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SUPPLEMENTAL DIRECT TESTIMONY OF 
MARKA. BAILEY 

INTRODUCTION 

Please state your name, address and position with Big Rivers 

Electric Corporation (“Big Rivers”). 

My name is Mark A. Bailey. My business address is 201 Third Street, 

Henderson, Kentucky, 42419. I am the  Executive Vice President and Chief 

Operating Officer of Big Rivers. 

Are you the same Mark A. Bailey who previously submitted Direct 

and Rebuttal testimony in this proceeding? 

Yes, I am. 

What is the purpose of your Supplemental Direct TesLnony in 1 

proceeding? 

S 

The purpose of my Supplemental Direct Testimony is t o  address certain 

developments that have occurred with respect to the proposed unwind 

(“Unwind Transaction”) of the 1998 transactions between Big Rivers and 
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21 Q. 

22 generating facilities and sites? 

Is Big Rivers  continuing t o  conduct due diligence with respect to the 

E.ON U.S. LLC (“E.ON”) (formerly LG&E Energy Corp.) and certain E.ON 

a€6liates approved by the Kentucky Public Service Commission 

(“Commission”) in Case Nos. 97-204 and 98-265 (“1998 Transactions”). 

First, I describe the status of Big Rivers’ ongoing conduct of due diligence 

with respect t o  the Big Rivers-owned generating facilities that currently are 

leased to, and operated by, Western Kentucky Energy Corp. (‘WKEC”), and 

that will once again be operated by Big Rivers upon closing of the Unwind 

Transaction. As I explain below, Big Rivers is abiding by the commitments it 

has made with respect to its conduct of due diligence, and will continue to do 

so. I then provide an update concerning Big Rivers’ transition to resuming 

operational control of the generating facilities. I demonstrate that Big Rivers 

is continuing to ensure that it will have the personnel and arrangements in  

place to guarantee a seamless transition when Big Rivers resumes 

operational control of the facilities, including the necessary arrangements for 

the provision of information technology (“IT”) services and generation 

dispatch services. 

Exhibit 104 
Page 3 of 12 



1 

2 A. 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 Q. 

18 

19 

20 

21 A. 

22 

Yes, Big Rivers is continuing to engage in due diligence, and wil l  continue to 

do so up to the closing of the Unwind Transaction. In a May 29,2008 

memorandum to the Big Rivers Board of Directors, I explained that although 

I had become comfortable with the plant situation at that time, I recognized 

that a number of conditions remained to be met before the closing of the 

Unwind Transaction - and before I would be fully satisfied that the due 

diligence portion of the closing conditions under the Transaction Termination 

Agreement (“Termination Agreement”) among Big Rivers, LG&E Energy 

Marketing Inc. and WKEC had been satisfied. Big Rivers has continued to 

conduct due diligence t o  ensure that all such closing conditions have been 

satisfied. See Exhibit MAB-8 (Big Rivers’ March 6,2008 Responses to the 

Attorney General’s Supplemental Request, Item 88; Big Rivers’ May 30,2008 

Updated Responses to Data Requests, Tab 13; Big Rivers’ June 24, 2008 

Updated Responses to Data Requests, Item 1). 

Are there issues that remain to be resolved before Big Rivers can 

conclude that the closing requirements concerning the condition of 

the plants have been satisfied? 

Yes, there are. In his Supplemental Direct Testimony, Exhibit 99, David A. 

Spainhoward a t  Exhibit DAS-2 presents a list of certain due diligence closing 
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conditions and Big Rivers’ understanding of how those conditions are 

expected to be satisfied. Big Rivers is continuing to pursue resolution of the 

outstanding issues with E.ON, consistent with its reaffirmed commitment at 

the June 19, 2008 informal conference in this proceeding that it would 

“finalize its due diligence on the generating facilities and sites using all 

resources available t o  it.” 

Big Rivers also committed to filing a report with the Commission 

within 120 days after closing the Unwind Transaction concerning 

resolution of the Big Rivers conditions to closing. Does Big Rivers 

stand by this commitment? 

Absolutely. As reaffirmed at the June 19 conference, Big Rivers will fde a 

report with the Commission within 120 days after closing, “stating that all 

Big Rivers conditions to the closing of the Unwind Transaction have been 

satisfied or waived, and if waived, the terms on which waiver was granted.” 

This includes conditions relating t o  due diligence, but all other Big Rivers 

conditions to closing as well. 

In your Direct Testimony, you described a Production Work Plan 

that Big Rivers had developed for operating the generating facilities 
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following closing of the Unwind Transaction. Have there been 

changes to this plan? 

A. Yes. Big Rivers has recently updated its three-year Production Work Plan 

covering the years 2009 through 201 1. A copy of the revised Production Work 

Plan is included as Exhibit 105. A summary of the major changes included in 

the updated plan from the previous Production Work Plan covering the years 

2008 through 2010 is included in Exhibit W - 9 .  These changes have been 

incorporated in Big Rivers’ revised Unwind Financial Model, which is 

presented as Exhibit 79 and is described more fully in the Third 

Supplemental Direct Testimony of C. William Blackburn, Exhibit 78. 

Q. You also explained in your Direct Testimony that Bob Berry will 

become Vice President and Chief Production Officer for Big Rivers. 

Will Mr. Berry be available at the hearing in this proceeding? 

A. Yes, Mr. Berry will be available a t  the hearing to respond to any questions 

addressed to his overall responsibility for operation and maintenance of Big 

Rivers’ generating fleet. As I noted in my direct testimony, Mr. Berry has 

over 27 years of experience with Big Rivers and WKEC. He recently 

managed operations at  GreedReicUStation Two and has previously worked at 

Exhibit 104 
Page 6 of 12 



1 

2 

3 

4 111. 

5 

6 Q. 

7 

8 

9 

10 

11 A. 

12 

13 Q. 

14 

15 

16 A. 

17 

18 

19 

20 

21 

the Coleman Plant, and thus is well suited t o  provide information to the 

Commission in this area. 

UPDATE ON TRANSITION 

In your Direct Testimony, you identified the Big Rivers management 

team that will be in place after closing of the Unwind Transaction. 

Have there been any changes to that team since you submitted your 

Direct Testimony? 

No, there have not been any changes t o  the post-closing management team. 

Has Big Rivers named managers for the individual generating 

facilities? 

Yes. Jim Garrett, who is currently plant manager of the Coleman Plant, is 

transfering to the Sebree Station, replacing Bob Berry. Kenny Stewart, 

currently the Wilson Plant manager, has elected to retire. Ron Gregory has 

been promoted to plant manager at the Wilson Plant by WKEC, and will 

become Big Rivers’ Wilson Plant manager. Pat Waldeck, currently 

production manager and interim plant manager a t  the Coleman Plant, will 
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become Big Rivers’ Coleman Plant manager. A list of the managers and their 

individual experiences is attached a s  Exhibit MAB-10. 

Do you have any updates concerning the status of Big Rivers’ efforts 

to hire current WKEC employees to continue with Big Rivers? 

I have one update, concerning Big Rivers’ offers to “exempt” - i.e., non- 

bargaining - employees of KKEC. Big Rivers had offered positions to 150 of 

these employees, and 149 accepted Big Rivers’ offers to continue with Big 

Rivers, including all of the plant managers. However, as I noted previously, 

one of the plant managers subsequently elected to retire, so Big Rivers 

currently expects 148 of the exempt employees to stay on with Big Rivers 

when it resumes operational control of the generating facilities. 

What about the bargaining unit employees? 

It is Big Rivers’ intent to offer to hire all bargaining unit employees. We 

expect most, if not all, to continue working with Big Rivers. 

Do you have a current estimate of the number of employees Big 

Rivers will have after the closing of the Unwind Transaction? 
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Yes. We plan to have approximately 623 employees post-closing, down 

slightly from the 630 employees I estimated in my Direct Testimony. This is 

because, as I discuss below, we are outsourcing our IT and generation 

dispatch services. 

In your Direct Testimony, you explained that Big Rivers was 

exploring alternatives for obtaining IT and generation dispatch 

services upon the expiration of certain transitional arrangements 

with WKEC. Has Big Rivers contracted for IT services? 

