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In the opinion of Orrick, Herrington & Sutcliffe LLP, Bond Counsel, based upon an analysis of existing laws, regulations, rulings and court
decisions, and assuming, among other matters, the accuracy of certain representations and compliance with certain covenants, interest on the
Bonds is excluded from gross income for federal income tax purposes under Section 103 of the Internal Revenue Code of 1954, as amended (the
“1954 Code "} and Title XIII of the Tax Reform Act of 1986, exa;lpt tha ro opinion is expressed as 1o the status of imerest on any Bond during
any that such Bond is held by a “substantial user” of facilities financed or refinanced by the Bonds or by a “related person” within the
meaning of Section 103(b)(13) of the 1954 Code. In the opinion of Bond Counsel, interest on the Bonds is nor a specific preference item for
oses of calculating the federal individual or corporate alternative minimum taxes, although Bond Counsel observes that such interest is
included in adjusted current earnings in calculating federal corporate alternative minimum taxable income. Interest on the Bonds is exempt
Jrom all present Kentucky personal and corporate income taxes. Bond Counsel expresses no opinion rega::dlng other tax consequences related

to the ownership or disposition of; or the accrual or receipt of interest on, the Bonds. See “T. TTERS.
383,300,000
COUNTY OF OHIO, KENTUCKY

Pollution Control Refunding Revenue Bonds, Series 20104
(Big Rivers Electric Corporation Project)
Dated: Date of Delivery Due: July 15, 2031

The County of Qhio, Kentucky (the “County”™), Pollution Contro] Refunding Revenue Bonds, Series 2010A (Big Rivers Electric
Corporation Project) (the “Bonds”™) are limited obligations of the County, payable solely out of the Receipts and Revenues (as defined herein) of
the County received under the Financing Agreement (as defined below) and certain other funds pl therefor under the Bond Indenture (as
defined herein), and do not constitute a debt of the County within the meaning of any constitutional or statutory limitation. The Bonds are not
general obligations of the County and do not constitute nor give rise to a pecuniary liability of the County or a charge against its general credit or

i ers. The Receipts and Revenues received by the County include payments cient to pay in full the principal of and interest on the

when due, to be made by, ./—‘—
BioRivers

ELECTRIC CORPORATION
Your Touch Enesgy” Coop g?(

The proceeds from the sale of the Bonds will be used to refund the entire mmdmmg“ﬂanDfﬂmComty'sPouuﬁon
Control Refunding Revenue Bonds, Series 2001A (Big Rivers Electric Corporation Project), Periodic Auction Reset Securities (PARSS™) (the
“Refunded Bonds™). The Refinded Bonds were issued to refund bonds previously issued by the County to finance a portion of Big Rivers’ cost
of certain pollution control and solid waste disposal facilities at Big Rivers’ D.B. Wilson Plant Unit No. 1, a coal-fired steam electric generating
plant located within the geographical boundaries of the County.

In connection with the issuance of the Bonuds, the County and Big Rivers will enter into a loan agreement (the “Financing Agreement™)
with respect to the Bonds under which the County will loan to Big Rivers funds equal to the principal amount of the Bonds, and Big Rivers will
be obligated to repay such loan in amounts equal to the principal and interest payments relating to the Bonds when due. Big Rivers’ loan
repayment obligaﬁons will be evidenced by a note of Big Rivers, which will be an obligation under Big Rivers’ Mortgage Indenture (as defined
heren), secured equally and ratably with other Montgage Indenture Obligations (as defined herein) by a mortgage lien on substantially all of the
owned tangible and certain of the intangible assets of Big Rivers, subject to certain exceptions and exclusions as described herein.

U.S. Bank National Association is the Trustee, Paying Agent and Registrar under the Bond Indenture, and the trustee under Big Rivers’
Mortgage Indenture.

The Bonds are subject to optional redemption, as described herein.

Amount Interest Rate Price CUSIP
583,300,000 6.00% 100.00%  677288AG7T

The Bonds will be issued in fully-registered form and will be registered in the name of Cede & Co., as nominee of The Depository
Trust Company, New York, New York (“DTC"). DTC will act as securities depository for the Bonds and purchases of beneficial ownership
interests in the Bonds will be made in book-entry only form. The Bonds will be issued in initial denominations of $5,000 or in any integral
multiple thereof, Actual purchasers of the beneficial ownership interests in the Bonds will not receive certificates representing their interest in
such . Semiannual interest on the Bonds is payable on January 15 and July 15, commencing on January 15, 2011. So long as Cede & Co.
is the registered owner, references herein to the holder or registered owner of the Bonds, including for the purpose of receiving notices under the
Bond Indenture, shall mean Cede & Co., and shall not mean such beneficial owners. So long as Cede & Co. or another nominee of DTC is the
registered owner of the Bonds, payments of the principal of and premium, if any, and interest on the Bonds will be made directly to DTC or its
nominee. Disbursement of such payments to participants in DTC is the responsibility of DTC and disbursement of such payments to beneficial
owners is the responsibility of those participants.

The Bonds are offered, subsequent to prior sale, when, as and if issued and accepted by Goldman, Sachs & Co. (the “Underwriter”),
subject to the approval of legality by Orrick, Herrington & Sutcliffe LLP, Bond Counsel. Certain legal matters in connection with the Bonds are
subject ta the approval of &%uherlmd Asbill & Brennan LLP, Counsel to the Underwriter. Certain legal matters will be passed upon for Big
Rivers by Sullivan, Mountjoy, Stainback & Miller PSC, General Counsel for Big Rivers. Certain legal matters for the County will be passed
upon by Greg Hill, Esq., counsel to the County. It is expected that delivery of the Bonds will be made on or about June 8, 2010.

Goldman, Sachs & Co.

May 27, 2019
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No dealer, broker, salesperson or other person has been authorized to gwe any information or to
make representations, other than as contained in this Offering Statement, and if given or made, such other
information or representations must not be relied upon. This Offenng Statement does not constitute an
offer to sell or the solicitation of an offer to buy, nor shall there be-any sale of the Bonds by any person, in
any jurisdiction in which it is unlawful for such person to make such offer, solicitation or sale.

The information set forth herein has been furnished by Big Rivers and includes information
obtained from other sources, all of which are believed to be reliable. The information and expressions of
opinion herein are subject to change without notice-and néither the delivery of this Offering Statement nor
any sale made hereunder shall, under any circumstances, create: any implication .that there has been no
change in Big Rivers’ affairs or the affairs of the County. Such information and expressions of opinion
are made for the purpose of providing information to prospecnve investors and are not to be used for any
other purpose or relied on by any other party.

The Underwriter has provided the following sentence. for inclusicn in this Offering Statement:
The Underwriter has reviewed the information in this Offering Statement.in accordance with, and as part
of, its responsibilities to investors under-the federal ‘securities ‘laws as :applied to the facts and
circumstances of this transaction, but the Underwriter does not guarantee the accuracy or completeness of
such information. . : .

IN CONNECTION WITH THE OFFERING OF THE BONDS, THE UNDERWRITER MAY
OVERALLOT OR EFFECT TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE MARKET
PRICE OF SUCH BONDS AT LEVELS ABOVE THOSE WHICH MIGHT OTHERWISE PREVAIL
IN THE OPEN MARKET. SUCH STABILIZATION, IF COMMENCED, MAY BE DISCONTINUED
AT ANY TIME.

IN MAKING AN INVESTMENT DECISION,;INVﬁSTORS MUST RELY ON THEIR OWN
EXAMINATION OF THE COUNTY AND BIG RIVERS AND THE TERMS OF THE OFFERING OF
THE BONDS, INCLUDING THE MERITS AND RISKS INVOLVED.

THE SECURITIES OFFERED HEREBY HAVE NOT BEEN REGISTERED WITH OR
RECOMMENDED BY ANY FEDERAL OR STATE SECURITIES COMMISSION OR
REGULATORY AUTHORITY. FURTHERMORE, NO SUCH COMMISSION OR REGULATORY
AUTHORITY HAS CONFIRMED THE ACCURACY OR DETERMINED THE ADEQUACY OF
THIS DOCUMENT. ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE.

THIS OFFERING STATEMENT CONTAINS FORWARD-LOOKING STATEMENTS. IN
THIS RESPECT, THE WORDS “MAY,” “WILL,” “FORECAST,” “ESTIMATE,” PROJECT,”
“ANTICIPATE,” “EXPECT,” “INTEND,” “BELIEVE” AND SIMILAR EXPRESSIONS ARE
INTENDED TO IDENTIFY FORWARD-LOOKING STATEMENTS. SUCH STATEMENTS ARE
BASED ON THE CURRENT EXPECTATIONS OF THE PARTY MAKING SUCH STATEMENTS
AS WELL AS ASSUMPTIONS MADE BASED ON THE INFORMATION CURRENTLY
AVAILABLE TO SUCH PARTY. A NUMBER OF IMPORTANT FACTORS AFFECTING OUR
BUSINESS AND FINANCIAL RESULTS THAT COULD CAUSE ACTUAE RESULTS TO DIFFER
MATERIALLY FROM THOSE STATED IN THE FORWARD-LOOKING STATEMENTS ARE
DISCLOSED IN THIS OFFERING STATEMENT. FOR ADDITIONAL FACTORS THAT COULD
AFFECT THE VALIDITY OF OUR FORWARD-LOOKING STATEMENTS, YOU SHOULD READ
THE SECTIONS ENTITLED “RISK FACTORS” AND “RATE AND ENVIRONMENTAL
REGULATION” HEREIN. IN LIGHT OF THESE AND OTHER RISKS, UNCERTAINTIES AND
ASSUMPTIONS, ACTUAL EVENTS OR RESULTS MAY BE MATERIALLY DIFFERENT FROM
THOSE EXPRESSED OR IMPLIED IN THE FORWARD-LOOKING STATEMENTS IN THIS

il




OFFERING STATEMENT, OR MAY NOT OCCUR. NEITHER WE NOR THE COUNTY HAVE
ANY OBLIGATION TO PUBLICLY UPDATE OR REVISE ANY FORWARD-LOOKING
STATEMENT, WHETHER AS A RESULT OF NEW INFORMATION, FUTURE EVENTS OR
OTHERWISE.
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SUMMARY

The following summary contains information about Big Rivers Electric Corporation (“Big
Rivers”; as used in this Offering Statement, “we,” “us” and “our” also refer to Big Rivers), the County
of Ohio, Kentucky (the “County”), the offering and the terms of the Bonds (as defined herein) that we
believe is important. You should read this entire Offering Statement, including our financial
statements and the accompanying notes in Appendix A and our Members’ (as defined herein)
information in Appendix B, for a complete understanding of our operations, the offering and the

Bonds.

County of Ohio

Big Rivers Electric Corporation.............

The County, located in western Kentucky, is a public body
corporate and politic duly created and existing as a county and
political subdivision under the Constitution and laws of the
Commonwealth of Kentucky. The County was and is
authorized and empowered by law, including particularly the
provisions of the Industrial Building Revenue Bond Act
(Sections 103.200 through 103.285, inclusive) of the
Kentucky Revised Statutes, as amended (the “Act”), to finance
certain pollution control and solid waste disposal facilities,
including the Facilities as described below, and to enter into
and perform its obligations under the Financing Agreement
and the Bond Indenture (each, as defined herein). Except for
the information in this paragraph and the information solely
with respect to the County under the captions “COUNTY OF
OHIO, KENTUCKY” and “LITIGATION - Litigation
Involving the County” the County did not participate in the
preparation of this Offering Statement and does not have or
assume any responsibility as to the accuracy or completeness
of any information berein, all of which information has been
furnished by others.

We were formed in 1961 as a not-for-profit generation and
transmission (“G&T”’) cooperative corporation. We are based
in Henderson, Kentucky, and are principally engaged in the
business of providing wholesale electric service to our three
member electric distribution cooperatives. The Members (as
defined herein) of Big Rivers are local consumer-owned
distribution cooperatives providing retail electric service on a
not-for-profit basis to their customers, who are their members.
The customer base of our Members generally consists of
residential, commercial and industrial consumers, including
two large aluminum smelters (the “Smelters”), within specific
geographic areas. The Members provide electric power and
energy to customers located in portions of 22 western
Kentucky counties. See “BIG RIVERS ELECTRIC
CORPORATION,” “THE SMELTER AGREEMENTS” and
APPENDIX E - “SUMMARY OF CERTAIN PROVISIONS
OF THE SMELTER AGREEMENTS.”



Facilities

Securities Offered

Interest Payment Dates

Optional Redemption

Bond Indenture

Financing Agreement

The Note

Our principal office is located at 201 Third Street, Henderson,
Kentucky 42420. Our telephone number is (270) 827-2561.
Our website is www.bigrivers.com.

The pollution control facilities being refinanced are located at
Big Rivers’ D.B. Wilson Plant Unit No. 1 (the “Facilities”), a
coal-fired steam electric generating plant located within the
geographical boundaries of the County (the “Wilson Plant”) .

The Offering

Pollution Control Refunding Revenue Bonds, Series 2010A
(Big Rivers Electric Corporation Project), due July 15, 2031,
in the aggregate principal amount of $83,300,000 (the
“Bonds™).

The Bonds are limited obligations of the County, payable
solely from amounts received by the County from us under the
Financing Agreement and certain other funds pledged under
the Bond Indenture, and do not constitute a debt of the County
within the meaning of any constitutional or statutory
limitation. See APPENDIX D - “SUMMARY OF CERTAIN
PROVISIONS OF THE BOND INDENTURE.”

The Bonds will bear interest at 6.00 percent per annum, We
will pay interest on the Bonds semiannually on January 15 and
July 15 of each year, commencing January 15, 2011. See
“DESCRIPTION OF THE BONDS ~ General.”

On or after July 15, 2020, we may redeem the Bonds, in whole
or in part, prior to their stated maturity, at our option. See
“DESCRIPTION OF THE BONDS - Redemption of Bonds ~
Optional Redemption.”

The Bonds will be issued under a Trust Indenture, dated as of
June 1, 2010 (the “Bond Indenture™), between the County and
U.S. Bank National Association, as trustee (the “Trustee”).
See APPENDIX D - “SUMMARY OF CERTAIN
PROVISIONS OF THE BOND INDENTURE.”

We and the County will enter into a2 Loan Agreement, dated as
of June 1, 2010 (the “Financing Agreement™), with respect to
the Bonds under which the County will loan to us funds equal
to the principal amount of the Bonds. We will be obligated to
repay such loan in amounts equal to the principal and interest
payments relating to the Bonds when due. See APPENDIX C
- “SUMMARY OF CERTAIN PROVISIONS OF THE
FINANCING AGREEMENT AND THE NOTE.”

Our payment obligations under the Financing Agreement will
be evidenced by a note (the “Note”), which will be an
obligation under the Mortgage Indenture (as defined herein),
secured equally and ratably by a mortgage lien on
substantially all of our owned tangible and certain of our
intangible assets, subject to certain exceptions and exclusions.
See APPENDIX C - “SUMMARY OF CERTAIN

vi




Use of Proceeds

Tax Exemption

PROVISIONS OF THE FINANCING AGREEMENT AND
THE NOTE” and APPENDIX E - “SUMMARY OF
CERTAIN PROVISIONS OF THE MORTGAGE
INDENTURE.”

The proceeds from the sale of the Bonds will be used to refund
the entire outstanding principal amount of the County’s
Pollution Control Refunding Revenue Bonds, Series 2001A
(Big Rivers Electric chaomﬁon Project), Periodic Auction
Reset Securities (PARS™™) (the “Refunded Bonds™). See
“USE OF PROCEEDS.”

Under existing laws, regulations, rulings and court decisions,
and assuming, among other matters, the accuracy of certain
representations and compliance with certain covenants,
interest on the Bonds is excluded from gross income for
federal income tax purposes, except that Bond Counsel has
expressed no opinion as to the status of interest on any Bond
during any period that such Bond is held by a “substantial
user” of facilities financed or refinanced with the praceeds of
the Bonds or by a “related person” within the meaning of
103(b)(13) of the Internal Revenue Code of 1954, as amended.
Interest on the Bonds is exempt from all present Kentucky
personal and corporate income taxes. See “TAX MATTERS.”

Big Rivers Electric Corporation

Cooperative Principles

Recent Changes in Business Structure..

We are organized as a cooperative. A cooperative is a
business organization owned by its members, which also are
its customers. Cooperatives are created to provide goods or
services to their members on a not-for-profit basis. See “BIG
RIVERS ELECTRIC CORPORATION.”

In July 2009, we terminated an arrangement under which
Western Kentucky Energy Corp. (*“WKEC"), a wholly-owned
subsidiary of E.ON U.S. LLC (“E.ON”), had leased from us
all of the power supply resources we owned. Under this
arrangement, WKEC had assumed responsibility for the
operation of our generating facilities and for the operation of
Station Two (“Station Two”), two coal-fired units owned by
the City of Henderson though Henderson Municipal Power &
Light (“HMP&L") we previously operated. Under this
arrangement we purchased power from LG&E Energy
Marketing, Inc. (“LEM"), another wholly-owned subsidiary of
E.ON, to serve our Member load.

In July 2009, we terminated these arrangements. We again
operate all of our owned generating facilities and Station Two,
Further, the power sales agreement under which we previously
purchased power from LEM has been terminated. See “BIG
RIVERS ELECTRIC CORPORATION - Bankruptcy and
Subsequent Operation” and “GENERATION AND
TRANSMISSION ASSETS.” In connection with the
termination of these arrangements, we assumed responsibility
for supplying our Member, Kenergy Corp. (“Kenergy”), with

vii



Power Supply ReSORFCeS ....ccovosmscscacasuonse

Our Members

Wholesale Power Contracts cossessossccsss

approximately 850 MW of power that is necessary for
Kenergy to supply a portion of its contractual obligations to
the Smelters. See “THE SMELTER AGREEMENTS” and
APPENDIX F -- “SUMMARY OF CERTAIN PROVISIONS
OF THE SMELTER AGREEMENTS.”

Our power supply resources consist of 1,444 MW of owned
generation resources and up to an additional 390 MW
available to us under power purchase arrangements. See
“GENERATION AND TRANSMISSION ASSETS.”

Our generation resources consist of:

e 443 MW of net nameplate capacity from the Kenneth C.
Coleman Plant, a three unit, coal-fired steam electric
generating station located near Hawesville, Kentucky.

¢ 454 MW of net nameplate capacity from the Robert D.
Green Plant, a two unmit, coal-fired steam -electric
generating station located near Sebree, Kentucky.

° 417 MW of net nameplate capacity from the Wilson Plant,
a single coal-fired, balanced draft steamn electric
generating unit, located near Centertown, Kentucky on the
Green River.

e 130 MW of net nameplate capacity from the Robert A.
Reid Plant (the “Reid Plant”), located near Sebree,
Kentucky, which includes a 65 MW coal-fired steam
electric gemerating unit and a2 65 MW oil-or natural gas-
fired combustion turbine generating unit.

Our long-term power purchase arrangements consist of:

e  a power sales contract with HMP&IL which entitles us to
purchase up to 212 MW from HMP&L’s Station Two
through May 31, 2010, a coal fired generating plant,
which we operate. Beginning June 1, 2010, our capacity
share will decrease to 207 MW.

e a power purchase agreement with the Southeastern Power
Administration (“SEPA”) which entitles us to purchase up
to 178 MW. We normally use our entitlement under this
contract for peaking; however, as a result of problems
with certain dams, our capacity entitlement has been
suspended and we currently are receiving only energy
under this arrangement.

Our Members are Kenergy, Meade County Rural Electric
Cooperative Corporation (“Meade™) and Jackson Purchase
Energy Corporation (“Jackson Purchase”, and collectively
with Kenergy and Meade, our “Members”). See “OUR
MEMBERS.”

Each of Meade, Jackson Purchase and Kenergy is party to a
wholesale power contract with us (the “All Requirements

viii




Smelter Agreements

Security for the Bonds

Rate Covenant

Contracts”). The All Requirements Contracts provide that we
are obligated to sell and deliver to the Member, and the
Member is obligated to purchase and receive from us, all the
electric power and energy which the Member requires for the
operation of the Member's system, except Kenergy’s
requirements for the Smelters, to the extent that we have
power and energy and facilities available. Each contract
extends through December 31, 2043.

In addition to the All Requirements Contracts, we and
Kenergy are parties to two wholesale electric service
agreements (the “Smelter Agreements”) under which we
provide approximately 850 MW of power which is necessary
for Kenergy to supply a portion of its contractual obligations
to the Smelters. The Smelter Agreements terminate on
December 31, 2023; however, they are terminable upon
various conditions with one year’s notice to Kenergy and us.
Kenergy’s obligations to purchase electric service from us to
serve the Smelters are exceptions to the “all requirements”
obligations in Kenergy’s All Requirements Contracts. See
“THE SMELTER AGREEMENTS” and APPENDIX F —
“SUMMARY OF CERTAIN PROVISIONS OF THE
SMELTER AGREEMENTS.”

Our Mortgage Indenture

The Note will be secured equally and ratably with all our other
obligations issued under the Indenture dated as of July 1,
2009, as supplemented and amended (the “Mortgage
Indenture”), between us and U.S. Bank National Association,
as trustee (the “Mortgage Indenture Trustee”). Obligations are
secured under the Mortgage Indenture by a mortgage lien on
substantially all of our owned tangible and certain of our
intangible properties, including our electric generation and
transmission facilities and certain of our contracts relating to
the purchase, sale or transmission of electricity of more than
one year in duration and relating to the ownership, operation
or maintenance of electric generation, transmission or
distribution facilities owned by us, but excluding certain
exceptions set forth in the Mortgage Indenture. The lien of the
Mortgage Indenture also extends to revenue generated from
the sale or transmission of electricity under certain of these
contracts. See APPENDIX E - “SUMMARY OF CERTAIN
PROVISIONS OF THE MORTGAGE INDENTURE.”

The Mortgage Indenture obligates us to establish and collect
rates that, subject to any necessary regulatory approvals, are
reasonably expected to yield “Margins for Interest” equal to at
least 1.10 times our total “Interest Charges” for each fiscal
year on debt secured under or prior to or on a parity with the
lien of the Mortgage Indenture.

See “MANAGEMENT’S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF



Additional Obligations

Limitation on Distributions to
Members

OPERATIONS - Cooperative Operations — Coverage Ratios.”
For the definitions of “Margins for Interest” and “Interest
Charges,” see APPENDIX E - “SUMMARY OF CERTAIN
PROVISIONS OF THE MORTGAGE INDENTURE -
Covenants.”

As long as we are in compliance with the financial test
required under the Mortgage Indenture relating to Margins for
Interest, we may issue additional indebtedness or other
obligations under the Mortgage Indenture. The amount of
additional obligations we may issue is based on the amount of
specified property additions that have been certified to the
Mortgage Indenture Trustee, the principal amount of
Mortgage Indenture Obligations previously retired or
defeased, and deposits of cash and certain securities
previously made with the Mortgage Indenture Trustee, among
other things. See APPENDIX E - “SUMMARY OF
CERTAIN PROVISIONS OF THE MORTGAGE
INDENTURE -- Additional Mortgage Indenture Obligations.”

The Mortgage Indenture prohibits us from making any
distribution, including any dividends, or payments of, or
retirements of, patronage capital to our Members if at the time
of or as a result of such distribution:

e we are in default under the Morigage Indenture;

e our aggregate margins and equities as of the end of our
most recent fiscal quarter would be less than 20% of our
total long-term debt and equities; or

e the aggregate amount expended for all distributions on or
after the date on which our aggregate margins and equities
first reached 20% of our long-term debt and equities shall
exceed 35% of our aggregate net margins earned after
such date. See “APPENDIX E - SUMMARY OF
CERTAIN PROVISIONS OF THE MORTGAGE
INDENTURE ~ Covenants.”

Notwithstanding the foregoing and so long as we are not in
default under the Mortgage Indenture, we may declare and
make distributions at any time if, after giving effect thereto,
our aggregate margins and equities as of the end of our most
recent fiscal quarter would have been not less than 30% of our
total long-term debt and equities as of such date.

As of December 31, 2009, our equity to total capitalization
ratio was 31%, and we could have distributed approximately
$21.8 million to our Members under the criteria described
above,




SUMMARY FINANCIAL DATA

The summary financial data below present selected historical information relating to our financial
condition and results of operations. Summary financial data for the three months ended March 31, 2010
that are presented below are unaudited, and reflect all adjustments that we consider necessary (consisting
of normal recurring accruals) for a fair presentation of such data. The Balance Sheet data as of
December 31, 2009 and 2008 and the Statement of Operations data for years ended December 31, 2009,
2008 and 2007 were derived from our audited financial statements included in APPENDIX A. The
Balance Sheet data as of December 31, 2007 and the Statement of Operations data for the years ended
December 31, 2006 and 2005 were derived from our audited financial statements for those years. You
should read the information contained in this table together with our financial statements, the related notes
to the financial statements and the discussion of this information in “MANAGEMENT’S DISCUSSION
AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS” included in this
Offering Statement.

Three Montbs Ended Years Ended December 31,
March 31, 2010 2009 2008 2007 2006 2005
(in thousands) (in thousands)
Statement of Operations Data:
$137,194 $373,360 $273,181 $329,870 $258,588 $248,955
115,642 317,668 178,542 231,836 170,260 168,196
Electric Operating Margins....... 21,552 55,692 94,639 98,034 88,328 80,759
Interest Expense and Other... 12,123 63,207 79,578 70,954 70,370 68,872
Non-operating margin ......ocecvreee 102 538,845 12,785 20,097 16,584 14,456
Net margift c..oeocrnnerenes $ 9,531 £531,330 $ 272.816 $ 47,177 § 34,542 $ 26,343
As of March 31, As of December 31,
2010 2009 2008 2007
(in thousands, except ratios)
Balance Sheet Data:
Asgets;
Utility plant, net $1,081,552 $1,078.274 $ 912,699 $ 911,634
Other assets 407,563 427209 161,737 402,524
Total assets $1.489,115 $1,505,483 $1.074,436 $1,314,158
Equities and Liabilities:
Capitalizaion....cc.cveeirvennrenercns $1,204,808 $1,213,759 $ 832,747 $1.032,099
Current Liabilities ..........cconvnnree 66,863 67,165 78,091 68,187
Deferred Credits and other....... 217444 224,559 163,598 213,872
Total equitics and liabilities ... $1,489,115 $1,505,483 $1,074,436 $1.314,158
Other Financial Data:
Equity ratio™.......coveeecrcrneeccriines 2% 31% ~19% -17%
Margins for Interest ratic® ™ ..... 1.78 9.87 1.45 1.64

(1) Our equity ratio is calculated by dividing total equity by total capitalization.

(2) Our Margins for Interest ratio is calculuted by dividing our Margins for Interest by Interest Charges, both as defined in the Mortgage
Indenture, We become subject to the Mortgage Indenture in 2009; prior to 2009, we did not have a required MFI Ratio (as defined herein),
The Mortgage Indenture obligates us to establish and collect mtes that, subjoct to any neccssary regulatory approvals, are reasonably
expocted 0 yield Margins for Interest equa) to ot Jeast 1.10 times our Interest Charges for each fiscal year. In addition, the Mortgage
Indenture requires 2 showing of our having met this requitement for certain historical periods as a condition for issuing additional obligations
under the Mortgage Indenture. Sce APPENDIX E - “SUMMARY OF CERTAIN PROVISIONS OF THE MORTGAGE INDENTURE ~
Covenants” and -~ Additional Mortgage Indenture Obligations.”

(3) See “MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS — Finaacial
Condition — As of March 31, 2016 for a discussion of our projected MFI Ratio for the year ending December 31, 2010,
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St INTRODUCTION

The purpose of this Offering Statement, which includes the cover page and Appendices hereto, is
to provide information in connection with the issuance and sale by the County of Ohio, Kentucky (the
“County”) of its Pollution Control Refunding Revenue Bonds, Series 2010A (Big Rivers: Electric
Corporation Project) in the aggregate principal amount of $83,300,000 (the “Bonds”). The Bonds will be
issued pursuant to the Constitution and laws of the Commonwealth of Kentucky, including particularly
the provisions of Kentucky Revised Statutes Sections 103.200 through '103.285, inclusive (the “Act”).
The Bonds will be issued under the terms and conditions of a Trust Indenture, dated as of June 1, 2010
(the. “Bond Indenture”), between the County and U.S. Bank National Association, as trustee (the
“Trustee™). The Bonds are being issued for the benefit of Big Rivers Electric Corporation (“Big Rivers”;
as ‘used in-this:Offering Statement, “we,” “us” and “our” -also refer to Big Rivers), a non-profit rural
electrical cooperative corporation organized and existing under the laws of the Commonwealth of
Kentucky. oo

USE OF PROCEEDS

-+ . The proceeds from the sale of the Bonds will be'used to refund the entire outstanding principal
amount of the-County’s Pollution Control Refunding Revenue Bonds, Series 2001A (Big Rivers Electric
Cotporation Project), Periodic: Auction Reset Securities (PARSSM) (the “Refunded Bonds™). The
Refimded Bonds were issued to refund certain bonds issued by the County to finance a portion of the
costs of certain pollution control and solid waste disposal.facilities (the “Facilities™) located at our D.B.
Wilson Plant Unit No. 1, a coal-fired steam electric generating plant located within the geogaphlcal
boundaries of the County (the “Wilson Plant”). See “MANAGEMENT’S D_ISCUSSION AND
ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS - Liquidity and Capital
Resources — Debt and Lease Obligations” for a discussion of the most recent auction of the Refunded
Bonds -

SECURITY FOR AND SOURCES OF PAYMENT
OF THE BONDS

Pledge of Funds, Note and Financing Agreement

.. The: Bonds are not general obligations of the County and do not constitute nor. give rise to a
pecuniary liability of the County. or a charge against its géneral credit or taxing powers. The Bonds shall
niot constitute ‘an indebtedness.of the County within the meaning.of the. Constitution of Kentucky, but
shall be payable solely out of the amounts payable under the Financing Agreement (as defined herein) by
us to the.County, such amounts being equal to an:amount. sufficient to pay the principal and interest
pdyments relating to the Bonds when due, and certain other funds pledged therefor under the Bond
Indenture (“Receipts and Revenues™). See APPENDIX D — “SUMMARY ‘OF CERTAIN PROVISIONS
OF THE BOND INDENTURE.”

