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MILLER:

RAFF:

MILLER:

RAFF:

d extremely hard to regain the trust of the folks
stern Kentucky as a result of what we've been

gh the last several years, and of this body.
worked hard with you the same way. We think
making strides, and I think the fact that there's
tervenors here speaks loud to that as well.

for the record, did Big Rivers notify the

trial customers of this proposed tariff?

I think that one of the responses to the data
requests states that Big Rivers provided and, in
fact, I think even made the copies of the proposed
filing to its distribution cooperatives, and those
distribution cooperatives, in return, notified

their respective industrial customers.

Okay. Thank you.

That's under Item 1 of the November 12 response of

Big Rivers to the Commission's November 5 data

request.

So it was the distribution co-ops that actually

sent the notices to the industrial customers?
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MR. MILLER:

That's correct, because, obviously, Big Rivers'
customers are the three distribution co-ops and
then the retail customers are customers of the

distribution co-ops.

MR. RAFF:
Did Big Rivers receive any verification from the
three distribution co-ops that, in fact, all such
notices had been sent?

MR. MILLER:
We didn't receive written verification, but the
CEOs of the respective co-ops are here and can
testify about that.

Q. Well, have you heard anything from any industrial

customer that would indicate they, in fact, have
received it and are aware of it?

This is Mike Core. As I mentioned earlier, in
discussions with Willamette on the co-gen issues that
we're working with, they had indicated they had seen
it. In fact, we had some discussions, just very brief,
with some of their management, and one of those was I
indicated they ought to be looking to Kenergy to get a
longer term contract on that part that we're still
supplying, and they said they agreed that that would be

something that they would want to do, take a look at
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MR.

that, because I think they recognize the
competitiveness of it, and I was trying to think.
Obviously, the load switching customer knew about it,
even though they weren't a current customer.

Okay.

MILLER:

I received a call from counsel for Commonwealth
Industries asking questions about the filing, and
he told me he would be recommending to his client

that his client not intervene.

RAFF:

All right. Thank you.
Mr. Core, a number of times you've stated here this
morning Big Rivers' willingness and interest in
entering into contracts with either new or expanded
load. Can you tell me, in your mind, would these
contracts be between Big Rivers and the customer
itself?
Typically, and I'll let counsel correct me, typically,
we would negotiate this contract through the
distribution system, and the contract, Jim, is through
the distribution system to the industrial customer; is

that correct?

MILLER:

The typical procedure is that representatives of
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Big Rivers and the distribution cooperative meet
with the large industrial customers. The
arrangement reached is then documented by the
distribution cooperative entering into a contract
with the industrial customer. Then Big Rivers
enters into a contract with the distribution
cooperative to provide that load, back up the
obligation assumed by the distribution
cooperative, and, at the same time, approves the
terms and conditions contained in the distribution

cooperative retail customer contract.

MR. RAFF:
Okay. So then is the proposed capacity expansion
tariff that We're here discussing today, that's a
tariff from Big Rivers to its three distribution
cooperatives?

MR. MILLER:
That's correct.

MR. RAFF:
And, if that tariff is approved, there will then
have to be a tariff filing by each of the three
distribution cooperatives?

MR. MILLER:

We assume that to be the case.
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MR. RAFF:
Okay.

CHAIRWOMAN HELTON:
Just for clarity of the record, Mr. Miller, since
Mr. Stanley is here, I think there was a list of
some 19 customers that were potential candidates
for increased load growth. Is that correct?

MR. STANLEY:
That's correct.

CHAIRWOMAN HELTON:
And you notified all of them, and you did not -
maybe you had some phone calls. Could you tell us
about that, if you did?

MR. STANLEY:
We did notify all of the large industrial
customers, and I don't recall specifically the
number. I think we have some 22 large industrial
customers, 21, and all of them did receive notice.
Some of them are served under a tariff that was in
place at Henderson-Union, but the large industries
were notified by letter, and we've had no contact
that I'm aware of with them.

CHAIRWOMAN HELTON:
Thank you.

Q. Is it not true that Big Rivers already has special
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contracts that relate to specific industrial customers,

or is that not true?

A. This is Mike Core. Yes, there are some industrial
customers through the distribution cooperatives that we
do have contracts with.

Q. Okay. And what kind of terms are covered in those
contracts?

A. Well, they vary, obviously, from customer to customer,
the length of the contract, specific items that relate
to potential growth. There are references to equipment
that's in place and a cost provision for recovering the
costs if there are special facilities, a facilities
charge, if you will.

0. Right.

A. I would defer to Jim Miller or Dean or the other CEOs
that might have that involvement, but, with some of
those customers, there are certainly specific
contracts.

Q. But, to your knowledge, do any of those contracts
specify rates that are different from your Schedule 7
tariff?

MR. GAINES:

No.
A. I can't - go ahead.
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MR. MILLER:
All of those contracts are on file at the
Commission, and I believe all of those customers
are now served under the Rate Schedule 7 of Big
Rivers, although there are some - and perhaps Dean
Stanley can speak to this, but, as I recall, there
are some large customers that are served under
different tariffs than a special contract at the
distribution co-op level, I think maybe some coal
mines, or there are some large customers that are
served under what you might ordinarily consider to
be rural tariffs, and, of course, there is at
least one large industrial customer, Commonwealth
Aluminum, who does not have a contract. It's just
served under the tariff.

MR. GAINES:

Big Rivers' rate, in each case, is Rate Schedule 7.
MR. BLACKBURN:
I believe that's correct.

MR. MILLER:
No. I think there are some instances where the
rural tariff serves as the rate schedule for
customers that are served under a distribution

cooperative, large commercial or other tariff.
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MR. BLACKBURN:
Bill Blackburn responding. I believe there are two
customers that still have the industrial incentive rate
in place which would be a portion of the Rate 7, the
factor by the percentage, but, other than that, I
believe the demand and energy that we bill to the co-op
members are all the same for the industrials, which
would be Rate 7.
Q. Okay. And the economic incentive rate, that's a
grandfathered provision?
MR. BLACKBURN:
I believe that's correct.
CHAIRWOMAN HELTON:
Mr. Raff, unless you're really close to
concluding, I think we should take a break at this
point.
MR. RAFF:
I think that's an excellent idea. Thank you.
CHATIRWOMAN HELTON:
We'll take a 15 minute break.
OFF THE RECORD
CHAIRWOMAN HELTON:
Mr. Raff, are you ready to continue?
MR. RAFF:

Yes, Chairman.
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If Big Rivers should get an additional 400 or more
megawatts of new industrial load, will there be any
transmission constraints on its system caused by the
addition of these new loads?

This is Mike Core. At the risk of not being an
engineer and trying to answer this, let me give you my
take on this, is that it, of course, would depend, I
think, on where those loads are located on the system.
I think you said 400 megawatts, which is pretty
significant. Obviously, if it was all one customer in
one location, there probably would be some constraints.
To the extent it's spread out, it would have to be
looked at on a situation-by-situation basis. Now,
having said that, one of the engineers is here. We can
turn around and see if he agrees with my answer. He
shook his head ves.

Well, do I take it, then, Big Rivers is not currently
considering needed expansion to its transmission system
in anticipation of what may be additional industrial
growth?

