
the gross negligence, willful misconduct or breach of any of the transaction documents by Rig 
fivers. This indemnity will not apply to claims or risks relating to the physical condition or state of 
repair of the Facilities or any conveyed real property or other tangible assets as of the Unwind 
Closing Date. In addition, this indemnification will not apply to claims or risks that are expressly 
made the subject of another express environmental representation or warranty or that is the subject 
of another indemnification covenant. Tkts indemnity also will include an express obligation of the 
LG&E Parties to indemnify and hold Big fivers harmless from any claims of ( 2 )  Henderson against 
Big Rivers arising out of a breach or default by an LG&E Party under or pursuant to the Station 
Two Contracts (to the extent that breach or default did not result from the action or omission of Rig 
Rivers or its employee, agent, representative or contractor), or (2) third parties relating to 
commodities, seivices or leasehold interests under the Contracts. 

Big Rivers General Indemnifications. Among other customary indemnification 
covenants for a breach of the transaction documents, Big bvers  will indemnify the relevant LG&E 
Parties, their successors and assigns and their respective officers, employees, consultants or agents 
for Damages relating to Big Rivers’ operation or use of the Facilities and related assets piior to the 
LGCkE Transaction or froin and after the Unwind Closing Date, except to the extent any of such 
Damages arise as a result of the gross negligence or willful misconduct of any LG&E Party prior to 
the Unwind Closing Date. 

Environmental Indemnities. Prior to the TJnwind, the L,G&E Parties and Rig Rivers will 
jointly retain an environmental consultant to undertake an environmental survey of the Facilities and 
the related real property (the “Environmental Audit”) following the execution of the transaction 
documents. The environmental consultant retained will produce a report based on the 
Environmental Audit that will describe the results of the survey but will not contain an opinion or 
analysis of the time of occurrence of any particular condtion, release, waste or violation or of the 
identity of the party responsible. 

The documentation relating to the Unwind wdl also provide for mutually satisfactory 
allocation of responsibility between the LG&E Parties and Rig Rivers for environmental conclitions 
at, on, under or across the Facilities and related rea1 property not previously identified, Qsclosed or 
stipulated to and tliat may not be identified in the Environmental Audt  report. 

Big Rivers and the L,G&E Parties have agreed to determine mutually satisfactory 
arrangements for assessing, as necessary, any potential liabilities associated with various 
environmental conditions. The assessment and remediation may or may not involve mutually 
satisfactory indemnification provisions by the LG&E Parties to be effective upon the consummation 
of tlie 1Jnwind. 

Closing Conditions 

The conditions to the obligations of Big Rivers and the LG&E Parties to consummate the 
TJnwind are subject to several condtions precedent. Conditions to the LG&E Parties’ obligations 
include: 

All required approvals, notices or f h g s  of governmental authorities will have been 
obtained, given or made prior to the TJnwind Closing Date without objection by the 
governmental agency or initiation of an adverse proceeding; 

25 



All contemplated consents, releases or discharges from the Smelters, Henderson, 
Kenergy, and relevant third parties, including the Members, Ambac, RIJS, CSFB, the 
2001A Trustee, the 2000 Lease Parties, and CFC have been obtained; 

All necessary consents to the assignment to Big Rivers of all assigned contracts will have 
been obtained; 

The debt obligations of Big Rivers secured by a first lien and security interest in the 
Facilities and the related real property and most of the other tangible assets of Big Rivers 
will be rated (or it will be demonstrated to LEL‘s reasonable satisfaction that following 
the consuinrnatiori of the Transaction will be rated) at least BBB- by S&P and Baa3 by 
Moody’s; 

The Environmental Audit will have been completed, and the related report will not have 
disclosed any new facts, circumstances, con&tions, actions or operations that constitute 
a material violation of any environmental law whch  is not corrected, resolved or 
remediated; and 

The relevant LG8tE Parties have received such state and/or federal tax rulmgs as they 
deem necessary for the consummation of the Unwind. 

Conditions to the Big Rivers’ obligations include: 

All required approvals, notices or f h g s  of governmental authorities will have been 
obtained, given or made prior to the Unwind Closing Date without objection by the 
governmental agency or initiation of an adverse proceeding; 

All contemplated consents, releases or hscharges from the Smelters, Henderson, 
Ambac, RUS, CSFR, the 2001A Trustee, the 2000 Lease Parties, CFC, the Members and 
all LG&E Parties will have been obtained; 

All necessary consents to the assignment to Big fivers of all assigned contracts will have 
been obtained; 

All third-party consents, including creditor consents or approvals, will have been 
obtained; 

Permits and licenses will have been amended to reflect their assignment to Rig Rivers 
and all necessary consents to such assignment will have been obtained; 

Kenergy and the Smelters wdl have executed agreements (or amendments to existing 
agreements) for retail electric service, satisfactory to each party thereto and Big Rivers, 
reflecting Big fivers’ replacement of LEM as the wholesale supplier to Kenergy of 
power and energy to service the Smelter loads (or such portions of those loads as are 
satisfactory to Big kvers), and Big fivers and Kenergy will have executed a power sales 
agreement (or amendments to existing agreements), satisfactory to each, to reflect Rig 
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Rivers’ obligation to sell power to Kenergy to serve the Smelter loads (or such portions 
of those loads as are satisfactory to Big Rivers); 

0 The corporate credit rating and long-term issuer rating of LEL will be at least the 
minimum “investment grade” rating, issued by S&P and Moody’s as of the Unwind 
Closing Date; 

0 The debt obligations of Big Rivers secured by a first lien on the Facilities will be rated (or 
it will be demonstrated to Big Rivers’ reasonable satisfaction that following the 
consummation of the Unwind will be rated) at least “BBB” by S&P and “Baa2” by 
Moody’s; 

0 No “casualty” occurrence at any Facilities has occurred that will not have been repaired 
or otherwise corrected by WKEC or Station Two Subsidiary; 

0 The Environmental Audit will have been completed, and the related report will not have 
disclosed any new facts, circumstances, conditions, actions or operations that constitute 
a material violation of any environmental law which is not corrected, resolved or 
remediated; 

0 The Facdities and related tangible assets will be in all inaterial respects in good condition 
and state of repair, ordinary wear and tear excepted, consistent with prudent utility 
practice, and all of the Facilities in the aggregate will be physically capable as of the 
Unwind Closing Date of generating to the reasonable satisfaction of Rig Rivers; 

0 The initial phase of the transmission upgrades will have occurred. In addition, Big 
Rivers will have obtained all necessary governmental consents and approvals necessary 
for transmission of power and energy equal to the smelter loads, taking into account all 
of Big Rivers’ other transmission facihties, to be delivered to Big Rivers’ border; 

0 A ICentucky statute will have been amended or an alternative solution acceptable to Big 
fivers wlll have been put in place such that Big Rivers will be permitted to sell to 
non-Members all excess power if both Smelters terminate their Electric Services 
Agreements; 

0 No forced outage of any Facility wlll have occurred for a period greater than five 
consecutive days during the 30-day period i.mme&ately preceding the proposed TJnwind 
Closing Date, and no forced outage of any Facility will be pending on the proposed 
TJnwind Closing Date; and 

0 The construction of the Coleman Scrubber will have been completed in accordance with 
the specifications set forth in the Coleman Scrubber EPC contract, and the Coleman 
Scrubber will, in all material respects, be fully operational and performing in accordance 
with all performance criteria. 
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ciTrue up” P a p e n t  Adjustments 

The IJnwind will include a mutually acceptable methodology for completing the “true up” 
adjustments of asset improvement payments required under the WKEC Lease and related 
agreements, including Big Rivers’ contribution for capital costs as set out in those documents. The 
Unwind wlu also include a “ m e  up” of Big Rivers’ share of operation and maintenance payments 
and the aggregate environmental rent reduction to be taken by WKEC under the WKEC Lease for 
the year in which the TJnwind occivs. S d a r l y ,  a “true up” adjustment will be made to reflect Big 
Rivers’ share of environmental costs for the year in which the Unwind occurs. The parties may elect 
to provide for the payment of amounts required by these “true lips” through a post-Unwind Closing 
Date payment or by an increase or decrease of the cash payment to be made to Big Rivers by the 
LG&E Parties. 

Taxes 

Under the Unwind, the LG&Ed Parties will pay and all sales and use taxes imposed on the 
transfers of inventoiy, real and personal property, operation and maintenance contracts. Taxes 
assessed on the Facihties and related assets for the calendar year of the TJnwind wlu be apportioned 
among Rig Rtvers and the LG&E Parties based on the Unwind Closing Date. 

Pre-Unwind Obligations 

Big Rivers Representatives at the Facilities 

The LG&E Parties will provide access to and administrative support for a representative of 
Big Rivers on the site of each Facility in the period between the execution of the Unwind transaction 
documents and the Unwind Closing Date. This access will include reasonable access during normal 
business hours to all books, records, data, contracts and non-confidential and non-privileged 
documents then in the possession or control of the LGB-E Parties and relating to the operation of 
such Fachty. Rig Rivers’ representative also will have the right to confer with the employees of 
WKEC and Station Two Subsidiary responsible for operation and maintenance of such Facility 
during that period and to be present at the performance of all maintenance and the maldng of all 
capital repairs and replacements, whether in connection with a Facility outage or otherwise, so long 
as the rights of Big Rivers do not interfere with the operation of the Facilities. 

Operating Hans 

In the period between tlie execution of the transaction documents relating to the TJnwind 
and the Unwind Closing Date, Big Rivers will have the right to approve any material deviations, 
except modfications contemplated in connection with activities that are provided for in an annual 
capital or operation and maintenance budget that has been approved by Big Rivers, from the 2006 
Fachty-specific operating plans prepared by WKFC or Station Two Subsidary (the “Onerating 
Plans”). 

Operatian of the FaciIities and Emphyee Matters 

In the period between the execution of the definitive documents relating to the Unwind and 
Unwind Closing Date, the LG&E, Parties will operate die Fachties in the ordmary course of 
business and in accordance with the Operating Plans. Reginning 90 days prior to the estimated 
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IJnwind Closing Date, the LG&E Parties will give Big Rivers notice of any forced outage of any 
Facllity w i h  24 hours of the occurrence of such outage. During the pre-Unwind period neither 
WI<EC nor Station Two Subsidiary will agree to or implement any material changes in general wages 
or employee benefit, arrangement or compensation plans outside the ordinary course of business 
except for such modifications that may be required by law or by employment agreements or 
collective bargabling agreements in existence on the date of execution of the LG&E letter of intent, 
or as approved by Big Rtvers. 

Contracts 

In the period between the execution of the transaction documents relating to the Unwind 
and Unwind Closing Date, each of the LG&E Parties will perform its respective obligations under, 
and otheiwise use its reasonable best efforts to keep in full force and effect, all fuel supply contracts, 
contracts for reagent and any otlier vendor contracts for supplies or seivices at  any of the Facilities 
to the extent the relevant contract is to be assigned to and assumed by Big Rivers on the Unwind 
Closing Date or is entered into by WKEC or Station Two Subsidiaiy following the execution of the 
transaction documents relating to the IJnwind. During this period, no LG&E Party, without tlie 
prior written approval of Big Rivers, will enter into any power sale, maintenance, fuel supply, 
materials or transportation contract with respect to any of the Facilities, or make any commitment to 
do so, involving the payment of an amount in excess of $500,000 annually or having a termination 
date after December 3 1,2006. This prohbition will not apply to any sales by LEM of power 
generated by the Facilities in the o r h a r y  course of business, or to any purchases by LEM or any 
other LG&E Party of power from other sources, at any time through the Unwind Closing Date. 

Support Services Agreement 

Under a mutually satisfactory support services agreement to be entered into on the Unwind 
Closing Date, the LG&E Parties will agree to provide certain support seivices to Big Rtvers for a 
limited period of time. T h s  support seivices agreement will provide for generation dispatching and 
related seivices associated with the Facllities, information technology services, and other services, 
equipment and intangible property returned to the control and operation of Big Rivers after the 
Unwind. In connection with Big Rivers’ completion of the due diligence process relating to the 
Unwind, other services relating to the equipment or intangible property may be identified for the 
LG&E Parties to make available to Big Rivers for a reasonable period of time following the IJnwind 
Closing Date. 

Other Transactions on the Unwind Closing Date 

In addtion to the IJnwind transactions with the LG&E, Parties and the Smelters, Big Rivers 
will enter into several other financial transactions and arrangements on the IJnwind Closing Date to 
effectuate die IJnwind. These transactions and arrangements include tlie prepayment of a significant 
amount of debt, includmg the refunding of part of its RUS debt with debt securities issued in the 
capital markets, the entry into a Gtst mortgage indenture, and amendment of existing agreements 
with the Members and Big Rtvers’ credtors. 
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Prepayment of  Debt and CapitaI Markets Issuances 

Big Rivers currently expects to apply between $200 million to $2.30 million of cash proceeds 
from the Unwind to the prepayment of RTJS debt. In addition, Rig Rivers expects to prepay a yet to 
be determined amount of additional RUS debt from the proceeds of publicly issued debt securities. 
The debt Big Rivers issues in the capital markets is expected to include fmed-rate debt securities, 
both insured and uninsured, and insured variable-rate debt securities. Rig Rivers will determine the 
exact amount of each type of debt securities it will issue shortly before the Unwind Closing Date. 
For a synopsis of Big Rivers’ overall finaricial condition following the Unwind, see “Post-TJnwind 
Big Rivers - Financial Conchion Following Unwind” below. 

Indenture and Intercreditor Agreement 

In connection with the rehncling of a portion of Big Rivers’ obligations to the RTJS in the 
capital markets, Big Rwers will need to enter into a first mortgage indenture (the “Indenture”) in 
substitution for the RTJS Mortgage. On the Unwind Closing Date, Rig Rivers will execute and 
deliver the Indenture in favor of a trustee for the benefit of the existing mortgagees under the RUS 
Mortgage (ie., RUS, Ambac, ACP, CFC, CSFB, the 2001A Trustee and certain other of the 2000 
Lease Parties) and the holders of debt securities issued in the capital markets. The Indenture will 
grant a lien on substantially all of the tangble assets and properties of Big fivers. The lien of the 
Indenture will rank senior in priority to the lien of the 2000 Lease Subordinated Mortgage and will 
secure equally and ratably and without priority or preference Big Rivers’ obligations to such existing 
mortgagees and holders. The Intercreditor Agreement is expected to be amended to reflect the 
substitution of the Indenture for the RUS Mortgage. 

New RUS Loan Contract 

As part of the Unwind, Big Rivers’ loan agreement with the RTJS will need to be amended to 
be consistent with the loan contracts of other generation and transmission cooperatives with loans 
from or guaranteed by RIJS whch are secured under an indenture. 

Amendment of Member Wholesale Power Contracts 

Big Rivers and the Members will amend theix Wholesale Power Contract on the Unwind 
Closing Date. The amendments to the Wholesale Power Contracts will extend the stated term of 
the contracts through the f i a l  maturity of any debt securities issued to refund any of Rig Rivers’ 
RUS debt. 

Regulatory Approvals 

Rig Rivers will need to obtain the regulatory approval of the Kentucky Public Service 
Commission (the “ICFSC”) and the Federal Energy Regulatory Commission (the “FERC”) prior to 
the consummation of the TJnwind. 

The I<PSC regulates Rig Rivers’ rates for the sale of wholesale power to its Members. 
Among other things, I<entucky law authorizes the I<PSC to (1) approve rates for Big Rivers which 
are “fair, just and reasonable,” and (2) approve the issuance or assumption of any securities or 
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evidences of indebtedness, other than to RUS. Before the Unwind may OCCIX, Rig Rivers must have 
a final, non-appealable order from the I<PSC approving the overall Unwind, including approval of 
the Smelter Service Wholesale Power Contmcts, the Electric Service Agreements and the 
amendments to the Member’s Wholesale Power Contracts. 

FERC 

Because Big Rtvers receives financing from RUS, Rig Rivers’ sale of power at wholesale and 
certain aspects of Big fivers’ transmission of power in interstate commerce are not regulated by 
FERC to the extent those activities otherwise would be so regulated by FERC. FERC has broad 
authority under the Federal Power Act, however, to regulate Big Rivers’ provision of transmission 
services to third parties, including Big Rivers’ OAT-I. Currently, several provisions of Rig Rtvers’ 
OA7T reference LEL,‘s O A T  because of the structure of the power supply arrangements with the 
LG&E Parties under the L,G&E Transaction. In connection with the Unwind, Big Rivers will seek 
FERC approval of appropriate amendments to the OAT-I to reflect termination of the LG&E 
Transaction. 

Consents 

The Unwind will require the consent of several parties. Some of the consents required are 
described below. 

Members 

Each of the boards of directors of the Members has approved the Unwind. The further 
approval of die Members will be required with respect to the d e h t i v e  documents relating to the 
transaction, including the amendment to the Members’ Wholesale Power Contracts. 

R U S  Mortgagees 

As a creditor secured under the RTJS Mortgage, the consent of Ambac, ACP, the other 2000 
Lease Parties currently secured under the RTJS Mortgage, RUS, CSFR, the 2001A Tiustee and CFC 
will be required to (i) consent to the substitution of the Indenture for the RUS Mortgage and the 
amendment of the Intercreditor Agreement, and (ii) release and discharge the LG&E Parties from 
all obligations relating to ow arising out of the LG&E Transaction. In adhtion, Ambac, ACP, AME 
and AAP WLU need to consent to other aspects of the TJnwind, including the amendment of the 
intercredtor agreement, and agree to various other documents arid arrangements. 

Henderson 

Henderson wLU be required to consent to the termination of the assumption by Station Two 
Subsidiaiy of the Station Two Assumption Agreements and the release and hscharge of the LG&E 
Parties from obligations relating to the Station Two Assumption Agreements, Station Two 
Contracts, and the LG&E Transaction. 
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POST-TJNVVIND BIG RIVERS 

The Unwind will-significantly affect Big Rivers in many important respects. Most 
importantly, the Unwind will dramatically improve Big Rivers’ financial condition. The power costs 
payable by the Members are expected to be more favorable to the Members than in the absence of 
the TJnwind. Big fivers’ generation and transmission system also will be enhanced and improved as 
a result of substantial investment in the system following the Unwind. In addtion, Big Rivers’ 
business again will include responsibility for the operation, maintenance and management of its 
generating facilities and provide power for resale to the Smelters. 

The TJnwind w d  not affect Big fivers, however, in some important respects. Big hvers  will 
continue to be regulated in the same manner as was the case prior to the Unwind. Also, Rig fivers’ 
status as a taxable cooperative will not be affected by the Unwind. 

Financial Condition Following Unwind 

The ‘IJnwind will result in a fundamental transformation of Big Rivers’ balance sheet. The 
following table reflects changes in Big Rivers’ balance sheet from 1997, the last fiscal year prior to 
the consummation of the LGEkE Transaction, through the TJnwind and Big Rivers’profamza 
projections for Big Rivers’ balance sheet immediately following the Unwind. 

December 
31, 1977 December 31,2006 

Estimated 
Existing Pro Forma 

(in millions) 
Arrangements Adjustment TJnwind 

(audited) (unaudited) 
Assets: 

Net u&ty plant 
2000 Lease investments 
Cash & investments 
Receivables, inventories & other 

assets 
Assets , . . . . . . . . . . , . I . . . . . 

Equities & liabilities: 
Equities 
2000 Lease obligations & 

Debt 
Payables & other 

unamortized gain 

Equities & liabhties . . . . . . . . 

EquityIAssets: . I . . . . . . 

$9 14 f 937 f 92 f 1,029 
-- 187 -- 187 

21 78 60 138 

(il 47 (il 108 
I . .  96996 S 1.249 96212 $1.461 

O(293) f (267) f 613 f 346 

_ _  234 _ _  234 
1,256 1,090 (23.3) 857 
33 192 24 
$2226 961.249 $1$461 

-29% -21% 24% 
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Equity 

As the table indicates, the most dramatic change in Big fivers’ financial condrtion as a result 
of the Unwind is the change in Big fivers’ equity. Following the Unwind, Big Rivers estimates that 
it wdl have a positive equity of 24’/0. Prior to the IJnwind, Big Rivers is projected to have equity of 
-21%; in 1997, Big Rivers had equity of -29%. 

Ohfigations 

Big Rivers’ outstanding obligations, including debt, also will be significantly affected by the 
TJnwind in two respects. First, the amount of Rig Rivers’ outstandmg obligations will decrease on 
the Unwind Closing Date. Big Rivers currently projects that, on a net basis, it will apply between 
5200 m&on to 5230 million of the cash proceeds from the TJnwind to the prepayment of debt on 
the Unwind Closing Date. This prepayment will be in addition to the release by the LG&E Parties 
on the Unwind Closing Date of Big Rivers’ obligations relating to the Residual Value Payment, 
estimated to be approximately $140 million as of December 31,2006, and the Settlement Note, 
which had an outstanding balance of approximately $16.7 million as of December 3 1, 2006. 

Second, the nature of the Big Rivers’ debt wdl change. Big Rivers projects it will prepay a 
yet to be determined amount of Big Rivers’ outstanding obligations under the New RUS Note. Big 
Rivers does not intend to prepay the A R W  Note. Big Rivers’ also projects that it will issue a yet to 
be determined amount of secuiities in tlie capital markets under the Indenture on the Unwind 
Closing Date. See “TJnwind Transaction - New Financial Arrangements - Capital Markets 
Offering” above. 

Financial Ratios 

Following the Unwind, Big R.ivers projects that it wdl generate strong financial results. 
Sipf icant  factors contributing to these results include the transformation of Big Rivers’ financial 
condition on the Unwind Closing Date, the Annual R.evenue Guaranty of the Smelters, and Big 
Rivers’ complete rights to operate and maintain the Facilities following the IJnwind. 

Big Rivers measures its financial performance in terms of a TIER and debt seivice coverage 
(“E’) ratio. TIER is Big Rivers’ tines interest earned ratio calculated as Big Rivers’ net margins 
and interest expense divided by interest expense. Interest expense includes 1 / 3  of the rentals of 
restricted property under long-term leases, in excess of 2% of the net of total m a r p s  and equities 
less regulatory assets (“Restricted Rentals”). TIER includes interest expense relating to the 2000 
Lease and is calculated on a post-tax basis. DSC is calculated by dividing (A) the total of (i) net 
patronage capital, (ii) interest on long-term debt (including Restricted Rentals), and (iii) depreciation 
and amortization expense, over (B) the sum of all payments of principal and interest required to be 
made on account of total long-term debt during the year (including Restricted Rentals). The 
following table summarizes Rig Rivers’ projected TIER and DSC ratios through 202.3. 



Financi: 

2007 
2008 
2007 
2010 
201 1 
2012 
2013 
2014 
2015 
2016 
2017 
2018 
2017 
2020 
202 1 
2022 
2023 

Investment Grade Credit Rating 

Ratio Projections 
TIER 

1.24 
1.24 
1.24 
1.24 
1.24 
1.24 
1.24 
1.24 
1.24 
1.24 
1.24 
1.24 
1.24 
1.24 
1.24 
1.24 
1.24 

DSC 

1.58 
1.46 
1.47 
1.46 
1.45 
1.45 
1.51 
1.46 
1.41 
1.39 
1.38 
1.37 
1.35 
1.34 
1.33 
1.31 
1.86 

Following the Unwind, Big Rivers’ obligations secured under the Indenme w d  be rated at 
least investment grade by the Standard and Poor’s Ratings Services and Moody’s Investors Service. 
See “Unwind Transaction - Closing Conchtions” above. 

Member Rates 

Member Non-SmeIter Rates 

Structurally, Big Rivers’ rates to its Members for power for resale to their. customers (other 
than the Smelters) (“Meinber Non-Smelter Rates”) will not change other than to include a PCA for 
the pass-through to the Members of their respective portions of Big Rivers’ fuel and purchased 
power costs over that whch is included in the base rates. 

Big Rivers projects that the Unwind wdl permit its Members’ non-Smelter power costs to he 
substantially less than if the IJnwind had not occurred. The following table compares Big Rivers’ 
projections for Member non-Smelter power costs assuming the Unwind does and does not occur. 



Member Non-Smelter Rate 
Projc 

2007 
2008 
2009 
2010 
201 1 
2012 
2013 
2014 
2015 
2016 
2017 
2018 
2019 
2020 
202 1 
2022 
2023 

tions ($/MWh) 
Unwind No Unwinc 

32.28 
3 1.99 
33.43 
35.94 
35.73 
36.64 
37.21 
37.50 
38.04 
38.74 
38.56 
39.56 
40.34 
40.88 
42.44 
4.3.01 
43.3 1 

35.47 
35.5 1 
35.55 
35.59 
38.74 
38.78 
38.82 
38.86 
42.48 
42.52 
42.57 
42.6 1 
46.56 
46.60 
46.65 
46.69 
46.73 

As the table indicates, with the exception of 2010, Big Rivers’ projected Member non-Smelter power 
costs in the Unwind are lower in every year than the projected Member non-Smelter power costs if 
the Unwind dtd not occur. 

Smelter Rates 

Big Rivers projects that d i e  total rates to the Smelters for power following the Unwind 
exclusive of the Surcharge (the “Smelter Rates”) wdl rise from approximately $27.86 per MWh in 
2007 to approximately $42.59 per MWh in 2023. 

The following table reflects Big Rivers’ current projections for the Smelter Rates and key 
components thereof. These include the Large Industrial Tariff (adjusted for a 98% load factor), the 
Smelter Base Ratc margin over the Large Industrial Tariff, the Annual Revenues Guaranty and/or 
Rebate, the PCA, and the Surcharge (on a $/MWh basis) as shown below. The table also indtcates 
h t a t i o n s  on the slim of the Smelter Base Rate and the Annual Revenue Guaranty imposed by the 
Bandwidth Ceding. See “Unwind-Smelter Service Arrangements” above for a description of the 
calculation of these items. 
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Projected Smelter Rate Components ($/ MWh) 

2007 
2008 
2009 
2010 
201 1 
2012 
2013 
2014 
2015 
2016 
2015 
201E 
201s 
202c 
202 1 
2022 
2022 

Large 
Industrial 
Tariff at a 
98% L,oad 

Factor 

27.08 
27.09 
27.10 
27.67 
27.68 
27.69 
27.7 1 
27.72 
27.73 
28.06 
28.28 
28.48 
28.66 
28.88 
29.69 
29.70 
29.72 

Smelter 
Base Rate 

Margin 

0.25 
0.25 
0.25 
0.25 
0.25 
0.25 
0.2s 
0.25 
0.25 
0.25 
0.25 
0.25 
0.25 
0.2s 
0.25 
0.25 
0.25 

Annual 
Revenue 

Guaranty/ 
(Rebate) 

(1.86) 
(2.29) 
(1.61) 
(0.28) 
(0.64) 
0.14 
2.14 
2.11 
3.42 
3.55 
3.5.5 
3.77 
4.15 
4.16 
3.27 
4.37 
4.11 

PCA 

1.95 
2.04 
2.72 
3.17 
3.24 
4.07 
4.57 
4.79 
5.26 
5.50 
5.74 
6.41 
6.90 
7.11 
7.58 
8.07 
8.29 

Surcharge 
(per MWh 

Equiv.) 

0.70 
0.70 
0.70 
0.70 
0.70 
1 .00 
1.00 
1 .oo 
1 .oo 
1.00 
1.39 
1.39 
1.39 
1.39 
1.39 
1.39 
1.39 

Smelter 
Rate 

28.12 
27.78 
29.17 
31.52 
31.24 
33.16 
3.5.67 
135.8’7 
37.66 
38.36 
39.21 
40.31 
41.136 
41.78 
42.18 
43.79 
43.76 

Smelter 
Base Rate 
-t Annual 
Revenue 

Guaranty/ 
(Rebate) 

25.47 
25.05 
25.75 
27.64 
27.30 
28.09 
30.10 
30.08 
3 1.40 
31.85 
32.08 
32.50 
33.07 
33.29 
33.21 
34.33 
34.08 

Bandwidth 
Ceiling 

31.2.3 
31.33 
32.02 
33.04 
3.3.13 
34.97 
35.47 
35.71 
36.79 
37.36 
37.81 
39.29 
39.96 
40.39 
42.27 
42.77 
43.00 

As the table inchcates, Big Rivers projects the Smelters will receive a Rebate in the initial years 
following the Unwind. (Note that the Rebate will be available to non-Smelter members as well as 
the Smelters.) 

Operational Matters 

Capital Investments Foilowing Unwind 

A benefit of the IJnwind is the ability to make additional capital expenditures on the 
Fachties to attempt to ensure the continued, efficient operation of the Facilities well into the future 
and permitting Big Rivers to perform its power supply obligations with a limited amount of 
unscheduled outages. Big Rtvers undertook an extensive analysis of the Facilities as part of its 
analysis of the TJnwind. Big Rivers engaged an outside expert to evaluate the condition of the 
Facilities and help analyze and prioritize future capital expenchtlires relating to the Facilities. 

Big Rtvers currently estimates that it will invest more than $11 0 million in capital 
improvements over the fxst four years following the Unwind Closing Date to enhance the reliability 
of Rig Rtvers’ system. Capital expendtures Big Rivers expects to make in the initial years following 
the Effective Date include turbine generator overhauls, scrubber and precipitator repairs and 
transmission system additions. 
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Transmission Matters 

Big Rivers will enhance substantially the capacity of its transmission facihties in connection 
with the Unwind. This enhancement will occm in two phases. The first phase will increase Big 
Rivers’ ability to transmit to its border all energy which would have been consumed by one Smelter 
if it terminated its Electric Seivice Agreement. Big Rivers expects to initiate very soon the actions 
required to start the development and construction of this phase of the enhancements. The cost of 
the first phase is expected to be approximately $6 d o n .  The second phase of the enhancements 
will increase Big fivers’ abihty to transmit energy to its border all energy whch otherwise would 
have been consumed by both Smelters if they both terminated their Electric Service Agreements. 
The cost of the second phase is expected to be approximately $16 million. Big Rivers expects to 
obtain approval of these enhancements from the I<PSC prior to the IJnwind Closing Date and 
commence constrruction promptly thereafter. The result of the enhancements will enable Rig Rivers 
to transmit to its border all energy which otherwise would have been sold to the Smelters if the 
Smelters do not take such energy for any reason. 

Labor and Personnel Matters 

Big Rivers wrll add additional personnel following the Unwind because it will again become 
responsible for the operation, maintenance and management of the Facilities. TJltimately, Rig Rivers 
projects that the number of its employees and full-time equivalents will be 705, including employees 
performing responsibrlities relating to the Station Two Facility for which Henderson compensates 
Big Rivers. The actual number of employees added will be dependent on a thorough review of 
staffing needs as Big Rivers performs its due chligence. At the officer level, Big Rivers will add a 
Vice President of Production who will be responsible for supervising the operation and maintenance 
of the Facihties and a Vice President of Administrative Services. Prior to the Unwind Closing Date, 
Big fivers intends to evaluate its needs and determine the most appropriate and cost efficient 
manner in which to add personnel following the IJnwind Closing Date. As described above, the 
Unwind will permit, but not obligate, Big Rivers to offer employment to any or all employees of 
WICEC, LEM or Station Two Subsidiary (other than certain employees identified by the parties). 
See “Unwind Transaction - Other Agreements with LEI, - Personnel” above. 

Regulation 

The TJnwind will not affect the extent to which the I<PSC or FERC regulates Rig Rivers. 

Income Tax Matters 

Rig Rivers, a taxable cooperative, will recognize a substantial gain for Federal income tax as a 
result of the Unwind. However, because Big Rivers has substantial net operating loss carry-forwards 
and can claim a deduction for patronage dividends, Big fivers anticipates that it will only have to 
pay alternative minimum tax on a portion of this gain (generally at the rate of 2% of such portion). 
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REASONS FOR THE UNVVTND 

Overview 

When first approached by LEL about the possibility of an IJnwind, Big Rivers was inclined 
not even to engage in any negotiations with LEL to this end. Overall, Big fivers was happy with the 
relative benefits of the LG&E Transaction to Big Rivers and its Members. Big Rivers ultimately 
determined that it was appropriate to at least consider and evaluate the possibility of an Unwind for 
several reasons, including (1) the Smelters’ power supply needs, (2) the dispute with LEL r e g a r h g  
the maintenance issue and the condition of the Facilities, (3) other disputes with LEL which could 
raise the cost of power under the existing arrangements, (4) the need for additional power for 
economic development, and (5) the desire to improve Big Rivers’ financial condition. During the 
nearly two years that followed, Big fivers has balanced the benefits and risks associated with the 
LG&E Transaction against those of the TJnwind and concluded that the TJnwind is in the best 
interests of Rig Rivers and its Members. 

Perspective on LG&E Transaction 

The principal benefits of LG&E Transaction relate to the provisions of the LEM Power 
Purchase Agreement. Under the agreement, LEM is obligated to provide a specified amount of firm 
power to Big Rivers at prices which currently are at sipficantly below market rates with only 
modest price increases through the expiration of the agreement at the end of 2023. If LEM fails to 
deliver power under the agreement, LEM is obligated to pay liquidated damages to Rig Rivers which 
compensate Rig Rivers for the purchase of any replacement energy. As a result, Big Rivers is 
protected from risks related to the operation of the Facilities, such as unexpected outages, and the 
risk of increases in the price of fuel. 

Other aspects of the L,G&E Transaction limit Rig Rivers in material respects. Because 
WKEC is entitled to the output of the Facihties, Big Rivers has no power except that acquired under 
the LE,M Power Purchase Agreement, power allocated to the Members by SEPA, and any power 
purchase agreements entered into with third parties at  then-current market prices. While the power 
provided under the LEM Power Purchase Agreement would be sufficient for Big Rivers’ to serve its 
Members’ non-Smelter requirements through the term of the agreement, Big fivers would not have 
the ability to supply power to Icenergy for resale to the Smelters following tlie expiration of their 
existing arrangements with LEM to supply Kenergy with a portion of the Smelters’ requirements for 
power through 2010 and 201 1 to a degree sufficient to prevent the Smelters from ceasing operations 
if the market price of power remained at current levels. See Appendix E attached hereto for Rig 
fivers’ projections of market energy prices in the future. In connection with the expiration of these 
arrangements, a risk exists that the Smelters would seek service from Kenergy and Big Rivers under 
a claim of a state law entitlement. T h s  could mean Big Rivers would have to purchase sipficant 
amounts of power at market prices with the result that all rates would increase although Big Rivers 
does not believe the law would require this. There is a high hkelihood the claim would result in 
litigation and Big Rivers would be subject to the attendant risks of litigation. 