In connection with the issuance of the Bonds, we will enter into a Loan Agreement, dated as of
June 1, 2010 (the “Financing Agreement”), with the County, under which the County will loan the
proceeds of the Bonds to us for the purpose of paying the principal amount of the Refunded Bonds upon
their redemption, and we.will make loan repayments equal to the principal of and. interest on the Bonds
when due. To evidence and secure our obligation to repay such loan, we will issue a note with respect to
the Bonds, dated the date of issuance of the Bonds (the “Note™). The Note will be issued-as a parity
obligation .under our Indenture, dated as of July 1, 2009, as supplemented and amiended (the “Mortgage
Indenture™), .between us and U.S. Bank National Association, as trnistee (the “Mortgage Indenture
Trustee™). . For a description of certain material terms and conditions of the Mortgage Indenture, see



APPENDIX E - “SUMMARY OF CERTAIN PROVISIONS OF THE MORTGAGE INDENTURE.”
The Financing Agreement provides that we will make the payments under the Note dwectly to the Trustee
for the account of the County -

' The payment of pnncnpal of and interest on the Bonds- w1ll be secured bya pledge by the County
to the Trustee, for the benefit of the holders of such Bonds, of (i) the amounts required to be deposited in
the Bond Fund, established under the Bond Indenture, including investments made with such amounts
and the proceeds thereof,-(ii) the County’s right, title and interest in and to the Note and payments
thereon, (iii) the County’s right, title and interest in and to the Receipts and Revenues, all subject to the
provisions of the Bond Indenture permitting the application of funds for the purposes and on the terms
and conditions set forth in the Bond Indenture and (iv) any and all property which may frofii time to time
be sold, transferred, conveyed, assigned, hypothecated, endorsed, deposited, pledged, mortgaged, granted

or delivered to, or deposited with, the Trustee as additional security under the.Bond Indenture by the
County or anyone on its behalf as such additional security.

Security for Payment of the Mortgage Indenture Obligations

. . The Note will be secured equally and ratably with all our other obligations issued under the
Mortgage Indenture (each a “Mortgage Indenture Obligation,” and collectively, “Mortgage Indenture
Obligations™) by a mortgage lien on substantially all of our owned tangiblé and certain: of our intangible
assets, including our electric generation and transmission facilities-and certain of our contracts relating to
the purchase, sale or transmission of electricity of more than one year in-duration and relating to the
ownership, operation or maintenance of electric generating, transmission or distribution facilities owned
by us, but excluding certain exceptions set forth in the Mortgage Ihdenture.

The lien of the Mortgage Indenture is subject to.certain pcnmtted exce:ptxons set forth in the
Mortgage Indenture. The Mortgage Indenture contains provisions subjecting all of our after acquired
property, other than certain exceptions set forth in the Mortgage Indenture, to the lien thereof. See
APPENDIX E - “SUMMARY OF CERTAIN PROVISIONS OF THE MORTGAGE INDENTURE.”

RISK FACTORS

The following is a discussion of certain risks that could affect payments to be made with respect
to the Bonds or the market value of the Bonds. :This discussion is not exhaustive, should be read in
conjuriction with all other parts of this Offering Statement,. and should not be considered a complete
description of all risks that could affect such payments or the rharket value: of the Bonds. - Prospective
purchasers. of the Bonds should analyze carefully the information contained in this Offering Statement,
including the Appendxces hereto, and additional information in the form of the complete documents
summarized -herein, copies of which are available as descnbed in thss Oﬁ‘enng Statement. See
“AVAILABLE INFORMATION.” . :

A stgmﬂamt portion of our anticipated gross revenmues and retail load af one af our Members,
Kenergv, is related to serving the Smelters

Approxmatcly 57% of our total retail load demand and 75% of the energy of one of our
Members; Kenergy, is represented by two aluminum smelters: Alcan Primary Products Corporation
(“Alcan”), an indirect subsidiary of Alcan Aluminum Corporation, and Century Aluminum of Kentucky
General Partnership (“Century™), a wholly-owned subsidizry of Century Aluminum Company. Alcan and
Centuxy are referred to herein as the “Smelters.” . Kenergy supplies each Smelter under a retail  electric
service agreement and passes through the payments made thereunder to us, except for. a retail fee that
Kenergy retains. Such pass through payments by Kenergy are expected to comprise 61.5% of our gross




revenue in 2010. Both retail electric service agreements provide that if a Smelter plans to discontinue its
smelting operations, it may terminate the retail electric service agreement with one year notice. * Alcan
and Century typically use nearly 368 MW and 482 MW per hour, respectively, and operate 24 hours per
day and seven days a week. One Century potline constituting approxxmately' 100 MW is currently shut
down and we have not been given a schedule for it returning to service. While we are not aware of any
plan of either Smelter to discontinue its operations, if one or both were to do so, we would have a large
amount of surplus energy that may be difficult to sell economically. This possibility is especially-a
concern until we complete our planned upgrade to our transmission lines as discussed herein to allow us
access to a broader number of third-party purchasers. See “THE SMELTER- AGREEMENTS” and
APPENDIX F - “SUMMARY OF CERTAIN PROVISIONS OF THE SMELTER AGREEMENTS ”

Oar rates and service and those of our Members are subject to state regulatwn

Our rates and service and those of our Members are subject to regulation by the Kentucky Pubhc
Service Commission (“KPSC”). Among other powers, Kentucky law authorizes the KPSC to (i) approve
our rates and those of our Members as “fair, just and reasonable,” (ii) regulate construction of new
generation and transmission facilities by issuing certificates of public convenience and necessity, (iii)
approve changes in ownership or control of us through sales: of assets' or otherwise, (iv) approve the
issuance or assumption of any securities or evidence of indebtedness, other than to the United States of
America acting through the Rural Utilities- Service (“RUS"), and (v) administer the state laws assigning
each jurisdictional electric distribution utility the exclusive right to provide retail electric service wﬂhm
specxﬁed geographic boundaries. - The KPSC has approved the issuance of the Bonds. ‘

We and our Members may-only charge rates: that are. approved by the: KPSC When we ﬁle a
schedule stating new rates with the KPSC, the KPSC may suspend the effective date of that new rate
schedule for five or six months, depending upon the methodology we employ to support the new rate
schedule. If the proceeding to review the new rate schedule has not been concluded and an order made at
the expiration of the suspension period, we may place the new rate schedule in effect, subject to refund if
the rates eventually approved by the KPSC are lower than rates in the rate schedule we placed into effect.
By law, the KPSC must issue a final decision not later than ten months after we file a new rate schedule.
We are entitled to demand, collect and receive fair, just and reasonable rates for the services we render,
although we'and the KPSC may disagree about what constitutes fair, just and reasonable rates. If we are
dissatisfied with an order of the KPSC, we may appeal that order through the Kenticky court system.
Any-denial by the KPSC or delay in recovery of any portion of our requested rates: could have a-material
negative impact on our Members’ or our future operating results, financial condition or liquidity. - ’

Regulations governing climate change may adversely ajfect our aperatwns and ﬁnanaal peifommnce

Federal and state laws may be enacted that would hmlt or impose addmonal costs related to
emissions of carbon dioxide (“CO,”) and other greenhouse gases (“GHG™). Several bills have been
introduced in the current Corigress to reduce GHG emissions,-including imposing federal GHG emission
caps and a federal renewable energy portfolio standard. One such bill was passed: by the Housé .of
Representatives on June 26, 2009, and a separate bill is currently being considered by the Senate.
Furthermore, the ‘United’ States Environmental Protection Agency (the “EPA™):has taken action to
regulate GHG emissions under existing federal law. We cannot predict the outcome or potential impacts
of pending climate change legislation or regulations, but it is generally expected that  older conventional;
fossil-fueled generation facilities, such as our facilities, would be more adversely affécted by such laws or
régulations than newer facilities or facilities generating electricity from nucléar of refiewable fuels. In
addition, some- legislative proposals, such as the economic stimulus plan, may provide substantial
incentives to alternative energy development or limit the construction and operation of conventional
power generation facilities in ways that could adversely affect our business plans, revenues or operating



costs. See “RATE AND ENVIRONMENTAL REGULATIONS - Global Climate Change.”
Substantially all of our power supply resources come from fossil-fueled generation facilities. During
2009, resources that we own and operate emitted 19,100 tons of sulfur dioxide (“SO;™), 10,874 tons of
nitrogen oxide (“NO,”) and 25,000 tons of CO..

Regulations governing environmental issues may adversely affect our operations and future financial
performance

We are required to comply with numerous federal, state and local laws and regulations relating to
environmental protection. These laws and regulations change regularly, and new laws and regulations
could substantially increase our operating costs or require material capital expenditures. In response to
regulatory changes, a substantial portion of our facilities have, in the past decade, been retrofitted with
new pollution control equipment, including flue gas desulfurization and selective catalytic reduction
equipment. We have $30 million of planned environmental additions through 2013. Although we believe
that we have obtained all material environmental approvals currently required to own and operate our
currently operating facilities, we may incur significant additional costs to comply with these requirements
or with any new requirements that are added as laws change and new regulatory requirements are added.
Failure to obtain and maintain all required permits or to comply with environmental laws, regulations and
permits could have a material adverse effect on us, including potential civil or criminal liability and the
imposition of fines or expenditures of funds to bring our facilities into compliance. Delay in obtaining or
failure to obtain and maintain any environmental permits or approvals, or delay or failure to satisfy any
applicable environmental regulatory requirements, could hinder the operation of our existing facilities or
hinder the sale of energy from these facilities, all of which could result in significant additional cost to us.
In addition, private parties may object to the issuance of environmental permits or challenge our
operations under our permits. See “RATE AND ENVIRONMENTAL REGULATIONS -
Environmental Regulations.”

National or state renewable energy standards may increase our costs of operation and adversely affect
the utilization of current generation facilities

Although various bills have been introduced in the Kentucky legislature and in the U.S. Congress
that would require us to establish and obtain minimum amounts of clectric energy from renewable
resources, to date, no such legislation has been enacted. If we were required on the national or state level
to establish and obtain minimum amounts of electric energy from renewable resources, we would have to
purchase such energy and/or invest in renewable resources. Either alternative may result in higher costs
to our Members.

We must make long-term decisions involving substantial capital expenditures based on our current
projections of future conditions

Our decisions to develop new generation or transmission facilities, enter into long-term power
supply arrangements, or pursue other projects are based primarily on long-term forecasts of our
obligations to supply all or a portion of our Members’ power and energy requirements. We rely on our
forecasts to reliably predict factors affecting their requirements such as economic conditions, population
trends and actions by others in the development of their generation or transmission facilities. Even
though forecasts are less reliable the farther into the future they extend, we must make decisions today
based on forecasts often extending a decade or more into the future due to the long lead-time necessary to
develop and construct new generation and transmission facilities and the expected useful life of such
facilities.




- Our forecasts may vary significantly from actual events. As a result, we may fail to develop the
appropriate number or type of generation facilities, rely on technology that becomes less competitive, or
fail to install or upgrade transmission facilities in locations where they are needed. If we overestimate the
growth in our obligations to supply all or a portion of our Members’ power or energy requirements, there
is no assurance that the price of any surplus power or energy from the excess resources would be
economical or could be sold in the market without a loss. If we underestimate the growth in our
Members’ power or energy requirements, we may be required to purchase power or emergy at a cost
substantially above the cost we would have incurred to obtain the power or generate the energy from our
facilities. Projections regarding the continued growth of our Members’ power and energy requirements
and the extent of our obligations to serve them increases the potential risks to us if actual events dxﬁ'er
significantly from our forecasts.

Future availability and cost of credit may affect our financial results

We will need to access the credit and capital markets in the near future. Although we expect to
finance our capital expenditures with internally geverated funds, we have a series of pollution control
bonds outstanding in the principal amount of $58.8 million maturing in 2013 that we expect to refinance.
In addition to the generally level debt service on the RUS Series A Note, we :are obligated to make
additional principal payments of $60.0 million by October 1,,2012, and $200.0 million by January 1, 2016
on our debt outstanding with RUS. We expect to raise funds in the credit and capital markets in order to
refinance this RUS debt and the pollution control bonds.

Market volatility and uncertainty in the financial markets, such as what occurred in the fall of
2008, could potentially affect our cost of capital and access to the credit and capital markets. In addition,
if our ratings were lowered, we could be required to pay higher interest rates in future financings, our
potential pool of investors and funding sources could decrease and our access.to the credit or capital
markets could be interrupted for all practical purposes. In the future, our investor base may be limited if
we encounter investors who are reluctant to purchase our debt based on climate change or other mdusuy
specific concerns.

Our ﬁnancial performance depends on the successful operation of electric generating facilities by us
and the ability of our facilities and us to deliver electricity to our Members

Operating electric generating facilities and delivery systems involves many risks, indluding:
| . | operator error and breakdown or failure of equipment or processes; N
e operational limitations imposed by environmental ox; odler regulatory requirements;
e inadequate or unreliable access to transmission and distribution assets; |
o labor disputes;
e interruptions of fuel supply;
‘ ¢ compliance with mandatory reliability standards and

' e catastrophic events such as hurricanes, floods, edrthquakes, fires; explosxons, terrorist attacks
pandemic health events or other similar occurrences.



. We depend on transmission facilities, including those operated by other parties, to deliver the
electricity that we supply to our Members. [f transmission is disrupted, or if capacity is inadequate, our
ability. to sell and deliver products and satisfy our contractual obligations may be hindered. Although the
Federal Energy Regulatory: Commission (“FERC"”) has issued regulations designed to encourage
competition in wholesale market transactions for electricity, there is the potential that fair and equal
access to transmission systems or transmission capacity will not be available to transmit our electric
power. We cannot predict the timing of industry changes as-a result of these initiatives or the adequacy of
transmission facilities in specific markets. .

The initial set of mandatory reliability standards was issued by the North American Electric
Reliability Corporation (“NERC”) in July 2007. We believe we are in compliance with all of the current
NERC standards. We expect that as greater emphasis is placed on securing electrical grid infrastructure,
these standards will become stricter over time. The financial impact of mandatory compliance with such
standards cannot currently be determined. If mandatory reliability standards are increased in the future, a
substantial effect on our operations and financial cash flows could result. In addition, failure to comply
with the reliability standards could result in the imposition of fines and penalties.

A decrease in operational performance from our generating facilities and delivery systems. or an
increase in the cost of operating the facilities could have an adverse effect on our business-and results of
operations.

Our Members may fail to satisfy their obligations to us

. We depend primarily on electric sales to our Members to satisfy our financial obligations. We do
not control the operations or financial performance of our Members. Accordingly, we:are exposed to the
risk that one or more of our Members could default in the performance of their obligations to us, in
particular their obligations under long-term wholesale power contracts with us extending through 2043,
These defaults could result from financial difficulties at one or more Members or because of intentional
actions by such Members. Our operating results and financial condition could be adversely affected if
one or more of our Members default on their obllganons to us or reject their contractual obligations to us
in a bankruptcy proceeding or.otherwise. '

We cannot assure you that an active trading market will develc;p Jor the Bonds o

There is no existing trading market for the Bonds. We do not know the extent to which investor
interest will lead to the development of a trading market or how liquid that market might be, nor can we
make any assurances regarding the ability of holders of Bonds to sell their Bonds or the price at which the
Bonds might be sold. Although the Underwriter has informed us that it currently intends to make a
market in the Bonds, it is not obligated to do so, and any market making may be discontinued at any time
without notice. The market price of the Bonds could be adversely affected as a result.

COUNTY OF OHIO, KENTUCKY

The County, located in western Kentucky, is a public body corporate and politic duly created and
existing as a county and political subdivision under the Constitution and laws of the Commonwealth of
Kentucky. The County was and is authorized and empowered by law, including particularly the Act to
finance certain pollution control and solid waste dlsposal facilities, including the Facilities, and to enter
into and perform its obligations under the Financing Agreement and the Bond Indenture., Pursuant to the
Act, on May 4, 2010 the Fiscal Court of the County adopted a resolution which authonzed the issuance of
the Bonds and the execution and dehvery of the Financing Agreement and the Bond Indenture by the
County. Except for the information in this paragraph and the information solely with respect to the




County under the caption “SUMMARY — County of Ohio” and “LITIGATION — Litigation Involving the
County,” the County did not participate in the preparation of this Offering Statement and does not have or
assume any responsibility as to the accuracy or completeness of any information herein, all of which has
been furnished by others. :

7,3 ‘ BIG RIVERS ELECTRIC CORPORATION
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[ntroducﬁon
General

. We are an electric generation and transmission (“G&T”) rural electric cooperative corporauon
We were organized as a not-for-profit rural electric cooperative under the laws of Kentucky in June, 1961
to enable our Members to pool their resources and provide for the power and transmission needs of their
combined service territories. We currently operate as a taxable cooperative. See “MANAGEMENT’S
DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS -~
Critical Accounting Policies — Accounting for Income Taxes.” We provide wholesale electric service to
our three ‘Members under a number of wholesale power contracts which contracts, in the aggregate,
supply - the total wholesale power requirements of the Members (see “Wholesale Power Contracts”),
except the requirements of Kenergy for service to the Smelters required by the Smelters Agreements.

We own 1,444 net MW of electric generating facilities, described herein under “GENERATION
AND TRANSMISSION ASSETS' - Generation Resources” and approximately 1,262 miles of
transmission lines and 22 substations, described herein under “GENERATION AND TRANSMISSION
‘ASSETS Transmission.”

3
In addition to our owned electric generation and transmission facilities, we operate the 312 net

MW Henderson Municipal Power and Light (“HMP&L”) Station Two Generating Facnhty (“Statxon
Two") in accordance with a Power Plant Construction and Operation Agreement dated August 1, 1970
between HMP&L and us (the “Station Two Operation Agreement”), and we purchase all the power and
energy from Station Two not used by HMP&L to serve the needs of the City of Henderson, Kentucky, in
accordance with a Power Sales Contract between HMP&L and us-dated August 1, 1970 (the “Station Two
Power Sales Contract™). See “GENERATION AND TRANSMISSION ASSETS — Other Power Supply
Resourccs Station Two Facility.”

.In 2009, our average wholesale revenue per kWh to our Members, including ammmts withdrawn
‘from the economic reserve, was $.03983 or $.04113 for rural loads and $.03668 per kWh for large
industrial loads (exclusive of the Smelter loads served by Kenergy). . Our average wholesale reventie.per
kWh to Kenergy to serve the two Smelter loads in 2009 was $.04754 per kWh on sales of 3.5 million
MWh. Our average wholesale revenue per kWh to Kenergy to serve the Smelter loads pre-Unwind was
‘$.05412 on sales of .6 million MWh. Our average wholesale revenue per- kWh to Kenergy to serve the.
two Smelter loads after the closing of the Unwind was $.04622 on sales of 2.9 million MWh. For the
first six and one-half months of 2009, we supplied only a portion of the load of the Smelters. During this
“period, Kenergy purchased 3.5 million MWh for the Smelters from other sources. Had we supplied the
entire load for the Smelters for all of 2009, our sales to Kenergy to serve the Smelters .for 2009 would
have been 7.0 million MWh., Excluding the Smelters, sales to our Members were 3.2 million MWh in
2009; 2.2 million MWh for rural loads and 1.0 million. MWh for large. industrial loads. Member Non-
:Smelter MWh sales in 2009 have decreased by 4.6% from 2008, 6.2% for rural loads and .7% for large
-industrial loads.. To the extent surplus capacity and energy are available, we may sell electricity-to non
‘Member utilities and power marketers (“Non-Members”). During 2009, we sold approxxmately 12
‘million MWh to Non-Members U



Cooperative Structure

In general, a cooperative is a business organization owned by .its members, which are also its
customers. Cooperatives provide goods or services to their members on a not-for-profit basis, in part by
eliminating the need to produce profits or a return on equity in excess of required margins. Generally,
electric cooperatives design rates on an overall basis to recover cost-of-sefvice and collect a reasonable
amount of revenue in excess of expenses (i.e., margins). Margins are typically repaid to the members in
subsequent years on the basis of their patronage during the years the margins were earned.

A G&T cooperative is a cooperative engaged primarily in providing wholesale electricity to its
members, which may be either wholesale or retail power suppliers. Electricity sold by a G&T
coopetative is provided from its own generating facilities or through power purchase agreements with its
wholesale power suppliers. A distribution cooperative is a local membership cooperative whose members
are the individual retail customers of an electric distribution system ~

The Members

Our Members are Kenergy, Meade County Rural Electric Cooperative Corporation (“Meade™)
and Jackson Purchase Energy Corporation (“Jackson Purchase™). :-The Members of Big Rivers-are.local
consumer-owned distribution cooperatives providing retail electric service on. a not-for-profit -basis to
their customers, who are their members. The customer base of the Members generally consists of
résidential, commercial and industrial consumers within specific geographi¢ areas. The Membérs provide
electric power and energy to customers located in portions of 22 western’ Kentucky counties. As of
December 31, 2009, the Members served approximately 112,000 member-customers (meters). Kenergy
has approximately 55,000 retail members, Meade County has approximately 28,000 retail members.and
Jackson Purchase has approximately 29,000 retail members. See APPENDD( B - MEMBER
FINANCIAL AND STATISTICAL INFORMATION.

" Bankruptcy and Subsequent Operation

In September 1996, we filed a voluntary petition for relief under Chapter. 11 of the United States
Bankruptcy Code. The filing was precipitated largely by our inability to sell our capacity in excess of that
required to serve our Members at prices. sufficient to cover all of our costs,. which. shortfall was
exacerbated by long-term coal contracts under which prices had escalated well above market prices. In
July 1998, a bankruptcy court-approved Plan of Reorganization (the “Plan of Reorganization™) became
effective. The Plan of Reorganization fundamentally. changed our operations and resulted in the
restructuring of our long-term debt. Such long-term debt was owed primarily to RUS and was mcurred
primarily to finance our generating assets.

In accordance with the Plan of Reorganization, we leased all of our generating facilities to
Western Kentucky -Energy Corp. (“WKEC”), a wholly-owned subsidiary' of LG&E Energy Corp., iow
EON U.S,; LLC (“E.ON™).. We also assigned to WKEC all of our intangible assets, including our rights
under real property leascs, equipment leases, permits, intellectual property and: contracts used or held
exclusively by us in connection with the operation of our generating facilities. . WKEC assumed and
agreed to perform and discharge all of our obligations under these assets that first-arose or-accrued on-or
after the effective date of the Plan of Reorganization. In addition to assuming responsibility for operation
of our generating facilities we own, WKE Station Two Inc. (*“WKE Station Two”), another wholly owned
subsidiary of .E.ON, assumed responsibility for the operation of Station Two and our obligation to
purchase power from Station Two under the Station Two Power Sales. Contract. This. assignment and
assumption was. effected in accordance with an Agreement and Amendments to:Agreements by and
among HMP&L, WKE Station Two, LG&E Energy Marketing Inc. (“LEM™), WKEC and us dated as of




July 15, 1998 (the “Station Two Agreement”). Pursuant to the Plan of Reorganization, WKEC and WKE
Station Two (which was subsequently merged into WKEC) became responsible for our prior
responsibilities to operate and maintain the generating facilities we own and Station Two. Capital costs
for these generating facilities were shared by WKEC and us in several different ratios depending upon
whether or not the capital expenditure was incurred in order to comply with a state law enacted after the
effective date of the Plan of Reorganization or a revision or change of an existing law enacted after such
date. We were responsible for 20% of the capital costs required in order to comply with such a change in
law or regulation. Qur responsibility for the capital costs required to maintain the existing capacity of the
generating facilities we own and Station Two and not required by changes in law or regulation was
generally limited to stipulated annual amounts, which never exceeded $6.8 million. We were not required
to contribute to the cost of capital improvements made to a generating facility owned by us or to Station
Two in order to increase its generating capacity. Operation and maintenance costs, including fuel, were,
for the most part, the responsibility of WKEC.

The Plan of Reorganization (the “LG&E Arrangements”) also included a power purchase
agreement (the “LEM Power Purchase Agreement”) between us and LEM. The LEM Power Purchase
Agreement established minimum hourly and annual power purchase amounts that we were required to
take and certain maximum hourly and annual power purchase amounts that LEM was required to make
available to us. We paid specified fixed rates for power purchased under the LEM Power Purchase
Agreement that were not dependent upon market prices for electric power and energy nor the costs
associated with power and energy generated by the generating facilities we own and operated by WKE
Station Two. In addition to power and energy purchased from LEM under the LEM Power Purchase
Agreement, during the duration of the LG&E Arrangements we continued to dispatch our Members®’ 178
MW Southeastern Power Administration (“SEPA”) allocations of hydroelectric power and associated
energy (the “SEPA Power”) in accordance with a contract with the SEPA (the “SEPA Contract”).

If we did not purchase an amount of power from LEM equal to or in excess of a minimum annual
amount during a calendar year, the LEM Power Purchase Agreement provided that we were deemed to
have received a certain percentage of the difference in the amount of power actually purchased from LEM
and the minimum annual amount we were required to purchase under the LEM Power Purchase
Agreement. LEM billed us for such percentage of the shortfall as if we had purchased it. We had the
right to purchase only our minimum obligation of power and energy under the LEM Power Purchase
Agreement and purchase additional power to meet our Member’s loads from other suppliers without
penalty. This arrangement essentially permitted us to arbitrage the LEM base power requirement. These
arbitrage opportunities were available in any hour in which our power purchase rate from the market plus
any applicable hourly LEM penalty was less than the amount that we would be charged by LEM at the
specified base power rates or in any hour which we could resell our base power under the LEM Power
Purchase Agreement to Non-Members at a profit. Most of the earnings we realized from such arbitrage
activities were used by us to increase our equity.

Throughout the duration of the LG&E Arrangements we received lease payments from WKEC of
approximately $31 million annually. These lease payments were subject to adjustment for certain
environmental costs and changes in the amount of power available to us from LEM. We were responsible
for 70% of all property taxes on the generating facilities leased to WKE Station Two during the LG&E
Arrangements and WKEC paid 30%.

The Plan of Reorganization required LEM to pay us an average of approximately $18 million
annually, which amount corresponded to the estimated margins we had anticipated to realize from sales to
our Members to supply the loads of the Smelters. The Plan of Reorganization also required the transfer of
responsibility for providing the wholesale power and energy to Kenergy necessary to serve the needs of
the Smelters from us to LEM.



We provided transmission service to our Members and Non-Members pursuant to our Open
Access Transmission Tariff (“OATT”). Under the LG&E Asrangements, LEM paid us a minimum
$5 million annually for transmission service.

Leveraged Lease Transactions

In April, 2000, we entered into five separate leveraged lease transactions involving undivided
interests in both units of our Robert D. Green Generating Plant (the “Green Plant”) and our Wilson Plant
(the “Leveraged Lease Transactions”). The Leveraged Lease Transactions were structured as a long-term
lease of an undivided interest under a head lease to limited liability companies created on behalf of an
equity investor. Such undivided interests were leased back to us by such limited liability companies for a
shorter term. Part of each equity investor’s cost for its acquisition of its head lease interest was supplied
by non-recourse loans to the limited liability company. We used most of the proceeds of the equity
investors’ one-time payments of rent for their head lease interests to purchase guaranteed investment
contracts, the payments under which were sufficient to discharge all of our rental obligations under each
of the leases of the undivided interests back to us.

Unwind of LG&E Arrangements and Termination of Leveraged Lease Transactions

In March 2007, we executed a Transaction Termination Agreement (the “Termination
Agreement”) among LEM, WKEC and us setting forth the term and conditions upon which we and E.ON
agreed to terminate the LG&E Arrangements (the “Unwind”). Protracted negotiations with creditors,
governmental agencies, the Smelters and others followed the execution of the Termination Agreement.
The closing of the Unwind took place on July 16, 2009.

As a result of the turmoil in the credit markets commencing in 2007, and in order to facilitate the
Unwind, we terminated the Leveraged Lease Transactions prior to their maturities. We terminated some
of the Leveraged Lease Transactions in June, 2008 and others in September, 2008. Funds to terminate the
Leveraged Lease Transactions were provided by the proceeds of the early termination of the guaranteed
investment contracts used for the economic defeasance of the leases, funds provided by E.ON as part of
the consideration in the Unwind, and our own funds. As part of the termination of the Leveraged Lease
Transaction, all property interests and security interests in any of our property of all parties to the
Leveraged Lease Transactions were terminated.

Summary of Major Provisions of Unwind

In connection with the closing of the Unwind, E.ON compensated us with approximately $864.6
million and we took certain other actions as set forth below:

e E.ON made a cash payment to us of approximately $506.7 million. This amount represented
(1) a termination payment by WKEC to us to compensate us for the risks associated with
assuming responsibility for the operation of our owned generating facilities and Station Two
and (2) the netted amount of various payment obligations by both WKEC and us
contemplated by the Termination Agreement.

e WKEC waived the requirement in the LG&E Arrangements that we make a payment at the
expiration or early termination of the LG&E Arrangements in respect of the residual value of
WKEC’s capital contributions to our owned generating facilities and Station Two.
Additionally, WKEC conveyed to us certain utility plant assets used in connection with the
operation of our owned generating plants previously leased to WKEC. The value of these
items was approximately $188.0 million.
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® We established three reserves, (1) an economic reserve with an initial principal amount equal
to $157 million (the “Economic Reserve™), (2) a second economic reserve with an initial
principal amount equal to $60.9 million (the “Rural Economic Reserve”), and (3) a transition
reserve with an initial principal amount equal to $35 million (the “Transition Reserve”). The
Economic Reserve and Rural Economic Reserve accounts were established to help us cushion
the effect of any potential future rate increases for fuel, environmental, and purchase power
expenses on our rates to our Members for service to their non-Smelter members. The
Transition Reserve Account was established as a financial reserve account that would help us
mitigate financial costs, if any, associated with the termination of the Smelter Agreements by
a Smelter.

e WKEC conveyed to us a flue gas desulphurization (“FGD") system which had recently been
constructed at our Kenneth C. Coleman Plant (the “Coleman Plant”). The value ascribed to
the flue gas desulphurization facility was approximately $98.5 million.

e WKEC conveyed to us personal property and inventories of coal, petroleum coke, fuel oil,
lime, limestone and spare parts, and materials and supplies. The value of these items was
approximately $55.0 million.

e WKEC forgave a promissory note of approximately $15.4 million we owed to LEM.

e WKEC conveyed to us 14,000 SO, allowances allotted by the EPA with a fair market value
of approximately $1.0 million on July 16, 2009.

o The lease of the generating facilities to WKEC and all the other property interests of WKEC
and LEM in the generating facilities previously leased to WKEC were terminated.

e The Station Two Agreement was terminated and we resumed our responsibility to operate
Station Two and to purchase the output of Station Two in excess of the City’s requirements in
accordance with the Station Two Power Sales Contract.

