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DIRECT TESTIMONY
OF
MARK A. BAILEY

INTRODUCTION

Please state your name, business address, and position.

My name is Mark A. Bailey. I am employed by Big Rivers Electric Corporation (“Big
Rivers™) at 201 Third Street, Henderson Kentucky, 42420 as its President and Chief
Executive Officer. I have held this position since October 2008. Previously, I was
employed by Kenergy Corp. as its President and CEO for two years and prior to that by
American Electric Power Company ("AEP") for nearly 30 years, beginning as an
electrical engineer in 1974. A copy of my resume is attached as Exhibit Bailey-1 to my
testimony.

Have you previously testified before this Commission?

Yes. 1have testified on behalf of Big Rivers previously. I testified in Case No. 2009-
00040 and also in Case No. 2007-00455 (the “Unwind Proceeding”), in which Big
Rivers and E.ON U.S. LLC sought and obtained the Commission’s approval to unwind
their 1998 lease transaction (the "Unwind Transaction"). Most recently I sponsored
testimony and responses to discovery in Case No. 2010-00043, In the Matter of:
Application of Big Rivers Electric Corporation for Approval to Transfer Functional
Control of Its Transmission System to Midwest Independent Transmission System
Operator, Inc. In addition, I have testified before state regulatory commissions in

Arkansas, Texas, Louisiana, and Oklahoma.
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PURPOSE OF TESTIMONY

What is the purpose of your testimony?

The purpose of my testimony is to provide an overview of Big Rivers' need for the rate
relief requested in this proceeding. My testimony begins by introducing the witnesses
who will testify on behalf of Big Rivers, with a brief description of the topics that each
witness will address. I also provide a summary of the reasons that Big Rivers is filing
this request for rate relief. Finally, I provide a summary of Big Rivers' proposed rate
requests, including changes to the rates, terms and conditions in the existing Big Rivers
tariffs and several proposed new rate mechanisms and corresponding tariffs.

Please summarize your testimony.

Simply put, the current rates for Big Rivers do not provide sufficient revenues for Big
Rivers to meet its financial obligations. For the twelve months ended October 31,
2010, on an adjusted basis, Big Rivers has a revenue deficiency of $39,952,927. Big
Rivers is proposing to increase its base rates in order to eliminate this revenue
deficiency.

Big Rivers needs to increase its base rates in order to meet the financial
requirements set forth in its debt agreements. Specifically, this increase in base rates is
necessary so that Big Rivers can meet its Margins for Interest Ratio ("MFIR")
requirement and maintain investment grade credit ratings, as required by its debt
covenants.

Big Rivers also must maintain its generating assets in a prudent manner to
ensure the continued reliable operation of these facilities in the future. Due to
economic conditions, Big Rivers reduced expenses and deferred maintenance on certain
generation assets in the test year in order to achieve sufficient net margins to meet its
loan covenants. The costs associated with planned unit outages and other planned
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maintenance activities in the test year are not representative of the costs for production
outages on a prospective basis.

In order to meet its NERC Contingency Reserve obligations, Big Rivers became
a transmission-owning member of the Midwest Independent Transmission System
Operator, Inc. ("Midwest ISO") effective December 1, 2010. Membership in the
Midwest ISO increases Big Rivers' costs, which further supports the need for rate relief.

Finally, Big Rivers proposes several other changes to its rates, terms and
conditions to maintain its service to its Members and to better manage some of the
requirements established pursuant to the Commission's March 6, 2009 Order in the
Unwind Proceeding (“Unwind Order”). These include modifications to the Member
Rate Stability Mechanism ("MRSM"), Rural Economic Reserve ("RER"), Non-FAC
PPA Regulatory Account, and Non-FAC PPA base purchased power cost. These are
described further in my testimony and in the direct testimony of other witnesses listed

below.

INTRODUCTION OF WITNESSES AND THEIR TESTIMONY

Please identify the witnesses that will testify for Big Rivers and the areas which
their testimony will address.

In addition to my testimony, Big Rivers presents the testimony of nine witnesses:

1) C. William Blackburn (Exhibit 49). Mr. Blackburn, Big Rivers' Senior Vice
President Financial & Energy Services and Chief Financial Officer, provides a detailed
description of Big Rivers' financial obligations. He also describes the status of each of
the requirements or commitments applicable to Big Rivers ("Unwind Commitments")
pursuant to the Unwind Order. Mr. Blackburn provides a benchmark comparison and
Case No. 2011-00036
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history of Big Rivers' rates. He also summarizes the service agreements in place
between Big Rivers and two large aluminum smelters, Century Aluminum of Kentucky
General Partnership ("Century") and Alcan Primary Products Corporation ("Alcan")
(collectively, the "Smelters") and discusses Big Rivers' plans for managing the risk of

one or both Smelters terminating their respective service agreements.

2) Alan Spen (Exhibit 50), Senior Director at Public Financial Management, Inc.,
provides insight into the credit ratings process as it applies to Big Rivers. First, Mr.
Spen summarizes current rating agency criteria for generation and transmission
(“G&T”) cooperatives and presents his independent view of Big Rivers’ strengths and
weaknesses from the standpoint of the ratings process. Next, Mr. Spen furnishes a list
of current credit ratings for the G&T cooperative sector and describes Big Rivers'
standing in that group. Finally, Mr. Spen provides an independent opinion on how the
credit markets would view Big Rivers’ credit if the Commission grants the rate relief

requested in this proceeding.

3) John Wolfram (Exhibit 51). Mr. Wolfram, Senior Consultant with The Prime
Group, LL.C, summarizes the revenue requirements analysis for Big Rivers for the test
year ended October 2010, lists all of the proposed pro forma adjustments to test year
revenues and expenses to account for known and measurable changes, and supports

several of the proposed pro forma adjustments.

4) Robert W. Berry (Exhibit 52). Mr. Berry, Big Rivers' Vice President,
Production, describes Big Rivers’ generating system and the performance of the
generating units, and explains why it is absolutely essential that Big Rivers' rates
provide for the inclusion of a prudent level of plant maintenance costs. The level of
Case No. 2011-00036
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maintenance costs in the test year is inadequate on a going-forward basis, and without
the additional revenue requirement associated with the pro forma adjustment, Big
Rivers will be required to reduce planned expenditures in order to meet its MFIR and
maintain credit ratings as required in its long-term debt agreements. If it is not granted
an adequate revenue increase in this proceeding, the only option available to Big Rivers
to meet its MFIR requirements would be to reduce expenditures including plant

maintenance, which would have an adverse impact on generating unit reliability.

5) David G. Crockett (Exhibit 53). Mr. Crockett, Big Rivers' Vice President,
System Operations, describes Big Rivers' experience to date with its status as a
transmission-owning member of the Midwest ISO. Mr. Crockett also provides
information regarding potential Midwest ISO cost projections and describes the status
of the Phase 2 Transmission Projects that Big Rivers committed to complete pursuant

to Appendix A Item 22 of the Unwind Order.

6) Ted J. Kelly (Exhibit 54). Mr. Kelly, a Principal at the firm of Burns &
McDonnell, sponsors the Burns & McDonnell Report on the Comprehensive
Depreciation Rate Study prepared for Big Rivers in order to comply with the Unwind
Order, which required Big Rivers to conduct a new depreciation rate study as part of
Big Rivers' submission in connection with its filing for a general review of its

operations and tariffs.

7 Mark A. Hite (Exhibit 55). Mr. Hite, Big Rivers' Vice President of
Accounting, presents the financial statements and records of Big Rivers, supports

certain accounting activities required by the Unwind Order, and supports numerous pro
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forma adjustments to Big Rivers’ twelve-month historical test period revenues and

expenses for known and measurable changes.

8) Albert M. Yockey (Exhibit 56). Mr. Yockey, Big Rivers' Vice President,
Governmental Relations and Enterprise Risk Management, introduces the changes
proposed by Big Rivers to its current tariff on file with this Commission. Mr. Yockey
also provides a review of a number of Big Rivers’ regulatory filings since the closing of
the Unwind Transaction and a description of Big Rivers’ risk management plan and

program.

9 William Steven Seelye (Exhibit 57). Mr. Seelye, Senior Consultant and
Principal for The Prime Group, LLC, sponsors the cost of service study, the proposed
allocation of the revenue increase to the rate classes, the rate design, and new rates.

Mr. Seelye explains the proposal to bill the Rural Delivery Service demand charge on
the basis of Coincident Peak (“CP”") demands rather than Non-Coincident Peak
(“NCP”) demands. Mr. Seelye describes the proposed pro forma adjustment to the
Smelter TIER Adjustment Charge and supports proposed changes to the MRSM and
RER, and other tariff changes. Mr. Seelye describes the new proposed Non-Smelter
Non-FAC PPA rate mechanism and Big Rivers’ proposed adoption of the Midwest ISO
Attachment O formula rate. Finally, Mr. Seelye supports the temperature normalization

adjustment.
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FILING REQUIREMENTS

Have you reviewed the answers provided in Exhibits 1-47, which address Big
Rivers’ compliance with the historical period filing requirements under 807 KAR
5:001 and its various subsections?

Yes. I hereby incorporate and adopt those portions of those Exhibits for which I am

identified as the sponsoring witness as part of my Direct Testimony.

BIG RIVERS' NEED FOR RATE RELIEF

A. OVERVIEW

Please describe the present financial condition of Big Rivers.

Big Rivers’ current rates do not provide sufficient revenues for Big Rivers to meet its
financial obligations.

What is Big Rivers' revenue deficiency?

For the twelve months ended October 31, 2010, on an adjusted basis, Big Rivers has a
revenue deficiency of $39,952,927. This is explained in the Direct Testimony of Mr.
Wolfram. Big Rivers is proposing to increase its base rates in order to eliminate this
revenue deficiency.

What is the effect of Big Rivers' proposed rates?

Big Rivers’ proposed rates are designed to increase base rate revenues by $39,953,965
(which differs from the revenue deficiency very slightly due to the rounding of the
rates). This is necessary to provide Big Rivers with sufficient margins to meet the

financial requirements set forth in its debt agreements and to continue to provide

Case No. 2011-00036
Exhibit 48
Page 9 of 21



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

reliable service to its customers. This is described further in the Direct Testimony of

Mr. Seelye.

B. FINANCIAL OBLIGATIONS

Why is an increase in Big Rivers' base rates necessary at this time?

In short, the requested increase in base rates is necessary so that Big Rivers can meet its
financial obligations (including its MFIR requirement) and maintain investment grade
credit ratings, as required by its debt covenants.

What obligations does Big Rivers have to its creditors regarding maintenance of
its financial health?

Big Rivers has financial covenant obligations under its First Mortgage Indenture to
U.S. Bank National Association, Trustee, dated as of July 1, 2009 (“Indenture”), to the
United States of America, acting through the Rural Utilities Service (“RUS”) under the
Amended and Consolidated Loan Contract dated as of July 16, 2009 (“RUS Loan
Contract”), to the National Rural Utilities Cooperative Finance Corporation under the
Revolving Line of Credit Agreement dated as of July 16, 2009, and to CoBank, ACB
under the Revolving Credit Agreement dated as of July 16, 2009.

Big Rivers is required by Section 13.14 of the Indenture to establish and collect
rates that will enable Big Rivers to comply with all of its covenants under the
Indenture. One of those covenants is that, subject to appropriate regulatory approvals,
Big Rivers establish and collect rates that are reasonably expected to yield an MFIR for
each fiscal year of the company equal to at least 1.10 for the period.

The RUS Loan Contract requires Big Rivers to comply with the financial

covenants in the Indenture. It also requires in Section 4.23(a) that Big Rivers maintain
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an investment grade credit rating from at least two rating agencies. Big Rivers
currently complies with this requirement.
These obligations are described in detail in the Direct Testimony of Mr.
Blackburn.
Will the rates proposed by Big Rivers produce revenues that will enable Big
Rivers to comply with the MFIR covenant in the Indenture?
Yes. The calculation of MFIR for the period of the test year, assuming the proposed
rates are in effect, produces an MFIR of 1.25. Based upon the information we have
about the period immediately following the date on which the new rates are anticipated
to go into effect, we can reasonably expect the proposed rates to produce at leasta 1.10
MFIR for 2011.
Why is Big Rivers seeking a rate increase that exceeds the minimum level
necessary to achieve a 1.10 MFIR?
Big Rivers’ need to comply with the MFIR covenant is not the only consideration
underlying Big Rivers’ proposed rate increase. Big Rivers also must maintain its Times
Interest Earned Ratio (“TIER”) at a certain level in order to maintain its investment
grade credit ratings. In the Unwind Transaction, Big Rivers witness Glotfelty testified
that “the ratings agencies may accept a minimum annual TIER of 1.24x to achieve
investment grade credit ratings.” Case No. 2007-00455, Testimony of Mark W.
Glotfelty, Exhibit 21 at p. 9 (emphasis added). The reasonableness of the 1.24 TIER
was not challenged in the Unwind Proceeding. As explained further in the Direct
Testimony of Mr. Hite, if Big Rivers’ rates are not sufficient to achieve a TIER of 1.24,
Big Rivers will be at risk of failing to achieve the necessary investment grade credit
ratings. This could result in Big Rivers either defaulting on its obligations under its
credit agreements and/or being forced to further cut costs and continue to defer
maintenance on its generating units in order to achieve the required TIER and MFIR.
Case No. 2011-00036
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The pro forma adjustments proposed by Big Rivers are necessary in order to avoid a
circumstance in which Big Rivers must choose between these two hazardous options.
If Big Rivers’ proposed rate increase proves to be greater than needed to achieve a
1.24 Contract TIER, would this result in overearning by Big Rivers?
No. As Mr. Hite explains more fully in his Direct Testimony, any net margins in
excess of a 1.24 Contract TIER are subject to being returned to the Smelters and the
Members’ non-Smelter customers. Thus, the Contract TIER is effectively capped at
1.24. Moreover, as a cooperative, Big Rivers has no shareholders who could
potentially be enriched by Big Rivers' rates collecting more than anticipated, so there is
no incentive for Big Rivers to seek a rate increase greater than is necessary to meet its
obligations.
Is there any leeway in Big Rivers’ request?
No. As Mr. Blackburn explains in his direct testimony, the difference in net margins
between making a 1.25 MFIR and a default due to an MFIR below 1.10 is only $6.9
million. For a company with $523 million in annual expenses, that is a very slim
(1.32%) margin of error.
What are the implications for Big Rivers of failing to comply with the MFIR
covenant in the Indenture?
Failure of Big Rivers to achieve a 1.10 MFIR can prohibit Big Rivers from borrowing
money and securing it under the Indenture, even if that failure has not resulted in an
Event of Default.
Why would a limitation on Big Rivers’ ability to secure Additional Obligations
under the Indenture create a problem for Big Rivers?
Big Rivers is required to refinance $60,000,000 of RUS debt prior to October 1, 2012,
$58.8 million in Pollution Control Bonds prior to June 1, 2013, and another
$200,000,000 of RUS debt prior to January 1, 2016. These refinancing requirements
Case No. 2011-00036
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are driven by reductions in the Maximum Allowed Debt Balance that occur under Big
Rivers’ July 16, 2009, RUS 2009 Promissory Note Series A (“RUS Series A Note”) as
of those dates. For Big Rivers to be in a position to refinance this debt, it must be able
to secure the refinanced debt under its Indenture. If Big Rivers cannot refinance the
$60,000,000 in RUS debt, it will default on its obligations under the RUS Series A
Note, which will essentially create an event of default under all of Big Rivers’ credit
agreements. Big Rivers’ cash needs, as impacted by its revenue requirements, rates and
capital expenditures, will influence the timing and amount of additional borrowings.
Big Rivers’ inability to borrow money on a long-term, secured basis is unacceptable for
a utility the size of Big Rivers that will always have periodic cash requirements for both
anticipated and unanticipated needs.

Further, as described in more detail in the Direct Testimony of Mr. Spen, the
credit ratings agencies and potential investors will look unfavorably on a regulated
G&T cooperative with marginal investment-grade ratings that is struggling to meet its
obligations under its credit agreements. This could impact both Big Rivers’ ability to
borrow, and/or the interest rates at which money might be available to it.

What is the policy of Big Rivers with respect to compliance with the financial
covenants of its loan agreements?

Big Rivers’ policy is to be in full compliance with the financial covenants of its loan
agreements, and it believes that any other policy would be imprudent.

Do you believe Big Rivers can retain its investment grade credit ratings if the
Commission approves the proposed rate adjustment?

Yes. As Mr. Spen notes in his Direct Testimony, it remains essential that Big Rivers be
diligent in making good business decisions, achieving solid business performance and

maintaining healthy financial ratios. The proposed rate relief would provide the
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necessary demonstration in this regard to maintain Big Rivers’ current credit ratings, at
least in the near term.

Further, Mr. Spen notes that the credit markets generally recognize the
importance of Big Rivers having sufficient revenue and cash flow to meet its operating
budget, pay debt service and achieve its financial coverage requirements. The approval
of Big Rivers' rate proposal would most certainly be viewed positively by both the
markets and the rating services.

What will be the consequence if the Commission does not approve the full
proposed rate adjustment?

Without the full rate increase requested by Big Rivers, Big Rivers may lose one or
more of its investment grade credit ratings, which would likely mean, at a minimum,
higher borrowing costs. If Big Rivers does not maintain two investment grade credit
ratings, it will be required by the RUS to file promptly for additional rate relief that will
position it to obtain those investment grade credit ratings. In the worst case, loss of
investment grade credit ratings could jeopardize the solvency and indeed the very

existence of Big Rivers.

C. OTHER DRIVERS

Are there other drivers behind the need for the requested rate relief?

Yes. Other major drivers include the need to perform maintenance on the Big Rivers
generating units and to manage the exposure of Big Rivers to additional costs attendant
upon membership in the Midwest ISO.

While the reliability of the Big Rivers generating facilities has been excellent, it
is imperative that Big Rivers perform adequate maintenance on the units. Particularly,
Big Rivers needs to perform the maintenance that was deferred during the test year due

Case No. 2011-00036
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to economic circumstances. Big Rivers is requesting a pro forma adjustment in this
proceeding to provide for the inclusion of a prudent level of maintenance costs, because
the level of maintenance costs in the test year is inadequate on a going-forward basis.

It is essential to provide sufficient revenue in this proceeding to allow the maintenance
to be performed to ensure that the generating units operate reliably, as Mr. Berry
explains in his Direct Testimony.

Without the additional revenue requirement associated with the pro forma
adjustment, Big Rivers will be required to reduce expenditures in order to meet its
MFIR and maintain credit ratings as required in its long-term debt agreements. If it is
not granted an adequate revenue increase in this proceeding, the only option available
to Big Rivers to meet its MFIR requirements would be to reduce costs, including plant
maintenance, which would have an adverse impact on reliability.

Finally, in order to meet its NERC Contingency Reserve obligations, Big Rivers
became a transmission-owning member of the Midwest ISO effective December 1,
2010. Membership in the Midwest ISO increases Big Rivers' cost exposure, which

further supports the need for the requested rate relief in this proceeding.

D. OTHER EFFORTS

Has Big Rivers satisfied the requirements of the Unwind Order in Case No. 2007-
00455?
Yes. Big Rivers has satisfied all of the Unwind Commitments noted in the Ordering
Paragraphs and in Appendix A of the Unwind Order. The manner in which Big Rivers
complied with each requirement is detailed in the Direct Testimony of Mr. Blackburn.
Has Big Rivers satisfied the requirements of the Commission’s Order in the
Midwest ISO proceeding in Case No. 2010-00043?

Case No. 2011-00036
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Yes. The manner in which Big Rivers has complied with these requirements is also
detailed in the direct testimony of Mr. Blackburn.

Has Big Rivers otherwise met its responsibilities for submitting filings with this
Commission since the closing of the Unwind Transaction?

Yes. Big Rivers has consistently fulfilled its filing obligations, including the Fuel
Adjustment Clause filings, Environmental Surcharge filings, and the 2010 Integrated
Resource Plan, as described in detail in the Direct Testimony of Mr. Yockey.

Has Big Rivers undertaken efforts to manage its costs and thus avoid or delay the
need for the requested rate relief?

Yes. Since the closing of the Unwind Transaction, Big Rivers has very closely
managed its operations in order to purge unnecessary costs from the business. As noted
in the Direct Testimony of Mr. Berry, one of the steps taken to manage to the financial
commitments during the test year was to defer certain generation unit maintenance.
However, Big Rivers has exhausted its options for further reducing or limiting costs
while still maintaining its ability to reliably operate its generating facilities and now

must seek an increase to its base rates.

SUMMARY OF RELIEF REQUESTED

How did Big Rivers develop the rates proposed in this proceeding?
To develop the rates proposed herein, Big Rivers conducted a fully allocated embedded
cost of service study. This is described in detail in the Direct Testimony of Mr. Seelye.
Big Rivers has three major rate classifications — Rural Delivery Service (RDS)
(“Rurals”), Large Industrial Customer Rate (LIC) (“Large Industrials”), and the special
contracts with the Smelters. The cost of service study indicates that the rate of return
for the Rurals is lower than the rate of return for the Large Industrials. Big Rivers is
Case No. 2011-00036
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proposing to take steps in this proceeding to move the rates of return closer together.
More specifically, Big Rivers is proposing rates that will eliminate some of the rate of
return differential between the Rurals and the Large Industrials. This is described
further in the Direct Testimony of Mr. Seelye. It would be Big Rivers' intent to
continue to close the remaining gap in future rate proceedings.

Is Big Rivers proposing to revise the base demand and energy charges for the
Rural and Large Industrial tariffs?

Yes. For the Rural rates, Big Rivers is proposing to increase the demand charge from
$7.370 per kW per month (billed on the basis of NCP demand) to $10.1890 per kW per
month (billed on the basis of CP demand). Big Rivers is proposing to reduce the
energy charge from $0.02040 per kWh to $0.019524 (after the roll-in of the Non-FAC
PPA base described below; otherwise this rate remains $0.02040/kWh). For the Large
Industrial rates, Big Rivers is proposing to increase the demand charge from $10.1500
per kW per month to $10.8975 per kW per month and to increase the energy charge
from $0.013715 per kWh to $0.014885 per kWh (again, after the roll-in of the Non-
FAC PPA base described below; otherwise this rate increases to $0.015761/kWh).
Have any other adjustments been made that affect pro forma revenue for the
Smelters?

Yes. Big Rivers is proposing to reduce the TIER Adjustment Charges billed under
Section 4.7.1 of the Smelter Agreements by 50 percent, which is equivalent to moving
the Smelters’ TIER Adjustment to the middle of the current contract bandwidth.
Positioning the Smelters in the middle of the bandwidth allows Big Rivers to draw
extra revenue from the Smelters if adverse conditions threaten Big Rivers’ ability to

make TIER between rate cases and allows the contract with them to function as
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envisioned by Big Rivers when it was negotiated. This is described further in the
Direct Testimony of Mr. Seelye.

Is Big Rivers proposing to revise the base purchased power cost used in the Non-
FAC PPA?

Yes. Specifically, Big Rivers is proposing to reduce the Non-FAC PPA from $0.00175
per kWh to $0.000874 per kWh. This revenue neutral “roll in” will result in a
corresponding reduction in the energy charges for the three rate classifications. This is
described in detail in the Direct Testimony of Mr. Seelye.

