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COMMONWEAL.TH OF KENTUCKY 

BEFORE THE. PUBLIC SERVICE COMMISSION OF KENTUCKY 

In the Matter of: 

THE APPLICATIONS OF BIG RIVERS 
ELE.CTRIC CORPORATION FOR 1 
(I) APPROVAL OF WI-IOLE.SALE TARIFF 1 
ADDITIONS FOR BIG RIVERS ELECTRIC 1 
CORPORATION, (11) APPROVAL OF 
TRANSACTIONS, (111) APPROVAL. TO ISSUE 
EVIDENCES OF INDEBTEDNESS, AND 1 CASE NO. 2007-00455 
(IV) APPROVAL. OF AMENDMENTS TO ) 
CONTRACTS; AND ) 

1 
OF E.ON IJ.S., LL,C, WESTERN KE.NTUCKY 
E,NE.RGY CORP.. AND LG&E ENERGY MARKETING ) 
INC. FOR APPROVAL OF TRANSACTIONS 

MOTION TO AMEND AND SUPPLEMENT APPLICATlON 

The joint applicants (“Apulicants”) Big Rivers Electric Corporation (“Big Rivers”), E.ON 

1J.S. LLC (%ON US”), Western Kentucky Energy Corp. (“m), and LG&E Energy 

Marketing, Inc. (“m,” and collectively with E.ON US and WKEC, the “E.ON Parties” ) 

jointly move the Public Service Commission (“Commission”) pursuant to 807 KAR 5:OO 1 

Section 3(5) for an order allowing them to amend and supplement the original application, as 

amended, in this matter (the “Application”) as set forth herein. In summary form, the Applicants 

seek to amend and supplement the Application for the following purposes: 

o The Applicants describe the terminations by Big Rivers of the leveraged leases 

entered into by Big Rivers in 2000’ (“Leveraged Leases”), and the effect of the 

L,everaged L,ease terminations on the Unwind Financial Model and the Application 

With the exception of certain agreements concerning funding of the costs of the 

Approval to enter into the Leveraged L.eases was granted by the Coinmission in its orders of November 
24, 1999 and March 29, 2000 in Case No, 99-450, 1i1 the Matte,‘ of Big Riveis Electiic Corporntion ‘I Applicofioii 
for- Approval of a Leverage L.ense of Thee Generating Ui1it.s 
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Leveraged Lease terminations at the Unwind Transaction closing, no Commission 

approval was or is required for the Leveraged Lease terminations. This subject is 

discussed in more detail in paragraph numbers 4 through 13 of this motion. 

o Big Rivers informs the Commission and the parties to this proceeding through the 

Third Supplemental Direct Testimony of C. William Blackburn (Exhibit 78, pages 12 

through 22) of the changes Big Rivers has made in its financing plans since filing of 

the April 23,2008 Motion to Amend and Supplement Application to include Big 

Rivers’ plans for financing its operations following the closing of the Unwind 

Transaction. As is fkrther described herein, those financing arrangements and 

documents are greatly simplified by the termination of the Leveraged Leases, as 

discussed below in paragraph number 9. Big Rivers also requests Commission 

approval of the proposed accounting treatment of the termination of the Lmeraged 

Lease transactions, as described in paragraph number 12, below, and on page 14 of 

Exhibit 78. 

o Big Rivers also seeks to file an updated version of its Unwind Financial Model, 

attached hereto as Exhibit 79, and to describe certain changes in assumptions and 

inputs that have occurred since the last iteration of the Unwind Financial Model 

provided to the Commission in June 2008 (the “June Model”). This subject is 

discussed in more detail in paragraph numbers 14 through 18 of this motion. 

o The Applicants also seek to file a Third Amendment to Transaction Termination 

Agreement among Big Rivers, LEM and WIEC, attached hereto as Exhibit 80, 

which amends the original Transaction Teiinination Agreement filed as Exhibit 3 to 

the Application. This amendment supplements the terms of the Unwind Transaction 



between the principal parties, and is described in detail in paragraph number 20 of 

this motion. 

o Big Rivers further seeks to file revised versions of certain of tlie agreements between 

and among Big Rivers, Kenergy Corp., Alcan Primary Products Corporation 

(“w) and Century Aluminum of Kentucky General Partnership (“m,” and 

collectively with Alcan, the “Smelters”), attached hereto as Exhibits 81 (clean) and 

82 (redlined)(the “Smelter Agreements”). These document revisions are discussed in 

more detail in paragraph number 21 of this motion. 

o Big Rivers also seeks approval to revise its general tariff (“Tariff’), attached hereto as 

E.xhibits 83 (clean) and 84 (redlined), to delete the tariff language regarding the 

Member Discount Adjustment, which expired in August, and to make other revisions 

driven by changes in the Unwind Transaction and the Smelter Agreements as well as 

by the Commission’s orders in Case Nos. 2007-00164 and 2007-00460. These 

changes are discussed in more detail in paragraph numbers 23 through 24 of this 

motion. Big Rivers also implements a change in its Member Rate Stability 

Mechanism preferred by its Members that applies funds from the Economic Reserve 

to mitigate rate shock from forecasted increases in costs. These changes are 

discussed in more detail in paragraph number 25. 

o Big Rivers also seeks approval to revise and replace its Open Access Transmission 

Tariff (“W’), attached hereto as Exhibits 85 (clean) and 86 (redlined), to reflect 

changes in Federal Energy Regulatory Commission (“w’) requirements. These 

changes are discussed in more detail in pai,.agraph number 26 of this motion. 
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o Big Rivers also proposes to file draft agreements between Big Rivers and the C,ity of 

Henderson, Kentucky and the City of Henderson, Utility Commission (collectively, 

“Henderson”), attached hereto as Exhibit 87, Big Rivers and Henderson have not 

reached agreement on the issues covered by the proposed agreements, and these 

proposed agreements have not been reviewed by or consented to by Henderson. 

These apeements, and the purpose for filing them, are discussed in more detail in 

paragraph numbers 27-29 of this motion. 

o The information attached in support of this motion includes supplemental direct 

testimony from the following Applicants’ witnesses: 

C. William Blackbum (Exhibit 78) 

Paul W. Thompson (Exhibit 91) 

Robert S, Mudge (Exhibit 98) 

David A. Spainhoward (E.xhibit 99) 

Burns E. Mercer (Exhibit 101) 

Michael H. Core (Exhibit 102) 

William Steven Seelye (Exhibit 103) 

Marlc A. Bailey (Exhibit 104) 

o The Applicants propose a new procedural schedule, attached hereto as Exhibit 88 

The dates proposed on the schedule respond to concerns about timing expressed by 

Coinmission staff on conference calls among the parties to this case, and by the 

Attorney General. 

DISCUSSION 

Big Rivers states as follows in support of this motion: 
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1. The Applicants have sought multiple amendments to the Application to 

supplement, revise or update information in the record, and to add requests for relief. To assist 

the Commission and the parties to this proceeding in reviewing these filings, the Applicants 

attach to this motion a revised and expanded “Table of Contents” to all exhibits. This table of 

contents lists all exhibits to the Application, including those first filed with this motion, and 

identifies the location of each exhibit in the record. It also states the location in the record of any 

earlier or superseded versions of an exhibit. Exhibits to this Motion are numbered beginning 

with Exhibit 78 to continue the exhibit numbering system from Big Rivers’ Third Amendment 

and Supplement to Application, filed on or about April 23,2008. 

2. The Applicants further file with this motion a current schedule of all relief 

requested by the Applicants in this proceeding as Exhibit 89. This Exhibit 89 supersedes Exhibit 

29 to the Application, the earlier version of that schedule. 

3, The Applicants believe and represent that the documents included with this 

motion complete the documents required to support the relief sought by them in this proceeding. 

Accordingly, they file with this motion as E.xhibit 88 a proposed amended procedural schedule to 

bring this proceeding to a conclusion within the time frame required to preserve and close the 

Unwind Transaction on February 26,2009. The procedural schedule proposes time for 

additional data requests to the Applicants, supplemental intervenor testimony, and a hearing 

commencing on December 2,2008. If the Commission then issues an order on or before January 

23,2009, the parties can close the Unwind Transaction on February 26,2009. 

Resolution of Arnbac Issue 

4. Big Rivers, with the assistance of the E.ON Parties, has resolved the so-called 

“Anibac Issue’’ by terminating the Leveraged Leases in whicli the issue arose in separate 
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transactions that closed on June 30,2008, and on September .30,2008. The Ambac Assurance 

Corporation (“w) issue (the “Ambac Issue”) arose out of the requirement in the 

agreements documenting Big Rivers’ leveraged lease transactions, consummated by Big Rivers 

on April 18,2000, that Big Rivers replace Ambac’s credit support position in those L.everaged 

Leases with a suitable credit enhancer if Ambac ever failed to meet the minimum credit ratings 

requirements set forth in those agreements. That circumstance occurred on June 19,2008, with 

the downgrade of Ambac by Moody’s Investors Service to Aa3. The hearing in this matter 

previously scheduled to begin June 30,2008, was postponed on the motion of the Applicants to 

give Big Rivers and the other parties with an interest time to resolve the Ambac Issue, and to 

define the impact of that resolution on the Unwind Transaction that is the subject of this 

proceeding,. 

5. The Leveraged Leases are described in detail in the Status Report dated August 

29,2008, filed by the Applicants in this proceeding, and which is refiled as Exhibit 90 to this 

motion, for convenience of the Commission and the parties. The Leveraged Leases, and the 

resolution of the Ambac Issue are also discussed in detail in the Third Supplemental Direct 

Testimony of C. William Blackburn, filed as Exhibit 78 to this motion, at pages 9 through 22, 

and in the Supplemental Testimony of Paul W. Thompson, filed as Exhibit 91 to this motion, at 

pages 4 through 7. 

6. These commercial transactions are independent of and umelated to the 1998 

transactions approved by the Commission between E O N  US and its affiliates and Big R i v e d  

‘ 111 the Matter of. The Applicatiaii of Big Riiws Electric Corporalion, L.oiiiwiNe Gas aiid Electric 
Conipa~iy, We.ste17i Ke~iliiclc~~ Energy Carp , We.sterri K e ~ i l i i c l ~  L.easiiig Carp , aiid L.G&E Station Tlvo Iuc ,for 
ApproiIaI of W”lo1esale Rate ,Adjiistnient for Big Rivers Elect! ic Corporation arid fa! Approval of Eansucrioii, Case 
No, 97-204, Final Order ( .June 11, 1998); 111 the Matter of Tlie Applicalion of Big Riverr Electric Corpor-atiori for 
Approval of the 1998 Aniendnientr to Statiori Two Controct~s Behveen Big Riim:s Elecwic Corporatiari and tlie City 
of Hende~son, KentucLy and the Ulilitj, Corsmis.sion of tl1e Cily of Hender:sori, Case No 98-267, Final Order (,July 
14, 199s). Seealso, In the Matter of. The Applicatiari ofBig Riiws Electric Corporation. LG& en erg^? Maiketiiig 
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that are proposed to he terminated in the Unwind Transaction that is the subject of this 

proceeding. Yet the potential significance of the Amhac Issue, and the contractual requirement 

that the issue be solved within 60 days following the downgrade of the Ambac rating, forced Big 

Rivers to give immediate attention to it. 

7., The requirement in the Leveraged Leases that Big Rivers replace the Ambac 

credit enhancement was a duty owed by Big Rivers to Trisail Capital Corporation, which is 

controlled by Bank of America Leasing Corporation (‘‘W), and to Bluegrass Leasing, which 

is controlled by Philip Morris Capital Corporation (“pMcC”). After study and negotiations in 

each instance with the parties to the Leveraged Leases, as well as the Rural Utilities Service 

(“m), Big Rivers determined that the likeliest favorable alternative of the several alternatives 

considered for solving the Ambac Issue as to each of BOA and PMCC was to terminate the 

Leveraged Leases of the respective party through a buyout (the “BOA Buvout” and the ‘‘m 
Buvout”). See Third Supplemental Direct Testimony of C. William Blackhum, Exhibit 78, at 

pages 9 through 22; Affidavit of C. William Blackhum, Exhibit 92,pmsini. 

8. The terms for the BOA Buyout and tlie PMCC Buyout are contained in documents 

that have been filed with the Commission on an informational basis regarding the BOA Buyout 

on June 11,2008, and .July 7,2008, and regarding the PMCC Buyout on approximately October 

1,2008, and October 7,2008. Except for the amount of the termination payment, the terms of 

the termination and the documents required for the termination closely mirror each other. The 

details of the cash flows for these two transactions are more fully described in the Third 

Supplemental Direct Testimony of C. William Blackhum, Exhibit 78, pages 9 through 11 and 

Exhibit CWB-9, and the effect ofthese transactions on the Unwind Financial Model is described 

IIIC , Western Kentuc/y E n e r p  Corp , WKE Station Two Inc. and II’KE Corp for Appraval of Amcndmeu/.s IO 

fiansaclion Doctmien/s, Case No 2000-001 18, Order (November 24, 1999) 



in the Third Supplemental Direct Testimony of C. William Blackburn, E.xhibit 78, pages 26 

through 29. 

9. The BOA Buyout and the PMCC Buyout terminate all of the Leveraged L,eases 

entered into by Big Rivers in 2000. This eliminates from Big fivers’ current financing 

application a number of documents that were required only by reason of the existence of the 

leveraged leases between Big Rivers and PMCC and BOA. A full list oftbe financing documents 

previously filed in this case that are no longer required is presented as Exhibit 93 to the 

Application. 

10. Big Rivers’ financing plans stated in its filings on December 28, 2007, March 28, 

2007, April 10,2008 and April 23,2008, change as a result of the termination ofthe L.everaged 

Leases to which Big Rivers was a party. At closing, Big Rivers will enter into an amended RUS 

note, the 2008 RUS Promissory Note, Series A (the “RUS A Note”). The amendment does not 

require Commission approval, but is attached hereto as Exhibit 94 for information purposes. Big 

Rivers anticipates it will need to reduce the RUS A Note principal balance by approximately 

$140.2 million at closing of the Unwind Transaction, approximately an additional $60.0 million 

in 2012 and approximately an additional $200 million by no later than 2016. The details of these 

payments, which the Unwind Financial Model assumes will require financings, are more fully 

described in the Third Supplemental Direct Testimony of C. William Blackburn, Exhibit 78, 

pages 12 through 13. 

1 1”  Big Rivers seeks approval of the agreements it has entered into regarding funding 

of the terminations of the Leveraged L.eases because they contain contingencies tied to the 

approval and closing of the Unwind Transaction. The funding agreements for the BOA Buyout 

are contained in a letter dated June 24,2008, titled “Funding of Cerlain Amounts to be Paid to 
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The Bank of America” among Big Rivers, E.,ON U.S., LLC, Alcan Primary Products 

Corporation and Century Aluminum of Kentucky General Partnership, and another letter dated 

June 24,2008, titled “Payment Regarding the Buy-Out of the Bank of America” among Big 

Rivers and E.ON (the “BOA Letter Amreements”). 

the Commission on or about July 8,2008, and copies of them are attached hereto as Exhibit 95. 

Under the terms of the BOA Letter Agreements, E.ON US.  funded the BOA Buyout. If the 

Unwind Transaction closes, Big Rivers and the Smelters will each reimburse E.ON $1 million. 