Yes. As I explained in my Direct Testimony, WKEC will provide certain 

information technology services to Big Rivers for up to eighteen months 

following the closing of the Unwind Transaction, pursuant to the Information 

Technology Support Services Agreement. By the end of that eighteen month 

period, Big Rivers must have fully transitioned to its long-term information 

technology solution. Big Rivers has worked with Black & Veatch Corporation 

(“Black & Veatch”) to determine the best options with respect t o  the IT 

function. As a result of this effort, Big Rivers has decided to purchase and 

implement various modules of Oracle’s e-Business Suite Software, and has 

negotiated an agreement with Oracle t o  purchase the software at  a cost of 

$1.4 million, with a n  annual maintenance fee of $300,000. Big Rivers also 

has finalized agreements with EDS to configure and implement the software 
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at  a cost of $7.3 million, and to provide certain IT services (application 

management, help desk, desktop support, network and data center) for eight 

years following the closing of the Unwind Transaction, at an annual cost of 

$2.3 million. The revised Unwind Financial Model includes all expected IT 

costs. 

How did Big Rivers select Oracle as the software solutions provider? 

E.ON has established a WKEC “quasi”-current state environment for post- 

unwind Big Rivers (including Oracle, Maximo, Peoplesoft and Volts software) 

under the Information Technology Support Services Agreement. Pending 

transition to its long-term solution, Big Rivers will be operating on two IT 

systems, the current WKEC system and the current Big Rivers system. Big 

Rivers’ long-term solution due diligence process involved both Big Rivers and 

WKEC business area and technical staff, and included site visits and vendor 

demonstrations. Big Rivers evaluated multiple options, including legacy 

native, Oracle, SAP and Maximo, on both a quantitative and qualitative basis. 

Qualitative scoring included critical criteria such as business functionality, 

business processes, technical requirements, strategic fit, vendor viability and 

migration strategy. Oracle Release 12  was the clear winner. 
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Q. How did Big Rivers select EDS to be its IT services provider over 

other options, such as having the services provided in-house? 

A. Big Rivers solicited interest from three large outsourcers (EDS, IBM and 

Capgemini) to configure and implement 20 modules of Oracle Release 12 and 

provide the services I identified above. EDS alone responded favorably to Big 

Rivers’ request. After twelve months of negotiations, an agreement between 

Big Rivers and EDS was finalized on June 30, 2008, generally to become 

effective upon the closing date of the Unwind Transaction. While on the 

surface it appears that the EDS option (as compared to the in-house option) 

carries a 9% cost premium (absent any risk premium), when considered from 

a risk management perspective, Big Rivers concluded that the deep and 

broad resources of EDS more than compensate for the in-house option risk. 

Transitioning to Oracle Release 12 will be a monumental undertaking for Big 

Rivers, Big Rivers has no backstop beyond the eighteen month period during 

which E.ON will be providing certain IT services, and thus believes that 

outsourcing these IT services to EDS is the best solution. 

Q. Has Big Rivers likewise contracted for generation dispatch services? 

A. Yes, Big Rivers has contracted with ACES Power Marketing (UAPM’’) to 

provide generation dispatch services to Big Rivers following expiration of its 
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transitional arrangement with WKEC. APM is a national energy risk 

management and transaction execution company of which Big Rivers is a 

member-owner, along with numerous other cooperatives. APM already 

provides power marketing and risk management services to Big Rivers, and 

Big Rivers believes that there will b e  synergies in having APM also perform 

generation dispatch. 

Does this conclude your  tes t imony at this time? 

Yes. 
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BIG RIVERS EL,ECTRlC CORPORATION’S 
RESPONSE TO THE A”0RNEY GENERAL’S SUPPLEMENTAL REQUHT 

FOR INFORMATION TO JOINT APPUCANTS 
PSC CASE NO. 2007-00455 

March 6,2008 

[tem 88) 
lmicipate it will complete its due diligence r&ew of the fmciIities? 

Please reference the Response ut M & L  1-7. When does Big Rivers 

Response) 

‘acilities at or near the time of the transaction closing. Big Rivers intends to continue its 
h e  diligence between now and that time. For instance, Seetion 10.3 of the Transaction 
rermination Agreement sets forth several closing conditions which are intended to assure 
3ig Rivers that the conditions of the plants are acqtablc at the closing; such as, 10.3 (w) 
Vo Dnmnge to Generating Planls; (ff) No Forced Outage at Generating Plants; etc. 

Big Rivers will complete its due diligenw review of the generating 

3ue diligence requests for information are continuously sent to WKEC and when 
txponses are received, they are rcvicwed by Big Rivers’ staff and/or counsel, and/or Big 
iivers’ consultants. Big Rivers has positioned one person a! each plan! site to monitor 
he plant operations and maintenance. It is  important that Big Rivers be satisfied with the 
mndition of the plants a! closing. Section 10.3 (dd) of the Transaction Termination 
4greemmt (Condition of Generating P h t s )  stales, “Solely in (he rcasonablc judgment 
if Big Rivers, each Generating Plant shall bc in all materid respects in good condition 
md state of repair, ordinary wear and tear excepted, consistent with Prudent Utility 
’racticc.” Big Rivers will only close the trimaction if this and other closing conditions 
ue met. There will be no singlc final due diligence report which will make that 
jetemninstion. Big Rivers’ executive team and its advisors will makc that dctcrmination, 

med on almost constant due diligence which has previously taka place as well as future 
iue diligence that will continue to take place until the closing. 

Witness) Mark A. Bailey 
David A. Spainhoward 
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BIG RIVERS ELECTRIC caRpoRATIoN’s 
RESPONSES TO THE AWORNEY GFNERAL’S SUPPEMENTAL 

REQUFBT FOR INFORMATION 
PSC CASE NO. 2007-00455 

(May 30,2008) 

Item 88) Provide any and al l  internal E. ON documents which address the subject 

of existing agreements which 8ce the subject of the “unwind Transaction” end 
‘Termination Tramaction’’, including my financial analyses and Strategic analyses. 

Response] Big Rivers files this supplement to its response to Item 88 of the Attorney 
General’s Supplemental Request for I n f o d o n  in response to requests by the Attorney 
General and the Commission Staff for m ~ r e  i n f o d o n  regarding the generating ptaut 
and plant site due diligence Big Rivers iS performing in anticipation of the Unwind 
Tmtsaction closing. For the convenience of the Commission and the parties, Big Rivers 
has assanbled in this supplemental response references to most of the information on its 

due diligence that has been fled in the mord in this mer. This Supplemental Response 
also re@ to Draft Settlement Cancept No. 1 presented at the May 15,2008, informal 
conference in this matter. 

Big Rivers believes that its knowledge of the condition of its om&-leased and 
praiously operated plants at the closing of the Unwind Traosaction will be substantijauy 
greater than the knowledge of facility conditions most utilities would have upon the 
acquisition ofgeneraiing plauts. The due diligence conducted by Big Rivers on its 
generating units and sites did not commence at the time the Unwind Tramaction began to 
appear viable. Big Rivers comlmcted those units and operated them until 1998. It 
employs persons who have institutional history and memory regarding the condition of 
those units through 1998. Robert Berry, the person who will be the Vice President and 
Chief Production 086icer of Big Rivers after the Unwind Transaction closing is a former 
Big Rivers employee, and the c-nt plant manager of the CJreenlReiUStation Two 
operations. Testimony of Mark Bailey, Application Exhibit 5, page 8. “Almost every 
Western Kentucky-based employee of WKEC will [also] become an employee of Big 
Rivers, including the plant managers and personnel, most of whom were employees of 
Big Rivers prior to 1998, bringing with them a thorough knowledge of the operation of 
ifie Big Rivers’ generating stations and Station Two.“ Applicalion, pages 32 and 33. 
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BIG RIVERS ELECTRIC CORPORATION’S 
RESPONSES TO THE ATTORNEY GENEBAL’S SUPPEhENTAL 

REQUEST FOR INFORMATION 
PSC CASE NO. 2007-00455 

(May 30, 2008) 

ib 1998, subsidiaries of E.ON have had the obligation to operate and *the 

pending units owned by Big Rivers, or operated by Big Rivers under agreements with 
-Id-. AppIication, p. 8. During that period, WREC, has made millions of dollars 
rfcapital improvements to the p h t s  under budgets reviewed, investigated and 
d b u t e d  to by Big Rivers in connection with the bndgeting and cost-sharinp processes 
stabliihed under the 1998 Transacton agmments. See Big Rivers’ Response to Item 

41 of Attorney General Initid Request for I n f o d o n ,  Big Rivers’ Response to Item. 8 
)f Commission Staff Initial Request for h f o d o n  and E.ON Entities’ Response to Item 
I of Commission Staff Initial Request for Information. 

