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ATTORNEYS AT LAW 

May 11,2009 

Via Federal Express 

MAY 1 3  2009 Jeff DeRouen 
Executive Director 
Public Service Commission p U b i i C  SERVICE 
21 1 Sower Boulevard, P.O. Box 615 
Frankfort, Kentucky 40602-06 1 5 

co NI k4 1 ss IO M 

Re: The Applications of Big Rivers Electric Corporation for: (I) 
Approval of Wholesale Tariff Additions for Big Rivers Electric 
Corporation, (11) Approval of Transactions, (111) Approval to Issue 
Evidences of Indebtedness, and (IV) Approval of Amendments to 
Contracts; and of E.ON IJ.S., L,LC, Western Kentucky Energy Corp., 
and LG&E Energy Marketing, Inc., for Approval of Transactions, 
PSC Case No. 2007-00455 

Dear Mr. DeRouen: 

Enclosed are an original and eight copies of the response of Big Rivers Electric 
Corporation (“Big Rivers”) to the Commission Staffs data requests dated May 4, 
2009. I certifj7 that copies of this letter and data request responses have been served 
upon each of the persons identified on the attached service list. 

Sincerely yours, 

James M. Miller 

JMM/ej 
Enclosures 

cc: Mark A. Bailey 
David Spainhoward 
Service List 

Tclcphone (270) 926-4000 

Telecopier (270) 683-6694 

100 St Ann Building 

PO Box 727 

Owensboro, Uentucky 

42302-0727 



SERVICE LIST 
BIG RIVERS EL,ECTRIC CORPORATION 

PSC CASE NO. 2007-00455 

Hon. Robert Micliel 
Oi-rick, Herrington & Sutcliffe 
666 Fifth Avenue 
New York, NY 10 103 

Hon. Kyle Drefke 
Orrick, Herrington & Sutcliffe 
Columbia Center 
1152 15th Street, NW 
Washington, DC 20005 

Charles Buechel 
Utility & Economic Consulting Inc. 
116 Carrie Court 
Lexington, KY 405 15 

Hoii. Doug Beresford 
Won. Geof Hobday 
Hogan & Hartson 
555 Thirteenth Street, NW 
Washington, DC 20004 

Paul Thompson 
E O N  U.S. L , L C  
220 West Main Street 
Louisville, KY 40202 

David Sinclair 
E.0N 1J.S. LLC 
220 West Main Street 
Louisville, KY 40202 

D. Ralph Bowling 
Western Kentucky Energy Colp 
P. 0. Box 1518 
Henderson, KY 424 19 

Hon. Kendrick Riggs 
Stoll, Keenori & Ogden PLLC 
500 West Jefferson Street 
Louisville, KY 40202 

Hon. Allyson Sturgeon 
E.ON U.S. LL,C 
220 West Main Street 
Louisville, KY 40202 

Kelly Nucltols 
Jackson Purchase Energy Corp. 
P. 0. Box 4030 
Paducali, K.Y 42,002-4030 

Rums Mercer 
Meade County RECC 
P. 0. Box 489 
Brandenburg, KY 40 1 08 

Sandy Novick 
Kenergy Corp. 
P. 0. 1389 
Owensboro, KY 42302 

Hoii. Frank N. King 
Dorsey, King, Gray, 

3 18 Second Street 
Henderson, KY 42420 

Noriiient & Hopgood 

Hon. David Dentoii 
Denton & Kueler, LLP 
P.0. Box 929 
555 Jefferson Street, Suite 301 
Paducah, KY 42002-0929 

Hon. Tom Rrite 
Brite and Butler 
P. 0. Box 309 
Hardinsburg, KY 40 143 

Jack Gaines 
JDG Consulting, L ,LC 
P. 0. Box 88039 
Dunwoody, GA 30356 
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Hoii. Michael L. Kurtz 
Boelm, Kurtz & Lowry 
Suite 2 1 10 
36 East Seventh Street 
Cinciimati, OH 4.5202 

Hon. David Brown 
Stites & Harbisoii, PLLC 
1800 Aegon Center 
400 West Market Street 
Louisville, KY 40202 

Henry Fayiie 
1980 Hillside Drive 
Columbus, Ohio 4322 1 

Allari Eyre 
63 1 Mallard Lalie 
Henderson, KY 42420 

Russell Klepper 
Energy Services Group 
3 16 Maxwell Road 
Alpliaretta, GA 30004 

SERVICE LIST 
BIG RIVERS ELECTRIC CORPORATION 

PSC CASE NO. 2,007-00455 

Hon. C. B. West 
Stoll Keenon Ogden PLLC 
20 1 C North Main Street 
Henderson, KY 42420 

Gary Quick 
Henderson Municipal Power & Light 
100 5 th Street 
Heriderson, KY 42420 

Hoii. Dennis Howard 
Assistaiit Attorney General 
Office of the Attorney General 
TJtility & Rate Intervention Division 
1024 Capital Center Drive, Suite 200 
Frankfort, KY 40601 -8204 

Mr. David Brevitz 
Brevitz Coiisultiiig Services 
3623 Southwest WoodValley Terrace 
Topeka, KS 66614 

