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December 28,2007 

Hon. Elizabeth A. O’Donnell 
Executive Director 
Public Service Commission 
21 1 Sower Boulevard, P.O. Box 615 
Frankfort, Kentucky 40602-06 15 

Re: Application of Big Rivers Electric Corporation, E, ON U.S., LLC, 
Western Kentucky Energy Corp., and LG&E Energy Marketing Inc., 
P.S.C. No. 2007-00455; The Application of Big Rivers Electric 
Corporation for Approval of Environmental Compliance Plan and 
Environmental Surcharge Tar@ P.S.C. No. 2007-00460 

Dear Ms. O’Donnell: 

Enclosed for filing are the following documents, which seek a series of regulatory 
approvals required for Big Rivers Electric Corporation (“Big Rivers”), Western 
Kentucky Energy Corp., and LG&E Energy Marketing Tnc. to consummate transaction 
between and among them that have become known as the “Unwind Transaction.” 
More specifically, we enclose: 

1. An original and ten copies of the Application of Rig Rivers Electric 
Corporation, E.ON U.S., LLC, Western Kentucky Energy Corp., and LG&E 
Energy Marketing Tnc., in a case predesignated as P.S.C. Case No. 2007- 
00455; 

2. An original and ten copies of the Application of Big Rivers Electric 
Corporation for an environmental surcharge in a case predesignated as P.S.C. 
Case No. 2007-00460; 

3. Petition of Western Kentucky Energy Corp. for Confidential Protection; and 

4. Motion of Big Rivers Electric Corporation, E.ON U.S., LLC, Western 
Kentucky Energy Corp., and L,G&E Energy Marketing Inc. for An informal 
conference on January 4,2008. 

T certify that a copy of this letter and each of the foregoing documents has been served 
on the Kentucky Attorney General, Rate Intervention Division, and the persons 
identified on the attached service list. 

Please note that, in response to a request from Commission staff, the applicants have 
proposed a procedural schedule for this matter. A copy of that proposed procedural 
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schedule is attached as Exhibit 4 to the Application, and for your convenience, an 
additional copy is attached to this letter. The procedural schedule contemplates an 
initial informal conference with Commission staff on Friday, January 4,2008. 

Sincerely yours, , 

James M. Miller 
Counsel for Big Rivers Electric Corporation 

Enclosures 
C: Mr. Michael H. Core 

Mr. Paul W. Thompson 
Hon. Allyson Sturgeon 
Hon. Kendrick Riggs 
Rural Utilities Service 



David Spainhoward 
Big Rivers Electric 
Corporation 
P. 0. Box 24 
Henderson, KY 424 1 9 

Hon. James M. Miller 
Hon. Tyson Kamuf 
Sullivan, Mountjoy, 
Stainback & Miller 
P. 0. Box 727 
Owensboro, KY 42302 

Hon. Robert Michel 
Orrick, Herrington & 
Sutcliffe 
666 Fifth Avenue 
New York, NY 10103 

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

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

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

SERVICE LIST 
BIG RJSERS ELECTRIC CORPORATION 

PSC CASE NOS. 2007-00455 AND 2007-00460 

Paul Thompson 
E.ON U.S. 
220 West Main Street 
Louisville, KY 40202 

David Sinclair 
E.ON U.S. 
220 West Main Street 
Louisville, KY 40202 

D. Ralph Bowling 
Western Kentucky Energy 

P. 0. Box 1518 
Henderson, KY 424 19 

Corp. 

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

Hon. Allyson Sturgeon 
E.ON U.S. LLC 
220 West Main Street 
Louisville, ICY 40202 

Kelly Nuckols 
Jackson Purchase Energy 

P. 0. Box 4030 
Paducah, KY 42002-4030 

Corp. 

B m s  Mercer 
Meade County RECC 
P. 0. Box 489 
Brandenburg, KY 401 08 

Sandy Novick 
Kenergy Corp. 
P. 0. Box 18 
Henderson, ICY 424 19 

Hon. Frank N. King 
Dorsey, King, Gray & 
Norment 
3 18 Second Street 
Henderson, KY 42420 

Hon. David Denton 
Suite 301 
555 Jefferson Street 
Paducah, KY 42001 

Hon. Tom Brite 
Brite and Butler 
P. 0. Box 309 
Hardinsburg, KY 40 108 

Jack Gaines 
JDG Consulting, LLC 
P. 0. Box 88039 
Dunwoody, GA 30356 

Hon. Michael L. Kurt2 
Boehm, Kurtz & Lowry 
Suite 21 10 
36 East Seventh Street 
Cincinnati, OH 45202 

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

Henry Fayne 
1980 Hillside Drive 
Columbus, OH 4322 1 

Allen Eyre 
63 1 Mallard Lane 
Henderson, KY 42420 

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

Hon. C. B. West 
Stoll, Keenon Ogden 
201 North Main Street 
Henderson, KY 42420 



SERVICE LIST 
BIG RIVERS ELECTRIC CORPORATION 

PSC CASE NOS. 2005-00455 AND 2007-00460 

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

Hon. Dennis Howard 
Assistant Attorney General 
Office of the Attorney 
General 
Utility & Rate Intervention 
Division 
Suite 200 
1024 Capital Center Drive 
Frankfort, ICY 40601-8204 
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In the Matter of: 

COMMONWEALTH OF KENTTJCKY 

\ ? E l  ?> 2 ‘Iuo-/ BEFORE THE PTSBLIC SERVICE COMMISSION 

The Application of Big Rivers Electric Corporation ) 
for Approval of Environmental Compliance Plan Case No. 2007-00460 
and Environmental Surcharge Tariff ) 

APPLICATION ,!&ID MOTION FOR INCORBORATION BY REFERENCE 

1. Big Rivers Electric Corporation (“Big Rivers”), by counsel, hereby submits this 

application (“Akpplication”) pursuant to -KRS 278.183, 807 KAR 5:001, 807 KAR 5:011, and all 

other applicable statutes and regulations, seeking approval of an environmental compliance plan 

and environmental surcharge tariff. 

-. 7 Big Rivers is a rural electric cooperative corporation organized pursuant to KRS 

Chapter 279. Its mailing address is P.O. Box 24,201 Third Street, Henderson, Kentucky 42419. 

807 KAR 5:001 Section 8(1). Big Rivers owns electric generation facilities, and purchases, 

transmits and sells electricity at wholesale. It exists for the principal purpose of providing the 

wholesale electricity requirements of its three distribution cooperative members, which are: 

Kenergy Corp., Meade County Rural Electric Cooperative Corporation, and Jackson Purchase 

Energy Corporation (collectively, the  member^"). The Members in turn provide retail electric 

service to approximately 1 10,000 consumer/members located in 22 Western Kentucky counties, 

to wit: Ballard, Breckenridge, Caldwell, Carlisle, Crittenden, Daviess, Graves, Grayson, 

Hancock, Hardin, Henderson, Hopkins, Livingston, Lyon, Marshall, IvlcCracken, McLean, 

Meade, Muhlenberg, Ohio, Union and Webster. 

3. The articles of incorporation of Big Rivers. and all amendments thereto, are 

attached as Exhibit 1 to the Application of Big Rivers in 117 the Matter o t  Application ofl3ig 

Rivers Electric Corporation, LG& E Eizergy Marketing Iric., Westerr? Keiituclq) Eizergv Corp., 



WKE Station Two Inc., and WKE Coip., Pursuant to the Public Seivice Coinmission Orders iii 

Case Nos. 99-450 and 2000-09.5, for Approval of Amendments to Statioiz Two Agi-eements, PSC 

Case No. 2005-00532, and are incorporated herein by reference. 807 KAR 5:OOl Section 8(3). 

4. This Application and the supporting exhibits, which are incorporated herein by 

reference, contain fully t‘he facts on which the relief requested by Big Rivers is based. 807 KAR 

5:001 Section 8(1). 

5.  This Application is being filed in conjunction with the application in Case 

Number 2007-00455 (the “Unwind Application”),’ in which Rig Rivers and other parties are 

seeking various.approvals required by one or more of them to enter into a transaction (the 

“Unwind Transaction”) to terminate the transaction (the “1 998 Transactions”) approved by the 

Kentucky Public Service Commission in commission^') in Case Numbers 97-204 and 98-267.’ 

6. Prior to 1998, Big Rivers operated its generators in Western Kentucky known as 

Wilson Station, Coleman Station, Green Station, and Reid Station, and also operated, pursuant to 

contract with the City of Henderson, a generating plant that is owned by the City of Henderson 

(“HMP&L”), known as Station Two. The 1998 Transactions were part of an overall plan that 

resolved Big Rivers’ reorganization under Chapter 11 of the TJnited States Bankruptcy Code, and 

it involved Big Rivers leasing its generating units to subsidiaries or affiliates of LG&E Energy 

Corp. (the “LG&E P a r t t ’ ) ,  and assigning to the LG&E Parties Big R~vers’ contractual rights 

and obligations relating to Station Two. TJnder the 1998 Transactions, Rig Rivers contracted to 

In the Matter of Joint Application of Big Rivers, E. OAT, L,G&E Energy Marlieting, Inc., and Western Keiztucln* 
Eizergy Corporation for- Approval to Unwind Lease and Power Purchase Ti.aizsactions? PSC Case No. 2007-004.55. 

See Order dated April 30, 1998, in In the Matter of The Application qfBig Rivers Electric Corporation, L,ouisville 
Gas and Electric Company, Western Keiztucly Energy Corp., Westein Kentucky Leasing C O I ~ . ,  and LG& Statioii 
Two Inc. for Approval of Hflzolesale Rate Adjustment for- Big Rivers Electric Corporation and for Approval of 
Transaction, PSC Case No. 97-204; Order dated July 14, 1998, in 6 1  the Matter ofi The Application o f S i g  Rivers 
Electric Corpoi-at ion^ for Approval of the 1998 Amendments to Station Two Contracts betweeii Big Rivers Electric 
Corporation and the cihi of Henderson, Kentuclp and the lJtili@ Coninzissiori oftlie Cihi of Hendersoi?. PSC Case 

1 

NO. 98-267. 



purchase power fiom the L,G&E Parties in an amount sufficient to cover the anticipated needs of 

Big Rivers’ Members, other than the amounts of power required by its Members to supply the 

retail requirements of two aluminum smelter customers located in Big Rivers’ service area (the 

“Smelters”). See Unwind Application. 

7 .  The Unwind Transaction essentially seeks to terminate the 1998 Transactions and 

to rerum to Big Rivers the control and operation and maimenance of its generating units and to 

assign back to Big kvers  its rights and obligations relating to Station Two. As part of the 

‘Cllnwind Transaction, Big Rivers will receive, subject to certain potential adjustments, 

$30 1,500,000 in cash at closing plus other value totaling, in the aggregate, approximately $623 

million. This consideration will cause Big Rivers’ equity to improve from a negative 13.6% 

before closing, to a positive 24.4% immediately after closing. The TJnwind Transaction will 

restore Big Rivers’ ability to finance system additions, power purchases, or other arrangements 

to meet growth associated with economic development, an ability Big Rivers has lacked since 

1998. The Unwind Transaction will enable Big Rivers to provide for the power needs of the 

Smelters, whose loads total approximately 850 megawatts, under long-term contracts and at a 

cost acceptable to the Smelters, which the Smelters have said is critical to sustain their operations 

and the jobs and economic contributions they provide to Western Kentucky.’ The daunting 

alternative would be for the Smelters to seek power on the potentially volatile open market when 

their current power contracts expire in 201 0 and 20 1 1 I The Unwind Transaction will also enable 

the LG&E Parties, now affiliates or subsidiaries of E.ON U.S., to exit their unregulated business 

activities, including the transactions with Rig Rivers, which had not proven advantageous to 

’ See TJnwind Application: Smelter Comments filed June 8. 2005. in 177 the Matter qfi An Assessnzeiit of I<eiziitclq ‘.i 
Electr-ic Generation. Transmission and Distr-ihutim Needs, PSC Case No. 2005-00090 



E.ON TJ.S., and to focus on their regulated activities rather than on wholesale generation. See 

Unwind Application. 

8. Once Big Rivers regains control of its generating facilities, it will have to bear 

additional costs to comply with federal, state, and local environmental laws and regulations. In 

the instant proceeding, Big Rivers is seeking the Commission’s approval, pursuant to KRS 

378.183, of an environmentai compiiance plan and an environnieiitai surcharge tarif€. Rig 

Rivers’ environmental Compliance plan (“Compliance Plan”), is set forth in the form of the 

prepared testimony of David A. Spainhoward (“Spainhoward Testimony”), attached hereto as 

Exhibit A and incorporated herein by reference, and the prepared testimony of William Steven 

Seelye (“Seelve Testimony”), attached hereto as Exhibit B and incorporated herein by reference. 

Big Rivers proposes to recover the environmental costs set forth in the Compliance Plan in 

accordance with KRS 278.183 and through its proposed Environmental Surcharge tariff 

(“Environmental Surcharge Tariff’ ’), attached as Exhibit WSS-5 to the Seelye Testimony and 

incorporated herein by reference. 

9. The Compliance Plan consists of three programs (a SO2 compliance pian, a NOx 

compliance plan, and a SO3 compliance plan) that Big Rivers will undertake in order to comply 

with the federal Clean Air Act, as amended, and with federal, state, and local environmental 

statutes and regulations that apply to coal combustion wastes and by-products from facilities 

utilized for production of energy from coal. The only expenses Big Rivers is proposing to 

recover under the Compliance plan are the commodity costs of purchasing Sol, NOx, and SO: 

reagents, and payments made to third-parties in connection with the disposal of wastes. Big 

Rivers is not proposing to recover any other operation and maintenance expenses related to Sol, 

NOx, and SO3 compliance, nor is it requesting a return on rate base or property taxes rerated to 

4 



any facilities at this time. The testimony of David A. Spainhoward and the exhibits thereto 

further describe the environmental projects included in the Compliance Plan; provide detailed 

projected compliance costs; describe the various federal, state, and local environmental laws and 

regulations that affect Big Rivers and how the Compliance Plan projects are measures aimed at 

compiying with those environmental requirements; and otherwise support the reasonableness and 

cost-effectiveness of fne Compliance Plan and the Environmental Surcharge Tariff. 

10. The proposed Environmental Surcharge Tariff is a mandatory rider to all 

wholesale sales by Big Rivers to its Members. The Environmental Surcharge Tariff provides for 

monthly adjustments that will allow Big Rivers to recover the revenue requirements of the 

Compliance Plan. The testimony of William Steven Seelye further explains the mechanics of the 

Environmental Surcharge Tariff, the expenses that will be recovered through the Environmental 

Surcharge Tariff, how the monthly environmental surcharge factors will be calculated, and the 

monthly forms that Big Rivers will file with the Commission. 

1 1. The Environmental Surcharge Tariff, and Big Rivers’ ability to recover its 

environmental compliance costs through the Environmental Surcharge Tariff, are an integral part 

of the Unwind Transaction. As part of the Unwind Transaction, Big Rivers is proposing several 

new tariffs, including the Environmental Surcharge Tariff, a Member Rate Stability Mechanism 

(“MRSM”), a Fuel Adjustment Clause (“E’), an Unwind Surcredit, and a Rebate Adjustment. 

See id.; Seelye Testimony. These tariffs are critical to Big Rivers’ efforts to unwind the 1998 

Transactions, to provide wholesale electric power for service to the Smelters at rates that will 

enable the Smelters to remain economically viable businesses in Western Kentuck)., to recover 

its prudently incurred costs, and to protect the interests of its Members. The combination of the 

revenue from the other tariffs proposed in the TJnwind Application (the TJnwind Surcredit. 



Rebate Adjustment, and MRSM) is expected to have the effect of canceling out any impact of 

the Environmental Surcharge and the FAC for Big Rivers’ non-Smelter rates to its Members for 

approximately five years afier the Unwind Transaction. The testimony of C. William Blackburn 

(“Blackburn Testimony”), filed as Exhibit 10 to the Application in PSC Case Number 2007- 

00455, hrther explains how the proposed tariffs will work together. See Blackburn Testimony at 

pages 8-9,78-80,92-96; see also Seelye Testimony. 

12. As noted in the Unwind Application, the TJnwind Transaction is the result of 

thousands of hours of careful and extensive negotiations, research and drafting. The terms of the 

Unwind Transaction are very carefully balanced with the interests of the Smelters, Big Rivers, 

Big Rivers’ Members, and the retail customers of Big Rivers’ Members. For this reason, Big 

Rivers seeks approval of the Environmental Surcharge Tariff without alteration to maintain that 

critical and delicate balance. The parties to the TJnwind Transaction may, of course, refuse to 

close if the Commission changes the terms of the transaction. See Unwind Application. 

13. Big Rivers anticipates that each of its Members will implement their own tariffs 

in order to pass through the Big hvers environmental surcharge. Each Member will file a 

separate application for approval of its tariff. 

14. Big Rivers gave notice to the Commission of its intent to file this Application 

more than 30 days prior to filing it in accordance with KRS 278.183. Big Rivers also mailed a 

notice of the proposed new tariffs, including the Environmental Surcharge Tariff, to each of its 

Members prior to filing this Application. See id. Exhibit 3 1. 

15. Big Rivers requests that the Commission accept and approve the Compliaiice Plan 

and the Environmental Surcharge Tariff, without change, to become effective with the closing of 



the Unwind Transaction. The authority for this relief is found in KRS 278.183, and related 

sections. 807 KAR 5:OOl Section 8(1). 

16. Big Rivers further moves that the Unwind Application, specifically including 

Exhibit 10 (the Blackburn Testimony) and Exhibit 3 1 (the notice) to the Unwind Application, be 

made a part of the record in this case by reference only. The authority for this relief is found in 

807 KAR 5:OOi Section 5(5j. 80‘7 iWR 5:OOi Section 8(I ). 

WHEREFOFE, Big Rivers requests that the Commission enter its order accepting and 

approving, without change, Big Rivers’ proposed Compliance Plan and Environmental 

Surcharge Tariff, incorporating the Unwind Application by reference, and granting all other 

relief to which it may appear entitled. 

On this the 2st” day of December, 2007. 

SULLIVAN, MOUNTJOY, STAINBACK 
& MIL,LER, P.S.C. 

\ 

c *,a/ MA 
James&. Miller 
Tyson Kamuf 
100 St. Ann Street, P. 0. Box 727 
Owensboro, Kentucky 42302-0727 

Counsel for Big Rivers Electric Corporation 
(270) 926-4000 



Verification 

I, David A. Spainhoward, Vice President External Relations & Interim Chief Production 
Officer for Big Rivers Electric Corporation, hereby state that I have read the foregoing 
Application and that the statements contained therein are true and correct to the best of my 
knowledge and belief, on this the day of December, 2007. 

Vice President External Relations & Interim 
Chief Production Officer 
Big Rivers Electric Corporation 

COMMONWEALTH OF KENTUCKY ) 
COTJNTU OF HENDERSON ) 

The foregoing verification statement was SUBSCRIBED AND SWORN to before me by 
David A. Spainhoward as Vice President External Relations & Interim Chief Production Officer 
for Big Rivers Electric Corporation, on this the 2YsL" day of December, 2007. 

Notary Public, Ky., State at Large 
MY commission expires: I1 2 - o 4 
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DIRECT TESTIMONY OF 
DAVID A. SPATNHOWARD 
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17 
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23 

24 

2s $. 

Please state your name, your address, your position with Big Rivers 

Electric Corporation and your qualifications. 

My name is David A. Spainhoward. My current business address is 201 Third 

Street, Henderson, Kentucky 42420. I have been a n  employee of Big Rivers 

Electric Corporation (“Big Rivers”) since 1972. My current position is Vice 

President External Relations & Interim Chief Production Officer a t  Big 

Rivers. Before holding my current position, I held the position of Vice 

President Contract Administration and  Regulatory Affairs. I have also held 

positions in the  Big Rivers Corporate Planning, Real Estate,  Accounting and 

Purchasing departments. I a m  a graduate of Oakland City University in 

Oakland City, Indiana with the degree of Bachelor of Science in Management. 