In addition, the WKEC Lease transfers control of the Facilities from Big Rivers to WKEC. 
As discussed above, Big Rivers has notified LEL of Dig fivers’ concerns r e g a r h g  the operation 
and maintenance of the Facllities in recent years. See “Big fivers’ Existing Operational, Power 
Supply and Financial Arrangements - Existing Operational Arrangements - WKEC Lease” above. 

D0C:SDc 1.24044 3 1 .3 8 



In the absence of an Unwind, Rig Rivers believes that it is unlikely these matters wordd be resolved 
on a consensual basis. 

In addition to the disagreement relating to the maintenance issue, Big Rivers and LEI, have 
cfisagreements regardtng LEL,‘s claims for imbalance charges and scheduling matters. 

Finally, the L,G&E Transaction leaves Rig fivers with extremely limited options if a need for 
a fmancing arose in the future. Although the RUS Mortgage secures the $15 d o n  line of credit 
with CFC, Big Rivers is effectively prohibited from incurring additional debt because the RlJS 
Mortgage requites the consent of certain mortgagees to secure any additional obligations thereunder. 
Further, it is udilcely that any third party would provide financing in any material amount on a basis 
subordinate to the RIJS Mortgage, the LEM Mortgage, the 2000 Lease Subordinated Mortgage and 
the LG&E Suborcfinated Mortgage or on an unsecured basis. Without any material financing 
flexibility, Big Rivers’ rates to its Members are subject to tremendous pressure as the need for funds 
arises in the future. Rate pressures on Big Rivers’ Members also are increased by the lengthy debt 
repayment requirements in fuhire years under the RUS notes. 

Benefits of Unwind 

The Unwind offers Rig Rivers a unique opportunity to dramatically improve its financial 
condition. As described above, Rig Rivers will receive consideration of approximately $626 rnillion 
in connection with tlie IJnwind and its equity will change from a negative 2 1 Yo to a positive 24% on 
the IJnwind Closing Date. 

Sipf icant  benefits also will arise as a result of the return of the control of the Facilities to 
Big Rivers. First, Rig Rivers will not only have the right to make additional maintenance and capital 
improvements to the F a d t i e s  but it will have the money provided by LEL to do so. Second, Big 
Rivers will be able to more closely monitor the Facilities to ensure that they can continue to serve 
Rig Rivers and the Members as desired far into the future. Third, Big Rivers will enable the Smelters 
to continue to operate in Kentucky with reasonably priced power. 

The Unwind resolves the LG&.E Transaction’s limitations on Rig Rivers’ ability to finance 
future costs. With the Indenture, Big Rivers wdl have the abllity to (1) borrow additional amounts 
from traditional crecfit providers to generation and transmission cooperatives in the future because 
such amounts will not be subordinated to other secured obligations, and (2) access to the capital 
markets. Big Rivers also wdl have control over the timing of all scheduled operation or maintenance 
expenditures and capital expenditures. With this flexibility, Rig Rivers and the Members will be able 
to h u t  the pressure on the Members’ rates in the event of a need for future funds. 

The structure of the arrangements with the Smelters also provides Big Rivers substantial 
help in limiting future rate increases to the Members. Subject to the Bandwidth Ceiling, the Smelters 
wdl provide Big fivers sufficient revenue to achieve annually a TIER of 1.24 under the Annual 
Revenue Guaranty. 

Finally, the IJnwind avoids all futule disputes with the L,G&E Parties and the Smelters 
relating to the LG&E Transaction, including any cfispute regardmg the operation and maintenance 
of the Facdities by W I B C  or any obligation of Big hvers  or Kenergy to serve the Smelters after 
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20 10 or 201 1 under a state law claim to service at a time when Big Rivers does not have rights to the 
output of the Facilities. 

Risks of Unwind 

The Unwind wdl result in the assumption of adcfitional risks by Big Rivers. Principally, these 
risks are die risk of future unexpected maintenance and outages with the Facilities and fuel risk. Big 
Rivers’ believes that its planned capital improvements and maintenance procedures wili significantly 
reduce the impact of risks related to unscheduled maintenance or outages with respect to the 
Facilities. To offset the impact of risks associated with fuel and purchased power costs, Rig Rivers 
required the Smelters pay the Surcharge. As described above, the Surcharge is an amount payable by 
the Smelters on top of all other amounts owing by the Smelters. The value of the Surcharge will 
produce $13.3 d o n  of revenue to Big Rivers that will be directly applied to reduce the Members’ 
power cost adjustment relating to their non-Smelter customers. 

Big Rivers does not consider semice to the Smelters to increase risks as compared to the 
current arrangements. The Electric Service Agreements require the Smelters to provide credit 
support sufficient to cover the maximum amount that could be owed for past service. Furthermore, 
Big Rivers believes that it would be able to sell the power whch  otherwise would be sold to a 
Smelter if it terminated its Electric Service Agreement at a price in excess of that otherwise payable 
by the Smelter under all reasonable assumptions regarding future market condtions. See Appendix 
E - Selected Financial Information for projections of future market rates. 

CONCLTJSION 

General 

The 1Jnwind permits Big Rlvers to meet the future as a financially strong, stable organization 
whde enhancing greatly its flexibihty to meet challenges as they arise. At the same time, the Unwind 
enables Big Rlvers to assist in securing the benefits of economic development to western Kentucky. 

Timeline 

The definitive documents with the LG&E Parties reladng to the TJnwind will provide that, if 
the Unwind Closing Date does not occur on or before December 31,2006, the defintive documents 
may be terminated at the option of Big Rrvers or the Z,G&E Parties, as long as the party exercising 
the right of termination is not in default of its obligations under the documents. For the Unwind to 
be consummated prior to such date, Big Rivers believes the following events must occur by the 
dates set forth below: 
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Negotiate and execute definitive 
documentation for the Unwind with 
the LG&E Parties and Smelters 

Agreement among creditors, including 
the RIJS, regarding post-Unwind 
fmancial arrangements 

File application with I<PSC to approve the 
Unwind 

Finalization of financial structure and 
principal fmancial documents 

Issuance of I O S C  order approving the 
Unwind 

Expiration of appeal period of ICPSC order 
approving the Unwind 

Rating agencies issue investment-grade credit 
ratings 

Distribution of disclosure document 
- 
Marketing of debt securities to capital 
markets 

Unwind closing 

March, 2006 

Spring, 2006 

Spring, 2006 

Summer, 2006 

Late September, 2006 

Late October, 2006 

Early November, 2006 

Mid-November, 2006 

Early December 4, 2006 

December 20,2006 

Big Rivers believes that die above t imehe  is achievable but will require significant effort and early 
engagement on the part of inany third parties, including Ambac, ACP, AME and AAF. The 
coordinated action of these third parties with Rig Rivers, the LC&E Parties and the Smelters will be 
required in order to meet an end-of-year 2006 TJnwind Closing Date. 
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CONFIDENTIAL INFORMATION MEMORANDUM 

UNWIND OF 1998 LG&E TRANSACTION, 
TERMINATION OF CERTAIN AGREEMENTS 

AND NEW SMELTER SERVICE ARRANGEMENTS 

JANUARY, 2008 



NOTICE TO RECIPIENTS: 

’ a s  Colnfidlcfllbiaf Information Memorandum (the ‘‘Eniorrnation Mernomndum”) has been 
prepared salcly for Klfonnatiunal purposes and is bcing furnished to you solely in your capacity as an 
interested party in the proposed transactions described herein. 

lnfoiinarion Memorandum does not p q o r t  to contain all of the information which 
you rimy require irm walmting &e proposed transactions. No legal commitments or obfiptions w i l l  
h e  by rcmon of this Infomtion Memorandum or any of its contents. This 1nform;luon 
Memorandum also lncludcs certain statements, estimates and projections provided by Big Rivers 
Elcctcic Corpomtion (“Biu - Rivers”), its advisors and others. ’Iliese statcments, estimates and 
projections reflea various assumptions by Big Kjvers or orhers conccming expected or anticipated 
rcswlts or other matters. No representations or warranties are made as to the accuracy or 
complctcness of these statemmts, estimates or projections or with respect to any other materials 
conthed in this Information Memorandum. Rig Rirers does not undertake my comnlitmcnt to 
update such smtcments, estilmtes, projections or otlier iriCormation hcrein for future changes. 
Statements irm this Information Memorandum describing documents and agcerncnts are summaries 
only and such sunmarics are qualified by reference to such documents and agseerncnts. 

The information contained in rbis lnfonnation Meinorandurn has heen prcpared to :mist 
interested parries in making their own e-raluatinn of die proposed transactions. All ktc.resred pzrties 
arc invited to ask yucstims regarding the pmposcd transaction and the information contained 
hcrein. Each recipicnt must conduct its own independent analysk and consider all a tha  
information which it deems appropriate in its sole discretion. 

No% in this SUITUXEU~T should be construed as le& accounting, tax or otha advice. Each 
recipient should consxlt i t s  own legal counsel, accountants or other advisors regirding these initters. 

Each recipient of this Information Memorandum agrees that, except as required by 
applicable lavv, this Information Memorandum and its contents are strictly confidential, that all  
infortnation contained herein 
or my af the information contained hcrcin .will be made to any other pcrson o r  entity without thc 
prior mritfen approxTal of Big Rivcrs. Each recipient also agrees that it tidl not cop]’, rcproducc or 
distribute this summa9 to others (including employees of the recipient othcr t h n  those iiwolved in 
ccinsideN this transaction) without the prior written consent of Rig Rivers. ‘The recipient agrees 
that it will use this s u m q  only for the purpose of cduat ing  the proposcd tmnsactions. 

be kept confidential by it, and that no disclosurc of this summary 
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Current Arrangements 

Big Rivcrs is a generation and tmnsmission cooperative orpnizcd undcr the laws of 
Kentucky. In 1998, hi connection with entry into the long-term operating lcasc of its gcncradng 
facilities, Big Rivers began purchasing substantiidly all of its power requirements fiom LEhiI, under a 
long-term power purchase agrccmcnt. J..l?M’s obligation io supply power is not coiitingenr on the 
opcrating st;2tus of Big fivers’ generation fidities. l E h 4  also supplies a portion of die Smeltas’ 
power requkements to Kcnergy for resale to the Smelters. The agcemcnts providing ICencrgy 
power for resale to the Smelters and Kenerg’s agreements for the sdc of the power to thc Smcltcrs 
t e r n a t e  at the end of 201 0 in the case of one Smeltex and 201 1 in the case of the other. Without 
access to rcasonablp priced power, the Smelters have indicated thcy may case  operations in western 
Kcntuckp at such timcs. 

Big Rivcrs’ current credit aiiangements secure obligations to its primary lender, RIJS, Ambac 
and the liquidity provider in connection with n series of pollution contsol bonds issued by a locd 
govcmnmcnral rcuthority, National Rual UriIitics Coopcrativc Finance Corporation (“E), the 
trustee of a sccond series o f  pollution control bonds issued by such authority, and paties to an 
economically defeased leaso transaction entcred into in 2000 relating to the liobcrt D. Green Plmt 
and D.B. Wilson Unit No. 1. Tlicse obligations are secured undcr a closed-mid first mortgage. Big 
Rivers’ assets :ilso arc subject to three other mortgages, including two mortgages hi favor of 
subsidiaiies of €LON :md a subordinated mortgage and security apcctncnt (the ‘2000 Lease 
Subordinated ILforti),aqe”) in favor of parties to die 3000 lease transaction. [Jndcr a subordination, 
nondis hirbance, attornment and intercreditor agreement, Rig Evm’ secured creditors cstablislied 
the priority of their right! to the proceeds of any foreclosure of t l ic  moapgcs on Big Rivers’ 
property . 
Reasons for the Unwind 

Big Rivers has detrtrinined that the Unwind is in the best interests of it and its mcmbets for 
scverd reasons. Prirnaly benefits of die Unwind includc: 

* A financially strmgtliured Big Rivers; 

0 Invesuncnt-gadc credit rating for obl@tions secured under Big Rivcrs’ new hdcnrure; 

0 The ability to assure Big Rivers’ gencrating facilities are properly maintained and 
prcsciTred; 

0 The incrcascd likelihood ta retain thc economic benefits t o  western Kenrucky of the 
continued opcration of the Smelters; and 

0 An incrcascd ability to assist substandvciy fumre economic dcvclopmcnt in the region. 

Big Ri17ers considers thcsc benefits to greatly outweigh additional gcncration and fuel risks resulting 
fiom the LJnwmd. As a whole, thc LJnwind pcimits Big Rivers to meet the future as a financiallj7 
stl-ong, stable organizst1ori wliilc enhancing .greatly its flexibility to address fuh1l.c chnllcngcs as they 
ansc. At the same time, dic I_inwind cnabks Big fiizrcrs to assist in sccuririg thc knefits of  
economic dewlc-tpment in wcstcrn Kentucky. 



Requested Action 

The tinwind will require action on the part of your organization. Specifically, they d l  need 
to take thc following action for the Unwind to occm. 

1. Consent to tcnninatioii of alJ 1998 transaction qp-ecments with E.ON and its affiqtes 
and related agreements; 

2, Agree to the release ol thc existing first mortgage into a first mortgage indenture, 
including the securing of all obb t ions  secured thereundcr equally and ratably; 

3. Agree to die cc~mlnation of existing intercreditor qyccment and its rcplaccment with a 
new agreeinent among 134: Svers' sccured creditors which will confirm die 
subordination of the 2000 Lease Sul>otdinatcd Mortgage to the indenture; 

4. Itelatse EC)N mid its affiliates from all liabilities or obligations relating to or arising out 
of die 1998 transactions; 

5. In ilie case o f  certain partics to the 3000 lease transaction, agree to anicndmcnts to 
certain of the securiq interests creating documents in &at transaction to rcflect the 
conversion of the existing mortgage to an indenture; and 

6. In the case of certain parties to the 20QO lease transaction, agree to the conwrei-sion of Big 
Rivcrs Leasing Corporation to a DeL~warc limited liability company (required for income 
tzu purposes). 

Questions 

Questions regarding thk Information Memorandum should bc directed to: 

hrlr. Michael I-1. Core 
Dig liivcrs 1 Zlcctdc Chipxation 
201 Third Street 
Henderson, Iientuclry 42420 
telephone: (270) 827-3561 

c-mail: mcore@bigivers.com e-md: cflyon@orrick.com. 

Carl 1;. Lyoii, Jr., Esq. 
Oaick, Elenilgton & Surdiffc Lid) 
666 Fifili Avenue 
New YO&, Ncw York 10 103 
telephone: (21 2) 506-Sl80 

facsimile: (270) 827-2558 hcsilde: (212) 506-5 151 
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BIG RRZRS’ EXISTING OPERATIONAL, POWER SUPPLY 
AND FINANCIAL ARRANGEMENTS 

Introduction 

I%mned in 19617 Big Kiwrs is an electric gencraticm and transmissir~n cooperative 
corporation based in Henderson, Icentuckp. Big Rivers supplics wholesale electric and transmission 
scI77ice to three elearic distribution cooperatives (the ‘%4embers”). Big Rivers also markets surplus 
power 10 non-hlember utilities and other participants in the energy markets. 

The Mmnbcs arc local customer-owned distribution cooperntives providing retail electric 
service on a not-for-profit basis. ‘1%~ Members consist of (1) Kencrgy, the successor of tlic merger 
of Green IG\.er EIecric Corporation and Henderson Union Elecuic Coopemtive Corporation, (2) 
Meade Counry Rural Electric Cooperative Corporation, and (3) Jackson Purchase Energy 
Corporation. The customm of the Members consist of residential, cornniercill and industrid 
customers located in portions of 32 western Kentucky counties. Tlx majority of rlic Members” retail 
customers are s m d  farms and individual residences. 

Big Rivers and Kcnergy entered into a series of transactions with E O N  2nd its affiates (the 
“E.C>N Parties”) in connection with Big Rivers’ cmcrgence from Chapw 11 rcorganizatirm 
proceedings in 1998 (die ‘7,G&E Transaction”). The l,G&E Transaction significantly altered Big 
Rivers’ ol&pations rclating to the operation of its generating facilities (tlic “I~acilitics”), its power 
supply arrangements;, and its financial arrangements with its creditors. In 2000, Big IZlvers’ fixiandal 
@ut not operational) arrangements also were aflectcd by I3ig Rivers’ entry into ai ccononGcally 
defeascd lease transaction relating to the Robert 11. Green Plant and D. B. Wilson Unit No. 1 a id  
the sites on d.ic11 chese generating fAcihtics are located (the “3000 Imsr”). 

Existing Operational Arrangements 

I%or to the LG&E ‘I’ransaction, Big Kivers owned, operated and inaintaincd thc Facilities 
and opmawd and maitltained the Station Two Facility (the “Station Two Facility”) on behalf of die 
City of f-fenderson, Kentucky doing business us Henderson Muilicipl I’ourcr r31 Light 
((‘Nendersod’), the owntx of the Station l‘m~ Facility. The LG&E Transaction significandy 
modified these arrangements. 

Pursuant to the L C & E  Transactlon, Big Rivers leases the Facilities to %T<EC u n d  
L)cccmlxr 31,2023 pursuant to a lease (the “WI.;Iz?C Lease”) proxiding for fised monthly rental 
p a p e n t 5  :~~grep;lting approsimatcly $31 Nuion per y c a  through 2010, $34 niillion in 201 1, and $35 
million from 2012 dlrnugh 2023, subject to adjustments. The rental paymcnts m e  subject to several 
adjustments during the terrn of the Icasc, including adjustments for mcremental opcrations and 
niaintcnancc expenses resulting irom changes in cnvironnienrd IRW o r  expcnses rclating to 
compliance with opaciiy liinitztions at ccrtziin o f  the Facilities. A s  lcsscc of thc J’:icihties, V[’T;;T;,C 
owns all the power gencrated by the Fadiities and generally is responsible for the operation, 
miiintcnai1ce, and m:magcmcnt of t he  Facilities. 

‘The WKEC ],case obligates W I 4 X  to operate and maintain tlic Ik3ities m accordancc 
with “prudent utility pra~tlce.’’ ‘Trudcnt utility practice” undcr the  RKlIC 1 xase means practlccs 
that a person m the eIccUic power industry owning and operating die Facilities o x w  their useful life 
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would cngage in to produce power. These pra&ces include those that are then conlmonly used in 
prudent eng&e&ig and operations to operate similar facilities lawfdly and \i<th safety, reliability 
and efficiency and those that, in the esmcise of rcasonablc judgment considexkg the facts then 
known, could hare been expected to achieve the desired result consistent with applicable laws, 
safety, rcliabiliq and efficiency. 

The WKEC Jmse requires Big Rivers and CXKEC ~ x l i  to pay an agreed share o f  the cost of 
Capital expenditures (“Ca~ital Exnenditures”) made pursuant to an  approved annual budget. ‘l’he 
allocations of responsibility for the cost of Capital Espenditurcs are designed to rcflcct changes in 
the maximum and minimum hourly power purchase amounts under the IaKM I’ower I’urchase 
Agrecmenr (as defined be lo^). For esmple, Big Rivers’ share of die cost of (hpital Expenditures 
which arc riot rn:tde in response to changes in law, including en.iirurunent.d Iaw, currently is 499‘0. 
13ig Rivcrs allocation of the responsibility decreases to approlJlmtdy 3O?in in 201 1 and decreases 
again to approimately 34% in 2012. For Capital Expenditures made in rcsponse to changes in law, 
including enrironmental law, Big Rivers’ share currently is 20% and increases to approximately 40Dh 
in 2011 and rhen decreases to approximately 34% in 2012. Upon the tcrmination of the LG&E 
Iraisaction or upon any sale by Big Rivers of the Facilities, Big Rivers must pay to the EON 
Parties an amount bascd on the rcnaidng book value of any assets funded by EON or its affiliatcs 
(the “Residual Vdue Paymen?’). Big IGvers estimates rhe Rcsidual Value Paynicnt would be 
apprnldmatelp S142 &an if the WKEC Lease had been terminated on Decembcr 31,2007. 

... 

Big 1Zivus and LVIEC have agreed that a flue gas desulferization system to be installed at 
the Keiinetli C. Coleman 1%nt (the “Coleman Scrubber”) will be cxcluded for purposes of 
calculating the Residual Value P a p e n t  if the WKEC Lcnsc remains in effect until t l ic  expiration of 
its stated term. If the WICEC Lease is terminated prior to &e expiration of its stated term, tlic 
C:alcmaii Scrubber could be included in the calculation of  tlie Residual Value Payment in certain 
circumstances. Under tlie existing arrangcments with the FLON Parties, W E C  mill fund the 
purchase and installation of the Coleman Scrubber alone wdiout contribution by Big Rivers. 

Upon expiration of tl1e tmn of the WKEC Lease, control over &hc Facilities, togctlicr with 
any enhimccments or capital hnprovemcnrs mddc during the temi o f  thc LG&E Transaction which 
may have been paid for b y  WKEC, n7ill revert to Big 1iii;ers. 

l’he L Y N X  Lease did not and does not affect Big Rivers’ owncrsllip of the Facilities, 
nwncrship or  operation of its transmission systcm or its oblig;?tioris to provide transmission sen4ccs 
to die Members, affiliates of E O N  and otlicrs under its open access transmission tariff (“OA1T’). 
The WKEC 1 .c;ise also docs not affect Big l?ivers’ obligations to meet the power requiruncnts of its 
Members (other thm with respect to the power 2nd cncrgy requirements of the Smeltcrs, as 
dcscribed below) and contractual obligations to third parties. 

Assumption of Statim Two Obligations 

I~ursuant to tlic E & E  Transaction, WICE Station Two Xnc., a sulxidm-y of LEL7 (“Staiion 
Two Subsidiary”) and Big Rivers entered into a serics of agreements (Ihc “’Stldoii Two Assumption 
A~rccments”) whereby Station Two Subsidmy assumed Big Ri.cws7 obligations t o operate the 
Station Two 1;acility and providc operating rcscilres rc~p~ii.cd by  I? endcrson’s electric system. In 
return. Station Two Subsidhiy acquires directly from I Jcndcrson all the output from the Statlon 
1 wo Facility wluch is surplus to I-Icnderson’s reserved rcqukemcnts. Tlw ohligations assumcd by 
Station Two Subsidi:ti-y do not rnclude obhgndons rekiting to rransiiission sciiriccs or operation or 

... 



maintenance of jointly owned facilities not related to generation. Station Two Subsidmy’s 
obligations regarding opendon and maintenance exienscs and capital espenditures with rcspect to 
the Station Two Faciliq substantially mitror WKEC’s obligaticms relating to the Facilities. Since die 
consummation of &e LG&E Transaction, Station TWO Subsidiary was merged into WKEC. 

Existing Power Supply Arrangements 

Under tbe LG2k.E Transaction, Big 1Livcrs Eulfills its obbptiom to supply power to the 
Members and others by pwchasing power from LEM at generally &xed rates in amounts up to 
specified c o n t r a c d y  established maximum hourly and annual amounts allowed under a power 
purchase agreement with I ,EM (the ““IEh4 Power Purchase Ameement”). This po\srcr is in addition 
to 178 mcgawatts (“my) (currently subject to curtailment because of inaintcnancc on a dam) that 
the Southeastern Power Administration (TJ3“”) currently allocates to Big RjRiVers’ blembcrs. Big 
Rivcrs receives a sufficient amount of power from LEM and SEPA to satisfy the Mcrnbcrs’ nativc 
load and to supply energy at market-based r a w  to the Smelters in excess of those amounts supplied 
by ],EM through Kcnergy. In addition, Big Rivers often sells power on the open mrket  at 
prevailitig marlrst rates and, on occasion, purchases power in die market. 

Rates undrr the L13M Power Purchase Ageemcnt are $20.017 pcr tncgau~~tt-hour (“hfiVli”) 
in 2008 and rise annually to $20.947 per I\Wi in 301 1, before decreasing to $20.267 per M ” h  in 
2012. Tliereafter, rates FFill again increase annually to $24.452 per MWh in 2024. While rates 
charged b p  LEN to Big Rivers under the LEN1 Power Purcliase Agreement may be adjusted in 201 1 
and 201 8 bascd on fuel, labor aiid other reference points, Big Rivers docs not anticipate any 
adjustments because thcsc rcfcrwce points are set at very lxigh levcls. D ~ g  the term of the 
1,GMS Transaction, Big Rivers is entitled to credits apinst amounts it owes to I,EM under the L,EM 
l h x w  l’urchase Agreement. For the year 2011, Big Rivers will receive a load reduction credit of 
$2,610,557. For the pear 2012 and each subsequent year during the term of the T,G&E Tmnvactiou, 
Big Rivers will receive a load reduction credit of $4,110,750. 

In connection with the I,G&E Transaction, Big Rivers ,and the predecessor of Kenergy 
entaed into amendments to their Wholesale Powet Contract to create exceptions to the “all- 
requireiiicnts” nature of the Wholesale Power Contracts to pennit the sale of power by LEM to the 
predecessor of Kcnerg for resale to the Smeltcrs. LEM supplies energy to Kenergy at a fLxcd price 
pursuant to whoIcsaIe power purchase agreements and I<enagy, in turn, supplies energy at a fixed 
price to die Snicltcrs. LEhi pays to RUS on behalf of Rig Rivers an amount, averaging 
approxi~nately $1 8 million per year, eqrd to the expected snargvls on power that was projcctcd to bc 
arailnble tct the Smeltcrs if thc LG&E Transaction had nor occurred, regardless of the actual Snielter 
tlcinand. The Smelters are required to purchase their energy requirements in C S C ~ S S  of that prtn.idcd 
by 1,EM to l ienerg on tlic open market but through Kenergy. Currently, Iccnerg provides 572 
MW of power through a power purchase apcmcnt  with 1,EfVl. Iicnerg also provides 278 hNJ of 
po\vcr to die Smelters through purchases in the wholes:ile market. 

IaEM credts to Big h w r s  an7 surplus of $5 rniVion over Big 12i-vcrs’ rota1 charges to 1,134 
for transmission services in any ycar, with some exceptions. Any such credn is applied to Big ILivers’ 
payrncnt obligations under thc I,EM l’owcr IJurcl~ase Agrcemeni. If t hc  amiuiil total chargcs for 
transmission scnrices provided by Big Rivers to IXM and its affiliates esceeds $S million and the 
average rate per kICWi for nrm-fmi transmission services exceeds fi specified arnuunt per AIIvsh, Dig 
liivers credits LEM‘s payment obligations to Big Rivers under a scpratc apccmcnt an amount 
detcrmincd by reference to such average rare. In addition, Big l2ivers pays 14EM a portion of 



incremcntil r ~ ~ c n u c s  above a specified amount related to transmission of power purchased by 
CcntuF in the market in certain ci.rcurnstances. 

2000 Lease 

In ,%pril2000, Big Rivers entered into the 2000 I ~ m e  certain entities‘ (collectively, thc 
“2000 1,ase P~rnx). ln this trmsaction, Big ltivcrs created undividcd leascliold interests in Plant 
Robert D. Green Units 1 and 2 or 11. E. Wilson Unit 1 and the Gtes on mhicli thc facilities are 
located (thc “lmsed Facilities”) in favor of statutory trusts created on bdialf of equity invcstors in 
the transaction (each a “Head 1,ease”). Each leasehold interest was ~ n e ~ a b l e  fox the full useful life 
of these Facilities and constituted a sale for federal income tax: purposes. All tent under each Head 
Lease was paid at its inception. The undivided kitcrest in die Facilities and underlying sites were 
then lcased back to Big R i~e r s  pursuant to a lease (each a ‘‘Fm5lity I,ease”) for a shorter teim 
=rending beyond the end of tlie LG&E Transaction. Big Rivers’ contingent obligations to pay 
termination r:ilue under e x h  Fncility Lease is represented by two notes in favor of such smrutory 
trusts (die ‘%dit\. 1,essor Secured Notes”). Each undivided intcrcst transaction which is palt of 
the 2000 Idease provides Big Rivers with a purchase option, at the cnd of the term of  each Facility 
Lease, which, if elected, has been fully funded. The leasehold interests of tlic equity investors 
pursuant to the Head Ixases are subject to the interests of the E.ON I’arties in such Leased 
Fadties and sites. l l ie equity investors financed a portion of thW rent payment under die Head 
Lease with &e proceeds of nun-recourse loans made to tlie statuto9 tmsts .  

All Big IZivers’ basic rent oblptions under each Facility Lease have been economically 
defeased with obligations guaranteed ox insured by Ambac Assurance Corporation (“Ainbac”) or 
America International Group and by Treasury ox fedad  agency sccudties. In addition, these 
obliptions wit1 mature at. a time, and in :In amount, sufficient tn fund Big Rivers’ fixed price 
purchast option under thc Facility Lease. 

Credit enhancenilcnt for Big lti~ers’ obligations under thc Facility Ixasc w a s  providcd b y  
Anibac Crcdit Products (,‘my) in the form o f a  credit “swap” utilizing :I modifid liitcriutional 
Swap Dealers itssociation form of swap. ’lliese obligations were cvidcnccd 1 3 ~  a note (exh a n  
“Ambac Crcdit Products Sccuxed N4”) issued by Big liivers in f21vor ACP. Big liivcrs and ACP 
also cntctrcd into a credit swap using a modified lnternational Swap Dealers Association form of 
swap providing for the possiblc conveyance of the equity investors’ intcrcsts in the Facilities undcr 
the 1-lcad Lcasc to ACP in certain circumstances. ?lie obligations of ACP under tiic credit swzp arc 
insured I 9 7  Ambac. 

Existing Financial Arrangements 

Substantially all of Big kvets’ assets are subject to the lien of the Third Restated Mortgage 
and Stcurit). Agreeinent, dated as of August 1,2001 (the “KIJS hlort~~qc”),  with rhc RUS, Ainbac, 
D e h  Rank (Tcud’) ,  1J.S. Bank ‘Trust National zlssnuation, as trustee (the “2001 A Trusteg”), 
CFC, and certain of the 2000 Lease Patties. The 2000 Jxasc P;lrdes secured under the RUS 

1 ‘I‘hc 3UL)O Lase I%rtics arc: PER-1 Statutory Trust. PBR-2 Starutory Trust, 3’1313-3 SLzlutrir\* I‘rnst, PT31t1 
Statutor) ‘l’rrust. E13R-2 Statutory ‘Trust, Xmbac, k&E, CoRank, ACI3, ACP, -\AF, I W i -  1 0 l J  Staturoiy 
Trust, 1JBlI-3 01) Statutoq Trust, Pl3lI-3 01’ Smtutory Trust, FBI t  1 OP Statiilorg ‘I’rusi, l2l3R-2 01’ 
Statutory ‘l“rust, Bluegrass Leasing and Bank of Amctica 1,czsing (successor to Flecr RcaI Estntc, Inc.) 
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Mortgage :Ire: :lCP, l%lL 1 Stiiturory Trust, PUR-:! Statutoq Trusi, I’BlZ-3 Statutory Trusb FBR-1 
Smutor). Trust and F13R-2 Statutoq Trust. The RLG Mortgage secures (i) indebtedness to RLTS; (ii) 
rciinbursernents obligations for any pqments by -4mbac under a municipal bond msurance policy 
insuring the payment of a series of pollution control bonds issued by the County of Ohio, Kentucky, 
the proceeds of which were lcnt to Big fivers; (k. obligations to Dexia under a standby bond 
purchase agreanent which provides liquidity for such bonds; (iv) obligations to tlie 300L4 Trustee 
in connection with a second series of pollution control bonds iswed by Ohio County, the proceeds 
of which also were lent to Big Rivers; (v) indebtedness under a revolving line of credit wirh CFC in 
an amount not to esceed $15 million; and (vi) obligations related to the 2000 lase transaction under 
the Ambac Credit Products Secured Notes or the Facility Lessor Secured Notes. ‘The RlJS 
Mortgage does not pcrmit additional debt to be securcd under the mortgage without the consent of 
all the mortppes, except for limited amounts in liinited c i r ~ s t a n c c s  wluch still require the 
consent of most of thc mortgagees. 

131g I ~ x s ‘  indebtedness to tlie RI 5 is evidenced by two notes. The “New RUS Note” was 
issued on )uIy 17, 1998 in die aggregate principal amount of $l,lOl,IG5,OOO oFwhich $807,555,783 
was outstanding at Deccinbcr 31,2007. The New RUS Note bears interest at a fixed rate of 5.75% 
per annum and matures in 2021. ’ n e  “ARIT Note” was issued on July 17, 1998 in the aggregate 
principal amount of $365,000,000, of which $219,456,394 was outstanding at I>ecembcr 31,2007; 
die AltTjT Note does not bear interest and does not require my scheduled paymcnts prior to its 
maturity in 2023. T h e  ARIT Note does require, however, that Big Rmers innkc paynients equal to 
one-third of certain profits from the sale of surplus power, if any, to repay principal of die X R \ T  
Note. Thc paymcnt of these profits c+m, in some instances, reduce tl~c amount of principal and 
interest owed to the RUS under the New RLJS Note. The RUS loan agrrccmcnt relating to both RTJS 
notcs contains a ‘+no fiii~lier advances” pro.visicn. 

Big Rivers also has issued a promissory note to LEM (the “Settlement Note”) in 
consideration for, among othcr things, I.,FAI’s assumption of the risk of unforeseen costs with 
respect to power to be supplied to or for the usc of the Smelters. At Deccmbcr -31,3007, die 
outstanding balance of thc Settlement Note was approximately $1 6.2 million. In cnimcction with 
the Settlement Note, 13ig Kivers has granted to LEh4 arid WKEC a mortgage on substantially all of 
Big Rivers’ real propcrty and personal proper9 rehted to or used in cannection with thc 17ac&ues 
(the “I .EM Mor t~d’ ) .  ’Tile LGM Mortpgc not only secures Big 12ivcrs’ obligations under die 
Scttlemem Note, but also secures aLl payments, sums and debt due and owing to V W - X  nnder the 
New Participation Agreement, datcd April 6,1998 (tlic “Particination ALgTeement”), with L O N  and 
its afaates, mcluding tlic Residual Valuc Payment md payments due and owing in respect to any 
certain enhancements or major capital improvements to Big Kivers’ system inadc pursuant to the 
!??I<E(: 1,easc. The obkadons secured h y  the I..Ehl h‘lortgage are parddip subordinated to the 
ollig:ttions secured under the I i I  IS Mortpgc. 

LG&E Submilhated Mortgage 

Big Rivers has granted to W K K ,  LEh4 and Stauon Two Subsidiary a subordinated 
mortgage (the “JJG&T3 Subordinated MorzaPe”) on substantially all of Big liivcrs’ rcal property and 
personal propmy rclatcd to or used in connection with the Facilitics. The I G & G  Subordina tcd 
Mortgage sccwes payment and otlier oldigitions of 13ig Ri~crs  to WIUX (including as succcssvr t o  



Station Two Subsidiary) and LEh4 in connection with thc L G W  Transaction. The 1 .C.;&E 
Subordinated hfortgage is subordinated tu the RllS Mortgage and the LEM klortgage. 