The funding agreement for the PMCC Buyout is incorporated into the Third Amendment to 

Transaction Termination Agreement, which is attached hereto as E.xhibit 80 (the “PMCC Cost 

Share Aueeinent”),. Big Rivers hnded the PMCC Buyout. Under the PMCC Cost Share 

Agreement, if the Unwind Transaction closes, the E.ON Parties will pay Big Rivers one-half of 

the net amount paid to PMCC. Big Rivers will fund its remaining $60.9 million by reducing the 

amount it had anticipated prepaying to the Rural Utilities Service (“m) at the closing of the 

Unwind Transaction from $200 million to $140.2 million. The PMCC Cost Share Agreement is 

more fully described in the Third Supplemental Direct Testimony of C. William Blackburn, 

Exhibit 78 at page 10, 

The BOA Letter Agreements were filed with 

12. Big Rivers also seeks approval of certain accounting treatment relating to the 

PMCC Termination Agreement and the BOA Termination Agreement. This accounting 

treatment is described in the attached Third Supplemental Direct Testimony of C. Williain 

Blackburn, Exhibit 78 at page 24 and Exhibit CWB-11. 

1.3. Big Rivers seeks approval of changes to the indenture and to certain other of the 

securities instruments attached hereto as Exhibit 96 to eliminate references to the parties 

involved in the BOA Leveraged Leases and in the PMCC Leveraged Leases. These changes are 
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detailed in the attached Third Supplemental Direct Testimony of C. William Blackburn, Exhibit 

78 at pages 12 through 13. 

Financial Effects of PMCC Buvout on Unwind Transaction 

14. Big Rivers seeks approval to substitute the updated version ofthe Unwind 

Financial Model attached hereto as Exhibit 79 for the June Model. Big Rivers has used the 

updated Unwind Financial Model to isolate the financial effects of the PMCC Buyout and the 

BOA Buyout, and presents a comparison to show just the financial effects of the PMCC Buyout 

and the BOA Buyout. This comparison is shown as an attachment to the Third Supplemental 

Direct Testimony of C. William Blackburn, Exhibit 78, pages 40 though 41 and E.xhibit CWB- 

12. This comparison estimates the weighted average effect of the PMCC Buyout and the Bank 

of America buyout to be $0.39/MWh on Non-Smelter Rates and $0,27/MWh on Smelter Rates. 

Other Updated Financial Effects on Unwind Transaction 

15. In addition to modeling the financial effects of the PMCC Buyout and the BOA 

Buyout, Big Rivers also has incorporated other known changes to the Unwind Financial Model 

since it was last supplied to the Commission. Some of the key changes to the Unwind Financial 

Model include incorporating, for modeling purposes, a new assumed [Jnwind Transaction 

closing date of December 31,2008, rather than April 30,2008, the use of new projected startup 

fuel prices, changes resulting from the federal Clean Air Interstate Rule (“m’) regulations 

being overturned, changes to certain known Big Rivers general and administrative costs and 

operations and maintenance costs, and other matters. Many of these changes are driven by tlie 

output of Big Rivers’ Production Cost Model, which was updated in September 2008 and is 

provided hereto as Exhibit 97. The combined financial effects from the June Model to the 

updated Unwind Financial Model is presented as an attachment to the Third Supplemental Direct 
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Testimony of C. William Blackburn, Exhibit 78, pages 41 and 42 and Exhibit CWB-13, This 

comparison estimates the weighted average effect of all changes to be a $1.38/MWh increase in 

Non-Smelter Rates and a $1.49/MWh increase in Smelter Rates. 

16. The various changes to the Unwind Financial Model, both those from the 

leveraged lease buyouts and otherwise, and the impact of those changes are discussed generally 

in the attached Third Supplemental Direct Testimony of C. William Blackburn, Exhibit 78, pages 

26 through 40, while the Supplemental Direct Testimony of Robert S. Mudge, Exhibit 98 hereto, 

pages 3 through 9, discusses the actual implementation of these changes into the Unwind 

Financial Model. In addition, the Supplemental Direct Testimony of David A. Spainhoward, 

Exhibit 99 hereto, discusses the changes due to CAIR and the new emissions allowances pricing 

assumptions that modify inputs to the Unwind Financial Model. In addition, these changes have 

prompted Big Rivers to change the cost estimates in its limited Environmental Compliance Plan. 

However, as MI. Spainhoward demonstrates, the changes to Big Rivers’ limited Environmental 

Compliance Plan do not change the environmental surcharge structure. Supplemental Direct 

Testimony of David A. Spainhoward, Exhibit 99, pages 29 through 30. 

17. Big Rivers also provides a comparison of Big Rivers’ rates under the lJnwind 

Transaction and Big Rivers’ rates under the existing transaction as Exhibit 100 hereto, which is 

more fully discussed in the Third Supplemental Direct Testimony of C. William Blackburn, 

Exhibit 78 at pages 64 through 65. 

18. Despite these increases in Big Rivers’ rates produced by the Leveraged Lease 

buyouts and the other Unwind Financial Model updates, Big Rivers and its Members still support 

the Unwind Transaction. Supplemental Direct Testimony of Burns E. Mercer, Exhibit 101 at 

pages 4 through 5. Big Rivers’ financial flexibility still will be increased, the benefits of 
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retaining the Smelters will remain the same, and Big Rivers will be economically stronger after 

closing of the Unwind Transaction. Big Rivers’ continued belief in the benefits of the Unwind 

Transaction is provided in the Supplemental Direct Testimony of Michael H. Core, Exhibit 102 

at pages 7, 1 1, and 15 through 16. 

19. Big Rivers, in response to concerns of its Members about a rather dramatic rate 

increase shown in the June Model for 2013, which was echoed by Commission staff in a 

conference call among the parties on September 29,2008, has developed a mechanism to 

“feather” the impact of those rate changes. Originally, as presented in the Application and 

described in the Direct Testimony of William Steven Seelye, Exhibit 25 at pages 27 through 32, 

the MRSM provided for the use of the Economic Reserve as a rate credit to offset in each month 

the total dollar amount of fuel adjustment charges (“w) and Environmental Surcharge costs 

billed to Members in that month to the extent such total dollar amounts were not already offset 

by the Unwind Surcredits and any Rebate Adjustments in that month. This proposed use of the 

MRSM left existing rates to the Non-Smelter Members effectively unchanged until exhaustion of 

the $1 57 million in the Economic Reserve. Big Rivers now proposes to change the MRSM to 

alter the speed at which the Economic Reserve will be drawn down in order to “feather” the 

effect of anticipated FAC and Environmental Surcharge Expenses on the Non-Smelter Member 

rates until the Economic Reserve is exhausted and the full amounts of the FAC and 

Environmental Surcharge are applied without credit. See Supplemental Direct Testimony of 

William Steven Seelye, Exhibit 103 at pages 3 through 10. This “feathering” will result in a 

gradual increase in rates between 2009 and 2013, as shown in Exhibit WSS-17. Absent some 

sort of rate smoothing, there potentially will be an abrupt rate transition at the time the Economic 

Reserve is exhausted and there is no offset to the FAC and E.nvironmenta1 Surcharge costs that 
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are then included in the Non-Smelter Member rates other than the Unwind Surcredit and any 

Rebate Adjustment in that month. 

Amendments to Unwind Transaction Termination Agreement 

Big Rivers seeks approval of the Third Amendment to Transaction Termination 

Agreement by and among Big Rivers Electric Corporation, LG&E Energy Marketing Inc., and 

Western Kentucky Energy Cop .  attached hereto as Exhibit 80 (the “Third Amendment”). The 

Third Amendment amends the Transaction Termination Agreement dated March 26,2007 (filed 

as Exhibit 3 to the Application and referred to herein as the “Termination Agreement”), which 

was previously amended by a First Amendment to Transaction Termination Agreement dated 

November 1,2007 (filed as Exhibit 3 to the Application), clarified by a letter agreement dated 

December 4,2007 (filed as Exhibit 3A to the Application), and amended by a Second 

Amendment to Transaction Termination Agreement dated June 11,2008 (filed as Exhibit 1 to 

Big Rivers’ Motion to Amend and Supplement Application dated June 10,2008 (the “June 11 

Motion”). The changes resulting from the Third Amendment are described in the Supplemental 

Testimony of Paul W. Thompson, attached hereto as Exhibit 91, at pages 3 tlrough 9, and in the 

Supplemental Direct Testimony of David A. Spainhoward, attached as Exhibit 99, at pages 20 

and21. 

20. 

Amendments to Smelter Aereements 

21. Big Rivers seeks approval to substitute certain revised Smelter Agreements (a 

retail agreement for Alcan, a retail agreement for Century, a wholesale agreement for Alcan, and 

a wholesale agreement for Century, a lockbox agreement for Alcan, a lockbox agreement for 

Century, a guaranty for Alcan, a guaranty for Century, a coordination agreement for Alcan, and a 

coordination agreement for Century) attached hereto as Exhibit 8 1 (the “Smelter Ameements”) 
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for the versions of those agreements filed as Exhibit 20 to the Application, which Big Rivers 

previously proposed to replace with the versions filed as Exhibit 2 to the June 11 Motion. A 

comparison of each of the revised agreements (except the guaranties) against the version of the 

agreements filed as Exhibit 2 to the June 11 Motion is attached hereto as E,xliibit 82., Each of the 

Smelter Agreements has been revised (i) to remove the concept of a FAC Reserve for each 

Smelter because each Smelter has made separate arrangements with E.ON to offset anticipated 

future fuel costs resulting from tlie Unwind Transaction in lieu of the FAC Reserve; (ii) to reflect 

the elimination of the Member Discount Adjustment from Big Rivers’ tarifc (iii) to clarify that 

transaction costs related to the Unwind Transaction will be excluded kom the calculation of the 

TIER Adjustment Charge; (iv) to reduce each Smelter’s monthly Surcharge by theirpro rata 

share of $200,000 as part of an overall final settlement of various previously outstanding open 

items among the parties; and (v) to reflect Big Rivers’ agreement that an amendment to Big 

Rivers’ by-laws with respect to patronage allocation will bifurcate the patronage allocation in the 

year of the closing of the Unwind Transaction so that prior to the closing of the Unwind 

Transaction tlie patronage allocation will be computed in a manner consistent with the prior hy- 

laws, while after the closing of the Unwind Transaction it will be computed based on the 

amended by-laws. The changes to the Smelter Agreements are more fully described in the 

attached Third Supplemental Direct Testimony of C ,  William Blackburn, Exhibit 78, at pages 49 

through 54“ 

22. The Third Supplemental Direct Testimony of C. William Blackburn, E.xhibit 10, 

pages 66 and 67, mentions a disagreement between Big Rivers and the Smelters. Commission 

staff requested clarification about this disagreement in a conference call on September 29,2008. 
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MI. Blackburn addresses this issue in his Third Supplemental Direct Testimony, Exhibit 78, 

pages 59 through 60. 

Chances to Big Rivers’ T m  

23. Big Rivers seeks approval to remove its Member Discount Adjustment (Rate 

Schedule 12) from its proposed Tariff, attached hereto as Exhibit 83, as that rate schedule 

expired in August 2008. A comparison of these changed Tariff terms to the previously submitted 

version of the Big Rivers’ Tariff filed as Exhibit 22 to the Application on December 28,2007 is 

presented as Exhibit 84. This change to Big Rivers’ proposed Tariff is explained in the attached 

Supplemental Direct Testimony of David A, Spainhoward, Exhibit 99 at pages 13 through 14, 

and in the Third Supplemental Direct Testimony of C. William Blackburn, Exhibit 78 at pages 

54 through 57. 

24. As shown in Exhibits 83 and 84, Big Rivers also seeks approval to malm certain 

other minor changes to its proposed Tariff from that filed as Exhibit 22 to the Application in this 

case on December 28,2007 in order to implement Commission-ordered changes in those tariffs 

that have occurred since December 28,2007 in Case Nos. 2007-00164 and 2007-00460. Big 

Rivers also adjusts the proposed Tariff to reflect the new Economic Reserve account 

contributions discussed in the June 11, 2008 filing with the Commission that resulted in an 

increase in the funding of that account from $75 million to $157 million. These changes are 

discussed in the attached Supplemental Direct Testimony of David A. Spainhoward, Exhibit 99 

at pages 14 through 15 and in the Supplemental Direct Testimony of William Steven Seelye, 

Exhibit 103 at page 3. 

25. As described in paragraph number 19, above, Big Rivers proposes to change its 

tariff to “feather” the use of the Economic Reserve, and smooth the introduction of expected rate 
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increases to its Members. As described in more detail in the Supplemental Direct Testimony of 

William Steven Seelye, Exhibit 103 at pages 3 through 10, the Big Rivers Tariff Member Rate 

Stability Mechanism has been amended to conserve use of the Economic Reserve in a manner 

that will cause the anticipated increases in expenses recovered through Big Rivers’ FAC and 

E.nviromental Surcharge to he smoothed over time rather than introduced suddenly, in which 

case, as shown in the .June Model, the Economic Reserve is suddenly depleted. 

Changes to Big Rivers’ OATT 

26. Big Rivers seelcs approval to substitute the revised version of its OATT attached 

hereto as Exhibit 85 for the version filed as Exhibit 33 to the Application, which Big Rivers 

previously proposed to replace in its Motion to Amend Application dated January 30,2008, 

These changes are necessary to reflect changes to the FE.RC’spro,fov!nn Order No. 890-B 

OATT, on which Big Rivers’ OATT is modeled. A redlined comparison of the attached OATT 

against the January 30 version is attached hereto as Exhibit 86. The changes to Big Rivers’ 

OAT7 are explained in the Supplemental Direct Testimony of David A.  Spainhoward, attached 

hereto as Exhibit 99, at pages 15 through 20. 

Revised Henderson Station Two APreements 

27. Big Rivers seeks approval of (i) the Amendments to Contracts Among Henderson, 

and Big Rivers (the “Amendments to Contracts,” Exhibit 87, attached); (ii) Second Amendatory 

Agreement among Big Rivers, the E.ON Entities and Henderson (the “Second Amendatory 

Agreement,” Exhibit 87, attached, and Exhibit PWT-7 to Supplemental Direct Testimony of Paul 

W. Thompson, attached as Exhibit 90); (iii) Station Two Termination and Release Agreement 

between Big Rivers and the E.ON Entities (the “Termination and Release,’’ E.xhibit 87, attached, 

and E,xhibit PWT-8 to Supplemental Direct Testimony of Paul W. Thompson, attached as 
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Exhibit 90); (iv) the Station Two G&A Allocation Agreement between Big Rivers and 

Henderson (the “Station Two G&A Allocation Agreement,” Exhibit 87, attached); and (v) 

Agreement for Assignment of Responsibility for Complying with Reliability Standards between 

Henderson and Big Rivers (the “Reliabilitv Standards Ameenient,” Exhibit 87, attached). 