Is Big Rivers proposing a new rate mechanism for the treatment of any balances
in the Non-FAC PPA Regulatory Account established at the closing of the Unwind
Transaction?

Yes. Big Rivers is proposing a new mechanism called the “Non-Smelter Non-FAC
PPA” that will allow it to amortize any balances in the Non-FAC PPA Regulatory
Account for the Rurals and Large Industrials every 12 months rather than waiting until
the next general rate case to amortize the balances. This is described in detail in the
Direct Testimony of Mr. Seelye.

Given all of the proposed changes outlined above, what is the total proposed
increase in revenue that Big Rivers is requesting in this proceeding?

The requested increase is comprised of the each of the components outlined above.

The first component reflects the increase proposed in base rates. For this
component, Big Rivers is requesting an annual increase of $39,953,965.

The second component reflects the proposed change in the TIER Adjustment
Charge for the Smelters. This component is a decrease and will offset the proposed
increase in base rates, reducing it by $7,114,653 to $32,839,312.

The third component reflects the estimated credits from the amortization of the
Non-FAC PPA regulatory account balance. This component is a net decrease, reducing
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the proposed increase by an additional $3,236,077. This places the total proposed
increase at $29,603,235 or 6.85% overall. This corresponds to an increase of
$11,831,935 (or 10.71%) for the Rurals, $2,332,557 (or 5.94%) for the Large
Industrials, and $15,438,743 (or 5.47%) for the Smelters.

Furthermore, Big Rivers is proposing to lower the Non-FAC PPA base cost
from $0.00175/kWh to $0.000874/kWh, which will reduce the total increase by an
additional $2,959,159. This would place the total proposed increase at $26,644,076 or
6.17% overall. This corresponds to an increase of $9,686,481 (or 8.77%) for the Rurals,
$1,518,852 (or $3.87%) for the Large Industrials, and $15,438,743 (or 5.47%) for the
Smelters. These values are all tabulated in the Direct Testimony of Mr. Seelye, in
Exhibit Seelye-6.

How will the proposed rate increases affect the retail rates of Big Rivers’
Members?
The average impact on the Members’ retail rates will result in a lower overall
percentage increase than what is proposed by Big Rivers for the wholesale rates.
Because Big Rivers” Members’ retail rates also include the cost of providing
distribution services to their members, the percentage impact of the Big Rivers rate
increase will be diluted at the retail level. Big Rivers estimates that on average its
proposed rate increase will result in an increase of approximately 6.8% for a typical
residential customer with a monthly usage of 1,300 kWh. This is an estimate and is
discussed in the Direct Testimony of Mr. Seelye.
Is Big Rivers proposing any changes to the Member Rate Stability Mechanism or
the Rural Economic Reserve?
Yes. Big Rivers is proposing changes to both the MRSM and the RER so that the two
mechanisms operate more seamlessly. The MRSM was established for the purpose of
using a $157 million economic reserve to offset any net billing impacts to the Rurals
Case No. 2011-00036

Exhibit 48
Page 19 of 21



10
11
12
13

14

15

16

17

18

19

20

21

22

23

24

25

and the Large Industrials related to the FAC and Environmental Surcharge. The RER
was established for the purpose of returning a $60.9 million reserve to the Rurals once
the MRSM terminates. Big Rivers is proposing modifications to these mechanisms so
that there will not be any discontinuities in billings to the Rurals as a result of
transitioning from the MRSM to the RER. This is described in detail in the Direct
Testimony of Mr. Seelye.
Is Big Rivers proposing a pro forma adjustment to test year expenses for Energy
Efficiency Programs?
Yes. This adjustment reflects the commitment of Big Rivers to implement Energy
Efficiency and Demand-Side Management (“DSM”) Programs, as outlined in the Big
Rivers 2010 Integrated Resource Plan. This is described in detail in the Direct
Testimony of Mr. Blackburn.
Please describe the commitment that Big Rivers is prepared to make regarding
Energy Efficiency and DSM Programs.
Contingent upon the acceptance of this pro forma adjustment to test year expenses and
its inclusion in base rates, Big Rivers commits that it will spend $1 million annually on
the Energy Efficiency and DSM programs as proposed in the 2010 Integrated Resource
Plan, and/or any subsequent program filings, to create and promote incentives for a
number of consumer energy efficiency measures.
Why is Big Rivers proposing this pro forma adjustment at this time?
Big Rivers believes that providing Energy Efficiency offerings to our Members is a
high priority and proposes to include this pro forma adjustment to better enable Big
Rivers to implement these programs. The focus at this time is on establishing the
programs that were outlined in the 2010 IRP quickly and effectively, consistent with
the outcome of the 2010 IRP proceeding.
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CONCLUSION

Please summarize your testimony.

Since the close of the Unwind Transaction, Big Rivers has satisfied all of the applicable
commitments noted by the Commission in Unwind Order. Big Rivers has historically
maintained relatively low rates, and has aggressively managed its costs since the
closing of the Unwind Transaction. Big Rivers has deferred costs as much as possible
and has exhausted its options for delaying the need to increase base rates. At this time,
Big Rivers must increase its base rates to meet its debt covenants and to allow it to
perform necessary maintenance on its generating facilities.

Do you have any closing comments?

Yes. Big Rivers does not take the decision to seek this increase lightly. The full
amount of base rate increases is simply necessary at this time in order for Big Rivers to
adequately recover its costs and to meet its existing debt covenants with its creditors.
The rates proposed by Big Rivers are fair, just and reasonable and should be approved
by the Commission.

Does this conclude your testimony?

Yes, it does.
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Home:

270-827-9046

Big Rivers Electric Corp.
Henderson, Kentucky
Oct. 2008 — present

Big Rivers Electric Corp.
Henderson, Kentucky
June 2007 — Oct. 2008

Kenergy Corp.
Henderson, Kentucky
May 2004 — May 2007

American Electric Power
Service Corporation
Columbus, Ohio

June 2000 - April 2004

American Electric Power
Service Corporation
Columbus, Ohio

Jan. 1998 - May 2000

American Electric Power
Service Corporation
Columbus, Ohio

Jan. 1996 - Dec. 1997

Indiana Michigan
Power

Fort Wayne,

Indiana

Oct. 1994 - Dec. 1995

4008 Shady Hollow Drive
Henderson, Kentucky 42420

MARK ALAN BAILEY

Work: P.O. Box 24 - 201 Third Street
Henderson, Kentucky 424 19
270-827-2561

President & CEO

Executive Vic President & COO

President & CEO

*Responsible to an elected 11 member board for all facets of operations of a
distribution electric cooperative serving approximately 54,000 members
including 19 large industrial customers in portions of 14 counties in western
Kentucky with ~ 160 employees, a peak demand of approximately 1,300 MW,
annual kwh sales in excess of 9.4 billion, $300 million in annual revenue, and
$210 million in assets

Vice President Transmission Asset Management

*Managed AEP’s $2.5B transmission and substation assets located in eleven states,
including $100M annual O&M and $250M capital expenditure decisions, as well as
engineering and maintenance standards, annual maintenance and capital plans,
development of strategic, business and incentive plans, system planning and
interconnection agreements, regulatory and legislative policy formation and testimony,
and all transmission related contracts

Managing Director, Energy Delivery and Customer Relations

*Responsible for administration of the Energy Delivery and Customer

Relations business group consisting of the Transmission, Distribution,
Marketing, System Operations, Public Relations, Regulatory functions and the
state Presidents’ offices including development of strategic, business and
incentive plans, operational metrics, performance targets and monitoring systems
*Managed Transmission and Distribution Materials Management organization.
*Testified before 4 state Commissions in support of AEP’s merger w/ CSW

Director - Regions

*Directed the reorganized AEP*S six southern distribution regions serving nearly
1,300,000 customers in portions of 5 states with 2,700 company and 2,500 contractor
employees

*Qversaw the Transmission and Distribution Materials Management

Organization

Vice President, Administration

*Qversaw Marketing, Customer Services, Accounting, Rates, and Purchasing
and Materials Management Departments as well as the Budgeting Section
*Chaired the company’s Political Action Disbursements Committee
*Coordinated operating company administrative support for the company’s
three coal fired and one nuclear generating stations (6,200MW)
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Indiana Michigan
Power

Fort Wayne,
Indiana

1989 - Sept. 1994

Oho Power
Columbus, Ohio
1988 — 1989

Ohio Power
Cambridge, MA
1987 — 1988

Oho Power
Tiffin, Ohio
1985- 1987

Ohio Power:
Canton, Ohio
1983 — 1985

Cardinal Operating Co.
Cardinal Plant
Brilliant, Ohio

1981 - 1983

Ohio Power
Muskingum River Plant
Beverly, Ohio

1979 - 1981

Ohio Power
Gavin Plant
Cheshire, Ohio
1975 - 1979

Ohio Power
Portsmouth, Ohio
1974 - 1975

Vice President, Operations

*Directed four operating divisions serving nearly 520,000 customers in

28 counties in Indiana and Michigan and a total of ~ 1,300 employees

*Qversaw Transmission and Distribution, Purchasing and Materials

Management, System Operations, General Services and Land Management
Departments at corporate headquarters

*Coordinated operating company administrative support for the company*s three coal
fired, one nuclear and five hydro power plants (6.200MW)

Executive Assistant to the President

*Assisted the AEP Executive Vice President - Operations performing

studies and analyses such as ramifications of merging Ohio Power and
Columbus Southern Power operating companies and design of a management
incentive compensation system

*L.obbied on behalf of Ohio Power with the Ohio General Assembly

Division Manager
*Completed course work leading to attainment of a Masters Degree
in Management as a Sloan Fellow at the Massachusetts Institute of Technology

Division Manager
*Managed all aspects of providing electrical service to 58,000 customers
through five operating units consisting of 210 employees

Administrative Assistant to the President

*Coordinated operating company administrative support for the company’s five fossil
fired power plants (8,120MW)

*Qversaw operation and maintenance of the company’s two unit, 48 MW hydro plant
*Assisted the President with various studies and assignments

Performance Superintendent

*Directed department of 65 employees responsible for installation and
maintenance of the plant’s instruments and controls, engineering and thermal
performance, and laboratory operations at the three unit, coal fired 1,860 MW plant
*Directly supervised start-up & shut-downs of the 600 MW supercritical units

Production Superintendent

*Directed department responsible for operations of a five unit, coal fired 1,460 MW
plant

*Directly supervised start-ups & shut-downs of the plant’s 600 MW

supercritical unit, wrote plant operating procedures and trained operators

following major modifications of the 600 MW Unit 5 steam generator &
precipitator addition

Performance Engineer

*Various engineering positions of increasing responsibility at the two unit,
2,600 MW coal fired plant. Major areas of involvement included analyzing
thermal performance, instrument and control installation and maintenance
*Wrote plant operating procedures for all the AEP system’s 1,300 MW
supercritical units

Electrical Engineer
*Designed, laid out and specified material for construction of distribution
facilities to serve retail customers in the Portsmouth division
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Education: *The Massachusetts Institute of Technology, Cambridge, Massachusetts
Masters of Science in Management, 1988
*The Ohio Northern University, Ada, Ohio
Bachelor of Science in Electrical Engineering with Distinction, 1974

Honors and Activities: *Board member — ACES Power Marketing
*Member of Tau Beta Pi National Engineering Honorary
*Member - Order of Kentucky Colonels
*Board member - Henderson Habitat for Humanity
*Board member — Kentucky Association of Electric Cooperatives
*Board member —~ Methodist Hospital, Henderson, Kentucky
*Board member - Methodist Hospital Foundation
*Board member - Leadership Kentucky
*Board member — National Renewables Cooperative Organization
*Board member - Kentucky Community & Technical College Foundation
*Board member — Henderson Community & Technical College Foundation
*Member- Henderson Rotary Club

February 2011
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DIRECT TESTIMONY

OF
C. WILLIAM BLACKBURN

INTRODUCTION

Please state your name, business address, and position.

My name is C. William Blackburn. I am employed by Big Rivers Electric Corporation
(“Big Rivers™) at 201 Third Street, Henderson Kentucky, 42420, as its Senior Vice
President Financial & Energy Services and Chief Financial Officer. I have held this
position since February 2009, just prior to the closing of the transaction that unwound
Big Rivers’ 1998 lease of its generating units to E.ON U.S., LLC (“E.ON”) and its
affiliates in Case No. 2007-00455, In the Matter of: The Applications of Big Rivers
Electric Corporation for: (1) Approval of Wholesale Tariff Additions for Big Rivers
Electric Corporation, (2) Approval of Transactions, (3) Approval to Issue Evidences of
Indebtedness, and (4) Approval of Amendments to Contracts, and of E.ON U.S., LLC,
Western Kentucky Energy Corp. and LG&E Energy Marketing, Inc. for Approval of
Transactions (the “Unwind Proceeding” or the “Unwind Transaction™). Prior to
February 2009, I served as Vice President Financial Services, Chief Financial Officer,
and Interim Vice President Power Supply. I assumed that position in November 2005.
Prior to that, I held the position of Vice President Power Supply since July 1998.
Altogether I have been employed by Big Rivers for a total of 33 years.

Have you previously testified before this Commission?

Yes. I have testified on behalf of Big Rivers many times before the Kentucky Public
Service Commission (“KPSC” or the “Commission”), including fuel hearings,

environmental cases, rate cases, and transmission cases. Most recently I sponsored
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testimony and responses to discovery in Case No. 2010-00043, In the Matter of:
Application of Big Rivers Electric Corporation for Approval to Transfer Functional
Control of Its Transmission System to Midwes! Independent Transmission System

Operator, Inc.("Midwest ISO".)

PURPOSE OF TESTIMONY

What is the purpose of your testimony?

The purpose of my testimony is to (i) support certain Filing Requirements pursuant to
807 KAR 5:001; (ii) generally describe Big Rivers' financial obligations; (iii) describe
the status of each of the requirements or commitments applicable to Big Rivers
("Unwind Commitments") pursuant to the Commission's Order dated March 6, 2009, in
the Unwind Proceeding ("Unwind Order"); (iv) describe the status of each of the
commitments or restrictions applicable to Big Rivers pursuant to the Commission’s
Order dated November 1, 2010 in Case No. 2010-00043 (“Midwest ISO Order™); (v)
provide a history of Big Rivers' rates; (vi) summarize the Service Agreements in place
between Big Rivers and two large aluminum smelters, Century Aluminum of Kentucky
General Partnership ("Century") and Alcan Primary Products Corporation ("Alcan")
(collectively, "Smelters"); (vii) discuss Big Rivers' plans for managing the risk of one
or both Smelters terminating their respective Service Agreements; and (ix) support

certain proposed pro forma adjustments to test year expenses.
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Please summarize your testimony.

While Big Rivers has investment grade ratings today, it is imperative that Big Rivers
maintain those investment grade credit ratings in the future. A cornerstone to
maintaining its investment grade rating is for Big Rivers to have sufficient revenue to
support not only its transmission and production operations and maintenance expenses
but also to generate margins than will achieve an acceptable Margin for Interest Ratio
(“MFIR”). Anything less would provide an opportunity for Big Rivers’ credit ratings
to fall below investment grade. If an adequate revenue increase is not granted, Big
Rivers will again find itself in the position of reducing expenses, including plant

maintenance, in order to meet its financial requirements.

FILING REQUIREMENTS

Have you reviewed the answers provided in Exhibits 1-47, which address Big
Rivers’ compliance with the historical period filing requirements under 807 KAR
5:001 and its various subsections?

Yes. I hereby incorporate and adopt those portions of Exhibits 1-47 for which I am

identified as the sponsoring witness as part of this Direct Testimony.
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FINANCIAL OBLIGATIONS

What obligations does Big Rivers have to its creditors regarding maintenance of
its financial health?

Big Rivers has financial covenant obligations under its First Mortgage Indenture to
U.S. Bank National Association, Trustee, dated as of July 1, 2009 (“Indenture™), to the
United States of America, acting through the Rural Utilities Service (“RUS”) under the
Amended and Consolidated Loan Contract dated as of July 16, 2009 (“RUS Loan
Contract”), to the National Rural Utilities Cooperative Finance Corporation (“CFC”)
under the Revolving Line of Credit Agreement dated as of July 16, 2009 (“CFC
Revolving Credit Agreement”), and to CoBank, ACB (“CoBank”) under the Revolving
Credit Agreement dated as of July 16, 2009 (*“CoBank Revolving Credit Agreement”).
What financial covenants has Big Rivers undertaken in the Indenture?

Big Rivers is required by Section 13.14 of the Indenture to establish and collect rates
that will enable Big Rivers to comply with all of its covenants under the Indenture.
One of those covenants is that, subject to appropriate regulatory approvals, Big Rivers
establish and collect rates that are reasonably expected to yield a MFIR for each fiscal
year equal to at least 1.10. “Margins for Interest Ratio” is defined in the Indenture as,
for any period, (i) the sum of (a) Margin for Interest plus (b) Interest Charges, divided
by (ii) Interest Charges. Excerpts from relevant sections of the Indenture, including
Section 13.14 and the definition of Margins for Interest Ratio, are appended to my

testimony as Exhibit Blackburn-1.
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What financial covenants has Big Rivers undertaken in the RUS Loan Contract?
The RUS Loan Contract requires Big Rivers to comply with the financial covenants in
the Indenture. It also requires in Section 4.23(a) that Big Rivers maintain an
investment grade credit rating from at least two rating agencies. Big Rivers currently
complies with this requirement.

What financial covenants has Big Rivers undertaken in the $50 million CFC
Revolving Credit Agreement?

Among other things, Big Rivers is required to maintain a MFIR of no less than 1.10 and
an equity ratio of no less than 12%. To obtain an advance of funds under the CFC
Revolving Credit Agreement, Big Rivers must certify that it is not in default in any
material respect under any agreement to which it is a party and no event or condition
exists which constitutes a default, or with the giving of notice or lapse of time or both
would constitute a default. The CFC Revolving Credit Agreement expires July 15,
2014.

What financial covenants has Big Rivers undertaken in the $50 million CoBank
Revolving Credit Agreement?

Under the terms of the CoBank Revolving Credit Agreement, Big Rivers must maintain
a debt service coverage ratio of not less than 1.20 to 1.00, maintain a $35 million
transition reserve which will be utilized to offset any cost and expenses related to a
termination of a Smelter power contract, and maintain a ratio of equity to total assets of
not less than 0.15 to 1.00. To obtain an advance of funds under the CoBank Revolving
Credit Agreement, Big Rivers must certify that there is no change in the financial

position of Big Rivers that could reasonably be expected to have a material adverse
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effect on the ability of Big Rivers to perform its obligations under any loan document
to which Big Rivers is a party. The interest rate paid by Big Rivers on the unpaid
principal balance of loans under the CoBank Revolving Credit Agreement is based
upon the London Interbank Offered Rate (“LIBOR”) plus a LIBOR Margin tied to Big
Rivers’ credit ratings; the better the rating the lower the margin. The Cobank
Revolving Credit Agreement expires on July 16, 2012,

Will the rates proposed by Big Rivers produce revenues that will enable Big
Rivers to comply with the MFIR covenant in the Indenture?

Yes. The calculation of MFIR for the period of the test year, assuming the proposed
rates are in effect, produces a MFIR of 1.25. That calculation is shown in Exhibit
Blackburn-2 to my testimony. Based upon the information we have about the period
immediately following the date on which the new rates are anticipated to go into effect,
we can reasonably expect the proposed rates to produce at least a 1.10 MFIR for 2011.
What was Big Rivers’ Margins for Interest Ratio in its last fiscal year?

Big Rivers’ MFIR for its last fiscal year, calendar year 2010, was 1.15 based upon
margins of $7.0 million. Big Rivers attained its MFIR for that period by very carefully
planning and executing its business strategies. As a result of the lower prices for power
in the wholesale market it was necessary for Big Rivers to take extraordinary steps to
lower its expenses. A major part of the business strategy was corporate-wide cost-
cutting and implementation of cost deferral measures, including postponing planned
generating unit maintenance outages, transmission maintenance, and administrative &

general discretionary expenses.
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What is the difference in margins that resulted in a MFIR of 1.15, rather than 1.10
for the fiscal year ending 2010?

Big Rivers’ MFIR for the fiscal year 2010 would have been 1.10 if its margins had
been only $2.3 million less than they were. This is a very narrow margin (0.4%) of
error for a business with a 2010 annual cost of service of $523 million.

Big Rivers cannot earn more than a 1.24 Contract TIER because of the Smelter
Agreement TIER Adjustment mechanism, and the rebate mechanism built into the
Smelter agreements and Big Rivers’ tariffs to its Members. A 1.24 Contract TIER
roughly equates to a 1.25 MFIR. The difference in margins required for Big Rivers to
achieve a 1.10 MFIR in 2010, $4.4 million, and the margins Big Rivers would have
earned if it had achieved a 1.24 Contract TIER, $11.3 million, is only $6.9 million, or
1.3% of Big Rivers’ 2010 cost of service.

What are the implications for Big Rivers of failing to comply with the MFIR
covenant in the Indenture?

As mentioned above, subject to regulatory approvals, Big Rivers is required to always
establish and collect rates that are reasonably expected to yield a MFIR of at least 1.10.
If Big Rivers has complied with that covenant, but still fails to achieve the minimum
required MFIR of 1.10 in a fiscal year, Big Rivers can avoid an Event of Default under
the Indenture by immediately seeking rates that will comply with its covenants in the

Indenture.
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Does this mean that there is no practical penalty for Big Rivers failing to achieve a
MFIR of 1.10 in a fiscal year?

No. Failure of Big Rivers to achieve a 1.10 MFIR can prohibit Big Rivers from
borrowing money and securing it under the Indenture, even if that failure has not
resulted in an Event of Default. More specifically, before Big Rivers can issue
“Additional Obligations” secured by the Indenture, Big Rivers must be able to deliver a
certificate that the MFIR is not less than 1.10 for one of the following periods of time:
(i) the fiscal year of Big Rivers immediately preceding the fiscal year in which the
application to deliver Additional Obligations is made, or (ii) if the Application to
deliver Additional Obligations is made within ninety days after the end of the fiscal
year, the second preceding Big Rivers’ fiscal year, or (iii) any twelve consecutive
calendar months during the period of fifteen calendar months immediately preceding
the first day of the calendar month in which the Application to deliver Additional
Obligations is made.

Why would a limitation on Big Rivers’ ability to secure Additional Obligations
under the Indenture create a problem for Big Rivers?

Big Rivers is required to refinance $60,000,000 of RUS debt prior to October 1, 2012,
and another $200,000,000 of RUS debt prior to January 1, 2016. These refinancing
requirements are driven by reductions in the Maximum Allowed Debt Balance that
occur under Big Rivers’ July 16, 2009, RUS 2009 Promissory Note Series A (“RUS
Series A Note”). For Big Rivers to be in a position to refinance this debt, it must be
able to secure the refinanced debt under its Indenture. See the Direct Testimony of Mr.