2OUO Lease Subordinated Mortgagg 

’Ibc 2000 Lease Subordinated Morrgage securcs Big Iiivers’ payment and performance 
obligations arising out of agreements related to the 3000 kasc transaction. *l%c 2OO(J 1,ease 
Subordinared Mortgage is subordinated to the RUS Mortgge, the 1,EM hiortpge and thc LG&E 
Subordinated A4ortgagc. 

Intercrcditor Arrangements 

Pursuant to the Thkd Amended and Restated Subordination, Nondisturhance, Attornment 
and lntcrcreditor Agreement, dated as of Iiugust 1,2001 (&e ‘Intercreditor i4gl-eement”), 
nonvitlistmdiig any piioriq given to my security instrument, Big IGvers’ secured creditors have 
agreed that the proceeds of die simulmeous foreclosure of tlic mortgages identified above w i l l  be 
disrrihuted in tlie following order. 

1. Pro rata to (i) CPC in papnent of obligations relating tu a CFC line of credit, up to a 
ma.si.mirm aggregate principal amount nf$15,OOO,OOO; and (3) Ainbac, De& and the 
3001R T7-ustec with respect to obltgations relating to the pollution control bonds; 

2. CWGX and LEM (collectively, &e “J,GG&E Secured P a s ) ,  for pv rncn ts  due in 
respect of c a t a h  cnliancements and major capital improvements, if a“y, funded by them 
pursuant to tlic WKEC JJease; 

3 .  Pro rata (i) to ],EM and WKEC in payment of all amounts secured by thc LEM 
hlortgage, a i d  (ii) to the holders of the Facility 1,essnr Secured Notes and die Ambac 
Credit Products Sewed Notes; 

4. Pro rat? tu tlic holders of each Facility Lessor Secured Note and cach Ambac Credit 
Products Secured Note; 

5. RlJS in paymcnt of the sums owed to IiUS and secured by rhe lien creitcd by t2-1~. lil!S 
rVIoitpgc; 

6 .  The L,C,&E Securcd lkt ies  for die ainouiits secured by tlie I,G&B Subordinated 
Mortgage if h e  LG&E Subordinated Mortgage is being foreclosed in the same 
pxoceeding as the prior mortgages; 

7. 2000 Lease I’mties in payment of all amounts secured by the 2000 Lease Subordinated 
Moi-tgagc if it is being foreclosed in the same proceeding as the puor mortgages; and 

8. Big Kivers a d ,  to a limited degree, die L G U  Secured Parties. 

Tlic Intercreditor Aprccincnt also provides that so long as the I i .0N I’artics are not in 
dcfauft of rlicir respective oliliptions t c ~  Big Rivers incurred pursuant to the 1 .G&E ‘L‘ransacuon, die 
other secured creditors svdl no? disturb the rights o f  thc ILON Parties to the occupana, use and 
operation of Big limers’ assets if any of the securcd crcc€itors ob~Nn possession o f  l31g Ri\-cd assets 
01 acqurrc any rights of  Rig Rircrs wth rcspect to any of agreements rclaung to die l.,G&l< 



Transaction, whcthu by reason of forcclosurc or otlicsuiisc. In adddon, in the Intcrcrcditor 
--\px.ni~nt, the secured crehtors agree, under certain conditions, not to jcim as a party dcfmdanc 
any of the 1L2kE Secured Paties for the purpose of terminating any of their respective interests in 
Big Rivers’ assets opcratcd or leased by any of them. In addition, the Iritercxediror Agreement 
provides tlut if rhc secured parties or any third party, inClu&g a purchasa pursuant to 5 

foreclosure, acquires an interest in the Big Rivers’ assets or rights, the LG&E Secured I’arries tsd be 
bound to die secured creditors or such third party by XU of the same terms and covenants as if the 
secured creditors or such third party were Big 1l.ivexs. Fu&emorc, in the Intercreditor Agreement, 
diose 2000 Lease Pardes which arc mortgagees under the RUS h i o r t g ~  have agreed to access the 
cdlareml securiug them undcr die documents in the lease transaction prior to seeking satiskction of 
their cl:tims from other collateral under the RUS Moigage. 

‘l%e following table sets forth certain infrxmation with respect to die genccitiiig units which 
comprisc a p m  of the Facilities. 

Generating Facility 

Kcnncth C. Coleman IJIant’ 
IJIUI 1 
Ihi!  2 
linii 3 

Rol~en U C h c n  Iylant 
Unil 1 
Urn1 2 

Robcrt A. Reid Plant 
unit 1 
Comlmsiion T u h i n e  

St~tion Two Facilir~. Units No. 1 and 2? 

I). R. V;iilson llilit No 1 
Total . . . . . . . . . . . . . . . . . . . .  

___I Fuel T’&gg 

COX1 

Cod 
C O l  

Cod 
Cwd 

Gas or Coal 
Gas ox ail 

Coal 

coal 

- Net Canacitv (MW) Commercial Operation Date 

1 50 
1 so 
15s 

23 1 - 733 

I869 
1970 
1472 

19-79 
19s1 

1966 
1976 

19?3/ 1974 

1986 

‘lhe Facihtics liavc w r y  low ctnl,cdded costs. Big Rivcrs’ nct urility plant WRS approxiniatcly 
$91 1.6 nillion as of Ilecembcr 31,2007, and die depreciation and amortization :~I’IIOUR~ \vir17 respect 
to total utility plant in senrice was appro~imately $33.3 tdlion for the t\vclm inontli period ending 
Deccmlvx 31, 2007.’ X comparison of die ratcs of thc Members to othcr neig1iI)oiing utilirics is set 
forth in Appendix C. 

__---.- -- 
1 Tlie net  uipacily of tlir Kcnncth C. Colemiin Plant dl b e  rcduced by approxhatcly 12 h4W due tu the 
schedulcd ntldition of the Colcinan Scrubbcr. 
2 Big Rivers operates hut docs tmt  omm the Station Two Facdit~ and not dl net capacity of such facility 1s 

av&lallc to Big lii\rers or the 1LON Parties. 
1 liicluding amortization of  the Station Two 1kiIi.t). on Big Itiilers’ hooks at approsimately f 1 6 million 
annually. 
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Financial Information Rcla;d%o to Rig Rivers and fhe Members 

Big Kiwis’ Annual Report for its fiscal year ended 2006 is set forth in Appendix :I to this 
Infomtion Memomnduin. Selected financial kfomration relatcd to the hicmbers is set forth in 
:Ippcdk B. 

u m r m  TRANSACTION 

Background and Overview 

In 2003, E O N  approaclied Rig liivers about the possibdity of an linwind. Big Rivers did 
not solicit or seek out any arnendments or modtfications to or unwinding of the LG&U ‘Transaction. 
hfia initial discussirins with EON, Big Rivers engitged lcgd, &ancial, power marketing, 
engineering mind otlicr professional advisors to assist it in evaluating and structuring any potential 
Unwind. 13cfnre md&g this evaluation, however, Big Rivers’ h a r d  of directors instrucred that 
any Unwind must nnt violate the following governing principles: 

Big Rivers must receive economic benefits commensurate with my additional n s k s  
assumed; 

‘l%e Unwind must enablc 13ig Rivers to be economically \Gable in order to permit it to 
mise sufficient cap id  in the future to invest in the Facilities to permit Big ltivcrs to 
reliably senre the Members far into the future; 

13ig %wxsy h.lembms’ non- Smelter customers must not subsidbe any service to the 
Smeltcrs; and 

Hig Rivers’ senior secured obligations must Le rated at least investment p d e  by 
Standard and Pc)or’s Ratings Services 2nd Moody’s Investors Service. 

Over the course of many months, Big Rivets analyzed benefits and risks related to potentid 
Unwind structures. During this period, Rig I l h r s  engagcd in lengthy negotiations with EON, ;md 
on a parallcl path Big Kivcrs and ICenergy engagcd in negotiations with tlic Smelters, to consider 
whether a memorandum of understanding or letter of intent could be reached which was in the best 
intmests of Big Rivers and its McrnLcrs and which eml~odicd Big Rived board’s governing 
principles. These negotiations culminated in two non-binding letters of intent, m e  with E O N  and 
a second ivivith die Smelters. On die basis of die letter of interest tvitli E.ON, Big Rivers and 1LC)N 
thcn negotiated and esecuted thc Tcrha t ion  Agreement. On the basis of tlic letter of interest 
with thc SmeIters, Big Rivers, Icencrgy and the Srnelters have substantially negot%itcd forn~s of 
Whnlesalc l?lectric Scrcicc Agccmcnt (L‘Smelter Wholesale ilgrccincnt”), Retail lllecuic Service 
Agrccmcnt between Kcnergy and a Smelter (“Smcltci Retail Aqrccnie~”)  and Cocirdination 
Agrccmcnt hctwccn Big Rivcxs and a Smelter (“Smelter. Cnordinanon i l ~ e c m e n t ”  and, together 
with thc Snicltcr Wliclesalc Agreement and the Smelter lictail Agreemcnt, rhc “Smelter 
- Jlprccnicnts”). ._ The Terminadon Agreement and thc forins of  Smclter -4gecrnents are wailable to 
you through the electronic ciilqpcc materials being niaintlined by Omck, I-lorruigton & Sutcliffe 
IAIAT-J. 



Togevher, die Termination Agreement and die Smelter Agrecmcnrs contemplate an Unwind 
consisting of tliree primary components: (I) thc termination of the 1998 operational, power supplv 
and financial arrangements with the TLON Pardes; (2) approximately 623 millioii of coinpensation 
to Big liivers, including cash, property, emissions do~vances, and forgiveness of debt and other 
obligations; and (3) the e n q  into amendments to Big Rivers’ wholesale power contracts with the 
Mcml~ers reflecting the ternhation ofthe WKEC L.e;lsc, and die entry by Kenctgy into Agreements 
with each Smelter. -4 fourth component of the Unwind not required by the Termination Agreement 
but contemplated by Big %vas is the esmblishrnent of new finmcizl arrangements on the 
consurnnation of the Unwind (the ‘2inwind Closing Date”), the prepay~nent of substantial 
outstanding debt and the mentual issriance of new debt in the capital markets, In addition, Big 
Ri~ms will be negotiating additional credit facilities for its futuxe short term financing needs. 

Termination of L G U  Transaction 

Termination of Operationxi Amqutmcnts 

The Unwind of the ZG&E Tmnsaction will rcsult in (1) the tcimination of the LVIiEC 
],case; (2) the icrmination of the assumption by WKEC of Big 1Xii:ers’ ohlipitions under the 
agreements relating LO die operation of tlx Station Two Facility; and (3) termination of various other 
arrangements belween Big Rivers and the E O N  lkties. 11 list of docunicntswhich will bc 
terminated in the I;n\t.ind is set forth in Appendix D. 

The Unwind ~d.l include thc tadnation of the LEM Power Purchase Agreement as wcll as 
termination of the electric service agreements betwveen T,EM and Kencrgy and their replacement 
\\$tki die Srncltet Wliolcsde ilgrcements. Also, the exisnng agecments between Kenergy and tlie 
Stncltcrs will be teuniaatd. 

Obligitions of Big llivers and the E O N  1’artic.s under vuious promissory notes, tnortgages 
and guaranties entered pursuant to the I.G&E ‘Transaction \d he terminated. LEhl mill rcleasc Rig 
I’Circrs from its oblytations under tlic Settletnent Note. Similarly, the Unwind is conditioned o n  
LEM being released from dl of its ohfigations under a demand promissory note payable by LIlM t o  
the United States o f  America in the original principal amount of $933,333.33, This note rcprescnts 
die amount of a powx rnxketing fee in excess of $5 million paid by Big Rivers tu LEhl at the 
closing of t h e  1998 transaction. If Dig Rivers dcfiaults to RUS, the note requires I Z h I  to pay RI!S 
an amount cqud to the lesser of the amount of tlie default and the amount of the note. 

Also as a part of die Unwind, L O N  will release Big Itivers froin any obligation LO inakc die 
Residual Value Payment. E O N  :illso will release d of its rights and interests under thc LG&E 
Subordmated Mortgage and thc 1,EM Mortgage, as well as any otlier agreements entered into by any 
1X;tStI: 1’a-q in conncction wid3 the 20110 I >ease. 

A condition to the completion of &e Lhvind will be the termination of contracts aniotig 
Big Rivers, Heiiderson, and the various E.ON Parties in conncctiow. .With Station Two Subsidiy’s 



assuniptiori of obb t ions  of 13ig Rivers to Henderson relating to the Station l‘wo f:;idlity (dit 
“Station ‘l’wo Conmas”). Upon termination of the Station Two Contracts ant1 beginning on the 
Unwind Closing Date, Bg Rivers again mould be solely responsible for all obhgations under the 
Station Two Contracts, including the obligtions for the operation and maintenance, and for tlie 
purcliase of a portion of die output, of the Station Tn7o Facility. In the Unrvkd, St3tion Two 
Subsidiary will transfer to Big liivers ali permits ilnd fuel and reagent supply agreements and other 
agcernents relating to Station Two Subsidiq’s operation of die Station Two Facility. Big IGvers 
will assume d of Station Two Subsidmy’s obli,gauons avith respect to those permits and agreements. 

V;Urrous E O N  Parties’ obligations to consummate the Unwind will be conditloned on the 
release and drscharge by Big Rivers, h b a c ,  ACP, -WE, the rctmining 2000 1,c;lse ]’art&, 
Menderson, IIUS, De& and CFC of the E O N  I%.rties from obligations or Ikbilihes wising out of 
any J,G&E TJaq’s use, operation, repair or upkeep of tbc Station Two Facility or any joint use 
facilitp relating thereto or arising under the Station Two Contracts or any other documents or 
agreements relating to the 1,G W, ’Ikms;iction. The Unwind contemplates Henderson will release 
and discharge Rig Rivers &om any liability under any of these agreements as a result of any breach 
OT default thereof by any I.G&E Party on or piior to the Unwind Closing Date. 

T h e  EON Parties’ obligations to consummate the Unwind also d l  be conditioned on 
olmining consents from the vendors under any durd-p:q contracts wlxich arc to be assigned to 13ig 
Rivers, dic consent of whicli is reqiiied for assigwmcnt of such contracts to Big Kivcrs and to 
obulinmg any necessary conscnts to the assignment of any peimits relating to  t he  Stition ’I‘wo 
Facility which must be assipcd to and assumed by Xi Rivers. In lieu of any release, Big Rivers m y  
indemnify tlic relcvant E O N  Parties. 

On tbc I.Jnwind Closing Date, the E.QN ] ’ d e s  , Big Iiivers and Henderson will “true up” 
those promsions of the Station Two Contracts draling with operation and maintenance expenses, 
improvement costs, capital costs, ;ind major capital expenditures for thc Shtifln l?wo f.’:icility. l‘hc 
appropaire pavments required by that adjustment will be m d e  by the applic&le p.arty in accordance 
mitli t he  provisions the Station Two Conwacts. Some such payments may be made after thc 
Unwind Closing Date if they cannot be ascertained by the closing. 

Payments 

To induce Big Rivers and the Menibers to enter into the l’nwind and to compensate Big 
Rivers for additional risks asswned as a result of the tcnnination of the LGRrE Transaction, the 
E O N  IJarUcs will pas Big ltivcrs $301,500,000 in Iluulediiately avdible funds, subject to the 
adjustmenl described under “2nventorp“ belcnv”. J3ig Rivers will use the fmds primarily to prepay 
debt on the Unwind Closing Date, to fund a reserve to offset tlie impact on the Members of an early 
remination of 3 Smelter Retail Agreement and for unanticipatcd increase in fuel costs and for 
working capital and fixture capital espenditwes with respect to the Facilities. Scc “Other 
‘Transactions on the Enwmd Closing Datc-Prcpapment of Debt and Capital hIarkers lssuanccs” 
and ccPos~-L 1nwind 131g lijscrs---Financial Condition Follcm7ing U: nwind” bcloiv. 

Big Rivers inteiids I O  use a portion of the csish payment madc hy tlic TLON IJasties at closmg 
to fund a ’lransition Reserve in t h c :  amount o f  575 million TO midgate fitture incre:ises in the non. 
Smelter rntos to the Mornbers following h e  Lhv ind  and to fund a Transition Rcsci-vc in tlic ainount 
o f  ‘$35 million to offset the negative mpact on die hlciiibcrs o f  an early termination of either o r  



both of tlic Smelter Rctail Agreements. None of the benefits of this amount or interest thereon will 
a c m e  to the benefit of the Smelters. 

Transfers, Conveyances and Assignments 

A s  part of thc Unwind and in addition to other coimpcnsation to Big fivers in die Unwind, 
the E.ON Parties will transfer or turn o~rer red and persorial property, including intangible property 
and rights, to 13ig Rivers. Big Rivers will not pay any amounts to m y  IaG8& Party in consideration 
for the transfer of such property on the Unwind Closing Datc. 

Trsnsfer of Propeqy 

Coleman Scrubber. 1lie EON hrties will be required to complete at  thck own expense 
and turn over to Rig Kivers die Coleman Scruhbcr. Thc value of the Coleinan Scrubber is exTectcd 
to be approximately $97.5 million. 

Inventory. Each LG&E Party will cr~nvey ,111 right, title and interest in all fuel (including 
coal, petroleum coke and fuel oil) and scrubber reagent inventoq, spare parts, materials and supplies 
hdd csclusircly for use by any of the E O N  I’arties in conncctioii with the opcraurm of the 
Facilities. 1.0 tlie estent the vduc of tl-is property is less than $55 million when mcasurcd shortly 
before the Unwind, E.ON will increase the amounts othrnvise payable to Big Rivers on the LJnwind 
Closing l h e  by such diffcrcnce. To thc cstcnt thc value of this property is greater than 555 million 
when mcasured before die Un.rvind Closing Datc, such excess amounr \sill be credited against die 
payment required by E.ON at the dosing. 

RealProperty. The E.CIN Parties will convcy to Big %wrs all of its +ht, title and interest 
in tlic real pmpcrt). owned lq- W’Io;,C or its affiliates adjacent to or near die site of die I<~IUI& C. 
Co1c-n PL2it @and purchased since 1998) and the pope* and improvements (tlxce buildings 
sold to WKEC since 1998) owned by the E.#N Parties which arc adjacent to Big llivcrs’ 
hcadyuaaers. Big Rivers d l  pap to Ibe E O N  Parties $1,@25,01)@ for these parcels of real property. 

Inrcilectud Pxopeq. The E.QN Parties will assign, sublicense or otherwise make 
arailalde to Big liivers certain patcnts, patent applications, track secrets, liccnsc rights, license 
agreements, and fmnchiscs in ~ h i c h  my l,G&:E T%arty has an interest and wllich arc necessary for 
thc operatmn and/or dispatch o f  the Facilities, incluchig computer propams and operator codes 
u d k d  by an 1,GGrE Party in connection with tlie operation and/or dispatch of the Fardities (the 
“lntellectuzd l~ropcr~’’). Certain of such lntcllcctual Vroperty will be provided by tlic RON l’artics 
to Big llkers for a period of up to 18 months following die lJnwind Closing Date in accordance 
with an lnrellectual Ih-qxrty Support Services Agreement. l3g Rivers is cunently investigating its 
options concerning its long tcmi needs for the scwices provided pursuant to tlie Intellcctual 
property Support S c n k s  Agrcemcnt, including having diem provided by a third party. l’he 
Intellectual I’ropu~y Support Selnrices Agecincnt is a~~ailallc in the electronic due diligence data 
base maintained by Orrick I-Icrrington Kr Sutcliffc. Big Iiivers will have no obligation t o  
consummate the Unwind if any item of Intellectual Property necessay for the efficient operation or 
maintenance of any Facihe cannot be assigned, licensed or provided to Rig Rivers in accordance 
with the Intcllccrud Property Support Services Ageement, and a new license from the relevant 
vcndcx cannot be nbtaincd for tlie use of such Intellectual Property by Big Rivers at a cost 
comparable to that paid b y  t h c :  1G&E Party. 



Transmission, %e rclcsant E.ON Parties wiN assign to Big Iiivcrs d trnrisinission 
reservations for both f m  and non-timi transmission s ~ ~ i c e s  for mnsporung pc)\s‘cr produced b y  
&e Fadties o v a  die Big Rivers’ transmission system. -1%~ E O N  I’artics also w.ll rehquush to Rig 
ltix-ers all rights to transmission service currcntlT hcld by the E.ON Parties Zrom Big Rivers’ Control 
Arm across the Tennessee \’dey Authoriq’s transmission system. Big Iiivers will reimburse the 
E.03 P.mics an!- prcpqmenrs or deposits madc prior to tlic l!nwind Closing l h t e  for such 
mnsmission seri-ice. 

Property Not Tmnsfmed, No accounts receisable, cash on  hand or other currcni assets 
ctf rhc E O N  Pxrties dl be included in the property transferred. Also, Big Rivus will not assume 
any obligzrinns reLiting to commodities or sercrices delivered prior to thc I Jnwind Clnskig IMe. 

Conveymace of Contracts 

A s  a p“tt of the Unwind, each of the E O N  Parties and Big Rivers will identi$ those 
contracts between any I,G&IZ Party and any third party or partics relating to the fbil.ities, includmg 
fuel ccmmcts, contracts for ongoing consauction activities and equipment lcascs, which Big Rivers 
desires to assume (the “Assigned Contracts”). l’he E O N  Parties and Big liivcrs will use their 
rasonable best efforts to obmin any third party consents reqrkcd for dic assipiictit to, and 
assumption by, Big Rivers of die rlssigncd Contracts. On the Unwind Closing Datc, the Assigned 
Contmcrs will be assigned to Big Ilivers by the relcvant I,G&E lknr and Big lhrcrs mill assunie all 
of tlx relcvant I,G&I< l’wty’s obligations thereunder, whether relating to the period prior to the 
I,G&E Tmnsaction (whcrc applicable) 01 from and after tlie Unwind Clnsing Date. 

?lie Assigned Contracts do nut include any contracts, agrectnents, arrangements, or other 
liat,iii&s solely between or among one or more E.ON Parties and any of their respective affiliates 
relating to the fiicilities, the operation or maintenance o f  tlie Faciliucs o r  to the propern- to be 
conveyed ro Big Rivers as a part of the Lhviiid. ’Ihe E.ON 1”artics \vi11 idcntih- fcx Kg liiwrs all of 
thesc LG&E irrtcr-company comnutmcnts that will either he rctaincd or terrninntcd follom?ng tlic 
Unwind Closing Date to permit Big 12ivers io determine whethcr such services and commodities will 
be r e d l y  am.-ail;lblc to Big Ilivcrs on and after dic Ilnwvind Closing Dare on reasonable terms and 
conditions. 

Transfa of Pem*ts 

On die I!nwind Closing Date, tbe E.ON Parties will trmsfer and assign to Big Iiivers all 
the~~-er;isring permits, licenses, autliorl.atioris and allowances in tlie control of any I,G&E Par57 and 
specifically issued by a go.c.crnmentd autIiority in respect of any of the Facilities, including emission 
reduction credits (subject to the limitations set forth below), offsets, “gcc17 ct‘e&ts” or otlier forins 
of rights relating t o  the enr~bonrncntal atuibut.tL3 of thc Facilities allotted based on the output o r  
capadty of a 1-xilit\. prior to the Unwind Closing Lhtc. 

The Unwind allocates all SO2 and NO, einissians allowaiices assipcd to the operator of  the 
I+ilities ( h e  “S&Alb.it.ances” or tlie 
IZl lou-an~~~”)  among Big Rivers arid tlie rclcvant I,G&I7 I’a~t? as 3 part of the bansfcr of conttol of 
the Facilities to Big lbrcrs O n  the IJnwind Closing Ilate, Big I k w s  will be cntitlcd to tho full  LJSL‘ 

Allo~vances” and, collectively, thc “I Sinissicins 



and benefit of all Emissions Allowmces owned by any LG&E Party as a f  that date relating to the 
Facilides, except allowances allocated to Henderson or except as othenvise described below. 

All SO,Allowanccs allotted by the Environmental Protection Agency c‘m’) or any state 
agency to die Facilities for the cdcndar pear in \vbich tlie Unwind Closing Date OCCLIIS (tlie “Cl~sing 
Yesr SO, Allotmenf’) will be rlirided bctst7cen Big Kivers and the rele~ant LGBrE Party based on tlic 
calendar date of the 17nwind Closing Date, with limited exceptions. To the extent the SO, 
Allowances of Big Rivers or the relevam LG&E Party exceeds the amount of SO, Allowances 
required for compliance with applicable laws during the period pliol- to or after die IJnwind, as 
applicable, the applicable entity may retain all such esccss SO, Allowances for its own account. 
WIiEC will deliver, hornever, on or prior to February 15 of the yeax immediatelv following the 
Closing Yew and at 110 cost to Big Rivcrs, 14,000 SO, Allowances with a vintage year allowing sucli 
SO, Allowances to be used for emissions resulting from operations in calcndnr !war 3007 and 
thereafter. Big Rivers estimates the value of tiicse additional SO, Allowances to bc approxi~nately 
51 0.9 million. 

ill1 NO, A11o~v:mces allotted by the EPA or any state agency to tlic Facilities for die calendar 
)ie;rr in whicli thc Unwind Closing Date occurs (the “Closin~ \‘ear NO, i U l ~ ~ ~ e n t ” )  will be allocated 
among the relevalit E O N  Parties and Big Rivers on the basis of tile :ic1ud calendar date of the 
Ilnwind Closing Date and an agreed-upon monthly forecasted emissions rate from the Facilities 
duoughout the  cakndm yenr in which the Unwind occurs, witliout regard to rlie actual emissions for 
that pear. CWI(tsC \yill ensure that dl of the Closing Ycar NO, Allotment (otlia thm die NO, 
Allowances allotted to Hcnderson’s portion of the energy and capacity o f  Station Two Faciliq, or 
allocated by contract to Henderson) is available for cmJssions compliance of &e I%cilities 
throughout dmt 1 Jnmind year. 

If, piior to the Unwind Closing Date, WKEC sells ox assigns any Emissions Allowances 
liming a vintage gear of the Closing Year or a subsequcnt year @ut cscluding ,sales, assipments or 
cnnvcyanccs of SO2 AIlo\winccs and NO, Allowances included in die allncntions of tlic Gmissjons 
illlowances to die E.ON 1 ~ a r t . i ~ ~  described above), then at die 1Jnwind Closing Date chc applicable 
I,G&E Party would, a t  its own sole cost, transfer md assign to Big Rivers substitute Emissions 
Allowances to replace the allon.ances so sold, assigned 01 conveyed. 

Settlement of Disputes 

Ln connectiun witli the IJnwind, all existing claims or disputes bctwcen or  among Rig IGvcrs 
and the ILON I’arties nill bc settled and rclcascd. Tl%csc dispuics includc claims rclating t o  
!VKfj,C’s operation and maintenance of die Facilities and E.ON cl*ainis rclating to imba1:incc charges 
and scheduling matters. No payments will bc made in connection with the settlement o f  these 
disputes and apprcqxiatc waivers and releases svill be exchanged at the closing. 

Smelter Service Arrangements 

On the tinwind (:losing Date, Kenerg \vilI tenninate its existing power purchase 
arrangements with TXM and Big Kivers and Iicnergy will enter into the Smelsr. Wiolesalc IJower 
Contracts pursu:tnt to which Big lii\rcrs will supply Kenergy a t  least 850 n3W for rcsalc tu thc 



Smdtcms. Kcnergp r a  in turn, enter into a Sinelter Retail Agrecrnent with each Smelter. In 
addition, Big Rivers and each Smelter dsa will enter into a Smcfrer Coordination ilgecrnent to set 
forth c&n direct cibligwions between Big Rivers and a Smelteru The armngements negotiatcd 
among Big Rivers, Iienergy and the Smelters relating to the supply of thc Smelters’ power 
mqeairc~nenis iclllowing the Unwind are es~emely complex {such awxngernents are sometimes 
d a r e d  t~ as the ‘‘Smelter Transaction”). 

The aggregate amount of energy made availiiblc to the Smeltcrs under die Smelter l i e d  
-3grecments will consist of three types of energy rcfwrcd to as (1) Rase Monthly Energ,  (2) 
Supplcmcntal Energy and (3) Back-up Encrgy. ‘ % E 5  Montlilv Enerm” is electricity delivered to 
&e Smcltcrs up to an a&ggegate montldy amount of 3G8 hZW per hour for Alcan and 482 MW per 
how for Century. “Sunvlemental Enerq” is comprised of three types of energy. Fkt, the Sinclters 

purchate up to I O  MW per hour in excess of Base Monthly Energy, which is interruptiblc by 
Big Rivers on cei~ain terms and conditions, Interruptible energy may be interrupted if Big 1Gvers 
dmx-mines that its energ resources might be insufficient to supply both the requested interruptible 
encrg and 13ig Kivas’ cibl$auons to its i\lIeinbers, including Base Energy for the Smcltcrs, md any 
firn coinmitments to third paixies. Big Rivers will h a w  the righr to declare an interruption on an 
after-the-fact basis. In addition to interruptible energy, Supplemental Energy includes cncrgy 
purchascd bv Rig Rivers in die mirket for resale by Kcnugy to a Smelter, whether in cases of  
hmturupuons of energy or otlienvise. In addition, Big Evcrs will provide Kenergy imbalmcc cnergy , 
refcrred to as “Back-un Encrm7> €or Kenergy to resell to the Smelters. 

Base Monthly Energy Charge 

Ilic cnlcufation of the charges for Base Moirrlily Energy coxitains several components. 10 
sum, the cliargcs provide a mechanic to provide Rig Rivers additional rmenuc to achieve an ;mnu;lt 
-rEll of as calculated under tlic Srneltcr Agreements, subject to limnit~ticms on the ma+sknuin 
amount papblc by die Smelters and certain other adjustments. 

l’he ‘l3asc 15neq.g Clixrge” is the charge for Base Monthly Energy made available to the 
Smelters. ?lie 13asc Energy Chargc is equal to the base demand of tlic rclcvant Smelter (368 or 482 
A l w )  per hour, assunlirig a 989’0 load factor, tnultiplied by Big liivers’ tariff ratc for sales to die 
Members for resale to largc dircct.-sewed industrial customers (inclusive of any surcharges , 
surcreriits and rebates, but esclusiv e of certain fucl adjustnlent charges, environmental s~rrcharges, 
non I’;.4C purchased power adjustments, the Rcbatc and the Surchrge [each as defined below)), plus 
an additional amount of $0.00025 per kWh. In addition, the Base Energy Chargc includes an 
adjustmcnt, citlicr positive or negative, for specified variable costs, based on the Sinclters’ actual 
cncrg requircmenrs and eneTgy curtailed at the request of Big IZiivers or, in somc cases, the Smcltcrs. 

The charges for Supplemental Ener:,7- include charges at agced-upon rates with thc 
applicable Striclter for interruptiblc enera or marlcct energ;!. purchased on I x M f  o f  tlic Smeltel. 
Back -L:p Energ  IS charged to the Stnelters a t  a marlrct ratc plus, in many drcumst~nces, a premium. 
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Additional Charges 

Transmission and AnciusUy Services Charge. When purclm4.ng uiibuiidled energy 
products or Supplemental Energ), the Sinelters d be charged under the Smelter Rerail Agreetnent 
fox transmission, network and ancill;u.l1 services In accardance with 13ig l~vcrs’ Open Access 
Transmission ?’ariff. 

Vanable Chaqyes. - f i e  Smelters \till pay charges under Big Il.ivers’ I‘uel iidjustment Clausc 
(,,FJ&”), and an envirom~entd surcharge (the cLEnvimninental Surcharge_“) as though tlicp were 
largc indusuial tariff customers of oiic of Big Riven’ kkmbers. ‘Ilic Smelters also \\-ill pay a charge 
relating I O  21 purchitsed power adjustment (the “Non-FAC I’urcliased I’ower Adjustment ChZuErC”), 
as retlectcd only in die Sineltcr Documents, with respcct to purchased po.cvcrcosts not rccovercd 
under the FAC. 

Surchsrge. In addition to any orher amounts payable under tlic Smelter Agreements and 
without regaud to other payments or adjustments, the Srneltcrs will pay a Surdiarge, consisting of (i) 
fixed annual paymcnts starting at $5,110,000, and increasing to $7,309,000 and then $10,182,813 
depending on the p r ,  payable in equal monthly installments, (ii) 30.60 per W h ,  calculated based 
on :i fixed demand, and (iiii the nunibex of cents @enmen zero and 60) per MW per hour that Big 
Rivers’ budgeted annuaI average fud costs for coal-hcd generation per h.N% for II given fiscal year 
exceed ngrecd amounts, based on a fixed demand and a true-up mechanism. 

TIE8 Adjusment Charge. Prior to each fiscal year, Big Rivers wi.U dcterniine the exqxxtcd 
totd amount of adcfiriand revenue it will need during die fiscal year to achieve a TIER of 1.24, as 
calculated in accordance with the Smelter Agreements and subject to certain csceptions and 
liinitauons (the ‘‘TIER Adiustment”). Each month, one-twclfkh of such estimated ‘I?EK 
iidjustmcnt for such fiscal pear will be included in tlic Smclters’ monthly cliarges. Thcse niontldy 
amounts arc further subject to quarterly ndjustments. 

Because of the nature of die TIE11 Adjustment, Big Ri~;ers has agrccd that costs above a 
specified level \yill be paid with revenue frorn tlic Members as well as the Smelters, and that the 
Smelters’ obligations to pay amounts sufficient for Big Rivers to achieve a 1.24 ‘TIER , as ca1culatt.d 
i n  accordance with thc Smelter Agreements, arc not unlimnitcd. ?hc Smelters’ obligations with 
respect to dic Tll~l l  iidjustmcnt snap not csceed an amount equal to the product of (n) I3ascd 1;ixcd 
Energy, as applicable tc) each Smelter, and @) the applicable amount sct foi-th b c l o ~  for siicli year: 

200s- 201 1 
2012-2014 $0.00295 pcr kWh 
2015-2017 $O.O0S55 pcr kWi 
201Fr2020 $j0.00415 per kWh 
2021-2023 $0.00475 pel: kwh 

$0.002 35 per kWh 

13ig Rivers aid Kcncrgy have agreed with the Smelters to inalie certain assumptions and 
adjustments in die calculation of the TlER Adjustment. These assuinptions arid adjustinents are 
lnrrndcd tc t liiiiit tlic Smeltcrs’ oblig&)ns with respect to agreed ch-cumstanccs, including, ainong 
others, (i) modeled rate increases, (ii) new industrial Ioads, (iii) costs iniprudcntly incurred, (iv) 



patronage capital retirements, (iv) new non-pcxhng facilities and (1.) additional costs if Hig Rivers o r  
a Member engages in a restructuring, mergen, acquisition of another utility system, or addition of a 
new member, or similar wents, and such transaction results in a 5% increase in thc Big Ilivers’ sales 
to its MemIxrs on a pro forma basis. 