I think that's a fair assessment. Obviously, we have a
plan in place and a budget that we're making additions
to the transmission system as they're warranted by the
Power Requirements Study and actual data that we're

obtaining, but, to specific industrial sites, no, not
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at this time.
Okay. Do you know whether any of those utilities with
which Big Rivers is interconnected with would need to
upgrade any of their facilities to serve additional
loads?
Again, I think it would be on a case-by-case basis and
taking a look at those situations. We are inter-
connected with a number of utilities. We would just
have to see what the situation is.
Thank you.

The witness, JACK GAINES, after having been first
duly sworn, testified further as follows:

CROSS EXAMINATION CONTINUED

BY MR. RAFF:

Q.

In Big Rivers' response to Item 8c. of the Commission's
November 5, 1999, data request, and I believe it was
Mr. Gaines, we asked about a hypothetical customer
served by Big Rivers that increases its load; in year
one, by three megawatts and then, in year four, by
another three megawatts, for a total of six, and the
response indicated that, once the second increment of
three megawatts was added, that that customer would
then be served under this proposed rate schedule for
the total of its six additional megawatts; is that

correct?
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Yes.

Can you explain why the entire increase in load would
be eligible for the proposed schedule if the increases
occur a number of years apart?

The purpose of setting it up that way was primarily to
provide a manageable quantity to take to the market in
the event that they reached the threshold, at the point
in time that they do, and, as an example, if a customer
grew three megawatts and then three megawatts later for
a total of six and we said that, once they got over
five megawatts, then it was the increment over five
megawatts that we took to the market, well, we would
start out with a very small number and that would not
be a manageable level to go to the market with. So
this was the mechanism that we felt like provided the
most manageable and administratively reasonable
approach to defining the quantity that was subject to
Rate Schedule 10.

All right. TI assume, in that same hypothetical, that
that customer, until it actually adds the second
increment of three megawatts, the first three will be
billed under your existing Schedule 7.

That's correct.

And that billing tariff would not change until such

time as the second three is added?
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That's correct.

Was there any consideration given to only utilizing the
proposed capacity expansion tariff for the increment of
load that exceeds five megawatts?

Yes, there was, and I think the reason we chose to
propose it in this manner was, as I explained earlier,
that that increment could conceivably be one kw, and,
once you reach a threshold where you say the customer
should be subjected to Rate Schedule 10, you need a
quantity that is reasonably taken to the market, if you
will.

And there is nothing in your capacity expansion tariff
that addresses the number of years over which the
customer's expansion would have to reach the five
threshold; is that correct?

That's correct.

So is it the intent that, no matter how long it takes,
if, in fact, a customer does eventually reach five or
more, that it would then be covered under this new
tariff?

That's correct.
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BY MR.

The witness, BILL BLACKBURN, after having been

first duly sworn, testified further as follows:
CROSS EXAMINATION CONTINUED
RAFF:

Could we refer for a moment, please, to Big Rivers'
response to the Commission's Order of October 12, 1999,
Item 3, Parts c¢. and d.? 1In discussing that response
at the informal conference that was held here on
November 23, Big Rivers indicated that its long-term
expectatiéns were for lower on-peak power prices in the
future; is that correct?
I believe that's correct. Bill Blackburn responding.
And staff's notes from that conference indicate you
expect prices to remain high for the next few years,
but you expect prices to come down after new merchant
plant generating capacity come on line. Is that
accurate, too?
I believe that's accurate, that it will have an impact
on the summer prices.
Does Big Rivers have a current projection or
expectation for when this capacity will come on line
and when market prices will begin to decline?
There is a lot of discussion and a lot of announcements
of new capacity being built. The very earliest - we

will see some capacity coming on line this year, the
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summer of this year. A lot of what you see that has
been announced and talked about will be on line in the
summer of 2001, and the forward curve that we have
access to is beginning to show that the summer prices
in 2001 through 2005 are lower than the forward curve
showed the prices for, let's say, 1999 and 2000.
All right.

The witness, MIKE CORE, after having been first
duly sworn, testified further as follows:

CROSS EXAMINATION CONTINUED

BY MR. RAFF:

Q.

In light of what may be some change in the market
conditions, does Big Rivers have any strong feelings
about whether the tariff that it's now proposing be
approved on an experimental basis to be subject to
review in two or three years to see where it's at and
what the results have been?

This is Mike Core. While we don't specifically have
something like that in mind, I would say that Big
Rivers is always going to be looking at its tariff and
product offerings and saying, "Is it doing what needs
to be done in approaching this?" We will internally, I
think, review and say, "Is this working? Is it not?"
To the extent that we don't believe it is, I'm sure

we'll be back with some adjustments and changes in it
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while we're not proposing it as experimental. The fact
of the matter is we'll be working through that, and, as
I go back to my earlier statement about having
flexibility, it wouldn't be wise for us to wire
ourselves into something that isn't working, and we
would have to come back and probably suggest changes to
it if it's not working.
To the extent you determine that changes might be
needed some years down the road, would that be changes
applicable only to new or expanded industrial load
after that point in time, or would those changes also
impact the load growth that has been experienced
between now and that future time?
MILLER:

I guess I would object on the speculative nature

of the answer that's required.
Well, I was just going to say my answer would be
speculative.
Would you care to speculate on that question?
Since we're among friends, I think that there are so
many things that can change out there. That's why it's
hard to say. We don't know where this whole issue of
customer choice and retail wheeling may or may not go
in the State of Kentucky or for federal legislation

either, and certainly those, along with market forces

78

CONNIE SEWELL
COURT REPORTER
1705 SOUTH BENSON ROAD
FRANKFORT, KENTUCKY 40601
(502) 875-4272




10
11
12
13
0 14
15
16
17
18
19
20
21
22
23
24

25

and other kinds of changing information and situations,
will have an impact on this, and I think that's one of
the things we would review, and then, based upon the
nature of the contracts that were in place, assuming
Rate Schedule 10 is out there, we would have to make a
judgment on how that would affect them. Customers may
have a totally different viewpoint at that time. You
know, this customer choice will bring us about to a
customer driven entity, and we like to think we are
now, but, if, at some point in time, there is customer
choice available in Kentucky, then it's hard to say
exactly what the impact would be.

Will your recognition of these indeterminable and
somewhat speculative issues influence your decision
regarding the length of a contract term that you would
be willing to enter into with new or expanded load
under this proposed tariff?

I would expect it would affect both sides of the
negotiating group on that because they're going to
factor in how long they want to be involved in a
contract depending upon what they might believe changes
out there. I'm sure we will, too, but I also go back
to one of my original statements that I would hope that
the contract we negotiate would stand the test of time

within our internal risk review and the members in an
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effort to obtain a customer that's there for a period
of time, that we know is there for a period of time
because of this contract, and so I guess that's a
speculative answer as well as to the other, but I think
that would affect both sides of the equation on the
negotiations, how long our term would be and how long
theirs would be.

The witness, BILL BLACKBURN, after having been
first duly sworn, testified further as follows:

CROSS EXAMINATION CONTINUED

BY MR. RAFF:

Q.

If we could refer, please, to the responses to the
Commission's November 5, 1999, Order, in Item 5, can
you tell us the current status of the voluntary load
curtailment tariff which is referred to there?

Bill Blackburn responding. We have a draft of that in
house that we are reviewing. In fact, we had some
discussions on it yesterday. Our goal is to refine
those and present it to the Board of Directors, I
believe, at our January meeting for their consideration
before we submit it to the Commission.

So you think within a couple of months it will be
filed?

I believe so; yes.

In Item 6 of that response, in reference to the Big
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Rivers contract with Reliant Energy Services, the
contract has been in effect now for just over a year;
is that correct?