Change in Capital Structure Resulting from Unwind

On July 16, 2009, we prepaid $140.2 million of the indebtedness we owed to the RUS and the
schedule of maximum permitted outstanding balances on the amortizing debt we owe to the RUS was
adjusted. The non-interest bearing RUS Series B Note was also restructured in concert with the Unwind
into a single “bullet” payment due December 31, 2023. Our debt to RUS was incurred primarily to
finance our generating assets. In connection with the Unwind we obligated ourselves to reduce the
maximum permitted outstanding balances of our RUS debt by $60.0 miilion by October 1, 2012 and
$200.0 million by January I, 2016. Currently, we intend to refinance that debt in the capital markets.

We also terminated a secured credit facility with National Rural Utilities Cooperative Finance
Corporation (“CFC”) providing for a maximum outstanding balance of $15 million and entered into two
unsecured revolving credit facilities with a maximum of $50 million each with CFC and CoBank ACB
(“CoBank”).  See “MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS - Liquidity and Capital Resources.” The chart set
forth below shows the impact of the Unwind on our outstanding debt.
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Pre-Unwind Unwind Close Post-Unwind
Debt Instrument Balance Transaction Balance
(In millions of dolars)

RUS Series A Note $ 7400 $140.20 $599.8

RUS Series B Note 106.5 0.0 106.5

LEM Senlement Note 154 1549 0.0

PMCC Note i2.4 12.4@ 0.0

County of Ohio, Kentucky, promissory note (1983 Serics) 58.8 0.0 58.8
1983 Series Pollution Control Bonds

Caounty of Ohio, Kentucky, promissory note {2001A Serics) 833 00 833

2001A Series Pollution Control Bonds

31,0164 $168.0 $848.4

(1) Our payment to RUS on Unwind closing date.
(2) Forgiveness of debt by E.ON.
(3) Our payment to Philip Motrig Capital Corporation on Unwind closing date.

As a result of the Unwind, we went from an equity to total capitalization ratio of -19% as of
December 31, 2008, to 31% as of December 31, 2009.

Resumption of Operational Responsibilities in Connection with Generasing Facilities

In connection with the Unwind, the lease of our generating facilities to WKEC was terminated
and we resumed responsibility for the operation of our generating facilities. Thus, we assumed
responsibility for the risks associated with such operation (e.g. fuel, capital costs associated with change
in law). We intend to use the output of our generating facilities to supply the needs of our Members,
including approximately 850 MW of power that is necessary for Kenergy to supply a portion of its
contractual obligations to the Smelters, which were primarily serviced by LEM prior to the Unwind. See
“THE SMELTER AGREEMENTS” and APPENDIX F - “SUMMARY OF CERTAIN PROVISIONS
OF THE SMELTER AGREEMENTS.” Power and energy generated above our Members’ requirements
will be sold into the wholesale power market.

Wholesale Power Contracts with Members

Each of Meade, Jackson Purchase and Kenergy is party to a wholesale power contract with us
(the “All Requirements Contracts™) providing that we sell and deliver to the Member, and the Member
purchase and receive from us, all the electric power and energy which the Member requires for the
operation of the Member’s system (except Kenergy’s requirements for the Smelters) to the extent that we
have power and energy and facilities available. The term of each All Requirements Contract extends
through December 31, 2043 and neither of the parties may unilaterally terminate the contract, without
cause, prior to such date. Each All Requirements Contract may be terminated by either party thereto after
December 31, 2043, upon six months notice.

The All Requirements Contracts require each Member to pay us monthly for capacity and energy
furnished. The All Requirements Contracts provide that if a Member fails to pay any bill by the first
business day following the twenty-fourth day of the month, we may, upon five (5) business days’ written
notice, discontinue delivery of electric power and energy. The All Requirements Contracts also provide
that, so long as any notes and note guarantees are outstanding from us to the RUS, the Member may not
reorganize, dissolve, consolidate, merge, or sell, lease or transfer all or a substantial portion of its assets
unless it has either (i) obtained our written consent and the written consent of the RUS, or (ii) paid a
portion of the outstanding indebtedness on the notes and our other commitments and obligations then
outstanding, such portion to be determined by us with RUS approval. The All Requirements Contracts
may only be amended with the approval of the RUS and upon compliance with such other reasonable
terms and conditions as we and RUS may agree.
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Each Member is required to pay us for capacity and energy furnished under its All Requirements
Contract in accordance with our established rates as approved by the KPSC. All Requirements Contracts
with Members provide that our Board of Directors establish rates to produce revenue sufficient, but only
sufficient, together with all of our other revenue, to pay the cost of operation and maintenance of all our
generation, transmission and related facilities, to pay the cost of capacity and energy purchased by us for
resale, to pay the cost of transmission service, to pay the principal of and interest on all our indebtedness
and to provide for the establishment and maintenance of reasonable financial reserves.

The All Requirements Contracts require our Board of Directors to review the rates at least
annually and to revise such rates as necessary to produce revenue as described above. We must give
Members no less than thirty (30) days’ or more than forty-five (45) days’ written notice of every rate
revision. Our electric rate revisions are subject to the approval of the RUS and the KPSC, after which our
Members are permitted to incorporate such rate changes into their own rate structures. See “RISK
FACTORS” and “RATE AND ENVIRONMENTAL REGULATION - Kentucky Rate Regulation” for
information relating to rate regulation by the KPSC.

Smelter Agreements with Kenergy

In addition to the All Requirements Contracts, we and Kenergy are parties to two wholesale
electric service agreements under which we provide a fixed amount of power and energy of
approximately 850 MW of power that is necessary for Kenergy to supply a portion of its contractual
obligations to the Smelters through December 31, 2023. These agreements are exceptions to the “all
requirements” obligations in the All Requirements Contracts with Kenergy. See “THE SMELTER
AGREEMENTS” and APPENDIX F - “SUMMARY OF CERTAIN PROVISIONS OF THE SMELTER
AGREEMENTS.”

Existing Generation and Transmission Resources

We supply capacity and emergy to our Members principally from a combination of owned
generating plants and also from power purchased under long-term contracts with other power suppliers
and short-term and spot market purchases. We own interests in seven base load coal-fired generating
units and one oil- or natural gas-fired combustion turbine generating unit, all of which are in commercial
operation. These units provide us with approximately 1,444 MW of capacity. See “GENERATION
AND TRANSMISSION ASSETS - Generation Resources” for a discussion of our existing generation
facilities. We also have a variety of purchase arrangements, including the Station Two Power Sales
Contract with the City of Henderson and the SEPA Contract, which supply us with up to 390 MW of
power. We currently purchase 212 MW from HMP&L pursuant to the Station Two Power Purchase
Agreement, which share will decrease on June 1, 2010 to 207 MW, and up to 178 MW under the SEPA
Contract. We normally use our entitlement under the SEPA Contract for peaking; however, as a result of
problems with certain dams on the Cumberland River hydro system, our capacity entitiement has been
suspended and we currently are receiving only energy. See “GENERATION AND TRANSMISSION
ASSETS - Other Power Supply Resources” for a discussion of our power purchase arrangements. We
also own 1,262 miles of transmission lines and 22 substations and we bhave additional access to
approximately 100 MW of transmission service through agreements with another utility.
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SELECTED FINANCIAL DATA

The following financial data present selected information relating to our financial condition and
results of operations. Summary financial data for the three months ended March 31, 2010 that are
presented below are unaudited, and reflect all adjustments that we consider necessary (consisting of
normal recurring accruals) for a fair presentation of such data. The Balance Sheet data as of
December 31, 2009 and 2008 and the Statement of Operations data for years ended December 31, 2009,
2008 and 2007 were derived from our audited financial statements included in APPENDIX A. The
Balance Sheet data as of December 31, 2007 and the Statement of Operations data for the years ended
December 31, 2006 and 2005 were derived from our audited financial statements for those years. The
information shown below should be read in conjunction with the financial statements and the related
notes thereto in Appendix A. See “MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS.”

BIG RIVERS
STATEMENT OF REVENUES AND EXPENSES
(dollars in thousands)
Three Months
Ended Mareh 31, Year Ended December 31,
(Unaudited) {Audited)
2010 20809 2008 2007 2006 2008
Operating revenues:
Member tariff electric energy revenues........... $108,152 $259,579 $114,513 $113,281 $108,736 $109,439
Other electric encrgy rCVEnUes . ..c.eereeernacenias 25,674 67,151 90,006 148,611 82,008 71,928
lLease reveaue. - 32,027 58,423 58,265 57,896 57,675
Other Operating feVenUes .....vevevvcorrveersrinin 3,368 14,603 10,239 9,713 9,858 9,913
Total OPETAtNG MEVENES ..rovvecervvvrnreressremssrensrenns 137,194 373,360 273,181 329,870 258,588 248,955
Operating expenses:
Operations:
Fuel for electric generation.........c.ccvnreveeee 53944 80,655 —— — — —_
Power purchased and interchanged ........... 23,271 116,883 114,643 169,768 114,516 114,500
Production, excluding fuel....o.oveccrornnnine 12,507 22,381 —— - - -
Transmission and other 9,465 35444 28,600 27,196 21,684 20,309
Maintenance 7977 29,820 4,258 4,240 3,652 3,195
Depreciation 8,478 32,485 31,041 30,632 30,408 30,192
Total operating expenses 115,642 317,668 178,542 231,836 170,260 168,196
Electric Operating margins .........ceucessueressessssesssesees 21,552 55,692 94,639 98,034 88,328 80,759
Interest expense and other:
Interest, net of capitalized interest......coouneusee. 12,106 59,898 65,719 60,932 60,754 59,639
Interest on obligations rclated to long-term
tease — o 6,991 9,919 9,505 9,109
Amort, of loss from termination of lease......... — 2,172 1 - - -
Income tax expense — 1.025 5,934 — - -
Other, net 17 112 123 103 11 124
Total interest expensc and other .........ccormsviereranese 12,123 63,207 79.578 70,954 70,370 68,872
Operating margin before non-operating margin .... 9,429 (7.515) 15,061 27,080 17,958 11,887
Non-operating margin:
Interest income on restricted investments
under long-term 1ease........cmieenrrenvernresneerns - - 8,742 12,481 12,069 11,670
Gain on "Unwind™ Transaction........o.cewveeres -~ 537978 — — — -
Interest income and Other ..........covvvcercorveenronns 102 867 4,013 1,616 4,515 2,786
Total n01-0PErating MANGIN........o.cvvveeveveesioneriresns 102 538,845 12,755 20,097 16,584 14,456
Net margin $9.531 $53),330 $ 21816 $ 47,177 $ 34,542 § 26,343
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BALANCE SHEET

(doliars in thousands)
Three Months December 31,
Ended March 31, {Aadited)
(Unaudited)
2010 2009 2008 2007
Aszets:
Utility plant, net $1,081,552 $1,078,274 $912,699 $911.634
Restricted investments under long-tenm Jease.........oorvesveses R - - - 192,932
Restricted Investments ~ Member rate mitigation 235,193 243,225 - -
Other deposits and investments, at cost 5,370 5342 4,693 4240
Current Assets:
Cash ond cash equivalents 60,376 60,290 38,903 148914
Accounts receivable .. 44,484 47493 20,464 26,683
Fuel inventory 35,258 37.830 - -
Non-fuel inventory 20,457 20412 756 768
Prepaid expenses 3,269 3233 450 131
Total current assets 163,844 169,258 60,573 176,496
Deferred loss-termination of sale-1easeback .....eeeeeonrneriosierecnnnes - - 76,001 -
Deferred charges and other 3,156 9.384 20,470 28,856
Total nssets $1,489,115 $1,505,483 $1,074,436 $1,314,158
Equities (Deficit) and Liabilities:
Capitalization;
Equities (deficit) $388,923 $379,392 $(154,602) $(174,137)
Long-term debt 815,885 834,367 987,349 1,022,345
Obligations under long-term lease - - - 183,891
Total capitalization 1,204,808 1,213,759 832,747 1,032,099
Current liabilities:
Current maturities of long-term debt and obligations.................. 13,298 14,185 51,1M 39,392
NotES payable.......ccrvrsessseeren 10,000 - - -
Purchased power payable 1,096 3,362 9,336 13,038
Accounts payable. 22,669 30,657 5.832 4932
Accrued expenses 11,223 9,864 3,134 3014
Accrucd interest 8,577 9,097 8,018 7,811
Total cusrent linbilitics 66,863 67,165 78,091 68,187
Deferred credits and other:
Deferred lease revenue - - 10,955 15,537
Deferred gain on sale-1easeback......conuuemienoniammsessiamsniona - - - 53,480
Residual value payment obligation - - - 145,145 141,370
Regulntory liabilities — Member rate mitigation ... et 200,245 207,348 - -
Other 17,199 17211 7,498 3,485
Total deferred credits and OthET .......cververrrerreerreoseriassessrsseses 217,444 224,559 163,598 213,872
Total equitics and liabilities $1,489,115 $1,505,483 $1,074,436 $1,314,158
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CAPITALIZATION
Our capitalization derived from our financial statements included in APPENDIX A is as follows:

Three Months December 31,
Ended March 31, (Audlted)

(Usnsudited) 2009
2010
(in thousareds)
Long-Term delst:
Secured by the Mortgage Indenturc:
RUS Series A Note “ $575,849 $596,786
RUS Series B Note 111,234 109,666
1983 Series Pollution Contro) Bonds 58,800 58,800
2001 A Series Pollution Contro! Bonds 83,300 83,300
Total long-term debt $829,183 $848,552
Less: current portion 13,298 14,185
Tatal long-term debt, excluding current portion 815,885 834,367
Equity:
Accumulated Margins 394,038 384,507
Other Equities and Accumuiated Other Comprehensive Income (5,115 (5,115)
Total Equities 388,923 379,392
Total mpm' feation ... 51,204.308 51213.759

[Remainder of page intentionally left blank]}
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Caution Regarding Forward Looking Statements

This Offering Statement contains forward-looking statements regarding matters that could have
an impact on our business, financial condition and future operations: These include statéments regarding
expected capital expenditures, sales to Members, and liquidity and capital resources. Some forward-
looking statements can be identified by use of terms such as “may,” “will,” “expects,” “anticipates,”
“believes,” “intends,” “projects,” “plans,” or similar terms. These forward-looking statements, based on
our expectations and estimates, are not guarantees of future performance and are subject to risks,
uncertainties, and other factors that could cause actual events or results to differ materially from those
expressed in these statements. These risks, uncertainties, and other factors include, but are not limited to,
general business conditions, changes in demand for power, federal and state legislative and regulatory
actions and legal and administrative proceedings, changes in and compliance with environmental laws
and policies, weather conditions, the cost of commodities used in our industry and unanticipated changes
in operating expenses, capital expenditures and tax liabilities. .Some of the factors that could cause our
actual results to differ from those anticipated by these forward-looking statements are described under the
captions “RISK FACTORS” and “RATE AND ENVIRONMENTAL REGULATIONS.” Any forward-
looking statement speaks only as of the date on which the statement is made, and we undertake no
obligation to update any forward-looking statement or statements to reflect events or circumstances after
the date on which the statement is made even if new information becomes available or other events occur

in the future.
Execunve Overview

S The closing of the Unwind in July 2009 resulted in significant changes to our.utility operations.
Prior to the Unwind, we leased all of our generation assets to WKEC and purchase_d, power from LEM.
We received fixed rental payments, each year, and LG&E was obligated to operate and maintain our
owned- generating assets and Station Two. Under this arrangement, both we and WKEC paid an agreed
share of capital expenditures and certain environmental operating costs. We fulfilled our power supply
arrangements to our Members through the purchased power arrangement with LEM at generally fixed
prices significantly below market rates. We operated under these arrangements for the first half of 2009,
the year ended December 31, 2008 and the year ended-December 31, 2007.

When the Unwmd became effective on July 16, 2009, we received $864.6 million compcnsanon,
both cash and non-cash, from E.ON. The Unwind gain reported in the 2009 financial statements was
$538.0 million, with the $326.6 million difference being reported only in the 2009 balance sheet ($252.9
million of which is comprised of funds deposited into three reserve accounts, the Economic Reserve, the
Rural Economic Reserve and the Transition Reserve, that will serve to offset future non-Smelter Member
fuel and environmental costs, Member rate mitigation or termination of a Smelter Agreement).

Afier the closing of the Unwind, we regained the operation of our generation facilities. We are
now responsible for the operation and maintenance of our generating assets and for all continued
expenses in connection with capital expenditures relating to our generating assets. Since the Unwind,
through Kenergy, we supply 850 MW of the Smelters’ needs, and not just a small portion of them as
supplied pre-Unwind. As a result, our sales to the Smelters increased substantially, In addition, our
operating expenses increased substantially. As a result of the Unwind, we went from an equity to total
capxtahzanon ratio of -19% as of December 31, 2008, to 31% as of December 31,2009, . )
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The table below summarizes the $538.0 million Unwind gain:

Unwing Gain
tem {dollars in millions)

Cash $288.8
Recognize WKE Lease Revenue 7.2
Write-off LEM Marketing Payment and Settlement Note 09
Utility Plant — Net 286.5
Inventories (fuels, reagents and M&S) 550
S0, Allowances 1.0
Write-off Loss on Leveraged Lease Transaction (73.8)
Other (includes certain transaction costs) (27.6)

$538.0

We significantly reduced our 5.75% RUS Series A Note, making a payment of $140.2 million on
the Unwind closing date and restructuring the RUS Series A Note to a generally level amount. We are
obligated to make a payment to RUS of $60.0 million by October 1, 2012, and another payment of $200.0
million by January 1, 2016 in order to reduce our maximum permitted outstanding balances of our RUS
debt in those years. Currently, we intend to refinance such debt in the capital markets. The RUS Series A
Note continues to have a final maturity of July 1, 2021.

The non-interest bearing RUS Series B Note was also restructured in concert with the Unwind
into a single “bullet” payment due December 31, 2023,

With the closing of the Unwind in 2009, 2010 will be our first full year of operating and
maintaining our own generation assets. A major challenge in 2010 is lower projected revenues as a result
of the lingering recession. Our 2010 budget reflects this impact with lower Member energy sales and
lower prices for electricity in the wholesale market. We have responded with aggressive cost control
measures. Every department within Big Rivers was asked to reduce cost. These cost containment
measures included, not providing a salary increase for mon-umion employees, postponing preventative
maintenance, as well as multiple other cost control measures.

We are currently budgeting for a MFI Ratio (as defined herein under the caption “Cooperative
Operations ~ Coverage Ratio”) of 1.10 for 2010, as required by the Mortgage Indenture, which MFI Ratio
will result in net margins of $4.8 million. During the first three months of 2010, we achieved net margins
of approximately $9.5 million, $6.3 million greater than budget. As described under “Financial Condition
~ As of March 31, 2010 herein, the results for the first three months of 2010 are not indicative of the
remainder of the year. However, by combining the margins for the three months ended March 31, 2010
with the budget for the balance of 2010, we expect to be able to achieve a MFI Ratio of 1.15, which MFI
Ratio will result in net margins of $7.1 million.

Critical Accounting Policies

General

We prepare our financial statements in conformity with accounting principles generally accepted
in the United States. Our management exercises judgment in the selection and application of these
principles, including making certain estimates and assumptions that impact our results of operations and

the amount of our total assets and liabilities reported in our financial statements. We consider critical
accounting policies to be those policies that, when applied by management under a particular set of
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assumptions or conditions, could materially impact our financial results if such assumptions or conditions
were different than those considered by management. Set forth below are certain accounting policies that
are considered by management to be critical and to possibly involve significant risk, which means that
they typically require difficult, subjective or complex judgments, often as a result of the need to. make
estimates about the effect of matters that are inherently uncertain. Other significant accounting policies
and recently issued accounting standards are discussed in Note One — “Significant Accounting Policies”
of Notes to Financial Statements in APPENDIX A.

Use of Accounting Policies and Estimates

- -, The application of accounting policies and estimates is a continuing proccss As our operatxons
change and accounting guidance evolves, our accounting policies and estimates may be revised. We have
identified a number of critical accounting policies-and estimates that require significant judgments. We
base our judgments and estimates on experience and various other assumptions that we believe: are
reasonable at the time of application. Qur judgments and estimates may change as time passes.and more
information about the environment in which we operate becomes available. If actual results are different
than the estimated amounts recorded, adjustments are made taking the new information into
consideration. We discuss our critical accounting policies, significant estimates and other certain
accounting policies with our Board of Directors, as appropriate. Our critical accounting policies and
significant estimates are discussed below.

Regulatory Accounting

Our accrual basis accounting policies follow the Uniform System of Accouuts as prescnbed by
RUS Bulletin 1767B-1, as adopted by the KPSC. These regulatory agencies retain authority over us and
periodically issue orders and instructions on various accounting:-and ratemaking matters. Our operations
meet the criteria for application of regulatory accounting treatment. As a result, we record approved
regulatory assets and liabilities that result from the regulated ratemaking process that would not ordinarily
be recorded under Generally Accepted Accounting Principles (“GAAP”). We had nio Regulatory Assets
at December-31, 2009 and our Regulatory Liabilities were $207.3 million. Regulatory assets generally
represent incurred costs that have been deferred because such costs are probable of future recovery in
Member rates. Regulatory liabilities generally represent amounts established by our regulator to mitigate
the net effect on our Members of fuel and environmental surcharges and surcredits. These amounts are
recorded in revenue as the underlying fuel and environmental costs are incurred. We continually assess
whether any regulatory account we have is probable of future recovery by considering factors such as
applicable regulatory environment changes, historical regulatory treatment for similar costs, recent rate
orders to other regulated entities and the status of any pending or potential legislation. Based on this
continual .assessment, we. believe our existing regulatory liabilities are probable of future.refund. - This
assessment reflects the current political and regulatory climate at the state level, and is subject to changé,
in the future. If future recovery of costs or refund of liabilities cease to be probable, the asset or: habﬂlty
write-off would be recognized in operating income.

Revenue Recognition
‘Revenues on sales of electricity are recognized as earned when the. electricity is provided.

Revenues under the wholesale power contracts for sales to Members including the Smelter Agreements
are based on month-end meter readings and billed the month following the month of service. .
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Off-Balance Sheet Armngemem .

As a resuh of tmmnanng the Leveraged Lease Tmnsactlons, we had no off-balance sheet
arrangements as of March 31, 2010. . : )

Accawm'ng Jfor Loss Contingencies

We are involved in certain legal and environmental matters that arise in the normal course of
business. In the preparation of our financial statements, we make judgments regarding the future outcome
of contingent events and record a loss contingency when it is determined that it is probable that 2 loss has
occurred and the amount of the loss can be reasonably estimated. We regularly review current
information available to determine whether any such accruals should be adjusted and whether new
accruals. are required. Contingent liabilities are often resolved over long periods of time. Amounts
recorded in the financial statements may differ from the actual outcome once the contingency is resolved,
which could have a material nnpact on our future operating results, financial position or cash ﬂows We
had no contmgent matters requiring accrual at December 31, 2009.

Depreciation of Utility Plant .

Utility plant is recorded at original cost. Replacements of depreciable property units are also
charged to utility plant. Replacements of minor items of property are charged to maintenance expense.
We performed a depreciation study in 1998 that resulted in depreciation rates based on extended
remaining service lives. Depreciation of utility plant is recorded using the.straight-line method and rates
based on the estimated remaining years of service determined by .such study. This study, which
significantly reduced depreciation expenses, was approved by the KPSC and the RUS in 1998 and miadé
effective as of July 1, 1998. The study has remained in effect since that time.

S We committed to the KPSC that we will complete a new .depreciation study and include ‘that
study with a filing for a general review of its financial operations and its tariffs before July 16, 2012,
Currently, we plan to complete the depreciation study. late summer or early fall of 2010 and incorporate
that study in our filing with the KPSC which is currently planned for mid-year 2011 with an effective date
of January 1, 2012. )

Accounting for Income Taxes -

We were formed in 1961 as a tax exempt cooperative under section 501(c)(12) of the Internal
Revenue Code. To retain exempt status, at least 85% of our receipts must be generated from transactions
with our Members. In 1983, our sales to Members.did not meet the 85% requirement due to sales to Non-
Members. Since 1983, the Internal Revenue Service (“IRS”) considers us a taxable organization.
Beginning with 2010, post-Unwind, we belicve that-our sales to Members satisfy the 85% requirement
and we now could qualify for exempt status. In order to qualify for exempt status we would need to apply
to the IRS. We have no current intentions of applying for exempt status. We are also sub}ect to Kentucky
income tax. :

Deferred tax assets and liabilities are recognized for the future tax consequences attributable to
temporary differences between the book basis. and tax basis of assets and liabilities. Deferred tax assets
and liabilities are measured using enacted tax rates expected to apply to taxable income in the years in
which those temporary differences are expected to reverse, be recovered or be settled. The probability of
realizing deferred tax assets in the future is based on forecasts of future taxable income and the use of tax
planning that could impact our ability to realize deferred tax assets. If future utilization of deferred tax
assets is uncertain, a valuation allowance may be recorded against them.
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In assessing the likelihood of realization of our deferred tax assets, we consider estimates of the
amount and character, patronage or non-patronage, of future taxable income. Actual income taxes could
vary from estimated amounts due to the impacts of various items, including changes in income tax laws,
our forecasted financial condition and results of operations in future periods, as well as results of audits
and examinations of filed tax returns by taxing authorities. Although we believe our asscssment of our
income tax estimates are reasonable, actual results could differ from the estimates.

‘At December 31, 2009, we had deferred tax assets of approximately $49.8 rmlhon, of whlch
$21.0 million relates to net operating losses. At December 31, 2009, accrued net operating losses
amounted to approximately $53.1 million, expiring 2012. Additionally,.at. December 31, 2009, we had
deferred tax liabilities of approximately $23.8 million, which primarily relate to RUS Series B Note.
Prior to the termination of our Leveraged Lease Transactions in 2008, we believed that it was more likely
than not ithat we would recover deferred tax assets related to altermative minimum taxation.- ‘The
termination of the Leveraged Lease Transactions removed an expected source of future taxable income
and we determined that an increase in our valuation allowance was appropriate, resulting in a $5.9 million
charge.

Pension and Other Postretzrement Benefirs

We have noncontributory defmed benefit pension plans covering approxxmately 100 of our 600
member work force. The salaried employees defined benefit pension plan was closed to new entrants
effective January 1, 2008, and the bargaining employees defined benefit pension plan was closed to new
hires effective November 1, 2008. For those not covered in.the defined benefit plans, we established base
contribution accounts in the defined contribution thrift and 401(k) savings plans, which were renamed the
retirement savings plans. The base contribution account is funded by employer contnbutxons based on
graduated percentages of the employee’s pay, depending on age. S -

We also provide certain postretirement medical benefits for retired employees and their spouses.
Generally, except for retirees who were part of the generation union, we pay 85% of the premium cost for
all retirees age 62 to age 65. We pay 25% of the premium cost for spouses under age 62. For salaried
retirees age 55 to age 62, we pay 25% of the premium cost. Beginning at age 65, we pay 25% of the
premium cost if the retiree is enrolled in Medicare Part B. For each generation bargaining: retiree, we
establish a retiree medical account at retirement equal to $1,200 per year of service up to 30 years ($1,250
per year-for those retiring on’or after January I, 2012). The account balance is credited with: interest
based on the 10-year Treasury Rate subject to a minimum of 4% and a maximum of 7%. The account is
to be used for the sole purpose of paying 100% of the premium cost for the retiree and spouse.

The calculations of defined benefit pension expenses, other postretirement benefit expenses, and
pension and other postretirement benefit liabilities, require the use of assumptions. Changes in these
assumptions can result in different expenses and reported liability amounts, and future actual experience
can differ from the assumptions. We believe the most critical assumptions are the expected long-term
rate of return on plan assets and the assumed discount rate. Additionally, medical and prescription drug
cost trend rate assumptions are critical in estimating other postretirement benefits.

Funding requirements for defined benefit pension’ plans are determined by government
regulations. Our defined benefit pension plans are fully funded for ERISA purposes, and we have made
additional voluntary contributions. At December 31, 2009, for the defined benefit pension plans, the
present value of the accumulated benefit obligation exceeded the fair value of plan assets by $3.2 million.
‘We fund our other postretirement benefit plan obligations on a pay-as-you-go basis, on a cash basis as
benefits are paid. No assets have been segregated and restricted to provide for the other postretirement
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benefits. At December 31, 2009, the present value of: the pro;ected benefit obhgauon for the other
postrenrement benefit plans was $13 9 mnllmn " : .

New Accounnng Staadards

FASB ASC 815, Denvatwes and Hedgmg estabhshed enhanced dlsclosure reqmrements
concerning derivative instruments and hedging activities. This enhanced disclosure standard requires that
objectives for using derivative instruments be disclosed in terms of underlying risk as well as accounting
designation in order to better convey the risks that the entity is intending to manage through the use of
derivatives. : Entities are required to provide enhanced disclosures describing (a) how and why an entity
uses dérivative instruments, (b) how derivative instruments and related hedged items are accounted for
under FASB ASC 815-and its.related interpretations; iand (c)- how derivative instruments and related
hedged items affect an entity’s financial position; financial performarice, and cash flows. We adopted this
standard ‘on January 1, 2009 and the adoption had no material effect on.our ﬁnanclal posmon or
operations.’ : .

FASB ASC 855, Subsequent Events, established a standard for disclosure of events that occur
during the period between the balance sheet date and the date on which the financial statements are
issued. This standard is effective for interim or annual financial periods ending after June 15, 2009. We
adoptcd the disclosure requirements for subsequent events as outlmed in ASC 855.

FASB ‘ASC 105, Generally Accepted Accoummg Pnnctples prowdes a codification of
accounting standards that supersedes all previously existing non-SEC accountmg and reporting standards
and becomes the authoritative source of GAAP. FASB ASC 105 is effective for annual financial
statements issued after September 15, 2009. We have adopted the Accoummg Standard Codxﬁcahon
established by FASB ASC 105.