Alan Spen in Exhibit 50, page 14. If Big Rivers cannot refinance the $60,000,000 of
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RUS debt, it will default on its obligations under the RUS Series A Note, which will
essentially create an event of default under all of Big Rivers’ credit agreements. Big
Rivers’ inability to borrow money on a long-term, secured basis is unacceptable for a
utility the size of Big Rivers that will always have periodic cash requirements for both
anticipated and unanticipated needs. The risk to Big Rivers resulting from an inability
to borrow money on a long-term secured basis is one of the principal reasons Big
Rivers pursued the Unwind Transaction.

Further, as described in more detail in the Direct Testimony of Mr. Alan Spen,
the credit ratings agencies and potential investors will look unfavorably on a regulated
Generation & Transmission cooperative with marginal investment-grade ratings that is
struggling to meet its obligations under its credit agreements. This could impact both
Big Rivers’ ability to borrow, and/or the interest rates at which money might be
available to it.

Are there other negative implications for Big Rivers if it fails to comply with the
financial covenants under the Indenture and the RUS Loan Contract?

Yes. Big Rivers carries modest cash operating reserves in favor of relying on the two,
$50 million revolving credit agreements with CoBank and CFC. Access to funds under
those agreements, and Big Rivers’ ability to renew those agreements after they expire
in 2012 and 2014, respectively, could be adversely affected by Big Rivers failing to
comply with its financial covenants under the Indenture and the RUS Loan Contract.

See Exhibit 50, page 14.
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What is the policy of Big Rivers with respect to compliance with the financial
covenants of its loan agreements?
Big Rivers’ policy is to be in full compliance with the financial covenants of its loan

agreements, and it believes that any other policy would be imprudent.

UNWIND COMMITMENTS

Did Big Rivers agree to certain commitments pursuant to the Unwind Order?

Yes. Big Rivers agreed to certain requirements included in both the Ordering
Paragraphs and Appendix A of the Unwind Order. The relevant Ordering Paragraphs
are numbers four and five. Appendix A includes twenty-four commitments.

Has Big Rivers satisfied these commitments pursuant to the Unwind Order?

Yes. Big Rivers has satisfied all of the Unwind Commitments that apply at this point in
time. Certain other commitments -- in particular the requirements of Appendix A Items
14,17, 18, 20 and 21 -- require Big Rivers to advise the Commission on a timely basis
of any material changes to specific criteria or other items which to date have not
occurred. Big Rivers remains committed to adhering to these open commitments on a
prospective basis.

Has Big Rivers satisfied the requirement in Ordering Paragraph 4?

Yes. Ordering Paragraph 4 required that upon the closing of the Unwind Transaction,
Big Rivers establish the journal entries and regulatory accounts, including but not
limited to, the regulatory liability to establish the Rural Economic Reserve, and deposit

$60.9 million in the Rural Economic Reserve, all in accordance with the findings in the
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Unwind Order. Big Rivers established the necessary journal entries and regulatory
accounts in accordance with this requirement, as evidenced in the financial statements
supported in the Direct Testimony of Mr. Mark A. Hite. Big Rivers deposited $60.9
million in the reserve account at the closing of the Unwind Transaction pursuant to
Appendix B of the Unwind Order.

Has Big Rivers satisfied the requirement in Ordering Paragraph 5?

Yes. Ordering Paragraph 5 required Big Rivers to file its revised tariff sheets,
including a rate mechanism to implement the Rural Economic Reserve, within 20 days
of the closing of the Unwind Transaction. Big Rivers filed its revised tariffs on August
3, 2009, and is requesting authority to adjust those rates and tariffs in this proceeding.
Has Big Rivers satisfied the requirement in Appendix A Item 1?

Yes. This item required Big Rivers to use the actual expenses reported by Western
Kentucky Energy Corp. ("WKEC") to calculate the fuel adjustment clause charges and
the environmental surcharge for the applicable period until Big Rivers’ actual costs
were available. This requirement stems from the inherent two-month lag between the
expense month and the billing month for both adjustment clauses. Big Rivers used
WKEC’s actual expenses for the adjustment clauses for the expense month of June
2009; the adjustment clauses were calculated and filed with the Commission in July
2009, and became effective on Members’ bills sent in August 2009. Big Rivers also
used WKEC actual expenses for the first half of the expense month of July 2009. At
the closing of the Unwind Transaction on July 16, 2009, when Big Rivers' actual costs
became available, Big Rivers began to use its own actual expenses for the adjustment

clauses. The adjustment clauses for the expense month of July 2009 were calculated
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and filed with the Commission in August 2009 and became effective on member bills
in September 2009. Thus Big Rivers relied upon actual expenses from WKEC to
calculate both adjustment clauses until Big Rivers' actual costs were available.

Has Big Rivers satisfied the requirement in Appendix A Item 2?

Yes. This item specified that the Economic Reserve will be funded at closing of the
Unwind Transaction by an amount no less than $157 million. The Economic Reserve
was funded at the closing of the Unwind Transaction at $157 million.

Has Big Rivers satisfied the requirement in Appendix A Item 3?

Yes. This item required Big Rivers to not sell SO, allowances in its inventory
(excluding the 14,000 SO, allowances acquired in conjunction with the Unwind
Transaction) unless the sale is cost-effective based on a written policy which reflects
short- and long-term allowance needs and prices. Big Rivers did not sell any SO,
allowances in its inventory.

Has Big Rivers satisfied the requirement in Appendix A Item 4?

Yes. This item required Big Rivers to account on its books for emission allowances it
acquires in the Unwind Transaction in accordance with the RUS Uniform System of
Accounts. Big Rivers accounted for these emission allowances on its books in
accordance with the RUS Uniform System of Accounts, as further described in the
Direct Testimony of Mr. Mark A. Hite.

Has Big Rivers satisfied the requirement in Appendix A Item 57

Yes. This item required Big Rivers not to close the Unwind Transaction until the
Commission reviewed and approved any change to the Station Two contract

amendments filed on October 9, 2008. Big Rivers complied with this requirement.
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Has Big Rivers satisfied the requirement in Appendix A Item 6?

Yes. This item required Big Rivers to maintain a sound and constructive relationship
with the labor organization(s) representing certain employees of WKEC, and Big
Rivers has done so.

Has Big Rivers satisfied the requirement in Appendix A Item 7?

Yes. This item required Big Rivers to bargain in good faith with IBEW during any
collective bargaining sessions, and Big Rivers has done so.

Has Big Rivers satisfied the requirement in Appendix A Item 8?

Yes. This item required Big Rivers to continue to employ in the conduct of its business
the level of workforce required to safely and professionally operate its facilities. Big
Rivers is doing so and is presently undertaking efforts to fill open positions in order to
support the workforce level in the future. This is further described in the pro forma
adjustment for labor and labor-related items outlined in the Direct Testimony of Mr.
Mark A. Hite. Furthermore, Big Rivers considers this requirement to be consistent with
its broad obligations regarding the provision of service, acceptable standards, and good
accepted engineering practices pursuant to 807 KAR 5:041, Electric.

Has Big Rivers satisfied the requirement in Appendix A Item 9?

Yes. This item required Big Rivers to finalize its due diligence on the generating
facilities and sites using all resources available to it, and to not waive any of its rights
under the Termination Agreement, Sections 10.3(dd) or 10.3(ee), to require that the
generating facilities be in good condition and that there is a proper demonstration of
their capability. Big Rivers completed its due diligence and did not waive its rights

under the aforementioned sections of the Termination Agreement. Furthermore, the
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Big Rivers generating facilities are in good condition and properly demonstrate their
capability, as further discussed in the Direct Testimony of Mr. Robert W. Berry.

Has Big Rivers satisfied the requirement in Appendix A Item 10?

Yes. This item required Big Rivers to provide a written notice to the Commission
within 24 hours of the closing of the Unwind Transaction, setting forth the date of the
closing. Big Rivers provided this notice on July 17, 2009, which set forth the date of
the closing as July 16, 2009, at 11:59 PM.

Has Big Rivers satisfied the requirement in Appendix A Item 11?

Yes. This item required Big Rivers to file a report with the Commission within 10 days
of the closing of the Unwind Transaction stating that all of the conditions precedent to
the closing were satisfied or waived. By letter dated July 24, 2009, Big Rivers reported
to the Commission in accordance with this requirement that all closing conditions had
been satisfied, waived or accepted.

Has Big Rivers satisfied the requirement in Appendix A Item 12?

Yes. This item required Big Rivers to file, within 3 years of closing the Unwind
Transaction, a general review of its financial operations and its tariffs, including with
that filing a new depreciation study and an analysis of Big Rivers' financial condition
and rates assuming the study's results are implemented. Big Rivers satisfies this
commitment by way of the application, testimony and exhibits in this filing (Case No.
2011-00036).

Has Big Rivers satisfied the requirement in Appendix A Item 13?

Yes. This item required Big Rivers to file a new Integrated Resource Plan ("IRP") no

later than November 15, 2010, and to file on September 15, 2009, and again on March
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15, 2010, reports setting forth the information required by 807 KAR 5058, Section 8(2),
and the details of its economic development activities. On November 15, 2010, Big
Rivers filed its IRP, which is currently an open proceeding in Case No. 2010-00443,
Big Rivers also made the other requisite filings, and in this proceeding makes reference
to the costs associated with economic development activities in a pro forma adjustment
described in the Direct Testimony of Mr. Mark A. Hite.

Has Big Rivers satisfied the requirement in Appendix A Item 14?

Yes. This item required Big Rivers to advise the Commission, in conjunction with the
filing of its IRPs, of any material changes to the RUS' criteria for the financing of both
new coal-fired plants and existing coal-fired plants on a timely basis. To date there
have been no material changes to these criteria. Big Rivers will continue to monitor
these criteria in connection with future IRPs and will advise the Commission of any
material changes to these criteria should they occur.

Has Big Rivers satisfied the requirement in Appendix A Item 15?

Yes. This item required Big Rivers to file with the Commission the "Big Rivers New
Financial Model" within 60 days of the closing of the Unwind Transaction, and by
April 30 of each year thereafter, through the date on which Big Rivers files a case for a
general adjustment of its rates and thereafter as may be required by the Commission.
By order dated September 1, 2009, the Commission granted Big Rivers a 30 day
extension of time to meet this filing requirement. Big Rivers filed an updated New
Financial Model on October 14, 2009, and again on April 27, 2010, in accordance with
this commitment. Both of the filed New Financial Models included a general base rate

increase greater than 11% for members effective on January 1, 2012. The relief sought
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in this case is generally consistent with the projections included in both the October
2009 and April 2010 New Financial Model filings.

Has Big Rivers satisfied the requirement in Appendix A Item 16?

Yes. This item required Big Rivers to fund, initiate, and maintain a risk management
plan and program, which would include the ability to identify and address the impact of
contingencies including but not limited to fuel prices, cost exposure for environmental
remediation programs (both existing and contemplated), and any other material risks
pertaining to Big Rivers. Big Rivers has initiated and maintains this risk management
plan and program consistent with those requirements. The plan is discussed at length in
the Direct Testimony of Mr. Albert M. Yockey.

Has Big Rivers satisfied the requirement in Appendix A Item 17?

Yes. This item required Big Rivers to provide to tﬁe Commission, upon its request and
in 3 years in connection with the review of Big Rivers' financial operations, a copy of
any reports, recommendations or other documents produced by the Coordinating
Committee or either Smelter, and that is provided to the Big Rivers Board of Directors.
To date there is only one such document. This document is attached to my testimony as
Exhibit Blackburn-3.

Has Big Rivers satisfied the requirement in Appendix A Item 18?

Yes. This item required Big Rivers to advise the Commission, in connection with the
review of its financial operations in 3 years of any material changes in its collective
bargaining agreements with labor unions. In the “May 5, 2009, Report on Status of
Closing the Unwind Transaction” filed in the Unwind Proceeding, Big Rivers informed

the Commission: “Big Rivers and IBEW Local 1701, representing the Big Rivers
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generation division, concluded negotiations on April 16, 2009, regarding the terms of
the post-closing collective bargaining agreement between the parties. The proposed
contract was approved by the union membership on May 1, 2009.” Since that date,
there have been no material changes to that collective bargaining agreement. The
generation employee collective bargaining agreement was effective July 17, 2009, and
terminates on September 14, 2012. The transmission employee collective bargaining
agreement term is from October 15, 2008, through October 14, 2012.

Has Big Rivers satisfied the requirement in Appendix A Item 19?

Yes. This item required Big Rivers to advise the Commission and the Attorney
General's Office of any material changes in the evidences of indebtedness that comprise
its financing arrangements, on a timely basis. Big Rivers filed an application in Case
No. 2009-00441, In the Matter of: The Application of Big Rivers Electric Corporation
For Approval To Issue Evidences Of Indebtedness on November 13, 2009. Big Rivers
also provided a copy of the application to the Attorney General's Office. The
Commission approved that application on March 31, 2010.

Has Big Rivers satisfied the requirement in Appendix A Item 20?

Yes. This item required Big Rivers to advise the Commission of any material changes
to the smelter-related retail and wholesale contracts, on a timely basis. To date there
have been no such material changes.

Has Big Rivers satisfied the requirement in Appendix A Item 21?

Yes. This item required Big Rivers to timely advise the Commission and the Attorney

General's office in the event of any material changes in its agreements with Henderson
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Municipal Power & Light after the closing of the Unwind Transaction. To date there
have been no such material changes.

Has Big Rivers satisfied the requirement in Appendix A Item 22?

Satisfaction of this requirement 1s in progress. This item required Big Rivers to
complete construction of the transmission system additions and improvements for
which the Commission issued a Certificate of Public Convenience and Necessity in
Case No. 2007-00177, and to advise the Commission and the Attorney General’s Office
on a timely basis of the date those transmission facilities become fully operational and
of any material events related to the Big Rivers transmission system that impact Big
Rivers' long-term ability to wheel excess power to its border for sale into other markets.
Big Rivers is continuing the construction of the facilities noted in the requirement.
Additional details on the status of the projects are provided in the Direct Testimony of
Mr. David G. Crockett. There have been no material events that impact Big Rivers’
long-term ability to transmit excess power to its border for sale into other markets.

Has Big Rivers satisfied the requirement in Appendix A Item 237

Yes. This item required that Big Rivers' chief executive officer and relevant members
of its senior staff will meet informally with the Commission and the Attorney General's
Office at least annually to advise them regarding: (i) general operations and finances of
Big Rivers; (ii) transition activities; (iii) regulatory and industry developments that may
affect Big Rivers in the future; (iv) the status of Big Rivers' plans for addressing the
$200 million reduction in the Maximum Allowed Balance in the RUS Series A Note,
before the end of 2015; (v) changes in the competitiveness of the Smelters which could

materially affect the commitment of the Smelters to continue operations; and (vi) the
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work of the Coordinating Committee. An informal meeting was held on March 24,
2010, at the Commission’s office which included representatives of the Attorney
General’s Office, the Smelters, Big Rivers’ chief executive officer, relevant members
of its senior management, and others. The required update was provided at that
meeting.

Has Big Rivers satisfied the requirement in Appendix A Item 247

Yes. This item required that a Rural Economic Reserve account be established and
funded at closing of the Unwind Transaction in an amount no less than $60.9 million to
be used exclusively to credit the bills rendered to the Rural Customers over a period of
24 months commencing upon depletion of all funds in Economic Reserve. All funds in
the Rural Economic Reserve were to be invested in interest-bearing United States
Treasury notes, with all interest earned credited to the Rural Economic Reserve. Big
Rivers committed that no funds in the Rural Economic Reserve escrow account would
be spent, pledged, or otherwise used for any purpose other than as credits on the future
bills of Rural Customers in accord with the terms of this commitment. Big Rivers has
satisfied this commitment by establishing the Rural Economic Reserve account,

funding it as required, and reserving it for the purpose noted herein.

COMMITMENTS IN THE MIDWEST ISO ORDER

Is Big Rivers subject to commitments in the Midwest ISO Order?
There are certain commitments or restriction listed in the ordering paragraphs of the

Midwest ISO Order. Big Rivers is in full compliance with those commitments or
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restrictions. A “Stipulation and Agreement” was also entered into in connection with

the Midwest ISO Order among Big Rivers, Midwest ISO, Kentucky Industrial Utility

Customers, Inc. and the Attorney General of Kentucky. Paragraph 2 of that Stipulation

and Agreement, which was approved by the Commission, and paragraph 3 of the

Stipulation and Agreement, which is a contractual agreement among the parties, related

to rate commitments.

Big Rivers committed as follows in paragraphs 2 and 3 of the Stipulation and

Agreement:

2.

Big Rivers’ application in this proceeding does not seek authorization
from the Commission to recover any Midwest ISO administrative costs
or Federal Energy Regulatory Commission (“FERC”) fees, for which it
becomes obligated (currently charged under Schedules 10, 16 and 17 to
the Midwest ISO’s Open Access Transmission, Energy and Operating
Reserve Markets Tariff (“Midwest ISO Tariff”)), through the Non-FAC
Purchased Power Adjustment mechanisms in its wholesale power supply
contracts.

Big Rivers will not attempt to recover any Midwest ISO administrative
costs or FERC fees, for which it becomes obligated (currently charged
under Schedules 10, 16 and 17 to the Midwest ISO Tariff), through the
Non-FAC Purchased Power Adjustment mechanisms in its wholesale
power supply contracts.

The Application of Big Rivers in this proceeding is made consistent with these

commitments.
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VII.

HISTORY OF BIG RIVERS’ RATES

Please describe Big Rivers' rural rates from an historical perspective.

Big Rivers' rural rates historically have been relatively low. Attached as Exhibit
Blackburn-4, I provide a listing of Big Rivers' historical rural wholesale rates for the
period 1994 through 2009. The exhibit shows that Big Rivers' rates were reduced in
1998 to approximately $36.72/MWh as a result of the 1998 lease transaction, and have
remained relatively consistent in the range of $35/MWh to $37/MWh since 2001,
During the Unwind Proceeding, did Big Rivers contemplate the need for a general
rate case within the 2011-2012 time frame?

No. However, after the Unwind Proceeding hearing in December 2008, the current
recession continued to weaken the economy and severely impacted the wholesale
market for power. As I noted previously, Appendix A Item 12 of the Unwind Order
required Big Rivers to file, within 3 years of closing the Unwind Transaction, a general
review of its financial operations and its tariffs. Since then, Big Rivers has continued
to advise the Commission in its New Financial Model filings that a base rate increase

was projected for the current timeframe.
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VIIIL

SUMMARY OF SMELTER SERVICE AGREEMENTS

Did Big Rivers and Kenergy enter into new wholesale and retail agreements
related to service to the Smelters in conjunction with the Unwind Transaction?
Yes. Big Rivers and Kenergy negotiated new wholesale and retail agreements related
to service to the Smelters in order to provide the Smelters power at competitive prices
while simultaneously providing protections to Big Rivers and its non-Smelter
customers against the risks inherent in resuming the role of power supplier to the
Smelters.

Please describe the Service Agreements in place between Big Rivers and the

Smelters.

The Service Agreements provide that Big Rivers will supply 368 MW to Alcan and 482

MW to Century upon payment of the following amounts:

1. A base energy rate of $0.25 per MWh above Big Rivers” wholesale power rate
to its members for resale to dedicated delivery point large industrial customers
(subject to future adjustment by the Commission) adjusted for a 98-percent load
factor;

2. A Fuel Adjustment Clause ("FAC") charge;

3. An Environmental Surcharge;

4, A Times Interest Earned Ratio (“TIER”) Adjustment Charge through 2023,
starting with up to a maximum of $14.2 million annually in 2009 and
increasing to $34.7 million annually in 2021, to assist Big Rivers in its efforts to

maintain a Contract TIER of 1.24;
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5. A Non-FAC purchase power adjustment charge; and
6. Surcharges consisting of:
a. Surcharge One - a fixed rate of $0.70 per MWh in 2009-2011, $1.00 per
MWh in 2012-2016, and $1.40 per MWh in 2017-2023; and
b. Surcharge Two - a fixed rate of $0.60 per MWh each year, subject to a

$200,000 monthly credit for the first 96 months; plus an additional rate
of $0.60 per MWh contingent on actual fuel costs exceeding a base line.

The Smelters are also entitled to an Equity Credit, to be paid by Big Rivers in any year

that it earns a Contract TIER in excess of 1.24 and does not elect to make a credit of the

excess TIER to all customers.

Is Big Rivers proposing to alter the Smelter Service Agreements in this filing?

No. Big Rivers is not proposing to alter the Smelter Service Agreements in this

proceeding. It is important to note, however, that the Smelter Service Agreements

utilize the Large Industrial Customer Rate in determining the Smelters” base energy

charge. Big Rivers is proposing to increase the Large Industrial Customer Rate in this

filing. Thus, while the Smelter Service Agreements do not change, the Smelters will

experience a rate increase under the proposed rates.

Do the Smelter Service Agreements provide for credits against the Smelters rate

obligations?

Yes. Section 4.13 of the Service Agreements provides the Smelters credits for Surplus

Sales, Undeliverable Energy Sales, Potline Reduction Sales, Curtailment of Purchase

Power, Economic Sales and other amounts. This section was included in the contract to

assist the Smelters during periods of time when a Smelter chooses to reduce its Base
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Demand per Hour for electricity and off-set the Smelters’ responsibility for the related
fixed cost by the Net Proceeds made available from sales.

What options in the Smelter Agreements have the Smelters utilized to reduce their
cost of power and how much, in dollars, have the Smelters’ costs for power been
reduced by credits from these provisions?

Sections 4.13.1 and 4.13.2 of the Smelter Agreements provide for credits to the
Smelters’ invoices for Surplus Sales and Curtailment of Purchased Power, respectively.
In the case of Surplus Sales the Smelters may elect under Section 10.1 of the Smelter
Agreements for Big Rivers to attempt to sell any power that is in excess of their needs.
Curtailment of Purchased Power involves Big Rivers and the Smelter(s) agreeing to the
duration and amount of their Base Demand per Hour to be curtailed and compensated at
a Market Reference Rate. From July 2009 through January 2011, the Smelters’ cost for

power has been reduced as follows:

Century $36,218,360
Alcan $ 6,908,349
Smelter Total $43.126.709

Are there other options available to the Smelters to reduce their cost of power that
were not exercised during the test year?

Yes. Undeliverable Energy Sales, Potline Reduction Sales, Economic Sales and
Market Energy Sales provide other mechanisms for the Smelters to reduce the cost of
their power. However, as of January 2011 the Smelters have not made use of these

options in the Smelter Agreements.
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IX.

Do the Smelter Service Agreements provide for termination of service?

Yes. The Service Agreements provide that, under a worst-case scenario, the Smelters
have the right to permanently close their operations, but only upon one year’s advance
notice. The potential for this outcome was discussed at length in the Unwind
Proceeding, and I discuss Big Rivers’ plans for handling such a scenario in the section

that follows.

RISK MANAGEMENT FOR SMELTER LOSS

During the Unwind Proceeding, did parties to the case raise concerns about the
possibility that the Smelters may close?
Yes. The Office of the Attorney General expressed concern that the Smelters may
close and urged the Commission to review the proposed transaction with an abundance
of caution. The Commission recognized this concern on page 18 of the Unwind Order:
While the Commission cannot predict the future economic viability of the
Smelters, the power prices set forth in the new service agreements should
provide a reasonable opportunity for the Smelters to continue operating in
Kentucky for the long term and to preserve the jobs and tax base which
support the economy of western Kentucky.
Have other entities raised concerns about the possibility that the Smelters may
close?
Yes. Fitch Ratings, Moody's Investor Service and Standard & Poor's have noted in
recent credit reviews of Big Rivers that Big Rivers relies on the Smelters for a majority

of its overall energy sales, and that this reliance on sales to customers that are so

vulnerable to economic cycles is a credit weakness and/or a risk that cannot be ignored.
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Does Big Rivers share this concern?