Don Meade 
800 Republic Building 
420 W. Muhammad Ali Blvd. 
Louisville, KY 40202 

Katherine Simpson Allen 
Stites & Harbison, PLLC 
401 Commerce Street 
Suite 800 
Nashville, Tennessee 37219 

Hon. Jolm N. Huglies 
124 West Todd Street 
Frankfort, Kentucky 4060 1 
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BIG RIVERS ELECTRIC CORPORATION’S 
RESPONSE TO THE COMMISSION’S MAY 4,2009 DATA 
REQUEST TO BIG RIVERS ELECTRIC CORPORATION 

MAY 11,2009 
PSC CASE NO. 2009-00455 

[tern 1) On April 21, 2009, Big Rivers filed a letter with the Commission stating 

:hat it would not close the TJiiwind Transaction earlier than five days after notifying the 

=loinmission in writing that it has obtained two investment grade credit ratings, unless it 

Lias received authorization from the Commission to proceed with only one investment 

gade credit rating. However, on April 24, 2009, Big Rivers filed a Petition for 

Confidential Treatment which states, at page 1 , that it is prepared to close the Unwind 

Transaction “without the need to seek further changes to the Public Service 

Coinmission’s order of March 6,2009.” 

a. Has Big Rivers obtained two investment grade credit ratings? If 

yes, state the name of each agency that issued the investment grade rating, the date it was 

issued, and the rating issued. 

b. If no, state when Big Rivers reasonably anticipates receiving two 

investment grade credit ratings. 

Response) a. Yes, Big Rivers has obtained two investment grade credit ratings. 

They are as follows: 

1. Moody’s Investor Service: (P)Baal, Stable Rating 

Outlook; March 19, 2009 

Standard & Poor’s Ratings Service: BBB-, Stable Rating 2. 

Outlook; April 23, 2009 

Ratings are based on the expectation of Big Rivers successfully completing the unwind 

transaction on the specified terms. 

Item 1 
Page 1 of 2 
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BIG RIVERS ELECTRIC CORPORATION’S 
RESPONSE TO THE COMMISSION’S MAY 4,2009 DATA 
REQTJEST TO BIG RIVERS ELECTRIC CORPORATION 

MAY 11 2009 
PSC CASE NO. 2009-00455 

The Standard & Poor’s Rating was issued on April 23,2009 as a confidential 

rating. On May 8, Standard & Poor’s agreed to release the rating as public information. 

A copy of that evaluation report is attached. 

b. Not applicable. 

Witness) C. William Blackburn 

Item 1 
Page 2 of 2 
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ease at 
In 1998, Big Rivers Electric Corp. (BREC or the company) leased its eight power plants to LG&E Energy Marketing 
Inc. (LEM) for 2.5 years and LEM agreed to sell energy to BREC and its customers at  specified prices. LEM's 
successor, E.ON-1J.S. LLC, negotiated a buyout arrangement with BREC that will terminate the lease 1.5 years early 
because of poor lease economics. 

BREC asked Standard & Poor's Ratings Services to evaluate the credit rating implications of implementing the 
proposed termination scenario through its Rating Evaluation Service. Based on our review of materials that the 
company furnished and other information, we concluded that we could assign the $865 million of senior secured 
debt that it is projecting following debt reduction and restructuring a 'BBB-' rating with a stable outlook if it 
completes the unwind transaction on the specified terms. 

Whether we will rate BREC's senior secured debt 'BBB-' hinges on the final terms of the lease termination 
conforming to the assumptions that the company presented to us. There are numerous preconditions to closing the 
transaction. E.ON must pay BREC about $500 million of cash compensation for taking back the generating assets 
and terminating the power supply arrangements. E.ON must also release BREC from certain financial obligations 
related to the lease that together with other noncash compensation totals $315 million. Additional conditions 
include: 

Obtaining necessary state and federal regulatory approvals; 
Exchanging payments; 
Obtaining favorable opinions covering the transaction's tax implications; 
Assessing the costs of environmental exposures and the status of environmental remediation projects; 
Exchanging releases extinguishing legal claims; 
Executing power supply agreements between BREC's leading distribution cooperative and its two largest 
customers; and 
Extending the tenor of the wholesale power supply contracts between the company and its three distribution 
cooperatives. 

complete list of the issues and conditions underlying the outcome of Standard & Poor's ratings evaluation are 
delineated in the letter we prepared for BREC. 

Standard & Poor's Ratings Evaluation Letter To BREC 
April 2.3, 2009 

Mr. C. William Blackburn, CMA 

Chief Financial Officer 

Vice President of Financial Services and Power Supply 

Standard & Poor's RatingsDirect I May 8,2009 
Standard & Poor's All rights reserved No reprint or dissemination without S&Ps permission See Terms of Use/Disclaimer on the last page 



Standasd G. Poor's Evaluates Big Rivers Electric Cosp. 's Potential Credit Quality A ftes Psoposed Lease Ternzination 

201 Third Street 

P.O. Box 24 

Henderson, ICY 42419-0024 

Dear Mr. Blackburn: 

Thank you for requesting that Standard & Poor's Ratings Services (Standard & Poor's, we, or us) provide Big 
Rivers Electric Corporation (BREC, the issuer, or you) with feedback on the credit rating implications of 
implementing the proposed scenario described below through its Rating Evaluation Service. Standard & Poor's has 
reviewed the scenario provided. The following is a summary analysis reflecting our Rating Evaluation committee's 
response. 