Rebate. If Big Rivers’ TIE11 in am- year escecds 1.24,as calculated under the Siricltcr 
Agreeinents, then during the ncxt fiscal year Big Iiivcrs may elect to rebate on a k\Vh basis a portion 
of the excess amount it received &om the hlembers, subject to ccilain limitarions, to the Mernbcrs. 
Kcncrgy then would credit to the Sindters a pro rata portion of the amount it received from Big 
Rivers on a kWh basis (the “Rebate”). If Big Rivers does not dect to rebate such csccss amount to 
all the Members, Big IGvers will still distribute a pro rnta portion of the excess to ICcnergJr for 
disuifxmon to the Smelters, subject to certain linrit?tions. 

A s  part of the Unwind, Big IZivers \ d l  establish two reserves, (1) nn cconomic rcscn’e with 
an initial principal amouiit cqual to the sum of $75 d l ion ,  or porendly inore ( h e  “F4,cononic 
-I Kescnrc”), and (2) n transidon reserve \vith an inilizl principd amount of $35 million (the 
“Transition Reserve”). ’Ilie Econoinic Reserve can help to cushion d i e  effect of any potential future 
rate increases on Big Rivers’ rates to its Menibers for senice to thcir non-Smelter members. The 
Economic Rcscrve also may mitigate, on behalf of the non-Smelter members, ccrlain future 
obligations which may aiise, such as fuel or purchased power esqxnses, which may esceed amounts 
initially forecasted. 

The Transition Reseiw is a financial reserve account that is to be cstiblishcd by Big Rivers 
from funds rcccivcd at dic closing of the Unwind that .will help mitigate anj- financial costs, if any, 
associated with the tenninntiun of the Smelter Agreemaits with respect to the Smelters. 

Credit Support and Guaranty 

Each Snielter will provide and maintain credit support in the fomi of a letter of credit koin a 
hank rated “A-t ” or higher if the rating of the unenbanced, unsecured debt obliptio~is of Alcan’s 
parent and of die ultimate parent of Ccntury is not “A+” or higher by Standard & Ponxs (and in 
adcfition, if such debt obliptions arc rated by Mc)ody’s, that rating by Moody’s is not “Al” or 
higher) or other credit support acceptable to Big Rivers and ICcnergy, in an mnount ecpal to the 
amounts cstirnatcd t o  be duc for a period of two months under that Smelter’s Sinelter Itetail 
Agreement PIUS any amount that Rig Rivers estimates reasonably could be duc with respcct to taxcs 
rebting to certain sales of energy on bubalf of the Smelters. ‘llie US. prcn t  of Alcan, Alcaii 
Corporalion, a Tcsas corpoxatioii, and the parent of C c n t q ,  Century :llu&num Cornpan?, a 
Delaware corporation, will guarantee the paytnent and perforindmce of :Ilcan and Century, 
respectively, to Big IGivcrs and Kenerg  of all obiiptions under thc documents tlicy cntcrcd into 
pmsuant to the Smcltcr ’1’r:msaction. 

Termination 

’flie obligation of lieneqg to supply elcctric senices to die Smelters pursuant to the Sinelter 
I1er.d :lypxtncnts will rcrmimte on December i l ,  2025, unless tcnninated earlier. pursuant to  thc 
terms thereof. A noticc of  termination by a Smelrcr caniiot be effective prior t o  Dccembcr 3 1, 2010; 



provided, that if one Smelter Ius given notice of termination to be cffectivc on or aficr Dcccmbcr 
31,2010 and all required transmission upgrades are not pet commercdy available, a notice of 
remination by &e other SineltcI may not be effective until such transmission upgrades are 
commercidy axdable. 

Other Matrers Rcimktg ro rhe Smelter Agweernents 

Covenants. ils part of &e Smelter Transaction, Big Kivcrs will covtnanr that it will operxte 
its system for the benefit of the hhnbcrs consistent with prudent utility practices and will apply the 
same standards to operating decisions that may affect the Smelter Base Rite or the TIER 
Adjustment. Big Rivers will covenant that it will not malie an operating decision if the substantive 
bas% for the decision is a Smelter’s payment obligation nlitli respect to the TIER Adjustmcnt. 

Big Rivers lias agreed that it will not seek to have any increasc in the Member bast rates, 
subject to roll-ins, including any increase in Big Rivcrs’ 1arg-c hidnstrial rate, take cffect bcfore 
January 1,3010. Big Rivers nmy seek, lioxvever, IQSC approid o f  changes to the non-Smelter 
memlxr rates and anv rate increase which dl become effective in connection widi tlic 
consumniation of the IJnwind. During the term of the Smelter Retail Agreements, none of Big 
l&ers, Kenergy or the Smelters will seek or suppoi1; directly OX indirectly, fioin any governmental 
authorirp, including &he KI’SC, any change in thc terms and conditions agreed to in the Smelter 
Rgrecmcnts as a part of the Unwind, with limited exceptions. 

Big Rivers agreed not to seek to change its depreciation rates in a manner whicli mould be 
projected to cause tlic weighted average depreciation rates for the period from the stmt of the 
Smelter Transaction to Dccember 31,2016, to exceed the rates sct forth in the &ancial model filed 
with thc KPSC, unless (1) Big Rivers determines, based on discussions with a st:itistical rating 
orpnization and after consulting thc Smelters, that a modification to irs depreuadon rates is 
necessary to maintain an investnient grade c r d t  rating, (2) RUS or ilnotl1cr televant governmental 
authority dlrects Uig IGvers to modify its depreciation rates, or (.3) Big Rkers’ auditors assert that 
they would not be able to deliver an unqualified audit opinion of Big RIVCL.S’ financial statcmcnts if 
Big Rivers fails to seeli or irnpleinent a modification of its depreciation rates. 

Sdes ofEnexgy on Behrrlf of the Smelters. Big Rivers will use reasonable commcrclal 
efforts to marlrct aniounts o f  Base Monthly Energy for Kenerg that a Smelter is obliptcd to 
purchase under its Smelter 12cta.i.l Agreement but \vhich is surplus to the Smelter’s needs. I3ig l i i~e r s  
will credit back t o  Kenerg, for credit of h e  applicable Smelter, an ainount of  net proceeds from 
such sales up to the amount which is generally equivalent to the amount of thc Smelters7 clx;lrgcs 
othenvise payable. In other limited circumstznces, Big Rivers also will credt Kencrgy for thc 
accotint of the applicable Smelter profits on such sales of surplus energy. These circumstances 
include circumstances when a Smelter is unable to receivc power following a c:lsualty or has partially 
shut-down its alunhuin reduction iacility. Neither Big llivexs nor I<cnergy will havc any ohligation 
tu market energy in a n y  of these circumstances until Big Itivcrs lias sold or chosen not to sell dl 
amounts of its owxi sui$us power. In addition, neither I<energ nor Big Rivers will have any 
obligation to the Smelters if Big Rivers is unable to sell this energy as a result of transinission or 
other constraints. 



any document thereto regarding Big liivcrs’ obliption to sen-e Kenagy for the benefit of the 
Smelters. I-lowever, the 13ig Rivers and the Smelters disagree as to the extent of Hig Rivers’ 
obligations to I<cnerg?. in the absence of a nav contract w l i a ~  thc Sineltcr Retail Agrccments 
terminate. Rig Rivers and the Smelters agree to endmvor to resolvc this disagreement prior to 2015. 

Conditions ofEffectivencss; Events ofD&ult. 

FoHowing their aecution, the Smelter Agreements contain limited conditions under which 
the parties to thc Smelter J4greements can terminate them prior to their cffectivcncss. Also, because 
the N’SG will have to appxove the p&ing in the Smelter Agreements, if the KPSC makes a material 
modification to a Smelter Agreement, then either party may tcrminatc the Smdtcr ilgrecmcnts. If 
die Srndtcrs dctcrminc that costs projected under the h a n d  model filed with tlie Ia’SC can not 
be achieved by Big Rivers during the ftrst five yem of the term of the Smelter Agreemenis, then 
they may terminate the Smelter Ret& Rgreancnts prior to the s;onsummation cif the trmsactions 
thereunder. Funher, if there is a inaterial change to a Smelter‘s production facilities or to its industry 
that would have a m a t e d  adverse financial effect on such Smelter, then the Smelter may terminate 
the Smelter Apecmcnts to which it is a p a q  prior to the consummation of the transactions 
thereunder. However, the Smelter’s iklit to termimtte ends after they haw reviewed and approved 
Big Itivers’ finalicing plan, including approval of a maximum interest rate on such financing, as set 
forth in the Srndtcr Rctail Agreements. 

Other Agreements with E.ON 

In the Terminatictn Agreement, Big Rivers affirmed its intent to offcr cmpluynient to any or 
all emplnvecs of \Yl<I?C who worked in Ihde r sun  or at one of the Facilities. Big Rivers has agreed 
to  use its best efforts to offcr tliesc cinployees substan&ally similx position at a ix~se salary at least 
cquirnlcnt to rl.lose such employees have at WKEC, provided Big liivers is not obligated to create 
responsibilities for empIoyccs duplicative to diose of existing Big Rivers emnployecs. Many of tlicsc 
crnployecs were employees of Big Rivers +or to tlie LG&E Transaction md, tlius, Big  Rivers likely 
will employ pcrsons with m a y  pears of exqmience operating and maintaining &e Facilities. Prior to 
the 1 Jnwind, Big Rjwm cspects to conduct discussions witli the relevant collective bargaining units 
concerning new collective bargdining agreements with Big Rivers and to address odier einployec 
transition and retcntion issues. 13ig Rivers .wiU not be respoiisible, li~\ve\r~r, foi any unfunded 
Iill.rilities under any defined benefit plan which 13ig fivers may assume on the Llnwind Closing 13)ate. 

I,G&E General Indemnifications. fhllowing tlic I Jnnrind, the relcvant E O N  I’arties will 
indemnify and reimburse Big Rivers for any and a U  claims, losses, liabilities, damages, costs and 
cqxnses  (“Ilania~es”) suffered or incurred by Big lbvcrs relatmg to thc relcvant li.C>N l’artv’s, or 
its affiliates’, cipcrarion or use of the Fnicihries, csccpt to the extent t l i a~  such 1hm:igcs arr C:LLISC~ b~ 
die gross ncgl~gcncc, ~ i l l f ~ l  misctinduct or breach of :my of the transaction documcnts b y  Big 
Rivers. Tlis indemnity will not apply to risks relating to  the physical condition or state o f  rep:& o f  
thc Fadties or any conveycd real property 01- otlicr tangible asscts as of thr Unwind Closing I h t e .  
In sd&titm, this indemnification ~ i l l  not apply to claims or risks that are esprcssly made the subject 
of another espress environmentzl represenmaon or warranty or thar IS the S l l b J W t  of anotlier 



indemnification cowenant. ‘I’his indemnity also d include an L ~ X C S S  oldigation of thc E O N  
Parties to hideinniij- and hold Big Rit-ers M e s s  from any claims of (1) Henderson a,pinst Rig 
Kivcrs arising out of a brcach or default by an LGSrE Party under or pursuant to the Station Two 
Contracts (to the extent rliat breach or default did not rcsullt from the action or omission of Big 
Rivers or its employee, agent, representative or contractor), or (2) third party vendors relating to 
commodities, services or Ieasehnld interests under the Assigned Contracts. 

Big Rivers General Indemm.ficadons. Among other customzn indemnification 
covenanis for a breach of die transaction docunients, Big k w r s  mill indemnify the rclei-ant E.ON 
I?irdes, their successors and assigns and their respcctivc officers, employees, consultants or agents 
for Daniagcs relaling t o  Big Ili.i.ers’ operation or use of the Facilities and related a s s e t ~  prior to the 
commencement of thc 1 ,G&E Transaction or frcim and after the Unwi~id  Closing Date, except tu 
rhc estcnt m y  of such Daniagcs arise as a result of the gross negligence or willful inisconduct of m y  
1,CXl. :  Party prior to the Llnwind Closing Date. 

Enr+ronmentd li3demniries. l h e  E.ON Paeties and Big Rivers have jointly retained URS 
to underlakc an environniental survcy of die Facilities and thc related real prapert)’ (the 
ccI<nvironmental Audit”). URS will prodnce a report based on die Environmental Audit. 

hi the ’remilmion Ag;rcemcnt, the E.ON Parties haw mado cc& representations relating 
t o  thc compliance o f  the E O N  Parties with the terms of pernits and licenses relating to tlie 
Facilities and the sites on which the Facilities are situated, as well as the existence of the release of 
ctmtzininants at the Facilities or the sites on which they are situated. Tlicsc rcprcscntxtians will 
expire 011 the fifth anniversary of the Unwind Closing Daw. 

In the -1‘ermination Agreement, the E.OK Parties have also indemnified Big Rivers for costs 
associaxed with certain hiown cnvironmcntal conditiuiis at the Facilities. It also contains cross 
inden~luries in. dic I?. O N  I’arties and Big Ilivers for unknown environmental cnnditions which 
might ham been or bc created during their K C ~ ~ C C U V C  periods of opaation of the Facilities. In 
addition, the L O N  Parties and Big Ri17ers have agreed to sliarc costs associatcd uith compliance 
with die “New Source Rcvicn~“ provisions of the Clean Air Act resulmg from opcration of tlic 
Facilities through thc closing o f  the IJni&d in the ratio o f  Sll?’o f o T  the I<.ON l’artics :inrl 309’0 for 
Big Rivers for the least-cost altematirc for comphicc. 

All inclcinnities set forth in the Terminntion Agreement arc subjcct t o  reaclling a $3 rnillion 
threshold in the aggxcpte, bcforc an indemnified party map seek payment tlweunder. The 
aggregate Iiab3ty of the E.ON Parties for all claims made by Big Ritrcrs in rcspcct of indemnities 
and cost sh&g arrangements provided in the ’l’ermination Agreement is, subject to certain hnited 
csceptions, subject to a cap of $200 million. 

l ’he con&tions to thc obligations of Big Kivers and the €<.ON I’anies to consummatc the 
TJnwirid arc subject to c e r h  coiiditions precedent. Conditions to tlic E.ON I’artics’ obligations 
in cluck: 



rzU required apprtmals, notices or f h g s  of governmental autlioriues will 11aw becn 
obGned, given or m d e  pxicx to rhc Llnwind Closing Date wvitliout objection by the 
governmeatal :~gency or initiation of an adverse proceeding; 

0 All contemplated consents, releases or  discharges from the Smelters, Henderson, 
I<cnergy, and relevant third parties, including dic Alcmbew, Ambac, RUS, Dexia, tile 
2001A Tmstce, the 2000 Zeme Rudes, and CFC have beul obtained; 

All necessary consents to the assignment to Big Rivers of all AssiCr;ned Contracts will 
have been obhcd;  

The debt obli,gati~~~ uf Big Rivers secured by a first lien and secmity interest in the 
Fadties and thc relatcd rcd propmy and most of the other tangblc assets of 13ig Rivers 
will be rated (or it \x4l be demorlsmted to E.ON’s reasonable satisfaction that following 
the consumation of the Transaction wilI be rated) at l a s t  ULZII- by S&P and 13aa3 by 
Moody’s; 

* The Environmental Audit will be completed, and &r related rcpcrrt w i l l  not luve 
disdoscd any new facts, circumstances, conditions, actions ox operations that constitute 
a material vioht~on of any c n ~ ~ o n r n c n t d  law wluch is not corrected, resolved or 
remediatcd; and 

0 ’Ilic relevant E.ON Parties liam received such state and/or federal tax rulings as tlricp 
deem neccssq for the consumation of the Unwind. 

Conditions to the l3ig liivers’ obligitions include: 

0 A U  requirrd approvals, notices or hlings of governmental authoritics d haw been 
obtained, given or made prior to the Unwind Closing Date \Pithout objection by the 
governmental agencj7 or initiation of an adverse procecding; 

All contemplated consents, rcleascs 01 discliargcs from Lhc Smelters, I-Lcnderson, 
Amhac, RLTS, De&, CoBank, the 200lA Trustec, the 2000 Lease Piirties, ClK, the 
Mcmbcrs and all E O N  Parties will hm7e been obtained; 

0 A11 necessary conscnts to the sssi‘qnicnt to 13ig liivcrs of all Assigned Contracts will 
have been obtained; 

A U  other third-part). consents, will have been obtained; 

l%~rnits and licenses will havc been ainct~led t o  reflect dxil assipnicnt to Big lGrcrs, o r  
satis factnix procedures to effect new permits and licenses granted to Big Rivers iiunated 
and di necessary consents to such assignment will have been obtriined; 

r Iiencrg and thc Smelters will have executed the Smdtcr lic~zil Agcements rcflccting 
Big I<iw~rs’ replaccinent of LEhj as die wholesale s u p p h  to licnergy of power and 
energy to strnricc die Smelter loads; Big Rwers and Kenera will have executed tlie 



Smelter Vi%olesale Agreement to reflect Big Rivers’ obligation to sell powcr to Kcncrgy 
to serve the Smelter loads; and Rig Rirers and the Smelters shall have executed the 
Smelter Coordination Agreements. 

0 ‘l‘he corporate credit raring and long-term issuer rating of E.0N U.S. I J G  will be 21 least 
the ininiinwn “invcstmmt p d e ”  rating, issued by S&P and Rkmdy’s as of the Unwind 
Closing 13ate; 

The debt obligations of Big Rivers secured by a first lien on the Fadues will be rated (or 
it will be detnonstratcd to Bg Ki\-ers’ reasonable satisfaction that following the 
c o n s u m t i o n  of the 1Jnwind id bo mkd) at least ‘‘UBB” by S&P and “I3aa2” by 
Moody’s; 

0 No ‘ccasualty” occurrence at any Facilities has occurred that will not ham lxen rcpaked 
or otheiwise corrected by WIaZC; 

0 ‘llie Environmental Audit mill have been completed, and the related report will not have 
clisdosed any new facts, circumstances, conditions, actions or operations that constitute 
a rn:Lted tiolation of any environmental law which i not corrected, resolved or 
remecliated; 

0 ‘Ihc Facilities aid rclated tangible assets will be in all material respects in good condition 
and state of repair, ordinary wear and tear excepted, consistent with prudent utility 
practice; 

:I performance test .cr.I11 be performed aT each of .the Facilities and each FaciIity will 
dcmonstxate a physical caphilit?. of performing at specified net outputs; 

‘t’he initial phase of the txansmissinn upgrades will Imvc occurred. In addition, 13% 
Rivers will h a x ~  obtained all necessary go.c-ernmental consents and approvals necessary 
for tvansinission of power and energy equal to the smelter loads, taldng into account all 
of Hig Rivwrs’ other tr.ms~nission Fxilities, I O  Le ddivcred to Big Rivcrs’ 1)ordcC 

N o  forced outage of any Facility will have occurred fur a period greater &an h c  
consecutive days during the .30-day period immecliitely preceding the proposcd Unwind 
Closing Date, and no forced outage of any Facility u7ill be pending on the proposed 
Unwind Closing Date; and 

I l i c  construction of tlie Colemall Scrubber d l  h a w  been complctcd in nccosdanue witli 
t h e  specifications set forth in thc Coleman Scrubber El’(.; contract, arid tlic (-:oleman 
Scrubber will, in all inaterial respects, be fuIIy operational and performing in accordaiice 
with all performance criteria. 

“True up” Pqmxmt Adjustments 

l‘he Termination Xg:eement includes a methodology for compleung thc “truc up” 
ndjustnicnts of xuious periociic payments required under the W K K  Ixasc for s1i:iring capital and 
opcratiug csq-mxcs by Big Rircrs and the E O N  I%~-tks,  and for ”tnung up” thc paymcnts rcyuircd 



by the E O N  P:imcs and Big Rivers, under die I’owcr Purchase :lgrecmcnt with U-31 and thc 
Tmsnlassion and Interconnection Agrccmcnt. S&ly, a “true up” adjustment will he made to 
reflect 13% R i n d  share of environmental operation and maintenance costs for rhe pear in which the 
Unwind o c m .  The “true ups” payments vd.l be made on the Unwind Closing Date to the extent 
asce&alile by tliat h t c ,  and orherwise dirough a post-Unmind Closing Date payment. 

Tm-es 

lJrider the Unw.ir.ld, the E.ON Parties adl pay and all sdes and use tases imposed on the 
mns&rs af inventory, real and personal property, operation and maintenance contracts. ?ascs 
stssessed on the Facilities md related assets for the calcndar year of the Unwind will be apportioned 
among Big n;\.as and the EON Parties based on the date of occurrelice of Unwind Ciosing Date. 

Pre-Unwind Obhgations 

Big Rivers Access to the Facifities 

Thc Tamination Agreetnent assures Big Rivers wirh reasonable access during tmrrnal 
business hcxm to all books, records, data, contracts and non-confidentid and non-privileged 
documents then in thc possession or conlrol of the E . 0 N  Parties and relating to the operation of 
my of the Facilities. Big Rivers’ also has the right to hare its reprcscntativc confer with the 
crnployccs of vE’E;r;;C: responsible for operation and maintenance o f  each I-‘acility during the period 
prior to the IJnwind and to be present at the perfoimaiiee of all 1.113intenance and the making of all 
capital repairs and replacements, whether in connection with a Facility outiige ox otherwise, so long 
zs thc rights of Big Rivers do not interfere with the operation of the Facilities. 

Prior to the tliiwind, the E.ON Patties will operate the Facilities in the cm€inary couse  of 
business and in accordance with die 2008 Fadq-spedfic operating plans prqiared by WKEC: for 
die Facilities subject to deviations consistent with prudent udlity practice. Bcgiming 90 d a ~ s  prior 
to the schcdulcd t h v h i d  Closing Date, die E O N  I’aaics wiU give Big liivcw notice of nnp forced 
outage of any FaciliT within 24 hours of thc occurrence of such outage. During the pre-l!nwind 
poriod \TirT.;EC will not agec to or hiplenient any material changes in general wagcs or cmployee 
txnefit, amingement or coinpensarion plans outsidc the ordinary coursr o f  busincss csccpt for such 
modifications tliat may be required by law or by eniployment agcccnicnts or collccnr~ bargaining 
avrecments in existence on the date of csecution of tlic l‘cnnination ;\gccmcnt or as approvcd by 
I& Rivers. 

contracts 

In the period prior to the IJnwind Closing Date, each of die E O N  Parties will pcrfcrnn its 
raspcccive obligations under, and othei-wise use its re;isonablc best efforts to kccp in FLLPL fwcc ;ind 
effect, all fiicl supply contracts, contracts for reagent and any other rcndor contracts for supphes or 
scwices at any of die Facilities to the cstent thc rclcvant contract is to be asskmed to and assumed 
by Big Itixrers on tlic I!nrvind Closing Date or is entered into hr WKEC followving dic esecution of 
the transaction docutncnts relating to thlc LJnwhd. During this peilod, no 1,CXd.i T’arty, without t hc  
prior wittcn approval of l3q Rtvcrs, wiJl enter into any power sale, maintenance, fLicl supply, 
materills or trznsportation conmct wit11 respect to ‘uiy of die Facilities, or makc :my commitment to 



do so, involving the payment of an amount in C X C ~ S S  of $500,000 annually. Tlk prohibition will not 
apply to any sales by I-,I-&l of*power generated by the Facilities in the ordin;U7. course of business. or  
to any purchases by I,RM or “n). other LG&E l ’ q  of power horn other snurccs, at m y  time 
thougli the Unwind Closing Date. 

Genemtion Dispatch Support Services Agreement 

Big Rivers and VKEC have entered into a Generation L3ispatcli Support Services 
hgeemeiit under which WIQX will provide Senemtion dispatching and related scrviccs asstzciated 
with the Facilities for a pciiod of up to 18 months following d ie  Unwind Closing Datc. This 
Agreement is arailnble on the electronic due diligcncc data base maintained by Ornck, Herrington Lk 
Sutcliffe. 

Other Ttansactions on tlie Unwind Closing Datc 

In addition to the Unwind transactions with the EON Patties and the Srncltcxs, Big l?-ivers 
mill enter into several 0th financial transactions and arrzngernents on &e Unwind Closing Date to 
cffcctuatc the Unwind. These transactions and aimgenxnts include the prepayment of a significant 
amount of RUS dcbt, die e n q  into a first mortgage indcnturc, and mendmenr of existing 
agreements with the Members and Big Rivers’ creditors. 

Prepayment ofLkbt and C q h l  Markers Issuances 

Big Kivcrs currently expects tu apply approximatel? $200 trillion of cash proceeds from thc 
Unwind tn the prepayment of RUS debt evidenced by the New RUS Notc. Big liivers also intends 
to seek to negotiate with the R l 6  a inoddication of tlie amonization of a portion vlBig kvcus’ 
existing debt owcd to the RUS. Alten~atidy, Big liir~ers may clcct to prcpap x portion of its esisting 
debt owcd t c )  the RUS w i t h  die proceeds of a dcbt offering under Rule 14411 shiultaneously \sritli 
h e  closing of the TJnwhd. ’ 1 3 s  decision . w i l l  depend preuailing interest rates and the abihty to 
i ieptkte  a mutually satisfnctory rmision of the amortization of a portion of its csisting RUS debt. 
If Big Ki\lcrs does not prepay a portion of its RUS debt with the proceeds of capital markets dcbt 
simdtancously witli tlie Unwind, it d l  do so in the future whcn marl~et condtions are more 
fzvorable. For a synopsis of Big Rivers’ ovcrall financial condition following the U n ~ i n d ,  see “?os1 - 
I!11~&1d Big I h x s  - Finxirizl Condition Following Unsvind” below. 

Indenture and Intercreditor Agreement 

In connection with t h e  Unwind, Big lGvers will enter i n ~ u  a first mortgage indenture (die 
“liidenture”) in substitution for the 11US Mortgage. The substitution of a first mortgage indenture 
for thc RIlS R4rtrtpgc is essential for die issu‘mce of any capjtd marlwt.. debt aliich may bc issucd 
siinultai~eously with die Unwind as .rvell as to insure Big Rivers access to the capital markets for 1ts 

financing necds in t ho  future. C h i  the Unwind CIosing Datc, Big liivers will csecutc :tnd cMivcr die 
Indcntu~-e in favor of a wustec for thc benefit of the esisting mortgagees under thc RIJS Mortgagc 
(z.c., lilJS, An~bac, ACP, CFC, Dexk, the 2001.A Tmstcc and certain other o f  thc 3000 Lcasc l’arlies) 
:tnd thc holders of an7 debt securities issued m the capita) rnarlrets in connection with tht: I Inwind or 
in thc fiitirrc. The Indenture will grant a lien on substantially ;i[l of the t q $ d c  assets and properties 
of Big Rivers. Thc lien of rhc Indenture will rank senior in piioriy to thc hcii of the 2000 1 ,case 
Sul~r>rdin:ii cd hIorrgagc: and w.ll secure eqmllp and ratably and without priority 01 preference Big 



Rivm‘ abbgaitions to such existing mortgagees and holders. The existing l’hird Amended and 
Kcsml~d S u b o r h ~ n n ,  Nondisturbance, Attornment and lntercreditor Agreement will be 
te&atcd, and a new htercreditor Ligteeinent which does not include the E.ON Parties or diose 
pxovisiom of &e c-sisting lntaaeditor Agreement relating to thc interests of the E.ON Parties in 
the LG&E Tmnsaction (e.g., subohation and attornment provisions). Othehvise, die new 
Lnrcrcrediaor ,+gmmmit dl reflect the rehtinnsliip among die secured parties cmbodicd in die 
existkg Intcxmdtnr Agreement. 

In corneaion with the Unwind, 13;s Rivers’ loan agreement ~ i t h  the RUS will need to be 
amcsadcd in R mutuAy satisfactov manner. 

Rig ltivcrs and rhe Members have amended t3iei.r Wholesale Power Contract to cstcnd their 
terms through lkcmbcr  31,2043. ’ficse amendments will become effective c m  the I!nwind 
Closing Date. 

Regulatory Approvslls 

Big Ri~ms uiIl need to obtain the rcgulatoy approvd of the Kentucky l’ubk S c n k  
Commission (dit ‘‘KPSC’) prior to thc consummation of the Unwind. Tlic ,filing with the W’SC 
scchng such approval was made on Deceinbcr 28,2007. ’Ilic ICFSC regulatcs Big Iilivers’ riitcs for 
the sale of nh.hsaIe power to its Akmbers. h o n g  other things, Kentucky law authorizes the 
KPSC to (1) approve rates for Big fivers n7hich are “fair, just and reasc)niible,” and (2) appxove the 
ksuancc or aSSUmptiOR of iiny sccuritics or evidcnccs of indebtedness, other &an to RI JS. Before 
the Unwind nlay occur, Rig Rivers must have a final, non-appealable order from the 1;;lPSC 
approving the overall IJnwind, including approval of the Smelter ‘v;lholesalc rlgrccmcnts, the Smelter 
R e d  ilgrcements and thc mwdnicnts to the Member’s Wholesalc I’ower Contmcts. 

Because Big Kisers receives financing from REJS, ]Jig Rivers’ sale of power at ~7holesale and 
certain aspects of Big Rivcrs’ transmission o f  power in interstate c ~ i n m c r ~ e  are not regulated by 
FL-XC to the estent those actidtics otha-wisi~ woiild be so regulated by FI:RC. FERC has broad 
auihority under die Federal Power Act, howevei:, to regdare Big Rivers’ provision of transinmion 
services t o  tlikd parties, i~icluding 13ig Rivers’ OATr. Currently, several provisions of Rig Rivers’ 
0.47’1’ refmenre ILON’s OA1T bccaiisc of the structure of the power supply arrangemcnts with 
the E.OX Parties uiidcr dic I,C&E Transaction. In conncction tv i~h  thc Unn~md, Big Rivers \vdl 
seck PEKC apprord o f  qpopr&tte amendments to the OATr to reflect teniiinadon of die L,G&:E 
’I’r~insacrion. 
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POST-UNWIND BIG RIVERS 

The IJnwind will significantly affect Big llivers in mmy iIiiporkmt respects. h h s t  
imporlanrlp, die TJnwhd will dramat idy  improve Big llivers’ financial condition. Big IGvers’ 
business again will include responsibility for the operation, mainten;mce and management of its 
generating facilities and protide power for resale to h e  Smelters. 

‘Ihe Unwind will not affect Rig Rivers, however, in some important respects. Big Rivers n 7 i U  
conrhue to be rcgulated in the same manner as w;ts the caw prior to the Unwind. Also, Big 1Gi-crs’ 
status as a t~xable cooperative dl not be affected by thc Un\tind. 

Financial Condition Foliowing Unwind 

Tile IJnwind will result in a fundamental transformation of Big llivcrs’ b&uice sheet ‘fie 
following table reflects changes in Big llivas’ balance sheer from 1997, rlic L?si hscal year prior to 
thc consummation of r.Irc J&&E Transaction, through the Unwind and Big l ~ ‘ i r ~ s ’ p m s f l ~ ~ ~ u  
projcctions for 13ig Iljvcrs’ balance slieet immediately following the Unwind. 

2008 

-___- (unaudited) 
_̂--1--- I___ 

1997 
Audited 

Financials Existing 
(in millions) Arrmgcrncnl DiMcrence _”_ - Unwind 

Assets: 
Net iitiliq P I m  $914 $935 97 1,031 
S:dc -1,caseb:ick Investments 195 195 
Gish L(r Investmcnts 

Transition Rcsenlc 3 5 35 
Economic liesenre 75 75 
Unrestricted 21 135 (10) 115 

116 
$996 1,307 260 1,567 

Receivables. Itivcntcmes CS: Qrher 
_I 

53 63 
l___l- 

GI Assets _I 

Asscts . . , . . . , . . . I . .  . . . . . . . . . . . 



ih the table indicates, the most dmmatic change in Big Rivers’ hnancial condition 2s a result 
of the Linwind is the change in Big Rivers’ equity. Following the Unwind, Big lii.crers estimates that 
it nriD have a positive equity of 2 W o .  Prior to tlie Unwind, Big IGvers had equity of -13”in. 

Big IGvers’ ourstanding ~~b;ligatio~~~, including debt, dso will be significantly affected by the 
IJnwhd in hvo respects. ‘fhc E.ON Partics on the Iliiurind Closing Date will reltx~se 13ig Kivcrs of 
its digat.ions relating to the Residwl Value Payment, estimated to be approsiniately $1 42 ndlion as 
of Dccembcr 31,2007, and the Settlement Note, which had an outstmiding bdmce of 
approsimatel~: $1 6.2 million as of December 3 1,2007. 

Second, the nature of the Big lliivcrs’ debt will change. Big IZivers projects it d . l  prepay a 
significant amount of I3ig Rii-crs’ outstanding obligations under thc New RUS Note. 13b Rivers 
does not intend to prcpsy tlic AltITP Note. Big Rived  may also issuc a yet to be dctemrncd 
amount of securities in the capital imrkcts under tlie lndenture on the IJnwind Closing Date. See 
“Unwind ‘Transaction - Nen- Financd Arrangements - Capital Markets Offering” above. 

t: 

Fhancial Ratios 

Following rhc Unwind, Big IZivers projects that it will generate strong finmcial results. 
Significant factors contbbutiug to these results include die transformation of Big Rivers’ fuiancial 
condition on the Unwind Closing Date, &e TIER Adjustment of the Smelters, and Big Rivexs’ 
unfettered rights to operate and m:lintzin the Faditics following the Unwind. 

Big Rivers measures its financial perfonmancc in tams of a TIE11 and debt service coverage 
(LLnSc:1’) ratio. ‘TIER is Big Rivers’ times interest earned ratio calculated as Big Rivers’ net margins 
and interest cspcnsc divided by interest espense. Interest exqwnse includes 1 /3 of the rcntals of 
restricted prrqxrty under long-term leases, in excess of 3% of the ner of total rnnrgins and equities 
less regulatory asset‘; (“Restricted Rentals”). TIER includes interest expense relaling to die 2000 
Lease and is calculatcd on a post-tax basis. DSC: is calculated by dividing (A) the t o k l  of (i) nct 
patronage capital, (ii) Intcrest on long-tcnn debt {including Restricted Rentals), and (iii) dcpreciatinn 
and amortization cspcnsc, over (B) rile sum o f  .all payments of principal and interest required to bc 
niade on account of to id long-term debt during tlic year (including Restricted Rcntals). Thr 
fnllowing table surnma~izes Big Rivers’ projcctcd TIER and 11SC ratios tlrrough 3033. 