Yes, for several reasons. As a business, Big Rivers desires a strong working
relationship with each of the Smelters and that the Smelters remain viable for the
mutual benefit of the Smelters, Big Rivers, and Big Rivers’ Members. Of equal
importance, as a corporate citizen Big Rivers supports the present and future viability
of the Smelters for the benefit of their employees, other supporting local businesses, the
local community at large, and the regional economic welfare of all of western
Kentucky.

So when Big Rivers proposes an increase in rates that will affect the Smelters,
we are concerned about the effect it will have on them as well as on other customers.
The Smelter Service Agreements recognize the uncertainty in the aluminum commodity
industry. That is why the contracts allow a Smelter to exit its electric service
agreement on one year’s notice. But we also recognize that one-third of the Big Rivers
system load cannot support the commercial viability of two large industrials that
comprise the remaining two-thirds of the system load. Big Rivers’ view is that the best
it can do is to operate in a prudent manner at the lowest reasonable cost consistent with
good utility practice, while preparing for the possibility that one or both Smelters may
one day decide to abandon their Kentucky operations.

Has Big Rivers determined steps or actions to address the potential loss of one or
both Smelters?
Yes. During the Unwind Transaction discussions, Big Rivers outlined the steps it

would take to deal with the loss of one or both Smelters.

Case No. 2011-00036
Exhibit 49
Page 28 of 35



10

11

13

14

15

16

17

18

19

20

21

Please review the steps or actions for Big Rivers in the event that one or both
Smelters cease operations and terminate their contracts.
First, as previously discussed, Big Rivers established at the Unwind Transaction
closing a $35 million transition reserve account. The funds in this account will be
available to offset any temporary reduction in cash flow that could occur if one or both
Smelters cease operations and terminate their contracts.

Second, transmission construction projects were planned in two phases. Phase
1 of Big Rivers’ internal transmission upgrades has been completed and would allow
Big Rivers to transmit to its border all additional energy which would have been
consumed by one Smelter. Big Rivers has nearly completed its Phase 2 transmission
projects, which will allow Big Rivers to transmit to its border all additional energy
which would have been consumed be both Smelters. A complete listing of all Phase 2
transmission projects and their completion status is provided in the Direct Testimony of
Mr. David G. Crockett. Because the Smelter Service Agreements require one year’s
notice for termination, Big Rivers will be able to complete the Phase 2 transmission
projects in time for them to be available if needed. Additionally, Vectren is in the
process of building a 345 kV interconnection with Big Rivers which will enhance Big
Rivers’ ability to import/export power when completed (Kentucky State Board on
Electric Generation and Transmission Siting, Case No. 2010-00223).

Third, Big Rivers has retained its transmission reservation and rights for 100
MW:s of power to be wheeled across the Tennessee Valley Authority’s (“TVA™)

transmission system to the Southern Company transmission interface with TVA.

Case No. 2011-00036
Exhibit 49
Page 29 of 35



10

11

12

13

14

15

16

17

18

19

20

21

22
23

Fourth, the Kentucky General Assembly, at Big Rivers’ urging, amended KRS
279.120 in 2006. The amendment enables a cooperative like Big Rivers that finds itself
with a sudden, large drop in system load to remarket that power to non-members
without endangering its cooperative status under state law. If one or both of the
Smelters were to terminate service, Big Rivers believes it has easier access to loads
located in the footprint of the Midwest ISO, and thus would have increased options to
market its generation. Big Rivers joined the Midwest ISO solely to comply with NERC
criteria for Contingency Reserves, but this access to markets is a collateral benefit.

Big Rivers is also aware of other utilities in its region that need to add base load
resources. Recently, Big Rivers was approached by a municipality that expressed an
interest in having discussions with Big Rivers for a long-term power supply.

Thus, Big Rivers could take the steps outlined above to address the termination
of one or both of the Smelter Service Agreements, should such an unfortunate
possibility be realized. While no one can predict the future, it is important to note that
on February 10, 2010, Alcan announced a $37 million improvement to its Sebree

complex, and Century is restarting it fifth potline this month.

PRO FORMA ADJUSTMENTS

Are you sponsoring any pro forma adjustments to test year expenses?

Yes. Iam supporting a pro forma adjustment to reflect prospective levels of Qutside /

Professional Services and a pro forma adjustment to reflect Big Rivers’ commitment to

Case No. 2011-00036
Exhibit 49
Page 30 of 35



10
11
12
13
14
15
16
17
18
19
20
21
22
23

25

implement Energy Efficiency Programs, as noted in the Direct Testimony of Mr. John

Wolfram (Exhibit 51), in Exhibit Wolfram-2, Reference Schedules 2.25 and 2.26.

A. OUTSIDE / PROFESSIONAL SERVICES

Please explain the adjustment to operating expenses shown in the Reference
Schedule 2.25 of Exhibit Wolfram-2, for Qutside / Professional Services.

This adjustment eliminates expenses associated with outside / professional services that
were incurred in the test year that exceed the level of expenses anticipated for these
services on a going-forward basis. During the test year, Big Rivers incurred
approximately $2.7 million for outside / professional services associated with numerous
corporate matters, including the development of the 2010 Integrated Resource Plan,
GAAP auditors, income tax advisors, state regulatory reviews of FAC and ES filings,
focused internal audits, and Human Resources matters.

The $2.7 million amount does not include the test year expenses associated with
development of this rate case or with the Midwest ISO proceedings at the Commission
and at FERC. These two items are considered in other proposed pro forma adjustments
noted in the Direct Testimony of Mr. Wolfram, Exhibit Wolfram-2, in Reference
Schedules 2.13 and 2.21 respectively. Both adjustments are described further by Mr.
Hite in his Direct Testimony.

Is the exact level of annual expenses for outside / professional services certain on a
prospective basis?

No. Certain services incurred in the test year relate to matters that do not occur every
year. Other services may or may not be needed each year. In future years, there are

likely to be other matters that did not take place in the test year, but for which Big
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Rivers requires outside / professional assistance. Thus the exact amount of expenses on
a going-forward basis is not certain.

Is it possible for Big Rivers to determine a meaningful, historically “normal” level
for these expenses?

No. Since the Unwind Closing took place in July 2009, Big Rivers does not have
historical data for expenses that reflect the conditions under which Big Rivers operates
today. In other words, the pre-Unwind expenses are not comparable to the post-
Unwind expenses for outside / professional services.

Why is Big Rivers proposing to reduce the test year level of outside / professional
service expense?

Big Rivers believes that an adjustment to the test year level of expenses for outside /
professional services is reasonable. In my professional judgment, a reduction of $1

million is appropriate.

B. ENERGY EFFICIENCY

Please explain the adjustment to operating expenses shown in Reference Schedule

2.26 of Exhibit Wolfram-2, for Energy Efficiency.

This adjustment reflects the commitment of Big Rivers to implement Energy Efficiency
and Demand-Side Management (“DSM”) Programs, as outlined in the Big Rivers 2010

Integrated Resource Plan.

Please describe the commitment that Big Rivers is prepared to make regarding
Energy Efficiency and DSM Programs.

Contingent upon the acceptance of this pro forma adjustment to test year expenses and
its inclusion in base rates, Big Rivers commits that it will spend $1 million annually on

the Energy Efficiency and DSM programs as proposed in the 2010 Integrated Resource
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Plan, and/or any subsequent program filings, to create and promote incentives for a
number of consumer energy efficiency measures.

What does Big Rivers project to spend on Energy Efficiency and DSM Programs
in the next few years?

Big Rivers has budgeted to spend $544,000 in 2011, when the programs will be
launched. Big Rivers expects that level to rise to approximately $1.1 million in 2012
when the program ramp-up is complete. The annual spend will remain at that level for
2013.

Is Big Rivers proposing at this time to implement a cost recovery mechanism for
DSM Programs pursuant to KRS 278.285?

No. Big Rivers is proposing to include $1 million of Energy Efficiency and DSM
program-related expenses in base rates in this proceeding. While Big Rivers may elect
to seek the establishment of a mechanism for recovering the full costs of programs in
the future, pursuant to KRS 278.285(2), it does not anticipate doing so in the near term.
Has Big Rivers incurred significant expenditures for Energy Efficiency or DSM
Programs in recent years?

No. Big Rivers has not spent significant amounts for Energy Efficiency or DSM
programs recently. After the closing of the Unwind, Big Rivers needed to study the
costs and benefits of potential offerings, which it did and provided in the 2010 IRP.
Furthermore, during the test year, Big Rivers did not have sufficient funds to support

any substantial programs and still meet its debt covenant TIER requirements.
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XI.

Why is Big Rivers proposing this pro forma adjustment at this time?

Big Rivers believes that providing cost-effective Energy Efficiency offerings to our
Members is a high priority and proposes to include this pro forma adjustment at this
time to better enable Big Rivers to implement these programs. The focus at this time is
on quickly and effectively establishing the programs that were outlined in the 2010

IRP, consistent with the outcome of the 2010 IRP proceeding.

CONCLUSION

Please summarize your testimony.

Since the close of the Unwind Transaction, Big Rivers has satisfied all of the applicable
commitments noted by the Commission in‘ the Unwind Order. Both of the New
Financial Models filed since the Unwind Transaction indicated that a base rate increase
greater than 11% for members was presumed to be effective in 2012; the instant filing
is generally consistent with the projections included in both the October 2009 and April
2010 New Financial Model filings.

Big Rivers' rates have historically been relatively low. I completely understand
that increasing electric rates is always difficult for customers. However, Big Rivers has
deferred costs as much as possible and now must increase rates to allow it to perform
necessary maintenance and meet its debt covenants. Proper and timely maintenance of
Big Rivers’ generating plants is important not only to assure that electricity is available
to serve Big Rivers’ members, but also for the off-system market sales that furnish Big

Rivers’ margins. Big Rivers is contractually obligated to comply with its debt
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covenants. In this proceeding Big Rivers has proposed base rates that will allow its
Members to remain competitive with other utilities in Kentucky, and will be extremely
competitive with other utilities nationwide.

Big Rivers has Service Agreements in place with the Smelters that were
approved in the Unwind Transaction. Big Rivers is not proposing to alter those
agreements in this proceeding. Big Rivers recognizes the risk associated with the loss
of the Smelters and has a sound plan in place for this contingency.

Do you have any closing comments?

Yes. Big Rivers does not take the decision to seek this increase lightly. Base rate
increases are simply necessary at this time in order for Big Rivers to adequately recover
its costs and to meet its existing debt covenants with its creditors. The rates proposed
herein are fair, just and reasonable and should be approved by the Commission.

Does this conclude your testimony?

Yes, it does.
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Big Rivers Electric Corporation
Case No. 2011-00036

Excerpts from: Indenture Dated as of July 1, 2009, between Big Rivers Electric
Corporation and U.S. Bank National Association, Trustee

Section 1.1 Definitions.

“Available Margins Certificate” means an Officers’ Certificate, dated not more than
thirty (30) days prior to the date of the related Application, and signed by a Person who is an
Accountant (who may be one of the two signing Officers), stating that:

A. the Margins for Interest Ratio is not less than 1.10 for one of the following
periods of time: (i) the fiscal year of the Company immediately preceding the fiscal year in
which the Application is made, or (ii) if the Application is made within ninety (90) days after the
end of a fiscal year, the second preceding fiscal year of the Company or (iii) any twelve (12)
consecutive calendar months during the period of fifteen (15) calendar months immediately
preceding the first day of the calendar month in which the Application is made PROVIDED,
HOWEVER, that if any such period of time is one in which this Indenture has not been in effect
for the full period of time, then, in lieu of a statement as to the Margins for Interest Ratio, such
Available Margins Certificate shall state that the Times Interest Earned Ratio (as defined in the
Existing Mortgage) is not less than 1.05 for such period of time; and

B. the Margins for Interest Ratio has been calculated in accordance with the
definitions contained in this Indenture PROVIDED, HOWEVER, that if the Available Margins
Certificate makes a statement as to the Times Interest Earned Ratio and not the Margins for
Interest Ratio, stating that the Times Interest Earned Ratio has been calculated in accordance
with the provisions of the Existing Mortgage.

If any period of twelve (12) months referred to in an Available Margins Certificate has been a
period with respect to which an annual report is required to be filed by the Company pursuant to
Section 10.4, such Certificate shall be accompanied by a report of an Independent Accountant
stating in substance that nothing came to the attention of such Accountant in connection with the
audit of such period that would lead such Accountant to believe that there was any incorrect or
inaccurate statement in such Available Margins Certificate; PROVIDED, HOWEVER, that if
the Application is made prior to the date on which an annual report is required to be filed by the
Company pursuant to Section 10.4, such Certificate shall not be accompanied by such
Independent Accountant’s report. Each such report of an Independent Accountant shall include
the statement as to independence required by the definition of the term “Independent.”

“Interest Charges” for any period means the total interest charges (whether capitalized
or expensed) for such period (determined in accordance with Accounting Requirements) related
to (i) Outstanding Secured Obligations of the Company, or (ii) outstanding Prior Lien
Obligations of the Company, in all cases including amortization of debt discount and premium
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Big Rivers Electric Corporation
Case No. 2011-00036

Excerpts from: Indenture Dated as of July 1, 2009, between Big Rivers Electric
Corporation and U.S. Bank National Association, Trustee

on issuance, but excluding all interest charges related to Obligations that have actually been paid
by another Person that has agreed to be primarily liable for such Obligation pursuant to an
assumption agreement or similar undertaking, provided such assumption agreement or similar
undertaking is not a mechanism by which the Company continues to make payments to such
Person based on payments made by such Person on account of its assumed liability or by which
the Company otherwise seeks to avoid having interest related to such Obligations included in the
definition of Interest Charges without the economic substance of an assumption of liability on
the part of such Person, PROVIDED, HOWEVER, that with respect to any calculation of
Interest Charges for any period prior to the date hereof, “Interest Charges” means the total
interest charges (whether capitalized or expensed of the Company for such period (determined in
accordance with Accounting Requirements) with respect to interest related to indebtedness the
obligation for the payment of which was secured under the Existing Mortgage or by a lien
against property subject to the Existing Mortgage prior to or on a parity with the lien of the
Existing Mortgage, other than “Permitted Encumbrances” (as defined in the Existing Mortgage),
in all cases including amortization of debt discount and premium on issuance.

“Margins for Interest” means, for any period, the sum of (i) net margins of the
Company for such period (which, except as otherwise provided in this definition, shall be
determined in accordance with Accounting Requirements), which shall include revenues of the
Company, subject to possible refund at a future date, but which shall exclude provisions for any
(a) non-recurring charge to income, whether or not recorded as such on the Company’s books, of
whatever kind or nature (including the non-recoverability of assets or expenses), except to the
extent the Board of Directors determines to recover such non-recurring charge in Rates, (b)
refund of revenues collected or accrued by the Company in any prior year subject to possible
refund; plus (ii) the amount, if any, included in the computation of net margins for accruals for
federal and state income and other taxes imposed on income after deduction of interest expense
for such period; plus (iii) the amount, if any, included in the computation of net margins for any
losses incurred by any Subsidiary or Affiliate of the Company; plus (iv) the amount, if any, the
Company actually receives in such period as a dividend or other distribution of earnings or
profits of any Subsidiary or Affiliate (whether or not such earnings were for such period or any
earlier period or periods); minus (vi) the amount, if any, included in the computation of net
margins for any earnings or profits of any Subsidiary or Affiliate of the Company; and minus (vi)
the amount, if any, the Company actually contributes to the capital of, or actually pays under a
guarantee by the Company of an obligation of, any Subsidiary or Affiliate in such period to the
extent of any accumulated losses incurred by such Subsidiary or Affiliate (whether or not such
losses were for such period or any earlier period or periods), but only to the extent such losses
have not otherwise caused other contributions or guarantee payments to be included in net
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Case No. 2011-00036

Excerpts from: Indenture Dated as of July 1, 2009, between Big Rivers Electric
Corporation and U.S. Bank National Association, Trustee

margins for purposes of computing Margins for Interest for a prior period and such amount has
not otherwise been included in net margins.

“Margins for Interest Ratio” means, for any period, (i) the sum of (a) Margins For
Interest plus (b) Interest Charges, divided by (i1) Interest Charges.

Section 8.1 Events of Default.

“Event of Default” means, wherever used herein, any one of the following events
(whatever the reason for such event and whether it shall be voluntary or involuntary or be
effected by operation of law or pursuant to any judgment, decree or order of any court or any
order, rule or regulation of any administrative or governmental body).

C. default in the performance, or breach, of any covenant or warranty of the
Company in this Indenture (other than a covenant or warranty a default in the performance or
breach of which is described in paragraph A or B of this Section), and continuance of such
default or breach for a period of thirty (30) days after there has been given, by registered or
certified mail, to the Company by the Trustee, or to the Company and the Trustee by the Holders
of not less than 25% in principal amount of the Obligations Outstanding, a written notice
specifying such default or breach and requiring it to be remedied and stating that such notice is a
“Notice of Default” hereunder, unless such default cannot be reasonably cured within such thirty
(30) day period then, so long as a cure is being diligently pursued, the Company shall have a
reasonable period of time beyond such thirty (30) day period to complete such cure.

Section 13.1 Payment of Principal, Premium and Interest.

The Company will duly and punctually pay the principal of (and premium, if any) and
interest on the Obligations in accordance with the terms of the Obligations and this Indenture.

Section 13.7 Maintenance of Properties.

The Company will cause all its properties used or useful in the conduct of its business to
be maintained and kept in good condition, repair and working order and supplied with all
necessary equipment and will cause to be made all necessary repairs, renewals, replacements,
betterments and improvements thereof, all as in the judgment of the Company may be necessary
so that the business carried on in connection therewith may be properly and advantageously
conducted at all times; PROVIDED, HOWEVER, that nothing in this Section shall prevent the
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Excerpts from: Indenture Dated as of Julv 1, 2009, between Big Rivers Electric
Corporation and U.S. Bank National Association, Trustee

Company from discontinuing the operation and maintenance of any of its properties if such
discontinuance is, in the judgment of the Company, desirable in the conduct of its business and
not disadvantageous in any material respect to the Holders.

The Company will promptly classify, and record on its books, as retired, all property that
has permanently ceased to be used or useful in the business of the Company.

Section 13.12 Statement as to Compliance.

The Company will deliver to the Trustee, within one hundred and twenty (120) days after
the end of each calendar year beginning with the year 2010, a written statement signed by the
principal executive officer and by the principal financial officer or principal accounting officer of
the Company stating that a review of the Company’s activities during the preceding calendar
year has been made under their supervision and that the Company has fulfilled its obligations
hereunder in all material respects during such calendar year.

Promptly after any Officer of the Company may reasonably be deemed to have
knowledge of a default hereunder, the Company will deliver to the Trustee a written notice
specifying the nature and period of existence thereof and the action the Company is taking and
proposes to take with respect thereto.

Section 13.14 Rate Covenant.

The Company shall establish and collect rates, rents, charges, fees and other
compensation (collectively, “Rates”) that, together with other moneys available to the Company,
produce moneys sufficient to enable the Company to comply with all its covenants under this
Indenture. Subject to any necessary regulatory approval or determination and the approval of the
RUS, if required, the Company also shall establish and collect Rates that, together with other
revenues available to the Company, are reasonably expected to yield a Margins for Interest Ratio
for each fiscal year of the Company equal to at least 1.10 for such period. Promptly upon any
material change in the circumstances which were contemplated at the time such Rates were most
recently reviewed, but not less frequently than once every twelve (12) months, the Company
shall review the Rates so established and shall promptly establish or revise such Rates as
necessary to comply with the foregoing requirements; subject in the case of the foregoing
Margins for Interest requirement to any necessary regulatory approval or determination and the
approval of the RUS, if required. The Company will not furnish or supply or cause to be
furnished or supplied any use, output, capacity or service of the System with respect to which a
charge is regularly or customarily made, free of charge to any Person, and the Company will use
commercially reasonable efforts to enforce the payment of any and all accounts owing to the
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Case No. 2011-00036

Excerpts from: Indenture Dated as of July 1, 2009, between Big Rivers Electric
Corporation and U.S. Bank National Association, Trustee

Company with respect to the use, output, capacity or service of the System.

Excerpts from: Amended and Consolidated Loan Contract dated as of July 16, 2009,
between Big Rivers Electric Corporation and United States of America

Section 4.2 Performance under Loan Documents

The Borrower shall duly observe and perform all of its obligations under each of the
Loan Documents.

Section 4.3 Annual Certification

Within ninety (90) days after the close of each fiscal year (or, if the Borrower has
delivered written notice to the RUS prior to the expiration of such ninety (90) day period that the
Borrower has determined in good faith that an additional thirty (30) days for such delivery is
necessary or advisable, then within one hundred twenty (120) days after the close of the fiscal
year with respect to which such notice has been delivered), the Borrower shall deliver to the
RUS a written statement signed by its General Manager, stating that during such year the
Borrower has fulfilled its obligations under the Loan Documents throughout such year in all
material respects or, if there has been a material default in the fulfillment of such obligations,
specifying each such default known to the General Manager and the nature and status thereof.

Section 4.4 Rates and Margins for Interest Ratios

(a) Prospective Requirement. The Borrower shall design and implement rates for
utility service furnished by it to maintain, on an annual basis, the Margins for Interest Ratio
specified in Section 13.14 of the Indenture.

(b) Prospective Notice of Change in Rates. The Borrower shall give the RUS sixty
(60) days’ written notice prior to the effective date of any proposed change in the Borrower’s
general rate structure.

(c) Routine Reporting of Margins for Interest Ratio. The Borrower shall report to the
RUS, no later than 45 days after December 31 of each year, in such written format as the RUS
may require, the Margins for Interest Ratio that was achieved during the preceding 12-month
period ending on December 31 of such year.
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Excerpts from: Indenture Dated as of July 1, 2009, between Big Rivers Electric
Corporation and U.S. Bank National Association, Trustee

(d) Reporting Non-achievement of Retrospective Requirement. If the Borrower fails
to achieve the Margins for Interest Ratio specified in Section 13.14 of the Indenture for any
fiscal year, it must promptly notify RUS in writing to that effect.

(e) Corrective Plans. Within thirty (30) days of (i) sending a notice to the RUS under
paragraph (d) above that shows the Margins for Interest Ratio specified by Section 13.14 of the
Indenture was not achieved for any fiscal year, or (i1) being notified by the RUS that the Margins
for Interest Ratio specified by Section 13.14 of the Indenture was not achieved for any fiscal
year, whichever is earlier, the Borrower in consultation with the RUS shall provide a written plan
satisfactory to the RUS setting forth the actions that shall be taken to achieve the specified
Margins for Interest Ratio on a timely basis.