I also have a Master of Science in  Management degree from Oakland City 

University. I a m  also a graduate of Lockyear College of Business in 

Evansville, Indiana with an Associate Degree in Da ta  Process Management. 

in addition, I have a certificate of proficiency from the United States 

Department of Agriculture School in Bookkeeping and Accounting. I 2m 

currently Chairman of the Board of Commissioners of the  Henderson County 

Water District in  Henderson, Kentucky. 

Have you previously testified before this @ommission? 

Exhibit A 
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Yes. I have previously submitted testimony and personally appeared before 

the Kentucky Public Service Commission in numerous other matters. I was 

one of Big Rivers’ witnesses in the case approving Big Rivers’ 1998 lease 

transaction (“Lease Transaction”) with E.ON U.S., LLC and its affiliates. 

W a t  is the purpose of your testimony in this proceeding? 

The purpose of my testimony is to present Big Rivers’ Environmental 

Compliance Plan aimed at  recovering through an environmental surcharge 

Big Rivers’ costs related t o  reagent, net disposal and net allowances for sulfur 

dioxide (“SO$’), nitrous oxide (“NOx”), and sulfur trioxide (“SQ3”). I present 

SOz, NQx, and SO3 as three separate environmental programs under the 

Environmental Compliance Plan, and I establish each program’s compliance 

with the regulatory requirements for the recovery of environmental 

surcharges under KRS 

underlying each of these three programs and break them out by individual Rig 

Rivers plant. 

278.183. I also explain the derivation of the costs 

w h y  is Big Rivers proposing to implement an Environmental 

Surcharge? 

Exhibit A 
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In PSC Case Number 2007-00455, Big Rivers is seeking various approvals to  

implement an unwind of the 1998 Lease Transaction (the “Unwind 

Transaction”), which will enable Big Rivers to regain operation and control of 

its generating units. Big Rivers has  followed closely changes in 

environmental regulations regarding S&, Niix, and SO3. vv e believe the Big 

Rivers facilities comply with current environmental requirements, and in this 

case, Big Rivers is seeking approval from the Commission to recover the 

variable O&M expenses associated with operating those facilities after the 

IJnwind Transaction is closed. On a going-forward basis, Rig Rivers proposes 

the Environmental Surcharge to recover these O&M costs, which a re  all costs 

resulting from federal and s ta te  environmental requirements and related to 

the  generation of electricity from coal. 

T T T  

What is the nature of Big Rivers’ proposed Environmental Surcharge? 

Big Rivers is asking for Commission approval t o  recover through a new 

Environmental Surcharge mechanism its environmental-related variable 

O&M costs (reagents, net, disposals, and net  allowances) associated with its 

SO2 control technology equipment, its NOx control technology equipment. and 

its mitigation of 8 0 s  for opacity purposes, 

Exhibit A 
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I- 

$. How does Rig Rivers propose to recover the Environmental 

Surcharge? 

A. Big Rivers will recover the Environmental Surcharge as a surcharge on all 

energy sold. The  costs of the  programs included in the Environmental 

Surcharge are allocated on a straight energy basis across all MWh taken  on 

Big Rivers’ system. This allocation, as well as the general operation of the 

Environmental Surcharge, is explained in greater detail in Exhibit B, the  

Testimony of William Steven Seelye. 

&. Is Big Rivers submitting an environmental compliance plan in 

connection with its request to utilize an Environmental Surcharge as 

part of this filing? 

A. Yes, Big Rivers is submitting a Iimited Big Rivers Electric Corporation 

Environmental Compliance Plan (“Environmental Compliance Plan”) with 

three separate programs (SO2, NOx, and SO3) as par t  of this filing in order to  

support its proposal to adopt a n  Environmental Surcharge. The 

Environmental Compliance Plan, attached as Exhibit DAS-1, is not a full 

environmental compliance plan treating all of the various environmental 

issues Rig Rivers will face with respect to  the  operation of its units. Instead, 

the attached Environmental Compliance Plan is presented for Commission 

Exhibit A. 
Page 5 o f 2 1  
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approval pursuant  to the requirements of E(RS 278.183 solely to support the 

recovery of the costs of these three programs, the  costs of which will comprise 

Big Rivers’ proposed Environmental Surcharge. Big Rivers is developing a 

more comprehensive and  more global environmental compliance plan, of 

which the  attached Environmentai Compiiance Pian wouid be only a portion. 

&. Please ciescribe the various components of the three programs that 

will comprise the Environmental Compliance Plan submitted as 

Exhibit DAS-1. 

A. Big Rivers is proposing tha t  its Environmemal Compliance P ian  will be 

comprised of three separate programs: (1) a n  SO2 program to recover the 

variable costs of reagents, sludge and ash disposal, and  the  sale of SO2 

allowances; (2) a NOx program to recover the variable costs of reagents and 

the sale of NOx allowances; and  (3) an  SO3 program t o  recover the variable 

costs of reagents. I describe each of these three programs below in summary 

form. Exhibit DAS-1 describes each o f  these three programs in greater depth. 

A. SO2 Frogram 

&. Please describe the environmental requirements that obligate Big 

Rivers to control its emissions of SOL 

Exhibit, A 
Page 6 of 21 
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Big Rivers’ generation is subject t o  a number of different regulatory 

requirements relating to S02. These regulatory requirements vary from plant 

to  plant. In  general, however, SO2 emissions a re  subject to regulation under a 

number of legislative provisions: (1) the  Kentucky State  Implementacion Pian 

(“SIP”) for emissions of all regulated pollutants; (2) amendments to the  federal 

Clean Air Act; and  (3) the provisions of the Clean Air Interstate Rule 

(“CAIR’). The  specific application of each of these regulatory requirements to 

each of Rig Rivers’ plants is  presented! in the Environmental Compliance Plan 

in Exhibit DAS-1. 

Please describe the reagent costs which Rig Rivers proposes to 

recover through the Environmental Surcharge. 

The SO2 reagent cost is comprised of the  commodity cost of three separate 

types of reagent: lime, limestone, and di-basic acid or similar substitutes 

(“DRA”). No single Big Rivers unit incurs all three of these reagent costs. 

These reagents a re  used to t reat  the flue gas emitted from the plants. 

Depending on the plant concerned. either lime or limestone is used to treat  

flue gas, sometimes in tandem with DBA. 
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Page 7 of 21 



1 &. 
3 - 

3 

4 A. 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

What does Big Rivers propose to  recover as the reagent cost for lime, 

limestone, and DBA as part of the Environmental Surcharge? 

Attached as Attachment 1 to  the Environmental Compliance Plan included as 

Exhibit DAS-1, Big Rivers prwides the projected non-fuel variable C)&M costs 

for a five-year period (2008-2012). For each Big Rivers generating station, 

this exhibit provides a projected reagent cost for lime. limestone, and DBA, 8s 

applicable. In  each case, the amount included as the reagent cost is a pure 

commodity cost with no additional labor or handling added to the cost. For 

each unit, Big Rivers has estimated the projected requirement for lime, 

limestone and DBA and then multiplied that projected requirement by the 

expected price of that commodity for the year in question. 

For the Coleman Station. the limestone costs are projected to  begin at $2.463 

million in 3008 (partial year), and to  rise to  $5.311 million in 2012. The 

Coleman Station projects no use of DBA. 

For the Green Station. the lime costs are projected to hegin at, $5.494 million 

in 2008 (partial year), and to  rise to  811.710 million in 2012. The Green 

Station projects no use of DBA. 
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For Henderson Station Two, the  RREC share of lime costs are  projected to 

begin at $1.865 million in 2008 (partial year), and to rise to $4.080 million in 

2012. The Henderson Station Two projects no use of DBA. 

For the Wilson Station. the limestone costs are  projected at $2.112 million in 

2008 (partial year), rising to a high of $3.281 million in 2010. The Wilson 

Station projects DRA costs of $0.750 million in 2008 (partial year), rising to  a 

high of $1.223 million in  2012. 

Please describe the SO2 disposal costs that will be incorporated into 

the Environmental Surcharge. 

In  addition to the  costs of the reagents, Big Rivers also must  incur costs to 

dispose of coal combustion by-products. The various units each produce 

quantities of fly ash, bottom ash, and SO2 scrubber sludge as  combustion by- 

products, and Big Rivers must  dispose of these by-products consistent with 

environmental regulations. I n  addition, certain quantities of fixation lime are  

added as a reagent to these by-products as a stabilizing agent. The costs 

proposed by Big Rivers for inclusion in its Environmental Surcharge are 

comprised of the handling and  hauling costs paid by Big Rivers to  third-party 

contractors to remove and  dispose of these combustion by-products, a s  well as 
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the reagent cost for t he  fixation lime. No internal Big Rivers labor cost is 

allocated as a par t  of these costs. 

&. Are there any exceptions to this ordinary treatment of the costs of 

d i ~ p ~ ~ i ~ t g  of these combcstion b j ~ - p ~ ~ ~ h k ~ ?  

A. Yes. Unlike the other generating units, Big Rivers’ Colemar?_ Station produces 

gypsum a s  pa r t  of the combustion by-products. The Coleman Station’s 

scrubber waste  is gypsum, a portion of which retains a value and  can be sold 

and  transported for reuse in  other industries, and  a portion of which must  be 

disposed of as non-reusable (“off-spec, gypsum”). Accordingly, Rig Rivers 

offsets against the SO2 disposal costs the amounts received from the sale of 

gypsum from the Coleman Station. These gypsum sales used as an offset are 

projected to be $0.227 million in 2008 (partial year), rising to $0.344 million in 

2009 before declining to $0.322 million in 2012. These costs are  shown on 

Exhibit DAS-1, Attachment 1. 

&. What costs does Big Rivers project for fly ash, bottom ash, sludge, 

fixation lime, and oE-spee gypsum 

A. These costs also are  shown on Exhibit 

di s posal? 

DAS-1, Attachment 1. For the 

Coleman Station, fly ash disposal costs a re  projected to be $1.024 million in 
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2008 (partial year), increasing to $1.033 million in 2012, and bottom ash  

disposal costs a re  projected to  be $0.256 million in 2008 (partial year), 

increasing t o  $0.258 million in  2012. The Coleman Station has no ordmary 

sludge; instead i ts  waste is either sold for production of gypsum 01- disposed of 

as off-spec ,gypsum waste. Off-spec gypsum disposal costs are projected to be 

$0.137 million in 2008 increasing t o  $0.138 million in 2012. The Coleman 

Station projects no costs for fixation lime. 

For the  Green Station, sludge disposal costs a re  projected to be $0.870 million 

in 2008 (partial year), rising to $1.567 million in 2012; fly ash disposal costs 

are projected to be $0.376 million in 2008, rising to $0.677 million in  2012; 

bottom ash disposal costs are  projected to be $0.094 million in 2008, rising to 

$0.169 million in 2012; and fixation lime disposal costs a re  projected to be 

$0.437 million in 2008, rising to  $0.731 million i n  2012. 

For Henderson Station Two, sludge disposal costs net of Henderson are  

projected to be $0.298 million in 2008 (partial year), rising to $0.551 million in 

2012: fly ash disposal costs are  projected to be $0.09'7 million in  2008, rising to 

$0.179 million in 2012; bottom ash disposal costs are  projected to be $0.024 

million in 2008, rising to $0.045 million in  2012; and  fixation lime disposal 

costs a r e  projected to be $0.138 million. rising to $0.244 million in 2012. 
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For the  Wilson Station, sludge disposal costs a re  projected to be $0.357 million 

in 2008 (partial year), rising to $0.564 million in 2012; fly ash disposal costs 

a re  projected to be $0.098 million in 2008, rising to $0.182 million in 2012; 

bottom ash disposal costs are  projected to be $0.024 million in 2008, rising to 

$0.045 million in 2012; and fixation lime disposal costs are  projected to be 

$0.179 million in  2008, rising to $0.446 million in 2012. 

Q .  The final component QE the Environmental Surcharge relating to SBz 

concerns the sale of SO2 allowances. Could YQU please explain this 

component. 

A. In each year, Big Rivers emits a quantity of SOz, expressed in terms of tons of 

SOz, and  each year it receives from the United States Environmental 

Protection Agency (“EPA”) a number of allowances, each of which permits it to 

emit one ton of SOz. Big Rivers h a s  projected the amount of SOz (expressed in  

thousand tons, or “ktons”) tha t  it will emit over the period 2008 to 2012. Big 

Rivers also has projected the SO2 allowances it will receive from the EPA over 

the same period. Under the terms of agreements Big Rivers has with the City 

of Henderson to operate the City of Henderson’s Station Two generating unit ,  

portions of SO2 allowances received from the EPA are  retained by the  City of 

Henderson. Attached as  Attachment 2 to Exhibit DAS-1. Big Rivers presents 

its projected disposition of $ 3 0 2  allowances for the period 2008 to 2012. In 
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I 3 

3 
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as surplus, and the revenues received from these sales will be used as an 

offset t o  reduce the level of the Environmental Surcharge. Rig Rivers projects 

that it will realize $14.487 million in revenues from the sale of excess 2008 

SO:! allowances, with this amount declining to $4.065 million for 2012 SO2 

6 allowances. 

7 

8 B. WQx Program 

9 

10 $. Please describe the legal requirements that obligate Big Rivers to 

11 control its emissions of NOx. 

1.3 A. Big Rivers’ generation is subject to  a number of different regulatory 

14 requirements relating to  NOx. These requirements vary from plant t o  plant 

15 

16 

under each regulatory requirement. In general, however, NOx emissions are 

subject t o  regulation under four separate legislative provisions: (1) the 

17 Kentucky SIP for emissions of all regulated pollutants; (2) the provisions of 

18 

19 

20 

various amendments to the federal Clean Air Act; (3 )  the U.S. Environmental 

Protection Agency’s NOx SIP Call pursuant, to Clean h r  Act Section 126: and 

(4) the provisions of‘the CAIR. The specific. application of each of these 

21 

-- 37 

regulatory requirements to each of Big Rivers’ plants is presented in the 

Environmental Compliance Plan in Exhibit DAS- I. 
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Please describe the reagent costs which Big Rivers proposes to  

recover through the Environmental Surcharge. 

The NOx reagent cost is comprised of the commodity cost of two separate 

types of reagent: sulfur and  ammonia. Ammonia is used in the  equipment 

called selective catalytic reduction (“SCE’) equipment to convert NOx into 

nitrogen and  water  vapor. Sulfur is used to offset the negative impact of SCR 

equipment on other plant systems such as the  flue gas desulfurization system. 

What does Big Rivers propose to recover as the reagent cost for sulfur 

and ammonia as part of the Environmental Surcharge? 

In the  attached Exhibit DAS-I, Big Rivers provides for each Big Rivers 

generating station a projected reagent cost for ammonia and  sulfur. In  each 

case, the  amount  included as the reagent cost is a pure commodity cost with 

no additional labor or handling added into the cost. For each unit, Big Rivers 

has  estimated the projected requirement for ammonia and sulfur and then 

multiplied tha t  projected amount by the  expected price of tha t  commodity for 

the year in  question. 
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Q. 

A. 

No ammonia or sulfur costs relating to NOx are projected for the  Coleman 

Station, the  Green Station, or the Reid unit. 

For Henderson Station Two, the sulfur costs net of Henderson are  projected t o  

begin at $0.036 million in 2008 (partial year), and  to rise to  $0.091 million in 

2012. The ammonia costs are  projected to  begin at $0.331 million, and  to rise 

to $0.826 million in 2012. 

For the  Wilson Station, the  sulfur costs are  projected to begin at $0.023 

million in 2008 (partial year), rising to a high of $0.037 million in  2012. The 

Wilson Station ammonia costs a re  projected to begin a t  $0.645 million in  2008, 

rising to $1.722 million in 2012. 

The final component; of the Environmental Surcharge relating to NO, 

concerns the purchase of NOx allowances. Could you please explain 

this component. 

In each year, Big Rivers emits a quantity of NOx, expressed in terms of tons of 

NOx, and each year it receives from the EPA a number of allowances, each of 

which permits it to emit one ton of NOx. Big Rivers has  projected the  amount 

of Nor: (expressed in thousand tons, or “ktons”) that it will emit over the 

period 2008 to 2012. Big Rivers also has projected the NOx allowances it will 
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receive from the EPA over the same period. Under the terms of the 

agreements with Henderson, portions of any excess NOx allowances not 

necessary for Station Two to comply with NOx emissions requirements are 

retained by Henderson. Attachment 2 to Exhibit DAS-1 is Big Rivers’ 

projected disposition of NOx allowances for the period 2008 to 2012. Big 

Rivers’ allocated share  o f  NOx emission allowances during the period 2008- 

2012 is less than Big Rivers’ projected Nor: emissions. Accordingly, Big 

Rivers will need to purchase NOx allowsnces to cover this gap. Big P‘ Livers 

projects that it will incur $0.214 million to purchase NOx allowances for 2008, 

$7.226 million for 2009, $6.104 million in 2010, $3.974 million in 2011, and 

$3.648 million for 2012. All of these net  costs will be flowed through the 

Environment a1 Surcharge. 

c. so3 Program 

Please describe the legal requirements that obligate Big Rivers to 

17 

18 

19 A. 

20 

21 

33 

control its emissions of S03. 

Big Rivers incurs costs to control i ts  SQ3 emissions in response t o  

requirements from federal. state, and local environmental authorities. The 

Kentucky Public Service Commission (“WSC”) has  found tha t  SO3 mitigation 

costs a r e  made in response to  requirements from federal, state. and local 
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environmental  authorities even though specific emission limits are  not 

established for SO3 emissions. See The Application of Kentucky Utilities 

Company for a Certificate of Public Convenience and Necessity to Construct a 

Selective Catalytic Reduction System and Approval of its 20063 Compliance 

Plan for Recovery by Environmental Surcharge, Case No. 2006-00206, final 

order dated December 21, 2006. These general requirements include: (1) the 

genera! dutg  to avoid harm to human he2lth 2nd the  enviroament xnder KRS 

Chapter  224; (2) the  general requirement under Kentucky s ta te  law not to 

create opacity (e.g., 401 KAR 59015; 401 E(AR 60:005; 401 KAR 61:015); (3) 

the Kentucky SIP for emissions of all regulated pollutants; and  (4) 

amendments  to the  federal Clean Air Act. 

Please describe the reagent costs for SO3 which Big Rivers proposes 

to recover through the Environmental surcharge. 

The SO3 reagent cost is comprised of the commodity cost of a single reagent, 

lime hydrate. Lime hvdrate is blown into station ductwork in dry form and 

reacts with SO3 to neutralize its effect on opacity. 

ig Rivers propose to recover as the reagent cost for lime 

hydrate as part of  the Environmental Surcharge? 
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Wilson generating station. The amount included as the lime hydrate reagent 

cost is a pure commodity cost with no additional labor or handling added into 

the cost. For the  Wilson unit, Big Rivers has estimated the projected 

requirement for lime hydrate and then multiplied that projected requirement 

by the expected price of the commodity for the  year in question. 

No SO3 requirements for lime hydrate a re  expected for the  Coleman Station, 

the Green Station, the Reid unit, or Henderson Station Two. 

For the Wilson Station, the lime hydrate reagent cost is projected t o  be $0.421 

million in 2008, rising to  $1.123 million in  2012. 

$. Does this limited environmental compliance plan mean that Big 

Rivers is proposing to  undercollect its environmental costs? 

A. No. The global environmental compliance plan that Big Rivers will develop 

will simply be broader in time and scope. 