Financial Ratio Projections 
@cr Smelter amgmnents) 

2008 
300‘) 
2010 
201 1 
201 2 
2013 
201 4 
2035 
301 6 
201 7 
201 8 
2019 
2020 
2021 
2032 
2023 

1.24 2.04 
1.34 1.55 
1.24 1.19 
t 2 4  1.52 
1.24 1.59 
‘1 23 1.38 
1.24 1.58 
1.24 1.58 
1 2 4  1.58 
2.24 1.69 
1.24 1.75 
1.24 1.73 
1.24 1.72 
2.24 1.71 
124 1.67 
1.24 1.67 

Investment Grade Credit Rgtihg 

Following the Ilnwind, Big KIVcrs’ obl.&tions secured under the Indenturc wiIl bc rated at 
lcast investment grade bp thc Standard and 1)oox’s Ratings Services and Mo~dy’s Investors Service. 
Scc “Unwii~cl Transaction . ~ Closing Conditions” above. 

Rates 

Member Rates 

Big Rivers projccts that thc total. ratcs to the non-Smelter Menlbcrs follcn~ning die ilnwind 
(on a blended bnsis brtwecn customer classes, the “non-Smelter Aktnber R:ites”) will remain close 
to current levrls through the end of 2012, or $34.71 per M‘Vtqi 011 a17czagc. ‘fiweaflcr, non.Smcltcr 
Members Rates are prujectcd to risc to $51.64 per ’ILIvcTh in 2023. 

Smelter Ra;tcs 

Big Rivers projccts that the total ratcs to tlic Smcltcrs for power fobwing tlic Unwind 
csclusirc of thc Surchargr (the “Smelter liates”) will r ise from approximately $34.82 per hIWh in 
2008 lo approsixnately $55.05 per MWh in 2023. 

Operational Matters 

il benefit of‘thc Unwind is thc ability o f  Eig, llivcrs t o  harc  unfcttcrcd discrcuon with 
respect t o  decisions cnnccmniiig capital and operating espeiiditures for thc Facilities to cnsurr t l i c  
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continued, cfficicnt operation of &e Facilities well into the future, thus pUmittjrng Big Itivers to 
perform irs power supply obligations mith a limited amount of unscheduled outages. 

Ti-ansm3sion Mattem 

Big Rivers will substantially enhance the capacity of its txansmissicm facilities in connection 
with the IJmvind. *This eilhanccment will occur in avo phases. Thc first phase will increase 131g 
Rivers’ ab&@ to tmmnit to its border all energy which would havc bem consumed by one Smelter 
if it temllnated its Electric Senicc Agrcemcnt. Big iGvers exTects to completc construction of this 
phase of rhe enhancements by Map, 3008. ‘The cost of the first phase is expected to be 
:ippromnatcly $9.4 million. The sccond phase of the enhancements will incrcasc Big ltivcrs’ ability 
to rransinit e n u g ’  to its border dl energy which othenvise would Iiaw been consumed by borli 
Smclters if t h q  both terminated their Electric Sellice Agreements. TIie cost of die sccond p1i:isc is 
espectcd to bc approximately $10.6 million. Big Rivers has olxained approxal of these second 
phase enhancements from the KPSC a id  will cornniencc conslsuciion by October, 3008. I‘hc result 
of the enhancements will enable Bg I ~ r c i s  IO transmit to its border all energy which othcnvisc 
would imve been sold to the Smelters if the Snieltcrs do not take such e n e r s  Cor any reason, 

Labor and Personnel Matters 

Big l i i v a s  will add additional persanncl following the Unwind because it will again bccoinc 
respx~siblc for the operation, m,lintenancc and management of the 17:idties. Ultimately’ Big Rivcrs 
projcctq that die number of its employees and full-time equivalents will lie 632, including employees 
perfcmning responsibilities relating to the Station Two Facility for whicli Henderson shaxcs the cost 
with Rig Rivers. The actual number of cmployees added mill be depcndcnt on a thorough review of 
staffing needs as Big Rivers performs its due diligence. At  the officer level, Rig Rivers d l  add a 
jiicc I’rcsidexit of Production who will be rcsponsihle for supcrvising thc apexation and maintenance 
of the Facilities and a Vice President of ildministrative Services. Big Iti17ers is in the process of 
evaluating its needs to dcicrmine the most appropriarc and cost cfficicnt manncr in which i o  add 
personnel follcwing die L’in\vind Closing Date. 

Regulation 

‘lhe Jnwind w i l l  not affcct the extent to which the IQSC or FERC regulates Big Iiivcss. 

Income Tax Matters 

Big Rivers, a taxable coopcrative, will recognize a substlntial gain for Federal income tas as a 
result of h e  Unwind. Ho-wcvcr, bccausc Big liivcrs has substantial rict operating loss cariyfonvards 
,and can claim a ctcduction for patmnagc diridcntfs, Big Rivers anticipates that it will only havc to 
pay altcrnativc niininium tax on a portion of this g& (generally at tfic rate of 3% of such  portion). 

REASONS FOR THE UNWIND 

Overview 

When first approached by E O N  about the possibility of an Unwind, 13ig ltirers was incljncd 
nor even to engzge in any negotiations with E.ON to this end. (herall, Rig IGocis w:is happj~ nitli 



tlie relative benefits of the 1,GC)rE Transaction to Big Rivers and its Members. Rig Rivers ultirnltelp 
determined that it mas apprcipriatc to at least consider and evaluate tlw possibility of  an tinnind for 
scvcnl reasons, including (1) the Smelters’ power supply needs, (2) disputes with IXJN regarding 
the maintcnance of the Facilities, (3) other disputes with E.ON wliich could raise the cost of power 
under the csisting arrangements, (4} the need for additional power for economic development, and 
(5) the desire to improve Big Rivers’ financial cotididon. During thc nearly BVO wars that followed, 
Rig Rivers has balanced the benefits and risks associatccf with die LG&E Transaction against those 
of rl3e Vnwind m d  concluded that the IJnwind is in the best ktercsts of Big Rivers and its 
Members. 

Perspective on LG&E TrmsacUm 

The principal benefits of the LG&E Transaction relate to the provisions of the 1,EM Powcr 
Purchase Ageeruent. Under the agrccmcnt, LEM is obligated to provide a specified amount of funn 
power to 13ig fivers at piices nrhich currendy are at significantly below market rates with ( ~ d ~ r  

modest price incrcascs tlyough tlie er;piration of tlie agreement at the end of 2023. 1 f 1,EM fails to 
deliver power under the agreement, LEM is obligated to pay liquidated dmxiges to  Big I h e r s  which 
comnpcnsace Big Rivers for thc purchase of any replacement energy. A s  a result, Big Rircrs is 
protected from risks related to the operation of the Facilities, such as uncqxctcd outages, and the 
risk of increascs in the pricc of fuel. 

Other aspects of thc LG&E ‘Transaction lunil Rig Rivers in material respccts. Bccsuse 
C: is entitled co die output of die Facilities, Big Rivers has no power escept that acquixed under 

thc I X M  I’owct Purchase Agreement, power allocated to the Members by SFil’A, and any power 
purchase agreements entcred into with third paties at then-current market prices. KWic the power 
proded under the IdEM I’ower T4xcl-Lase Agreement would be sufficient for Rig Rivers’ to senre its 
Mcmbcrs’ non-Smelter requirements through the term of the agreement, Rig Rivers would nor have 
thc zbiIity to suppl~r power to Keiiergy for resale to the Smelters folloving the expiration of thcu- 
existing arraiigcinents with LEN to supply Kenergy with a portion of die Sinehers’ requirerncnts for 
power through 201 (1 a id  201 1 to a degree sufficient to prevent die Sineltcrs froin ceasing opcrations 
if the market pricc of power remained at current Icvel.. . See Appendix C attached hereto for Big 
liivcrs’ projections of inarlrct energy prices in the future. In connection with the espiration uf these 
arrangements, a risk esists that the Smelters would seek service from Kenerg and Big Rivm under 
a claim of n state lam7 entitlement, This could mean Big Rivers would have to purchase sigpificant 
amounts of power at market prices with the result that all rates would increase although Big IZivers 
does not believe the law would require tlis. ?’lme is a high lilcclihootl die claim would result in 
litigation and Big IZivers would be subject to die attendant nslrs of litigation. Big l i i~ers and E O N  
haw disagreements regarding E.ON’s claims for imbalance charges and scheduling matters. 

Fiidy, the .T,G&E Transaction lea~cs Big Rivers with estremelr liniited nptions if a necd for 
:I financing arose in rhc fururc. r\lthougIi die R11S Mortgage secures the $15 million line of credit 
xvitli CFC, Rig l t i~e r s  IS cffectivcly prohibited from incurring additional debt because the l1LI.C 
Mortgage rcquires thc conscnt o f  all mortgagees to sccurc any additional obliptlons thercunder, 
subject ro an exception permitting a very inodest amount of addtioiial debt to b u  secured 
diereunder without h e  consent of one mortgagee. Further, it is unlikely that any tlllrd parr)’ would 
pro\icic financing in any material amount on a basis subordinate to thc RLJS Mortgigc, the LEM 
kloirgagc, the 2000 1,ease Subordinated h4ortgagc and thc LG&E Subordinated Morrgagc or o n  an 
unsecured basis Without any material financing flesibility, Big, Rircrs’ rates IO 11s Members arc 



subject to tremendous pressure as the need for funds arises in the futurc. Rate pressures on Big 
Rivers’ kfembers also are increased by the lengthy debt repayment requirements in future y~yars  
under the RTJS notes. 

3lie Unwind offers Rig IZivers a unique opportuniq to dramatically mprow its financial 
condition. As described above, Big Rivers will receive consideration of approximately $633 million 
in connection with the 13nwvind and its equity nriU. clunge From a iicgatke 1Y”’L tu a positive 24% on 
tfic I Jnwind Closing Date. 

Significant bcnefits dso will arise as a result of the returi1 of die control of the I%.l.itics to 
Big Rivers. First, Rig Rivers -cviU have the right to make additional nlaintenance and capital 
improvemeiils to thc Facilities at a time and in an amount it dccins appropriate. Second, Big liivcrs 
will be able to more closely monitor the F‘acifities to ensure that they can continue to senre Big 
IGvtcrs and the Members as desired far into the future. ‘Xlird, Big Rivers will enable the Srneltcrs to 
contiiiuc to operate in I<enmck-J. wid1 reasonably priced power. 

“Ihc Unwind resolves the LG&E ‘Transaction’s limitatioiis on Hig Rive~s’ ability to finincc 
future cc)sts. With the Indcntuw, Big Rivcrs will liavc the ability to (1) borrow additional amounts 
fvum a-aditional crcdit providers to generation and txansmission cooperatives in the future because 
such amuunrs will iiot be subordinated to other secured obligations, and (2) access to the capital 
markets. Big Rivers also will have control over tlic timing of all scheduled operation and 
iiiaintenance cxpeiidituxes and capital expenditures. With this flesibdity, Big Iivers and die 
hrIeinL>ers wi!l be able to limit the pressure on the Members’ rates in the event of a need for Future 
funds. 

The structurc o f  the armngements mi& the Smelters also provides Dig ltivers substmtial 
help in hniting future MIE increases to the Members. The Smelteni will proiidc Big liivers sufficient 
rcvenue to achk1.e annually a T E I Z  of 1.24 under the TIER Adjustment. 

l~inally, the Unwnd avoids all future disputes wid1 the E O N  Palties and the Sinelters 
relating to the LG&E Trmaction, including any dispute regarding tlic operation and maintcnance 
of tlic Facilities by WIUC or any obligarion of Big k w r s  or Iienergy to scwc tlic Smelters aftcr 
2010 or 201 1 under :I state law claim to senrice at a time whcn Big l t i ~ ~ r s  does not have  rights to thc 
output of the Facilities. 

Risks of Un w31d 

’rile Unx-ind will result in the assumption of additional rislrs bi- 13ig Rivers. Principally, t hese 
risks arc the risk o f  future unexpected maintenance and outages wit11 &e F:i&ties, chai~ges in law 
affectring thc opcration of the Facilities and fucl risk. To offset the inipact of r i s k s  associated with 
fuel , purchased powcr costs and other unforeseen costs and expenses, Big llivers required die 
Smelters pay diose amouiits identified under “Additional Charges” in the discussion of the “Sineltei 
Service Arrangements,” above. 

I3ig Rivers does not consider servicc to the Smelters to iiicrcase its risks as ct)mpared to the 
current arrangements. *fhc Sinclrcr Senice Agreements reywe the Smelters t o  provide crcdit 
support sufficient t o  covcr the rnzssimurn amount h i t  could be owed for past SCITICC 1;urtliermorc. 



Big Rivers believes tliat it would Le ablc to sell die power which atl~cnvise would br sold to a 
Sineltcr if ti Smelter tei-minated its Sineltcr Scnice Agreement at a prict: in cxccss of rhat otlierwise 
payable by  the Smelter undcr d rcasonablc assumptions regarding future market con&uons. See 
Appendi C - “Sdectcd 1 7 i n a n d  Infor~nation” for projccdons of future marftct rates. 

CONCLUSION 

General 

T h c  Unwind permits Big Rivers to meet the future as a financially strong, stable organization 
~ l d ~  enhancing geztl’tly its flexiLditp to meet chdcngcs as hey arise. At the same nmc, thc U~iwind 
enables Big Rivers to make a major conmbutjon to securing the benefits of economic develnpinent 
to western II=cntuclry. 
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APPENDMA 

2006 BIG RIVERS ANNUAL REPORT 





For the years ended December 31,2006,2005,2004 2003 and 2002 I (Dollars in thousnnds) 

Margins 34,542 26,343 22,025 18,349 10,055 

I Capital Expenditures" 13,189 12,904 12,203 22,397 21,700 

h Equivalents 143 6'7,264 54.,891 15,802 20,06 1 

I New RIJS Note Voluntary 1 Prepayment Status 34,995 55,357 53,513 80,101 60,479 

1.1 I 
'7.52% 7.58% 7.38% 7.36% 7.37% 

Big Rivers' share only" 

incorporalcd . . . . . . . . . . . .  .June 1961 

Generaling Capacity . . . . . . . .  1,459 IVIW 

Total Power Capacity . . . . . . . .  1,854 MW 

Employees. . . . . . . . . . . . . . . . . . .  105 

Member Distribution Systems . . . . . . . .  . 3  

Counties Reac:hed . . . . . . . . . . . . .  22 

Mcniher Consumers Served . . . . . .  110,000 

Vies of Transmission Line . . . . . .  1,232 

Total Energy Sales . . .  5,250,342 MLt"h 

Total Energy Revenue . . $ 190,834,000 

Average Member Cost, . S 34.11/M'V(Ih 
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Big Rivers Electric Corporation is an electric generation and 
transmission cooperative (G&T) headquartered in Henderson, 
Kentucky and owned by its three distribution system members- 
Jackson Purchase Energy Corporation, headquartered in Paducah; 
Kenergy Corp., headquartered in Henderson; and Meade County Rural 
Electric Cooperative Corporation, headquartered in Brandenburg. 

Big Rivers supplies the wholesale power needs of its three member- 
systems and markets surplus power to non-member utilities and 
power markets. These three member-systems provide retail electric 
power and energy to more than 110,000 residential, commercial, and 
industrial member-consumers in portions of 22 western ICentucky 
counties. 

Big Rivers owns a generating capacity of 1,459 mepawatts (MW) 
in four plants. Total power capacity is 1,854. MW, including rights 
to Henderson Municipal Power and Light (HMPStL) Station Two 
and contracted capacity from Southeastern Power Administration 
(SEPA). 

Generating Capacity Owned" = 1AS9 M'X 
Rights to HhllDSrL. Station Two" = 217 MtV 
Contracted Capacity from SEPA = 178 MW 

' niese-facilities mrd rights Iinvc. been leasud Lo cerfniii a$'ilrates o j  llre LOAT L1.S i'nrties. 





?he word efficiency, while often overused, is still one of the 
most important terms in the vocabulary of business operations. 
Efficiency is being productive without waste. In our business, 
efficiency has many applications. We strive to be efficient in 
our budgets and the use of funds in the operations of providing 
electric power supply to Big Rivers’ member distribution systems. 
We look to produce electricity as efficiently as possible. 

While ~ 7 e  continually work to improve our cfficicncies at Big 
Rivers, we also believe our members and their member-consumers 
need to strive to use electricity more efficiently. 

The appetite for energy in our country continues to steadily grow 
each year. This growth ultimately results in the need for new 
resources for generating additional electricity. The cost of building 
new electric generating plants is rising dramatically as materials 
and labor for construction are in high demand here and in other 
countries. It behooves us to usc elrctricity more efficiently and 
avoid, where possible, the costs of building new generation. 

Big Rivers and its member-systems are going to rededicate our 
efforts in emphasizing and focusing on helping the more than 
110,000 member-consumers to become morr efficient in thc’ air usc 
of electricity. After all, Big Rivers and its members are cooperatives 
owned by those 110,000 member-consumers and we take to heart 
the need to provide the best service we can to our owners. 



Big Rivers continues to bc efficient in its operations and t he  
result was its best year ever. Margins for 2006 were $34.5 million. 
Seeking better efficiency each year in all aspects of its operations 
has propelled Big Rivers to a string of annually improving financial 
results. 

However, Big Rivers must continue those efforts of improved 
efficiency if it is to he successful in working to achieve an unwind 
of the 1998 transaction with E.ON U.S., LLC and certain of its 
affiliates, I n  the 1998 transaction, Big Rivers leased its generating 
facilities and assigned its rights under the MMP&L Station Two 
arrangements to E.ON US. Big Rivers and E.ON U.S. signed a 
Letter of Intent in late 2005 to move forward with the unwind of 
this transaction. A part of this effort includes a long-term power 
contract with the two smelters served by Kenergy Corp., one of 
the three Big Rivers rnemlxr-systems. 

This major effort, if successful, will bring the operations of our 
power plants back to Big Rivers as was the case prior to the 1998 
transaction. It will require us to be efficient to accomplish the 
mountains of work necessary for this effort and to still operate 
Big Rivers on a daily basis. The results 01 this effort will be a Big 
Rivers on solid financia1 footing and playing a key rolc in the future 
economic development of rural western Kentucky. 

Michael Core 
President and CEO 

W'illiarn Denton 
Chair of the Board of Directors 



Efficiency in the energy industry can have a number of 
meanings, and be measured in a myriad of ways. Energy 
production, transmission, distribution and end usage all play 
into the success of Big Rivers and the three distribution systems 
that own it. There’s nothing simple about maintaining energy 
efficiency for tens of thousands of member-consumers amid 
rising operating costs and a changing regulatory environment. 
Yet, that’s what Big Rivers accomplished in 2006. Despite 
rising costs, the company was able to hold the line on rates to 
members and increase margins by more than 30 percent. 

Big Rivers accomplished a number of important objectives 
in 2006 and kicked off severaI new initiatives that will result 
in the same affordable, value -conscious service on which Big 
Rivers members have come to  depend. The following pagcs 
highlight some of the key activities horn the past year that not 
only kept costs under control, but also benefited our members 
and their member-owners. 

Vegetdirnn Management Plans 

Power lines downed by faIIirig tree branches are a constant 
threat in this part ofthe country, and Big Rivers has risen to the 
challenge with a multimillion dollar initiative begun in 2006. 
Reliability and safety are at the heart of a program to keep 
trees and other vegetation clear of power Iines throughout the 
Big Rivers region. 



?he system operations departments of Big Rivers and its 
member-systems have enacted vegetation management plans 
aimed at providing maximum reliability in preparation for 
severe storms, which are always a potential for power outages 
year-round. 

Energy Efficiency Programs and Partnerships 

Big Rivers partner4 with its member-systems in a 
comprehensive, educational campaign that included energy 
audits, educational workshops, energy efficiency incentives 
and other programs designed to provide member-consumers 
with the general “‘know-how” to make decisions that improve 
their efficiency. 

Big Rivcrs partnered with the Governor’s Office of Energy 
Policy, the Department of Energy and other agencies to 
bring the High Performance Schools program to its service 
region. This partnership resulted in new and more efficient 
school buildings €or both Hancock and Meade counties. Three 
Hancock County schools were renovated with high efficiency 
lighting, heating and cooling. A newly constructed school 
is a showcase of daylighting and high efficiency heating and 
cooling. 

Meade County schools incorporated the highest efficiency 
heating and cooling system available today and used a 
composite concrete foam waIl system that is both tight and 
highly insulated. Cooperative staff assisted the school system 
management through education, demonstration and analysis. 

Industrial members benefited from the combined expertise 
of Big Rivers, its member-systems, and two governmental 
agencies--?he Kentuchy Pollution Prevention Center and thc 
Kentucky Industrial Assessment Center. ‘This combined effort 
helped evaluate energy consumption and provided member- 
consumers with recommendations on how to save money by 
reducing energy needs. 

Big Rivers and its three member-systems distributed thousands 
of compact fluorescent light bulbs (CFLs) to residential 
member-consumers in 20116. CFLs provide the same autput. as 
conventional bulbs, but require only a quarter of the energy. 



This program benefits the member-consumer financially and 
also serves as a tangible denionstration of energy efficiency. 

. ... 

Members and member-consumers now have a powerful 
information resource at their fingertips. Big Rivers redesigned 
its Web site in 2006 to incorporate educational resources and 
detailed energy saving recommendations. 

Plans for 2007 call for an even more robust energy efficiency 
program, with particular emphasis placed on education for 
all-from the largest industrial to the smallest ircsidential 
member. 

le%xing and Cornmuaimtiens Upgrades 

Big Rivers improved its forecasting capabilities by replacing all 
substation meters and upgrading cell phone Communications, 
making it possible to receive hourly reniatc readings with faster 
speed. This increase in productivity will allow the company 
to be more accurate in its projections arid more efficient in 
power utilization. 

Big Rivers provided support to mcmbcr-systems for thc 
instaIIation of tracking and identification systeins designed to 
improve response time when a power outage takes place. The 
subsequent reduction in restoration tirnc will help circuinvcnt 
much of the downtime that member-consunwrs experience in 
the wake of violent weather. 

Improving the two-way radio system to improve 
communications between Bjg Rivers and its three member- 
systems is the focus of an engineering study begun in 2006. 
TIie objective is high-speed communication services between 
member-system facilities to improve service and reliability. 

Member Discount Adjustment Renewed 

In 2000, Big Rivers' creditors and the Kentucky Public Service 
Commission approved a request for a S3.68 million annual 
discount adjustment. for Big Rivers' members. In 2007, the 
company's Board oE Directors save its assent to a request 
for reiicwal, which would continue thc rcvcnue discount 
adjustment through August 31,2008. 
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,fPiciency in Electricity. eentinued 

These adjustments pass savings along to members, which the 
company realizes as a benefit from the leveraged lease of three 
of its generating units. Big Rivers will continue to act as an 
advocate for its members when opportunities arise to pass 
along savings. 

Ernplayee Benefiw and Perscnnel Dtnrellopmeni 

Moving to a new health care plan is expected to help the 
company achievc greater operational efficiency. Better 
health care for employees and lower costs for the company 
are the anticipated outcome of the new preferred provider 
organization (DPO). 

The company renewed its commitment to long-term care for 
its employees by incrcasing fundins of its retirement benefit 
plans in 2006. Recent legislation, which permits accelerated 
funding, cleared the way for Big Rivers to extend this benefit, 
which will reduce future funding requirements and pension 
expenses. 

Rig Rivers took a step forward in personnel development, 
instituting an apprentice lineman program aimed at 
strengthening productivity and maintaining the company’s 
high level of service. 

~ ~ ~ a ~ i ~ ~ ~ ~ a n  Prajects 

For the past seven years, Big Rivers has lent its support to the 
Philippine Project, which brings electric power and economic 
development to some of the most remote locations in the 
island archipelago, where multiple families living under one 
roof is the rule rather than the exception. 

Villages tabbed for the project receive low-interest bank loans. 
Donated equipment is refurbished and installed, and the cost 
of connecting the village to the power grid is fully covered. 
Sewing machines, computers and othcr equipment have been 
donated to help villages establish local businesses, which in 
turn help pay for electricity. To date, the Philippine Project 
has impacted the lives of more than 7,200 people. 



Big Rivers Continues To Move Toward Termination Oi Lease 
Atpemen%s With E.QM U.S. 

Big Rivers continues to move forward with the letter of intent 
with E.ON US., LLC, formerly known as LG&E Energy LLC, to 
pursue terminating the various agreements in place since 1998 
that gave certain EON U.S. subsidiaries operational control of Big 
Rivers’ power plants and ownership of the electricity generated 
by them. Although the agreements were to run through 2023, the 
ccmpanies are working toward ending the arrangement, with Rig 
Rivers resuming control of its generation facilities and its future. 

In a related development, a memorandum of understanding was 
reached by Big Rivers, one of its member-systems Kenergy Corp. 
(Icenergy), and two aluminum smelters, Century Aluminum of 
Kentucky, LLC (Century) in Hawesville, Ky. and Alcan Primary 
Products Corporation (AIcan) in Sebree, Ky., on pursuing critical 
long-term arrangements to provide electricity to the smelters 
that could help protect jobs at the two plants, where some 1,500 
people currently are employed. If final agreements are reached 
and all approvals are received, the smelters would be able to avoid 
potentially volatile open-market electricity prices when their 
current power contracts expire in 2010 and 201 1, respectively. 

Through the lease and related agreements, E.ON U.S. subsidiaries 
currently operate Rig Rivers’ facilities at three sites that include 
eight generating units owned by Big Rivers and two additional 
units owned by HMP&I,. Power is purchased from an E.ON U.S. 
affiliate and distributed by Big Rivers as wholesale electricity to its 
three member-systems serving a large area of western Kentucky. 
In a separate agreement, the same E.ON U.S. subsidiary provides 
power through Kenergy to the aluminum smelters. If the 1998 
agreements are eventually terminated and a number of related 
agreements are reached, Big Rivers would resume responsibility 
for power generation at all units, including the HMPStL plant, 
and would continue to supply wholesale electricity over its 
transmission system to its three member- systems, including 
power for Kenergy’s service to the smelters. 
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Rig Rivers’ commitment to efficient. operations and careful 
management of resources produced a strong financial 
performance in 2006. Record margins were established as 
the company significantly improved its revenue-to-power 
cost ratio, an important measurerncnt of efficiency. 

Record arbitrage sales, voluntary debt pre-payments and 
other key factors resulted in a more than 30 percent increase 
in net margins over 2005, enabling Big Rivers to contiiiue to 
improve its cash position. The company ended 2006 with a 
notable increase in its overall “cushion” status and improved 
its negative equity position over dw prcvious fiscal ycar. 

Margins 34,542 26,34,3 I I Equity (21 7,371) (25 1,913) 

es” 13J8 12,904 I I I Cash & Cash Equivalents 96,143 G7,2G40 

34.,995 55,357 

Times Interest Earned Ratio I .4*7 1.37 

1. 1.79 

5.S3Yfl -5.57% 

7.82% 7.58% 

$‘ Big Rivers’ share 0 1 7 1 ~ ~ .  f 

Big Rivers ended 2006 with net margins of $343.5 million, 
an $8.2 million increase over 2005. Arbitrage sales, which 
included the aluminum srneIter Tier 3 and an industrial 
co-generator backup sales, reached record levels and led 
to a $9.4. miltion increase in sales margins as compared 
to 2005. Record power sales reflect Rig Jilivcrs’ efficiency 
in utilization of available power and the development of 
marketing strategies designed to take advantage of market 
opportunities to improve its revenue-to-power cost ratio. 