Yes, sir.

Are you willing to give us an assessment of Reliant's
performance?

Yes, sir, I'm very willing to. I'm not sure exactly
what you're looking for as far as an assessment. Big
Rivers is pleased with Reliant and the relationship
that we have developed and what they have been able to
accomplish for Big Rivers in utilizing the excess
capacity in energy that we have and the opportunities
that they've taken advantage of in the market when they
were buying power that was less than the LG&E contract.
Reliant has done a very good job in interfacing and
working directly with LEM as well.

Okay. That's all I was looking for. What is the term
of that contract?

It expires December of 2000, December 31.

Okay. Do you envision that, if the proposed capacity
expansion tariff is approved and you get firm inquiries
from either new or expanding load, that Reliant would
play some role in that process of acquiring additional
capacity?

Reliant would play a role in acquiring that simply
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Q.

because I would have an obligation to ask first a price
from them, and then, at that point, Big Rivers is again
free to quote through Request for Proposals in the open
market.

Okay.

Right. Mike makes a very good point. We always try
and we do go to LEM to get proposals as well.

Just so I'm clear on this, so that the services that
you get from Reliant, if you don't want to accept the
price that they're offering, do they not also provide
you services in acquiring supply sources elsewhere in
the market?

They quite often purchase from a source other than
their own portfolio and take title to that power and
resell that power to Big Rivers.

I may not be artfully expressing this. If you call
them up and say, "We want a block of power," you know,
of 30 or 40 megawatts, and they quote you a price and
you say, "No, we don't like that price," can you and
will they then go out and try to see what else is
available and come up with a better price, or do you
not do that?

At this point, we have not asked them to go out and do
that. I believe that they would do that, but, again,

Big Rivers has the right to issue a Request for
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Proposal
Okay.

and go directly to the market ourselves.
Do you want to add something or
Well, what Jack was telling me, and a good point that I
do need to make, is, you know, a lot of what Reliant is
doing for us now is basically hourly, next day, next
week, even next month. We've prescheduled something
for the month of June, so four or five months into the
future, but what we're looking for, under Rate Schedule
10, would be something very long term, something that
would mirror the contract that we would have with the
distribution companies. So it could be five to ten
years in length,
Okay.

a different type of service.
Could you refer, please, to Item 11 in that same volume
of responses? There's a series of questions set forth
there related to the potential for industrial customers
to develop qualifying facilities. In the passage of a
couple of months, has anything set forth there changed?
The Commission is aware that we continue to work with
Willamette Industries, that we've reached a term sheet
and that we're working on a contract, but, other than

that, I don't believe there's anything that has
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changed.

Q. Would you also refer, in that same volume, to Item 14,
please, and take a look at the response and let me know
whether there's any updated information that would need
to be provided to those questions?

A. I don't believe that there's any.

Q. Well, I guess most of the references this morning have
been to industrial load. Your capacity expansion
tariff would cover commercial customers also; is that
correct?

MR. GAINES:

Yes.

The witness, MIKE CORE, after having been first
duly sworn, testified further as follows:

CROSS EXAMINATION CONTINUED

BY MR. RAFF:

Q.

Would you refer, please, to the response to the
Commission's data request of December 22, Item 4? It
addresses the role that the customer would have in
securing the supply for its load. Does Big Rivers have
any objections to language that would more explicitly
set forth the responsibilities of Big Rivers with
regards to the negotiation and obtaining of power
supplies for new or expanded loads?

The question is would we have an objection to there
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being more explicit language? I assume you're saying
that Big Rivers would go to the market, and it would be
at Big Rivers' sole discretion

Q. Yes.

A. . . . to bring these types of things back. Subject to
seeing the language, the concept is probably not a bad
concept.

MR. MILLER:

Is the question whether Big Rivers would object to
language in the tariff which basically

incorporates this particular answer?

MR. RAFF:
I think that's fair; yes.
MR. MILLER:
Okay.
A, I think, subject to seeing the language, we would

probably not have a problem.

Q. All right. Let me ask it in somewhat of a different
way of whether Big Rivers would have any objection to
the tariff specifically prohibiting any retail customer
or member co-op or anyone not expressly authorized by
Big Rivers to act on its behalf from having direct
involvement in the procurement of power supplies to
serve these loads.

A. Yeah. The only thing is that we need to have the
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ability to talk to the member systems on the
characteristics and trade information back and forth
there. We have an all power requirements contract with
our member systems except for the smelter loads,
Right.

which I have carved out, and I would assume that
the member systems would look to us to supply that

power. So, based upon that, I

MR. MILLER:

Big Rivers, as stated in several places in the
filings, I think, plans to do nothing differently
than it has been doing in the past with respect to
acquiring third-party sources of power to use to
meet its contractual requirements.
I can assure you that Big Rivers is in no willingness
to lead the parade down to the customer choice issue.
We think that's better left in the circles that it's
being worked through. It's not our intent to give the
retail customer itself this choice at all. It is to
allow us to take to those customers, through the
members, different kinds of options, and so forth, but

Big Rivers would have the control over that.

MR. MILLER:

I think it's fair to say that Big Rivers has read

and fully understands the April 30, 1998, Order of
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MR.

MR.

MR.

MR.

the Commission in 97-204.

RAFF:
Thank you. I believe we have a number of
additional questions, but they concern some
financial performance, and I think Big Rivers had
designated Mr. Hite as the witness to the
questions that had been set forth in the data
requests.

MILLER:
Right.

RAFF:
So I think maybe we could

MILLER: |
Okay. May I do a couple of redirects, a brief
redirect?

RAFF:

Oh, I'm sorry. Certainly. Certainly.

REDIRECT EXAMINATION OF PANEL

BY MR. MILLER:

Q.

To any members of the panel, there have been
discussions of a lot of alternatives that Big Rivers
might employ to meet its resource requirements in the
future. Of all those that have been discussed, all of
the alternatives discussed, which of those, based upon

your experience and your study in preparation of this
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Rate Schedule 10, which of those alternatives, in your
opinion, would result in the lowest cost to Big Rivers
and ultimately the lowest cost to its distribution
cooperatives?

MR. CORE:
This is Mike Core. If I might respond to that, I
believe the proposed Rate Schedule 10 provides us with
the best approach. Having looked at all these things,
this is what we felt gave us the broadest, the most

flexible, approach to do the greatest value to all the

customers.
Q. And would that be the lowest cost approach?
MR. CORE:

That would be - the value being the lowest cost
approach; yes.

Q. Mr. Blackburn, there was some discussion about
transmission requirements to provide service to new or
expanded load. In the data request responses, there is
discussion about a potential load switching customer.
If that customer, in fact, did switch, does Big Rivers
have available a transmission path it could use to
provide the requirements to serve that customer?

MR. BLACKBURN:

Presently, what we would have to do is buy

transmission capacity across another system.
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But there is an existing transmission path available?

MR. BLACKBURN:

That's correct.

To any of the members of the panel, when information is
gathered for a Power Requirements Study, how do you
obtain information from a large industrial customer
about its expansion or contraction plans with respect

to its power requirements?

MR. CORE:

It's pretty difficult to get a lot of details on those
things. They usually bring to us some concept of an
expansion, and we then, through questions, try to
obtain those details. They're very guarded in some of
these things, especially as you heard Mr. Blackburn
report that we attempted to get some of the pricing
from the - and this one was a load switching customer.
They're very guarded on these things. They will often
come to you and say, "We're looking at two or three or
four sites, and we want your best shot at this," and
they'll do "sort of competitive bidding," if you will,
and so we try to get as much information as we can by
talking to them, but oftentimes it's very difficult to
get that information or a commitment until considerably
way, you know, far into the process.