63) Noncompliance. Failure to design and implement rates pursuant to paragraph (a)
of this section and failure to develop and implement the plan in accordance with the terms of
paragraph (e) of this section shall constitute an Event of Default under this Agreement in the
event that RUS so notifies the Borrower to that effect under Section 6.1(d) of this Agreement.

Section 4.23 Maintenance of Credit Ratings

(a) Maintenance of Credit Ratings. As long as there remains any RUS Note, the
Borrower shall (i) maintain a Credit Rating from at least two Rating Agencies and (ii)
continuously subscribe with a Rating Agency for the services described in Exhibit C attached
hereto.

(b) Reporting Non-achievement of Investment Grade Credit Rating. 1f the Borrower
fails to maintain two Credit Ratings of Investment Grade, it must notify RUS in writing to that
effect with five (5) days after becoming aware of such failure.

(c) Corrective Plans. Within thirty (30) days of the date on which the Borrower fails
to maintain two Credit Ratings of Investment Grade, the Borrower in consultation with the RUS
shall provide a written plan satisfactory to the RUS setting forth the actions that shall be taken
that are reasonably expected to achieve two Credit Ratings of Investment Grade.

(d) Noncompliance. Failure to implement a corrective plan developed in accordance
with paragraph (c) of this section shall constitute an Event of Default under this Agreement.
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Calculation of MFIR for Test Year

Margins $ 11,717,454
Interest 47,693,118
Income Taxes 885

Total $ 59,411,457
MFIR! = 1.25

'1.25 = 59,411,457 / 47,693,118
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tructure of BREC sales

RioTinto Alcan

Smelters
7300 GWh / 850MW

Members
3500 GWh / 350MW

Market
1200
GWh

Case No. 2011-00036
Exhibit Blackburn-3
Page 2 of 9




Production
kmt

300

RioTinto Alcan

250

200

1560

100

50

Fully operational

Partially shutdown

Case No. 2011-00036
Exhibit Blackburn-3

Page3 of 9




3,300

Aluminum prices since 1989

LMEprices 1989-2010 $ / metric tonne monthly

2,800 -

2,300 A

1,800 +

e O NN Y

- - - =Average Trend

Minimum Trend [~ g R A

Pacific Northwest
shut downs

Case No. 2011-00036
Exhibit Blackburn-3
Page4of 9




de si

costs 2010 U

)

80

70

L

60

!

40

Sebree rate $43.50 / MWh

_-..-___._..___......___.-..___......___...___..-..___....__...,....__..-_.>

30 - World average $26 / MWh

20

10

Approx. 110 smelters

Source: CRU. Excludes China.

Case No. 2011-00036
Exhibit Blackburn-3

Page 5 of 9




ioTinto Alcan

L
Jan- Apr- Jul Oct- Jan- Apr- Jul Oct- Jan- Apr- Jul- Oct- Jan- Apr- Jul Oct- Jan- Apr- Jul Oct-
06 06 06 06 07 07 07 07 08 08 08 08 09 09 09 09 10 10 10 10

Case No. 2011-00036
Exhibit Blackburn-3
Page 6 of 9



RioTinto Alcan
Margin 1.8m to Big Rivers
$0.25 $ 9
BREC receives $16m
TIER N
$1.95 $14.2m to Big Rivers
Surcharge
$1.57 $11.5m to Members
Total $3.77 The $27m will increase in ||
.. futureyears .
Case No. 2011-00036
Exhibit Blackburn-3

Page7of 9




Near-constant 7*24 baseload suitable for coal-fired power.

Allows a larger generation network to be maintained than would otherwise be the case (increased
flexibility and stability with reduced uncertainty).

Direct pass-through of non-fuel purchased power cost

Smelter loads can protect against system blackout in extreme conditions (such as 2009 ice storm).

Contract price is more stable than the power market

Aids Big Rivers borrowing ability (Big Rivers must borrow from the commercial market, not RUS)
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Conclusion

Rio Tinto Alcan smelter at Sebree is a significant contributor to the operational and financial stability of
Big Rivers

Absence of the smelters would result in a major rate increase to the Members
— Smelters support to Big Rivers of $27m annually reduces Member rates by $7.50 / MWh

The smelter competes in a global marketplace which is highly cyclical

Much of the U.S. aluminum industry has closed since the year 2000, due to high power costs

— most of those still operating have self-generated power or have special contracts or other
regulatory treatments that keep costs low or track the LME.

Sebree has reduced its own cost base by $30m (excluding power) since 2008.

The coming years will be a significant challenge for the Sebree smelter to remain competitive and
avoid closure.
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Actual Historical Rural Wholesale Rate

Year $/MWh MRSM $/MWh
including the ($/MWh) excluding the
effect of the effect of the
MRSM MRSM
1994 45.58
1995 44.76
1996 42.72
1997 40.17
1998 36.72
1999 36.44
2000 ° 36.25
2001 35.27
2002 35.38
2003 34.99
2004 35.06
2005 35.19
2006 35.58
2007 35.22
2008 ° 35.90
2009 * 37.00 4.13 41.13
2010 ° 37.26 7.89 45.15
Note(s): 1. Current base rate effective September 1997.
2. Revenue Discount Adjustment effective September 2001.
3. Revenue Discount Adjustment terminated September 2008.
4. 1In 2009, the Member Rate Stability Mechanism lowered the

effective rate by $4.13/MWh.
5. In 2010, the Member Rate Stability Mechanism lowered the
effective rate by $7.89/MWh.
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DIRECT TESTIMONY
OF
ALAN SPEN

INTRODUCTION

Please state your name, address and background information on your company.
My name is Alan Spen. [ am a Senior Director at Public Financial Management, Inc.
(“PFM”). The PFM Group was founded in 1975, providing independent financial
advisory services to state and local governments. Today, the company is comprised of
PFM and PFM Asset Management specializing in financial and investment advisory on a
national level. I am part of the firm's Public Power group, which The Bond
Buyer/Securities Data Company ranks number one in 2010 in advising public power
utilities based upon number of transaction and dollars of financing of public power long-
term municipal new issues. My primary responsibilities for PFM relate to our electric
cooperative practice. My business address is 24 Hayes Hill Drive, Northport, NY 11768.
Please describe your educational background and relevant experience.
I hold a Bachelor of Science in Finance from Florida State University and an MBA from
City University of New York. I started my career at Standard & Poor's, working in the
corporate and municipal bond rating departments. When I left S&P in 1981, I was in
charge of the firm's Public Power group, which was responsible for analyzing and rating
rural electric cooperatives.

I subsequently held positions at Lehman Brothers as a municipal investment
banker in their Public Power area; was a senior utility analyst at Merrill Lynch and was
group manager of Drexel Burnham's municipal finance group. Before joining PFM, 1

spent approximately 20 years at Fitch Ratings, as head of the firm's municipal revenue
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bond group, and was also responsible for helping to build the firm's public power and

electric cooperative practice. 1joined PFM two years ago.

PURPOSE OF TESTIMONY

What is the purpose of your testimony?

I have been asked by Big Rivers Electric Corporation, a rural electric and generation
transmission cooperative ("G&T"), to: (1) summarize current rating agency criteria for
G&T cooperatives; (ii) present my view of Big Rivers’ strengths and weaknesses from
the standpoint of the ratings process; (iii) furnish a list of current credit ratings for the
G&T cooperative sector and describe Big Rivers' standing in that group; and (iv) provide
an independent opinion on how the credit markets would view Big Rivers’ credit,
assuming its filed rate adjustment is allowed.

The following testimony addresses those points and summarizes my views
regarding the level of financial protection necessary for Big Rivers to maintain
investment grade credit ratings. The rating agencies have independent views on credit
quality and make their own determination regarding credit ratings. Information that I use
for my evaluation of Big Rivers includes public information from the three rating
agencies, relevant materials provided to me by Big Rivers, and my own credit experience.
I have relied upon and assumed the accuracy and completeness of such information

without performing any independent verification.

CREDIT RATING ISSUES

Which ratings agencies rate electric cooperative G&Ts?
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There are three major rating agencies: Standard & Poor's, Moody's Investors Service,
and Fitch Ratings. G&T cooperative ratings vary among the three rating agencies.
Electric cooperatives tend to be rated out of S&P's and Fitch's Public Power groups,
which focus primarily on rating not-for-profit municipal electric systems and rural
electric cooperatives. Moody's evaluates investor-owned utilities and large not-for-profit
electric systems, including rural electric cooperatives, as part of its Global Infrastructure
group (Power/Utilities-Americas).
What range of ratings do electric cooperative G&Ts typically receive?
G&T cooperatives' ratings range from a high of 'AA' for Associated Electric Cooperative,
Missouri, to a low of 'BBB-' for Big Rivers. Most G&T cooperative ratings tend to be in
the 'A' to upper 'BBB'/'Baa’ categories. The majority of rating outlooks is stable, with a
slight increase in negative outlooks. Ihave attached to this testimony as Exhibit Spen-1
lists showing the range of ratings assigned by S&P, Fitch and Moody’s.
What characteristics of electric cooperatives are considered by the ratings agencies
when assigning ratings?
The most significant rating components for the electric cooperative sector have remained
relatively stable. But selective items and weightings incorporated in the rating process
will vary depending upon an agency's rating guidelines and the near-term "key credit
drivers" for that agency. Credit elements with most significance include: (i)
Management, Governance and Business Strategy; (ii) Service Area; (iii) Asset
Performance; (iv) Cost Structure; (v) Rates and Regulation and (vi) Financial Results and
Legal.
What is the general outlook for the electric cooperative G&T credit rating sector?
At the start of 2011, each of the rating agencies published research reports or provided
commentaries regarding the electric industry's performance in 2010 and their respective
outlooks for 2011, including thoughts on the electric cooperative sector. Moody's
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published a special comment report--Key Drivers for U.S. Electric Generation &
Transmission Cooperative Rating Actions in 2010. The agency summarized its findings
stating that the number of upgrades versus downgrades and outlool; changes were
essentially evenly balanced in 2010, but fundamentals appear more negatively biased.
There were a myriad of reasons for the rating actions in the G&T sector, and the rating
service went on to say that it continues to view the fundamental credit conditions in the
U.S. power sector, including investor-owned utilities, public power systems and G&T
cooperatives as stable. Prospectively, the rating service went on to say that they continue
to view the G&T cooperative sector as stable and incorporate a view that cooperatives
will target financial profiles commensurate with their respective rating categories,
maintain adequate liquidity sources to meet their near-term working capital needs and
continue to operate their businesses in a relatively conservative manner. On a January
25th conference call, Moody's also affirmed the importance of strong utility regulation in
an analysis titled Regulations Provides Stability as Risks Mount. The rating agency
reaffirmed its stable outlook for the regulated power sector, but longer term mentioned
concerns about customers' willingness to support rate hikes.
Has Standard & Poor’s offered any outlook for the year?
Electric Utility Week reported in an article in a December 2010 issue that S&P analyst
Peter Murphy stated that the rating industry sees regulatory uncertainty as a big issue for
public power in 2011. The challenge for public power is that they must look through the
present, short-term issues and plan for the next 20 to 30 years. On the plus side, the
rating agency continues to feel that the outlook for public power utilities remains stable.
What is Fitch’s current outlook for cooperative ratings?
Fitch Ratings on January 18, 2011, published its 2071 Outlook: U.S. Public Power and
Electric Cooperative Sector report. The agency's rating outlook is for continued stability
in 2011. Fitch stated that in spite of the barrage of negative press reports on municipal
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credit quality, its outlook for public power (municipal electric systems) and electric
cooperatives remains stable through 2011. Overall, Fitch's portfolio of public power and
cooperative issuers is expected to carry on with their strategy of providing reliable, low-
cost electric service and maintaining stable financial and operational performance.
What are the most important factors considered by the ratings agencies when rating
electric cooperatives?
There are certain key ratings factors or credit factors that are most often used in analyzing
and rating a G&T cooperative credit. Evaluating a G&T electric cooperative incorporates
a number of "qualitative" and "quantitative" measures. It is essential to fully understand
a utility system's primary business strategy and its goals. Once these are defined, the
eventual success of the long-term business plan will depend on a utility management and
its board's ability to execute and meet future challenges. Factored in the analysis are
items such as management and business strategies, service area characteristics, the
quality and performance of its generating and transmission systems, its rate structure, past
financial performance, future financial and rate requirements, level of member support,
along with other meaningful factors.
How do the ratings agencies evaluate future financial performance and rate
requirements?
The rating agencies have begun to incorporate more possible credit risk scenarios into
their basic credit rating models. Global issues, increased fuel volatility, risk of greater
inflation and recent concerns about financial liquidity and capital market access have
resulted in the agencies requiring bond issuers to include more sensitivity analyses as part
of the normal rating process. Since municipal electric systems and rural electric
cooperatives tend to employ a less risky business model than most other business sectors,
along with the benefit of self-regulation, which allows for more predictable financial
results, the degree of stress-test analysis is not as intense as some other industries. In
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addition to an annual “base case” scenario required by the agencies, utility management
can also incorporate alternative scenarios, such as a “low case” and a “high case,” with
various assumptions spelled out.

You earlier mentioned the concept of “key credit drivers.” What are the key credit
drivers for electric cooperative G&Ts in the ratings process?

Key credit drivers is a newer concept generally used by the rating agencies to highlight
secular electric industry trends that could have a material impact on electric system
credits, either favorably or negatively. The list will be adjusted or reprioritized, as
appropriate, to changes in global or domestic energy, business or legislative policies. If
the rating agencies deem certain factors to be potentially significant, they will request
utilities to incorporate these factors in their plans and provide the potential impact on
their business and financial models.

The following are examples of current key credit drivers for electric cooperatives--

e Future role of RUS-particularly how this relates to funding needs and power

supply selection

. Environmental issues; role of EPA

* Liquidity-short-term financial sufficiency

. Rate setting (use of power cost adjustment mechanisms)
L Economy

o Inflation

. Potential Federal energy legislation.

Please compare Big Rivers' credit rating with that of other comparable G&Ts.
The tables attached to my testimony as Exhibit Spen-2 list the various electric
cooperative ratings by the three rating agencies. The data shows that S&P rates the
largest group of cooperatives, with Moody's and Fitch having approximately the same

number of ratings. In comparing G&T ratings, it is clear that Big Rivers' credit ratings of
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“BBB-” from Fitch and S&P are at the low end of their respective credit rating universe.
For Moody's, its “Baal” is also at the lower end of its G&T rated issuer group, but there
are several other G&T credits rated at that level.

Do you have an opinion about why the range of Big Rivers’ ratings is at the bottom
of the G&T ratings spectrum?

Yes. There are a number of reasons for Big Rivers' lower credit rating among the three
agencies. Most of these are well known, and include the cooperative's prior bankruptcy
and reorganization, the extreme reliance on two large industrial commodity based
companies, historically weak financial ratios, uncertainties created by concerns about
Kentucky Public Service Commission rate regulation, and environmental risks associated
with its large fleet of older, coal-based generation. While the recent "unwind transaction”
has significantly benefited Big Rivers' financial position, by substantially improving debt
coverage ratios, equity to capitalization levels and cash and financial liquidity, the lack of
a longer-term positive track record and the continued risks associated with the heavy
reliance on a limited number of major power customers with generally weak contractual
commitments, likely makes it problematic for the rating agencies to adjust credit ratings
upward in the very near term.

Financial ratios for the most recent reporting period for Big Rivers do compare
well with many of the other G&Ts. But in looking at an extended financial history over
the past three to five years, which is more typical for rating agency comparisons, Big
Rivers' financial metrics are well below average. This is borne out by Fitch Ratings'
Public Power 2010 Cooperative Stats, dated June 1, 2010, which shows that trends for
most G&Ts have been significantly higher than those of Big Rivers for a much longer
period of time. Should Big Rivers be able to continue to demonstrate consistent financial
results around the levels projected in the pro forma financials, further improvement in its
credit ratings might be possible.
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Can you identify the principal financial measures that the rating agencies are likely
to evaluate in determining whether Big Rivers’ investment grade rating continues to
be warranted?

The primary financial measures used by the rating agencies are: Debt Service Coverage
(“DSC™), Times Interest Earned Ratio (“TIER”), Equity to Total Capitalization, and
Financial Liquidity. While Moody's tends to use more of a quantitative based rating
methodology for electric utility credits, none of the rating agencies have precise
numerical targets for assigning credit ratings. With that in mind, typically for an 'A’
category credit, the three rating agencies would prefer G&T cooperative issuers to have
annual DSC and TIER ratios of around 1.20 times (x), equity to total capitalization ratios
of approximately 20%, and liquid reserves and credit facilities in the range of 120 to 180
days. Cash and liquid investments are generally preferred to bank credit facilities; but a
balanced combination is acceptable. This assumes that the remaining credit factors are
satisfactory.

In the case of Big Rivers, given its past financial difficulties, the high reliance on
two larger smelters and PSC oversight, we believe that , among other things, Big Rivers
needs to demonstrate a higher level of financial protection than other G&Ts, and that
targeting a minimum annual debt service coverage ratio of 1.25x, equity as a percentage
of total capitalization of greater than 20% and total financial reserves of around the 180
day level, are necessary for Big Rivers to maintain its current credit ratings. Moreover,
as Mr. Blackburn testifies (Exhibit No. 49), Big Rivers has undertaken financial
covenants with its creditors and will be required to refinance significant amounts of debt
over the next few years. Big Rivers needs to maintain the Margins for Interest Ratio
under its Indenture and other debt instruments in order to secure that refinancing.
(Exhibit No. 49), and its investment-grade credit ratings to secure that refinancing at
favorable rates.
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Please describe the major positive and negative credit factors directly underlying

Big Rivers’ ratings.

The following is a list of positive and negative credit factors that, in my opinion, are

considered significant by the ratings agencies evaluating Big Rivers. This discussion

takes into account the termination in 2009 of the of long-term lease and purchase power

arrangements with subsidiaries or affiliates of an investor-owned utility, and the resulting

improvement in Big Rivers' financial position.

A. POSITIVE FACTORS

Much Improved Financial Position--The unwind transactions resulted in Big
Rivers eliminating its deficit net worth, with equity to total capital approximating
30% (among the highest percentages in the G&T universe); and partial utilization
of the $508.5 million in cash payments used to repay about $140 million of debt
owed to the Rural Utilities Service (“RUS”), and the establishment of $252.9
million of reserves (i.e., $157 million economic reserve for future environmental
cost increases, a $35 million Transitional Reserve to mitigate potential costs if the
smelters decide to terminate their agreements or load, and a $60.9 million Rural
Economic Reserve). Also, Big Rivers has supplemented its internal funds with
additional lines of credit.

Long Term Wholesale Power Contracts--The G&T and its members recently
extended their long-term wholesale contracts to December 31, 2043, which
currently extends beyond Big Rivers' final debt maturities.

Low Cost Generation--Big Rivers owns generating capacity of about 1,440
megawatts (“MW?”) in four coal-fired plants. Total power capacity is about 1,833
MW including rights to about 207 MW of coal-fired capacity from Henderson

Municipal Power and Light Station Two and about 178 MW contracted hydro
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capacity from Southeastern Power Administration. This capacity provides Big
Rivers with a competitive energy supply for its members and for marketing
opportunities in the region.

Electric Rates Competitive--Wholesale rates to the members are around $35 per
MWHh, which translates into member retail rates to non smelter customers around
7 cents per KWh; which is highly competitive for the area.

Minimum Coverage Defined--Under contract terms with the two smelters, Big
Rivers is assured, within the limits of the TIER support formula in the Smelter
contracts, of maintaining a TIER of 1.24x, providing reasonable cushion under its

financial covenants.

B. NEGATIVE FACTORS

Customer Concentration--The two smelters served by Kenergy normally consume
over 7 million MWh of energy annually at full load, accounting for a substantial
load concentration risk. Contractual agreements with the smelters are considered
weak. Given the cost effective power being provided by Big Rivers to allow
Kenergy to service this load and the current improved outlook for aluminum
smelters, the likelihood of the customers not meeting their financial obligations or
possibly opting out of their contractual agreements on short-term notice, which
they have the right to do, does not appear likely. However, this remains a
meaningful concern overarching the credit and acts as a constraint on Big Rivers'
credit rating.

Regulatory Risk--Big Rivers is subject to regulation for rate setting purposes by
the Kentucky PSC, which is not typical for G&T cooperatives. State regulation of
rates can pose some level of challenge in obtaining timely and adequate rate

relief. The use of certain fuel cost, environmental cost and purchased power cost
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adjustment mechanisms is beneficial since they can help mitigate the risk of cost
recovery shortfalls.

) Large Reliance on Coal-Fired Generation--Big Rivers is substantially dependent
on coal-fired generation, and therefore may face a higher risk from future
environmental legislation or EPA mandates. Big Rivers has already retrofitted
most of its existing generation capacity with pollution control technologies that
allow it to meet known Clean Air standards.

o Ability to Market Excess Power--Big Rivers sells a portion of its electricity off
system and is therefore dependent on the existing market clearing price,
transmission interconnections and operating performance of its plants. Also, in
the event of a smelter's decision to reduce its current demand or terminate
operation, Big Rivers needs to be able to market the surplus power to other
customers. The utility is bolstering its transmission capability, works with ACES
Power Marketing and integrated as a full member of the Midwest ISO on
December 1, 2010, which should all be helpful in increasing marketing
opportunities.

o Litigation--Big Rivers and Henderson Municipal Power and Light are currently in
litigation over a contract provision.

Do you believe Big Rivers can retain its investment grade credit ratings if the

Commission approves the proposed rate adjustment?

Yes. While the number of positive and negative credit factors largely demonstrate a

balanced credit profile, the significance of certain negative factors results in a more

negative bias to Big Rivers' credit rating. The unwind transaction significantly helps
offset prior risks and uncertainties, but it remains essential that Big Rivers, with
supportive PSC rate relief, be diligent in making good business decisions, achieving

solid business performance and maintaining very healthy financial ratios. In my view,
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maintain Big Rivers’ current credit ratings.

Further, I believe it is prudent to say that the credit markets generally recognize
the importance of the Kentucky G&T cooperative having ample revenue and cash flow to
meet its operating budget, pay debt service and achieve its financial coverage goals. The
PSC's approval of Big Rivers' rate proposal would most certainly be viewed positively by
both the markets and the rating services. Without the full rate increase requested by Big
Rivers, Big Rivers’ financial ratios would decline, and it may lose one or more of its
investment grade credit ratings, which would likely mean, at a minimum, higher
borrowing costs. If Big Rivers does not maintain two investment grade credit ratings, it
will be required by the RUS to file promptly for additional rate relief that will position it
to obtain those investment grade credit ratings. In the worst case, loss of investment
grade credit ratings could jeopardize the solvency and indeed the very existence of Big

Rivers.

Can you provide an analysis of how Big Rivers' credit ratings could affect its debt
costs in the credit markets?

Yes. With respect to the effect of Big Rivers’ credit ratings on its debt costs, I have
attached to my testimony as Exhibit Spen-3 two charts--Current U.S. Utilities Fair
Market Sector Yield Curve and Historical 20-Year U.S. Utilities Fair Market Sector
Yields--that demonstrate the sharply higher yields that would have to be paid if Big
Rivers were not rated investment grade. A rating downgrade, out of the investment grade
category, or a downward adjustment in the credit outlook to negative from stable, would
certainly result in sharply higher interest rates to Big Rivers and higher electric bills to its

customers.
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As you have stated, Big Rivers has three investment grade ratings. If only one or

two of Big Rivers’ ratings dropped below investment grade, would that adversely

affect the cost of its debt?