Q. Does the submitted Environmental Compliance Plan demonstrate 

that the costs of the three programs are “costs of complying with the 

Federal Clean Air Act as amended and those federal, state, or local 

environmental requirements which apply to coal combustion wastes 
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and by-products from facilities utilized for production of energy from 

coal”? 

Yes. Consistent with the  requirements of KRS 278.183, I detail in my 

discussion above a n d  in Exhibit DAS- 1 the specif‘ic regulatory requirements 

applicable to  each of the  three submitted programs. I also describe t h e  

various costs which E3ig Rivers seeks to  recover 2nd explzin how they relate tc, 

coal combustion wastes and by-products from facilities utilized for production 

of energy from coal. 

Do the costs proposed for the three submitted programs comprising 

the Environmental Compliance Plan include any construction or 

o6her capital expenses requiring Commission findings on rate of 

return? 

No. As demonstrated above in the discussion of each of the three programs, 

none of the costs for which Rig Rivers seeks recovery include any construction 

or other capital expenditures. Instead, the  costs relate to  commodity costs of 

various reagents, third,  party contracts to handle and  dispose of combustion 

wastes and by-products, and  net proceeds relating to  the sale and purchase of 

SO2 and Nor; allowances for. Big Rivers’ plants. 
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Does Big Rivers propose any income taxes, property taxes, other 

applicable taxes, or depreciation expenses with respect to the three 

submitted programs in the Environmental Compliance Plan? 

No. 

. .  Could you please sum-marize the aetioa yolr request the Com.mltssrsn 

to take regarding the Environmental Compliance Plan and 

Environmental Surcharge? 

In connection with the  IJnwind Transaction and  the restoration t o  Rig Rivers’ 

operation of the leased generation assets, Big Rivers will be incurring variable 

O&M environmental costs for reagents, net  disposals, and net  allowances 

associated with its SO2 control technology equipment, its NOx control 

technology equipment, and its mitigation of SO3 for opacity purposes. These 

variable costs will have a n  effect on Rig Rivers’ cost of service. As discussed in  

the testimony of William Steven Seelye, Exhibit B, Big Rivers has  proposed to 

use a n  Environmental  Surcharge to recover these costs. 

In support of the use of this Environmental Surcharge, Big Rivers is filing a n  

Environmental Compliance Plan which describes the legal and  regulatory 

requirements for the variable costs involved and lists the projected costs by 

Exhibit A 
Page 20 of 21 



1 

2 

3 

4 proposed Environmental Surcharge. 

Rig Rivers plant. Rig Rivers requests that the KPSC accept its 

Environmental Compliance Plan under E(RS !.j 278.183 and permit the costs 

relating t o  this Environmental Compliance Plan to  be recovered under the 

5 

6 Q. Does this conelude your testimony? 

7 

8 A. Yes. 
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VERIFICATION 

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

COMMONWEAL,TH OF KENTUCKY ) 
COUNTY OF HENDERSON 1 

0 4  
Subscribed and sworn to before me by David A. Spainhoward on tills the A’ ,‘ day of 

December, 2007. 

Notary Public, Icy. State at Large 
MY commission expires: / “ I  a- u 9 
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Station DescriDtion. Air Emissions Reguiations and Units' Desizn 

Coleman Station 
The Coleman Station is a multipie unit piant consisting of three coal-fired units designed to bum 
Illinois Basin coal. The units were commercialized in 1969. 1970 and 1972 respectively with a 
coinbined net output rating of 440 Mv\; during Ozone Season and 443 MW during l~on-Ozone 
Season. 
The Coiemm Station is regulated as an existing station and must comply with fhe requirements 
contained in the K.enmclcy State hpiementation Plan (SIP) for emissions of all regulated 
pollutants. The station was originaliy equipped with high efficiency electrostatic precipitators to 
contro 1 p mi cul ate emis si ons . 

Reid Station 
The Robert Reid Station is a multiple unit plant consisting of one coal-fired unit designed to bum 
Illinois Basin coal and/or natural gas and one combustion mrbiiie with the ability to burn eitnei- 
fuel oil ox natural gas. The units were commercialized in 1966 and 1976 respectively with a 
combined net output rating of 130 klX. Reid Station is regulated as an existing starion and 
must comply with the requirements contained in the I<.entucky State Implementation Plan (SIP) 
for emissions of all regulated pollutants. The Reid unit ;if1 was originally equipped with 
mechanical ash separators and was retro-fitted with high efficiency electrostatic precipitators in 
the 1970's to conrrol paniculate emissions. 

Citv of Benderson Station Two 
The Station Two facility is a multiple unit plant owned by the City or' Henderson and operated tq: 
Big Rivers and consists of two coal-fired units designed to burn Illinois Basin coal. Tine units 
were commercialized in 1973 and 1974 respectively with a combined net output rating of 3 10 
MW during Ozone Season and 3 11 IvlW during Non-Ozone Season. The City of Henderson's 
Station Two is regulated as an existing station and must comply with the requirements contained 
in the Kentucky State lmpiemeriration Plan (SIP) for emissions of all regulated pollutants. The 
station was originally equipped with high efficiency electrostatic precipitators to control 
particulate emissions. 

Robert D. Green Station 
The Robert D Green facility is a multiple unit plant consisting of two coal-fired units designed 
to bum Illinois Basin coal The units were comerciallzed in 1979 and 198 1 respectively with 3 

combined net oucput rating of 4 .P h4W durrng both OZORC Season and Non-Ozone Seasoil 
The Green Station is regulated as a new station and must compl~~  with the requirements 
contained in fne I<entuckJt State impiementation Plan (SIP) and in 40 CFR 60 Subpart D foi 
emissions of all replated pollutants The station was origmally equipped with high efficienc7 
electrostatic precipitators to control particulate emissions. lou -NO:, burners and dual-module. 
rna(nesiuni-Iirne-based flue gas aesulfunzation (FGD) systems 

DE Wilson StatiorL 
The DE: Wilson Statlon is a single coal-fired unit designed to burn IIiinois Basin coal Tnc unrl 
was commercialized in 1986 with a nei output rating of41 7 MV' dining Ozone Seaason and 31" 
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Mv\i during Non-Ozone Seaason. The DB Wilson Station is regulated as a new station and must 
comply with the requirements contained in the Kentucky State Implementation Plan (SIP) and in 
40 CFR 60 Subpai-t D(a) for emissions of all regulated pollutants. The station was originally 
equipped with high efficiency electrostatic precipitators to control particulate emissions. low- 
Nor; burners with over.-fire air ports: and a four-module, limestone-'based FGD systems. 

For emissions of sulfur dioxiae (SO2j the curreni permir iirnii for each Cokeman unit is 5.2 lbs 
S02immBTU heat input. These limits may be achieved either through the use of a medium 
sulfur coal or by utiiization of a post comhustion process. 

Additionally. the provisions of the Acid Rain Program (ARP) contained in the Clean Air Act 
Amendmenu of 1990 appiy to the units at the Coleman Station (C-1> C-2. Csr. C-3). rjuring Phase 
I of the AR.P the annual allowances allocated to the units were suficient to balance against the 
emissions. However, with the beginning of Phase I1 the emissions exceeded the annual 
allowance allocations requiring the purchase of additional allowances. To mitigate this issue a 
Flue Gas Desul-furization (FGD) system was installed at the Coleman Station and achieved full 
operation in early 2006. This single module, limestone-based svstem treats the flue gas from all 
three units providing reductions in SO2 emissions of 98%. These emission reductions allow the 
allowance allocations to balance the emissions and provide some surplus allowances for use 
within the rest of the Big Rivers system or for sale in the market. 

Coleman Station is also subject to the provisions of the Clean Air Interstate Rule (CAR) The 
SO2 provisions of this rule will take efr'ect beginning in 201 0. During the Phase I of the rule 
(from 201 0 - 2014) the allowance surrender ratio will be two allowances for each ton of 
emissions. Beginning in 20 I5 with Phase T I  of the rule. the surrender rario will increase to 3.86 
allowances for each ton of emissions. Results from the production cost model indicate that the 
allocated allowances for Coleman Station will be su&cient to balance against the emissions 
during both Phase I and Phase I1 There will be allowances remaining to be used to balance 
emissions in the rest of the Big Rivers system dunng Phase 1. 

tinder the SO2 program for Caleman t'ne primary costs are iimestone reagent purchases 
associated with operation of the FGD sjmern. Coleman does not require any FGD additives such 
as dj--hasic acid fDB.4) 

For emissions of SO2 the current iimir for the Reid coal fired unit is 5.3 Ibs S02/mmETU heat 
input. This limit may bf: achieved either t'mough the use of a meaium sulfur coal or h!. 
utilization of a posr comhustion process, 

4dditionall!~. the provisions of the ARP contained in the Clean Aii Act Amendments of 1990 
appiy to tine coal fired uni; ai Rzid Starion (R-1 i From tne bcpmzng of Phas? I of tn: AP? the 
allowances allocated to the units were not sufrclcient to balance against tine emissions Tnis 
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situation continues through Phase 11. To mitigate this issue surplus allowances kom other units 
within the Big Rivers svstem are used to balance the Reid emissions above the Reid allocations 

Reid Station is also subject to the provisions of the CAR.. The SO2 provisions of ths rule will 
take effect beginning in 201 0" During the Phase I of the ruie (from 201 0 - 2014) the allowance 
surrender ratio will be two allowances for each ton of emissions. Beginning in 2015 with Phase 
I1 of the nile, the surrender ratio will increase to 2.86 allowances for each ton of emissions. The 
deficiency of allowance allocations will continue and become more pronounced under the 
requirements of CAE.. Additionally. SO2 emissions from the Reid conibusrions turbine (R-CT) 
operation will also be subject to the CAIR. This unit has no SO:! allowance allocations so all 
Reid emissions will be balanced through Big Rivers intra-system transfers or market allowance 
purchases I 

Ljnder the SO2 program for the Reid Station the primary costs are costs that are relaled to the 
need to purchase additional allowances to offset emissions. 

For emissions of SO2 the current limit for each Station Two unit is 5.2 lbs SO2immBTIJ heat 
input. These limits may be achieved either through the use of a medium sulfur coal or by 
utilization of a post combustion process. 

Additionally. the provisions of the ARP contained in the Clean Air Act Amendments of 1990 
apply to the units at Station Two (W-1 rFr. E-?)" During Phase I of the AR.P the allowances 
allocated to the units were sufkient to balance against the emissions. However, with the 
beginning of Phase TI the emissions were expected to exceed the allowance allocations requiring 
the purchase of additional allowances. To mitigate this issue a FGD system was installed at the 
Station during Phase i and achieved fuli operation in 1995. This single-module-per-unit., 
magnesium-lime-based system treats the flue gas from each unit providing reductions in SO? 
emissions of approximately 94%. These emission reductions allow the allowance allocations to 
balance the emissions and provide some surplus aliowances for use within the Big Rivers system 
or for sale in the market. 

Station Two is also subject to the provisions of the C A R  The SO2 provisions of ths rule will 
&e effecr begnning in 2Oi 0 Dunng the Fnase i offne ruie (from 2010 - 2014) fne aliowance 
surrender ratio will be two allowances for each ton of emissions Bepnning in 2015 with Phase 
I1 of the rule. the surrender ram will increase to 2.86 allowances for each toil of emissions 
Results from the production cost model indicate that the allocated allowances for Srazion TW(J 
wi17 bc, sufficient to balanc:: the emissions dunng both Phase 1 and Phase TI. There will 'ne 
allowances reniaining to be used to balance eniissions in the rest of the Big Rivers system dunng 
Phase 1. 

Ijnciei the SO? program for Starion Two the prima? COSTS are lime reagenr. purchases associated 
with operation of the FGD systeni. Station Two does nor. require any FGD additives such as di- 
basic acid (DBkl. 
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For emissions of SOT! the current limit for each Green unit is 0.8 Ibs SO?/mmBTTJ heat input 
These limits may be acheved either through the use of a compliance coal or by utilization o€ a 
post combustion process. 

kdditionalj);. the provisions of the ARF contained in fhe Clean Air Act Amendments of 1990 
applv to the units at Green Station (G-1 (ii. G-2). During Phase I and Phase I1 of the ARP the 
allowances allocated to the units were sufficient to balance against the emissions. These dual- 
module magnesium-lime FGD systems rreat the flue gas from each unit providing reductions in 
SO:! emissions of approximately Y 7%. These emission reductions allow the allowance 
allocations to balance the emissions and provide some surplus allowances for use within the Rig 
Rivers system or for sale in the market. 

Green Station is also subject to the provisions of the CAIR.. The SO2 provisions of this rule will 
take effect beginning in 2010. During the Phase 1 of the rule (from 201 0 - 2014) the allowance 
surrender ratio will be two allowances for each ton of emissions. Reginning in 2015 with Phase 
TI of the iule, the surrender ratio will increase to 2.86 allowances for each ton of emissions. 
Results from the production cost model indicate that the allocated allowances for Green Station 
wiI1 be sufficient to balance the emissions during both Phase I and Phase 11. There will be 
allowances remaining to be used to balance emissions in the rest of the Big Rwers system during 
Phase I. 

Under the SOT! program for the Green Station the primary costs are lime reagent purchases 
associated with operation of the FGD svstem Green Station does not require any FGD additives 
such as DBA. 

For Wiison emissions of SO2 the current iirnit is i -2, lbs SO.LimmBTi.i heat input. hddirionally. 
at this rate the scrubber must meet a SO2 reduction of 90%. The re-mlations require t'ne 
installation and operation of an FGD svstern. 

Additionally; the provisions of the ARP contained in the Clean Air Act knienaments of 1990 
apply to the unit at Wilson Station (W-1). During Phase I and Phase I1 of the AP2 the 
allowances allocated to the unit were suEicient to balance against the emissions. This four- 
module limestone FGD systeni treats the flue gas from each unit providing reductions in SO2 
emissions of approximately 9 1%. These emission reductions allow the allowance allocations to 
balance the emissions and provide some surplus allowances for use within the Big Rivers systm 
or for sale in the market. 

Wilson Station is also sublect to the provisions of the CAIR The SO3 provisions o€t'nis rule will 
tale effect bepanning in 201 0. Dunng the Phase I of the rule (from 201 0 - 2014) the allowance 
surrender ratio will be two allowances for each ton of emissions Eepnning m 201 5 with Pnase 
TI of the rule. the surrender ratio will increase to 2.86 allowances io; each ton of einissions 
Results fiom the production cost model indicate that the allocated allowances for Wilson Station 
will no longer be sufZcient to balance against thz emissions with the curreni removal eEicienc5. 
reauinng the use of eifner surpius allowances avaiiabk .from tin:: rzst of the Big Riveis svstem o; 
the purchase of aliowances fioni the market 
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Under the SO:! program for Wilson Station the primary costs are limestone reagent purchases 
and enhancement chemicals such as DRA associated with operation of the FGD system. 

Attached Exhibits 1 and 2 demonstrate there are sufficient SO3 allowances in the 2008-2012 
time frame for the Big Rivers generating system to meet compliance without fhe need to 
purchase additional allowances However. there mav be COSTS that are related to the need to 
purchase additional allowances to offset emissions or credits related to having additional surplus 
allowances available for sale in the market should actual operations diEer from the production 
cos1 moaeiing 

Oxides of Nitrooen 

7- lne exlshng I<enruciq, SIP reqmremenrs for tne emissions ofNO:; from the Coleman Plant 
show that there are no specific rate based limits iie. in 1bsimmBTTJ) 

Under the provisions for the ARP for NOx reductions, the Coleman Station units are a part of an 
overall system-wide averaging plan. As a part of this plan the Coleman units have an annual 
target limit o f  approximately 0.49 lbs NOxlmmBTlj. To meet t h s  requirement, lm-NOx 
burners were retrcr-fitted to each Coleman unit in 1993 and 1994. 

As a result of vanous state Clean Air Act Section 126 requests, the Environmental Protection 
Agency (EPA ) issued the NO:: SIP Call which provided specific limits on the number of tons of 
NOx which could be emitted fi-orn vanous states (including Kentucky) dunng the Ozone Season 
(May 1 through Sept 30 of each year).These state emissions budgets were then divided among 
the vanous sources withm the state and NOx emission allowance allocations were made The 
system wide control plan included modifications to the Coleman units to reduce NO?, emissions 
t'mough the installation of advanced over-fire air systems in 2002 CgL 2003. to be operated dunng 
the annual Ozone Season 

The provisions of the NOx portion of the Clean Air Interstate Rule begin in 2009 with the 
creation of two new allowance allocations. one based on annual requirements. the other based on 
the continuation of the Ozone Season. 3nce tne CAR. requirements begin the limitations under 
the NO?; SIP Call will expire. The control plan calls for the continued operation of the installed 
advanced over-fire air systems bur on a year-round basis. The need for additional allowances to 
balance asainst station emissions is expected to continue. 

ljnder the li\Oo:; program for Coleman Station the primary costs are related to tile need to 
purchasc additional allowances to offset emissions or credits related to having surplus 
allowances available for sale in the marlcei 

The existing I<entuck> SIP requirements for tne emissions ofNO,, kom Reid Station show tnai 
there are no specific rate based iirnrts (ie in lbsimmETTJ) 
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Under the provisions for the ARP for NO,; reductions. the Reid Station coal fired unit is a part of 
an overall systeni-wide averagng plan As a part of this plan the unit has an annual target limit 
of approximately 0.9 lbs N O x i d T l !  

As a result of various state Clean Air Act Section is6 requests, the EFA issued the I.lc3r: SIP Cali 
which provided specific limits on the number of tons of NO:: which could be emitted fi-om 
various states (including I<.entucky') during the Ozone Season .These state emissions budgets 
were then divided among the various sources withm the state and NOx emission allowance 
allocations were made. The system wide control pian inciuded modifications to the Reid Station 
coal fired unit (R- 1 ) to reduce NOx emissions through the replacement of half the unit 's coal 
burners witli natural gas burners: and throu$h the installation of a flue pas recirculation systems 
in 2001: to be operated during the annual Ozone Season.. Although this has enabled the unit to 
reuuce emissions, the ieveis are still greater than the allowance allocations requiring the use of 
either surplus aliowances available from the rest of the Big Rivers system or the purchase of 
allowances from the market. Additionally: the Reid combustion turbine (R-CT) was equipped 
witb dual-fuel burners in 2001 allowing use of either fuei oii or natural pas combustion. 

The. provisions of the NOx portion of the Clean Air lnterstate Rule begin in 2009 with the 
creation of two new allowance allocations, one based on annual requirements. the other based on 
the continuation of the Ozone Season. Once the C A R  requirements be$n the limitations under 
the NO?; SIP Call will expire. The control plan calls for the continued operation of the installed 
Reid NCh control systems on a year-around basis, The need for additional allowances to balance 
against station emissions is expected to continue. 