Cooperative Operations

Utility Margins

. We operate our electric business on a not-for-profit basis and, accordingly, seek to.generate
revenue sufficient to recover our cost of service and produce net margins sufficient to establish reasonable
financial reserves, meet financial coverage requirements and accumulate additional equity as determined
by our Board of Directors.: Revenue in excess of expenses in any year is designated as net margins in our
Statements of Operations.  We designate retained net margins in our Balance Sheets as patronage capital
which we assign to each of our patrons, including our Members, on the basis of its business with us: Any
distributions of patronage capital are subject to the discretion of our Board of Directors and restrictions
contained in the Mortgage Indenture. See APPENDIX E - “SUMMARY OF CERTAIN PROVISIONS
OF THE MORTGAGE INDENTURE -~ Covenants.” :

Rate Structure

Under the wholesale power contracts, the Members pay us for all power and energy supplied at
rates approved by the KPSC. .The rates to all Members are bundled and include rates for capacity (also
referred to as demand), energy, transmission, ancillary service and other special rates:. In addition to the
demand and energy rates, we have a fuel adjustment clause and an environmental surcharge clause, under
which we can increase or decrease charges to the Members based on the variance between our actual cost
and the cost included in our base rates. . In-addition to the rates listed above, under each Smelter
Agreement, Kenergy charges each Smelter for purchased power not recovered in the fuel adjustment
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clause above a base amount. See APPENDIX E - “SUMMARY OF CERTAIN PROVISIONS OF THE
SMELTER AGREEMENTS.”

Coverage Ratio

Subject to any necessary regulatory approvals, such as KPSC approval and RUS approval, if
required, the Mortgage Indenture requires us to establish and collect rates for the use or the sale of the
output, capacity or service of our electric generation, transmission and distribution system which are
reasonably expected to yield margins for interest, for the twelve-month period commencing with the
effective date of the rates, equal to at least 1.10 times total interest charges on debt secured under the
Mortgage Indenture during that twelve-month period (the “MFI Ratio™). The MFI Ratio is calculated by
dividing the Margins for Interest for a period by the Interest Charges for such period. The definition of
Margins for Interest takes into account any item of net margin, loss, gain or expenditure of any affiliate or
subsidiary of ours only if we have received such net margins or gains as a dividend or other distribution
from such affiliate or subsidiary or if we have made a payment with respect to such losses or
expenditures. For the definition of “Margins for Interest” and “Interest Charges” see APPENDIX F —
“SUMMARY OF CERTAIN PROVISIONS OF THE MORTGAGE INDENTURE - Covenants.” The
2010 budget is set to achieve a $4.8 million net margin and an MFI Ratio of 1.10. See “Financial
Condition — As of March 31, 2010 herein.

Results of Operations
Sales to Members

Electric sales to our Members are made pursuant to wholesale power contracts with each
Member. The table below sets forth the Sales to Members in MWhs for 2009, 2008 and 2007. The
Smelter sales are shown both before and after the closing of the Unwind. Before the closing of the
Unwind, we supplied only a small portion of the Smelters’ needs. Since the Unwind, we supply 850 MW
of the Smelters’ needs. Our wholesale rate to Kenergy for the Smelters averaged $46.22 per MWh for
2009. Smelter sales during 2010 will be for a full year of service and could approach 7.0 million MWhs.

Rural Member sales include residential and commercial loads. The 2009 rural Member sales
reflect a .15 million MWh decline or a 6.28% decrease. This decline is attributable to the current
recession and mild weather. Industrial Member sales were relatively flat over the three year period.

Smelter sales in 2008 werel.16 million MWhs or 52.02% less than 2007. During 2007, the
Smelters’ needs for power were in excess of the normal resources available to us. We purchased a large
block of power for the Smelters from the open market.

Sales to Members

(in millions of MWhr)
2009 2008 2007
Rural Member.........coovveemviemrereionnes 2.24 239 2.41
Industrial Member........ccceevervennnee. 0.92 0.93 0.92
Smelter (Pre-Unwind)..........cccceeenneee 0.58 1.07 223
Smelter (Post-Unwind) ...........coernuene 2.89 0.00 0.00
6.63 439 5.56

Sales to Non-Mensbers

The table below sets forth the sales to Non-Members in megawatt-hours for 2009, 2008 and 2007.
After the closing of the Unwind on July 16, 2009, we had access to all of the generation available from
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our production assets, which enabled us to sell any excess ori the open market. The excess generation was
sold in the market to third parties, resulting in an increase of .40 million MWhs or 52%, as comipared to
2008. .

Sales to Non-Members in 2008 increased by .17 million MWhs, or 28%, from 2007. This
increase, in part, reflects an increase in energy available to us from our contract with SEPA which is used
to sexvice native load resulting in the additional energy available from our E.ON purchase power contract
for off—system sales.

Sales to Non-Members
(in millions of MWhr)
2009 2008 2007
Non-Member..........ccoviervunirennn. 1.17 - 0.77 "~ 0.60

Other Revenue

The table below sets forth the other revenue for 2009, 2008 and 2007. After the closing of the
Unwind on July 16, 2009, the lease payments from E.ON for our generation assets were terninated,
resulting in a decrease of $26.4 million or 45.18%. Other operating revenue was $4.4 million or 42.62%
greater than 2008. This increase is due to additional transmission revenue from our internal Non-Member
energy services departmental activities. An off-set to this revenue increase is included in the operating
expenses below. The 2008 lease revenue and other operating revenue were relatively flat from 2007.

Other Revenue
(in thousands)
2009 2008 2007
Lease revenue.......... recererrernrnnnes $32,027 $58,423 " $58,265
Other operating revenue............ 14,603 10,239 . 9,713

$46,630 $68,662 $67,978

Operating Expenses

The table below sets forth the Operating Expenses for 2009, 2008 and 2007. After the closing of
the Unwind on July 16, 2009, we became responsible for the operating expenses for the generating fleet.
These expenses resulted in increased operating expenses of $130.8 million, primarily due to the increased
Smelter power supply obligation that became effective with the Unwind closing. Depreciation expensé
increased, due primarily to the assets transferred to us by E.ON as part of the Unwind. This reflects an
increase of $1.4 million or 4.65%. Transmission expense increased $6.8 million from 2008 due in part to
our increased use of our available transmission capacxty for off-system sales purposes. An off-set to this
expense increase is included in the operating income.shown above. Prior to the Unwind, we purchased all
our power, while post-Unwind we generally purchase replacement power when our genemuon units are in
outage. Approxnmately two-thirds of our purchased power expense is collected in revenue from the
Smelters via two automatic rate pass-through provxsmns, with the remammg one-third associated with our
Members® non-Smelter load being collected via (1) the two automatic pass-tbrough provisions, while (2),
the non-fuel adjustment charge puichased power adjustment is deferred for future recovery (a regulatory
account) following a review by the KPSC. Currently we have a regulatory hablhty account, whxch
following a future review by the KPSC, we will refund to our Members.
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Power purchased and interchanged for 2008 was $55.1 million or 32.47% less than 2007. During
2007, the Smelters’ needs for power were in excess of the normal resources available to us. We
purchased a large block of power for the Smelters on the open market.

Operating Expenses
(in thousands)
2009 2008 2007
Fuel for electric generation...........cccccevecrerrerennnnes $ 80,655 - -
Power purchased and interchanged................cce..c.. 116,883 $114,643 $169,768
Production, excluding fuel ..........c.ccoorernrenennie, 22,381 - -
Transmission and other ........ccceeennvevvrrecseecreennenans 35,444 28,600 27,196
MaINtenanCe .......coveerriereseenercernnnersecsvsesnresrsssanses 29,820 4,258 4,240
Depreciation ............ovcrecvemerrcevreesruesercsssnsesascseneneas 32,485 31,041 30,632

$317,668 $178,542 $231,836

Interest and Other Charges

The table below sets forth Interest and Other Charges for 2009, 2008 and 2007. Interest expense
for 2009 was $5.8 million less than 2008 due to the fact that we paid RUS $140.2 million at closing of the
Unwind and the decrease of the interest rate on our variable interest rate pollution control revenue bonds,
including the Refunded Bonds. The increase in 2008 as compared to 2007 of $4.8 million is primarily
due to the credit downgrade of Ambac (the credit provider for our pollution control revenue bonds) and
the resulting increase in the variable rate on our pollution control revenue bonds, including the Refunded
Bonds. Additionally, we have amortized the loss from the termination of the Leveraged Lease
Transactions from the buyout in 2008 until the closing of the Unwind in 2009. With the termination of
the Leveraged Lease Transactions, we no longer consider that it is more likely than not we would recover
our net deferred tax assets, therefore the alternative minimum tax credit carry forwards were expensed
during 2008.

Interest and Other Charges
(in thousands)

2009 2008 2007

Interest, net of capitalized interest ........................ $59,898 $65,719 $60,932
Interest on obligations related to long-term lease . - 6,991 9,919
Amort. of loss from termination of lease............... 2,172 811 -
InCOme tax EXPEDSE......ceccverrvereecremrereereserrareressence 1,025 5,934 -
OMhET, MEL ...ooercieerisrcrrrrerresersees e ssessassessessenas 112 123 103
$63,207 $79,578 $70,954

Operating Margin

The table below sets forth the Operating Margin for 2009, 2008 and 2007. After the closing of
the Unwind on July 16, 2009, we were responsible for all production expenses related to our generation
fleet. A major 8.5 weeks planned outage for the Wilson Plant was completed in the fall of 2009 at a cost
of $9.3 million. This expense, coupled with the depressed power market prices off-system sale and lower
Member sales due to weather and the recession, resulted in an the 2009 operating margin decrease of
$22.6 million or 149.90%
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During 2008, primarily resulting from terminating the Leveraged Lease Transactions, operating
margin decreased $12.0 million from 2007, or 44.38%.

Operating Margin
(in thousands)
2009 2008 2007
Operating Margin ..........c.ccove.e.. $(7,515) $15,061 $27,080

Non-Operating Margin

The table below sets forth the amount of Non-Operating Margins for 2009, 2008 and 2007. The
Non-Operating Margin in 2009 resulted from the closing of the Unwind. The Non-Operating Margins in
2008 and 2007, under the caption “Interest Income on restricted investments under the long-term lease”
below, were from the Leveraged Lease Transactions, which have been terminated.

Non-Operating Margin
(in thousands)

2009 2008 2007
Interest Income on restricted
investments under long-term
L S - $8,742 $12,481
Gain on Unwind.........ccccevverveerenene $537,978 - -
Interest income and other............... 867 4,013 7,616

$538,845 $12,755 $20,097

Ner Margin

Primarily due to the closing of the Unwind, net margins were $531.3 million in 2009, compared
to $27.8 million in 2008. This increase resulted in a dramatic improvement in our financial condition,
with year end 2009 equities of $379.4 million, 25.2% equities to total assets. While the Unwind and pre-
Unwind operations generally render comparability of the 2009 net margins to prior years difficult, the key
differences between 2009 and 2008 are briefly described in the following paragraph.

Other than the $538.0 million gain on the Unwind, there are five significant items comprising the
remaining $34.5 million unfavorable 2009 net margins variance compared to 2008. First, power contracts
revenue increased by $126.6 million primarily due to the increased Smelter power supply obligation that
became effective with the Unwind, offset by an $139.1 million increase in operating expenses. Second,
lease revenue was $26.4 million unfavorable due to the Unwind closing. Third, interest expense decreased
$12.8 million primarily due to termination of the Leveraged Lease Transactions; we also paid down
$140.2 million of RUS debt on the Unwind closing date and our pollution control bonds bore lower
variable interest rates. Fourth, income tax expense decreased $4.9 million due to terminating the
Leveraged Lease Transactions in 2008. Fifth, primarily due to termination of the Leveraged Lease
Transactions, interest income decreased $11.9 million. All other statement of operations items net to an
increase of $1.4 million.
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Net Margin

(in thousands)
2009 2008 2007
Net Margin.......cconeveeveccercrcsinsenons $531,330 $27.816 $47,177
Financial Conditien
As of March 31, 2010

We have included selected financial data for the three months ended March 31, 2010 in this
Offering Statement. We have not, however, included data for the three months ended March 31, 2009 to
be used for comparative purposes since the first quarter results of 2009 reflect operations of Big Rivers
pre-Unwind and the first quarter results of 2010 reflect operations of Big Rivers post-Unwind.

Operating Revenues for the three months ended March 31, 2010 are much higher than last year
primarily as a result of our supplying Kenergy with approximately 850 MW of the power necessary to
supply a portion of its contractual obligations to the Smelters. In addition, with the Unwind we became
responsible for certain fuel costs and environmental costs that were not our responsibility pre-Unwind.
Our current contractual arrangements allow us to recover fuel adjustment surcharges and environmental
surcharges both of which contributed to higher Operating Revenues as compared to the first quarter of
2009.

During the period ended March 31, 2010 of our $137.2 million in Operating Revenues, we had
approximately $69.0 million in sales to the Smelters, approximately $39.2 million in tariff sales to our
non-Smelter Members and approximately $25.6 million in off-system sales. A portion of the off-system
sales relates to off-system sales we are making on behalf of Century of 100 MW because one of its
potlines is currently down.

With respect to Operating Expenses for the period ended March 31, 2010, we instituted cost
containment measures for this period because we expected lower Member energy sales and lower prices
for electricity in the wholesale market as a result of the lingering recession.

We are currently budgeting for a MFI Ratio (as defined herein under the caption “Cooperative
Operations — Coverage Ratio™) of 1.10 for 2010, as required by the Mortgage Indenture, based upon a net
margin of $4.8 million. By adequately controlling costs, we are projecting that we will be able to exceed
the financial measure under our Mortgage Indenture of a MFI Ratio of 1.10. During the first three months
of 2010, we achieved net margins of approximately $9.5 million, $6.3 million greater than budget. A
return to a more normal regional weather pattern for our winter months and some recovery in the
economy provided for stronger sales internally and externally. By combining the favorable year-to-date
margins with the budget for the balance of 2010, we expect to be able to achieve a MFI Ratio of 1.15,
based upon a net margin of $7.1 million.

Off-system sales volume for the first quarter of 2010 was 643,069 MWh resulting in revenue of
$25.7 million. The forecast for the balance of the year reflects off-system sales volume of 981,115 MWh
resulting in revenue of $45.1 million.

27



As of December 31, 2009 compared to December 31, 2008

Our total assets increased to $1,505.54 million as of December 31, 2009, from $1,074.4 million
as of December 31, 2008, reflecting cash and other compensation we received in connection with the
Unwind. Working capital at December 31, 2009 increased $119.6 million from that of 2008 as a result of
the Unwind. Our long-term obligations decreased by $153.0 million primarily reflecting the payment of
$140.2 million on our 5.75% RUS Series A Note on the closing date of the Unwind. Qur equity increased
to $379.4 million as of December 31, 2009, from $(154.6) million as of December 31, 2008, again
reflecting compensation to us in connection with the Unwind. Operating revenues for the year ended
December 31, 2009 were $373.4 million as compared to $273.2 million for the year ended December 31,
2008 as a result of the increase in sales to the Smelters after the Unwind.

Operating Expenses for 2009 increased to $317.7 million as compared to $178.5 million in 2008
as a result of increases in fuel, production, transmission and maintenance expenses after the Unwind.

Net margins were $531.3 million in 2009 compared to $27.8 miilion in 2008 primarily as a result
of the Unwind.

As of December 31, 2008 compared to December 31, 2007

QOur total assets decreased to $1,074.4 million as of December 31, 2008, from $1,314.2 million as
of December 31, 2007, reflecting the termination of the Leveraged-Lease Transactions. Working capital
at December 31, 2008 decreased from that of 2007, reflecting the $107.1 million net cash payment and
$12.4 million promissory note (due December 15, 2009) required for the termination of the Leveraged-
Lease Transactions. Our long-term obligations (excluding the obligations related to the Leveraged-Lease
Transactions) decreased by $35.0 million, primarily reflecting the principal payments made on the 5.75%
RUS debt during 2008. Our liabilities exceeded our assets by $154.6 million as of December 31, 2008, as
compared to $174.1 million as of December 31, 2007. This improvement reflects the net margin for 2008
of $27.8 million, offset by an adjustment of $8.3 million to accumulated other comprehensive income
relating to FASB ASC 715 “Defined Benefit Plans.”

Revenues for 2008 were $273.2 million, compared to $329.9 million for 2007. This $56.8
million decrease in 2008 revenue results prirarily from a large block of market power purchased for
release to the Smelters in 2007. Off-setting most of the 2008 revenue reduction, operating expenses for
2008 decreased by $53.3 million, also reflecting the large block of power purchased for the Smelters in
2007. Interest expense for 2008 increased by $4.8 million over 2007, reflecting higher interest rates on
our $142.1 million variable rate tax-exempt pollution control bonds. The termination of the Leveraged
Lease Transactions in 2008 generally accounts for the remainder of the 2008 net margin reduction
compared to 2007.

Liquidity and Capital Resources

At December 31, 2009, we held cash and cash equivalents of approximately $60.3 million. We
expect to rely upon our cash flows from operations and existing cash and cash equivalents to fund our
operating costs and capital requirements during 2010. A material adverse change in operations could
impact our ability to fund our liquidity and capital requirements without a new borrowing. Ultimate cash
flows from operations are subject to a number of factors, including, but not limited to, the weather,
regulatory constraints, economic trends and market volatility.

In July 2009, we entered into a three year, $50.0 million unsecured revolving credit agreement
with CoBank. The CoBank credit agreement may be used for capital expenditures and general corporate
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purposes. On May 12, 2010, the amount outstanding under the CoBank credit agreement was $10.0
million.

In July 2009, we entered into a five year, $50.0 million unsecured revolving credit facility with
CFC. The CFC credit agreement may be used for capital expenditures, general corporate purposes or the
issuance of letter of credit. As of May 12, 2010, letters of credit in the aggregate amount of $5.9 million
were outstanding under the CFC credit agreement.

Amounts available under these revolving credit facilities are accessible should there be a need for
additional short-term financing. We expect that cash flows from operations and our existing cash and
cash equivalents balance will be sufficient to fund our operating costs and capital requirements during
2010 through 2013.

For a discussion of financing for our projected capital expenditures, see “Projected Capital
Expenditures of Big Rivers Electric Corporation” and “Capital Requirements” below.

Projected Capital Expenditures of Big Rivers Electric Corporation

We annually forecast expenditures required for additional electric generation and transmission
facilities and capital for enhancement of existing facilities. We review these projections frequently in
order to update our calculations to reflect changes in our future plans, construction costs, market factors
and other items affecting our forecasts. Our actual capital expenditures could vary significantly from
these projections because of unforeseen construction, changes in resource requirements, changes in actual
or forecasted load growth or other issues. We project our 2010 capital expenditures to be $40.8 million.
Our long range capital plan details actual and projected construction requirements and system upgrades of
approximately $221.6 million for the years 2010 through 2013 as follows:

Projected Capital Expenditures
Projected
2010 2011 2012 2013 Total
(in thousands)

Environmental Additions $ 4,339 $ 7,988 511,793 $ 5636 $29,756
New Transmission 5211 4,612 - - 9,823
Existing Base Load System Upgrades - - - - -
Transmission 9,882 1175 6,263 3114 26,434
Generation 14,026 40,318 44,615 43,524 142,483
Administration 7,333 1,355 3,012 1,381 13,081
Total $40,791 $61,448 $65,683 $53,655 $221,577

Some of the more significant capital investments in generation and environmental additions that
are represented in the table above for each year include: $1.6 million on phase one of a dust collector
replacement project at the Green Plant and the Wilson Plant for compliance with Title V of the Clean Air
Act, as amended (the “Clean Air Act”™); $3.2 million on FGD life extension at the Wilson Plant; and $1.1
million on a SO; mitigation project at the Wilson Plant during 2010.

During 2011 we plan to invest $2.0 million on phase one of a project to elevate the dike for the
waste water treatment facility at the Coleman Plant; another $2.8 million on phase two of the dust
collector replacement at the Green Plant and Wilson Plant; $3.2 million in protective weld overlay on
boiler tubes at the Coleman Plant and the Green Plant; $3.8 million for phase one of a major FGD
refurbishment project at the Green Plant; $2.3 million on phase one of a project to apply protective
coatings to the boiler, precipitator and scrubber structures at the Green Plant; $1.0 million on precipitator
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repairs at the Green Plant; $2.2 million for-low NO; burner replacement at' Station Two; $2.2 million on
phase two of the SO; mitigation project at the Wilson Plant; and $1.0 million on phase two of the FGD
hfe extensnon project at the leson Plant.

~ For 2012 capital investments include $2.0 million on phase two of the diké elevation project for
the waste water treatment facility at the Coleman Plant; $2.5 million for protective weld overlay on boiler
tubes at the Coleman Plant; $3.1 million to replace the economizer and reheat sections'in boilers at the
Coleman Plant; $1.0 million for a turbine overhaul at the Coleman Plant; $1.6 million on phase two of the
protective coating project at the Green Plant; $1.9 million for precipitator repairs at the Green Plant; $5.2
million on low NO, burner replacernent and a turbine overhaul at Station Tvwio; and ‘$5:7 million on
perheater tube replacement, and phase three of the FGD life extension project at the Wilson Plant

In 2013 planned major investments include $5.0 million in boiler tube and low NO, burner
replacements at the Coleman Plant; $2.1 million in protecuve weld overlay on boiler tubes at the Coleman
Plant and Wilson Plant; $2.5 million in precipitator repairs at the Green Plant; $3.8 million on phase thirce
of the FGD refurbishment and protective coating projects at the Green Plant; $4.0 million to replace the
brick lining inside the scrubber exhaust stack at Station Two; $1.3 million to replace medium voltage
switchgear at Station Two; $3.8 million to replace condenser tubes at the Wilson Plant; and $5.6 million
to replace low NO, burners and boiler superheater tubes at the Wilson Plant. Additionally we will invest
over $8 million during this four year period in new or refurbished catalyst for the selective catalytic
reductxons (“SCR”) at the Wilson Plant and Station Two.

Capital expenditures for new transmission resources include increasing our available tmnsfer
capability for exporting power off system from approxlmately 912 MW-to 1380 MW. :

Historically, RUS loans and loan guarantees have provided the principal source of financing for
rural electric cooperatives. While we bave utilized these programs, we have also availed ourselves of
tax-exempt bond financing, bank loans and leveraged lease financing to finance our electric system.
Currently, RUS has a moratorium on any new loans for new base load coal or nuclear generation.

Capital Requirements . -

. We expect to finance substantially all of our projected capital expenditures for the years 2010
through 2013 with internally generated funds.

Debt and Lease 0bligations

In addition to the Reﬁmded Bonds, we have outstanding $58.8 million County of Ohio, Kentucky
Pollution Control Refunding Bonds, Series 1983 (Big Rivers Electric Corporation Project) (the “Series
1983 Bonds™), which bear interest at variable rates. Currently, the Series 1983 Bonds are being held as
bank bonds by the liquidity provider, bearing an interest rate of 3.25%, as the remarketing agent has been
unsuccessful at marketing them at the prescribed maximum rate, 120% of the:variable rate index.

On May 25, 2010, a regularly scheduled auction for our outstanding, series of periodic auction
reset securities (PARs), the Refunded Bonds, having a total principal amount of $83.3 million, failed as
the:par amount of sell orders in the auction exceeded the par amount of buy orders by approximately $4.3
million. As a result, the annual interest rate on the Refunded Bonds reset from 1.7% for the prior 28-day
period to 18% for the current 28-day period, which is the maximum rate required under the terms of the
Refunded Bonds in the event of a failed auction. At the end of the current penod, the Refunded Bonds
will be redeemed from the proceeds of the Bonds.
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The scheduled maturities of our long-term debt at January 31, 2010 were as follows:

Payments Due by Period
Remainder
Towl 02010 2081 2012 2013 2014 Thereafter
(in mitlions)
Long-Term Debt'” $846.6 $12.0 $14.9 $76.1 $79.3 $21.7 $642.6

(1) In the operation of aur business we have various other contracts for the purchase of electricity that are not included in the table sbove but are
described clscwhere herein, For a discussion of our long-term power purchase obligations, see “"GENERATION AND TRANSMISSION
ASSETS - Other Power Supply Resources.”

Ratings Triggers

Our credit ratings as of the date of this Offering Statement are Baal, stable outlook, from
Moody’s Investor Service (“Moody’s”), BBB-, stable outlook, from Fitch Ratings (“Fitch”) and BBB-,
stable outlook, from Standard & Poor’s Credit Market Services, a division of the McGraw-Hill
Companies (“S&P”).

Under our loan agreement with RUS, if we fail to maintain two investment grade credit ratings,
we must notify RUS in writing to that effect within five days after becoming aware of such failure. Next,
within 30 days of the date of failing to maintaining two investment grade credit ratings, we must, in
consultation with RUS, provide a written plan satisfactory to the RUS setting forth the actions that will be
taken that are reasonably expected to achieve two investment grade credit ratings. Before we would be
impacted by this restriction, both Fitch and S&P would have to downgrade us one rating step. In the case
of Moody’s, its rating would have to be lowered three rating steps coupled with at least one rating
downgrade from Fitch or S&P.

A change in our credit rating also would have an impact on our CoBank credit line. This
agreement contains an adjustment to the annual fees and interest rate paid on any advances based on our
existing credit rating. An improvement in the credit rating would lower our cost and deterioration in our
credit rating would increase our cost under this agreement. This agreement allows us to utilize our
highest credit rating in setting our fees and interest rates. Currently, Moody’s is our highest credit rating
and sets the costs for us under this agreement. A one-step downgrade by Moody’s would result in a
.0025% increase unused fee and a .25% increase in the interest rate margin,

RATE AND ENVIRONMENTAL REGULATIONS

General

Many aspects of our business are subject to a complex set of energy, environmental and other
governmental laws and regulations at the federal, state and local level.

Kentucky Rate Regulation

The KPSC regulates our rates for the sale of wholesale power to our Members. Among other
things, Kentucky law authorizes the KPSC to (i) approve our rates to be “fair, just and reasonable,” (ii)
regulate our construction of new generation and transmission facilities by issuing certificates of public
convenience and necessity, (iii) approve changes in ownership or control of us through sales of assets or
otherwise, (iv) approve the issuance or assumption of any securities or evidence of indebtedness, other
than to RUS, and (v) administer the state laws assigning each jurisdictional electric distribution utility the
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exclusive right to provide retail electric service within specified geographic boundaries. The KPSC has
approved the issuance of the Bonds. See “RISK FACTORS” for information relating to rate regulation
by the KPSC.

RUS Regulation

In addition to the KPSC’s direct regulation of us, RUS has certain rights through its loan
documents with us that impact our operations (i.e., RUS must consent to the construction of new facilities
which are part of our electric system, certain sales or dispositions of property, our execution of certain
types of contracts and our making of loans or investments).

Environmental Regulations

We are subject to various federal, state and local laws, rules and regulations with regard to air
quality, water quality, waste management and other environmental matters.

These laws, rules and regulations often require us to undertake considerable efforts and
substantial costs to obtain licenses, permits and approvals from various federal, state and local agencies.
If we fail to comply with these laws, regulations, licenses, permits or approvals, we could be held civilly
or criminally liable. Our operations are subject to environmental laws and regulations that are complex,
change frequently and have tended to become more stringent over time. An inability to comply with
environmental standards could result in reduced operating levels or the complete shutdown of facilities
that are not in compliance.

Federal, state and local standards and procedures that regulate the environmental impact of our
operations are subject to change. These changes may arise from continuing legislative, regulatory and
judicial actions regarding such standards and procedures. Consequently, there is no assurance that
environmental regulations applicable to our facilities will not become materially more stringent, or that
we will always be able to obtain and renew all required operating permits. We cannot predict at this time
whether any additional legislation or rules will be enacted that will affect our operations, and if such laws
or rules are enacted, what the cost to us might be in the future because of such actions.

From time to time, we may be alleged to be in violation of or in default under orders, statutes,
rules, regulations, permits or compliance plans relating to the environment. From time to time, we may
be defending notices of violation, enforcement proceedings or challenges to draft or final construction or
operating permits. In addition, we may be involved in legal proceedings arising in the ordinary course of
business.

Clean Air

Clean Air Act. The Clean Air Act regulates emissions of air pollutants, establishes national air
quality standards for major pollutants, and requires permitting of both new and existing sources of air
pollution. Many of the existing and proposed regulations under the Clean Air Act could have a
disproportionate impact on coal-based power plants, in particular older plants such as ours, because older
plants may not have originally been required to install the same pollution control equipment as newer
facilities. On the other hand, as retrofits become available and feasible, we may incur greater costs than
competing generating sources to bring facilities up to current standards. Several of our facilities have, in
the past decade, been retrofitted with new pollution control equipment, including flue gas desulfurization
and selective catalytic reduction equipment, in response to regulatory changes.
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Acid Rain Program. The acid rain program requires nationwide reductions of SO, and NOy
emissions using a cap-and-trade program reducing allowable emission rates and allocating emission
allowances to power plants for SO, emissions based on historical or calculated levels. We have sufficient
SO, and NOy (seasonal and annual) allowances to comply for the foreseeable future according to our
modeled emissions and allowance allocations.

‘CAIR Program. In March 2005, the EPA issued the Clean Air Interstate Rule (“CAIR”), which
was intended to reduce overall NOy and SO, emissions on a regional basis effective in 2009 and 2010,
respectively, with a second phase taking effect in 2015. The CAIR program authorized a cap-and-trade
emissions allowance trading program, similar to that used in the Acid Rain Program which allowed
sources to comply by trading emissions allowances instead of installing new pollution contro! systems. In
addition, CAIR allowed sources to achieve compliance by surrendering SO, allowances issued under
EPA’s acid rain program (Title IV), which would have allowed sources with excess Title IV emissions
allowances to have achieved compliance at relatively low cost.