3ig Rivers also engaged Stanley Coosultants hc. (“Stanley”) in 2000 to begin making an 
mud review of gentding plant condition, including physical iospection of the plants, 

eview of plant inspection reports prepared by vendors and consultants and rwiew of 
Jant operating and perfomance data Beginning in 2006, when Big Rim tho@ a 

losing of the IJnwind Transaction m@t be imminent, Stanley’s reports to Big Rivers 
vere condensed to data that could be included in an annual report in the future without 
he expense of preparing a full report should the Unwind not occur. Stanley’s role 
hanged somewhat h m  outage visits and once a year on-site walk-down, to having two 

ull-time people who are stationed on-site. The Stanley reports, which have been 
siewed by Big Rivers as part of its due diligence, are filed in the record. Big Rivers’ 
keqwnse to Item 51 of the Commission StaiTs Initial Momation Requests. 

big fivers has made additional, in-depth due diligence of genedng plant condition a 
riority in the t e r n  of the Termidon Agreement itself (Application, Exhibit 3), in part 
muse then are no warranties in the Termination Agreement by the E.ON entities 
:parding plant condition that extend beyond the Unwind Tramaction closing. For 
 ample, Big Rivers required warmties and representations fiom the E.ON parties 
+g environmental conditions (Section 1 1 .1  (k)), correctness of diligence materids 
Section I1.1(1)) and the obligation to deliver diligence materials (Section 1 l.l(m)). 
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BIG RIVERS ELECTRIC CORPORATION'S 
RESPONSES TO THE A l T O W Y  GENERAL.% SUPPLEMENTAL 

REQUEST FOR INFORMATION 
PSC CASE NO. 2007-00455 

(by 30,2008) 

fie Termination Agreement deals with a number of issues that would not have been 
mwu to Big Rivers but for its ongoing diligence && prior to &e date the 
r-on Agreement was negohtd. For example, the closing conditions expressly 
.equhr: resolution or satisfaction before closing of issues related to: the Station Two 
H1 boiler event ( S d o n  10.30)); gyp& facilities removal (Section 103(cc)); status of 
gypsum offtake agreement (Section 103(hh)); and cleaning of Wifson ponds (Section 
10.3a)). The closing conditions also Big Rivers h m t h e  implications of due 
iiligence problems that Big Rivers diwvers prior to closing, such BS: casualty damage 
a the generating plants (Section 10.3(~)); environmental mditions (Section 10.30); 

mndition of generating plants (Section 10.3(dd)); testing of generating p h t  capability 
'Section 10.3(ee), and see also Section 12.7); forced outages (Section 10.3(@); 
quiremeuts that WKEC comply with its own operating pians, includhg expenditures 

Section 103(ii), and see also Section 12.2); compliance ofplants with reliability 
m m  (Section 10.3@)); and unresolved disputes (Section 10.3(mm)) 
t'be Termination Agreanent specifidly provides the methodology for certain due 
Ggence issues, such as dek tion of the quantities and value of inventory and 
msod property (Article 4), receiving notice of forced outages prior to closing (Section 
2.2(b)) and procedures to address noncompliance by TKKEC with its operating plan 
Section 12.5(c)). Article 15 of the Termination Agreement contains extensive terms 
eganiing an enviromnental audit and environmental indemnities, which cover subjects 
or which due diligence is ditlicult 

. 

5ig Rivers' representatives have made hundreds of due diligence requests of the E.ON 
htities. Each due diligence request is separately tracked, and the product of the request 

s placed on a Big RivegFTP site, where those who need access to the idbunation 
etrieve i t  

lig Rivers and others have filed in this pmcxxding in response to information requests a 
umber of itepls Big Rivers bas considered in connection with its due diligence. Big 

5vers hss filed a copy of 74 different repo* and studies (under a Petition for 
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BIG RNERS ELECTRIC CORPORATION’S 
RESPONSES TO THE AWORNEY GENERAL’S SUPPLEMENTAL 

REQUEST FOR INFORMATION 
PSC CASE NO. 2007-00455 

(May 30,2008) 

hniidential Treatment) that it has pmduced or collected with respect to the generating 
Gl i t i es  and sites. Big Rivers’ Response to Item 6 of Henderson’s Initial Data Request. 
Rte Stanley reports have been filed, as noted above. The Smelters have filed the Stone & 

Web- report, which Big Rivers bas also co&dered p i g  Rivers’ Response to Item 83 
)f Attorney C m d s  Second Request for I n f d o n ) ,  although neither Big Rivers nor 
he Smelters consider the Stone & W e b e  report to be a ”work plan” for Big Rivers 
;oing forward. Rebvdtal Testimony of Henry Fayne, page 4. Although not 6Sed in this 
me, and pmteckd by confidentiality agreements, Big Rivers has also reviewed 
nginwring reports p r o d u c e d  by Henderson regarding the Station Two units. lnformabion 
KI the recent operation performance of the units regasding heat rate, net capacity factm, 
4uivalent availabiIity fhch and quivdent forced outage late are filed with Big Rivers’ 
&pow to Item 3 of the Commission Staffs Second Supplemental Wormation 
kquest 

is Big Rivers has explained in its responses to informalion quests in this proceeding, 
Iue diligence is a process, not an end in itsex See the rebuttal testimonies of Mark 
lailey, pages 2-5 (due diligence efforts of Big Riven are more than adequate), and 
xichael Core, pages 5-7 (due diligence is a process; a single, comprehensive “due 
liligence report“ not contemplated or required); see also Big Rivers’ Response to Items 
09 and 110 of the Attorney General‘s Initial Request for Information, and to Item 88 of 
ittomey Cimeral’s Supplemental Request for Information. The components of Big 
Svers’ due diligence plan include: (i) b p e d o n  of O&M m r d s  at each site; (ii) 
ngineering evaluation of condition of plants by Big Rivers and Stanley caosultants; (i) 
wiew E.ON’s operating plans, and (iv) physical test of operating capability of the 
enerating facilities to be conducted prior to closing. Big Rivers’ Response to Item 1 of 
le Conmission Staff‘s Initial Request for Information. 

fith respect to the due diligence process at the generating plants and sites, since 2005, 

iig Rivers has employed a person whose duties include visiting.each generating plant 
ach week to monitor the condition oftbe plant and the performance by WKEC of its 
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BIG RIVERS ELECTRIC CORPOR&TION’S 
RESPONSES TO THE ATTORNEY CJENERQL‘S SUPPEMENTa 

REQrJEST FOR INFORMATION 
PSC CASE NO. 200740455 

(May 30,20081 

ibligatianS d e r  the existing kimact~ ’on. Atter the Terminrdion Agreement was signed 

n b h  of 2007, Big Rivers added two !?&dey emp1oydcomdtants to this task, 
Issig&tg one pason full-time to each of the generating plant sites. These persons 
m e  part of the Tenuimtion Agreement Execution Team (=TAE?’). In addition to 
heir preexisting duties, m e m b  of the TAE track perfomance by Big Rivers and the 
LON entities of their @ve obligations under the Termination Agreement This 
ocludes monitoring the condition of the generating plants so that Big Rivers’ 
nanagement can dtrtermine on the date of closing whether, “[s]olely in the reasonable 
udgment of Big Rivers, each Generating Plant shall be in all material respects in good 
audition and state of repair, ordinary wear and tear excepted, consistent with Prudent 
Jtility Practice.” Texmhtion Agreement, Section 10 3(dd). In the T&on 
igreement Big Rivers obtained expanded rights to have these representatives present in 
he plants performing due diligence activities prim to closing. Termination Agreement, 
lection 12.2(a). 

’he TAE team members report at least weekly to a supervisor, who tracks compliance 
vith the Termination Agreement on a Gaant chart, and reports any due diligence issues to 
Big Rivers vice preside& Issues are evaIuated and, as deemed appropriate, an issue 
odd be put on a list for resolution with the E.ON entities pumrant to a closing 
ondition, or added to the Production Work PIan for correction atter closing. Any 
laterial issues with the condition of a generating plant will be resolved before closing, 
rhich could include a d o n  to the Production Work Plan with the cost of resolution 
ppmprkitely reflected in the Unwind Financial Model. Issues that arise may also be 
:viewed by other Big Rivers employees, and Big Rivers’ consultants and counsel as 
ppmpriate. Big Rivers’ Response to Items 127,131 and 133 of Attorney General’s 
litial Request for Information. 

