The Big Rivers system recorded a coin

cident peak demand of 990 MW on August 21
The systems rural load other than for the large
industrials increased both in demand and energy
over 1986 The 1987 rural and other consumers

load demand increased 476 percent while the
energy associated with this load increased 562

percent

Total heating and cooling degree days for
1987 were 5905 compared to 5961 total for
1986 The decrease in total degree days was
mostly attributable to the mild winter weather
that was experienced across the Big Rivers

system during 1987

The Energy Supply Department upgraded
communications equipment to maintain vital

links throughout the Big Rivers system as well
as our ties to other utilities

With the completion of the construction

program during the past few years 1987 marked
the beginning of a change in emphasis for the
Engineering and Transmission Departments The
emphasis has evolved from design and construc
tion to the challenge of maintaining reliable
service to our members while exporting large
amounts of power These power exports are
pressing our transmission system to its operating
limit during peak load conditions

To meet this challenge the Engineering
Department is performing a system wide study of
its relay protection schemes to insure that rapid
system restoration is achieved in recovering from
electrical disturbances Our electrical system has
been computer modeled to guarantee that system
stability is maintained

The Production Construction Department

has continued to exceed its primary objectives

K



despite the austerity program Effective manage
ment with an emphasis on performance has

for the second consecutive year resulted in heat

rate improvements

Trucks bringing coal to our Robert D Green
and DB Wilson plants haul sludge back to the

strip mines significantly lowering landfill oper

ating costs and reducing future land require
ments

We inspected and performed major overhauls
on Green Unit No 2 and Kenneth C Coleman

Unit No 1 during the year Both units were

returned to service with improved efficiency

Mechanical maintenance was completed on all
other units

On November 15 Coleman Unit No 3 failed

during attempts to bring it back on line following
routine maintenance Major portions of the
turbine and generator were damaged The

150 MW unit is expected to be returned to ser
vice in March of 1988 Cost to repair the unit is
estimated at 3 million Cause of the failure at

years end was unknown

During late December Big Rivers and MW
Kellogg reached an agreement which permitted

Big Rivers to accept for service the scrubber as
installed at the Wilson Plant

The maintenance management system has

been expanded to include Electrical and Instru
mentation Departments This system readily
provides information regarding maintenance

manhours equipment repair cost and equipment

history Late in the year we began replacing
Green Unit No 1 stack liner The original cast
able in place gunnite liner is being replaced with
116 thick titanium clad

Big Rivers used 482 million tons of coal in

generating electricity in 1987 This compares
with 446 million tons burned last year

The average cost of coal used in generating

electricity was 2748 per ton 1243 cents per
million British Thermal Units BTU This com

pares with 2816 per ton 1288 cents per mil
lion BTU in 1986

The coal requirements during 1987 were

supplied almost entirely by the minimum quan
tities required to be received under long term
and mediumterm coal contracts About three

fourths of the requirements were supplied

from mines in western Kentucky The Green and
Wilson plants both are equipped with flue gas
desulfurization scrubbers and these plants

burn western Kentucky high sulfur coal The

older Coleman and Reid plants and Henderson

Station Two are not equipped with scrubbers

and these plants burn lower sulfur coal neces

sary for compliance with sulfur dioxide emissions

regulations from western Kentucky and south
ern Indiana

The Environmental Department spends

much time and effort to guarantee that our
plants meet compliance standards of federal and

state statutes and regulations Several new re

gulations this year required special consideration
They pertained to community right toknow

workers righttoknow and asbestos reporting

and handling requirements
The department keeps a close watch on

pending acid rain legislation because the impact
to our member systems consumers could be

costly

Kentuckys environmental regulatory agen
cies approved the removal of the stack gas re

heat requirement at the Wilson Plant This

change saves approximately 1 million a year in
operating costs

An 18month contract with our bargaining
unit was signed in April The International

Brotherhood of Electrical Workers Local 1701

membership supported an agreement containing

no wage increases and several medical insurance
cost containment features A new and more

uniform method of distributing overtime was
added and a new paid partial sickday provision
was included

Records are meant to be broken and this

year was no exception in corporate safety
Thanks to the dedication of our employees and
their increased safety awareness Big Rivers once

again achieved a significant reduction in its safety
record over the previous years record by reduc

ing the lost time days by 57 percent and the lost
time injuries by 19 percent

Additionally we are pleased to report that

on April 10 1987 the Coleman Plant became

the first power plant in Big Rivers history to
achieve two years nonconsecutive without a
losttime injury This plant continues to set a

corporate record for the number of days worked
without a lost time injury 629 continuous days

as of December 31 1987
The Employee Assistance Program which

offers help to employees or their families facing
personal problems moved into its fifth year
Through the Education Assistance Program

more than 70 employees continued their edu
cation in job related areas

Total employment at years end was 856

Turnover rate for the year continued to be sig
nificantly below national levels

We express our appreciation to William E
Seaton who retired from our board in December

3



He served 12 years and for the past four was
Assistant Secretary Treasurer Mr Seaton re

presented Meade County Rural Electric Coop
erative Corporation

We are pleased to report that we began
a financial turnaround in 1987 Many factors
made this possible the perseverance of our
Board of Directors the dedication of our em

ployees the cooperation of our creditors the

trust of our suppliers the support of our elected
officials the increased demand for aluminum
and the eventual decisive action of the PSC in

perhaps its most complex situation ever encoun
tered Although the change in direction has
begun it is in a very tender embryonic state
Nurturing this embryo will be our challenge for
several years to come

Morton Henshaw
President Board of Directors

William H Thorpe
General Manager
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AUDITORSREPORT

The Board of Directors

Big Rivers Electric Corporation

We have examined the balance sheets of Big Rivers Electric
Corporation as of December 31 1987 and 1986 and the related
statements of revenues and expenses equities and cash flows for

each of the years in the three year period ended December 31
1987 Our examinations were made in accordance with generally
accepted auditing standards and accordingly included such tests

of the accounting records and such other auditing procedures as
we considered necessary in the circumstances

As discussed more fully in note 2 Big Rivers Electric Corporation
Big Rivers began in 1980 the construction of the DB Wilson

Generating Station which consisted of two generating units
Wilson 1 and Wilson 2 However due to the anticipated surplus
power of Wilson 1 Wilson 2 was cancelled On November 1

1986 Wilson 1 with a cost of 855 million was commercialized
In April 1984 a rate increase request was filed with the Kentucky
Public Service Commission KPSC which included partial re
covery of the fixed costs of Wilson 1 However due to the

adverse economic impact on two major industrial customers of its
member cooperatives the rate increase request was withdrawn

In November 1984 a second rate increase request was filed with
the KPSC which did not include costs of Wilson 1 On May 6
1985 the KPSC denied that request concluding that the rate
filing would not have been necessary but for the presence of
Wilson 1 and that any revenue award made in the case would be

immaterial to Big Rivers current financial condition In Nov

ember 1984 the Rural Electrification Administration REA
notified Big Rivers that it would not make any further advances
under the loan commitment relating to the construction costs of

Wilson 1 Subsequently Big Rivers defaulted on REA loans and
on January 18 1985 a foreclosure suit was filed against Big
Rivers During 1985 and 1986 a committee including Big Rivers
and representatives of parties involved developed a mutually
acceptable debt restructuring plan to resolve Big Rivers financial
difficulties On August 7 1986 Big Rivers filed for a rate in
crease which incorporated the debt restructuring plan The

KPSC on March 17 1987 denied Big Rivers rate request and
ordered that a new case including a renegotiated debt restruc
turing plan be heard on July 28 1987 On August 10 1987 the
KPSC approved Big Rivers rate request The resulting rate
increase is being appealed by Big Rivers two major industrial
customers Subsequent to the KPSC order the foreclosure

complaint between Big Rivers and REA was dismissed and Big
Rivers and its major creditors have agreed in principle to a modi
fied debt restructuring plan The KPSC accepted this agreement
in principle as evidence of the creditors approval of the modified
debt restructuring plan As a result of the acceptance of the
agreement in principle by the KPSC and the dismissal of the fore

closure suit Big Rivers is accounting for its debt in accordance
with the existing terms of the modified debt restructuring plan
However as discussed in note 5 certain provisions of the modi

fied debt restructuring plan are currently under additional negoti
ation The provisions which are expected to change relate to in

terest rates and principal repayments Accordingly the principal
maturities of longterm liabilities are expected to change from

those currently reflected in the financial statements Big Rivers
ability to recover costs is dependent upon the continued success

of Big Rivers ongoing efforts which include negotiating the
contractual provisions to the modified debt restructuring plan
maintaining the granted rate increase which has been appealed

obtaining the subsequent rate proposals as outlined in the KPSC
August 10 1987 order and selling a substantial portion of the
capacity and energy available If the aforementioned is not

accomplished Big Rivers may be unable to continue in existence

The accompanying financial statements do not include any

adjustments relating to the recoverability and classification of
recorded asset amounts or the amounts and classification of

liabilities that may be necessary should Big Rivers be unable to
recover the costs of Wilson 1 or should Big Rivers be unable to
continue in existence

Big Rivers elected to carry approximately 27 million of costs

relating to Wilson 2 which was cancelled in 1984 as a deferred
charge in the 1985 financial statements Managementsintention
was to recover these costs in future rates and through sales of
excess power however generally accepted accounting principles
required that such costs be charged to operations if recover
ablility was not probable In 1986 Management concluded that
recoverability of these costs was no longer feasible and accord
ingly these costs were charged to operations

In our opinion except for the writeoff in 1986 of the deferred
charge referred to in the preceding paragraph which should have
been written off in 1984 and subject to the effect on the finan

cial statements of such adjustments if any as might have been
required had the outcome of the uncertainty about the recover
ability and classification of recorded asset amounts and the
amounts and classifications of liabilities referred to in the second

preceding paragraph been known the aforementioned financial
statements present fairly the financial position of Big Rivers
Electric Corporation at December 31 1987 and 1986 and the re
sults of its operations and cash flows for each of the years in
the three year period ended December 31 1987 in conformity
with generally accepted accounting principles consistently applied
during the period subsequent to the change with which we con
cur in the actuarial method used in determining pension costs
in 1985 as described in note 9 to the financial statements and
except for the changes with which we concur in the method
of determining depreciation as described in note 1 to the financial

statements and in the method of accounting for pension costs
as described in note 9 to the financial statements

Peat Marwick Main Co

Louisville Kentucky

February 5 1988 except
as to note 13 which is

as of February 25 1988
V



STATEMENTS OF REVENUES AND EXPENSES

In thousands

Years ended December 31
1987 1986 1985

Operating revenues note 10 300084 227664 236024
Operating expenses
Operations

Fuel for electric generation 108791 87203 94699
Power purchased and interchanged net 39146 38214 39792
Other

39725 28597 25054
Maintenance

21415 15192 14027
Depreciation and amortization 53555 18799 17789
Taxes

3818 2516 2353

Total operating expenses 266450 190521 193714

Electric operating margins 33634 37143 42310
Interest and other deductions

Interest
124410 124873 122612

Allowance for borrowed funds used

during construction note 3 59 73353 82966
Other deductions

598 235 195

Total interest and other deductions 124949 51755 39841

Operating margins loss 91315 14612 2469

Nonoperating margins loss
Interest earned

2684 1067 1154
Interest earned credited to construction

Writeoff of Wilson 2 costs note 11 27681
113

2684 26614 1041

Other capital credits and patronage allocations 1 9

Net margins loss 88631 41225 3519

See accompanying notes to financial statements
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STATEMENTS OF EQUITIES

In thousands

Years ended December 31 1987 1986 and 1985
Other equities

Donated Consumers

capital contributions

Total Accumulated Patronage and to

equities deficit capital memberships debt service

Balance at December 31 1984 42949 38543 763 3643

Margins for 1985
Operating 2469 2469

Nonoperating 1041 1041

Other capital credits and

patronage allocations 9 9

Capital surcharge 39 1 38

Balance at December 31 1985 46507 42062 764 3681

Margins loss for 1986
Operating 14612 14612

Nonoperating 26614 26614
Other capital credits and

patronage allocations

Balance at December 31 1986 5282 41226 42063 764 3681

Margins loss for 1987

Operating 91315 91315
Nonoperating 2684 2684

Other capital credits and

patronage allocations

Balance at December 31 1987 83349 129857 42063 764 3681

See accompanying notes to financial statements
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BALANCE SHEETS

See accompanying notes to financial statements

8
I

In thousands

December 31
Assets 1987 1986

Utility plant net notes 2 and 3 1253320 1310
Productive capacity under purchased

power contract note 8 25700 27500
Other deposits and investments at cost

i

3898 3651

Current assets

Cash and temporary cash investments 24584 10
Receivables 52 29
Fuel for electric generation 30 28
Material and supplies 15825 14

Total current assets 124074 82987

Deferred charges note 4
I

14357 1302
i

1421349 1438565

Equities and Liabilities

Capitalization
Equities 83349 5282
Longterm liabilities net of current
maturities notes 2 5 and 13 1 25700

Total capitalization 1365239 30982

Current liabilities

Current maturities of longterm
liabilities notes 2 5 and 13 9344 1

Matured debt and interest note 6 195
Accounts payable 18521 19
Accrued expenses 26916 7

Total current liabilities 54 1406

Deferred credits 1 1
Commitments and contingencies notes 2 5 10 and 12

I

1421349 1

See accompanying notes to financial statements

8
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STATEMENTS OF CASH FLOWS

See accompanying notes to financial statements

9

In thousands

Years ended December 31
1987 1986 1985

Cash flows from operating activities

Net margins loss 88631 41225 3
Adjustments to reconcile net margins

loss to cash provided by operating
activities

Depreciation and amortization 53 19361 18301
Amortization of deferred charges 2232 2497 3013
Writeoff of Wilson 2 costs 27681
Interest refinanced with REA

borrowings 87 108588 110978
Allowance for borrowed funds used

during construction 59 73353 82966
Change in assets and liabilities

Accounts receivable 23501 3130 2284
Fuel inventory 2300 4 4675
Materials and supplies 1031 1429 1738
Accounts payable 1436 729 14862
Accrued expenses 19781 1760 207
Other net 47 630 1657

Net cash provided by
operating activities 46503 45257 36772

Cash flows from investing activities

Construction expenditures 3213 8089 11735
Refund from vendor relating to

construction expenditures 6702

Net cash provided by used in
investing activities 3489 8089 11735

Cash flows from financing activities

Repayment of longterm debt
and matured debt and interest 283622 39175 104417

Proceeds from sale of cooperative
utility trusts 250

Proceeds from bond issue 83300
Capitalized refinancing expenses 2920
Capital surcharge 39

Net cash used in financing
activities 35737 39175 21078

Net increase decrease in cash
and temporary cash investments 14 2007 3959

See accompanying notes to financial statements
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NOTES TO FINANCIAL STATEMENTS December31sAessa

1 Summary of Sig Accou Poli
a General Information

Big Rivers Electric Corporation Big Rivers a nonprofit
electric generation and transmission cooperative association
supplies the power needs of its four member distribution coop
eratives and markets power to nonmember utilities The mem

bers provide electric power and energy to industrial residential
and commercial customers located in portions of 22 western
Kentucky counties Big Rivers has entered into wholesale power
contracts with each of its members which require the members
to buy and receive from Big Rivers all their power and energy
requirements and Big Rivers to sell and deliver power and energy
in satisfaction of such requirements The wholesale power con
tracts with the members extend to the year 2023 Rates to its
members are established by the Kentucky Public Service Commis

sion KPSC and subject to approval by the United States Depart
ment of Agriculture Rural Electrification Administration REA

Big Rivers utilizes the REA guaranteed and insured loan
program under which the REA exercises broad supervisory
review over the operation and financing of Big Rivers as the
primary source of borrowed funds

b System of Acco

The accrual basis accounting policies follow the Uniform
System of Accounts prescribed by the Federal Energy Regulatory
Commission FERC as adopted by REA and KPSC The reg
ulatory agencies retain authority and periodically issue orders
on various accounting and rate making matters

c Revenue Recog

Revenues are based on month end meter readings

Production plant 3 350

Transmission plant 275

Station equipment 275

General plant 2 20

Unclassified plant
in service 275 350

The sinking fund depreciation method was adopted for the
Wilson Plant the 345 kV transmission lines and related
substations which were commercialized in November 1986

This method equates depreciation expense to payments of
principal on longterm debt In 1987 Statement of Financial

Accounting Standards No 92 was issued which addressed the use

of an annuity method for depreciation As a result Big Rivers
determined that the sinking fund depreciation method was not

acceptable for financial statement purposes Accordingly Big

Rivers has returned to providing for depreciation using the
straight line method for all utility plant and unclassified plant
in service The effect of the change in the 1987 financial state
ments was to provide approximately 31 million additional de

preciation utilizing the straight line method rather than the
sinking fund method However for rate making purposes Big
Rivers may elect to continue using the sinking fund depreciation
method for Wilson Plant and the 345 kV transmission lines and

substations

e Temporary Cash Investments

Temporary cash investments consist primarily of temporary
investments in US Government and Federal agency securities
which are carried at cost and adjusted for accrued interest which
approximates market

d Utility Plant and Depreciation
Utility plant is stated at original cost which includes the cost

of contracted services material labor overhead and an allow
ance for borrowed funds used during construction Replacements
of depreciable property units except minor replacements are
charged to utility plant Property units replaced or retired
including cost of removal net of any salvage are charged to ac
cumulated depreciation Routine maintenance repairs and minor
replacement costs are charged to expense as incurred

Allowance for borrowed funds used during construction is
included on projects with an estimated total cost of 250000 or
more before consideration of the allowance The interest cap
italized is determined by applying the weighted average annual
effective rate of borrowings outstanding during the period to
qualifying assets included in construction in progress Interest ex
pense on restricted tax exempt borrowings is capitalized at the
actual rate of the borrowing net of interest earned on investment

of those tax exempt borrowings Capitalization of interest is

discontinued when the project is completed and the asset is
ready for service

Depreciation of utility plant and unclassified plant in service
is provided using the straight line method over the estimated
service lives of the depreciable assets Annual Rates used to

compute depreciation are as follows

f In

Inventories consisting of fuel for electric generation and
material and supplies are valued at weighted average cost

g Patron Capital

As provided in the bylaws any excess of revenues over the

sum of a operating costs and expenses properly chargeable
against the furnishing of electric energy and b amounts re
quired to offset operating losses incurred during the current or
any prior fiscal year shall be capital furnished by the patrons and
credited to a capital account for each patron on a patronage
basis Nonoperating margins shall first be used to offset any
accumulated nonoperating deficits and to the extent not needed
for this purpose used to offset any operating losses during the
current or any prior fiscal year If after offsetting the nonoper
ating margins against accumulated nonoperating deficits operat
ing losses or accumulated deficits there remains a balance this
balance shall be allocated to patrons on a patronage basis and
any amount so allocated shall be included as a part of capital
credited to the accounts of patrons Neither operating nor
nonoperating losses are allocated to the patrons

10



h Pen and Deferred Compensation Plans
Substantially all employees are covered under trusteed non

contributory and contributory retirement plans Also Big Rivers

has executed deferred compensation agreements with certain key
employees which provide for periodic payments upon retirement
or to beneficiaries in event of death All pension and deferred
compensation costs accrued are funded annually Pension ex

pense includes current service costs and amortization of prior
service costs over twenty five years

i State o Cas Flows

Big Rivers has adopted Statement of Financial Accounting
Standards No 95 Statement of Cash Flows and has restated
1986 and 1985 to reflect such changes

2 D B Wilson Generating Station

As a result of Power Requirements Studies load forecasts
made in 1977 and supplemented by studies completed in 1979
and 1980 Big Rivers began in 1980 the construction of the D B

Wilson Generating Station Wilson Station consisting of two
395 megawatt net capacity generating units Wilson 1 and
Wilson 2 at an estimated cost of 11 billion to be financed by
longterm debt borrowings guaranteed by the REA Another

Power Requirement Study was completed in 1981 which pro
duced a significantly lower load forecast than the previous
studies Based on the new forecast it became apparent that the
Wilson 2 unit would not be needed as previously planned and
construction activity was delayed At the same time the status
of Wilson 1 was reviewed and it was determined that the amount

of money invested by that time and the added cost that would
result in a delay made it more economic to continue construc

tion Due to the surplus capacity of Big Rivers upon completion

of Wilson 1 construction of Wilson 2 was subsequently cancelled
On November 1 1986 Wilson 1 was commercialized and during
1986 costs associated with Wilson 2 were written off see note
11

In April 1984 a 576million rate increase request including
partial recovery of the fixed costs of Wilson 1 was filed with the

KPSC At the same time the aluminum industry which accounts
for a significant portion of Big Rivers sales experienced another
sharp decline in primary aluminum prices As a result inclusion
of Wilson Station costs in Big Rivers rates would yield non
competitive rates to the aluminum smelters identified in note
10 jeopardizing their continued operation In October 1984
Big Rivers withdrew its rate increase request In November 1984
a 167 million rate increase was filed which did not include the

production and fixed costs associated with Wilson 1 In May
1985 the KPSC denied the request concluding that the rate
filing would not have been necessary but for the presence of the
Wilson Station and that any revenue award made in the case
would be immaterial to Big Rivers current financial condition

In November 1984 REA notified Big Rivers that further
advances of funds under the loan commitments from REA

would not be forthcoming unless and until evidence satisfactory
to REA of the economic feasibility of Big Rivers was submitted

Big Rivers filed suit requesting the United States District Court to
order REA to approve the release of 276 million previously
requested by Big Rivers Failing to receive these loan funds Big

Rivers used internally generated funds to pay the amounts due
contractors for Wilson Station and other construction projects
As a result Big Rivers was unable to pay principal and interest
payments due in November and December 1984 to REA and the

Federal Financing Bank FFB REA by letter dated January 3
1985 citing default and pursuant to the loan agreement de
manded payment in full before January 17 1985 of all out
standing debt and accrued interest see note 5 The amount

was not paid and on January 18 1985 a foreclosure suit was

filed against Big Rivers Big Rivers filed an answer to this suit
see note 12

REA stated that the suit filed January 18 1985 gave Big
Rivers more time to study a merger with East Kentucky Power
Cooperative East Kentucky proposed by REA in November

1984 as the resolution to Big Rivers financial problems Big
Rivers and East Kentucky approved a consultant to conduct

a study of the feasibility of merger and to study other organiza
tional alternatives Big Rivers Board of Directors in their April
12 1985 meeting approved consolidation as permitted by Ken
tucky Statutes with East Kentucky In June 1985 REA re

jected the merger proposal jointly submitted by Big Rivers
and East KentuckysBoards of Directors No further action

has been taken regarding merger
In 1985 a working committee of representatives from Big

Rivers the Justice Department REA Manufacturers Hanover
and Irving Trust the banks providing letters of credit on the
pollution control bonds was formed to find a mutually ac
ceptable way of resolving the financial situation In late July
1986 Big Rivers developed a debt restructuring plan with its
creditors which would enable it to add the D B Wilson Plant to

its system without causing rate shock to consumers and would
resolve the litigation between Big Rivers and the Federal Govern
ment

On August 7 1986 Big Rivers filed for an overall 358
rate increase an increase of 125 per kW in its demand rates

and to modify billing demand to provide for a peak demand
ratchet Under Big Rivers proposed rate increase the first since

January 1981 residential rates would rise an average of 13 at
retail but no net increase to the aluminum smelters over 1985

levels would result because of their high load factors and because
of Big Rivers efficient management of coal purchases

The KPSC on March 17 1987 denied Big Rivers rate request
mandated that Big Rivers meet certain conditions including a
renegotiated debt restructuring plan and ordered that a new case
be heard Big Rivers met the conditions set forth by the order
and a hearing was held on August 4 1987

On August 10 1987 the KPSC approved Big Rivers rate re
quest which became effective September 1 1987 The rate re
quest included an increase in the demand charge of125 per kW
and a variable aluminum smelter rate The order also stated that

Big Rivers should file subsequent rate proposals on or before
July 1 1988 and July 1 1990 Subsequent to the KPSC order
and prior to the effective date the foreclosure complaint between
Big Rivers and the United States of America was dismissed with

out prejudice Big Rivers and its creditors agreed in principle to
a modified debt restructuring plan see note 5 The aluminum
smelters and Big Rivers have filed appeals regarding the KPSCs
decision on rates with the Franklin Circuit Court Those appeals
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are pending at December 31 1987

Big Rivers ability to recover costs is dependent upon the
continued success of Big Rivers ongoing efforts which include

negotiating the contractual provisions to the modified debt

restructuring plan maintaining the granted rate increase which

has been appealed obtaining the subsequent rate proposals as
outlined in the KPSC August 10 1987 order and selling a sub
stantial portion of the capacity and energy available

3 Utility P

The following summarizes utility plant

1987 1986

In thousands

Classified plant in service
Production plant 1270902 1276497
Transmission plant 43389 41
Station equipment 86413 65549
General plant 13408 12757
Intangible 190 190

Unclassifiedpla ins 34279 55380

14357

1448581 1452144
Less accumulated depreciation 196710 143480

1251871 1308664
Construction in progress 1449 2081

1253320 1310745

Construction in progress at December 31 1987 and 1986 is
comprised of several small projects As discussed in note 2 Big
Rivers commercialized Wilson 1 on November 1 1986 and ceased
capitalization of interest construction costs and operating costs
on that date In addition sales resulting from Wilson 1 through

October 31 1986 were credited to construction in progress The
average rates used for the capitalization of interest during con
struction in 1987 1986 and 1985 were 99 105 and 108

respectively

4 Deferred Charges

Deferred charges consisted of the following
1987

Subsequent to authorization by REA Big Rivers refinanced
251 million of FFB debt with longterm debt at a lower interest
rate on September 27 1987 The issuance expenses associated
with this refinancing are being amortized over the life of the long

1986 term debt

On June 1 1984 an agreement with Cravat Coal Company
which reduced their delivered price of coal by approximately
11 per ton was consummated Under the terms of the agree
ment 125 million was paid to Cravat which is being amortized
based on coal deliveries over the remaining life of the contract
and recovered through the fuel adjustment clause as approved
by the KPSC

In November 1982 Big Rivers elected to refinance 90 million
of FFB short term mortgage notes with longterm notes at a
lower interest rate As a result of this election a premium of
46 million was required The premium is being amortized over
the term of the longterm mortgage notes

12

In thousands
Unamortized debt expense 2897 355

Cravat coal contract amendment 6360 8068
Premium on FFB debt 3889 4032
Wilson railroad costs 627 441

Other 584 786

14357 13682

On June 1 1984 an agreement with Cravat Coal Company
which reduced their delivered price of coal by approximately
11 per ton was consummated Under the terms of the agree
ment 125 million was paid to Cravat which is being amortized
based on coal deliveries over the remaining life of the contract
and recovered through the fuel adjustment clause as approved
by the KPSC

In November 1982 Big Rivers elected to refinance 90 million
of FFB short term mortgage notes with longterm notes at a
lower interest rate As a result of this election a premium of
46 million was required The premium is being amortized over
the term of the longterm mortgage notes

12



5 Longterm Liabilities
A summary of longterm liabilities follows

1987 1986

In thousands

Rural Electrification Administration REA 2 and 5 mortgage notes
payable maturing from April 1998 through April 2014 83557 87346

Federal Financing Bank FFB 7370 to 10808 mortgage notes payable
maturing from December 2010 through December 2018 696294 949482

Government Arrearage 256504
Louisville Bank for Cooperatives cooperative utility trusts with interest

at93325 to 107825 maturing from September 1988 through September 2017 250794
County of Ohio Kentucky promissory note with variable

interest rate currently 70 maturing October 2015 83300 83300
County of Ohio Kentucky promissory note with variable interest rate

currently 6501 maturing June 2013 58800 58800
Obligation due to Jackson Purchase Electric Cooperative Corporation 2983 2983
Obligation under purchased power contract see note 8 25700 27500
Other borrowings 21

Total longterm liabilities 1457932 1209432
Less current maturities 9344 1183732

1448588 25700

As discussed in note 2 Big Rivers defaulted on loans from

REA and on FFB loans guaranteed by REA Pursuant to the loan
agreements all outstanding principal and accrued interest became

payable The loan agreements relating to the County of Ohio
Kentucky promissory notes contain provisions whereby the
Trustee has the option to call the notes in the event of any loan
defaults Due to the loan default condition such principal
amounts relating to the aforementioned obligations were reflec
ted as current maturities for year ending December 31 1986
Big Rivers and its creditors agreed to a debt restructuring plan
which was rejected by the KPSC On August 28 1987 Big Rivers
and its creditors agreed in principle to accept a modified debt
restructuring plan incorporating certain recommendations of the

KPSC The modified debt restructuring plan includes a specific
minimum modifed REAFFB debt service payment schedule
through the year 2012 Effective September 1 1987 the KPSC
approved the modified debt restructuring plan and ordered
increased rates As a result of the KPSCs approval of the modi
fied debt restructuring plan as negotiated by Big Rivers and its
creditors the foreclosure suit was withdrawn without prejudice
Accordingly Big Rivers is accounting for its debt in accordance

with the terms of the modified debt restructuring plan and it is
current on all debt service payments

Government arrearage represents matured debt and interest
which is classified as longterm debt in accordance with the modi
fied debt restructuring plan

On September 29 1987 Louisville Bank for Cooperatives
LBC loaned Big Rivers 2508 million to prepay an equal
principal amount of FFB loans Big Rivers issued three notes in
an aggregate amount equal to the LBC loan each guaranteed by
REA to three separate trusts Each trust has issued to LBC

certificates representing the entire beneficial interest in such
trusts

In January 1984 pursuant to an agreement dated October 14
1977 Big Rivers purchased certain transmission facilities aggre
gating 29 million from the Jackson Purchase Electric Coop

erative Corporation Pending REA approval Big Rivers intends
to assume the loan with REA pertaining to these assets

In June 1983 the County of Ohio Kentucky issued 588
million of Pollution Control Demand Bonds Series 1983 the pro
ceeds of which were loaned to Big Rivers The weekly interest
rate was initially set at 625 percent of the coupon equivalent
rate for 13week US Treasury Bills To meet the changes in the
tax free municipal bond market the interest rate changed periodi
cally and on December 31 1987 was at 1100 percent of the cou
pon equivalent rate for 13week US Treasury Bills The bonds
are supported by an Irving Trust irrevocable standby letter of
credit due to expire July 15 1991

In November 1982 the County of Ohio Kentucky issued
825 million of Pollution Control Interim Bonds Series 1982
the proceeds of which were loaned to Big Rivers On October
31 1985 the County of Ohio issued Pollution Control Refunding
Bonds Series 1985 the proceeds of which were used to refinance
the Interim Bonds The Refunding Bonds bear interest at a

variable rate which is the lesser of a 13 percent per annum or
b a rate determined by the remarketing agent and approved
by Big Rivers as being the rate necessary to remarket the bonds
in a secondary market transaction at par plus accrued interest
but not more than 110 percent of a variable rate index based on

weekly sales of 91 day US Treasury Bills The bonds are sup
ported by a Manufacturers Hanover irrevocable transferable

standby letter of credit due to expire July 15 1991 The bonds
are payable on demand or subject to mandatory redemption
upon expiration of the supporting letter of credit and any re
newal thereof and will mature in any event on October 1 2015

All revenues and substantially all assets of Big Rivers are pledged
as collateral under the various debt agreements

The maturities of long term liabilities for the years 1989

through 1992 are 108 133154 and 168 million re
spectively

Big Rivers anticipates the consummation of the modified debt

restructuring plan in early 1988 which will significantly change
the principal maturities shown above
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j 6 Matured Debt and Interest

As discussed in note 2 Big Rivers defaulted on principal and
interest payments due REA for REA insured loans and due the

FFB for REA guaranteed loans in November and December
1984 and during 1985 and 1986 The amount of the default

plus interest is shown as matured debt and interest REA under
its guarantee agreement with FFB paid the amounts due FFB
that were due from Big Rivers but were not paid by Big Rivers
This amount plus interest is recorded by REA as due from Big
Rivers The interest is computed at the same rate or rates as on

the related FFB advance or advances During 1987 1986 and

1985 matured debt and interest increased by 10161171 and
1164million respectively resulting from defaults and accrued
interest and was reduced by payments of 344423and 223
million respectively

As discussed in note 5 Big Rivers has entered into an agree
ment in principle to restructure its debt All matured debt and

interest has been paid or has been reclassified to the Government

Arrearage account as stipulated in the modified debt restructuring
plan

7 Income Taxes
Prior to 1983 Big Rivers was tax exempt under Section

501c12 of the Internal Revenue Code which requires that at
least 85 or more of income consist of amounts collected from

members for the sole purpose of meeting losses and expenses
Nonmember gross income for the years 1983 through 1986
have exceeded the 15 allowable therefore Big Rivers has been a
taxable cooperative for those years In determining taxable
income the deduction for patronage allocations has resulted in
a net operating loss for both financial statement and income
tax purposes Accordingly no provision for income taxes has

been required The following analysis summarizes the net oper
ating loss and investment tax credit carryforwards for income
tax purposes

Year Net operating Investment tax

of loss credit

origination carryforward carryforward

1983 9460000 270000
1984 87500000 56300000
1985 160180000 1170000
1986 154790000

These carryforwards may be utilized to offset taxable income

for the period of 15 years from the year of origination The

actual amount of the 1987 net tax operating loss has not yet been
determined The original amounts of investment tax credit

carryover have been reduced by 35 to account for the reduc
tion required pursuant to Section 49c of the Internal Revenue
Code of 1986

8 Purchased Power

Big Rivers under contracts with the City of Henderson
Kentucky City operates the City owned 315 megawatt gener
ating station Station Two and agrees to purchase an allocated
portion of the output Big Rivers portion of Station Two
capacity is currently 86 which is expected to decrease to 85

by 1990 The contracts expire in 2003 If the City determines
it has no power to allocate to Big Rivers upon giving five years
advance notice the contracts could be terminated

Under the terms of the contracts with the City Big Rivers
has agreed to pay a proportionate share of the monthly fixed
costs of Station Two excluding depreciation based on its al
located portion of the capacity of Station Two The monthly
fixed costs include debt service payments necessary to retire the

principal and to pay interest on the Citys bonds issued to finance
the construction of Station Two Big Rivers has recorded as a
liability the portion of the principal payments it is obligated to
pay as fixed costs under the contract based on estimates of its

allocated portion of Station Two capacity and has recorded as
an asset a like amount for the right to purchase its allocated

portion of the output The fixed costs are payable to the City
whether or not Station Two is operational or the operation
thereof is interrupted suspended or interfered with in whole
or in part for any cause The cost of power purchased under
the contract for 1987 1986 and 1985 was approximately 341
324and 344 million respectively Such costs are accounted
for as power purchased and interchanged net

9 Pension and Deferred Compensation Plans
Big Rivers has defined benefit pension plans covering substan

tially all employees who meet minimum age and service require
ments The plans provide benefits based on the participants
years of service and compensation or stated amounts for each
year of service Big Rivers policy is to fund such plans in accord
ance with the requirements of the Employee Retirement Income
Security Act of 1974

In 1987 Big Rivers changed its method of accounting for its

defined benefit pension plans by adopting the provisions of
Statement of Financial Accounting Standards No 87 SFAS 87
Employers Accounting for Pensions

The table on the following page sets forth the funded status of
the plans and amount recognized in the balance sheet at Decem
ber 31 1987
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Actuarial present value of accumulated

benefit obligation including vested benefits of5281 5403

Projected benefit obligation for services rendered to date 7304

Plan assets at fair value primarily listed stocks and US Treasury
Bonds 9696

Plan assets in excess of projected benefit obligation 2392

Unrecognized net transition assets 3082
Unrecognized net loss gain S79

Unfunded accrued pension cost 311

Net Pension costs for 1987 included the following income expense components

Service cost benefits earned during the year 850

Interest cost on projected benefit obligation 451

Actual return on plan assets 493
Amortization of transition asset 220
Amortization and deferral of net loss gain 214

Net periodic pension costs 374

Total expense related to the pension and deferred compen of 4 The expected longterm rate of return on assets was 75
sation plans was1069 730 and 350 thousand in 1987 1986 During 1985 Big Rivers changed from the entry age normal
and 1985 respectively actuarial cost method to the unit credit method for determi

The difference between the net periodic pension costs com nation of pension expense and funding This change resulted in
puted under SFAS 87 and that computed under previous ac a better matching of funding to accumulated benefits by taking
counting methods was not significant Provisions of SFAS 87 into consideration the excess of pension fund assets over accu
were adopted prospectively and the net margins loss for 1986 mulated benefits The effect of this change was to decrease total
and 1985 have not been restated The assumptions used to 1985 pension cost expensed and capitalized by approximately
develop the projected benefit obligation included a discount rate 748 thousand In 1986 pension costs were 488 The expected
of 75and an expected rate of increase in compensation levels long term rate of return on assets was 6 in 1986 and 1985

10 Revenues and Major Customers
Operating revenues were as follows

1987 1986 1985

In thousands

Members

Green River Electric Corporation 124931 107305 112932
Henderson Union Rural Electric

Cooperative Corporation 75156 60406 74983
Jackson Purchase Electric

Cooperative Corporation 14722 13275 12914
Meade County Rural Electric

Cooperative Corporation 8168 7298 7468
Nonmembers 77107 68962 72312

300084 257246 280609
Revenues credited to construction 29582 44585

300084 227664 236024
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Revenues resulting from Wilson 1 during the construction
period have been credited to construction in progress

Big Rivers agrees to indemnify its Member Cooperatives by
accepting as full payment for power supplied to any of its mem
bers and sold by the member to an industrial customer only
such payment therefor as the member shall receive from its
customer

NationalSouthwire Aluminum Company and Alcan Aluminum

Corporation formerly Atlantic Richfield Company purchase

substantial amounts of electric energy under contracts with
members expiring in 2010 Sales to members for these two

customers Green River Electric Corporation for National
Southwire Aluminum Company and Henderson Union Rural

Electric Cooperative Corporation for Alcan Aluminum Corp

oration were as follows

Year Green River Henderson Union Combined

In thousands

1987 92026 60102 152128

1986 77122 46683 123805

1985 82654 60908 143562

11 Writeoff of Wilson 2 Costs

Big Rivers elected to carry the costs relating to Wilson 2
which had been cancelled in 1984 as a deferred charge in the
1985 financial statements It had been managementsintention
to recover these costs in future rates and through sales of excess

power During 1986 management decided that the recoverability
of certain costs was doubtful and these costs amounting to
27680597 were charged to operations in 1986

12 Litigation

As discussed in note 2 a suit was filed against Big Rivers
alleging that Big Rivers had defaulted on its notes and sought
judgment in the amount of1047990623 in principal and
25856352 accrued interest The complaint also sought a fore
closure and sale of the collateral which is essentially all of the
assets As a result of the agreement in principle of the modified
debt restructuring plan and the rate increase approved by the

KPSC the foreclosure suit was dismissed on a joint motion by the
United States of America and Big Rivers

There are a number of pending legal actions involving Big
Rivers either as defendant or plaintiff Management believes that
the outcome of these legal actions and claims will not have a
material effect on Big Rivers financial position or results of
operations

13 Subsequent Even
On February 25 1988 Big Rivers refinanced 3194million

of FFB debt with a94601 interest rate loan from LBC Big
Rivers issued three notes in an aggregate amount equal to the
LBC loan each guaranteed by REA to three separate trusts

Each trust has issued to LBC certificates representing the entire
beneficial interest in such trusts The principal amortization of
the private loan is substantially equal to that of the FFB loans
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COMPARATIVE STATISTICAL ANALYSIS

1987 1986 1985 1984

Operating Revenues 300084362 227664219 236023720 258
Expenses

Operation and Maintenance 169931331 130991511 133779910 143358327
Purchased Power and

Interchanged Net 39 38214 39792228 47
Depreciation and Amortization 53555259 18798 17788717 18
Taxes 3817850 2515787 2353021 2
Interest 124 51520808 39 39747343
Other 597798 235101 195269 150

Total 391399982 242276 233555001 251553

Operating Margins Loss 91315620 14612015 2 6
Nonoperating Margins Loss 204774 26613024 1050 1726877

Net Margins Loss 88630846 41225039 3 4

Utility Plant at Cost 1 1 539 533597067
Construction Work in Progress 1448505 2 833 745

Total Electric Plant 1450030395 1454224934 1373 1279186333
Less Accumulated Depreciation 196710029 143479823 124841 106

Utility Plant Net 1253X0366 1 310 745 111 1 1 172 262 572

Total Assets 1421349400 L438564861 1 409 490 616 1 332 830 420

Member Maximum

Demand MW 990 993 1042 1
Installed Steam Generating

Capacity Net MW 1394 1 974 974

Purchased Steam Generating Capacity
HMPL Station Two Net MW 270 271 271 268

Peaking and Standby Capacity
Reid Combustion Turbine MW 65 65 65 65

Purchased Peaking MW 178 178 178 190

Purchased Standby MW 0 0 0 0
KWh Millions

Sales to Members 627132 621179 690867 739075
Sales to Non Members 399308 330368 329011 2
Generated 832180 660970 644745 6
Purchased