On July 11, 2008, the United States Court of Appeals for the D.C. Circuit vacated EPA’s CAIR
regulations, remanding CAIR to EPA to issue new regulations consistent with the Clean Air Act and the
court’s decision. Pursuant to the court’s decision, EPA may be required to expand the CAIR program and
make it more stringent, which may require the inclusion of additional states or sources in the program on
the basis of adverse effects on downwind states, Among other things, the court found that the regional
cap-and-allowance trading programs established by the CAIR did not achieve the intended purpose of
ensuring ‘that upwind states did not prevent attainment of National Ambient Air Quality Standards in
downwind states because emitters in upwind states could potentially buy large quantities of emissions
allowances.” The opinion also found that the criteria used by the EPA in setting caps. for SO, emissions
and in allocating NOyx emissions were inconsistent with the statutory criteria and with Title IV of the
Clean Air Act. On December 23, 2008, the court modified its remand order so that the existing CAIR
regulatory program will remain in place until EPA issues revised regulations that remedy the problems
identified in the decision. The court’s decision creates uncertainty regarding future NOx and SO,
emissions reduction requirements and their timing. As a result of the decision, more stringent regulatory
limits could be imposed, or there may be a delay or dcceleration in the effective: dates of federal
reguirements to reduce emissions. Based on the court’s decision, EPA may not be able to use emissions
trading or the surrender of Title IV SO, allowances to achieve compliance, and may require sources to
install new pollution control systems. EPA initially informed the court that development and finalization
of a replacement rule could take approximately two years, but a replaccment rule could be proposed as
early as spring 2010. Big Rivers is in compliance with the current version of CAIR, but we are unable at
thls time to determine what impact the replacement rule will have on us.

Mercury. The Clean Air Act also provides for a comprehensive program for the control of
hazardous air pollutants, including mercury, unless altemative programs are established that adequately
protect health and the environment. In March 2005, the EPA issued the Clean- Air Mercury Rule
(“CAMR?”"), which regulated mercury emissions under an alternative program. This rule would have
capped. total annual mercury emissions from coal-fired plants across the United States through a
two-phased program and established a cap-and-trade program similar to the acid rain program, in which
the states were encouraged to participate. On February 8, 2008, the United. States Court of Appeals for
the D.C. Circuit struck'down CAMR and returned the issue to EPA for reconsideration and further
rulemaking. In connection with such rulemaking, EPA must treat mercury as a.“hazardous air pollutant”
subject. to a more restrictive program requiring the installation of “maximum availible -control
technology” in new and existing units. It is likely that EPA will issue more stringent regulations
controlling mercury emissions from coal-fired plants. Regulations for mercury control are uncertain at
this time, and will remain so until any future rulemakings. As a result, it is too early to determine what
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impact, if any, such regulations may have on us. See also “Multi-Pollutant. Legislation” below for a
discussion of recent legislation proposcd reductions of mercury emxssxons from electric utxlmes '

Multi-Pollutant Legzslanan On February 4 2010; Senators Tom Calper and Lamar Alexander
introduced bill number $.2995, the Clean Air Act Amendments.of 2010, to-the United States Senate.. The
bill proposes mandatory emission reductions of NOx, SO, and mercury from electric utilities, which
would ultimately be more stringent than the emission controls under CAIR and CAMR. This bill is in the
early stages of development, so: we cannot predict whether it or similar multi-pollutant legislation will
ultimately become law. As a result, it is too early to determine what impact, if any, such a law and any
implementing regulations may have on us.

Regional Haze. On June 15, 2005, the EPA issued the Clean Air Visibility Rule, amending
regulations governing visibility in national parks and wilderness areas throughout the United States.
Under the amended rule, certain types of older sources may be required to.install best available retrofit
technology (“BART”). The amended rules could result in requirements. for mewer and cleaner
technologies and additional controls for particulate matter (“PM”), SO, and NOy emissions from utility
sources. Under the Clean Air Visibility Rule, the states were required to develop regional haze plans as
part of their SIPs, and identify the facilities that would have to reduce emissions and then set BART
emissions limits for those facilities. Kentucky submitted its regional haze SIP revisions to EPA on June
25, 2008. EPA has not yet approved or denied Kentucky’s regxonal haze SIP revisions.

All of Big Rivers’ facilities, except the Wilson Plant, were eligible for 1mposition of BART
requirements under the haze SIP revisions. In June 2008, the Kentucky Division of Air. Quality (“DAQ™)
determined that each Big Rivers facility would be exempt from the requirement to install BART for SO,,
NOx and PM emiissions under its regional haze rule. The DAQ determination with respect to SO, and
NOx emissions was based on a previous EPA determination that states participating in the CAIR program
would not have to require electricity generating facilities to install BART for. SO, and NOy emissions:
Because the . CAIR program-is currently under review by EPA, it is' possible that EPA’s earlier
determination could change, requiring states to evaluate SO, and NOx emissions from BART-¢ligible
sources. Therefore it is possible that we will be required to install BART for SO, and NOx emissions at
certain facilities. The DAQ determination to exempt:Big Rivers facilities' from BART with respect to PM
emissions was based on air quality modeling information submitted by Big Rivers to DAQ in May. 2007.
At that time, the modeling information showed that PM emissions from Blg Rwers facilities were not
contributing to regional haze at any Class I area.

National Ambient Air Quality Standards. The Clean Air Act also requires EPA to establish
National Ambient Air Quality Standards (“NAAQS™) for certain air pollutants. When a NAAQS has
been established, each state must identify areas in its state that'do not meet the EPA standard (known as
“non-attainment areas”) and develop regulatory measures in its state implementation plan (“SIP”) to
reduce or control the emissions of that air pollutant in order to meet the standard and become: an
“attainment area.” EPA is in the process of reviewing NAAQS for certain air pollutants that are.emitted
by power plants including nitrogen dioxide, sulfur dioxide, ozone, and particulate matter. For example;
on January 19, 2010, EPA published a proposed rule for a stricter NAAQS for ground-level ozone and, on
January 25, 2010, EPA released a final rule establishing a stricter primary one-hour NAAQS for nitrogen
dioxide. When a stricter NAAQS is finalized and becomes :effective, air. pollution- sources' including
power plants, could face stricter emission standards.’ The impact of any new standards under the NAAQS
program will depend on the final federal regulatlons and resultmg revisions to Kentucky’s SIP, so we
cannot determine such impacts at thls tlme

11

Opacity. PM emissions ﬁ'om -our facxlmes have in the past, resulted in notices of v1olanon and
occasional complaints from neighbors and local government agencies. The complaints have declined in
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recent years, following the installation of SCR and/or FGD air pollution controls at the Wilson Plant, the
Green Plant, the Henderson Plant and the Coleman Plant. Even though there have been improvements in
some of the emissions characteristics, plume opacity and other impacts may continue to arise’ in
connection with the installation and the operation of the SCR and FGD controls. Additionally, the
scrubbed units at the Green and Wilson plants are “wet scrubbed” units with “wet stacks.™ ;A
phenomenon commonly associated with wet scrubbers is the occasional and unexpected appearance of a
visible plume that begins some distance after the exhaust exits the stack. The actual cause of the plume is
unknown. We continue to monitor the occurrence of the plumes and address Notices of Violations or
other agency actions as they arise. Although no material fines or penalties have been assessed against us,
we have sought permit amendments to address this issue. It is possible that additional investment or
polluuon controls may be required to reduce these impacts. ,

e " New Source Review. In 1999-2000, the U.S. Justlce Department acting on behalf of the EPA
filed a number of complaints and notices-of violation against multiple utilities across the country for.
alleged violations of the New Source Review (“NSR”) provisions of the Clean Air Act. Generally, the
government alleged that projects performed at various coal-fired units were major modifications, as
defined in the Clean Air Act, and that the utilities violated the Clean Air Act when they undertook these
projects without obtaining major source permits under the Prevention of Significant Deterioration
(“PSD”) and/or Title V programs. As part of the enforcement effort, the EPA also sent requests for
information letters to numerous other utilities requesting extensive and detailed information on the repairs
and modifications made by those utilities to their coal fired boilers. In 2000, WKE received an
information request from EPA, when it was the operator of the Big River facilities, and WKE submitted
the requcsted information to EPA. To date, EPA has not requested any additional information. |

In 2007, the U.S. Supreme Court upheld EPA’s definition of a major mod:ﬁcauon as one that
increases the actual annual emission of a pollutant from a facility above the actual average for the two
prior years, and, under President Obama’s administration, EPA has announced plans to enforce the NSR
provisions. We cannot predict whether EPA or other governmental authorities will consider anyof the
past maintenance projects or capital improvements at our facilities to have violated NSR requirements as
a result of the uncertain interpretation of this program and recent court decisions. If violations are
established, we could be required to install new pollution control equipment in-addition to the
modifications that have already been completed or planned, and be liable for other payments or penalties.

Glabal Climate Change

g - CO;, a major constituent of emissions from fossil-fuel combustion, and other GHGs are generally
believed to be linked to global warming resulting in climate change. Control of such emissions is the
subject of debate in the United States, on local, state and national levels. In the United States; no federal
legislation limiting. GHG emissions has yet been enacted, but there have been significant developments
relating to monitoring and regulation of GHG emissions by EPA, certain state governments and regional
governmental organizations. In addition, the United States Congress is considering federal legislation
that could impose a cap-and-trade system or other measures to reduce GHG emissions, such as carbon
tax. Sy . PR

T, . . P - vt

EPARegulaton:ActianundertheCIeanAirAct

. On Apnl 2, 2007, the United States Supreme Court issued a decision i in Massachusetts v EPA
holdlng that GHG emissions are “air pollutants™ under the federal Clean Air Act, thereby requiring. EPA
to determine whether GHGs pose a threat to public health and welfare. On December 15, 2009, EPA
published the final rule for the “endangerment finding” under the Clean Air Act. -In the finding, EPA
declared that the six identified GHGs - CO, methane, nitrous: oxide, - hydrofluorocarbons,
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perfluorocarbons, and sulfir hexafluoride — cause or contribute to 'global warming, and that the effects of
climate change endanger public health-and welfare by increasing the likelihood of severe weathet-events
and the other related consequences of climate change. Theé issuance of the “enda.ngerment finding”
triggered the statutory requirément that EPA regulate emissions of: GHGs as air pollutants from motor
vehicles. Such regulations were finalized on Apnl 1, 2010; when EPA and the United States Department
of Transportation issued a joint final rule imposing GHG emission standards on light-duty vehicles (cars
and light trucks). That regulation takes eﬁ'ect on January 2 2011.

On March 29, 2010, EPA a.fﬁrmed its position that air pollutants that are actually regulated under
the Clean Air Act under any program must be taken into accoimt when considering permits issued under
other programs, such as the PSD permit program. A PSD permit is required before commencement of
construction of new major stationary sources or major modifications of such sources. As a result of this
determination, the effect of the new motor vehicle rule will be' to réquire the analysis of emissions and
control options with respect to GHG emissions from new and modified major stationary sources as of
January 2, 2011, which is the date the new motor vehicle rule takes effect. Permitting requirements for
GHGs will include, but are not limited to, the application of Best Available Control Technology (known

as “BACT”) for GHG emissions, and monitoring, reportmg and recordkeepmg for GHGs.

On May 13, 2010, EPA issued a final rule for determining the applicability of the PSD program
to GHG emissions from major sources. The rule; known as the “Tailoring Rule,” establishes criteria for
identifying facilities required to obtain PSD permits and the emissions thresholds at which permitting and
other regulatory requirements apply. The applicability threshold levels established by this rule include
both a mass-based calculation and a metric known as. the carbon dioxide: equivalent, or COse, which
incorporates the global warming potential for each of the six individual gases the compnse the collective
GHG defined in the endangerment finding.

On January 2, 2011, sources that are subject to PSD and/or Title V permits due to their non-GHG
emissions (such as fossil-fuel based electric.generating facilities for their NO,, SO, and other emissions)
will have: to address GHG emissions in ‘new permit applications or renewals: ' -Construction or
modification of major sources will become subject to PSD requirements for their GHG emissions if the
construction or modification results in a net increase in the overall mass of GHG emissions. exceeding
75,000 tons per year om a COqe basis. New and modified major sources requiring to obtain a PSD permit
would be required to conduct a BACT review for their GHG emissions. EPA intends to issue guidance
before the end of 2010 on the technologies or operations that would constitute BACT for'GHGs. With
respect to Title V requirements, as of January 2, 2011, sources that are required to have Title V permits
for non-GHG pollutants will be required to address GHGs as part of their Title V permitting. The 75,000
tons per year CO.e apphcabxlxty threshold does not apply, so’ when any source applies for, renews, or
revises a Title V permit, then Clean Air Act requiremeénts for monitoring, recordkeeping and reporting
will be included. Additional phases of implementation of the Tailoring Rule apply only to scurces that
are not currently subject to PSD and/or Title V requn'ements and are therefore not apphcable to our
facilities, each of which is subject toone or both of the federal permits.

On QOctober 30, 2009, the EPA published the final rule for mandatory monitoring and annual
reporting of greenhouse gas emissions from various categones of facilities including fossil fuel suppliers,
industrial gas suppliers, direct greenhouse gas emitters (suchi as electric generaung facilities and industrial
processes), and manufacturers of heavy-duty and off-road vehicles and engines. This rule does not
require controls or litits on emissions, but requxres data collecnon to begmnmg January 1, 2010, and the
first annual reports due March 31, 2011 ten

Our costs of compliance - w1th these new regulatxons are not fully’ known at thig time. The
requirements for monitoring, reporting and record keeping with respéct to GHG emissions from existing
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units should not have a material adverse effect, but the consequences of new permit requirements in
connection with new units or modifications of existing units could be significant, as could any new
proposed regulations affecting permitting and controls for our existing units.

Federal Legislation

The United States Congress is currently considering several energy and climate change-related
pieces of legislation that propose, among other things, a cap-and-trade system to regulate and reduce the
emission of CO, and other GHGs and a federal renewable energy portfolio standard. One such bill, H.R.
2454, known as the American Clean Energy and Security Act of 2009, was passed by the House of
Representatives on June 26, 2009. That bill, and several other energy and climate change-related
legislative proposals are currently being considered by the Senate. On May 12, 2010, Senators Kerry and
Lieberman made public the text of a proposal entitled the American Power Act, which is expected to be
considered.  The impact that federal GHG cap-and-trade legislation will have on the electric utility
industry and our business depends largely on the specific provisions of the legislation that ultimately
become law. Some of the important issues that could be addressed in cap-and-trade legislation include:
the timing and magnitude of the emissions cap; the extent to which emissions allowances are allocated or
auctioned to the highest bidder; and the extent to which emissions may be offset by other actions. The
timeline and impact of climate change legislation cannot be accurately assessed at this time, but it is
expected that any enactment of statutes to regulate GHG emissions will have a significant impact on
fossil-fueled generation facilities.

Litigation

Many of the issues raised by global climate change are being litigated in courts throughout the
United States. For example, recent litigation is raising for judicial review the question of whether a
federal agency must consider the impact of GHG emissions in the National Environmental Policy Act
environmental review process. Pending cases are also alleging that GHG emissions from electric
generation are causing a public nuisance and should be abated by electric generation facilitics. We cannot
currently predict how GHG emissions issues will arise in connection with pending or future permit
proceedings or whether litigation based on climate change issues will adversely affect our operations, or
our construction and development plans.

Water

The Federal Clean Water Act regulates the discharge of process wastewater and certain storm
water under the National Pollutant Discharge Elimination System (“NPDES”) permit program. Such
permits are issued for five-year periods and continue in effect if renewal applications are timely filed. At
the present time, applications for renewal of some of our NPDES permits are awaiting review by the
Kentucky Division of Water. We bave all other material required permits under the program for all of our
electric generating plants. The water quality regulations require us to comply with Kentucky’s water
quality standards, including sampling and monitoring of the waters discharged from the facilities. We
continually sample and monitor the discharges and report the results thereof in accordance with our
permits.

Section 316(b) of the Clean Water Act requires the EPA to ensure that the location, design,
construction and capacity of cooling water intake structures reflect the best technology available to
protect aquatic organisms from being killed or injured by impingement or entrainment. In February 2004,
the EPA issued final regulations establishing standards for cooling water intake structures at existing large
power plants. The rule provided several compliance alternatives for existing plants such as using existing
technologies, adding fish protection systems or using restoration measures.
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* On January 25, 2007, the United States Second Circuit Court of Appeals remanded key
components of the Clean Water Act 316(b) Phase Il Rule. The court ruled that EPA could not allow use
of restoration measures to satisfy performance standards; nor could it consider cost-benefit analysis in
selecting “best technology available.” The United States Supreme Court heard the appeal of the Second
Circuit decision and held on April 1, 2009, that it is pemnssxble for utility companies and regalators to
apply cost-benefit analysis under the Clean Water Act. EPA is in the process of developing a new rule
consistent thh the Supreme Court’s decision.

The impact of Section 316(b) on Big Rivers’ is limited to the Reid Plant and the Coleman Plant.
The degree of such impact will depend upon the form of the new rule that EPA publishes. If EPA allows
a-cost-benefit analysis to determine the best techinology available, we expect the impact to the Reid Plant
and the Coleman Plant will be minimal based on information obtained from previous studies conducted
on the quantity and type of fish impinged ori the intake screens at Reid Station and Coleman Station.,

QOther Environmental Matiers

The Comprehensive Environmental Response, Compensation: and Liability Act.  The
Comprehensive Environmental Response, Compensation -and Liability Act of 1980,. as amended
(“CERCLA” or “Superfund™), requires cleanup of sites from which there has been a release or threatened
release. of hazardous substances and authorizes the EPA to take any necessary response action at
Superfund sites, including ordering potentially responsible parties (“PRPs”) liable for the release to take
or pay for such actions. PRPs are broadly defined under CERCLA to include past and present owners and
operators of, as well as generators of wastes sent to, a site. We historically have sent wastes, sich as coal
ash or wastewater that could have included hazardous substances, to third-party disposal sites or treatment
plants. Based on such disposal, Big Rivers can beconie a PRP with respect to such sites. We are not
aware of any material liabilities with respect to such dxsposal but can provide no assurande that such
liabilities will not be asserted in the future. In addition, we have experienced aiid are likely t6 continue to
experience in the future spills and releases of fuel oil and other materials that could trigger cleanup
obligations under CERCLA and result in additional compliance costs. As a result, there can be no
assurance that we will not incur liability under CERCLA in the future.

Electro-Magnetic Fields. A number of electrical industry studies have been conducted regarding
the potential long-term health effects resulting from exposure to electro-magnetic fields (“EMF”) created
by high voltage transmission and distribution equipment. At this time, any relationship between EMF and
certain adverse health effects appears inconclusive; however, electric utilities have been experiencing
challenges in various forms claxmmg findancial damages associated with electrical equipment which
creates EMF. In the future, if the scientific community reaches a consensus.that EMF presents a health
hazard, we may be required to take remedial actions at our facilities. The cost of these actions cannot be
estimated with certainty at this time. Such costs, however, could bé significant, depénding on the
particular mitigation measures undértaken, especially if relocation of existing power lines is required.

Coal Ash. Our coal-based generating facilities produce coal ash waste that requires disposal. We
dispose of the coal ash in our onsite landfills and impoundments and possess the proper industrial solid
waste permits to operate our landfills in accordance with local, state and federal regulations and laws.
However, we must continually expand the capacity of our landfills and waste management facilities to
accommodate larger amounts of ash. If' we become unable to dlspose of coal ash on site, our disposal
costs may increase considerably. On the other hand, we are continually evaluating méthods for beneficial
reuse of waste ash. Currently, all of thé ash we generate is exempt from regulation as “hazardous waste.”

On May 4, 2010, the EPA released the text of a proposed rule describing two possible regulatory
options it is considering under the Resource Conservation and Recovery Act (“RCRA™) for the disposal
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of coal ash generated from the combustion of coal by electric utilities and independent power producers.
Under either option, EPA would regulate the construction of impoundments and landfills, and seek to
ensure the both the physxcal and environmental integrity of disposal facilities.

CN A

Under the first proposed regulatory option, EPA would list coal ash destined for dnsposal in
landﬁlls or surface impoundments as “special wastes” subject to regulation under Subtitle C of RCRA:
Subtitle C.regulations.-set forth EPA’s hazardous waste regulatory program, which regulate: the
generation, handling, transport and disposal of wastes. The proposed rule would create 2 new category of
waste under Subtitle C; so that coal ash would not be classified as a hazardous waste, but would be
subject to many of the regulatory requirements applicable to such wastes. Under this option, coal ash
would be subject to technical and permitting requirements from the point of generation:to final disposal.
Generators, transporters, and treatment, storage and disposal facilities would be subject to. federal
requirements and permits. EPA is considering imposing disposal facility requirements such as liners,
groundwater monitoring, fugitive dust controls, financial assurance, corrective action, closure of units,
and post-closure care. This first option also proposes requirements for dam safety and stability for
surface impoundments, land disposal restrictions, treatment standards for coal ash, and-a prohibition on
the disposal of treated coal ash below the natural water table. The first option would not apply to certain
beneﬁmal reuses of coal ash. .

Do Under the second proposed regulatory option, EPA would regulate the dxsposal of coal ash under
Subtltle D of RCRA, the rcgulatoryf program for non-hazardous solid wastes. Under this option, EPA is
(_:onsxdenng issuing national minimum criteria to ensure the safe disposal of coal ash, which would
subject disposal units to location standards, composite liner requirements, groundwater monitoring and
corrective action standards for releases, closure and post-closure care requirements, and requirements to
address the stability of surface impoundments. Existing surface impoundments would not have to close
or mstall composite liners and could continue to operate for their useful life. The second option would
not regulate the generation, storage, or treatment of coal ash prior to disposal, and no federal permits
would be required.

The proposed rule also states that EPA is considering listing coal ash as a hazardous substance
under CERCLA, and includes proposals for alternative methods to adjust the statutory repottable quantity
for coal-ash. The:extension of CERCLA to coal ash could sxgmﬁcantly increase our hablhty for cleanup
of past and future coal ash disposal. :

. ~EPA has not decided which regulatory approach it w111 take with respect to the management and
dxsposal of coal ash. We are therefore unable to determine the effects of this proposed rule at this nme ‘

; As part of EPA’s scrutiny of how ash impoundments are permitted and- operated EPA recently
assessed ash impoundments at many facilities throughout the .country, including some: of our facilities,
even though our ash impoundments are not of the same type and construction involved in the Kingston
Plant ash spill and therefore do not pose the same kinds of risks. A dam safety assessment report for Reid
Station, Green Station and Station Two was prepared for EPA in December 2009. All of the ash ponds at
these , facilities- received “fair” ratings — a rating that reflected EPA’s view that our geotechnical
information was not complete -- but no critical deficiencies were noted.. Minor repairs required by EPA
during- this review will be completed during the 2010 construction season. ,We have commenced the
geotechnical investigation recommended by EPA in connection with the assessment, which is scheduled
to be completed for all facilities by the end of 2011. Coal ash waste management and disposal is an
evolving issue and we expect to continue to incur costs to upgrade and expand our ash impoundments as
regulations change.
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FERC Regulation

As a RUS-financed utility, our sale of power at wholesale and certain aspects of our transmission
of power in interstate commerce are not regulated by FERC. If we were not a RUS-financed public
utility, those functions would be regulated by FERC. FERC has jurisdiction under the Federal Power Act,
however, to require us to provide transmission services to third parties at rates and on terms and
conditions comparable to our own use of our transmission services. We are a transmitting utility subject
to interconnection and transmission orders under Sections 210, 211 and 212 of the Federal Power Act, as
amended by the Energy Policy Act of 1992 (“EPAct 1992"). We also are subject to FERC transmission
orders to the extent that they apply to non-jurisdictional utilities and to reciprocity tariffs as described
below. In the absence of regulation by FERC, the KPSC has asserted jurisdiction over what would
otherwise be FERC jurisdictional activities.

EPAct 1992

EPAct 1992 made fundamental changes in the federal regulation of the electric utility industry,
particularly in the area of transmission access. The purpose of these changes, in part, was to bring about
increased competition in the wholesale electric power supply market. These changes have increased, and
will continue to increase, competition in the electric utility industry. Specifically, EPAct 1992 provided
that any electric utility, federal power marketing agency or any other person generating electric energy for
sale for resale may apply to FERC for an order requiring a transmitting utility like us to provide
transmission services to the applicant. After notice and an opportunity for hearing, FERC may issue an
order requiring such transmission service to be provided, subject to appropriate compensation to the
utility providing such service. However, EPAct 1992 specifically denied FERC authority to require
“retail wheeling” under which a retail customer of one utility could obtain electric power and energy from
another utility or nonutility power generator and require a transmitting utility to “wheel” it to the retail
customer.

Order No. 888 and Successor Orders

In 1996, to remove impediments to competition in the wholesale bulk power marketplace and to
bring more efficient lower cost power to the nation’s electricity consumers, FERC issued Orders Nos. 888
and 889. QOrders Nos. 888 and 889, as amended by Orders Nos. 888-A and 889-A in 1997, were intended
to deny to public utilities any unfair advantage over competitors resulting from their ownership and
control of transmission facilities and required FERC-jurisdictional public utilities to file pro forma, open
access, nondiscriminatory transmission tariffs. In Order Nos. 890, 890-A and 890-B, issued
(respectively) in February and December 2007 and June 2008, FERC reaffirmed and modified the
requirements under Order Nos. 888 and 888-A, specifically, by modifying the transmission tariff
provisions on (among other things) calculating available transfer capability, transmission planning,
point-to-point transmission service options, energy imbalance service, rollover rights for long-term firm
transmission service, and the price caps on capacity reassignments. Under the reciprocity requirement
adopted in Order No. 888 and reaffirmed in Order No. 890, non-jurisdictional utilities like us must
provide comparable transmission service as a condition of receiving service from jurisdictional utilities
under the pro forma tariff. Our transmission facilities located in the Eastern Interconnection are under a
transmission tariff that has been approved by FERC. We developed those tariffs to buy and sell
electricity using the transmission systems of regulated utilities, as required by FERC’s reciprocity
requirement.




Energy Policy Act of 2005

On August 8, 2005, President Bush signed into law the Energy Policy Act of 2005 (“EPAct
2005™). The significant provisions of EPAct 2005 that could affect us are in the areas of (1) reliability;
(2) siting of new transmission facilities; (3) potential FERC authority over transmission service and the
rates'of non-rate-regulated utilities; (4) native load obligations; and (5) expansion of FERC’s enforcement
authority. In addition, Congress repealed the Public Utility Holding Company Act of 1935 (“PUHCA
1935”), and replaced it with the Public Utility Holding Company Act of 2005 (“PUHCA 2005”), thereby
effectively repealing many of the more onerous provisions of PUHCA 1935. As an electric cooperative;
we generally are not subject to the new requirements of PUHCA 2005. EPAct 2005 also created
incentives for the construction of transmission facilities; gave FERC authority to establish- mandatory
reliability standards through a new entity that FERC will certify as the Electric Reliability Organization
(“ERO”); authorized the DOE and FERC to grant permits enabling entities, in certain circumstances, to
use a federal right of eminent domain to build new transmission lines; and adopted provisions enabling
transmission providers to reserve transmission capacity for their native load service obligations. FERC
has ddopted regulations to implement the new regulations and requirements concerning siting,
transmission access, native load preferences and enforcement.

Conceruing the expansion of FERC’s authority to order transmission access: to transmission
systems owned or operated by non-rate-regulated utilities, EPAct 2005 added new section 211A to the
Federal Power Act. Section 211A authorizes FERC to order non-rate-regulated utilities like us to provide
transmission service at rates and terms that are comparable to those by which the non-rate-regulated
utility provides transmission service to itself. However, the non-rate-regulated utilitiés subject to' any
such requirements are not subject to the full panoply of FERC regulations applicable to
transmission-owning public utilities. FERC also is required, with certain limited exceptions, to exempt
any ‘non-rate-regulated utility that sells less than 4 million kWh per year. FERC has declined to order
transmission access pursuant to Section 211A on a generic basis, and instead will act, if at all, on a
case-by-case basis.

NERC has been certified by FERC as the ERO. NERC’s mandatory reliability standards, which
are subject to FERC review and approval, apply to any entity that owns, operates or uses the bulk power
system. 'EPAct 2005 authorizes FERC and the ERO to impose penalties for violations of the reliability
standards. -In March and July 2007, FERC issued (respectively) Order Nos. 693 and’' 693-A largely
approving the reliability standards-initially filed by NERC for FERC review and approval. FERC also
directed NERC to consider revisions to a number of the :standards, and other reliability standards and
amendments proposed by NERC remain pending before FERC. As an owner and operator of generation
and transmission facilities, we are subject to certain of the NERC reliability standards. We are currently
scheduled: for a routine audit of our compliance with the reliability standards. The audit is scheduled to
occur at our facility from May 24 to May 28 of this year. If the auditors identify areas of non-compliance,
‘we could be subject to penalties or sanctions.

EPAct 2005 also added new sections 220, 221 and 222 to the Federal Power Act, which generally
prohibit fraud and manipulation in the energy markets and promote price transparency. Under FERC’s
implementing rules, the anti-fraud rules apply to all entities, including non-jurisdictional utilities, to the
extent they engage in activities or transactions in connection with sales and transmission serv:ces subject
to FERC’s public-utility jurisdiction. -
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QUANTITATIVE AND QUALITATIVE DISCLOSURES .
ABOUT MARKET RISK

Risk Management Policies

We are exposed to significant market risks associated with electricity and coal prices, counter-
party -credit exposure, interest rates and.equity prices. Interest rate risk is associated with the changes in
interest rates that impact our variable rate debt instruments and fixed income investments. Qur energy
related commodity price risks involve changes in the market price of power natural gas, and solid fuels
and the impact of such changes on our ability to generate sufficient revenue to cover our operational
costs. We bave:established comprehensive risk management policies to monitor and manage these risks.
Our vice president of enterprise risk management is responsible for monitoring and reporting on our. risk
management policies, including delegation of authority levels. We-have an Internal Risk ‘Management
Committee that regularly meets and the vice president of enterprise risk management reports to the Board
of Directors monthly. The vice president of enterprise risk management is responsible for oversight of
market risk, credit risk, etc.; including monitoring exposure limits.

To manage our market risks, we may enter into various derivative instruments including swaps,
forward contracts, futures contracts and options. Management believes adequate safeguards, reporting
mechanisms, and procedures are in place to protect us from unauthorized use of such derivative
instruments. We have established certain risk management strategies relating to the sales and purchase
prices: for the commodities which form our core business, in order to provide insulation from volatile
market prices. With respect to our power sales, our Board of Directors has established guidelines which
are intended to ensure that derivatives and other financial instruments are used for hedging purposes and
not for speculation. Those guidelines provide that hedging activity shall be used only to minimize risk
and not to create any greater risk. Risk management status and performance must be reported to our
Board of Directors on a monthly basis, and that counterparties must meet capitalization requxrements
before we will engage with such counterparty.