Other than direct discussions with representatives of
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MR.

MR.

MR.

the industrial customer, are there third-party sources
you can go to, to learn about the internal plans of a
large industrial customer?

CORE:
Our member systems occasionally will have some
intelligence, but, again, it may be somewhat limited.
There can be economic development, perhaps economic
development, but, even in those cases, you're sometimes
dealing with an entity that has no name. They don't
even want their name out there.
Well, I'm talking about existing customers, now. Is
there any

CORE:
Oh! Existing customers?
Is there any third-party source of information about
large industrial customers' plans other than that large
industrial customer?

BLACKBURN:
Bill Blackburn. Most of these customers are very
guarded about their expansion plans and are very
reluctant to share that market information. They're
very competitive industries, and they don't always want
their competitors to know what they're doing.
When these large industrial customers do supply you

information in connection with a Power Requirements
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Study survey, is that information always proven to be

accurate?

MR. BLACKBURN:

Bill, again. No, sir, it is not.

To any member of the panel, under the existing Rate
Schedule 7, if an existing customer expands its load by
25 megawatts, let's say Commonwealth Aluminum, which
has no contract, expands its load by 25 megawatts, or
you have a new large industrial customer decide to
locate on a distribution co-op's system with a load of,
say, 25 megawatts, would you be required to go to the
market to obtain that power? Maybe 25 is too low based
upon your current - say, 50 megawatts. Would you be
required to go to the market to acquire the resources

to serve that customer?

MR. BLACKBURN:

For a block of 50 megawatts, I-believe that we would go
to the market to serve that customer; that's correct.
When you go to the market to purchase a block of 50
megawatts of power, are you required to enter into a

contract for that purchase?

MR. BLACKBURN:

Yes, sir.

Does that contract have a term?
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MR.

MR.

MR.

BLACKBURN:
Yes, it does.
And, if a retail customer did not want to enter into a
contract, is it required to enter into a contract under
Rate Schedule 772

BLACKBURN:
I do not believe that it is.
And is Commonwealth Aluminum required to enter into a
contract to increase its load?

BLACKBURN:
No, sir.
If a customer that has, under Rate Schedule 7, started
taking a load or represents a load that requires you to
go to the market and contract for power on the market,
if that customer decides to shut down, do you have any
recourse against that customer, under Rate Schedule 7,
for the costs you incur under your market contract to
continue to purchase that power even though the retail
customer is gone?

BLACKBURN:
Under our present Rate 7, we do not.
Is that one of the issues you're trying to resolve with
Rate Schedule 10?

BLACKBURN:

Yes, it is.
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Q. Under Rate Schedule 10, will e&ery contract entered
into by a distribution co-op with a retail customer be
submitted to the Commission for review and approval?

MR. BLACKBURN:

Yes, sir.

Q. Will every contract or changing contract between Big
Rivers and a distribution cooperative to supply the
wholesale power requirements of a new retail load be
submitted to the Commission for approval?

MR. BLACKBURN:

Yes.

Q. Will a long-term contract between Big Rivers and a
power marketer or other power supplier, and, by "long-
term," I mean in excess of a year, entered into to meet
the requirements of a retail customer that elects,
through its distribution cooperative, to purchase under
Rate Schedule 10 also be submitted to the Commission
for its review and approval?

MR. BLACKBURN:

Yes.

MR. MILLER:

Those are the only questions we have, Madam Chair.

CHAIRWOMAN HELTON:

Thank you. Commissioner Holmes?
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VICE CHAIRMAN HOLMES:
No.
CHAIRWOMAN HELTON:
Commissioner Gillis?
COMMISSIONER GILLIS:
No.

CHATRWOMAN HELTON:

Recross?

MR. RAFF:
No, and I might suggest that maybe Mr. Hite just
be added to the panel in the event that these
questions get beyond his financial area.

MR. MILLER:

Okay.
CHATIRWOMAN HELTON:
Okay.
WITNESS SWORN
The witness, MARK HITE, after having been first
duly sworn, testified as follows:
DIRECT EXAMINATION
BY MR. MILLER:
Q. Mr. Hite, did you prepare or have prepared at your
directions the data request responses filed with the
Commission in this matter which bear your name?

A. Yes, I did.
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' 1 Q. And are those responses true and correct today as they

2 were when prepared?

3 A. Yes, they are.

4 Q. And will you adopt those as your testimony before the
5 Commission here today?

6 A. Yes, I will.

7 MR. MILLER:

8 Mr. Raff?

9 REPORTER:

10 What's your first name?

1 CHAIRWOMAN HELTON:

12 Mr. Hite, would you give the Court Reporter your
13 address, too?

' 14 A. My name is Mark Hite, Vice President of Finance and
15 Administrative Services at Big Rivers, 201 Third
16 Street, Henderson, Kentucky 42419-0024.
17 CROSS EXAMINATION

18 BY MR. RAFF:

19 Q. Good morning, Mr. Hite.

20 A. Good morning.

21 Q. If you would refer, please, to the Commission's

22 November 5, 1999, Order, Item 9, please, where you

23 compare the financial impacts on Big Rivers with Rate
24 Schedule 10 being approved versus its being denied and,
25 in that response, you refer to market rates for power
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A.

in July, 1999, reaching $7,500 per megawatt; is that
correct?

That's correct.

Do you know for how long a period of time prices were
at that level?

I would have to defer that to Bill Blackburn.

MR. BLACKBURN:

BY MR.

Bill Blackburn responding. Either two or three hours.
Okay.

The witness, BILL BLACKBURN, after having been
first duly sworn, testified further as follows:

CROSS EXAMINATION CONTINUED
RAFF:

If we assume that summer peak period covers
approximately one-third of the year from mid-June to
mid-September, is that a reasonable assumption for
today's discussion?
Bill Blackburn. I believe that it is.
And we further assume that - well, I guess it's not an
assumption, but, if that is the period for the peak
period, that's approximately 2,200 hours out of the
year. Will you accept that, subject to check?
Yes, sir.
And, if we further assume that prices had been at the

high levels for 1 percent of the time, that would be 22
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hours? Would you accept that?
Yes, sir.
All right.
The witness, MARK HITE, after having been first
duly sworn, testified further as follows:

CROSS EXAMINATION CONTINUED

BY MR. RAFF:

Q.

° ¥ o

Mr. Hite, do you currently have Big Rivers' preliminary
results of operations for December, 19997

No, I do not.

All right. .

I do have them through November of 1999, though.

Can you tell us how the results for the 11 months of
1999 compared to the forecast results for all of 1999
that were included in what has been known as PSC 2-358,
which was that financial model, I believe, incorporated
into your restructuring case?

Yes. I believe you will see a considerable improvement
from what was in PRS 2-38R. I believe the reason for
that improvement can be boiled down to three
components. The first component is the arbitrage. As
you may recall, there was no arbitrage in the Plan of
Reorganization prior to 2011, and, through 11 months of
1999, the arbitrage margin or the arbitrage profit is

in excess of $9 million. The second reason for the
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improvement in the Big Rivers finances would be the
debt service. You may also recall that we emerged from
bankruptcy with more cash than we had anticipated.