Under the NOx program for Reid Station the priniary costs are related to the need to purchase 
additional allowances to oEset missions or credits related to having surplus allowances 
available for sale in the market 

The existing Kentuck>, SIP requirements for the emissions of NO>; from Station Two show that 
there are no specific rate based limits jie. in Ibs/mmBTT_i) 

Under the provisions for the ARP for NOx reductions. the Station Two uniLs are a pari of an 
overall systeni-wide averagq  plan. As a part of this plan the station units have aii annual target 
limit of approximately 0.5 1 Ibs NOximmETU To meet this requirement lov~-lVO:: burners were 
rerro-fitted each Station Two unit in 194; and 10% 

As a result o f  various state Clean Air Act Section 126 requests. the EPA issued fhe NOr; SIP Call 
which provided specific limits on the number of tons ofNO:: which could be emitted fioni 
various states (including 1;entucky) during the Ozone Season These state emissions budgets 
were then divided aniong the various sources within the state and NO:; emission allowance 
allocations were mad::. The system wide control plan included modifications to the Station Two 
units to reduce NO;: emissions t'mough fhe installation of Selective Catalytic Reauction (SCR) 
systems to be operated during the annual Ozone Season. Tinis has enabied the units to reduce 
emissions to i: ievel belov- the aliowanc-, aiioca.cions ami make surplus aliowances avaiiabk foal 
us:: throughout the Big Rivers system or for sal:: 
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The provisions of the NOx portion of the Clean Air Interstate Rule bepn in 3009 with the 
creation of two new allowance allocations. one based on annual requirements. the other based on 
the continuation of the Ozone Season Once the CAIR requirements begm the limitations under 
the NO., SIP Call will expire The control plan calls for the continued operation of the installed 
SCR systeins bm on a yea-around basis 

Under the NOx program for Station Two the primary costs are arihvdrous ammonia reagen; 
purchases associated with operation of the SCR system. Costs for sulfur addition to tile Station 
1 wo PLJL.! are also a result to ofrset negztive process impacts due to the sck. - -q- 

m, 

I ne existing I<ennicicy SIP and 40 CFR 60. Subpart 1) requirements for the emissions ofNO,, 
from Green Station have a rate based limit of 0.7 Ibs NOx / m B T U  heat input. 

- -  under tin:: provisions ior the Acid Rain Program for Nux reductions. the Green Station units are 
a part of an overall system-wide averaging pian As a part of this plan the station units have an 
annual target limit of approxirnateiy 0.45 lbs NClxinmiETT! . 

As a result of various state Clean Air Act Section 126 requests. the EPA issued the NO:; SLP Call 
which provided specific limits on the number of tons of NOx which could be emitted from 
various states (including Kentucky) during the Ozone Season. These state emissions budgets 
were then divided among the various sources within the state and NOx emission allowance 
allocations were made. The system wide control plan included modifications to the Green 
Station units to reduce NOx emissions through the installation of coal re-burn systems to be 
operated during the annual Ozone Season. This has enabled the units to reduce emissions to a 
levei which provides for system compliance but the levels are still greater than the allowance 
allocations requiring the use of either surplus allowances available from the rest of the Big 
Rivers svstem or the purchase of allowances from the market. 

The provisions of the NOx portion of the Clean Air Interstate Rule begm 111 2009 with the 
creation of two new allowance allocations. one based on annual requirements. the other based on 
the continuation of the Ozone Season Once the CAR requirements begin the limtations undei 
the NOx SIP Call will expire The connol plan calls for the continued operation of the installed 
coal re-burn systems but on a vear-around basis. Tne need for additional allowances to balancc 
against station emissions is expected to continue 

Tinder the NO,; prograni ~ O T  Green Station the pnman’ costs are related to the need to purchase 
additional allowances to offset emissions 01 credits related to having surplus allowance: 
available for sale in the market 

The e:;isting Kentucl;? SIP and 40 CFR 60. Subpart D requirements for the emissions o f N 0 ,  
fiorn Wiison Sration nave a rate based iiniit of 0.6 lbs ]\IO;: irnmETU heat Input. 

bnder the pi-ovisions for the ARP f o ~  NO:, reductions. the Wilson Station units are a pan of an 
overall swtev-wide averagng plar, .As E pan of this pian t i e  station units na1.f: a.r, annua! targe. 
limit of approximateiv 0 4‘ lbs NOxirnrnETL 
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As a result of various state Clean Air Act Section 126 requests. the EPA issued the NOx SIP Call 
which provided specific limits on the number of tons of NO:; which could be emitted from 
various states (including E;.entucky) during the Ozone Season. These state emissions budgets 
were then divided among the various sources within the state and NOx emission allowance 
allocations wer:: made. The systeni wide control plan included modifications to the Wilsori 
Station unit to reduce NOx emissions through the installation of a SCR system in 2003 CEr. 2004: 
to be operated during the annual Ozone Season. This has enabled the unit to reduce emissioiis to 
a level below the allowance allocations and make surplus allowances available for use 
h-oq$iow the Big Gvem syszeni or for sai:. 

The provisions of the NOx poiTion of the Clean Air. Intersrate Rule begin in 2009 with the 
creation of two new allowance allocations. one based on annual requirements. the other based on 
the continuation of the Ozone Szason. Once the CAIF, requirements begin the limitations under 
the NOx 5P Call will expire. Tne control pian calls for the continued operaLion ofthe instailed 
SCR systeni but on a year-around basis. 

Under the NOx program for Wiisoii Station the primary costs are anhvdrous ammonia reagent 
purchases associated with operation of the SCR system. There are also costs for sulfur addition 
to the Wilson Station FGD. The sulfur is required to ofiset negative process impacts due to the 
SCRs 

Attached Exhibits 1 and 2 demonstrate there are insufricient NO;; allowances in the 200%-2012 
time frame for the Big Rivers generating system to meet compliance. Additional allowances will 
need to be purchased to meet compliance. However. there may be costs that are related to the 
need to purchase additional allowances to ofYset emissions or credits related to having additional 
surplus allowances available for sale in the market should actual operations d i f k  from fie 
production cost modeling 

SO,? and ODacifii ComDiiance 

The current limit for each Coiernan unit for emissions of particulate matter is 0.27 lbs immBT7-j 
heat input. h addition. emissions shall not exceed 40Oil opacity based on a six-minute average 
except that a maximum of 6Oo,0 opacity is allowed for a period of not more than six minutes in 
any sixty minutes during ccrtain operational procedures. Also. each unit has estabiishecl. through 
testing. an opacixy trigger limit that is relared to t‘ne paniculate emission standard. This trigger- 
limit provides an alternate method or’ monitoring particulate emissions on a continuous basis. 
These limits are achieved through fne use of a higln eEiciency elecr.rostatic precipitator. clue to 
the FGD design. additional significant reductions are realized as a result of fiue gas interaction 
with the FGD slurry in the saray tower. 

Foi emissions o i  paniculate matter- the current limit for tne coal fired Reid unit 31 1s 11.38 Ins 
mniBTC heat inpuL In addition. einissions shall no‘t exceed 40% opacitv based on a six-minute 
average n,xcepi tnar a maxiinmi of 6000 opacrn? IS allowed for 2 penod of nor more fnan SI‘ 

minutes in anv sixq minutes during certain operarional procedures Also. tne unit has 
estabiisheci through testznf. an oDaCin’  trigger iiniit thar is related to the naniculate emisstor 
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standard. This mgger limit provides an alternate method of monitoring particulate eniissions on 
a continuous basis. This limit is achieved through the use of a high efficiency electrostatic 
precipitator. 

For emissions of particulate matter the current limit for each Statim Two unit is 0.21 lbs 
/mmBTTJ heat input. h addition, emissions shall not exceed 40°% opacity based on a six-minute 
average except that a maximum of 60°/0 opacir!r is allowed for a period of not more than six 
minutes in any sixty minutes during certain operational procedures. Also, each unit has 
estaniisned. tiKOU$h testing, an opacity trigger limit that is related to t k  particxiat? emission 
standard. This trigger limit provides an aitemaie method of monitoring paniculate emissions on 
a continuous basis when the unit is utiiizing the bypass stacl;. These limits are achieved through 
the use of a high efficiency electrostatic precipitator. Due to the FGD design. additional 
significant reductioiis are realized as ii result of flue gas interaction with the FGD slurry in the 
spray towex. Under nonnai operation posr-scrubber paniculate emissions are airectig monitored 
on a continuous basis using a particulate monitor in lieu of using opacity monitoring and nigger 
level values. 

. 7 .  - 

For emissions of particulate matter the current limit for each Green unit is 0.1 lbs /mmBTTJ heat 
input. In addition, emissions shall not exceed 20?4 opacity based on a six-minute average except 
that a maximum of 27Oh opacity is allowed for a period of not more than six minutes in any sixty 
minutes during certain operational procedures. Also, each unit has estabiished. through testing. 
an opacity trigge.; limit that is related to the paniculate emission standard. This trigger limit 
provides an alternate method of monitoring particulate emissions on a continuous basis. These 
limits are achieved through the use of a high eficiency electrostatic precipitator. Due to the 
FGD desigr.. additional si-nificant reductions are realized as a rsul t  of flue gas inceraction with 
the FGD slurry in the spray tower. 

- .  

For emissions of particulate matter tne current limit for the 'Wilson unit is 0.05 Ibs / m B T U  heat 
input. ln addition. emissions shall not exceed 20% opacity based on a six-minute average except 
that a maximum of?,'% opacity is allowed for a period o i  not more than six minutes in any sixty 
minutes during certain operational procedures. Also. each unit has established. through testing. 
an opacity trigger limit that is related to the particulate emission standard. This rigger limit 
provides an a1rernat.e method of monitoring particulate emissions on a continuous basis. These 
limits are achieved through the use of a high efficiency electrostatic precipirator. '4s a result of 
the operation of fine SCR. system. tnere has been an increase in the opacity of thc 1;- i stack 
plume. In order to maintain the opaciry levels to those approximately equal to levels prior- to tile 
installation of the SCF.. a hydrated lime duct injection system has been installed an6 is operaIed 
when tine SCR system in utilized. Tne primary cost of t h s  operation is the purchase of the 
i-eageni. 

Scrubbers EL;-Products EiisDosal 

4 t  tne Cokeman Srarior, I'nzre are threE main SOUTCCS of combustior, 'n) -products. fix,, ask hottorr. 
ash and scrubber wastc 
waste FIT! ash and bottom ash are current!\' siuiced to the n o ~ h  asn nond These maierials are 

Due to the nature of these marenais they are categorized as special 
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then periodically removed from the pond for final disposal at other permitted facilities. 
Additionally. t.here are costs related to the disposal of any off-spec gypsum (marketable by- 
product of the Coleman FGD). Currently. costs associated with the disposal of this waste are 
incorporated into a third party contract -for the handling. hauling and operation of the landfill. No 
fixation lime is presently required for stauilization of these wastes in the landfills. Beginning in 
2009 these wastes will be disposed of in a new facility at the Coleman Station. Consequently 
disposal costs are anticipated to decrease c'in real dollars). 

Coleman is unique in eie B-GC system in that scrubber waste is gypsurr! wnich is so16 and 
transported for reuse in other industries including wall'board and cement. The revenue from the 
sale oftinis gypsum is nefxed against the other Coleman disposai costs mentioned above. 

At the Reid Statim there are two main sources of combustion by-products: fiy ash and bottom 
ash. 
is used to blend with the FGD sludge from the Green and Station Two units along with fixation 
lime to help with stabilization for disposal before being placed in a permitted on-sire iandiill. 

DUE to fne nature oi' these materiais tney are categorized as speciai waste. The R- i fiy ash 

Bottom ash is currently sluiced to the station ash pond. This material is then periodically 
removed from the pond for final disposal at the on-site landfill. Currently. costs associated with 
the disposal of this waste are incorporated into a third party contract for the handling. hauling 
and operation of the landfill. 

At the Staiion Two there are three main sources of combustion by-products: fly ash, bottom as11 
and scrubber waste. Due to the nature of these materials they are categorized as special waste. 
Bottom ash is currently sluiced 'to the station ash pond. This material is periodically removed 
from the pond for h a 1  disposal at the permitted on-site landfill. Currently. costs associated with 
the disposal of these wastes are incorporated into a third party contract for the handling. hauling 
and operation of the landfill. Additionally. there are costs that are related to disposal of FGD 
sludge. Fixation lime, is required for stabilization of these wastes in the landfill. In approximateiy 
201 5 the on-site landfill will be full and t'nese wastes are planned to be disposed of in an off-site 
landfill permitted for "special wastes'?: consequenti y disposal costs are anricipated to increase (in 
real dollars) 

At the Green Staiion there are three main sources of combustion by-products: fly ash. bottom 
ash and scrubber waste. uue  to the nature of these materials they are categorized as special 
waste. Bottom ash is currently sluiced to the station ash pond. These materials are periodicall>. 
removed from the pond for final disposal at other permitted facilities. Fly ash is currentl?; 
handled with a dry system. allowing it to be directly incorporated into th:: scrubber wasre sn-eani 
or sold as marker conditions allovi?. Scrubber waste is disposed in an on-site special waste 
landfill. Cun-entl!.. COSTS associated with the disposal of these wastes are incorporateci into a tnird 
party contract for the operation of the landfill. 

?. 

Additionallj~. there. are costs thai are reiared to disposal of FGD sludge. Fixarion iinx is required 
f o ~  stabiiizarion of these, wastes in t n e  iandfil:. in approximatei: 301 5 tine or:-sitf: iaiidfill will b t  
full and fhese wastes are planned to be aisposed of in an oE-site landfill permitted for "special 
wastes". conseauenti y dimosai costs are anriciuated to increase c'in reai dollars i 
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At the Wiison Station there are three main sources of combustion by-products: fly ash. bottom 
ash and scrubber waste. Due to the nature of these materials t'ney are categorized as special 
waste. Bottom ash is currently handled in semi-dry condition using conventional material 
handling equipment and disposed in the on-site landfill. Fly ash is currently handled with a dry 
system. allowing it to be directly incorporated into the scrubber. waste streani or sold as market 
conditions allov;. Scrubber waste is disposed in an on-site special wasre landfill. Currently. costs 
associated with the disposal of this waste are incorporated into a third party contract for the 
nandiing, iiauiing and operation of tine ianafiil. 

Additionally. there are costs tnar are related to aisposai of FGD siuage. Fixarion lime is required 
for stabilization of these wastes in the landfill. 



Coiernan Station non-fuel vaFiabie OgM 
(in nominal doltars) 

Tons of Disposal 
Cost p e r  Ton of Disposal 1 ---'- 

Cost of Disposal - 
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-L I I 
169.399 72051 47.?40 180.816 180.338 I 179.063 

$E.59 55.50 $5,6e I $5.89 $6.10 $E59 
$61 8.917 MD4.935 - $994.487 6.026.123 1 $1.053.68(! 31.033.332 , I 

- 1Bottom Ash I-- 
Tons of Disposal 18.01 3 

$8.59 Cost oer Ton of Disposal - 
Cost of DisDosal 5154.729 

i 
I 

42.350-- 11.7E5 I 45204 1 45.084 1 44,766 
$8.59 55.50 I $5.69 I 55.85 $6.10 

I- 1 

$1 01 -234 I $248.622 t 2 w m  i $263.671 I ,525E.333 
1 -  

I 23.940 I 22.648 

I__.- ----I-. ' 
IOKSwc Gyusurn dispnsal 

Tons of Diiwsal 9.633 I 6.303 24.175 1 2 4 5  

Cost of Disposal 582.748 $54.139 $732.961 $?37.190 { $141.009 1 873E.754 
Cost per  Ton of Disposal SE.59 SE.59 55.50 7 55.69 55.89 I $6.1C, 

- 

Pounds of Reagent D 0 0 
COST oer Pound of Reagent $0.00 $0.00 1 so.or, $0.00 

.$o F- I 
I .-I I -- 

SO2 and ash $!Mwhr S1.63 $1.63 J st.51 8-i.64 $5.62 E2.0.i 
-iota1 w ~ r  v-208,322 51,444,825 I 55,141.864 $5.585.163 $6.132.854 1 $6.41E.290 

I I 
----. I 
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472 2 24 
$3.32 t 

1-- 1 1 I I I 

~ s t ~ a e D i s n o 9 i  . 
TORS ?98-559 -i-TzzE-- I , 

Cost per Ton $2.66 $2.66 f2.8E $3.32 1,- $3.32 
Cost $526.1.67 1 f342314 I $1.398.801 I $1.57'0.495 I $1.479.672 $1.567.453 

I l am &_* I , I 

Tons Of DisDosal 8fj.723 55.559 192.413 203.82E 209.687 I 20.1.224 

Cost of DisDosal 5228.M3 $147.786 f603.89E I ffj78.023 $636.813 $676.710 

__. 
$2 66 $2.86 $3.32 $3.32 $3.32 

I 
__. 

I I 1 
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vvItsun axanon non-mer vanawe U&IN 

(in nominal dollars) 

CostperTon $1 3-7 $1 32 1 $1 36 1 $1 40 
cost $222.733 1 $134.604 1 $489.817 I $566.083 
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$1 45 1 $1 51 1 $1 51 -1 
$547225 1 $307164 I 5262.333 I 

I I I 1 I 

Battom Ash 
Tons of Disoosal 

Cost u e r  Ton of Disposal 
I Cost OT DisDosal 
I 
I-- 

I 
16.356 

I I d  
1 1 -552 1 6.981 1 24.656 1 27.681 
$1.32 $1 32 1 $1.36 I $1 40 I $1 45 1 $1.51 1 $1.53 

$15246 I $9225 I .- $33.533 I $38.754 1 $37.463 1 $20.686 1 824.700 ' 
) I I I 

fixation Lime 
Tons-of Drsoosal' 3.009 

$59 33 Cost per Ton of Disposal 

I --- I I 
0 6 423 7.21 1 6.730 __ 3.569 3.109 J 

$59 37 S 6 i  1@ S62 9-1 $64 83 $66 77 $66 7- - 
Cost of Disposal $178.537 ! $0 $392445 W53.859 

--.--I------- I I I L I  I 
MWhr per Gals 290.65 1 9- 190.69 - 1 190.6s 

Gslions of Suliur 7.290 4.485 I 15.559 n 
Costlpalion of Suliur $1.93 $1.05 ,__ $1.96 I 22.04 S;2.1CI I $2.17 I $?.-ii - 

Cost of Sulfur $14.06,0 1 $6.656 $30.807 1 S35.635 $34.236 I SlE.759 I $16.759 

$436.332 . S23C.281 $207.594 

' -I---- 1 --_--- I.1--1' 

1.900.835 1.74.150 1 940.716 
$0.61 $0.63 } $0.65 

DiBasic Acid 
Pounds of Reaoent 1 793.235 - 940.716 

$0 E5 
S1.005.711 

- Cost Der Pound of Reapent J $0.56 
Cost of.Di-Basic Acid1 3460.078 1 8289.96L- $2.150.505 $1.117.715 I $611.466 1 $611 466 

I -2 I- I I 

Total Near I SZ253.923 1 $1266.147 I $4,949,837 1 $5,719,742 $5.504-933 I $3.012.237 1 52.728.790 
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Please state your name and business address. 

My name is William Steven Seelye, and my business address is The Prime Group, LLC, 

6435 West Highway 146, Crestwood, Kentucky, 40014. 

By whom are you employed? 

I am a senior consultant and principal for The Prime Group, LLC, a firm located in 

Crestwood, Kentucky, providing consulting and educational services in the areas of utility 

regulatory analysis, revenue requirement support, cost of service, rate design and 

economic analysis. 

What is the purpose of your testimony in this proceeding? . 

The purpose of my testimony is to sponsor the following five cost adjustment clauses on 

behalf of Rig Rivers Electric Corporation (“Big Rivers”): Fuel Adjustment Clause 

(“FA,,’), Environmental Surcharge, Unwind Surcredit, Rebate Adjustment, and Member 

Rate Stability Mechanism (“MRSM’). These adjustment clauses, both individually and 

working in concert with one another, are critical to Big Rivers’ efforts to unwind and 

terminate the lease, purchase power and other arrangements with E.ON U.S. LLC and its 

affiliates (hereafter “E.ON”). More specifically, these clauses represent essential 
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elements that must be in place to terminate the lease and purchase power arrangement 

with E.ON, to establish a framework for continuing to provide electric service to the 

aluminum smelters (“Smelters”) indirectly served by Big Rivers (through one of its 

member systems, Kenergy Corp.) so that the Smelters can be economically viable 

businesses operating in Western Kentucky, and to establish ratemaking mechanisms 

which will allow Big Rivers to recover its prudently incurred costs, while at the same 

time fully considering the interests of its distribution cooperative members/owners 

(“distribution cooperative member systems” or simply “Member Systems”). 