’he Big Rivers Production Work Plan, filed in response to Item 1 of the dommission 
ta€Ps Second Supplemental Request for Information, has been included in the ZInWind 
inancial Model, and will allow Big Rivers to meet the generation and reliability levels 
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BIG R~VERS ELJXTRIC cawownom 
RESPONSES TO TNE A’JTORNEY GENERAL’S SUPPLEhENTAL 

REQUEST FOR INFORMATION 
PSC CASE -NO. 2007-00455 ’ 

WY 30,2008) 

nticipated by the Unwind Financial Model. Big Rivers’ Response to Commission 
l W s  Second Supplemental Request, Item 2 and Item 92 of Attorney General‘s 
;uppfen~ental Request for I n f o d o n .  This includes capital expenditures for 
nvironmental compliance that are anticipated and included in the Unwind Financial 
&del. Big Rivers’ Response to Item 5 of the Cnmmission S W s  Second Supplema I 
kquest for M o d o n .  Some of the itws in the Big Rivers Production Work Plan and 

budget were not and are currently not in the WKEC capital budget- Testimony of 
hrk  Bailey, Applidon Exhibit 5, page 1 6; Big Rivers’ Response to Item 94 of 
ittomey General’s Supplemental Request for Information. The projections in the 
'reduction Work Plan ~IC consistent with the projections in the Unwind Financial Model. 
lig Rivers’ Rkponse to Item 2 of Commission Staffs Second Supplemental Request for 
oformation. In addition to assessing the physical condition of plants, Big Rivers bas ais0 

erfomed economic modeling on tfie reliability of Reid I, and included the resutts in the 
Inwind Financial ModeL Big Rivers’ Response to Item 96 of Attorney General‘s 

l~pplemental Request for Information 

Wmate management responsibility for evaluation of any generating plant and site due 
iligence issues rests with Mark Bailey, who will succeed Michael Core as president and 
:EO of Big Rivers at some point after the Unwind Transactr -on closing. h4r. Bailey is an 
lectrical engineer with over 34 years of experience in the utility industg, including 10 

ears in coal-- generating plants. He is the person who will have mponsibiity for 
perating Big Rivers post-closing, and for Securing the funds to correct any issues with 
le generating plants that are not resolved prior to closing and included in the Production 
Jork P h  at closing. He accordingly has an intense interest in detecting and resolving 
ny generating plant condition issues prior to closing. 

ig Rivers has not planned to generate a ”due diligence report,” as such. Big Rivers’ 
esponse to Item 51 of the Chmnission Sta€Ps Initial Request for Information. Mr. 
aiiey, however, has previously and as recently as on May 16,2008, reported to the Big 
ivers board of dmtors vdoaliy and in a follow-up memomdum on his c m t  
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BIG"- ELECTRIC CORPORATION'S 
RESPONSES TO THE AlTORNEY GEhERAL'S SUPPLEMENTAL 

REQTXST FOR INFORMATION 
PSC CASE NO. 2007-00455 

(uay 30,2008) 

atisfadion that Big Rivers will be taking back genaating p h t s  that, in the end, are in 
ppmpriate condition to @om as anticipated under the 1Jnwind Financial Model. A 
opy of his memorandum to the Big Rivers board of directors on this subject dated May 
9,2008, is attached. Big Rivers will also create a post-closing memorandum on 
isposition of closing conditions, including those related to the condition of the 
,enerating plants. Rebuttal Testimony of h4ichael Core, page 12: 

'he Smelters have also expressed their codort with the plans of Big Rivers for operating 
nd maintaining the generating units. Response of Smelters to Item 4 of Atbmey 
ieneral's Supplemental Request for Idormation. Their consultant on the condition of 
ie generating units, Stone & Webster, concluded that Big Rivers' system is in 
reasonable condition, and capable of perfoming on a reliable basis, consistent with 
idustry standards." Id UItimateIy, however, a determination of whether the plants are in 
II material respects in good condition and state of repair is a business judgment only Big 
ivers can make. 

Vitness) Mark A. Bailey 
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201 Third Slreri 
P.O. Bm 24 
Hendenon, LY 42419.0024 
270.827*2%1 
www.bigivrn.com 

TO: 

FROM: MarkBailey 

D A m  May 29,2008 

SUBJECT: 

Big Rivers' Board of Director6 

Condition of Big Rivers' Genmhg Plants 

I am writing in follow-up to various conversations w e  have had over the p.& several years, inchding at 
the most recent May 16,2008 board m d g ,  regarding the condition of Big Rivers' generating plants. 
As Big Rivers' President & CEO-Elect, I rem&% that following the "unwind," I will be ultimately 
accountable and responsible to see thiit the company safely delivers low-cost, reliable power to its 
members. Based on my engineering education along with 34 years en,&&g and management 
experience in the electric Hit, industry including m y  years involving various operation and 
maintmce management assignmenls at a number of AEP power plants, I further recognize that reliable, 
low-cost generating facilities are thr: rSey to ful i i lhg that responsibility. 

' 

Because of their importance, I have paid close a m o n  to our power plants, both while I was CEO of, 
K n e r g y  as well as after joining Big Rivcrs last June as Executive Vice President As you know, Big 
Rivers'bas utilized Stanley Consultants to monitor the plant conditions since the early 2000s through the 
present We also have employees assigned to the p h t s  to observe plant operations and rpamtenance and 
regularly coqiunicate with local plan! managmerit. These individuals regularly review plant cpnpitions 
and maintenance work that is perfom'ed, and also monitor plant budgets and expenditures. 

I have examined the various reports produced by Stanley as well as reports prepared by Hender5on 
Municipal Power & Light's engineering conrmltant6. In addition, I have reviewed the Stone & Webster 
draft and final reports produced for the a l h  smelters as part of their due diligence of the%nwin& 
transaction. In general, it has been my observation that many of the items documented in many of these 
reports should have very little'impact on the ability of the plants to produce lowcost, reliable electricity. 
I have also found that when major arm of concern have arisen, as they do in facilities as complex as 
generating mtioqs, WfCE . .  addressed them in an effective manner. 

In addition to these activities, I have examined the'historical operatigg performanceof the units. You may 
recall I dave said on numerous occasions, both while I was with K.energy as well as after joining Big 
Rivers, that based on my experience, a generating unit's perfoman+ will deteriorate rather quickly (elg., 
3-5 years) if it is not adequately maintained. In studying WKE expenditures since'it began operating the 
units, I have found that base annual gross (including HMP&L's share of Station Two) capital and O&M 
expenditures have steadily increased fjum approximately $36.5 million in 1999 to nearly $65 million in 
2007; a 78 percent h n & e  which is nearly triple the rate of inflation (CPI) over that period. Given this 
information, combined with the fact that the Big Rivers' units are still performing well after ten ye& of 
WKE oversight, it is dif€idt to conclude they have not been adequately maimbed. I have also recentlv 

h 

Your Touchstone Energy. Cooperative &$& - 

http://www.bigivrn.com


.. 
t 

Birr Rivers’ Board of D d r s  

walked down all the Units and spoken with local ph+t management about the condition and operation and 
maintenance of the facilities, and am comfortable with what I have seen and heard. 

As you how, Bob Beny, currently the plant mpager of the ReidCreen plant and a’27-year veteran of 
both Big Rivers and WKE, who has also worked ki various maint&ce and rrivlagement, positioris a! the 
Coleman Plant, will as&e the position of Vice President of Power Production fullohg the “un&nd.”. 
Since Bob has agreed to rejoin BigRivers in this capacity, I have worked closely with him and am quite 
comfortable with his knowledge, experience and management philosophy. Togethq, we have worked 
with the current Big Rivers’ personnel who have primary plant monitoring responsiiilities to deveiop a 
Production Work Plan which Bob and I b e h e  will enable Big Rivers to safely meet the generation and 
reliability levels included in the ‘hwind”  financial model. 

Based on the activities descriied earlier as well as my expm‘ence with generating facilities of various 
design, ske and age including some with similar characteristics is theBigRivers’.,dts, I am comfortable 
with the cment condition ofthe generatingficiiities with the exception of the Coleman IJGt 1 low 
pressure (LP) d i e  rotor which is cunently undcgoing repairs found necessary during its regularly 
scheduled routine outage. Assuming that turbine is properly repaired, demonstrates it can operate 
normally and generate its rated output following its r& to service prior to close of the “unwind? 
transaction, I will be comfortable with it as well. 

