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To : Filing Department Date: March 30, 2009 
Public Service Cornmissioii 

Fax W: (502) 564-3460 Prrges: -1 1- including this cover sheet. 

From: Tyson Kamuf 

Subject: Big Riven Electric Corporation 

Confidentiality Note: The information contained in this facsimile rnessrrge is legally 
privileged and confidential infwmution intended only for the use of the individual or entity 
named below. If the rcader of this rucss~ge is not the intended recipient, you are hereby 
notified that any dissemination, distribution or copy of this message is strictly prohibited. 
If you have received this message in error, plewe immediately notify us by telephone and 
return the original message to us at the above address via the United States Postal Service. 

COMMENTS: 

If you have difficulty with this transmission, please contact Elaine lohnson at (270) 926-4000. 
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Jimc% M. Miller 
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AlcnK Holbrook 

R. Aticlwl Sullivan 

Bryrn R Rcynoldn 

Tyson A. Ksmuf 

h id:  \V Samcr 

C. B l l r ~ w r h  Mountjoy 

SUSW hhulro-Ccsrcr 

March 30,2009 

Via Facsimile and 
Federal Express 

Jeff Derouen 
Executive Director 
Public Service Commission 
21 1 Sower Boulevard, P.0,  Box 61 5 
Frankfort, Kentucky 40602-061 5 

Re: In the Matter ofi Notice and Application of 
Big Rivers Electric Corporation for a General 
Rate Adjustment in Rates, P.S.C. Case No. 2009-00040 

Dear Mr. Derouen: 

Enclosed on behalf of Big %vel-s Electric Corporation a e  an original and 
seven (7) copies of Big Rivers’ respoiise to the data request from the March 26,2009, 
hearing. I certifjr that 8 copy of this letter and a copy ofthe responses have been 
served on the attached service list. 

I Sincerely , 

Tpson. Kmuf  

TAUej 
Enclosures 

cc: Mark A. Bailey 
David Spainhoward 
Service List 

Tclsphonc (270) 326-4000 

Ib1ccopr:r (270) €E‘3.669+ 



M a l .  30 .  2009 3 : 0 8 P M  SMCM 

SERVICE LIST 
BIG 1UVERS ELECTRJC COKT-'ORATION 

PSC CASE NO. 2009-00040 

Hon. Dcnnis Howard 
Assistant Attorney General 
Office of the Attorney Generid 
Utility & Rate Tiitemention Division 
1024 Capital Center Drive, Suite 200 
Frankfort, KY 40601 -8204 

Michael L. Kurltz, Esq. 
Boehni, Kui-tz &z Lowly 
Suite 1510 
3G East Seventh Street 
Cincinnati, OH 45202 
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RIG RIVERS ELECTRIC C~ORPORATlONS RESPONSE TO THE INFORMATION 
REQUESTED AT THE MARCH 26,2009, HEARING 

PSC CASE NO. 2009-00040 
March 30, 2009 

Item I.) Please pyovide the test year other sales (arbityage) amount from which Big 

Rivers made its $3.8,889,357 pro fbmm adjustment. 

Response) At the March 26, 2009, heaxing, during cross examination of C. William 

Blackburn, Mr. Kurtz requested the actual number for Big Rivers’ historical test 

year other sales (arbitrage) from which Big Rivers had niacle its $18,889,357 pro 

forma adjustment contained in Exhibit Seelye.2 Schedule 1.1 1. Because Big River6 

separately had stated that it had used a proforma $32,151,607 net ah i t rage  

margin in Exhibit Seelye 2 Schedule 1.11, Mr. Kurtz stated that  Big Rivers sl-lould 

present an approximately $51,000,000 arbitrage amount for the historical test year. 