That has allowed us, along with the arbitrage sales, to
generate moré interest income and pay early RUS debt
which lowers our interest expense in the income
statement. Let's see. There is a third element. I
believe it was just - I think two of those three
elements were in the interest income and the interest
expense. So those are the three reasons for the
improvement. The new depreciation study which was
approved was in PRS 2-38R. :I think we ran PRS 2-38R
with and without the new depreciation study, with and
without the Wilson impairment. So the PRS 2-38R that I
am referring to is the one without the Wilson

impairment and with the new depreciation study.

Q. In that same volume, response to Item 10, Page 2 of 5,
the top of the page shows peak demand forecast as per
the 1999 Power Requirements Study and if we could also
refer to your response to the Commission staff's
request at the November 23 informal conference in Item
1. Do you have that, Mr. Hite?

A. Oh, I'm sorry. I'm sorry. Yes. Yes.

MR. MILLER:

Do you have that, Mark?
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Item 2?

Item 1.

Oh, Item 1. I've got you. I'm sorry.

Could you briefly summarize for us what is included in
that Item 1 response to the request that was made at
the informal conference?

Yes. I just wanted to clarify certain comments that
were made at the informal conference regarding load
factor for both our rural and our large industrial
loads, and the split between demand, kw, billing units
between those two customer classifications as well as
the energy kwh split between those two classifications
of customers. So, as you can see here, for the 12
month period ended October 31, the sum of the monthly
peak demands for the large industrial customers was 2.6
million kw, and the sum of the peak monthly demands for
the rural customers was 4.2 million kw. So just to
make this statement that 61.6 percent of the billing
demand is large industrial billing demand, also to
clarify the overall load factors for those two classes
of customers, for that 12 month period, the large
industrial load factor was 81 percent, for the rural
loads for that 12 month period 63 percent, for a
weighted average load of Big Rivers members of 70

percent for that 12 month period, and then the last
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statement, for clarification purposes, was to break
down the energy between those two classes. About 45
percent is large industrial energy, and 55 percent is
rural energy. The request made at the Commission
specifically was for the 36 months of history billing
detail between those two categories of customers and
that is the information attached here.

Would it be fair to say, based on that information,
that, for the large industrial group, excluding the
smelters, that there was a fairly gradual load growth
from the beginning of the period which starts November
of 1996 through the summer of 1998 when Willamette's
expansion increased its load by roughly 25 to 30
megawatts?

If you looked at in total, I would agree with your
statement, because I'm mindful of our Annual Report
which shows that, for the last five years, our large
industrial growth in total from an energy perspective
was, I believe, an annual compound growth rate of 12
percent. I believe it will be something similar for
1999 when it's compiled. I would assume the same is
true for the demand side. So I would agree with your
statement.

Would you also agree that the large industrial load

excluding the smelters was in the 185 to 190 megawatt
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range in the last few months before Willamette
completed its expansion and has generally been in the
215 to 220 megawatt range since that expansion?

I would agree with that.

And I assume that‘this demand forecast does not include
any of the potential load sQitching customers that have
been referred to here this morning.

That is true. It does not.

Does it include any known expansion by existing
customers or known nonload switching loads coming into
the area served by Big Rivers?

Other than the expansion that was mentioned by Mr.
Blackburn earlier for, I believe it was, Willamette and
Kimberly-Clark, generally speaking, I would agree with
your statement.

Okay. And there was reference at the informal
conference to Kimberly-Clark getting something in the
range of 12 megawatts; is that the same

I believe it's more like 23 megawatts, but that's

subject to verification by Mr. Blackburn.

MR. BLACKBURN:

I would defer that to Dean Stanley, please.
Okay. Do you know when that expansion is anticipated

to occur?
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MR.

BLACKBURN:
Again, Mr. Stanley may have those numbers off the top
of his head. A portion of it was currently, and I
believe there was a portion in 2008 or 2009, that time
period.
Okay. Well, for the year 2000, your 1999 Power
Requirements Study is showing 242 megawatts; is that
correct?

BLACKBURN:
Yes, sir, that's correct.
And does that reflect nothing but the additions of
Kimberly-Clark and Willamettg to what had been your
approximately 221 megawatt load?
Well, there are a number of slight revisions from the
load that was in PRS 2-38R, the basis of which was the
1597 Power Requirements Study, but there were adjust-
ments made to that 1997 Power Requirements Study. One
adjustment was made during the hearings for Common-
wealth, as I recall, but, comparing that adjusted 1997
Power Requirements Study to the 1999 Power Requirements
Study, there are a whole host of minor revisions,
customer-by-customer, but the majority of the variance
between those two Power Requirements Studies is
Kimberly-Clark and Willamette.

Okay. Is it correct that your 1997 Power Requirements
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Study forecast reflected approximately 215 to 216
megawatts for the large industrial load during the
early years of the forecast period which covered 2000
through 20077

That is correct.

And the 1999 Power Requirements Study starts with 242
megawatts for the large industrial demand beginning in
2000 and then slowly shows some minimal growth through
the year 2009?

That is correct.

If the strong national economy and Big Rivers' low
rates, which have been cited as the primary reasons for
changes from the 1997 forecast to the 1999 forecast -
can you explain why such modest growth has been
forecasted for the next ten years?

Well, I'm just going to kind of shoot from the hip
here, but it's just a question of what is a forecast.
Is it what you truly expect to happen, or is it what is
known and determinable? I think, as was said earlier
today, for the large industrial element of our
forecast, if you will, we have only attempted to
incorporate what is truly known and determinable.
Whether or not that is going to be an accurate
forecast, I think you have to weight that with what has

happened, for example, in the last six years, where, as
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you've indicated, we have had, we have actually
experienced, annual compound load growth of about 12
percent for the large industrial class, so somewhere
within there, it just becomes somewhat speculative and

judgmental.

MR. BLACKBURN:

Bill Blackburn. I would like to add to Mark's answer
that the information included in the 1999 PRS is the
information that we gathered from the distribution
co-ops they had gathered from their customers. It's
what the customers are saying. We have experienced a
lot of growth on our system, but we can't tell whether
these companies have maxed out at these locations or
whether their plans are to continue to expand and to
grow, and, if they don't share that with us, we are
reluctant to include that in the forecast. We
obviously don't want to overproject and commit to
either a purchased power contract or some type of
generation that would be expensive for the system if
the growth did not develop.

Again, referring to the response to the November 10
Order in Item 10 as well as that Item 1 response to the
request at the informal conference, is it correct that
the rural load forecast is based on normal temperatures

and/or normal weather conditions?
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MR.

Yes.

The response shows a 475 megawatt load in the year 2000
with annual increases of approximately 15 megawatts in
the forecast's early years; is that correct?

That's true.

What was the basis for the 475 megawatts in the year
20007?

Well, I think, in the 1999 Power Requirements Study,
what has been incorporated, which is different from the
large industrial sector, is approximately a 3.5 percent
annual compound load growth for that class of customer

in the early years, and Bill Blackburn

BLACKBURN :

That's correct.

Your actual summer peak for the rural customers was 409
megawatts in 1997, 425 megawatts in 1998, and 466
megawatts in 1999; is that correct?

I'm sorry. Would you repeat the question?

Your actual summer peaks for 1997 through '99 for the

rural load.

BLACKBURN:

I don't have that with me unless we've answered it in
one of the data requests. I don't remember that.
I can't recall.

I believe it's in the attachments to your response to
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the informal conference.