28. The Amendments to Contracts proposes that Big Rivers pay Henderson $1 .OO per 

MWh more for all Excess Henderson Energy and Energy Associated with Excess Henderson 

Capacity than is currently required under the 1970 Station Two Contracts with Henderson, as 

amended, and that Big Rivers commit to take and pay for all Excess Henderson Energy and 

Energy Associated with Excess Henderson Capacity that is available. The Amendments to 

Contracts, the Second Amendatory Agreement, the Termination and Release, tlie Station Two 

G&A Agreement, and the Reliability Standards Agreement are described in detail in the attached 

Supplemental Direct Testimony of David A. Spainlioward, Exhibit 99, at pages 7 though 12. 

Big Rivers’ efforts to resolve the outstanding issues with HMP&L. are described in the 

Supplemental Direct Testimony of Michael H. Core attached hereto as Exhibit 102, pages I3 

through 15. The Second Amendatory Agreement and the Termination and Release are further 

described by Paul W. Thompson in his Supplemental Direct Testimony, Exhibit 91, at pages 11 

through 14. 

29. Big Rivers believes these agreements and amendments to agreements will be 

n e c e s s q  to secure Henderson’s consent to the Unwind Transaction. Although Henderson has 

not yet reviewed or approved these agreements and amendments, and has not agreed to tlie terms 

reflected in these documents, Big Rivers is comfortable that these are a reasonable basis for a 

resolution of the outstanding issues with Henderson. Big Rivers files these agreements for 

approval at this time in an effort to create a basis on which agreement can be reached with 
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Henderson without having to return to the Commission for further time-consuming proceedings. 

Big Rivers understands that should Henderson not accept these agreements as proposed, any 

material changes will require further Commission review and approval, and will likely delay the 

Unwind Transaction closing. 

Due DiliPence and Transition Readiness 

30. Big Rivers updated the Commission and interested parties on September 19, 

2008, regarding the status of Big Rivers’ ongoing due diligence activities, and provided 

additional reports on the condition of the generating units. See Big Rivers’ September 19,2008 

Supplemental Response to the Attorney General’s Supplemental Request for Information, Item 

88. A description of Big Rivers’ continuing due diligence efforts is updated in the Supplemental 

Direct Testimony of Mark A. Bailey, Exhibit 104., In his testimony, Mr. Bailey also updates the 

Commission on Big Rivers’ efforts to prepare for transition to resuming operational control of its 

generating facilities, and demonstrates that the arrangements it has in place will provide for a 

seamless t~ansitioii after the Unwind Transaction closing. Snpplemental Direct Testimony of 

Mark A. Bailey, Exhibit 104, pages 3 through 12. As part of this update, Mr. Bailey provides an 

update on the necessary arrangements for the provision of information technology services and 

generation dispatch services following the closing. Supplemental Direct Testimony of Mark A. 

Bailey, Exhibit 104, pages 9 through 12. Mr. Bailey also provides Big Rivers’ IJpdated 

Production Work Plan (Exhibit 105) as part of his testimony. 

Conclusion 

31. The Applicants submit that the proposed agreements and amendments attached lo 

this Motion are all in substantially final form, and that this case is ready to go to hearing based 

upon the procedural schedule provided. 
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WHEREFORE, the Applicants respectfully request that the Commission (i) authorize the 

Applicants to amend and supplement their Application as set forth herein; (ii) grant the approvals 

requested herein; and (iii) grant the Applicants all other relief to which it may appear entitled. 

On this the 9th day of October, 2008 
\ 

A 

fyson Kamuf 
Sullivan, Mountjoy, Stainback 
& Miller, P.S C 
100 St. Ann Street 
P.O. Box 727 
Owensboro, Kentucky 42302-0727 
Telephone No. (270) 926-4000 

Douglas L.. Beresford 
George F. Hobday, Jr. 
Hogan & Hartson, LLP 
Columbia Square 
555 Thirteenth Street, NW 
Washington, D.C 20004 
Telephone No. (202) 637-5600 
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Stoll, Keenoiy Ogden PLLC 
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Verification 

I, C William Blackburn, Vice President and Chief Financial Officer for Big Rivers 
Electric Corporation, hereby state that I have read the foregoing Motion and that the statements 
contained therein are true and correct to the best of my knowledge and belief; and I verifl, state, 
and a f i n n  that my third supplemental testimony, which is att lied to the Motion, is true and 
correct to the best of my knowledge and belief, on this the __ @ day of October, 2008 

Vice President and Chief Financial Officer 
Big Rivers Electric Corporation 

COMMONWEALTH OF KENTUCKY ) 
COUNTY OF HENDERSON ) 

The foregoing verification statement was SIJBSCRIBED AND SWORN to before me by 
C .  William Blackburn, as Vice President and Chief Financial Officer of Big Rivers Electric 
Corporation, on this t h e e d a y  of October, 2008. 

Notary Public, Ky., State at L,arge 
My commission expires: / - / J . -gq  
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2008,. See Item 96, below. 

Facility Lessor (D) Secured Note (PBR-1) -no longer relevant. 

Facility Lessor (E) Secured Note (PBR-1) -no longer relevant 

Ambac Credit Products Secured Note (PBR-1) -no longer relevant. 

PCB Series 2001A Note dated as of 
Corporation to the County of Ohio, Kentucky, filed as Exhibit 53 to Big Rivers’ 
Second Amendment and Supplement to Application on or about April 11,2008. 

Ambac Municipal Bond Insurance Policy Series 1983 Note dated as of 
2008, from Big Rivers Electric Corporation to Ambac Assurance Corporation, 
filed as Exhibit 54 to Big Rivers’ Second Amendment and Supplement to 
Application on or about April 11,2008. 

Standby Bond Purchase Agreement Note (Series 1983 Bonds), dated as of 
,2008, from Big Rivers Electric Corporation to Dexia Credit Local, 

acting by and through its New York Branch, filed as Exhibit 55 to Big Rivers’ 
Second Amendment and Supplement to Application on or about April 11,2008. 

Termination of Third Amended and Restated Subordination, Nondisturbance, 
Attornment and Intercreditor Agreement dated as of 
Big Rivers Elechic Corporation; (b) LG&E Energy Marketing Inc., and Western 
Kentucky Energy Corp.,; (c) The United States of America, acting through the 
Administrator of the Rural Utilities Service; (d) Ambac Assurance Corporation; 
(e) National Rural Utilities Cooperative Finance Corporation; (e) Dexia Credit 
Local, New York Branch; ( f )  U S  Bank Trust National Association, as trustee 

,2008, from Big Rivers Electric 

, 2008, aniong (a) 
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Contents 

under the Trust Indenture dated as of August 1,2001 (g) PBR-I Statutory Trust; 
(h) PBR-2 Statutory Trust; (i) PBR-3 Statutory Trust; (j) FBR-1 Statutory Trust; 
(k) FBR-2 Statutory Trust; (1) PBR-I OP Statutory Trust; (m) PBR-2 OP 
Statutory Trust; (n) PBR-3 OP Statutory Trust; (0 )  FBR-I OP Statutory Trust; (p) 
FBR-2 OP Statutory Trust; (q) Bluegrass Leasing; (I) Bank of America Leasing 
Corporation; (s) AMF. Investments, LLC; (t) CoBank, ACB; and (u) Ambac 
Credit Products, LLC, filed as Exhibit 56 to Big Rivers' Second Amendment and 
Supplement to Application on or about April 11,2008. 

Termination of Third Restated Mortgage and Security Agreement dated 

States of America, acting through the Administrator of the Rural Utilities Service; 
(d) Ambac Assurance Corporation; (e) National Rural Utilities Cooperative 
Finance Corporation; (e) Dexia Credit Local, New York Branch; ( f )  U.S. Bank 
Trust National Association, as trustee under the Trust Indenture dated as of 
August 1, 2001 (g) PBR-1 Statutory Trust; (11) PBR-2 Statutory Trust; (i) PBR-3 
Statutory Trust; (i) FBR-I Statutory Trust; (k) FBR-2 Statutory Trust; and (v) 
Ambac Credit Products, LLC, filed as Exhibit 49 to Big Rivers' Second 
Amendment and Supplement to Application on or about April 11,2008. 

Amended and Restated Stock Pledge Agreement - no longer relevant. 

Amended and Restated Funding Agreement Pledge Agreement (PBR-I) -no 
longer relevant. 

Amended and Restated Payment Agreement Pledge Agreement (PBR-I) - no 
longer relevant. 

Amended and Restated Government Securities Pledge Agreement (PBR-1) - no 
longer relevant. 

Partial Termination of Funding Agreement Pledge Agreement (PBR-I) - no 
longer relevant. 

Partial Termination of Payment Agreement Pledge Agreement (PBR-I) -no 
longer relevant. 

Partial Termination of Government Securities Pledge Agreement (PBR-I) -no 
longer relevant. 

,2008, among (a) Big Rivers Electric Corporation; (b) The United 

IV. Exhibits to Big Rivers' April 23.2008. Third Amendment and Supdement to 
Application 

65. Intercreditor Agreement - no longer relevant. 
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Ambac Letter Agreement - no longer relevant 

Bank of America Letter Agreement - no longer relevant 

Creditor Consent, Termination and Release Agreement - replaced by Creditor 
Consent, Termination and Release Agreement filed October 9,2008. See Item 96, 
below. 

No. 

66. 

67. 

68. 

69. 

70. 

71. 

72. 

73. 

74. 

75 ~ 

76. 

First Amendment to ISDA Master Agreement (PBR-1) (Big Rivers Swap) - no 
longer relevant. 

Escrow Agreement (PBR-1) - no longer relevant. 

First Amendment to ISDA Master Agreement (PBR-I) - no longer relevant 

Amended and Consolidated Loan Contract, dated as of 
between Big Rivers Electric Corporation and IJnited States of America (No 
Commission approval sought), filed as Exhibit 72 to Big Rivers' Third 
Amendment and Supplement to Application on or about April 23,2008. 

RUS 2008 Promissory Note, Series A -replaced by RUS 2008 Promissory Note, 
Series A filed October 9,2008. See Item 94, below. 

RIJS 2008 Promissory Note, Series B, dated as of 
Big Rivers Electric Corporation and United States of America (No Commission 
approval sought), filed as Exhibit 74 to Big Rivers' Third Amendment and 
Supplement to Application on or about April 23,2008. 

Unwind Financial Model, filed as Exhibit 75 to Big Rivers' Third Amendment 
and Supplement to Application on or about April 23,2008. See ako Unwind 
Financial Model filed on or about December 28,2007, as Exhibit 8 to the original 
Application, and updated by Big Rivers' January 30,2008, Errata filing (see Item 
8, above); Unwind Financial Models filed in Big Rivers' February 14, 2008, 
Response to Items 10 and 12 of the Commission Staffs First Data Request; 
ISnwind Financial Model filed as Exhibit 8 to Big Rivers' June 11, 2008, Motion 
to Amend and Supplement Application; IJnwind Financial Model filed October 9, 
2008 (see Item 79, below). 

Table of Contents to Application Exhibits Added by Financing Documents 
Filings, filed as Exhibit 76 to Big Rivers' Third Amendment and Supplement to 
Application on or about April 23,2008. See nko this Table of Contents to 
Application Exhibits and Appendices, filed October 9, 2008. 
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77 Supplemental Testimony of C William Blackburn, filed as Exhibit 77 to Big 
Rivers’ Third Amendment and Supplement to Application on or about April 23, 
2008. 

’ 

V. Exhibits to BiP Rivers’ June 11.2008. Motion to Amend and Supplement 
Application Not Included Above 

A. 

B 

C 

D. 

E 

Comparison of Revised Smelter Agreements against Smelter Agreements filed 
with Application, filed as Exhibit 3 to Big Rivers’ June 11, 2008, Motion to 
Amend and Supplement Application - all Smelter Agreements except 
coordination agreements replaced by Smelter Agreements filed October 9,2008 
See Item 81, below. 

Omnibus Termination Agreement among Big Rivers Electric CoIporation, Big 
Rivers Leasing LLC, FBR-I Statutory Trust, FBR-2 Statutory Trust, FBR-1 OP 
Statutory Trust, FBR.-2 OP Statutory Trust, Trisail Capital Corporation, AME 
Investments, LLC, CoBank, ACB, AME Asset Funding, LLC, U S .  Bank 
National Association, AIG Matched Funding Corp., Ambac Credit Product, LLC, 
and Ambac Assurance Corporation, filed as Exhibit 4 to Big Rivers’ June 11, 
2008, Motion to Amend and Supplement Application. 

Letter Agreement among Big Rivers Electric Corporation, E.ON U S  LLC, Alcan 
Primary Product Corporation, and Century Aluminum of Kentucky General 
Partnership, filed as Exhibit 5 to Big Rivers’ June 11,2008, Motion to Amend 
and Supplement Application. 

Amendment of Operating and Support Agreement among Big Rivers Electric 
Corporation, PBR-3 Statutory Trust, FBR-1 Statutory Trust, and FBR-2 Statutory 
Trust (D.B. Wilson Unit l), filed as Exhibit 6 to Big Rivers’ June 11,2008, 
Motion to Amend and Supplement Application. 

Second Supplemental Testimony of C. William Blackbum, filed as Exhibit 7 to 
Big Rivers’ June 11,2008, Motion to Amend and Supplement Application. 

VI. Exhibits to BiP Rivers’ October 9,2008. Motion to Amend and Supplement 
Application 

78. Third Supplemental Direct Testimony of C. William Blackbum, filed as Exhibit 
78 to Big Rivers’ October 9, 2008, Motion to Amend and Supplement 
Application 

Unwind Financial Model, filed as Exhibit 79 to Big Rivers’ October 9,2008, 
Motion to Amend and Supplement Application. See also Unwind Financial 
Model filed on or about December 28,2007, as Exhibit 8 to the original 
Application, and updated by Big Rivers’ January 30, 2008, Errata filing (see Item 

79. 
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8, above); Unwind Financial Models filed in Big Rivers’ February 14,2008, 
Response to Items 10 and 12 ofthe Commission Staffs First Data Request; 
Unwind Financial Model, filed as Exhibit 75 to Big Rivers’ Third Amendment 
and Supplement to Application on or about April 23,2008 (see Item 75, above); 
Unwind Financial Model filed as Exhibit 8 to Big Rivers’ June 1 1,2008, Motion 
to Amend and Supplement Application. 

Third Amendment to Transaction Termination Agreement, filed as Exhibit 80 to 
Big Rivers’ October 9,2008, Motion to Amend and Supplement Application. See 
d s o  Transaction Termination Agreement and First Amendment to Transaction 
Termination Agreement, both filed on or about December 28,2007, as Exhibit 3 
to the original Application (see Item 3, above); Letter Agreement filed on or about 
December 28,2007, as Exhibit 3A to the original Application (see Item 3A, 
above); Second Amendment to Transaction Termination Agreement filed as 
Exhibit 1 to Big Rivers’ June 11,2008, Motion to Amend and Supplement 
Application; Big Rivers’ February 14,2008, Response to Item 3 of the 
Commission Staffs First Data Request. 

Smelter Agreements, filed as Exhibit 81 to Big Rivers’ October 9,2008, Motion 
to Amend and Supplement Application. See also Item 20, above. 

a. Alcan Retail Agreement 

b. Century Retail Agreement 

c. Alcan Wholesale Agreement 

d., Century Wholesale Agreement 

e. 

f. 

g. Alcan Guaranty 

h. Century Guaranty 

1. Alcan Coordination Agreement 

S .  Century Coordination Agreement 

Comparison of Revised Smelter Agreements and Previously-Filed Smelter 
Agreements, filed as Exhibit 82 to Big Rivers’ October 9,2008, Motion to Amend 
and Supplement Application. See also Item A, above., 
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Century Security and Lockbox Agreement 
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e. 
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Proposed Tariff, filed as Exhibit 83 to Big Rivers’ October 9,2008, Motion to 
Amend and Supplement Application. See also Item 23, above. 