Existing rating 
BREC is not currently rated by Standard & Poor's. 

Ratings evaluation scenario 
As part of its 1998 Chapter 11 bankruptcy reorganization, BREC entered into an operating lease with LG&E 
Energy Marketing (LEM) covering its eight power plants. LEM leased BREC's generating assets for 25 years and 
agreed to sell energy to BREC and its customers at  specified prices. 

LEM's successor E.ON-{J.S., LLC (E.ON) negotiated a buyout arrangement with BREC because of poor lease 
economics. The buyout allows the companies to terminate the lease fifteen years early. The parties negotiated a 
buyout that proposes that E.ON pay BREC about $.SO0 million of cash compensation for taking back the generating 
assets and terminating the power supply arrangements. E.ON will also release BREC from another $ 3  15 million of 
financial obligations related to the lease. 

There are numerous preconditions to closing the transaction. They include obtaining necessary state and federal 
regulatory approvals, exchanging payments, obtaining favorable opinions covering the transaction's tax 
implications, assessing the costs of environmental exposures and the status of environmental remediation projects, 
exchanging releases extinguishing legal claims, achieving specified credit rating thresholds, executing power supply 
agreements between BREC's leading distribution cooperative and its two largest customers, and extending the tenor 
of the wholesale power supply contracts between BREC and its three distribution cooperatives. 

BREC asked us to assumed that if it, E.ON and BREC's leading customers meet the several closing conditions, it will 
use about $140 million of E.ON's $.SO0 million termination payment to reduce debt and $218 million to create rate 
stabilization accounts benefiting non-smelter customers, which includes $61 million that the commission's final 
order directed E.ON to contribute to the rate stabilization accounts. BREC has also advised us that it will set aside 
about $ . 3 5  million of E.ON receipts to mitigate the effects of potential smelter shutdowns and that it plans to hold 
the approximately $1 16 million balance of E.ON's cash payment as unrestricted cash reserves to enhance working 
capital. 

Big Rivers has also asked us to assume that it will restructure debt as part of the lease termination transaction. Big 
Rivers has about $140 million of senior secured pollution control bonds and about $900 million of subordinate 
secured Rural Utilities Service debt. We are assuming that, at closing, the new indenture will collapse the senior and 
subordinate liens, converting the subordinate debt to parity senior debt. 

www.standardandpoors.com/ratingsdirect 
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Standard G. Poor's Evaluates Big Rivers Electric Corp.'s Potential Credit Qzinlity After Proposed Lease Termination 

Standard & Poor's conclusions are based on our review of the several October 2008 and April 2009 financial 
forecasts and scenarios prepared by BREC for Standard & Poor's review. We also reviewed the documents BREC 
submitted to us in October 2008 including, but not limited to, the indenture, wholesale and retail sales agreements, 
smelter agreements, RIJS loan contract and revolving credit agreements. In addition, our evaluation reflects 
telephone conversations and meetings held between BREC and Standard & Poor's. 

Ratings evaluation conclusions 
It is Standard & Poor's opinion that the $865 million of senior secured debt that BREC is projecting following the 
lease's termination, its debt reduction and debt restructuring, may be assigned a 'BBB-' rating with a stable outlook 
if BREC completes the unwind transaction on the specified terms. Consistent with the assumptions you have 
provided, to achieve these ratings BREC would receive the contemplated E.ON payments, reduce debt as projected 
and convert all of its subordinated R'IJS notes to senior secured instruments on par with its outstanding senior lien 
pollution control bonds. 

Rationale for rating conclusions 
In our opinion, BREC faces several credit exposures that constrain the rating. They include: 

A. W e  believe that BREC's extreme level of customer concentration and it leading customers' credit profiles 
rep resent mean ingfu 1 credit exposzi res. 
Assuming BREC severs its E.ON ties, it will use its power plants to produce and sell wholesale electricity. Its 
principal customers are its three member distribution cooperatives that will resell the electricity to their nearly 
110,000 retail customers. BREC is projecting that only two of the 110,000 customers will account for about 60% of 
its revenues. These two customers, Rio Tinto Alcan (Alcan; BBB/Negative/--) and Century Aluminum Co. (Century; 
B/ Negative/--), are aluminum smelters whose operations and financial performance are exposed to extreme 
commodity price volatility. We believe these companies' economic viability hinges on aluminum prices, among other 
things. Notably, BREC expects Century's electricity purchases to provide 34% of its revenues, which meaningfully 
exposes BREC's financial profile to a single speculative grade customer's cash flows. 

In recent months, many aluminum smelters curtailed operations following the sharp collapse of aluminum prices. If 
Alcan or Century ceased operations at their Kentucky facilities, BREC would need to sell surplus electricity in 
competitive wholesale markets in a bid to recover substantial portions of its fixed costs. If the smelters reduce their 
operations, BREC will need to sell the resulting surplus energy in the market for the benefit of the smelters. The 
several agreements signed by BREC, its distribution cooperative member, Kenergy Corp. (Kenergy), and the smelters 
provide that certain profits from market sales following curtailment inure to the benefit of the smelters. The 
agreements also provide that the smelters must cover BREC losses resulting from market sales following curtailment. 
Given Century's weak credit quality, its ability to make up shortfalls is questionable. If the smelters terminate 
operations, their BREC obligations end. While BREC may retain profits from off-system sales in this scenario it will 
also bear market the risk of losses. 