Financiaf Review : ZOO&, continued 

Operating Rewenue 

The upward trend in power revenue continued in 2006 
with Big Rivers reporting $200.7 milIion compared to 
$191.3 million in 2005 (up from $175.8 million in 2004). 
?he lease revenue for 2006 was $57.9 million with total 
operating revenue for 2006 at $258.6 million, an increase 
of approximately $10 rnillion over 2005. 

~~~~~~~e S d e  

Big Rivers exceeded its previous year arbitrage margins 
record by 36 percent, reporting $35.5 million in 2006. 
The average price for 2.1 million MWh of surplus power 
was $39.81 per MWh in 2006, compared to a rate of 
$35.58 per MW'h for 2 million MVE'h in 2005. 

The average price for 3.2 million MWh of member 
power increased to $34.11 per MWh in 2006 from 
5'33.84 pel MWIi in 2005. Member salcs to rural loads 
were S35.58 per MWh in 2006, up from $35.19 in 2005. 
1,argc industrial salcs reflected a slight decrease from 
the previous year. Big Risers continued the 3.3 percent 
revenue discount during2006 that resulted in ihe benefits 
of the April 2000 sale-leaseback being passed through to 
its members. 

'fie slight decrease in member tariff load growth, -1.42 
percent €or 2 0 0 6 ~ s .  3.32 percent in 2005, was due largely 
to more temperate weather conditions in 2006 and the 
closing of a small industrial customer. Heating and 
cooling degree-days for 2006 decreased by 3.6 percent 
and 13.7 percent, respectively, as compared to 2005. 

tonr_f-Tessrr Debt: 

Voluntary prepayments on the Rural lJtilities Service 
(RUS) promissory note led to a $1.7 million decrease in 
interest expense for 2006, compared to 2005. Pollution 
Control Eond interest expense reflects a $1.5 million 
increase aser 3005 due to higher interest rates (3.49 
percent for 2006 vs. 2.46 percent for 2005). 

25 I I I I I I 
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Financial Rewiew : 2006, coniinued -- e----...--.--.---- 

Big Rivers holds a line of credit with National Rural Utilities 
Cooperative Finance Corporation for $15 million as of 
December 31, 2006. ?his line of credit has an underlying 
$15 million niaster letter of credit facility for supporting 
off-system sales. 

As of December 31, 2006, there was $5.95 million 
outstanding under the master letter of credit facility. 
Participation in the Midwest Independent System 
Operator Energy Market required a letter of credit in the 
amount of $1.0 million. Foiward sales to Morgan Stanley, 
Fortis Energy Marketing and Constellation Energy 
required letters of credit in the amounts of $2.2 million, 
$2.5 million and $0.25 million, respectively. 

Higher net margins and efficient management of resources 
aided Big Rivers' cash flow status in 2006. As of December 
31, 2006, the company's overall cushion stood at $130.9 
million, a n  increase of more than $8 million over 2005. 
Cash and temporary cash investments amounted to 595.9 
million, while voluntary prepayment of debt on the RUS 
notes totaled $35 million. 

Focused Audits 

In an effort ta ensure that proper intcrnal controls arc 
maintained, the Big Rivers' Board of Directors engaged 
the services of an outside auditor to perform a series of 
focused audits. " h e  audits conducted in 2006 included 
purchasing and payroll cycles; cash management, debt 
and debt-related covenants; and power sales and load 
forecasting. Audit results indicated that proper internal 
controls were established and no irregularities were found 
to exist in those areas audited. 



fHDEPENDENT AUDITORS' REPORT 



As of December 31,2006 and 2005 I (Dollars in thousands) 

UTILITY PLANT - Net . . . . . . . . . . . . . . . . . . . . . . . .  
RESTRICTED INVESTMENTS UNDER LONG-TERM IEASE 

OTHER DEPOSITS AND INVESTMENTS .. At cost. . . . . . .  

CliRRENT ASSETS. 
Cash and cash equivalents . . . . . . . . . . . . . . . . . .  

Prepaid expenses . . . . . . . . . . . . . . . . . .  

Accounts receivable. . . . . . . . . . . . . . . . . . . . . .  
Materiais and supplies inventory . . . . . . . . . . . .  

DEFERRED CHARGES AND OTHER. . . . . . . . . . . . . . .  

TOTAL 

CXPITALIZATI t?N: 
Equities (deficit) . . . . . . . . . . . . . . . . . . . . . . .  
Longtermdebt . . . . . . . . . . . . . . . . . . . . . . . .  

Other long-term obligations . . . . . . . . . . . . . . . . .  
Obligations rclntcd to long-term lease . . . . . . . . . .  

2006 

s 917,668 

186,690 

3,816 - 

!+ 1,2%389 

$ (217,371) 
1.04 1,075 
177,310 

4s 

E005 

$ 928,873, 

180,650 

3,397 

67,264 
16,350 

667 
91 

84,272 - 
28.669 

- 

$ 1,225,980 

$ (251,913) 
1,046,846 

170,951' 
92 ---- 

Totdrapitnlization. ............. .. . 1,001,059 966,979 

c: LiRRENT LlABL1,ITIES: 
Current maturities of long-term obligations. . . . . . . .  1 1,9.59 810 
Voluntary prepayment of long-term debt . . . . . . . .  10,403 
f~urchasccl power payable . . . . . . . . . . . . . . . . .  Ll,2 19 10,737- 
Accounts payable . . . . . . . . . . . . . . . . . . . .  l,3h6 2,394 
Accrued crpenses L,i  h4 2,172 . . . . . . . . . . . . . . . . . . . . . .  

7,542 

Toid current hbbilities . . . . . . . . . . . . .  ,7$,339 34,053 
_.-- . . . . . . . . . . . . . . . .  T,67 I --...- Accrued interest. 

-..-... 

rinmmm CRFIXI'S ANII OTI-IEB: 
Deferred Icase revenue . . . . . . . . . . . . . . . .  IP,31 h 21,755 
Deferred gain on sale-IeaseImAc . . . . . . . . . . . .  T,G,7EIO 59,262 
Itesiduai value payments obligation. . . . . . . . . .  140,:44 139,710 

5,221 

225,94& 

---I --__.- 
. . . .  . . . . . . . . . .  &.,Til _---....-- Other 

--- 
- COMMITMENTS AND CONTINGENCIES . . . . . . . . .  

TOTAL 5 3,254,383 c 11,235,380 
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For the years ended December 31,2006,2005 and 2004 I (Dollars in thousands) 

2006 2085 24304 

POWER CONTRACTS REVENUE . . . . . . . . . .  
LEASE REVENUE . . . . . . . . . . . . . . . . . . . .  

Total operating revenue . . . . . . .  

03 ’  ER ATHd G EX 1’ ENSES: 

Operanons: 
Power purchased and interchanged . . . . . . .  
Transmission and other. . . . . . . . . . . . . .  

Maintenance . . . . . . . . . . . . . . . . . . . . . .  
Depreciation . . . . . . . . . . . . . . . . . . . . . .  

. .  

ELECTRIC OPERATING MARG€N. . . . . . . . . . .  

INTEREST EXPENSE AND OTHER: 
Interest . . . . . . . . . . . . . . . . . . . . . . .  
Interest on obligations 

Other - net.  . . . . . . . . . . . . . . . . . . . . . .  
rcIatcd to long-term lease. . . . . . . . . . . . . . .  

er . . 

OPERATING MARGIN. . . . . . . . . . . . . . . . . .  

F 200,692 $ 191,280 $ 175,777 
57,896 57,675 56,753 

ZS8,5SS 248,955 232,530 --.- -- - 

134,516 114,500 106,099 
21.684 20,309 18,674 

3,652 3,195 2,597 

30,192 29,732 - ~ -  -__I_- 

30.408 

168,196 157,102 170,260 
-”.- 

88,328 80,759 75,428 

&,7 54 59,639 56,923 

4,305 9,lOY 8,725 

i i l  124 158 
~ I I ^  --- 

70,370 68,872 65,SM - 

17,958 11,887 9,622 

i\l:ON-IZPEI?ATING iLtARGIN: 
Interest income on restricted investments 

12,064 1 1,670 1 1,278 under long-term lease. . . . . . . . . . . . . . .  
1,125 Interest income arid nLher _-- _. 

I6,S”Sri 14,45G 12,403 ‘fotalnun-operating,margin, _-- -_.. 

__._I___ 4,s 15 ‘2,786 . . . . . . . . . . . .  

. . . .  

NET MARGIN S :34,542 S 26,343 5 22,025 



_-.-..__--. -- -.-- 
For the years ended December 31,2006,2005 and 2004 I (Ihllars in thousands) 

. . . . . . . . . . . . . . . .  22,025 Net tnargin. ~ 

(278,256) r, , I a.+l.XNCE - rtc..cembt-r 3 I ,  20ii'l. . . . . .  

Net margin. . . . . . . . . . . . . . . . .  26,343 

&:+I->,NCE f>eccn&er 31,2003 . . . . . .  (251,913) 

Net margin. . . . . . . . . . . . . . . . .  34,542 

$ (304,725) !$ ?64 S 3,681 

22,025 

(282,701) 7144 3,681 

26,343 -.-. 

(256,358) 764 3,681 

- 34,5122 

B-U.XYCE - December 31,2004 $ (217,371) $ (221,816) 5 764 !8 3,681 



For the pars ended December 31,2006,2005 and 2004 I (Dollars in thousands) 

Adjustments to reconcile net margin to net cash 
p ~ ~ i d e d  by operating activities: 

Depreciation and amortization . . . . . . . . . . . . . . . .  
Encresse in restricted investments under long-term lease 

Referred lease revenue . . . . . . . . . . . . . . . . . . . . .  

Increase in RUS ARVP Note. . . . . . . . . . . . . . . . . .  
Increase in New RlJS Promissory Note . . . . . . . . . . .  

Changes in certain assets and liabilities: 

Amortization of deferred gain on sale-leaseback . . . . . .  

Residual value payments obligation . . . . . . . . . . . .  

Increase in obligations nnder long-term lease. . . . . . . .  

Accounts receivable . . . . . . . . . . . . . . . . . . . .  
Materials and supplies inventory. . . . . . . . . . . . .  
Prepaid expenses. . . . . . . . . . . . . . . . . . . . . .  
Deferred charges . . . . . . . . . . . . . . . . . . . . .  
Purchased power payable . . . . . . . . . . . . . .  
Accounts payable. . . . . . . . . . . . . . . . . . . . .  
Accrued expenses . . . . . . . . . . . . . . . . . . . .  
Other - net . . . . . . . . . . . . . . . . . . . . . . . . .  

33,386 
(5,955) 
(2,856) 
(4,335) 
(5,969) 

5,077 
8,205 
6,250 

32,625 
(5,836) 
(2,823) 
(4,267) 
(5,077) 

4,807 
21,849 
6,107 

66,762 61,465 - 70,858 ___-_-- Net cash provided by operating activities . . 
CX5i”ir Z,CFYXS FROM WLTESTTNG ACTIVITIES. 

Capital expenditures . . . . . . . . . . . . . . . . . . . . .  i I:3,1 i+f) (12,904) (12,203) 
. . . . . . . . . . . . . . . . .  (4.1 9) (151) (277) _-._̂ I_ Other deposits and investmenls 

tca 

C AS3 R 0 U ” S  FIW X I  F1 N,Li N C: I N G A CTI \’I?’I F,S : 

Principal payments on long-term obligations . . . . . . . . . .  (24,274) (36,037) (9,289) 
Principalpa).mentsonshort-termnotes payable . . . . . . . .  (1 0,000) 

Net cashused.infinoncingactivities . . . . .  j23,2’74 (36,037) (19,289) 

KET INCREASE IN CASH AND CASH EQUIVALENTS. . . . . . .  28,879 12,373 39,089 

CASH ANI) CASH EQUIVALENTS - Beginning of year . . . . .  67,?ld 54,891 15,802 

CASH -4ND CASH EQUIVALENTS - End of year S 96,143 $ 67,264 $; 54,891 



Years ended December 31,2006,2005, and 2004 I (Dollars in thousands) 

I .  ORGANIZATIOK ,AND SUMMARY OF I+irzciplcs oJ ~#lisf)ljdntifJJ?-- The financiai statenients of 
SdGNIHCANT ACC;Ot‘NTIhrC POLICIES Big Rivers include the accounts of Eig Rivers and its wholly 

owned subsidiary, BRLC. Ail significant intercompany 
Grizerril hxforrnutkm- Big Rivers Electric Corporation Lransaotions have been eliminated. 
(“Big Rivers” or the ”Company”), an electric generation 
and transmission cooperative, supplies wholesale power 
to  its three member distribution cooperatives (Kenergy 
Corp., Jacltson Purchase Energy Corporation, and Meade 
County R u n 1  Electric Cooperative Corporation) under all 
requirements contracts, exclilding the power needs of two 
large aluniinum smelters (the “Aluminum Smelters”), sells 
surplus power under separate contracts ta Kenergp Corp. for 
a portion of the Aluminum Smelters load, andinarkets power 

es and power marketers. l i e  members 
provide electric power and energy to industrial, residential, 
and conimcrcial customers located in portions of 22 western 
1ic.ntucky counties ?he wholesale power contracts with the 
meinliers estend tu January 1, 2023. Rates to Big Rivers’ 
members are established by the Kentucky Public Service 
Commission (“I~PSC”) and are subject to approval by the 
Rural Utilities Service (“RUS”). The financial statements of 
Big Rivers include the provisions or Statement of Financial 
hct.cninting Standards (”SFAS”) No. 71, Accorrwtiiigfor tlw 
@ccts of C;ert,abi Types y‘ I\‘r,~iilntioir, which was adopted 
by the Company in 2003, and gives recognition to thc 
ratemaking and accounting practices of these agencies 

In 1999, Big Rivers Leasing Corporation (“BI<I..C”) was 
formed a5 a wholiy-owned subsidiary of Big Rivers. BXLCS 
pr~ncipal assets are the restricted investments acquiied 
in connection with tlte 2000 sale leaseback transaction 
discussed in Note 4. 

&xiitrrrtes-- The preparation of the financial statements in  
conformity with accounting principles generally accepted in 
the United States requires management to make estimates 
and assumptions that affect Lhe reporkd amounts o P  
assets, liabiiities, revenues and expenses, and disclositre 
of contingent assets and liabilities. ?he estimates and 
assumptions used in the accompanying financial statements 
arebased upon management’s evaluation oftherelevant facts 
and circumstances as of fhc dale of the financial slatemetits. 
Actual results may differ from those estimates. 

Syctcm of Accorfirt,+- Rig Rivers’ accrual basis accounting 
policies follow t he  Uniform System ol Accountsas prescribed 
by the RUS Bulletin 1767B-1, as adopted by the I(1)SC. ’fie 
regulatory agencies retain authority and periodically issue 
orders on various accounting and ratcmolcing matters. 

X r : w r t r r c ~  r w w g i r i i i o i i - - .  I<evt!nues gencrated from the 
C:oinpany’s wlzolesale power contracts are based on month- 
end meter readings and are recognized as earned. In 
accordance with SEAS No 13, Accorrizririg j b r  Lenscs, Big 
Rivcrs’ revenue frcim thc Lcasc Agrc~emciir is rccognizerl on 
a straight-line basis over the term of the lease. The major 
components of this lease revenue include the annuul lease 
payments and the Monthly Margin Payments (described in 
Note 2). 

In  conjunction with the Lease Agreement, Big Rivers expects 
to realize the minimum lease reventic for the ycars ending 
December 31 ,  as follows: 



Notes PO Finuncial Statements, continued 
_~)___ __.I_- --.--.------ 

Year A n m m f  
2007. . . . . . . . . . . . .  $52,332 
2008. . . . . . . . . . . . . .  52,332 
2009. . . . . . . . . . . . .  52,332 
2010. . . . . . . . . . . .  52,332 
2011. . . . . . . . . . . . . .  41,291 

Thereafter. . . . . . . . . . .  420,908 -- 
$; 671,527 

[ItiIity Phnf mid I~ep?.ccinliarz-- Utility plant is recorded 
at original cost, which inclrrdes the cost of contracted 
services, materials, labor, overhead, and an allowance for 
borrowed funds used during construction, Replacements of 
depreciable property tmits, except minor replacements, are 
charged to utility plant. 

Allowance for borrowed funds used during construction is 
included on projects with an cstirilated total cost of $250 or 
more before consideration ot such allowance. The interest 
capitalized is determined by applying the effective rate 
of Rig Risers' weighted-avcragc debt to the accumulated 
expenditures for qualifying projects included in construction 
in progress. 

In accordance with the terms of the Lease Agreement, 
rhe Company generally records capital additions for 
lncremcntal Capital Costs and Nonincremental Capital 
Costs expenditures funded by E L M  U.S (formerly LG%E 
Energy Corpnration) as utility plant to which the Company 
maintains title. A coi responding obligation to E.ON U.S. 
i s  rccorded for the estimated portion of these additions 
attributable to the Residual Value Payments (see Note 2). A 
portion of this obligation is amortized to lease reventic ovcr 
the useful life of those assets during the remaining lease 
rcrm. For the years ended December 31,2006and 2005, the 
Company has recorded $7,221 and $6,986, respectively, for 
such additions in  utility plant. The Company has recorded 
$6,187, $5,969, and $5,077 in 2006, 2005, and 2004, 
respectively, as related lease revenue in the accompanying 
financial statements. 

tn accordance with the Lease Agreement, and in addition to 
thc capital costs funded by E,.ON U S  (see Note 2) that are 
rccorded by the Company as utilit). plant and lease revenue, 
E O N  US also incurs certain Nonincrcmental Capital Costs 
and Major Capital Improvements (as defined in the Lease 
Agrrenzcnt) for which they forcgo a Residual Value Payment 
by Big Rivers upon lcasc termination. Such amounts are nut 
recorded as utility plant or lease revenue by the Company. 
At December 31, 2006, the curnulalive Nonincremental 
Capikal Costs amounted to $6,618 (unaudited). 

E.ON US is also in the process 01 rmstrticting R scrubbei. 
(Tvlaior Capital Improvernenl) on Big Rivers' Coleman plant. 
First operation at thr Coleman units occurred in  February 

2006, while comniercial acceptance is anticipated to occur 
in March 2007 The project is expected to be completed in 
the third quarter of 2007 at a cost of $98,000 (unaudited), 
none of which is expected to bc recorded as utility plant or 
lease revenue. 

Depreciation ol utility plant in service is recorded using 
the straight-line method over the estimated remaining 
service livcs, asapproved by the RUS and KI'SC. The annual 
composite depreciation rates used to computc depreciation 
expense were as follows: 

Elcctric plant-leased. . . . .  L.60%-2.47% 
Transmission plant . . . . .  1.76%-3.24% 
General plant . . . . . . . .  . l . l l%- 5.62% 

For2006, 2005, and 2004, theaverage compositedepreciatinn 
rates were 1.86% respectively. At the time plant is disposed 
of, the original cost plus cost of removal less salvage value 
of such plant is cliargecl to accumulated depreciation, as 
required by the RUS. 

lirtpairnteuf Reviciv oj' tong-ihccf As.scb--- I .ong-lived 
assets are reviewed as facts and circumstances indicate 
that the carrying amount nwy be impaired. 'This review is 
performed in accmrdancc with SFAS No, 144, Acuoimtz17g 
.for the 3inpair1nent or Disposal ofLong-i,ived Assets. SFAS 
No. 144 establishes one accounting model for all impaired 
long-lived assets and long-lived assets to be disposed of by 
sale or otherwise. SFAS No. 144 requires the evaluation fur 
impairment involve the comparison of an asset's nrrying 
value to the estimated future cash flows the asset is cxpected 
to generate ovcr its remaining life. If this evaluation were 
to conclude that thc carrying value of the asset is impaired, 
an inipairmcnt c:harge wnuld he recorded based on the 
dserence between thc asset's carrying amount and it5 fair 
value (less costs to sell for assels to be disposed of 11y sale) as 
a charge to operations or discontinued operations. 

Rcstrirted Iwestrrrerrts-- Investments are restricted 
under contractual provisions related to the sale-leaseback 
transaction discussed in Note 4. These investments have 
been classified as held-to-maturity and are carried at 
amortized cost. 

Cmiz curd Cash E q z ~ i i w l c ~ t . ~ -  Big Rivers considers all short- 
term, highly-liquid investmcnts with original maturities or 
three months or less to bc cash equivalents. 

Irrc0r72e Emr+- As a tasahlc coopeiative, Big 12ivei-s is 
crititled to exclude the amount ol pntionage allocations 
to members irom taxable income. Income and expenses 
rclalcd to ncii~iiienibc~. operations are taxable to Rig Rivers 
Big Rivers and I3RL.C lile il consolidateti Fedrrai income tax 
return and Big Rivers files a separate Kentucky income tax 
return. 



Ptzinwragc Capi td-  As provided in the bylaws, Big 
Rivers accmnis for each year’s patronage-sourced income, 
both operating and nonoperating, on a patronage basis. 
Notwitlistanding any other provision of the by[aws, the 
amowt to be allouted a s  patronage capital for a given 
year shall not be less than the greater of regular taxable 
patronage-sourced income or alternative minimum tasable 
patromge-sourced income. During 2006, the Company 
madea paironage aiiocation to its three member distribution 
cooperatives in accordance with its bylaws of $5,602. During 
2 0 5 .  the Company was not required to make ii patronage 
alaocation to its three member cooperatives in accordance 
with i t s  bylaws. in 2007, the Company anticipates making 
a patronage allocation to its members based on such 
calculations for tax year 2006 of approximately $27,7G0. 

Deriiafiws-- :tlanagcmenr has reviewed the requirements 
of SFAS No. 133, Acco~~irtug for Dei-ivative hrstruments mid 
Hulgitg Activities, as amended and interpreted, and has 
detcrrnincd that all contracts meeting the definition of a 
derivative also qualify for the normal purchases and salcs 
exception under SFAS No. 133. ?he Company has elected 
the Norma! I’urchasc and Normal Sale exception for these 
contracts and. therefore, the contracts are not required to be 
recognized at fair value in the financial statements. 

,vf‘W . k C O X f J l ~ ~ i ? g  ProiZOlmCi?WJCJf~S-- I!l June 2006, the 
financial Accounting Standards Board (“FASB”) issued 
FASR Interpretatinn No. 48, Accoi~nti~g.‘br Ilrrcertnirrty irr 
l i~c~>i i~c  7k .w~.  an Interpretation of FASB Statement No. 109 
(“FIN 48”). FIN 45 clarifies the accounting for uncertainty 
111 income saxe$ by prescribing the recognition threshold 
a t ~ x  position is required to meet before being recognized 
in the financial statements, It also povides guidance 
011 dentcognition, classification, interest and penalties, 
accounting in interim periods, disclosures and transition. 
71ie cumulative effects, if any, of applying FIN 48 will be 
recorded as an adjustment to retained earnings as of the 
beginning of h e  period of adoption. FIN 4s is cfiective for 
fiscal yearsbeginningafter December 15, ZOOG. l h c  Company 
is currently evaluating the e e c t  that the adoption of FIN 48 
will haw on its results of operations and financial condition 
hut has not yet determined the impact the adoption will 
have on the Company. 

In September 2006, the FASR issued FASE Statement No.  

1.57 defines fail value, cstablishes a Crameworlr f o r  measui ing 
!air value and expands disclosures about fair value mcasuies. 
i~ applies under other accounting p i  onouncenients that 
require or permit lair value measiirements and does not 
require any new fair value measureinei’tts SFAS No. 157 
is eflcctive for fiscal years beginning afkr November 15, 

157, Fair. ELLUP itlensrr~~t~zt~rjls (”SFAS No. 157”). SFAS NU. 

2007. ‘ h e  Company is currently evaluating the cKec~ that 
the adoption or SFAS No. 157 will have on its results of  
operations and financial condition and does not expect the 
adoption will have a significant impact on the Company 

In September 2006, the FASK issued FASK Statement No 
158, E ~ ~ i p i r ~ ~ y ~ m ’  Accr,ualiii.jhr Ui$ilzed Hen@ Pmston und 
Other Postretirement P f m s  (“SFAS No. 158”). SFAS No. 158 
improves financial reporting by requiring an employer to 
recognize theoverfunded or underfunded status ofa delined 
benefit postretirement plan (other than a multiemployer 
pian) as a n  asset or liability in its statement of financid 
position and to recognize changes in the funded status in 
the year in which the change occurs through comprehensive 
income of a business entity. It also requires an employer 
to measure the funded status of a plan as of its year-end 
statement of financial position, with limited exceptions. 
SFAS No. 158 is effective for fiscal years ending after junc 
15, 2007. ?he Conipany is currently evaluating the effect 
that the adoption of SFAS No. 158 will have on its results 
of operations and financial condition but cannot readiiy 
determine whether the adoption will have a significant 
impact on the Company. 

2. LGScE LEASE .AGREEMEKT 

On July 15, 1998 (“Effective I)ate”), a lease \yas 

consummated (“Lease Agrwmenl”), whereby Big Rivers 
leased its generating facilities to Western Kentucky Energy 
Corporation (“WICEC”), a \i~iwlly cwned subsidiary or E.ON 
US. Pursuant to the Lease Agreement, K’1G.C operates 
the generating facilities and maintains titlc to all energy 
produced. lhroughour lhe lease term, in order for Wig Rivers 
to fulfill its obligation to supply power to its members, 
the Company purchases substantially all of its powei 
requiremefits from LGSlE Energy Marketing Corporation 
(“LEM”), a wholly owned subsidiary of LON IJ.S., pursuant 
to a power purchase agreement. 

Big Rivers continues to operate its transmission fac 
and charges LEM tariff rates f o r  delivery of the eneigy 
produced by WKEC and consumed by I.EEM’s customers. The 
significant terms ol‘the Lease Agrecment arc as ~olloivs: 

I. 
facilities through 2023 

11. 
facilities bolh during and at  the t w l  of the Icnse term. 

111, 
$30,965 over the leasc term, subjccl 10 certain adjustments 

WKEC leases and operates Dig Rivers’ generatiun 

Big Rivers retains ownership o! thr generatmi 

WIiEC pays Rig Rivers an annual lease payment of 



ft’. On the Effective Date, Big Rivers received $69,100 
representing Lertain clasing payments and the first two years 
of the annual lcase payments. In accordance with SFAS No. 
E$. r%cmicntiJg ,for Lenses, the Company amortizes these 
paymerats to I-P’YCIIUP on a straight-line basis over the lice of 
the lease. 

V. Rig Rivers continues to provide power for its 
mcan’nrr~,exdudin~themeniberloadsse~~ingthc Aluminum 
Smelters, through its power purchase agreements with LEM 
and the Southeastern Power Administration, based on a 
pre-determined rnrixirnum capacity. \%’‘hen economicdy 
feasible, the Company also d ~ t a i n s  the power necessary to 
suppky its member loads, escluding the Aluminum Smelters, 
in the open market. lienergy Corpi  retail service for the 
Aiuminum Smelters is served by LEM and other third-party 
providers that may include Big Rivers. To the cstent the 
power purchased from LEM does not reach pre. determined 
nlinimums, the Company is required to pay certain 
penalties. Also, LO the extent additiona1 power is available 
to Rig Rivers under the LEM contract, Big Rivers may sell to 
nonmembers. 

VI. EEM will reimbtirsc Big Rivers an additional $75,870 
for the margins expected from the Aluminum Smelters 
through 2011, being defined as the net cash flows that Big 
Rivers anticipated receiving if the Company had continued 
to 5erw the Aluininum Smelters’ load, as filed in the Rate 
tfearing ftlir “rtIonthty ibiargin 1)ayrnents”). 

X ’ r L  WKEC is responsible for the operating costs 
of tlir generation facilities: however, Big Rivers is 
partially responsible for ordinary capital expenditures 
(“!Gonincremental Capital Costs”) for the generation 
facilities over the term of thc L.case Agreement, generally up 
to predetermined annual amounts. ‘This cumulative amount 
:s not expected to exceed $148,000 over the entire 25 112 year 
Lease Agreement. At the end of the lease term, Rig Rivcrs 
is obligated to fund a “Residual Value Payment” to E.ON 
U.S. for such capital additions during the lease, currently 
estimated to be $125,880 (see Note I ) .  Adjustmertts to the 
Residuaf \CiIuc P a p e n t  will be made based upon actual 
capital expenditures Additionally, WKEC \vi11 make required 
capital improvements to the facilities to comply with a new 
law or a changc to existing law (“Incrcmental Capital Costs“) 
over h e  lease life (the Company is partially responsible 
for such costs: 20%) through 2010) and the Company will 
be required to submit anothci Rcsidual Value Payment to 
LEC for the ~mdcprcciated value of WIiFC’s 80% share of 
these costs, at the end of the Icase, currently estimated co be 
$15.67:. The Company will have title to these assets during 
the Icase and upon lease teimination 

U I I .  Big Rivers entered into a note payable with LEM 
for $19,676 (the “L.EM Settlement Note”) to be repaid over 
the term of the Lease Agreement, which bears interest at 
890 per annum, in consideration for 1,EM’s assumption of 
the risk related to unforeseen costs with respect to power 
to be supplied to the Aluminum Smelters and the increased 
responsibility for financing capital mtprovernents The 
Conipany recorded this obligation as a component of 
deferred charges with the related payable recorded as long- 
term debt in the accompanying balance sheeta. This deferred 
charge is being amortized o n  a straight-line basis over the 
lease term. 

IX .  On the Effective Date. Big Rivcrs paid a non- 
refundable marketing payment of $5,933 to LEAII, which 
has been recorded as a component of cleferred charges. This 
amount is being amortized on a straight-line basis over the 
lease term. 

X. During the lease term, Big Rivers will be entitled to 
certain “billing wedits” against amounts the Company owes 
LEM under the power purchase agreement, Each munth 
during the first 55 months of the lease term, Big Rivcrs 
received a credit of $89. For the year 2011, Big Rivers will 
receive a credit of $2,611 and for the years 2012 through 
2023, the Company will receive a credit of $4,111 annually. 

in accordance with the power purchase agreement with 
LEM, the Company is allowed to purchase power in the 
open market rather than from LEM, tnciircing penalties 
when the power purchased from LEM does not mert 
certain minimum Icvels, and to sell excess power (power 
not needed to supply its jurisdictional load) in the open 
marltet (collectively referred to as “Arbitrage“). Pursuant to 
the New RUS Promissory Note ant1 the IILJS ARVP Note, 
the benefit, net of t u ,  as defined, deriwrl from Arbitrage 
milst be divided as follows: one-third, adjusted for capital 
expenditures, will be used to make pi incipal payinents on 
the New IIUS Prctmssnry Note; one-thiyd will be used LO 
make principal paynients on the RUS AR\’P Note: and thr 
remaining value may be retained by the Company. 

Management is of the opinion that the Company is in 
conipliance with all covenants of the Lease Agreement. 



At December 31,2006 and 2005, utility plant is summarized 
as fol~o~vs: 

2006 20115 

Classified plant in service: 

EIecrrjc plant - leased . . . Xi 1 *50G,822 $ 1,497,039 
Transmission plant - . ~ . . . 20SJ60 202,925 

General @ant . . , . . . . . 15,SSl 14,819 

67 67 Other . . . . . . . . . . . ----.- 
1,732,230 1,714,850 

Less accumulated depreciation 826,647 798,684 
904,583 916,166 

Coisstruction in progress . . . . . 13,085 12,706 

Utility plant ~ net. . . . . . . $917,668 S 928,872 

Inrered capitialized for the years ended December 31,2006, 
7,Oo5, and 2004 was $2%, $160, and 5221, respectively. 

The Company has not identified any material legal 
obligations, as defined in SFAS No. 143, Acconirtirig for 
Aswt Reliremertt Obligdiotts, which was further interpreted 
by FASB Loterpretation No. 47, Accortntitg for Coirditiorinl 
As.set Refirenwnt Obligritiors;. In accordance with regulatory 
rrratnient, the Company records an estimated net cost of 
r e m o d  of its utility plant through norma? depreciation. 
As of December 31, 200h and 2005, the Company had a 
regulatory liability of approximarely $26,670 and $23,619, 
respectively, related to nonlegal removal costs included in 
accumulated deplreciation. 

~ m . ” - - , ~ ~ u * r - . . ~ - ~ - , ~ ~ ~ - ~ ~ - . ~ ~ ~ - ~ ~ ~ - . . .  . v 

.I. s .~m-r , ixm~cii  
O n  April 18.2000, the Company completed a sale-leaseback 
of two of its utility plants, including the related fscilities 
and cquipincnt. ?he sal~-lwsrbnrlc provides Big Rivers a 
S1,069,000 fixed price purchase option, a t  the end of each 
lease term (25 and 27 years), which, together with future 
contractoal interest receipts, will be fully funded. 

?his transaction h;ls been recorded as a financing [or 
financial reporting purposes and a sale for Federal 
income lax purposes. 111 connection therewith, Big Rivers 
received $566,676 of proceccls and incurred 5791,626 of 
related obligations Pursuant to a payment undertaking 
dgreeiiieiit with it financLi1 institution, Big Rivers cffecthely 
csiinguished 5656,029 of these obligations with an 
equivlilent portion of the proceeds. Xie Coinpany also 

purchased investmentnts with an initial value of $146,647 
to fund *e remaining $135,597 of the obligations. These 
amounts are reflected as restricted investments under long- 
term lease and obligations related to long-term lease in the 
accompanying balance sheets. Interest received and paid 
will be recorded to these accounts over the life (if the lease 
Currently, the Company is paying 7.57% interest on its 
obligations related to long-term lease and receiving 6.89% 
on its related investments. The Company made a $G4,000 
principal payment on the New RUS Promissory Note with 
the remaining proceeds. The $75,050 gain was deferred 
and will be amortized over the respective lease terms, of 
which the Company recognized $2,681, $2,S56, and $2,824, 
in 2006, 20%. and 2004, respectively. Principal payments 
begin in 2009. 

Amounts recognized in  &e statement of financial position 
related to the sale-leaseback as of December 31, 200G and 
2005, are as follows: 

2006 ‘005 

S 180,650 

---- 
Restricted invesrmenLs 
under long-term lease . . . . $ 186,690 

Obligations related to 
long-term {ease . . . . . . 177,310 170,954 

Deferred gain on 
sale-leaseback . . . . . . . . . .56,380 59,262 

Amounts recognized in the statement of operations related 
to the snle-h?ascbnck Tor the years Pnded December 31, 
2006,2005, and 7,004, are as follows: 

2006 2005 ZOD4 -- 
Power contracts revenue 
(revenue discount 
adjustment, see Note 6) . . . $(3,680) 5(3,660) 5;(3,680) 

Interest on obligations 
related to long-term leasc: 

Interest expense. . . . . . 12,386 11,965 11,548 

Amortize gain on 
sale-leaseback . , . . . . -. (2.881) (2,1356) (2,823) 

Net interest on 
obligations related to  

9,505 ‘),l(l‘j 8,725 _I_--.-- lor1g- tc?rnl lease 

Interest income on 
restricted invest rnents 
under long-term lease . . . . 12,065, 11,670 11,278 

Interest income and other 
(CoBank patronage allocation) I I . 777 772 661 



5. DEFX AND QTZ-IER LONG-'F'ECM OBLIGATIONS 

A d e d  oflong-term debt at December 31,2006 and 2005, is as follows: 

New Kt-6 Promissory Note, stated amount of $803,601, 
stated interest nte  of 5.75%, with an interest rate of 
5.81%. maturing July 2021. . . . . . . . . . . . . . . . . . . . . . . .  

RUS U V P  Note, stated amount of $251,215, no stated 
interest rate, with interest imputed at S.Sl%, maturing 
Decernber2023. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

&EM Settlement Note, interest rate of 8.0%, payable 
in monthly installntents through July 2023 . . . . . . . . . . . .  

County of Ohio, Kentucky, promissory note, variable 
intcrst rate (average interest rate of 3.4996 and 2.46% 
in  2006 and 20% respectively), maturing in October 2022. . . . .  

County of Ohio. Kentucky, promissory note, variable 
interest r3te (average interest rate of 3.49% and 2.46% in 
2006 2nd 7,005 respectively), maturing in lune 2013. . . . . . . . .  

Total I o n g - m  debt. . . . . . . . . . .  

Current maturities . . . . . . . . . . . . . . . .  

Volantary prepayment . . . . . . . . . . . . .  

Total long-term debt 
- net of current maturities and prepayment . 

The following x e  schrdulcd niahirities of long-term debt at 
December 21: 

Yefir r! n ? O l l i l t  

am.. . . . . . . . . .  $ 1 ~ : i i ~  
2008. 1 " I . " . * . , " * I 39,178 
2009. . . . . . . . . . . . . .  39,230 
2010. . , I . ~ , . . I . 4.1,286 
2011. . . . . . . . . . . . .  47,345 

Ihereaf ier  . . . . . . . . . .  8'74,036 
$ 1,052,987 

IiflS Xofc.+-- On Julj 15,1998, Big Rivers recorded the New 
RIJS Promissory Note and the RUS ARVD Note at fair value 