The FAC and Environmental Surcharge are standard cost adjustment clauses used by 

other utilities in Kentucky and would be applicable for service to all members of Big 

Rivers, including service provided to the distribution cooperative member systems, large 

industrial customers served by the distribution cooperatives, and the two Smelters served 

by Kenergy. The Unwind Surcredit and Rebate Adjustment clauses are special purpose 

clauses designed to pass along credits applicable to Big Rivers’ members’ non-Smelter. 

The MRSM is another special purpose clause designed to distribute a finite amount of 

dollars from an Economic Reserve. The MRSM will be established to offset any net 

increase in revenue requirements applicable to the members’ non-Smelter sales for a 

period of approximately five years due to the implementation of the FAC and 

Environmental Surcharge after considering credits received from the Unwind Surcredit 

and Rebate Adjustment. 
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Q. Please summarize your testimony. 

A. Big Rivers is proposing to implement the following adjustment clauses in connection 

with its efforts to unwind and terminate the lease, purchase power, and other 

arrangements with E.ON (“Unwind Transaction”): 

1) Fuel Adjustment Clause 

2)  Environmental Surcharge 

3) Unwind Surcredit 

4) Rebate Adjustment 

5 )  Member Rate Stability Mechanism 

Big Rivers and E.ON are in the process of unwinding the lease, purchased power, and 

other arrangements with E.ON that were put in place in 1998 (“1998 Transaction”). In 

1998, Big Rivers agreed to lease its generating facilities to E.ON’s predecessor and to 

purchase a fixed amount of power .from E.ON’s predecessor. TJnder this lease and 

purchased power arrangement, Big Rivers has been purchasing power pursuant to a fixed 

price contract subject to periodic rate adjustments. Consequently, it was not necessary for 

Big Rivers to have an FAC or Environmental Surcharge in place to adjust rates for 

changes in fuel and environmental costs. Under the arrangement between Big Rivers and 

E.ON, except under extraordinary circumstances, the rates charged by E.ON are currently 

not directly affected by changes in he1 and environmental costs, and, in fact, there have 

not been any adjustments to the purchased power rates charged by E.ON due to changes 
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in fuel or environmental costs since the lease and purchased power arrangement was 

established in 1998. 

Once the agreement with E.ON is terminated, these costs will have an effect on Big 

Rivers’ cost of service. Therefore, it is now necessary for Big Rivers to have an FAC and 

Environmental Surcharge in place in order to transition back to a cooperative utility that 

operates, controls and is fully responsible for the cost of its generation assets. 

Furthennore, it is critically important for Big Rivers to have the FAC and Environmental 

Surcharge in place in order to restructure its debt under favorable terms and conditions. 

With proceeds provided by E.ON in connection with terminating the lease and purchase 

power arrangement, Big Rivers plans to buy down a portion of its debt to the ‘TJnited 

States Rural Utilities Service (“RIJS”), to convert the RUS mortgage to an indenture, and 

to finance a portion of its remaining debt requirements with public debt. Because fuel 

adjustment clauses and environmental cost recovery mechanisms are viewed favorably by 

the investment community, having the FAC and Environmental Surcharge in place should 

help facilitate Big Rivers’ efforts to restructure its debt. 

The Unwind Surcredit would transfer funds paid by the two Smelters to the Members 

through the “Smelter Surcharges” set forth in the wholesale agreements with Kenergy to 

provide service to the Smelters (“Smelter Special Contracts”). The two Smelters - Alcan 

Primary Products Corporation (“Alcan”) and Century Aluminum of Kentucky General 

Partnership (‘Tentury ”) - are making significant payments in order to ensure that they 
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will continue to be served with wholesale purchased power provided by Big Rivers to 

Kenergy for resale to the Smelters and to mitigate the risk of the Unwind to the Members. 

Subject to Commission approval, the Rebate Adjustment would return to the distribution 

member cooperatives any refunds authorized by Big Rwers’ Board of Directors pursuant to 

the application of refund provisions set forth in the service agreements with the Smelters. 

The Rebate Adjustment would therefore return, subject to Commission approval under 

Subsection 1 of KRS 278.455, any rebate amounts authorized by the Big Rivers Board 

should Big Rivers’ times interest earned ratio (“TIER’’) exceed the level set forth in the 

Smelter Special Contracts. The amounts returned to the Member Systems through the 

Rebate Adjustment would be paid to the members as a lump-sum credit on their power bills. 

Big Rivers will establish an Economic Reserve which will be used for a period of time to 

offset fully the impact of the FAC and Environmental Surcharge after netting out the 

effects of the Unwind Surcredit and the Rebate Adjustment. Big Rivers is proposing to 

implement the MRSM to provide a credit to offset hl ly  the effect on the monthly power 

bills to its Member Systems of any FAC charges and Environmental Surcharges during 

the month less the Unwind Surcredits and consideration of any rebates under the Rebate 

Adjustment. The MRSM will draw upon the Economic Reserve to fimd the credit to 

members until the Economic Reserve is fully exhausted. It is anticipated that the 

Economic Reserve will not be fully drawn down until sometime around 20 12 (or 

approximately five years after the implementation of the MRSM). The initial value of the 

Exhibit 
Page 6 of 34 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

I 1  

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

c)c) 

Economic Reserve, which will be funded from proceeds received at closing, is expected 

to be $75 million, although Big Rivers is able to add to this amount at closing. 

Q. How will the adjustment clauses you are sponsoring work together to affect Big 

Rivers’ rates? 

A. Without considering the other fhree adjustment clauses, it is anticipated that the FAC and 

Environmental Surcharge will have the effect of increasing the overall price paid by Big 

Rivers’ Members. However, the Unwind Surcredit, Rebate Adjustment and MRSM - as 

a group - will fully offset the effect of the FAC and Environmental Surcharge for a period 

of approximately five years. The Unwind Surcredit, Rebate Adjustment, and MRSM 

will thus have the effect of canceling out any impact of the FAC and Environmental 

Surcharge for non-Smelter member sales for approximately five years. 

It is important to understand that Big Rivers’ proposal, which was developed over a 

period of more than four years of detailed negotiations, was carefully worked out with the 

Smelters and with Big Rivers’ distribution cooperative members to address their 

individual concerns. The special contracts with the two Smelters, which operate in 

concert with the five adjustment clauses addressed in my testimony, will help ensure that 

the Smelters have an opportunity to continue to operate successfully in Western 

Kentucky. Under Big Rivers’ proposal, there will not be a billing impact on non-Smelter 

members sales from the FAC and Environmental Surcharge for approximately five years. LL 
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Big Rivers’ proposal carefully and delicately balances the interests of the Smelters and 

distribution cooperative members, while allowing Big Rivers to successfully transition 

out of the lease and purchased power arrangement with E.ON. 

Why are you submitting identical testimony in two different cases with t h e  

Commission? 

In Case No. 2007-0455, Big Rivers and E.ON are jointly filing an application for the 

approval of the unwind arrangement. In that proceeding, Big Rivers is requesting 

approval of four of the five adjustment clauses described in my testimony - FAC, 

Unwind Credit, Rebate Adjustment, and MRSM. Big Rwers is requesting approval of 

the Environmental Surcharge in a separate proceeding - Case No. 2007-00460. As 

explained earlier, all five of these clauses are connected in terms of the Smelter 

Agreements and in terms of the operation of the MRSM. Big Rivers determined that 

describing the proposed clauses as a group would facilitate the understanding of what we 

are trying to accomplish with these mechanisms. 

How is your testimony organized? 

My testimony is divided into the following sections: (I) Qualifications, (11) Fuel 

Adjustment Clause (FAC), (UT) Environmental Surcharge, (IV) Unwind Surcredit, (V) 

Rebate Adjustment, and (37) Member Rate Stability Mechanism (MRSM). 
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QUALIFICATIONS 

Please describe your educational background and prior work experience. 

I received a Bachelor of Science degree in Mathematics from the University of Louisville 

in 1979. I have also completed 54 hours of graduate level course work in Industrial 

Engineering and Physics. From May 1 979 until July 1996, I was employed by Louisville 

Gas and Electric Company (“LG&E”). From May 1979 until December, 1990, I held 

various positions within the Rate Department of LG&E. In December 1990, I became 

Manager of Rates and Regulatory Analysis. In May 1994, I was given additional 

responsibilities in the marketing area and was promoted to Manager of Market 

Management and Rates. I lefi LG&E in July 1996 to form The Pnme Group, LLC, with 

two other former employees of LG&E. Since leaving LG&E, I have performed cost of 

service and rate studies for over 130 investor-owned utilities, rural electric distribution 

cooperatives, generation and transmission cooperatives, and municipal utilities. A more 

detailed description of my qualifications is included in Exhibit WSS-1. 

Have you ever testified before any state or federal regulatory commissions? 

Yes, on many occasions. A listing of my testimony is included in Exhibit WSS-1. 
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Q. 

A. 

Do you have experience with fuel adjustment clauses, environmental surcharges, 

and other cost recovery mechanisms? 

Yes. I have developed or modified fuel adjustment clauses, purchased power adjustment 

clauses, and gas supply clauses for over 25 electric and gas utilities, including investor- 

owned utilities, municipal utilities, generation and transmission cooperatives, and 

distribution cooperatives. I recently sponsored testimony in support of fuel adjustment 

clauses proposed by Westar Energy, Kansas Gas and Electric Company, and Nova Scotia 

Power Company. I have assisted a number of utilities in the development of 

environmental cost recovery mechanisms, including those implemented by Louisville Gas 

and Electric Company, Westar Energy, and Kansas Gas and Electric Company. I have 

also developed or assisted in the development and implementation of other cost 

adjustment clauses - including transmission cost recovery mechanism for Vectren 

Electric Company, Westar Energy Company, and Kansas Gas and Electric Company; 

performance-based ratemalang mechanisms for Louisville Gas and Electric Company, 

Westar Energy Company, and Kansas Gas and Electric Company; revenue stabilization- 

mechanisms for Delta Natural Gas and Electric Company and Mobile Gas Company; and 

demand-side management cost-recovery mechanisms for Louisville Gas and Electric 

Company, Delta Natural Gas Company, and Nova Scotia Power Company. 

Q. Do you have any cost of service and rate experience with generation and 

transmission Cooperatives? 
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Yes. I have performed cost of service and rate studies for numerous generation and 

transmission cooperatives, including Hoosier Energy, South Mississippi Electric 

Cooperative, Alabama Electric Cooperative, Corn Belt Electric Cooperative, Wabash 

Valley Electric Cooperative, Southern Tllinois Electric Cooperative, East Kentucky Power 

Cooperative, and Dairyland Electric Cooperative. 

WEL ADJUSTMENT CLAUSE 

BIease describe Big Rivers’ proposed FAC. 

In Case No. 2007-00455, Big Rivers is proposing to implement the standard FAC used by 

other utilities in Kentucky. The proposed clause, which is included in Exhibit WSS-2, 

fully conforms with the Commission’s regulations governing the application of fuel 

adjustment clauses, as set forth in 807 KAR S:OS6. 

Under the proposed FAC, the monthly Adjustment Factor would be calculated as follows: 

Adjustment Factor = F/S - 1.072 #kwh 

where F represents the fuel expense in the second preceding month and S represents the 

sales in the second preceding month. Detailed definitions of fuel costs (F) and sales (S) 

are set forth in the proposed clause. 

23 
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The FAC would apply to all of Big Rivers’ Tariff rates and to Base Energy sales under 

the Smelter Special Contracts. In particular, the FAC would apply to the Monthly 

Delivery Point Rate to Members as set forth in Section C, Item 4 of the Big Rivers’ Rates 

Rules and Regulations (“Tariff ’), to the Big Rivers Industrial Customer Rate as set forth 

in Section C, Item 7 of the Tariff, and to Base Energy sales in the Smelter Special 

Contracts. In other words, the FAC would apply to all rate schedules applicable to native 

load customers served by Big Rivers in its control area, except Supplemental and Backup 

sales to the Smelters. Consistent with the practice of other utilities in Kentucky, the FAC 

would not apply to off-system sales. Items 4 and 7 of Section C of Big Rivers’ Proposed 

Tariff, which is included as Exhibit 23 of the Application in Case No. 2007-00455, have 

been modified to make it clear that the FAC would apply to these rate schedules. The 

special contracts with the Smelters include a provision specifying that the FAC would 

apply to sales made under those agreements. (See Section 4.8.1 of the Agreement with 

Alcan included as Exhibit 20 of the Application and of the Agreement with Century 

included as Exhibit 20 of the Application.) 

Although the FAC will apply to both the Smelter and the non-Smelter rates, it is 

important to understand that the MSRM and other credit mechanisms, as proposed, will 

fully offset the FAC applicable to non-Smelter member sales until the Economic Reserve 

is drawn down. As mentioned earlier in my testimony, the Members should not see an 

impact of FAC adjustments on their bills related to non-Smelter member sales for 
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approximately five years, which is when the Economic Reserve is expected to be 

exhausted as currently projected. Even after the Economic Reserve is fully depleted, the 

Unwind Surcredit will continue to offset the impact of billings under the FAC and 

Environrnental Surcharge. 

What base fuel cost is Big Rivers proposing? 

Big Rivers is proposing a base fuel cost of 1.072 $/kWh. In the FAC, base fuel cost is 

subtracted from the monthly unit fuel cost (FdSm) to determine the monthly Adjustment 

Factor. 

How was the base fuel cost determined? 

Big Rivers is proposing a base fuel cost that is representative of its 2007 unit fuel cost, as 

was projected in 2004. This unit cost was determined early on in discussions with the 

parties about unwinding the arrangement with E.ON. ?he base fuel cost estimate was 

developed largely for purposes of negotiating rate formulas under the power supply 

agreements with the Smelters. It was important to the settlement process with the 

Smelters and other parties to agree to a figure that should be used as a base fuel cost. The 

1.072 $kWh amount was derived on the basis of production cost modeling perforrned by 

ACES Power Marketing using fuel cost, heat rate, forced outage rates, power purchases 

and line-loss inputs provided by Big Rivers, E.ON, Global Insight, Inc. and by ACES 

Power Marketing itself. 
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Does the 1.072 $/kWh base fuel represent the level of fuel cost currently included in. 

base rates? 

Yes, in the following important sense. A base fuel cost of 1.072 $kWh represents a 

going-forward level of fuel costs reflected in base rates which will allow Big Rivers a 

fair, just and reasonable recovery of its costs and will permit Big Rivers to maintain a 

reasonable TIER level until base rates can be determined in a general rate case whch will 

be filed with an effective date sometime after January 1 , 201 0. Big Rivers has committed 

to file a general rate case within three years from the date of the Commission’s final 

Order in Case No. 2007-00455, with rates not going into effect prior to January 1 , 20 10. 

Because the MRSM and the other credit mechanisms proposed in this proceeding are 

designed to fully offset the FAC, the level of the base fuel cost utilized in the FrZC will 

not directly affect the non-Smelter member rates until the Economic Reserve is drawn 

down fully. 

However, the level of the base will affect the FAC amount actually paid by the Smelters. 

Importantly, a base fuel cost of 1.072 $kWh was determined to represent current base fuel 

costs in negotiations with the Smelters. Furthermore: a base he1 cost of 1.072 $kWh is used 

in the financial models performed in support of Big Rivers’ efforts to refinance its debt. 

Big Rivers’ current base rates were established at a level that would provide for the 

recovery of purchased power costs from E.ON along with other costs. The purchase 
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power rate from E.ON was developed through a competitive bidding process in Big 

fivers’ reorganization proceeding that did not reflect the actual fuel costs used to 

generate power. Consequently, it is not really possible to accurately determine the level 

of base he1 costs included in the purchase power price from E.ON. Based on Big Rivers’ 

financial model and on negotiations with the Smelters, we do know, however, that a base 

fuel cost of 1.072 #kWh will reasonably reflect on a going-forward basis a level of fuel 

costs adequate for Big Rivers to operate under its current rates and meet target TIER 

levels until new base rates can be established in a general rate case with an effective date 

sometime after January 1,20 10. 

During the f i s t  couple of months, Big Rivers will not have fuel cost experience upon 

which t~ establish an FAC Adjustment Factor. How will the Adjustment Factor be 

determined during those initial couple of months? 

Because F(m)/S(m) is calculated based on fuel costs F(nz) and sales S(nz) for the second 

month preceding the month during which the FAC Adjustment Factor is billed, for the 

first two or three months after approval of the FAC, Big Rivers will not have historical 

fuel cost experience which can be used to compute the FAC Adjustment Factor. The 

financial model used to evaluate the unwind arrangement with E.ON, the agreements with 

the Smelters, and Big Rivers’ financing plan are predicated on the immediate 

implementation of an FAC with a fuel cost of $0.01662 per kWh. The $0,01662 per kwh 

amount corresponds to the projected level of Big Rivers’ fuel costs when the FAC is 

proposed to go into effect. With fuel costs expected to be higher than Big Rivers’ base 
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fuel cost when the FAC is initially implemented, not being able to charge the difference 

between this fuel cost and the 1.072 $kWh base would have a detrimental effect on Big 

Rivers’ coverage ratios during the first year of the unwind agreement. Therefore, it is 

very important for Big Rivers to begin charging an FAC immediately upon taking over 

cost responsibility for the facilities. Therefore, we are proposing that a monthly unit fuel 

cost F(m)/S(m) of $0.01 662 per kWh be used to compute the FAC Adjustment Factor for 

the first two or three months after implementation of the FAC, until Big Rivers’ has a full 

month of fuel cost information upon which to determine F(m)/S(m) based upon actual 

cost data for the second preceding month. 

What monthly forms would he filed with the Commission? 

Big Rivers would file the standard FAC foms sgbmitted by other ctilities in Kentucky. 

Specifically, at least ten days before the beginning of the upcoming month, Big Rivers 

would submit the form included in Exhibit WSS-3. Within 45 days after the end of each 

expense month, Big Rivers would submit the form included in Exhibit WSS-4 providing 

hstorical sales and expense information for the prior month. These forms will be filed 

monthly with the Cornmission. 

l s  Big Rivers submitting any other documents in connection with its proposal to 

implement an FAC? 
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A. Yes. Big Rivers is submitting its Fuel Procurement Policies and Procedures, which is 

included as an exhibit to the Direct Testimony of Mark A. Bailey in Case No. 2007- 

00455, Exhibit 5 ,  and copies of its fuel contracts, whtch are included in confidential 

Exhibit 43 to Big Rivers’ Application in Case No. 2007-00455. 

III. ENVIRONMENTAL SURCHARGE 

Q. Please describe Big Rivers’ proposed Environmental Surcharge. 

A. Big Rivers is proposing an Environmental Surcharge in Case No. 2007-00460 pursuant to 

KRS 278.183. Big Rivers’ proposed Environmental Surcharge is included as Exhibit 

WSS-5. Under KRS 278.183, utilities in Kentucky are entitled to implement a surcharge 

mechanism to recover the costs of complying with the Federal Clean Air Act, as 

amended, and federal, state, or local environmental laws and regulations which apply to 

coal combustion wastes and by-products kom electric generation facilities. 

Big Rivers’ proposed Environmental Surcharge clause would allow it to recover the 

revenue requirements of approved environmental programs. As proposed, revenue 

requirements would include operation and maintenance expenses associated with three 

environmental programs consisting of reagent and removal expenses, which are energy- 

related costs varying with the amount of power generated at Big Rivers’ power stations. 

The revenue requirement would also include an overiunder recovery component to 
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account for the over- or under-collection of revenue requirements from the previous six- 

month period. 

The Monthly Environmental Surcharge Factor (MESF) would be calculated as follows: 

MESF = CESF - BESF 

where CESF is the Current Environmental Surcharge Factor which is determined by 

dividing the net Jurisdictional portion of approved environmental plan revenue 

requirements for the second preceding month, E(m), by the kwh sales for the second 

preceding month, S(m), and where BESF is the Base Environmental Surcharge Factor. 