That's the sum of the monthly peaks. I could go
through there and see which months that the rural load
peaked at.

July for '97. I guess what I want to ask you is how
close these actual loads were to the forecasted loads
for each of those years.

Okay. I see, in July of 1997, the peak rural demand
was 409.524 megawatts.

July, '98?

In July of '98, it was 425.035 megawatts. In July of
'99, it was 469.394 megawatts for July of '99 for the
rural load. So that would compare to the 2000 Power
Requirements Study of 475 megawatts. So 469 megawatts
is where we were in '99 and the 2000, from the 1999
Power Requirements Study, is 475 megawatts. So you've
got a six megawatt - Mr. Core makes a good point.
1999, in July, as you recall from, I believe, about
July 23 through July 29, we had extreme weather
conditions and that's probably why the 469 megawatts is
what it is.

Do you know how close the actual loads were for '97,
'98, and '99 compared to what had been forecasted for
each of those years?

Well, I believe that, prior to this 2000 Power
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Requirements Study, when we were using this adjusted
1997 Power Requirements Study, it had annual compound
rural load growth of 2.67 percent in it, and, in fact,
history will show, for the last five to six years, that
the rural annual compound load growth has been in
excess of 4 percent.

So your actual would have exceeded your forecast?

Yes.

So do you believe that the 1999 peak of 469 megawatts
was significantly influenced by the hot weather
conditions in July? |

Yes.

The next highest peak demand experienced in 1999 was
433 megawatts in August of '99. Do you know if that
represents a more representative level of normal summer

peak rather than the 469 megawatts?

MR. BLACKBURN:

Bill Blackburn responding. I'm sorry. The 469
megawatts was the July peak. The next highest peak
very well could have happened in July outside of the
extreme weather that we're referring to. That data
would be buried behind that number. We would have to
analyze that.

In a somewhat related but unrelated area, can you tell

us the current status of your efforts to negotiate a
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sale/leaseback that was approved by the Commission a
couple months ago in Case 99-4507
MR. MILLER:

If it's appropriate, I'll respond to that as
counsel for Big Rivers. The sale/leaseback did
not close at the end of 1999 as was anticipated.
There are a number of issues that the equity
participants and AMBAC have been trying to
resolve. Our latest understanding is that, over
the weekend, there was great progress made toward
that end, and we're encouraged that the period of
torpor that we suffered is now over and that the
sale/leaseback is going to proceed. The way we
expect it to proceed, although we don't have the
exact time frame yet, is that the Participation
Agreement, which was identified in the term sheet
filed back in November, will be signed and will
have attached to it the substantially completed
form of documents for a sale/leaseback
transaction. There are going to be a number of
sale/leaseback transactions under the one
umbrella. The documents attached to the
Participation Agreement will be the form of
document that will be used for all of them. We

expect that that Participation Agreement will be
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filed immediately with the Commission with a
description of the changes that have occurred in
the sale/leaseback transaction since the filing in
November, since the Commission's Order on November
24. We don't anticipate that the changes will be
dramatic except that RUS, in the final analysis,
did not agree to the interest rate reduction we
had anticipated in November. We'll set out those
changes and we'll, unfortunately, ask the
Commission for a quick turnaround again because of
the desire of Big Rivers to get the sale/leaseback
transaction closed before the end of the month of
February, 2000. There are financial implications
to not closing by the end of February. The
benefits to Big Rivers have changed because we
didn't close in 1991 just as was predicted. There
have been a lot of things that have changed that
go into the calculation of the actual net benefit
at closing that Big Rivers receives. All that
will be detailed in the filing that we make. We
don't really think that the filing that will be
made will be extensive except that it will include
a copy or however many copies you think
appropriate of the Participation Agreement. The

changes should not be significant beyond the
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changes in the benefit that naturally occur by
reason of not closing in 1999 and that
specifically occur by reason of RUS not agreeing
to the interest rate reduction that Big Rivers had

anticipated.

And you anticipate making that filing, I guess, no

later than around the 24th or 25th of

We hope the filing will be made much sooner than
that because, in order for the 33 days to run to
make the Commission's Order final and nonappeal-
able, the Commission's Order would have to be
entered, I think, no later than the 27th of
January, and, I mean, even though we don't think
there's going to be much of a change, nonetheless
we want to give the maximum amount of time for the
Commission to consider those changes, and, of
course, February, even though I think this is a

leap year, it's a short month.

And your intent is to close by the 29th of

February?

MR. RAFF:
MR. MILLER:
MR. RAFF:
MR. MILLER

Yes, the intention would be to close in the month
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MR. RAFF:

of February, and we'll be in a little different
situation than we were in, in November. In
November, the documents had not even been
negotiated. Big Rivers had told the participants
in the sale/leaseback transaction that it will not
file for Commission approval of any of the changes
until we have a Participation Agreement, which
means we will have the documents that will be used
in the closing, the form of document, and we won't

have to go through this again.

Do you have an estimate of the total value to Big

Rivers of this transaction?

MR. MILLER:

The latest estimate, and I would add, for what
that's worth at this point, is a $65 million net
benefit. That's a net cash benefit to Big Rivers
at the closing. Now, RUS has imposed some
requirements which will be - I mean, we'll give
you a copy of the RUS letter when we file. It
would require Big Rivers to make sure that RUS
gets a total net benefit. In other words, a
principle reduction of $70 million. So there
would be a $5 million differential that Big Rivers

would have to make up. Big Rivers has, in fact,
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already prepaid that much to RUS just as a way of
investing some of the money that it has
accumulated and that money is subject to clawback
under the arrangement with RUS that was entered
into at the closing of the bankruptcy Plan of
Reorganization. - So Big Rivers would just
basically have to give up the right to clawback
those amounts in order to meet the RUS
requirements.
MR. CORE:
One of the unknowns, of course, is the interest rates
that will be in effect at the closing which have an
impact upon the final net benefit. Right now interest
rates are going in the right direction.
MR. MILLER:
The estimate is that interest rates will continue
to go in the right direction and everyone would
like to get the deal closed before the Fed meets
in February because, if the Fed does nothing in
February, that could cause interest rates to drop
somewhat from where they are in anticipation of
the meeting of the Fed.
MR. RAFF:
All right. Thank you all very much. I have no

further questions.
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CHATIRWOMAN HELTON:
Mr. Miller, I assume you had no redirect after we
added Mr. Hite to the panel.

MR. MILLER:
No.

CHAIRWOMAN HELTON:
Okay.

MR. MILLER:
I would move, with respect to the confidentiality
matter and would include in that this motion I'm

about to make . . . (confidential)

CONFIDENTIAL PORTION CONTAINED IN CONFIDENTIAL TRANSCRIPT
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CHAIRWOMAN HELTON:
Any other matters, Mr. Miller?

MR. MILLER:
No. Does the Commission desire a brief on this?

CHAIRWOMAN HELTON:
I was going to‘suggest to you that, unless you
felt the need, I think we have extensively
explored the filing this morning, and, since there
are no intervenors, I don't see the need for a
brief unless you prefer to do so.

MR. MILLER:
I think that's fine.

CHAIRWOMAN HELTON:
Okay.

MR. MILLER:
There was a suggestion made, during the course of
the cross examination by Commission staff, that
some additional language to the tariff might be
helpful and resolve a Commission problem. Is that

something that we could work on while we are here?

MR. RAFF:
I don't think that would be appropriate at this
time.