HMPL Station Two 193261 163187 177965 188222
Other 28469 33638 29198 66672

System Load Factor 755 741 781 841
Employees at YearEnd 856 863 827 835

Average Cost of Coal Used
Price Per Ton 2748 2783 3025 2991
a MM BTU 1243 1276t 1377t 1356
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TEN YEAR SUMMARY

1983 1982 1981 1980 1979 1978

258276967 232716033 240476418 179429591 124077992 117873040

136 124 120266830 91232809 53217 52753

55494464 46 58 52947305 52238507 49559041
17782446 17548 17073 11516 5976160 5111273
2 1970317 1 1 780799 712919
38198 40467 37092495 18528992 4 3808979

136778 149400 92954 56 23017 25940

250353855 231153387 235191088 175723375 117224396 111971

7 1562 5285 3706 6853596 5
994948 1968247 1 1080 1219271 620

8918 3530893 6 4786 8072 6522803

784 748 871 881 853 875

53177201 495 483371 313289264 283281046 130
653 45126503 173576481 186458271 125427944 157127012

1185291 946 656948415 499747535 408708990 287460964
91374775 74720991 58643004 42843 32900415 28361983

1093917220 871650410 598305 456904319 375808575 259098981

1225799340 1029256522 708233625 560828507 480817 374646

952 947 956 943 910 819

974 974 974 751 751 520

270 253 253 256 255 262

65 65 65 65 65 65
40 40 40 40 40 40

100 100 100 100 100 100

671942 642088 748278 752934 702928 652685
209882 110637 145527 47536 5850 7939
647414 584811 616423 518778 391105 367816

172484 112718 182287 198904 193109 180531
79065 68121 109702 96638 138712 125309

784 748 871 881 853 875
794 680 667 622 555 488

3038 3068 2826 2614 2084 2116
1384 1433 1329 1235 952 951cr
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PRESIDENTSAND GENERAL MANAGERSREPORT

fter months of intense negotia
tions with the Rural Electrifica

tion Administration REA Man
ufacturers Hanover and Irving Trust
our creditors we agreed in early August
to a workout plan which was expected
to begin putting Big Rivers back on a
firm financial footing An essential

component of that workout formula was
an increase in our rates

On August 7 Big Rivers filed for a
75 million annual increase in revenues
over and above revenues based on the

1985 test year The application was
made to the Kentucky Public Service
Commission PSC and asked for a
358 percent increase in total revenues
It would have been Big Rivers first rate
increase since 1981

The PSC held hearings commencing
on December 2 and ending on December
18 On March 17 1987 it denied the
requested rate increase Although Big
Rivers did not seek PSC approval of its
workout plan with its creditors the PSC
asserted jurisdiction over and rejected the
workout plan It then initiated a new

case PSC 9885 to establish a revised
workout plan and revised rates It set

for hearing on July 28 1987 the revised
workout plan and revised rates It

ordered Big Rivers to negotiate such a
revised workout plan with its creditors
and to negotiate flexible electric rates
with the aluminum smelter customers
warning that if this is not done by that
date the PSC would establish rates for
Big Rivers

The Commission further stated

In this Order the Commission has

asserted its statutory right to review and
approve a revised workout plan The

overall goal of the revised workout plan
should be to stabilize the Big Rivers
service area and provide for economic
growth to diversify Big Rivers load
The plan must offer an equitable balance
among all interests Any acceptable
revised workout plan must seriously
consider the following guidelines

1 It is the opinion of the Commis
sion that a good starting point for negoti
ation is the Sunflower Electric Coop
erative Debt Restructure Plan Recog
nizing the disturbing lack of load divers
ity and Big Rivers dependence upon a
sluggish aluminum industry provisions
similar to the Sunflower Plan which are

not contingent upon an immediate rate
increase and guaranteed full repayment
of debt are desirable

2 The immediate and primary
source for debt service is off system sales
Therefore an agreement on off system
sales should be used in calculating any
schedule of debt repayment Big Rivers
ratepayers should not have unlimited
responsibility for the payment of Big
Rivers debt Furthermore they should
not be required to provide all the rev
enues required to offset shortfalls arising
from insufficient off system sales

3 The interests of all affected

parties must be considered rural con

sumers industrial customers and cred
itors Big Rivers should meet with the
creditors to negotiate a revised work
out plan Big Rivers and the alum
inum companies should negotiate a
flexible rate plan that recognizes the
cyclical nature of the industry and
the revenue requirements of the utility
Big Rivers the Attorney General and
other interested parties should meet to
discuss the negotiation and determine
how the interests of customers other than

NSA and Alcan can best be protected
4 While the Commission expects

and the public interest requires that all
participants negotiate expeditiously and
in good faith the Commission will make
the ultimate decision as to a reasonable

longterm solution and no participant
will have a veto The Commission wishes

to see the results of negotiations within
the time frame established herein

5 The payment of Big Rivers
obligations to its creditors should take
into consideration longer terms reduced
interest rates deferral of principal and
interest payments preferred stock op
tions payments tied to off system
sales and reduction of principal

6 Consideration should be given to
sale or disposal of Wilson to another
entity or through establishment of a
generating subsidiary as a possible long
term solution

7 The plan should include well
documented projections of system and
off system sales and cash flow over
both the short and long term Docu

mentation should include a thorough
explanation of all assumptions reas
onable specificity of targets and detailed
work papers supporting the long and
short run cash flow projections

8 A revised workout plan must
contain much more affirmative support
by REA of Big Rivers efforts to achieve
off system sales The current workout

plan states only that the REA will
not unreasonably withhold its consent
to power sales agreements proposed
by BREC Big Rivers or to nondisturb
ance provisions with power purchasers
in appropriate cases

9 Priority of disbursements with
regard to principal and interest should be
clearly established

1
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10 Big Rivers is currently involved in
litigation with REA and the Justice
Department Alcan and NSA The

revised workout plan should include
a settlement of all outstanding litigation

Though so much of our effort this
year was tied to the preparation and
presentation of our rate case we also
concentrated in other areas

The DB Wilson generating plant a
409 megawatt MW net capacity coal
fired unit was placed in commercial
operation on November 1 1986

We are committed to the economic

wellbeing of western Kentucky Big
Rivers was formed in 1961 not only to
provide a reliable and dependable source
of electricity but to be a catalyst for
regional economic development In

recent years we have seen thousands of

western Kentucky jobs lost due to
recessions in the coal and steel markets
decline in some manufacturing plants
a devastatingly unstable farm economy
and layoffs in many industries including
aluminum In December Big Rivers hired

FINANCE

an Economic Development Represen
tative to assist the 22 counties served by
Big Rivers distribution cooperatives in
attracting and retaining business and
industry Bill Johnson came to Big Rivers
with the experience commitment and

contacts necessary to provide that help
To meet the demands of corporate

and departmental growth and to increase
efficiency the functions of our Account
ing Department have been placed under a
Manager of General Accounting a Man
ager of Taxes Insurance and Budgets and
a Manager of Financial Services

Big Rivers also welcomed a new board
member Paul Buchanan representing
Jackson Purchase Electric Cooperative
Corporation He replaced Stanley Jones
whom we thank for his dedicated service

We are grateful to our employees who
continued to work efficiently and resol
utely despite the uncertainty of our
financial future Our salaried employees
in 1986 as in 1985 worked without a
general wage increase and we commend
them for their personal sacrifices

We also recognize our Board of Dir
ectors important contributions and

thank them for their support and guid
ance Each of the four distribution coop
eratives selects three members who serve

on our board These individuals work

diligently to protect the concerns of
more than 75000 member consumers in
western Kentucky Those coops and
their representatives on our board are
identified on the corporate directory
page of this report

i

Morton Henshaw

President Board of Directors

William H Thorpe
General Manager

uring 1986 our distribution mem
bers bought 62 billion kilowatt
hours kWh of power a7 billion

decrease from the previous year This

change resulted from the shut down of
a second potline by Alcan Aluminum at
Sebree The smelter removed one potline
during 1985 due to the depressed alum
inum prices and the second potline was
closed during 1986 because of economic
conditions Neither of these potlines
was returned to service at year end

Our total kWh sales were 95 billion
compared to 102 billion in 1985 Total
revenues from sales decreased 234
million to 257 million This loss of

revenues reflects the loss of sales to

Alcan savings in lower fuel costs which
are passed directly to the consumer in
lower energy costs and the lower sale
price of power to interconnected util
ities caused by availability of competing
excess energy

Big Rivers incurred a 412 million
loss in 1986 compared to a 35 million
net margin in 1985 The November 1

commercialization of the Wilson Plant re

quired discontinuing the capitalization of
its associated costs of interest startup

and testing operations and began the
financial recognition of its operating
costs including interest and depreciation
in the statements of operation This

brought about a 146 million loss
Construction costs of 277 million
associated with Wilson Unit No 2 which

was cancelled in 1984 and carried in a

deferred debit account were charged off
during the year in accordance with
FASB 90

At year end we were in arrears on our
original debt service schedule by 198
million and our equity had decreased to
approximately 5 million

We filed an application with REA to
authorize the refinancing of approx
imately 578 million of loan advances
from the Federal Financing Bank which
are guaranteed by REA as provided by
legislation which amended the Rural
Electrification Act of 1936 and in ac

cordance with provisions of Title 7 Code
of Federal Regulations Determination of
our eligibility and approval of such
refinancing are anticipated in 1987

As reported last year a financial
workout plan had been submitted to our
creditors which included debt restructur

ing additional financing increased rates
to the non smelter load and time to
make additional intersystem sales Dur

ing the year a Proposed Debt Re
structuring Plan was negotiated which
included each of these concepts although
the degree of contribution of each item
changed substantially The executed

Proposed Debt Restructuring Plan
primarily included provisions regarding

1 the filing of a rate case to include
increased capacity charges to 750
per month per kW with a ratchet on peak
demand

2 Big Rivers agreement not to
exceed a specified level of capital expen
ditures without prior creditor approval

3 specific interim financial operat
ing procedures until the PSC decision
becomes final including an escape provi
sion in the event the PSC did not approve
Big Rivers proposed rates

4 an additional bank loan of 24
million at 8 to be used to pay higher
cost government debt

5 the financing of government ar
rearage debt at an 8 interest rate

2



6 the shortfall debt accrued until

Big Rivers cash flow is sufficient to meet
its operating costs and service its debt
That shortfall debt bears an interest rate

matching the rates of the REA guaran
teed debt of Big Rivers which would
have otherwise been payable

7 REAs withdrawal of the fore

closure proceeding against Big Rivers and
Big Rivers withdrawal of its suit against
the US in each case without prejudice

On August 7 a rate case was filed with
the PSC which incorporated the 750
monthly kW demand charge on the
highest 30minute metered demand dur
ing the month the preceding 11 months
or the contract demand for all delivery
points except those which by contract
cannot be exceeded by more than two
percent without Big Rivers prior per
mission The filing also included an
energy charge of0018884 including a
Fuel Adjustment Clause FAC base of
001460 Based on the 1985 test year
the proposed increase would result
in a 75 million annual increase in

revenues or 358 By design the total
revenue increase would not materially
affect the aluminum smelters but would
increase the member distribution coop
eratives average residential rates by
approximately 13

The PSC on March 17 1987 denied
our rate request based on the Com
missions opinion and finding that

1 The workout plan has a direct and
immediate impact on Big Rivers financial
stability thus rendering the workout
plan subject to the jurisdiction of the
Commission

2 The workout plan will not provide
for a workable long term solution

Total Assets
in Millions of Dollars

iSnn

to Big Rivers financial problems and
the workout plan should be denied

3 The rates proposed by Big Rivers
pursuant to the workout plan are unfair
unjust and unreasonable and should be
denied

4 Big Rivers expenditure of funds
to complete Wilson was within manage
ments discretion and that aspect of
NSAs complaint should be denied
The issue of allocation of off system
sales remains before the Commission

in its investigation of Big Rivers rates
5 The Commissions1980 Order in

Case No 7557 granting Big Rivers a
certificate of convenience and necessity
to construct the DB Wilson Generation

Station does not stop the Commission
in a rate making proceeding from re
viewing all issues surrounding Big Rivers
prudency in planning and constructing
Wilson and deciding if Wilson should be
included in rate base

6 The evidence of record is insuf

ficient to support any findings that Big
Rivers was clearly imprudent in its
decision to build Wilson and complete it
in 1984

7 Big Rivers should negotiate a
revised workout plan with its creditors
and negotiate flexible power rate sched
ules with NSA and Alcan in accordance

with the guidelines set forth in this
Order Big Rivers should discuss with
the Attorney General and other inter
ested parties how the interests of cust
omers other than NSA and Alcan can

best be protected
8 A further proceeding should be

initiated immediately to review the
reasonableness of Big Rivers wholesale
power rates and the results of Big Rivers

Operating Revenues
in Millions of Dollars

300

275
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negotiations with its creditors and with
NSA and Alcan All issues not finally
decided herein will be before the Com

mission in the further proceeding the
evidence of record herein should be

incorporated by reference in the further
proceeding and all parties herein should
be designated as parties in the further
proceeding

The PSC also stated

In this case we are ordering Big
Rivers to conduct over the next four

months a series of negotiations aimed at
reaching an acceptable solution to this
problem First Big Rivers will seek to
negotiate a revised workout plan with
its creditors similar to the one approved
by REA in the Sunflower Electric Coop
erative case Next Big Rivers will begin
meeting with the aluminum companies
to negotiate a flexible rate plan that
recognizes both the cyclical nature of
the aluminum industry and the needs of
the utility The commission is interested

in the results of these negotiations even
if agreement can be reached with only
one aluminum company Finally Big
Rivers is to meet with the Attorney
General and other interested parties
to explain the negotiations and discuss
how the interests of the non aluminum

customers are being protected
Management cannot reasonably pre

dict the ultimate resolution to its finan

cial difficulties Big Rivers anticipates
that it will incur an operating loss of
approximately 8 million a month
and that the arrearage on its debt service
will continue to grow until an accept
able solution is implemented

LongTerm Interest Cost
in Millions of Dollars
Includes Big Rivers Cost of HMPL Station Two

150

140
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PRODUCTION AND CONSTRUCTION

he Production Construction De
partment has continued to oper
ate normally and to upgrade

plant facilities despite the austerity
program Improved efforts in our main
tenance management and performance
monitoring programs stressed efficient
management of our power plants

Major inspections and overhauls were
performed on several units During the
overhaul of our oldest unit Reid No 1
we replaced turbine blades and closed
clearances to increase unit efficiency
Our newest Wilson No 1 also had a
major inspection for warranty purposes
Engineering advancements were per
formed by the vendor to increase reliabil
ity The unit was commercialized No

vember 1 Coleman No 2 had a major
turbine inspection and overhaul and
clearances adjusted to increase efficiency
Normal maintenance schedules were

completed on the other units

The staff engineering group designed
and supervised construction of a new
waste treatment pond at the Wilson
Plant to meet environmental restrictions

They also designed and monitored the
construction of a new sludge haul road
way at the Reid Green complex to
eliminate water runoff to the river and
two major changes have been made in
our ponding areas at Reid Green to
prevent excursions of non compliance

ENERGY SUPPLY

uring 1986 efforts to market
shortterm power sales to other
utilities were very successful The

main source for the short term power
sales was the Tennessee Valley Authority
TVA

While efforts to market power on a
longer term basis were disappointing
we are continuing to establish contacts
and pursue potential sources for long
term power sales

Intersystem power sales for both
capacity and energy totaled 689 million
for 1986 compared to 723 million the
year before

Big Rivers recorded a system coin
cident peak of 993 megawatts on Jan
uary 27 At the time of the system coin
cident peak Alcan Aluminum was oper
ating with one potline out of service
which accounted for a load reduction of

approximately 100 megawatts

Demand Megawatts

1100

With the guidance of our safety
department the years heavy mainten
ance schedule was completed with one
of the best ever safety records in all
plants

M W Kellogg completed the fourth
module on the scrubber at Wilson The

construction work on the module had

minimal effect on the running of the
unit The scrubber has demonstrated

the required 90 sulfur removal at full
boiler load

Both 1986 rural all classes of con
sumers except large industrial energy
usage and the non coincident peak
demands increased above 1985 Energy
delivered to the rural loads increased

by 385 percent while the non coincident
peak increased by 475 percent

Total heating and cooling degree days
occurring in 1986 were 5898 which com
pares to 6230 for 1985

During the year Energy Supplys
communications section completed the
radio control switch system installed
and checked out the communications

equipment associated with TVAsShaw
nee 761kV tie this is to be completed
in early 1987

Several phonecost reduction projects
completed this year will save the corpor
ation approximately 33000 annually

System Load Factor Percent

100

an
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FUELS

ost of coal was greatly reduced
during the year The average
cost of coal used in generating

electricity in the commercialized generat
ing units was 2783 per ton 1276 cents
per million BTU compared to 3025 per
ton 1377 cents per million BTU in
1985 The lower cost resulted in savings

passed directly to the consumer owners
of Big Rivers four member cooperatives
through the Fuel Adjustment Clause
FAC Our coal costs are among the
lowest in Kentucky

Big Rivers savings were due largely
to

a Termination of Big Rivers high
est cost coal contract in No

vember 1985 and replacement
with a new contract with E M

Coal Inc at a savings of over
11 per ton

b Expiration of Big Rivers next
highest cost contract and an
other relatively high cost con
tract in February 1986 and re
placement of these two con
tracts with a new contract

with E M Coal Inc with
savings of over 10 per ton for
one contract and over 7 per ton
for the other

c Deescalation of coal contract

prices resulting from favorable
changes in the governmentally
published indexes on which the
price revisions are based prim
arily those relating to diesel
fuel prices and to coal mining
labor productivity

The Alcan Aluminum smelter at

Sebree which normally accounts for
about one third of Big Rivers system
load had one of its three potlines out
of service during all of 1986 and a
second potline out of service from June
1986 through the rest of the year Al

though much of the surplus energy was
sold outside Big Rivers system the
quantity of coal burned in generating
electricity was limited to the extent that
the coal requirements were supplied
almost entirely by the minimum quan
tities required to be received under the
long term and mediumterm coal con
tracts with less than 2 of the coal
receipts purchased on the spot market

Big Rivers commercialized generat
ing units burned 393 million tons of coal
in generating electricity in 1986 approx
imately the same as in 1985

The largest coal purchases 105
million tons came from MAPCOsRetiki
Mine near Henderson This high sulfur
coal is burned in the Robert D Green

Plant which is equipped with flue gas
desulfurization scrubbers Other coal

came largely from western Kentucky
and southern Indiana with minor quan
tities from eastern Kentucky and Ohio

The D B Wilson Plant was com

mercialized on November 1 1986 and
only the coal used at that plant after
that date is included in the above coal

cost and consumption figures for com
mercialized units Coal burned at the

Wilson Plant from January 1 through
October 31 1986 056 million tons at
an average cost of 2902 per ton 1299
cents per million BTU was charged to a
start up and testing account This plant
also is equipped with flue gas desul
furization scrubbers and burns western

Kentucky high sulfur coal

ENGINEERING AND TRANSMISSION

ig Rivers growth rates for rural
electric power demand over the
past two years have exceeded

previously expected levels increasing at a
healthy compound rate of 76 per year
This rural segment includes residential
farm commercial and small industrial
loads The large industrial sector
experienced a negative growth rate of
145per year due primarily to econom
ic recession in the aluminum industry
One of the large aluminum smelter
facilities on Big Rivers system has
reduced operating levels to 33 of
capacity If the smelter had been oper
ating at normal capacity the total electric
power demand including both rural and
large industrial consumers would have
grown at 23 per year Big Rivers has
retained a consultant to conduct a

longrange forecast for electric power
demand and energy for its system
This study is expected to be completed
in early 1987

Several construction projects were
completed in the Jackson Purchase ECC
service area to improve reliability of
service Four 69kilovolt kV trans
mission line sections totaling about 20
miles of construction were placed in
service in late May In conjunction with
this construction transmission line

switching equipment was added at 13
locations in the 69kV system A 161kV
transmission line approximately 33 miles
in length was completed in September
providing an interconnection with the
Tennessee Valley Authority in western
McCracken County to deliver peaking
power from the Southeastern Power
Administration The McCracken County
substation was expanded for the termina
tion of this tie line

Two construction projects were com
pleted in the Henderson Union RECC

service area to serve new coal mining
consumers These projects required the

construction of approximately 51 miles
of 69kV transmission line and the ad

dition of metering facilities at each
delivery point

Construction of an additional 69kV

tap structure and metering were com
pleted in October to accommodate the
expansion of Green River Electric Corp
orationsThruston substation

To upgrade our 161kV transmission
system from a 120 F maximum design
operating temperature to a 212 F
maximum we modified five 161kV

transmission structures changed out 14
line traps and reset protective relaying
This upgrade will allow us to transmit
greater quantities of power over existing
lines

Transmission personnel replaced
over 150 poles damaged by woodpeckers
or internal decay Vegetation on 750
acres of line rightsofway was treated or
handcut to prevent line outages



LABOR RELATIONS AND CORPORATE AFFAIRS

orale remained extremely pos
itive despite a two and onehalf
year austerity program which

among other severe measures postponed
any general salary increases for non
bargaining employees

While no one doubted their dedication

and loyalty those characteristics were
clearly evident as our employees prepared
for our December rate hearing Many
men and women worked 12 to 18hour

days seven days a week gathering infor
mation for and preparing pre filed testi
mony interrogatories depositions and
other documents Big Rivers provided to
the Kentucky Public Service Commission
and intervenors Though frustrated by
the longevity of our financial crisis and
worn out from the long and tiring hours
our employees were nothing less than
professional

Reflecting their true spirit our em
ployees remained sensitive to the needs
of others They set a corporate record
with their contributions to the United

Way and participated in the fifth annual
blood drive Employees continued taking
leading roles in civic and community
organizations and churches

Big Rivers employees made a solid
commitment during 1986 to work
safely The result was another record

breaking year for safety The severity
rate number of losttime days per 1
million employee hours worked plunged
from 723 to 103 The incident rate

number of injuries reported per 200000
employee hours worked decreased from
21 to 11 and the frequency rate number
of losttime injuries per 1 million em
ployee hours worked fell from 23 to 13

The Employee Assistance Program
EAP in its fourth year shows con
vincing proof of being an effective inter
vention program For those who en

counter problems on or off the job
either in personal or family life EAP

offers the professional counseling often
needed to help people cope with lifes
challenges Big Rivers was one of the
first companies in our area to offer such
a program as part of our standard benefit
package Were delighted that its well
received and that it works

Fortyfive employees took advantage
of the Educational Assistance Program by
enrolling in college classes or pursuing
home study courses during the year

Preparations for the April 1987 con
tract negotiations were under way as
1986 came to an end

Employment for year end 1986 was
863 Despite the uncertainty of the
future the turnover rate dropped from
40 in 1985 to 24 in 1986 The

national median turnover rate for January
through June 1986 in companies com

parable in employment to Big Rivers
was 10 With the active recruitment of

women and minorities the Affirmative
Action Program continued to produce
positive results

ENVIRONMENTAL
AND PUBLIC AFFAIRS

n addition to the normal compliance
efforts involving monitoring and re
porting the department was involved

in several specific areas
The department continued its efforts

to repermit several facilities and final
permits are expected early in 1987
We believe that the new permits will
address many of the problem areas that
resulted in non compliance incidents
under the old permits and will minimize
such incidents in the future

The corporation followed through on
its commitment to remove and dispose
of electrical equipment containing high
concentrations of polychlorinated bi
phenyls PCBs Twelve transformers

were removed from the precipitators at
the City of Henderson Station Two
which is operated by Big Rivers and
disposed of in accordance with applicable
regulations

Modeling efforts regarding the removal
of reheat at the Wilson stack continued

throughout the year It is expected that
a formal request will be made to the
regulatory agencies shortly after the first
of the year This request if approved
may result in an annual savings of approx
imately 1 million

Construction and integration of the
additional module of the Wilson Plant

flue gas scrubber were completed in
September Performance testing is being
done to verify compliance and a modifi
cation to the operating permits will be
requested

The department initiated a major new
program of auditing continuous monit
oring equipment in response to more
regulatory pressure This will increase

the accuracy and availability of data
from these systems

Department personnel are especially
recognized for shouldering these added
responsibilities without any increase in
staff

Cost of Fuel Used
Average Cost Per Ton of Coal Used fin Millions of Dollars

Includes Big Rivers Cost of HMPL Station Two

35 150
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AUDITORS REPORT

Peat Marwick Mitchell Co

Certified Public Accountants

The Board of Directors

Big Rivers Electric Corporation

We have examined the balance sheets of Big Rivers Electric
Corporation as of December 31 1986 and 1985 and the related
statements of revenues and expenses equities and changes in
financial position for each of the years in the threeyear period
ended December 31 1986 Our examinations were made in

accordance with generally accepted auditing standards and
accordingly included such tests of the accounting records and
such other auditing procedures as we considered necessary in
the circumstances

As discussed more fully in note 2 Big Rivers Electric Corporation
Big Rivers began in 1980 the construction of the D B Wilson
Generating Station which consisted of two generating units
Wilson 1 and Wilson 2 However due to the anticipated surplus
power of Wilson 1 Wilson 2 was cancelled On November 1
1986 Wilson 1 with a cost of 855 million was commercialized
In April 1984 a rate increase request was filed with the Kentucky
Public Service Commission KPSC which included partial re
covery of the fixed costs of Wilson 1 However due to the
adverse economic impact on two major industrial customers
of its member cooperatives the rate increase request was with
drawn In November 1984 a second rate increase request was
filed with the KPSC which did not include costs of Wilson 1

On May 6 1985 the KPSC denied that request concluding that
the rate filing would not have been necessary but for the presence
of Wilson 1 and that any revenue award made in the case would
be immaterial to Big Rivers current financial condition In

November 1984 the Rural Electrification Administration REA
notified Big Rivers that it would not make any further advances
under the loan commitment relating to the construction costs
of Wilson 1 Subsequently Big Rivers defaulted on REA loans
and on January 18 1985 REA filed a foreclosure suit against
Big Rivers At December 31 1986 this suit was pending REA
also proposed a merger study with another cooperative but a
resulting merger proposal was rejected by REA During 1985
and 1986 a committee including Big Rivers and representatives
of parties involved developed a mutually acceptable workout
plan to resolve Big Rivers financial difficulties On August 7
1986 Big Rivers filed for a rate increase which incorporated the
workout plan The KPSC on March 17 1987 denied Big Rivers
rate request and ordered that a new case including a revised

workout plan be heard on July 28 1987 Big Rivers ability to
recover the costs of Wilson 1 and meet its future debt obligations
is dependent upon obtaining necessary rate increases obtaining
power sales contracts for the surplus power and restructuring
debt obligations and securing additional financing If the afore
mentioned is not accomplished Big Rivers will be unable to
continue in existence The accompanying financial statements do
not include any adjustments relating to the recoverability and
classification of recorded asset amounts or the amounts and

classification of liabilities that may be necessary should Big Rivers
be unable to recover the costs of Wilson 1 or should Big Rivers be
unable to continue in existence

In 1985 and 1984 Big Rivers elected to carry approximately
27 million of costs relating to Wilson 2 which has been can
celled as a deferred charge Managementsintention was to
recover these costs in future rates and through sales of excess
power however generally accepted accounting principles re
quired that such costs be charged to operations if recoverability
is not probable In 1986 Management concluded that recover
ability of these costs was no longer feasible and accordingly
these costs were charged to operations

In our opinion except for the write off in 1986 of the deferred
charge referred to in the preceding paragraph which should have
been written off in 1984 and subject to the effect on the finan
cial statements of such adjustments if any as might have been
required had the outcome of the uncertainty about the recover
ability and classification of recorded asset amounts and the
amounts and classification of liabilities referred to in the second

preceding paragraph been known the aforementioned financial
statements present fairly the financial position of Big Rivers
Electric Corporation at December 31 1986 and 1985 and the
results of its operations and the changes in its financial position
for each of the years in the threeyear period ended December
31 1986 in conformity with generally accepted accounting
principles applied on a consistent basis except for the change in
1985 with which we concur in the actuarial method of determ
ining pension costs as described in note 9 to the financial state
ments

Peat Marwick Mitchell Co

Louisville Kentucky
February 6 1987 except
as to note 2 which is
as of March 17 1987



STATEMENTS OF REVENUES AND EXPENSES In thousands

Years ended December 31
1986 1985 1984

Operating revenues note 10 227664 236024 258020

Operating expenses
Operations

Fuel for electric generation 87203 94699 100820
Power purchased and interchanged net 38214 39792 47
Other 28597 25054 28047

Maintenance 15192 14027 14492
Depreciation and amortization 18799 17789 18533
Taxes 2516 2353 2269

Total operating expenses 190521 193714 211655

Electric operating margins 37143 42310 46365
Interest and other deductions

Interest 124873 122612 110650
Allowance for borrowed funds used during construction note 3 73353 82966 70902
Other deductions 235 195 151

Total interest and other deductions 51755 39841 39899

Operating margins loss 14612 2469 6466
Nonoperating margins loss

Interest earned 1067 1154 2524
Interest earned credited to construction 113 1148
Writeoff of leverage lease costs note 11 3125
Wrioff of Wilson 2 c note 12 27681

26614 1041 1749
Other capital credits and patronage allocations 1 9 22

Net margins loss 41225 3519 4739

STATEMENTS OF EQUITIES In thousands

Years ended December 31 1986 1985 and 1984
Other equities

Transfer Donated Consumers

Total nonoperating loss to Patronage capital and contributions to

equities operating margin capital memberships debt service

Balance at December 31 1983 37749 33804 753 3192
Margins for 1984

Operating 6466 1749 4717
Nonoperating loss 1749 1749
Other capital credits and patronage allocations 22 22

Capital surcharge 461 10 451

Balance at December 31 1984 42949 38543 763 3643
Margins for 1985

Operating 2469 2469
Nonoperating 1041 1041
Other capital credits and patronage allocations 9 9

Capital surcharge 39 1 38

Balance at December 31 1985 46507 42062 764 3681
Margins for 1986

Operating loss 14612 14612
Nonoperating loss 26614 26614
Other capital credits and patronage allocations 1 1

Balance at December 31 1986 528 837 764 3681

See accompanying notes to financial statements
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BALANCE SHEETS In thousands

December 31
Assets 1986 1985

Utility plant net notes 2 and 3 1310745 1
Productive capacity under purchased

power contract note 8 27 29

Other deposits and investments at cost 3651 3497

Current assets

Operating funds 10329 12336
Receivables 29 26
Fuel for electric generation 28430 32838
Material and supplies 14 13365

Total current assets 82987 84843

Deferred charges note 4 13 43188

1438565 1409491

Equities and Liabilities

Capitalization
Equities 5282 46507
Longterm liabilities net of current

maturities note 5 25 27521

Total capitalization 30982 74028

Current liabilities

Current maturities of longterm
liabilities note 5 1183 1189096

Matured debt and interest note 6 195711 120
Accounts payable 19957 19
Accrued expenses 7135 5375

Total current liabilities 1406535 1334612

Deferred credits 1048 851

Commitments and contingencies notes 2 5 and 13

1438565 1409491

See accompanying notes to financial statements
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STATEMENTS OF CHANGES IN FINANCIAL POSITION In thousands

Increase decrease in working capital

Years ended December 31
1986 1985 1984

Sources of working capital

Construction funds 1818

Net margins loss 41225 3519 4739

Items which do not use working capital

Fuel for electric generation 4408 4675

Depreciation of utility plant 19309 18206 17936

Amortization of deferred charges 2 3013 7902

Writeoff of Wilson 2 costs 27
Other amortization 137

1185425

Working capital provided

729 14862 19208

Accrued expenses

by operations 8 24 30

73779

Longterm borrowings 121

Other 197 35 628

Decrease in working capital 73779 71622 1

82238 96395 1

Uses of working capital
Additions to utility plant net 81391 94 122950

Reclassification of longterm debt
due to default note 5 1

Reduction of longterm debt 21 21 5274

Increase in deferred charges 672 1475 16832

Increase in other deposits
and investments 154 292 584

82238 96395 1332090

Increase decrease in working capital
Operating funds 2007 5 5175
Construction funds 1818 25005
Receivables 3130 2284 156

Fuel for electric generation 4408 4675 10

Material and supplies 1429 1738 3324
Matured debt and interest 74798 94159 26754
Current maturities of longterm

liabilities note 5 5 4162 1185425
Accounts payable 729 14862 19208

Accrued expenses 1760 207 19

Decrease in working capital 73779 71622 1178

See accompanying notes to financial statements
11



NOTES TO FINANCIAL STATEMENTS December31sd69w14Ha

1 Summary of Significant Accounting Policies
a General Information

Big Rivers Electric Corporation Big Rivers a nonprofit
electric generation and transmission cooperative association
supplies the power needs of its four member distribution coop
eratives and markets power to nonmember utilities The mem
bers provide electric power and energy to industrial residential
and commercial customers located in portions of 22 western
Kentucky counties Big Rivers has entered into wholesale power
contracts with each of its members which require the members
to buy and receive from Big Rivers all their power and energy
requirements and Big Rivers to sell and deliver power and energy
in satisfaction of such requirements The wholesale power con
tracts with the members extend to the year 2023 Rates to its
members are set on a cost of service basis presently excluding
costs relating to the Wilson Generating Station and are subject
to approval by the Kentucky Public Service Commission KPSC
and the United States Department of Agriculture Rural Elec
trification Administration REA

Big Rivers utilizes the REA guaranteed and insured loan
program under which the REA exercises broad supervisory
review over the operation and financing of Big Rivers as the
primary source of borrowed funds

The rate structure approved by KPSC provides for a base rate
consisting of a demand charge and an energy charge The rate
structure also contains a fuel adjustment clause under which the
energy charge is to be increased or decreased in each billing
period to the extent that actual fuel costs and certain purchased
power costs together are greater or less than the base period costs
included in the base rates The application of the fuel adjustment
clause is subject to semi annual review by KPSC

b System of Accounts
The accrual basis accounting policies follow the Uniform

System of Accounts prescribed by the Federal Energy Regulatory
Commission FERC as adopted by REA and KPSC The reg
ulatory agencies retain authority and periodically issue orders
on various accounting and rate making matters

c Revenue Recognition
Revenues are based on monthend meter readings

d Utility Plant and Depreciation
Utility plant is stated at original cost which includes the cost

of contracted services material labor overhead and an allow
ance for borrowed funds used during construction Replacements
of depreciable property units except minor replacements are
charged to utility plant Property units replaced or retired
including cost of removal net of any salvage are charged to ac
cumulated depreciation Routine maintenance repairs and minor
replacement costs are charged to expense as incurred

Allowance for borrowed funds used during construction is
included on projects with an estimated total cost of 250000 or
more before consideration of the allowance The interest cap
italized is determined by applying the weighted average annual
effective rate of borrowings outstanding during the period to
qualifying assets included in construction in progress Interest ex
pense on restricted tax exempt borrowings is capitalized at the
actual rate of the borrowing net of interest earned on investment
of those tax exempt borrowings Capitalization of interest is
discontinued when the project is completed and the asset is
ready for service

Depreciation of utility plant and unclassified plant in service
is provided using the straight line method over the estimated
service lives of the depreciable assets Rates used to compute
depreciation are as follows
Production plant 3 350

Transmission plant 275

Station equipment 275

General plant 2 20

Unclassified plant
in service 275 350

The sinking fund depreciation method has been adopted for
the Wilson plant the 345 kv transmission lines and related
substations which were commercialized in November 1986

This method equates depreciation expense to payments of
principal on longterm debt This method was adopted to more
closely equate operations to the statutory rate making process
which provides for a revenue requirements method for determin
ing Big Rivers rates Big Rivers use of this method is pending
REA approval In addition the use of sinking fund depreciation
for financial statement purposes may not be acceptable under
proposed accounting literature currently under consideration
by the Financial Accounting Standards Board

e Operating Funds
Operating funds consist primarily of temporary investments in

US Government and Federal agency securities which are carried
at cost and adjusted for accrued interest which approximates
market

f Inventories

Inventories consisting of fuel for electric generation and
material and supplies are valued at weighted average cost

g Patronage Capital
As provided in the bylaws any excess of revenues over the

sum of a operating costs and expenses properly chargeable
against the furnishing of electric energy and b amounts re
quired to offset operating losses incurred during the current or
any prior fiscal year shall be capital furnished by the patrons and
credited to a capital account for each patron on a patronage
basis Nonoperating margins shall first be used to offset any
accumulated nonoperating deficits and to the extent not needed
for this purpose used to offset any operating losses during the
current or any prior fiscal year If after offsetting the nonoper
ating margins against accumulated nonoperating deficits operat
ing losses or accumulated deficits there remains a balance this
balance shall be allocated to patrons on a patronage basis and
any amount so allocated shall be included as a part of capital
credited to the accounts of patrons Neither operating nor
nonoperating losses are allocated to the patrons

h Pension and Deferred Compensation Plans
Substantially all employees are covered under trusteed non

contributory and contributory retirement plans Also Big Rivers
has executed deferred compensation agreements with certain key
employees which provide for periodic payments upon retirement
or to beneficiaries in event of death All pension and deferred
compensation costs accrued are funded annually Pension ex

pense includes current service costs and amortization of prior
service costs over twenty five years

12



2 D B Wilson Generating Station
As a result of Power Requirements Studies load forecasts

made in 1977 and supplemented by studies completed in 1979
and 1980 Big Rivers began in 1980 the construction of the D B
Wilson Generating Station Wilson Station consisting of two
395 megawatt net capacity generating units Wilson 1 and
Wilson 2 at an estimated cost of 11 billion to be financed by
long term debt borrowings guaranteed by the REA Another

Power Requirement Study was completed in 1981 which pro
duced a significantly lower load forecast than the previous
studies Based on the new forecast it became apparent that the
Wilson 2 unit would not be needed as previously planned and
construction activity was delayed At the same time the status
of Wilson 1 was reviewed and it was determined that the amount

of money invested by that time and the added cost that would
result in a delay made it more economic to continue construc
tion Due to the surplus capacity of Big Rivers upon completion
of Wilson 1 construction of Wilson 2 was subsequently cancelled
On November 1 1986 Wilson 1 was commercialized and during
1986 costs associated with Wilson 2 were written off see note
12

In April 1984 a 576 million rate increase request including
partial recovery of the fixed costs of Wilson 1 was filed with the
KPSC At the same time the aluminum industry which accounts
for a significant portion of Big Rivers sales experienced another
sharp decline in primary aluminum prices As a result inclusion
of Wilson Station costs in Big Rivers rates would yield non
competitive rates to the aluminum smelters identified in note
10 jeopardizing their continued operation In October 1984

Big Rivers withdrew its rate increase request In November 1984
a 167 million rate increase was filed which did not include the
production and fixed costs associated with Wilson 1 In May

1985 the KPSC denied that request concluding that the rate
filing would not have been necessary but for the presence of the
Wilson Station and that any revenue award made in the case
would be immaterial to Big Rivers current financial condition

In November 1984 REA notified Big Rivers that further
advances of funds under the loan commitments from REA

would not be forthcoming unless and until evidence satisfactory
to REA of the economic feasibility of Big Rivers was submitted
Big Rivers has filed suit requesting the United States District
Court to order REA to approve the release of 276 million
previously requested by Big Rivers Failing to receive these
loan funds Big Rivers used internally generated funds to pay the
amounts due contractors for Wilson Station and other construc

tion projects As a result Big Rivers was unable to pay principal
and interest payments due in November and December 1984 to

REA and the Federal Financing Bank FFB REA by letter
dated January 3 1985 citing continuing default and pursuant
to the loan agreement demanded payment in full before January
17 1985 of all outstanding debt and accrued interest see note
5 The amount could not be paid and on January 18 1985
REA filed a foreclosure suit against Big Rivers Big Rivers has
filed an answer to this suit see note 13

REA stated that the suit filed January 18 1985 gave Big
Rivers more time to study a merger with East Kentucky Power
Cooperative East Kentucky proposed by REA in November
1984 as the resolution to Big Rivers financial problems Big
Rivers and East Kentucky approved a consultant to conduct
a study of the feasibility of merger and to study other organiza
tional alternatives Big Rivers Board of Directors in their April
12 1985 meeting approved consolidation as permitted by Ken
tucky Statutes with East Kentucky In June 1985 REA re
jected the merger proposal jointly submitted by Big Rivers
and East KentuckysBoards of Directors No further action

has been taken regarding merger
In 1985 a working committee of representatives from Big

Rivers the Justice Department REA Manufacturers Hanover
and Irving Trust the banks providing letters of credit on the
pollution control bonds was formed to find a mutually ac
ceptable way of resolving the financial situation In early August
1986 Big Rivers achieved a workout plan with its creditors
which would enable it to add the D B Wilson plant to its system
without causing rate shock to consumers and would resolve
the litigation between Big Rivers and the Federal government

On August 7 1986 Big Rivers filed for an overall 358
increase an increase of125 per KW in its demand rates and to
modify billing demand to provide for a peak demand ratchet
Under Big Rivers proposed rate increase the first since January
1981 residential rates would rise an average of 13 at retail
but no net increase to the aluminum smelters over 1985 levels

would result because of their high load factors and because of
Big Rivers efficient management of coal purchases