Comparison of Proposed Tariff against Tariff filed as Exhibit 2.3 to the original 
Application, filed as Exhibit 84 to Big Rivers’ October 9, 2008, Motion to Amend 
and Supplement Application. See also Item 24, above. 

Proposed Open Access Transmission Tariff, filed as Exhibit 85 to Big Rivers’ 
October 9, 2008, Motion to Amend and Supplement Application. See also Item 
33, above. 

Comparison of Proposed OATT against OATT filed as Exhibit A to Big Rivers’ 
January 30,2008, Motion to Amend Application, filed as Exhibit 86 to Big 
Rivers’ October 9,2008, Motion to Amend and Supplement Application. See 
also Item 34. above. 

Comparison of Alcan Retail Agreement 

Comparison of Century Retail Agreement 

Comparison of Alcan Wholesale Agreement 

Comparison of Century Wholesale Agreement 

Comparison of Alcan Security and Lockbox Agreement 

Comparison of Century Security and Lockbox Agreement 

Comparison of Alcan Coordination Agreement 

Comparison of C,entury Coordination Agreement 

83. 

84. 

85. 

86. 

87. Station Two Agreements and Amendments, filed as Exhibit 87 to Big Rivers’ 
October 9,2008, Motion to Amend and Supplement Application. 

a. Second Amendatory Agreement 

b. Amendments to 1970 Station Two Power Sales Contract 

c. 

d. 

e. 

Station Two Termination and Release Agreement 

Station Two G&A Allocation Agreement 

Agreement for Assignment of Responsibility for Complying with 
Reliability Standards 
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RUS 2008 Promissory Note, Series A, filed as Exhibit 94 to Big Rivers’ October 
9, 2008, Motion to Amend and Supplement Application. See also Item 73, above. 

Agreements regarding “Funding of Certain Amounts to be Paid to The Bank of 
America” between Big Rivers, E O N  US.,  LLC, Alcan Primary Products 
Corporation and Century Aluminum of Kentucky General Partnership’’ dated as 
of June 24,2008, and “Payment Regarding the Buy-Out of the Bank of America” 
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Rivers’ October 9, 2008, Motion to Amend and Supplement Application. 
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THJRD SUPPLEMENTAL DIRECT TESTIMONY OF 
C. WILLJAM BLACKBUFW 

OVERVIEW OF TESTIMONY 

Please state your name and position. 

My name is C. William Blackburn. I am employed by Big Rivers 

Electric Corporation (“Big Rivers”) as its Vice President Financial 

Services, Chief Financial Officer (“CFO) and Interim Vice President 

Power Supply. 

Are you the same C. William Blackburn who earlier provided 

testimony in these proceedings? 

I am. I filed my direct testimony as Exhibit 10 to the original 

Application filed on December 28,2007, my rebuttal testimony on 

April 23,2008, my first supplemental testimony on April 23, 2008, and 

my second supplemental testimony on June 11,2008. 

Why is Big Rivers now supplementing its Application and 

presenting this Third Supplemental Direct Testimony? 
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The primary reason Big Rivers is supplementing its Application and 

submitting this Third Supplemental Direct Testimony is to present the 

Commission with the effects on t h e  Unwind Financial Model of Big 

Rivers’ recent termination of its leveraged lease transactions of 

undivided interests in Plants Green and Wilson with Bluegrass 

Leasing Corporation, a subsidiary of Philip Morris Capital Corporation 

(“PMCC”). This termination was precipitated by a downgrade in the 

claims-paying ability of Ambac Assurance Corporation (“Ambac”) by 

Moody’s Investors Services (“Moody’s”) on June 19, 2008 and by more 

recent turmoil in the financial markets. Absent the lease termination 

Big Rivers would have been exposed to adverse consequences under 

the contractual terms of the leveraged lease transactions with PMCC. 

Has Big Rivers previously supplied the other parties and the 

Commission with information regarding the termination of the 

PMCC Lease Transaction? 

Yes. Prior to engaging in the termination of the PMCC Lease 

Transaction, on September 26,2008 I presented for informational 

purposes an Affidavit (attached as Exhibit 92) detailing the history of 

the PMCC Lease Transaction and presenting the sequence of events 

that led to Big Rivers’ determination to terminate that transaction. I 
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describe the terms of  the PMCC Buyout below as it was closed in order 

to explain the effects of the PMCC Buyout on the Unwind Financial 

Model. I direct the Commission’s attention t o  my earlier Affidavit, as 

needed, for additional background on the circumstances surrounding 

Big Rivers’ decision t o  enter into the PMCC Buyout. 

Please describe your testimony. 

In the first part of the testimony below I describe the structure of the 

PMCC Buyout and the flow of payments affecting the Unwind 

Financial Model. I also present details regarding a parallel buyout of 

Big Rivers’ leveraged leases of Plant Green with Bank of America 

Leasing (“BOA”) which were bought out on June 30,2008, as previously 

reported to the Commission on July 2,2008 (“BOA Buyout”). In the 

supplement to the Application filed herein (“Application Supplement”), 

Big Rivers requests Commission approval of the proposed accounting 

treatment for both the BOA Buyout and the PMCC Buyout. The 

description of the BOA Buyout is provided for that purpose. In my 

testimony, I describe the proposed financial accounting for these 

buyouts for which Big Rivers is seeking approval in the Application 

Supplement. 
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Does your testimony address any issues other than those 

surrounding the termination of the PMCC leases and the BOA 

leases? 

Yes. Big Rivers recognizes that it first filed its Application more than 

nine months ago and that it has a n  ongoing obligation to update that 

Application to provide known changes. Accordingly, apart &om simply 

documenting the changes to Big Rivers’ financial status arising from 

the BOA Buyout and the PMCC Buyout, my testimony also provides a 

summary of all known significant financial changes that have occurred 

since Big Rivers updated its Unwind Financial Model in Big Rivers’ 

June 11, 2008 Motion to Amend and Supplement Application (the 

“June Model”). The second portion of my testimony thus presents a 

new iteration of Big Rivers’ TJnwind Financial Model, which is 

attached as Exhibit 79. Although many of the changes to the Unwind 

Financial Model relate t o  the implementation of the buyouts, a number 

of other changes have been made since Big Rivers supplied the 

Commission with the June Model. The expected closing date of the 

Unwind Transaction has been moved from April 30,2008 to December 

31, 2008, and this change is now reflected in the Unwind Financial 

Model. In addition, Big Rivers’ Production Cost Model has been 

updated to reflect current operating assumptions and cost inputs, and I 
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22 Q. 

describe these changes as well, particularly with respect to their effects 

on the Unwind Financial Model. 

Separately from this update of the various inputs to the Big Rivers 

financial model, I also present the updated output of the Unwind 

Financial Model, including the expected rates, to provide the 

Commission with as complete and updated a picture of Big Rivers’ 

projected operations post-closing as can be currently estimated. In 

order to  provide the Commission with information by which the 

Commission separately can assess both the financial impact of the 

buyouts and the financial impact created by other changes now 

documented in the financial model, Big Rivers presents a breakdown of 

the relative effect of these two categories of changes as part of my 

testimony. 

Big Rivers’ resolution of the PMCC lease transaction and the change in 

the expected closing date of the Unwind Transaction also entail certain 

changes in the compensation from E.ON U.S., LLC (“E.0N”) and its 

affiliates under the Unwind Transaction, so I also update previous 

exhibits provided to the Commission summarizing these payments. 

Does your testimony address any other issues? 
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Yes. A third significant area of my testimony addresses the specific 

changes to the Smelter contracts necessitated by the PMCC Buyout 

and for other reasons. Some of these changes address issues relating 

to the PMCC Buyout and the allocation of the costs resulting from that 

termination given that the Smelters did not feel that they participated 

in the initial benefits created by the leveraged leases. Other portions 

of the Smelter Agreements are revised for reasons explained in this 

section. 

A fourth area of my testimony addresses the changes to Big Rivers’ 

Tariffs proposed in the Application. The Big Rivers Member Discount 

Adjustment (“MDA”) expired at the end of August of this year. I 

discuss in this testimony the reasons for allowing that tariff provision 

to expire. I also describe the effect of these tariff changes on the 

Economic Reserve, and describe why these changes still offer the Big 

Rivers Non-Smelter Members adequate protection and incentive to 

enter into this transaction. 

A fifth area of my testimony addresses updates to my responses to 

previously submitted Data Responses in this proceeding in order to 

present known changes to certain of Big Rivers’ previous answers. As 
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part of this Section I provide a financial matrix (Exhibit CWB-17). 

Also, I provide additional testimony regarding Big Rivers’ ability to 

remarket power should one or more of the Smelters depart the system. 

As part of this testimony, I provide analyses of regional market sizes 

and known future needs for power t o  demonstrate that a viable market 

exists in which Big Rivers will be able to sell any generation stranded 

by a Smelter departure. I also address concerns regarding whether the 

benefits of this transaction load too many of the Smelter benefits on 

the front end of the period covered by the Smelter Agreements. 

Finally, I provide an update regarding Big Rivers’ request for a tax 

ruling from the Kentucky Department of Revenue. 

CHANGES IN BIG RIVERS’ FINANCIAL STATUS 

A. THE PMCC BUYOUT 

When did Big Rivers close the PMCC Buyout? 

Big Rivers closed the termination of the PMCC Lease Transaction on 

Tuesday, September 30, 2008. 
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How much did Big Rivers pay PMCC on September 30 in 

connection with the PMCC Buyout? 

Big Rivers paid PMCC $109 million in cash, and gave PMCC its 

unsecured note in the amount of $12.38 million loan at  an 8.5% annual 

interest rate, payable at  the earlier to occur of the date of closing of the 

Unwind Transaction or December 15, 2009. 

Has WKEC agreed to participate in the PMCC leases 

termination costs? 

Yes. WKEC has agreed to reimburse Big Rivers one half of the 

$121.38 million paid to PMCC plus one half of a $332,868 shortfall 

payment made to Co-Bank in connection with the sale of certain 

financial securities that collateralized a portion of the PMCC debt, for 

a total E.ON payment to Big Rivers of approximately $60.9 million. 

WKEC's payment is due a t  the closing of the Unwind Transaction. 

WKEC's obligation to make this payment is memorialized in the Third 

Amendment to Transaction Termination Agreement, presented with 

the supplemental testimony of Paul W. Thompson as Exhibit PWT-5. 

What was the derivation of this payment? 
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A. Although the terms of the PMCC Lease Transaction liquidated 

damages provision specified a termination payment of approximately 

$221.5 million, PMCC in return for an earlier termination agreed to 

reduce the face amount to $214 million. The $7.5 million difference 

represents PMCC‘s contribution t o  the economic resolution of the lease 

transaction. Moreover, consistent with the terms of the PMCC Lease 

Termination, Big Rivers then used the proceeds from the redemption of 

its guaranteed investment contract (“GIC”) funding agreement with 

American International Group, Inc. (“AIG) (the “AIG GIC”) and the 

net proceeds from the sale of certain federal securities by Co-Bank to 

reduce this amount. The redemption of the AIG GIC yielded $92.62 

million. However, the sale of federal securities by Co-Bank yielded an 

amount $332,868 less than the outstanding value of the Series B debt 

paid off by Co-Bank. Accordingly, Big Rivers owed a shortfall payment 

of $332,868 to Co-Bank with regard t o  the Series B debt. Big Rivers 

then settled its net termination value payment by paying PMCC the 

sum of $109 million in cash and borrowed an additional $12.38 million 

from PMCC on the terms described above. These calculations and the 

BOA lease termination payments are charted in the table attached as  

Exhibit CWB-9 to this supplemental testimony. 
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How is the PMCC Buyout reflected in the Big Rivers Unwind 

Financial Model? 

For purposes of financially modeling the PMCC Buyout, Big Rivers has 

modeled a total Big Rivers payment of $60.9 million. This amount is 

reflected in Big Rivers’ Financial Model as discussed below in Section 

II(C) of my Third Supplemental Direct Testimony. 

Will Big Rivers’ buyout of the PMCC Lease Transaction have 

an effect an the amount Big Rivers will pay down on its note to 

the United States Rural Utilities Service (“RUS”) at the closing 

of the Unwind Transaction? 

The PMCC Buyout will result in a reduction in the amount to be 

prepaid by Big Rivers to the RUS at closing to reduce the principal 

amount of the RUS note. Originally, Big Rivers had proposed a very 

substantial prepayment to the RUS at closing with a simultaneous 

public debt issuance. Now, Big Rivers and the RUS have agreed to a 

revised schedule of Maximum Allowed Principal Balances as part of a 

New RUS Note (Exhibit 94) that is to be implemented following the 

closing of the Unwind Transaction. I attach the revised Maximum 

Allowed Principal Balance schedule as Exhibit CWB-10 to this 
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testimony. Big Rivers will prepay approximately $140.2 million at the 

closing of the Unwind Transaction. Big Rivers wil l  then pay 

approximately an additional $60.0 million t o  the RUS in or before 

2012. Finally, under the revised schedule, Big Rivers will pay 

approximately an additional $200 million by no later than January 

2016. 

Does the PMCC Lease Transaction termination have any effect 

on the ARVP Note with the RUS? 

No. It does not change the amount or terms of the ARW Note 

Did Ambac provide any financial contribution t o  the PMCC 

Buyout? 

Ambac agreed to waive its fees and legal services payments in 

connection with actions necessary t o  implement the PMCC Buyout. 

Has  Big Rivers provided the Commission a copy of the PMCC 

Lease Termination Transaction documents? 
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A. Yes. Big Rivers made an information filing of the PMCC Buyout 

documents on October 7,2008. 

Q. Turning to accounting issues, how does Big Rivers intend to 

account for the PMCC Buyout and the BOA Buyout? 

A. Generally, Big Rivers intends to  currently expense all costs associated 

with the termination of the five lease transactions with Bluegrass 

Leasing and the Bank of America Leasing on a “netted” basis. As of 

September 30,2008, Big Rivers currently has recorded a net loss on its 

books of approximately $77.0 million to reflect the amounts received in 

2000 from entering into these leveraged lease transactions and the 

buyout expenses. Big Rivers proposes to expense as a loss the amounts 

expended to terminate these five leasing transactions. Big Rivers thus 

will record a net loss on December 31, 2008 of $16.1 million on its 

books as a result of this proposed accounting treatment. See Exhibits 

CWB-9 and CWB-11. I believe this is a just and reasonable method of 

accounting for these terminations, and I believe the Commission 

should grant Big Rivers approval for this proposed accounting 

treatment as requested in the Application Supplement. Big Rivers has 

requested the RUS to approve this same accounting treatment as well. 
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Have the Smelters been kept informed throughout the PMCC 

Buyout? 

Yes. Big Rivers remained in contact with the Smelters to apprise them 

of the status of the negotiations, The Smelters have supported Big 

Rivers’ decision t o  terminate the PMCC Lease Transaction, preferring 

the elimination of this potential uncertainty created by the Ambac 

credit downgrade. 