Electricity and Coal Price Risk

We are exposed to the impact of market fluctuations in the prices of electricity and coal as a result
of our ownership and operation of electric generating facilities. Our exposure to coal and purchased
power risk is limited by cost-based Member rate recovery through two cost-recovery clauses, namely the
fuel adjustment clause (“FAC”) and the non-FAC purchased power adjustment. Due to timing of the
cost-recovery, there is a two month lag for the FAC between when costs: are incurred and when the
Member portion is recovered: through rates. - For the non-FAC purchase power adjustment due to timing
of the cost recovery, there is a two month lag between when the costs are incurred and when the Member-
Smelter portion is recovered through rates that represent apprommately two-thirds of the costs.: The
remaining one-third of the non-FAC purchase power adjustment cost is deferred as a regulatory account
and we will seek recovery from the KPSC during a request to adjust base rate. This request will be
presented to the KPSC durmg 201 l to be eﬁ‘ecuve January I, 2012 eom ‘

. N

Price risk represents the potentnal nsk of loss &om adverse changes -in tbe market pnce of
electricity or coal. Because we are long on power, both capacity and energy, we are -exposed to, the
illiquidity of the long-term power market and volatility of the market-price of electricity and.coal.; Our
long position in the energy market is approximately 150 MWs or 8% of our availability capacity. The
excess capacity and energy will be consumed in the future through normal growth. Further, price risk
resulting from the volatility in the price of coal is off-set by a month recovery nder for fuel that has been
approved by the KPSC. _
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We generally only enter into market power sales contracts that qualify for the normal sales and
purchases exception. Income recognition and realization related to normal sales and normal purchases
contracts generally coincide with the physical delivery of the power. For all such contracts, as long as
completion of the transaction remains probable, no recognition of the contract’s fair value is required to
be reported in our financial statements until settlement or physical delivery.

Marketable Securities Price Risk; Pension Plan Assets

We maintain investments to fund the cost of providing our non-contributory defined benefit
retirement plans. Those investments are exposed to price fluctuations in equity markets and changes in
interest rates. We have established asset allocation targets for our pension plan holdings that take into
consideration the investment objectives and the risk profile with respect to the trust in which the assets are
held. Our target asset allocation for equity securities is 65% of the value of the plan assets and the
holdings are diversified to achieve broad market diversification to reduce exposure to and any adverse
impact of a single investment, sector or geographic region. A significant decline in the value of plan asset
holdings could require us to increase our funding of the pension plan in future periods, which could
adversely affect cash flows in those periods. Additionally, a decline in the fair value of plan assets,
absent additional cash contributions to the plan, could increase the amount of pension cost required to be
recorded in future periods, which could adversely affect our results of operations in those periods. A 10%
decline in the fair value of our plan assets equals $2.2 million.

Interest Rate Risk

We are exposed to risk resulting from changes in interest rates as a result of the use of variable
rate debt as a source of financing as well as the fixed income investments in our various portfolios. We
manage our interest rate exposure by limiting the total amount of our variable rate exposure to within a
particular amount of our total debt and by actively monitoring the effects of market changes in interest
rates. As of December 31, 2009, $706.5 million of $848.6 million of outstanding long-term indebtedness
secured under the Mortgage Indenture accrued interest at fixed rates to their final maturity. As of
December 31, 2009, we had outstanding variable rate debt of $142.1 million. This debt consists of the
Refunded Bonds and the Series 1983 Bonds which mature in 2013.

Commaodity Price Risk

The average rate to our Members is affected by the price we can obtain in the market for energy
produced by our generating facilities in excess of the Members’ requirements. Higher prices produce
greater Non-Member revenue that is used to offset Member revenue requirements. Our exposure to the
risk of fluctuating power prices is declining as our historically high levels of excess generation are being
used to meet our increasing Member requirements, including the Smelters. Our excess capacity
generation in 2010 is approximately 8%.

Additionally, if one or more of our generating facilities is not able to produce power when
required due to operational factors, we may have to forego Non-Member sales opportunities or purchase
energy in the wholesale market at higher prices to meet Member requirements.

Credit Risk

Credit risk represents the loss that we would incur if a counterparty failed to perform under its
contractual obligations. To reduce credit exposure, we establish credit limits and seek to enter into
netting agreements with counterparties that permit it to offset receivables and payables. To control our
credit risk associated with credit sales of power we utilize a credit approval process, monitor counterparty
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limits and require that counterparties have adequate credit ratings. We attempt to further reduce credit
risk with certain counterparties by entering into agreements that enable us to obtain collateral or to
terminate or reset the terms of transactions after specified time periods or upon the occurrence of credit-
related events. Where appropriate, we also obtain cash or letters of credit from counterparties, to provide
credit support outside of collateral agreements, based- on financial analysis of the counterparty and the
regulatory or contractual terms and conditions applicable to each transaction.

We generally execute only physical delivery contracts. We frequently use master collateral
agreements to mitigate certain credit exposures. The collateral agreements provide for a counterparty to
post cash or letters of credit in excess of an established threshold. The.threshold amount represents. an
unsecured «credit limit, determined. in accordance with our. credit policy." Collateral agreements- also
provide: that the inability .to post collateral is sufficient cause to terminate contracts and hqmdate all
posmons : :

Due to the possibility of extreme volatility in the prices of energy commodities and derivatives,
the market value of contractual positions with individual counterparties could exceed established credit
limits or collateral provided by those counterparties. If such a counterparty were then to fail to perform
its obligations under its contract, we could sustain a loss that could have :a material impact on our
financial, results. The probability. of a material impact is lessened by the fact that we only have a
relatively small amount of power to sell long-term and presently do not plan on transacting multi-year
long-term contracts.

OUR MEMBERS
Geneml

‘ Our Members are local consumer-owned cooperative corporatmns serving retail resxdentxal
commerc:al and industrial customers on a non-profit basis. The territories served by our Members
include portions. of 22 counties in western Kentucky, Our Members serve approximately 112,000
consumers. The majority of our Members’ customers are individual residences. -

Territorial Integrity

Distribution cooperatives generally exercise a monopoly in their service areas. Under a Kentucky
statute adopted in 1972, the Members are “Retail Electric Suppliers” that are certified by the KPSC as the
exclusive suppliers of energy to their respective certified. service areas. Thus, the Members are the
exclusive suppliers of energy to electricity consumers located in their respective certified service areas. If
a Retail Electric Supplier is providing-adequate service within its certified territory, other Retail Electric
Suppliers may not sell power to retail customers. located within that certified territory. Municipal utilities
are not Retail Electric Suppliers under the statute. If a new electric consuming facility locates in two or
more adjacent certified territories, the KPSC determines which Retail Electric Supplier may provuie retail
electric service to that facility based on a number of factors, designed to avoid wasteful duphcatxon of
electric generation facilities. * . .

Rate Regulation of Members

The KPSC regulates the retail energy rates of the Members. Under Kentucky law, a utility may
revise its rates on 30 days’ notice to the; KPSC of the proposed changes: and the effective date of such
changes. The KPSC has the statutory power to suspend such changes pending a hearing for a period not
to exceed six months from the proposed effective date of such changes. This suspension period begins
with the effective date named by the utility, and thus, the utility may avoid or minimize the effect of such




suspension by naming an early effective date in its notice to the KPSC. Rate changes may be placed in
effect, in whole or in part, during any such suspension period on a finding by the KPSC that an
emergency exists or that the utility’s credit or operations will be materially impaired by the suspension.
Rates placed into effect on an emergency basis are subject to refund to the extent that the final rates
approved by the KPSC are lower than the emergency rates. The KPSC’s decision on a new rate schedule
filed by a utility must be issued not later than ten months after the filing of the rate schedule.

Member Information
Financial Information

Our Members operate their systems on a not-for-profit basis. Accumulated margins constitute
patronage capital for the consumer members. Refunds of accumulated patronage capital to the individual
consumer members are made from time to time on a patronage basis subject to limitations contained in
Member mortgages to the RUS, if applicable.

Our Members are our owners and not our subsidiaries. Except with respect to the obligations of
our Members under their respective wholesale power contracts and the Smelter Agreements, we have no
legal interest in, or obligation in respect of, any of the assets, liabilities, equity, revenue or margins of our
Members, other than our rights under these contracts. The revenues of our Members are not pledged to
us, but their revenues are the source from which they pay for power and energy and transmission services
purchased from us. Revenues of our Members are, however, often pledged under their respective
mortgages. Tables 1 and 2 in Appendix B present a three-year summary of the balance sheets, statements
of operations and selected statistical information with respect to our Members.

Statistical Information

We serve directly and indirectly a diverse customer base that includes farms and residences,
commercial and industrial facilities, mining, irrigation and other miscellaneous customers. Farm and
residential customers constitute the largest class of customers in terms of numbers throughout the
Member service areas. The table below shows energy sales and revenue by customer class for the year
2009 for our Members.

2009 Sales By Members
kWh Sales kWh Sales Revenue Revenue

(in thousands) {%) {in thousands) (%)

Farm & Residential 1,433,379 15% $100,947 24%
Commercinl and Industrial

{excluding the Smelters) . 1,668,503 17% 77,133 18%

Aluminum Smelters . 6,672,110 68% 241,379 58%

MiRING ...t s - - - -

Other - - - -

Tota! 9,773,992 100% $419,459 100%

(1)  The information in this table has been compiled by us from information obtnined from the Annun) Statisticn] Report Rurnl Electric
Bomowers (Publication 201.1) and RUS Form 7 prepared by owr Members and filed with RUS, We have not independently verified this
information.
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THE SMELTER AGREEMENTS -
PR : -
We and Kenergy have entered into electnc service arrangemems with the Smelters The Smelters
have largely identical obligations under the agreements described below, so the following discussion does
not distinguish between obligations to a particular Smelter, even though, from a 1egal perspectxve, their
rights and obligations are separate and not joint. - . L . .

The principal terms and conditions relating to our sale of electric services to Kenergy forresale to
the Smelters are set forth in six agreements, three with respect to service to each Smelter. The basic
structure of the sale of electric services is that we sell the electric services to Kenergy and then Kenergy
in turns sells those electric services to each Smelter. Because the Smelters are customers of Kenergy, Big
Rivers has-entered into two, separate wholesale service agreements (each a “Smelter. Agreement™) with
Kenergy. .Under each Smelter ‘Agreement, we supply Kenergy. with electric ‘service: for resale to: a
particular Smelter. Kenergy has entered into a separate retail electric'service agreement (a “Smelter
Retail Agreement”) with each Smelter. We and each Smelter have also .entered into -a -Smelter
Coordination Agreement (a “Smelter Coordination Agreement” and, together with the Smelter
Agreements and the Smelter Retail. Agreements; the “Smelter Agreements™) that sets forth certain direct
obligations between us .and:a~Smelter. -Due. to the pass-through nature of the principal obligations
between us and each Smelter, the Smelter Agreement and the Smelter Retaxl Agreement relatmg to each
Smelter are substannally the same N

1 .

-The aggregatc amount of -energy made avaulable to the Smeltets under the Smelter Retail
Agreements consists of three: types of energy. referred to as (1) Base Monthly. Energy; (2) Supplemental
Energy and (3) Back-Up Energy. “Base Monthly Energy” is 368 MW per hour for Alcan and 482 MW
per hour for Century. See APPENDIX F - “SUMMARY OF CERTAIN PROVISIONS OF THE
SMELTER AGREEMENTS - Nature of Service.” ,

The obligation of Kenergy to supply electric service to the Stelters.pursuant to the Smelter
Retail Agreements will terminate on December 31, 2023, unless terminated earlier pursuant to‘the terms
thereof. A Smelter may terminate its Smelter Retail Agreement upon not less than one year’s pnor
written notice of such termination to Kenergy and us if such Smelter ceases all smelting. operations in
Kenergy’s service territory. See APPENDIX F — “SUMMARY OF CERTAIN PROVISIONS OF THE
SMELTER AGREEMENTS - Termination Rights.”

Pricing under the Smelter Agreements is designed so that the Base Rate for the Smelters will
always be 25 cents per MWh over the rate charged to large direct-served industrial customers having an
equivalent load factor.. The contracts provide that the Smielters.are obligated to pay various surcharges,
including fuel adjustment surcharges and environmental surcharges In addition, the Smelter Agreements
provide for annual adjustments to rates designed to assist us in achieving positive margins in'each year.
See APPENDIX F - “SUMMARY OF CERTAIN PROWSIONS OF THE SMELTER AGREEMENTS
~ Smelter Payment Obligations.”

For a more detailed summary.of the provisions of the Smelter Agreements see APPENDIX F =
“SUMMARY OF CERTAIN PROVISIONS OF THE SMELTER AGREEMENTS.”

' POWER SUPPLY PLANNING -

Every other year we prepare load forecasts for the three Members. These individual forecasts
serve as the basis for Big Rivers’ load forecast, which is filed with the RUS. The last forecast was
prepared and filed in 2009. Additionally, every three years an lategrated Resource Plan (“IRP”) is
prepared in accordance with Kentucky Administrative Rule 807 KAR §:5058 and filed with the KPSC.
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The next IRP will be filed with the KPSC in November 2010. Both of these studies examine a future time
frame of 15 years.

GENERATION AND TRANSMISSION ASSETS
Generation Resonrces
General

The following table sets forth certain information about our owned generating facilities and
Station Two.

Big Rivers’
Type of Net Capacity™ Entitlement Commercial

Generating Facility Fuel Mw) Share (MW) Operation Date
Kemneth C, Coleman Plant

Unit 1 Coal 150 150 1969

Unit2 Coal 138 138 1976

Unit 3 Coal 155 155 1972
Robert D. Green Plant

UBIL L cnicnenninscnmimsnesssmessimesnsises Conl 23] 231 1979

Unit2 Coal 223 223 1981
Robert A. Reid Plant

Umt 1 Coal 65 65 1966

Oil-Naturat

Combustion Turbine ..........ocveeiinrvnnncnsoniienns Gas 65 65 1976
DB, Wilson Plant Unit No. I .vccoiirenrencnronnnenismninne Coal 417 417 1986
Station Two Facility Units No. 1
and No. 2 Coal 32 212 1973/1974

Totl ..... 1156 1556

(1) We opernte but do not own the two units at Station Two and not all net capacity of such facility is available to us,
(2) Net capacity means net nameplate as adjusted for parasitic load.

Kenneth C. Coleman Plant

The Coleman Plant is a three umit, coal-fired steam electric generating unit located near
Hawesville, Kentucky. Each of the units has a turbine nameplate rating of 160 MW. Units No. | has a
net capacity of 150 MW, No. 2 has a net pameplate capacity of 138 MW while Unit No. 3 has & net
capacity of 155 MW. All three boilers are positive pressure, outdoor units; the turbine generators are
semi-outdoor and the station was retrofitted with a FGD system in 2007. The equivalent availability
factor for the Coleman Plant for 2009 was 94.9% (post-Unwind).

Environmental controls in place at the Coleman Plant include the use of precipitators (air
pollution control devices that collect particles from gaseous emissions) which limit particulate emissions
to a maximum of 0.27 pounds per million Btu, and the use of a FGD system which is 97% effective in
reducing SO, emissions. Coleman Stations permitted SO, emissions limit is a maximum of 5.2 pounds
per million Btu. NOy emissions are limited to a maximum of 0.5 pounds per million Btu. This is
achievable with the low NOx burners.

Robert D. Green Plant

The Green Plant is a two unit, coal-fired steam electric generating station located on the same site
as the Reid Plant and the Station Two Facility described below. Both boilers at the Green Plant are
balanced draft units and they were designed and built with low NOx burners. The Green Plant is also
equipped with a FGD system. Unit No. 1 has a net nameplate capacity of 231 MW while Unit No. 2 hasa
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net capacity of 223 MW. The equivalent availability factor for the Green Plant for 2009 was 94.8%
(post-Unwind).

Environmental controls in place at the Green Plant include the use of precipitators which limit
particulate emissions to a maximum of 0.1 pounds per million Btu, and the use of a FGD system which
limits SO, emissions to a2 maximum of 0.8 pounds per million Btu. NQOx emissions are limited to a
maximum of 0.5 pounds per million Btu.

Robert A. Reid Plant

The Robert A. Reid Plant, located near Sebree, Kentucky, is a coal-fired steam electric generating
unit with a net capacity of 65 MW and an oil- or natural gas-fired combustion turbine generating unit with
a net capacity of 65 MW (the “Reid Plant”). The combustion turbine is used for power emergencies and
for peaking purposes. The equivalent availability factor for the Reid Plant for 2009 was 84.7% (post-
Unwind).

Environmental controls in place at the Reid Plant include the use of precipitators which limit
particulate emissions to a2 maximum of 0.28 pounds per million Btu, and the use of medium-sulfur coal
which limit SO, emissions to a maximum of 5.2 pounds per million Btu. NOy emissions are limited to
0.46 pounds per million Btu.

D.B. Wilson Unit No. 1 Plamnt

The single unit Wilson Plant is the largest generating unit in our system. The Wilson Plant,
located near Centertown, Kentucky on the Green River, is a coal-fired, balanced draft steam electric
generating unit equipped with a FGD system. The unit has a net nameplate capacity of 417 MW. The
equivalent availability factor for the Wilson Plant for 2009 was 60.7% (post-Unwind). The scheduled fall
outage of approximately 60 days lowered the equivalent availability factor for 2009.

Environmental controls in place at the Wilson Plant include the use of a precipitator which limits
particulate emissions to a maximum of 0.03 pounds per million Btu, and the use of a FGD system which
is 90% effective in removing SO, emissions. NOy emissions are limited to 2 maximum of 0.6 pounds per
million Btu.

Other Power Supply Resources
Station Two Facility

The two units at Station Two have a total net nameplate capacity of 312 MW. Station Two is
located on the same site as the Reid Plant and the Green Plant, near Henderson. Station Two consists of
two positive pressure outdoor type boilers with scrubbers installed. The equivalent availability factor for
Station Two for 2009 was 94.0% (post-Unwind).

In connection with the Unwind, in July 2009, we became responsible for the operation of Station
Two in accordance with the terms of the Station Two Operation Agreement and for purchase of capacity
and energy in accordance with the terms of the Station Two Power Sales Contract. (See “Station Two
Power Sales Contract™). In connection with the Unwind, we and WKEC entered into an Indemnification
Agreement (the “Station Two Indemnification Agreement”) under which WKEC has agreed to indemnify
us against potential lost revenue if the contract provisions of the Station Two Power Sales Contract are
interpreted against us (See “Station Two Power Sales Contract”).
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Station Two Operation Agreement

We operate Station Two in accordance with the Station Two Operation Agreement. The Station
Two Operation Agreement provides that we will provide, as an independent contractor, all operating
personnel, materials, supplies and technical services for the operation of Station Two. It.also provides for
the allocation of certain costs of operation and maintenance between Station Two and our Reid Plant
which shares some common facilities with Station Two. The Station Two Operation Agreement provides
that we prepare an operating budget, including both capital and operating expenditures;, for Station Two
which is subject to the approval of the City of Henderson. Such budget then becomes the basis for
monthly payments by the City of Henderson to us, with an annual reconciliation of such budgeted
expenditures and the actual annual expenditures for Station Two. The Station Two Operation Agreement
obligates us to maintain property and liability insurance with respect to Station Two and to operate and
maintain Station Two in accordance with standards and specifications equal to those provided by the
National Electric Safety Code of the United States Bureau of Standards and well as those required by any
regulatory authority baving junisdiction. Each party’s obligations under the ‘Station Two Operation
Agreement are subject to the occurrence of “uncontrollable force” (e.g., events not within control of either
party and which by exercise of due diligence and foresight could not reasonably be avoided). The
obligations of the City of Henderson under the Station Two Operation Agreement are payable solely from
the revenues of the City’s electric utility system and do not constitute a general obligation of the City of
Henderson. The City of Henderson has covenanted in the Station Two Operation Agreement that it will,
subject to any necessary regulatory body approvals, maintain rates for service by its electric system
sufficient to pay the costs of ownership, proper operation and maintenance of Station Two. The rates for
electric service charged by the City of Henderson are not subject to any regulatory body-approval. 'The
term of the Station Two Operation Agreement extends for the operating life of Station Two.

Station Two Power Sales Contract

We purchase a portion of the power and energy produced by Station Two in accordance with a
Power Sales Contract between the City of Henderson and us (the “Station Two Power Sales Contract™).
The Station Two Power Sales Contract provides for the allocation of the capacity of Station Two between
the City of Henderson and us based upon the City’s determination of its needs to serve its retail
customers. The Station Two Power Sales Contract requires the City of Henderson to give us a rolling five:
years’ advance notice of the allocation of capacity between the City of Henderson and us, but chianges of
up to S MW in the City’s allocation are permitted on a yearly basis to serve new commercial or industrial
customers of the City. The Station Two Power Sales Contract limits the ability of the City of Henderson
to add commercial or industrial customers in excess of 30 MW each to its system if to do so would
require the withdrawal of existing capacity from Station Two or any other generating facilities on the
City’s existing electrical system. The Station Two Power Sales Contract also permits the City of
Henderson to utilize up to a total of 25 MW of capacity from capacity otherwise allocated to us from
Station Two for “economic development loads™ consisting of new customers on the City’s system or
certain expansions of capacnty by an existing customer. Our nght to take our resérved portion of the
capacxty of Station Two is subject to the City of Henderson’s prior right to take its allocated capacity.
Thus, in the event of an outage or curtailment of the output of Station Two, the City’s right to the output
has a priority. Each party is entitled to all the energy from Station Two associated with its reserved
capacity, subject to our right to “Excess Henderson Energy” described below. - The current capaclty
allocations of the City of Henderson and us are 32% and 68%, respectively.

_We and the City of Henderson share capacity costs for Station Two in accordance with our
respective allocated capacities. These capacity costs include the costs of operation, maintenance,
administration and general expenses for Station Two as well as any amounts paid or payable to us under
the terms of the Station Two Operation Agreement. We and the City of Henderson are each responsible
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for providing our respective portions of the fuel consumed by Station Two based on our respective uses of
electric energy from Station Two.

The obligations of each party are subject to “uncontrollable force”; having the same definition as
in the Station Two Operation Agreement. However, our obligation to make payments. for our allocated
capacity of Station Two is not excused for any reason including the occurrence of “uncontrollable force™

.The Station Two Power Sales Agreement permits the City of Henderson to- terminate that
Agreement on 30 days’ notice for our failure to make any payment properly owing under the Station Two
Power Sales Contract and, in such event, to make sales to others of power generated by Station Two and
allocated to us on 5 days’ notice to us and to apply the proceeds of such sales to the capacity charges we
owe. ~

In accordance with the Station Two Power Sales Contract, we and the City of Henderson have
established separate operation and maintenance funds in the amounts of $400,000 and $100,000,
respectively, to fund expenditures for operation and maintenance for Station Two, such expenditures to be
made from such funds.in proportion to the then effective allocation of Station Two capacity between us
and the City of Henderson. In accordance with the Station Two Power Sales Contract, we have agreed to
fund up to $1.05 million to fund our portion of major renewals or replacements to the Station Two
required on an emergency basis. .

The term of the Station Two Power Sales Contract extends through the end of the €conomic
operating life of Station Twao.

Excess Henderson Energy

The Station Two Power Sales Contract also provides that, to the extent the City of Henderson
does not take the full amount of energy associated with its reserved capacity from Station Two (such
excess, “Excess Henderson Energy”), we may take and utilize all such energy for a price of $1.50 per
MWh plus the cost of all fuel, reagent and sludge disposal costs associated with such Excess Henderson
Energy. Furthermore, the Station Two Power Sales Contract precludes the City of Henderson from
offering Excess Henderson Energy to a third party without first offering us the opportunity to purchase in
accordance with the preceding sentence. Representatives of the City of Henderson have alleged that the
Station Two Power Sales Contract permits the City to schedule and take energy from its allocated
capacity of Station Two for sales by it to third parties without offering such energy to us. (See
“LITIGATION - Litigation with HMP&L under Station Two Power Sales Contract”).

SEPA Contract

In addition to our generation resources, we fulfill our power supply responsxblhtles to our
Members with their allocations from' SEPA. We normally use entitlement under the SEPA Contract for
peaking. However, as a result of problems with certain dams on the Cumberland River hydro system, our
capacity entitlement has been suspended and we cmremly are receiving only energy Generally, we miust
schedule and accept 1,500 hours of the contracted 178 MW each fiscal year endmg June 30. The
maximum amount schedulcd in :any month shall not exceed 240 hours and the minimum amount
scheduled in any month shall not be:less than 60 hours. The fee arrangement for generation is a take-or-
pay contract, currently we pay a fixed monthly charge in the amount of" approxuuately $280,937 and
$12.67 per MWh for energy. These charges will continue until the dam work is completed and the SEPA
Contract is restored to full service. The SEPA contract cannot be terminated prior to June 30, 2017, albext
subject to congressxonal authority. o :
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Transmission

~ We operate and maintain our transmission facilities and provide transmission services to our
Members.and Non-Members pursuant to our OATT. As of December 31, 2009, we had in service 827
miles of 69 kilovolt (“kV”’) transmission lines, 14 miles of 138 kV transmission lines, 353 miles of 161
kV. transmission lines, 68 miles of 345 kV transmission lines, and related station land and equipment. We
also own 22 substations. We have completed three of the seven system improvements identified as phase
two transmission projects. We have construction work orders in progress for two of the remaining four
projects and will begin pursuit of the final two projects very soon. All phase two transmission projects
are scheduled for completion on or before the end of the third quarter of 2011. Our available transfer
capability for exporting power off system is approximately 912 MW prior to the completion of any phase
two transmission improvements. The cuxrent firm transmission capability is sufficient to allow us to
export all available excess generation capacity plus an amount equal to the peak demand of the larger
Smelter on our system. With the completion of the phase two projects in 2011, our export capability will
be increased to approximately 1380 MW, which will provide the capability to export all of the peak
demand for both Smelters.

Contingency Reserve Obligation

We are currently in the process of joining and preparing to integrate our transmission system with
Midwest Independent Transmission System Operator, Inc. (“Midwest ISO”), which operates’ the
centralized energy and ancillary services markets in the Midwestern region and administers open access
transmission service over the transmission facilities owned by Midwest ISO members. We seek to join
Midwest ISO principally to emable us to satisfy the “Contingency Reserve” standard of the NERC
reliability standard. That standard is set by NERC, approved by FERC and enforced by the SERC
Reliability Corporation, one of NERC’s regional entities with responsibility for enforcing the mandatory
reliability standards. Our compliance with the NERC Contingency Reserve standard is both an
operational necessity and-a legal requirement. Under federal law, violations of NERC’s Contingency
Reserve standard may result in substantial penalties, inicluding potential fines up to $I million per day per
violation. We anticipate that our integration with Midwest ISO will be complete by September 2010 We
do not expect any material adverse effect on revenues from that integration.

'We previously satisfied the NERC Contingency Reserve standard through membership in certain
reserve sharing arrangements, most recently with the Midwest Contingency Reserve Sharing Group
(“MCRSG”). The MCRSG arrangements expired December 31, 2009. Upon awareness that the MCRSG
woiild terminate, we began to investigate ways to preserve the MCRSG or find alternate means to satisfy
thé NERC Contingency Reserve standard. At that time we' were not operating our generating assets, but
were negotiating and implementing a transaction to terminate or “unwind” a series of agreements entered
irito in 1998 with subsidiaries or affiliates of E.ON and thereby, regain control of our generating units.
The Unwind' was approved by the KPSC on March 6, 2009. See “BIG RIVERS ELECTRIC
CORPORATION - Bankruptcy and Subsequent Operation,” “—Unwind of LG&E Arrangements and
Termination of Leveraged Lease Transactions” and “—Summary of Major Provisions of Unwind.™

Following the closing of the Unwind, the options available to us to satisfy the' NERC
Contingency Reserve standard upon the termination of the MCRSG at year end narrowed as‘a result of
legal impediments, cost constraints and a lack of sufficient implementation time. Without :alternative
feasible optlons available, on November 20, 2009, our Board of Directors approved joining the Midwest
.ISO to insure that we would be in comphance with the NERC Contingency Reserve standard on
January 1, 2010. Pending full participation in the Midwest ISO, we will satisfy the NERC Contingency
Reserve standard under Attachment RR of the Midwest [SO’s - FERC-approved Open Access
Transmission, Energy and Operating Reserve Markets Tariff (“MISO Tariff).
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SERC Investigation

We are currently the subject of a preliminary inquiry and non-public investigation initiated by
SERC in February 2009. The staff from NERC and FERC are also participating in the investigation.
Aside from one minor instance, which has been disclosed to SERC, we believe that we have been, and
are, in compliance with all reliability standards and requirements. However, penalties for violations of
reliability standards can be substantial. At this time the investigation is still in its preliminary stages and
we cannot estimate the amount or range of potential liability, if any.

Approvals for Midwest ISO Membership

On February 1, 2010, we filed an application with the KPSC for authority to transfer functional
control of our transmission system to Midwest ISO to be effective September 1, 2010. For this transfer to
occur on schedule, all required consents and approvals must be obtained before August 1, 2010. In
addition to the authority required from the KPSC to join Midwest ISO, we must also obtain the consent of
two of our creditors: the United States of America acting through RUS and CoBank.

Our first full year of participation in Midwest 1SO will be 2011. When the KPSC approves our
joining Midwest ISO, that approval will allow all prudently incurred expenses to be recovered in rates.
We may seek approval of new rates from the KPSC a few months earlier than previously planned once we
receive KPSC’s approval to join Midwest ISO.

Interconnections

We have several interconnections between our transmission system and those of other power
suppliers. These interconnections permit mutual support in emergencies, decrease overall transmission
losses, facilitate the arrangement of electric power and energy sales and minimize the duplication of
transmission lines. We currently have interconnection agreements with seven power suppliers: HMP&L,
Midwest ISO, Southern Illinois Power Cooperative, Hoosier Energy Rural Electric Cooperative, and
Southern Indiana Gas and Electric Company — Vectren, E.ON U.S,, Kentucky Utilities Company and
Louisville Gas and Electric Company (“LG&E"), and TVA. However, we cannot purchase power from
TVA due to restrictions on TVA’s authority to sell power outside of its service area fixed by statute. An
agreement with TVA provides transmission service by TVA to enable us to interchange power and energy
with four utilities located in the southern United States.