Jurisdictional sales, S(m), would include all member sales to which the Environmental 

Surcharge is applicable. Similar to the FAC, we are proposing that a monthly unit 

environmental cost E(m)/S(m) of $0.00049 per kwh be used to compute the CESF for 

the first two or three months after implementation of the Environmental Surcharge, until 

Big Rivers has a full month of cost information upon which to detennine E(m)/S(nz) based 

upon actual cost data for the second preceding month. The $0.00049 per kWh amount is 

the level for these expenses incorporated into the financial models used by Big Rivers to 

evaluate the feasibility of the Unwind Transaction. 

Although other utilities in Kentucky have structured their environmental cost recovery 

surcharges as percentage-of-revenue factors, Big Rivers is proposing to structure its 
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20 

Environmental Surcharge as an energy charge (Le., as a charge per kwh) similar in design 

to the FAC. In the agreements negotiated with the Smelters, the Purchased Power 

Adjustment and the Environmental Surcharge were both structured as energy charges; 

therefore, Big Rivers is proposing to assess the Environmental Charge as an energy 

charge, consistent with what was negotiated with the Smelters and consistent with the fact 

that the expenses to be recovered through the mechanism consist entirely of variable 

costs. Importantly, Big Rivers’ proposal is not contravened by any provisions of KRS 

278.183, whch does not prescribe the type of charge that must be used in an 

environmental cost recovery mechanism. Although KRS 278. I83 does not prescribe the 

type of charge that must be used in the mechanism, we recognize that Big Rivers’ 

proposed methodology represents somewhat of a departure from the environmental cost 

recovery clauses used by other utilities in Kentucky. Because of the unique 

circumstances involved with unwinding the lease and purchase arrangement with E.ON, 

with developing long-term arrangements to provide power to the Smelters, and with 

developing a mechanism that will prevent Members from seeing increases from the FAC 

and Environmental Surcharge for approximately five years, we respectfuIIy request that 

the Commission approve the Environmental Surcharge as proposed by Big Rivers without 

prejudice to other environmental cost recovery mechanisms in the state or to any future 

environmental plans which could possibly be submitted by Big Rivers in the future. 

21 Q. What rate schedules would the Envkonmenkaf Surcharge appIy to? 

22 
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The Environmental Surcharge would apply to all of Big Rivers’ TarifTrates and to Base 

Energy sales under the Smelter Special Contracts. Specifically, Environmental Surcharge 

would apply to the Monthly Delivery Point Rate to Members, the Big Rivers Industrial 

Customer Rate, and the Base Energy Charges under the Smelter Special Contracts. 

Under the Smelter Special contracts, the Smelters would pay amounts by reference to the 

Environmental Surcharge. 

What costs would be included in Big Rivers’ proposed environmental plans? 

As discussed in the Direct Testimony of David A. Spainhoward, Exhibit 18 in Case No. 

2007-00455, Big Rivers is proposing to recover the cost of its Environmental Compliance 

Plan - specifically, an SO2 Compliance Program, an NOX Compliance Program, and an 

SO3 Compliance Program. For the SO2 compliance Program, Big Rivers would recover 

the commodity cost of reagents used by the scrubbers (specifically, the commodity cost of 

purchasing lime, limestone, and dibasic acid, as applicable), and payments made to third- 

parties in connection with the disposal of wastes (specifically, scrubber sludge, fly ash, 

bottom ash, and fixation lime) and the purchase of SO2 allowances. Big Rivers would 

credit (refund to customers through the Environmental Surcharge) all proceeds from the 

sale of scrubber waste from the Coleman Generating Station for the production of 

gypsum and all net proceeds f?om the sale of SO2 allowances. 

For the NOX Compliance Program, Big Rivers would recover the commodity cost of 

reagents used in connection with NOX compliance (specifically, the commodity cost of 
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purchasing ammonia and sulfur) and the purchase of NOX allowances. Big Rivers would 

credit all net proceeds from the sale of NOX allowances. 

For the SO3 Compliance Program, Big Rivers would recover the commodity cost of 

reagents used in connection with SO3 compliance, specifically the purchased cost of 

hydrated lime. 

In this Application in Case No. 2007-00460, the only expenses that Big Rivers is 

proposing to recover through the Environmental Surcharge are the commodity costs of 

purchasing S02, NOX, and SO3 reagents, and payments made to third parties to dispose 

of smbber  and related waste products. Big Rivers is not proposing to recover any other 

operation and maintenance expenses related to SO2, NOX, and SO3 compliance, nor is it 

requesting a return on rate base or property taxes related to any facilities in this 

Application. 

15 

16 Q. Are these expenses and allowance sale proceeds currently included in base rates? 

17 
18 A. No. As mentioned earlier, Big Rivers’ current base rates were set at a level sufficient to 

19 cover its costs withm the context of the lease and purchased power arrangement with 

20 

21 

E.ON . With Big Rivers assuming responsibility for the operation and maintenance of its 

generating facilities, the base rates currently charged by Big Rivers are not sufficient to 

22 cover these environmental expenses. These expenses are therefore not included in current 

Exhibit B 
Page 21 of 34 



4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

base rates. Consequently, the Base Environmental Surcharge Factor (BESF) will initially 

be set at zero cents per kWh. 

Big Rivers has agreed not to increase base rates prior to January 1 , 201 0, but would bill 

these environmental expenses to the Smelters and would use the Economic Reserve to 

offset these Environmental Surcharges, along with any FAC charges, applicable to the 

non-Smelter member sales for a period of approximately five years. Both the distribution 

cooperative members and the Smelters have agreed to this approach. Big Rivers has also 

made a carnmitment to file a general rate case to establish rates that would go into effect 

within three years fiom the date of the Cornmission’s final Order in Case No. 2007- 

00455. 

the Commission will be able to have full assurance that Big Rivers’ rates, including any 

charges recovered through the Environmental Surcharge or FAC, properly reflect the 

actual cost of providing service. Until that time, because of the Economic Reserve which 

will have been established to prevent the members from experiencing an increase 

applicable to non-Smelter sales as a result of these two mechanisms, the non-Smelter 

members will not see a price increase as a result of setting the BESF at zero. 

When base rates are reviewed in connection with a general rate case proceeding, 

19 Q. E w e  you prepared an exhibit showing the forms that will be filed by Big Ihivers with 

21 
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Yes. Big Rivers will file the monthly forms included in Exhibit WSS-6 with the 

Commission. These forms have been modeled after the forms used by other utilities in 

the state. 

Have you prepared an exhibit showing the anticipated Environmental Surcharge 

factors resulting from the three plans? 

Yes. Exhibit WSS-7 shows the average Environmental Surcharge factors for the years 

2008 through 2012. 

Please describe Big Rivers’ proposed Unwind Surcredit. 

In order to establish well-defined, long-term power supply arrangements with Big Rivers, 

the Smelters have agreed to pay a Surcharge in addition to any other charges payable 

under the special contracts. Specifically, Alcan and Century have agreed to pay certain 

surcharges as set forth in Section 4.1 1 of the Smelter Special Contracts, consisting of both 

fixed and variable surcharges. These surcharge amounts would be passed along to the 

members thou& the application of the Unwind Surcredit. The Unwind Surcredit, which 

is included in Exhibit WSS-8, would compute the monthly Unwind Surcredit factor, 

US(m), applicable to all member non-Smelter lcwh sales, as follows: 

US(m) = Surcredit + Actual Adjustment + Balance Adjustment 
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where Surcredit represents the per k w h  factor calculated by dividing (a) the estimated 

payments that Big Rivers would receive from the Smelters in accordance with Section 

4.1 1 of the Smelter Special Contracts during an upcoming calendar year by (b) the 

mernber non-Smelter sales (NSS) ,  including sales made under the Monthly Delivery Point 

Rate to Members and the Big Rivers Industrial Customer Rate, in the corresponding 

calendar year. The proposed Unwind Surcharge mechanism includes an Actual Adjustment 

and a Balance Adjustment to provide for any over- or under-crediting of Smelter surcharge 

mounts. Similar provisions are included in the Gas Supply Cost (GSC) adjustment 

mechanisms used by gas distribution companies in Kentucky. Because the Unwind 

Surcharge amounts to be received fi-om the Smelters would not be subject to significant 

voiatility, we are proposing that the Unwind Surcredit operate on an annual rather than a 

quarterly adjustment cycle, in contrast to the GSC mechanisms used in the state. Big Rivers 

is proposing the Unwind Surcredit in Case No. 2007-00455 pursuant to subsection 1 of 

KRS 278.455. 

16 

17 Q.  TQ what rate schedules would the Unwind Surcredit apply? 

18 
19 A. The Unwind Surcredit would apply to all of Big Rivers’ member non-Smelter rates; 

20 specifically, the Unwind Surcharge would apply to the Monthly Delivery Point Rate to 

21 Members and the Big Rwers Industrial Customer Rate. The Unwind Surcredit would not 

22 apply to the Smelters. 

23 
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Have you prepared an exhibit showing the estimated Surcredit factors that will be 

applicable to nowsmelter member sales over the next five years? 

Exhibit WSS-9 shows the average projected Surcredit factors during the first five years of 

operation of the proposed clause. 

Have you prepared an exhibit showing the monthly form that will be filed by Big 

Rivers with the Commission? 

Yes. Big Rivers will file the form included in Exhibit WSS-10 with the Cornmission. 

REBATE ADJUSTMENT 

Pliezcse describe the proposed Rebate Adjustment? 

In the event that there is a rebate to the Smelters under Section 4.9 of the Smelter Special 

Contracts during a fiscal year, then Big Rivers, subject to Board approval, may also request 

Commission authorization to provide a cash rebate to its members pursuant to subsection 1 

of KRS 278.455. Such a rebate would be subject to the discretion of Big Rivers and its 

Boar4 and may not be provided if fimds are needed to support capital projects, to increase 

members' equity, or for other reasons. Any rebate would be provided as a Imp-sum credit 

to the members and would be credited to the power bills to members during a single month 

of the year. The rebate provided to each member will be computed by allocating the total 

rebate amount on the basis of total annuaI base rate revenues received fi-om each member 
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19 

for non-Smelter sales during the fiscal year for which the rebate amount was established. 

Big Rivers will apply to the Commission for authorization to provide a rebate withul six 

months after the end of the fiscal year. The rebate will then be provided to members upon 

receipt of Commission approval. The Rebate Adjustment clause is included in Exhibit 

wss-11. 

What rate schedules would the Rebate Adjustment apply to? 

The Rebate Adjustment would apply to all of Big Rivers’ non-Smelter member Tariff 

rates; specifically, the Rebate Adjustment would apply to the Monthly Delivery Point 

Rate to Members and the Big Rivers Industrial Customer Rate. The Rebate Adjustment 

would not apply to the Smelters. A separate rebate mechanism is included in the Smelter 

Special Contracts. (See Section 4.9 of the Smelter Special Contracts.) 

ave you prepared an exhibit showing the form that w be Tied by Big Rivers with the 

Commission in the event that a rebate is provided to members? 

Yes. Big Rivers will file the form included in Exhibit WSS-12 with the Commission in 

the event that Big Rivers provides a rebate. 

20 
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Please describe the Member Rate Stability Mechanism? 

Big Rivers will establish an Economic Reserve of approximately $75 million which will be 

used to offset the impact of the FAC and Environmental Surcharge after taking into account 

the credits received from the Unwind Surcredit and the Rebate Adjustment. Big Rivers’ 

proposed MRSM, which is included in Exhibit WSS-13, will draw on the Economic 

Reserve to offset the monthly impacts of the FAC and Environmental Surcharge on the 

members’ non-Smelter bills, net of the credits received under the Unwind Surcredit and 

Rebate Adjustment. Big Rivers is proposing the MRSM in Case No. 2007-00455 pursuant 

to subsection 1 of I X S  278.455. The MRSM will simply offset the total dollar impact of 

billings under the FAC and Environmental Surcharge the total dollar amounts received 

under the ‘IJnwind Surcredit and & a monthly pro-rated portion of any lump surn rebates 

provided under the Rebate Adjustment. Because rebates under the Rebate Adjustment 

would be provided as a lump-sum. credit to members, the rebate amount will be pro-rated 

equally ( 1 /12* each month) over 1 2 billing months (including the month during which the 

Imp-sum rebate occurs) for purposes of calculating monthly credits under the MRSM. In 

other words, the amount of the MRSM credit provided to each Member System during a 

month will equal (i) the total dollar amount of FAC charges (or credits) billed to the 

member during the month, plus (ii) the total dollar amount of Environmental Surcharge 

billed to the member during the month, less (iii) the total dollar amount of Unwind 

Surcredits credited to the member during the month, less (iv) one-twelfth (1/12) of any 
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rebates provided under the Rebate Adjustment during the current month or during any of the 

1 1 preceding months; provided that the mounts subtracted in items (iii) and (iv) cannot 

exceed the total of items (i) and (ii), in which case the monthly MRSM adjustment would 

be zero. Under the MRSM, Rig Rivers’ members will not experience any net increase 

fiom the application of the FAC and Environmental Surcharge to non-Smelter sales during 

a 12-month period until the Economic Reserve is drawn down completely. If a rebate is 

provided under the Rebate Adjustment, then the total cash amounts actually received from 

the application of the MRSM, Unwind Surcredit and Rebate Adjustment will not match the 

FAC and Environrnental Surcharge amounts during each month; however, the total credits 

received under the MRSM, Unwind Surcredit and Rebate Adjustment will match the total 

FAC and Environmental Surcharge amounts over the 1 2-month period. 

Although Big Rivers’ members will not experience an increase from the application of the 

FAC and Environmental Surcharge during the 12 month period, it would be possible for the 

FAC, Environmental surcharge, Unwind Surcredit, and Rebate Mechanism to result in a net 

decrease in the price paid by the members. For example, it would be possible for the 

Unwind Surcredit to more than offset the FAC and Environmental Surcredit (especially if 

the FAC happened to be a credit). In that event, MRSM would be set at zero and the 

members would simply see a net credit to their bills from the application of the 

mechanisms. In other words, as proposed, the MRSM would never result in a charge to 

members. 
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Q. Could you provide an example of how the MRSM would work assuming that there is 

no rebate under the Rebate Adjustment from the prior fiscal year? 

A. Yes. If there is no rebate fkom the prior fiscal year, then the MRSM will simply offset the 

net dollar amount billed for non-Smelter member sales during the month to each member 

under the FAC and Environmental Surcharge less the Unwind Surcredit. For example, 

suppose that (i) the FAC amount billed to a member for non-Smelter sales is $1 0,150, (ii) 

the Environmental Surcharge billed to a member for non-Smelter sales is $20,200, and 

(iii) the Unwind Surcredit received is $5,000. Then the member's MRSM adjustment for 

the month would be a credit of $25,350 (or $10,150 + $20,200 - $5,000 = $25,350). In 

other words, the MRSM of $25,350 would offset the FAC charge of $10,150, plus the 

Environment Surcharge of $20,200, less the Unwind Surcredit of $5,000. It should be 

pointed out that the figures used in t-his example wcre developed simply to illustrzte how 

the MRSM will be determined and in no way represent amounts that wiI1 likely occur. 

Q. Could you also provide an example of how the 

is a rebate under the Rebate Adjustment? 

SM would work assuming that there 

A. Yes. If a rebate is provided under the Rebate Mechanism, then the rebate amount to the 

member would be prorated mer a 12-month period for purposes of calculating the 

MRSM adjustment for the month. Using the same assumptions outlined in the prior 

example, assume further that the member was provided a $144,000 rebate under the 

Rebate Mechanism within the last 12 months. The member's MRSIM adjustment for the 
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month would then be a credit of $13,350 (or $10,150 + $20,200 - $5,000 - $144,000/12 = 

$13,350). In this instance, the MRSM of $13,350 would offset the FAC charge of 

$10,150,plus the Environment Surcharge of $20,200, less the Unwind Surcredit of 

$5,000 less 1/12* of the $144,000 rebate amount that the member received. Note that the 

MRSM of $13,3 50 would not fully offset the net effect of the FAC, Environmental 

Surcredit, Unwind Surcredit and the pro-ration of the rebate amount during the month; 

but, on a 12 month basis the sum of the amounts received under the Unwind Surcredit, 

Rebate Mechanism, and MRSM would exactly match and thus fully offset the sum. of the 

FAC and Environmental Surcharge. 

What will happen when the Economic Reserve is almost completely drawn down 

and there is oniy enough ieft to palrtiaIiy offset the impact of the FAC and 

Environmental Surcharge after accounting for the Unwind Surcredit and Rebate 

Adjustment? 

During the last month of the MRSM, the amount remaining in the Economic Reserve will 

be prorated to each member on the basis of the total FAC and Environmental Surcharge 

amounts applicable to non-Smelter sales less credits under the Unwind Surcredits and 

less monthly prorated amounts under the Rebate Adjustment. 

20 

21 Q. 

22 

Will the Economic Reserve accrue interest? 

Exhibit B 
Page 30 of 34 



1 A. 

3 
& 

3 

4 

5 

6 

7 

9 Q* 

10 

11 
12 A. 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Yes. The Economic Reserve will be established as a stand-alone investment account, 

separate fiom any of Big Rivers’ other cash investments. Interest earned or other 

earnings on the investment account will accrue to the Economic Reserve and will be 

returned to the members through the normal application of the MRSM. After the fund is 

initially established at the closing of the unwind arrangement with E.ON, no additional 

principal amounts will be added to the Economic Reserve. After closing, only interest 

will be added to the Economic Reserve. 

WiIi the MlRsM account for the effect of any FAC OF Environmental Surcharge 

costs being “roUed in’’ to base rates? 

Yes. At some point prior to the Economic Reserve being l l l y  drawn down, the 

Commission may consider moiring costs recovered through the FAC and Environmental 

Surcharge into base rates (resulting in a “roll in”), or, in the case of the FAC, the 

Commission may consider moving costs recovered through base rates back into the FAC 

(resulting in a “roll out” of costs fi.orn base rates), particularly if Big Rivers were 

expecting to incur fuel costs lower than base fuel cost subsequent to a two-year FAC 

review. If there is either a “roll in” of FAC or Environmental Surcharge costs into base 

rates, or there is a “roll out” of FAC costs from base rates into the FAC, the MRSM, 

while it is in place, will account for any such effect of the “roll in” or “roll out” so that the 

Members will not see any impact on their bills, either positive or negative, due to a roll- 

in. For example, if 0.200 $ kWH of the charge recovered through the Environmental 

Surcharge is “rolled in” to base rates, then the MRSM will subsequently provide a credit 
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VPI. 
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to offset any Environmental Surcharge amounts billed to the Member Systemplus the 

amount billed to the Member corresponding to the 0.200 p! kWH charge that was “rolled 

in” to base rates. 

What rate schedules would the MRSM apply to? 

The MRSM would apply to all of Big Rivers’ non-Smelter member Tariff rates; 

specifically, the NRSM would apply to the Monthly Delivery Point Rate to Members and 

the Big Rivers Industrial Customer Rate. The MRSM will not apply to the Smelters. 

Does Rig Rivers propose to f i e  a monthly report with the Commission showing the 

IUESIW amou~lts credited to each non-Smelter member, the interest added to  the 

Ecolnoneic Reserve, and elhe balance remaining in the Economic Reserve at the end of 

the month? 

Yes. Big Rivers will file the form included in Exhibit WSS-14 within 45 days after the end of 

the month. 

FILING REQUIREMENTS RELATED T THE PROPOSED CFIEDIT 

mcIRmsNEs 

ave you prepared an analysis demonstrating that the proposed rate changes 

associated with the Unwind Surcredit, Rebate Adjustment and NRSM do not change 

the rate design currently in effect and demonstrating that the revenue change is to be 
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allocated to each class within each tariff on a proportional basis, as required by section 

1, sub-paragraphs @)(a) and (b) of 807 KAR 5:007? 