We believe that selling electricity in wholesale markets to cover debt service presents meaningful credit challenges 
because wholesale market sales represent speculative and unpredictable revenue streams. Wholesale markets expose 
utilities to volatile prices, competing market participants, operational uncertainties such as acquiring physical access 
to transmission capacity, and potentially heightened liquidity needs. 

Standard & Poor's RatingsDirect I May 8,2009 
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Standard G. Poor's Evaluates Big Rivers Electric Corp. 's Potential Credit Qiiality After Proposed Lease Termination 

B.  It  is our opinion that the take-or-pay features of the retail power sales contrmts between BREC distribtition 
cooperative, Kenergy Corp., and the smelters are weak. 
Kenergy is one of BREC's three member distribution cooperatives. The lease unwind provides for Kenergy to resell 
BREC electricity to the smelters under 14-year power supply contracts. These contracts have take-or-pay elements 
that require the smelters to pay for specific quantities of energy, irrespective of whether the smelters need the energy. 
Yet, we believe that these contracts' take-or-pay features are weak and do not provide meaningful credit protections. 
For example, the smelters can terminate their contracts without penalties if they close their Kentucky facilities. The 
smelters' parent companies are not backstopping their subsidiaries obligations under the power sales agreements. 

C. W e  believe BREC's financial performance could suffer if the Kentucky Public Service Commission does not 
provide timely rate relief or disallows costs, particularly if BREC needs to reallocate the smelters' shares of fixed 
costs to its non-smelter customers. 
It is our view that if the smelters close and BREC cannot fully recoup the smelters' share of fixed costs through 
surplus electricity sales in competitive wholesale markets, BREC's non-smelter retail customers may need to bear 
substantial additional costs. BREC will not have control over revenues if it needs to sell electricity in competitive 
wholesale markets to compensate for eroded smelter activity. Moreover, BREC can only recover shortfalls from the 
non-smelter retail customers if it and its distribution cooperative members can obtain rate relief from the Kentucky 
PSC. 

TJnlike many other cooperative utilities, BREC and its member distribution cooperatives cannot autonomously raise 
rates to respond to increasing costs or to reallocate costs. The Kentucky Public Service Commission (Kentucky PSC) 
regulates these utilities' wholesale and retail electricity rates. Rate regulation presents credit concerns because rate 
proceedings can be lengthy and delay cost recovery. Moreover, rate-regulated utilities do  not have cost recovery 
guarantees. Nevertheless, in recent rate proceedings, the Kentucky PSC provided BREC's distribution cooperatives 
with rate relief that was closely aligned with the utilities' requests. Also, the commission has taken additional steps 
in connection with the lease termination that we view as supportive of credit quality, including directing E.ON to 
fund rate stabilization accounts benefitting BREC's members' non-smelter, retail customers. In addition, the average 
wholesale rates of more than $72 per megawatt-hour (MWH) the commission recently approved for East Kentucky 
Power Cooperative (East Kentucky), another generation and transmission cooperative, are substantially higher than 
BREC's current blended non-smelter rates of about $3.5 per MWH. We believe that rates set for East Kentucky 
indicate there is capacity for further BREC rate increases should they be needed to reallocate costs to BREC's 
non-smelter customers. 

D. It is o w  view that BREC's few, vintage, coal-fired generation assets present operational exposures that can 
affect financial performance. 
Assuming BREC and E.ON terminate their generation lease, BREC will sell the electricity it produces at its seven 
owned coal plants and the two coal plants it leases from Henderson, Kentucky's Municipal Power and Light utility. 
BREC operates and has contractual rights to nearly 1,800 M W  of generation capacity. BREC's and Henderson's 
power plants range in age from 2.3 to 40 years, with a weighted average age of 32 years, based on contributions to 
overall generating capacity. 

BREC's wholesale electric rates include automatic fuel and purchased power cost adjustment mechanisms that we 
believe mitigate some of the credit concerns surrounding the ability of the mature fleet to reliably serve native load 
customers. These true-up mechanisms shift some of the operational risks of operating older units to the smelter and 
non-smelter customers by malting them responsible for replacement power costs if units are not running. 

www.standardandpoors.com/ratingsdirect 
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Standard G. Poor's Evaluates Big Rivers Electric C0rp.s Potential Credit Qirality After Proposed Lease Termination 

While the fuel adjustment is an automatic, formulaic, monthly adjustment, the purchased power cost adjustment is 
only automatic for the smelters. Before they are eligible for recovery in rates, the PSC must review the power 
purchase costs BREC incurs on behalf of its non-smelter customers. All costs recoverable under the adjustment 
mechanisms are subject to PSC prudence reviews. 