However, as explained I d o w ,  Exhibit Seelye-2 Schedule 1.11 also incorporates t h e  

pro forma adjustments ~eflecting differences in. the amounts of Big Rivers’ off- 
system power purchases for its native load, Accordingly, there is no $51,000,000 

figure and the below descyiption and attached schedule reconciles other sales 

(arbitmge) between the p o  forma and the historicd test year of December 1, 2007 

through November 30, 2008 

For purposes of clarification, the vmious pro furma adjustments as coiiipared to the 

histoyic test year are explained in line by line detail below. 

Lilies 1-17 present Big Rivers’ Electric Energy Revenue - Non-Tariff‘ Energy Sales 
(Accounts 447.171 - 447.299). Line 17, the total electric energy revenue, tracks line 

1 of Exhibit; Seelye-2 Schedule 1.11. As shown, lines 3-7 reflect sales volumes to the 

Smelters (as Tier 3) and to the general off-system maxket. Certain portions of the 

sales t o  the Smelters in the test year and the pro f b m m  were made as a Tier 3 pass- 
through fiom Southern Illinois Power Cooperative ?SIPC”>, nncl this LY reflected oil 

fine 5. The historical test year reflects a series of system sales tha t  were made by 

Big Rivers t o  the Smelters totaling 1,084,380 MWh. The pro forma reflects 

Item 1 
Page 1 of 7 
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BIG RIVERS ELECTRIC CORPORATIONS RESPONSE TO THE INFORMATION 
REQUESTED AT THE h”lARCH26,2009, HEARING 

PSC CASE NO. 2009-00040 
March 30, 2009 

increased sales to the Smelters for a total of 1,252,680 MWh. These pro forma 
Smelters sales, shown on line 4, include projected Tier 3 sales through the end of 

August at a weighted average of three contractually specified firm prices (a 

weekday 5-16 price, a weekend 2-16 price, and a 7-8 off-peak price). These sales 

also include a 30 MW ftilly intewuptible sale to the two Smelters at $44/&fWh. 

Market sales were 777,382 MWh in the historical test year but are projected to 

decline to 362,015 MWh in the p ~ o  forma adjustment as shown on line 6. 

Big Rivers projects reduced off-system market sales o n  line 6 for two principal 

reasons. The primary reason that off-system sales volumes are projected to  decline 

is a function of the forward power curve projections used in the p o  fbmia  

adjustment (the January 22, 2009 Forward Curve). During the  historical test year, 

Big Rivers was able t o  make a high volume of weekend and nighttime sales at times 

when its pyjce fyom E.ON was less than prevailing maxket prices. Due to  lower 

projected prices in the forward power curve projections (as discounted to reflect the 

non-firm nature of those sales), Big Rivers’ price from E.ON at tinies is projected to 

be higher than market and thus the eame level of weekend and nighttime volumes 

are not projected to be made in the pro forma. Recent experience has reflected the 

validity of these forward curves as Big Rivers curiw3tly is seeing non-fitin prices 

below $20/&1Wh. 

Second, 8s noted by Mr. Blackburn at the hearing, Big Rivers’ power portfolio 

includes its power purchases from E.ON and a n  existing allocation of power from 

the Southeastcmn Power Administration (“SEPA?. Although in the past Big Rivers’ 

SEPA entitlement was firm, it has been non-firm “run-of-the-river” for several years 

due to  problems that have been experienced at SEPA’s Wolf Cwek facilities. The 

ainount of SEPA power that Big Rivers receives is a limitation on the amount of 

Item 1 
Page 2 of 7 
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BIG RIVERS ELECTRIC CORPORATXONS RESPONSE TO THE INFORMATION 
REQUESTED AT THE MARCH 26,2009, HEARJNG 

PSC CASE NO. 2009-00040 
March 30, 2009 

power Big Rivers can sell offsystem RS well as being a limitation on what Big 

Riveys can schedule during its peak demand. For purposes of the pro forma, Big 

Rivers has included from SEPA the 30 year average run of'the river aiiiount it can 

expect. While Big Rivers has used this 30 year average as the closest approximation 

of the expected seaaonal and yearly variation in river flow, the actual amount that  

will flow in EL particular summer will fluctuate depending upon how wet the 

summer is. 