using the applicable marlcct rate of 5.81%. The RUS Notes 
ore collateralized by substantially all assets of the Company 

IZftfjr;fron t-rtrrrrol Bond6- ?fir County of Ohio, Kentucky, 
issued S53.300 of Pollution Control Periodic Auction Rate 

. . . . . . . . . .  

. . . . . . . . . .  

. . . . . . . . . .  

. . . . . . . . . .  

Ij 79Y,78Y 

94,391 

16,707 

83,300 

5&.,900 

s 808,094 

90,347 

17,173 

83,301) 

58,800 

1,052,087 1,057,714 

11,912 4.65 

10,403 
1_ 

SI ,041,075 $1 ,[)46,846 

Securities, Series 100i, the proceeds of' which are supported 
by a promissory note frrtm Big Rivers, which bears the same 
interest rate. These bonds bear interest at a variable rate and 
mature in October 2022. 

'Ihe County of Ohio, lieniucky, issued SSS,SOO of Pollution 
Control Variable Rate I3emand Bonds, Series 1983, the 
proceeds of which are supported by a p j  omlssory note from 
Big Rivers, which bears the same interest rate as the bonds. 
These bonds bear interest at a mriable rate and mature in 
lune 2013. 

The Series 1953 bonds are supported by a liquidity facility 
issued by Credit Suisse First Boston, which was assigned 
to Dexia Credit in 2006. Both Series are supported by 
municipal bond insurance and surety policies issued by 
Ambac Assurance Corporation. Big Rivers has a g e d  to 
reimburse Ambac Assurance Corporation for any payments 
under thP municipal bond insurance policie\ (11' the surety 
policies. 



LEA4 Scttlenicnt ,Vote- On thtb EffkLtive Date, Big Rivers 
executed the Settlemezt Note with LEN. The Settlement 
Mote requires Big Rivers to pay to LEM $19,676, plus 
interest at 896 per annum ouer the lease term. The principal 
and interest payment is approximately $1,822 annually. 
This payment is consideration for LEM's assumption of the 
risk related to unforeseen costs with respect to power to 
be supplied to the Alnminum Smelters and the increased 
responsibility for financing capital improvements. 

Other Lofig Tern Ob&&oHs-- During 1997, Big Rivers 
terminated two unfavorable coal contracts. In connection 
with that settlement,theConipanypaid%345,$351, and $351 
during 20116,2005, and 2004, respectively At December 31, 
2006, thr  Company has a remaining iiability of $92 payable 
over the next two years, of which $47 is included in current 
maturities of long-term obligations. 

 votes Pqd&---- Notes payable represent the Company's 
borrowing on its line of credit with the National Rural 
Utilities Couperative Finance Corporation. ?he maximum 
borrowing capacity on the line of credit is $15,000. ?here 
were no amounts outstanding on the line of credit at 
December 31, 2006. I h e  line of' credit bears interest a1 a 
variable rate. Each advance on the line of credit is payable 
within one year 

7 .  iNCOME' i 'XXES 

The components of the net deferred tax assets as of 
December 31, 2006 and 2005, were as follows: 

20 06 JUU.5 --- 
Dcf'rred tax nsscts: 

Net operating lass 
carryforward . . . . . . . . . 568,696 

Alternative mini~nuni 

Sale-leaseback . , . . . 130,598 130,568 

Other accruals . . . . . . . . 2.066 

$80,769 

tax cxedit carryforwarcis . 4,7911 4,283 

2,465 

Total deferred 
tax assets. . . . . . 212,549 217,686 

Defcrrcd fax liabiliticb: 

Lease agreement, I . , . . (21,270) (15,395) 

Fixed asset basis 
difference I . . . . . , (827) ( 10,178) 

Total deferred 
tax liabilities. . . . . (22,0Y71 (15,573) - 

The rates chargtd to Big Rivers' members consist of ademand 
charge per liw' and an energy charge per kWli consumed 
as approved by the ICPSC. The rates include specific rate 
designs for its members' two classes of customers, the large 
industrial customers and the rum1 customers under its 
jurisdiction. For the large industrial customers, rhe demand 
charge is generally based on each customer's maximum 
demand during the rurrent month. The remaining 
customers dcmand charge is based upon the masiinum 
coincident demand of each member's delivery points. The 
dcinand and energy charges are not subject to adjustments 
for increases or decreases in fuel or environmental costs. 
Big IGvrrs' current rates will reinain in effect until changed 
by the RPSC. 

Effectivr sincc Septembei 1,2000, the KPSC has approved 
Big I<ivers' request for a $3,680 annual revenue discount 
adjustment for its members through August 31, 2006, 
effectively passing the benefit of the sale-leasebailc 
transaction (see Note 4) to them The extent lo which Big 
Riveis iequests KPSC appioval to continue the adjustment 
depends upon its phnned environmental compliance costs 
and its overall financial rontiition. In March 7,007, Big 
Rivers plans to request the I<PSTT approval to extend the 
adjustment through August 31,2008. 

Net deferred tax asset 
(pre-valuation allowance) . . . 190,452 102,113 

Valuation alfo,wance . . . . . ,( 185,662) (187,830) 

Net deferred lax asset . . I  . . . $4,790 $4,283 

Big Rivers was formed as a tax-exempt cooperative 
organization described in Internal Revenue Code Section 
501 (c)(13), To retain tax-exempt status under this section, at 
h s t  85% of the Gig Rivera' reccipts must he generated from 
transactions with the Company's members I n  1983, sales to 
nonmeinbers I esulted in  Big Rivers failing tu niect the 851'6 
requircmcnt. Until Rig Rivers can meet the 85% member 
income requircmcnt, the Company is a taxable cooperative. 
Rig Rivers IS also subject to Kentucky income tax. 

IJnder the provisions uf SFAS No. 109, Accoroztbig @ i .  

lncomc Taxes, Big Rivers IS iquired to record deleried 
Lax asscts arid liabilities for temporary diffcrenccs behvccii 
amounts reported foi  linanci~l rcpcrrtiiig purj~oscs and 
amounts reported for income tax purposes. The Company 
has not recorded any income tax cxpense for thr years 
ended Dccenibet 31, 2006, 2005 and 2004 as the Company 
has utilized federal net operating losses to offset any LdxJblr 
income dui ing those years Had the Conqiany not had the 
benefit of a net opcrating loss carryforward. the Company 



Notes ta Rnclnsial Statements, ccnfinued 

would haw recoxied $10,599,57,995, and $6,759 in current 
tax expense for the years ended December 31, 2006, 2005 
and XU+, respectively Deferred tau assets and liabilities are 
determitied based upon these temporary differences using 
enacted tax rates Cor the year in which these differences are 
expected to reverst’. Deferred income tax expense or benefit 
is based on the change in assets a d  liabilities from period to 
period, subject to an ongoing assessment of realization. 

At December 91,2006 and 2005, Big Rivers had a nonpatron 
net operating loss carryforward of approximately %IG7,551 
and $196,998, respectively, for tax reporting purposcs 
expiring through 2013, and an alteriiative minimum til)( 
credit carryforward at December 31, 2006 and 2005. of 
approximately $4,790 and $4,2S3. respectively, which carries 
forward indefinitely. 

Big Rivers has a net deferred tax asset. against which a 
valuation allowance has been provided, in part, based upon 
the fact that it is presently uncertain whether such asset will 
be realized. The resul tirg net deferred tax asset at December 
31, 2006 and 2005, is approximately $4,790 and $4,283, 
respectively, which represents the alternative minimum tax 
credit carryforward, against which no allovrance has been 
provided. 

I n  acccirdaiicc with the Imse  Agreement, Big Rivers supplies 
all of the nienibers’ requiremerits for power to serve their 
customers. other than the Aluminum Smelters. Contract 
limits were established in the Lease Agreement and include 
minimum and maximum hourly and annual power purchase 
amounts. Big Rivers cannot reduce the contract limits by 
more than 12 MW in any year or by more than a total of 
72 M W  over the lease In the event Big Rivers fails to 
take the minimum requirement during any hour or year, 
Big Risers is liable to LEM for a certain percentage of thc 
difference between the amount of power actually taltcn and 
the applicable minimum requirement. 

Although Big Rivers will be required by the Lease Agreement 
to purchase minimum hourly and anntial amounts of power 
from l,Ekl, the lease does not prevent Big Rivers from paying 
the associated penalty in certain hours to purchase lower cost 
power, if available, in the open market or  reselling a portion 
(it its purchased power to a third party The power purchases 
made under this agreement lor the wars  ended December 

9. PENS1C)h’ PLANS 

Big Rivers has noncontributory defined benefit pension 
plans covering substantially aU employees who meet 
minimum age and service requirements. ’ h e  plans provide 
benefits based on the participants’ years of service and the 
five highest consec:utive years’ compensation during the last 
ten years of employment. Big Rivers’ policy is LO fund such 
plans in accordance with the requirements of the Employee 
Retirement Income Security Act of 1974. The plans are 
measured a5 of Decembe~ 31,2006 and 2005. 

At December 31, 2UO6 and 2005, the lollowing is an 
asses.smenL of the Company’s noncontributory defined 
benefit pension plans: 

Projected benefit 
obligation - . . . , . . . .$( 17,4454) 

Fair value of plan assets . . . 16,416 

2OU6 2005 

$( 16,550) 
11,868 

----_I_ 

Funded status . . I . . . . $(1,048) $(4,682) 

The accumulated benefit obligation for all defined benefit 
pension phns  was 512,421 and $11,426 at December 31, 
2006 and 2005, respectively. 

At December 31,2006 and 2005, amounts recognized in the 
statement of financial position are as follows: 

20Ob 2UO5 

$1 10 
_.-__-..-_. 

Prepaid benefit cost. . . . . . $3,520 

Accrued benefit liability . . . (108) 

Nct iln1flul1t recognized . . ..F 3,520 $ 2  

Net periodic pension costs, whicli are caiculatrcl based 
on actuarial assumptions at January 1, lix the years ended 
December 31,2006, 2005, and ‘OM., were a:, follows: 

2006 2005 21104 

Benefit cost . . . . I . . . , , 51,167 $1,155 $954 

Employer contribution. . . , . 4,684 921 843 

Benefits paid or transferred . , 652 1,757 103 

______-~ -  

Assumptions used to develop the projected benefit obligation 
were as fctllows: 

ZOOG EOOS -_ 20114 

Discount rates . I . . . , . . . 5.75 Z 5.75 ‘XI 5.75 9i1 

Rates u l  increase 
in compensation levels . . . 4.00 4.W 4.00 

E”spected Ion, ‘r-term 
rate ofreturn on nssets. . . . 7.25 7.25 7.50 

3 1 ,  2006, ZIOS, and 2004, were $97,999, $96,795, and 
$89,696, respectively, and zrc included in power purchased 
and interchanged on the statement af operations. 



?hr expected long-term rate of return on plan assets for 
determining net periodic pension cost for each fiscal year 
is chosen by the Company from a best estimate range 
determined by applying anticipated long-term returns and 
long-terim volatility for various asset categories to the target 
asset allocation of thP  plans, as wcii as taking into account 
histcrrical returns. 

W n g  the asset allocation policy adopted by the Company 
noted in the paragraph below, we determined the expected 
rate of return at  a 50% probability of achievement level 
based on (a) forward-looking late of return expectations 
for passively-n~~naged assct categories over a 20 year tilire 
horizon and (b) historical rates of return for passively- 
managed asset categories. Applying an approximately 
80%12090 weighting to the rates determined in (a) and (b), 
respectively, produced an cxpected ratc of return of 728% 
which was  rounded to 7.25% 

Xiegencral investment obpctivesareto inves? in adiversi fied 
d of both equity and fixed income 

inveslnients, wiuch are further diversified among various 
asset classes. The diversification is designed to minimize 
the risk of largr losses whilc masimizing total return within 
reasonablc and prudent levels of risk- The investment 
objectives specify a targeted investment allocation for the 
pension plan5 of up to 55% equities. The remaining 45% 
may be allocated among fixed incomp or cash equivalent 
investments. Objcctivcs do not :arget a specific return by 
asset class. Ihesc investment objectives are long-term in 
nature. As of  December 31, 200h and 2005, the investment 
allocation was 0% and 56% respectively in equities and 
100% and 441, respectively, in fised income. This temporary 
departure froni the above investment objectives reflects the 
process of transferring to a new investment advisor. 

Expected retiree pension benefit payments projected to Ile 
required during the years following 2006 are as follows: 

.&riOlriIt 

2007. . . . . . . . . . .  S 488 
200s. . . . . . . . . . . .  1,104 
2009 . . . . . . . . . . .  so3 
2010. . . . .  . 1,346 
2011.. . . .  . . 1,220 

2012-20LG. . . . . . . . . . . .  ’12,343 

- li.nla e?tllillg DL.ccrlllrcr. 3 1 

$ 17.304 

In ’2007, the Company expects to contribute $1,111 to its 
pension plan trusts. 

t 0. FAIR VALtE OF FINANC’IAI. iNSTRUhiIX’TS 

The carrying value of cash and cash equivalents, accounts 
receivable, and accounts payable approximate fail value due 
to their short maturity. 

Tlie fair value of restricted investments is deternlined based 
upon quoted market prices and rates. The carrying value of 
the investments is recorded at accreted value and the terms 
ai the  investment are within Note 4. ’Ilw estimated fair 
values of the restricted investments are as follows: 

Restricted 
investments $lX(,.6YO 5233,415 $180,650 $236,571 

It was not practical to estimate the fair value of patronage 
capital included within other deposits and investments due 
to these being untraded companies. 

lt was not practical to estimate the fair value of long-term 
debt due to Eig Rivers’ inability to obtain long-term debt 
from outside parties. 

1 I .  POSTRETG!EMENT BENEFITS 
OTHER TI-1P.X PENSlONS 

Big Riveis piovides certain puslietiremen1 medical beiielils 
for retired employees and theii spouses. A s  of July I ,  
2001, Big Rivers pays 85%~ of the cost fconi age 62 to 65 
for all retirees. For salaried employees who retired prior 
to December 31, 1993, Big Rivers payb 100% of Medicare 
supplemental costs. For salaried employees who retire after 
December 31,1993, Big Rivers pays 25% plus $25 per month 
oithe Medicare supplemental costs. 

On December 8, 2003, the Wledicarr Prcscription Drug, 
lmproveriiciit arid Modernization Act of2003 (thc”A4edicare 
Act”) was enacted. ?he Med~care Act created Medicare 
Part D, a new prescription tlriig benefit thaL is available lo 
all Medicare-eligible individuals, efkctive lanuary 1 ,  2006 
National Rural Electi ic. Coopeiative Association (’NXECA”), 
the provider of Big Rivers’ hcalth plan coverage thrnugh the 
NlZECh Grnup Henelits Trust ,  chose to Iwmnc a Mcdrcarc 
Part D piovider. EBcctivr Jaiiuary 1, 2006, Part D coverage 
is the only drug covcragc available to Big Rivers’ h.ledic;irc- 
eligible retirees. 

ount ratc used in computing Lhc postrciiiement 
obligation was 5.75% foi 2006 and 2005 A hcalth care 
cost trend rate of 9% in 2006 clcclining to 3 5% in 201 I was 
utilized. 



.%a assessment of the Company’s postretirement plan at 
December 31,2006 and 2005, is as follows: 

2006 ZU0.5 
Total benefit obligation . . $; (2,695) $ (3,339) 

ldhPBunded accrued 
postretirement cost. . . . . .  (3,787) (3,755) 

The cornponenrs of net periodic postrctiramcnt benefit 
casts far the years ended Decembei 31, 200G, 2005. and 
2W%, which are calculated based on actuarial assumptions 
an January 1. ruere as hollo~~s: 

3006 200.5 2004 
Benefitcost . I ~ $242 $286 $310 

Benefitspaid. . . . .  I71 216 188 

-II__ 

Expected retiree benefit payments projected to be required 
during &e years fallowing 2006 are as lollows: 

l‘cnr rllnOUJ1t 

2007, . . . . . . . . . . . .  $ 153 

2009. . . . . . . . . . . . .  if52 
2010. . . . . . . . . . . . . .  184 
2011 . . . . . . . . . . . .  199 

2012-2016. . . . . . . . . . .  1,246 

2008. . . . . . . . . . . .  142 

$; 2,086 

12 addition to the pos~retircnient plan discussed above, in  
1992 Rig Rivers began a postretirement benefit plan which 
vests a portion of accrued sick leave benefits to salaried 
employees upon retiicinent or death. To the extent an 
employee‘s sick leave hour balance exceeds 480 hours, such 
excess hours are paid al2091, of the employee’s base hourly 
rate at the time of retirement or death. ‘ k e  accumulated 
obligation recorded for the postrctircment sick leave 
benefit is 5294 and 5270 at Ifecember 31, 2006 and 2005, 
rcsprdively. Tile postretirrnien~ expense recorded was 51.1, 
$27, and 338 for 2006, 2005, and 2004, respectively, and the 
benefits paid were $20, $16, ancl S-0 for 2006, 2005, and 
2004 respectively. 

~ ~ * ’ . o ” ~ ~ - - ~ a p m n r n  *- 

12. BEtt:EFiT PLAN -- 4.0l(IC) 

Big Kivers has two defined conh ibution retiremrnt plans 
covering bargaining and salaried cniployees. Rig Rivers 
matdies up to 60% of Lhe first G%J of eligible employees’ 
wsges contributed. Employees geiierally become vested 
in Company matching contributions based upon years of 
service as iollow-s: 

l’tlnrs of Vrsierl 
Vistirg Service Percentap 

1 . . . . . . . . . . . .  .20% 
2 . . . . . . . . . . . .  .a 
3 . . . . . . . . . . . .  .60 
4 . . . . . . . . . . .  .80 

5 or more. . . . . . . . .  . lo0 

Employees are also permitted to make pre-tax contributions 
of up to 75% of eligible wages. Big Rivers’ expense undcr this 
plan was $193. $178, ancl $168 for the years ended December 
31,2006,2f)o5, and 2004, respectively. 

* p u * I u w w u y ~ -  - w P . - ”  

13. REL.4TEf;l-I’AK,I-fES 

For the yoars eiided December 31, 2006, 2005, and 2004 
Big Rivers had tarill‘ sales LO its members of $108,737, 
$109,439, and $105,004, respectively. In addition, for the 
years ended December 31.2006.2005, and 2004, BiS Rivers 
had certain sales to Ketiergy for the AIuminuni Smelters 
and Weyerhacuser loads of $57,374, $46,372, and $43,017, 
respectively. 

At I3ecember 31, 2006 and 2005, Big Rivers had accounts 
receivable from its members of $13,015 and $12,872, 
respectively. 

In October 2005, Big Rivers made a lump sum payment of 
$221 to Kenergy for the lease of office space in a building 
owned by ICencrgy. The charge for the lump sum payment. 
was deferred and is being amortized over the life of the 
agreement. 

14. COMltIiTMENTS AND CC)K:TXNC;ENCIES 

Big Rivers is involved in litigation arising in the normal course 
of business. While the results of such litigation cannot be 
predicted with ccrtainty, managenient, based upon ndvicc 
of counsel, belicves that the final outcome will no1 havr a 
material adverse eflect on the financial statenients. 

15. SUBSEQUENT E V E N T  

‘The Big Rivers board of directors adoptcd resolutions 011 

February 23, 2007, authorizing management, among othcr 
things, to exccutc a Transaction Termination Agrecmcnt 
Among Big Rivers Electric Corporation, LGkE Energy 
ivlxketing Inc., and Wesicrn Iieirtucky Eticrgy Corp  (the 
“Termination Agreement”). Thc ?i.rminitiun Ab 7 1  ’ wmciit I 

establishes the terms on which Big Rivers, on the one hand, 
and LGW, Energy Marketing Inc:. and Western Kentucky 
Energy Corp. on the other hand, agree to terminate a series 



ofcontractual relationships established in 1998 under which, 
among other things, 1G&E Enersy Marketing Inc. and 
Western k'enturky Energy Corp. currently lease and operate 
the generating units owned or previously operated by Big 
Rivers, and sell power to Big Rivers to use in meeting the 
requirements of its system. Those resolutions additionally 
authorize manzgement to sign viirious agreements under 
which Rig Rivers agrees to sdl i ts  member, ICenergy Gorp., 
850 h.Nc' in the aggregate for resale to Alcan Primary 
Produsttt Corparation and Century Nun~inum of I<entucky 
General Partnership, contingenl upon the closing of the 
transaction conteinplakd in the Termination Agreemcnt. 

Reid Plan1 Unil 1 
Glean Plan! Untl 1.2 Colarnari Plan1 

Unit 12.3 

l_lJ Jackson Purchase Energy 

D Meade County RECC 
Kenergy Corp. 
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Years Ended December 31 I (Dollars in thousands) 

2006, 2005 2004 2003 2002 
SUMMARY OF OPERATIONS 

Operating Rwenue: 
Power Contracts Revenue . . . . . . . .  .T; 200,692 16 191,280 $ 175,777 $ 162,432 $ 146,548 
Lease Revenue. . . . . . . . . . . . . . .  57,896 57,675 56,753 53,040 5 1,094 

TotalUperatinSRevenue. . . . . .  258,588 248,955 232,530 215,472 197,642 

Operating Expenses: 
Power Purchased . . . . . . . . . . . .  11.1.516 114,500 106.099 96,577 85,722 
Transmission and Other . . . . . . . .  21,684 20,309 18,674, 17,383 14 ,G69 
Maintenance. . . . . . . . . . .  3,652 3,195 2,597 2,G17 3,100 
Depreciation . . . . . . . . . . . . . .  30,408 30,192 29,732 28,257 27,745 

Total Opeiating Expenses . . . . .  171’3.260 168,196 157,102 1@,834 131,236 

Interest Expense and Other: 
tnterest . . . . . . . . . .  . ”  611,734 59,639 56,923 57,645 59,801 
lnterest on ObIigations Related 
to Long-Term Lease . . . . . . . . .  9,505 9,109 8.i25 8,355 8,003 

. . . . . . . . . . . . . . . . .  111 124 158 I36 1 47 Other-net 
Total Interest Expense Sr Other . ?0,3iO 68,872 65,SOh 66,136 67,951 

-__l_..-__l_-- ---- 

Ope~~tingMargi i i  . . . . .  . . . . . . .  17,955 1 1,887 9,622 4,502 (1,545) 

Non-Operatingklargin . . . . 16,584 14,456 12,403 13,847 11,600 

NEThllARGlN. . . . . . . . . . . . . . . .  $ 34,5$’ $ 26,343 $ 22,025 $ 18,34*9 !$ 10,055 

SiJi*.~fhlARY OF ASSETS 

Utility Plant in Service. . . . . . . . . . . .  $1,2:31;230 $1,714,850 $1,698,519 $l,G39,755 $1,551,313 
. . . . . . .  13,085 12,706 15,068 61,504. 104,898 Coiistruction Work in Progress 

Total Utility Plant . . . . . . . . . . .  1.7-4435 1,727,556 1,713,587 1,701,259 1,656,211 

. . . . . .  826,647 798,654 772,338 754,301 734,076 AccumuIatPd Depreciation. 

Net Utility Plant . . . . . . . . . . . . .  $ 917,668 $ 928,S72 !% 940,6449 $ 946,958 S; 922,135 

..- 

- - 
TOTAL ASSETS. . . . . . .  . . .  . .  .s1,25;1.,389 $1,225,980 $1,220,&0 $1,182,856 S1,1645:32 

EXEIZG‘I SL41aE5 . M \X’h 

bfember Ruraf . . . . . . . . . . . . . . . . .  ,.‘2:?i,55.i 7,262,698 2,132,801 2,089,688 2,1 14,691 

Clther . . . . . . . . . . . . . . . . . . . . . .  2,062,786 2,021,365 1,868,657 1,508,516 1,042,4,96 
Total Energy Sales . . . . . . . . . . . .  5,231,342 5,255,306 4398,660 4,560,874 4,234,509 

t’vleinber Large Industrial . . . . . . . . . . .  %h,502 9: 1,243 997,202 962,670 1,077,322 
.-*--- 

I’?.jRCI IhSED ENEI’\G\’ - Xl\YIl 

I.G&E Energy Marketing . . . . . . . . . . .  4-,9SO,SOii 4,947,727 4,623,h20 4,106,024 3,862,970 
Southeastern I’ower Adiiiinistrntion I I . . 242,099 196,982 270,762 250,043 287,318 
Other . . . . . . . . . . . . . . . . . . . . .  71.533 60.169 156,6G5 260,474 139,591 

Tutal Energy Purchased . . . . . . .  . ,  5,294.158 5,304,S78 5,051,047 4,616,541 4,289,879 

K.:E’T C:XIJAUITY .. h4W’ 

Net Generating Capacity Owned* . . . . . .  1.459 1,459 1 A59 1,1159 1,459 
Rigills to WMD&L Station Two* . . . . . .  217 217 217 21 7 218 
(.)tiler Net Capacity Available . . . . . . . .  178 178 178 178 178 

*big Rivcrs o i w s  itx 1,4.59 m!gawcitt.s ojelectrir gL.,zeralbi~/~cililics aiid it has rights to thc HIQLPGL Strltiort Trvo/kdity 
AN qf tlicscjkilitiies arid rights 12nvc beer1 leased to certain n-liutes cLftlie E.ON L I S .  IJurties. 
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APPENDIX B 

MJZMBER FD?JANCIAI, AND STATISTICAL INFORMATION 

Finand  arid statistical infoirnation rclating to Big Rivers’ three nilcinbers IS set forth in the 
fcdPowing ddes. T&le 1 contains selected operational and h a n d  information. Tables 2 and 3 
show &e “rerage number of customers served and annual hWh sales by each Il.icmbcr by customer 
class. Tabk 4 identifies the annual revenues of each Manber bg customer class. Tables 5 and 6 
describe &E sdected fmanckl infoonnation. 

The assets, liabilities, cquitp, revenues, and mwgins of the hkmbers Sl lOdd not be attributed 
KO Big Rivm. The Memnbers we not 13ig Rivers’ subsi~:irics, but rather its owners. Big Rivers haw 
no legal intaar in tl3ek properties, liabilities, equity, xevenuc‘s or margins. In addition, the revenues 
of OUF Mmbcls arc not pledged to us, but tlieir remnues arc rlzc sowce from wliich they pi? for the 
capacity and mcrg.r. they rcceive frcini us. Revenues of the Members are. howevcr, plcdgcd undcr 
daek aes7~ectirc mortgdgcs or othcr financial documents. 

Our Members operate on a not -for-profit basis. 44ccuinulated margins remining after 
pymmt of c s i ~ s c s  and provision for deprcciation constitute patronage capital of the customers of 
the k.lemlttzs. Rcfunds of accumulated patronage capital t o  the indkidual cusmmcrs are made from 
time to tinme on a patronage basis subject to each iilember’s poljcics and in conformity with 
b rzdons  conmixled in each Member’s financing arrmgemcnts. 

??w inionnation in h e  tablcs below has been tdwi from the RUS Ihincial  and Statistical 
1Zepnrt.s (RIJS Form 7) prepared by our Members. Neither we nor thc RL% has indcpcndcndy 
rchified this information. Wc liave compiled the information in the “T~lal’’ columns from thcsc 
KLJS Fomx 7. The information in the tables lxlow may not be inrlica&e of die futurc results of 
OUT Mcmbcrs. 



Table 1 
SELECTED STATISTICS OF EACH MEMBER 

(as of December 31) 

- 200G 
Avg" MOII~ hl!r licside11tial RCV. ($) ...... ...................... 
.+vg. Monlhly kXli  ....................................................... 
SLvg. IZcsidential Rev. (cenrs/lc\~i) .......................... 

'riimcs Interest Fhriled Ratio ........................................ 

Equity/'lbtil Capitalization ......................................... 
EqLIity/Asscts .................................................................. 

- 2005 

hvg.  hlonthly ItLvll .......................................................... 
Avg. A4tmuldy Residcritial Rev. ($) .............................. 

Arg. Residential Rev. (cents/k\Xli) ............................ 

Times Interest Earned kit io .............. 
Ecluity/L\ssets .................................................. 
Equity/Total Capitalization .. ................................. ..... 

- 2004 
.ivg. hlonhly Residential Rev. ($) .............................. 
:\vg. Monthly liWh ...................................................... 
~ ivg .  l?.csidcnrial Xcv. (ccnts/k\T'li) ......................... 

Tinles Interest Earned Ratio ........................................ 

Eyui1y/l'olal Ciipit:ilization ......................................... 
I9quUty/hsscts .................................................................. 

- 2003 
:\vg, hhntli ly Residentin1 Reo. ($) .............................. 

Avg Rcsideiilial Rev. (ceriw/k\Y 

'l'imcs liitcrest Eained liatio ........................................ 

Avg. Mon1hly ktY% ...................... 

Kqlliry/r\ssets ....... ....................................... 
Equitp/T'otal Capiralizat. .............................. 

-- 2002 

Avg. MonIhly k\X% .................. 
z\vg. Resid cntial Kev. (ccii ts/li\Tli) ............. 

EcJuity/--\ssets .................................................. 
Times Interest Earned Ratio ................................ 

l~,c~~iity/7'ot a1 Cnpirilization ....................................... 

.70 
25% 
31% 

3,776,928 
61,038,775 

6.19 

1.35 
27% 
33% 

3,517,332 
56,202,687 

6.04 

1.82 
29% 
.35(!'0 

3.41 8,340 
3,357,011 

5.915 

2.08 
29?6 
35% 

Mcodc 
J ncks on 
Piitchasc 

1,631,443s 

6.31 

1.50 

26,795,891 

20'/n 
.p''$, 

1,7O3JH 8 
?? ,085,249 

6 2 9  

I .?1 
3 1% 
34% 

1,578,716 
24,874,860 

6.35 

1.93 
31% 
34'51 

1,517,778 
24,264,873 

6.26 

1 .SCI 
i2";Ii 
34 "hi 

1,S03,074 

6.14 

1.52 

24,49o,s50 

3 0% 
i3'!*b 

1,987,332 
31,904,583 

6.33 

,96 
j7%1 

4 2u.'U 

7J51,4 1 'I 
37,891,128 

6.21 

172  
4 1 
45'51 

1,903,456 
30,477,096 

6.25 

1 8 9  
4 3'!V 
470/0 

1.881.134 
30,082,337 

0 35 

1'3-1 
43"1, 
4 7%) 

1,926,OOi 
31 ,O33,957 

6.21 

101 
4 1 '%I 

4 S V O  



Table 2 
AVERAGE NUMBER OF CONSUMERS SERVED BY EACH MEMBER 

PER MONTH BY CONSUZMER CLASS 
(Year ended December 31) 

- 2fN6 
Residcutial serrice ................................................ ..- ....... 444,4211 25,001 25,608 
Conmer&l& hdusGd .............................................. 9,364 2,001 2,810 
Otlacr 76 6 I “5 ................................................... 

L.” i otal Consumers Senred ...................................... 53,860 27,008 2S,46 1 

2005 
Rcsidmua! Sen?ice ......................................................... 45,016 24,532 ?S,330 
(lommcrcial & lndustrial .............................................. 8,174 1,977 2,763 
Clthcr ............. .,...- 74 6 11 ...................................... *..$ .................. 

Total Consumers Scrved ...................................... 53,264 26,515 28,305 

Kcsidcndd Senice ......................................................... 45,579 24,159 25,030 
200.1 

Commercial & industrial ........................ .-.. ................... 6,944 1,953 2,662 
69 6 12 Olher ............................................................................... 

- 1  I otal Consumers Served ...................................... .52,592 261 1 8 27,704 

4,967 23,621 24.81 7 
2003 
12csidmdal SenGcc .......................... 
Coininertial & Inciuiid ........................................... 6,765 1326 2,s 13 
C.)ther ............-.... 137 6 13 

Toid Consumers S e n d  ...................................... 51,869 25,5.53 27,343 
............... ........................................... 

- 2002 
Rl.xisldaUal Scrvice ......................................................... 4,534 23,195 24,627 
Commercial Kc 1ndusni:rl .............................................. 6,608 1,883 2,447 
Otllcr ...... ._...--. 1 72 6 13 

Tord Consumers S c w d  
................................................................. 
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Table 3 
ANNUAL MWh SALES BY CONSUMER CLASS OF EACH MEMBER 

(Ycnr ended Dccembcr 31) 

20Dh 
Residentid ScI*(:ice .............. 
Commercial E; Industrial 

...................... 

......... ..L ............................... 
- 2005 
Residenual Senrice ~. ...................................... 
<kmmercial & Indu 
Clthcr .......................................................... 

*f'ot:\1 XI\Vh Sales ............................................... 

2- 
ResidcnGI Sen4ce ......................................................... 
Commerdnl & Industrial ............................................. 
Other ................................................................................ 

Total M\Yh Sales .................................................... 

2003 
Kcsidcntid Service ........................................................ 
~~ornincrciiil h Industrial ............................................. 
Othcr ................................................................................ 

Tot:d A l l w l l  sales. .................................................... 

20AZ 
Residential SCirrice ................ 
Ci,mmrrcial & 1ntiiistri:ii ..... .................... 
Other ....................................... ...................... 

-I'ata1 h.lW1 Snles ................................................ 

710,353 
8,666,412 

1,.512 
9375,877 

7 3 z m  

1,523 
8,614,052 

0,348,040 

GOS,432 
8,659,531 

1,482 
9359,445 

686,281 
6,645,138 

1,752 
9,335,174 

701,'770 
8,592,853 

1.806 
9.209;159 

Meadc 

321,551 
94,473 

1,006 
417.030 

___--._--I 

352,023 
95,009 

992 
421.024 

298,398 
91 ,I 97 

977 
390,672 

291,I?(J 
88,950 

9Gl 
i81,090 

293,890 
88,025 

045 
782,860 

Jackson 
Purchase 

387,855 
246,707 

649 
630,221 

394.694 
252,(1'11 

676 
64R,3G 1 

365,716 

702 
242,130 

608,568 

360,388 
233,368 

63 5 
594,9411 

"372,1117 
3 4 , 8 0 9  

563 
607,779 
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Table 4 
ANNUAL REVE;NUES BY CONSUMER CLASS OF EACH MEMBER 

(Year ended December 31) 

ZOoG 
Residen~d Senice ......................................................... 
C:ommercid & 111dusrrid .__.__. .... ................_. ................ 
Other ................................................................................. 

1 nr:J FJccnic Sdcs ...................................... .. ........ -.. 
Orher Qcnting Rcvcnuc ............................................ 

I #tal c)pemting Iievenuc .................................... ,. 

K&dentkd S~mice ...- .................................................... 
Cununercd 8; Industial ............................................... 
Clthcr "-_...I ......................................................... 

' I bn l  Elecuic Silies ................................ !.. ............ 
Odler Operating Revenue ......................... 

?'otat npcc&g Revenue 

-- 2004 

Ctmmerckl fir Industrial .... ..-......... ............. 
............................................... 

.............................................. 

............................................... 
Other Optmtirlg I t w a ~ u c  ........................ 

Totd Upenting Rct-nue 

- 2003 
12csidCntid S ~ r V i t C  ............ ........................................ ...... 
Coininerd & Industrial .............................................. 
OB1er ................... ,. ........................................................ 

Total Elecrfic Sales ............................................... 
Ottler Operating Rcv~zcle ............................................ 

1'01:iI Opcmling lievenue ...................................... 

943,955,864 $20,297,372 523,847,988 
278,405,909 6,475,634 12,533,652 

76,718 
8322.565.980 $36,835,599 $36,457,168 

-..- '04 307 04,593 -I____r_-1-- -I_ 

$42,207 $89 $18,'14-+,59U $22,84 1,472 

190,452 __ -_;~----.-.--___ 67 952 7 8 ~ 7 8  
$280,499,481 rfi?,5,211,7G8 $34,759,323 

f5281,7 10,528 $25,968,656 $35,538,125 

238,101,040 6,203,226 11,839,473 

- 

--.1- 

756,886 778,802 1,211,047 -__I_ ......I_̂ - 

$41,020,077 $1 8,213,337 $22,573,806 
237.1 81,993 5,076,022 1 l ,W,994 . ,  

201,776 60,407 ___ 73,934 ___ 
$278,403,846 $24,249,766 $341 48,734 

806,971) 
$177,674,782 $34,991,827 $34,355,713 

1,270,936 ,742m 

$1 8,038,885 $23,3 17,043 
5,670,332 11,545,779 

20"9327 58,417 68,870 
I ..".. 5285,724,080 83,965,6.34 $34,726,140 

684,088 602,303 

____l___,_-l____l__l_l__ 

........................ .___- I-.- ~ ___......".-_-. ~. Other Operaling Kcvenue .. .. 
$24,649,723 835,32R,;C43 



Table 5 
SUMMARY OF OPERATING RESULTS OF EACH MEMBER 

(Year ended December 31) 

ZOoG 
Operating Itevenut. & 1'~tron~g~ C:tpid ............. - 
Dcprc,ci:irion & iimorrizarion ..__ 
Other Openling Ekpmses ........................... ....-- .. 

Elcctxic (3pemring Margin 
()they Inconx ............................................................. 

C;ross Operating Margin ..-. I .-.. 
Interest on I,ong-:-'em Debt (1) _.._.I 