Some of BREC's plants have high heat rates. Its fleet's heat rates range from 10,600 BTU per kilowatt-hour (ICWH) 
to 13,382 BTIJ per KWH with a weighted average heat rate of 11,100, reflecting the small percentage of the fleet 
with the highest heat rates. We are concerned that portions of the fleet may not dispatch to support market sales 
that compensate for losses of smelter sales. 

BREC projects using coal to produce 95% of the electricity it sells, exposing the utility and its customers to 
potentially higher operating costs as the regulation of carbon and other emissions progresses. The plants' heat rates 
contribute to carbon intensity in the range of 1.1 tons of coal per MWH. The plants' ages, heat rates and carbon 
intensity raise questions about their ability to compete against potentially more efficient and less carbon-intensive 
units in wholesale markets if the smelters reduce or end their BREC electric purchases. It is our view that the extent 
of carbon regulation will determine the effects of this level of carbon intensity on BREC's production facilities' 
economics. 

Because aluminum smelting is a carbon intensive process, we believe a combination of costly carbon constraints on 
aluminum production and carbon charges levied on the smelters' electricity purchases could impair the smelters' 
operations and heighten the likelihood that BREC's generating assets may have to compete in wholesale markets. 

E. Although BREC is adding transmission capacity for physical access to wholesale markets, we believe it lacks the 
certainty of firm contracttial transmission arrangements that can facilitate surplus power sales. 
BREC advised us that it is adding transmission capacity to facilitate power sales to others if the smelters reduce 
operations or close. The Kentucky PSC approved the transmission capacity additions and BREC projects they will 
cost a moderate $5.3 million. Yet, we believe BREC's ability to remarket the smelters' power still presents credit 
concerns. 

BREC's transmission additions could provide sufficient physical interconnections with wholesale markets. However, 
BREC lacks firm contractual access rights that could ensure that it can move power across others' transmission 
systems, including, the Tennessee Valley Authority (TVA) system. BREC only has contracts for 100 MW of firm 
transmission capacity across the TVA system. BREC's management views the high cost of securing firm transmission 
access for a contingent exposure as unwarranted. BREC has physical interconnections with other power markets 
beyond TVA, such as the Midwest I S 0  and the Southwest Power Pool. However, BREC's electricity needs to cross 
TVA's transmission system to access key markets such as Southern Company and Entergy. Lack of transmission 
access due to fully loaded lines during peak periods could frustrate BREC's ability to capture the most robust power 
prices for surplus power it may need to sell if it loses smelter loads. 

These strengths temper the preceding credit exposures: 

A. BREC advised tis that it plans to reduce debt and build equity with transaction proceeds. 
BREC plans to use about $140 million of E.ON's termination payments to reduce debt by nearly 16% and plans to 
use $21 8 million to create rate stabilization accounts benefitting its non-smelter customers. BREC plans to hold the 
balance of E.ON's cash payment as unrestricted cash reserves to enhance working capital. E . 0 N  will also cancel 
some lease-related obligations, which will further reduce long-term debt. These actions will reduce debt to $872 
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Standard G. Poor's Evaluates Big Rivers Electric Corp. 's  Potential Credit Q i d i t y  After Proposed Lease Termination 

million following the transaction from $1.0.3 5 billion immediately prior to the transaction. Also, reducing debt and 
increasing cash balances will improve debt to capitalization to a sound 70% from a very weak 116%. 

B.  BREC projects funding its 2009-201.3 capital needs from operating cash flow. 
BREC projects $300 million of 2009-2013 capital spending to add environmental controls to generation plants and 
enhancing its transmission system. BREC believes that it will only need modest amounts of incremental debt if it has 
to sell the smelters' power in wholesale markets at  depressed prices. It is our view that market sales at  depressed 
prices could require meaningful additional debt. Market prices for surplus power sales and the Kentucky PSC's 
wholesale and retail rate adjustments for BREC and its member cooperatives will determine the precise amount of 
debt that could be needed. 

C. It is o w  opinion that the long-term wholesale power contracts between BREC and its three member distribution 
cooperatives provide a measure of revenue stream security. 
It is our understanding that terms of wholesale power contracts between BREC and its members require BREC's 
three member distribution cooperatives to purchase their electricity needs from BREC. BREC and its member 
distribution cooperatives must extend their wholesale power sales contracts by twenty years to 204.3 in connection 
with the lease termination. This long tenor contributes to credit quality. Furthermore, the members have exclusive 
rights to sell electricity within defined service territories, which shields BREC and its members from competition for 
their electric loads. 

BREC's long-term wholesale power contracts also contribute to credit quality because they extend twenty years 
beyond its debt's 202.3 final maturity. BREC is contemplating restructuring and extending some debt to achieve level 
debt service. The 204.3 expiration date accommodates debt restructuring. However, because the smelters contracts 
expire in 2023, debt extensions beyond 2023 would lead to maturities beyond the expiration of the smelters' 
contracts and debt service on debt maturing after 202.3 may need to be supported by wholesale market revenues. 