The Kentucky Public Service Commission on March 17 1987
denied Big Rivers rate request and ordered that a new case be
heard on July 28 1987

Big Rivers ability to recover costs and meet its debt obliga
tions is dependent upon the success of Big Rivers ongoing efforts
which include selling a substantial portion of the capacity and
energy available restructuring its debts obtaining additional
financing and rate action If Big Rivers efforts as outlined herein
are not successful it will be difficult for Big Rivers to continue in
existence

3 Utility Plant
The following summarizes utility plant It

1986 1985

Classified plant in service
Production plant 1276497 441931

Transmission plant 41771 40710

Station equipment 65549 44229

General plant 12757 11449

Intangible 190 190

Unclassified plant in service 55380 1490

1452144 539999
Less accumulated depreciation 14348 124841

1308664 415158
Construction in progress 2081 833505

1310745 1248663
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Construction in progress at December 31 1986 is comprised of
several small projects Construction in progress at December 31
1985 includes 8309million associated with construction of the

Wilson 1 generating unit and Wilson 1 and 2 related common area
and transmission facilities As discussed in note 2 Big Rivers
commercialized Wilson 1 on November 1 1986 and ceased

capitalization of interest construction costs and operating costs
on that date In addition sales resulting from Wilson 1 through
October 31 1986 were credited to construction in progress The
average rates used for the capitalization of interest during con
struction in 1986 1985 and 1984 were 105G108and 105
respectively

4 Deferred Charges
Deferred charges consisted of the following

In thousands

5 Longterm Liabilities

In November 1982 Big Rivers elected to refinance 90 million
of FFB short term mortgage notes with longterm notes at a
lower interest rate As a result of this election a premium of
46 million was required The premium is being amortized over
the term of the longterm mortgage notes

On June 1 1984 an agreement with Cravat Coal Company
which reduced their delivered price of coal by approximately
11 per ton was consummated Under the terms of the agree
ment 125 million was paid to Cravat which is being amortized
based on coal deliveries over the remaining life of the contract
and recovered through the fuel adjustment clause as approved
by the KPSC

A summary of longterm liabilities follows

1986 1985

Premium on FFB debt 4032 4175
Unamortized debt expense 355 822

Cravat coal contract amendment 8068 9731
Construction costs of discontinued

plant see note 12 27819
Wilson railroad costs 441

Other 786 641

County of Ohio Kentucky promissory note with variable interest rate

13682 43188

5 Longterm Liabilities

In November 1982 Big Rivers elected to refinance 90 million
of FFB short term mortgage notes with longterm notes at a
lower interest rate As a result of this election a premium of
46 million was required The premium is being amortized over
the term of the longterm mortgage notes

On June 1 1984 an agreement with Cravat Coal Company
which reduced their delivered price of coal by approximately
11 per ton was consummated Under the terms of the agree
ment 125 million was paid to Cravat which is being amortized
based on coal deliveries over the remaining life of the contract
and recovered through the fuel adjustment clause as approved
by the KPSC

A summary of longterm liabilities follows In thousands

1986 1985

Rural Electrification Administration REA 2 and 5 mortgage notes
payable maturing from April 1998 through April 2014 87346 91122

Federal Financing Bank FFB 7370 to 1150 mortgage notes payable
maturing from March 1987 through December 2018 949482 951070

County of Ohio Kentucky promissory note with variable
interest rate currently 642 maturing October 2015 83300 83300

County of Ohio Kentucky promissory note with variable interest rate
currently 485 maturing June 2013 58800 58800

Obligation due to Jackson Purchase Electric Cooperative Corporation 2983 2983
Obligation under purchased power contract see note 8 27500 29300
Other borrowings 21 42

Total longterm liabilities 1209432 1216617
Less current maturities 1183732 1189096

25700 27521

As discussed in note 2 Big Rivers has defaulted on loans from
REA and on loans guaranteed by REA Pursuant to the loan

agreements all outstanding principal and accrued interest is now
payable The loan agreements relating to the County of Ohio
Kentucky promissory notes contain provisions whereby the
Trustee has the option to call the notes in the event of any loan
defaults Due to the loan default condition such principal
amounts relating to the aforementioned obligations are reflected
as current maturities

In November 1982 the County of Ohio Kentucky issued
825 million of Pollution Control Interim Bonds Series 1982
the proceeds of which were loaned to Big Rivers On October
31 1985 the County of Ohio issued Pollution Control Refunding
Bonds Series 1985 the proceeds of which were used to refinance
the Interim Bonds The Refunding Bonds bear interest at a
variable rate which is the lesser of a 13 percent per annum or
b a rate determined by the remarketing agent and approved
by Big Rivers as being the rate necessary to remarket the bonds
in a secondary market transaction at par plus accrued interest

but not more than 110 percent of a variable rate index based on
weekly sales of 91 day US Treasury Bills The bonds are sup
ported by a Manufacturers Hanover irrevocable transferable
standby letter of credit due to expire October 1987 The bonds
are payable on demand or subject to mandatory redemption
upon expiration of the supporting letter of credit and any re
newal thereof and will mature in any event on October 1 2015

In June 1983 the County of Ohio Kentucky issued 588
million of Pollution Control Demand Bonds Series 1983 the
proceeds of which were loaned to Big Rivers The weekly interest
rate was initially set at 625 percent of the coupon equivalent rate
for 13week U S Treasury Bills To meet the changes in the
tax free municipal bond market the interest rate changed period
ically and on December 31 1986 was at 830 percent of the
coupon equivalent rate for 13week US Treasury Bills The

bonds are supported by an Irving Trust irrevocable standby
letter of credit due to expire October 1987

All revenues and substantially all assets of Big Rivers are
pledged as collateral under the various debt agreements
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In January 1984 pursuant to an agreement dated October
14 1977 Big Rivers purchased certain transmission facilities
aggregating 29 million from the Jackson Purchase Electric

Cooperative Corporation Pending REA approval Big Rivers
intends to assume the loan with REA pertaining to these assets

6 Matured Debt and Interest
As discussed in note 2 Big Rivers defaulted on principal and

interest payments due REA for REA insured loans and due the
FFB for REA guaranteed loans in November and December
1984 and during 1985 and 1986 The amount of the default plus
interest is shown as matured debt and interest REA under its

guarantee agreement with FFB paid the amounts due FFB that
were due from Big Rivers but were not paid by Big Rivers This

amount plus interest is recorded by REA as due from Big Rivers
The interest is computed at the same rate or rates as on the
related FFB advance or advances During 1986 and 1985 ma
tured debt and interest increased by 1207 and 1164million
respectively resulting from defaults and accrued interest and was
reduced by payments of 459 and 223million respectively

7 Income Taxes
Prior to 1983 Big Rivers was tax exempt under Section

501c12 of the Internal Revenue Code which requires that at
least 85 or more of income consist of amounts collected from

members for the sole purpose of meeting losses and expenses
Nonmember gross income for the years 1983 through 1986
have exceeded the 15 allowable therefore Big Rivers has been a
taxable cooperative for those years In determining taxable
income the deduction for patronage allocations has resulted in
a net operating loss for both financial statement and income
tax purposes Accordingly no provision for income taxes has
been required The following analysis summarizes the net oper
ating loss and investment tax credit carryforwards for income
tax purposes

Year Net operating Investment tax

of loss credit

origination carryforward carryforward

1983 9460000 270000
1984 87500000 56300000
1985 160180000 1170000

These carryforwards may be utilized to offset taxable income
for the period of 15 years from the year of origination The

actual amount of the 1986 net operating loss has not yet been
determined The original amounts of investment tax credit
carryover have been reduced by 35 to account for the reduc
tion required pursuant to Section 49c of the Internal Revenue
Code of 1986

8 Purchased Power
Big Rivers under contracts with the City of Henderson

Kentucky City operates the City owned 315 megawatt gener
ating station Station Two and agrees to purchase an allocated
portion of the output Big Rivers portion of Station Two
capacity is currently 86 which is expected to decrease to 84
by 1989 The contracts expire in 2003 If the City determines
it has no power to allocate to Big Rivers upon giving five years
advance notice the contracts could be terminated

Under the terms of the contracts with the City Big Rivers
has agreed to pay a proportionate share of the monthly fixed
costs of Station Two excluding depreciation based on its al
located portion of the capacity of Station Two The monthly
fixed costs include debt service payments necessary to retire the

principal and to pay interest on the Citys bonds issued to finance
the construction of Station Two Big Rivers has recorded as a
liability the portion of the principal payments it is obligated to
pay as fixed costs under the contract based on estimates of its
allocated portion of Station Two capacity and has recorded as
an asset a like amount for the right to purchase its allocated
portion of the output The fixed costs are payable to the City
whether or not Station Two is operational or the operation
thereof is interrupted suspended or interfered with in whole
or in part for any cause The cost of power purchased under
the contract for 1986 1985 and 1984 was approximately 324
344 and 355 million respectively Such costs are accounted
for as power purchased and interchanged net

9 Pension and Deferred Compensation Plans
Total expense related to the pension and deferred compensation

plans was 730 350 and1069 thousand in 1986 1985 and
1984 respectively The accumulated pension plan benefits and

net assets as of the most recent actuarial valuation date available
are as follows
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In thousands

January 1
1986 1985

Actuarial present value of accumulated plan benefits
Vested 4370 3440
Nonvested 237 216

4607 3656

Net assets available for benefits at approximate market value 8189 6933

The assumed rate of return used in determining the actuarial present value of accumulated pension plan benefits was 6 in 1986
and 1985

During 1985 Big Rivers changed from the entry age normal into consideration the excess of pension fund assets over ac
actuarial cost method to the unit credit method for determina cumulated benefits The effect of this change was to decrease
tion of pension expense and funding This change will result in total 1985 pension cost expensed and capitalized by approx
a better matching of funding to accumulated benefits by taking imately 748 thousand

10 Major Customers
Operating revenues were as follows In thousands

1986 1985 1984

Members

Green River Electric Corporation 107305 112932 112063
HendersonUnion Rural Electric

Cooperative Corporation 60406 74983 84933
Jackson Purchase Electric

Cooperative Corporation 13275 12914 12399
Meade County Rural Electric

Cooperative Corporation 7298 7468 7040
Nonmembers 68962 72312 48269

257246 280609 264704
Sales credited to construction 29582 44585 6

227664 236024 258020

Sales resulting from Wilson 1 during the construction period members expiring in 2010 Sales to members for these two
have been credited to construction in progress customers Green River Electric Corporation for National

National South wire Aluminum Company and Alcan Aluminum Southwire Aluminum Company and Henderson Union Rural
Corporation formerly Atlantic Richfield Company purchase Electric Cooperative Corporation for Alcan Aluminum Corp
substantial amounts of electric energy under contracts with oration were as follows

In thousands
Year Green River Henderson Union Combined

1986 77122 46683 123805

1985 82654 60908 143562

1984 83252 71081 154333
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11 Writeoff of Leverage Lease Costs
In 1984 Big Rivers aborted a leverage lease financing pro

posal of the Wilson 1 unit due to the difficulties described in
note 2 The costs incurred with regard to the abandoned leverage
lease transaction were charged to margins in 1984

12 Writeoff of Wilson 2 Costs
In 1985 and 1984 Big Rivers elected to carry the costs re

lating to Wilson 2 which had been cancelled as a deferred charge
It had been managementsintention to recover these costs in
future rates and through sales of excess power During 1986

management decided that the recoverability of certain costs
was doubtful and these costs amounting to 27680597 were
charged to operations in 1986

13 Litigation
As discussed in note 2 REA has filed suit against Big Rivers

alleging that Big Rivers has defaulted on its notes and seeks
judgment in the amount of1047990623 in principal and
25856352 accrued interest The complaint also seeks a fore
closure and sale of the collateral which is essentially all of the
assets An answer to this suit has been filed alleging that conduct
on the part of the government caused Big Rivers inability to
make the note payments Legal counsel is unable to evaluate

the likelihood of an unfavorable outcome or to estimate the

amount or range of potential loss
In addition to the aforementioned there were a number of

pending legal actions involving Big Rivers either as defendant or
plaintiff Management believes that the outcome of these legal
actions and claims will not have a material effect on Big Rivers
financial position or results of operations
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COMPARATIVE STATISTICAL ANALYSIS

1986 1985 1984 1983

Operating Revenues 227664219 236 258019579 258
Expenses

Operation and Maintenance 130991 133779910 143358327 136
Purchased Power and

Interchanged Net 38214 39792 47494014 55494464
Depreciation and Amortization 18798 17788717 18533362 17782446
Taxes 2515 2353021 2269 2202
Interest 51520 39645856 39 38
Other 235101 195 150 136778

Total 242276234 233 251553187 250353855

Operating Margin Loss 14612015 2468719 6 7923
Nonoperating Margin Loss 26613024 1050605 1726877 994948

Net Margin Loss 41225039 3519 4739 8

Utility Plant at Cost 1452144009 539 533 531772691
Construction Work in Progress 200925 833 745589266 653519304

Total Electric Plant 1454224934 1373503769 1279186333 1185
Less Accumulated Depreciation 143479 124841130 106 91374

Utility Plant Net 1310 1 1172 1093917

Total Assets 1438564861 1409490616 1 1225799340

Member Maximum

Demand MW 993 1042 1027 952

Installed Steam Generating
Capacity Net MW 1383 974 974 974

Purchased Steam Generating Capacity
HMPL Station Two Net MW 271 271 268 270

Peaking and Standby Capacity
Reid Combustion Turbine MW 65 65 65 65

Purchased Peaking MW 178 178 190 40

Purchased Standby MW 0 0 0 100
KWh Millions

Sales to Members 621179 690867 739075 671942
Sales to Non Members 330368 329011 207596 209882
Generated 660970 644745 687637 647414
Purchased

HMPL Station Two 1 1 188222 172484
Other 33638 29198 66672 79065

System Load Factor 741 781 841 784

Employees at YearEnd 863 827 835 794
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TEN YEAR SUMMARY

1982 1981 1980 1979 1978 1977

232716

124675180

46342616
17548448
1
40467426

149400

240476418

120

58
17073
1817
37092

92

179

91

52947
11516775
1441297
18528

56197

124077992

53

52238
5976160
780
4988213
23017

117873040

52753054

49559
5
712
3
25940

87

43278427

32
4444813
631557
3206173
5290

231 235191 175723375 117224396 111971 83815

1
1968247

5
1677561

3706216
1080

6
1

5901834
620969

3
144720

3 6962891 4786626 807207 6522 4074

100 100 100 100 100 100

495105598
451265803

483
173576481

313289264
186

283281
125427944

130333
157127012

12405252
57

946371401
74

656
58643004

499747
42843

408708990
32900415

287460964
28361

181
24

87100410 598305411 456904319 375 259098981 157359924

1 182287 198904 193109 180531 185588

1 708 560 480817488 374646226 226712745

947 956 943 910 819 820

974 974 751 751 520 520

253 253 256 255 262 262

65 65 65 65 65 65
40 40 40 40 40 40

100 100 100 100 100 100

642088 748278 752934 702928 652685 618932
110637 145527 47536 5850 7939 5954

5 616423 518778 3 367816 371116

1 182287 198904 193109 180531 185588
68121 109702 96638 1 1 81489

748 871 881 853 875 877
680 667 622 555 488 401
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FINANCIAL HIGHLIGHTS

IV

About the cover FINANCIAL HIGHLIGHTS dollars in thousands

THE 600FOOT STACK of
the D B Wilson Plant towers Increase Increase

over the 2200acre site of 1984 1983 Decrease Decrease

Big Rivers Electric Corpora
tions latest coalfired Operating Revenues 258020 258277 257 1

generating facility which Operating Expenses 211655 212019 364 2
was synchronized in late
1984 Net Margins 4739 8918 4179 469

Construction Expenditures 122950 239342 116392 486

Energy Sales Megawatt Hours
A To Members 7390752 6719419 671333 100

B Intersystem 2075956 2098823 22867 11

System Peak Demand in
Megawatts 1027 952 75 79

Cost ofFuel Used in
Generation 101509 99585 1924 19

Assets 1332830 1225799 107031 87

Accumulated Margins and Equity 42949 37749 5200 138

Employees Full Time 835 794 41 52

Revenue Per kWh Sold Mills 2798 2928 130 44
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PRESIDENTSAND GENERAL MANAGERSREPORT

his year like the one Charles
Dickens wrote about in A Tale

of Two Cities was both the
worst and the best oftimes Net income

from operations reflected one of our
best years But when it comes to solving
the financial predicament associated
with the construction of our latest

generatingplant thatsanother story
Lets deal first with the troubles

accompanying completion ofthe D B
Wilson Plant a 395 megawatt MW
net capacity coal fired generating
facility Our story is not unique About
eight years ago we researched and
planned for a twounit plant At that
time demand and growth were in
creasing at 10 percent annually And
we knew we must add more capacity
to continue meeting our distribution
cooperatives memberowners electri
cal needs reliably and cost efficiently
As the national economy suddenly
plummeted we revised our load fore
casts delayed and ultimately can
celled the second unit The need for

Unit No l was still there however As
completion neared on that unit the
aluminum market took a drastic and

unpredicted nosedive And that serious
drop had a profound effect on Big Riv
ers Two aluminum smelters Na

tionalSouthwire Aluminum NSA
Hawesville and ARCO Metals now
Alcan Sebree consume 70 percent
ofour power In the spring ofthe year
we at Big Rivers were in the midst of
finalizing a leveraged lease with Gen
eral Electric Credit Corporation Con
summation of that deal and a 19 per
cent wholesale rate increase our first
in four years were the means we had
worked out to bring Wilson Unit No1
on line while avoiding a prohibitively
high rate increase During the many
months we were negotiating this lever
aged lease the aluminum companies
were kept up to date They expressed
gratitude for and approval ofour inno
vation and determination That is
until aluminum prices fell Survival
instincts took over and NSA mounted

an intense and effective campaign

against our proposed rate increase
citing a plant shutdown because theyd
go broke Obviously ifthey were forced
to close there would have been a ripple
effect on the entire West Kentucky
economy We were forced to take
another look at the rate situation since

economic conditions beyond our con
trol had altered both residential and

industrial need for more electricity
Unfortunately the delay killed our
leveraged lease

We looked to the Rural Electrifica

tion Administration REA for assis
tance They put us in touch with two
other generation and transmission
GT cooperatives who needed power
We approached Wabash Valley Power
Association Inc and later Oglethorpe
Power Corporation about buying all or
part of the Wilson Plant We werent
able to work anything out

We knew that once commercializa
tion ofthe Wilson Plant became a real

ity there was another reality that

ofmaking our first quarterly payment
to REA against the Wilson construc
tion loan Without revenue from the

Wilson Plant there would be no way
to make that payment The worst of
times doesnt begin to describe our
situation here For a while we had two

choices filing for reorganization under

Chapter 11 of the US Bankruptcy
Act or a takeover by REA Big Rivers
wanted neither

Not sitting idly by we continued
seeking prospective buyers for the
plant and buyers for longterm power
Atyearsend we were expecting REA
to approve our contract with Municipal
Energy Agency of Mississippi for 54
MW of power We are hoping that we
can nail down other contracts that

were negotiating
On November 28 Big Rivers filed

suit in US District Court against
REA for withholding 276 million in
loan money previously promised for
construction projects including the
Wilson Plant The money withheld
does not affect the ongoing operation
ofthis Corporation but was designated
to pay vendors already completing
major projects or in the process of
finishing them After refusing to dis
tribute October and November dis

bursements REA said they would re
lease the funds when we consolidated

with East Kentucky Power Coopera
tive EKPC In mid December our
board of directors and the board at

East Kentucky Winchester approved
Bechtel Energy Corporation to conduct
an organizational alternatives study
The study will include a gamut of

one



PRESIDENTSAND GENERAL MANAGERSREPORYCONT

RiA20h RItr

possibilities East Kentucky is an 18
member GT providing electricity to
280000 member owners in Eastern
and Central Kentucky Their load is
95 percent residential Results of this
study are not expected before June
1985 It is REAscontention that com

bining the two utilities will help solve
our financial situation stemming from
commercializing the Wilson Plant
and the imbalance between industrial
and residential loads Because it was
forced to use current revenues to re

place impounded loan funds in paying
contractors finishing the Wilson Plant
Big Rivers did not make its November
and December 1984 loan payments to
REA which declared all ofBig Rivers
loans payable TheUSDepartment of
Justice then sued Big Rivers to fore

close the REA mortgage This suit and
Big Riverssuit against REA Adminis
trator Harold Hunter are pending

Earlier we mentioned that despite
all the troubles surrounding the Wil
son Plant we otherwise had a good
year On January 3 we successfully
completed the cutover ofJackson Pur
chase Electric Cooperative Corpora
tions load from an investorowned

utility to Big Rivers We finished con
struction of new transmission substa

tions and lines including our first
345 kilovolt kV We ended the year
with margins of 47 million

Big Rivers results from operations
were good sales to members increased
671333496kilowatthours kWh we
set a record net generation of
6876367100kWh our system coinci
dental peak of 1027 was up 75 MW
above the 1983 peak and we operated

successfully and soundly for the fourth
consecutive year without a wholesale
rate increase In the following report
you will learn in more detail about
these and other significant events of
1984

Even though a professional en
gineering consultant reviewed our
load forecasts and we were experienc
ing unprecedented growth a faltering
American economy abruptly stunted
that growth in West Kentucky For the
present Wilson Unit No 1 just isnt
needed and we at Big Rivers have
been paying a painful price But were
doing everything humanly possible to
lessen the effect on our consumers

THE WILSON PLANT at
present is not needed by Big
Rivers distribution coop
eratives consumermem

bers Big Rivers is seeking to
solve the dilemma without

burdening the consumers
The Rural Electrification
Administration REA has
recommended Big Rivers
merge with East Kentucky
Power Cooperative in Win
chester Big Rivers and E ast
Kentucky at yearsend hired
a consultant to study
merger
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We were not able to predict the se
vere and dramatic changes in the na
tional economy We hope to solve these
problems and keep the plant Ifnot it
wont be long before well once again
be facing insufficient capacity and the
cost of building will only increase

Emotionally itsbeen a rollercoast
er year During the months of trying
to work something out following the
plunge in aluminum prices one week
wed be optimistic then that door
would slam shut and down wed go
again Thatshow it was time and time
again Imagine employee morale
around here when almost daily for
months you could not pick up a paper
or listen to a broadcast without being
reminded that Big Rivers was teeter
ing on the brink ofa financial disaster

This is the time to emphasize just
how decent patient and committed
our employees have been While people
throughout this Corporation were
rightfully concerned there was no
panic and our personnel continued
efficient daytoday operation of Big
Rivers Thats a real tribute to our

employees
On November 16 we filed a minimal

wholesale rate increase to cover

operating costs The Wilson Plant was
not included Details ofthe rate change
are discussed in the Finance Depart
ment report

On April 12 1985 Big Rivers board
of directors agreed to merge with
EKPC as outlined in Bechtel Energy
Corporationspreliminary report
which showed the merger to be
economically feasible If East Ken
tuckysboard favors consolidation
both utilities would ask their respec

a

tive distribution cooperatives boards
to approve the merger plan State stat
ute requires the approval ofa majority
of these cooperatives If the coops
agree to merger REA and the Ken
tucky PSC would then have to approve
the plan after public hearing9

In closing we convey our gratitude
to the directors for their tireless efforts

to solve the crucial problems we en
countered this year We are grateful
for each directorsexperience concern
and relentless pursuit of a solution
mutually beneficial and acceptable to
everyone involved

Sadly we note the December 7 death
ofboard vice president Texal D Brooks
see page 24 We shall miss his knowl
edge his warmth and humor Sandra
Wood was chosen to fill the vacancy
She is the first woman to serve on our

board We deeply regret the cir
cumstances necessitating the election
of a new board member but we wel
come her ideas and enthusiasm as our

board and management strive to re
solve the Wilson dilemma

Morton Henshaw

President Board of Directors

William H Thorpe
General Manager
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FINANCE

arly in 1984 the Accounting
Department began preparing
an application to the Ken

tucky PSC for an increase in rates
needed to pay for the new Wilson
Plant Big Rivers recognized that the
cost of the new plant using the normal
accounting method for establishing
rates would result in at least a 40
percent increase to its members

We attempted to sell the Wilson
Plant to a taxable corporation with
plans to lease back the plant from the
buyer Since Big Rivers is a non profit
corporation the sale of the plant to a
taxable profitmaking corporation
would have enabled the buyer to re
duce its federal tax liability and pass
some of these savings to Big Rivers
This would have resulted in lease pay
ments lower than the debt payments
without the saleleaseback arrange
ment The buyer would have expected
Big Rivers to increase revenues suffi
ciently to make the annual lease pay

ments We estimated this transaction

would have saved Big Rivers distribu
tion cooperatives consumer members
at least 700 million over the life of
the Wilson Plant

However by the time Big Rivers
filed its wholesale rate increase re
quest in April the aluminum industry
had experienced another sharp decline
in primary aluminum prices The com
petitive position of the aluminum
firms operating in our area is vital to
Big Rivers because of the significant

proportion of power they purchase
from the system Because of this most
recent decline and further industry
projections of possible deeper declines
in 1986 the major aluminum produc
ers in the service area believed that
the new rates proposed by Big Rivers
would result in such high economic
losses to them that they would be un
able to keep their smelters operating
Due to those circumstances and REAs
failure to guarantee lease payments
Big Rivers was unable to complete the
sale leaseback of the Wilson Plant
and on October 8 Big Rivers notified
the PSC that it would withdraw the
pending rate increase

On November 16 we filed a new rate

case before the PSC requesting a
wholesale rate increase of 167mil
lion to cover increased operating and
capital costs This rate increase about
six percent to our distribution coopera
tives member consumers does not
include the D B Wilson Plant It does
however include the 478 million
cost of the transmission system tying
Wilson to Big Rivers other generating
facilities and transmission system

Our board and management dili
gently seeking an alternative after the
aluminum market floundered opted
to seek just enough financial relief to
meet rising operating costs and finance
other needed capital construction proj
ects If granted this will be our first
wholesale rate increase since January
19 1981 What we are asking is sub
stantially less than inflation has been
during the past four years The PSC
began hearing our rate case on March
141985

Current years results from opera
tions were good Sales to members
increased 671333496 kWhs 100
Revenue from these sales increased
65million 31 with no increase in

rates The total margins for the year
were473951548and accumulated
equity of the Corporation was
4294920180at yearend

The year proved to be a very busy
one for our Electronic Data Processing
Department which installed four com
puter systems at the Wilson Plant
completed conversion of an IBM Sys

tem 38 computer in our commercial
and financial area and installed per
sonal computers in the Accounting
and Engineering departments These
systems provide the operating person
nel with tools to effectively manage
and control corporation resources

Our Purchasing Department contrib
uted bottom line cost savings of over
200000 through sourcing vendor
analysis and other purchasing tech
niques The conversion to the System
38 has been accomplished Refined
ordering techniques for inventory
items are being tested with the Ac
countingInventory departments
to insure the maximum inventory
efficiency
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ENERGY SUPPLY
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ig Rivers aggressively at
tempts to sell its generating
reserves and excess capacity

This persistence resulted in 482mil
lion revenue in 1984 which was the
major factor in Big Rivers maintaining
the same rate structure established in

1981 In 1983 Big Rivers had 483
million of intersystem sales This
years intersystem sales exceeded 2
billion kWhs for the second year

The D B Wilson Plant was synchro
nized on September 27 providing addi
tional excess capacity available for
intersystem sales We were successful
in selling the unitstest energy on an
as if and when basis through year
end A team approach to sales of long
term capacity sold 54 megawatts for

10 years with revenues approximating
15 million a year

Big Rivers continues to have excess
generating capacity available for in
tersystem sales and is attempting to
market this capacity on a shortterm
and a longterm basis up to 15 years

On July 25 at 6pm we reached a
new record system coincidental peak
of 1027 megawatts Our previous sys
tem peak demand of 956 megawatts
was in 1981

During the year the Energy Supply
Department accomplished the follow
ing tasks coordinated communica
tions during the Jackson Purchase
cutover completed installation and
checkout ofthe Wilson to Coleman 345

kV communication systems for protec
tive relaying completed modifications
to the communication systems for the

Coleman 161kV line Hancock and Ft
Pitt Substations and completed instal
lation and checkout of all communica

tion SCADA and telemetry equipment
for the Skillman Substation

The Communications Department
maintains its equipment and parts
inventory on the IBM System 38 A
preventive maintenance program was
implemented for all Big Rivers com
munication systems

F1 ve



PRODUCTION AND CONSTRUCTION

six

he Production Department
completed another outstand
ing year by surpassing the

record 1983 net generation More than
876 billion kWhs were generated
excluding Wilson Plant 68 percent
more than the previous years record

Operating costs continued to decline
The average cost per kWh generated
was 2466 mills which was down 38

percent from the 1983 cost of 2563
mills

We continued the Maintenance

Management and Performance
Monitoring Programs Our excellent
unit availability low maintenance
costs and improved heat rates are re
sults of these programs

The performance engineers concen
trated in key areas including auxil
iary power usage The units auxiliary
power usage power used to run the
units has been reduced The consump
tion for 1984 compared to 1982 is

Plant 1982 1984

Coleman 64 62
ReidHMPL 94 83

Green 110 95

We emphasized correcting problems
on individual equipment operating at
less than maximum efficiency Finding
and repairing an air heater that had
100 percent excess air leakage wasjust
one example of how this paid off

Complete unit heat rate tests tur
bine generator performance and boiler
feed pump tests are now conducted at
regular intervals

The Central Machine Shop and Cen
tral Laboratory expanded services pro
vided to all operating departments
The machine shop now produces many
spare parts more economically and of
better quality than many parts pur
chased outside the Corporation ac
cording to cost studies An added
bonus the parts are available when
needed The central laboratory ex
panded into gas and ion chromato
graphy and all coal testing except
ultimate analysis

Big Rivers requested the State of
Kentucky to exempt us from reheating
the flue gases emitted from the Green
Plant Studies indicate these two units

will still meet environmental regula
tions without reheat Approval of our
request will save at least12million
per year

In other developments at Green a
coal vendor received regulatory ap
proval to remove all scrubber sludge
from that plant In early 1985 we will
begin hauling sludge back to strip
mines in the trucks that bring coal into
the plant We can greatly reduce the
size of our above ground landfill and
save substantial waste handling cost

At the Coleman Plant several
changes to update the facility were
made A new reverse osmosis water

treatment plant replaced two obsolete
and non repairable water plants which
could no longer supply suitable quality
water for the boilers Also a modern
coal handling control system replaced
an inadequate system Installing a
new conveyor to bypass the coal pile
allows coal to be unloaded from barges
directly into the plant

Modifying the air flow pattern
through the units improved the per
formance of Colemansprecipitators
With this change we accomplished
substantial decreases in emission

rates Instead of large capital expendi
tures for additional precipitators we
now have extra capacity in our emis
sion control equipment

The Wilson unit was synchronized
to the Big Rivers system on September
27 Startup testing of the unit pro
ceeded for the remainder of the year
Significant startup problems encoun
tered were a contaminated turbine

lubricating oil system piping stress
problems in the areas around the boiler
feed pumps and a defective pulverizer
motor These problems have been re
solved and the unit is proceeding well
Testing and chemical balance of the
scrubber will be performed during
early 1985



FUELS

ig Rivers generating plants
excluding the Wilson Plant
burned 422 million tons of

coal in producing electricity this year
That total is up approximately 5 per
cent over the 1983 tonnage burned

Approximately 88 percent of the
coal received this year was purchased
under longterm contracts five years
or more Our largest receipts came
from MAPCOSmines in western Ken
tucky including1083218 tons from
MAPCOsRetiki Mine and 148462
tons from the Dotiki Mine The Green

Plant equipped with flue gas desul
furization scrubbers burns the Retiki
high sulfur coal The Reid Plant and
HMPL Station Two burn the lower
sulfur coal from Dotiki Remaining
supplies come from Kentucky Indiana
and Ohio

We started receiving coal at the Wil
son Plant from Green River Coal Com
pany Inc in March and from Diamond

J Coal Company in July These two
companies western Kentucky mines
are our primary sources ofhigh sulfur
coal for the Wilson Plant During the
year Wilson burned 116119 tons of
coal in generating electricity Because
the unit was not commercialized this
coal along with its average cost of
2817 per ton 1296per million
BTU was charged to a startup and
testing account and is not included in
the total figures for Big Rivers system
fuel consumption

For the second consecutive year Big
Rivers cost of coal decreased from that

of the previous year The average cost
of coal used in generating electricity
was 2991 per ton or 1356per mil
lion BTU compared to 3038per ton
or 13848per million BTU in 1983 The
lower cost resulted in savings passed
directly to consumer owners of Big
Rivers four member distribution

cooperatives through the Fuel Adjust
ment Clause FAC

The savings were due in large part
to three factors

First the state PSC granted us ap
proval to implement an agreement
with Cravat Coal Co to reduce their

delivered price of coal by approxi
mately 11 per ton It also allowed us
to change the source from Ohio and
eastern Kentucky to western Ken
tucky The agreement with Cravat
took effect June 1 We paid Cravat
125million which is being amortized
over the remaining eightyear life of
the contract The PSC approved the
inclusion of the amount in the FAC
38156 per ton as coal is delivered
We project a net savings to the consum
ers of 37 million

Secondly we purchased coal at spot
marketprices Buying shortterm sup

plemented the quantities of coal we
were obligated to purchase under our
longterm contracts Shortterm prices
increased substantially the first nine
months of 1984 as utilities bought
heavily in preparing for a possible
nationwide strike by the United Mine
Workers of America However Big
Rivers purchased 564265 tons during
the year averaging311 per ton lower
than the average cost under the long
term contracts saving approximately
175 million

Lastly the rate of inflation con
tinued to remain low This meant a low
rate of escalation of longterm coal
contract prices



ENGINEERING AND TRANSMISSION
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0
n January 2 at 1030 pm
procedures were started to
transfer the load center sub

stations of Jackson Purchase Electric
Cooperative OPEC over to the Big
Rivers system Four hours later
the entire transfer was completed as
planned and JPECs18900 consumer
members began using energy produced
by Big Rivers The transfer was the
culmination of seven years of effort
by Jackson Purchase and Big Rivers
personnel

The latest system load forecast indi
cates that Big Rivers rural demand
growth will average about 37 percent
per year compounded for the next 15
years Coupled with a 25 MW decrease
in industrial load expected to occur in
1986 the overall system demand is
expected to increase at an average of
13 percent per year compounded over
the same 15year period The 25 MW
decrease in industrial load for 1986 is
the result of efficiency improvements
planned by National Southwire
Aluminum NSA Hawesville which
will enable them to reduce electrical

usage while still maintaining previous
levels of aluminum production

We completed construction and
energized 39 miles of345kV transmis
sion line during the year We also
placed in service the 3451161 kV sub
station near the Coleman Plant
thereby completing construction of
Big Rivers first 345kV transmission
system

To reduce loading on the 69kV
transmission system in Daviess and
Hancock counties and to improve ser
vice to the expanded Willamette Indus
tries paper mills in Hancock County
we constructed a new 1611125kV sub
station and six miles of161 kV trans

mission line near the Western Kraft
Plant Electric service to the plant was
transferred from the 69kV system
over to the 161kV system With the
exception of the design and placement
ofthe concrete foundations the substa
tion was completely designed and con
structed by Big Rivers own employees
at a considerable cost savings from
what would have been incurred with
the use ofoutside design and construc
tion services

Approximately eight miles of69kV
line were also completed to serve new
load centers at Sacramento Kentucky
and Retiki Mine an underground coal
mine in Henderson County which
supplies coal for the Green Plant

Because ofthe increasing age of our
transmission and substation facilities
a new phase of equipment mainte
nance was established in 1984 We
initiated a program to overhaul oil
circuit breakers to supplement routine
breaker maintenance Each breaker
will receive a thorough internal in
spection worn parts will be recon
ditioned or replaced necessary adjust
ments will be made and oil will be
reconditioned In addition we started
a power transformer oil testing pro
gram utilizing sophisticated gas
chromatography testing equipment
purchased by Big Rivers Central Lab
oratory These tests will assist in
evaluating the likelihood of future

ILLINOIS
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transformer failures through the
analysis of gases dissolved in the trans
former oil The formation of certain
gases is characteristic of insulation
deterioration or lowlevel electrical
arcing inside the transformer and can
provide early warning signs of equip
ment failure

The electrical failure of a large
power transformer at the Green Plant
in December 1983 and the mechanical
failure ofa 161kV oil circuit breaker
at the Reid substation this year
prompted these maintenance and test
ing procedures Following the trans
former failure oil tests on transform
ers at the Coleman Plant revealed the

presence of gases in two other trans
formers which indicated possible im
minent failure ofthose units The two
transformers were removed from ser
vice and returned to the manufacturer

for repairs avoiding the expense of
emergency repairs and costly outages
of the generating units

Creating a yearround program
through which every substation and
power plant relay will be tested every
two years and repaired or recalibrated
ifnecessary has given added reliabil
ity to our systemsprotective relays

ice ia
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LABOR RELATIONS AND CORPORATE AFFAIRS

he year began with a heavy
emphasis on staffing the new
DBWilson Plant near Cen

tertown Kentucky At the time of
startup in late summer Big Rivers
employment reached 840

Management and the Bargaining
Units commitment to improved em
ployee relations was evidenced by the
new threeyear contract effective April
23 1984 In addition to the economic
increase negotiated for each year the
bargaining unit employees are now
participants in an attractive new sav
ings plan Also at the beginning ofthe
third year their Retirement Plan will
become noncontributory

Last years PreRetirement Plan
ning Program for all employees 55
years and older was met with such
enthusiasm that it was extended to

employees age 45 to 54 This twoday
seminar coordinated by Personnel
and conducted with the help of area
specialists in selected fields helps em
ployees understand the need to plan
for a successful retirement Similar

seminars are scheduled every three
years to update employees on changes
that will affect their retirement

The Employee Assistance Program
EAP moved into its second year It
continues to gain the respect of em
ployees as a confidential way to help
them with personal problems The EAP
also is a proven tool when management
confronts employees experiencing
problems affecting job performance
Related to the Employee Assistance
Program was inhouse training on
drug and alcohol awareness conducted
for all supervisory personnel

Together we can prevent acci
dents This was the slogan that em
phasized the Safety Program through
another record year in accident pre
vention We established a program
covering asbestos removal to further
insure the safety of employees when
working with or around this material
Big Rivers commitment to the safety
of our employees remains a top
priority

Our efforts to improve the safety
record in our plants again realized
success This year we had a 58 reduc
tion in losttime injuries Plant and
safety personnel worked together to
achieve this decrease and every plant
reported fewer losttime injuries than
in 1983

The successful future of Big Rivers
is largely dependent upon having em
ployees prepared to deal with the chal
lenges that the utility industry will
face in the coming years To that end
we are proud that nearly 100 employ
ees took advantage of the benefits of
the Educational Assistance Program

Employee training through semi
nars workshops and inhouse pro
grams increased significantly
throughout the corporation The
plants Safety and Training Coor
dinators helped establish formal train
ing programs Supervisory training
continued with 35 supervisors par
ticipating in two levels of instruction
sponsored by Western Kentucky Uni
versity Seventy supervisors and man
agers attended outside seminars to
increase their knowledge and exper
tise in their respective departments

Big Rivers commitment to Affirma
tive Action for employment and ad
vancement ofqualified women minor
ities veterans and handicapped was
evident Our annual EEO analysis
showed that significant gains have
been made toward recognition of pro
tected groups throughout our
workforce
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ENVIRONMENTAL

THE THICKENERS are the primary
settling chambers for scrubber
waste material after chemical
reaction with sulfur dioxide The

waste material after processing by
the thickeners is treated further at
the Conversion Systems Inc CSI
building

ten

he Environmental Depart
mentsmain emphasis
throughout much of this year

was obtaining solid waste permits for
the Wilson Plant Nearly a years ef
forts were required in designing and
coordinating the facilitysplans with
the Kentucky regulatory agencies
Late this year Big Rivers received
these necessary approvals Addition
ally initial testing of equipment at
Wilson required the Environmental
Department to coordinate with plant
operating personnel to make sure we
were within permitted limits We also
began planning for various study re
quirements included in the operating
permits We anticipate these studies
will be initiated during 1985

The department has also been in
volved in permits and approvals as
sociated with corporate maintenance
and construction activities Mainte

nance at our generating plants in
cluded such items as river dredging of
the barge handling areas and placing
riprap for bank stabilization We re
ceived all necessary approval for con
structing new transmission facilities

Many of the permits under which
Big Rivers plants have operated for
many years were up for renewal this
year Some permits already have been
completed Others are still in progress
We anticipate this repermitting will
be ongoing through next year

AND PUBLIC AFFAIRS

This department has closely moni
tored legislative and regulatory ac
tivities during the year The Clean Air
Act reauthorization and associated

acid rain proposals pose particular
concern to this corporation consider
ing the financial impact they might
have on Big Rivers distribution
cooperatives consumermembers We
have participated with numerous or
ganizations and government agencies
through the public notice and comment
process to assure the promulgation of
adequate and balanced regulations