Lines 5 through 12 reflect the weighted average prices peri MWIi experienced in the 

historical test year as compared to  the pro fui-ma. As can be seen on line 9, the 

Smelter prices for Big Rivers' power remain roughly comparable, and reflect the 

differences between the terms actually incorporated in test year contracts as 

compayed t o  the prevailing terms in the 2009 contracts used in the  pro forma. For 

market sales, there is a decline in the weighted average price from $50.40/MWh to 

$37.11/niIWh as shown on line 11. This again is a function of'the January 22, 2009 

Forward Curve prices used, which gaizemlly show declining market prices as 

discounted to  reflect a view of' hourly non-€irm prices vs. forward curve pricing. 

Although the pro forma was based on January 22 Forward Curves, as MY. 
Blackburn noted a t  the hearing the  March projections now reflect an even lower 

forward power curve. 

Lines 13 through 17 display the projected arbitrage revenue (calculated as  the sales 

volunies in lines 4-7 inultiplied by the weighted average prices in $1MWh contained 

in lines 9.12). As can be seen, Smelter1 revenues increase by $4,035,826 in the pro 

forma adjustment. This reflects the assuinption that the Smelters will be served 

with Tier 3 power a t  the 2009 contract prices through the end of August, 2009 

However, it is worth noting that  the $56,503,223 of Smelter revenues shown in line 

Item 1 
Page 3 o f 7  
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BIG RIVERS ELECTRIC CORPORATIONS RESPONSE TO THE INFORMATION 
REQUESTED A?' THE MARCH 26,2009, HEARING 

PSC CASE NO. 2009-00040 
March 30, 2009 

14 for the pro forma includes revenues from 8 total of' 30 &/IW of fully interruptible 

7x24 sales to Alcan and Century, neither one of which is naw being taken du0 to 

reductions in produdion a t  the two smelters. Further, should the unwind 

trai-rsaction be abandoned earlier than the end of' June, the Tier 3 sales can be 

terminated 60 days thereafter, ancl thus sales a t  the contract price may not extend 

through the end of August as included in this pi-o f o m a .  

Line 16 shows that market sales revenues decline by $25,747,975 in the pro forma 
as  compared to the test year. This is B function of both the lower projected prices 

and the reduced volumefi explained above. The coinbiiiecl effect of the increased 

projected Snielter revenues and the decreased projected market revenues is a p m  

furma revenue reduction of $21,732,149, which amount was reflected on Exhibit 

Seelye-2, Schedule 1.11. 

Lines 18-22 present the derivation of Big Rivers' Other Operating Revenue and 

hcorne (Account 456) ancl the amount shown 01% line 22 for Other Operating 

Revenue and Income corresponds to Exhibit Soelye-2, Schedule 1.11. 

Line 23 then totals line 17 Total Electric Energy Revenue and line 22 Total Other 

Operating Revenue and Income to  present the Total Revenue. As shown, the pp%, 

forma adjustment in total revenue is $16,265,055 and txacku the amount reflected 

in line 4 of Exhibit Seelye-2, Schedule 1.11. 

Linea 24-29 reflect the $/MWh costs associated with making the sales to  the 

Smelters and the market and include purchased power cost, tnmsmissjon payments, 

and other costs associated with power supply such as the Aces Power PIarketing 

fees. These casts in terns  of $MWh show a slight increase on a combined weighted 

Item 1 
Page 4 of 7 
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PSC CASE NO. 2009-00040 
Maych 30, 2009 

average basis, from $26.27/R/IWh t o  $29.41/M\Vh. Lines 32-34 then apply this cost 

to  the MWh sales volumes in lines 4-6. Reduced market sales volumes mean 

reduced costs of $9,934,397, which offset the $3,801,138 increase in costs to mako 

sales t o  the Smelters. Lines 35 and 36 also include purchased gower costs from 

SEPA and. others for sales to the Members, and reflect p ~ o  fo~ ina  increases of 

$197,515 from SEPA and $3,768,525 from the  other power purchases. 