MR. MILLER:
Okay.
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CHAIRWOMAN HELTON:
A time frame?

MR. RAFF:
If you want to submit something, I mean, you could
do that, but I

CHAIRWOMAN HELTON:
It might expedite it, if you know the wording you
would like, to submit it while you're here. It
just would expedite things but to discuss it with

staff before you actually submit it might not be

appropriate.

MR. MILLER:
I mean, we could do it right here in front of God
and everybody.

MR. RAFF:
Well, I think you are presuming that the
Commission makes a decision to require such
language and that decision has not yet been made.
So

MR. MILLER:

No. I agree. I agree with that, but the very
fact that the question was asked indicates that,
at least under one scenario, you're considering
the language would be relevant. I guess the

alternative would be that, if the Commission
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decides to approve a tariff, you would give the
parameters within which you would want language to
be submitted and the tariff refiled

MR. RAFF:
Certainly.

MR. MILLER:

in compliance with the Order. So maybe

that's the way to approach it.

CHAIRWOMAN HELTON:
I don't believe there were any outstanding
requests asked for during the hearing.

MR. RAFF:
There were not, Your Honor.

CHAIRWOMAN HELTON:
So there being no further matters, the hearing is
adjourned.

MR. MILLER:
We did not bring with us the evidence of
publication of notice of the hearing, but we'll
submit that later.

FURTHER THE WITNESSES SAITH NOT
HEARING ADJOURNED

OFF THE RECORD
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STATE OF KENTUCKY

COUNTY OF FRANKLIN

I, Connie Sewell, the undersigned Notary Public, in
and for the State of Kenﬁucky at Large, do hereby
certify the foregoing transcript is a complete and
accurate transcript, to the best of my ability, of the
hearing taken down by me in this matter, as styled on
the first page of this transcript; that said hearing was
first taken down by me in shorthand and mechanically
recorded and later transcribed under my supervision;
that the witnesses were first duly sworn before
testifying.

My commission will expire November 19, 2001.

Given under my hand at Frankfort, Kentucky, this thf

23rd day of January, 2000.

N <

Connie Sewell, Notary Public
State of Kentucky at Large
1705 South Benson Road
Frankfort, Kentucky 40601
Phone: (502) 875-4272
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CHAIRWOMAN HELTON:
We're here in the matter of the tariff filing of Big
Rivers to revise the large industrial customer rate
schedule, Case No. 99-360. Could we have the
appearances of the parties, please?

MR. MILLER:
May it please the Commission, I'm Jim Miller, Sullivan,
Mountjoy, Stainback & Miller, Owensboro, Kentucky, for
Big Rivers Electric Corporation. Co-counsel here today
is Doug Beresford, Long, Aldridge & Norman, Washington,
D.C., also co-counsel for Big Rivers.

CHAIRWOMAN HELTON:
Mr. Denton?

MR. DENTON:
Yes. Madam Chairman, we're an intervenor, Jackson
Purchase Electric. My name is David Denton.

MR. KING:
Intervenors, Kenergy Corp. and Meade County RECC, Frank
N. King, Jr., attorney, 318 Second Street, Henderson
42420.

MR. DENTON:
P. O. Box 929, Paducah 42001.

CHATIRWOMAN HELTON:

Mr. Raff?
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MR. RAFF:
For the Commission and the staff, Richard Raff.

CHAIRWOMAN HELTON:
Is there any member of the public that wishes to give
cbmment before we begin? Hearing none, Mr. Miller?

MR. MILLER:
Yes, ma'am, Madam Chair, just a couple of preliminary
things. First of all, Big Rivers did file voluntary
responses to the issues list that the Commission
generated at the request of Big Rivers to help us get
prepared for the hearing. We have discovered a few
errors, three errors, in there that we wanted to
correct. It was a busy week in Owensboro last week
when we filed this. The first is in Item 1, Page 3,
Line 17. The word "anticipated" should be
"unanticipated." The next item is in Item 2, Page 2,
Line 26, the words "Big Rivers may face" are sur-
plusage. Then Item 3, Page 2, Line 1 at the top of the
page duplicates the last line on the previous page.
That's it. There are some other things that have been
filed that we would like to move - there are some
matters that have been filed that we would like to move
to be made a part of the record. One is this voluntary
response of Big Rivers to the issues list. Second are

the letters of August 27 and October 13, 1999, which
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makes some corrections to the original application, and
then our data requests of October 22, November 15, and
November 30, and we would, at this time, move those to
be included in the record.

CHAIRWOMAN HELTON:
So ordered.

MR. MILLER:
I would just remind the Commission, as I have reminded
myself this morning, that there is a pending
Confidentiality Petition and there's one that has
already been granted, in fact, regarding some of the
information that has been produced in connection with
this matter, and we'll try to be alert to tell everyone
when we get to that point so we can go into a-
confidential session, although there's no one here but
Big Rivers' folks. Nonetheless we want to make sure we
get it properly noted in the record. On January 4, Big
Rivers identified the persons whom we expect to testify
regarding the issues that the Commission produced for
us. We would propose to offer all three of these
people in a single panel since the issues do overlap,
although Bill Blackburn, Big Rivers' Vice President of
Marketing, and Jack Gaines of Southern Engineering will
be principally responsible for the first three issues,

and Mike Core will be principally responsible for the
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last. We also have here with us the persons who have
answered the data request responses that the Commission
has propounded to Big Rivers. So they are also
available to the extent that you need them. At this
point, of course, we have no opening statement or
summaries to the testimony. So, at this point, we
would announce ready, and we're ready to put our panel

on.

CHAIRWOMAN HELTON:

Bring your panel forward.

MR. MILLER:

Okay.

WITNESSES SWORN EN MASSE

CHAIRWOMAN HELTON:

Mr. Miller?
The witness, MIKE CORE, after having been first
duly sworn, testified as follows:

DIRECT EXAMINATION

BY MR. MILLER:

Q.

Mr. Core, are the data request responses, the
application in this matter, and other filings that have
been made by Big Rivers in this matter items that have
been prepared by you or under your supervision and
filed at your direction?

Yes, they have been.
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Q. Are those items true and correct to the best of your

knowledge and belief?

A. Yes, they are.
Q. Will you adopt those as part of your testimony here
today?
A. Yes.
MR. MILLER:
Okay.

The witnesses, BILL BLACKBURN and JACK GAINES,
after having been first duly sworn, testified as
follows:

DIRECT EXAMINATION
BY MR. MILLER:
Q. Mr. Blackburn and Mr. Gaines, have each of you filed
data request responses in this matter?

MER.. BLACKBURN:

Yes.
MR. GAINES:
Yes.
Q. And have you also participated in the development of

the voluntary responses of Big Rivers to the issues
list produced by the Commission?
ME.. BLACKBURN:

Yes.
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MR.

MR.

MR.

MR.

MR.

GAINES:
Yes.
And will you incorporate those responses as part of
your testimony here today?
BLACKBURN:
Yes.
GAINES:
Yes.
And are those responses true and correct to the best of
your knowledge and belief?
BLACKBURN:
Yes.
GAINES:
Yes, they are.
The witness, MIKE CORE, after having been first
duly sworn, testified further as follows:

DIRECT EXAMINATION CONTINUED

BY MR. MILLER:

Q.

Mr. Core, have you received a specific response from
each of the distribution cooperatives about their
positions on Rate Schedule 10 that's the subject of
this matter?

Yes, we have.

And what has that response been?