If Big Rivers lost one of its investment grade ratings, or its outlook was changed to

“negative,” in all likelihood there would be some negative effect. We must remember

that Big Rivers starts with marginal investment grade ratings. The credit markets pay

more attention to negative news about a credit that is on the ratings edge. Furthermore, it

is my understanding that if Big Rivers does not maintain at least two investment grade

ratings, it will be in violation of the terms of its loan contract with the United States.

That would likely have a negative effect on the credit markets.

CONCLUSION

Does this conclude your testimony?

Yes.
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The current ratings for the electric cooperatives that S&P rates are as follows:

Chugach Electric Association

Baldwin Electric Membership Cooperative

PowerSouth Energy Cooperative
Arkansas Electric Cooperative Corp

Tri-State Generation & Transmisston Association

Seminole Electric Cooperative
Diverse Power Inc

Georgia Transmission Corp
Oglethorpe Power Corporation
Central Jowa Power Cooperative

Hoosier Energy Rural Electric Cooperative Inc

Wabash Valley Power Association
Big Rivers Electric Corp.

Peninsula Generation Co-op

Great River Energy

Associated Electric Cooperative Inc

South Mississippi Electric Power Association
Southern Montana Elec Generation & Transmission

Co-op

Brunswick Electric Membership Corporation

North Carolina Elec Membership Corp
Basin Electric Power Cooperative
Square Butte Electric Cooperative
Buckeye Power Inc

Buckeye Pwr Gen LLC

Western Farmer's Electric Cooperative
Central Electric Power Cooperative Inc
Brazos Electric Power Cooperative Inc
Golden Spread Elec Co-op

Guadalupe Valley Elec Cooperative Inc.

San Miguel Electric Cooperative Inc.
South Texas Electric Cooperative
Old Dominion Electric Cooperative
Vermont Electric Cooperative Inc
Dairyland Power Cooperative

AK
AL
AL
AR
CO
FL
GA
GA
GA
IA
IN
IN
KY
MI
MN
MO
MS

MT

NC
NC
ND
ND
OH
OH
OK
SC
>
TX
TX
X
X
VA
VT
WI

A-
A

A-
AA-
A

A-

A
AA-
A

A

A

A-
BBB-
A

A-
AA
BBB+

BBB

A-
A+

A-

A-

A-
BBB+
AA-
A-

A+
A-
A-

BBB

STABLE
STABLE
STABLE
STABLE
STABLE
STABLE
STABLE
STABLE
STABLE
STABLE
STABLE
STABLE
STABLE
STABLE
STABLE
STABLE
POSITIVE

STABLE

STABLE
STABLE
STABLE
STABLE
STABLE
STABLE
NEGATIVE
STABLE
STABLE
STABLE
STABLE
STABLE
STABLE
STABLE
POSITIVE
STABLE
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G&T Cooperative

Arkansas Electric Cooperative
Associatad Electric Cooperative
Basin Electric Power Cooperative
Big Rivers Electric

Buckeye Power

Chugach Electric Association
Dairyland Power

Georgia Transmission

Golden Spread

Great River

Hoosier

Minnkota

Oglethorpe

Old Dominion

Power South

Seminole

South Mississippi

Tri-State

<1> as of February 3, 2011

Moody's Rating <1>

Al senior secured
Al senior secured
Al senior secured
Baal senior secured
A2 senior secured
A3 senior unsecured
A3 Issuer Rating

A3 senior secured
A3 issuer rating

A3 senior secured
Baal senior secured
Baal issuer rating
Baal senior secured
A3 senior secured
A3 senior secured
A3 senior secured
A3 senior secured
A3 senior secured

Rating Outlook

stable
stable
negative
stable
negative
stable
stable
stable
stable
negative
positive
stable
stable
stable
stable
stable
stable
stable
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DIRECT TESTIMONY
OF
JOHN WOLFRAM

INTRODUCTION

Please state your name and business address.

My name is John Wolfram and my business address is The Prime Group, LLC, 6001
Claymont Village Drive, Suite 8, Crestwood, Kentucky, 40014.

By whom are you employed?

I am a Senior Consultant with The Prime Group, LLC, a firm located in Crestwood,
Kentucky, providing consulting services in the areas of utility rate analysis, cost of
service, rate design and other utility regulatory matters.

On whose behalf are your testifying?

I am testifying on behalf of Big Rivers Electric Corporation (“Big Rivers”).

Please describe your educational background and prior work experience.

I received a Bachelor of Science degree in Electrical Engineering from the University
of Notre Dame in 1990 and a Master of Science degree in Electrical Engineering from
Drexel University in 1997. In March 2010, I joined The Prime Group LLC as a Senior
Consultant. In this role I have developed cost of service studies and rates for numerous
electric and gas utilities, including electric distribution cooperatives, generation and
transmission cooperatives,, municipal utilities and investor-owned utilities. [ have also
performed economic analyses, rate mechanism reviews, ISO/RTO membership
evaluations, and wholesale formula rate reviews. From July 1997 to February 2010, 1
was employed by the parent companies of Louisville Gas and Electric Company
("LG&E") and Kentucky Utilities Company ("KU"). During that time [ held several
roles, advancing through positions in the Energy Marketing, Generation Planning,

Rates & Regulatory, and Customer Service areas. Prior to my work with LG&E and
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II.

III.

KU, I was employed by the PJM Interconnection and by the Cincinnati Gas & Electric
Company. A more detailed description of my qualifications is included in Exhibit
Wolfram-1.

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

Yes. I have testified in numerous regulatory proceedings before this Commission. A

listing of my testimony in other proceedings is included in Exhibit Wolfram-1.

PURPOSE OF TESTIMONY

What is the purpose of your testimony?
The purpose of my testimony is to support (i) certain Filing Requirements from 807
KAR 5:001, (1) the Revenue Requirements, and (ii) certain Pro Forma Adjustments.
Do you sponsor any exhibits to your testimony? |
Yes. I have prepared the following exhibits to my prepared testimony:

Exhibit Wolfram-1 — Qualifications of John Wolfram

Exhibit Wolfram-2 - Revenue Requirements Analysis

FILING REQUIREMENTS

Have you reviewed the answers provided in Exhibits 1-47 which address Big
Rivers’ compliance with the historical period filing requirements under 807 KAR
5:001 and its various subsections?

Yes. I hereby incorporate and adopt those portions of Exhibits 1-47 for which I am

identified as the sponsoring witness as part of this Direct Testimony.
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Iv.

REVENUE REQUIREMENT

Please describe Exhibit Wolfram-2 and its purpose.

Exhibit Wolfram-2 shows the Big Rivers electric revenue requirement for the twelve
months ended October 31, 2010. The first page of the exhibit shows total amounts per
books for operating revenue and patronage capital, cost of electric service, interest
income, other non-operating income, other capital credits/patronage dividends, and
extraordinary items. These items are listed in lines 1 through 8 of page 1 of Exhibit
Wolfram-2 and reflect the starting point for the revenue deficiency determination for
the test year.

The test year must then be adjusted to reflect known and measurable changes in
revenues and expenses that can be expected to occur during the period the proposed
rates will be in effect. This Exhibit sets forth adjustments for known and measurable
changes, and eliminates unrepresentative conditions in order to "pro form" or make the
test year suitable for use in determining the deficiency of current electric revenues.
This Exhibit also includes adjustments to remove the effects of other rate mechanisms
in order to limit the deficiency determination to base revenues. A further description of,
and support for, each adjustment is contained in supporting Reference Schedules 2.01
through 2.26 of this Exhibit. The applicable Reference Schedule is noted in column 1
and the witness supporting the proposed adjustment is identified in column 2. The
effect of each adjustment is shown in columns 3, 4 and 5 for Revenue, Expense, and
Margin(Deficit), as applicable. The adjustments are listed beginning on line 10 on page
1 of Exhibit Wolfram-2.

The exhibit then shows the Adjusted Net Margin (Deficit) resulting from the
total per books and adjustments, on the last line of Exhibit Wolfram-2, page 1.  The

second page of Exhibit Wolfram-2 shows the calculation of the revenue deficiency.
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Please explain the calculation of the revenue deficiency on page 2 of Exhibit
Wolfram-2.

To determine the overall revenue deficiency, the Adjusted Net Margin (Deficit)
calculated on page 1 of Exhibit Wolfram-2 is compared to the margin that is required in
order to achieve a Contract TIER of 1.24. The difference is the Revenue Deficiency
shown on page 2, line 8.

What is the Conventional TIER referenced in Exhibit Wolfram-2?

The Conventional TIER is the traditional Times Interest Earned Ratio approach used to
determine revenue requirements for non-profit cooperatives. This approach sets the
revenue requirement equal to the expenses plus a margin, where the margin equals the
revenue less expenses (other than interest expense) sufficient to cover interest on long-
term debt by a certain ratio -- namely, the target TIER ratio.

What is the Contract TIER referenced in Exhibit Wolfram-2?

Big Rivers has special contracts in place for two aluminum smelters, Rio Tinto Alcan
("Alcan") and Century Aluminum ("Century") (collectively, "Smelters"). These special
contracts ("Smelter Agreements") specify a TIER Adjustment Charge. The contracts
were approved by the Commission in association with the transaction that unwound Big
Rivers’ 1998 lease with E.ON U.S., LLC (“E.ON”) and its affiliates (the “Unwind
Transaction™), described in Case No. 2007-00455, In the Matter of: The Application of
Big Rivers Electric Corporation For: (1) Approval Of Wholesale Tariff Additions For
Big Rivers Electric Corporation, (2) Approval Of Transactions, (3) Approval Of
Evidences Of Indebtedness, And (4) Approval Of Amendments To Contracts;, And Of
E.ON U.S., LLC, Western Kentucky Energy Corp. And LG&E Energy Marketing, Inc.
For Approval Of Transactions (the “Unwind Proceeding”). The TIER Adjustment
Charge for both Smelters is specified in Section 4.7 of the Smelter Agreements. The

contracts specify in Section 4.7.5(f) that:
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It shall be assumed that: The Rural Economic Reserve, the Economic
Reserve, and the Transition Reserve shall not generate any revenue or tax
liability and the application of funds from the Rural Economic Reserve,
the Economic Reserve, or the Transition Reserve shall not result in any
change in the Net Margins of Big Rivers.

Thus, pursuant to the Smelter Agreements, the TIER is adjusted to exclude from the
margin calculation any interest income on the Transition Reserve account. During the
test year, Big Rivers recorded interest income on the Transition Reserve. For the
Contract TIER, this interest income is removed from the Adjusted Net Margin(Deficit)
of the Conventional TIER. In other words, the margins required for the Contract TIER
are the margins required for the Conventional TIER with the interest income on the
Transition Reserve excluded.

Is it appropriate for Big Rivers to establish a revenue requirement based on
Contract TIER rather than Conventional TIER?

Yes. It is appropriate to use the Contract TIER to establish the revenue requirement for
Big Rivers because the Smelter Agreements base the TIER Adjustment Charge on
Contract TIER. The Smelter Agreements effectively establish a "bandwidth" for the
Smelters’ TIER Adjustment Charge, which Mr. William Steven Seelye discusses in his
testimony. If Big Rivers exceeds the 1.24 Contract TIER, then Big Rivers would be
subject to rebating any of the excess margins to the Smelters under Section 4.9 or
Section 4.10 of the Smelter Agreements and to the Non-Smelters under the Rebate
Adjustment. In other words, any Big Rivers margins in excess of the 1.24 Contract
TIER may be rebated to both the Smelters and the Non-Smelter members alike. From a
practical standpoint, because of the Smelter Agreements and the Rebate Adjustment,

Big Rivers can effectively achieve no greater than the 1.24 Contract TIER.

Case No. 2011-00036
Exhibit 51
Page 7 of 19



fu—y

10

11

12

13

14

15

16
17
18
19
20
21
22
23
24

25

PRO FORMA ADJUSTMENTS

Please broadly describe the nature of the pro forma adjustments made to Big
Rivers’ electric operations for the test year ended October 31, 2010 shown in
Exhibit Wolfram-2.

For the test year ended October 31, 2010, Big Rivers has made adjustments which:

a) Annualize year-end facts and circumstances and adjust for other known and
measurable changes (Reference Schedules 2.01, 2.04, 2.06, 2.08, 2.10, 2.11,
2.12,2.15,2.18, 2.24, 2.26);

b) Eliminate the effect of items included in other rate mechanisms (Reference
Schedules 2.02, 2.03, 2.05); and

c) Adjust for other unusual, non-recurring, or out-of-period items in the test year |
(Reference Schedules 2.07, 2.09, 2.13, 2.14, 2.16,2.17,2.19 - 2.23, and 2.25).

Please explain the adjustment to operating revenues and expenses shown in

Reference Schedule 2.01 of Exhibit Wolfram-2.

This adjustment has been made to annualize the revenues and expenses associated with
a new industrial customer. Equality Mine, a Kenergy customer on the Large Industrial
Customer rate, was added on March 16, 2010. Thus the test year reflects only 7.5
months of revenues and expenses associated with this customer; both the revenues and
the expenses are understated for a twelve month prospective period. To annualize the
revenues associated with this customer, the revenues were escalated by the ratio of a
full twelve calendar months to the number of actual months served, resulting in an
upward adjustment to electric operating revenues.

The additional operating expenses associated with serving this customer were
calculated by applying an operating ratio to the revenue adjustment. Consistent with

Case No. 2011-00036
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Commission practice, the operating ratio of 0.74 was calculated by dividing operation
and maintenance expenses, exclusive of wages and salaries, benefits and pensions, and
regulatory commission expenses, by base rate revenues as billed at the currently-
effective rates. When applied to the new industrial customer revenue adjustment, the
application of the operating ratio resulted in an upward adjustment to expenses.

Please explain the adjustment to operating revenues and expenses shown in
Reference Schedule 2.02 of Exhibit Wolfram-2.

This adjustment has been made to account for the timing mismatch in fuel cost
expenses and revenues under the Fuel Adjustment Clause ("FAC") for the twelve
months ended October 31, 2010. Consistent with Commission practice, the mismatch
between fuel costs and fuel cost recovery through Big Rivers' FAC has been
eliminated. These over- and under-recoveries were taken directly from Big Rivers'
monthly FAC filings. The Commission approved similar adjustments for KU and
LG&E in Case Nos. 2003-00433 and 2003-00434 respectively. KU and LG&E
proposed this same adjustment in Case Nos. 2008-000251, 2008-00252, 2009-00548
and 2009-00549.

Please explain the adjustment to operating revenues and expenses shown in
Reference Schedule 2.03 of Exhibit Wolfram-2.

This adjustment has been made to remove Environmental Surcharge ("ES") revenues
and expenses because these are addressed by a separate rate mechanism. Consistent
with the Commission's practice of eliminating the revenues and expenses associated
with full-recovery cost trackers, an adjustment was made to eliminate ES revenues and
expenses during the test year. The ES provides for full recovery of approved
environmental costs that qualify for the surcharge, and thus these should be excluded
from base rates. These costs were taken directly from Big Rivers' monthly ES filings.

The Commission approved essentially similar adjustments for KU and LG&E in Case
Case No. 2011-00036
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Nos. 2003-00433 and 2003-00434 respectively. KU and LG&E proposed this same
adjustment in Case Nos. 2008-000251, 2008-00252, 2009-00548 and 2009-00549.

Please explain the adjustment to operating revenues and expenses shown in
Reference Schedule 2.04 of Exhibit Wolfram-2.

This adjustment has been made to reflect weather normalized electric sales margins.
The revenue and expense adjustments were prepared by Mr. Seelye and are discussed
in his testimony.

Please explain the adjustment to operating revenues and expenses shown in
Reference Schedule 2.05 of Exhibit Wolfram-2.

This adjustment has been made to eliminate the expenses and revenues associated with
the Non-FAC Purchasgd Power Adjustment ("Non-FAC PPA") which are addressed by
a separate rate mechanism. Consistent with the Commission's practice of eliminating
the revenues and expenses associated with full-recovery cost trackers, an adjustment
was made to eliminate Non-FAC PPA revenues and expenses during the test year.

Please explain the adjustment to operating expenses shown in Reference Schedule
2.06 of Exhibit Wolfram-2.

This adjustment has been made to reflect annualized depreciation expenses. This
includes a full year's depreciation expense on total utility plant in service as of October
31, 2010. The depreciation rates reflect those sponsored by Mr. Ted J. Kelly in his
testimony. This adjustment was prepared by Mr. Mark A. Hite and is discussed in his
testimony.

Please explain the adjustment to operating expenses shown in Reference Schedule

2.07 of Exhibit Wolfram-2.

Case No. 2011-00036
Exhibit 51
Page 10 of 19



10

11

12
13
14
15
16
17
18
19
20
21
22

23

This adjustment has been made to reflect increases in labor and labor-related overhead
costs as applied to the twelve months ended October 31, 2010. This adjustment was
prepared by Mr. Hite and is discussed in his testimony.

Please explain the adjustment to operating expenses shown in Reference Schedule
2.08 of Exhibit Wolfram-2.

This adjustment has been made to reflect the current interest on Construction Work In
Progress ("CWIP™) Big Rivers is seeking current recovery of interest capitalized on
CWIP, consistent with permissible ratemaking practices in Kentucky. This adjustment
was prepared by Mr. Hite and is discussed in his testimony.

Please explain the adjustment to operating revenues and expenses shown in
Reference Schedule 2.09 of Exhibit Wolfram-2.

This adjustment has been made to eliminate the revenues and expenses associated with
Big Rivers' contract with RRI Energy, Inc. to provide backup services for the Domtar
Cogenerator. The contract expires in March 2011 and will not be renewed. Since Big
Rivers became a transmission-owning member of the Midwest Independent
Transmission System Operator, Inc. ("Midwest ISO") on December 1, 2010, Big Rivers
will rely on the Midwest ISO for backup services for the Domtar Cogenerator upon the
expiration of the RRI contract, and will pass all costs associated with the same on to
Domtar. Because the revenues and expenses associated with the RRI contract are non-
recurring, this adjustment removes them from the test year results. This adjustment
was prepared by Mr. Hite and is discussed in his testimony

Please explain the adjustment to operating expenses shown in Reference Schedule

2.10 of Exhibit Wolfram-2.
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This adjustment reflects normalized production non-labor operations and maintenance
expenses, excluding planned outage expenses. This adjustment was prepared by Mr.
Robert W. Berry and is discussed in his testimony.

Please explain the adjustment to operating expenses shown in Reference Schedule
2.11 of Exhibit Wolfram-2.

This adjustment reflects normalized non-labor production planned outage expenses.
This adjustment was prepared by Mr. Berry and is discussed in his testimony.

Please explain the adjustment to operating expenses shown in Reference Schedule
2.12 of Exhibit Wolfram-2.

This adjustment reflects the contractual levels of expense associated with Information
Technology ("IT") support services in a seven-year service contract with HP, including
Oracle application and operational infrastructure support. This adjustment was prepared
by Mr. Hite and is discussed in his Direct Testimony.

Please explain the adjustment to operating expenses shown in Reference Schedule

2.13 of Exhibit Wolfram-2.

Consistent with Commission practice, this adjustment reflects the amortization of the
costs incurred in conjunction with this base rate case. The costs are amortized over a
three year period. The Commission recently approved a similar adjustment for Delta
Natural Gas Company in Case No. 2010-00116 and in numerous other general rate case
proceedings. This adjustment was prepared by Mr. Hite and is discussed in his Direct
Testimony.

Please explain the adjustment to operating expenses shown in Reference Schedule

2.14 of Exhibit Wolfram-2.

This adjustment reflects the on-going level of expenses related to Big Rivers'

membership in the Midwest ISO. Big Rivers became a transmission-owning member
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of the Midwest ISO on December 1, 2010, thus no costs associated with Midwest ISO

membership are reflected in the test year ended October 31, 2010. As a member of the

Midwest ISO, Big Rivers will incur costs pursuant to certain schedules of the Midwest

ISO Open Access Transmission, Energy and Operating Reserve Markets Tariff

(“Midwest ISO Tariff”). The costs that comprise this adjustment are derived from the

data provided by the Midwest ISO to Big Rivers. Per-unit costs were provided on a

comprehensive basis by the Midwest ISO for the schedules associated with the

Midwest ISO's administrative costs. These include the following:

1.

Schedule 10 and Schedule 10-FERC - ISO Cost Recovery Adder and FERC
Annual Charges Recovery. These schedules provide for the recovery by the
Midwest ISO of the cost of building and operating the Midwest ISO's control
center, coordinated regional transmission planning, administering the Midwest
ISO Tariff, and any deferred pre-operating costs and recovery of the annual
assessments paid to the FERC by the Midwest ISO.

Schedule 16 - Financial Transmission Rights (""FTR") Administrative
Service Cost Recovery Adder. This schedule provides for the recovery of
Energy and Operating Reserve Market costs related to bilateral trading
coordination, FTR administration, FTR software tools, simultaneous feasibility
analysis, revenue distribution, and FTR administration.

Schedule 17 - Energy Market Support Cost Recovery Adder. This schedule
provides for the recovery of Energy and Operating Reserve Market costs related
to market modeling and scheduling, market bidding, locational marginal pricing

coordination, market settlements and billing, market monitoring functions, and
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the economic dispatch of generating resources to serve load in the Midwest ISO
footprint while establishing a spot energy market.

Costs associated with Schedule 23 - Recovery of Schedule 10 and Schedule 17 Costs
from Grandfathered Agreements ("GFAs") are included in the costs above.

Big Rivers will be subject to other charges (or credits) pursuant to the Midwest
ISO Tariff. The adjustment does not include cost estimates for other Midwest ISO-
related costs, including Schedule 24 - Local Balancing Authority Cost Recovery,
Schedule 26 - Network Upgrade from Transmission Expansion Plans, charges for
Revenue Sufficiency Guarantee ("RSG"), Revenue Neutrality Uplift ("RNU"), or other
Midwest ISO-related charges or credits. Projections for RSG, RNU, and other
operation costs were not provided to Big Rivers by the Midwest ISO. The proposed
pro forma adjustment is limited to the administrative charges associated with Big
Rivers’ membership in the Midwest ISO for 2011, as provided to Big Rivers by the
Midwest 1SO.
Please explain the adjustment to operating expenses shown in Reference Schedule
2.15 of Exhibit Wolfram-2.
This adjustment annualizes the interest expense on long-term debt outstanding as of
October 31, 2010, at interest rates in effect at that time. This adjustment was prepared
by Mr. Hite and is discussed in his Direct Testimony.
Please explain the adjustment to operating expenses shown in Reference Schedule

2.16 of Exhibit Wolfram-2.

This adjustment removes the office space rental costs associated with the Soaper
Building incurred during the test year. To accommodate staffing increases following
the Unwind Transaction, Big Rivers leased office space in the Soaper Building while its
headquarters building was being remodeled. These costs are non-recurring. This

adjustment was prepared by Mr. Hite and is discussed in his Direct Testimony.
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Please explain the adjustment to operating expenses shown in Reference Schedule
2.17 of Exhibit Wolfram-2.