Generally, lengthy requirements contracts, such as BREC's, provide meaningful revenue predictability and credit 
support. However, BREC's members' substantial reliance on two industrial loads that are vulnerable to commodity 
price cycles erodes the contracts' credit support and distinguishes BREC from most other cooperative utilities. Rate 
regulation also dilutes the benefits of the long-term wholesale power contracts since BREC, unlike most other 
cooperatives, cannot unilaterally levy additional costs on its captive customers, which could frustrate a reallocation 
of fixed costs if it loses smelter loads. Also, BREC lacks control over prices for market sales it may need to make if 
the smelters' operations falter, tempering the wholesale power contracts' benefits. 

D. It is o w  view that BREC's members' retail rates are highly competitive and they could contribute to financial 
flexibility. 
Energy Information Administration data shows that BREC's members' retail rates compare very favorably with 
average rates for the residential, commercial and industrial sectors in Kentucky. Members' 2007 average residential 
rates were 13% below the state's average. Members' average commercial and industrial rates were 10% and 2.3% 
below the state's respective average rates for these classes. 

We believe the smelters' high load factors are likely contributors to the favorable level of rate competitiveness 
because their consistently high electricity consumption provides a robust platform for spreading fixed costs over 
many megawatt hours. Here too, the exposure to the smelters can become a liability if commodity prices or 
economic conditions compromise the smelters' operations. 
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E. BREC projects sound debt service coverage, but we believe losing the smelters could impair financial 
performance. 
BREC projects debt service coverage of 1 . 3 . 5 ~  or greater over the next decade. These coverage levels are stronger 
than those of many other generation and transmission cooperatives. Yet, these coverage levels do  not enhance the 
rating because we believe that BREC needs robust coverage as a financial cushion against the vagaries of its 
aluminum smelter customers' performance. 

BREC's base case financial forecast assumes that the smelters' operations are not impaired by either economic 
conditions or commodity prices. 

BREC further assumes that its debt service coverage can strengthen if it loses the smelters' loads. BREC believes 
competitive wholesale markets can provide opportunities to earn revenues that are higher than the rates the smelters 
pay because the negotiated smelter rates yield low margins. 

While we agree that wholesale markets may at times provide opportunities to reap windfalls, we believe that, on the 
whole, competitive wholesale market sales can erode financial margins. BREC faces considerable risks in wholesale 
market activity. If BREC must compete in wholesale markets to sell a meaningful amount of its power plants' 
capability to recover fixed costs, BREC, like other merchant generators, will need to find purchasers that can buy 
sufficient electricity to recoup the smelters' share of fixed costs. BREC must also secure enough transmission access 
to support such sales. During hours when coal is on the margin, BREC may face depressed market prices. The recent 
collapse of natural gas prices also places downward pressure on electricity prices. Furthermore, transmission 
constraints during peak periods may frustrate BREC's ability to obtain the best prices for its electricity. 

We evaluated a number of stress scenarios with regard to potential financial results. These scenarios indicate that 
BREC's financial performance remains vulnerable to depressed market power prices if it loses the smelters. To 
preserve its rating in such scenarios, the utility would likely need regulatory approval for substantially higher rates 
for its non-smelter customers to shore up financial performance. The regulator will play an important role in 
determining future credit quality if BREC needs to look to its non-smelter customers to absorb fixed costs previously 
borne by the smelters. Here, we believe that East Kentucky's significantly higher wholesale rates could be cited in 
support of a BREC request for rate relief for cost recovery. 

Sincerely yours, 

Standard & Poor's Ratings Services 

A division of The McGraw-Hill Companies, Inc. 

Standard &; Poor's RatingsDirect I May 8,2009 
Standard & Poor's All rights reserved No reprint or dissemination without S&Ps permission See Terms of Llse/Disclaimer on the last page 



Copyright 0 2009, Standard & Poors, a division of The McGraw-Hill Companies, Inc (S&P) S&P and/or its third party licensors have exclusive proprietary rights in the data or 
information provided herein This data/information may only be used internally for business purposes and shall not be used for any unlawful or unauthorized purposes 
Dissemination, distribution or reproduction of this data/information in any form is strictly prohibited except with the prior written permission of S&P Because of the 
possibility of human or mechanical error by S&P, its affiliates or its third party licensors, S&P, its affiliates and its third party licensors do not guarantee the accuracy, 
adequacy, completeness or availability of any information and is not responsible for any errors or omissions or for the results obtained from the use of such information S&P 
GIVES NO EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES DF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE 
OR USE In no event shall S&P, its affiliates and its third party licensors be liable for any direct, indirect, special or consequential damages in connection with subscribers or 
others use of the data/information contained herein Access to the data or information contained herein is subject to termination in the event any agreement with a third- 
party of information or software is terminated 

Analytic services provided by Standard & Poor's Ratings Services (Ratings Services) are the result of separate activities designed to preserve the independence and objectivity 
of ratings opinions The credit ratings and observations contained herein are solely statements of opinion and not statements of fact or recommendations to purchase, hold, or 
sell any securities or make any other investment decisions Accordingly, any user of the information contained herein should not rely on any credit rating or other opinion 
contained herein in making any investment decision Ratings are based on information received by Ratings Services Other divisions of Standard & Poor's may have 
information that is not available to Ratings Services Standard & Poor's has established policies and procedures to  maintain the confidentiality of non-public information 
received during the ratings process 