” 
Even though I am presently comfortable with the p h t  situation, +ere 
must be met betwe& now and the “unwind’ closing before I wdl be completely satisfied that the plant 
due diligence portion of the Termination Agkemeat closing conditions are satisfied FM example, the 
plants must continue to operate without any significant abnormalities arising b&een now aktd the closiug 
that would impad their ability to reliably generate a! their rated levels and at their predicted cost profile. 
In addition, WKE must comlilete the 2008 Production Work Plan scheduled to o e  up to closing and 
spend the budgetea hds  necessary to complke that work. The units must also demonstrate their ability 
to o p e  at their rated output under n o d  conditions for eight ktinuous hours.. Other due diligence 
items found, ifany, j l l  also need to be addressed to Big Rivers’ satisfactioa Ifthese conditions arenot 
met, then WKE will either need to make satisfactory corrections similar to what I described e l i e r  in the 
case of the Coleman I LP turbine and/or agree to O t h e r  remedies which will permit Big Rivers to 
satisfactorily correct the deficiencies postclose and recover any modeled revenue lost in the process. 

h ciosing, I want to’reiterate a point noted earlier. Power plants are complex facilities with many thin@ 
that can go wrong which will occasionally o m  even in the best-managed operations. While Big Rivers’ 
plant management plans to rely heavily on cdndition- based maintenance practices design& to detect, 
predict, and permit correction of major problem areas before they occur to minimize significant 
unplanned situations, they will still likely happen OcCaaionaUy is they have in the past. If the ‘!unwind” 
proceeds and these unexpected situations arise, Big Rivers will be much stronger financially and thus 
much betta positioned to deal with them than we are at present. 

still a number of conditions that 

h 

I hope you find this infomation helpll  in understanding how I have become and why I am cmmlly 
comfortable with the plant conditions and also in understanding what must occur between now and 
closing for the plant portions of the Termination Agreement closing conditions to be satisfied. 

C: Bums Mmer 
Kelly Nuckols 
Sandy Novick 

‘c” 
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BIG RIVERS ELECTRIC COWORATIONS 
UPDATE TO RESPQNSE TO THE ATTORNEY GENERAI.’S 

SUPPLEMENTAL REQUEST FOR INFORMATION 
PSC CASE NO. 2007-00455 

(June 24,2008) 

tem 88) 

,f existing agreements which are the subject of the “Unwind Transaction” and 
‘Termination Transaction”, including any financial analyses and strategic analyses. 

Provide any and all internal E. ON documents which address the subject 

bponse) 
ittorney Cjeneral’s Supplemental Request for Information in response to requests by 

he Attorney General and the Commission Staff for more information regarding the 
pnerating plant and plant site due diligence Big Rivers is performing in anticipation of 
he Unwind Transaction closing. This Supplemental Response relates to Draft 
iettlement Concept No.15 presented at the June 14, 2008, Informal Conference in this 
natter. Refer also to Tab 13 of Big Rivers’ May 30,2008 filing. Specifically, the 
ittached document was prepared to provide additional information to the Public Service 
:ommission concerning follow-up action taken or planned in response to the Stanley 
:onsultants report dated April 2007 entitled ‘Analysis of WKE Outages”. The Stanley 
ecommendations can be found in the Executive Summary of that report on pages vi 

Big Rivers files this supplement to its response to Item 88 of the 

hrough x. 

Witness) Mark A. Bailey 
Robert Berry 
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Responses to Recommendations in AprU 2007 Stanley Consnltants Report Entitled 
“Analysis of WKE Outages” 

June 24,2008 
A 

Coleman Unit 1 

1. Identify the cause of wet bottom tube leaks and take corrective action. 

Big Rivers’ Resaonse: 

The tubes in question were original to the unit and had been in service for 
approximately 39 years. During the unit’s 2008 spring outage which is 
currently in progress, all lower slope tubes were replaced from the lower 
water wall header to the water wall transition line. 

2. The cause of the unit trip on June 5,2004 due to No. 4 turbine bearing vibration 
should be identified. Determine if future actions are required. 

Big Rivers’ Resaonse: 

The unit was returning to service from a planned outage and during start-up 
when the turbine was being brought to normal operating speed, the turbine 
developed an internal rub causing a bow in the rotor resulting in higher than 
n o d  vibration on bearing number 4. The unit was removed from service 
and the turbine placed on turning gear to allow the rotor to straighten and 
return to normal condition. No further action was required and the unit was 
returned to service. The turbine generator is currently ondergoing a 
complete overhauUmspection described in item 4 which foUows. 

3. Due to the installation of the AOFA systems in 2004 on Coleman Unit 1 boiler 
fire-side tube corrosion or erosion could have detrimental impacts. Implement a 
regular program of mapping boiler tube thickness to monitor, 

Big Rivers’ Response: 

WKE currently utilizes a Computerized Maintenance Management System 
(CMMS) to manage boiler mapping. Within the CMMS, a job plan is 
established to monitor boiler fireside tube corrosion or erosion impacts. 
This job plan includes: scaffolding of the boiler, nou-destructive examination 
ODE) of boiler tubes, visual inspections, collecting tube samples, and 
metallurgical analysis as part of each %year scheduled maintenance outage. 
This activity is also included in the Big Rivers’ Production Work Plan. 

1 



Responses to Recommendations in April 2007 Stanley Consultants Report Entitled 

June 24,2008 
‘Analysis of WKE Outages” 

, 

4. Plan for Cokmao Unit 1 turbine generator overhaul. 

Biz Rivers’ ResDonse: 

The Coleman Unit 1 turbine generator inspection is currently in progress 
with a scheduled completion date of July 19,2008. The following is a partial 
list identifying major item addressed during this outage: replacement of G 
0 (last row of turbine bisdes before the steam exbausts to the condenser), L-1 
(next to last row), and L-2 (Znd from last row) rows of LP turbine blades on 
both the generator and turbine ends of the turbine rotor, total generator 
inspection and eledrical testing per the original equipment manufacturer 
(OEM) recommendations, generator exciter refurbishment, replacement of 
HP-IP (high pressure -. intermediate pressure) stub shaft extension with new 
ruggedized rotor, turbine throttle valve modification for positive seating, 
complete inspection of HP & IP turbine rotor, shells, and tnrbine valve 
inspection. 

Coleman Ilnit 2 

1. Since the upper and lower reheater has been replaced recently, the cause of the 
reheater leaks noted in 2004 should be identified and corrective action taken. 

Bw Rivers’ Reswnse: 

Coleman Unit 2 experienced two reheat tube leaks in 2004. Both leaks were 
a result of sootblower (steam blown into the boiler against the tubes to 
remove ash accumulation) erosion. This issue was corrected by installing 
tube shields in the sootblower lane to protect the tubes from erosion. 
Coleman Unit 2 did not experience any reheat tube leaks in 2005 or 2006. 

2. Identify the cause of wet bottom tube leaks. Determine if future repairs are 
required. 

BiP Rivers’ Response: 

The tubes in question are original to the unit and have @ad) been in service 
for approximately 38 years. During the unit’s 2007 spring outage, non- 
destructive examination W E )  inspections were performed and 35 (of 
abnormally thin-walled tubes) of the 270 lower slope tubes were replaced 
from the lower header to outside the affected area as a result of this 
inspection. 

c 
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Responses to Recommendations in April 2007 Stanley Consultants Report Entitled 
“Analysis of WKE Outages” 

June 24,2008 

3. Due to the installation of the AOFA systems in 2004 on Coleman Unit 2 boiler 
fireside tube corrosion or erosion could have dettimental impacts. Implement a 
regular program of mapping boiler tube thickness to monitor. 

Big Rivers’ Response: 

As described earlier in response to a similar recommendation for Coleman 
Unit 1, WKF, currently utilizes a Computerized Maintenance Management 
System (CMMS) to manage boiler mapping. Withm the C M M S ,  a job plan 
is established to monitor boiler fue-side tube corrosion or erosion impacts. 
This job plan includes: scaffolding of the boiler, NDE of boiler tubes, visnal 
inspections, tube samples, and metallurgical analysis as part of each %year 
scheduled maintenance outage. This activity is also included in the Big 
Rivers’ Production Work Plan. 

Coleman Unit 3 

1 I New superheater tubes were installed in 2003. The cause of the superheater tube 
leaks since 2003 appear to have been evaluated in a Sheppard T. Powell report 
dated March 6,2007. The Sheppard T. Powell report dated March 6,2007 stated 
“”-.A portion of the tube has been submitted for aUoy identification.. -.” Obtain 
alloy identification report from Sheppard T. Powell. 

33i.g Rivers’ Response: 

New Secondary superheater tubes were installed on this Unit in 2003. The 
referenced Sbeppard T. Powell (S.T.P.) report involved a primary 
superheater tube sample which was sent for analysis, not the secondary 
superheater tubes installed in 2003. On March 20,2007, the station received 
the S.T.P. report confming the tube composition is consistent with SA210 
(designation number developed by the American Society for Testing and 
Materiats (ASTM) which describes the mechanical properties of steel boiler 
tubing). This is consistent with the boiler design. A detaifed boiler tube 
samptig program Is included in the Big Rivers’ Production Work Plan. 