Please describe the economics of the PMCC Buyout as they 

relate to the Smelters in the Unwind Transaction scenario. 

Big Rivers is funding a portion of its costs of buying out PMCC by 

reducing the payment it makes on the RUS debt at  the closing of the 

Unwind Transaction. This increases Big Rivers’ debt level since the 

amount of debt to be prepaid to  the RUS will be smaller than originally 

modeled. The June Model shows Big Rivers making a $200 million 

prepayment to the RUS at closing, but the PMCC Buyout now provides 

for this amount to he decreased to approximately $140.2 million. With 

a reduced RUS prepayment, the RUS debt level will be higher. As 

discussed below in Section 111, this will lead to an increase in Big 

Rivers’ wholesale rates offered to the Member Distribution 
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Cooperatives for both their Smelter and non-Smelter customers. 

Because the Smelters pay approximately 70% of system costs, the 

Smelters objected to being forced to bear the brunt of the increased 

costs resulting from the PMCC Buyout, particularly because they were 

not system average cost customers during the period following the 

leveraged lease transactions and never received what they believed to  

be a fair share of the benefits of t he  PMCC Lease Transaction in the 

first place. 

How did Big Rivers and the Smelters resolve this issue 

regarding the PMCC Lease Transaction and its termination? 

The Smelters had previously agreed to pay a substantial monthly 

surcharge that would ultimately be applied against the expenses that 

would otherwise be paid by the distribution Non-Smelter Members 

through the FAC and the Environmental Surcharge (see, e.g, Alcan 

Retail Contract, Section 4.11). In order t o  resolve the issue of 

responsibility for payment of the PMCC Buyout costs, Big Rivers and 

the Smelters have agreed to a $200,000 downward adjustment in the 

monthly Smelter Surcharge for the initial 96 months (eight years) of 

their agreements. In total, this amounts to a $19.2 million nominal 

benefit to the Smelters. 
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Doesn’t this reduction in the Smelter Surcharge result in a 

front-loading of benefits to the Smelters? 

No, quite the contrary. The argument against front-loading of benefits 

t o  the Smelters is that it gives the Smelters more of their total 

economic benefit in the initial years and dilutes incentives for them to 

stay on Big Rivers’ system in later years. The structure of the Smelter 

resolution in the PMCC Buyout cuts against that by spreading out the 

Smelters’ value over eight years. The benefit is not frontloaded but, 

rather, evenly received over that period. Moreover, a Smelter loses 

entitlement to any unrealized benefit if it does take service under its 

retail agreement for the full eight years. 

Does the PMCC Buyout change the need for a new Big Rivers 

Indenture? 

No. Big Rivers still requires replacement of the existing Third 

Restated Mortgage with the proposed new Indenture as a key 

component of the Unwind Transaction. The reason is simple: Big 

Rivers needs an Indenture so that it can take full advantage of all 

credit markets in the future. As I explained in depth in my Direct 
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Testimony at pages 110-23, restructuring Big Rivers’ obligations in the 

manner provided in the new Indenture is one of the main benefits of 

the Unwind Transaction; it will provide Big Rivers with the financial 

flexibility to access credit markets to meet unexpected financial 

obligations and provide for future improvements and expansion in a 

wag that is not available under a standard mortgage. As the 

Commission is aware, Big Rivers already anticipates the need to access 

capital markets following the closing of the Unwind Transaction, 

commencing with the tax-exempt market in 2009 and the taxable 

market in 2011. The existing Third Restated Mortgage is simply not 

an adequate security document for the type of organization which Big 

Rivers will become after the Unwind Transaction. 

Please review the evolution of Big Rivers’ post-closing 

financing plans since the filing of this case. 

At the time the Application was filed, Big Rivers had a general 

expectation that it would prepay approximately $440 million of its 

RUS debt at  the TJnwind Transaction closing. The sources of those 

funds were anticipated to be (i) $176 million from cash on hand at  

closing, and (ii) $264 million in proceeds from the issuance of public 
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debt. This is described in my Direct Testimony, filed as Exhibit 10 to 

the Application, a t  page 127. 

When Big Rivers filed the financing portion of its application dated 

March 28,2008, the early evidence of distress in the financial markets 

had caused Big Rivers t o  abandon its plans to issue public debt at  

closing. At that point, Big Rivers expected it would pay down $200 

million on the RUS debt at  closing. This adjustment in plans is 

discussed in paragraph 19, on page 8, of Big Rivers’ March 28, 2008, 

First Amendment and Supplement to Application, and at pages 3 

through 5 of my Supplemental Testimony, which is filed as Exhibit 77 

with the April 23,2008, Motion to Amend and Supplement 

Application. 

Now, as described earlier in my testimony, Big Rivers’ agreement with 

RUS is that Big Rivers wiU pay a minimum of $125 million on the RUS 

note at the Unwind Transaction closing, plus all negotiated 

improvements in termination value and any amounts by which the 

value of the AIG GIC exceeds $67.0 million. Through improved 

concession from PMCC and an increased GIC value the amount to be 

paid to RUS at closing for application t o  the RUS debt is $140.2 

million. 
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What are the beneficial effects of the PMCC Buyout on Big 

Rivers’ financing plans? 

One clear benefit of the PMCC Buyout is a simplification of the 

security arrangements involving Big Rivers’ assets by elimination of 

certain property interests and contractual rights in the lease 

transactions. Previously, on April 23,2008, Big Rivers provided as 

Exhibit 76 to the Third Amended and Supplemental Application a 

table of contents listing the various Big Rivers financing documents 

filed as part of this proceeding. I have updated that Exhibit 76 in the 

attached Exhibit 93, presenting the disposition of each of the Big 

Rivers financing documents no longer required as a result of the 

buyout of the PMCC leases. As can be seen from Exhibit 93, Big 

Rivers’ financing documents and requested approvals are greatly 

streamlined by the completed PMCC Buyout. Removal of references t o  

all the various parties to  the various leases also requires modification 

of a number of the financing documents, which have been revised 

accordingly and are resubmitted as Exhibit 96 to the Application. 

So Big Rivers will still need to obtain an Investment Grade 

Credit Rating from the rating agencies? 
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Yes. 

Does the PMCC Buyout have a negative effect on Big Rivers’ 

ability to obtain that Investment Grade Credit Rating? 

No. After the PMCC Buyout, the key credit metrics of equity/assets, 

TIER, and ending cash balances remain comfortably within the 

boundaries necessary to obtain investment grade credit ratings. If 

anything, the termination of the BOA and PMCC leveraged leases will 

assist Big Rivers in obtaining the ratings it requires by simplifying Big 

Rivers’ credit arrangements, making the remaining credit structure 

much easier to understand. 

What is the  status of Big Rivers’ efforts with respect to 

obtaining an Investment Grade Credit Rating from the rating 

agencies? 

Big Rivers postponed its rating agency presentations until it could 

resolve the problems created by the Ambac credit downgrade, and 

determine the impact of the solutions of those problems on its financial 

position. Now that the PMCC Buyout has been completed, Big Rivers 
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will recommence the actions required for it to obtain an investment 

grade credit rating no later than immediately after the conclusion of 

the hearing in this case. 

In connection with obtaining an Investment Grade Credit 

Rating, is it correct that Big Rivers still needs to construct the 

Phase 2 Transmission Project authorized in Case No. 2007- 

00177? 

Yes. Big Rivers will still need to construct the Phase 2 Transmission 

Project for which a Certificate of Public Convenience and Necessity 

was issued in 2007. I provide an update of Big Rivers’ plans with 

respect to the Phase 2 Transmission Project in Section VI of this 

testimony. 

B. CHANGES TO THE PRODUCTION COST MODEL 

Has Big Rivers made any changes to the Production Cost 

Model you described in your December 2007 Direct Testimony? 

Yes. My December 2007 Direct Testimony referenced the November 

2007 Production Cost Model and described the various inputs to that 
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model. Big Rivers and wI(EC now have almost an additional year of 

operations data available to update that model as  well as additional 

cost information caused by changes in current market conditions from 

those included in the previous iteration of the Production Cost Model. 

The Production Cost Model most recently was run in May 2008 in 

connection with the prior iteration of the Big Rivers Unwind Financial 

Model. In order now to provide the Commission with updated 

information, Big Rivers has conducted another run of the Production 

Cost Model in September 2008 to use to update the TJnwind Financial 

Model, and has submitted that updated Production Cost Model as 

Exhibit 97, and its updated Unwind Financial Model as Exhibit 79. 

Please describe how the Production Cost Model has been 

updated from the version developed in Navember 2007. 

Certainly. First, the price forecasts for fuel oil and natural gas have 

been updated to take into account generally prevailing increases in 

those costs. The updated forecasts used are provided hy WKEC (fuel 

oil) and ACES (natural gas). Although Big Rivers incorporated 

updated solid fuel forecasts (for coal and petcoke) as part of the May 

2008 financial model update, which incorporated a rerun of the 

Production Cost Model, Big Rivers did not then update the Production 
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Cost Model to reflect updated prices for fuel oil and natural gas. 

These changes in fuel oil and natural gas prices are reflected in higher 

unit startup costs and higher fuel operating costs in the updated 

Production Cost Model. One additional change since the May 2008 

version of the Production Cost Model is implementation of these same 

fuel oil and natural gas price increases for the modeled generation 

units in our surrounding region, leading to increased costs for those 

areas and producing greater potential for Big Rivers to  make off- 

system sales. 

Second, the Production Cost Model has been revised to incorporate 

updated unit reagent and disposal prices. Prices for lime, limestone, 

DBA and reagent disposal all have increased significantly over those 

incorporated in the November 2007 Production Cost Model. These 

prices have been reflected in more recent WKEC supplier contracts, 

both in terms of automatic contract escalations built into existing 

terms and in higher rates for replacement contracts reflecting market 

prices as existing contracts expire. 

Third, Big Rivers has incorporated revised SO2 and NOx forecasts into 

the Production Cost Model. We have used forecasts provided by ACES 

for 2009 and 2010 and by Global Insight, Inc. for the years thereafter. 
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The forecasts provided by ACES are new and apply for the period 2009 

through 2010, while the later years continue to use the previously 

supplied Global Insight long-term forecasts. 

Fourth, as described in the Second Supplemental Direct Testimony of 

David A. Spainhoward (Exhibit 99), there have been a number of 

changes t o  environmental requirements stemming from the federal 

court reversal of the Clean Air Interstate Rule (“CAIR”) regulations. 

For purposes of the Production Cost Model, Big Rivers has removed the 

assumptions that CAIR will be implemented in 2009 for NO, and 2010 

for SO$. Instead, Big Rivers’ Production Cost Model now incorporates 

an assumption that CAIR-like regulations will be implemented for 

NOx and SO2 starting in 2011. Big Rivers believes this is a reasonable 

and conservative assumption. 

Fifth, and finally, the September 2008 Production Cost Model has been 

revised to eliminate a formerly forecasted need for a ten-week, 50 MW 

maintenance derating in Wilson Unit 1 for the years 2010,2011, and 

2012. Big Rivers has determined that maintenance to correct concerns 

with respect to the Wilson Unit 1 can be completed without a derating. 
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C. CHAN'GES TO THE UNWIND FINANCIAL MODEL 

1. Changes Related to  the PMCC Buyout and the BOA 

Buyout 

Has Big Rivers made any changes to the Unwind Financial 

Model to reflect the PMCC Buyout? 

Yes. Big Rivers has updated the Unwind Financial Model to reflect the 

financial effects of the PMCC Buyout. 

What changes did Big Rivers make regarding the cost to Big 

Rivers of terminating the PMCC Lease Transaction? 

Big Rivers used the actual cost to Big Rivers of paying off the PMCC 

Lease Transaction of $60.9 million net in the revised model. For 

purposes of the model, Big Rivers assumes that the PMCC Buyout is 

funded with a reduced RTJS prepayment of $140.2 million at  closing, 

which is then to be followed by an approximate $60.0 million capital 

markets issuance to be made at roughly the end of year 201 2. These 

calculations are reflected in the Unwind Financial Model. 
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Does the financial model also reflect changes to the BUS note 

prepayment? 

Yes. As discussed previously, Big Rivers agreed with the RUS t o  a 

change in the Maximum Allowed Principal balance schedule in 

connection with the RUS’ consent to a reduction in the RUS loan 

prepayment. I attach this revised balance schedule as Exhibit CWB- 

10. Changes t o  that payment schedule are now reflected in the 

financial model. The financial model now reflects an approximate 

$60.0 million payment in RUS debt by the end of 2012 and 

approximately an additional $200 million payment by January 2016. 

What other changes have been made to the financial model in 

connection with the PMCC Buyout? 

As noted earlier, another change that needs to be made in connection 

with the PMCC Buyout is a change in the Smelter Surcharge pursuant 

to Section 4.11(b) of the revised agreements t o  reflect a reduction in 

that surcharge of $200,000 a month for the ninety-six months after the 

closing of the Unwind Transaction, Because the Smelter Surcharge is 

applied as part of the MRSM, a reduction in the Smelter Surcharge 
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results in a drawing down of the Economic Reserve funds more quickly 

than otherwise would be the case. However, this quicker draw down in 

the Economic Reserve is offset by a "feathering" of the Economic 

Reserve by constricting the maximum amount to be offset in a given 

year by the MRSM. See Supplemental Direct Testimony of William 

Steven Seelye, Exhibit 103, pages 2 through 10. 

A second change to the financial model produced by the PMCC Buyout 

is the discontinuation of the CoBank patronage amounts. Removal of 

CoBank as part of the PMCC Lease Termination ends these patronage 

amounts, and they are discontinued in the revised Unwind Financial 

ModeL 

Is the reimbursement from Big Rivers to E.ON with respect to 

the BOA Buyout reflected in the revised model? 

Yes. That amount, $1.0 million, is reflected in the updated Unwind 

Financial Model, Exhibit 79, page 5, at line 1.16 and in more detail in 

Exhibit CWB-9. 
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Are your proposed accounting treatments for the PMCC 

Buyout and the BOA Buyout reflected in the Updated Financial 

Model? 

Yes. The proposed accounting treatments are reflected in Exhibit 

CWB-11. 

2. Changes in Other Assumptions 

Did Big Rivers make other changes to the Unwind Financial 

Model in connection with the filing made in the Application 

Supplement apart from those connected to the PMCC Buyout 

and the BOA Buyout? 

Yes. Big Rivers originally filed its model in connection with its 

Application made in December 2007. The Application used an April 

30, 2008 closing date and was based on late 2007 fuel assumptions and 

the November 2007 Big Rivers Production Cost Model. Later, in June 

2008, Big Rivers filed with the Commission another iteration of the Big 

Rivers financial model (Exhibit 75) t o  reflect the results of a new 

financial arrangement between Big Rivers and E.ON concerning 

known and anticipated increases in solid fuel costs differing from those 
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used in the earlier financial model filed in December. That June 2008 

update to the financial model continued t o  use an April 30,2008 

closing date and certain other earlier assumptions even as it 

implemented the new solid fuel forecasts in order to isolate the impact 

of higher solid fuel prices. Big Rivers has updated the Big Rivers 

Production Cost Model as well as the IJnwind Financial Model to 

reflect a closing date of December 31, 2008. Additionally, a number of 

other factors have changed in a way that would have a measurable 

effect on the financial model. Accordingly, Big Rivers has rerun the 

model based on these changed assumptions. 