Yes. Exhibit WSS-15, which is constructed fiom information supplied in Exhibit C W - 8  of 

the Direct Testimony of C. William Blackburn in Case No. 2007-00455, shows the effect on 

member billings of the five adjustment clauses described in my testimony. Specifically, this 

exhibit shows that the implementation of the FAC, Environmental Surcharge, Unwind 

Surcredit, Rebate Adjustment and MRSM will not have an initial impact on the revenues 

collected from members. As can be seen from Exhibit WSS-15, the revenues shown in 

Column (7), which represents estimated billings prior to the application of the five 

adjustment clauses, equal the revenues shown in Column (14), which represents the 

estimated billing subsequent to the application of the five mechanisms. It is evident from 

this exhibit that the three credit mechanisms - URwind Surcredit, Rebzte Adjustmeat and 

MRSM - do not have an effect on Big Rivers’ current rate design. Collectively, these three 

credit mechanism will have the effect of off-setting the impact of the FAC and 

Environmental Surcharge, thus leaving Big Rivers’ rate designfuZZy intact over a 12-month 

period. This exhibit also shows that the billing credits from these three mechanisms are 

allocated to each tariff on a proportional basis. As discussed earlier in my testimony, credits 

under the IJnwind Surcredit are allocated proportionally on the basis of kWh sales; credits 

under the Rebate Adjustment are allocated proportionally on the basis of prior year base 

revenues; and credits under the MRSM are allocated proportionally on the basis of the net 

impact of the four other adjustment clauses. 

23 
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Do these credit mechanisms appiy to the wholesale power sold by Big Rivers to 

Kenergy for resale to the Smelters? 

No. Wholesale power supply to the Smelters is provided to Kenergy by Big Rivers under 

Special Contracts that are treated by Big Rivers as thrd-party wholesale sales arrangements. 

Because those Special Contracts do not provide for the Smelters to receive the benefit of 

these credit mechanisms, it is my understanding that application of those credit mechanisms 

to the wholesale sales for resale to the Smelters is not allowed under -i;RS 278.455(3). 

Does this conclude your testimony? 

Yes, it does. 
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I verify, state, and affirm that the foregoing testimony is true and correct to the 
best of my knowledge and belief. 

COMMONWEALTH OF KENTUCKY ) 
COUNTY OF OLDHAM ) 

Subscribed and sworn to before me by W. Steven Seelye on this the 1 7 day 
of December, 2007. 

Notary dublic, Ky. Stde at Large 
My Commission Expires: lO-CS - 
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organizations (ISOs), including audits of production 
cost modeling, retail utility tariffs, retail utility 
billing practices, and IS0 billing processes and 
procedures. 

Manager of Rates and Other Positions 
Louisville Gas 8r. Electric Co. 
(May 1979 to July 1996) 

Held various positions in the Rate 
Department of LG&E. In December 1990, 
promoted to Manager of Rates and 
Regulatory Analysis. In May 1994, 
given additional responsibilities in the marketing 
area and promoted to Manager of Market 
Management and Rates. 

Education 
Bachelor of Science Degree in Mathematics, University of Louisville, 1979 
54 Hours of Graduate Live1 Course Work in Industrial Engineering and Physics. 

ExDert Witness Testimony 

Alabama: 

Colorado: 

FERC: 

Florida: 

Illinois: 

Testified in Docket 28 101 on behalf of Mobile Gas Service Corporation 
concerning rate design and pro-forma revenue adjustments. 

Testified in Consolidated Docket Nos. 01F-530E and OlA-53 1E on behalf of 
Intermountain Rural Electric Association in a territory dispute case. 

Submitted direct and rebuttal testimony in Docket No. EL02-25-000 et: al. 
conceming Public Service of Colorado‘s he1 cost adjustment. 

Submitted direct and responsive testimony in Case No. ER05-522-001 concerning 
a rate filing by Bluegrass Generation Company, LLC to charge reactive power 
service to LGBcE Energy, LLC. 

Submitted testimony in Case Nos. ER07-1383-000 and ER08-05-000 concerning 
Duke Energy Shared Services, Inc.’s charges for reactive power service. 

Testified in Docket No. 98 1827 on behalf of Lee County Electric Cooperative, 
Inc. concerning Seminole Electric Cooperative Inc.’s wholesale rates and cost of 
service. 

Submitted direct, rebuttal, and surrebuttal testimony in Docket No. 01-0637 on 
behalf of Central Illinois Light Company (“CIIJCO”) concerning the modification 
of interim supply service and the implementation of black start service in 
connection with providing unbundled electric service. 
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Indiana: Submitted direct testimony and testimony in support of a settlement agreement in 
Cause No. 42713 on behalf of Richmond Power & Light regarding revenue 
requirements, class cost of service studies, fuel adjustment clause and rate design. 

Submitted direct and rebuttal testimony in Cause No. 43 11 1 on behalf of Vectren 
Energy in support of a transmission cost recovery adjustment. 

Kansas: Submitted direct and rebuttal testimony in Docket No. 05-WSEE-981-RTS on 
behalf of Westar Energy, Inc. and Kansas Gas and Electric Company regarding 
transmission delivery revenue requirements, energy cost adjustment clauses, fuel 
normalization, and class cost of service studies. 

Kentucky: Testified in Administrative Case No. 244 regarding rates for cogenerators and 
small power producers, Case No. 8924 regarding marginal cost of service, and in 
numerous 6-month and 2-year fuel adjustment clause proceedings. 

Submitted direct and rebuttal testimony in Case No. 96-161 and Case No. 96-362 
regarding Prestonsburg Utilities’ rates. 

Submitted direct and rebuttal testimony in Case No. 99-046 on behalf of Delta 
Natural Gas Company, Inc. concerning its rate stabilization plan. 

Submitted direct and rebuttal testimony in Case No. 99-1 76 on behalf of Delta 
Natural Gas Company, Inc. concerning cost of service, rate design and expense 
adjustments in connection with Delta’s rate case. 

Submitted direct and rebuttal testimony in Case No. 2000-080, testified on behalf 
of Louisville Gas and Electric Company concerning cost of service, rate design, 
and pro-forma adjustments to revenues and expenses. 

Submitted rebuttal testimony in Case No. 2000-548 on behalf of Louisville Gas 
and Electric Company regarding the company’s prepaid metering program. 

Testified on behalf of Louisville Gas and Electric Company in Case No. 2002- 
00430 and on behalf of Kentucky Utilities Company in Case No. 2002-00429 
regarding the calculation of merger savings. 

Submitted direct and rebuttal testimony in Case No. 2003-00433 on behalf of 
Louisville Gas and Electric Company and in Case No. 2003-00434 on behalf of 
Kentucky TJtilities Company regarding pro-forma revenue, expense and plant 
adjustments, class cost of service studies, and rate design. 

Submitted direct and rebuttal testimony in Case No. 2004-00067 on behalf of 
Delta Natural Gas Company regarding pro-forma adjustments, depreciation rates, 
class cost of service studies, and rate design. 
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Testified on behalf of Kentucky Utilities Company in Case No. 2006-00129 and 
on behalf of Louisville Gas and electric Company in Case No. 2006-00 130 
concerning methodologies for recovering environmental costs through base 
electric rates. 

Testified on behalf of Delta Natural Gas Company in Case No. 2007-00089 
concerning cost of service, temperature normalization, year-end normalization, 
depreciation expenses, allocation of the rate increase, and rate design. 

Nevada: Submitted direct and rebuttal testimony in Case No. 03-10001 on behalf of 
Nevada Power Company regarding cash working capital and rate base 
adjustments. 

Submitted direct and rebuttal testimony in Case No. 03-12002 on behalf of Sierra 
Pacific Power company regarding cash working capital. 

Submitted direct and rebuttal testimony in Case No. OS-1 0003 on behalf of 
Nevada Power Company regarding cash working capital for an electric general 
rate case. 

Submitted direct and rebuttal testimony in Case No. 05-1 0005 on behalf of Sierra 
Pacific Power Company regarding cash working capital for a gas general rate 
case. 

Submitted direct and rebuttal testirnony in Case Nos. 06-1 1022 and 06- 1 1023 on 
behalf of Nevada Power Company regarding cash working capital for a gas 
general rate case. 

Submitted direct and rebuttal testimony on behalf of Sierra Pacific Power 
Company regarding cash working capital for its 2007 electric general rate case. 

Nova Scotia: Testified on behalf of Nova Scotia Power Company in NSUARB - NSPI -. P-887 
regarding the development and implementation of a fuel adjustment mechanism. 
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FUEL ADJUSTMENT CLAUSE 

APPLICABILITY 

To all Big Rivers Electric Corporation’s (“Big hvers”) Members. 

AVAILABILITY 

The Fuel Adjustment Clause (“FAC”j is a mandatory rider to all wholesale sales by Big 
Rivers to its Members, including Base Energy sales to the Smelters under the two 
Wholesale Electric Service Agreements each dated as of 
Rivers and Kenergy with respect to service by Kenergy to the Smelters, but excluding 
Supplemental and Back-TJp Energy sales to the Smelters under those two Agreements. 

,2008, between Big 

(1) The FAC shall provide for periodic adjustment per kWh of sales when the unit 
cost of fuel [F(m)/S(m)] is above or below the base unit cost of $0.0 1072 per kWh 
[F(b)/S(b)]. The monthly charges shall be increased or decreased by the product 
of the kWh furnished during the month and the FAC Factor for the month where 
the FAC Factor is defined below: 

Where “F” is the expense of fossil fuel in the base (b) and current (m) periods; 
and S is sales in the base (b) and current (m) periods as defined in 807 KAR 
5:056, all defined below: 

(2) Fuel cost (F) shall be the most recent actual monthly cost o t  

Fossil fuel consumed in the utility’s own plants, and the utility’s share of 
fossil and nuclear fuel consumed in jointly owned or leased plants, plus 
the cost of he1 which would have been used in plants suffering forced 
generation or transmission outages, but less the cost of fuel related to 
substitute generation, plus 

The actual identifiable fossil and nuclear fbel costs associated with energy 
purchased for reasons other than identified in paragraph (c) below, but 
excluding the cost of fuel related to purchases to substitute the forced 
outages, plus 

The net energy cost of energy purchases, exclusive of capacity or demand 
charges (irrespective of the designation assigned to such transaction) when 
such energy is purchased on an economic dispatch basis and exclusive of 
energy purchases directly related to Supplemental and Back-up Energy 
sales to the Smelters. Included therein may be such costs as the charges 
for economy energy purchases and the charges as a result of scheduled 
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outages, also such kinds of energy being purchased by the buyer to 
substitute for its own higher cost energy; and less 

(d) The cost of fossil fuel, as denoted in (2)(a) above, recovered through inter- 
system sales, including the fuel costs related to economy energy sales and 
other energy sold on an economic dispatch basis, and the cost of fossil fuel 
recovered through Interruptible, Back-up or Market Energy sales to the 
Smelters 

(e) All ,he1 costs shall be based on weighted average inventory costing. 

(3) Forced outages are all non-scheduled losses of generation or transmission which 
require substitute power for a continuous period in excess of six (6) hours. Where 
forced outages are not as a result of faulty equipment, faulty manufacture, faulty 
design, faulty installations, faulty operation, or faulty maintenance, but are Acts 
of God, riot, insurrection or acts of public enemy, the utility may, upon proper 
showing, with the approval of the Commission, include the fuel cost of substitute 
energy in the adjustment. 

(4) Sales (S) shall be kWh sold, excluding inter-system sales and Supplemental and 
Back-up Energy sales to the Smelters. Where for any reason, billed system sales 
cannot be coordinated with fuel costs for the billing period, sales may be equated 
to the sum of (i) generation, (ii) purchases, (iii) interchange in, less (iv) energy 
associated with pumped storage operations, less (v) inter-system sales referred to 
in subsection f3)(d) above, less (vi) total system losses. Vtikjj-uscd energy' shall 
not be excluded in the determination of sales (S). 

( 5 )  The cost of fossil fuel shaII include no items other than the invoice price of fuel 
less any cash or other discounts. The invoice price of fuel includes the cost of the 
fuel itself and necessary charges for transportation of the fuel from the point of 
acquisition to the unloading point, as listed in Account 151 of the FERC Uniform 
System of Accounts for Public Utilities and Licenses. 

(6) Current (m) period shall be the second month preceding the month in which the 
FAC factor is billed. 

(7) Until Big Rivers has actual fuel cost experience for a full calendar month 
reflecting the operation of its generating facilities, F(m)/S(m) shall be equal to 
$0.01662 per kWh. 
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Form A 

BIG RIVERS ELECTRIC CORP 

FUEL ADJUSTMENT CLAUSE SCHEDULE 

Expense Month : 

Fuel "Fm" (Fuel Cost Schedule) 
-_I__ - - = (+) I KWH 

Sales "Sm" (Sales Schedule) KWH 

Proposed B a s e  Fuel Component = (-) $ 0.01072 I KWH 

FAC Factor (1 ) 

Note: (I) Five decimal places in dollars for normal rounding. 

Effective Date for Billing: 

- - I KWH 

Submitted by 

Title: 
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Form A 

BIG RIVERS ELECTRIC CORP 
FUEL COST SCHEDULE 

Expense Month: 

(A) Company Generation 
Coal Burned 
Oil Burned 
Gas Burned 
Fuel (assigned cost during Forced Outage) 
Fuel (substitute cost for  Forced Outage) 

SUB-TOTAL 

(8) Purchases 
Net energy cost - economy purchases 
identifiable fuel cost - other  purchases 
Identifiable fuel cost (substitute for Forced Outage) 
Less Purchases Above Highest Cost Units 
Internal Economy 
Internal Replacement 

Sufi-TOTAL 
( C) 

Inter-5vstem Sales 
Including Interchange-out 
Internal Economy 
Internal Replacement 
Supplemental Sales to Smelters 
Backup Sales to  Smelters 
Dollars Assigned to Inter-System Sales Losses 

SU B-TOTAL 
(Dl  

Over or (Under) Recovery 
From Page 4, Line 13 

TOTAL FUEL RECOVERY (A+B-C-D) = 



(A) Generation (Net) 
Purchases including interchange-in 
internal Economy 
internal Replacement 

S U B-TOTAL 
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Form A 

BIG RIVERS ELECTRIC CORP 

SALES SCHEDULE (KWH) 

Expense Month: 

(B) inter-system Sales including interchange-out 
Internal Economy 
Internal Replacement 
Supplemental Sales to Smelters 
Backup Sales to Smelters 
System Losses ( 

SU B-TOTAL 
KWW times 

TOTAL SALES (A-B) 
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Form A 

BIG RIVERS ELECTRIC CORP 

1. 

2.  

3. 

4. 

5 .  

6. 

7. 

8. 

9. 

10 * 

11. 

12. 

13 

FUEL ADJUSTMENT CLAUSE 
OVER OR (UNDER) RECOVERY SCHEDULE 

Expense Month: 

Last FAC Rate Billed 

KWH Billed a t  Above Rate 

FAC Revenue/(Refund) 

KWH Used to Determine Last FAC Rate 

Non..Jurisdictional KWH (Included in Line 4) 

Kentucky Jurisdictional KWH 

Revised FAC Rate Billed, if prior period adjustment is needed (See Note 1) 

Recoverable FAC Revenue/(Refund) 

Over or (Under) Recovery 

Total Sates "Sm" (From Page 3 of 5) 

Kentucky Jurisdictional Sales 

Total Sales Divided by Kentucky Jurisdictional Sales 

Total Company Over o r  (Under) Recovery 

(Line 1 x Line 2) 

(Line 4 - Line 5) 

(Line 1 x Line 6) 

(Line 3 - Line 8) 

(Line 10 / Line 11) 

(Line 9 x Line 12)  
To Page 2, Line D 

Note: An over/under recovery adjustment will not be calculated until t h e  FAC Factor billed 
is determined using Big Rivers' actual fuel costs and sales. 
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Form 8 
Company: Big Rivers Electric Corp 

FUEL, INVENTORY SCHEDULE 

Plant: 

Month Ended: 

Fuel Coal 

Plant A 

Amount MMBTLJ _. Per Unit - Tons Per Unit - 
ff 

ff 

Beginning Inventory 

Purchases 

Adjustments 

Sub-Total 

L.ess Fuel Burned 

Ending Inventory 

Beginning Inventory 

Purchases 

Adjustments 

Sub-Total 

Less Fuel Burned 

Ending Inventory 

Coal In Transit (1) 

Total Combined Inventory 

@ 

Plant B 

Amount MMBTu-- Per Unit Tons Per Unit 

p: 

$ 

Coal In Transit 
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Form 8 

Company: ........................ Big Rivers Electric Corp 

FUEL INVENTORY SCHEDULE 

Plant: ........................................... 
Month Ended: ................................. 

Fuel No. 2 Fuel Oil 

Plant A 

Beginning Inventory 

Less Fuel Burned (1) 

Other Uses (2 )  

Ending Inventory 

Beginning Inventory 

Purchases 

S~b-Total 

Less Fuel Burned-Jurisdictional 
Non-Jurisdictional 

Ending Inventory 

Total Combined Inventory 

UNtS 
(Gal.) Amount 

- 

Plant B 

Amount 
Per 
Unit 

c 
$ 

$ 

c 

c 
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Form B 
Company:.. .............. Big Rivers Electric Carp 

FUEL INVENTORY SCHEDULE 

Plant: .................................. 

Month Ended ................................... 

Fuel Natural Gas 

Plant A 

Units Amount 
(MCF') Amount Per Unit 

Beginning Inventory 

Purchases 

Sub-Totd 

Less Fuel Burned 

Ending Inventory 

Beginning Inventory 

Purchases 

Sub-Total 

Less Fuel Burned 

Ending Inventory 

Total Combined Inventory 

- 

Plant B 



d 
0 



z c 

B 

CI 

cd 
Y 



m 
3t 
Y .C 

3 

u 
0 
L 
0 
W 

.- 
Y 

w 
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bD 
.e 

cp .. 
P 

z % 

.. 
& 
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r: 1, 

0 

z 
G 
0 
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.- * 
3; 

rL; 
0 
c - Y 

s 
0 
E 
P 
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LL 
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ENVIRONMENTAL SURCHARGE 

APPLICABILITY 

To all Big Rivers Electric Corporation’s (“Big Rivers”) Members. 

AVAILABILITY 

The Environmental Surcharge (“E,”) is a mandatory rider to all sales by Big Rivers to its 
Members, including Base Energy sales to the Smelters under the two Wholesale Electric 
Service Agreements each dated as of 
Kenergy with respect to service by Kenergy to the Smelters, but excluding Supplemental 
and Back-up Energy sales to the Smelters under those two Agreements. 

, 2008, between Big Rivers and 

RATE 

The ES shall provide for monthly adjustments based on a charge per kwh equal to the 
difference between the environmental compliance costs in the base period and in the 
current period based on the following formula: 

CESF = Net E(m)/S(m) 

MESF = CESF - BESF 

MESF = Monthly Environmental Surcharge Factor 
CESF = Current Environmental Surcharge Factor 
BESF = Base Environmental Surcharge Factor of $O.OOOOO/kWh 

Where E(m) is the total of each approved environmental compliance plan revenue 
requirement of environmental costs for the current expense month and S(m) is the kwh 
sales for the current expense month as set forth below. 

DEFKNITPQNS 

(3 )  E(m) = OE - BAS + (0ver)Under Recovery 

Where: 

(a) OE represents the Monthly Pollution Control Operating Expenses, 
defined as the operating and maintenance expense and emission 
allowance expense of approved environmental compliance plans; 

(b) BAS is the net proceeds from By-Products and Emission 
Allowance Sales, and; 
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(c) (Over) or Under recovery amount as amortized from prior six- 
month period. 