2. Stanley Consultants has insufficient information to determine if all necessary 
repairs and/or replacement items were performed during the fall 2006 turbine 
generator unplanned overhaul. In preparation for the next planned turbine 
generator overhaul, obtain list of spare parts, repair and/or replacement items as 
required. 

Big Rivers’ Response: 

The Coleman IJnit 3 turbine generator is currently operating within the 
original equipment manufacturer (OEM) specifications. Station personnel 

3 



Responses to Recommendations in April 2007 Stanley Consultants Report Entitled 
“Analysis of W K E  Outages” 

June 24,2008 
.- 

have reviewed reports from the OEM related to the C3 turbine generator 
recommendations and will’have spare parts, repairs, and replacement items 
as reqnired for the planned outage currentfy scheduled for 2012. These 
items are included in the Big Rivers’ long term plan. 

3. Due to the installation of the AOFA systems in 2004 on Coleman Unit 3 boiler 
fire-side tube corrosion or erosion could have detrimental impacts. Implement a 
regular program of mapping boiler tube thickness to monitor. 

Bip Rivers’ Response: 

As described in previous responses witbin this document to similar 
recommendations, WKE currently utilizes a Computerized Maintenance 
Management System (CMMS) to manage boiler mapping. Within the 
CMMS, a job plan is established to monitor boiler fve-side tube corrosion or 
erosion impacts. This job plan includes: scaffolding of &e boiler, non- 
destructive examination W E )  of boiler tnbes, visual inspections, tube 
samples, and metallurgical analysis as part of each >year schednled 
maintenance outage. This activity is also inclnded in the Big Rivers’ 
Production Work Plan. 

Green IJnit 1 

L 1 Plan for overlay welding or laser cladding offinnace walls to address furnace 
wall corrosion due to the delayed combustion characteristics of the coal rebum 
system which generate higher levels ofhydrogen sulfide (H2S) resulting in higher 
corrosion rates of the furnace walls. Investigate the possibility of relocation of IR 
sootblowers or additional IR sootblowers to reduce fireside deposits and 
combustion tuning to reduce flame impingement 

Big Rivers’ Response: 

Weld overlay (boiler tubes with extra material welded over them) was 
installed on the furnace east and west walls during the spring 2007 scheduled 
outage. An area, 95 feet higb by 35 feet wide was overlaid with Alloy 33 
(ASTM designation) corrosion resistant material. Water wall mapping 
revealed no loss of tnbe metal on the north or the south Walls. IJltrasonic 
testing will be performed again during the 2010 scheduled ontage. An 
additional $2.6 million is included in the Big Rivers’ Production Work Plan 
to apply additional weld overlay during the 2010 planned outage if testing 
results indicate it is needed. There are no plans to move the IR sootblowers. 
General Electric Energy Environmental Research (GE EER), the original 
equipment mannfaeturer (OEM) for the Re-buWOFA (over fire air) system, 
completed combustion tuning in April of 2008. 

c 
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Responses to Recommendations in ApA 2007 Stanley Consultants Report Entitled 
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June 24,2008 

2. G r m  LJnit 1 has not been chemically cleaned since 1997. The analysis of both 
water wall tube samples removed by Babcock & Wilcox during the fall 2004 
outage revealed internal deposit weight densities of 21 grams per square foot 
(gms/ft2) and 24 gmslft2. The third-party inspection report states “...chemical 
cleaning should be performed when deposit weight densities reach 12 @&.. .” 
It is expected that Green Unit 1 requires cleaning at this time. 

Big Rivers’ Response: 

Boiler chemical cleaning is performed using a condition-based approach 
rather than a time-based approach. The Green Unit 1 boiler tube sample 
analysis report by Sheppard T. Powell (S.T.P.) and Associates dated 
February 23,2004 confirmed the boiler needs chemical cleaning. The Big 
Rivers’ Production Work Plan includes chemical cleaning the Green Unit 1 
boiler during the 2010 scheduled outage. 

Green Unit 2 

1 Monitor the condition of 2005 overlay welding of furnace walls to address 
furnace wall corrosion due to the delayed combustion characteristics of the coal 
re-bum system which generate higher levels of hydrogen sulfide (H2S) resulting 
in higher corrosion rates of the furnace walls. Investigate the possibility of 
relocation of IR sootblowers or additional IR sootblowers to reduce fireside 
deposits and combustion tuning to reduce flame impingement. 

Big Rivers’ Response: 

During the spring 2008 scheduled outage, water wall tube mapping was 
conducted to monitor the effectiveness of the water wall tube weld overlay 
that was installed in 2005. An area 35 feet wide by 85 feet high on both the 
east and west furnace side walls are weld overlaid with Inconel622 (ASTM 
designation) corrosion-resistant material. Ultrasonic testing showed no 
metal IOBS in the weld overlay area or on the nortb and south burner walls. 
Ultrasonic testing will be conducted again during the 2009 scheduled outage 
aud $2 d o n  is included in the Big Rivers’ Production Work Plan for 
additional weld overlay if the testing indicates it is needed. There are no 
plans to move the IR soot blowers. General Electric Energy Environmental 
Research (GE EER), the original equipment manufacturer (OEM) for the 
Re-burn/QAF (over fire air) system, completed combustion tuning in April of 
2008. 

2. Green Unit 2 has not been chemically cleaned since 1990. The David N. French 
Metallurgist 2005 analysis of a water wall tube sample revealed a deposit weight 
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density of 15 gmdft2. This third-party inspection report indicated the water wall 
tube was considered clean and a chemical clean was not needed at this time. This 
contradicts the Babcock & Wilcox recommendation of perfotmhg a chemical 
clean when deposit weight densities reach 12 gm/A2. The Green Unit 2 spring 
2005 outage work order (W05079905 indicates Green Unit 2 was to be 
chemically cleaned during the spring 2005 outage. Verify Green Unit 2 was 
chemically cleaned during the 2005 spring outage. 

Big Rivers’ Resnonse: 

Boiler chemical cleaning is performed using a condition-based approach 
rather than a time-based approach. A tube sample amlysis report (number 
05-070) performed by Dr. David N. French (metallurgist whom WKE uBes to 
evaluate tube sample deposits) suggests chemical cleaning of the boiler 
should be considered when the deposit weight density reaches 25 grams/ft2. 
Per Dr. French’s’ recommendatiou, the chemical cleaning was deferred until 
the next scheduled outage. The Big Rivers’ Production Work plan includes 
chemical cleaning of the Green Unit 2 boiler during the 2009 scheduled 
outage. 

HMPL Unit 1 

1 I New high temperature reheater tubes were installed in 1999, the cause of the 
high temperature reheater tube leak that occurred in 2006 should be identified 
and corrective action taken. 

Bie. Rivers’ Response: 

According to the metallurgical analysis performed by Dr. David N. French 
(metallurgist whom WKE uses to evaluate tube sample deposits) and a 
Riley Power report (number 202302) dated June 6,2008, the Henderson 
Unit 1 high-temp reheater tubes are failing due to thinning as a result of 
coal ash corrosion. The tubes have initial evidence of creep in the form of 
oxide cracking on the ID (inside diameter). While not in the current Big 
Rivers’ Production Work Plan, current plans are to replace the high-temp 
reheat tubes at an estimated cost of $1.8 S o n  during the scheduled 
spring outage of 2009. 

Funding for this project will come from other planned projects that are not 
of as high a priority (e.& deferred projects); from budgeted funds that 
might not entirely be needed to complete planned projects (eg. over- 
budgeted projects); or by adding to the budget later if it is determined that 
there are no budgeted lower priority projects that can be deferred or 
enough money left over from under-budgeted completed projects. 

. 
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As demonstrated in Big Rivers’ response to the Attorney General’s 
Supplemental Request for Information, items 94 and 95, even if the entire 
$1.8 million is added to the Financial Forecast, the rate impnct of this 
change for both the noa-smelter members and the smelters would be 
minimal. 

2. Review the January 29,2007 root cause analysis report. Determine if any future 
repairs are required as a result of the most recent thermal event. 

Big Rivers’ Response 

A total of fourteen tube samples were removed and sent to David N. French 
(metallurgist whom WKE uses to evaluate tube samples) to determine if any 
significant damage had occurred. These included four samples on the east 
wall, four samples on the west waU, and six samples from the south wall were 
removed at elevations 492’ 10” and 512’ 10” withiin the boiler. The final 
report was received from the laboratory on Thursday February 8,2007; the 
conclusions of this report are as follows. 