Regulatory agencies recently have
increasingly stressed compliance
These inspections cover all areas of
Big Rivers operation including our
water discharges and air emissions
Inspections are also made of the solid
waste landfill operations Agency per
sonnel checked for compliance with
regulatory or permitted limits as well
as various monitoring and recordkeep
ing requirements Most of these visits
are done on a quarterly basis although
some are as frequent as monthly As a
result inspections ofgenerating plants
are more frequent To help assure our
plants compliance the Environmental
Department conducted audits on the
different continuous monitoring sys
tems at our operating facilities Be
cause the Wilson Plant is a new new
source we are prepared to manually
monitor stack emissions there ifneces

sary just as the law requires This
department also regularly coordinated
with operating personnel to assure
continued compliance of all permitted
activities

During the year Big Rivers disposed
of 210 3gallon capacitors from the
Coleman Substation two transformers
from the Green Plant and one drum of

faulty capacitors from our transmis
sion yard All contained Polychlori
nated Biphenyls PCBs Also we are
evaluating potential disposal of 17
172 gallon precipitator transformers
which have been removed from the
Coleman Plant
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STATEMENTS OF REVENUES AND EXPENSES Inthousands

STATEMEN OF

Years ended December 31
1984 198 1982

Operating revenues note 9 2 258277 23
Operating expenses

Other equities

Operations

Transfer

Fuel for electric generation 100820 98375 89988
Power purchased and interchanged net 47494 55494 46343
Other 28047 25241 21766

Maintenance 14492 12924 12922
Depreciation and amortization 18533 17782 17548
Taxes 2269 2203 1970

Total operating expenses 211655 212019 190537

Electric operating margins 46365 46258 42179

Interest and other deductions

1889 1889

Interest 110650 98075 74948
Allowance for borrowed funds used during construction 70902 59877 34481
Other deductions 151 137 149

Total interest and oth deductions 3989 38335 40616

Operating margins 6466 7923 1563
Nonoperating margins

Interest earned 2524 4007 2583
Interest earned credited to construction 1148 3057 694

Writeoff of leverage lease costs note 10 3125

1749 950 1889
Other capital credits and patronage allocations 2 45 79

Net margins 4739 8918 3531

STATEMEN OF EQUITIES In thousandsou a
ti x

Years ended December3119841983 and 1982
Other equities

Transfer Donated Consumers

Total nonoperating loss to Patronage capital and contributions to

equities operating margin capital memberships debt service

Balance at December 31 1981 24284 21355
e

644
e

2285
Margins for 1982

Operating 1563 1563
Nonoperating 1889 1889
Other capital credits and patronage allocations 79 79

Capital surcharge 63 460

Balance at December 31 1982
52

28338 24886 707 2745
Margins for 1983

Operating 7923 7923
Nonoperating 950 950

Other capital credits and patronage allocations 45 45

Capital surc 493 46 447

Balance at December 31 1983 37749 33804 753 3192
Margins for 1984

Operating 6466 1749 4717
Nonoperatingloss 1749 1749
Other capital credits and patronage allocations 22 22

Capital surcharge 461 10 451

Balance at December 31 1984 42949 38543 763 3643

See accompanying notes to financial statements thirteen
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BALANCE SHEETS In thousands

December 31

1984 1983

Utility plant net note 3
Productive capacity under purchased

power contract note 7
Other deposits and investments at cost

Current assets

Operating funds

111ZZbZ 11

31100 32800
3205 2621

6559 1384
1818 26823

Construction un s
24020 24176

Receivables
37513 26648

Fuel for electric generation
11627 8303

Material and supplies
81537 87334

Total current assets

charge 44726 9127bircharges 4
1332830 1225799

Equities and Liabilities

Capitalization
Equities

42949 37749

Longtermliabilities net ofcurrent 29342 1100760
maturities note 5

72291 1138509
Total capitalization

Current liabilities
Current maturities oflongterm

1193258 7833
liabilities note 5

26754Matured debt and interest note 6
34090 53298

Accounts payable 5582 25471
Accrued expenses

1259684 86602
Total current liabilities

Deferred credits
855 688

Commitments and contingencies notes 2 3 and 11
1332830 1225799

fourteen
See accompanying notes to financial statements
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STATEMENT OF CHANGES INFINANCIALPOSITION Inthousands

Uses ofworking capital

Years ended December 31
1984 1983 1982

Sources ofworking capital

Additions to utility plant net 122950

Net margins 4739 8918 3531

Items which do not use working capital

Reduction of longterm debt 5274

Depreciation of utility plant 17936 17076 16736

Amortization of deferred charges 8196 2727 1262

Other amortization 13 138 23

Working capital provided

20568

Current maturities of longterm liabilities note 5

1332384

by operations 31008 28859 21552

Longterm borrowings 121869 179610 299781

Other 628 652 650

Decrease in working capital
m

1178879 38030

1178879 38030

1332384 247151 321983

Uses ofworking capital
Additions to utility plant net 122950 239342 290082

Reclassification of longterm debt due to default note 5 1186450

Reduction of longterm debt 5274 6355 4753

Increase in deferred charges 17126 1454 6036

Increase in other deposits and investments 584 544

Increase in working capital 20568

Current maturities of longterm liabilities note 5

1332384 247151 321983

Increase decrease in working capital
Operating funds 5175 3272 4730

Construction funds 25005 20823 47606

Receivables 156 2765 1142

Fuel for electric generation 10865 1948 1654

Material and supplies 3324 465 571

Matured debt and interest note 6 26754

Current maturities of longterm liabilities note 5 1185425 1100 228

Accounts payable 19208 6734 23491

Accrued expenses 19889 20851 128

Increase decrease in
working capital 1178879 38030 20568

See accompanying notes to financial statements fifteen
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NOTES TO FINANC STATEMENTS December 31 1984 1983 and 1982

1 Summary of Significant Accounting Policies
a General Information

Big Rivers Electric Corporation Big Rivers a nonprofit electric generation
and transmission cooperative association supplies the power needs ofits four
member distribution cooperatives and markets power to nonmember utilities
The members provide electric power and energy to industrial residential
and commercial customers located in portions of 22 western Kentucky coun
ties Big Rivers has entered into wholesale power contracts with each of
its members which require the members to buy and receive from Big Rivers
all their power and energy requirements and Big Rivers to sell and deliver
power and energy in satisfaction ofsuch requirements The wholesale power
contracts with the members extend to the year 2023 Rates to its members
are set on a cost of service basis presently excluding costs relating to the
Wilson Generating Station and are subject to approval by the Kentucky
Public Service Commission KPSC and the United States Department of
Agriculture Rural Electrification Administration REA

Big Rivers utilizes the REA guaranteed and insured loan program under
which the REA exercises broad supervisory review over the operation and
financing of Big Rivers as the primary source of borrowed funds

The rate structure approved by KPSC provides for a base rate consisting
of a demand charge and an energy charge The rate structure also contains
a fuel adjustment clause under which the energy charge is to be increased
or decreased in each billing period to the extent that actual fuel costs and
certain purchased power costs together are greater or less than the base
period costs included in the base rates The application ofthe fuel adjustment
clause is subject to semi annual review by KPSC

b System of Accounts
The accrual basis accounting policies follow the Uniform System of Ac

counts prescribed by the Federal Energy Regulatory Commission FERC as
adopted by REA and KPSC The regulatory agencies retain authority and
periodically issue orders on various accounting and ratemaking matters

c Revenue Recognition
Revenues are based on monthend meter readings

d Utility Plant and Depreciation
Utility plant is stated at original cost which includes the cost ofcontracted

services material labor overhead and an allowance for borrowed funds used
during construction Replacements of depreciable property units except
minor replacements are charged to utility plant Property units replaced or
retired including cost ofremoval net ofany salvage are charged to accumu
lated depreciation Routine maintenance repairs and minor replacement
costs are charged to expense as incurred

Allowance for borrowed funds used during construction is included on
projects with an estimated total cost of250000 or more before consideration
of the allowance The interest capitalized is determined by applying the
weighted average annual effective rate ofborrowings outstanding during the
period to qualifying assets included in construction in progress Interest
expense on restricted taxexempt borrowings is capitalized at the actual rate
of the borrowing net of interest earned on investment of those taxexempt
borrowings Capitalization of interest is discontinued when the project is
completed and the asset is ready for service

Depreciation of utility plant and unclassified plant in service is provided
using the straightline method over the estimated service lives ofthe depre
ciable assets Rates used to compute depreciation are as follows
Production plant 3 350

Transmission plant 275

Station equipment 275

General plant 2 20

Unclassified plant
in service 275 350

e Operating and Construction Funds
Operating and construction funds consist primarily of temporary invest

ments inUSGovernment and Federal agency securities which are carried
at cost and adjusted for accrued interest which approximates market

f Inventories

Inventories consisting of fuel for electric generation and material and
supplies are valued at the lower of weighted average cost or market

g Patronage Capital
As provided in the bylaws any excess of revenues over the sum of a

operating costs and expenses properly chargeable against the furnishing of
electric energy and b amounts required to offset operating losses incurred
during the current or any prior fiscal year shall be capital furnished by the
patrons and credited to a capital account for each patron on a patronage
basis Nonoperating margins shall first be used to offset any accumulated
nonoperating deficits and to the extent not needed for this purpose used to
offset any operating losses during the current or any prior fiscal year If
after offsetting the nonoperating margins against accumulated nonoperating
deficits operating losses or accumulated deficits there remains a balance
this balance shall be allocated to patrons on a patronage basis and any amount
so allocated shall be included as a part ofcapital credited to the accounts of
patrons Neither operating nor nonoperating losses are allocated to the
patrons

h Pension and Deferred Compensation Plans
Substantially all employees are covered under trusteed noncontributory

and contributory retirement plans Also Big Rivers has executed deferred
compensation agreements with certain key employees which provide for
periodic payments upon retirement or to beneficiaries in event of death All
pension and deferred compensation costs accrued are funded annually
Pension expense includes current service costs and amortization of prior
service costs over twentyfive years

i Income Taxes
Prior to 1983 Big Rivers was tax exempt under Section 501c12 of the

Internal Revenue Code which requires that at least 85 of gross income be
from members Nonmember income in 1983 exceeded the 15 allowable
therefore Big Rivers became a taxable cooperative Big Rivers continued to
be taxable in 1984 No provision for income taxes was recorded because of
significant net operating losses for income tax reporting In managements
opinion these tax operating losses will be available to offset future net
margins for income tax reporting through the period of time that Big Rivers
anticipates being a taxable cooperative
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2 DB Wilson Generating Station
As a result of Power Requirements Studies load forecasts made in 1977

and supplemented by studies completed in 1979 and 1980 Big Rivers began
in 1980 the construction of the D B Wilson Generating Station Wilson
Station consisting of two 395 megawatt net capacity generating units
Wilson 1 and Wilson 2 at an estimated cost of11 billion to be financed
by longterm debt borrowings guaranteed by the REA Another Power
Requirement Study was completed in 1981 which produced a significantly
lower load forecast than the previous studies Based on the new forecast it
became apparent that the Wilson 2 unit would not be needed by 1986 as
previously planned and construction activity was delayed At the same time
the status ofWilson 1 was reviewed and it was determined that the amount

of money invested by that time and the added cost that would result in a
delay made it more economic to continue construction

At December 31 1984 the costs incurred to date for Wilson 1 excluding
inventories but including Wilson 1 and 2 related common area and transmis
sion facilities were approximately 747 million and the estimated additional
costs to be incurred prior to expected commercialization in 1985 were 29
million of which 25 million represents additional capitalized interest

In April 1984 a 576 million rate increase request including partial
recovery ofthe fixed costs ofWilson 1 was filed with the KPSC At the same
time the aluminum industry which accounts for a significant portion ofBig
Riverssalesexperienced another sharp decline in primary aluminum prices
As a result inclusion ofWilson Station costs in BigRiversrateswould yield
non competitive rates to the aluminum smelters identified in note 9jeopar
dizing their continued operation In October 1984 Big Rivers withdrew its
rate increase request In November 1984 a 167 million rate increase was
filed which did not include the production and fixed costs associated with
Wilson 1 Presently the outcome of this rate increase request is unknown
however a decision is expected on or before May 7 1985

In November 1984 REA notified Big Rivers that further advances offunds
under the loan commitments from REA would not be forthcoming unless and
until evidence satisfactory to REA ofthe economic feasibility ofBig Rivers
was submitted Big Rivers has filed suit requesting the United States District
Court to order REA to approve the release of 276 million previously re
quested by Big Rivers Failing to receive these loan funds Big Rivers used
internally generated funds to pay the amounts due contractors for Wilson

Station and other construction projects As a result Big Rivers was unable
to pay principal and interest payments due in November and December 1984
to REA and the Federal Financing Bank FFB REA by letter dated January
3 1985 citing continuing default and pursuant to the loan agreement
demanded payment in full before January 17 1985 of all outstanding debt
and accrued interest see note 5 The amount could not be paid and on
January181985 REA filed a foreclosure suit against Big Rivers Big Rivers
has filed an answer to this suit see note 11 There has been no further court
action relating to these suits

REA has stated that the suit filedJanuary 181985 gives Big Rivers more
time to study a merger with East Kentucky Power Cooperative East Ken
tucky proposed by REA in November 1984 as the resolution to Big Rivers
financial problems Big Rivers and East Kentucky have approved a consultant
to conduct a study ofthe feasibility ofmerger and to study other organizational
alternatives These studies are expected to be completed in June 1985 Based
on preliminary results of these studies Big Rivers Board of Directors in
their April 12 1985 meeting approved consolidation as permitted by Ken
tucky Statutes with East Kentucky If consolidation is approved by East
Kentucky and the members ofboth cooperatives the proposed consolidation
shall be submitted to both the REA and KPSC for their approvals

Due to the surplus capacity of Big Rivers upon completion of Wilson 1
construction ofWilson 2 has been cancelled Costs incurred of278million
relating to Wilson 2 previously reflected as plant held for future use have
been reclassified as deferred charges in the 1984 financial statements

Big Rivers ability to recover Wilson 1 and 2 costs and meet its debt
obligations is dependent upon the success of Big Rivers ongoing efforts to
sell the Wilson Station or a substantial portion of the capacity and energy
available from Wilson 1 and restructure its debts Big Rivers has consum
mated a contract for the sale ofapproximately 54 megawatts ofcapacity and
associated energy from Wilson 1 and is actively pursuing additional power
sales and prospective buyers for the plant Big Rivers has proposed several
financing alternatives to REA including a debt restructuring plan Discus
sions with REA continue If Big Rivers efforts as outlined herein are not
successful it will be difficult for Big Rivers to continue in existence

3 Utility Plant
The following summarizes utility plant

n

Inthousands
1984 1983

Classified plant in service
Production plant 439974 434278
Transmission plant 39686 26118
Station equipment 42296 33428
General plant 11431 10853
Intangible 190 190

Unclassified plant in service
pmu

20 237

533597 505104
Less accumulated depreciation 106924 91375

426673 413729
Construction in progress 745589 653519
Plant held fo future use see note 4 26669

11722 1093917
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Construction in progress at December 31 1984 consists primarily of costs
associated with construction of a 395 megawatt net capacity generating
unit Wilson 1 and Wilson 1 and 2 related common area and transmission
facilities Wilson 1 and the related common area and transmission facilities
are expected to be commercialized in May 1985 and to cost 776 million

Commitments with vendors at December311984 for all approved construc
tion projects total 35 million primarily in connection with Wilson 1 and

the related common area and transmission facilities Approximately 37
million of construction costs are expected to be incurred in 1985 of which
27 million represents interest to be capitalized

The average rates used for the capitalization ofinterest during construction
in 1984 1983 and 1982 were 105109and 132 respectively

4 Deferred Charges
Deferred charges consisted of the following

Inthousands

In November 1982 Big Rivers elected to refinance 90million of FFB
shortterm mortgage notes with longterm notes at a lower interest rate As
a result of this election a premium of46 million was required The premium
is being amortized over the term of the longterm mortgage notes

5 Longterm Liabilities
A summary of longterm liabilities follows Inthousands

1984 0013

Rural Electrification Administration REA 2and 5 mortgage notes
payable maturing from April 1998 through April 2014

Federal Financing Bank FFB 751 to1320 mortgage notes payable
maturing March 1985 through December 2018

County ofOhio Kentucky725825million promissory note due
November 1985 less unamortized discount

County of Ohio Kentucky promissory note with variable interest rate currently
501 maturing June 2013

Obligation due to Jackson Purchase Electric Cooperative Corporation
Louisville Bank for Cooperatives LBC mortgage note with variable interest

rate currently 1225 maturing February 1985
Obligation under purchased power contract see note 7
Other sund borrowing

Total longterm liabilities

94893

1984 1983

Premium on FFB debt 4318 4461

Panama Mine closing 88 1152

Unamortized debt expense 862 1641

Cravat coal contract amendment 11415
Construction costs of discontinued plant Wilson 2 27834
Other 209 1873

44726 9127

In November 1982 Big Rivers elected to refinance 90million of FFB
shortterm mortgage notes with longterm notes at a lower interest rate As
a result of this election a premium of46 million was required The premium
is being amortized over the term of the longterm mortgage notes

5 Longterm Liabilities
A summary of longterm liabilities follows Inthousands

1984 0013

Rural Electrification Administration REA 2and 5 mortgage notes
payable maturing from April 1998 through April 2014

Federal Financing Bank FFB 751 to1320 mortgage notes payable
maturing March 1985 through December 2018

County ofOhio Kentucky725825million promissory note due
November 1985 less unamortized discount

County of Ohio Kentucky promissory note with variable interest rate currently
501 maturing June 2013

Obligation due to Jackson Purchase Electric Cooperative Corporation
Louisville Bank for Cooperatives LBC mortgage note with variable interest

rate currently 1225 maturing February 1985
Obligation under purchased power contract see note 7
Other sund borrowing

Total longterm liabilities

94893 98372

951996 833742

82385 82248

58800 58800
2983

380 2547
31100 32800

63 84

1222600 1108593

Less current maturities
1193258 7833

29342 1100760

Panama mine closing costs are being recovered through an energy sur
charge granted by the KPSC The costs are being amortized based on collection
of the surcharge and will be fully recovered in 1985

On June 1 1984 an agreement with Cravat Coal Company which reduced
their delivered price of coal by approximately 11 per ton was consummated
Under the terms of the agreement 125million was paid to Cravat which
is being amortized based on coal deliveries over the remaining life of the
contract and recovered through the fuel adjustment clause as approved by
the KPSC

As discussed in note 2 construction of the Wilson 2 unit has been cancelled
These costs which were previously reflected as plant held for future use
have been reclassified as a deferred charge Recovery of these costs depends
on the favorable outcome of Big Rivers efforts as discussed in note 2 to
resolve its financial problems
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As discussed in note 2 Big Rivers has defaulted on loans from REA and
on loans guaranteed by REA and pursuant to certain loan agreements all
outstanding principal and accrued interest is now payable and such principal
amounts are reflected as current maturities

In November 1982 the County of Ohio Kentucky issued 825 million of
Pollution Control Interim Bonds Series 1982 the proceeds of which were
loaned to Big Rivers In June 1983 the County of Ohio Kentucky issued
588million ofPollution Control Demand Bonds Series 1983 the proceeds
of which were loaned to Big Rivers The funds are held by a trustee until
required for construction ofpollution control equipment The unused portion
ofthe borrowed funds is reflected in construction funds The acceleration of

debt by REA see note 2 triggered action by the creditor holding the 588

6 Matured Debt and Interest

As discussed in note 2 Big Rivers defaulted on principal and interest
payments due REA for REA insured loans and due the FFB for REA guaran
teed loans The amount of the default plus interest is shown as matured debt
and interest REA under its guarantee agreement with FFB paid the

million of Pollution Control Demand Bonds to exercise its option to put the
bonds on January 16 1985 The trustee as a remarketing agent was able to
remarket the bonds on January 17 1985 The weekly interest rate was set
at 75 percent previously 625 percent of the coupon equivalent rate for
13 week United States Treasury Bills

All revenues and substantially all assets of Big Rivers are pledged as
collateral under the various debt agreements

In January 1984 pursuant to an agreement dated October 14 1977 Big
Rivers purchased certain transmission facilities aggregating 29 million
from the Jackson Purchase Electric Cooperative Corporation Pending REA
approval Big Rivers intends to assume the loan with REA pertaining to
these assets

amounts due FFB that were due from Big Rivers but were not paid by Big
Rivers This amount plus interest is billed to Big Rivers The interest is
computed at the same rate or rates as on the related FFB advance or advances

7 Purchased Power

Big Rivers under contracts with the City ofHenderson Kentucky City
operates the City owned 315 megawatt generating station Station Two and
agrees to purchase an allocated portion ofthe output Big Rivers portion of
Station Two capacity is currently 85 which is expected to decrease to 84
by 1989 The contracts expire in 2003 Ifthe City determines it has no power
to allocate to Big Rivers upon giving five years advance notice the contracts
could be terminated

Under the terms of the contracts with the City Big Rivers has agreed to
pay a proportionate share ofthe monthly fixed costs ofStation Two excluding
depreciation based on its allocated portion of the capacity of Station Two
The monthly fixed costs include debt service payments necessary to retire

the principal and to pay interest on the Citys bonds issued to finance the
construction ofStation Two Big Rivers has recorded as a liability the portion
of the principal payments it is obligated to pay as fixed costs under the
contract based on estimates of its allocated portion of Station Two capacity
and has recorded as an asset a like amount for the right to purchase its
allocated portion ofthe output The fixed costs are payable to the City whether
or not Station Two is operational or the operation thereof is interrupted
suspended or interfered with in whole or in part for any cause The cost of
power purchased under the contract for 1984 1983 and 1982 was approxi
mately 355348 and 278million respectively Such costs are treated
in the rate making process as power purchased and interchanged net

8 Pension and Deferred Compensation Plans
Total expense related to the pension and deferred compensation plans was accumulated plan benefits and net assets as of the most recent actuarial
1069 880 and 759 thousand in 1984 1983 and 1982 respectively The valuation date available are as follows

Inthousands

January 1
1984 1983

Actuarial present value of accumulated plan benefits
m

Vested 2810 2107
Nonvested 140 111

2950 2218
2m

Net assets available f benefits at approximate market value 5304 3909

The assumed rate of return used in determining the actuarial present value of accumulated plan benefits was 6 in 1984 and 1983
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Cooperative Corporation
Nonmembers

Sales credited to construction

Sales resulting from power generated from Wilson 1 during the construction
period have been credited to construction in progress

National Southwire Aluminum Company and Atlantic Richfield Company
formerly Anaconda Aluminum purchased substantial amounts of electric

Green River

1984

1983

1982

7040 7164 6811
48269 48337 27068

264704 258277 232716
6684

258020 258277 232716

energy under contracts with members expiring in 2010 Sales to members
for these two customers Green River Electric Corporation for NationalSouth
wire Aluminum Corporation and HendersonUnion Rural Electric Coopera
tive Corporation for Atlantic Richfield Company were as follows

In thousands

HendersonUnion Combined

83252

C510 revc

154333

82352 63436 145788

79846 65748

9 Major Customers
Operating revenues were as follows In thousand

1984 1983 1982

Members

Green River Electric Corporation 112063 111265 106689
HendersonUnion Rural Electric

Cooperative Corporation 84933 77219 78986
Jackson Purchase Electric

Cooperative Corporation 12399 14292 13162
Meade County Rural Electric

Cooperative Corporation
Nonmembers

Sales credited to construction

Sales resulting from power generated from Wilson 1 during the construction
period have been credited to construction in progress

National Southwire Aluminum Company and Atlantic Richfield Company
formerly Anaconda Aluminum purchased substantial amounts of electric

Green River

1984

1983

1982

7040 7164 6811
48269 48337 27068

264704 258277 232716
6684

258020 258277 232716

energy under contracts with members expiring in 2010 Sales to members
for these two customers Green River Electric Corporation for NationalSouth
wire Aluminum Corporation and HendersonUnion Rural Electric Coopera
tive Corporation for Atlantic Richfield Company were as follows

In thousands

HendersonUnion Combined

83252 71081 154333

82352 63436 145788

79846 65748 145594

In 1983 Big Rivers provided the power needs ofJackson Purchase Electric Jackson Purchase became an average system cost member and began using
Cooperative Corporation through purchase power sources In January 1984 power generated in the Big Rivers system

10 Writeoff of Leverage Lease Costs
In 1984 Big Rivers aborted a leverage lease financing proposal of the with regard to the abandoned leverage lease transaction have been charged

Wilson 1 unit due to the difficulties described in note 2 The costs incurred to margins in 1984

11 Litigation
As discussed in note 2 REA has filed suit against Big Rivers alleging that

Big Rivers has defaulted on its notes and seeks judgment in the amount of
1047990623in principal and25856352accrued interest The complaint
also seeks a foreclosure and sale ofthe collateral which is essentially all of
the assets An answer to this suit has been filed alleging that conduct on the
part of the government caused Big Rivers inability to make the note pay
ments Since this matter is in such an early stage oflitigation legal counsel

is unable to evaluate the likelihood ofan unfavorable outcome or to estimate

the amount or range of potential loss
In addition to the aforementioned there were a number of pending legal

actions involving Big Rivers either as defendant or plaintiff Management
believes that the outcome of these legal actions and claims will not have a
material effect on Big Rivers financial position or results of operations
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ACCOUNTANTS REPORT

Peat Marwick Mitchell Co

Certified Public Accountants

The Fifth Avenue Building
444 South Fifth Street

Louisville Kentucky 40202

The Board of Directors

Big Rivers Electric Corporation

We have examined the balance sheets ofBig Rivers Electric Corporation as
ofDecember 31 1984 and 1983 and the related statements of revenues and
expenses equities and changes in financial position for each ofthe years in
the three year period ended December 31 1984 Our examinations were made
in accordance with generally accepted auditing standards and accordingly
included such tests of the accounting records and such other auditing proce
dures as we considered necessary in the circumstances

As discussed more fully in note 2 Big Rivers Electric Corporation Big Rivers
has 7748million invested in two generating units at the D B Wilson
Generating Station 747 million in Wilson 1 and 278 million in Wilson
2 The 7748million represents over 58 of total assets At December 31
1984 Big Rivers was in the process ofcommercializing Wilson 1 which will
generate surplus power Due to the surplus power of Wilson 1 further
construction of Wilson 2 has been cancelled In April 1984 a rate increase
request was filed with the Kentucky Public Service Commission which
included partial recovery ofthe fixed costs ofWilson 1 However due to the
adverse economic impact on two major industrial customers of its member
cooperatives the rate increase request was withdrawn Costs relating to the
D B Wilson Generating Station are not included in the current request for
a rate increase In November 1984 the Rural Electrification Administration
REA notified Big Rivers that it would not make any further advances under
the loan commitment relating to the construction costs of the D B Wilson
Generating Station Subsequently Big Rivers defaulted on REA loans and
on January 18 1985 REA filed a foreclosure suit against Big Rivers REA
has also proposed a merger with another cooperative and a study to determine
the feasibility of such a merger is currently in process On April 12 1985
Big Rivers Board of Directors based on preliminary results of the study
approved a consolidation This consolidation is subject to approval of the
consolidation partner as well as approval ofmember cooperatives followed

by the approval of REA and the Kentucky Public Service Commission If a
satisfactory consolidation plan is not consummated Big Rivers ability to
recover the costs of the D B Wilson Generating Station and meet its future
debt obligations is dependent upon obtaining power sales contracts for the
surplus power or selling the D B Wilson Generating Station restructuring
debt obligations and obtaining necessary rate increases If the aforemen
tioned is not accomplished it will be difficult for Big Rivers to continue in
existence The accompanying financial statements do not include any adjust
ments relating to the recoverability and classification of recorded asset
amounts or the amounts and classification of liabilities that may be necessary
should Big Rivers be unable to continue in existence

Big Rivers has elected to carry the278million of costs relating to Wilson
2 which has been cancelled as a deferred charge Managementsposition is
that it is the intention to recover these costs in future rates through sales
of excess power or sale of the D B Wilson Generating Station however
generally accepted accounting principles require that such costs be charged
to operations

In our opinion except for the 278million ofcost relating to Wilson 2 which
should be a current charge to operations and subject to the effect on the 1984
financial statements ofsuch adjustments ifany as might have been required
had the outcome ofthe uncertainty about the recoverability and classification
of recorded asset amounts and the amounts and classification of liabilities
referred to in the second preceding paragraph been known the aforemen
tioned financial statements present fairly the financial position ofBig Rivers
Electric Corporation at December 31 1984 and 1983 and the results of its
operations and the changes in its financial position for each of the years in
the three year period ended December 31 1984 in conformity with generally
accepted accounting principles applied on a consistent basis

PEAT MARWICK MITCHELL CO

February 8 1985 except
as to note 2 which is
as of April 12 1985
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COMPARATIVE STATISTICAL ANALYSIS

1984 1983 1982 1981

Operating Revenue 258019579 258276967 232716033 240476418

Expenses

1153 1153

268 270

Operation and Maintenance 143358327 136539322 124675180 120266830
Purchased Power and

739075 671942 642088 748278

Interchanged Net 47494014 55494464 46342616 58848412

Depreciation and Amortization 18533362 17782446 17548448 17073065
Taxes 2269307 2202576 1970317 1817332
Interest 39747343 38198269 40467426 37092495
Oth 150834 136 149400 92954

otalT 251553 187 25 231153387 235191088

Operating Margin Loss 6466392 7923112 1562646 5285330

NonoperatingMarginLoss 1726877 99 1968247 16
Net Margin Loss 4739515 891 3530893 6962891

Utility Plant at Cost 533597067531772691 495105598 483371934

Construction Work in Pr 745 6 45 1735764

Total Electric Plant 1279186333 1185291995 946371401 656948415

Less Accumulated Depreciation 106923761 9137 74720991 58643004

Utility Pl Net 1172262572 1093 917220 871650410 598305411

Total Assets 1332830420 1225799340 1029256522 708233625

Member Maximum

Demand MW

Installed Generating
Capacity Gross

Purchased Power HMPL
Station Two

Purchased Standby Power
KWh Millions

Sales to Members
Sales to Non Members
Generated

Purchased

HMPL Station Two
Other

System Load Factor
Employees at YearEnd

1027 952 947 956

1153 1153 1153 1153

268 270 253 253

190 100 100 100

739075 671942 642088 748278
207596 209882 110637 145527
687637 647414 584811 616423

188222 172484 112718 182287
66672 79065 68121 109702

841 784 748 871

835 794 680 667



TEN YEAR SUMMARY

1980 1979 1978 1977 1976 1975

179429591 124077992 117873040 87745285 60926026 51532866

91232809 53217700 52753054 43278427 33055570 24107293

52947305 52238507 49559041 32249409 29012642 22266033
11516775 5976160 5111273 4444813 3274979 3011521
1441297 780799 712919 631557 565273 564348
18528992 4988213 3808979 3206173 2611967 2188085

56

702928

25 5290 31733 35950
175723375

2301
117 111971206 83815669 68552164 52173

3706216 6853596 5901834 3929616 7626138 640364
1080410 1219271 620969 144720 17 48483

478662 8072867 6522803 4074336 7797690 688847

313289264

853

130333952 124665252 122471149 112031490
186458271 125427944 157127012 57 12343345 1
499747535 408708990 287460964 181894373 134814494 122766446
42843 329 28361983 24534449 21008189 17766620

456904319 375808575 259098981 157359924 113806305 1049998

560828507 480817488 374646226 226712745 174716621 120326021

943 910 819 820 790 748

911 911 669 669 669 669

256 255 262 262 267 271

100 100 100 100 100 100

752934 702928 652685 618932 592081 570345
47536 5850 7939 5954 387 12917

518778 391105 367816 371116 321564 364496

198904 193109 180531 185588 173604 167503
96638 138712 125309 81489 109225 61444

881 853 875 877 873 889

622 555 488 401 346 246
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CORPORATE DIRECTORY

Standing left to right W H
Thorpe C G Truitt John
Burnett Stanley Jones
Edwin Reid Edward F
Johnson Harvey Sanders
Edward Delker J D
Cooper Paul A Schmitz

Seated left to right Morton
Henshaw Texal Brooks
William Briscoe William
Seaton

Texal D Brooks Vice President of
the Big Rivers Board ofDirectors died
on December 7 following an apparent
heart attack He served on our board

as a representative of Green River
Electric Corporation since 1972 For
the past nine years Texal had served
as chairman ofthe Green River Board

ofwhich he was a member for 21 years
In addition to the rural electric

cooperative program he contributed
his time energy and talents to the
betterment of agriculture regional
planning and economic development
health care and his community

Sandra B Wood was elected
December 14 to fill Green River

Electric Corporationsvacancy on the
Big Rivers Board ofDirectors created
by the death of Texal Brooks Mrs
Wood a former school teacher and
nutritional consultant serves as a
director on the Kentucky Tobacco
Research Board She is assistant

manager ofGreen Valley Farm Supply
in Calhoun She has been on Green

Rivers board since May 1980
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FINANCIAL HIGHLIGHTS
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1983 1982

Increase

Decrease

Increase

Decrease

Dollars in Thousands Operating Revenues 258277 232716 25561 110

Operating Expenses 212019 190537 21482 1 l 3

Net Margins 8918 3531 5387 1526

Construction Expenditures 239342 290082 50740 175

Energy Sales Megawatt Hours
A To Members 6719419 6420879 298540 46

B Intersystem 2098823 1106369 992454 897

System Peak Demand in
Megawatts 952 947 5 5

Cost of Fuel Used

in Generation 99585 91185 8400 92

Assets 1225799 1029257 196542 191

Accumulated Margins and Equity 37749 28338 9411 332

Employees Full Time 794 680 114 168

Revenue Per kWh Sold Mills 2928 3091 163 53

in Millions of dollars
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PRESIDENTSMESSAGE

Outside circumstances significantly
affected Big Rivers Electric Corpora
tions operations this past year The
weather in 1983 had a negative influence
on many of the 70000 consumers who
receive electricity from one of Big Riv
ers four distribution members A severe

ice storm in January played havoc with
utility poles and lines throughout all of
Western Kentucky Farmers suffered
from spring floods a record setting
summer heat wave and drought During
July and August record amounts of elec
tricity were used by cooperatives mem
bers in trying to maintain comfort Had
our industrial loads not been reduced due

to the economy Big Rivers would have
set a new coincidental peak

In addition to solving operational
problems and meeting todays needs we
must prepare for future demands It is
natural to think ahead to next year when
the D B Wilson Plant in Ohio County
comes on line but we should not over

look the impact it already has had on
Western Kentuckyseconomy The con
struction of the coal fired generating
plant has provided hundreds of men and
women with jobs at a time when many
were out of work Coal supplied to the
new plant from Hopkins County also
means more jobs for West Kentuckians
Ohio Countys tax base will increase
markedly and operating the plant will re
quire about 151 fulltime employees

We reported last year on studies being
made to determine the feasibility of hy
droelectric generating facilities at the
Smithland Uniontown and Newburgh
Dams on the Ohio River Early in 1983
these studies indicated that it was not

economically feasible for us to proceed
with the projects As a result Big Rivers
withdrew its application for a license to
develop the Smithland Dam and also
withdrew applications for preliminary
permits on the Newburgh and Union
town Dams

As the year closed we looked to
January 1 1984 when Jackson Purchase
Electric Cooperative Corporation
JPECC begins using power generated in

the Big Rivers system Although the
longterm power contract between Big
Rivers and JPECC was signed in 1977
that distribution cooperative continues to
receive its power from Kentucky Utilities
until the cutover is completed

An allrequirements contract assures
Jackson Purchase consumer members all

the power they need whenever they need
it through 2022 Right now that results in
approximately 100 megawatts added to
our load

Jackson Purchase serves nearly 19000
consumer members in McCracken
Livingston Ballard Carlisle Marshall
and Graves counties

The General Manager and others will
bring you uptodate about the yearsop
erations in their individual reports

Morton Henshaw

President
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GENERAL MANAGERSMESSAGE

What began as a bleak outlook for the
Corporation ended with the best financial
year in Big Rivers history In part the
turnaround was due to the overall im

provement in the national economy
lower interest rates increased housing
and industries cranking up to normal pro
duction levels But the major impact on
our Corporationssuccess was 483
million in sales of electricity to utilities
outside our own system

This feat was no accident quite the
contrary We consciously put together a
sales team and actively marketed our
competitively priced power to utilities in
eight states While we sought and ac
quired long term contracts we also ac
tively sought to secure shortterm and
hourbyhour sales of power

Not only did this give us a banner year
more importantly it enabled us to operate
without seeking a wholesale rate in
crease We have not had a rate increase

since January 1981 and will not have one
until the D B Wilson Plant is commer

cialized in late 1984 We think that is a

good solid record attained during a mis
erable economy

We have an excellent management
team a capable workforce and a progres
sive Board of Directors These create the

makings of an efficient generation and
transmission cooperative GT one al
ways working to keep our rates competi
tive while providing reliable electric
power

We had many bright spots throughout
the year which will be covered in de
partmental reports As the General Man
ager I feel it my duty to talk briefly about
some of the concerns we faced One that

continues into 1984 is the time

consuming task of tracking environmen
tal legislative proposals at both state and
federal levels Both federal Clean Air and

Clean Water Acts are slated to be

amended in 1984 Revisions also are

proposed for Kentuckyswater quality
and solid waste laws

Numerous bills are before Congress
relating to acid deposition And what we
consider to be an emotional knee jerk
means of tackling acid deposition troub
les us It worries us because many of the
proposals would mean a sizeable increase
in our consumer members electric bill

without any guaranteed improvement in
solving the problem Big Rivers con
tinues to favor accelerated scientific

study and then action We oppose puni
tive legislative action based on insuffi
cient data

The Kentucky Public Service Com
mission PSC ordered a study of electric
utilities power planning and alternative
load forecasting methods The PSC hired
Energy Systems Research Group
ESRG Boston to conduct the
study To dateESRG has drafted a
series of reports and a summary The PSC
and the utilities participating in the study
have reviewed two of the studies

The 720 million cost of bringing a
new coal fired 395megawatt MW
power plant on line will necessitate a
wholesale rate increase during 1984 Just
as we worked hard readying the Wilson
Plant for commercialization late next

year we worked just as diligently in not
having a rate increase this year And we
were successful

We continued streamlining en
couraging increased productivity alter
ing fuel contracts making changes to
keep the cost of the new plant down re
negotiating financing for pollution con
trol bonds and marketing electricity out
side our system whenever possible
These actions and others kept us finan
cially sound during a year which was be
ginning to recover from a nationwide
economic crisis

Big Rivers was established in the early
1960s to provide West Kentuckians with
a dependable source of electricity at a
reasonable cost Looking to 1984 and be
yond the Wilson Plant will help us con
tinue providing our four member dis
tribution coops with all the electricity
their member owners demand and our
rates will continue to be competitive

Our employees deserve special recog
nition for their dedication and increased

productivity We commend them

W H Thorpe
General Manager



Big Rivers experienced significant fi
nancial changes in 1983 the best finan
cial year in the Corporationshistory
realizing margins of89million

The refinancing of 90 million of Fed
eral Financing Bank notes in November
1982 and the overall improvement in
interest rates in 1983 combined to de
crease Big Rivers total net interest ex
pense by 23 million

The Production Departmentscon
tinued reduction in the use of outside

contractors the general slowing of infla
tion and increased employee productiv
ity enabled Big Rivers to lower certain
operating and maintenance expense

More sales increased our need for coal
and Big Rivers was able to purchase coal
at considerable savings This savings of
approximately 52 million in fuel costs
was passed on directly to the members
through the Fuel Adjustment Clause
FAC in Big Rivers tariff

The Internal Revenue Service code re

quires that Big Rivers receive at least 85
percent of its gross income from members
in order to be exempt from federal taxa
tion of income

As a result of the substantial sales of

electricity to non members Big Rivers did
not qualify for exemption from federal and
state income taxes for 1983 It is expected
that no income taxes will be owed

On March 25 Big Rivers refinanced
61 million of Pollution Control Revenue

Bonds with Federal Financing Bank notes
The bonds were issued by the County of
Webster Kentucky and the proceeds
loaned to Big Rivers for financing pollu
tion control equipment at the Robert D
Green Plant Use of the tax exempt bor
rowings saved 95 million in interest
costs over their sixyear life

The Corporation completed financing
of pollution control equipment at the D
B Wilson Plant with the sale on June 30
1983 of 588 million of tax exempt
Pollution Control Floating Rate 30Year
Demand Bonds The interest rate will be

set each week at 625 percent of the
coupon equivalent rate for 13 week
United States Treasury Bills The rate
was 615 percent on the day of sale Irv
ing Trust Company of New York pro
vided an irrevocable standby letter of
credit which expires October 1 1987
The Series 1983 issue was given an Aal
rating by MoodysInvestors Services
0

FINANCE

A financing team was assembled late
this year to pursue a transaction that will
sell and then lease back Wilson Unit No