(2) Total E(m) is multiplied by the Jurisdictional System Allocation Ratio to arrive at 
Net E(m). The Jurisdictional System Allocation Ratio is the ratio of the kvlrh 
sales to Member Systems to which the Surcharge will be applied, ending with the 
current expense month, divided by the kWh sales related to jurisdictional sales, 
off-system sales, and Supplemental or Back-up sales to the Smelters supplied 
from Big Rivers’ generation resources during the month. 

(3) Jurisdictional sales S(m) is the kWh sales for Big Rivers for the current expense 
month. 

(4) The current expense month (m) shall be the second month preceding the month in 
which the Environmental Surcharge is billed. 

(5) Until Big Rivers has actual cost experience for a full calendar month reflecting 
the operation of its generating facilities, E(m)/S(m) shall be equal to $0.00049 per 
kWh. 
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ES FORM 1.00 

BIG RIVERS ELECTRIC CQRP 
ENVIRONMENTAL SURCHARGE IREPORT' 

Calculation of Monthly Baed Environmental Surcharge Factor - MESF 
For the Expense Month 

MESF = CESF - BESF 

Where: 

CESF 

BESF 

= Current Environmental Surcharge Factor 

= Base Environmental Surcharge Factor 

Calculation of MESF: 

CESF, from ES Form 1.10 
EESF 

MESF 

Effective Date for Billing: 

Submitted by: 

Title: 

Date Submitted: 



Exhibit WSS-6 
Page 2 of 9 

ES FORM 1.10 

BIG RNERS ELECTRIC CQRP 
ENVIRONMENTAL SURCHARGE REPORT 

Calculation of Total E(m) and 
Jurisdictional Surcharge Billing Factor 

For the Expense Month 

Calculation of Total E(m) 

E(m) = OE - BAS, where 
OE = Pollution Control Operating Expenses for Expense Month 
BAS = Total Pmceeds from By-product and Allowance Sales 

-____--. 
Environmental Compliance Plans r 

OE 
BAS 

Calculation of Jurisdictional Environmental Surcharge Billing Factor 

Jurisdictional Allocation Ratio for Expense Month 
Jurisdictional E(m) = E(m) x Jurisdictional Allocation Ratio 
Adjusment for Monthly Trueup (from Form 2.00) 
Adjustment for Under-collection, 
Prior Period Adjustment (if necessary) 
Net Jurisdictional E(m) =Jurisdictional E(m) minus Ad.justment for Monthly True-up 

- - 
- - 
- - 
- - 
- - 

pluslminus Prior Period Adjustment - - 

Jurisdictional S(m) = Monthly Jurisdictional Kwh Sales for the Month - - 

Jurisdictional Environmental Surcharge Billing Factor: 
Net Jurisdictional E(m) /Jurisdictional S(m) ; Per Kwh 
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ES FORM 2.00 

C. Environmental Surcharge Revenue, current month (from ES Form 3.00) 
D. E(m) recovered through base rates 
E. Over/(Under) Recoveiy due to Timing Differences (ID + C) - B) 

--- - 
Over-recoveries will be deducted from the Jurisdictional E(m); under-recoveries will be added to the Jurisdictional E(m) 

BIG RIVIERS ELECTRIC CQRP 
ENVIRQNMENTIIPI, SURCHARGE REPORT 

Revenue Requirements of  Environmental Compliance Costs 
For the Expense Month 

._-_I- 

Determination of Pollution Control Operating Expenses 

Enviromental 
Compliance Plan 

Operations & Maintenance Expense for Expense Month 
EmissionAllowance Expense for Expense Month from ES Form 2.31.2.32 and 2.33 

' 

- 
Total Pollution Control Opemuons Expense for Expense Month 

Proceeds From By-Product and Allowance Sales 
I Total 1 

Proceeds 
Allowance Sales 
Scrubber By-products Sales -- 

-._ -- 
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Big Rivers Electric Cooperative, Inc. 
Estimate of 
Monthly Environmental Surcharge Factor 
2008 - 2012 

May - Dec 
2008 2009 2010 2011 2012 

MOX Plan 

HMPL Station Two (BREC Share) 
Sulfur 
Ammonia 
HMPL Total 

Wilson 
Sulfur 
Ammonia 
Wilson Total 

Nox Subtotal 

Aliawances Costs 

Nox Grand Total 

$ 36,418 $ 91,042 $ 93,243 $ 91,378 $ 90,794 
331,366 828,379 848,411 831,442 826,138 

$ 367,784 $ 919,421 $ 941.654 $ 922,820 916,932 

$ 22,731 $ 30,807 $ 35,635 $ 34,238 $ 37,519 

$ 667,896 $ 1,448,570 $ 1,675,098 $ 1,610,329 $ 1,759,065 
1,721,546 -. 645,165 1,417,763 1,639,463 1,576,091 

$ 1,035,680 $ 2,367,991 $ 2,616,752 $ 2,533,149 $ 2,675,997 

$ 214,723 $ 7,226,338 $ 6,104,003 $ 3,974,074 $ 3,647,901 

- $  1,250,403 $ 9,594,329 $ 8,720,755 $ 6,507,224 $ 6,323,898 
-- 

--- 
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Big Rivers Electric Cooperative, Inc. 
Estimate of 
Monthly Environmental Surcharge Factor 
2008 - 2012 

May - Dec 
2008 2009 2010 2011 2012 

Coleman Station 
Limestone 
Fly Ash 
Bottom Ash 
Gypsum Disposal 
Di-Basic Acid 
Coleman Total 

Green Station 
Lime 
Sludge Disposal 
Fly Ash 
Bottom Ash 
Fixation Lime 
Di-Basic Acid 
Coleman Total 

HMPL Station (BREC Portion1 
Lime 
Sludge Disposal 
Fly Ash 
Bottom Ash 
Fixation Lime 
Di-Basic Acid 
Coleman Total 

- Reid 
Limestone 
Sludge Disposal 
Fly Ash 
Bottom Ash 
Fixation Lime 
Di-Basic Acid 
Coleman Total 

Wilson Station 
Limestone 
Sludge Disposal 
Fly Ash 
Bottom Ash 
Fixation Lime 
Di-Basic Acid 
Coleman Total 

Sale of byproducts (Gypsum) 

Net Allowance (Sales) Cost 

SO2 Grand Total 

$ 2,463,212 $ 4,109,802 $ 4,508,418 $ 5,013,165 $ 5,310,758 
1,054,684 1,033,332 

255,963 248,622 256.531 263,671 258,333 
136,887 132,961 137,190 141,009 7 38,154 

1,023,852 994,487 1,026,123 

$ 3,879,914 $ 5,485,872 $ 5,928,261 $ 6,472.529 $ 6,740,577 

$ 5,494,432 $ 8,591,986 $ 8,868,152 $ 9,854,970 $ 11,709,808 
870,386 1,398,801 1,570,495 1,479,672 1,567,453 
375,768 603,898 678,023 638,813 676,710 

93,942 150,975 169,506 159,703 169,177 
436,622 671,683 707,606 690,269 731,219 

$ 7,271,150 $ 11,417.342 $ 11,993,782 $ 12,823,427 $ 14,854,367 

$ 1,865,183 $ 3,180,689 $ 3,351,677 $ 3,761,377 $ 4,079,903 
297,966 522,204 598,580 569,527 550,746 

97,011 170,017 194,883 185,424 179,310 
24,253 42,504 48,721 46,356 44,827 

138,390 232,163 249,702 245,987 244,419 

$ 2,422,803 $ 4,147,578 $ 4,443,564 $ 4,808,671 $ 5,099,206 

$ - $  - $  - $  - $  

3.685 

$ 2,112,400 $ 2,894,220 $ 3,346,521 $ 3,216,347 $ 3,280,793 
357,434 489,817 566,083 547,225 564,497 
97.880 134,131 155,016 149,852 181,545 
24,470 33,533 38,754 37,463 45,386 

178,614 392,445 453,859 436,332 445,876 
750,246 1,005,712 1,159,509 1 ,I 17,715 1,222,931 

$; 3,521,044 $ 4,949,857 $ 5,719,742 $ 5,504,933 $ 5,741,028 
-- 

(226,765) (344,008) (343,098) (340,674) (322,286) 

(14,486,822) (25,742,816) (4,059,765) (4,636,491) (4,063,132) 

$ 2,385,009 $ (86,174) $ 23,682,466 $ 24,632,395 $ 28,049,759 - ~- 
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Big Rivers Electric Cooperative, lnc. 
Estimate of 
Monthly Environmental Surcharge Factor 
2008 - 2012 

May - Dec 
2008 2009 2010 2011 2012 

SO3 Pian 

Wilson 
Lime Hydrate (for 503) 
Wilson Total 

SO3 Grand Total 

Nox, SO2 & SO3 Grand Total 

$ 420,983 $ 825,127 $ 1,069.852 $ 1,028,468 $ 1,123,368 
420,993 925,127 1,069,852 1,028,468 1,123,368 

-- 

$ 420,993 $ 925,127 $ 1,069,852 $ 1,028,468 $ 1,123,368 

$ 4,056,405 $ 10,433,282 $ 33,473,093 $ 32,168,087 $ 35,497,025 
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Big Rivers 
Average Revenue Computation 
In Millions of Dollars 

Member Smelter Subtotal Off-System 
Year Twh Twh Twh Twh 

2008 3.409 7.3 17 10.726 1.691 
2009 3.501 7.297 10.798 1.71.5 
2010 3.584 7.297 10.881 1.420 
2011 3.674 7.297 10.971 1.445 
2012 3.760 7.317 11.077 1.09 1 

Jurisdictional 
Total Allocation 
Twh Percentage 

12.417 8 6.3 8% 
12.512 86.30% 
12.302 88.45% 
12.416 88.36% 
12.168 9 1.03% 
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UNWIND SURCREDIT 

APPLICABILITY 

To all sales under Big Rivers Electric Corporation’s (“Big Rivers”’) Monthly Delivery Point 
Rate to Members as set forth in Section C.4 and Big Rivers Industrial Customer Rate as set forth 
in Section C.7 of Big Rivers’ Rate, Rules and Regulations. 

AVAILABILITY 

This Unwind Surcredit (US) schedule is a rider for application to non-Smelter wholesale sales by 
Big Rivers Electric Corporation (Big Rivers) under Section C.4 and Section C.7. The funding 
for the Unwind Surcredit is made available through the Surcharge provisions of the Smelter 
Agreements at Sections 4.1 1. 

DEFINITIONS 

“Members” are Jackson Purchase Energy Corporation, Kenergy Corp. (“Kenergy”), and Meade 
County Rural Electric Cooperative Corporation. 

“Smelters” are the aluminum reduction facilities of Alcan Primary Products Corporation and 
Century Aluminum of Kentucky General Partnership, as further described under the Wholesale 
Smelter Agreements. 

“Smelter Agreements” tire the ttvo Wholesale Electric Service Agreements each dated as of 

Smelter. 
, 2008, between Big Rivers and Kenergy with respect to service by Kenergy to a 

(1) The billing amount computed for all non-smelter wholesale sales to which this US is 
applicable shall be decreased at a rate per kWh in accordance with the following formula: 

US = Surcredit + Actual Adjustment + Balance Adjustment 

W e r e  

Surcredit is the per kWh factor calculated by dividing (a) the estimated Surcharge value for 
the upcoming calendar year (or for remaining months in the current calendar year for the 
initial implementation of this Unwind Surcredit) by (b) Big Rivers’ estimated non-smelter 
sales (NSS) to its Members for the corresponding calendar year. The Surcredit factor shall 
be re-determined annually with an effective date of January 1 of each calendar year. 

Actual Adjustment is an adjustment which compensates for the difference between (a) the 
amount returned to Members through the application of the Surcredit factor and (b) the 
Surcharge amounts paid by the Smelters during the preceding calendar year as adjusted for 
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any over- or under-recoveries as specified in the Smelter Agreements. The Actual 
Adjustment factor shall be re-determined annually with an effective date of April 1 of each 
calendar year. 

Balance Adjustment is an adjustment that compensates for any over- or under-recoveries 
through application of the previous Actual Adjustment and previous Balance Adjustments. 
The Balance Adjustment factor shall be re-determined annually with an effective date of 
July 1 of each calendar year. 

(2) The estimated Surcharge value is the annual payments that Big Rivers expects to receive 
from the Smelters during the upcoming calendar year in accordance with the Wholesale 
Smelter Agreements at Sections 4.1 1. 

(3) Non-Smelter Sales (NSS) shall be the estimated kilowatt-hour sales for the upcoming 
calendar year made at wholesale by Big Rivers to its Members under Section C.4 and 
Section C.7, including the Large Industrial Rate, for resale to Kentucky ratepayers 
specifically excluding all sales for resale to the Smelters. 

(4) The applicability of the US shall terminate when the funds provided under Sections 4.1 1 of 
the Wholesale Smelter Agreements are exhausted. 



Exhibit WSS-9 



tu 
g s  
N g. 

2 
co 

rl 

0 ul 
? 
m 

m 
d 
0 

8 

Lo 

0 

W 
0 
0 
N 

0 
N 
rl 

4- 



Exhibit 



US Factor (1 ) 

Exhibit WSS-10 
Page 1 of 3 

BIG RIVERS ELECTRIC CORP 

UNWIND SURCREDIT SCHEDULE 

Current Month : 

Surcharges "Surcharge( rn)" (Surcharge Schedule) 

Non-Smelter Sales "NSS(rn)" (Sales Schedule) 
- (+) - ------ -- - ---------- I___- 

KWH 

Note: (I) Five decimal places in dollars for normal rounding. 

Effective Date for Billing: 

I KWH 

Submitted by .-I___- 

Title: 
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BIG RIVERS ELECTRIC CORP 
UNWIND SURCHARGES 

Current Month: 

Surcharges Collected From Smelters Under Smelter Agreements 

Section 4.11(a) 

Section 4"11.(h) 

Section 4.11(c) 

Total Surcharges Collected From Smelters "Surcharge( m)" 
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BIG RIVERS ELECTRIC CORP 

NON-SMELTER SALES SCHEDULE ( W H )  

Current Month: 

Non-Smelter Sales to Members 

Kenergy 

Meade County 

Jackson Purchase 

Total Non-Smelter Sales "NSS(m)") 
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REBATE ADJUSTMENT 

APPLICABILITY: 

Applicable in all territory served by Big Rivers’ Member Cooperatives. 

AVAILABILITY : 

Available pursuant to Section A.7. of this tariff for electric service provided by Big 
Rivers to its Member Rural Electric Cooperatives for all Rural Delivery Points and Large 
Industrial Customer Delivery Points, served under Rate Schedule C.4.d. and Rate 
Schedule C.7., respectively. 

DEFINITIONS 

“Members” are Jackson Purchase Energy Corporation, Kenergy Corp. (“Kenergy”), and 
Meade County Rural Electric Cooperative Corporation. 

“Smelters” are the aluminum reduction facilities of Alcan Primary Products Corporation 
and Century Aiuminurn of Kentucky General Partnershrp, as further described under the 
Wholesale Smelter Agreements. 

“Smelter Agreements” are the two Wholesale Electric Service Agreements each dated as 
of 
Kenergy to a Smelter. 

-, 2008, between Big Rivers and Kenergy with respect to service by 

In the event that there is a Rebate to the Smelters during a fiscal year under Section 4.9 of 
the Smelter Agreements, then Big Rivers, subject to approval fkom its Board of Directors, 
may request Kentucky Public Service Commission (“Commission”) authorization to 
provide a cash rebate to its members pursuant to subsection 1 of KRS 278.455. The 
amount of a Rebate Adjustment, if any, will be the amount approved by order of the 
Commission. The Rebate Adjustment will be provided as a lump-sum credit to 
Members. Any rebate would be credited to the power bills to Members during a single 
month of the year. Rebates to Members shall be computed by allocating the total rebate 
amount to each Member system on the basis of total annuaI unadjusted billing Revenues 
received from each Member during the fiscal year for which the rebate amount was 
established. Big Rivers will apply to the Commission for authorization to provide a 
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rebate to Members within six months after the end of the fiscal year. The rebate would 
then be provided to Members upon receipt of Commission approval. 
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MEMBER RATE STABILITY MECHANISM (MRSM) 

APPLICABILITY: 

Applicable in all territory served by Big Rivers’ Member Cooperatives. 

AVAIL ABJLITY : 

Available pursuant to Section A.7. of this tariff for electric service provided by Big 
Rivers to its Member Rural Electric Cooperatives for all Rural Delivery Points and Large 
Industrial Customer Delivery Points, served under Rate Schedule C.4.d. and Rate 
Schedule C.7 ., respectively. 

DEFINITIONS 

“Members” are Jackson Purchase Energy Corporation, Kenergy Corp. (“‘Kenergy”), and 
Meade County Rural Electric Cooperative Corporation. 

“Smelters” are the aluminum reduction facilities of Alcan Primary Products Corporation 
and Century Aiuminum of Kentucky General Partnership, as M h e r  described under the 
Wholesale Smelter Agreements. 

“Smelter Agreements” are the two Wholesale Electric Service Agreements each dated as 
of 
Kenergy to a Smelter. 

, 2008, between Big Rivers and Kenergy with respect to service by 

MEMBER RATE STABILITY ECWANHSM (MRSM) 

Big Rivers will establish an Economic Reserve of $75 million, plus any additional 
amounts added at the time of closing the unwind arrangement with E.ON, which will be 
used to offset the effect of billing the FAC and Environmental Surcharge to non-Smelter 
sales, after taking into account the credits received from the Unwind Surcredit and the 
Rebate Adjustment. The Economic Reserve will be established as a stand-alone 
investment account, accruing interest. The MRSM will draw on the Economic Reserve 
to offset the monthly impacts of the FAC and Environrnental Surcharge on each non- 
Smelter bill, net of the credits received under the Unwind Surcredit and Rebate 
Adjustment. The MRSM will offset the total dollar inzpact of billings under the FAC and 
Environmental Surcharge & the total dollar amounts received under the Unwind 
Surcredit and a monthly pro-rata portion of any lump sum rebates provided under the 
Rebate Adjustment. 
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The amount of the MRSM credit provided to each member system during a month will 
each equal (i) the total dollar amount of FAC charges billed to the member during the 
month, p& (ii) the total dollar amount of Environmental charges billed to the member 
during the month, (iii) the total dollar amount of Unwind Surcredits credited to the 
member during the month, (iv) one-twelfth (1/12) of any rebates provided under the 
Rebate Adjustment during the current month or during any of the 11 preceding months; 
provided that the amounts subtracted in items (iii) and (iv) cannot exceed the total of 
items (i) and (ii), in whch case the monthly MRSM adjustment would be zero. 

If any portion of FAC or Environmental Surcharge costs are transferred to base rates, or 
if any portion of the FAC costs are transferred from base rates to the FAC, then the 
MRSM will account for any effect of the such transfers so that the Members will not see 
any impact on their bills, either positive or negative, of such transfers. 

The MRSM shall be no longer applicable and shall be withdrawn once the Economic 
Reserve is exhausted. During the last month of the MRSM, the amount remaining in the 
Economic Reserve will be prorated to each member on the basis of the total FAC and 
Environmental Surcharge charges applicable to non-Smelter sales less credits under the 
IJnwind Surcredits and less monthly prorated amounts under the Rebate Adjustment. 
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BIG RIVERS ELECTRIC CORP 

ECONOMIC RESERVE 

Current  Month : 

E c o n o m i c  R e s e r v e  a t  Beginning of Month 

Less: MRSM Amount  Credited During Month (from Page I) 

Plus:  Interest  Accrued During Month 

E c o n o m i c  R e s e r v e  a t  End of Month 
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