Ratings Services receives compensation for its ratings Such compensation is normally paid either by the issuers of such securities or third parties participating in marketing 
the securities While Standard &Poor's reserves the right to disseminate the rating, i t  receives no payment for doing so. except for subscriptions to its publications 
Additional informatian about our ratings fees is available at w w w  standardandpoors com/usratingsfees 

Any Passwords/user IDS issued by S&P to users are single user-dedicated and may ONLY be used by the individual to whom they have been assigned No sharing of 
passwords/user IDS and no simultaneous access via the same password/user ID is permitted To reprint, translate, or use the data or information other than as provided 
herein, contact Client Services, 55 Water Street, New York, NY 10041, (1)212 438 7280 or by e-mail to. research-request@standardandpoors cam 

Copyright 0 1994-2009 Standard & Poors, a division of The McGraw-Hill Companies All Rights Reserved 

www.standardandpoors.com/ratingsdirect 



1 
2 

3 
4 

S 

6 

7 
8 

9 
10 

11 
12 

13 

14 
1s 

16 

17 

18 
19 

20 

21 

22 

23 

24 

25 
26 

27 
28 

29 
30 

31 

32 

33 

BIG RIVERS ELECTRIC CORPORATION’S 
RESPONSE TO THE COMMISSION’S MAY 4,2009 DATA 
REQTJEST TO BIG RIVERS ELECTRIC CORPORATION 

MAY 11,2009 
PSC CASE NO. 2009-00455 

[tern 2) The Commission’s March 6,2009 Order, Appendix A, No. 5, states that 

Big Rivers will iiot close the Unwind Transaction until the Commission has reviewed and 

approved any change to the Station Two Contract amendments if Big Rives is going to 

provide anything of value that differs from the value it was to provide under the as-filed 

amendments, or if the Unwind Financial Model needs to be revised to properly reflect the 

change to the as-filed amendments. 

a. Does Big Rivers currently anticipate providing anything of value 

that differs from the value it was to provide under the as-filed amendments? If yes, 

explain in detail why Big Rives believes that such a change does not require review and 

approval by the Cornmission. 

b. The Station Two Contract ameiidments as filed with the 

Commission provide that Big Rives will pay $2.50 per MWh for excess energy. Does 

Big Rives currently anticipate executing the Station Two Contract amendments as filed 

with the Commission, iiicludirig the provision to pay $2.50 per MWh for excess energy? 

If no, explain in detail why the change to the amendments does iiot require review and 

approval by the Cornmission. 

c. If Big Rives does iiot anticipate executing the as-filed Station Two 

Contract aniendments, including the payment of $2.50 per MWh for excess energy, 

explain in detail why no revision is needed to the TJnwind Financial Model to properly 

reflect that change. 

Response) a. The proposed “Amendment to Contract Among City of 

Henderson, Kentucky, City of Henderson Utility Commission (“Henderson”) and Big 

Item 2 
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BIG RIVERS ELECTRIC CORPORATION’S 
RESPONSE TO THE COMMISSION’S MAY 4,2009 DATA 
REQUEST TO BIG RIVERS EL,ECTRIC CORPORATION 

MAY 11,2009 
Rivers Electric Corporation” (“Proposed Station Two Contract Amendments”) was filed 

PSC CASE NO. 2009-00455 

with the Commission as Exhibit 87B on October 9,2008. As Rig Rivers has previously 

idvised the Cornmission, this document will not be entered into in connection with the 

[Jnwind Transaction. 

The document in the 1998 lease transaction by which Rig Rivers’ rights and 

liabilities under the 1970 Station Two Contracts with Henderson, as amended (“Station 

Two Contracts”) were assigned to one or more E.ON 1J.S. subsidiaries (now Western 

Kentucky Energy Corp., or “WKEC”) is known as the Station Two Agreement. By its 

terms, the Station Two Agreement terminates December 3 1, 2023. At that time all of the 

rights and liabilities assigned to WICEC under the Station Two Agreement in 1998 would 

wtomatically revert to Big Rivers. TJnder the terms of the Second Amendatory 

Agreement (Exhibit 87A, filed October 9,2008), the Station Two Agreement will be 

amended at the TJnwind Transaction closing to make its automatic termination dale the 

date of the [Jnwind Transaction closing. Thus, without the Proposed Station Two 

Contract Amendments, on the Unwind Transaction closing date Rig Rivers will be 

essentially in the same position with respect to the Station Two Contracts that it would 

have been in if the 1998 lease transaction, including the Station Two Agreement, had run 

its full term. 