Big Rivers had an agreement with LG&E Energy Marketing Inc. ("LEM") to provide
dispatch services for the Big Rivers generation fleet upon the closing of the Unwind
Transaction. This was discussed during the Unwind Proceeding. The contract
terminated simultaneously with Big Rivers' integration into the Midwest ISO, which
now provides dispatch services for the Big Rivers generation fleet. Effective December
1, 2010, the Midwest ISO now provides dispatch services for the Big Rivers generation
portfolio. The LEM Dispatch costs incurred in the test years are non-recurring on a
prospective basis. Accordingly, this adjustment is proposed to remove the LEM
dispatch costs from the test year expenses.

Please explain the adjustment to operating expenses shown in Reference Schedule
2.18 of Exhibit Wolfram-2.

Big Rivers has a contract with ACES Power Marketing, Inc. ("APM") to provide Big
Rivers with energy risk management and trading services. Pursuant to that contract, the
costs for these services increased as of January 1, 2011.

What is APM?

APM is a firm that was founded as the Alliance for Cooperative Energy Services Power
Marketing to provide wholesale power cooperatives with energy risk management and
trading services. APM supplies a broad suite of energy trading and risk management
services to power supply cooperatives and to numerous energy industry participants in
every energy market region of the country. Big Rivers is one of 17 member/owners of
APM.

What services does APM provide to Big Rivers?

APM provides the following services to Big Rivers:
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1. Trading and Counterparty Controls and Risk Policies

2. Portfolio Management and Operations

3. Settlements

4. Portfolio Modeling and Risk Analytics

5. Consulting and Other Services
The fees for these services are effective J anuary 1, 2011, While some of these APM
costs were not incurred during the test year, they are contractually specified and thus
are known and measurable on a prospective basis.

Please explain the adjustment to operating expenses shown in Reference Schedule
2.19 of Exhibit Wolfram-2.

This adjustment has three components. All three components are related to accounting
entries made during the test year to "true up" issues associated with the closing of the
Unwind Transaction. All three components reflect non-recurring items. The first
component removes lease-related income recorded in Income From Leased Property
(Net). The second component removes items recorded in Non-Operating Income (Net)
and Extraordinary Items. The third component removes the labor-related expense
recorded in Extraordinary Items. This adjustment was prepared by Mr. Hite and is
discussed in his Direct Testimony.

Please explain the adjustment to operating expenses shown in Reference Schedule

2.20 of Exhibit Wolfram-2.

This adjustment reflects the fact that Big Rivers recently terminated its Southeastern
Federal Power Customers membership as a cost-cutting measure. The costs for this
membership incurred in the test period are thus non-recurring and should be removed.

This adjustment was prepared by Mr. Hite and is discussed in his Direct Testimony.
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Please explain the adjustment to operating expenses shown in Reference Schedule
2.21 of Exhibit Wolfram-2.

This adjustment reflects the amortization of costs incurred by Big Rivers during the test
year associated with the Application of Big Rivers Electric Corporation for Approval to
Transfer Functional Control of its Transmission System to Midwest Independent
Transmission System Operator, Inc., in Case No. 2010-00043 and FERC Docket Nos.
ER11-15-000 and ER11-16-000. The costs associated with these proceedings are non-
recurring and are amortized over a three year period. This adjustment was prepared by
Mr. Hite and is discussed in his Direct Testimony.

Please explain the adjustment to operating expenses shown in Reference Schedule
2.22 of Exhibit Wolfram-2.

As previously noted, the Smelter Agreements specify a TIER Adjustment Charge in
Section 4.7. During the test year, the calculation placed the Smelters at the top of the
"bandwidth" established in the Smelter Agreements in Section 4.7.5 and described by
Mr. Seelye in his Direct Testimony. This adjustment reflects the effect of moving the
Smelters from the top of the TIER Adjustment Charge bandwidth to the midpoint of the
bandwidth. This adjustment was prepared by Mr. Seelye and is discussed in his Direct
Testimony.

Please explain the adjustment to operating expenses shown in Reference Schedule

2.23 of Exhibit Wolfram-2.

This adjustment eliminates advertising expenses pursuant to 807 KAR 5:016 that are
institutional and promotional in nature. The adjustment also eliminates lobbying
expenses, donations, penalties and economic development expenses from the test year,
consistent with Commission practice. This adjustment was prepared by Mr. Hite and is

discussed in his Direct Testimony.

Case No. 2011-00036
Exhibit 51
Page 17 of 19



10

11
12
13
14
15

16

17
18
19
20

21
22

23
24
25
26

VI

Please explain the adjustment to operating expenses shown in Reference Schedule
2.24 of Exhibit Wolfram-2.

This adjustment reflects the prospective level of income taxes for Big Rivers. The
adjustment removes all federal income tax expenses from the test period. While Big
Rivers anticipates having no federal income tax liability beyond 2011, it will continue
to make several state tax filings and incur minimal state income tax expenses in
connection with its APM membership. This adjustment was prepared by Mr. Hite and
is discussed in his Direct Testimony.

Please explain the adjustment to operating expenses shown in Reference Schedule
2.25 of Exhibit Wolfram-2.

This adjustment eliminates expenses associated with outside / professional services that
were incurred in the test year that exceed the level of expenses ariticipated for these
services on a going-forward basis. This adjustment was prepared by Mr. Blackburn
and is discussed in his Direct Testimony.

Please explain the adjustment to operating expenses shown in Reference Schedule

2.26 of Exhibit Wolfram-2.

This adjustment reflects the commitment of Big Rivers to implement Energy Efficiency
Programs, as outlined in the Big Rivers 2010 Integrated Resource Plan. This

adjustment was prepared by Mr. Blackburn and is discussed in his Direct Testimony.

CONCLUSION

Do you have any closing comments?
Yes. The current rates for Big Rivers do not provide sufficient revenues for achieving
the TIER target and indeed even for recovering its costs. For the twelve months ended

October 31, 2010, Big Rivers has a revenue deficiency of $39,952,926. In this post-
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Unwind environment, a base rate increase is simply necessary in order for Big Rivers to
adequately recover its costs. The rates proposed in this filing should be approved by the
Commission.

Does this conclude your testimony?

Yes, it does.
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QUALIFICATIONS OF JOHN WOLFRAM

Summary of Qualifications

Provides consulting services to numerous investor-owned utilities, rural electric cooperatives,
and municipal utilities regarding utility rate and regulatory filings, cost of service and wholesale
and retail rate designs; and develops revenue requirements for utilities in general rate cases,
including the preparation of analyses supporting pro-forma adjustments and the development of
rate base.

Employment

The Prime Group, LLC March 2010 - Present
Senior Consultant

Provides consulting services in the areas of tariff development, regulatory analysis, revenue
requirements, cost of service, rate design, and other utility regulatory areas.

Assists utilities with developing strategic marketing plans and implementation of those plans.
Provides utility clients assistance regarding regulatory policy and strategy; project management
support for utilities involved in complex regulatory proceedings; process audits; state and federal
regulatory filing development; cost of service development and support; the development of
innovative rates to achieve strategic objectives; unbundling of rates and the development of
menus of rate alternatives for use with customers; energy efficiency program development.

Prepared retail and wholesale rate schedules and filings submitted to the Federal Energy
Regulatory Commission (FERC), state regulatory commissions, and/or Boards of Directors for
numerous electric and gas utilities.

E.ON U.S.. LLC, Louisville, KY 1997 - 2010
(Louisville Gas & Electric Company and Kentucky Utilities Company)

Director, Customer Service & Marketing (2006 - 2010)

Manager, Regulatory Affairs (2001 - 2006)

L.ead Planning Engineer, Generation Planning (1998 - 2001)

Power Trader, LG&E Energy Marketing (1997 - 1998)

PJM INTERCONNECTION, LLC, Norristown, PA 1990 - 1993; 1994 - 1997
Project Lead - PJM Wholesale Energy Market Information System

CINCINNATI GAS & ELECTRIC COMPANY, Cincinnati, OH 1993 - 1994
Electrical Engineer - Energy Management System

Education

Exhibit Wolfram-1
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Bachelor of Science Degree in Electrical Engineering, University of Notre Dame, 1990
Master of Science Degree in Electrical Engineering, Drexel University, 1997

Associations

Member of the Institute of Electrical and Electronics Engineers (IEEE)
Member, IEEE Power Engineering Society

Expert Witness Testimony

FERC:

Kentucky:

Submitted remarks and served on expert panel in FERC Docket No. RM01-10-
000 on May 21, 2002 in Standards of Conduct for Transmission Providers staff
conference, regarding proposed rulemaking on the functional separation of

wholesale transmission and bundled sales functions for electric and gas utilities.

Submitted direct testimony for Louisville Gas & Electric Company and Kentucky
Utilities Company in Case No. 2002-00029 regarding a Certificate of Public
Convenience and Necessity for the acquisition of two combustion turbines.

Submitted direct testimony for Louisville Gas & Electric Company and Kentucky
Utilities Company in Case No. 2002-00381 regarding a Certificate of Public
Convenience and Necessity for the acquisition of four combustion turbines.

Presented company position for Louisville Gas & Electric Company and
Kentucky Utilities Company at public meetings held in Case Nos. 2005-00142
and 2005-00154 regarding routes for proposed transmission lines.

Submitted discovery responses for Louisville Gas & Electric Company and
Kentucky Utilities Company in Case No. 2005-00162 regarding the 2005 Joint
Integrated Resource Plan.

Submitted discovery responses for Kentucky Utilities in Case No. 2005-00405
regarding the transfer of a utility hydroelectric power plant to a private
hydroelectric power developer.

Submitted direct testimony for Louisville Gas & Electric Company and Kentucky
Utilities Company in Case No. 2005-00467 and 2005-00472 regarding a
Certificate of Public Convenience and Necessity for the construction of
transmission facilities.

Submitted direct testimony for Louisville Gas & Electric Company and Kentucky
Utilities Company in Case No. 2007-00067 for approval of a proposed Green
Energy program and associated tariff riders.

Exhibit Wolfram-1
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Virginia:

Submitted direct testimony for Louisville Gas & Electric Company and Kentucky
Utilities Company in Case No. 2007-00319 for the review, modification, and
continuation of Energy Efficiency Programs and DSM Cost Recovery
Mechanisms.

Submitted discovery responses for Louisville Gas & Electric Company and
Kentucky Utilities Company in Administrative Case No. 2007-00477 regarding
an investigation of the energy and regulatory issues in Kentucky's 2007 Energy
Act.

Submitted discovery responses for Louisville Gas & Electric Company and
Kentucky Utilities Company in Case No. 2008-00148 regarding the 2008 Joint
Integrated Resource Plan.

Submitted discovery responses for Kentucky Utilities and/or Louisville Gas &
Electric Company in various customer inquiry matters, including Case Nos. 2009-
00421, 2009-00312, and 2009-00364.

Submitted direct testimony for Louisville Gas & Electric Company in Case No.
2009-00548 and for Kentucky Utilities Company in Case No. 2009-00549 for
adjustment of electric and gas base rates, in support of a new service offering for
Low Emission Vehicles, revised special charges, and company offerings aimed at
assisting customers or enhancing customer service.

Submitted direct testimony for Kentucky Utilities Company d/b/a Old Dominion
Power in Case No. PUE-2002-00570 regarding a Certificate of Public
Convenience and Necessity for the acquisition of four combustion turbines.

Exhibit Wolfram-1
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Exhibit Wolfram-2

Sponsoring Witness: Wolfram

Page 4 of 2
BIG RIVERS ELECTRIC CORPORATION
12 Months Ended October 31, 2010
Calculation of Revenue Requirement
Based on Revenues and Expenses
Line Reference
No. Description Schedule Witness Revenue Expense Margin (Deficit)
(1) {2) (31 4) (5)

1 Total Per Books
2 Total Operating Revenues & Patronage Capital $ 522,923,675 $ 522,923,675
3 Total Cost of Electric Service $ 527,945,002 (527,945,092)
4 interest income 401,668.08 401,668
5 Other Non-Operating Income (Net) 1,703,337 1,703,337
] Other Capital Credits/Patronage Dividends 22,965 22,965
7 Extraordinary ltems {6,794,566) (6,794,566)
8 Total Per Books $ 518,257.079 $ 527,945,092 $ (9,688,013)
]
10 Adjustments
11 To annualize revenue & expenses for new industnal customer 2.01 Wolfram § 149,752 $ 110,607 $§ 38,145
12 To adjust mismatch in fuel cost recovery 2.02 Wolfram (107,815,177) {110,040,523) 2,225,348
13 To eliminate Environmental Surcharge 2.03 Wolfram (22,834,232} (23,467.791) 633,559
14 To reflect temperature normalized sales volumes 2.04 Seelye (421,610) (295,293) (126,318)
15 To adjust for Non-FAC PPA 2.05 Wolfram 11,588,017 12,016,173 (427,156)
16 To reflect annualized depreciation expenses 2.06 Hite 6,252,651 (6,252,651}
17 To reflect increases in labor and labor overhead expenses 207 Hite 624,894 (624,894)
18 To reflect current interest on construction (CWIP) 208 Hite 515,767 (515,767}
19 To eliminate RRI Domtar Cogen Backup revenue & expenses 2.09 Hite (1,115,159} (2,086,416) 971,257
20 To reflect levelized production O&M expenses 2.10 Berry 5,660,678 (5,660,678)
21 To reflect levelized planned outage expenses 2.1 Berry 2,726,965 {2,726,965)
22 To reflect going forward IT support services 212 Hite 282,194 (292,194)
23 To reflect amortizaton of rate case expenses 213 Hite 281,719 (281,719)
24 To reflect Midwest iSO related expenses 2.14 Wolfram 5,415,000 (5,415,000}
25 To annualize interest on long-term debt 215 Hite 70,408 (70,408)
26 To reflect leased property (Soaper Building Rent} 2.16 Hite (128,368) 128,368
27 To adjust for costs related to LEM Dispatch 217 Wolfram (936,815) 936,815
28 To adjust for costs related to APM 2.18 Wolfram 205,080 (205,090}
29 To eliminate WKEC Lease Expenses 2.19 Hite 149,673 (148,673)
30 To eliminate WKEC Unwind-related Expenses (Non-Labor) 2.19 Hite 2,357,097 (2,357,097)
31 To eliminate WKEC Unwind-related Expenses (Labor-related) 2.19 Hite (7.476,583) 7.476,583
32 To eliminate costs for SFPC membership 2.20 Hite (180,775) 180,775
33 To adjust for Midwest ISO Case-related expenses 2.21 Hite (771,118) 771,118
34 To adjust for Smelter TIER Adjustment Charge 222 Seelye § (7,128,947} - (7,128,947}
35 To eliminate advertising, lobbying, donation and econ dev 2.23 Hite (507.216) 507,216
36 To reflect going forward level of income taxes 2.24 Hite 183,084 {183,084}
37 To reflect going forward level of Outside Services 225 Blackbum (1,000,000} 1,000,000
38 To reflect commitment to Energy Efficiency Programs 2.26 Biackbum 1,000,000 (1,000,000)
39 Total (127,577,357) (109,029,897) $ (18,547,460}
40
41
42 Adjusted Net Margin (Deficit) $ 390,679,722 $

418,915,195 _§ (28,235,473) Case No. 2011-00036
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Exhibit Wolfram-2
Sponsoring Witness: Wolfram

Page 20f2
BIG RIVERS ELECTRIC CORPORATION
12 Months Ended October 31, 2010
Calculation of Revenue Requirement

Based on Revenues and Expenses
Line
No.  Description Reference Amount
1 Contract TIER Target 1.24
2 Interest on Long Term Debt Income Statemt $ 47,693,118
3 Adjusted Net Margin(Deficit) before Conventional TIER Page 1, Line 40 $ (28,235,473)
4 Interest Income on Transition Reserve Acct 419.040 $ 271,105
5 Adjusted Net Margin(Deficit) before Contract TIER Line3-Lline 4 $ {(28,506,579)
6 Margins Required for Contract TIER Line2x (Line1-1) $ 11,446,348
7 Margins Required for Conventional TIER Line4 +Line 6 $ 11,717,454
8 Revenue Deficiency for Contract TIER Line6-Line 5 Tw
] Contract TIER 1+ (Line 6/Line 2) 1.24
10 Conventional TIER 1+ (Line 7/ Line 2) 1.25

Case No. 2011-00036
Exhibit Wolfram-2
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10
11
12
13
14

15

16

BIG RIVERS ELECTRIC CORPORATION
12 Months Ended October 31, 2010

New Industrial Customer

Kenergy - Equality Mine Reference

Historical Test Year Revenue
Number of Months Served

Number of Months in Test Year

Annualization Factor Line3/4
Annualized Revenue Line1x4
Revenue Adjustment Line 5-1
Operating Ratio Line 16

Expense Adjustment Line6x7

Net Revenue Adjustment

Calculation of Electric Operating Ratio

Total Electric Operating Expenses

Less Wages and Salaries

Less Pensions and Benefits

Less Regulatory Commission Expense
Net Expenses

Total Electric QOperations Revenues (as billed)

Operating Ratio Line 14 /15

Exhibit Wolfram-2

Reference Schedule 2.01
Sponsoring Witness: Wolfram

Amount

$ 252,566
75

12

1.59

$ 402,318
$ 149,752
0.74

$ 110,607

$ 39,145

445,926,841
58,335,396
169,663
1,188,958
386,232,825

L5 A A P H P

522,823,675

0.74

Case No. 2011-00036
Exhibit Wolfram-2
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Expense
Month

M

Nov-09
Dec-09
Jan-10
Feb-10
Mar-10
Apr-10

May-10
Jun-10
Jul-10

Aug-10
Sep-10
Oct-10

Total

Adjustment

* NOTE:

BIG RIVERS ELECTRIC CORPORATION
12 Months Ended October 31, 2010

Mismatch in Fuel Cost Recovery

Exhibit Wolfram-2
Reference Schedule 2.02
Sponsoring Witness: Wolfram

Revenue Expense
Form A Form A*
Page 4 of 4 Page 4 of 4
Line 3 Line 8
@ (3
$ 7,995,463 $ 11,342,854
$ 10,752,262 $ 10,543,294
$ 10,953,639 $ 9,216,832
$ 7,977,788 3 9,472,870
3 9,603,323 $ 7,654,229
$ 7,103,469 $ 7,758,148
$ 8,209,595 $ 7,862,783
$ 8,282,772 $ 8,328,439
$ 8,706,972 $ 9,423,114
$ 9,529,964 $ 9,913,397
$ 8,783,754 $ 10,180,464
$ 9,916,176 $ 8,344,099
3 107,815,177 $ 110,040,523
$  (107,815,177) $  (110,040,523)

Expenses are recovered in the succeeding maonth.
For example, April 2010 would be reflected in May 2010.

Case No. 2011-00036
Exhibit Wolfram-2
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Exhibit Wolfram-2
Reference Schedule 2.03
Sponsoring Witness: Wolfram

BIG RIVERS ELECTRIC CORPORATION
12 Months Ended October 31, 2010

Environmental Surcharge Revenues and Expenses

Total
Member Smelter Revenues
Revenues Revenues Environmental Expenses
Environmental Environmental Compliance Environmental
Expense Compliance Compliance Plans Compliance
Month Plans Plans (Col 1 +2) Plans
() @ ©) “4) (6)
Nov-09 3 481,552 $ 1,120,784 $ 1,602,336 1,761,826
Dec-09 $ 678,078 $ 1,304,835 $ 1,982,913 1,799,940
Jan-10 $ 667,170 $ 1,202,362 $ 1,869,532 1,707,525
Feb-10 $ 533,068 $ 1,016,209 $ 1,549,277 1,791,649
Mar-10 $ 536,532 $ 1,280,007 $ 1,816,539 2,034,204
Apr-10 $ 511,874 $ 1,362,195 $ . 1,874,069 1,784,561
May-10 $ 555,887 $ 1,332,881 $ 1,888,768 1,901,895
Jun-10 $ 696,105 $ 1,306,983 $ 2,003,088 2,165,720
Jul-10 $ 798,624 $ 1,465,881 $ 2,264,505 2,153,531
Aug-10 $ 766,535 $ 1,410,985 $ 2,177,520 2,117,812
Sep-10 $ 590,052 3 1,286,489 $ 1,876,541 1,980,238
Oct-10 $ 525,217 $ 1,403,927 $ 1,929,144 2,268,890
Total 3 7,340,694 $ 15,493,538 $ 22,834,232 $ 23,467,791
Adjustment $ (7,340,694 $  (15,493,538) $  (22,834,232) $  (23,467,791)
NOTE:  Expenses are recovered in the succeeding month.

For example, April 2010 would be reflected in May 2010.

Expenses from ES Form 1.10, Net Jurisdictional Poliution Control Operating Expenses less
Proceeds from By-Product and Allowance Sales

Case No. 2011-00036
Exhibit Wolfram-2
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Exhibit Wolfram-2

Reference Schedule 2.04
Sponsoring Witness: Seelye

BIG RIVERS ELECTRIC CORPORATION
12 Months Ended October 31, 2010

Temperature Normalization

Temperature

Normalization

Adjustment

with

# ltem Banding
M Normalization Adjustment - kWh (20,667,174)
(2) Rural Charge per kWh 0.0204
3) Revenue Adjustment (421,610)

4) Base Fuel and Variable Cost per kWh

®
©)

Expense Adjustment

Net Adjustment

$

$

$  0.01429
$  (295,293)
$

(126,318)

Case No. 2011-00036
Exhibit Wolfram-2
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Exhibit Wolfram-2

Reference Schedule 2.05
Sponsoring Witness: Wolfram

BIG RIVERS ELECTRIC CORPORATION

12 Months Ended October 31, 2010

Non-FAC Purchased Power Adjustment (PPA) and Expenses

Member
Non-FAC PPA Smelter Total Non-FAC PPA

Expense Deferral Non-FAC PPA Non-FAC PPA Purchased Power

Month Charged/(Credited) Charged/(Credited) Charged/(Credited) Expenses

M 2 &) C)] 5)

Nov-09 23,639 55,018 78,657 (574,927)
Dec-09 (221,241) (425,738) (646,979) (1,564,065)
Jan-10 (579,883) (1,045,055) (1,624,938) (400,072)
Feb-10 (124,905) (238,112) (363,017) (1,069,268)
Mar-10 (320,168) (763,825) (1,083,993) (1,091,842)
Apr-10 (274,696) (731,019) (1,005,715) (524,547)
May-10 (163,364) (391,706) (555,070) (493,018)
Jun-10 (180,483) (338,869) (519,352) (784,401)
Jul-10 (289,208) (530,844) (820,052) (801,330)
Aug-10 (285,284) (525,132) (810,416) (3,037,728)
Sep-10 (1,056,021) (2,127,507) (3,183,528) (1,244,616)
Oct-10 (331,294) (722,320) (1,053,614) (429,359)
Total (3,802,908) (7,785,109) (11,588,017) (12,015,173)
Adjustment 3,802,908 7,785,109 11,588,017 12,015,173

Case No. 2011-00036
Exhibit Wolfram-2
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Exhibit Wolfram-2
Reference Schedule 2.06
Sponsoring Witness: Hite

BIG RIVERS EL.LECTRIC CORPORATION
12 Months Ended October 31, 2010

Depreciation Expense

Proforma Year - "New" Rates 42,532,089
Historical Year 36,279,438
Proforma Adjustment 6,252,651

Description: Annualized depreciation expense on utility plant at October 31, 2010, including construction work
in progress, per the 2010 depreciation study rates.