There was no evidence of metaUurgica1 degradation of the sample 
water wall tubes resulting from the coolant disruption. 
Typical microstmctures were observed in the tubing, as for new SA- 
178 Gr.C (ASTM designation). 
There has been no significant loss of expected life of the boiler tubes 
from the low water event. 
Some inside diameter (ID) corrosion pitting was observed but deemed 
superficial. 
Deposit weight density was measured on a sample from each of the 
three walls, and the measurements showed the waterside to be clean. 
Even with tbc high temperature excursion, the tubes have not been 
oxidized on the waterside. 

HMPL Unit 2 

1. V ~ 6  the high temperahm reheater is being replaced during fall 2007 outage. If 
not accomplished during the fall 2007 outage, confirm the high temperatore 
reheater is on the spring 2008 outage schedule. 

Big Rivers’ ResDonse: 

The H-2 high-temp reheater was replaced in October of 2007. 

Reid Unit 

1, The cause of the superheater tube leaks should be identified and corrective action 
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taken. 

Big Rivers’ Response: 

Tube sarnple analysis concludes the Reid Unit 1 primary superheater is 
approachig the end of its useful life. Due to changes in environmental 
regulations such as CAIR, 316b’ NQx, PM 2.5 and mercury, Big Rivers has 
in its 2009 Production Work Plan to evaluate the spending levels needed to 
maintain the future reliability of the Reid unit. 

2. The cause of the water wall tube leaks should be identified and corrective action 
taken“ 

Big Rivers’ Response: 

Reid Unit 1 experienced numerous tube leaks on the lower water wall header 
tube stubs. These tubes experienced thinning due to exposure in the corrosive 
area of the boiler bottom ash hopper seal water. The lower water wall header 
stubs were replaced in the spring of 2004 which eliminated the water waU 
leaks associated with the thinning tube stubs. 

Wilson Unit 

1. The IMR metallurgical report dated June 16,2006 states ‘I1. .superheater Tube 
#I I __  a moderately dirty deposit density of 41.4 &ft2 was measured from 
internal deposits, which indicates that the tube would benefit eom internal 
cleaning.” Perform recommendations &om metallurgical report. Continue anm~al 
submission of superheater tube s ~ p l e s  for metallurgical review. 

Bier Rivers’ Response: 

Tube samples were collected from the platens and fiishing superheater 
sections during the spring 2008 outage. The samples were sent to Dr. David 
N. French, (metallurgist whom WKE uses to evaluate tube sample deposits) 
for analysis. The reports from both the platens and the fmishing tube 
samples indicated there was a very thin oxide layer and the internal 
condition was reported to be good. The Big Rivers’ Production Work Plan 
includes the replacement of the Wilson superheater tubes during the fall 
2009 outage. 

2. The Wilson unit has not been chemically cleaned since 1997. The most recent 
metallurgical report Stanley Consultants has received to date fmm BREC is dated 
June 16,2006 and prepared by IMR Metallurgical Services. This third-party 
inspection report stated “Waterside depositdscale on the inside surfaces of the 
tubing were measured in accordance with ASTM D3481, Test Method A. The 
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measured value recorded h m  superheater tube was a maximum of 41.4 g/ft2, 
while the values recorded h m  the water wall tubing were “cleaner” with a 
maximum deposit of 13.95 s/it2. The values recorded are a combination of oxide 
scale and/or internal deposition.” The need to perform a chemical clean of this 
unit should be verified. 

BiP Rivers’ Response: 

Boiler chemical cleaning is performed on a condition-based approach rather 
than a time-based approach. During the 2008 spring outage, tube samples 
were colleeted and sent to Sheppard T. Powell for analysis. The report from 
the north wall tube sample has been received and indicated that no chemical 
cleaning is needed at &is time. The report from the south wall tnbe sample 
analysis is still pending. The Big Rivers’ Production Work Plan contains 
plans to chemical clean the Wdson unit during the fall 2009 outage since an 
earlier report (prior to the 2008 sample reports) indicated the unit was 
borderline concerning the need for chemical cleaning and the outage length 
was such that the cleaning could be accommodated without extending the 
outage length. 

3. Review the future Wilson outage work lists and post work documentation related 
to the turbine generator incident to assure the recommended repairs and 
inspections as a result of the loss of lube oil event are completed. 

Biv Rivers’ Resoonse: 

Remote continuous vibration monitoring is performed on the main turbine/ 
generator. Tbe data has not indicated any serious problems. The Big Rivers’ 
Production Work Plan includes a high pressure-intermediate pressure 
(HPRP) turbme/generator inspection for 2009. A complete evaluation will be 
performed on the HP/IP rotor at this t ima Appropriate corrective actions 
wiU be based upon the findings of th is  evaluation. 

AU Units 

1. Boiler Tube Leaks: 
a) A comprehensive assessment should be performed to determine the root cause 

of boiler tube failures. An investigation of all aspects of boiler operation, 
leading to a tube failure to fully understand the cause should be performed. 
For example, boiler water treatment, so scale, foaming, corrosion, caustic 
embrittlement, and turbine blade deposition can be avoided or minimiied. 
Water chemisby, outage, and maintenance records should be requested to aid 
in root cause analyses of corrosion and deposit problems. 
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B b  Rivers’ Response: 

In addition to the Computerized Maintenance Management System 
(CMMS) to manage boiler tube mapping described previously, Big Rivers 
will implement a formal root cause analysis process for all tube leak 
outages. The person identitied to fill the newly created (within the Big 
Rivers post-unwind organization) Manager of Maintenance Services will 
work with staff at each plant to implement and monitor this process. The 
process will include metallurgical analysis of failed tubes and an adjacent 
tube in the same area. 

b) The rate of damage and the effects of water and steam chemistry on 
erosiodwmsion, boiler tube worrosion, turbine blade pitting and cracking, 
feedwater heater and condenser tube corrosion, etc., should be identified and 
lead to planned outages and equipment repairs or replacement. 

Big Rivers’ Response: 

Drum inspections, internal condenser inspections, boiler tube samples 
and turbine inspections conducted on all units in the Big Rivers’ system 
indicate there have been no problems related to water chemistry. Regular 
monitoring of these areas will continue so that in the event water 
chemistry becomes an issue, it can be addressed promptly. 

c) Physical evidence in all tube failures should be analyzed. High velocities 
occur during a tube leak that will remove deposits in the leaking or ruptured 
tube. Therefore, it is recommended that a tube similar to a tube which has 
failed, in the same area, be removed for poper analysis. 

Big Rivers’ Response: 

When the cause of a boiler tube failure is not readily determined, Big 
Rivers plans to send &e tube failure along with a tube in the adjacent 
area to either Sheppard T. Powell and Assoeiates or Dr. David N. Freneh 
(metallurgist whom WKE uses to analyze tube samples) for analysis 
including life assessment and deposit composition. This will continue to 
be a part of the root cause analysis process. 

d) As tube failures occur, they should be tracked and any pattems analyzed for 
similarity. A better assessment of the causes of the tube leaks could be 
performed if there was more information on where these leaks occurred. 
Mapping of the tube leaks would show how close the tube leaks are to any 
sootblowers or other equipment that may have caused abrasion to the inside of 
the tubes. Failures should be used to determine the locations for the next set of 
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tube samples. In addition, there is a need to sample for e;Kternal attack such as 
reducing atmosphere, sulfur attack and erosion wear patterns. 

Bip Rivers’ Resoonse: 

AU stations track tube failures detaiiing the location of the leak@), tube 
material, size of tube and thickness, date of repair, length of repair and 
estimated cause of failure. In the future, Big Rivers plans that the 
analysis process will include a composite drawing identifying the location 
of each failure. 

e) The boiler water treatment program should be audited for compliance with the 
recommended EPRI guidelines and/or plant chemical vendor guidelines. 

Big Rivers’ Response: 

The boiler water treatment plan being utilized by Western Kentucky 
Energy which is planned to be continued under Big Rivers Is the program 
recommended by Dave Cline with Sheppard T. Powell and Associates. 
Sheppard T. Powell’s staff was instrumental in formulating the EPRI 
Boiler Treatment guidelines AI stations are following the EPRI 
guidelines. 

f) A continuous and consistent program of sampling boiler, economizer, 
superheater and reheater tubes should be implemented. 