Please describe these changes to the Big Rivers financial 

model inputs. 

As noted above, a principal change in the financial model is the change 

in the expected closing date. Given that it is now October 2008, it is no 

longer useful to continue to model a closing date of April 30, 2008 and 

to present all changes to the Unwind Financial Model while retaining 

that date. Given the likely procedural schedule, Big Rivers has based 

its financial model on a December 31, 2008 closing date. 
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How does the new expected closing date change the output of 

the Unwind Financial Model? 

One principal change of using an expected closing date of December 31, 

2008 is the elimination of the partial year’s results for 2008. Another 

consequence of the new closing date is a revision to the expected cash 

flow to reflect revised WKEC inventory values and other variable costs 

that wil l  change based on that date. 

Are there other changes to the Unwind Financial Model to 

reflect modifications in key assumptions? 

Yes. Previous iterations of the financial model assumed a continuation 

of the Member Discount Adjustment (‘MDA”). As this Commission is 

aware, Big Rivers and its Member Distribution Cooperatives allowed 

the MDA to expire on August 31, 2008, and the Unwind Financial 

Model reflects this decision. 

In addition, the Unwind Financial Model no longer incorporates a 

mandatory 2% Member rate increase in 2010. Previously, Section 

4.75(a) of the Smelter Agreements required this 2% Member rate 
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increase calculation, but that requirement has now been eliminated, 

and this change is reflected in the Unwind Financial Model. 

How else has the Unwind Financial Madel been modified to 

reflect cost inputs or estimates that have changed since the 

most recent Unwind Financial Model was filed with the 

Commission in June 2008? 

Another principal change to the Unwind Financial Model has been the 

incorporation of the revisions reflected between the November 2007 

Production Cost Model and the more recent September 2008 update of 

the Production Cost Model, to the extent these changes were not 

previously updated as part of the June 2008 Unwind Financial Model. 

I have discussed these modifications globally above, but I discuss them 

specifically below. 

Please describe how the changes to the Production Cost Model 

are broken down for the revised Unwind Financial Model. 

A first change results from market increases in the prices of fuel oil 

and natural gas. These fuel oil and natural gas price increases are 

reflected in the Unwind Financial Model as part unit start-up fuel 
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costs and as part unit fuel operating costs. They also are reflected in 

increases in off-system sales revenues as these higher prices are 

reflected h market prices for wholesale power in neighboring regions. 

A second set of changes in the September 2008 Production Cost Model 

concerns the SO2 and NO, allowance price forecasts. The most recent 

September 2008 Production Cost Model uses updated market forecasts 

for 2009 and 2010, and these are now incorporated into the Unwind 

Financial Model. The Unwind Financial Model continues t o  use Big 

Rivers’ long-term allowance forecasts for other years, and these inputs 

are unchanged from those previously provided to the Commission. 

Moreover, as discussed above, the Unwind Financial Model also 

assumes that CAIR-like SOz and NO, regulations will not resume until 

2011. Previously, the fmancial model assumed a 2009 NO, regulation 

commencement and a 2010 S02commencement date. This change 

reflects Big Rivers’ current expectations regarding the environmental 

regulations as presented in the supplemental testimony of David A. 

Spainhoward (Exhibit 99). 

A third set of changes reflected in the September 2008 Production Cost 

Model concerns unit reagent and disposal prices. Lime, limestone, and 

DBA disposal prices have increased significantly through contract 
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escalations and certain replacement contracts that incorporate current 

increased market prices for these reagents. The results are increases 

in non-fuel variable operating expenses. 

A fourth change reflected in the financial model is the elimination of 

certain previously forecasted deratings of Wilson Unit 1 discussed 

above. An effect of this elimination of the unit derating is the 

availability of additional M W s  of power for potential off-system sales. 

Does the  revised Unwind Financial Model reflect the impact of 

the court  ruling vacating the federal Clean Air Interstate Rule? 

Yes. In his supplemental testimony, Exhibit 99, David Spainhoward 

describes the court’s ruling and its immediate impact on Big Rivers. 

From a financial modeling standpoint, the court’s rejection of CAIR 

results in an impact on the market price of emissions allowances, and 

also results in changes to the Production Cost Model due to changes in 

the variable costs associated with environmental compliance for such 

items as ammonia for NOx emission control devices and NOx disposal 

costs, among others. 
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For purposes of the financial model, Big Rivers has assumed that there 

will be no replacement for the CAIR until January 1,2011, at  the 

earliest. Accordingly, the revised financial model reflects a decrease in 

the market price of emissions allowances for the years 2009 and 2010. 

In addition, for that same two-year period, the revised hanc ia l  model 

assumes that the surrender rate for SO2 allowances wi l l  be one-to-one, 

rather than the two-to-one surrender rate under CAIR, and that the 

NOx emissions control requirement will apply only during five months 

of the year (May through September), rather than year-round as would 

have been the case under CAIR. The Production Cost Model has been 

updated to reflect these changes to  variable costs associated with 

environmental compliance, and these revisions have, in turn, been 

reflected in the revised Unwind Financial Model. 

Apart  from these Production Cost Model related changes, does 

the passage of time produce other changes in  estimated costs? 

Yes. A number of individual, unconnected cost estimates have changed 

from those previously included in the November 2007 model (as 

updated by the June 2008 fig). I discuss each of these cost changes 

below: 
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First, estimated non-labor administrative and general costs have been 

revised upwards by from $3.5 million t o  $4.5 million per year. These 

costs changes result from an inconsistency discovered in the 

accounting treatment of plant expenses between Big Rivers and 

WKEC. Prior versions of the model used actual plant expenses 

provided by WKEC to Big Rivers. In the course of preparing detailed 

monthly budgets for potential Big Rivers operation of the plants after a 

closing of the Unwind Transaction, Big Rivers learned that four 

categories of costs had not been included in the plant expenses 

information it had received from WKEC that were incorporated as 

inputs to the Unwind Financial Model. Upon investigation, Big Rivers 

determined that WKEC did not include expenses for security, 

procurement, environmental costs, and emissions fees as part of the 

individual plant expenses Big Rivers had been using. In order t o  

include the impact of these categories, Big River is incorporating these 

costs as part of administrative and general costs. 

Second, Big Rivers has updated its information technology costs. 

Pursuant to the Information Technology Support Services Agreement 

with E.ON, certain required information technology services will be 

provided to Big Rivers by E.ON for up to  eighteen months following the 

Unwind Closing Date. By that time, Big Rivers is required to 
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transition to its own long-term information technology solution. As 

described in the Supplemental Direct Testimony of Mark A. Bailey 

(Exhibit 104), Big Rivers conducted due diligence and has determined 

to purchase and implement various modules of Oracle e-Business Suite 

software. Big Rivers has negotiated an agreement with Oracle t o  

purchase the software (at a cost of $1.4 million plus an annual 

maintenance fee of $0.3 million). Also, Big Rivers has finalized 

agreements with EDS to configure and implement the software ($7.3 

million) and to provide certain information technology services 

(application management, help desk, desktop support, network, and 

data center) for a term of eight years ($2.3 million annually) following 

the TJnwind Closing Date. These information technology costs are now 

included in the Unwind Financial Model. 

Q. Do Big Rivers’ projected labor  costs change in any way? 

A. Yes. Big Rivers’ projected labor costs have been changed to include an 

updated payroll calculation based on September 2008 data regarding 

current salaries and projected employment. These costs are included 

in the Unwind Financial Model. 
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Are there any other updates t o  the Big Rivers Unwind 

Financial Model? 

Yes. Another change since the financial model was most recently 

updated in June 2008 is the incorporation of the Kentucky coal tax 

credit. Big Rivers now includes the Kentucky coal tax credit for 2010 

and part of 2011 as a part of Big Rivers’ Fuel Adjustment Charge. 

Does the updated Big Rivers Unwind Financial Model reflect a 

different assumed interest earning rate from that previously 

included? 

Yes. The updated Big Rivers financial model lowers the assumed 

interest earnings rate from 4.38% to 4.00%. This reflects changes in 

frnancial markets. 

Does the updated Big Rivers Unwind Financial Model reflect a 

change in the Member Rate Stability Mechanism in order to 

“feather” the timing of the drawdown of the Economic Reserve 

to mitigate the rate impact that would otherwise occur when 

the Economic Reserve is completely depleted? 
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Yes. Originally, as presented in the Application and described in the 

Direct Testimony of Stephen Seelye, Exhibit 25 at  pp. 27-32, the 

MRSM provided for the use of the Economic Reserve as a rate credit to 

offset in each month the total dollar amount of fuel adjustment charges 

(“FAC”) and Environmental Surcharge costs billed t o  Members in that 

month to the extent such total dollar amounts were not already offset 

by the Unwind Surcredits and any Rebate Adjustments in that month. 

This proposed use of the MRSM left existing rates to the Non-Smelter 

Members effectively unchanged until exhaustion of the $157 million in 

the Economic Reserve. Big Rivers now proposes to change the MRSM 

to alter the speed at  which the Economic Reserve will be drawn down 

in order to follow the gradualism principle with the effect of 

anticipated FAC and Environmental Surcharge costs on the Non- 

Smelter Member rates until the Economic Reserve is exhausted and 

the full amounts of the FAC and Environmental Surcharge costs are 

applied without credit. This incorporation of gradualism is explained 

in the Supplemental Direct Testimony of William Steven Seelye, 

Exhibit 103, pages 2 through 10 and its use in the Unwind Financial 

Model is presented in the Supplemental Direct Testimony of Robert S. 

Mudge, Exhibit 98, pages 8 through 9. 
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presented as compared to the version of the Unwind Financial 

Model most recently filed with the Commission in June of 

2 a a ~  

A. Not to my knowledge. 

111. EFFECTS OF THE UPDATED BIG RIVERS UNWIND 

FINANCIAL MODEL 

A. THE EFFECT OF THE BUYOUTS ON BIG RIVERS’ 

RATES 

Q. Will you please provide an estimate of the effect of the BOA 

Buyout and the PMCC Buyout on Big Rivers’ rates? 

A. Yes. The financial effects of the BOA Buyout and the PMCC Buyout 

are relatively easy to isolate. The effect of the buyouts will be an 

increase in rates by an average over the 15 years modeled of $0.39 

MWh and $0.27 MWh for the Non-Smelter Members and the Smelters, 

respectively (including the effect of the reduction in the Smelter 

Surcharge amounts for the 96 months provided). A table isolating the 
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rate effects of the BOA Buyout and the PMCC Buyout is attached as 

Exhibit CWB-12. 

The benefits, of course, of completing these buyouts are a huge 

simplification in the structure and documentation of Big Rivers’ 

finances and the elimination of the enormous risk of credit-support 

collapse by third-parties. 

B. THE EFFECT OF THE UPDATED FINANCIAL MODEL 

ON EXPECTED RATES 

Does Big Rivers’ Unwind Financial Model provide a new 

projection for Big Rivers’ expected rates that includes all 

changes incorporated into the Unwind Financial Model? 

Yes. Based on modeling performed by Big Rivers, the key credit 

metrics of equity/assets, TIER, and ending cash balances are all 

impacted by these changes. In terms of the effect on expected rates, 

the new financial model indicates that expected rates will increase by 

an  average over the 15 years of $1.38 MWh and $1.49 MWh for the 

Non-Smelter Members and the Smelters, respectively. This represents 

an increase of approximately 3% for the Non-Smelter Members and the 
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Smelters. The results of this new modeling are presented at  Exhibit 

CWB-13. 

Has Big Rivers modeled its TIER in future years under the 

Unwind Transaction as updated in the new Unwind Financial 

Model? 

Yes. As part of the Unwind Financial Model Big Rivers has 

determined the rate levels that would be necessary to maintain a 

contractual TIER of 1.24 over the period from closing on December 31, 

2008 through December 31,2023, The model demonstrates that a 

conventional TIER of 1.27 or greater will be achieved under the 

projected rates in all years. 

Has Big Rivers modeled its Debt Service Coverage (“DSC”) over 

the period 2009 through 2023 as reflected in the new Unwind 

Financial Model? 

Yes. Over the period 2009 through 2023, Big Rivers’ Unwind Financial 

Model projects that Big Rivers will maintain a DSC at levels between 

2..24 and 1.44. The high of 2.24 is achieved in 2009 and then gradually 

reduces, with some fluctuation, to the low of 1.44 in 2016, before 
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thereafter rising to a range between 1.98 t o  1.93 in the years 2021 t o  

2023. 

Does Big Rivers' new Unwind Financial Model estimate the 

effect of the Unwind Transaction on Big Rivers' days of 

operating cash on hand? 

Yes. As I explained in my December 2007 Direct Testimony, Exhibit 

10 a t  p. 22, the Unwind Financial Model continues to show days of 

operating cash on hand two separate ways: including Big Rivers' lines 

of credit and excluding those credit lines. When Big Rivers' funds 

available under its lines of credit are included in days of operating cash 

on hand, the new Unwind Financial Model projects that Big Rivers will 

have 171.3 days of operating cash on hand in 2009. This amount drops 

down to 110.8 days in 2013, and thereafter increases to 188.6 days in 

2015. It then drops to a level between 108.8 days and 117.8 days 

during the years 2017 t o  2023. When Big Rivers' line of credit is 

excluded from the days of operating cash on hand in order to present a 

more conservative estimate, the new Unwind Financial Model 

indicates that Big Rivers will have 102.4 days of operating cash on 

hand in 2009. This amount drops to 53.9 dags in 2013 and then climbs 
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back to 118.0 days as late as 2016. Thereafter, it ranges between 46.6 

days and 55.3 days during the years 2017 to 2023. 

Q. Mr. Blackburn, do you continue to believe that the Unwind 

Financial Model demonstrates that Big Rivers will be 

financially healthy on and after the closing date of the Unwind 

Transaction? 

A. I do. The revised Unwind Financial Model indicates that Big Rivers 

still will achieve a conventional TIER of a t  least 1.27 in every year 

modeled. Big Rivers still will have sufficient revenues to more than 

cover its debt service in each year as shown by the modeled DSC 

amounts. And Big Rivers still will maintain a reasonable amount of 

cash on hand (whether including or excluding Big Rivers’ line of credit) 

to permit it to continue operating in a financially strong manner. 

C. CHANGES TO PREVIOUS FINANCIAL EXHIBITS 

Q. Mr. Blackburn does Big Rivers have any updates to its 

proposed journal entries as a result of the new Unwind 

Financial Transaction? 

Exhibit 78 
Page 44 of 69 



1 

2 

3 

4 

S 

6 

7 

8 

9 

10 

11 

12 

1.3 

14 

15 

16 

17 

18 

19 

20 

21 

22 

A. 

Q. 

A. 

Q. 

Yes. In my December 2007 Direct Testimony I presented as Exhibit 

CWB-7 a summary of the various Termination Agreement provisions 

requiring accounting treatment and Big Rivers’ proposed journal 

entries with respect to each. As part of my testimony now, I submit 

Exhibit CWB-14, which revises and replaces Exhibit CWB-7, 

presenting revised journal entries for the various Termination 

Agreement provisions requiring accounting treatment. 