1 Essentially a lessor would purchase
Unit No 1 from Big Rivers and Big Riv
ers would in turn lease it back for a period
of approximately 35 years If this is suc
cessful it will substantially reduce the
rate request that will be necessary when
that unit is brought on line in late 1984

Conversion of the IBM System 38
computer is scheduled for completion in
1984 and will provide a completely in
tegrated data base from which more
timely financial and operational data can
be obtained

During the year Big Rivers expanded
its Electronic Data Processing operations
by training skilled individuals to provide
maintenance to these critical process
computer systems to assure reliability in
energy control and power production

Purchasing in a joint effort with the
Production Department instituted a pro
gram to codify spare parts at Wilson By
purchasing the parts from the original
manufacturer instead of buying them
from a third party supplier substantial
savings have been realized

The Accounting Department is respon
sible for the General Plant and Payroll
Accounting Systems as well as the cor
porate budgets It incorporated all of the
above functions into the design of the
System 38 to develop a comprehensive
data base on which to base financial plan
ning decisions

in Millions of dollars in Millions of dollars
Includes Big Rivers cost of HMPLStation Two
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The depressed economy which pre
vailed in 1983 presented both a problem
and an unusual opportunity to Big Rivers
The problem being that industrial capac
ity was reduced namely the two largest
industries in our service area were

operating at only twothirds capacity
early in the year The opportunity was to
market reserve and unused capacity to
other utilities

In spite of the fact that the recession
depressed sales Big Rivers was suc
cessful in selling power to other utilities
as far north as the Great Lakes and as far
south as the Gulf of Mexico These sales

totalled 483 million and were a major
factor in keeping Big Rivers from need
ing a rate increase this year The Corpo
ration continues to aggressively pursue
innovative price structuring and intensive
marketing to maximize utilization of gen
eration and transmission capacity

These sales also resulted in improved
operating efficiency of the generating
units evident by the fact that the average
capacity factor of our generating units
with intersystem sales was 753 while

without these sales it would only have
been 577 Intensive efforts continue to

sell any excess capacity either as firm
power or partial ownership in the Wil
son unit

FNFPGY SUPPLY
dA
tits

Big Rivers interconnections with
Henderson Municipal Power and Light
Southern Illinois Power Cooperative
East Kentucky Power Cooperative
Louisville Gas and Electric Company
Southern Indiana Gas and Electric Com

pany Kentucky Utilities Company and
Hoosier Energy Division of Indiana
Statewide REC Inc were extremely val
uable in this effort The Corporation has
contracts with the Tennessee Valley Au
thority TVA for the sale of shortterm
power and surplus energy In addition
we have a contract with TVA for wheel

ing power through their system
On December 24 1983 at 1100pm

the 1983 system coincidental peak was
952 MW which compares to the previous
system peak of 956 MW in 1981 This
was not our all time system peak due
to the economic recession on some of

our industries

All necessary communications equip
ment for the five new substations erected

by Engineering and Transmission was in
stalled for relaying telemetry supervi
sory control and data acquisition
SCADA and telephone The com
munications department also completed
installation of a twoway radio system re
quired to extend communications cover
age to the D B Wilson Plant and Jackson
Purchase ECC Finally telephone sys
tems were installed at the Wilson Plant

and the new Central Laboratory

S S I LNI i OAD rACTOR PERCENT



PRODUCTION AND CONSTRUCTTON

The Production Department shattered
the previous generating record During
1983 our net generation delivered to the
system including Big Rivers share of
Henderson Municipal Power and Light
Station Two generation was

8198978300 kilowatthours kWh up
211879600 kWh from 1981s record of
7987098700kWh

The average cost per kWh generated
was 2563 mills which was down 92 per
cent from the 1982 cost of 2823 This re

duction was contrary to the established
trend of continued increasing cost of gen
eration

In addition to generating record
amounts of energy we continued to con
centrate on efficiency of operations
maintenance of cost control and increased

unit availability The chart below dem
onstrates succ

The addition of a performance engineer
at each plant has made possible the estab
lishment of testing procedures and
periodic testing to evaluate the perform
ance of each turbine boiler air heater and
other components Not only do these tests
reveal equipment performance but they
also assist in scheduling maintenance

Big Rivers staff completed the de
velopment of the maintenance manage
ment system and implemented such on a
limited basis This system permits us to
plan in detail the manhour requirements
and parts necessary to repair and maintain
each component of our power plants
This system along with the IBM 38 has
improved our overall approach to
maintenance scheduling inventory con
trol maintenance management equip
ment history preventive maintenance
and the work order system The net result
is a more efficient use of time tools and
personnel To date the result has been
very gratifying

The Central Machine Shop and the ex
pertise of the machinists provide high
quality timely repair service Continued
cost and time savings have justified ex
pansion of the Central Machine Shop

A new Central Laboratory was con
structed to provide us the ability to make
our own analysis of coal and environ
mental samples Full utilization of this
facility is expected during 1984

The Wilson Plant is on a 2300acre
site along the Green River near Matanzas
in Ohio County It is scrubber equipped
to burn local high sulfur coal and to meet
environmental standards With the addi

tion of this unit we expect to meet our
projected load requirements well into the
1990s The unit is scheduled for syn
chronization in the late spring of 1984 and
is 92 complete at year end

Staffing of the Wilson Plant for opera
tion began during the year To fill the 151
positions we are transferring several ex
perienced employees from our existing
plants and advertised through the local
news media our intention to employ ad
ditional personnel to fully staff the Wil
son Plant and to fill vacant positions at the
other plants The results were over
whelming Big Rivers Personnel De
partment accepted more than 5000 ap
plications in a twoweek period The Wil
son employees are in training and start
up operations

Equivalent Forced Output
Nameplate Pounds Of Availability Outage Rate Factor

Rating Coal Per KWH

Unit MW 1982 1983 1982 1983 1982 1983 1982 1983

Reid Plant near

Sebree Kentucky
Reid Unit 1 81600 9767 9684 954 961 5 089 575 739

Coleman Plant

near Hawesville

Kentucky
Coleman Unit 1 174250 8889 8837 908 940 177 331 821 867
Coleman Unit 2 174250 8816 8813 921 961 148 047 829 904

Coleman Unit 3 172800 8672 8515 945 971 503 3 77 856

Green Plant near

Sebree Kentucky
Green Unit 1 242105 9126 9275 994 998 109 059 817 860
Green Unit 242133 9489 9417 999 99 139 113 857 886

HMPL Station Two

near Sebree Kentucky
Unit 175984 8725 8544 986 971 228 162 869 874
Unit 2 178000 8412 967 921 172 151 810 808

The addition of a performance engineer
at each plant has made possible the estab
lishment of testing procedures and
periodic testing to evaluate the perform
ance of each turbine boiler air heater and
other components Not only do these tests
reveal equipment performance but they
also assist in scheduling maintenance

Big Rivers staff completed the de
velopment of the maintenance manage
ment system and implemented such on a
limited basis This system permits us to
plan in detail the manhour requirements
and parts necessary to repair and maintain
each component of our power plants
This system along with the IBM 38 has
improved our overall approach to
maintenance scheduling inventory con
trol maintenance management equip
ment history preventive maintenance
and the work order system The net result
is a more efficient use of time tools and
personnel To date the result has been
very gratifying

The Central Machine Shop and the ex
pertise of the machinists provide high
quality timely repair service Continued
cost and time savings have justified ex
pansion of the Central Machine Shop

A new Central Laboratory was con
structed to provide us the ability to make
our own analysis of coal and environ
mental samples Full utilization of this
facility is expected during 1984

The Wilson Plant is on a 2300acre
site along the Green River near Matanzas
in Ohio County It is scrubber equipped
to burn local high sulfur coal and to meet
environmental standards With the addi

tion of this unit we expect to meet our
projected load requirements well into the
1990s The unit is scheduled for syn
chronization in the late spring of 1984 and
is 92 complete at year end

Staffing of the Wilson Plant for opera
tion began during the year To fill the 151
positions we are transferring several ex
perienced employees from our existing
plants and advertised through the local
news media our intention to employ ad
ditional personnel to fully staff the Wil
son Plant and to fill vacant positions at the
other plants The results were over
whelming Big Rivers Personnel De
partment accepted more than 5000 ap
plications in a twoweek period The Wil
son employees are in training and start
up operations



For the first time Big Rivers cost of
coal per million British Thermal Units
BTU decreased from the previous year
The average cost of coal used in genera
tion of electricity was 3038 per ton or
1384 per million BTU compared to
3068 per ton or 1433 per million
BTU in 1982 This lower cost was largely
due to

a Arrangements made with longterm
contract suppliers for the Reid and
Coleman Plants to supply part of the
tonnage as high sulfur coal for the
Green Plant at reduced prices A
total of 292343 tons were supplied
at costs averaging 597 per ton
lower than the average cost under
the regular prices for those con
tracts a savings of approximately
17 million

b Shortterm purchases at depressed
spot market prices supplementing
the quantities of coal Big Rivers
was obligated to purchase under its
long term contracts These pur
chases totalled 463930 tons av

eraging 751 per ton lower than
the average cost under the regular
long term contract prices saving
approximately 35 million

c Substantial decrease in rate of in

flation resulting in relatively little
escalation of long term contract
prices

These savings were passed directly on
to the consumer owners of Big Rivers

member cooperatives through the Fuel
Adjustment Clause FAC

Big Rivers burned 402 million tons of
coal during 1983 to produce electricity
up from 346 million tons in 1982 Ap
proximately 88 of the tonnage received
was purchased under longterm contracts
of five years or more The largest receipts
were from MAPCOSmines in Western

Kentucky including one million tons
from MAPCOSRetiki Mine for use in

the Green Plant which is equipped with
scrubbers to use this high sulfur coal and
210000 tons of lower sulfur coal from
MAPCOSDotiki Mine for use in the

Reid Plant Other supplies came from In
diana and Ohio as well as our own state

The Green River No 9 Mine con

structed by Green River Coal Co Inc
near Madisonville was essentially com
plete at the end of the year This new un
derground mine will be the primary

source of coal for the Wilson Plant which

is equipped with limestone scrubbers
allowing use of high sulfur coal Big
Rivers entered into two additional con

tracts during the year for supply of coal to
the Wilson Plant supplementing the
longterm contract These are a 20year
contract with Diamond J Coal Co and a

twoyear contract with Green River Coal
Co Inc both at prices reflecting the
current coal market conditions

Big Rivers purchased 55 rail cars
necessary for unit train transportation of
the coal to the Wilson Plant

Big Rivers reached an agreement with
Cravat Coal Company of Cadiz Ohio to
reduce the delivered cost of coal and to

change the source from Ohio and Eastern
Kentucky to Western Kentucky Upon
the receipt of appropriate regulatory ap
proval Big Rivers will pay Cravat 125
million and the delivered cost to our
plants will be reduced by approximately
11 per ton We project a net savings of
37 million will be realized by our con
sumers through the FAC over the re
maining eightyear life of the contract

Under Kentucky regulation the FAC
increases or decreases are rolled into the

base energy rate once every two years and
the FAC is set at zero On July 7 an order
was issued approving an increase in the
fuel component of the base energy rate
from 1357 mills to 1556 mills per kWh

in Millions of dollars
Includes Big Rivers Cost of HMPL station Two
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ENGINEERING AND TRANSMISSION

The year 1983 was one of the most
productive years in the history of the En
gineering and Transmission Depart
ments In terms of the dollar cost of new

construction more funds were invested
in transmission and substation facilities

during 1983 than in the previous 17 years
combined

The project involving direct participa
tion of the largest number of our own
employees was construction to serve the
Jackson Purchase system To begin pro
viding service to our newest member
system by January 1984 construction of
two major 16169 kilovolt kV step
down substations 39 miles of 161 kV
transmission line and 64 miles of 69 kV
transmission line had to be completed
during this year We completed right
ofway procurement surveying and de
sign work and construction contract

preparation in 1982 During 1983 con
struction inspection and contract ad
ministration were carried out by Big Riv
ers employees as well as checkout of
substation relaying and control schemes
prior to energizing A system cutover
procedure was developed and coordi
nated with Kentucky Utilities KU to
provide for an orderly and timely transfer
of load from the KU system to Big Riv
ers system

The largest project in terms of con
struction cost was the Wilson Plant

transmission system To integrate the
new plant with the existing transmission
system 68 miles of 345 kV transmission
line eight short sections of 161 kV line
two large 345161 kV substations and
the Wilson Plant 345161 kV switchyard
were needed In August 1983 Big Rivers
passed another milestone by energizing
its first 345 kV transmission line and sub

stations at the Reid and Wilson plants
thereby providing high voltage power to
the Wilson site for plant system checkout
and startup

Associated with both the Wilson and

Jackson Purchase projects were field as
sembly and oil filling of eight large power
transformers and 28 circuit breakers in
volving the filtering and pumping of
about 350000 gallons of insulating oil by
Big Rivers employees

Including the rightofway procure
ment engineering design contract ad
ministration line construction oil han
dling and construction inspection done
by our employees we saved over 2
million a cost that would have been in

curred by using consultants and contrac
tors to do this work Systems and de
velopment of forecasts of future demand
for electricity were accomplished on our
new engineering computer system Com
puter access was expanded to allow
member cooperatives to study their dis
tribution system design problems

INTERCONNECTION WITH OTHER UTILITIES

KENTUCKY UTILITIES CO

MUNICIPALITY
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With the startup of Wilson Unit No 1
scheduled in 1984 the department was
completing final permit applications for
this plant Additionally conferences
were held with the various agencies to as
sure that startup and initial operation are
in compliance

In addition to various reporting and
study requirements contained in plant
operating permits the Environmental
Department initiated or participated in
several special studies

Contour mapping of the plant ash
ponds to determine the volume filled
and predict the remaining life to allow
adequate time to develop alternatives

Initiated a study to determine
growth patterns of various agricultural
and horticultural plants in combina
tions of scrubber sludge ash and soil

Performed a biological assessment
of a proposed transmission rightof
way A result of this work was the lo
cation of a wetland and a potential In
diana Bat nesting area in the rightof

way Agreements were made with the
Rural Electrification Administration

REA and the Kentucky Department

of Fish and Wildlife Resources to miti

gate impacts in these areas
In preparation for repermitting

began an assessment of the water qual
ity of the rivers at each operating plant
to determine impacts

Implemented a quality assurance
program of the measurement in
strumentation used in recording data

During 1983 the department con
tinued normal compliance and report
ing functions in the area of air water
and waste management
The Public Affairs Department has

placed special emphasis on expanding
corporate communications with distribu
tion cooperatives employees and con
sumermembers Big Rivers employees
other generation and transmission
cooperatives and governmental leaders
This expansion has included audio visual
presentations a written educational and
informational package and group discus
sions



LABOR RELATIONS AND CORPORATE SERVICES

For the past three years this department
has been a catalyst in trying to improve
relations between management and the
bargaining unit Following the fiveweek
strike during the spring of 1981 a major
Corporate objective has been to improve
employee relations Feedback from the
power plants indicates substantial suc
cess We have given priority to super
visor training held regular labor
management meetings and actively
sought input before developing new
major policies or changing existing ones
At yearsend negotiations had begun on a
new contract The existing contract ex
pires April 23 1984

A visible expression of our concern for
all Big Rivers employees is the
Employee Assistance Program which
was established in March 1983 after
more than a yearsresearch and planning
The program is designed to assist
employees and their families with per
sonal problems in a humanitarian way
Solving these problems enhances the
employees life and accordingly im

proves the employeesoverall job per
formance

Our Pre Retirement Planning Program
focused on our employees 55 years and
older A twoday seminar featured ses

sions on financial aspects legal concept
healthful living social security housing
alternatives and adapting to retirement

Significant strides continued to be
made in the Corporate Employee Protec
tion Program During 1983 comprehen
sive guidelines for employee protection
were put together in a new manual
stressing safety as a shared responsibility
of the employee and the Corporation Big
Rivers Accident Incident Rate was one
of the lowest levels in 11 years

Again this year Big Rivers employees
participated in the Educational Assis
tance Program with more than 100
employees receiving tuition reimburse
ment for training at area technical voca
tional schools and colleges Also 52
employees attended supervisory classes
sponsored by Western Kentucky Univer
sity

As we began staffing the D B Wilson
Plant total permanent employment
reached an all time high of 794 with 114
employees being added during this year

10
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STATEMENTS OF REVENUES AND EXPENSES
In thousands

Year ended December 31 1983 1982 1981

Operating revenues note 4 and 7 2327 240476

Operating expenses

Operating 5285

Operations

Nonoperating 1598 1598

Fuel for electric generation 98375 89988 86270

Power purchased and interchanged net 55494 46343 58848
Other 25241 21766 19777

Maintenance 12924 12922 14220

Depreciation and amortization 17782 17548 17073
Taxes 2203 1970 1817

Total operating expenses 212019 190537 198005

Eopmar 46258 42179 42471

Interest and other deductions
Interest 98075 74948 48626

Allowance for funds used during construction 59877 34481 11533
Other deductions 137 149 93

Total interest and other
deductions 38335 40616 37186

Operating margins 7923 1563 5285

Nonoperating margins
Interest earned 4007 2583 1598
Interest earned credited to construction 3057 694

Other capital credits and patronage allocations 45 79 80

Net margins 8918 353 6963

STATEMENTS OF EQUITIES
In thousands

Year ended December 31 Other equities
Donated Consumers

capital contributions

Total Patronage and to

eq capital memberships debt service

Balance at December 31 1980 16706 14392 570 1744

Margins for 1981
Operating 5285 5285

Nonoperating 1598 1598

Other capital credits and
patronage allocations 80 80

Capital surcharge 615 74 541

Balance at December 31 1981 24284 21355 644 2285

Margins for 1982
Operating 1563 1563

Nonoperating 1889 1889

Other capital credits and
patronage allocations 79 79

Capital surcharge 523 63 460

Balance at December 31 1982 28338 24886 707 2745

Margins for 1983
Operating 7923 7923

Nonoperating 950 950

Other capital credits and
patronage allocations 45 45

Capital surcharge 493 46 447

Balance at December 31 1983 37749 33804 753 3192

See accompanying notes
to financial statements 13



BALANCE SHEETS
In thousands

December 31 1983 1982

Assets

Utility plant net note 2
Productive capacity under purchased

power contract note 5
Other deposits and investments at cost

Current assets

1093917 871651

32800 34400
2621 2659

Operating funds 1384 4656
Construction funds 26823 47646
Receivables 24176 21411
Fuel for electric generation 26648 28596
Material and supplies 8303 7838

Total current assets 87334 110147

Deferred charges note 3 9127 10400

1225799 1029257

Equities and Liabilities
Capitalization

Equities
Longterm liabilities net of current

maturities note 4 1100760
1138509

928967
957305

Current liabilities

Current maturities of long term
liabilities note 4 7833 6733

Accounts payable 53298 60032
Accrued expenses 2 4

Total current liabilities 86602 71385

Deferred credits 688 567

Commitments and contingencies notes 2 and 8
1225799 1029257

37749 28338



STATEMENTS OF CHANGES IN FINANCIAL POSITION
In thousa

Year ended December 31 1983 1982 1981

Sources of working capital
Net margins 8918 3531 6963

Items which do not use working capital

239342 290082 157389

Depreciation of utility plant 17076 16736 15988

Amortization of deferred charges 2727 1262 1994
Other amortization 138 23

Working capital provided

20568 32101

by operations 28859 21552 24945

Longterm borrowings 179610 299781 169486
Other 652 650 1655

Decrease in working capital 38030

247151 321983 196086

Uses of working capital
Additions to utility plant net 239342 290082 157389

Reduction of longterm debt 6355 4753 5516

Increase in deferred charges 1454 6036 690

Increase in other investments 544 390

Increase in working capital 20568 32101

Notes payable to banks

247151 321983 196086

Increase decrease in working capital
Operating funds 3272 4730 8879
Construction funds 20823 47606 34

Receivables 2765 1142 3536

Fuel for electric generation 1948 1654 4551

Material and supplies 465 571 1494

Notes payable to banks 20500

Current maturities of longterm liabilities 1100 228 851

Accounts payable 6734 23491 2134

Accrued expenses 20851 128 776

Increase decrease in
working capital 38030 20568 32101

See accompanying notes
to financial statements
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NOTES TO FINANCIAL STATEMENTS

December 31 1983 1982 and 1981

1 Summary of Significant
Accounting Policies a General Information

Big Rivers Electric Corporation Big Rivers
is a nonprofit electric generation and transmis
sion cooperative association Big Rivers
supplies the power needs of its four member dis
tribution cooperatives and markets power to
nonmember utilities The members provide
electric power and energy to industrial residen
tial and commercial customers located in por
tions of 22 western Kentucky counties Big Riv
ers has entered into wholesale power contracts
with each of its members which require the
members to buy and receive from Big Rivers all
their power and energy requirements and require
Big Rivers to sell and deliver power and energy
in satisfaction of such requirements The
wholesale power contracts with the members
extend to the year 2023 Rates to its members are
set on a cost of service basis and are subject to
approval by the Kentucky Public Service Com
mission KPSC and the United States Depart
ment of Agriculture Rural Electrification Ad
ministration REA

The primary source of borrowed funds for Big
Rivers is the REA guaranteed and insured loan
program under which the REA exercises broad
supervisory review over the operation and
financing of Big Rivers Big Rivers expects to
utilize the REA guaranteed loan program to fi
nance all of the planned expansion costs except
the costs ofpollution control equipment which is
being financed out of present or intended future
borrowings Big Rivers has conditional loan
guarantee commitments from REA to finance
the cost of approved utility plant expansion

Big Rivers rate structure approved by
KPSC provides for a base rate consisting of a
demand charge and an energy charge The rate
structure also contains a fuel adjustment clause
under which the energy charge is to be increased
or decreased in each billing period to the extent
that actual fuel costs and certain purchased
power costs together are greater or less than the
base period costs included in the base rates The
application of the fuel adjustment clause is sub
ject to semi annual review by KPSC

b System of Accounts
Big Rivers maintains its accounts on an ac

crual basis and follows the Uniform System of
Accounts prescribed by the Federal Energy
Regulatory Commission FERC as adopted by
REA and KPSC The regulatory agencies retain
authority and periodically issue orders on vari
ous accounting and rate making matters

c Revenue Recognition
Revenues are based on month end meter

readings

d Utility Plant and Depreciation
Utility plant is stated atoriginal costwhich in

cludes the cost of contracted services material
labor overhead and an allowance for funds

used during construction Replacements of de
preciable property units except minor replace
ments are charged to utility plant Property
units replaced or retired including cost of re
moval net of any salvage are charged to ac
cumulated depreciation Routine maintenance
repairs and minor replacement costs are charged
to expense as incurred

Allowance for funds used during construction
is included on projects with an estimated total
cost of250000 or more before consideration of
the allowance The interest capitalized is deter
mined by applying the weighted average annual
effective rate of borrowings outstanding during
the period to qualifying assets included in con
struction in progress Interest expense on re
stricted tax exempt borrowings is capitalized at
the actual rate of the borrowing net of interest
earned on investment of those tax exempt bor
rowings Capitalization of interest is discon
tinued when the project is completed and the
asset is ready for service

Depreciation of utility plant and unclassified
plant in service is provided using the straight
line method over the estimated service lives of

the depreciable assets Rates used to compute
depreciation are as follows

Production plant 3 350

Transmission plant 275

Station equipment 275

General plant 221

Unclassified plant
in service 275 350

e Operating and Construction Funds
Operating and construction funds consist

primarily of temporary investments in US
Government and agency securities which are
carried at cost and adjusted for accrued interest
which approximates market

f Inventories
Inventories consisting of fuel for electric

generation and material and supplies are valued
at the lower of weighted average cost or market

TV



NOTES TO FINANCIAL STATEMENTS

g Patronage Capital
As provided in the bylaws any excess of re

venues over the sum of a operating costs and
expenses properly chargeable against the fur
nishing of electric energy and b amounts re
quired to offset operating losses incurred during
the current or any prior fiscal year shall be capi
tal furnished by the patrons and credited to a
capital account for each patron on a patronage
basis Nonoperating margins shall first be used
to offset any accumulated nonoperating deficits
and to the extent not needed for this purpose
used to offset any operating losses during the
current or any prior fiscal year If after offset
ting the nonoperating margins against accumu
lated nonoperating deficits operating losses or
accumulated deficits there remains a balance

this balance shall be allocated to patrons on a
patronage basis and any amount so allocated
shall be included as a part of capital credited to
the accounts of patrons Neither operating nor
nonoperating losses are allocated to the patrons

h Pension and Deferred Compensation
Plans

Big Rivers has trusteed noncontributory and
contributory retirement plans covering substan
tially all employees Also Big Rivers has exe
cuted deferred compensation agreements with
certain key employees which provide for
periodic payments upon retirement or to be
neficiaries in event of death Big Rivers policy
is to fund annual pension and deferred compen
sation costs accrued Pension expense includes
current service costs and amortization of prior
service costs over twenty five years

i Income Taxes
For the years 1982 and prior Big Rivers a

nonprofit cooperative corporation was tax
exempt under Section 501c12 of the Internal
Revenue Code which requires that at least 85
of gross income be from members Nonmember
income in 1983 exceeded the 15 allowable

therefore Big Rivers lost its tax exempt status
There was no income tax liability for 1983 since
a loss was incurred for income tax reporting

2 Utility Plant
The following summarizes utility plant

In thousands
1983 1982

Classified plant in service
Production plant 434278 429388
Transmission plant 26118 23737
Station equipment 33428 30327
General plant 10853 9365
Intangible 190 190

Unclassified plant in service 237 2098
505104 495105

Less accumulated depreciation 91375 74721
413729 420384

Construction in progress 653519 451267
Plant held for future use 26669

1093917 871651

Construction in progress at December 31
1983 consists primarily of costs associated with
construction of a 440 megawatt generating unit
Wilson 1 and Wilson I and 2 related common
area and transmission facilities Wilson 1 and

the related common area and transmission

facilities are expected to be commercialized in
October 1984 and to cost 720 million

In December 1983 the Board of Directors

authorized management to pursue the possibility
of the sale and lease back of Wilson 1 In January
1984 a request for proposals was submitted to
institutional investors for consideration of their

participation in the leveraged lease financing
No definitive conclusion has been reached in re

gard to the possible sale and leaseback transac
tion

Plant held for future use at December 31
1983 consists of costs associated with facilities

of a 440 megawatt generating unit Wilson 2
construction of which has been deferred Costs

of 232 million associated with these facilities

were included in construction in progress at De
cember 31 1982 The original expected cost of
Wilson 2 was 441 million The capitalization of
interest relating to Wilson 2 has been suspended
as of September 1 1983 The needs and feasi
bility for the completion of the unit will be ad
dressed and a determination made to either con

tinue construction at a future date or to seek rate
relief to recover the costs incurred 17



NOTES TO FINANCIAL STATEMENTS

Commitments with vendors at December 31
1983 for all approved construction projects total
195million primarily in connection with Wil
son 1 and the related common area and transmis

sion facilities Approximately 95 million of
construction costs are expected to be incurred in
1984

At December 31 1983 Big Rivers has un

used conditional loan commitments from REA

for additional longterm financing of approxi
mately 6916 million to meet approved con
struction projects

The average rates used for the capitalization
of interest during construction in 1983 1982 and
1981 were 109 132 and 135 respec

tively

3 Deferred Charges
Deferred charges consisted of the following

4 Longterm Liabilities

In November 1982 Big Rivers elected to refi
nance 90 million of FFB shortterm mortgage
notes with long term notes at a lower interest
rate As a result of this election Big Rivers was
required to pay a premium of 46 million The
premium is being amortized over the term of the

longterm mortgage notes
Panama mine closing costs are being reco

vered through an energy surcharge granted by
the KPSC The costs are being amortized based
on collection of the surcharge

A summary of longterm liabilities follows
In thousands

1983 1982

Rural Electrification Administration

In thousands
1983 1982

Premium on FFB debt 4461 4604
Panama Mine closing 1152 2207
Unamortized debt expense 1641 1773
Other 1873 1816

Federal Financing Bank FFB 751

9127 10400

In November 1982 Big Rivers elected to refi
nance 90 million of FFB shortterm mortgage
notes with long term notes at a lower interest
rate As a result of this election Big Rivers was
required to pay a premium of 46 million The
premium is being amortized over the term of the

longterm mortgage notes
Panama mine closing costs are being reco

vered through an energy surcharge granted by
the KPSC The costs are being amortized based
on collection of the surcharge

A summary of longterm liabilities follows
In thousands

1983 1982

Rural Electrification Administration

REA 2 and 5 mortgage notes
payable maturing from April 1998
through May 2012 98372 102022

Federal Financing Bank FFB 751
to 1491 mortgage notes payable
maturing January 1984 through
December 2017 833742 651941

County of Ohio Kentucky 725 825

million promissory note due
November 1985 less unamortized
discount 82248 82111

County of Ohio Kentucky promissory note
with variable interest rate currently
581 maturing June 2013 58800

County of Webster Kentucky promissory
note refinanced through borrowings
from FFB in March 1983 61000

Louisville Bank for Cooperatives LBC
mortgage note with variable interest
rate currently H maturing
April 1987 2547 4121

Obligation under purchased power contract
see note 5 32800 34400

Other sundry borrowings 84 105

Total longterm liabilities 1108593 935700
Less current maturities 7833 6733

1100760 928967



NOTES TO FINANCIAL STATEMENTS

Included in mortgage notes payable to FFB
are shortterm notes aggregating 4397million
at December 31 1983 The terms of the loan

agreement permit Big Rivers to refinance these
short term notes with longterm borrowings
Amounts due in 1984 and 1985 are 2673 and

1724million respectively
In November 1982 the County of Ohio

Kentucky issued 825 million of Pollution
Control Interim Bonds Series 1982 the pro
ceeds of which were loaned to Big Rivers Pur
suant to an REA loan agreement Big Rivers has
the ability to and intends to refinance the obliga
tion with longterm borrowings

In June 1983 the County of Ohio Kentucky
issued 588 million of Pollution Control De

mand Bonds Series 1983 the proceeds of which
were loaned to Big Rivers The funds are held by
a trustee until required for construction of pollu
tion control equipment The unused portion of
the borrowed funds is reflected in construction

funds Pursuant to an REA loan agreement Big
Rivers has the ability to and intends to refinance
this obligation with longterm borrowings prior
to the October 1987 expiration of the irrevocable
standby letter of credit provided by Irving Trust
Company of New York

The aggregate maturities of long term
liabilities excluding those borrowings discus
sed above to be refinanced for the years 1985
through 1988 are 687076 and 84
million respectively

All revenues and substantially all assets of Big
Rivers are pledged as collateral under the vari
ous debt agreements

Big Rivers has unsecured lineofcredit
agreements with three banks permitting short
term borrowing for general corporate purposes
totalling 405 million Rates for such borrow
ing are variable with most being at the prevail
ing prime rate of interest There are no borrow
ings under any of these agreements

5 Purchased Power
Big Rivers under contracts with the City of

Henderson Kentucky City operates the City
owned 315 megawatt generating station Station
Two and agrees to purchase an allocated portion
of the output Big Rivers portion of Station Two
capacity is currently 86 which is expected to
decrease to 83 by 1988 The contracts expire
in 2003 If the City determines it has no power to
allocate to Big Rivers upon giving five years
advance notice the contracts could be termi
nated

Under the terms of the contracts with the City
Big Rivers has agreed to pay a proportionate
share of the monthly fixed costs of Station Two
excluding depreciation based on its allocated
portion of the capacity of Station Two The
monthly fixed costs include debt service pay
ments necessary to retire the principal and to pay

interest on the Citys bonds issued to finance the
construction of Station Two Big Rivers has re
corded as a liability the portion of the principal
payments it is obligated to pay as fixed costs
under the contract based on estimates of its allo

cated portion of Station Two capacity and has
recorded as an asset a like amount for the right to
purchase its allocated portion of the output The
fixed costs are payable to the City whether or not
Station Two is operational or the operation
thereof is interrupted suspended or interfered
with in whole or in part for any cause The cost
of power purchased under the contract for 1983
1982 and 1981 was approximately 348278
and 346 million respectively Such costs are
treated in the rate making process as power
purchased and interchanged net

a



NOTES TO FINANCIAL STATEMENTS

6 Pension and Deferred
Total expense related to the pension and de tively The accumulated plan benefits and netCompensation Plans

ferred compensation plans was 880 759 and assets as of the most recent actuarial valuation

541 thousand in 1983 1982 and 1981 respec date available are as follows

In thousands
January 1

1983 1982

Actuarial present value of
accumulated plan benefits

Vested 2107 1472
Nonvested 111 96

2218 1568
Net assets available for benefits

at approximate market value 3909 2476

7 Major Customers

The assumed rate of return used in determin plan benefits was 6 in 1983 and 1982
ing the actuarial present value of accumulated

Operating revenues were as follows
In thousands

1983 1982 1981

Members

Green River Electric Corporation 111265 106689 107318
HendersonUnion Rural Electric

Cooperative Corporation 77219 78986 85197
Jackson Purchase Electric

Cooperative Corporation 14292 13162 10295
Meade County Rural Electric

Cooperative Corporation 7164 6811 6298
Nonmembers 48337 27068 31368

577 232716 240476

National Southwire Aluminum Company and
Atlantic Richfield Company formerly
Anaconda Aluminum purchase substantial
amounts of electric energy under contracts with
members expiring in 2010 Sales to members for

these two customers Green River Electric Cor
poration for National Southwire Aluminum
Corporation and HendersonUnion Rural Elec
tric Cooperative Corporation for Atlantic
Richfield Company were as follows

In thousands
Green River HendersonUnion Combined

1983 82352 63436 145788
1982 79846 65748 145594
1981 84761 73841 158602

In 1983 Big Rivers provided the power needs
of Jackson Purchase Electric Cooperative Cor
poration through purchase power sources In
January 1984 Jackson Purchase became an av
erage system cost member and began using
power generated in the Big Rivers system With
the Jackson Purchase electric energy needs
being furnished in 1984 by the Big Rivers sys

8 Litigation
At December 31 1983 there were a number

of pending legal actions involving Big Rivers
either as defendant or plaintiff Management
believes that the outcome of all legal actions and

20

tem and the anticipated continued upturn in the
energy needs of the aluminum companies man
agement believes that the energy needs includ
ing sales to nonmembers will after the com
mercialization of Wilson 1 in October 1984 be

approximately 75 to 80 of the total steam
generating capacity

claims will not have a material effect on Big
Rivers financial position or results of opera
tions



ACCOUNTANTS REPORT

Peat Marwick Mitchell Co

Certified Public Accountants

The Fifth Avenue Building
444 South Fifth Street

Louisville Kentucky 40202
502587 0535

The Board of Directors

Big Rivers Electric Corporation

We have examined the balance sheets of Big
Rivers Electric Corporation as of December 31
1983 and 1982 and the related statements of re

venues and expenses equities and changes in fi
nancial position for each of the years in the three
year period ended December 31 1983 Our
examinations were made in accordance with

generally accepted auditing standards and ac
cordingly included such tests of the accounting
records and such other auditing procedures as we
considered necessary in the circumstances

In our opinion the aforementioned financial
statements present fairly the financial position of
Big Rivers Electric Corporation at December
31 1983 and 1982 and the results of its opera
tions and the changes in its financial position for
each of the years in the three year period ended
December 31 1983 in conformity with gener
ally accepted accounting principles applied on a
consistent basis

PEAT MARWICK MITCHELL CO

February 3 1984
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COMPARATIVE STATISTICAL ANALYSIS

1983 1982 1981 1980

Operating Revenue 258276967 232716033 240476418 179429591

Construction Work in Progress

Expenses

451265803 173576481 186458271
Total Electric Plant 1185291995

Operation and Maintenance 136539322 124675180 120266830 91232809

74720991

Purchased Power and

42843216

209882 110637 145527 47536

Interchanged Net 55494464 46342616 58848412 52947305

112718

Depreciation and Amortization 17782446 17548448 17073065 11516775

96638

Taxes 2202576 1970317 1817332 1441297

680

Interest 38198269 40467426 37092495 18528992
Other 136778 149400 92954 56197
Total 250353855 231153387 235191088 175723375

Operating Margin Loss 7923112 1562646 5285330 3706216

Nonoperating Margin Loss 994948 1968247 1677561 1080410

Net Margin Loss 8918060 3530893 6962891 4786626

Utility Plant at Cost 531772691 495105598 483371934 313289264

Construction Work in Progress 653519304 451265803 173576481 186458271
Total Electric Plant 1185291995 946371401 656948415 499747535

Less Accumulated Depreciation 91374775 74720991 58643004 42843216

Member Maximum

Demand MW

Installed Generating
Capacity Gross

Purchased Power HMPL

Station Two

Purchased Standby Power
KWh Millions

Sales to Members

Sales to Non Members

Generated

Purchased

HMPL Station Two

Other

System Load Factor
Employees at YearEnd

952 947 956 943

1153 1153 1153 911

270 253 253 256

100 100 100 100

671942 642088 748278 752934

209882 110637 145527 47536

647414 584811 616423 518778

172484 112718 182287 198904
79065 68121 109702 96638

784 748 871 881

794 680 667 622
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TENYEAR SUMMARY

1979 1978

124077992 117873040

53217700 52753054

52238507 49559041
5976160 5111273

780799

4988213

23017

712919

3808979

25940

117224396 111971206

6853596

1219271
5901834

620969
8072867 6522803

283281046

125427944

130333952

157127012

408708990

32900415

287460964
28361983

375808575 259098981
480817488 374646226

1977 1976

87745285 60926026

43278427 33055570

32249409 29012642
4444813 3274979
631557

3206173

5290

565273

2611967

31733

83815669 68552164
3929616

144720

7626138

171552
4074336 7797690

124665252

57229121

122471149

12343345
181894373

24534449
134814494

21008189

157359924 113806305
226712745 174716621

910 819

911 669

255 262

l00 100

702928 652685
5850 7939

391105 367816

193109 180531

138712 125309
853 875

555 488

820 790

669 669

262 267

100 100

618932 592081
5954 387

371116 321564

185588 173604
81489 109225

877 873

401 346

1975 1974

51532866 46377266

24107293 21959599

22266033 19584733

3011521 3011133

564348 524148

2188085 2132974
35950 41530

52173230 47254117

640364 876851
48483 152872

688847 723979
112031490 110330152
10734956 2512887

122766446 112843039
17766620 15004180
104999826 97838859

120326021 113833594

748 737

669 603

271 283

100 100

570345 577823
12917 21970

364496 383479

167503 190461
61444 36785

889 912

246 239
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The sun rises over gently sloping pastureland and flat farmland
and creates a picturesque morning hard to match Once again West
Kentuckians awake to a spectacular sunrise

That sunrise may dawn on a spring morning of dogwoods in
bloom or a crisp fall day colored by maples and redbuds Or it may
light an ice covered fantasy world on a cold wintersmorning

Whatever the weather much of West Kentucky depends on Big
Rivers Electric Corporation to light and operate its homes farms
industries and commercial businesses Big Rivers and its member
distribution cooperatives sustain a quality of life West Kentuckians
have worked hard to attain
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Increase Increase
1982 1981 Decrease Decrease

Operating Revenues 232716 240476 7760 32

Operating Expenses 190537 198005 7468 38

Net Margins 3531 6963 3432 493

Construction Expenditures 290082 157389 132693 843

Energy Sales Megawatt Hours
A To Members 6421 7483 1062 142

B Intersystem 1106 1455 349 240

System Peak Demand in
Megawatts 947 956 9 9

Cost of Fuel Used in Generation 91185 87409 3776 43

Assets 1029257 708234 321023 453

Accumulated Margins and Equity 28338 24284 4054 167

Employees Full Time 680 667 13 19

Revenue Per kWh Sold Mills 3091 2687 404 150
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Consumers usually dontthink about their supplier of electricity until
something happens and it isntthere Even then power plants are thought
of in terms of equipment machinery and fuel Often overlooked is the most
important aspect of any business the human element

Big Rivers is proud of the highly skilled and welltrained men and
women who maintain our corporate goal of providing reliable power at the
most reasonable cost possible We are happy to report that during 1982
Big Rivers had no wholesale rate increase Much of the reason is due to
the innovation dedication and hard work of our employees

Before highlighting the year well give a little background about who we
are and why

Twentyone years ago rural electric leaders from West Kentucky joined
together under the name of Big Rivers Electric Corporation to develop a
reliable and reasonably priced source of electricity Today Big Rivers a
non profit corporation has four member distribution cooperatives Green
River Electric Corporation Henderson Union Rural Electric Cooperative
Corporation Jackson Purchase Electric Cooperative Corporation and
Meade County Rural Electric Cooperative Corporation These systems
serve the electrical requirements of more than 70000 consumer
members in 22 Western Kentucky counties

It takes three power plants with a net generating capacity of1300
megawatts MW to meet the electrical demands of these residential
commercial and industrial consumers During the past 10 years resi
dential consumers of our member systems have doubled their use of
electricity Our generating capacity has increased correspondingly

We will add another 395 MW to the net capacity when the D B Wilson
Plant is commercialized in mid1984 meeting the distribution coopera
tives projected power requirements