Big Rivers’ total purchased power cost is reflected on line 37, rind the $2,167,219 

adjustment corresponds with line 6 of fixhibit Seelye-2, Schedule 1.11. 

Lines 38 through 42 reflect Big Rivers’ Other Expenses (Account 557) for the 

Smelters, market sales, and memt-ters. The $5,194,427 adjustment shown on line 42 

corresponds to line 7 af Exhibit Seelye-2 Schedule 1.11, 

Lines 43 through 48 reflect Big Riveys’ Transmission of Electricity by Otheys 

(Account 565) for each of the Smelters, the mayket sales and the Members. The 

positive $402,906 adjustment shown on line 47 corresponds to  line 8 of Exhibit 

Seelye-2 Schedule 1.11, 

Line 48 reflects the total expenses reflected in lines 37, 42, and 47, and the negative 

$2,624,302 shown on line 48 reflects the amount shown in Exhibit Seelye-2 

Schedule 1.11 line 9. 

The total pru furma adjustment of a negative $18,889,357 is shown on line 49 and is 

the siini of the adjustments in total i’evenws from line 23 and total expenses from 

line 48. This coi*responds to  Exhibit Seelye-2 Schedule 1.1 1, line 10. 

Item 1 
Page 5 of 7 
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BIG RIVERS ELECTRIC CORPORATION’S RESPONSE TO THE INFORMATION 
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Rig Rivers’ net arbitrage margins are only part of the amounts shown on line 49. In  

order to calculate net arbitrage margins all adjustments relating to power 

~JUl.Cllasc?S made on behalf of the Membew must be backed out of the $18,S8QJ357 

negative pro forma adjustment shown on that line. This backing out is shown on 

lines 50 through 54, which reflect the net margirls for each of the Smelters, the 

Smelters’ SIPC pass through and the market. These numbers are calculated by 

subtracting the expenses shown in lines 32-34, 39-40 and 44-45 from the 

corresponding revenue8 shown in lines 14-16, As shown on line 51, Siiielter 

revenues remain fairly coiivtant ($655,169 difference) but market net margins 

decline by $15,649,862. Subtracting the calculated pro forma net arbitrage margin 

of $32,1a,607 from the calculated historical test year net arbitrage maxgin of 

$47,146,290 indicates a $14,994,683 negative pro hrma adjustment velating to 

arbitrage only. 

One last calculation ~ h o w u  the portion of‘ tho $18,889,357 negative pi70 fbpma 

adjustment shown in Exhibit Seelye-2 Schedule 1.11 that is attributable t o  changes 

in Big Rivers’ purchased power expense for its Pvhnbers. Big Rivers receives a fixed 

quantity of power from E.ON and a t  times when its Members’ power requii.ement8 

exceed the combined amount of power available from E.ON and SEPA Big Rivers 

must purchase power in the market. Due to  the previously described liiziitation on 

Big Rivers’ SEPA entitlements, Big Rivers projects increased power purchase costs 

in  the market to meet its Membeys’ needs, As shown on line 55, Big. Rivers projects 

an  iiicronse of $3,894,674 in its power purchases as compared to  the historical test 

year levels of those purchases. Adding this $3,894,674 negative p m  f o m m  

adjustment f o ~  power purchase costs to  the $14,994,683 negative pro forma 
ctdjustrnent for net arbitrage revenues yields the $18,889,357 negative pro forma 

adjustment used in Exhibit Seelye-2 Schedule 1.1 1. 

Item 1 
Page 6 of 7 
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1 

2 Witness) C. William Blackhurn 

Item 1 
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