The Proposed Station Two Contract Amendments provided that Rig Rivers would 

forego its option to take ‘‘Excess Henderson Energy” and instead substituted a “must- 

take” provision for “Excess Henderson Energy” under the Station Two Contracts, 

regardless of Rig Rivers’ utilization of its own share of Station Two, at $2.50 per 

Item 2 
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REQUEST TO BIG RIVERS ELECTRIC CORPORATION 

MAY 11,2009 
PSC CASE NO. 2009-004.55 

negawatt hour, which is $1 .00 more per megawatt hour than it will now be required to 

3ay. In this manner, the Proposed Station Two Contract Amendments also basically 

:liminated a dispute that had arisen between Henderson, on the one hand, and Big Rivers 

2nd WKEC, on the otlier hand, regarding the interpretation of the contractual provisions 

In the Station Two Contracts and the Station Two Agreement establishing entitlement to 

Excess Henderson Energy 

Neither Rig Rivers nor E.ON subsidiary Western .Kentucky Energy Corp. believe 

Henderson will prevail if it pursues its position regarding Excess Henderson Energy. But 

3ecause that risk would have been eliminated by the Proposed Station Two Contract 

Amendments that will not be signed, Rig Rivers and WKEC are negotiating an agreement 

that will put Rig Rivers in essentially the same position it would have been in had the 

Proposed Station Two Contract Amendments been signed. A one-page, high level 

juininary of the term sheet for that “indemnity agreement” was provided to the parties in 

this case at the informal conference on April 8,2009. The definitive indemnity 

agreement is being drafted at this time, and will be submitted to the Commission for 

informational purposes when it is completed. Under the anticipated provisions of the 

definitive indemnity agreement, Big Rivers does not expect ever to pay more than $2.50 

per megawatt hour for Excess Henderson Energy during the period through December 

3 1,2023, and to enjoy the same access to Excess Henderson Energy it would have had if 

the Proposed Station Two Contract Amendments had become effective. For the reasons 

stated above, Rig Rivers believes it is neither receiving nor giving anything of value that 

differs in effect from what was anticipated in the Proposed Station Two Contract 
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4niendinents, and that no revisions to the TJnwind financial model are necessary or 

xppropriate. 

On October 9, 2008, Rig Rivers and EON filed four other documents with the 

Proposed Station Two Contract Amendments: (i) the Second Amendatory Agreement 

[Exhibit 87A); (ii) Station Two Termination and Release (Exhibit 87C); (iii) Station Two 

G & A Allocation Agreement (Exhibit 87D); and (iv) Agreement for Assignment of 

Responsibility for Coinplying with Reliability Standards. The additional documents are 

not amendments to the Station Two Contracts, but are more in the nature of ancillary 

xgreenients regarding operation and accounting procedures. Big Rivers did seek 

Coniniission approval for t,hese documents, whether or not that approval was a legal 

necessity, and will also mention them in this response. 

The Second Amendatory Agreement and the Station Two Termination and 

Release were filed with the Commission as part of the May 5,2009 Status Report of the 

Applicants. None of the changes froin the versions originally filed with tlie Commission 

has any effect on Big Rivers’ lJnwind Financial Model. 

Big Rivers and the City have reached agreement on the Station Two G&A 

Allocation Agreement, which was also been filed in the record with the May 5,2009 

Status Report. The primary difference between tlie Exhibit 87D draft and the agreement 

filed 011 May 5 ,  2009, is the addition of Section 4.2 (which was blailk in the Exhibit 87D 

version), and the associated Exhibit C. Exhibit A has been revised to include some 

additional Rig Rivers employees and cost splits for which Rig Rivers receives additional 

dollars froin Henderson. Exhibit C contains the employees and cost splits from which 
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Henderson receives dollars from Rig Rivers. While final Station Two budgets have not 

3een prepared (and will not be prepared until some time after the IJnwind Transaction 

:losing) the inserts and changes to the Station Two G&A Allocation Agreement will have 

no material affect on the Financial Model. 

The Agreement for Assignment of Responsibility for Complying with Reliability 

Standards is continuing to be negotiated regarding the services to be performed by Rig 

Rivers. Henderson has agreed in principal with the basic terms of the agreement, but is 

still determining what services it wants to request Big Rivers to perform under the 

agreement. This agreement provides that the City will pay Big Rivers for agreed upon 

services provided by Rig Rivers, so this agreement will have no material affect on the 

IJnwind Financial Model. 

Rig Rivers is also discussing with Henderson providing operational procedures 

[etters coiifirniing Big Rivers’ operational plans, coiisisteiit with the Unwind Financial 

Model assumptions, regarding Station Two fuel, and allocation of emission allowances. 

Neither of these letters will have a material impact on the TJiiwind Financial Model. 

b. See response to Item 2 a, above. 

e. See response to Item 2 a, above. 

Witness: David Spainhoward and Counsel 
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VERIFICATION 

I verify, state, and affirm that the May 1 1,2009, data request responses for which I am 
listed as a witness are true and accurate to the best of my knowledge, information, and belief 
formed after a reasonable inquiry. 

COMMONWEALTH OF KENTUCKY ) 
COUNTY OF HENDERSON 1 

SUBSCRIBED AND SWORN TO before me by C. William Blackburn on this the 1 lth 
day of May, 2009. 

Notary Public, Ky. State at Large 
My Conirnission Expires 14/g 3 



VEFUFICATIQN 

I verify, state, and affirm that the May 11,2009, data request responses for which I am 
listed as a witness are true and accurate to the best of my knowledge, information, and belief 
formed after a reasonable inquiry. 

&JW 
David A. Sp inhoward 

COMMONWEALTH OF KENTUCKY ) 
COUNTY OF HENDERSON ) 

SUBSCRIBED AND SWORN TO before me by David A. Spainhoward on this the 1 1 th 
day of May, 2009. 

Notary Public, Ky. State at Large 
My Commission Expires 1 H I  2, - 1 3 