At the end of December the Wilson Plant located along the Green
River in Ohio County was more than 50 percent completed right on
schedule

The construction stage is one in which visible progress is evident
from one end of the site to the other Progress has not been hampered we
have had a readily available work force no labor difficulties overall the
weather has been good and equipment deliveries have been timely In late
1982 1700 people worked at the site and the weekly payroll exceeded
1 million

0

Big Rivers staffing for Wilson is underway and additional key person
nel will be locating at the plant in early 1983 More than 150 full time Big
Rivers employees will be needed to operate the plant
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Looking to the future Big Rivers is studying the feasibility of installing
hydroelectric generating facilities at the Uniontown and Newburgh dams
on the Ohio River These dams were constructed by the United States
Corps of Engineers for navigational purposes and are located near
Uniontown Kentucky and Newburgh Indiana Big Rivers was issued
the preliminary permits by the Federal Energy Regulatory Commission
FERC on August 11 1982 The permits allow up to 24 months to conduct
studies and collect data necessary to determine the feasibility of
hydroelectric generation at these dams

The Uniontown Dam under normal pool elevations provides an 18foot
head of water which could be used in generation while the Newburgh
Dam has a 16foot head Preliminary estimates indicate that the Union
town Dam could accommodate an installed capacity of 75 MW and
provide 320000000 kilowatthours kWh annually Newburgh may
have the potential of 60 MW capacity and 250000000 kWh per year The
feasibility studies will address the expected cost of development and the
incremental value of the power as well as the exact capacity that may
be installed and its related energy output When the studies are com
pleted a decision then can be made whether it is economical to develop
the sites

Also Big Rivers has entered into an agreement with the Henderson City
Utility Commission which has filed an application for a license to develop
hydro facilities at the Smithland Dam which is also on the Ohio River near
Smithland Kentucky The agreement provides that the Henderson City
Utility Commission will sell to Big Rivers all capacity and energy not
needed by Hendersonselectric customers

The Smithland Dam under normal pool elevations provides a 22foot
head which would ultimately accommodate the installation of 176 MW of
generating capacity with a potential of565000000 kWh FERC has
requested additional information from Henderson and it is unknown at
this time whether Henderson will be granted a license

This year Big Rivers sold6420879480 kWh to the member distribu
tion cooperatives While industrial sales decreased1087185920 kWh
or 1727 percent the residential sales increased25287722kWh or213
percent

While 1982 saw many other utilities applying for a rate increase Big
Rivers did not One of the factors which kept us fiscally sound this year
was1106369000 kWh sales to other electric utilities We sold power as
far north as Lake Superior and as far south as the Gulf of Mexico We
might add that these intersystem sales didntjust happen Big Rivers ag
gressively marketed reserve power which made better use of our facilities
and prevented us from having to seek a wholesale power rate increase
We are very competitive in the marketplace since our fuel cost is
comparatively low Being located in Western Kentucky our generating
plants are in and near leading coal producing counties Kentucky is the
leading coal producing state in the nation

The 1982 coincidental peak of 947 MW was reached January 11 This
compared to the previous years system peak of 956 MW which still stands
as a Big Rivers record This corporations1982 load factor was 7484
percent which held down the wholesale power cost for all consumer
members

100

in Millions of dollars
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Big Rivers has interconnection agreements with the following utilities
Henderson Municipal Power and Light Southern Illinois Power Coopera
tive East Kentucky Power Cooperative Louisville Gas and Electric Com
pany Southern Indiana Gas and Electric Company Kentucky Utilities
Company and Hoosier Energy Division of Indiana Statewide REC Inc
The Corporation has contracts with the Tennessee Valley Authority TVA
for the sale of shortterm power and surplus energy In addition we main
tain a contract with TVA for wheeling power through their system

Big Rivers and Green River Coal Co Inc Madisonville Kentucky
during the summer signed a longterm contract for the primary coal supply
of the Wilson Plant This nearby source of high sulfur coal will help Big
Rivers continue to provide electric power at reasonable cost The Wilson
Plant will be equipped with flue gas desulfurization scrubbers making it
possible to use this high sulfur coal

The term of the contract is 20 years and Big Rivers has the option to
extend it an additional 10 years Deliveries are to begin in 1984 and the
quantities are to increase each year reaching 12 million tons for 1989

Green River Coal has begun construction of the new underground coal
mine in Hopkins County Kentucky about 22 miles from the Wilson Plant

While electricity cost has increased steadily the last few years a de
pendable and easily accessible supply of coal will hold down our costs
That is significant since nearly 50 percent of our operating cost is for coal

Big Rivers consumed approximately346 million tons of coal during
1982 to produce electricity Over 80 percent of the coal received was
purchased under longterm contracts The largest receipts were from
MAPCO Inc from mines in Western Kentucky this being the primary
supply of coal for the Robert D Green Plant which is equipped with
scrubbers Coal of lower sulfur content necessary to meet air pollution
control requirements at the Kenneth C Coleman and Robert A Reid
Plants and Henderson Municipal Power and Light Station Two came from
other suppliers in Kentucky Indiana and Ohio

The average cost of coal used in generation was 3068 per ton or
1433 per million BTU compared to 2826 per ton or 1329 per million
BTU in 1981 This higher coal cost was largely due to escalating costs of
mining and transporting coal including an increase in the Black Lung Tax
and the expiration of the last of two lowcost longterm contracts

Completion of the Wilson Plant surpassed 50
percent at years end In the foreground is the
massive coal stacker reclaimer while the 600foot
smokestack towers in the background

Cost Per Ton Burned

in Millions of dollars
Includes Big Rivers Cost of HMPL Station Two
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HMPL Station Twos Unit No 1 came back on line December 20 after

having undergone major repairs Extensive damage was sustained by the
boiler in 1974 when it was overheated during a startup The Corporation
and the City of Henderson settled out of court during 1981 with Home
Insurance Company for 7 million

While new boiler tubing was being installed Big Rivers performed
routine maintenance on the Unit No 1 turbine An inspection of the
HMPL Plantsstack was made when Unit No 2 was out for a scheduled

twoweek maintenance program Minor repairs were made to the stack

With HMPL Unit No 1 off line 38 weeks it was necessary to modify
medium sulfur coal contracts to avoid an excessive inventory This and
a depressed coal market helped us secure additional amounts of high
sulfur coal resulting in a direct savings of 17 million to our consumer
members On December 10 the Board of Directors approved modifica
tions to coal contracts which will save consumer members 1 million
in 1983

Big Rivers also saved money by improving efficiency and by decreasing
operating costs Let us give a few examples

The Production Department through continuance of preventive
maintenance and implementing a performance engineering program
improved unit efficiency in some cases as much as 15 MW per unit
The employees at the power plants deserve special recognition for this
increased output

Looking to further lower costs the Production Department reduced
by about 75 percent the use of outside contractors This was possible
after some of Big Rivers personnel were trained in special skills
thereby eliminating most needs for outside help At present we have
eliminated the use of all outside contractors except for unit outage
maintenance work

When the Wilson Plant comes on line more than 13 million each
year in potential operating costs will be saved by switching from
Thiosorbic lime to less costly limestone as the reagent in the flue gas
desulfurization scrubber

Big Rivers inhouse engineering staff develops the specifications and
supervises the construction of various projects at our plants saving time
and money

Unit No 1 of Henderson Municipal Power and
Lights Station Two was off line 38 weeks for major
boiler repairs During the outage routine
maintenance of the turbine top photo above and at
left was performed

12

Updating the transmission system map is almost
a continuous project Two substations and 103
miles of new lines are being added to tie Jackson
Purchase Electric Cooperative Corporation into the
Big Riverssystem
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During the entire year a special emphasis was placed on using the
Central Machine Shop This has all but eliminated outside machinery
work and cost reductions have fully justified the shop Additionally we are
getting quicker solutions to maintenance problems and receiving better
quality work

in Millions of dollars
Includes Big Rivers cost of HMPL Station Two

The decision was made this year for Big Rivers to build and operate its
own central laboratory This facility will be located adjacent to the head
quarters parking lot in downtown Henderson Big Rivers employees will
do coal and environmental testing in the laboratory and reduce costs in
doing so

We have contracted to sell all excess fly ash from our ReidGreen units
and are investigating doing the same at Coleman and Wilson

Following recordhigh interest rates mid1982 saw a significant and
longneeded drop in interest rates Big Rivers took advantage of the de
cline and secured a low interest rate at which to finance pollution control
equipment at the Wilson Plant On November 10 1982 the Corporation
sold 825million of taxexempt Pollution Control Bonds which financed
about half the cost of pollution control equipment at Wilson These bonds
have an interest rate of725 percent and should save Big Rivers and
ultimately our distribution cooperatives consumer members several
million dollars The remaining cost of Wilson pollution control equipment
is expected to be financed in early 1983 through another bond issue

On November 24 the Corporation converted 90 million in shortterm
loans with interest rates in the 15 to 16 percent range into longterm debt
at a rate of 105 percent

Keeping a handle on the fluctuating economy is no easy task It requires
expert daily monitoring of signals indicating economic changes To assist
us in obtaining a more viable economic planningforecasting system Big
Rivers adapted and improved upon a forecasting program The financial
planning model allows our computer to play the what if game by chang
ing economic variables that affect future expenses and income

The move to the IBM System 38 and the Prime Computer in 1982 has
yielded a unified and comprehensive data processing system which is
corporate wide Forthe firsttime at Big Rivers our power plant personnel
will be able to plug into the informational system for help in monitoring
plant efficiency Also our Engineering Department through the Prime
Computer has hardware and software finetuned to the engineering dis
cipline The informational system here in addition to its administrative
capabilities will improve cost effectiveness and efficiency throughout
the Corporation

This year the Data Processing Department evaluated purchasing Word
Processing Computer equipment to assist the clerical staff in handling
the multiplying paperwork The benefits have been gratifying clerical staff
efficiency has improved

15

The move to the IBM System 38 and the Prime
Computer has yielded a unified and comprehensive
corporatewide data processing system

Keeping the air and water clean is expensive The
cost of flue gas desulfurization scrubbers and
related environmental facilities such as the
limestone silos pictured above at the D B Wilson
Plant will total 152 million or 23 percent of the
Wilson construction cost

73 74 75 76 77 78 79 80 81 82



A 32 million expansion of our microwave system was installed this
year While the primary purpose is in adding communications to the
Wilson Plant and the Jackson Purchase Electric Cooperative Corpora
tion territory it also is vital in improving our communication reliability at
Coleman ReidGreen and existing transmission substations We empha
size a dependable and safe transmission of power The expansion and
upgrading of our microwave system provide us a dual loop for added
protection as well as communications channels for telephone twoway
radio and future electronic metering

The EngineeringTransmission Department added an operations and
maintenance engineer and five construction inspectors The investment
has paid off in improved construction performance and nearly 1 million
in inspection costs will be saved by having our inhouse construction
inspection team

With engineering designs completed we began construction of both the
Livingston County and McCracken County substations In conjunction
with tieing the Jackson Purchase ECC into our system 39 miles of 161 kV
lines and 64 miles of 69 kV lines are being added

To connect the Wilson Plant to our other plants construction of 65
miles of 345 kV Extra High Voltage EHV lines has begun We also are
building new EHV substations at ReidGreen and Coleman and the Wilson
switchyard

Environmental protection is a special concern of Big Rivers Located in
the area which noted naturalist and artist John James Audubon called
home we want clean air and water for our children and future generations
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Kenneth C Coleman Plant Hawesville Kentucky

f

In addition to normal compliance responsibilities of the Environ
mental Affairs Department staff some special projects were ac

icomplished during 1982

Big Rivers contracted with Peabody Process Systems to install
and operate a 1 MW pilot scrubbing system on our Green Unit No 2
The test should provide information on various scrubbing modes
and media as well as oxidized and non oxidized sludge characteris
tics and mist eliminator operation Findings should be helpful in
achieving better operation of the existing scrubbing systems

The department was responsible for the development engineer
ing and installation of an extensive groundwater monitoring system
for the Wilson site and the expansion of the groundwater monitoring
system at the Green landfill
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Last but not least we want to talk about

Big Rivers employees The year saw the
initiation of several new and successful

programs for our employees

In April a Safety Awards Program
began and it has been met with interest
and enthusiasm Both management and
the union have supported this program
designed to make Big Rivers a safe
place to work The employees efforts
were rewarded with a 42 percent reduc
tion in onthejob losttime accidents

The Employee Assistance Program
this year began offering professional
help to employees with alcoholdrug
problems and made available pre
retirement counseling to help employees
plan for the future

This fall a Salaried Employees
Savings Plan took effect and was
greeted with 75 percent participation
For each percent of the employeescon
tribution up to a maximum of 6 percent
the Corporation as an incentive
matches an amount equal to 50 percent
of the employeescontribution

More than 500 employees partici
pated in corporate training programs
established to improve immediate and
longrange career development Over
125 employees sought individual
training at area technical schools and
colleges to study subjects related to
their jobs and careers and the
Corporation reimbursed their tuition

In January it was necessary for us to
lay off 19 employees The reduction was
made because a fifth shift used for train

ing of employees for the Green Plant
was no longer needed and the deferred
maintenance program begun in 1976
was completed Within six months
however through employee attrition all
the employees laid off were called back
to work

We are proud of the dedication and the
productivity of Big Rivers employees It
takes all employees working to their po
tential for this Corporation to efficiently
serve our distribution cooperatives and
their consumer members

20

The efforts of our employees and the prudent direction and conscien
tious guidance of our Board of Directors all worked together to cause a
successful year We look to 1983 in anticipation of opportunities which
will permit us to continue meeting our objectives of using available re
sources efficiently and supplying our members with reliable service at a
reasonable cost

Morton Henshaw

President

W H Thorpe
General Manager
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For the years ended m mousana

December 31 1982 1981 and 1980 1982 1981 1980

179430Operating revenues notes 2 5 and 8 232716 240476

Operating expenses

570 1744

5285

Operations

1598

Fuel for electric generation 89988 86270 68021

Power purchased and interchanged net 46343 58848 52947
Other 21770 19777 13361

Maintenance 12922 14220 9851

Depreciation 16459 15798 10240

Amortization of Panama Mine closing note 4 1085 1275 1277
Taxes 1970 1817 1441

Total operating expenses 190537 198005 157138

Electric operating margins 42179 42471 22292

Interest and other deductions

Interest 74948 48626 31655

Allowance for funds used during corstruction 34481 11533 13126
Other deductions 149 93 56

Total interest and other

deductions 40616 37186 18585

Operating margins 1563 5285 3707

Nonoperating margins
Interest earned 2583 1598 1017
Interest earned credited to construction 694

Other capital credits and patronage allocations 79 80 63

Net margins 3531 6963 4787

For the years ended
December 31 1982 1981 and 1980

See accompanying notes
to financial statements

Balance at December 31 1979

Margins for 1980
Operating
Nonoperating
Other capital credits and

patronage allocations
Capital surcharge
Balance at December 31 1980

Margins for 1981
Operating
Nonoperating
Other capital credits and

patronage allocations
Capital surcharge
Balance at December 31 1981
Margins for 1982

Operating
Nonoperating
Other capital credits and

patronage allocations
Capital surcharge
Balance at December 31 198

In thousands

Total

equities

11303

3707

1017

63

616

16706

5285
1598

80

615

24284

Other equities
Donated Consumers

capital contributions

Patronage and to

capital memberships debt service

9605 495 1203

3707

1017

63

75 541

14392 570 1744

5285
1598

80

74 541

21355 644 2285

1563 1563

1889 1889

79 79

523 63 460

28338 24886 707 2745
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December 31 1982 and 1981 1982 1981

Assets

Utility plant net note 3 871651 598305

Productive capacity under purchased
power contract note 6 34400 36000

Investments in associated companies
and other 2659 2115

Current assets

Operating funds 4656 9386
Construction funds 47646 40

Receivables 21 22553
Fuel for electric generation 28596 26942
Material and supplies 7838 7267

Total current assets 110147 66188

Deferred charges note 4 10400 5626
102 70823

Equities and Liabilities
Capitalization

Equities 28338 24284

Longterm liabilities net of current
maturities note 5 928967 635516

Total capitalization 957305 659800
Current liabilities

Current maturities of long term
liabilities note 5 6733 6961

Accounts payable 60032 36541
Accrued expenses 4620 4492

Total current liabilities 71385 47994
Deferred credits 567 440

Commitments and contingencies notes 3 and 9
1029257 708234

See accompanying notes
to financial statements
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in thousands

For the years ended
December 31 1982 1981 and 1980

1982 1981 1980

Sources of working capital
Net margins 3531 6963 4787
Items which do not use working capital

Depreciation of utility plant 16459 15798 10240

Amortization of Panama Mine closing 1085 1275 1277
Amortization of Peabody Coal Company

arbitration award 719 3842
Other 477 190 219

Working capital provided
by operations 21552 24945 20365

Long term borrowings 299781 169486 51138
Other 650 965 672

Decrease in working capital 25301

321983 195396 97476

Uses of working capital
Additions to utility plant net 290082 157389 83609

Reduction of longterm debt 4753 5516 7526
Increase in deferred charges and other 6580 390 6341
Increase in working capital 20568 32101

321983 195396 97476

Increase decrease in working capital
Operating funds 4730 8879 2937
Construction funds 47606 34 16773
Receivables 1142 3536 3983
Fuel for electric generation 1654 4551 10030
Material and supplies 571 1494 1638
Notes payable to banks 20500 20500
Current maturities of longterm liabilities 228 851 2018
Accounts payable 23491 2134 2126
Accrued expenses 128 776 634

Increasedecreasein
working capital 20568 32101 25301

23



December 31 1982 1981 and 1980

1 Summary of Significant Accounting Policies

a General Information Big Rivers Electric Corporation Big Rivers is a nonprofit electric generation and transmission
cooperative association engaged in supplying electric power to four electric distribution cooperatives
members The members provide electric power and energy to industrial residential and commer
cial customers located in portions of 22 western Kentucky counties Big Rivers has entered into
wholesale power contracts with each of its members which require the members to buy and receive
from Big Rivers all their power and energy requirements and require Big Rivers to sell and deliver
power and energy in satisfaction of such requirements The wholesale power contracts with the
members extend to the year 2023 Rates to its members are set on a cost of service basis and are
subject to approval by the Kentucky Public Service Commission KPSC and the United States
Department of Agriculture Rural Electrification Administration REA

The primary source of borrowed funds for Big Rivers is the REA guaranteed and insured loan
program under which the REA exercises broad supervisory review over the operation and financing
of Big Rivers Big Rivers expects to utilize the REA guaranteed loan program to finance all of the
planned expansion costs except the costs of pollution control equipment which is being financed out
of present or intended future borrowings Big Rivers has conditional loan guarantee commitments
from REA to finance the cost of approved utility plant expansion

b System of Accounts Big Rivers maintains its accounts on an accrual basis and follows the Uniform System of Ac
counts prescribed by the Federal Energy Regulatory Commission FERC as adopted by REA and
KPSC The regulatory agencies retain authority and periodically issue orders on various accounting
and ratemaking matters

c Utility Plant and Depreciation Utility plant is stated at original cost which includes the cost of contracted services
material labor overhead and an allowance for funds used during construction Replacements of
depreciable property units except minor replacements are charged to utility plant Property units
replaced or retired including cost of removal net of any salvage are charged to accumulated depre
ciation Routine maintenance repairs and minor replacement costs are charged to expense as
incurred

Allowance for funds used during construction is included on projects with an estimated total cost
of250000 or more before consideration of the allowance The interest capitalized is determined by
applying the weighted average annual effective rate of borrowings outstanding during the period to
qualifying assets included in construction in progress Interest expense on restricted taxexempt bor
rowings is capitalized at the actual rate of the borrowing net of interest earned on investment of those
taxexempt borrowings Capitalization of interest is discontinued when the project is completed and
the asset is ready for service

Depreciation of utility plant and unclassified plant in service is provided using the straightline
method over the estimated service lives of the depreciable assets Rates used to compute deprecia
tion are as follows

Production plant 3 350

Transmission plant 275

Station equipment 275

General plant 221

Unclassified plant
in service 275350

d Operating and Construction Funds Operating and construction funds consist primarily of temporary investments in
US Government and agency securities under repurchase agreements which are carried at cost and
adjusted for accrued interest which approximates market

e Inventories Inventories consisting of fuel for electric generation and material and supplies are valued at
the lower of weighted average cost or market and charged to operations as used

f Patronage Capital As provided in the bylaws any excess of revenues over the sum of a operating costs and ex
penses properly chargeable against the furnishing of electric energy and b amounts required to
offset operating losses incurred during the current or any priorfiscal year shall be capital furnished by
the members and credited to a capital account for each member on a patronage basis Nonoperating
margins shall first be used to offset any accumulated nonoperating deficits and to the extent not
needed for this purpose used to offset any operating losses during the current or any prior fiscal year
If after offsetting the nonoperating margins against accumulated nonoperating deficits operating
losses or accumulated deficits there remains a balance this balance shall be allocated to members
on a patronage basis and any amount so allocated shall be included as a part of capital credited to the
accounts of members Neither operating nor nonoperating losses are allocated to the members
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g Pension and Deferred Compensation Plans Big Rivers has trusteed noncontributory and contributory retirement
plans covering substantially all employees Also Big Rivers has executed deferred compensation
agreements with certain key employees which provide for periodic payments upon retirement or to
beneficiaries in event of death Big Rivers policy is to fund annual pension and deferred compensa
tion costs accrued Pension expense includes current service costs and amortization of prior service
costs over twentyfive years

h Income Taxes Big Rivers is a nonprofit corporation underthe laws of the Commonwealth of Kentucky and has
been granted exemptions from Federal and state income taxes

Big Rivers is periodically granted rate adjustments based upon hearings and approval by
KPSC The following shows the effective date amount of annual increase computed byapplying the
rate increase to base year kWh sales and base yearfor all increases granted since January11980

Amount of
Effective annual Base

date increase year
In thousands

June 4 1980 3600 1978

January 21 1981 24100 1979

On August 13 1981 Big Rivers was granted an intersystem sales adjustment credit which pro
vided for return to its members of margins earned from intersystem sales and wheeling charges from
July 1 1981 through December 31 1981 The total credit of2834000was accounted for as a
reduction of operating revenues in 1981

Big Rivers rate structure approved by KPSC provides for a base rate consisting of a demand
charge and an energy charge The rate structure also contains afuel adjustment clause under which
the energy charge is to be increased or decreased in each billing period to the extent that actual fuel
costs and certain purchased power costs together are greater or less than the base period costs
included in the base rates The application of the fuel adjustment clause is subject to semi annual
review by KPSC

3 Utility Plant

The following summarizes utility plant in thousands
1982 1981

Classified plant in service
Production plant 429388 427224
Transmission plant 23737 21014
Station equipment 30327 27080
General plant 9365 7935
Intangible 190 119

493007 483372

Unclassified plant in service 2098

Construction in progress 451267 173576

656948946372
Less accumulated depreciation 74721 58643

598305871651

Unclassified plant in service at December 31 1982 consists primarily of transmission facilities
placed in service in 1982

Construction in progress at December 31 1982 and 1981 consists primarily of costs associated
with construction of two 440 megawatt generating units Wilson 1 and 2 and related common area
and transmission facilities Wilson 1 including common area and transmission facilities is currently
expected to be completed in 1984 and to cost 670 million A completion date for Wilson 2 has not
been fixed The original expected cost of Wilson 2 was 441 million Estimated costs include interest
charged to construction
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Commitments with vendors at December 31 1982 for all approved construction projects total
2559million primarily in connection with Wilson 1 and related common area and transmission
facilities Approximately 2660million of construction costs are expected to be incurred in 1983

At December311982 Big Rivers has unused conditional loan commitments from REAfor ad
ditional longterm financing of approximately 8734million to meet approved construction projects

Rates used for the capitalization of interest during construction in 1982 1981 and 1980 were
132135and 106 respectively

Deferred charges consisted of the following

Premium on FFB debt

Panama Mine closing
Boiler repair costs
Unamortized debt expense
Other

In thousands

In thousands

1982 1981

4604

1981

2207 3292
1573

1773
1816

105249

761

10400 5626

On November 24 1982 Big Rivers elected to refinance 90 million of FFB 1530to 1648
shortterm mortgage notes with longterm mortgage notes at an interest rate of 1049 As a result of
this election Big Rivers was required to pay a premium of 46 million in addition to interest accrued
to the effective date of the refinancing The premium is being amortized overthe term of the longterm
mortgage notes

Panama mine closing costs are being recovered through an energy surcharge granted by the
KPSC The costs are being amortized based on collection of the surcharge

Big Rivers had previously deferred costs of repair parts and cost of litigation incurred in connec
tion with legal action as a coplaintiff to recover certain costs from an insurance carrier for boiler
damages In late 1981 an out of court settlement was made and all repairs to the boiler were com
pleted in 1982

A summary of long term liabilities follows In thousands
1982 1981

Rural Electrification Administration

REA 2 and 5 mortgage notes
payable maturing from April 1998
through May 2012 102022 105249

Federal Financing Bank FFB 751
to 1492 mortgage notes payable
maturing January 1983 through
December 2016 651941 434562

County of Ohio Kentucky 725 825
million promissory note due
November 1985 82111

County of Webster Kentucky promissory
note with variable interest rate
currently 561 due April 1983 61000 61000

Louisville Bank for Cooperatives LBC
mortgage note with variable interest
rate currently 1240 maturing
April 1987 4121 5073

Obligation under purchased power contract
see note 6 34400 36000

Other sundry borrowings 105 593

Total longterm liabilities
Less current maturities

935700

6733
642477
6961

635516928967
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Included in mortgage notes payable to FFB are shortterm notes aggregating 4147million at
December311982 The terms of the loan agreement permit Big Rivers to refinance these shortterm
notes with longterm borrowings Amounts due in 1983 and 1984 are 1703and 2444million
respectively

In January 1982 the County of Webster Kentucky issued 61 million of Pollution Control Rev
enue Bonds Series 1981 the proceeds of which were loaned to Big Rivers and used to refinance the
Pollution Control Interim Revenue Bonds issued by the County of Webster in November 1978 Under
the Trust Indenture Big Rivers was required to pay to the Trustee for deposit in the Interest Fund the
amount of15million on the date of issuance of the Series 1981 Bonds and the amount of accrued
interest on the first day of each month thereafter The balance on deposit is reflected in operating
funds Pursuantto an REA loan agreement Big Rivers hasthe abilityto and intendsto refinance this
obligation with longterm borrowings

In November 1982 the County of Ohio Kentucky issued 825million of Pollution Control
Interim Bonds Series 1982 the proceeds of which were loaned to Big Rivers The funds are held by a
trustee until required for construction of pollution control equipment The unused portion of the bor
rowed funds is reflected in construction funds Pursuant to an REA loan agreement Big Rivers has
the ability to and intends to refinance this obligation with longterm borrowings

The aggregate maturities of longterm liabilities excluding those borrowings discussed
above to be refinanced for the years 1984 through 1987 are817187and 104million
respectively

All revenues and substantially all assets of Big Rivers are pledged as collateral under the vari
ous debt agreements

Big Rivers has unsecured lineofcredit agreements with three banks permitting shortterm bor
rowing for general corporate purposes totalling 405million Rates for such borrowing are variable
with most being at the prevailing prime rate of interest There are no borrowings under any of these
agreements

Big Rivers under contracts with the City of Henderson Kentucky City operates the City
owned 296 megawatt generating station Station Two and agrees to purchase an allocated portion
of the output Big Rivers portion of Station Two capacity is currently 85 which is expected to de
crease to 82 by 1987 The contracts expire in 2003 If the City determines it has no powerto allocate
to Big Rivers upon giving five years advance notice the contracts could be terminated

Under the terms of the contracts with the City Big Rivers has agreed to pay a proportionate
share of the monthly fixed costs of Station Two excluding depreciation based on its allocated portion
of the capacity of Station Two The monthly fixed costs include debt service payments necessary to
retire the principal and to pay interest on the Citys bonds issued to finance the construction of Station
Two Big Rivers has recorded as a liability the portion of the principal payments it is obligated to pay
as fixed costs under the contract based on estimates of its allocated portion of Station Two capacity
and has recorded as an asset a like amount for the right to purchase its allocated portion of the output
The fixed costs are payable to the City whether or not Station Two is operational or the operation
thereof is interrupted suspended or interfered with in whole or in part for any cause The cost of power
purchased under the contract for 1982 1981 and 1980 was approximately 278346and 330
million respectively Such costs are treated in the rate making process as power purchased and in
terchanged net
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Total expense related to the pension and deferred compensation plans was 759 541 and
463 thousand in 19821981 and 1980 respectively The accumulated plan benefits and net assets
as of the most recent actuarial valuation date available are as follows

In thousands
January 1

1982 1981

Actuariallycomputed present value

In thousands

of accumulated plan benefits

HendersonUnion Combined

Vested 1119 r74Nonvested 195

1314

158602
1980 69

Net assets available for benefits
atapproximate market value 2476 1713

The assumed rate of return used in determining the actuarially computed present value of
accumulated plan benefits was 6 in 1982 and 1981

The amount of energy sales to the four member distribution cooperatives were as follows

In thousands

1982 1981 1980

Green River Electric Corporation 106689 107318 86155
HendersonUnion Rural Electric

Cooperative Corporation 78986 85197 69219
Meade County Rural Electric

Cooperative Corporation 6811 6298 5218
Jackson Purchase Electric

Cooperative Corporation 13162 10295 9914

205648 209108 170506

National Southwire Aluminum Company and Atlantic Richfield Company formerly Anaconda
Aluminum purchase substantial amounts of electric energy under contracts with members expiring
in 2010 Sales to members for these two customers Green River Electric Corporation for National
Southwire Aluminum Corporation and Henderson Union Rural Electric Cooperative Corporation for
Atlantic Richfield Comp w as follows

Big Rivers currently provides the power needs of Jackson Purchase Electric Cooperative Cor
poration through purchase power sources On January 1 1984 Jackson Purchase will become an
average system cost member

At December311982 there were a number of pending legal actions involving Big Rivers either
as defendant or plaintiff Management believes that the outcome of all legal actions and claims will
not have a material effect on Big Rivers financial position or results of operations
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In thousands
Green River HendersonUnion Combined

1982 79846 65748 145594
1981 84761 73841 158602
1980 69 60111 129279

Big Rivers currently provides the power needs of Jackson Purchase Electric Cooperative Cor
poration through purchase power sources On January 1 1984 Jackson Purchase will become an
average system cost member

At December311982 there were a number of pending legal actions involving Big Rivers either
as defendant or plaintiff Management believes that the outcome of all legal actions and claims will
not have a material effect on Big Rivers financial position or results of operations
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Peat Marwick MitchellCa

The Board of Directors

Big Rivers Electric Corporation

Certified Public Accountants

2400 First National Tower
101 South Fifth Street

Louisville Kentucky 40202
502 5870535

We have examined the balance sheets of Big Rivers Electric Corporation
as of December 31 1982 and 1981 and the related statements of rev
enues and expenses equities and changes in financial position for each
of the years in the three year period ended December 31 1982 Our
examinations were made in accordance with generally accepted auditing
standards and accordingly included such tests of the accounting records
and such other auditing procedures as we considered necessary in
the circumstances

In our opinion the aforementioned financial statements present fairly the
financial position of Big Rivers Electric Corporation at December311982
and 1981 and the results of its operations and the changes in its financial
position for each of the years in the three year period ended December 31
1982 in conformity with generally accepted accounting principles applied
on a consistent basis

January 28 1983
PEAT MARWICK MITCHELL CO
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Operating Revenue
Expenses

Operation and Maintenance
Purchased Power and

Interchanged Net
Depreciation and Amortization
Taxes

Interest

Other

Total

Operating Margin Loss
Nonoperating Margin Loss
Net Margin Loss

Utility Plant at Cost
Construction Work in Progress
Total Electric Plant

Less Accumulated Depreciation
Utility Plant Net
Total Assets

Member Maximum
Demand MW

Installed Generating
Capacity Gross

Purchased Power HMPL
Station Two

Purchased Standby Power
KWh Millions

Sales to Members

Sales to Non Members
Generated

Purchased

HMPL Station Two
Other

System Load Factor
Employees at YearEnd

232716033

124675180

46342616

17548448
1970317
40467426

149400

231153387

1562646
1968247

3530893

495105598
451265803

946371401
74720991

871650410

1029256522

947

1153

253

100

642088

110637
584811

112718
68121

748

680

1980

240476418 179429591

120266830 91232809

58848412
17073065

1817332
37092495

92954

235191088

5285330
1677561

6962891

483371934
173576481

556948415

58643004

598305411
708233625

52947305

11516775

1441297
18528992

56197

175723375

3706216
1080410

4786626

313289264
186458271

499747535
42843216

456904319
560828507

956 943

1153 911

253 256

100 100

748278
145527

616423

752934
47536

518778

182287
109702

871

667

198904
96638

881

622

1979

124077992

53217700

52238507
5976160
780799
4988213

23017

117224396

6853596
121

8072867

283281046
125427944

408708990
32900415

375808575
480817488

910

911

255

100

702928
5850

391105

193109
138712

853

555



117873040

52753054

49559041
5111273

712919
3808979
25940

111971206

5901834
620969

6522803

130333952
157127012

287460964
28361983

259098981
n9A CAC I

262

100

652685
7939

367816

180531

125309
875

488

1977 1976

87745285 60926026

43278427 33055570

32249409 29012642
4444813 3274979
631557 565273
3206173 2611967
5290 31733

83815669 68552164

3929616 7626138
144720 171
4074 77976

124665252 122471149
5 12343345

181894373 134814494

24534449 21006189

157359924 113806305
226712745 174

lI7 RIi

262 267

100 100

618932 592081
5954 387

371116 321564

185588 173604
81489 109225

877 873

401 346

51532866 46377266

24107293 21959599

22266033 19584733
3011521 3011133
564348 524148

2188085 2132974
35950 41530

cn 19nn Al nrA A9

48 1

688847 7239
112031490 110330152
10734956 2512887

122766 446
99000

112843039
C nnAOn

120326021 1138

748 737

669 603

271 283

100 100

570345 577823
12917 21970

364496 383479

167503 190461
61444 36785

889 912

246 239

29276253

16606564

6758852
2943896
503831

2077876
42540

28933559

342694
178094

520788

108435060
3561570

111996630

12246142

99750488

722

603

162

100

487324
10690

380029

83733

44984

787

221



DIRECTORS Three from each member

Green River Electric Corporation

HendersonUnion Rural Electric

Cooperative Corporation

Meade County Rural Electric
Cooperative Corporation

Jackson Purchase Electric

Cooperative Corporation
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Dollars In Thousands

Increase Increase
1981 1980 Decrease Decrease

Operating Revenues 240476 179430 61046 340

Operating Expenses 198005 157138 40867 260

Net Margins 6963 4787 2176 455

Construction Expenditures 157389 83609 73780 882

Energy Sales Megawatt Hours
A To Members 7483 7529 46 6

B Intersystem 1455 475 980 2063

System Peak Demand in
Megawatts 956 943 13 14

Cost of Fuel Used in Generation 87409 68940 18469 268

Assets 708234 560829 147405 263

Accumulated Margins and Equity 24284 16706 7578 454

Employees Full Time 667 622 45 72

Revenue Per kWh Sold Mills 2687 2241 446 199
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During 1981 Big Rivers continued meeting those
twin goals This year Big Rivers sold7482777682kWh
to its four distribution cooperativesGreen River Electric
Corporation HendersonUnion Rural Electric Cooperative
Corporation Jackson Purchase Electric Cooperative Cor
poration and Meade County Rural Electric Cooperative
Corporation Additionally1455268000kWh were sold
as intersystem sales to interconnected electric utilities

With the impact of inflation touching every facet of
the American economy utilities certainly have not been
exempt from increased costs However prudentpl
wise expenditures flexible investment programs and con
scientious employees were contributing factors in realiz
ing net margins of6962891 as compared to4786626
for 1980 Big Rivers in 1981 had operating revenues
totalling 240476418 or61046827higher than the
previous year Effective January 21 1981 a 167 percent
general rate increase or 24 million based on 1979 sales
was granted by the Kentucky Public Service Commission
PSC The increase was approved to coincide with the
commercialization of the Robert D Green Plant Unit No
2 Other factors responsible for additional 1981 revenues
were increased fuel costs and intersystem sales

In times when both business and individual budget
ing skills are being critically tested it was more than
satisfying when Big Rivers was able to credit to the distri
bution cooperatives more than 28million in margins
from sales of power to other utilities Aggressive market
ing of available reserve capacity coupled with unexpected

staGss
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powerreby other utilities resulted in Big Riv
ers ability to sell much greater amounts of power outside
the system than had been anticipated With approval by
the Kentucky PSC the member cooperatives passed along
this refund dollar for dollar to their consumermembers

On February 11 1981 at 7pm a new system coinci
dental peak of 956 megawatts MW was reached this
compared to the previous years system peak of 943 MW

We are pleased to report that the January 19 1981
commercialization of Green Unit No 2 increased Big
Rivers nameplate generating capacity to 1507 MW and
brought needed reserves to the system All of our generat
ing units are coalfired steam plants except for one 66
MW oilfired unit used only for peaking and emergency
Big Rivers maintains a contract with Southeastern Power
Administration SEPA for the purchase of 40 MW of
peaking capacity and 100 MW of standby capacity which
is shared with two other generating and transmission
systems Also Big Rivers has interconnection agreements
with the following utilities Henderson Municipal Power

Light Southern Illinois Power Cooperative East Ken
tucky Power Cooperative Louisville Gas and Electric
Company Southern Indiana Gas and Electric Company
Kentucky Utilities Company and Hoosier Energy Division
of Indiana Statewide REC Inc The corporation has a con
tract with the Tbnnessee Valley Authority TVA for the
sale of surplus energy In addition we maintain a con
tract with TVA for wheeling power through the TVA sys
tem to South Mississippi Electric Power Association and
Alabama Electric Cooperative

72 73 74 75 76 77 78 79 80 81
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Zh meet the demand made on the generating units
during the year Big Rivers consumed approximately
39 million tons of coal to produce electricity

Over 88 percent of the coal received was purchased
under longterm contracts The largest receipts were from
MAPCO Inc from mines in western Kentucky MAPCO
and Peabody Coal Company were the primary suppliers of
coal for the Green plant which is equipped with scrub
bers to use high sulfur coal Coal of lower sulfur content
necessary to meet air pollution control requirements at
the Kenneth C Coleman Plant and the Robert A Reid

Plant and Henderson Municipal Power and Light
HMPL Station Tl vo came largely from other suppliers
in Kentucky Indiana and Ohio

The average cost of coal used in generation was
2826 per ton or 13290 per million BTU compared to
2614 per ton or 12350 per million BTU in 1980 This
increase in coal costs was due largely to higher costs of
minin and transporting coal including the labor cost
increases resulting from the United Mine Workers of
America UMWA contract settlement Another contribut
ing factor was the expiration of one of the lowcost long
term contracts with Peabody Coal Company

At the beg of 1981 Big Rivers was well along
in building up additional coal inventory at its power
plants in preparation for the nationwide UMWA strike
which began on March 27 and lasted until June 6 Big
Rivers was able to maintain adequate coal supplies and
provide uninterrupted dependable service to its members

72 73 74 75 76 77 78 79 80 81



We believe it is important to point out that through
the years Big Rivers positive influence in western Ken
tucky has been visible Its ability to offer lowcost power
was decisive in attracting and keeping large industries in
western Kentucky bringing jobs and economic stability to
this part of the state Because of its large industrial load
Big Rivers this year maintained a load factor of 871 per
cent and was able to keep its average system cost of
power down

During 1981 our member cooperatives completed
new power requirements studies to project their systems
electric needs through 1990 Big Rivers engineers consol
idated these studies and extended the forecast to 1995

Because results indicated a rural growth rate of about
4 percent while prior studies had predicted nearly a
10 percent growth rate the D B Wilson Plant Unit No 2
scheduled for completion in 1986 was delayed

in Millions of dollars
Includes Big Rivers Cost of HM L Station lWo
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These load estimates make no provisions for possible
construction of four large synthetic fuel plants or other
major industrial expansion being considered within the
distribution members service area Reduction in govern
ment funds allocated to the development of synthetic fuel
production and the possible elimination of any federal
financial assistance leave the future uncertain Should

any of the proposed synthetic fuel plants be built added
electric power requirements could necessitate resuming
the earlier construction of Wilson Unit No 2

Ground was broken for the new Wilson power plant
in June of 1980 Construction of Unit No 1 a 440 MW
unit to be operational in July 1984 progressed slightly
ahead of schedule during 1981 Even with a temporary
slowdown due to near record rainfall during the spring
by the end of December construction was two weeks
ahead of the timetable

While construction of Unit No 1 was taping place
other projects relating to the commercialization of Wilson
were under way

A 31 million expansion of and improvement in the
existing microwave system has been undertaken to pro
vide a reliable communications link to the Wilson plant
and to the Jackson Purchase ECC when it is added to our

system in January 1984 Due to be completed the last
quarter of 1982 the new microwave network will provide
an alternate routing system or loop as well as allowing
for expansion to Wilson and to the Jackson Purchase ECC