Big Rivers’ Response: 

As a result of the Boiler Condition Assessment team work, during each 
scheduledoutage the CMMS system (described m earlier responses) 
automatically generates a work order for boiler tube samples to be taken 
from the water walls, nose arch, superheater, economizer and reheat 
sections of each unit’s boiler. The tube samples are sent to either 
Sheppard T. PoweU and Assvciates or Dr. David N. French (metallurgist 
whom WKE uses for tube an8lySk) for analysis h d u d h g  life assessment 
and deposit composition. 

g) An annual review of the recorded boiler operating temperatures and pressures, 
as compared to design parameters, should be performed. 

Big Rivers’ Response: 

Each station’s Performance Engineer and Production Manager perform 
a routine daily evaluation of the parameters listed in this 
recommendation. in addition to the station’s efforts, Coleman and Green 
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station both have a standing performance monitoring contract with Black 
and Veateh to continuously monitor station operating parameters, 
including operating temperatures and  pressures. The Wilson plant will 
also utilize Black and Veatch for performance monitoring after Big 
Rivers resumes operation and HMP&L Station Two wili do so when the 
new system controls are installed in 2010 which will accommodate this 
activity. 

2. BREC should consider having a BREC plant transition site representative at all of 
the BREC stations. This site representative would require access to maintenance 
records, operating logs, perfo~fance reports, and other pertinent information. 

Big Rivers’ ResDonse: 

Big Rivers currently has a representative a t  each location and they have 
access to aU pertinent information. 
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Explanation of Increases in the 2009 - 201 1 Production Work Plan 
Compared to the 2008 - 2 0  10 Production Work Plan 

The Operation and Maintenance expenses (O&M) in the 2009 - 201 1 Production Work 
Plan increased a total of $7.3 million dollars compared to the 2008 - 2010 Production 
Work Plan. The plan over plan changes in the Production Work Plan is captured in five 
primary categories. 

1) Contractor Rates; The existing maintenance contract expires in December of 2008 
and budgetary quotes indicate a 15% increase in labor rates associated with the 
maintenance contracts. This equates to approximately $4.1M over the three year plan. 

2) Cost of Materials; We are experiencing a significant increase in materials due to 
increased steel prices. We are also experiencing large increases in chemical costs which 
are needed to maintain boiler and cooling water chemism, and significant increases in 
dredging and industrial cleaning contracts due to rising diesel fuel cost. This equates to 
approximately $2..9M over the three-year plan. 

3) Scope of Work; Outage inspections completed during the 2008 outage cycle has 
identified the need for additional work that was not included in the 2008 - 2010 
Production Work Plan. This additional work is primarily in the FGD (scrubber) at Sebree 
and the Boiler and Fuel handling areas at Coleman. The total scope of work increase 
over the three year plan is $4.6M. 

4) DieseVGas Prices; Diesel and gasoline prices have increased approximately $900k in 
the 2009 -201 1 Production Work Plan compared to the 2008 - 2010 Production Work 
Plan. The diesel and gas is used in the heavy (mostly coal handling) equipment at the 
plant sites. 

5) Catalyst Management Plan; The catalyst regeneration and replacement was 
considered O&M in the 2008 - 2010 Production Work Plan; however, after further 
review it was determined to follow the WKE capitalization policy and capitalize these 
items. The catalyst regeneration and replacement is now considered a capital expense in 
the 2009 - 20 11 Production Work Plan. This reduced the O&M expense by 
approximately $5.4M, thus the total net O&M increase to the Production Work Plan is 
$7.3M over the three year period. 

The 2009 - 201 1 capital budgets increased $12.2M compared to the previous plan. This 
increase is due to the timing of the Wilson FGD (scrubber) repairs. In the 2008 - 2010 
Production Work Plan the Wilson FGD repair project was spread equally over a four year 
period. The 2009 - 201 1 Production Work Plan aligns the necessary repairs with the 
outage schedule. A more detailed repair plan for the Wilson FGD has required most of 
the repair work to be completed during the scheduled outages and less work during the 
non-outage years. Over a four year time period (2009 through 2012) the net increase to 



the capital budget is $2.6M which is due to the capitalization of the catalyst regeneration 
and replacement. The table below reflects the capital increases/decreases by year. 

Year 1 2008 - 2010 Capital Plan 
I I I 

1 2009 - 201 1 Capital Plan I Plan over Plan Variance 

2009 
2010 
2011 
2012 
Total 

$ 53,791,816 $ 64,894.651 $ (1 1,102,835) 
$ 44,602,914 $ 38,029,726 $ 6,573,188 
$ 49,223,817 $ 56,909,547 $ (7,685.730) 
$ 43,636,516 $ 34,082,833 $ 9,553,683 
$ 191,255,063 $ 193,916,757 $ (2,661,694) 



Non-Labor O&M Variance Emlanations from Drior Model 

- 2009 
Contractor Rates 
Cost of Materials 
FueVGas Prices 
Scope of Work 
Catalyst Moved to Capital 
Other 
Total Increase/@ecrease) 

- 2010 
Contractor Rates 
Cost of Materials 
FueVGas Prices 
Scope of Work 
Catalyst Moved to Capital 
Other 
Total Increase/@ecrease) 

2011 
Contractor Rates 
Cost of Materials 
FueVGas Prices 
Scope of Work 
Catalyst Moved to Capital 
Other 
Total Increase/@ecrease) 

- 

Coleman Wilson - Green - WSII - Total 
- 65,000 65,000 7,000 137,000 

140,000 ._ 60,000 94,000 294,000 

- (1,700,000) - - (1,700,000) 
- - 51,193 

1,461,000 (1,443,170) 1,036,632 580,158 1,634,620 

595,000 160,830 192,400 188,057 1,136,287 

726,000 31,000 739,140 220,000 1,716,140 

(19,908) 71,101 - 

Coleman Wilson Green R/sII Total 
849,326 198,785 736,711 - 1,784,822 
547,000 25 1,560 177,900 50,112 1,026,572 
145,000 32,257 30,000 93,000 300,257 
473,000 28,200 559,240 106,000 1,166,440 

- (1,400,000) - - (1,400,000) 
- - (10,950) 77,986 67,036 

2,014,326 (889,198) 1,492,901 327,098 2,945,127 -- 
Coleman Wilson - Green R/sII Total 
1,066,000 470,135 643,845 2,244 2,182,224 

274,000 232,000 116,900 138,523 761,423 
145,000 - 24,000 92,963 261,963 

1,082,000 39,000 522,340 91,206 1,734,546 
- (1,820,000) - (512,593) (2,332,593) 
- - (17,093) 83,339 66,246 

-- 2,567,000 (1,078,865) 1,289,992 (104,318) 2,673,809 

C:U)ocwnents and Settingshbnilohq B I G R N E R S W  Settings\Ternporoiy Iolemet Files\OL.KIS\MODEL TO MODEL. RECON for PSC Pmentntion 
(2) xls 
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Experience of Big Rivers' Plant Managers 

Jim Garrett 

,Jim Garrett is currently the Plant Manager of the Sebree facility and a 25 year veteran 
with Big Rivers and WKEC. Jim has held various positions within Big Rivers and 
WKEC, such as plant manager, project manager over large capital projects, maintenance 
manager and superintendent of maintenance. Prior to joining Big Rivers, Jim was 
employed by the Tennessee Valley Authority from 1978 to 1983 as a machinist and 
supervisor. 

- Pat Waldeck 

Pat Waldeck is currently the interim Plant Manager of the Coleman facility and a 38 year 
veteran with Big Rivers and WKEC. Pat has held various positions within Big Rivers 
and WKEC, such as production manager and construction / start-up coordinator at both 
the Wilson and Green facilities. From 1998 to 2003, Pat was employed by Covanta 
Energy as the plant manager of the Quezon facility in Quezon, Philippines. 

Ron GrePory 

Ron is currently the Plant Manager of the Wilson facility and a i2-year veteran with Big 
Rivers and WKEC. Ron has held various positions within Big Rivers and WKEC, such 
as maintenance manager, supervisor of maintenance, maintenance planner and 
maintenance supervisor. 
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VERIFICATION 

I verify, state, and affum that the foregoing testimony is true and correct to the best of my 
knowledge and belief. 

Mark A. Bailey 

COMMONWEALTH OF KENTUCKY ) 
COUNTY OF HENDERSON 1 

SUBSCRIBED AND SWORN TO before me by Mark A. Bailey on this the e d a y  of 
October, 2008. 

cy&- 
Notary Public, Ky. State at Large 
My Commission Expires f-la-69 
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UPDATED BIG RIVERS WORK PLAN 

(LOCATED IN SEPARATE BOOK) 
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