In addition to interconnections with neighboring transmission systems, we also have received
several requests from independent power producers that may determine to locate within our balancing
area and interconnect new generators to the transmission system. We have developed certain
interconnection procedures and guidelines which we use when generators request interconnection service
without a concurrent request for transmission service. Upon our joining Midwest ISO, independent
power producers may apply through Midwest ISO to connect to our transmission facilities. Upon
receiving an application, Midwest ISO will work with us to study the impacts of such interconnection and
to identify the cost of accommodating the interconnection. The allocation of costs will be determined
under the MISO Tariff. Interconnections will be effectuated through a standard-form, three-way
interconnection agreement among us, Midwest ISO and the independent power producer seeking use of
our transmission service.

Open Access Transmission Tariff

We voluntarily agreed to comply with FERC Order No. 888 by filing the OATT with FERC. The
OATT also has been filed with the KPSC, and the KPSC has determined to assert jurisdiction over it to
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the extent FERC does not exert such jurisdiction. FERC Order No. 888 requires utilities regulated by
FERC to offer third parties access to, and terms for the use of, their transmission systems on a basis
comparable to the access and terms under which such transmission system owners provide transmission
service to themselves. FERC Order No. 888 permits such utilities to deny transmission service to a utility
which does not have a comparable open access transmission tariff. Although we are not subject to FERC
Order No. 888, Big Rivers may require reciprocal access to other utilities’ transmission systems in the
future in order to meet future obligations to the Members or sell power off-system. To ensure such
access, we prepared our OATT consistent with the form of OATT required of FERC-regulated utilities.
See “RATE AND ENVIRONMENTAL REGULATIONS - Order No. 888 and Successor Orders” for a
discussion of the background of, and proceedings relating to, FERC Order No. 888. We filed the OATT
with FERC on May 29, 1998 and subsequently received a letter order from FERC dated September 18,
1998 finding that our OATT met the requirements for reciprocity. On April 22, 2009, we proposed
updates to our OATT. FERC issued an order on September 17, 2009, directing certain changes to that
proposal. We filed a revised updated OATT on December 16, 2009, and on January 6, 2010, FERC
published notice of our proposed updated open access transmission tariff inviting public comments. No
comments were filed during the comment period. FERC has not yet acted on the December 16 filing, and
FERC is not subject to any deadline for acting on the filing.

Pursuant to the OATT, we will provide firm and non-firm transmission service and network
services on our transmission system to parties desiring to purchase available transmission capacity on our
transmission system. We will maintain the OASIS on which we post transmission capacity available
between certain points of delivery and certain points of receipt on our system. Parties taking service
under the OATT reserve transmission capacity on the OASIS on either a firm or non-firm basis for
varying periods of time, with requests for longer periods of time taking precedence over those for shorter
periods, and with firm service taking precedence over non-firm service. In operating the OASIS, we are
subject to certain standards of conduct that prevent our employees in the transmission function from
communicating with employees engaging in wholesale sales functions. As part of our OATT, we have
implemented certain guidelines for interconnection by generators that seek to interconnmect to our
transmission system without a concurrent request for transmission services. These generator
interconnection procedures are posted on our OASIS.

Upon the effective date of our joining the Midwest ISO, use of our transmission facilities will be
governed by the MISO Tariff. We will provide the Midwest ISO with our revenue requirement for use in
establishing the rate for transmission services under the MISO Tariff, but our revenue requirement will
not be directly reviewed by FERC. As a Midwest ISO transmission owner, we also will participate in the
Midwest ISO transmission planning process, and will be responsible for investments in transmission
projects assigned to us in accordance with that process. It is impossible to predict what impact our
participation in Midwest ISO will have on our operations. At present, we plan for our own transmission
needs and participate in regional transmission planning with TVA. Participation in the Midwest ISO
planning process will increase the scope of our regional planning process and will subject us to decisions
by the Midwest ISO and, ultimately, FERC, conceming allocations of costs for meeting regional
transmission needs. Finally, we will be subject to the Midwest ISO reserve requirements established
pursuant to Module E of the MISO Tariff.

MANAGEMENT

We are governed by a Board of Directors comprised of six persons. Each Member has two
directors on the Board of Directors. Each director is elected by a majority vote of the delegates at the
annual membership meeting in September. Each Member designates one delegate to represent it at the
annual membership meeting. At least one of the two directors from each Member must be, at the time of
their election, a director of such Member. Each term is for a three year period, ending the later of
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September 1 or the annual meeting date, and staggered such that two directors from different Members
are elected each year.

The following are our principal management personnel with a brief summary of their
qualifications:

Mark A. Bailey, President and Chief Executive Officer, received a Bachelor of Science in
Electrical Engineering from Ohio Northern University in 1974, and a Master of Science in Management
from the Massachusetts Institute of Technology in 1988. He was employed by American Electric Power
Company (“AEP”) for nearly 30 years, beginning as an Electrical Engineer in 1974. Mr. Bailey was
employed as Vice President of AEP subsidiary Indiana Michigan Power Company until AEP’s
reorganization in 1996, when he became Director-Regions with American Electric Power Service
Corporation (“AEPSC”), also a subsidiary of AEP. He was employed as Vice President of Transmission
Asset Management for AEPSC from June 2000 until his employment as President and Chief Executive
Officer (“CEQ") with Kenergy Corp. in 2004. Mr. Bailey was employed as Executive Vice President and
Chief Operating Officer beginning in June 2007 until being elected by the Board of Directors to his
current position in October 2008.

C. William Blackburn, Senior Vice President Financial & Energy Services and Chief
Financial Officer, graduated from Murray State University with a Bachelor of Science in Business and
Mathematics in 1972. Mr. Blackburn is a Certified Management Accountant. He has been employed
with Big Rivers since 1977. He served in various accounting, finance, and power supply positions
including Vice President of Financial Services and Interim Vice President of Power Supply from 1997
through November 2005, prior to assuming his current position in February 2009.

Robers W. Berry, Vice President of Production, graduated from the University of Kentucky
Community College system with an Associate degree in Mechanical Engineering Technology and Mid-
Continent University with a Bachelor of Science in Business Management. He was employed by Big
Rivers from 1981 to 1998 and served in various maintenance positions such as Superintendent of
Maintenance and Maintenance Manager. In 1998 he was employed by Western Kentucky Energy and
served in various positions such as Maintenance Manager, Plant Manager and General Manager until the
Unwind transaction closed in July 2009, at which time he assumed his current position.

David G. Crockett, Vice Presidens of Systern Operations, graduated from the University of
Kentucky with a Bachelor of Science in Electrical Engineering in 1972. He has been employed with Big
Rivers since 1972. He served in various engineering positions before assuming the responsibility of
Manager of Energy Control in 1998. Mr. Crockett assumed his current position as Vice President System
Operations in 2006.

James V. Haner, Vice President of Administrative Services, graduated from the University of
Kentucky with a Bachelor of Science in Accounting in 1970. He has been employed with Big Rivers
since 1972. He served in various accounting and finance capacities prior to transferring to administrative
services in 1991. He assumed duties as Manager Human Resources in 1998. Mr. Haner assumed his
current position of Vice President Administrative Services in 2005.

Mark A. Hite, Vice President of Accounting, graduated from the University of Evansville with a
Bachelor of Science in Accounting in 1980 and a Master of Business Administration in 1985. He is a
licensed CPA. Mr. Hite has been employed with Big Rivers since 1983, and has served in various
accounting and finance capacities prior to assuming his current position of Vice President of Accounting,
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Albert M. Yockey, Vice President of Governmental Relations & Enterprise Risk Management,
graduated from the University of Pittsburgh with a Bachelor of Science in Electrical Engineering in 1972,
a Master of Science from Lehigh University in 1979, and a Juris Doctor from Capital University Law
School in 1994. He is a registered Professional Engineer in Pennsylvania and a licensed attorney in Ohio.
Mr. Yockey was employed in operation and planning positions with Pennsylvania Power and Light Co.
from 1972 through 1985. He was employed in planning, regulatory, and compliance positions with
American Electric Power Company from 1985 until February 2008. Mr. Yockey joined Big Rivers as
Vice President of Enterprise Risk Management and Strategic Planning in 2008 and assumed his current
position in July 2009.

The following are the Directors of Big Rivers with a brief summary of their qualifications:

William C. Denton, Chair of the Board, graduated from the University of Evansville with a
Bachelor of Liberal Studies. He is the President of the Mortgage Network of America. Mr. Denton
represents Kenergy and has served on our board since April 1995. His term expires September 2010 and
he is subject to re-election.

James Sills, M.D., Vice Chair of the Board, graduated from Western Kentucky State University
with a Bachelor of Chemistry and Biology and the University of Louisville Medical School. He is a
retired family physician. Dr. Sills represents Meade County RECC and has served on our board since
March 1995. His term expires September 2011 and he is subject to re-election.

Paul Edd Butler, Director, graduated from Breckinridge County High School and then attended
Western Kentucky University and Spencerian College. For 31 years, Mr. Butler was a postmaster for the
United States Postal Service, Harned, Kentucky. He is now retired. Mr. Butler represents Meade County
RECC and has served on our board since July 2002. His term expires September 2012 and he is subject
to re-election.

Lee Bearden, Secretary Treasurer, graduated from Lone Oak High School and attended West
Kentucky Community College. He is the Vice President of Community Financial Services Bank. Mr.
Bearden represents Jackson Purchase and has served on our board since September 1998. His term
expires September 2012 and he is subject to re-election.

Larry Elder, Director, graduated from Owensboro Catholic High School, attended two years of
college at Brescia College and four years of apprenticeship training at Owensboro Technical School. He
is the former President of Dynalectric of Kentucky and is now retired. Mr. Elder represents Kenergy and
has served on our board since June 2006. His term expires September 2010 and he is subject to re-
election.

Wayne Elliott, Director, graduated from Lone Oak High School and is currently taking college
classes. He is a farmer. Mr. Elliott represents Jackson Purchase and has served on our board since
September 2007. His term expires September 2010 and he is subject to re-clection.

We have 598 full-time employees. The International Brotherhood of Electrical Workers, Local
1701, represents 348 of Big Rivers' generation and transmission operating employees. Our contracts with
this union expire on September 14, 2012, and October 14, 2012, respectively. We believe that our
relations with labor are good.
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LITIGATION
Litigﬁtion Invalving theCmmfy

: No litigation is pending or, to our knowledge or to the knowledge of the County (with respect to
litigation pertaining to it and. the Bonds to be issued by it), threatened in any court, questioning our
official existence, the official existence of the County, or the validity of the Bonds, or to restrain or enjoin
the issuance or delivery of any of the Bonds or the power of the County to pledge revenues and assets to
pay the Bonds. o . . .

Litigation with HMP&L under Station Two Power Sales Contract

The Station Two Power Sales Contract also provides that, to-the:extent the City of Henderson
does not take the full amount of energy associated with its reserved .capacity from Station Two for the
residents of the City of Henderson (such excess, “Excess Henderson Energy™), we may take and utilize all
such energy for a price of $1.50 per MWh plus the cost of all fuel, reagent and sludge disposal costs
associated with such Excess Henderson Energy. Furthermore, the Station Two Power Sales Contract
precludes the City of Henderson from offering Excess Henderson Energy to a third party without first
offering us the opportunity to purchase in accordance with the preceding sentence. Representatives of the
City of Henderson have alleged that the Station Two Power Sales Contract permits the City to schedule
and take energy from its allocated capacity of Station Two for sales by it to third parties without offering
such energy to us at the $1.50 MWh price. We disagree with this assertion. Pursuant to an
indemnification agreement executed in -connection with the: Unwind (the “Station .Two Indemnity
Agreement”), WKEC has agreed to indemnify us, with certain limits, against economic harm to us
through 2023 resulting from the City of Henderson’s interpretation of the Station Two Power Sales
Contract being sustained by:a court or other appropriate administrative or judicial tribunal. The
obligations of WKEC under the Station Two Indemnification Agreement have been guaranteed by E.ON
U.S. LLC. On July 31, 2009, we filed a petition in the Henderson Circuit Court of the Commonwealth of
Kentucky, Civil Action No. 09-CI-00693, requesting an order pursuant to .the Federal Arbitration Act,
9US.C. § 2 and 4 and Kentucky Revised States 417.060(1) referring the dispute over the Excess
Henderson Energy to arbitration. In an Order entered December 17, 2009, the Henderson Circuit Court
ruled that the question of our entitlement to Excess Henderson Energy was one for which we are entitled
to compel arbitration in accordance with the Station Two Power Sales Contract. By order dated
February 10, 2010, the Court deni¢d the City of Henderson’s motion to-alter, amend or vacate the Court’s
December 18, 2009 order. The City appealed that order and on February 12, 2010, the Court entered
another order finding that the Court had jurisdiction to enforce the arbm'atlon process and that the
arbitration should proceed despite the City’s appeal.

DESCRIPTION OF THE BONDS

General

The Bonds will be issued in the aggregate principal amount set forth on the front cover of this
Offering Statement, will be dated their date of delivery and will mature:on July 15, 2031. We will pay
interest on the Bonds at the annual rate of 6.00 percent (computed on the basis of a 360-day year of
twelve 30-day months), from the date of delivery. or from the most recent date:to which interest has been
paid or provided for, payable in arrears on January 15 and July 15 of each year, commencing January:15,
2011 (each such date is referred to herein as an “Interest Payment Date”). On each Interest Payment
Date, interest will be paid to the person in whose name the Bonds are registered at the close of business
on the fifteenth (15th) day prior to the applicable Interest Payment Date. If any Interest Payment Date
falls on a day which is a legal holiday or a day on which banking institutions in the city in which is
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located the principal office of the Trustee is authorized by law to remain closed, interest will be paid on
the next succeeding day which is not a legal holiday or a day on which such banking institutions are
authorized to be closed, with interest accruing only to the originally scheduled Interest Payment Date.

The Bonds will be issued in the form of fully registered Bonds without coupons in minimum
denominations of $5,000 and integral multiples thereof. The Bonds will be registered in the name: of
Cede & Co., as nominee of The Depository Trust Company (“DTC"), pursuant to DTC’s Book-Entry
Only System. Principal of and interest on the Bonds will be payable, and the transfer of interests in the
Bonds will be effected, through the facilities of DTC, as described under “BOOK-ENTRY-ONLY
SYSTEM PROCEDURES” below. The Bonds may be transferred only upon the records of the Trustee,
as Registrar, kept for that purpose at the principal corporate trust office of the Trustee. The Registrar will
not-be required to make any exchange or transfer of Bonds during the fifieen days (i) immediately
preceding an Interest Payment Date or, (ii) in the case of any proposed redemption of Bonds, immediately
preceding the date of the mailing of notice of such redemption. The Registrar will also not be requxred to
make any transfer or exchange of any Bonds called for redemption. '

. U.S. Bank National Association is the Trustee, Paying Agent and Registrar for the Bonds.
Redemption of Bonds
Optional Redemption

The Bonds are subject to redemption in whole or in part (and if less than all of the Bonds are to
be redecmed, by lot in such manner as shall be determined by the Trustee) prior to maturity at any time on
or after July 15, 2020 by the County, upon the exercise by us of our option to prepay all or-a part of the:
unpaid balance of the Note, at a redemption price of 100 percent of the principal amount thereof, together
with interest accrued thereon to the date fixed for redemption. .

- Notice of Redemption

. Notice of redemption will be given by first-class mail by the Trustee at least thirty (30) days prior
to thc redemptlon date to each Holder of such Bonds which are to be redeemed, in whole or in part, at the
addresses shown on the registration books of the County maintained by the Trustee, as Registrar, Failure
to give notice of redemption by mail, or any defect in such notice, will not affect the “validity of, the
proceedmgs for the redemption of such Bonds. .

If at the time of mailing of notice of an opnonal redemption we- have not. deposxted thh the
Trustee moneys sufficient to redeem all of the Bonds called for redemption, then the notice of optxonal
redemption given by the Trustee wxll so state and will further state that the redemption of such Bonds is
conditional upon our providing, or causing to be provided, to the Trustee, by 12:00 noon, New York Cxty
time on the redemption date, funds sufficient to effect such redemption, and such Bonds wxll not be
redeemed unless such funds are deposited. : .

For so long as a book-entry only system is in effect with respect to the Bonds thc Trustee will
mail notices of redemption only to The Depository Trust Company, New York; New York (“DTC*) or its
successor. Any failure of DTC to convey such notice to any DTC participants, any. failure of DTC
participants to convey such notice to any Indirect Participants or any failure of DTC participants .or
Indirect Participants to convey such notice to any Beneficial Owner will not affect the vahdxty of the
redemptlon of Bonds. See “BOOK-ENTRY-ONLY SYSTEM PROCEDURES L L
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BOOK-ENTRY-ONLY SYSTEM PROCEDURES

The Bonds will be available only in book entry form. DTC will act as the initial securities
depository for the Bonds. The Bonds will be issued as fully-registered securities registered in the name of
Cede & Co. (DTC’s partnership nominee) or such other name as may be requested by an authorized
representative of DTC. One fully-registered bond certificate will be issued for the Bonds, in the
aggregate principal amount thereof, and will be deposited with DTC.

DTC, the world’s largest depository, is a limited-purpose trust company organized under the New
York Banking Law, a “banking organization” within the meaning of the New York Banking Law, a
member of the Federal Reserve System, a “clearing corporation” within the meaning of the New York
Uniform Commercial Code, and a “clearing agency” registered pursuant to the provisions of Section 17A
of the Securities Exchange Act of 1934. DTC holds and provides asset servicing for over 3.5 million
issues of U.S. and non-U.S. equity issues, corporate and municipal debt issues, and money market
instruments from over 110 countries that DTC’s participants (“Direct Participants”) deposit with DTC.
DTC also facilitates the post-trade settlement among Direct Participants of sales and other securities
transactions in deposited securities, through electronic computerized book entry transfers and pledges
between Direct Participants’ accounts. This eliminates the need for physical movement of securities
certificates. Direct Participants include both U.S. and non-U.S. securities brokers and dealers, banks,
trust companies, clearing corporations, and certain other organizations. DTC is a wholly-owned
subsidiary of The Depository Trust & Clearing Corporation (“DTCC”). DTCC is the holding company
for DTC, National Securities Clearing Corporation and Fixed Income Clearing Corporation, all of which
are registered clearing agencies. DTCC is owned by the users of its regulated subsidiaries. Access to the
DTC system is also available to others such as both U.S. and non-U.S. securities brokers and dealers,
banks, trust companies, and clearing corporations that clear through or maintain a custodial relationship
with a Direct Participant, either directly or indirectly (“Indirect Participants”). DTC has Standard &
Poor’s highest rating of “AAA.” The DTC Rules applicable to its Participants are on file with the
Securities and Exchange Commission. More information about DTC can be found at www.dtcc.com and

www dtc org.

Purchases of the Bonds under the DTC system must be made by or through Direct Participants,
which will receive a credit for the Bonds on DTC’s records. The ownership interest of each actual
purchaser of the Bonds (a “Beneficial Owner”) is in turn to be recorded on the Direct and Indirect
Participants’ records. Beneficial Owners will not receive written confirmation from DTC of their
purchase. Beneficial Owners are, however, expected to receive written confirmations providing details of
the transaction, as well as periodic statements of their holdings, from the Direct or Indirect Participant
through which the Beneficial Owner entered into the transaction. Transfers of ownership interests in the
Bonds are to be accomplished by entries made on the books of Direct and Indirect Participants acting on
behalf of Beneficial Owners. Beneficial Owners will not receive certificates representing their ownership
interests in the Bonds, except in the event that use of the book entry system for the Bonds is discontinued.

To facilitate subsequent transfers, all the Bonds deposited by Direct Participants with DTC are
registered in the name of DTC’s parmership nominee, Cede & Co. or such other name as may be
requested by an authorized representative of DTC. The deposit of the Bonds with DTC and their
registration in the name of Cede & Co. or such other DTC nominee do not effect any change in beneficial
ownership. DTC has no knowledge of the actual Beneficial Owners of the Bonds; DTC’s records reflect
only the identity of the Direct Participants to whose accounts such Bonds are credited, which may or may
not be the Beneficial Owners. The Direct and Indirect Participants will remain responsible for keeping
account of their holdings on behalf of their customers.
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Conveyance of notices and other communications by DTC to Direct Participants, by Direct
Participants to Indirect Participants, and by Direct Participants and Indirect Participants to Beneficial
Owners. will be. govemed by arrangements among them, subject to any statutory or -regulatory
requirements as may be in effect from time to time. BENEFICIAL OWNERS SHOULD MAKE
APPROPRIATE ARRANGEMENTS WITH THEIR BROKER OR DEALER TO RECEIVE NOTICES
(INCLUDING NOTICES OF REDEMPTION) AND OTHER INFORMATION REGARDING THE
BONDS -THAT MAY BE SO CONVEYED TO DIRECT PARTICIPANTS AND INDIRECT

PARTICIPANTS.

Redemption notices shall be sent to DTC. If less than all of the :Bonds are being -redeemed,
DTC'’s practice is to determine by lot amount of the interest of each Direct Partxcxpant in the Bonds to be
redeemed

Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with respect to
the Bonds unless authorized by a Direct Participant in accordance with DTC’s Procedures., Under its
usual procedures, DTC mails an Omnibus Proxy to the issuer as soon as possible after;the record date.
The Omnibus Proxy assigns Cede & Co.’s consenting or voting rights to those Direct Participants to
whose accounts the Bonds are credited on the record date (1dentxﬁcd in a listing attached to the Omnibus
Proxy).

Except as described below, neither DTC nor Cede ‘& Co. will take any action to ﬂenforge,
covenants with respect to any security registered in the name of Cede & Co. ' Under its current
procedures, on the written instructions of a Direct Participant, DTC will cause.Cede & Co. to sign a
demand to exercise bondholder rights as record holder of the quantity of securities.specified in the Direct
Participant’s instructions, and not as record holder of all the securities of that issue:registered in the name
of Cede & Co. Also, in accordance with DTC’s current procedures, all factual representations to be made
by Cede & Co. to the County, the Trustee or any other party must be made to DTC and Cede & Co. by
the Direct Participant in its instructions to DTC.

For so long as the Bonds are issued, in book-entry form through the facilities of DTC, any
Beneficial Owner desiring to cause us or the Trustee to comply with any of its obligations with respect to
the Bonds must make arrangements with the Direct Participant or Indirect Participant through whom such
Beneficial Owner’s ownership interest in the Bonds is recorded in order for the Direct: Participant :in
whose DTC account such ownership interest is recorded to make the instructions to DTC described
above. ;

.- NEITHER WE NOR THE TRUSTEE NOR; THE UNDERWRITER (OTHER THAN IN ITS
CAPACITY, IF ANY, AS A DIRECT PARTICIPANT OR AN INDIRECT PARTICIPANT) WILL
HAVE- ANY OBLIGATION TO, THE DIRECT . PARTICIPANTS OR THE . INDIRECT
PARTICIPANTS OR THE PERSONS FOR WHOM THEY. ACT AS NOMINEES WITH RESPECT TO
DTC’S PROCEDURES OR ANY PROCEDURES OR ARRANGEMENTS BETWEEN DIRECT
PARTICIPANTS, INDIRECT PARTICIPANTS AND THE PERSONS FOR WHOM THEY ACT
RELATING TO THE MAKING OF ANY DEMAND BY CEDE & CO. AS THE REGISTERED
OWNER OF THE BONDS, THE ADHERENCE TO SUCH PROCEDURES OR- ARRANGEMENTS
OR THE EFFECTIVENESS OF ANY ACTION TAKEN PURSUANT TO SUCH PROCEDURES OR

ARRANGEMENTS.

Principal and interest payments and redemption proceeds on the Bonds will be made to Cede &
Co.; or such other nominee as may be requested by an authorized representative of DTC:- DTC's practice
is to.credit Direct Participants’ accounts, upon DTC’s receipt of funds and corresponding - detail
information from us or the Trustee, on payable date in accordance with their respective holdings shown
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on DTC’s records. Payments. by Participants to Beneficial Owners will' be governed by standing
instructions and -customary practices, as is the case with sécurities held for the accounts of customers in
bearer form or registered in “street name,” and will be the respopsibility of such Participant and not of
DTC, the Trustee or us, subject to any statutory or regulatory requirements as may be in effect from time
to time: ‘Payment of principal, interest and redemption proceeds to Cede & Co. (or such othier nominee as
may be requested by an authorized representative of DTC) is. the responsibility of us or the Trustee,
disbursemnent of such payments to Direct Participants will be the fesponsibility of DTC, and disbursement
of such payments to the Beneficial Owners will be the responsibility of Direct and Indirect Participants.

-~ NEITHER US NOR .THE TRUSTEE WILL HAVE ANY RESPONSIBILITY OR
OBLIGATION TO PARTICIPANTS, BENEFICIAL OWNERS OR OTHER NOMINEES OF SUCH
BENEFICIAL OWNERS FOR (1) SENDING TRANSACTION STATEMENTS; (2) MAINTAINING,
SUPERVISING OR REVIEWING, OR THE ACCURACY OF, ANY RECORDS MAINTAINED BY
DTC OR ANY PARTICIPANT OR OTHER NOMINEES OF SUCH. BENEFICIAL OWNERS;
(3) PAYMENT OR THE TIMELINESS OF PAYMENT BY DTC TO ANY PARTICIPANT, OR BY
ANY PARTICIPANT OR OTHER NOMINEES OF BENEFICIAL OWNERS TO ANY BENEFICIAL
OWNER, OF ANY AMOUNT DUE IN RESPECT OF THE PRINCIPAL OF OR REDEMPTION
PREMIUM, IF ANY, INTEREST OR PURCHASE PRICE ON THE BONDS; (4) DELIVERY OR
TIMELY DELIVERY BY DTC TO ANY PARTICIPANT, OR BY ANY PARTICIPANT OR OTHER
NOMINEES OF BENEFICIAL OWNERS TO ANY BENEFICIAL OWNERS, OF ANY NOTICE
(INCLUDING NOTICE OF REDEMPTION) OR 'OTHER COMMUNICATION WHICH IS
REQUIRED OR PERMITTED UNDER THE TERMS OF THE RESOLUTION TO' BE GIVEN-TO
HOLDERS OR OWNERS OF THE BONDS; (5) THE SELECTION OF THE BENEFICIAL OWNERS
TO RECEIVE PAYMENT IN THE EVENT OF ANY PARTIAL REDEMPTION OF THE BONDS; OR
(6) ANY ACTION TAKEN BY DTC OR ITS NOMINEE ‘AS THE REGISTERED OWNER OF THE
BONDS.

So long as Cede & Co. is the registered owner of the Bonds, as nominee for DTC, references in
this Offering Statement to the bondholders, holders or registered owners of the Bonds shall mean
Cede & Co., as aforesaid, and shall not méan the Beneficial Owners of the Bonds.

When reference is made to any action which is required or permitted to be taken by the Beneficial
Owners, such reference shall only relate to those permitted to act (by statute, regulation or otherwise) on
behalf of such Beneficial Owners for such purposes. When notices are given, they shall be sent by us or
the Trustee to DTC only.

As long as the book-—entry system is used for the Bonds, we and the Trustee will give any notices
required to be given to holders of the Bonds only to DTC. Any failure of DTC to advise any Direct
Participant, or of any Direct Participant to notify any Indirect Participant, or “of any Direct Participant or
Indirect Participant to notify any Beneficial Owner, of any such notice-and its content or effect will not
affect the validity of the action premnsed on such notice. o

NEITHER US NOR THE TRUSTEE WILL HAVE ANY RESPONSIBILITY OR
OBLIGATION TO SUCH DIRECT PARTICIPANTS, OR THE PERSONS FOR WHOM THEY ACT
AS NOMINEES, WITH RESPECT .TO THE PAYMENTS TO OR THE PROVIDING OF NOTICE
FOR THE DIRECT PARTICIPANTS, THE INDIRECT PARTICIPANTS, OR THE BENEFICIAL
OWNERS OF THE BONDS.

For every transfer and exchange of a beneficial ownership interest in the ‘Bonds, the Beneficial
Owner may be charged a sum sufﬁcxent to cover any tax, fee or other governmental charge, that may be
imposed in relation thereto.




Discontinuation of the Book-Entry Only System. DTC may discontinue providing its services as
depository with respect to the Bonds at any time by giving reasonable notice to the County or the Trustee.
In addition, if the County determines that (i) DTC is unable to discharge its responsibilities with respect
to the Bonds, or (ii) continuation of the system of book-entry-only transfers through DTC is not in the
County’s best interests or in the best interests of the Beneficial Owners of the Bonds, the County may
thereupon terminate the services of DTC with respect to the Bonds. Upon the resignation of DTC or
determination by the County that DTC is unable to discharge its responsibilities, the County may, within
90 days, appoint a successor depository. If no such successor is appointed or the County determines to
discontinue the book-entry-only system, Bond certificates relating to such Bonds will be printed and
delivered. Transfers and exchanges of the Bonds shall thereafter be made as described under the caption
“DESCRIPTION OF THE BONDS — General.”

If the book-entry-only system is discontinued with respect to any of the Bonds, the persons to
‘whom Bond certificates relating to any such Bonds are delivered will be treated as “Holders” for all
‘purposes of the Bond Indenture, including without limitation the payment of principal or redemption price
of, and interest on, the Bonds, the redemption of Bonds and the giving to us or the Trustee of any notice,
consent, request or demand pursuant to the Bond Indenture for any. purpose whatsoever. In such event,
principal or redemption price of and interest on, the Bonds will be payable as described under the caption
“DESCRIPTION OF THE BONDS — General.”

The information in this section concerning DTC and DTC’s book-entry only system has been
obtained from sources that we believe to be reliable. No representation is made herein by us or the
Underwriter as to the accuracy, completeness or adequacy of such information, or as to the -absence of
material adverse changes in such information subsequent to the date of this Offering Statement.

UNDERWRITING

Goldman, Sachs & Co. (the “Underwriter”), has agreed, subject to certain conditions (including
the execution of a continuing disclosure agreements described below) to purchase. the Bonds. from the
County. In consideration of such purchase, we have agreed to pay the Underwriter a fee of $941,505.50.
The Underwriter will be obligated to purchase all of the Bonds if any of such Bonds are purchased. The
Bonds may be offered and sold to certain dealers (including the Underwriter and other dealers depositing
such Bonds into investment trusts) at prices lower than such public offering prices, and such public
offering prices may be changed, from time to time, by the Underwriter. Goldman, Sachs & Co. and its
affiliates have engaged and may engage in other transactions with and perform servxces for us from time
to time m the ordinary course of business.