Economic studies were completed to determine the
voltage level structure types and conductor size for the
new ReidtoWilsontoColeman transmission line The

studies determined that this line be initially energized at

10



345 kV the first 345 kV transmission system develop
ment for Big Rivers Design work was begun for the
345161 kV substations at Reid and Coleman plants
which are required to interconnect the 345 kV line to the

existing transmission system

Alsoplanningand designing of facilities to serve
Jackson Purchase continued during 1981 More than 39
miles of 161 kV and 60 miles of 69 kV transmission lines
as well as substations in Livingston and McCracken
counties will be required to serve the Jackson Purchase
load

Through 1981 about 60 percent of the rightofway
easements had been acquired 95 percent of the engineer
ing survey was completed and 75 percent of the line
design was fuiished

A 161 kV line terminal was added to the Hardinsburg
Substation during the year to feed approximately 17
miles of 161 kV transmission line to serve the new Meade

County 16169 kV 50 MVA substation The engineering
design of all of these facilities and the construction of
both substations were accomplished with Big Rivers own
personnel saving 700000
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The maintenance of equipment continues to receive
special emphasis and again this year all generating units
underwent scheduled twoweek outages in both the
spring and fall for routine maintenance Also Coleman
Nos 1 and 2 underwent turbine overhauls

A 7 million outofcourt settlement with Home
Insurance Company was reached on a lawsuit filed by Big
Rivers and the City of Henderson The legal action was
taken by Big Rivers and the City of Henderson to recover
damages to the boiler of HMPL Station Mvo Unit No 1
which was overheated during a startup in 1974 In the
spring of 1981 the court ruled in favor of the plaintiffs
and awarded 56 million for repair costs and 23 mil
lion in interest Home appealed the award to the Sixth
Circuit Court of Appeals in Cincinnati where it remained
pending until settlement was reached The unit is sched
uled for remedial work beginning on April 1 1982 which
will require approximately 34 weeks to complete

The dredging of theReidHMPLash pond began in
late summer and ended in December After constructing
an ash disposal area within the Green plant landfill ash
from the ReidHMPLash pond was pumped to this new
area The cost of this project was 13 million The dredg
ing allows the continued use of the existing ash pond

12
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The transmission mapping system begun in 1980 is
approximately 50 percent complete and will locate all Big
Rivers transmission structures and lines on a topo
graphic map This system will ease maintenance and
emergency operations by expediting the locating of facili
ties on which repairs should be made

A computerized equipment list is being developed to
show nameplate information recommended spare parts
and suggested maintenance for each major piece of equip
ment for every substation Eventually the maintenance
history and inventory of replacement parts will be added
to this list thereby increasing our ability and efficiency in
servicing equipment and stocking replacement parts

The 1980s find this corporation highly automated
technologically sophisticated and carefully computerized
yet our ability to operate at capacity is enhanced with
dedicated employees throughout

Total fulltime employment of 667 at years end a
72 percent increase over 1980 reflected steady growth
Most of the added employees were needed to oversee the
construction of the new power plant and to respond
to increasing governmental regulations

t 1Wftt stCOJt
in Millions of dollars
Includes Big Rivers cost of HMPLStationltero
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Big Rivers is dedicated to its policy of taking affirm
ative action in the employment of all individuals The
corporation has established objectives which direct man
agement to accomplish these equal opportunity goals of
continued utilization of the human resources available in

the communities in which we serve

r This year more than 450 employees participated in
training programs designed to improve immediate and
longrange career development Big Rivers also offers tui
tion reimbursement over 100 employees pursued individ
ualtraining at area technical schools and colleges to
study subjects related to their jobs and careers

On March 17 a 42month contract between Big
Rivers and Local 1701 of the International Brotherhood

of Electrical WorkersIBEWexpired Following a five
week strike on April 23 a new nostrike nolockout con
tract was finalized The agreement covers approximately
400 operation and maintenance employees who are
located primarily in the generation and transmission
departments During the fiveweek strike Big Rivers
supervisory and administrative personnel manned the
operations and provided continued uninterrupted service
The new threeyear contract will remain in effect until
April 22 1984

In meeting the power requirements of its four distri
bution cooperatives and the 70000 consumermembers
they serve Big Rivers recognizes its responsibility to
maintain clean air and clean water



This year our Environmental Affairs Department
received full departmental status and several new pro
grams were initiated Among them were

utilization of quality assurance procedures
more frequent site inspections to guarantee com
pliance with permit requirements
refining and updating oil spill and polychlorinated
biphenyl PCB control plans
completed the BorrowersEnvironmental Report
on the microwave communications system

Meeting the state and federal environmental laws
and regulations is very expensive and the cost continues
to escalate However results from a member survey of Big
Rivers cooperatives and conclusions from a nationwide
Harris poll concur that Americans are willing to pay the
price for keeping the environment clean

On January 8 1982 the County of Webster Kentucky
successfully issued 61 million of Series 1981 Pollution
Control Revenue Bonds to refinance 61 million Series
1978 Interim Pollution Control Revenue Bonds which

matured The proceeds of the Series 1978 bonds were
loaned by the county to Big Rivers Electric Corporation
and were used by the corporation to pay the cost of cer
tain pollution control facilities at the Green plant located
in Webster County The plant was commercialized on Jan
uary 19 1981 The Series 1981 bonds will mature April 1
1983 and will bear interest payable semi annually at a
rate which will float on a weekly basis and will be equal
to 68 percent of the average per annum coupon equivalent
of the discount rate at which 13week United States Zkea

sury Bills are sold during each week The Series 1981
issue was given a MIG1 rating by Moodysand was pur
chased by tax exempt mutual funds This refinancing was
approved by the Kentucky PSC and the Rural Electrifica
tion Administration It is the corporationsintention to
refinance this issue before April 1 1983 with longterm
borrowings
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The Reid Plant the Henderson Municipal Power
and Light units and the scrubber equipped Green
Plant are located near Sebree on the Green River
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We look back at 1981 with pride in the accomplish
ments our corporation made In recapping the highlights
Big Rivers sold record amounts of power refunded money
to the member distribution cooperatives hit a new peak
maintained a high availability factor of its generating
units provided uninterrupted service during both the coal
miners and theIBEW strikes and construction of our
new power plant ran ahead of schedule All in all it was
an excellent year

The challenge of 1982 and indeed for this decade will
be a constant battle to keep rates as low as possible while
supplying dependable electric power The Big Rivers
Board of Directors and Management look forward to
meeting that responsibility

i

Morton Henshaw

President

W H Thorpe
General Manager



For the years ended December 31 1981 and 1980 D in Thousands

1981 1980

Operating revenues notes 2 5 and 9 240476 179430

Operating expenses
Operations

Fuel for electric generation 86270 68021

Power purchased and interchanged net 58848 52947

Other 19777 13361

Maintenance 14220 9851

Depreciation 15798 10240

Amortization of Panama Mine abandonment note 4 1275 1277

Taxes 1817 1441

Total operating expenses 198005 157138

Electric operating margins 42471 22292

Interest and other deductions

Interest 48626 31655
Allowance for funds used during construction 11533 13126
Other deductions 93 56

Total interest and other deductions 37186 18585

Operating margins 5285 3707

Nonoperating margins interest 1598 1017

Other capital credits and patronage allocations 80 63

Net margins 6963 4787

EMNwn Cl I
For the years ended December 31 1981 and 1980 inTh

Other equities
Donated Consumers

capital contributions

See accompanying notes to financial statements
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Total

equities
Patronage

capital

and

memberships
to debt

service

Balance at December 31 1979 11303 9605 495 1203

Margins for 1980
Operating 3707 3707

Other capital credits and
patronage allocations 63 63

Nonoperating 1017 1017

Capital surcharge 616 75 541

Balance at December 31 1980 16706 14392 570 1744

Margins for 1981
Operating 5285 5285

Other capital credits and
patronage allocations 80 80

Nonoperating 1598 1598

Capital surcharge 615 74 541

Balance at December 31 1981 24284 21355 644 2285

See accompanying notes to financial statements
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December 31 1981 and 1980 Dollars in Thousands

Assets 1981 1980

Utility plant net note 3 598305 456904

Productive capacity under purchased power contract note 7 36000 37500

Investments in associated companies and other 2115 1725

Current assets

Operating funds
Cash 254 356

Temporary investments 9132 151

Construction fundscash 40 6

Receivables 22553 19017
Inventories

Fuel for electric generation 26942 31493

Material and supplies 7267 5773
Other current assets 29 1003

Total current assets 66217 57799
Deferred charges note 4 5597 6901

Deferred credits

708234 560829

Equities and
Liabilities Capitalization

Equities 24284 16706

Longterm liabilities net of current maturities note 5 635516 473046
Total capitalization 659800 489752

Current liabilities

Notes payable to banks note 6 20500

Current maturities of longterm liabilities note 5 6 7812
Accounts payable 36541 38675
Accrued expenses 4492 3716

Total current liabilities 47994 70703
Deferred credits 440 374

Commitments and contingencies notes 3 4 and 10
708234 560829

See accompanying notes to financial statements
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rrnnnciuayittan
For the years ended December 31 1981 and 1980 Dollars in Thousands

616

1981 1980

Sources of working capital
Net margins 6963 4787

Items which do not use provide working capital
Depreciation of utility plant 15798 10240

Amortization of Panama Mine abandonment 1275 1277

Amortization of Peabody Coal Company arbitration award 719 3842

Other amortization and depreciation 190 219

Allowance for funds used during construction 11533 13126
Working capital provided by operations 13412 7239

Longterm borrowings 169486 51138

Increase in deferred credits 66 56

Additions to equities other than margins 615 616

Decrease in working capital 24597

Inventories

183579 83646

Uses of working capital
Additions to utility plant less allowance for funds used

during construction 145856 70483

Reduction of longterm debt 5516 7526

Increase in investments in associated companies and other 390 445

Increase in deferred charges 690 5192

Increase in working capital 31127

183579 83646

Changes in components of working capital
Increase decrease in current assets

Operating funds
Cash 102 122

Temporary investments 8981 3059
Construction funds

Cash 34 25

Temporary investments 16748
Receivables 3536 3983

Inventories

851 2018

Fuel for electric generation 4551 10030

Material and supplies 1494 1638

Other current assets 974 704

8418 3355

Increase decrease in current liabilities
Notes payable to banks 20500 20500

Current maturities of longterm liabilities 851 2018

Accounts payable 2134 2126

Accrued expenses 776 634

22709 21242

Increase decrease in working capital 31127 24597

See accompanying notes to financial statements
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December 31 1981 and 1980

1 Summary of Significant Accounting Policies
a General Big Rivers Electric Corporation Big Rivers is a not for profit electric generation and

Information transmission cooperative association engaged in supplying electric power to four electric
distribution cooperatives members The members provide electric power and energy to
industrial residential and commercial customers located in portions of 22 western Ken
tucky counties Big Rivers has entered into wholesale power contracts with each of its mem
bers which require the members to buy and receive from Big Rivers all their power and
energy requirements and require Big Rivers to sell and deliver power and energy in satisfac
tion of such requirements The wholesale power contracts with the members extend to the

year 2023 Rates to its members are set on a cost of service basis and are subject to approval
by the Kentucky Public Service Commission KPSC and the United States Department of
Agriculture Rural Electrification Administration REA

The primary source of borrowed funds for Big Rivers is the REA guaranteed and
insured loan program under which the REA exercises broad supervisory review over the
operation and financing of Big Rivers Big Rivers expects to utilize the REA guaranteed loan
program to finance all of the planned expansion costs except the costs of pollution control
equipment which is being financed out of present or intended future borrowings At Decem
ber 31 1981 REA has issued conditional loan guarantee commitments to finance the cost of
approved utility plant expansion

b System of Big Rivers maintains its accounts on an accrual basis and follows the Uniform System
Accounts of Accounts prescribed by the Federal Energy Regulatory Commission FERC as adopted by

REA and KPSC The regulatory agencies retain authority and periodically issue orders on
various accounting and rate making matters

c Utility Plant Utility plant is stated at original cost which includes the cost of contracted services
and material labor overhead and an allowance for funds used during construction Replace
Depreciation ments of depreciable property units except minor replacements are charged to utility

plant Property units replaced or retired including cost of removal net of any salvage are
charged to accumulated depreciation Routine maintenance repairs and minor replacement
costs are charged to expense as incurred

Allowance for funds used during construction is included on projects with an esti
mated total cost of 250000 or more before consideration of the allowance The interest
capitalized is determined by applying the weighted average annual effective rate of borrow
ings outstanding during the period to qualifying assets included in construction in progress
Capitalization of interest is discontinued when the project is completed and the asset is
placed into service

Depreciation of utility plant and unclassified plant in service is provided using the
straightline method over the estimated service lives of the depreciable assets Depreciation
rates were as follows for 1981 and 1980

Production plant 3 350

Transmission plant 275

Station equipment 275

General plant 2 21

Unclassified plant in service 275 350

d Temporary Temporary investments consist of U S Government securities under repurchase agree
Investments ments which are carried at cost and adjusted for accrued interest which approximates

market

e Inventories Inventories are valued at the lower of weighted average cost or market Fuel for elec
tric generation is charged to expense as used
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f Patronage As provided in the bylaws any excess of revenues over the sum of a operating costs
Capital and expenses properly chargeable against the furnishing of electric energy and b

amounts required to offset operating losses incurred during the current or any prior fiscal
year shall be capital furnished by the members and credited to a capital account for each
member on a patronage basis Nonoperating margins shall first be used to offset any accu
mulated nonoperating deficits and to the extent not needed for this purpose used to offset
any operating losses during the current or any prior fiscal year If after offsetting the non
operating margins against accumulated nonoperating deficits operating losses or accumu
lated deficits there remains a balance this balance shall be allocated to members on a

patronage basis and any amount so allocated shall be included as a part of capital credited
to the accounts of members Neither operating nor nonoperating losses are allocated to the
members

g Pension and Big Rivers has trusteed noncontributory and contributory retirement plans covering
Deferred substantially all employees Also Big Rivers has executed deferred compensation agree
Compensation ments with certain key employees which provide for periodic payments upon retirement or
Plans to beneficiaries in event of death Big Rivers policy is to fund annual pension and deferred

compensation costs accrued Pension expense includes current service costs and amortiza
tion of prior service costs over twentyfive years

h Income Taxes Big Rivers is a not for profit corporation under the laws of the Commonwealth of Ken
tucky and has been granted exemptions from Federal and state income taxes

i Fiscal Policies In 1980 the Board of Directors of Big Rivers adopted a series of fiscal policies which
serve as a guideline for future financial planning and current operations The fiscal policies
address a variety of factors including target coverage ratios capital financing annual net
margin targets equity accumulation financial forecasts reserves and capital credit rotation
and allocation These fiscal policy objectives are affected by periodic rate adjustment author
izations by REA and KPSC

2 Sate Matters
a General Big Rivers is periodically granted rate adjustments based upon hearings and approval

Matters by KPSC Increases since January 1 1980 are as follows

Amount of

Effective date annual increase Basis

June 4 1980 3600000 1978 kWh sales

January 21 1981 24100000 1979 kWh sales

On August 13 1981 Big Rivers was granted an intersystem sales adjustment credit
which provided for return to its members of margins earned from intersystem sales
and wheeling charges from July 1 1981 through December 31 1981 The total credit of
2834000 was accounted for as a reduction of operating revenues in 1981

b Uniform Fuel The rate structure includes a fuel adjustment clause Prior to January 21 1981 the
Adjustment clause provided that the fuel and certain purchased power costs in excess of 1978 base costs
Clause would be reflected in power billings as a fuel adjustment With the revision of the fuel adjust

ment clause in 1978 KPSC authorized Big Rivers to continue the use of a Purchased Power
Adjustment Clause which permitted the recovery of purchased power costs net of intersys
tem sales and amounts includable in the fuel adjustment clause

Effective January 21 1981 costs subject to the fuel adjustment clause were those fuel
and certain purchased power costs in excess of 1979 annualized base period costs and the
purchased power adjustment clause was eliminated

Effective April 1 1981 costs subject to the fuel adjustment clause were those fuel and
certain purchased power costs in excess of November 1980 base period costs

c Energy In June 1977 the KPSC granted Big Rivers an energy surcharge of 322 mills per kWh
Surcharge for a period not to exceed ten years to provide for 1 repayment of the cost of the Panama

Mine settlement 2 repayment of 37 million of loan proceeds from the Louisville Bank
for Cooperatives LBC and 3 a required commitment to purchase 526 thousand of the
Class C stock of LBC Present annual kWh sales are more than adequate to provide reve
nues necessary to meet these requirements
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3 Utility Plant
The following summarizes utility plant Dollars in Thousands

1981 1980

In service

Production plant 427224 104669

Transmission plant 21014 19978

Station equipment 27080 20054

General plant 7935 3563

Intangible 119 67

483372 148331
Unclassified plant in service 164958

Construction in progress 173576 186458

656948 499747
Less accumulated depreciation 58643 42843

598305 456904

Unclassified plant in service at December 31 1980 consisted primarily of costs associ
ated with a 240 megawatt generating unit Green 1 placed in service in December 1979
During 1981 Green 1 was unitized and reclassified to the appropriate in service
classifications

Construction in progress at December 31 1980 included costs associated with a 240
megawatt generating unit Green 2 which was placed in service in January 1981 During
1981 Green 2 was unitized and reclassified to the appropriate in service classifications

Construction in progress at December 31 1981 consists primarily of costs associated
with approved construction of two 440 megawatt generating units Wilson 1 and 2 and
related common area and transmission facilities Wilson 1 including common area and
transmission facilities is currently expected to be completed in 1984 and to cost 670
million A completion date for Wilson 2 has not been fixed The original expected cost of
Wilson 2 was 441 million

Commitments with vendors at December 31 1981 for all approved construction proj
ects total 336 million primarily in connection with Wilson 1 and related common area and
transmission facilities Approximately 406 million of construction costs are expected to be
incurred in 1982

At December 31 1981 Big Rivers has unused conditional loan commitments from REA

for additional longterm financing of approximately 11 billion to meet approved construc
tion projects

Rates used for the capitalization of interest during construction in 1981 and 1980
were 135 and 106 respectively

4 Deferred Charges
Deferred charges consisted of the following Dollars inThousands

1981 1980

Panama Mine abandonment a 3292 4567

Boiler repair costs b 1573 1082
Other 732 1252

5597 6901

a Panama Mine Big Rivers entered into a contract in September 1972 with Peabody Coal Company
Abandonment Peabody to develop the Panama Coal Mine The mine was beset with numerous problems

from the outset and the project was abandoned in June 1976 In January 1977 Big Rivers
entered into an agreement with Peabody to settle claims arising out of the abandonment
Big Rivers agreed to pay Peabody its costs incurred in the development and operation of the
mine The settlement is being paid based upon an additional charge per ton of coal received
by Big Rivers under other contracts with Peabody The KPSC has granted Big Rivers an
energy surcharge to recover these costs see note 2c on rate matters

b Boiler Repair Big Rivers was a coplaintiff in a legal action against an insurer to recover certain
Costs costs of repairs to a boiler Costs incurred by Big Rivers to repair the boiler and related liti

gation expenses were deferred A portion of these costs are expected to be recovered How
24 ever the actual recovery amount is undeterminable at this time



5 Longterm Liabilities
A summary of longterm liabilities follows Dollars in Thousands

1981 1980

Rural Electrification Administration REA2 and
5 mortgage notes payable maturing from April
1998 through May 2012 105249 108140

Federal Financing Bank FFB751 to 1648
mortgage notes payable maturing from January
1982 through December 2015 434562 265673

Louisville Bank for Cooperatives LBCmortgage
note with variable interest rate currently 130
maturing April 1987 5073 5576

County of Webster Kentucky promissory note with
variable interest rate not to exceed 85 currently
85 due January 1982 61000 61000

Obligation under purchased power contract see
note 7 36000 37500

Other sundry borrowings 593 2969

Total longterm liabilities 642477 480858
Less current maturities 6961 7812

635516 473046

Included in mortgage notes payable to FFB are notes aggregating 3435million at
December 31 1981 which Big Rivers has the ability to and intends to refinance with long
term borrowings Amounts due in 1982 and 1983 are 831 and 2604million respectively

In November 1978 the County of Webster Kentucky issued 61 million of Pollution
Control Interim Revenue Bonds the proceeds of which were loaned to Big Rivers Under the
agreements Big Rivers was required to repay the accumulated interest semiannually and to
repay the principal within one year of completion of the project The project was completed
in January 1981

On January 8 1982 the County of Webster issued Pollution Control Revenue Bonds
Series 1981 the proceeds of which were used to refinance the Interim Revenue Bonds
Under the agreements Big Rivers is required to repay the accumulated interest semian
nually and to repay the principal by April 1 1983 Big Rivers has the ability to and intends
to refinance this obligation with longterm borrowings The notes issued by the County of
Webster will bear interest at a variable rate adjusted periodically equal to 68 of the aver
age annual coupon rate equivalent of the discount rate at which 13week U S Treasury bills
are sold The effective rate at January 8 1982 was 828

Current maturities of longterm liabilities excluding those borrowings discussed
above to be refinanced for the years 1983 through 1986 are 747265and 67
million respectively

All revenues and substantially all assets of Big Rivers are pledged as collateral under
the various debt agreements

6 Notes Payable to Banks
At December 31 1981 Big Rivers had unsecured lineofcredit agreements with three

banks permitting shortterm borrowing for general corporate purposes totalling 405
million Rates for such borrowing are variable with most being at the prevailing prime rate
of interest There were no borrowings under any of these agreements at December 31 1981

7 Purchased Power

In 1970 Big Rivers entered into contracts with the City of Henderson Kentucky City
to operate its 296 megawatt generating station Station Two and to purchase an allocated
portion of the output Big Rivers portion of Station Two capacity for the period from Janu
ary 1982 through the expiration of the contract in October 2003 is currently estimated to
decrease from 85 in 1982 to 10 in 2003 a weighted average of approximately 56 but

this estimate could change Big Rivers allocated portion of Station Two output for the years
ending December 31 1982 through December 31 1986 decreases from 85 to 79 and will
average approximately 82 If the City determines it has no power to allocate to Big Rivers
upon giving five years advance notice the contract could be terminated
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Under the terms of the contracts with the City Big Rivers has agreed to pay a propor

tionate share of the monthly fixed costs of Station Two excluding depreciation based on its
allocated portion of the capacity of Station Two The monthly fixed costs include debt service
payments necessary to retire the principal and to pay interest on the Citys bonds issued to
finance the construction of Station Two As of December 31 1981 the City had outstanding
50 to 57bonds totalling 731 million Big Rivers has recorded as a liability the portion
of the principal payments it is obligated to pay as fixed costs under the contract based on
the most recent estimates of its allocated portion of Station Two capacity and has recorded
as an asset a like amount for the right to purchase its allocated portion of the output The
fixed costs are payable to the City whether or not Station Two is operational or the opera
tion thereof is interrupted suspended or interfered with in whole or in part for any cause
The cost of power purchased under the contract for 1981 and 1980 was approximately
346 and 330million respectively Such costs are treated in the rate making process as
power purchased and interchanged net

8 Pension and Deferred Compensation Plans
Total expense related to the pension and deferred compensation plans was 541

thousand and 463 thousand in 1981 and 1980 respectively A comparison of accumulated
benefits and net assets for the pension plans is as follows Dollars in Thousands

January 1 1982 1981

Actuarially computed present value of accumulated plan benefits
Vested 1119 747

Nonvested 195 147

1314 894

Net assets available for benefits at approximate market value 2476 1713

The assumed rate of return used in determining the actuariallycomputed present
value of accumulated plan benefits was 6 in 1981 and 1980

e Major Customers
The amount of energy sales to the four member distribution cooperatives were as

follows
Dollars in Thousands

1981 1980

Green River Electric Corporation 107318 86155

HendersonUnion Rural Electric Cooperative
Corporation 85197 69219

Meade County Rural Electric Cooperative Corporation 6298 5218

Jackson Purchase Electric Cooperative Corporation 10295 9914

209108 170506

National Southwire Aluminum Company and Anaconda Aluminum Company purchase
substantial amounts of electric energy under contracts with members expiring in 1996 and
1998 respectively Sales to members for these two customers Green River Electric Corpora
tion for National Southwire Aluminum Corporation and HendersonUnion Rural Electric
Cooperative Corporation for Anaconda Aluminum Company were as follows

Dolla in Thousands

Green River HendersonUnion Combined

1981 84761 73841 158602

1980 69168 60111 129279

On December 6 1977 Jackson Purchase Electric Cooperative Corporation became the
fourth member of Big Rivers system The membership agreement provides that Big Rivers
will supply the power needs of Jackson Purchase through purchased power sources until
such time that Big Rivers has adequate capacity to serve those needs On January 1 1984
Jackson Purchase will become an average system cost member

10 Litigation
At December 31 1981 there were a number of pending legal actions involving Big

Rivers either as defendant or plaintiff Management believes that the outcome of all legal
actions and claims will not have a material effect on Big Rivers financial position or results
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RPeatMarwickMitche11Cct
The Board of Directors

Big Rivers Electric Corporation

Certified Public Accountants

2400 First National Tower

101 South Fifth Street

Louisville Kentucky 40202
502 5870535

We have examined the balance sheets of Big Rivers
Electric Corporation as of December 31 1981 and
1980 and the related statements of revenues and

expenses equities and changes in financial position
for the years then ended Our examinations were
made in accordance with generally accepted auditing
standards and accordingly included such tests of the
accounting records and such other auditing proce
dures as we considered necessary in the
circumstances

In our opinion the aforementioned financial

statements present fairly the financial position of Big
Rivers Electric Corporation at December 31 1981
and 1980 and the results of its operations and the
changes in its financial position for the years then
ended in conformity with generally accepted
accounting principles applied on a consistent basis

PEAT MARWICK MITCHELL CO

February 5 1982
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1981 1980 1979 1978

Operating Revenue 240476418 179429591 124077992 117873040

Expenses
Operation and Maintenance 120266830 91232809 53217700 52753054
Purchased Power and

Interchanged Net 58848412 52947305 52238507 49559041

Depreciation and Amortization 17073065 11516775 5976160 5111273
Taxes 1817332 1441297 780799 712919

Interest 37092495 18528992 4988213 3808979
Other 92954 56197 23017 25940
Total 235191088 175723375 117224396 111971206

Operating Margin Loss 5285330 3706216 6853596 5901834

Nonoperating Margin Loss 1677561 1080410 1219271 620969

Net Margin Loss 696289 4786626 8072867 6522803

Utility Plant at Cost 483371934 313289264 283281046 130333952

Construction Work in Progress 173576481 186458271 125427944 157127012

Total Electric Plant 656948415 499747535 408708990 287460964

Less Accumulated Depreciation 58643004 42843216 32900415 28361983

Utility Plant Net 598305411 456904319 375808575 259098981

Total Assets 708233625 560828507 480817488 374646226

Member Maximum
DemandMW 956 943 910 819

Installed Generating
CapacityGross 1153 911 911 669

Purchased PowerHMPL
Station Two 253 256 255 262

Purchased Standby Power 100 100 100 100

KWhMillions
Sales to Members 748278 752934 702928 652685

Sales to Non Members 145527 47536 5850 7939

Generated 616423 518778 391105 367816

Purchased

HMPL Station Two 182287 198904 193109 180531

Other 109702 96638 138712 125309

System Load Factor 871 881 853 875

Employees at YearEnd 667 622 555 488



1977 1976 1975 1974 1973 1972

87745285 60926026 51532866 46377266 29276253 19025434

43278427 33055570 24107293 21959599 16606564 13180546

32249409 29012642 22266033 19584733 6758852 952132

4444813 3274979 3011521 3011133 2943896 2834494

631557 565273 564348 524148 503831 420993

3206173 2611967 2188085 2132974 2077876 1965826

5290 31733 35950 41530 42540 29464

83815669 68552164 52173230 47254117 28933559 19383455

3929616 7626138 640364 876851 342694 358021
144720 171552 48483 152872 178094 107987

4074336 7797690 688847 723979 520788 250034

124665252 122471149 112031490 110330152 108 435060 107986098

57229121 12343345 10734956 2512887 3561570 1367304

181894373 134814494 122766446 112 843 03 9 111996 630 109353402

24534449 21008189 17766620 15004180 12246142 9342964

157359924 113806305 104999826 97838859 99750488 100010438

226712745 174 716 621 120326021 113 833 594 111280099 107 506 853

820 790 748 737 722 502

669 669 669 603 603 603

262 267 271 283 162

100 100 100 100 100 100

618932 592081 570345 577823 487324 376148

5954 387 12917 21970 10690 237

371116 321564 364496 383479 380029 367205

185588 173604 167503 190461 83733

81489 109225 61444 36785 44984 17753

877 873 889 912 787 875

401 346 246 239 221 182
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The Green River bank was cleared and site preparation for the barge unloading dock and
related facilities got under way this year at the Wilson plant
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Financial Highlights

ABOUT THE COMPANY CONTENTS

BIG RIVERS ELECTRIC CORPORATION PresidentsReport 4

Increase Increase

5

1980 1979 Decrease Decrease

Operating Revenues 179429591 124077992 55351599 4461

Operating Expenses 157138186 112213166 44925020 4004

Net Margins 4786626 8072867 3286241 4071
Construction Expenditures 83608637 121460334 37851697 3116
Energy Sales Megawatt Hours

Rates 18

Honors Mr D B Wilson who has been a
Financial

Synthetic Fuels Development

A To Members 7529341 7029283 500058 711

B Intersystem 475357 58496 416861 71263

System Peak Demand in Megawatts 943 910 33 363

Cost of Fuel Used in Generation 68940452 40810921 28129531 6893

Assets 560828507 480817488 80011019 1664

Accumulated Margins and Equity 16705818 11303007 5402811 4780

Employees Full Time 632 555 77 1387

Revenue Per kWh Sold Mills 2241 1750 491 2806
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Director of the Corporation for 16 years
Mr Wilson has served as Vice President

of the Board since 1972 representing
Meade County Rural Electric Coopera
tive Corporation where he has served 31
years as a Director and 11 years as Presi
dent of the Board
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PresidentsReport
As I look back over 1980 1 feel that there
are two very important facts which
should be reported because they are im
portant to Big Rivers members

First Im proud of the quality of the
Corporationspresent managementteam
Our top management team now has a
total of 106 years experience in the elec
tric utility industry Armed with this ex
perience and expertise Big Rivers looks
forward to the opportunities and chal
lenges we envision for the Corporation
and the western Kentucky area we are
proud to serve

Second this first year of the decade
of the 80s brought Big Rivers Electric
Corporation the promise of a unique op
portunity for service During 1980 the
first significant steps were taken to de
velop a synthetic fuels industry in this
country in order to lessen United States
dependence on foreign oil Several major
energy companies began environmental
and engineering studies to construct
synfuel plants in western Kentucky Con
gress passed legislation to assist the de
velopment of the industry including cre
ation of the Synthetic Fuels Corporation

At present plants to produce liquid
solid and gaseous fuels from coal are

planned at Newman Baskett Geneva
and Hardinsburg Kentucky There is also
a possibility of a plant at Slaughters
Kentucky If the full potential is realized
they will utilize more than 100000 tons
of high sulfur coal daily to produce clean
fuels for transportation and industry

Details of the scope of these planned
industries are found elsewhere in this an

nual report
Big Rivers unique opportunity lies in

the fact that these planned production
sites are in the service area of our member

distribution cooperatives The Newman
site would be served by Green River
Electric Corporation the Baskett and
Geneva plants would be served by
Henderson Union Rural Electric

Cooperative and the Hardinsburg loca
tion is in the Meade County R E C C
service area Realizing the potential
electric energy needs of this new industry
by the late 1980s Big Rivers directors
and management initiated discussions
with the energy companies involved as
well as several governmental units re
sponsible for various facets of the de
velopment

In December a significant meeting
was held in Henderson with representa

tives of the U S Department of Energy
Kentucky Department of Energy South
eastern Power Administration Farmers
Home Administration Rural Electrifica
tion Administration Green River Area
Development District and the major
companies involved Big Rivers man
agement pledged its full cooperation and
participation in the development of the
planned projects and pointed out the
problems which must be solved if we are
to have adequate power available when
it is needed U S DOE representatives
are determining power needs and time
frames for the proposed plants in order to
facilitate Big Rivers planning

The development of the synthetic
fuels industry will also potentially pro
vide 30000 new jobs during construc
tion and 5000 to 7000 permanent jobs
in fuels production All of us at Big Rivers
look forward to this opportunity to help
solve the energy crisis We are confident
we can provide adequate service be
cause our D B Wilson plant site in Ohio
County is large enough to accommodate
two additional 600000 kW units and we
believe that a method of serving the in
dustry can be found without financially
impacting the members of our distribu
tion cooperatives

We realize there are problems to be
solved basically socioeconomic and
environmental But a positive construc
tive attitude by all corporate and private
citizenswill solvethese problems aswell
as provide a tremendous boost to our
economy with a minimal impact on our
wayoflife

MORTON HENSHAW

FAX
President Board of Directors
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General ManagersReport
The first year of the new decade of the
80s can best be described as a year of
many accomplishments for Big Rivers
Electric Corporation One milestone
reached during the year was obtaining
approval of the Environmental Impact
Statement which cleared the way for the
groundbreaking during June 1980 for
the new D B Wilson Power Plant On
September 29 1980 REA Administrator
Robert Feragen signed a guaranteed
loan commitment in the amount of
1110740000to be used in construc
tion of the plant and other related
facilities Unit Nos 1 and 2 of the new
plant each of which are 440000
kilowatts are scheduled for commer
cialization on July 1 1984 and January
1 1986 respectively The new units are
equipped with scrubbersthereby per
mitting the use of high sulfur western
Kentucky coal Big Rivers Board of Di
rectors and management received deep
satisfaction in selecting a site which
contained only a small acreage of prime
farmland The area is primarily strip
mined land and not one person was dis
placed from their home

Unit Nos 1 and 2 of the Wilson plant
are being built to satisfy the expected
needs of the rural consumers and existing
industries of our four member systems as
projected by the latest power require
ments study

Still another major accomplishment
was the startup of Unit No 2 of the
Robert D Green Power Plant during
November 1980 Green No 2 is a
240000 kW scrubber equipped unit the
same as Green No 1 which was com

mercialized on December 1 1979 With
this additional generation Big Rivers
now has long needed reserve capacity
which will however be depleted by the
time the new D B Wilson plant is placed
in service

Construction was completed on
27000 feet of additional office space and
the new facilities were occupied during
January 1981 thereby bringing all head
quarters personnel back under one roof

During the early part of 1980 a
wheeling agreement was consummated
with the Tennessee Valley Authority
whereby Big Rivers can either sell or
purchase power from Alabama Electric
Cooperative and South Mississippi Elec
tric Power Association This agreement

gives Big Rivers another strong intercon
nection thereby improving reliability
and continuity of service for each of the
parties involved

Significant improvement was again
reflected in all areas of operation during
1980 Operating revenues amounted
to 179429591 as compared to
124077992 for 1979 Net margins
totalled4786626 as compared to
8072867 for 1979 however 1979
margins included 968175 attributable
to the amortization of an adjustment to
fuel inventory to reflect the Kentucky
Energy Regulatory Commissionsdirec
tive that all utilities in Kentucky carry fuel
inventory at average costs as opposed to
the LastInFirstOut method of ac

counting which had been followed by
Big Rivers Positive margins have now
been realized by Big Rivers for four con
secutive years and accumulated net
equities now amount to16705818

Big Rivers Board of Directors staff
and all of its employees have one com
mon objective that is to provide the
member distribution cooperatives with
reliable service at the lowest practical
cost I strongly believe this objective was
carried outduring 1980 Forthe loyal and
dedicated service by the Board of Direc
tors and the employees I express my
deepest appreciation

W H THORPE

F W
General Manager



Generation

All of Big Rivers generating units are
coalfired steam plants with the excep
tion of a 66 MW oil fired combustion tur

bine which is used for peaking and
emergency During 1980 Big Rivers was
able to maintain a high availability and

Year KW KW Gross Operating Hours

Generating Placed Nameplate Net Generation In Service Out of Service

Unit Fuel In Service Rating Capability KWH Scheduled I Unscheduled

Reid Plant near

Sebree Kentucky
Reid Unit 1 Coal

Gas Turbine Oil

Coleman Plant

near Hawesville
Kentucky

Coleman Unit 1 Coal

Coleman Unit 2 Coal

Coleman Unit 3 Coal

Green Plant near

Sebree Kentucky
Green Unit 1 Coal

Green Unit 2 Coal

HMPL Statio Two

near Sebree Kentucky
Unit 1 Coal

Unit 2 Coal

Green Unit 2 was synchronized on November 8 1980 and upon completion of test operations was
commercialized on January 19 1981

HMPL Station Two is owned by Henderson Municipal Power Light and is operated by Big
Rivers Excess power from the units is used by Big Rivers as base load

System Load Factor Percent

100

capability ratio The annual system load
factor Continued near 88 percent with a
plant availability factor of 90 percent
At the end of 1980 Big Rivers owned or
operated1265000 kW nameplate
generating capacity With the comple

1965 81600 70000 495558000 78477 8485 878

1976 66400 66400 1300000 227

1969 174250 150000 1157926200 82205 5236 399

1970 174250 150000 1146520800 81630 5061 1149

1972 172800 150000 1075743600 72297 5753 9790

1979 242105 210000 1630108000 75432 9843 2565

1981 242133 210000 105126000

1973 175984 150000 1180005800 81788 6052

1974 178000 150000 1216172400 82918 4820 102

Demand Megawatts

1000

tion of Green Unit No 2 which was
placed in commercial operation on
January 19 1981 the total nameplate
generating capacity is1507000 kW
The following table presents data re
garding each generating unit

The Coleman Plants new ash pond a
50acre closed circuit facility was placed
in service Engineering was begun for
transferring fly ash from the Reid and
HMPL Station Two plants to the Green
Stationssolid waste disposal plant This
fly ash will be used to stabilize the Green
Plant scrubberswaste Further Big Riv

ers is preparing to dredge the ash pond
used by the Reid and HMPL Station
Two generating plants The material
dredged from the existing ash pond will
be deposited in a landfill adjacent to the
existing solid waste disposal area

The commercialization of Green

Unit No 2 provides Big Rivers with

long needed reserve generating capacity
This additional capacity will eliminate
Big Rivers need for purchased power
during maintenance periods Further this
unit will present Big Rivers an opportun
ity to sell bulk power to neighboring and
interconnected utilities on an economic

dispatch basis

0
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Fuel Cost of Fuel Used
in Millions of dollars
Includes BREC Cost of HMPL Station Two

Big Rivers consumed approximately 35
million tons of coal during 1980 to pro
duce electricity Over 77 percent of this
coal was purchased under longterm
contracts with nine suppliers The largest
receipts were from Peabody Coal Com
pany and MAPCO Inc from mines in
western Kentucky Coal of lower sulfur
content necessary to meet air pollution
control requirements came from other
suppliers in Kentucky Indiana and
Ohio

The average delivered cost of coal
was 2577 perton or 1173 per million
BTU compared to 2084 per ton or
952 per million BTU in 1979 This in
crease in coal costs was due largely to
five factors 1 award to Peabody Coal
Company by arbitrators of a substantial
price increase 2 costs incurred by the
coal suppliers in complying with the reg
ulations of the Surface Mining Control
and Reclamation Act 3 inflation of the
costs of mining and transporting coal
particularly the sharp increase in cost of
diesel fuel which is a major item in sur
face mining and transportation of coal
4 increased use of lower sulfur coal at

the Reid and Coleman plants and 5 set
tlement of litigation with MAPCO Inc

An Award of Decision was issued in

December 1979 following lengthy ar
bitration proceedings with Peabody Coal
Company over claims for price increases
The award including a portion retroac
tive to October 1977 amounted to ap
proximately 95 million over the re
mainingterms of contracts with Peabody
extending into 1982 Peabody and Big

Average Cost Per Ton of Coal Used

Rivers entered into an agreement in Feb
ruary 1980 to spread the retroactive
amounts over the tons remaining to be
delivered

MAPCO Inc and Big Rivers entered
into an agreement in March 1980 to set
tle a pending lawsuit by MAPCO against
Big Rivers regarding the obligation of Big
Rivers to pay management fee penalties
due to reduction of high sulfur coal re
quirements by Big Rivers from MAPCOS
Retiki Mine This settlement amounts to

about1 million in total to be paid by the
end of 1981 MAPCO and Big Rivers en
tered into an agreement in November for
purchase of coal from MAPCOSDotiki
Mine in lieu of resumption of full produc
tion at the Retiki Mine These two

MAPCO mines along with the Peabody
supplies are the sources of coal for
the Robert D Green Power Plant which
is equipped with scrubbers to use high
sulfur coal

Big Rivers contracted with E M

Coal Inc to supply 34 million tons of
coal over 10 years for the Reid and Cole
man Plants