Big Rivers filed as Appendix D to its December 2007 

Application its most recent RUS Form 12. Is Big Rivers 

supplying updated RUS Form 12s? 

Yes. Big Rivers’ updated monthly RUS Form 12s for the period 

December 2007 through August 2008 are attached as Exhibit 106 to 

the Application Supplement. Exhibit 106 supplements Appendix D t o  

the December 2007 Application. 

Mr. Blackburn, Exhibit CWB-2 to your Direct Testimony 

presented a chart summarizing Big Rivers’ Transaction 

Benefits received from E.ON and comparing them to E.ON’s 

valuation of the benefits. Have you had occasion to update this 

exhibit? 
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I have. In Exhibit CWB-15 I present an updated chart showing the 

information previously presented as Exhibit CWB-2. 

E.ON and Big Rivers appear to value the Unwind Transaction 

differently. Can you reconcile the difference in Paul W. 

Thompson’s Revised Exhibit PWT-3 and your Exhibit CWB-15? 

Yes. As I noted in my Direct Testimony in discussing Exhibit CWB-2, 

each company looks at  the transaction from its own perspective and 

necessarily evaluates its cost and benefits differently. I will reconcile 

the major differences below in the same order as they appear in 

Revised Exhibit PWT-3. 

1. Termination Payment -- Big Rivers’ cash balance does not 
include the E.ON contribution to the PMCC Buyout of $61.0 
million, resulting in a $61.0 million negative difference. 
However, Big Rivers’ cash balance does include $4.0 million not 
included by E.ON resulting from the projected inventory 
balances being $51.0 million ($4.0 million below the Transaction 
Termination Agreement’s established value of $55.0 million). 
This results in a $57.0 million difference. 

2. Leveraged Leases - E.ON has only listed the value of the E.ON 
portion of the PMCC Buyout of $61.0 million in its Termination 
Payment, but has not included its expenses associated with the 
BOA Buyout, which are $4.0 million. 

3. E.ON inventory balances are shown at  the Transaction 
Termination Agreement value of $55.0 million, which is $4.0 
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million higher than the inventory balances contained in Big 
Rivers’ Unwind Financial Model. 

4. Remaining personal property is $9.0 million; Big Rivers is not 
obligated to reimburse E.ON for any of the additional personal 
property that does not qualify as part of the inventory values. 

5. E,ONs Residual Value Payment for shared incremental and 
non-incremental capital shows a difference of $16.1 million, due 
in part to the E.ON numbers reflecting a 9/30/08 balance 
whereas Big Rivers’ numbers are projections as of 12/31/08. 

6. The Coleman scrubber total cost for E.ON is $1.4 million larger 
than Big Rivers will record due to the net effect of non- 
includable expenses and depreciation. 

7. E.ON has listed construction work in progress balances as of 
9/30/08 and projections for the balance of the year. Big Rivers 
has included what it believes to be the correct amount of capital 
asset value in its projected residual value payment forgiveness 
and therefore does not double account for the benefit of $29.2 
million that E.ON has shown. 

8. Transaction cost reimbursement to Big Rivers is limited to $22.0 
million, and Big Rivers does not list this as a benefit of the 
Unwind Transaction. 

9. Big Rivers does not include IT support as a benefit because Big 
Rivers will reimburse E.ON for the service pursuant to the 
terms of the Information Technology Support Services 
Agreement, resulting in a $5.9 million difference. 

10. Wilson stack cleaning is an item brought t o  E.ONs attention by 
Big Rivers through its continued due diligence activities. Big 
Rivers and E.ON agreed that E.ON would be responsible for the 
repair for this issue. Thus, Big Rivers has not recorded the cost 
of this repair as a part of the consideration received by Big 
Rivers. This results in a difference of $1.0 million. 

Exhibit 78 
Page 47 of 69 



1 
I 7 

3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

11. Big Rivers has deferred E.ON lease income on its books which 
will be recognized as income to Big Rivers on the day of closing 
of the Unwind Transaction ($11.2 million). It is not considered a 
cost in the E.ON calculation. 

12. Big Rivers has an unamortized marketing payment to E.ON on 
its books that will be recognized as an expense on the Unwind 
Transaction Closing date ($15.1 million). 

13. The Assurance Agreement Payment is an E.ON liability to the 
Smelters for which Big Rivers has agreed to be responsible ($1.5 
million). 

14. Minor differences in three separate items account for the 
remaining $0.4 million difference. 

RECONCILIATION OF ESTIMATED 
TRANSACTION BENEFITS 

21 
22 
23 
24 
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REVISIONS TO SMELTER AGREEMENTS 

Have the Smelter Agreements been revised since they were last 

submitted to the Commission in June 2008? 

Yes, there have been certain revisions to the Smelter Retail and 

Wholesale Agreements for service to Alcan Primary Products 

Corporation (“Alcan”) and Century Aluminum of Kentucky General 

Partnership (“Century”) since these agreements were last submitted to 

the Commission. The revisions reflect relatively minor changes or 

clarifications of these agreements. Revised versions of these 

agreements are included as Exhibit 81, and included as Exhibit 82 are 

comparisons showing the changes between the agreements as filed in 

June 2008 and the agreements filed herewith. The changes to the 

Coordination Agreements and the Smelter Security and Lockbox 

Agreements are minor, and these revised agreements and comparisons 

also are included in Exhibits 81 and 82. 

Please describe the principal revisions to the Smelter Retail 

and Wholesale Agreements. 

There are six principal changes or clarifications t o  these agreements. 
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First, the Smelter Retail and Wholesale Agreements for both Alcan 

and Century have been modified to reflect elimination of the concept of 

an FAC Reserve for each Smelter. As I explained in my Second 

Supplemental Direct Testimony dated June 10, 2008, the Smelter 

Retail and Wholesale Agreements had been revised t o  incorporate an 

FAC Reserve, which was intended t o  offset increased fuel costs to each 

Smelter resulting from the Unwind Transaction. Big Rivers has 

determined that establishment of new Smelter FAC Reserve accounts 

t o  hold this $7 million agreed upon payment introduces an 

unnecessary complication into the tariffs and the deal given the 

extremely short term over which this $7 million would be recovered. 

After considering the issue since June, Big Rivers and the Smelters 

have agreed that Big Rivers simply paying this $7 million to the 

Smelters at the closing of the Unwind Transaction is preferable. 

Accordingly, Big Rivers has agreed t o  make an aggregate cash 

payment of $7 million t o  the Smelters a t  closing of the Unwind 

Transaction ($3.031 million to Alcan and $3.969 million t o  Century), 

and the Smelter Retail and Wholesale Ageements have been revised 

to delete provisions establishing or referencing the FAC Reserve (see, 

e.g., Section 4.13.5). 
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What is the second principal revision to the Smelter Retail and 

Wholesale Agreements? 

Section 4.7.5(a) of these agreements assumes that Big Rivers will 

increase the Non-Smelter Member Rates by specified amounts by 

specified dates. In addition, the Big Rivers financial model 

contemplates the termination of the Member Discount Adjustment 

Rider to Big Rivers’ tariff, which would increase amounts otherwise 

due by the Non-Smelter Members to Big Rivers. Accordingly, Section 

4.7.5(a) has been clarified to state that the expiration or termination of 

the Member Discount Adjustment Rider will be considered to 

constitute an increase in the Non-Smelter Member Rates, whether 

such expiration or termination occurs prior to, on or after the Effective 

Date of the Smelter Retail and Wholesale Agreements. 

Please describe the third principal revision to these 

agreements. 

Section 4.7.6 of the Smelter Retail and Wholesale Agreements has 

been revised t o  clarify that transaction costs related to the Unwind 

Transaction will be treated as having been incurred prior to 

consummation of the Unwind Transaction, and thus will be excluded 
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from calculation of the TIER Adjustment Charge. Absent this change, 

the Smelters could be responsible for paying all of Big Rivers’ 

transaction costs associated with the Unwind Transaction through the 

TIER Adjustment Charge, and Big Rivers believes it would be 

inappropriate for the Smelters t o  bear those costs. 

What is the fourth revision to the Smelter Retail and Wholesale 

Agreements? 

Section 4.11(d) of these agreements now provides for Big Rivers to 

reduce the monthly Surcharge to Alcan and Century by their pro rata 

shares of $200,000. Big Rivers agreed to this reduction in the 

Surcharge as part of an overall settlement of certain previously 

outstanding items among the parties, as explained above. 

What is the fifth revision to the Smelter Retail and Wholesale 

Agreements that you address in your testimony? 

The amendment to Big Rivers’ by-laws contained in Appendix B t o  the 

Smelter Wholesale Agreements has been revised to reflect a 

bifurcation of the year in which the Unwind Transaction occurs with 

respect t o  patronage net earnings allocation, so that prior to closing of 
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the Unwind Transaction the patronage allocation shall be computed in 

a manner consistent with the prior by-laws, and after closing shall be 

computed in a manner consistent with the amended by-laws. The 

revision, incorporated in Section 2 of Appendix B, provides that the 

patronage net earnings attributable to that portion of 2008 ending on 

the last day of the month preceding the month in which the Unwind 

Transaction closes shall be determined and allocated in accordance 

with the by-laws as in effect on January 1, 2008. The patronage net 

earnings attributable to that portion of the Unwind Transaction year 

beginning on the first day of the month in which the ZJnwind 

Transaction closes shall be determined and allocated in accordance 

with the amended by-laws. 

What is the final revision to the Smelter Retail and Wholesale 

Agreements? 

A final change in the Smelter Retail and Wholesale Agreements is the 

addition of a closing incentive payment from Big Rivers t o  the 

Smelters. As an inducement for the Smelters to sign onto the TJnwind 

Transaction in the face of the cost increases reflected in the updated 

Unwind Financial Model as compared t o  the June 2008 Model, Big 

Rivers has agreed to make a closing incentive payment t o  the 
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Smelters. The incentive payment, as has already been explained, is 

based on the difference between the amount charged each Smelter for 

Tier 3 energy under their current contract with Kenergy during the 

period from October 6, 2008 through the date of the closing of the 

Unwind Transaction, and the amount that would be owed for a similar 

quantity of energy under the Unwind Transaction rates. This 

payment, designed as an inducement for the Smelters t o  agree to close 

the Unwind Transaction, will be paid as a single lump sum at closing. 

Should the Unwind Transaction not close, no payment will be owed t o  

the Smelters. 

Big Rivers currently estimates that the amount of this lump sum 

payment would be approximately $1,400,000 if the Unwind 

Transaction were to close on December 31,2008. For each month the 

closing of the Unwind Transaction is delayed, Big Rivers estimates 

that this lump sum payment would increase by approximately 

$480,000. 

V. CHANGES TO BIG RTVERS’ TARIFFS 

Q. Has Big Rivers updated its Tariffs to reflect changes in rates 

produced by changes in the Unwind Transaction? 
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Yes. The Supplemental Direct Testimony of David A. Spainhoward 

(Exhibit 99) describes the mechanics of these tariff changes and 

explains the various pages and provisions that change. 

One change in the Tariffs is the elimination of the Member 

Discount Adjustment. Could you please explain this change? 

As I noted in my Direct Testimony (Exhibit 10, pages 100-03), the 

Member Discount Adjustment was originally implemented in 2000 to 

return to Members a sum that Big Rivers realized in debt service 

interest reduction resulting from a prepayment to the RUS made in 

connection with the PMCC Lease Transaction. Big Rivers originally 

proposed indefinitely maintaining this adjustment until its next 

general rate review. However, in light of the termination of the PMCC 

Lease Transaction, Big Rivers and its Member Distribution 

Cooperatives determined to allow this tariff provision t o  expire by its 

own terms on August 31, 2008. Accordingly, the MDA is removed from 

Big Rivers’ Tariff” 

Another change in the Tariffs concerns the effect of the revised 

financial model on the Economic Reserve Account and the 
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Member Rate Stability Mechanism. Could you please describe 

the effect of the various changes in the Unwind Financial 

Model to the operation of the Economic Reserve Account and 

the amounts refunded by the Member Rate Stability 

Mechanism? 

As I stated previously in my Direct Testimony (Exhibit 10, pages 76- 

80), the Economic Reserve Account represents an attempt on the part 

of the parties to the Unwind Transaction to establish a regulatory 

account that, in part, will help to cushion the effect of potential FAC 

and Environmental Surcharge increases to Big Rivers’ member 

distribution cooperatives for service to their Non-Smelter Members. 

Originally, this account was to hold $75 million of the funds received at 

closing from the E.ON Parties. Later, in June 2008, Big Rivers 

updated the transaction terms to reflect known and anticipated 

increases in fuel prices. This update increased the amount in the 

Economic Reserve Account to be funded by revenues received from the 

E.ON Parties at  closing to $157 million. 

The PMCC Buyout does not increase the amount to be placed in the 

Economic Reserve Account. However, as shown above, one effect of the 

various changes to the Unwind Financial Model is that Big Rivers’ 
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revenue requirements from its Non-Smelter Member customers will be 

higher than previously was the case. Accordingly, by operation of the 

Member Rate Stability Mechanism, as amended to incorporate 

feathering, amounts in the Economic Reserve Account will now be 

drawn down differently than previously was reflected in my testimony. 

When does Big Rivers now forecast the amounts in the 

Economic Reserve to be fully drawn down? 

Big Rivers’ financial model projects these amounts will be fully drawn 

down during 2013. 

Could you please estimate the effect of the proposed revised 

Tariff on revenues for the first twelve months after the closing 

of the Unwind Transaction? 

Yes. There will be no effect, as shown on Exhibit CWB-16, which 

replaces Exhibit CWB-8 filed with my Direct Testimony in Exhibit 10. 
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UPDATES TO DATA RESPONSES 

Will you please provide an  exhibit summarizing Big Rivers’ 

financial condition - or matrix - in connection with the 

Unwind Transaction. 

Yes. I provide Exhibit CWB-17 hereto as Big Rivers’ financial matrix. 

Does the current Application Supplement have any effect on 

Big Rivers’ Certificate of Public Convenience and Necessity 

issued on October 30,2007 in Case No. 2007-00177 relating to 

the Phase 2 Transmission Project? 

Yes. Although I noted in my Direct Testimony that Big Rivers’ needs 

to construct the Phase 2 Transmission Project was contingent on the 

Unwind Transaction becoming effective, the terms of Big Rivers’ 

Certificate of Public Convenience and Necessity that was issued in 

Case No. 2007-00177 on October 30, 2007 will expire on October 30, 

2008 by operation of law if Big Rivers has not begun construction of 

that project. Accordingly, Big Rivers has begun efforts to commence 

construction on the Phase 2 Transmission Project by that date in order 

to maintain its Certificate of Public Convenience and Necessity in full 
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effect, and t o  assure the timely availability of the transmission 

facilities. 

Q. In your Direct Testimony dated December 28,2007, filed as 

Exhibit 10 to the Application, at pages 66-67, you mention a 

disagreement between Big Rivers and the Smelters regarding 

the issue of Big Rivers’ obligation to provide wholesale service 

to Kenergy for resale to the Smelters. Please explain that issue 

in more detail, including how that issue is handled by Big 

Rivers and the Smelters in the Unwind Transaction. 