,‘CONTIN UING DISCLOSURE

To assist the Underwriter in complying with SEC Rule 15c2-12(b)(5) under the Exchange Act,
we have authorized the execution and delivery of a Continuing Disclosure Agreement. with respect to the
Bonds for the benefit of the beneficial owners of the Bonds (the “Continuing Disclosure Agreement”).
Under the Continuing Disclosure Agreement, we will be obligated to provide certain financial
information and operating data, financial statements, notice of certain events if material, and certain other
notices to the Municipal Securities Rulemaking Board, or any, other entity authorized or designated by the
SEC in the future to receive such information, and such obligations will be enforceable, as described
therein. The entry into the Continuing Disclosure Agreement by us is a condition precedent to the
obligation of the Underwriter to purchase the Bonds. The proposed form of our. Continuing Disclosure
'Agreemmt is attached hereto as APPENDIX H. S A :
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- Qur failure to observe or perform any..of the obligations under the Continuing Disclosure
Agreement will not be deemed an Event of Default under the Mortgage Indenture.or the: Bond Indenture.
If we fail to comply with any provision of the Continuing Disclosure Agreement, any registered owmer or
beneficial owner of the Bonds may take such actions as may be necessary and appropriate; including
seeking mandamus or specific performance by court order, to cause us to comply. with our obligations
under the Continuing Disclosure Agreement. However, our Continuing Disclosure Agreement provides
that no registered owner or beneficial owner of the Bonds will have the right to challenge the content or
the adequacy of the information contained in any annual report or any notice of a material event by
judicial proceedings unless the registered owners or beneficial owners representing at ‘least 25% in
aggregate principal amount of the Bonds then outstanding join in such proceedings.

TAX MATTERS

In the opinion of Orrick, Herrington & Sutcliffe LLP, Bond Counsel, based on an analysis of
existing laws, regulations, rulings and court decisions, and’ assuming, among other matters, the accuracy
of certain representations and compliance with certain covenants, interest on the Bonds is excluded from
gross income for federal income tax purposes under Section 103 of the Internal Revenue Code.of 1954, as
amended (the *1954 Code™) and Title XIII of the Tax Reform Act of 1986, except that Bond Counsel
expresses no opinion as to the status of interest on any Bond for federal income tax purposes during any
period that such Bond is held by a “substantial user” of facilities financed or refinanced with the proceeds
of the Bonds or by a “related person” within the meaning of Section 103(b)(13) of the 1954 Code. Bond
Counsel is of the further opinion that interest on the Bonds is not a specific preference item for purposes
of the federal individual or corporate alternative minimum taxes, although Bond Counsel observes. that
such interest is: included in adjusted current earnings in federal corporate alternative minimum taxable
income. Interest on the Bonds is exempt from all present Kentucky personal and corporate income taxes.
A complete copy of the proposed opinion of Bond Counsel is set forth as APPENDIX F hereto.

Title XII of the Tax Reform Act of 1986 and Section 103 of the 1954 Code .impose various
restrictions, conditions and requirements relating to the exclusion from gross income for federal income
tax purposes of interest on obligations such as the Bonds. We and the County -have made repreésentations
related to certain of these requirements and have covenanted to comply with certain restrictions: designed
to assure that interest on the Bonds will not be included in federal gross income. ‘Inaccuracy of these
representations or failure to comply with these covenants may result in interest on the Bonds being
included in gross income for federal income tax purposes, possibly from the date of issuance of the
Bonds. The opinion of Bond Counsel assumes the accuracy of these representations and compliance with
these covenants. Bond Counsel has not undertaken to determine (or to inform any person). whether any
actions taken (or not taken) or events occurring (or not occurring) after the date of issuance of the Bonds
may adversely affect the tax status of interest on the Bonds. Accordingly, the opinion of Bond Counsel is
not intended to, and may not, be relied upon m connectlon with any such actnons, events OF matters.

Although Bond Counsel expects to render an opxmon that interest on the Bonds is excluded from
gross income for federal income: tax purposes and is exempt from all present Kentucky personal and
corporate income taxes, the ownership or disposition of, or the accrual or receipt of interest on, the Bonds
may otherwise affect the tax liability of the holder of the Bonds. The nature and extent of these other tax
consequences will depend upon the particular tax status of the holder of the Bonds or its other items of
income or deduction. Bond Counsel expmses no opinion regardmg any such other tax consequences. -

Future legislative proposals, if enacted into law, clanﬁcatxon of the 1954 Code or the 1986 Act,
or court decisions may cause interest on the Bonds to be subject, directly or indirectly, to federal income
taxation or to be subject to or exempted from state income taxation, or otherwise prevent Beneficial
Ovwmers from realizing the full current benefit of the tax status of such interest. The introduction or
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enactment of any such future legislative proposals, clarification of the 1954 Code or the 1986 Act or court
decisions may also affect the market price for, or marketability of, the Bonds. Prospective purchasers of
the Bonds should consult their own tax advisers regarding any pending or proposed federal or state tax
legislation, regulations or litigation, as to which Bond Counsel expresses no opinion.

The opinion of Bond Counsel is based on current legal authority, covers certain matters not
directly addressed by such authorities, and represents Bond Counsel’s judgment as to the proper treatment
of the Bonds for federal income tax purposes. It is not binding on the IRS or the courts. Furthermore;
Bond Counsel cannot give and has not given any opinion or assurance about the future activities of the
County or Big Rivers, or about the effect of future changes in the 1954 Code, the 1986 Act, the applicable
regulations, the interpretation thereof or the enforcement thereof by the IRS. We and the County have
covenanted and agreed for the benefit of Beneficial Owners of the Bonds, however, not directly or
indirectly to use or permit the use (to the extent within its control) of proceeds of the Bonds or other
funds, or take:or omit to take any action, if and to the extent'such use, or the taking or omission to-take
such action, would cause interest on the Bonds to be subject to federal income tax by reason of Section
103 of the 1954 Code or Title XIII of the 1986 Act, and any applicable regulations promulgated
thereunder

Bond Counsel’s engagement with respect to the: Bonds euds with the issuance of the Bonds -and
unless separately engaged, Bond Counsel is not obligated to defend the County or the Beneficial Owners
regarding the tax exempt status of the Bonds in the everit of an.audit examination by the IRS. Under
current procedures, parties other than the County, Big Rivers and their appointed counsel, including the
Beneficial Owners, would have little, if any, ‘right to participate in the . audit examination process.
Moreover;, because’ achieving judicial review in connection with an audit examination of tax. exempt
bonds is difficult, obtaining an independent review of IRS positions with which the County or Big Rivers
legitimately disagree may not be practicable. Any action of the IRS, including but not limited to selection
of the Bonds for audit, or the course or result of such audit, or an audit of bonds presenting similar tax
issues may affect the market price for, or the marketability of, the Bonds, and may cause us, the County
or the Beneficial Owners to incur significant expense.

RATINGS

The Bonds are rated “Baal”, “BBB-" and “BBB-" by Moody’s, S&P and Fitch, respectively.
The respective ratings by Fitch, Moody’s and S&P of the Bonds reflect only the views of such
organization and any desired explanation of the significance of such ratings and any outlooks or other
statements given by the rating agencies with respect thereto should be obtained from the rating agency
furnishing the same, at the following addresses: Fitch Ratings, One State Street Plaza, New York, New
York 10004; Moody’s Investors Service, Inc., 7 World Trade Center, 250 Greenwich Street, New York,
New York 10007; and Standard & Poor’s Ratings Services, 55 Water Street, New York, New York
10041. Generally, a rating agency bases its rating and outlook (if any) on the information and materials
furnished to it on investigations, studies and assumptions of its own. There is no assurance such ratings
for the Bonds will continue for any given period of time or that any of such ratings will not be revised
downward or withdraw entirely by any of the rating agencies, if, in the judgment of such rating agency or
agencies, circumstances so warrant. Any such downward revision or withdrawal of such ratings may
have an adverse effect on the market price of the Bonds.

AVAILABLE INFORMATION
Brief descriptions of the County, the Bonds, the Financing Agreement, the Bond Indenture, the

Note and the Mortgage Indenture and information about us, including our financial statements, are
included in this Offering Statement. Such descriptions do not purport to be comprehensive or definitive.
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All references herein to the Financing Agreement, the Bond Indenture, the Note and the Mortgage
Indenture are qualified in their entirety by reference to such documents, copies of which are on file at our
principal office or the principal office of the Trustee, and are available upon request. References herein to
the Bonds are qualified in their entirety by reference to the forms thereof included in the Bond Indenture
and the information with respect thereto included in the aforementioned documents.

Any statements made in this Offering Statement involving matters of opinion or of estimates,
whether or not so expressly stated, are set forth as such and not as representations of fact, and no
representation is made that any of the estimates will be realized.

APPROVAL OF LEGAL PROCEEDINGS

All of the legal proceedings in connection with the authorization and issuance of the Bonds and
their validity are subject to the approving opinion of Orrick, Herrington & Sutcliffe LLP, Bond Counsel.
A complete copy of the proposed form of Bond Counsel opinion is contained in APPENDIX G hereto.
Certain legal matters are subject to the approval of Sutherland Asbill & Brennan LLP, Counsel to the
Underwriter. Certain legal matters will be passed upon for us by Sullivan, Mountjoy, Stainback & Miller,
P.8.C., Owensboro, Kentucky, its General Counsel. Certain legal matters will be passed upon for the
County by Greg Hill, Esg., Counsel to the County.

INDEPENDENT AUDITORS
Our financial statements as of December 31, 2009 and 2008 and for each of the three years in the

period ended December 31, 2009, included in APPENDIX A to this Offering Statement have been
audited by Deloitte & Touche LLP, independent auditors, as stated in their report appearing herein.




APPENDIX A

YEAR END FINANCIAL STATEMENTS

Deloitt

. i 'eo Boloitn & Toothe LS
YV S Watker Drivie:
Chiciga, It 60505-49D%
Ted: o1 12 436 1000
‘Faxs's$312 488 1486

INDEPENDENT AUDITORS® REPORT

To the Board of Directors of
Big Rivers Electric Comparation:

* We have audited tha accompanying balence sheets of Big Rivers Elactric Corporation (the "Comparny”)
as of December 31, 2009 and 2008, and the related statements of operations, equities (deficit), end cash
flows for each of the threa years in the period ended December 31, 2008, These financial statements are
the responsibility of the Company’s managernant. Our rasponsibility is to express an opinion on these
financial statemants based on our aydits.

W conductad our audits in sccordance with auditing standards genarally acceptad in the United
Statas of America and the standards spplicable to financiel audits contained in Govemment Auditing
Standards, issued by the Comptroflar General of the United States. Those standards require that we
plan and perform the audit to obtain reasonabie assurance about whather the financlal statements are
free of material misstatement. An audit includes consideration of imtemal control ever financial reporting
as a basis for designing audit procadwes that are appropriate in the circumstances, but not for the
purposa of expressing an opinion on the effectiveness of the Company’s internal control over financial
reporting. Accordingly, we express no such opinlon. An eudit aiso includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assassing the sccounting
principles usad end significant estimates made by managsment, as well as evaluating the overal financial
staternent presantation. We believe that our audits provide a ressonable basis for cur apinion.

In our opinion, the financial statements refermed to above present fairly, in afl material respects, the
financial position of Big Rivers Electric Corporation as of December 31, zoosawzooa.andmeresunsof
ltsopmansandItscashﬂowsforeadwfmeﬂneeymmmapedodendedoawnbarm 2009, in
conformity with sccounting principles generally acoaptad In the United States of America. -

in accordance With Government Auditing Stendards, wo have slso issued a report dated March 28, 2010,
on our consideration of Big Rivers Electric Corporation’s internal contral over financisl reparting and our
tests of its compiiance with certain provisions of laws, regulations, contracts, and grant agreements

and other matters. The purposs of that report is t describe the scope of our testing of internal contro}
over financial reporting and compliance and the results of that testing, and not to provide an apinion on
the internal control ovar financial reporting or on compliance. That report s an intagral part of an audit
performad in accordance with Govemment Auditing Standards and should be read in conjunction with
this report in considering the results of our audit.

Dol Toudeor

March 26, 2010
T
mraa,rm



Balance Sheets
As of Decembser 31, 2009 and 2008 ~— [Dollam in thousends)

Assets

UTILITY PLANT - Net
RESTRICTED INVESTMENTS - Mamber rate mitigation
OTHER DEROSITS AND INVESTMENTS - At eost

CURRENT ASSETS:
Cash and cash equivalents
Acoounts recsivable
Fua! inventory
Nonfuel inventory
Prapaid expensas

Total cument assets
DEFERRED LOSS FROM TERMINATION OF SALE{EASEBACK
DEFERRED CHARGES AND OTHER
TOTAL

Equities (Deficit) and Liabilities

CAPITALIZATION:
Equities (deficith
Longrtorm deit
Total capitalization

CURRENT LIABILITIES:
Curront maturities of long-term obligations
Purchased power payable
Accounts payable
Acciued exansas
Accived interest
Total currant liabiliies

DEFERRED CREDITS AND OTHER:
Daferred lsase revenus
Residual value payments obligation
Regulatory liablliides - Membaer cate rmftgation
Other

Tota! defemed credits and other
COMMITMENTS AND CONTINGENCIES (388 note 14}

TOTAL

See notes to financtal statements.

A-2

2083

§ 107828
243,226
5342

£ 1,505.483
P it A

1,213,788

14,165

30,687
8,884

§

&

82185

207348
15211

;

$ 1.806.483
ptim e

2008
$ 912,688

S———
4,868
SUS.-abed

38,903
20.484

758

- 450
60,573

78001
20,470
$ 1.074.

$ (154,802)
987348

832,747

51,771
8,38
5,832
3,134
8,018

78,091

10,985
145,145

7488
183.688

$ 1,074,438
foee




Statements of Operations

Fer the years ended December 31, 2009, 2008 end 2007 — (Deftars in thousends)

POWER CONTRACTS REVENUE
LEASE REVENUE

Total operating revanus

OPERATING EXPENSES:

Operations:
Fual for electric ganeration
Pawer purchased and interchanged
Production, excluding fuel
Transmission and other

Maintenance

Depreciation and amortization

Total operating expenses
ELECTRIC OPERATING MARGIN

INTEREST EXPENSE AND OTHER:
interest

Intorast on obligations related to long-term lease

e oo e

Amortization of loss from temination of long-tem lease '

Income tax expense
Other - nat

Total interest expense and cther

OPERATING MARGIN

NON-OPERATING MARGIN:

Interest income on restricted investments under

fong-term lesse

Gain on Unwind transaction {see Nota 2}

Interest income and other
Total non-operating margin

NET MARGIN

See notes lo financial statemersts.

?'

PR ——

2089 208 2007
$341,333 §214,758 $271.605
82027 58,423 58,265
3782380 . 273,181 329,870
{
80656 - -
118883 | 114,643 169,788
22381 - -
35444 | 28,500 27196
29820 | 4,258 4,240
22,485 } 31,041 30,632
317688 , 178542 231,836
|
55602 94,839 9R (034
§
59,898 65,719 60,832
- 6,991 9,919
2172 81 -
1,025 5,934 -
12 123 103
83207 79,578 70,954
(7518) : 15,081 27080
- 8.742 12,481
637978 - -
587 4,013 7616
538,846 12,785 20,097
$ 531,330 $ 27816 $ 47177



Statements of Equities (Deficit)

For the yaars ended Decambar 37, 2008, 2008 and 2007 — {Doltars in thousands)

Dibrer Eguities
Consumers” Accumulated

Tetal Accomulated Oonated Contributions  Giker

Equities Mergin Copiteland toDolt Comprebensive
{Deoficit) {Deficit) Memberships Servien Ingeme
BALANCE - December 31, 2008 $ {217371) $ (221,816) $784 $3681 $ -
Nat margin/ total comgrehensive income 47177 47177 - - -
FAS 158 adogrtion {3,943) - - {3.843)
BALANCE - Decarnber 31, 2007 {174,137) (174,639) 784 3,681 (3,.843)
Comprehenshwe incoma:
Nat margin 27816 27818 - - -
FAS 168 funded status adjustment (8,281} (8,281)
Total comprehensive Income 19,535
BALANCE - Decamber 31, 2008 {184,602 (146,823} 764 3,681 (12,224)
Comprahensive incoma:
Nat margin 531,330 531,330 - - -
FAS 168 funded stetus adiustmont 2,664 2,684
Total comprahensive income 533,904

BALAREE~- Desembey 31, 2018 $ 370392  $ 34507

See noses o financial staternents.

A4

$784 $3681 $ (8.580)




Statements of Cash Flows
For the years ended Dacember 31, 2003, 2008 and 2007 - (Dollars in thausands)

CASH FLOWS FROM OPERATING ACTIVITIES: 208 2088 200
Net margin $ 531,330 § 27816 $ 47177
Adjustments to raconcile nat margin to nst cash :
provided by operating activitiss: :
Depreciation and amertization ‘ 37084 34,320 33,886
increase In restricted investments undar long-term (B8ase : - {2,502) (6.242)
Detreass in defarred AMT Income Taxas ‘ - 5,035 -
Amortization of daferrad lass (gain) on sale<easeback - net 2,172 (1,187 (2,900)
Deferred laase revenue , (3,768) (4,582) (1,779)
Residual value payments obligation gain (3,881) (6,748) {6.581)
Incraase in RUS Series 8 Note . 6,136 5,841 5,572
Incraasse in RUS Series A Note - - 15,761
Increase in obligations under long-term iease - 2,749 6.680
Nonicash gain on Unwind transaction (288,441} - -
Cash receivad for Member Rate Mitigation 217868 - -
Noncash Member Rate Mitigation revenue {12,033 - -
Changes in certain assats and liabilities: ,
Accounts receivable . (26,049) 6218 (8,834
Inventories . 3,497 12 43
Prepaid expenses , 2,783) 319} 3.477
Deferred charges : {1,538} 187 {2,429)
Purchased power payable i 8873 {3,702) 3,818
Accounts payable | 24,825 899 1,566
Accrued expenses ‘ 7881 327 1,033
Other - nat : 8.882 {4,840) (5,485)
Net cash provided by operating activities ' _B08YA3 61,108 84,6563
CASH FLOWS FROM INVESTING ACTIVITIES: _
Capital expanditures (68,388) (22,780} {18,682)
Proceads from dispoaition of investments related to sale-leaseback - ' 222739 -
Proceads from restricted investments ’ - -
Purchasas of restrictad investrments and ather depasits & investments . (252, 788) 401) (424)
Net cash provided by (used in) investing activitles {302,204) 189,678 {18,106)
CASH FLOWS FROM FINANCING ACTIVITIES:
Principal payments on long-term obligations (168,956) {40,838) {12,676}
Principal payrnents on short-termn notes payable {12,380} - -
Payments upcn termingtion of saleJeaseback - (329,859) -
Dabt issuance cost on bond refunding {246) - -
Net cash used in financing activities (181,582) .  (370,897) (12,678)
NET INCREASE (DECREASE)} IN CASH AND CASH EQUIVALENTS n.387 (110,011) 52,771
CASH AND CASH EQUIVALENTS—Beginning of yaar . 35903 148,914 86,143
CASH AND CASH EQUIVALENTS—End of year $ 60,280 $ 38903 $ 148,914
e —— e ——e B ——
SUPPLEMENTAL CASH FLOW INFORMATION: :
Cash paid for interest $ H1018 § MBI® § 45600
Cash paid for income 1axes .3 525 i
R p oo e o] ol

See notes 1o financial Saements.
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Notes to Financial Statements
hs of Decamber 31, 2003 and 2008, and for enth of the three years in the paricd ended December 37, 2008 — (Dollars in thousands)

1 QWNQATIONAND SUMMARY OF SIGRIRCANT ACODUNTING POUC!ES | s

Goneryl information — Big Rivers Electric Corporation {“Big Rivera® of the “Company”), an electric genemﬂonand
wansmission cooperative, supplies wholgsale power to its three member distribution ‘cooperatives’ (Kamrw 'Corp.,
Jackson Purchass Energy Cosporation, and Msade County Rural Electric Cooperative Corporation) under afl -
requirements contracts, exciuding the power naeds of two large sluminum smelters: (the “Aluminum Smelters”).
Additionally, Big Rivers sells power undar separate contracts to Kenssgy Corp. for the Aluminum Smelters load

and markets powar to nonmember utifities and power marketsrs. The members provide electric power end energy
to Industrial, residential, and commercial customers located in partions of 22 wastem Kentucky counties. The
whalessle power contracts with the members remain in effect untll Dacember 31, 2043, Rates 10 8ig Rivers
nmnbmmastabhshadbymmmmmmmmmmsubpmmanmwme
Rural Utilities Service (RUS). The financia! statements of Big Rivers include the provisions of FASB ASC 880, Certain
Types of Regulation, which was adoptad by the Company in 2003, and glves recognmun to the mtemak(ng and
accounting practices of the KPSC and RUS. ,

In 1999, Big Rivers Leasing Comoralion {BRLC) vas formed as a whoﬂy owned subs&diatv of Bip Rivers. BRLC'&
principal assets wera the restricted investments acquired in connaction with the 2000 sale-lsaseback transaction
diseussed in Note 4. Tho saleJeaseback transaction was terminated on Septamber 30, 2008 and BRLC was
dissoived on July 18, 2009, in conjunction with the Unwind Transaction. . . L

Puinelples of Consolidation — The finandal statements of Big Rivers!ncmdemeaccoumsofaln Rivalsand its
whally owned subsidisry, BRLC. All significant intercompany transactions have baen enmmaxed.

Estimates — The preparetion of the financial statements in conformity with accounting principles ganamlw
accep‘tedmheUnmmmsmmmmmmmmmmmmsmmmmfwm
amounts of assats, fiabilities, rovenues and expenses, and disclosure of contingant assats and labliitles: The
ewmmammsmdlnmemmmmﬁnmammammdupmmmmnfs
avaluation of the relevant facts and clrcumstances as of the date of the financial statemaents. Actual results may
differ from thoss astimatas.

System of Aseounts — Big Rivers’ maintains its accounting records in accordmwlmmo Unifcrm System

of Accounts as prescribed by the RUS Bulletin 17678-1, a8 adopted by the KPSC. These regulatory agencies
retain suthority and periodically issus orders on various accounting and ratemaking matters. Adjustments to RUS
accounting have been mads to rmigke the financial statements cansistant with ganerally acceptsd acoowmng
principles in the United States of America.

Revenne Kocognition — Revanucs generated from the Comparny's wholssale powsr eommms dre baged on
month-end metar readings and are recognized as eamed. Prior to Its temrnination, in actordance with FASB ASC 840,
Leases, Blg Rivers’ revanue from the Lease Agreemant was facognized on a stralght-line basis over the term of
the lease. The majer components of this lease revenue indude the annual lease payments and the Monthly Marmn
Peymants {described in Note 2).

Utility Plant and Depreciation — Utility plant s recorded at original cost, which mctudes the cost of contracted
services, materials, labor, overhead, and an allowanos for borrowed funds used during construction. Replacements
of dapreciable property units, except minor replacements, smd\amwwuﬁmyptant

Nlownnoafwbmowethsuseddumgwmmcﬁmcsmdudadmmmmmanasmmdma!mmmm '
or more before consideration of such allowance. The interest capitafized is detarmined by applying the effective =
rate of Big Rivars’ waighted-everage debt to the accumulated expenditures 1of gualifylng projects included m
constryction in progress.
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Prior to July 17 2009, the Effective Date of the Unwind Transaction (sas Nots 2), and in accordance with the terms
of the Laase Agreement, the Campany genorally recorded capital edditions for Incremental Capital Costs and

- Nonincrernental Capital Costs expenditures funded by E.ON U.S. {(formerly LGBE Energy Corporation| as wtility planmt
to which the Company maintained title. A corresponding cbiigation to €.ON U.5. was recorded for the estimated
portion of these additions attributable to the Residual Value Payments (sse Nata 2). A portion of this obligation was
amortized to lease revanus over the useful life of thoss assets during the remaining (sase tarm. For the years ended

‘Decdmbier 31, 2009 and 2008, the Company recorded $5,567 and $10,728, respactively, for auch additions in utifity
plant. The Company recorded $3,681, $6,8, and $6,591 in 2009, 2008, and 2007 respectively, 8s relstad lease
revenue in the accompanying financial statements. All amounts racorded for 2008 refiact the perlod prior to the
Effective Date of the Unwind Transaction. Under the terms of the Unwirkd Transaction, E.ON U.S. waivad thelr rigint

to the Residual Value Payment, and the Company recognized a gam

In accordance with the Lease Agreement. and in addition tothecapnaicmﬂmdedvaON U.S {see Nota 2) that
were recorded by the Campany as ultility plant and lease revenus, EONUSalso incurred certain Noninérerhental
Capital Costs and Major Capital Improvemants (as defined in the Lease Agreerhent) for which they waived rights
to's Residusl Valle Payment by Big Rivers upon lease termination. Such amounts were not recorded as utility
plant or lease revenue by the Company during the tease. in connection with the Unwind'!tansacﬂon the Cormpany
recogmizad a gain of $19,679 for the Nonincremental Capital assets for which E.ON had waived tights to.

E.ON U.S. construstad a scrubbar (Major Capital Improvemant) at Big Rivers’ Coleman plant. The scrubber achisved
commercial acceptance in January 2007. The Company anqulred the Coleman scrubber at no cost under the terms of
the Unwtnd‘ﬁansacnm. recognizing a gain of $88,500 in 2009. )

Depreciation of utility plant in service is recorded using the s!raight-llne mothod over the esﬁmawd remaining
servica lives, as approved by the RUS and KPSC. The annual composite depreciation rates used to computs
dapraciation expense wers as follows:

- Electric plantdeased a 1.80%~2.47%
Transmisgion plant ' T 1:76%~3.24%
General plant 1.11%-5.62%

For 2009, 2008, andzoozmewetageoomnedapremmn rates wera 1.65%, 1.85%, and 1.85%. respectively.
Al the time plant is disposed of, thaoﬁglnaleostpluseostofrenmailasssa!vagavalueofsummantlsmarged(o
naccumulated depreciation, as required by the RUS. .

. hnpahnentﬂwlmnnflmgﬂvadmm Lanngdassetsmrammdastdemmdm
. that the camying amount may be impaired. This reviewlsperfomedlnacecrdancawnh FASB ASC 360, Proparty,
Piant, mdfqumamasnmlateswrmpmmemoﬂmg-lmdassms FASB ASC 360 estabitshesmaccounﬂtm
.nme!forallImpdredlom-ﬂvedassetsandlmg-lwedassemtobed!spomdofbvsa!em@ermﬂse. FASB ASC 360
requires the evaluation of impairment by comparing an asset’s carrying valug to the astimated future cash flows
the asset is expectsd to gensrato ower its remeining fife. Hf this evaluation were to conclude that the carying value
of the assat is impaired, an impairment charge would be recorded based on the difference batwean the assat's
carrvlnnamountandnsfairvalue(lasscaststosautorassammbedlsposedofbysalelasadcargatoopemonsm

discontinued oparmiom.

Rasu!md Inmtmants - Investments are restricted under KPSC order to astabﬁsh certein rasarve funds for
member rate mitigation in conjunction with the Unwind Transaction. Thess Investments hm been classiﬂed as held-
w-Mmaturity ang are camisd at amortized cust (sae Note 10).

Cash and cnsh Equlvnhents-— Big Rivers considers all short-term, highiyliquid mvastmants with criginal maturities
ofmmmqnhsorlasstobacashequmiems

incomeo Taxes — AS a taxable cosperative, Big Rivers s entitied to exclude the amount of patroanage allocations to
rnambers from taxable income. Income and expenses related 1o nonmembsr cperations are taxable to Big Rivers.
Big Rivers files a Federal income tax return and a Kentucky income tax retum,
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both operating and nonopsreting, on a patronage basis. Notwithstanding any othsr provision of the bylaws, the
amount to bs allocated as patronage capital for 8 given year shall not bs lass than the greater of regular taxsble
paonage-gourced incoma or eltemative minimum texeble patronage-sourced income.

W~Mmmmmm0mmmmntsof FASB ASC 815, Denvatives and Hedging, and

has determined that all contracts masting the definitien of a derivative also quafify for the norms) purchasss and
sales excaption undar FASB ASC 815. The Company has elacted the Normal Purchase and Normal Sale éxception
far thaso conracts and, tharefore, ﬂwemnuamam not required to be recognized st falr value in the financial
statements,

Falr vaiue measuraments — The Fair Valup anemmmdmsdosums‘ropicofma FASB ASC 820, Feir Valus
Messurernents and Disclasures, deﬁmsfmrvaluaasmm\angepﬁoamwmldbamwmanmm
paid to transfer a llability (an exit piica) in the principal, or most advantageous, market for the asset or llability in an
orderly transaction between market perticipants at the measurament date. The Fair Valuss Measurements Topic
gstablishes anml.mdfairvam hmmﬂmpﬁmmmmmmdtommmmuvﬂw This hierarchy
mmmemmasmmmmmamofobwvabﬁemutswhmposslbb The three lavels of Inputs used to
maeaswre fair value are as follows:

e Level 1 —quoted prices in active marksts for identica) assets or Tabilities

® sz—obsemb!emmonmmanquotedpﬂcasmdudadmuvan such as quoted
prices for similar agsets and liabilities in active markets; quoted prices for identical or similar
assats and fiabifiies in markets thet are not ective; or other inputs that are observable or
mbemﬂobomtedbyobaawab!amkmm and

® Lavela—-—unobservabhmmﬁmaresuppomdbylnﬂaormmarketaeﬁvwand
that are significant to the feir values of the assets or Isbiities, including csrtain pricing
models, discounted cash fiow methodologias and slmlhrted\nlquastrmtusesagn!ﬁwn
unohsasvable puts.

New Accounting Pronouncaments — FASB ASC 815, Derivatives and Hedging, issued in March 2008, establishes
enhanced disclosure requirements conceming derivative ingtnenents and hedging activities. This enhanced
dlsclwurasmndardmmmesmmobjammsfausmgmmmnmmntsbodfsdmdmmofmdeﬂwng
nskmdammungdassgnaﬁonanmdmmbewwmymmoseofdammmtermsofmerlsksmat
the entity is intending to manage. mmsmmmdeenhanoedd‘mdosume