The Big Rivers Board of Directors
authorized coal inventories to be in

creased from 60 to 90 days in preparation
for the possibility of a coal miners strike
at the expiration of the National Bitumin
ous Coal Wage Agreement in March of
1981

A Long Range Fuel Procurement
Study was completed in July providing
guidelines for a coal procurement pro
gram for future generating units to help
Big Rivers continue to provide the lowest
overall cost of electric power to its con
sumers

71 72 73 74 75 76 77 78 79 8071 72 73 74 75 76 77 78 79 80



Construction

A major milestone in the history of Big
Rivers Electric Corporation was reached
on June 20 1980 when ground was bro
ken for the first two units of the D B Wil

son Power Station in Ohio County Ken
tucky the first one billion dollar venture
for Big Rivers and its member systems

Within a few days crews moved onto
the2200 acre site near Centertown
and began clearing and earth moving
activities for construction of the two

440000 kW coal fired units An unusu
ally dry summer and fall allowed the
movingof nearly twomillion cubic yards
of earth by yearsend A large portion of
this earth moving was for the construc
tion of7000 feet of dike to protect the
plant island from possible flooding
Water settling basins and a pump struc
ture were also virtually complete by the
end of the year as well as much of the
rightofway clearing and preparation for
the railroad spur which may be used to
supply coal to the plant

Prior to the groundbreaking almost
two years of intensive efforts by Big Rivers
personnel and consultants were invested
in meeting stringent State and Federal en
vironmental and permitting requirements
before earth could be turned During the
final weeks prior to June 20 the final En
vironmental Impact Statement was ap
proved by all State and Federal agencies
the Rural Electrification Administration

approved the1110740000 loan the
Kentucky Energy Regulatory Commission
granted Big Rivers a Certificate of Con
venience and Necessity and a Certificate
of Environmental Compatibility to build

the plant and all State and Federal con
struction permitting requirements were
fulfilled

The first unit is scheduled to begin
operation in mid1984 and the second
unit should begin operating in early
1986 Approximately twelve hundred
construction personnel will be employed
during peak construction times expected
to be in 1983 and84 Approximately two
hundred thirty five Big Rivers permanent
employees will operate the plant

No residences or farms are being dis
placed by the plant with nearly all the
2200 acres of land needed for the project
being purchased from Peabody Coal
CompanyThe plant is expected to burn
approximately 17 million tons of local
coal annually to be purchased on a
competitive bid basis

Electrostatic precipitators which are
expected to remove 9977 of the par
ticulate matter and sulfur dioxide scrub
bers which will remove 90 of the sulfur

dioxide from the stack gases and other
pollution control facilities will cost
nearly 225000000of the total one
billion dollar cost of the Wilson plant

Ground breaking for
D B Wilson Power Station

Top left
D B Wilson

Top right
D B Wilson and Morton Henshaw

Bottom

From left are Texal Brooks William
Briscoe D B Wilson Morton Henshaw
John C Burnett Edward F Johnson
William Seaton Edwin L Reid
Harvey Sanders Stanley Jones C G Truitt
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Energy Supply

During 1980 Big Rivers delivered
7529341175 kWh to its four distribu
tion cooperatives The demand for elec
tric energy by the distribution coopera
tives during 1980 was the largest demand
experienced during the history of Big
Rivers and reflected an increase of 71
percent from 1979 The increase of kWh
sales to the distribution cooperatives was
mostly attributable to the increased de
mands by Henderson Union Rural Elec
tric Cooperative Corporation to serve The
Anaconda Companysthird potline at the
Sebree Aluminum Reduction Plant

In addition to the energy delivered to
the four member distribution coopera
tives Big Rivers delivered 475357000
kWh as intersystem sales to intercon
nected electric utilities

On July 16 1980 at400pm a new
system coincidental peak of 943 MW was
reached as compared to a system peak in
1979 of 910 MW This new system peak
was primarily a result of the increased air
conditioning requirements of the con
sumers of the distribution cooperatives

Big Rivers has contracts with the
Southeastern Power Administration

SEPA for the Corporation to purchase
40000 kW of peaking capacity and
100000 kW of standby capacity In ad
dition the Corporation has interconnec
tion agreements with Henderson
Municipal Power and Light Southern Il
linois Power Cooperative East Kentucky

Power Cooperative Louisville Gas
Electric Company Southern Indiana Gas

Electric Company and Hoosier Energy
Division of Indiana Statewide REC Inc
as well as contracts with the Tennessee
Valley Authority TVA for the sale of
surplus energy and for wheeling power
through their system Big Rivers also
maintains an interconnection with Ken
tucky Utilities Company

The new economic dispatch system
will be in service during the first quarter
of 1981 which will enhance Big Rivers
ability to monitor its generation costs and
control the production of electricity by
fully utilizing the most economical gen
eration available This system will also
enable Big Rivers Electric Corporation
to maximize sales of power as well
as wheeling power through its system
for resale

Big Rivers Board of Directors
Three from each Cooperative

Henderson Union Rural Electric

Cooperative Corporation
William Briscoe
C G Truitt

Morton Henshaw

Meade County Rural Electric
Cooperative Corporation

William Seaton

John C Burnett
D B Wilson

Jackson Purchase Electric
Cooperative Corporation

Edwin L Reid

Harvey Sanders
Stanley Jones

Green River Electric Corporation
Edward F Johnson
TexalBrooks

J Edward Delker
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Distribution Cooperatives
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Transmission

As of December 31 1980 Big Rivers had
in service 5779 miles of 69 kV transmis

sion lines 2449 miles of 161 kV trans
mission lines and 154 miles of 138 kV

transmission lines with17169850 in
vested in lines and28671944invested
in station equipment

In preparation for serving Jackson
Purchase Electric Cooperative Corpora
tion on January 1 1984 41 percent of
rightofway easements required to con
struct approximately 36 miles of 161 kV
transmission lines and approximately 20
percent of the rightofway easements for
57 miles of 69 kV lines have been ac

quired

A Certificate of Convenience and

Necessity was obtained from the Ken
tucky Energy Regulatory Commission for
the construction of approximately 64
miles of 345 kV and 86 miles of 161 kV
transmission lines and associated substa

tion facilities all of which is estimated to
cost49843000 These facilities will
connect the D B Wilson Power Plant

into Big Rivers existing system
In addition a new power require

ments study was started approximately
1000 acres of transmission rightofway
were cleared and sprayed and other pre
ventive maintenance was continued

during 1980

INTERCONNECT WITH OTHER

UTILITIES
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Personnel

Employees continue to be Big Rivers most
important resource Total employment
continued its steady growth in 1980 with
an increase to 632 a 14 percent increase
over the 1979 yearend total of 555

The addition of the new D B Wilson

Power Plant offers current and pro
spective employees promising growth
opportunities

At yearend negotiations were in
itiated on a new labor contract The pre
sent labor agreement between the Cor
poration and Local Union 1701 of the
IBEW covering bargaining unit

employees became effective September
121977 and expires March 171981

The Corporation continues to em
phasize employee development in all
areas of operations to further upgrade the
quality of our service A wide range of
training programs is provided to stress
personal growth and technical training
for improved job skills

Big Rivers believes in employee
self development and provides financial
assistance for job related courses of study
at universities colleges and vocational
schools

In addition to on going manage
ment and supervisory training the Cor
poration has purchased a control room
simulator and a pre programmed
maintenance training program to update
the skills of production workers

15



Environmental

The promulgation of new environmental
rules and regulations developed to im
plement recently passed State and Fed
eral laws continues to pose new problems
in the construction of plants and the pro
duction of electric power Big Rivers
maintains that consumers needs can be
met with minimal degradation of the en
vironment

Most of the Corporationsefforts in
this area during 1980 were expended on
the D B Wilson Plants final Environ

mental Impact Statement which was
published in May This paved the way for
obtaining construction permits and the
groundbreaking was held in June

Other environmental concerns dur

ing the year were new and updated en
vironmental reports for transmission
facilities finalizing environmental re
ports for extensive rework of the Reid
plant ash systems stack testing at the
Green plant and extensive data gather
ing for new and renewal permits

111061

Total Equity
in Millions of dollars
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Regulatory
Reorganizatwn

The Kentucky Energy Regulatory Com
mission which regulates electric and gas
utilities will be replaced with a three
member full time Public Service
Commission on March 1 1981 On
November 21 1980 Governor John Y
Brown Jr issued an Executive order
abolishing the ERC and the Utility Reg
ulatory Commission which regulates
telephone water and sewer utilities Be
ginning March 1 all utilities will be under
the jurisdiction of the new PSC

The Governor said the change was
made to promote governmental
economy guarantee consistency in
the regulatory process and fundamental
fairness in all decisions The three

full time commissioners will be ap
pointed by the Governor with the advice
and consent of the Kentucky Senate
Their terms shall be for four years except
thatthe members appointed in 1981 shall
serve staggered terms ending March 1
1982 1983 and 1984 The Governor
will also designate the chairman and
vice chairman among the commission
ersNo changes were made in staff posi
tions responsibilities or functions juris
diction over any proceeding which is
pending before either the Energy or Util
ity Regulatory Commission on the effec
tive date of the order shall be ceded to

the Public Service Commission which
shall include the power to render any de
cision authorized by statute

17



Rates

State statutes and administrative regula
tions require a utility to give its consum
ers and the State Regulatory Commission
a twenty f20 days notice stating plainly
the rate changes to be made and the time
the changes will go into effect The
Commission may on its own motion or
upon complaint suspend the effective
date for a period of five 5 months and
order a hearing regarding the reasona
bleness of the proposed rateslfthe
Commission at any time during the five
5 months suspension period finds that
an emergency exists orthe utilityscredit
or operations will materially be impaired
by lack of adequate rates the Commis
sion may after any hearing permit all or
a portion of the proposed rates to become
effective If hearings have not been com
pleted or an order issued upon the expi
ration of five 5 months and 20 days the

In

Operating Revenues
in Millions of dollars

200

utility seeking an adjustment in rates
may upon written notice to the Commis
sion place the proposed rates in effect
subject to refund

At any hearing involving the rate or
charge sought the burden of proof to
show that the proposed rates are just and
reasonable is the responsibility of the
utility The Commission is required by
statute to give preference to the hearing
and decision regarding rate matters over
other questions pending before it and
provide a decision as soon as possible
and in any event not later than ten 10
months after the filing by the utility

In addition to statutes and regulations
providing that all rates received by an
electrical utility be fair just and reasona
ble they further provide for an automatic
fuel adjustment clause by which electric
utilities may immediately recover in
creases in fuel costs subject to later
scrutiny by the Energy Regulatory Com
mission The mechanics of the fuel ad

justment clause permit the recovery of
the cost of fuel used in generation utiliz
ing the weighted average inventory cost
and the recovery of the actual identifiable
cost of fuel associated with energy
purchased

Monthly the utility files a report with
the commission giving data of its fuel
costs and afterten 10 days may adjust its
charges for any change in fuel costs Each
six 6 months the commission conducts
hearings on the utilityspast monthly fuel
adjustments and every two 2 years
conducts hearings for the purpose of ad
justing base rates to incorporate the cur
rent fuel costs

On March 26 1979 Big Rivers
filed a notice with the Commission that it

intended to increase its rates to provide
additional annual revenues of

17981270 an increase of 171 per
cent Effective December 1 1979 an in
crease of12650000 was granted On
December 20 a petition for rehearing
was filed The rehearing was granted and
held on January 30 1980 Effective June
4 1980 the Commission granted an ad

LongTerm Interest Cost
in Millions of dollars

Includes BREC cost of HMPL Station Two

36

ditional increase of3625000 which
resulted in an increase of16275000as

compared to the17981270 originally
requested

On August 1 a notice was filed that
the Corporation proposed to increase its
rates by 204 percent an annual increase
of29411387 based on 1979 sales

The increased revenues requested
were primarily to pay for increased fixed
costs associated with the commerciali

zation of Green Generating Plant Unit
No 2 and a margin level equal to 130
Times Interest Earned Ratio TIER The
Commission on January 21 1981
granted an increase of24109533
based on 1979 kWh sales and a TIER of
1225
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Statements of Revenues
and Expenses
Big Rivers Electric Corporation
For the years ended December 31 1980 and 1979

Dollars in Thousands

Statements of Equities Dollars in Thousands

Other equities
Donated Consumers

capital contributions
Total Patronage and to

equities capital memberships debt service

Balance at December 31 1978
Margins for 1979

Operating
Nonoperating

Capital surcharge
Balance at December 31 1979
Margins for 1980

Operating
Nonoperating

Capital surcharge

Balance at December 31 1980

2548 1532 414 602

6854 6854
1219 1219

682 81 601

11303 9605 495 1203

3707 3707

1080 1080
616 75 541

16706 14392 570 1744

See accompanying notes to financial statements
19

1980 1979

Operating revenues notes 5 and 9 179430 124078

Operating expenses
Operations

Fuel for electric generation 68021 40016

Power purchased and interchanged net 52947 52238
Other production expenses 7984 3248
Transmission 689 512

Administrative and general 4688 3446
Maintenance

Production 9183 5527
Transmission 577 421

General plant 91 48

Depreciation 10240 4663
Amortization of Panama Mine abandonment note 4 1277 1313
Taxes 1441 781

112213Total operating expenses 157138

Electric operating margin 22292 11865
Interest and other deductions

Interest 31655 20348

Interest charged to construction 13126 15360
Other deductions 56 23

5011Total interest and other deductions 18585

6854Operating margin 3707
Nonoperating margin primarily interest 1080 1219

8073Net margins 4787

Statements of Equities Dollars in Thousands

Other equities
Donated Consumers

capital contributions
Total Patronage and to

equities capital memberships debt service

Balance at December 31 1978
Margins for 1979

Operating
Nonoperating

Capital surcharge
Balance at December 31 1979
Margins for 1980

Operating
Nonoperating

Capital surcharge

Balance at December 31 1980

2548 1532 414 602

6854 6854
1219 1219

682 81 601

11303 9605 495 1203

3707 3707

1080 1080
616 75 541

16706 14392 570 1744

See accompanying notes to financial statements
19



Balance Sheets
Big Rivers Electric Corporation
December 31 1980 and 1979

20

Assets

Utility plant net note 3
Productive capacity under purchased

power contract note 7

Investments in associated companies and other
Current assets

Operating funds
Cash

Temporary investments
Construction funds
Cash

Temporary investments
Receivables

Inventories

Fuel for electric generation
Material and supplies

Other current assets
Total current assets

Deferred charges note 4

Equities and Liabilities

Capitalization
Equities
Long term liabilities net of current

maturities note 5
Total capitalization

Current liabilities

Notes payable to banks note 6
Current maturities of longterm

liabilities note 5
Accounts payable
Accrued expenses

Total current liabilities

Deferred credits

Commitments and contingencies notes 3 4 and 10

See accompanying notes to financial statements

Dollars in Thousands

1980 1979

456904 375809

37500 27800
1725 1280

356 234

151 3210

6 31

16748
19017 15034

31493
5773

1003
57799

6901

560829

21463
4135

299

61154

14774

480817

16706 11303

473046 419735
489752 431038

20500

7812
38675
3716

70 703

9830
36549
3082
49461

374

560829

11MG

480817



Statements of Changes
in Financial Position
Big Rivers Electric Corporation
For the years ended December 31 1980 and 1979

Dollars in Thousands

See accompanying notes to financial statements
21

1980 1979

Sources of working capital
Net margins 4787 8073
Items which do not use provide working capital

Depreciation of utility plant 10240 4663
Amortization of Panama Mine abandonment 1277 1313
Amortization of Peabody Coal Company arbitration award 3842 724

Amortization of deferred credits 968

Other amortization and depreciation 219 122

Allowance for funds used during construction 13126 15360
Working capital provided by

used in operations 7239 1433

Longterm borrowings 51138 99662
Increase in deferred credits 56

Additions to equities other than margins 616 682

Decrease in working capital 24597 24041

12295283646

Uses of working capital
Additions to utility plant less allowance

for funds used during construction 70483 106100
Reduction of longterm debt 7526 8621
Increase in investments in associated

companies and other 445 231

Increase in deferred charges 5192 7749
Decrease in deferred credits 251

12295283646

Changes in components of working capital
Increase decrease in current assets

Operating funds
Cash 122 99

Temporary investments 3059 1192
Construction funds

Cash 25 131

Temporary investments 16748 26186
Receivables 3983 2271
Inventories

Fuel for electric generation 10030 8902
Material and supplies 1638 932

Other current assets 704 258

3355 15047

Increase decrease in current liabilities
Notes payable to banks 20500

Current maturities of longterm liabilities 2018 714

Accounts payable 2126 9416
Accrued expenses 634 1136

21242 8994

24041Decrease in working capital 24597

See accompanying notes to financial statements
21



Notes to Financial Statements
Big Rivers Electric Corporation
December 31 1980 and 1979

1 Summary of Significant
Accounting Policies
a General Information

Big Rivers Electric Corporation Big Riv
ers is a not for profit electric generation
and transmission cooperative association
engaged in supplying electric power to
four electric distribution cooperatives
Members The Members provide elec
tric power and energy to industrial resi
dential and commercial customers lo

cated in portions of 22 western Kentucky
counties Big Rivers has entered into
wholesale power contracts with each of
its Members which require the Members
to buy and receive from Big Rivers all
their power and energy requirements and
require Big Rivers to sell and deliver
power and energy in satisfaction of such
requirements The wholesale power con
tracts with the Members extend to the

year 2017 National Southwire
Aluminum Company and The Anaconda
Company purchase substantial amounts
of electric energy sold under contracts
with Members expiring in 1996 and
1998 respectively Rates to its Members
are set on a cost of service basis and are

subject to approval by the Kentucky
Energy Regulatory Commission KERC
and the Rural Electrification Administra

tion REA

The primary source of borrowed funds
for Big Rivers is the REA guaranteed and
insured loan program under which the
REA exercises broad supervisory review
over the operation and financing of Big
Rivers At December 31 1980 the REA
has issued conditional loan guarantee
commitments to finance the cost of ap
proved utility plantexpansion for the Wil
son and Green stations Big Rivers ex
pects to utilize the REA guaranteed loan
program to finance all of the planned ex
pansion costs except the costs of pollu
tion control equipment which is being fi
nanced out of present or intended future
borrowings

b System of Accounts
Big Rivers maintains its accounts on an
accrual basis and follows the Uniform

System of Accounts prescribed by the
Federal Energy Regulatory Commission
FERC as adopted by the United States
Department of Agriculture REA and
KERC The regulatory agencies retain
22

authority and at times issue orders on
various accounting and rate making
matters

c Utility Plant and Depreciation
Utility plant is stated at original cost
which includes the cost of contracted

services material labor overhead and
an allowance for all funds used during
construction Replacements of depreci
able property units except minor re
placements are charged to utility plant
Property units replaced or retired in
cluding cost of removal net of any sal
vage are charged to accumulated depre
ciation Routine maintenance repairs
and minor replacement costs are charged
to expense as incurred

Depreciation of utility plant and un
classified plant in service is provided
using the straight line method over the
estimated service Fives of the depreciable
assets Depreciation rates were as follows
for 1979 and 1980

Production plant 3 350

Transmission plant 275

Station equipment 275

General plant 2 21

Unclassified plant
in service 275 350

d Temporary Investments
Temporary investments consists primarily
of US Government securities and certifi

cates of deposit which are carried at
purchased cost and adjusted for accrued
interest and discount or premium The
carrying value approximates market

e Inventories

Inventories are valued at weighted aver
age cost which approximates the lower
of cost or market Fuel for electric genera
tion is charged to expense as used

f Patronage Capital
As provided in the bylaws any excess of
revenues over the sum of a operating
costs and expenses properly chargeable
against the furnishing of electric energy
and b amounts required to offset
operating losses incurred during the cur
rent or any prior fiscal year shall be capi
tal furnished by the patrons and credited
to a capital account for each patron on a
patronage basis Nonoperating margins

shall first be used to offset any accumu
lated nonoperating deficits and to the
extent not needed for this purpose used
to offset any operating losses during the
current or any prior fiscal year If after
offsetting the nonoperating margins
against accumulated nonoperating de
ficits operating losses or accumulated
deficits there remains a balance this ba
lance shall be allocated to patrons on a
patronage basis and any amount so allo
cated shall be included as a partof capital
credited to the accounts of patrons
Neither operating nor nonoperating los
ses are allocated to the patrons

g Pension and Deferred
Compensation Plans
Big Rivers has trusteed noncontributory
and contributory retirement plans cover
ing substantially all employees Also Big
Rivers has executed deferred compensa
tion agreements with certain key
employees which provide for periodic
payments upon retirement or to ben
eficiaries in event of death Big Rivers
policy is to fund the annual pension and
deferred compensation costs accrued
Pension expense includes current service
costs and amortization of prior service
costs over twenty five years

h Income Taxes
Big Rivers is a not for profit corporation
under the laws of the Commonwealth of

Kentucky and has been granted exemp
tionsfrom Federal and state incometaxes

i Fiscal Policies
The Board of Directors of Big Rivers
adopted in September 1980 a series of
fiscal policies which will serve as a
guideline for future financial planning
and current operations The fiscal policies
address a variety of factors including
target coverage ratios capital financing
annual net margin targets equity ac
cumulation financial forecasts reserves
and capital credit rotation and allocation
These fiscal policy objectives are affected
by periodic rate adjustment authoriza
tions by REA and KERC

Continued



Big Rivers Electric Corporation
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2 Rate Matters
a General Matters

Big Rivers is periodically granted rate in
creases based upon hearings and ap
proval by KERC Increases since January 1
1979 are as follows

b Uniform Fuel Adjustment Clause
The rate structure includes a fuel adjust
ment clause Prior to January 21 1981
the clause provided that the fuel and cer
tain purchased power costs in excess of
1978 base costs would be reflected in

power billings as a fuel adjustment With
the revision of the fuel adjustment clause
in 1978 KERC authorized Big Rivers to
continue the use of a Purchased Power

Adjustment Clause which permitted the
recovery of purchased power costs net of
intersystem sales and amounts includable
in the fuel adjustment clause

Effective January 21 1981 costs sub
ject to the fuel adjustment clause are
those fuel and certain purchased power
costs in excess of 1979 annualized base

period costs and the purchased power
adjustment clause is eliminated

c Energy Surcharge
In June 1977 the KERC granted Big Rivers
an energy surcharge of 322 mills per
kWh for a period not to exceed ten years
to provide for repayment of the cost of the
Panama Mine settlement and for the re

paymentof37 million of loan proceeds
from the Louisville Bank for Cooperatives
and a required commitment to purchase
526 thousand of its Class C stock Pre
sent annual kWh sales are more than

adequate to provide revenues necessary
to meet these requirements

3 Utility Plant
The following summarizes the utility plant

Dollars in Thousands

1980 1 1979
In service

Amount of

Production plant

Effective annual

19978

date increase Basis

Dec 1 1979 12600000 1978 kWh sales
June 4 1980 3600000 1978 kWh sales
Jan 21 1981 24100000 1979 kWh sales

b Uniform Fuel Adjustment Clause
The rate structure includes a fuel adjust
ment clause Prior to January 21 1981
the clause provided that the fuel and cer
tain purchased power costs in excess of
1978 base costs would be reflected in

power billings as a fuel adjustment With
the revision of the fuel adjustment clause
in 1978 KERC authorized Big Rivers to
continue the use of a Purchased Power

Adjustment Clause which permitted the
recovery of purchased power costs net of
intersystem sales and amounts includable
in the fuel adjustment clause

Effective January 21 1981 costs sub
ject to the fuel adjustment clause are
those fuel and certain purchased power
costs in excess of 1979 annualized base

period costs and the purchased power
adjustment clause is eliminated

c Energy Surcharge
In June 1977 the KERC granted Big Rivers
an energy surcharge of 322 mills per
kWh for a period not to exceed ten years
to provide for repayment of the cost of the
Panama Mine settlement and for the re

paymentof37 million of loan proceeds
from the Louisville Bank for Cooperatives
and a required commitment to purchase
526 thousand of its Class C stock Pre
sent annual kWh sales are more than

adequate to provide revenues necessary
to meet these requirements

3 Utility Plant
The following summarizes the utility plant

Dollars in Thousands

1980 1 1979
In service

Production plant 104669

Transmission plant 19978

Station equipment 20054

General plant 3563

Intangible 67

148331

Unclassified plant in service 164958

Electric plant held for future use
Construction in progress 186458

499747

Less accumulated depreciation 42843
456904

98372
17267
17451
2868

67

136025

147029
227

125428
408709
32900

375809

Unclassified plant in service at December
31 1980 and 1979 consists primarily of a
240 megawatt generating unit Green 1
placed in service in December 1979 in
cluding 14 million of unbilled con
tracted costs expected to be billed and
paid in 1981 Unclassified plant in serv
ice at December 31 1980 is expected to
be unitized and reclassified to the ap
propriate in service classifications during
1981

Construction in progress consists primar
ily of the following

A 240 megawatt generating unit Green
2 which was placed into service in
January 1981 Budgeted expenditures
for the unit at December 31 1980 are
170 million Big Rivers had expended
155 million toward completion of this
project at December 31 1980

Two 440 megawatt generating units
Wilson 1 and 2 and related transmis
sion facilities which are expected to be
placed in service during 1984 and 1986
and currently expected to cost 11
billion In connection with this planned
construction effort Big Rivers has en
tered into various contracts for the de

livery of equipment and services with
expected costs totalling 354 million at
December 31 1980 Costs total I i ng 27
million have been incurred and are in

cluded in construction in progress at
December 31 1980

At December 31 1980 Big Rivers has
unused conditional loan commitments

from REA for additional longterm
financing of approximately 12 billion to
meet approved construction projects Continued

23



Big Rivers Electric Corporation
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4 Deferred Charges
Deferred charges consists of the following

Dollars in Thousands

1980 1979

Panama Mine abandonment a 4567 5844
Peabody Coal Company

arbitration award b 719 4561
Preliminary survey and

investigation costs c 2936
Boiler repair costs d 1082 1057
Other 533 376

6901 14774

a Panama Mine Abandonment

Big Rivers entered into a contract in Sep
tember 1972 with Peabody Coal Com
pany Peabody to develop the Panama
Coal Mine The mine was beset with
numerous problems from the outset and
the project was abandoned in June 1976
In January 1977 Big Rivers entered into
an agreement with Peabody to settle
claims arising out of the abandonment
Big Rivers agreed to pay Peabody its costs
incurred in the development and opera
tion of the mine The settlement is being
paid based upon an additional charge per
ton of coal received by Big Rivers under
two other contracts with Peabody The
KERC has granted Big Rivers an energy
surcharge to repay these costs see note
2c on rate matters

b Peabody Coal Company
Arbitration Award

In September 1978 Peabody filed a de
mand for arbitration upon Big Rivers The
demand related to disputes that had
arisen under two long term contracts for
the sale of coal by Peabody to Big Rivers
During 1979 in accordance with binding
arbitration clauses contained in the con
tracts Peabody was awarded a settlement
of approximately 96 million The set
tlement related to both prior and future
del iveries of coal The payment of the set
tlement will be spread over tonnage re
maining for delivery under the contracts
and will be recovered through the Uni
form Fuel Adjustment Clause see note
2b on rate matters The portion relating
to deliveries prior to November 1979 is
reflected in deferred charges and is being
amortized as a charge to fuel for electric
generation
24

c Preliminary Survey
and Investigation Costs
Preliminary survey and investigation
costs were incurred in connection with

Big Rivers planned utility plant expan
sion program Wilson 1 and 2 The costs
incurred were deferred pending approval
by appropriate regulatory authorities and
a final decision by Big Rivers

At December 31 1980 the planned
expansion program has been approved
and the preliminary survey and investiga
tion costs have been transferred to con
struction in progress

d Boiler Repair Costs
Big Rivers is a coplaintiff in a legal action
against an insurer to recover certain costs
of repairs to a boiler Costs incurred by
Big Rivers to repair the boiler and related
litigation expenses are being deferred
Management believes that the probability
of recovery or settlement is excellent
These amounts are not being amortized
pending final settlement of litigation

Continued
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5 Longterm Liabilities
A summary of longterm liabilities follows Dollars in Thousands

1980 1979

Rural Electrification Administration

REA 2 and 5 mortgage notes
payable maturing from April 1998
through May 2012 108140 108561

Federal Financing Bank FFB 751

to 1479 mortgage notes payable
maturing from January 1981 through
December 2012 265673 217849

Louisville Bank for Cooperatives LBC
mortgage note with variable interest
rate currently 116 maturing
April 1987 5576 5417

County of Webster Kentucky promissory
note with variable interest rate not

to exceed 85 currently85 due
January 1982 61000 61000

Other promissory notes with interest rate
at 7 maturing from January 1981
through January 1987 148 167

Obligation under Peabody Coal Company
arbitration award see note 4 1276 5285

Obligation under Panama Mine abandonment
see note 4 1545 3486

Obligation under purchased power contract
see note 7 37500 27800

429565Total longterm liabilities 480858

Less current maturities

Longterm debt 4146 3389

Obligation under Peabody Coal
Company arbitration award 1103 2991

Obligation under Panama Mine
abandonment 1063 2050

Obligation under purchased
power contract 1500 1400

9830Total current maturities 7812

419735473046

Included in mortgage notes payable to
FFB are notes aggregating 1746million
which Big Rivers has the ability to and
intends to refinance with longterm bor
rowings Amounts due in 1981 and 1982
are 915 and 831 million respec
tively

In November 1978 the County of
Webster Kentucky issued 61 million of
Pollution Control Interim Revenue

Bonds the proceeds of which were
loaned to Big Rivers Under the agree
ments Big Rivers is required to repay the
accumulated interest semiannually and
to repay the principal within one year of
completion of the project The project

was completed in January 1981 The un
used portion of the borrowed funds was
shown in the financial statements under

construction funds at December 31 1979
and was used in 1980 Big Rivers has the
ability to and intends to refinance this ob
ligation with longterm borrowings

Current maturities of longterm
liabilities excluding those borrowings to
be refinancedfor the years 1982 through
1985 are 7273 71 and 65 mil
lion respectively

All revenues and substantially all as
sets of Big Rivers are pledged as col lateral
under the various debt agreements

Continued
25
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6 Notes Payable to Banks
Big Rivers has lineofcredit agreements
with four banks permitting short term
borrowing for general corporate purposes
totalling 36 million Rates for such bor
rowing are variable with most being at
the prevailing prime rate of interest

Borrowings under these agreements
during the year and at December 31
1980 were 205 million at a weighted
average interest rate of 15 There were

no borrowings under this arrangement
during 1979

7 Purchased Power

In 1970 Big Rivers entered into contracts
with the City of Henderson Kentucky
City to operate its 296 megawatt
generating station Station Two and to
purchase an allocated portion of the out
put Big Rivers portion of Station Two
capacity for the period from January 1981
through the expiration of the contract in
October 2003 is currently estimated to
decrease from 86 in 1981 to 10 in
2003 a weighted average of approxi
mately 57 but this estimate could

change Big Rivers allocated portion of
Station Two output for the years ending
December 31 1981 through December
31 1985 decreases from 86 to 81 and

will average approximately 84 If the

City determines it has no power to allo
cate to Big Rivers upon giving five years
advance notice the contract could be
terminated

Under the terms of the contracts with
the City Big Rivers has agreed to pay a
proportionate share of the monthly fixed
costs of Station Two excluding deprecia
tion based on its allocated portion of the
capacity of Station Two The monthly
fixed costs include debt service payments
necessary to retire the principal and to
pay interest on the Citys bonds issued to
finance the construction of Station Two
As of December 31 1980 the City had
outstanding 49to57bonds of 747
million Big Rivers has recorded as a lia
bility the portion of the principal pay
ments it is obligated to pay as fixed costs
under the contract based on the most re
cent estimates of its allocated portion of
Station Two capacity and has recorded as
an asset a like amount for the right to
purchase its allocated portion of the out
put The fixed costs are payable to the City
26

whether or not Station Two is operational
or the operation thereof is interrupted
suspended or interfered with in whole or

in part for any cause The cost of power
purchased under the contract for 1980
and 1979 was approximately 330 and
264 million respectively Such costs
are treated in the rate making process as
power purchased and interchanged net

8 Pension and Deferred

Compensation Plans
Total expense related to the pension and
deferred compensation plans was 463
thousand and 207 thousand in 1980 and
1979 respectively A comparison of ac
cumulated benefits and net assets for the
pension plans is as follows

Dollars in Thousands

January 1

1981

Actuariallycomputed present value of
accumulated plan benefits
Vested 704
Nonvested 167

871

Net assets available

for benefits 1713

The assumed rate of return used in
determining the actuariallycomputed
present value of accumulated plan ben
efits was 6 in 1980 and 1979

9 Major Customers
The amount of energy sales to the four
member distribution cooperatives was as
follows

1980

554

266

820

1073

Dollars in Thousands

1980 1 1979

Green River Electric Corporation 86155
Henderson Union Rural Electric

Cooperative Corporation 69219
Meade County Rural Electric

Cooperative Corporation 5218
Jackson Purchase Electric

Cooperative Corporation 9914

170506

65041

44270

3909

9571

122791

Continued
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Sales to member distribution coopera
tives for two customers Green River

Electric Corporation for National
Southwire Aluminum Corporation and
HendersonUnion Rural Electric

Cooperative Corporation for The
Anaconda Company were as follows

Dollars in Thousands

Henderson
Green River Union Combined

1979 52812 38649 91461
1980 69168 60111 129279

On December 6 1977 Jackson
Purchase Electric Cooperative Corpora
tion became the fourth member of Big
Rivers system The membership agree
ment provides that Big Rivers will supply
the power needs of Jackson Purchase
through purchased power sources until
such time that Big Rivers has adequate
capacity to serve those needs at which
time Jackson Purchase will become an
average system cost member

10 Litigation
At December 31 1979 there were a
number of legal actions pending against
Big Rivers either as defendant or plaintiff
and some of these sought substantial
money damages These legal actions in
general included a judgment being
sought by a coal supplier for management
fees and penalties a suit against an insur
ance carrier seeking to recover certain
costs made for repairs to a boiler and
mechanics and materialmensliens filed

against Big Rivers in regard to construc
tion projects

During 1980 Big Rivers reached an
agreement with the coal supplier for
management fees and penalties which
provides for payment of the settlement
amount based on a formula and spread
over tonnage remaining for delivery
under the contracts with the coal

supplier
Management believes that the out

come of all legal actions and claims will
not have a material effect on Big Rivers
financial position or results of operations

Accountants
Report

The Board of Directors

Big Rivers Electric Corporation

We have examined the balance sheets of

Big Rivers Electric Corporation as of De
cember 31 1980 and 1979 and the re
lated statements of revenues and ex

penses equities and changes in financial
position for the years then ended Our
examinations were made in accordance

with generally accepted auditing stand
ards and accordingly included such tests
of the accounting records and such other
auditing procedures as we considered
necessary in the circumstances

In our opinion the aforementioned fi
nancial statements present fairly the fi
nancial position of Big Rivers Electric
Corporation at December 31 1980 and
1979 and the results of its operations and
the changes in its financial position for the
years then ended in conformity with
generally accepted accounting principles
applied on a consistent basis

PEAT MARWICK MITCHELL CO

Louisville Kentucky
February 6 1981
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Comparative Statistical Analysis

W

1980 1979 1978
Operating Revenue 179429591 124077992 117873040
Expenses

Operation and Maintenance 91232809 53217700 52753054
Purchased Power and

Interchanged Net 52947305 52238507 49559041
Depreciation and

Amortization 11516775 5976160 5111273
Taxes 1441297 780799 712919
Interest 18528992 4988213 3808979
Other 56197 23017 25940
Total 175723375 117224396 111
Operating Margin loss 3706216 6853596 5901834
Nonoperating Margin Loss 10804 1219271 620969
Net Margin Loss 4786626 8072867 6522803

Utility Plant at Cost 313289264 283281046 130333952
Construction Work in Progress 186458271 125427944 1570127012
Total Electric Plant 499747535 408708990 287460964
Less Accumulated

Depreciation 42843216 32900415 28361983
Utility Plant Net 456904319 375808575 259098981
Total Assets 560828507 480817488 374646226
Member Maximum

Demand MW 943 910 819
Installed Generating

Capacity Gross 911 911 669
Purchased Power HMPL

Station Two 256 255 262

Purchased Standby Power 100 100 100
KWh Millions

Sales to Members 752934 702928 652685
Sales to Non Members 47536 5850 7939
Generated 518778 391105 367816
Purchased

HMPL Station Two 198904 193109 180531
Other 96638 138712 125309

System load Factor lq 881 853 875
Employees at YearEnd 632 555 488

W



Ten Year Summary

1977 1976 1975 1974 1973 1972 1971
87745285 60926026 51532866 46377266 29276253 19025434 13831593

43278427 33055570 24107293 21959599 16606564 13180546 9151015

32249409 29012642 22266033 19584733 6758852 952132 698794

4444813 3274979 3011521 3011133 2943896 2834494 2136419
631557 565273 564348 524148 503831 420993 352369
3206173 2611967 2188085 2132974 2077876 1965826 1506876
5290 31733 35950 41530 42540 29464 42

83815669 68552164 52173230 47254117 28933559 19383455 13888008
3929616 7626138 640364 876851 342694 358021 56415
144720 171552 48483 152872 178094 107987 194024
4074336 7797690 688847 723979 520788 250034 137609

124665252 122471149 112031490 110330152 108435060 107986098 79723381
57229121 12343345 10734956 2512887 3561570 1367304 26642571
181894373 134814494 122766446 112843039 111996630 109353402 106365952

24534449 21008189 17766620 15004180 12246142 9342964 6467776
157359924 113806305 104999826 97838859 99750488 100010438 99898176
226712745 174716 120326021 113833594 111280099 107506853 105190683

820 790 748 737 722 502 370

669 669 669 603 603 603 430

262 269 271 283 162
100 100 100 100 100 100 100

618932 592081 570345 577823 487324 376148 274413
5954 387 12917 21970 10690 237 4804

371116 321564 364496 383479 380029 367205 271790

185588 173604 167503 190461 83733
81489 109225 61444 36785 44984 17753 15777

877 873 889 912 787 875 872
401 346 246 239 221 182 156
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Synthetic Fuels Development

Kentucky is the leading coal producing
state in the nation The western Kentucky
coal field contains onehalf of the states

coal reserves and is predominantly in the
Big Rivers service area The leading coal
producing counties of the western Ken
tucky coal field are Union Webster
Henderson Daviess Muhlenberg and
Hopkins The coal in this field is bitumin
ous with high sulfur and ash content The
vast coal supply in Big Rivers service
area is attracting the interest of industries
considering the construction of synthetic
fuel facilities Currently Big Rivers and its
distribution cooperatives have the po
tential of serving five such facilities as
follows

The Solvent Refined Coal SRC1

demonstration plant to be located at
Newman in Daviess County will process
6000 tons of coal per day into1000 tons
of solid clean burningboilerfuel 10000
barrels of heating oil 600 tons of anode
coke and 190 tons of salable sulfur The
demonstration plant should start up in
1984 with additional units planned for a
commercial sized plant to begin produc
tion in the late 1980s totalling approxi
mately five times the size of the original
plant The International Coal Refining
Company formed by Air Products and
Chemicals Inc and Wheelabrator

Frye Inc is the primary builder Initially
500 people will be employed with 1000
to 1500 permanent workers at the com
mercial facility

W R Grace Company plans to lo
cate its indirect coal liquefaction plant at
Baskett in Henderson County This 4
billion facility to be completed in 1987
will daily turn 29000 tons of coal into
50000 barrels of high octane unleaded
gasoline 8500 barrels of propane and
butane and 1000 tons of sulfur for
Gracesphosphate plants Permanent
jobs wi I I be provided for 1200 to 1500
people

Texas Eastern Transmission Corpo
ration and Texas Gas Transmission Cor

poration are planning a SASOL type op
eration to be located at Geneva in Hen
derson County at a cost of 35 billion
Twentyeight thousand six hundred tons
of coal will be converted daily into
pipeline quality synthetic natural gas
liquid transportation fuels and various
chemicals equivalent to 50000 barrels of
oil jobs will be provided for2300 to
3000 persons

A commercial size coal liquefaction
plant Rear Cloverport in Breckinridge
County is being studied by Ashland
Synthetic Fuels Inc and Airco Energy
Inc Providing approximately1500per
manent jobs this 2 billion facility will
turn 25000 tons of runofmine coal a
day into 37 million cubic feet of pipeline
quality synthetic natural gas 1 1000
barrels of propane and butane 16000
barrels of gasoline 21000 barrels of
middle distillate 6000 barrels of heavy
distillate 520 tons of sulfur and 200 tons
of ammonia Startup is expected in
1987

Texas Gas Transmission Corporation
is also proposing a 600 million demon
stration HyGAS gasification plant on the
Green River in Webster County No defi
nite construction timetable has been re

vealed but engi neeri ng and construction
are estimated to take 412 years A work
force of 500 would convert 7300 tons of
high sulfur coal into 80 million cubic
feet a day of synthetic pipeline quality
natural gas

Although several meetings have
been held regarding the potential power
supply for these synfuel facilities
no contracts for power supply have
been negotiated
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