T:LX F3spmst.s .......................... ........-. 
Other acductions ................-........... 

Net Margins..... ........................... 

- 2005 

I3cprcciaiion & ..tmortization ................................ 

Electric Operating 1ZIatgin ............................. 

(;TOSS 0 pcrarig 3 iargin ................................ 
Interest on 1.,ong-tem1 Debt (1) ........................... 
1 as Espcnscs ..................................... ........................ 
Odicr Deductions ............ "....-. ................................. 

Operating Kr.rcnuc 8r Patronage Capital ....-.. ..... 

()tl1er opernting Fxpmscs ....- ................................. 

............................................... 

,. 

Nci Ahrgins ..................... 

Depreciation & Amonization 
Othcr Operating Espmses . ....- ................... 

Electric Opualing Margin .............................. 
C>ther Income ......................................... 

Gross Operaling Margin ....... ".... 
h e r e s t  on Long-term 13ebt (1) ......... 
*r:lx E~~~~~~ .................... 
Other Deductions .................................................... 

Net kLugks ................................ ...._..... ............ 

_I 2003 
Operating Revcniie 6: I'atronagc Capital ............ 
Depreciation Lk r\m ortlzarion .......... 
Cltllcr Oper&llg Expmsts .............. 

f3lecrric (.)perath~g Margin ............................. 
Other income ......................... ...................... 

Gross OpC!lX&lg hkIX.b& ............................. 
Inicrest cin big-term Debt (1) .......... 

5323837,577 527,674,024 $17396,373 
6,737.51 5 3,4 97,883 3,E5,100 

.32,190,24 --....-..--- 31 4,562,563 22,505,681 . 
---."-- 

$3,047,479 $2$70,46D $1,971,029 

5,183.057 1,900,026 2,660.51 7 
27 1.795 33:109 41,657 

I 
246,961 45,024 68,334 

($1,594,436} $1,002,064 ($107,510) 
_ _ _ _ ~ _ _ _  _____-_I ..... 

$289,264,858 $27,?57,054 $37,925,200 
5,752,7 82 231 8,515 3,131,797 

31,401,810 
$5,[)49,77@ $2,!!25,308 $3,391,593 

- _ -  278,162,306 22,513,231 
I 

240,075 525,021 
56,106,3621 $3,166,283 85,916,614 

I ___I______- 

1,056,098 

4,138,546 1,808,023 2,211,5S.i 
269.762 25,105 40,!!96 

--- 

$181,710,528 $25:168,656 535,535,725 
5,589,176 2,176,360 3,027,261 

21,2235,501 29,067,21 S 
....--e- 

270,974,077 

947,248 

-___ $5.147275 92,556,995 $3,443,646 
23,321 .130,?10 - 

$6.004.523 $2,7Y0,31r) $3,874,356 
> ,  

1,990,763 3,063,499 1,404,39'1 
275-720 26.748 42,504 
1961350 41,305 68,601 - -__ _-_- -...... ...... ---- 

$2,558,9.54 $1,306,875 $1,772,488 

$270,674,782 $24,991,827 $34,9.55,713 
5.27 4,279 7,069.065 2,968,444 

267,916,aw 20,262.326 28,479,357 
_-I___I___ _pl_____-- 

$6,483,694 $3,660,436 $3,507,912 
181,5 17 264,?93 -__ I- 

003,37G 
I__-_. ___^.- 17.387.070 92842.053 33,772,705 
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mz 
Operating Iicvciiue 8.z Patxannge Cnpii al. ............. 
Depreciation S: hwxtizntion .................... .........._ 
Ohcr 0pcr;lring Espnscs ......... ..._..........-........... 

Electric Open1ting MIirgin .............................. 
Other Income .......................... 

Gross Opmiting fijfurgin ................................. 
Intercsi on 1,ongterm Delit {I) .................. .......-.. 
?j, Expenses ............................................................ 
Otlrer Deductions .................................................... 

Net R.lar;Sms ..................... --..” .................... .....- 

$24,G49,77’, 
2,000,863 

I c),897,O55 
$2,751,804 

197,409 
$2,949,215 

1,5S1,326 
30,432 

X-. 

- - 

35,918 
$1,301,542 

- L_ 

$35,32S,413 
3.1 90,542 

28,766,029 
$3,371,872 

168,155 
$3,540,027- 
1,940,605 

43,821 
375,430 

$1,180,171 

- ..- 

-- 

--I___ 



Table 6 
CONDENSED BALANCE SHEET INFORMATION OF EACH MEMBER 

(as of December 31) 

Kenergy hkadc Jnclcson Purchase 
--___I___ ---- I___-p ._I___ 

$21 7,737353 -570,4s9,27 $108,461,681 
48,193,715 19,289,710 il314,276 

$1 69,533,638 960,199,617 976751,105 
10,054,i71 12,' 14,096 

$211,260,897 $70,253,988 $89,366,501 

~ ---_ -....-_-l___l_-. -- 

---____._I 

42,727,209 -__ 

$52,548,483 $20,L56,300 $34,444,409 

8,368,135 
11 7,705,836 43,229,316 46,653,947 

$212,260,847 $70,UQSX $89,466,501 
.I_"--__L1p- 43,006,528 6,768,372 --- 

- P - 

$209,103,179 $73,116,639 $101,827,')30 

I_- 

17,965,7G?. 29,579,797 
$163.774.669 855,150,877 $ 7 2 3  8.1 33 

-- 4.5,328,490 
__--I 

. , I  

10,080,875 1 l,i56.467 __ -----_-- --... 40,644,443 .- 
$20&,419,138 $65,231,752 $83,604,600 

$54,917,697 $1 !499?,594 $34,568,879 
I 13*4H%267 38,921945 41,?26,91? 

6,31521 3 7,308,8(W 
$204,413,138 $65,231,752 $S3,604,GOD 

...._---- I___-- 

36,017,174 I.____- 

_ _ _ _ _ _ * _ _ o _ _ _ _  

9,755,788 
$199,lrJ0,556 $61,'!16,128 $77,547,079 

~- 3 8 ,M 7,024 9,189,311 - -"I - 

$5'7,960,426 $19,208,836 $.33,00 1,972 

6,683,500 
107,634,515 36,926,192 77,856,607 

$299,640,556 961,916,128 577,542,079 
.-. -- 5,781,100 -. 34,045,615 



Equiq- 
Imy,-rerm Debt 
Other liabilities 

T'od Equity & I&biSitics 

$5G,716,409 $1 8,470,849 $31,256,688 
106,177,782 36,l G4,1?1 35,0945 I9 

73238,'226 
$lY7,317,107 $58,600,742 $73,590,133 

- -- 34,420,936 3,965,722 
- I - ~ -  

$1 84,043,959 860,768,7 17 $89,548,676 
24,385,527 

$148,962,283 $46,260,846 '$65,163,349 
7,237,755 

$1 90,512,406 $58,265,269 $72,4Jl ,I 03 

I 

35,081,676 14,507,871 

41,550,123 12,004,423 

I 

-- _____--__-.I ---II___.--_. - 

$56,M2$37 g 17,766,967 $29,522,988 
98,73,901 36.1 51,900 36,667,275 

4,346,393 6,215,831 35,74,0G6 
_I_ - - -- - 

FY 9U,512,4C)6 $58,265,269 $?2,40 1,104 
___p - 



APPENTlIX C 

SELECTED FINANCW INFORMATION 

Projected Market Rates ($/ Mwrh) 

2008 
2009 
2010 
201 1 
2012 
201 3 
2014 
201 5 
201 6 
2017 
201 8 
201 9 
2020 
203 1 
2022 
2023 

hlarlict Prices 

48.40 
51 .34 
49.47 
50.22 
48.34 

51 3 2  
53.69 
52.59 
53.75 
54.70 
57.55 
57.70 
56.1 1 
50.04 
59.1 2 

51.48 

Competition and Rate Comparisons 

r I I l ~  foUowving chart comparcs the average rcud rcsiiientid rate for each of thc Members. 
'Ihe comparablc retail rcsidcntial rates for geqyzphically adjacent inwsror-owned utilities and 
cooper:itives arc also prcscnted. 

January 1,2004 Avcrage Retail Residential Rate (cents per IC%%)(') 

......................... 
............................. 

....................................................... 
](elitu&y ] 'OWE~ (*%I?) (lOU) ............................................ 

...... Dukc Energy Kmtucky (IOU) ......................... 
Blue Crass 12nergy (co0pcoitj-c.c) 
Inler-Counr\. ~ , n e r g .  ( c o o p ~ n t i ~  

6.18 
G.23 
6.31 
6.76 
G.02 

6.48 
8.02 
8.28 

6.50 



APPENDIX D 

1. 

3 .... 

3. 

4. 

c 

3.  

6- 

7. 

8. 

9. 

LIST OF TERMINATED AGREEMENTS 

New I’articipation Agrccineiit Big Rivers, LEM, Western lientucky Ixashig Corp. 
(‘Yxaseco’’), Station Two Subsidiary and WIa3C dated, as of April 6,1998, as amended. 

Lease and Operating Agreement by and bchvcen Big Rivers and Lcaseco dated, as of July 15, 
1998. 

Power I’urchase ilgreenicnt by and between Rig Rivers md LE&? dated, as of July 15, 1998 

liansniission Service and Interconnection Agreement by and between Big Rivers, Station 
Two Subsidiary, I,IiM, and WKEC, dated as ofJuly 15, 1938. 

Assignment and Assumption :&geerncnt by and between f’sig Nvors and Leaseco cltted as <if 

jtdy 15,1998. 

Trmsformer Operation and Maintenance Agxecmeot bct\veen Wac, WKE COT., a 
k‘entuclq corporation (“ICE Corn,”) and Big RIvers, d:ited ]uly 15, 1998. 

Meter and Telemetry Equipment Operation and hhintenance ilgrcemcnt brtnrcen W I a C ,  
Station Two Sulxidiary, WKR Corp. and Big Rivers, datcdJuly 15,1098. 

Tdecommunication Agreement betsvcen Big RiTTexs and WiCEC, dated July 15,1998. 

SjTstcrn Disturbance Agrecincnt among Big Rivers, Station Two Subsirli,qr, WKEC, Kcncrgy 
(:is S U C C ~ S S ~ X  to Henderson Union Eleclecuic Coopcixtive COT. and Green River Energy) 
Elect& Corporation, Alcan and Century (successor in interest to Soutliwire Company), 
datedluly 15,1998. 

1 0. Designated Repl.csentati~ic/Alrcsnatc Designated Representative Appointment Agreement 
b y  and bet.lvecn 13ig Rivers, W m C ,  Gregory Black and Ralph Bowling, dated July 29,3002. 

11. Short PonnI,~asc by and bchvcen Big Kivers, WKEC, Stition Two Subsidhiy, LEA4 and 
K K E  Corp., dated July 15, 199s. 

12. Settlcmcnt and Release Agecinczir bctwccn 13jg l ~ s c r s  and ],EM, cffcctivc as of  August 5, 
3003. 

13. Operating :lssutiiptions and Practiccs rlgrecment bcmccn 13ig Rivcrs and I ,12M, csccutcd 011 

i2ugUst 5, 3003. 

11. Letter Agreement between Big Rivers and WKlX,  dared October 30,3003. 

15. Agccment for Scderncnt and liclcasc of Cl4&s between Dig Bivcrs and WKIK, LEM, 
Station Two Subsidiq, WKE Corp. and E.C>N, dared May 25,2004, rclating to the Wilson 
run-off pond scttlemcnt. 



16. Baseline Study Agreement among Big bwrs and die E O N  Parties, datcd October 15, 1997. 

17. Agrccmcnt for Professional and Environmental Sen.ices among Woodward -Clyde 
International Americas, WKEC and Rig Rivers, dated October 15, 1997. 

18. The letter agrccrncrit dared February 19,3002, betmeen RKEC and Big Rivers including the 
letter attached thereto ditcd November 29,2001 from David Spainhoward of Big i k x s  to 
Rob Toemr of WKEC. 

19. Settlement I~romissory Note dated JuIy 15, 1998, to I,EI\.I (or its permitted assignec or 
endorsee}, in the origiml principal amount of $3 9,675,603. 

20. RUS Mortgxge. 

22. LEM Mortgage. 

23. Nav I'articipation Agreement among I3ii Rivers, L.T;,M, 1YKE Cotp, Stltinn Two Subsidiary 
and W<EC, dated April 6,1998. 

23. Amended and Restated Guaranty esecuted bf E.ON as successor trr ].,<>&E Energy Corp. 
on April 6,1998. 

35. Aincndcd and Resated Guarantee ctltcdJuly 15, 1998 made by LEI.. 

26. lxtter agreement among WKEC, Big liivcrs and Texas Crs Transmission Corporation, 
&ted December 20, 2000. 

27. Dcrnand Promissoy Note papble to the United States of America dated July 15,1998 in the 
original priiicipd amount of $93333.33. 

25. Promissory Note (JA,EjPVI Advances) dated July 15, 1998 made b y  Big Rivers to LEM. 

29. Agrcement for Electric Service between Green Kiwr Electric Corporation (predecessor to 
Kenerg);), Soutliwire Company (prcdecessor to Cennq), and rllcan Aluminum Corporation 
(predecessor to Alca~), datedJuly 15, 1998. 

.XI. Sofhvare IJccnsc iigcemcnt between WKEC and Big Rivers, dated J~dy  15, 1998. 

31. Idease arid Option Agreement benveen Hig Rivcrs and EW?C, datcd )u1!. 15, 1998. 

.X Gcnerntiori L>isp:itclling Scn7ices Ageemcnt between Big liivers, WKEC and ],EM, dated 
July 15, 1998. 



-3.2. i<conoinic Development Agreemcnt among l,EM, Big Rivers and the dicn membcr 
coopcrativc of Big Rivms, dated as ofJune 18,1997. 

35. lntctitn Uiholcsale Marketing Assistance Agreement, Agreement bemeen Big Rivers and 
I,EM., dated as of June 18,1997. 

16. Apecmenr for Ekctric Seivicc between Henderson Uilion Elccmc Chopcraurc C m p  
(predecessor to Kener& slnd illcan Aluminum Corporation (prcdecessor t o  illcan), dated 
Iuly 1-5,1998. 

-37. Agreement for Tier 3 Electric Service (2001-2002), dated as of ]uIy IS, 1998,as amended, 
behvccn Kcnerg). and =hi. 

38. Security and Lock Box Agreement among I'NC 13ank, N.A., LEM, I<energ (a ~uccessor of 
Grc~m R ~ W K  Electric Corporation), Southwire Company, Century Alutninum Chnpan-y (as 
successor of Souiliwire Company) and Ccntui-y rlluminurn of I<cntucky I JX (as succcssor 
of Southwire Company or Century Alurninurn Company), dated as of jdp 15, 1998. 

-39. Security and I ~ c k  Ros Agreement among PNC Bank, N.A., LEM, Iccncrgy (as successrw of 
Henderson Union Electsic Cooperative C o p ) ,  hlcan Corporation (as successor of Alcnn 
~hJnkiUm Corporation) and &can 1'rhm.q" Products Corporation (as succewx of Alcan 
Corporation), dated as of July 15,1998. 

40. Assurances Ag;rcerncnt among LEM, Southwire Company, Century Aluminum Company (as 
successor of Souitkiwirc Company) and C n t q  Aluminum of limhicky LIC (tts succcssor 
of Cenrury Xiuminum Compny), dared as ofJuly 15, i998, as anicnded. 

41. Specid Assignment Agreement among Scutliwirc  ompa pan^, C;cntury Aluminum o f  
Kcnhicky IdLC, Century Aluininum Company and I,EM, dated a s  of hfarch 26,2001. 

42. Assumption and Consent Agreement: among .%lean Prirnaiy Products Corporation, Stition 
Two Subsidiary, I,TiM, WKEC and Kcnergy, dated as of August 1,2003. 

43 :lssurmces Agccinent among IXM, Alcan C:orporation (as ~uccesscir of Alcan Aiuminuni 
Corporation) and Alcan 1'rirnai-y Products Corporation (as successor of Alcan Corposztionj , 
dated as of J uly 15, 1 998, as amcnded. 

44. Load AIIanagcmcnt Agmment for Elccbic Power Supply among LISM, Southwire Company, 
Cuitui? .Jluminurn Company (as succcssor of Soutliwirc Company) and Century Aluminum 
of  I<L~tuctip JLC (as successor of Century Aluminum Company), dated as of July 15, 1998. 

15. 1 % ~  I ,oad h4an:tgemcnt r\greement for Elcctnc Powes supply among I,]%( r l l c m  
Coipralion (as succcssor of Alcan Aluminum Corporation) and Alcan Primary 1)roducts 
Chiporstion (as successor of Alciln Corpoxation), dated as ofJuly 15,1998, as amended. 

46. l l i c  Guamnties to Grecn River Eleccric Corpomtion and Henderson Union Electric 
(hopcmtiac Corporation Co~rp., respectively, each dared July 15, 1 998. 

F- 3 



47’. l’he nvo Guaranties, each dated July 15,1998, to (i) Soutfrsvk Company, Century 
r\lunniflum Company {as successor of Southwire Compmy) and Century =\luminum of 
Kwtlucky W G  (as successor of Southwire Company or Century Aluminum Company), and 
[i lAlcan Corporation (as successor o f  Alcan Aluminum Corporation} and Alcan l%&nary 
Products Corpomtrion (as successor of AIcan Corporation). 

48. Agreement of Rig IRiTrcrs Electric Corporation With Respect to Future I~olicies and 
Procedures Regpding Big Rivers’ Transmission System between Big Rivers and the 
hlmbers, datcd as of July 15, 1998. 
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BIG RIVERS ELECTRIC CORPORATION’S 
RESPONSE TO THE ATTORNEY GENERAL’S SUPPLEMENTAL, REQUEST 

FOR INFORMATION TO JOINT APPLICANTS 

March 6 ,  2008 
PSC CASE NO. 2007-00455 

Item 104) Please refer to the Response to OAG #l(h), third paragraph where issues 

with the City of Henderson are discussed. Assume each of the business issues between 

Big Rivers and the City of Henderson are resolved in the City’s favor, and incorporate 

such assumptions as revised inputs to the Unwind Financial Model to produce a 
sensitivity run. 

a. Identify and describe each of the business issues and the related 

changed model input. 

b. Provide the Unwind Financial Model-City of Henderson sensitivity 

run, in electronic spreadsheet (.XIS) file format. 

Response) 
December 12, 2007, outlines the status of the negotiations at that point in time. The 

principal and only outstanding issue of any magnitude between Big Rivers and HMP&L 

is HMP&L’s position that it wilI not consent to the IJnwind Transaction unless Big 

Rivers agrees to amend the Station Two contracts to improve significantly HMP&L’s 

position under those contracts. HMP8tL insists that this improvement in its position is 

justified by what it contends are unfair terms contained in the original contracts entered 

into in 1970, and in subsequent amendments to those contracts. Modeling the effects of 
the City’s proposals would be unreasonable and unrealistic because the Unwind 

Transaction cannot proceed under those conditions. 

The attached letter from Michael Core to Mr. Gary Quick dated 

Witness) Michael H. Core 

Item 104 
Page 1 of I 



Teras 
E 1 e c t r i c C o r p o r a t i o n  

December 12, 2007 

Mr. Gary Quick 
Henderson Municipal Power BL L,iglit 
100 Fifili Street 
P.O. Box 8 
Henderson. K.Y 42420 

Re: HMPBrL, Station Two 

Dear Gary: 

Here is Big Rivers' understanding of HMP&L's requirements for its consent to the 
IJnwind Trmsaction and Rig Rivers' response to those requirements. 

Representatives of Big Rivers and HMPgtL met on November 6, and again on November 
20, 2007: in an attempt to resolve any remaining issues regarding HMP&L's consent to 
the Unwind Transaction. The following are the issues presented by HMP&L to Big 
Rivers by letter dated August 3, 2007 and Rig Rivers' stated positions at those meetings. 

1. HMP6iL's Position. 

Station Two Fuel: 
Subsequent to the IJnwind Closing Transaction Date, HMP&L requires all 
fuel burned at IJnit One and IJnit Two at Station Two to be within the design 
specifications for each Unit. 

BFGX Proposal: 
Big Rivers and HMPBLL should agree to burn nothing other than bituminous coal 
in the Station Two units without approval of both parties. Big Rivers and 
HMP&L should agree that each party can sit in on the other party's coal bid 
opening. Big Rivers and H;C\/IP&L agree not to burn Pet Coke in the Station Two 
units. 

Your Touchstone Energy Cooperative 
rL---- 



Mr. Gary Quick 
Re: Conditions Precedent to TJnwind 
December 12.2007 
Page 2 

2. HMP&L’s Position. 

Station Two Fuel Inventon’: 
During the past few years, there have been substantial coal inventory losses 
and therefore accounting adjustments to the coal pile a t  Station Two. We 
believe there have been internal inventory control problems for the fuel 
inventory at Station Two. The current methodologies used for delivery, 
controlIing, and accounting for the Station Two coal inventory must be 
improved and new methodologies established. 

BREC Proposal: 
Rig Rivers told HMP&L that it is willing to look at the inventory process and 
discuss this process with HMP&L. We are always interested in ways to improve 
processes. However, we are reluctant to amend the contracts to reflect this until 
or unless it is demonstrated the contractual process in place isn’t working. Big 
Rivers is open to language from HMP&L to address this issue. 

3. RMPGrL’s Position. 

Recruitment of HMP&L Emplovees: 
HIMP&L has asked Big Rivers not to directly o r  indirectly attempt to recruit 
HMPGrL employees for employment positions within Big Rivers’ system 
prior to or after the Unwind Closing Transaction Date. We understand, 
however, that HMP&L employees may make application for employment 
with Big Rivers. KMP&L is not requesting that Big Rivers refuse to consider 
applications submitted by HMP&L employees in response to Big Rivers’ 
normal media advertising and other recruitment processes. 

BREC Proposal: 
Big Rivers agrees to HMP&L request. Big Rivers wiIl verbally agree not to 
directly recruit HMP&L employees prior to or after the Unwind. From time to 
time Rig Rivers advertises for employment, as does HMP&L, and such 
advertisement is not considered directly recruiting. No contract change is required 
for this issue. 

4. HMPGrL’s Position. 

NERC Re4 u irem en ts : 
The physical connections of the HMP&L facilities to Big Rivers facilities and 
the Big Rivers Station Two Operator responsibilities will require certain 
facility inspections, reporting, and compliance with NERC Standards. 
HMPGrL is requesting that Big Rivers execute an agreement whereby Big 



Mr. Gary Quick 
Re: Conditions Precedent to Unwind 
December 12,2007 
Page 3 

Rivers will assume responsibility for certain related NERC HMP&L 
compiiance requirements, at  no cost to HMP&L. 

BREC Proposal: 
David Crockett presented the “Straw Plan” “Proforma” copy on agreement and 
discussed four NERC Compliance Issues; they are SCADA for 1 6 1 1 ~  
transmission facilities: Cyber Security; Load Shedding: and 
Compensation/L,iability . The document was left with HMP&L, to review. 
HMP&L will provide comments and thoughts on or before November 20, 2007 
(next scheduled meeting). No discussions were held regarding the compensation 
BREC would need to provide these services. BREC made it clear that this was 
not a proposal but a document for them to review to see if this is what they had in 
mind and to comment on. 

5. HMP&L’s Position. 

Station Two Personnel: 
Big Rivers will need to provide HMPGtL with the identifications, 
classifications, and job descriptions of the employees who will be assigned to  
Station Two at the Unwind Closing Transaction Date, 

BREC Proposal: 
Big Rivers agreed to provide the information requested. 

6. WMP&L’s Position. 

Station Two GGLA Expense Allocation Apreement: 
The existing G&A Expense Allocation Agreement executed July 15,1998, 
will terminate on the Unwind Closing Transaction Date. A new GGLA 
Expense Allocation Agreement will need to be executed. 

BREC Proposal: 
David Spainhoward provided a draft to HMP&L after the November 6 meeting. 
This agreement was hrther discussed at the November 20 meeting. 

7. HMPBrL’s Position. 

Operating Reserves and Amendment No. I to Svstem Reserve Avreement: 
These documents will require amendments in order to meet HMP&L future 
needs for reserves and capacity as provided in this letter. 



MI-. Gary Quick 
Re: Conditions Precedent to Unwind 
December 12.2007 
Page 4 

BREC Proposal: 
Item 7. and 8. are intertwined in the proposals made by HMP&L. Big Rivers’ 
position is that Section 10.16 of the Station Two Agreements address this issue 
and no hrther changes are required to the agreements. This position is further 
described below. 

8. HMPGtL’s Position. 

MMP&L Reserved Station Two Capacity; HMP&L Excess Energv: Big 
Rivers Reserved Station Two Capacitv: and HMPGtL’s Station One: 
A. On the first day of the month subsequent to  the IJnwind Closing 

Transaction Date, HMP&L will reduce its current 95 MW reserved 
capacity to 85 MW. HMP&L’s capacity payments will thereafter, be 
based upon 85 MW. 

B. In the event HMPGLL does not take its entire Station Two reserved 
capacity then Big Rivers may take and utilize all such energy or any 
portion thereof not taken by HMP&L (the “Excess Henderson Energy”) 
and no payments will be made by Big Rivers to €IMP&L for the Excess 
Henderson Energy. If Big Rivers elects to use any portion of the reserved 
capacity Excess Henderson Energy, Big Rivers shall be responsible for all 
expenses related to the generation of such energy. 

C .  HMP&L will continue to accept all SEPA megawatts when available 
under HMP&L’s existing contract with SEPA. 

D. Big Rivers will provide HMPGtL all system reserve capacity requirements 
above HMP&L’s Station Two resewed capacity. The order of priority 
for providing HMP&L this additional capacity shall be: 

First: 
Second: 
Third: From the Open Market 

From Units One and Two at Station Two 
From the Big Rivers’ system 

HMP&L will pay any actual transmission expense related to Open 
Market purchases; however, there shall not be any transmission capacity 
or energy charges for transmission service from Station Two and the Big 
Rivers’ system. 

When Big Rivers provides energy to HMPGLL above its reserved capacity 
from Station Two, or  the Big Rivers system, HMP&L shall pay Big Rivers 
for the fuel required a t  a price equal to 100 percent of HMP&L’s 
delivered coal price at Station Two at the time the energy is provided to 
HMP&L. In the event the energy is provided to HMPGLL from an Open 



Mr. Gary Quick 
Re: Conditions Precedent to ‘IJnwind 
Deceniber 13: 2007 
Page 5 

Market transaction, HMP&L shall pay Big Rivers the then lowest 
available market price delivered to the HMP&I, system. 

E. Based upon present and proposed new federal power plant emission 
standards, HMP&L Station One is a t  risk as a viable long-term 
generating resource for Henderson. The Henderson Utility Commission 
will make a final decision concerning the longevity of Station One within 
approximately one year subsequent to the IJnwind Closing Transaction 
Date. 

F. In the event the utility Commission elects to take Station One out-of- 
service, Big Rivers agrees to give consideration to any Station One 
employees who appiy and are qualified for existing open employment 
positions at Station One(sic). 

BREC Proposal: 
No change is required by the 1998 or 2005 documents to affect the TJnwind 
transaction. The HhIIP&L proposal will create millions o f  dollars of new expense 
(lost revenue) that would become additional charges to Big Rivers Members and 
the smelters in the form of rate increases. We understand HMPBLL’s proposal to 
be either the deal set forth above or to change the agreements to provide 115 MW 
of capacity at Close and give HMP&L, the right to take the surplus power not 
needed for use by the City to the Market. The latter creates millions more 
additional cost to Big Rivers and its Members than the first proposal. W e  
understand these HMP&L proposals to be essentially non-negotiable. Big Rivers 
is unwilling to change the current agreements to accornrnodate either of these 
requests by HMP&L,. 

An additional item covered by the HMPBLL position is that in the event the TJtility 
Commission elects to take Station One out-of-service, Big Rivers agrees to give 
consideration to any Station One employees who apply and are qualified for 
existing open employment positions at Station Two. Big Rivers is willing to 
accommodate this part o f  the request. Big Rivers agrees to give consideration but 
not be bound to employment. 

9. HMP&L’s Position. 

Desicnated and Alternate Representatives: 
HMP&L and Big Rivers will need to estabiish new Agreements regarding the 
Designated and Alternate Designated Representatives for Station Two to 
meet EPA requirements. 

BRIX Proposal: 
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Re: Conditions Precedent to Unwind 
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It is anticipated that Greg Black will be the I)R and David Spainhoward will be 
the alternate. Those agreements will be essentially identical to the ones in current 
use other than Company and individual name changes. 

10. HMPGLL’s Position. 

Termination or Reduction of Service Bv HMPGLL Customer: 
In the event an existing o r  future HMP&L customer reduces or terminates 
electric service requirements with HIME‘&& and the reduction or  termination 
of electric service requirements is greater than five (5) megawatts, HMP&L 
shall have the option and the right to reduce its then existing and future 
Reserve Capacity Requirements after thirty (30) calendar days from the date 
of the reduction or  termination of the customers electric service 
requirements. The measurement of the customer’s reduction or termination 
of eiectric service requirements and the corresponding maximum reduction 
of HMP&L’s Reserve Capacity Requirements shall be based upon the 
customer’s most recent twelve (12) months’ highest peak biliing demand 
recorded by HMPGLL during any one (1) hour period of the twelve (12) 
months. If HMP&L elects to reduce its existing and future Reserve Capacity 
Requirements, as provided herein, the reduction may be equal to or  less than 
the actual megawatt reduction by the customer. 

BREC Proposal: 
Big Rivers is willing to prepare language to accommodate this request. Big 
Rivers proposes that any such reduction is within 5 MW of the actual reduction or 
termination as described above. 

Subsequent to the Noveniber 6 meeting, Big Rivers and HMP&L representatives have 
met several times one of which was on November 20,2007. A copy of the draft G&A 
agreement was presented to HMP&L prior to the November 20 meeting. At the 
November 20 meeting it is my understanding that all of Big Rivers positions except for 
Items 7. and 8. are generally acceptable to HMP&L. 

Big Rivers positions regarding the Capacity and Reserve issues are reasonable. 
Rivers has made several concessions. as noted above, even though the contracts call for 
essentially no changes when the agreements terminate. 

Big 

Big Rivers and HMP&L, have had a very good relationship during the past 37 years. The 
initial contracts entered into by Big Rivers and HI\/IP&L, were (and continue to be) 
beneficial for both Big Rivers and HMP&L and instrumental in the decision by 
Anaconda (now Alcan) to locate in Henderson County and are instrumental in whether 
or no1 Alcan will remain in Henderson County. 
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The bonds required to finance Station Two required that the power for Station Two be 
sold in Daviess and Henderson Counties. While the load to serve HMPBLL customers 
was in Henderson county, it was necessary to have a load such as Anaconda to 
accommodate Station Two output and the bond provisions incorporating the two - county 
rule. 

In 1 993, (the 1993 amendments) Big Rivers and HMP&L reached agreements to add a 
scrubber to Station Two units rather than fuel switch or add a scrubber to Coleman. Big 
Rivers could have chosen to build the scrubber only at Coleman. Again, a mutually 
beneficial agreement was entered into which split SO2 allowances based on capacity. 
This turned out to be very beneficial to both Big Rivers and to HMPBLL. As I recall, 
HMP&L, in about 2006 profited from the sale of excess allowances. Had the scrubber 
not been in existence. there would have been no allowances for sale for the benefit of 
HMP&L. 

In 1998 Rig Rivers agreed to pay an extra $1.50 per MWh for the use of surplus energy 
not utilized by HMP&L, for service to its native load(Excess Henderson Energy). Until 
the Station Two Bonds were retired ( in 2003 ) the usage of this power was restricted to 
Henderson and Daviess counties. Also. in the 1998 Amendments to Contracts, Big 
Rivers, City of Henderson IJtility Commission and City of Henderson agreed to extend 
the terms of all the contracts except the Joint Facilities Agreement for the operating life 
of Station Two. 

In 2005, Rig Rivers, HMP&L, and WICE reached agreement to install SCRs on Station 
Two. Again, this was a good, mutually beneficial agreement. but Big Rivers did agree to 
allow certain NO>; allowances to be used by HMP&L Station I for NOx compliance. The 
SCRs could have been built at Green, which could have satisfied Big Rivers‘ obligations 
to HMP&L and provided more aIlowances for Big Rivers to “bubble” the system for 
compliance. 

From the early 1970‘s until today, Big Rivers has paid over 80% ($203.4 million) of the 
debt service and capital expenditures of Station Two and today receives only 70% of the 
capacity. On the other hand, HMP&L has paid $49.8 million (less than 20%) but 
receives more than 30% of the capacity (95 MWI3 12 MW). 111 addition, HMPBLL, can 
increase its take by 5 MW per year should the Cit\-’s load grow to need that power The 
disproportionate value to HMP&L increases with the additional take. 

Big Rivers has entered into these agreements through the years with its eyes open and 
realizes that even with this disproportionate value to HMPBLL, i t  remains a good contract 
for Big Rivers and its Members as well. If Big Rivers agreed to your 1 15 MW proposal 
HMP&L,‘s contract share would p o w  to 36.86% and Big Rivers share would shrink to 
63.1496 but Big Rners would still have paid for over 80%. 
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Big Rivers did not attempt to change these costs even when it suffered through financial 
difficulties in the 1980’s and 90‘s, resulting in banlmptcy Through this difficult period 
Big Rivers made all of the required payments to HMP&L and asked for no contract 
amendments, even when facing such financial difficulties. 

The 1998 agreements between HMPBLL, Big Rivers and WKE anticipate an expiration or 
termination of the Agreement and Amendments to Agreements dated July 15, 1998. 

Section 10.16 Reversion to Big Rivers. “At the expiration or  termination of 
this Agreement, other than a termination due to breach o r  default by Big 
Rivers, the rights and obiigations under the Station Two Contracts assigned 
to  and assumed by Station Two Subsidiary pursuant to Section 9 of this 
Agreement, entitied “Phase 11 Assignment,” shall automatically revert and 
be assigned to  Big Rivers without any action on the part  of any of the parties 
hereto -------. 7, 

Big Rivers would very much like to work with HMP&L to accommodate as many of its 
requests as are reasonable. This has been a good relationship and we want to continue a 
good relationship. However, some of the proT4sions of the HMPBLL, demands made of 
Big l v e r s  threaten the Unwind Transaction and simply cannot be agreed to. I ask that 
you reconsider your position regarding the capacity and reserve issues and agree to 
consents necessary for Big Rivers to move forward with the Unwind. 

Sincerely, 

’ Michael H. Core 
President and CEO 
MHChh 

C: Dr. Bill Smith, Chairman 
David Spainhowrd 





1 

2 

3 

4 

5 
6 

7 

8 
9 

10 

11 

12 

13 

14 

15 

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 ATTORNEY GENERAL’S SUPPLEMENTAL, REQUEST 

FOR INFORMATION TO JOINT APPLICANTS 

March 6, 2008 
PSC CASE NO. 2007-00455 

Item 105) 
the basis for Big Rivers assumptions regarding fiiture labor costs under the to-be- 

negotiated contract with IBEW, as included in the Unwind Financial Model. 

To the extent not previously provided, provide documents which show 

Response) 

the bargaining unit’s existing agreements by 3.2%. 

As an input to the TJnwind Financial Model Exhibit 8, Big Rivers inflated 

Big Rivers’ contract with IBEW Local 1701 was negotiated as a 3.2% wage rate increase 

and became effective October 15,2007. 

Witness) C. William Blackburn 

Item 105 
Page 1 of 1 
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BIG RIVERS ELECTRIC CORPORATION’S 
RESPONSE TO THE ATTORNEY GENERAL’S SUPPLEMENTAL REQTJEST 

FOR INFORMATION TO JOINT APPLICANTS 

March 6,2008 
PSC CASE NO. 2007-00455 

Item 106) 
each of the negative and financial covenants that will liltely be associated with new credit 

agreements assuming the proposed transactions. 

Please provide documents which show Big Rivers’ most current view of 

Response) 

operations 011 a normal, ongoing basis, and the details of the financing arrangements 

available to Rig Rivers after closing of the TJnwind Transaction, are inextricable parts of 

the IJnwind Transaction. See Application, paragraph numbers S 1-53, and 65-67. Big 

Rivers plans to file with the Commission the evidences of indebtedness that requires 

approval at least 30 days prior to the scheduled hearing. That filing will disclose fully tlie 

financing terms for which Big Rivers seelts approval. Big Rivers anticipates that the 

negative and financial covenants that will liltely be incorporated in the credit agreements 

associated with tlie Unwind Transaction will be found in the indenture and several 

revolving credit agreements, all of which Big Rivers is currently negotiating with its 

creditors. Tlie TJnwind Transaction cannot and will not close unless necessary financing 

arrangements are approved and in place. 

As Big Rivers states in the Application, acquiring the ability to finance its 

Witness) C. William Blacltburn 

Item 106 
Page 1 of 1 
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