The responses that have been conveyed to me are that
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they are in favor of this Rate Schedule 10.
All three of the member co-ops?

A. Yes.

Q. Are the CEOs of each of those member co-ops in the
hearing room today as intervenors?

A. Yes, they are.

Q. And are they available to address the Commission in the
event the Commission has any question about their
support of this schedule?

A, Yes, they are.

MR. MILLER:

Okay. That's all we have, Madam Chair.

CHAIRWOMAN HELTON:

Mr. Raff?

MR. RAFF:

Thank you. I've got a lot of questions. Maybe
I'll just read them and one of you or two of you
or whomever can sort of try to answer as best you
can.

CHATIRWOMAN HELTON:

Would you preface your answer with your name for

the Court Reporter, please?
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CROSS EXAMINATION
BY MR. RAFF:
Q. Could we refer to Big Rivers' response to the
Commission's December 22, 1999, issues list, Item No.
1? The question is, could someone describe the term "a
load switching customer" and what is meant by the term
"load switching customer growth"?
MR. MILLER:
Madam Chair, I guess this gets into the area where
there are some confidential items, and we would
move that the hearing go into confidential
session.
CHAIRWOMAN HELTON:
Does it have to go into confidential session if we
don't mention individual customers?
MR. MILLER:
Well, the facts and circumstances surrounding the
"load switching customers" are central to the
reason why this tariff was filed, and, I mean,
we're going to have to talk about it at some time.
This is as good a time as any just to go ahead and
talk about it. I don't think anyone here has to -
there's no one here that has to leave the room for

that to occur.
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MR. RAFF:
I'm just a little troubled about having the -
while a portion of your response to that issues
list has been requested to be held confidential,
I mean, the term "load switching customer" has not
been, and I'm not sure that, if all of this needs
to be confidential, whether that's going to place
the Commission in a position of not being able to
issue an Order that discusses what Big Rivers'
problem is and what the approved solution is.

MR. MILLER:
Okay. Well, let's go ahead and try it without

going into confidential session at this point.

MR. RAFF:
I certainly didn't want to get into the specifics
of what customers you were referring to.

MR. MILLER:
Okay. Let's try it like that.

A. This is Mike Core. Let me try to answer your question

as I recall the way you stated it. The term "load
switching customer" you asked for a definition of would
refer to a customer which is rather unique in the State
of Kentucky but has the ability to switch load from one
utility to another, and we're talking about, in this

instance, a customer or group of customers, in this
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A.

Q.

instance, potentially that can switch from (confi-
dential) service to service of one of our member
systems because they are in that member system's
service territory. So I guess we would define, for the
purposes of this, load switching to be a customer that
has that option already.

All right.

There was another part to your question.

Yeah. The other question was the term "load switching
customer growth."

Well, load switching customer growth is a group of
customers that fit the definition of load switching
customer that are already in existence. Big Rivers had
no plans for that growth and that has become a
possibility at this point in time, and it's more than
one customer. It's a group of several customers.

So that would be the growth in Big Rivers' load if one
or more of these customers actually switched?

Yes, that's correct.

Okay.

CHAIRWOMAN HELTON:

Could I ask a clarifying question, Mr. Miller?
Would that definition also include or should it
include the definition not only served by another

utility but historically served by another utility
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prior to and subsequent to 19727
MR. MILLER:
Trying to tie it back into the certified territory
statute?
CHAIRWOMAN HELTON:
Uh-huh.
MR. MILLER:
Well, I think subsequent to 1972 is broad
enough,
CHAIRWOMAN HELTON:
Okay.
MR. MILLER:
if you want to leave it at that.
CHAIRWOMAN HELTON:
Mr. Raff?
MR. RAFF:
Thank you.
MR. MILLER:
Basically, it addresses just an existing customer
that has been there that's established and taking
power from another utility at the time that it
switches its supplier.
Q. Are customers who fall into the category of having the
ability to switch load the only customers that predate

the territorial boundary Act, if you know?
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MR. BLACKBURN:

I don't know.

A. I don't know either.

Q. Are you able to say how many customers are potentially
in this category?

MR. BLACKBURN:

Bill Blackburn. I believe there's four to six
customers that we're concerned about.

Q. Well, you say four to six you're concerned about, but
are there more than that that would fall under the
category of having the ability to switch load?

MR. BLACKBURN:

I believe - I'm not sure. I know that Kelly Nuckols is
here today, and he may be able to answer that gquestion
for you.

Q. Okay. Are you able to say whether all of these
customers, if they switched, would be in one particular
co-op's territory?

A. This is Mike Core. As I understand it, the ones that
we're referencing here, yes, would be in (confi-
dential) territory.

Q. Okay. Do you know anything about the circumstances of
these customers that would allow them to switch other
than the fact that they are in (confidential)

territory? I mean, is there something about their
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existing power supply contract?

This is Mike Core. In the instance of one of the
customers, they have a power supply contract that is
expiring in the very near future and have made, through
(confidential), contact about potential power supply.
And the others, do they have contracts that would be
coming up for renewal in the near future; do you know?
I don't know the timing on those contracts.

Okay. When you say "near future" for the one customer,
is that within six months?

Yes. To our knowledge, it has been represented within
six months.

Okay. And do you know when Big Rivers first became
aware that there were these customers who had this
supply switching ability and that, in fact, they might
have some interest in doing it?

I don't recall the exact date - this is Mike Core - but
we were made aware of this probably in the middle of
1999. I do recall a meeting in probably August of -
yeah, and we had some contacts earlier than that, but I
do recall a face-to-face meeting, I believe, in August.
I would have to go back and check the calendar on it,
but it was in 1999 sometime, the middle or perhaps even
a little before the middle of the year.

Okay.

16

CONNIE SEWELL
COURT REPORTER
1705 SOUTH BENSON ROAD
FRANKFORT, KENTUCKY 40601
(502) 875-4272




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

ME.. BLACKBURN:

This is Bill Blackburn. I would like to add just a
little to Mike's answer there. This one particular
customer had contacted Big Rivers several years ago
about the possibility of switching and leaving their
current supplier and that did not work out, and
evidently their contract is expiring now, and they have
returned back through (confidential). So it is
something that had come up in the past. It just did
not materialize.

The witness, BILL BLACKBURN, after having been
first duly sworn, testified further as follows:

CROSS EXAMINATION

BY MR. RAFF:

Q.

Was any consideration given to discussing with what was
LG&E Energy Marketing, and I'm not sure if it still is,
regarding modifying Big Rivers' existing purchased
power agreement?

When we started conversations with this potential
customer, I did contact LEM and asked for a proposal to
see if they were interested in bidding on this service,
and I believe they declined to give us a proposal.

You say you believe? I mean,

No. They did decline.

Okay. Refer to Item 1 on that same response, Pages 7
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and 8. Can you identify any specific or individual
customer load increases or expansions that have
contributed to the changes between the two Power
Requirements Studies?

Bill Blackburn responding. Two of the industrial
customers, Kimberly-Clark and Willamette, account for
the majority of the change in the Power Requirements
Study on the industrial side.

Can you give us the magnitude for each of those?

I did not bring that with me. From memory, I believe
Kimberly-Clark is 14-16 megawatts. Willamette is maybe
four.

In Item 3, Page 1 of 2, the response indicates that no
significant expansion load was anticipated by any of
Big Rivers' large industrial customers at the time the
1997 Power Requirements Study was prepared. Can some-
one explain why the study did not include at least some
nominal amount of i