A. Big Rivers and the Smelters disagree about whether there is an 

obligation of Big Rivers to provide wholesale electricity t o  Kenergy for 

resale to the Smelters following July 15, 1998. Big Rivers and the 

Smelters determined that they did not need to resolve this issue in 

order to  enter into the Smelter Agreements and close the Unwind 

Transaction, that the Smelter Agreements and Unwind Transaction 

should not “change the playing field” for either side and that 

subsequent events and the passage of time may resolve the issue or 

render the issue moot. As a result, Big Rivers and the Smelters have 

agreed that no resolution or action is required currently. The final 
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position of the parties on the issue is represented in Section 3.5 of each 

Smelter Coordination Agreement, which states: 

3.5 Plan of Reorganization. The Parties acknowledge and agree that 
nothing in the [Smelter] Retail Agreement, the [Smelter] Wholesale 
Agreement, this Agreement or any document or agreement relating 
thereto may be construed to amend, affirm, waive or otherwise alter 
the terms of Schedule 5.4(a) of the Big Rivers plan of reorganization, as 
modified June 1, 1998, or any document or agreement relating thereto 
regarding the obligation of Big Rivers to serve Kenergy for the benefit 
of [Smelter]; prouided, that [Smelter] and Big Rivers disagree, 
notwithstanding the Unwind Transaction, as to  the obligation of Big 
Rivers, in the absence of a new or amended contract, to serve Kenergy 
for the benefit of [Smelter] when the Existing [Smelter] Agreement 
terminates or when the [Smelter] Retail Agreement terminates. The 
Parties acknowledge that clarity on this issue is desired by both 
Parties so that necessary and appropriate capital planning and 
decision-making can be undertaken. The Parties agree to endeavor in 
good faith to resolve this disagreement prior to  2015. 

Turning to a different issue, does Big Rivers have any 

additional evidentiary support to offer relating to its view that 

an adequate market exists for the off-system resale of capacity 

now devoted to the Smelters should the Smelters depart Big 

Rivers’ system? 

Yes. Big Rivers is positioned so that it can access a number of very 

robust energy markets in which significant quantities of wholesale 

power are traded. As an illustration of the magnitude of the quantities 

transacted in nearby power markets, I attach Exhibit CWB-18. As 

shown, the numbers presented for the volume of market transactions 
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in the 1st quarter of 2008 (taken from Megawatt Da~ly’s and Power 

Markets Week’s Power Sales Analysis dated July 21, 2008) indicate 

that the Midwest Independent Transmission System Operator, Inc. 

wholesale market made 216,110,511 MWh of wholesale power sales 

transactions, that the Southern Company system made 29,882,066 

MWh of wholesale power sales transactions, that the Tennessee Valley 

Authority made 4,914,557 MWh of wholesale power sales transactions, 

and that PJM South (mostly Virginia) made 1,137,782 MWh in 

wholesale power sales transactions. Big Rivers has sold off-system 

power into all of these markets, and it would be able to access them 

should one or both of the Smelters depart the system. The Smelters’ 

total quarterly MWh commitment would amount to 1,861,500 MWh, 

and thus any Big Rivers remarketing of that commitment would 

comprise less than I% (approximately 0.77%) of the total 1st quarter 

2008 market size of 252,044,916 MWh. 

Moreover, Big Rivers need not remarket this entire commitment in a 7 

day by 24 hour block as it now sells this power to the Smelters. 

Economically, Big Rivers need only sell a sufficient quantity of this 

power to provide it with the same or more revenues it now earns from 

the Smelters. Because it is highly likely that Big Rivers would be able 

to sell this power at  a rate higher than is now offered to the Smelters 
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as part of this transaction, Big Rivers economically could recoup these 

amounts in full even if it did not resell the entire amount. Big Rivers’ 

Unwind Financial Model already indicates that in each future year the 

projected market prices in neighboring markets will be in excess of the 

rate charged to the Smelters. However, in order t o  provide an 

additional demonstration of the viability of these prqjections, I attach 

Exhibit CWB-19, which sets forth Platt’s 2008 Power Sale Anal.ysis’ 

projections of the forward price of 7x24 blocks of power at  the CinHub 

over the term of the transaction. Although these price forecasts are 

not identical to those used in the model (and in fact general1,y are 

higher on average), they indicate a healthy spread between the 

modeled Smelter rate and the projected future market prices in all 

years modeled. This Exhibit CWB-19 also presents the percentage of 

the stranded Smelter power that would need to be sold to keep Big 

Rivers revenue neutral. As can be seen, this amount ranges from 97% 

to 81% over the period modeled. Thus, Big Rivers likely would not 

even need to sell the full amount of Smelter power that could be 

available in order to break even. 

In Big Rivers’ Rebuttal Testimony you responded to the 

concerns that the benefits of the Unwind Transaction to the 

Smelters were unfairly front-end loaded. Does the new 
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Unwind Financial Model change your response that Smelter 

benefits a r e  not  unfairly front-end loaded? 

No. The concern regarding a front-end loading of the Smelter benefits 

is that they would receive excessive benefits during early gears and 

then can terminate their service without having provided payments for 

service on which these benefits were predicated. I do not believe it is 

the case that these benefits are in fact front-end loaded, and I 

demonstrated in my April 2008 Rebuttal Testimony that the benefits 

and revenues received were closely aligned,. Rebuttal Testimony of C. 

William Blackburn a t  p. 18. The change to the Smelter Surcharge to 

reflect a reduction of $200,000 a month does not disturb this 

conclusion. Although the Smelters will receive an additional nominal 

$19.2 million benefit from this reduction in pa,ynients, they do not 

receive this benefit if they depart the system earlier. The Smelter 

Surcharge reduction i s  structured to require the Smelters to remain on 

the system to receive an additional benefit each month. Thus, were 

the Smelters to depart at  the end of2012, the first date they are 

permitted to do so by their contracts, they would receive only 48 

months of this benefit (assuming a closing on December 31, 2008). 

This would thus amount t o  only a $9.6 million nominal additional 

benefit. But it would come at the cost of the additional $9.6 million 
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they would otherwise receive were they to remain for eight full years. 

Accordingly, I believe this provides additional incentive for the 

Smelters to stay on the system, thereby mitigating the concern 

expressed regarding front-loading. 

Following up on Commission Staffs First Request for 

Information, No. 22, you mentioned that the Production Cost 

Model has been updated as of September 2008 and 

incorporated into the current Unwind Financial Model. Is a 

copy of the updated September 2008 Production Cost Model 

included in this filing? 

Yes. The updated Production Cost Model is included as Exhibit 97. 

Big Rivers provided a comparison of Big Rivers’ wholesale 

rates under the Unwind Transaction with rates under the 

status quo. The comparison was developed in response to the 

Commission Staffs Second Supplemental Request for 

Information filed April 16, 2008, Item 13, and was further 

explained in Big Rivers’ May 30,2008 filing to update 

responses, Tab 18. Is an update of this information included in 

this filing? 
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Yes. A comparison of the status quo rates with rates under the 

updated Unwind Financial Model is included as Exhibit 100 using the 

same assumptions used in the previous data responses. 

Has Big Rivers sought and obtained a tax ruling by the 

Kentucky Department of Revenue relating to the tax effects of 

the termination of the power purchase agreement between Big 

Rivers and WKEC and Big Rivers’ assumption of WKEC’s 

obligation to supply electric power to Kenergy Corporation? 

Yes. As part of the Commission’s data requests, the Commission in its 

Supplemental Data Request, Item 4@), requested Big Rivers to provide 

the current status of its February 7, 2008 ruling requests from the 

Kentucky Department of Revenue. In updated compliance with that 

directive, Big Rivers on February 7, 2008 requested a number of 

rulings from the Kentucky Department of Revenue regarding the 

Unwind Transaction. On February 25,2008, the Kentucky 

Department of Revenue issued an order containing a series of rulings 

(attached as Exhibit CWB-20). 
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First, it ruled that the transaction will be treated and taxed for 

Kentucky corporation income tax purposes in the same manner as the 

transaction is treated and taxed for Federal income tax purposes, 

except for differences between Federal income tax law and Kentucky 

income tax law. Accordingly, unless specifically provided for to the 

contrary in the Kentucky Revised Statutes, the Kentucky Department 

of Revenue will generally follow the Federal income tax treatment. 

Second, the Kentucky Department of Revenue confirmed that the 

operation of the Generating Facilities and the related assets for the 

generation of electricity constitutes manufacturing for the purposes of 

KRS Chapter 139. To the extent the assets in question are used 

directly within the manufacturing process as provided in KRS 139 710, 

the Kentucky Department of Revenue confirmed that Big Rivers will 

be considered a manufacturer of tangible personal property. 

Third, the Kentucky Department of Revenue confirmed that the 

transfer by WKEC to Big Rivers of various intangibles (contract rights, 

intellectual property, permits and SO2 and NO, allowances, etc.) t o  Big 

Rivers will be exempt from the sales tax imposed under KRS 139.200 

for retail sales of tangible personal property or the furnishing of 

certain services 
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Fourth, the Kentucky Department of Revenue confirmed that the 

return of the LG&E Energy Marketing, Inc. transmission deposits will 

not be subject to Kentucky sales and use tax by virtue of not 

constituting a retail sale as defined in KRS 139.100. 

Fifth, the Kentucky Department of Revenue confirmed that Big Rivers 

will be subject to ad valorem assessment and taxation as a public 

service corporation pursuant to KRS 136.115 through 136.180. 

Sixth, the Kentucky Department of Revenue confirmed that all 

machinery and equipment actually engaged by Big Rivers in 

manufacturing will be subject to  a state rate of $0.15/$100 pursuant to 

KRS 132.020(1)(i) and shall be exempt from local taxes under KRS 

132.200(4). 

Seventh, the Kentucky Department of Revenue confirmed that non- 

operating intangible property of Big Rivers will be exempt from or not 

subject to ad valorem taxation, beginning with the 2006 tax year. 

And eighth, the Kentucky Department of Revenue confirmed that the 

limited liability entity tax imposed by KRS 141.0401(2) will not apply 
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to Big Rivers as long as Big Rivers is a public service corporation 

subject t o  tax under KRS 136.120. It further confirmed that this 

exemption from the limited liability entity tax provided by KRS 

141.,0401(6)(i) also applies to the $175 minimum tax., 

Did the Kentucky Department of Revenue’s February 25,2008 

decline to issue any of Big Rivers’ requested tax rulings? 

Yes. Big Rivers requested a ruling that neither the payment nor 

receipt of the termination value payment, nor WKEC‘s waiver of its 

right to the Residual Value Payment (“RVF”’), would be subject to 

Kentucky sales and use tax. The Kentucky Department of Revenue 

determined that it could not rule on this request without reviewing the 

Participation Agreement and the Station Two Agreements. E.ON 

made this same request and was given the same answer. 

Nevertheless, Big Rivers continues to  believe that the termination 

value payment and the RVP are not subject to sales and use tax 

because they constitute intangible property which is not subject t o  the 

sales and use tax. 

Mr. Blackburn, does this conclude your testimony at this time? 
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Summary Of Transaction Benefits From E.ON, 
Updating CWB-2 
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Cinergy Huh Price Projections 
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BIG RIVERS ELECTRIC CORPORATION 
PMCC AND BOA LEASE CASH FLOW 

Terminal Value (Net) 
GIC 
Net Impact of B-Loan Payoff 

(000's) 

BofA 

($40,000) 

$0 
$33,875 

Total Shortfall 
Contribution (E.QN t Smelter) 

Net 
Net Impact of B-Loan Payoff 

Net Cash Flow 

($6,125) 
$5,125 

($1,000) 
$2,207 

$1,207 

PMCC 

($214,000) 
$92,620 

($333) 

($121,713) 
$60,856 

($60,856) 
$0 

($60,856) 

Total 

($254,000) 
$126,495 

($333) 

($127,838) 
$65,982 

($61,856) 
$2,207 

($59,649) 
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BIG RIVERS ELECTRIC CORPORATION 
SUMMARY OF TRANSACTION BENEFITS FROM E.ON, UPDATING CWB-2 

Cash 

Residual Value Payment 

LG&E Rental Income Advance 

Fuel Inventory & Other 

Settlement Promissory Note 

Coleman Scrubber 

SO2 Allawance & Other 

Leveraged Leases 

Expense Unamortized Marketing Payment 

Assurances Agreement Payment 

Total 

$ Millions 

387.7 

141.4 

11.2 

51.0 

15.7 

98.5 

2.0 

65.0 

(15.1) 

(1.5) 

755.9 
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BIG RIVERS ELECTRIC CORPORATION 
CHART SHOWING LIQUIDITY OF POWER SALES IN NEARBY MARKETS 

BIG RIVERS DELIVERY POINTS 41 2008 VOLUME 

IREF: "PLATIS POWER SALES ANALYSIS, JULY 23. ZOOS") 

MWh 

m150 216,110,511 
soco 29,882,066 
TVA 4,914,557 
PJM South 1,137,782 

Total 252,044,916 

Smelter Volume for One Quarter Smelter Demand, M W  850 
1,861,500 MWh 0.74% of Total 
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BIG RIVERS ELECTRIC CORPORATION 
CINERGY HUB PRICE PROJECTIONS 

Increase sales by 1 1% (Ref EIA: Annual Energy Outlook 2008, June 2008) 
Effective Smelter Rate (Ref: October KPSC Filing) 

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 
34 
35 
36 
37 
38 
39 

Year 

2008 
2009 
2010 
2011 
2012 
2013 
2014 
2015 
2016 
2017 
2018 
2019 
2020 
2021 
2022 
2023 

Smelter Volume 
%of  Total 

Market 

0 77% 
0 76% 
0 76% 
0 75% 
0 74% 
0 73% 
0 72% 
0 72% 
0 71% 
0 70% 
0 69% 
0 69% 
0 68% 
0 67% 
0 66% 
0 66% 

Effective 
5 m e I t e r 

Rate 

$43.11 
$42.98 
$49.19 
$52.33 
$53.92 
$46 67 
$48.42 
$48.44 
$54.47 
$50.77 
$55 05 
$54.30 
$56 77 
$56.32 
558.53 

7x24 Cin 
Hub Fwd 

Price 

$49.68 
$51,71 
$53.13 
$55.00 
$56 83 

$57.29 
$55.78 

$58.15 
$59.87 
$62.92 
$64.64 

566.91 

$57.34 

$56.20 

$66.04 

% of Smelter Power To 
Be Sold In Market To 
Maintain Revenue 

7 x 24 Sale 

87% 
83% 
93% 
95% 
95% 
81% 
85% 
87% 
97% 
87% 
92% 
86% 
88% 
85% 
87% 
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BIG RIVERS ELECTRIC CORPORATION 
CINERGY HUB PRICE PROJECTIONS 

CIN HUB 
Quote Date 
10/6/2008 

Yearly 
On Peak 
(5x16) 

Yearly 

7x24 

60 50 

63 88 

64 55 

49 68 

51 71 

53 13 

Page 2 of 7 



BIG RIVERS ELECTRIC CORPORATION 
CINERGY HUB PRICE PROJECTIONS 
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BIG RIVERS ELECTRIC CORPORATION 
CINERGY HUB PRICE PROJECTIONS 
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