Case No. 2011-00036
Exhibit Wolfram-2
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Exhibit Wolfram-2
Reference Schedule 2.07
Sponsoring Witness: Hite

BIG RIVERS ELECTRIC CORPORATION
12 Months Ended October 31, 2010

Labor & Labor Overheads Expenses

Proforma Year 68,708,897
Historical Year 68,084,003
Proforma Adjustment 624,894

Description: The proforma amount of $68,709,897 for labor/labor overheads includes
employees of record as of December 31, 2010, excluding those on long-term disability (LTD)
for whom replacements have been hired. This results in a total of 606 employees, 249 non-
bargaining and 357 bargaining. As appropriate, base labor includes step increases and
contract increases for the bargaining employees, and qualification increases for non-
bargaining employees. Shift premiums were appropriately included. Overtime pay was
based upon the amount currently expected for 2011. The most current information available
was used to determine labor overhead cost (FICA, FUTA, SUTA, workers compensation,
retirement/401(k), life, LTD, dental and medical, post-employment and post-retirement costs,
including the most recent premium rates available, and the most recent FAS 87 and 106
estimates. No incentive pay or bonus pay is incuded in the proforma amount.

Case No. 2011-00036
Exhibit Wolfram-2
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Exhibit Wolfram-2
Reference Schedule 2.08
Sponsoring Witness: Hite

BIG RIVERS ELECTRIC CORPORATION
12 Months Ended October 31, 2010

Interest on Construction Work In Progress

Proforma Year 0
Historical Year (615,767)
Proforma Adjustment 515,767

Description: To reflect current interest on construction wark in progress (CWIP)

Case No. 2011-00036
Exhibit Wolfram-2
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BIG RIVERS ELECTRIC CORPORATION
12 Months Ended October 31, 2010

RRI Domtar Cogen Backup Revenues & Expenses

Exhibit Wolfram-2
Reference Schedule 2.09
Sponsoring Witness: Hite

Domtar
Cogenerator RRI Total Revenue RRI
Backup Revenues Incremental Derived from the Reservation Fee &
Expense provided under Interim Energy RRI Contract Purchased Power
Month RRI Contract Revenue (Line 2 + 3) Expenses
(n 2 3 “ (%)
Nov-09 358,314 7,207 365,521 448,214
Dec-09 68,467 46,123 114,590 168,367
Jan-10 299,757 3,537 303,294 389,657
Feb-10 0 0 0 89,900
Mar-10 1,359 5,398 6,756 91,259
Apr-10 0 0 0 89,900
May-10 73,226 14,728 87,954 163,126
Jun-10 0 0 0 89,900
Jul-10 0 0 0 89,900
Aug-10 57,191 11,660 68,851 147,091
Sep-10 0 0 0 89,900
Oct-10 149,302 18,891 168,193 239,202
Total 1,007,616 107,543 1,115,159 2,086,416
Adjustment (1,007,616) (107,543) (1,115,159) (2,086,416)

Case No. 2011-00036
Exhibit Wolfram-2
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Exhibit Wolfram-2
Reference Schedule 2.10
Sponsoring Witness: Berry

BIG RIVERS ELECTRIC CORPORATION
12 Months Ended October 31, 2010

Production Fixed O&M Expenses, Exciuding Planned Qutage Expenses

1  Proforma Year $ 38,877,546
2  Historical Year 33,216,868
3 Proforma Adjustment 5,660,678

Case No. 2011-00036
Exhibit Wolfram-2
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Exhibit Wolfram-2
Reference Schedule 2.11
Sponsoring Witness: Berry

BIG RIVERS ELECTRIC CORPORATION
12 Months Ended October 31, 2010

Planned OQutage Expenses

Proforma Year $ 14,437,513
Historical Year 11,710,548
Proforma Adjustment 2,726,965

Description: During the historical test period, Big Rivers' planned outage expenses were lower than both
historical and forecast planned outage expenses. Accordingly, this proforma adjustment serves to
normalize planned outage expenses.

Case No. 2011-00036
Exhibit Wolfram-2
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Exhibit Wolfram-2
Reference Schedule 2.12
Sponsoring Witness: Hite

BIG RIVERS ELECTRIC CORPORATION
12 Months Ended October 31, 2010

Information Technology (IT) Support Services

Proforma Year 2,189,242
Historical Year 1,897,048
Proforma Adjustment 292,194

Description: Big Rivers has outsourced Oracle application support (software) and Oracle
operational infrastructure (hardware, servers, firewalls, switches, helpdesk, etc.). Oracle
software (R12 - eBusiness suite) was chosen as Big Rivers' application software, and
engaged HP (formally EDS) for implementation and to provide on-going administrative
support. This decision was made to expedite transitioning from the two former business
information systems of WKEC and Big Rivers to the new system for Big Rivers. Big Rivers
has executed a seven year service contract with HP for Oracle application and infrastructure
support. The HP agreement enables Big Rivers to have a known cost for its business
information systems.

Case No. 2011-00036
Exhibit Wolfram-2
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Exhibit Wolfram-2
Reference Schedule 2.13
Sponsoring Witness: Hite

BIG RIVERS ELECTRIC CORPORATION
12 Months Ended October 31, 2010

Rate Case Expenses

Proforma Year 299,643
Historical Year 17,924
Proforma Adjustment 281,719
Description:

To normalize the legal and consulting costs anticipated to be incurred by the Company in
connection with this general rate case before the KPSC, one-third of $898,930, or $299,643. Note
that this estimated cost includes the cost of service and rate design study and the depreciation
study. During the test year, expense of $17,924 was incurred in connection with the cost of
service and rate design study and the depreciation study.

Case No. 2011-00036
Exhibit Wolfram-2
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Exhibit Wolfram-2
Reference Schedule 2.14
Sponsoring Witness: Wolfram

BIG RIVERS ELECTRIC CORPORATION
12 Months Ended October 31, 2010

Midwest 1SO (Member) Cost

Proforma Year 5,415,000
Historical Year 0
Proforma Adjustment 5,415,000

Description: Big Rivers integration into Midwest I1SO took place on December 1,
2010. Big Rivers is now subject to the Midwest ISO's charges assessed under the
Midwest ISO Tariff Schedules 10, 16 and 17.

Case No. 2011-00036
Exhibit Wolfram-2
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Exhibit Wolfram-2
Reference Schedule 2.15
Sponsoring Witness: Hite

B!G RIVERS ELECTRIC CORPORATION
12 Months Ended October 31, 2010

Interest Expense on Long-Term Debt

Proforma Year $ 47,693,118
Historical Year 47,622,709
Proforma Adjustment 70,408

Description: To annualize interest expense on long-term debt outstanding at 10/31/10 at interest rates
in effect at that time.

Case No. 2011-00036
Exhibit Wolfram-2
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Exhibit Wolfram-2
Reference Schedule 2.16
Sponsoring Witness: Hite

BIG RIVERS ELECTRIC CORPORATION
12 Months Ended October 31, 2010

Leased Property (Soaper Building Rent)

Proforma Year 0
Historical Year 128,368
Proforma Adjustment (128,368)

Description: To remove all office space rental costs associated with the Soaper
Building incurred during the test year. Post-Unwind, while Big Rivers'
headquarters building was being remodeled to accommodate the increased staff
headcount, this office space was leased.

Case No. 2011-00036
Exhibit Wolfram-2
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Exhibit Wolfram-2
Reference Schedule 2.17
Sponsoring Witness: Wolfram

BIG RIVERS ELECTRIC CORPORATION
12 Months Ended October 31, 2010

LEM Dispatch Fees

1 Proforma Year 0
2 Historical Year 936,815
3 Proforma Adjustment (936,815)

Description: Big Rivers entered into a contract with LEM upon the closing of the Unwind
Transaction to provide dispatch services for its generation fleet. This contract terminated
simultaneously with Big Rivers integration into MISO. Effective December 1, 2010, MISO
now provides dispatch services for Big Rivers' generation fleet. Accordingly, this
proforma adjustment serves to remove such costs.

Case No. 2011-00036
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Exhibit Wolfram-2
Reference Schedule 2.18
Sponsoring Witness: Wolfram

BIG RIVERS ELECTRIC CORPORATION
12 Months Ended October 31, 2010

APM Fees
1 Proforma Year 2,003,132
2 Historical Year 1,798,042
3 Proforma Adjustment 205,090

Description: ACES Power Marketing (APM) provides the following services to Big
Rivers: 1. Trading and Counterparty Controls and Risk Policies; 2. Portfolio
Management and Operations; 3. Settlements; 4. Portfolio Modeling and Risk
Analytics; 5. Consulting and Other Services. These APM fees are effective January
1, 2011.

Case No. 2011-00036
Exhibit Wolfram-2
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BIG RIVERS ELECTRIC CORPORATION
12 Months Ended October 31, 2010

WKEC Unwind "True-Up"

WKEC Lease Income

Proforma Year

Historical Year

Proforma Adjustment

Description: To remove non-recurring WKEC iease related income.

Exhibit Wolfram-2
Reference Scheduie 2.19
Sponsoring Witness: Hite
Page 1 of 3

0
(149,673)

149,673

Case No. 2011-00036
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Exhibit 2
Reference Schedule 2.19
Sponsoring Witness: Hite

Page 2 of 3
BIG RIVERS ELECTRIC CORPORATION
12 Months Ended October 31, 2010
WKEC Unwind "True-Up"
{continued)
WKEC Non-Operating ltems (Non-Labor)
Proforma Year 0
Historical Year (2,357,097)
Proforma Adjustment 2,357,097

Description: To remove non-recurring WKEC non-operating income and the non-labor
related portion of the extraordinary gain.

Case No. 2011-00036
Exhibit Wolfram-2
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Exhibit 2

Reference Schedule 2.19
Sponsoring Witness: Hite
Page 3 of 3
BIG RIVERS ELECTRIC CORPORATION
12 Months Ended October 31, 2010
WKEC Unwind "True-Up"
{continued)
WKEC Non-Operating Items (Labor-related)
Proforma Year 0
Historical Year 7,476,583
Proforma Adjustment (7,476,583)
Description: Remove the post-retirement medical true-up (i.e. labor related expense
recorded as extraordinary gain item) related to the Unwind transaction from the
historical test year.
Case No. 2011-00036

Exhibit Wolfram-2
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Exhibit Wolfram-2
Reference Schedule 2.20
Sponsoring Witness: Hite

BIG RIVERS ELECTRIC CORPORATION
12 Months Ended October 31, 2010

Southeastern Federal Power Customers Membership

Proforma Year 0
Historical Year 180,775
Proforma Adjustment (180,775)

Description: Big Rivers has recently terminated its Southeastern Federal Power
Customers membership. Accordingly, this proforma adjustment serves to remove
the associated cost from the test year.

Case No. 2011-00036
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Exhibit Wolfram-2
Reference Schedule 2.21
Sponsoring Witness: Hite

BIG RIVERS ELECTRIC CORPORATION
12 Months Ended October 31, 2010

Midwest ISO Case

1 Proforma Year 534,259
2 Historical Year 1,305,377
3 Proforma Adjustment (771,118)

Description: To remove two-thirds of the Midwest 1ISO Case legal, consulting and misc. costs incurred
during the test year associated with the Application of Big Rivers Electric Corporation for Approval to
Transfer Functional Control of its Transmission System to Midwest Independent Sysfem Operator, Inc .,
Case No. 2010-00043, and FERC Docket Nos. ER11-15-000 and ER11-16-000.

Case No. 2011-00036
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Exhibit Wolfram-2

Reference Schedule 2.22
Sponsoring Witness: Seelye

BIG RIVERS ELECTRIC CORPORATION

12 Months Ended October 31, 2010

Smelter TIER Adjustment Charge

Proforma Year
Historical Year

Proforma Adjustment

Century Historical Year Amount
Alcan Historical Year Amount
Total

Percentage Reduction from Top of Bandwidth

Century Contract Amount
Alcan Contract Amount

Total

7,114,653

14,243,600

(7,128,947)

8,076,959
6,166,641

14,243,600

50%

4,034,427
3,080,226

A4A

7,114,653

Case No. 2011-00036
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Exhibit Wolfram-2
Reference Schedule 2.23
Sponsoring Witness: Hite

BIG RIVERS ELECTRIC CORPORATION
12 Months Ended October 31, 2010

Promotional / Institutional Advertising, Lobbying,
Donations and Economic Development

Proforma Year 0
Historical Year 507,216
Proforma Adjustment (507,216)

Description: To remove all promotional/institutional advertising expenses,
political/lobbying expenses, donations, penalties and economic development
expenses from the test year.

Case No. 2011-00036
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Exhibit Wolfram-2
Reference Schedule 2.24
Sponsoring Witness: Hite

BIG RIVERS ELECTRIC CORPORATION
12 Months Ended October 31, 2010

Income Taxes

1 Proforma Year 885
2 Historical Year (182,199)
3 Proforma Adjustment 183,084

Description: To remove all but $885 for minimal tax payments to several
states. While Big Rivers, a non-exempt cooperative, anticipates having no
federal tax liability for 2012, it will continue fo make several state tax filings
and incur minimal state income tax in connection with its ACES Power
Marketing membership.
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Exhibit Wolfram-2
Reference Schedule 2.25
Sponsoring Witness: Blackburn

BIG RIVERS ELECTRIC CORPORATION
12 Months Ended October 31, 2010

Outside / Professional Services

1 Proforma Year 1,712,026
2 Historical Year 2.712.026
3 Proforma Adjustment (1,000,000)

Case No. 2011-00036
Exhibit Wolfram-2
Page 29 of 30



Exhibit Wolfram-2
Reference Schedule 2.26
Sponsoring Witness: Blackburn

BIG RIVERS ELECTRIC CORPORATION
12 Months Ended October 31, 2010

Enerqy Efficiency Programs

1 Proforma Year 1,000,000
2 Historical Year 0
3 Proforma Adjustment 1,000,000
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I1.

DIRECT TESTIMONY
OF
ROBERT W. BERRY

INTRODUCTION

Please state your name, business address, and position.

My name is Robert W. Berry. I am employed by Big Rivers Electric Corporation (“Big
Rivers™), 201 Third Street, Henderson Kentucky, 42420 as its Vice President of
Production. I have held this position since July 2009 upon the closing of the
transaction that unwound Big Rivers’ 1998 lease with E.ON U.S., LLC and its affiliates
(the “Unwind Transaction™), described in Case No. 2007-00455. Prior to the closing 6f
the Unwind Transaction, I was employed by Western Kentupky Energy for 11 years
beginning as a Maintenance Manager in 1998. 1 held the position of Plant Manager of
the Coleman Generating Station from 2000 until 2003 at which time [ became the Plant
Manager of the Sebree Generating Station. Altogether, I have over 30 years of
experience in this system, having worked for both Big Rivers and Western Kentucky
Energy.

Have you previously testified before this Commission?

Yes, 1 testified on behalf of Big Rivers in the Unwind proceeding, Case No. 2007-
00455.

PURPOSE OF TESTIMONY

What is the purpose of your testimony?

Case No. 2011-00036
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I11.

The purpose of my testimony is to (i) describe Big Rivers generating system and the
performance of the generating units, and (ii) support certain Pro Forma Adjustments to
Test Year Revenues or Expenses.

Please summarize your testimony.

While the reliability of the Big Rivers generating facilities has been excellent, it is
imperative that Big Rivers perform adequate maintenance on the units. During the test
year, Big Rivers was required to defer maintenance projects and reduce maintenance
expenses to meet the financial covenants in its loan documents. While the level of
spending on maintenance during the test year was adequate on a short-term basis, it is
imprudent on a longer-term basis. Big Rivers must return to a sustainable level of
maintenance expenditures; otherwise, plant reliability will suffer, increasing forced
outages, repair costs, and purchase power expenses. We are requesting pro forma
adjustments in this proceeding to provide for the inclusion of a prudent level of
maintenance costs. However, even if Big Rivers receives the full amount of the
requested adjustments relating to maintenance costs, if it does not receive the full rate
increase it is seeking, the only option available to Big Rivers to meet the required
margin for interest ratio (“MFIR”) and maintain credit ratings as required in its long-
term debt agreements would be to reduce expenses, including plant maintenance, which

would have an adverse impact on reliability and ultimately increase costs to Big Rivers.

PLANT PERFORMANCE

Please describe Big Rivers’ production resources.

Big Rivers currently owns and operates 1,444 MW of generating capacity in four

stations: (i) Kenneth W. Coleman (443 MW) in Hawesville, KY; (ii) Robert A. Reid

(130 MW) in Robards, KY; (iii) Robert D. Green (454 MW) in Robards, KY; and (iv)
Case No. 2011-00036
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D. B. Wilson (417 MW) in Centertown, KY. An additional 385 MW are available
from Henderson Municipal Power and Light ("HMP&L™) (207 MW) and from the
Southeastern Power Administration ("SEPA™) (178 MW), for a total capacity
availability of 1,829 MW,
Has the HMP&L capacity amount changed since Big Rivers produced its 2009
Annual Report? ‘
Yes. Inthe 2009 Annual Report that is provided in Tab 36 pursuant to 807 KAR 5:001
Section 10(6)(q), the Big Rivers share of the Station Two capacity was 212 MW. In the
2011 Integrated Resource Plan ("IRP") filed on November 12, 2010, Big Rivers noted
that it has rights to 207 MW of HMP&L's William L. Newman Station Two facility
("HMP&IL Station Two"). HMP&L has the contractual right to increase or decrease its
capacity reservation from HMP&L Station Two by up to 5 MW each year. For 2010,
HMP&L exercised that right, reducing Big Rivers' share of HMP&L Station Two from
212 MW to 207 MW,
Please describe the overall reliability of the Big Rivers generation system during
the twelve months ended October 31, 2010.
Overall, the Big Rivers generating fleet was very reliable during the 12-month test
period and indeed since the closing of the Unwind Transaction in July 2009. This
validates Big Rivers’ assessment of the condition of the generating units at the closing
of the Unwind Transaction. However, if Big Rivers is unable, because of its financial
condition, to perform adequate maintenance on the units, the reliability of the units will
suffer.
How does Big Rivers benchmark the reliability of its generation performance
relative to others in the industry?
A commonly used industry standard for measuring the reliability of coal-fired
generating units is the weighted average Equivalent Forced Outage Rate ("EFOR").
Case No. 2011-00036
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Big Rivers determines EFOR for its generation system using the North American
Electric Reliability Council’s (“NERC”) Generator Availability Data System
(“GADS”), and can compare its EFOR against that of other utilities. Big Rivers can
also rely on Equivalent Availability Factor (“EAF”) and Net Capacity Factor (“NCF”)
for making comparisons to other utilities in the industry.

How does Big Rivers' generation reliability compare to others on EFOR, EAF and
NCEF?

Big Rivers uses Navigant Consulting’s “Generation Knowledge Service” to compare its
plant reliability to similar units across the region. In a benchmarking study completed
in January 2011, for the period beginning January 2007 through September 2010, the
performance statistics for Big Rivers’ units were better than the median for the ninety
nine (99) units in the peer group. For the comparative period, the performance metrics

for Big Rivers’ units compared to the peer group median are as follows:

Big Rivers Units Peer Group Median
EFOR 4.37% EFOR 6.47% (lower is better)
EAF 89.02% EAF 86.65% (higher is better)
NCF 81.05% NCF 70.57%

Thus, as this NERC GADS data demonstrates, Big Rivers’ generation reliability
compares quite favorably to others in the industry.

Did Big Rivers experience any important planned or unplanned outages at
particular generating plants during the test year?

Yes. During the test year, Big Rivers experienced important planned outages on the
Wilson Station Unit, HMP&L Station Two Unit 2, and Coleman Station Unit 2. The
Wilson outage began on October 3, 2009 and the test year began on November 1, 2009;
therefore, not all of the planned outage expenses for the Wilson outage were captured

during the test year.
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Please describe the outage at the Wilson Station Unit.

The Wilson Unit outage began on October 3, 2009 and continued into the test year,
ending on December 3, 2009, During the outage, Big Rivers completed a
turbine/generator inspection and overhaul, conducted a boiler inspection and repair,
replaced “B” platen superheater, performed select high energy piping and header
inspections, replaced two catalyst layers in the SCR, performed a major refurbishment
of the FGD, replaced the scrubber outlet duct, and made repairs to the chimney.
Please describe the outage at HMP&L Station Two Unit 2.

The HMP&L Station Two Unit 2 outage began on April 2, 2010 and continued through
April 23, 2010. During the outage, Big Rivers completed boiler inspection and repairs,
performed select high energy piping and header inspections, replaced fill in the cooling
tower, made miscellaneous pump, valve, and piping repairs, and repaired various air
and gas ducts.

Please describe the outage at the Coleman Station Unit 2.

The Coleman Station Unit 2 outage began on October 2, 2010 and was completed on
October 30, 2010. During the outage, Big Rivers completed a turbine valve inspection
and overhaul, conducted a boiler inspection and repairs, performed select high energy
piping and header inspections, made miscellaneous pump, valve and piping repairs,
made repairs to the FGD and booster fan, and repaired various air and gas ducts.
Were there any other significant generation outages, either planned or
unplanned?

No. During the test year, there were several unplanned outages within Big Rivers'
generating fleet; however, none were significant.

How do the costs of generation unit outages during the test year compare to

historical and anticipated future levels?
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During the test period, Big Rivers' planned outage expenses were lower than both
historical and forecast levels of planned outage expenses. The lower than normal
outage expense during the test year is a result of Big Rivers deferring scheduled
outages so that the Company could achieve at least the 1.10 MFIR required by its loan
covenants. Please refer to Mr. C. William Blackburn’s testimony for a more detailed
explanation of the loan covenant requirements. The historical five-year outage expense
(2006-2010) is $14 million per year compared to the $11.7 million experienced during
the test year.
Did Big Rivers defer any significant planned unit outages during the test year?
Yes. In 2010, Big Rivers deferred $3.1 million of scheduled outages, including
maintenance on its Green Station Unit 1. As a result of Big Rivers deferring
maintenance that was initially planned to occur in 2010 to 2011, it became necessary
for Big Rivers to also defer $12.4 million of scheduled outages initially planned for
2011 so that the scheduled outages deferred from 2010 could be performed in 2011 and
Big Rivers could still achieve the MFIR necessary to meet its loan covenants.
Why did Big Rivers defer maintenance outages during this timeframe?
Due to the depressed economy during this period, load demand on the Big Rivers
system was down, off system sales volumes were low and market prices were down.
Big Rivers deferred maintenance activities during this time period in order to reduce
expenses and meet its loan covenants.
Since the Big Rivers generation system performed so well during the test year, can
Big Rivers continue with test year levels for scheduled outages and maintenance
activities?
No. As shown on Exhibit Berry-1, experience has confirmed the EFOR achieved in
any one year is a direct result of the planned maintenance activity performed in the
previous years. Thus, although the generating units performed well during 2010, that
Case No. 2011-00036
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was a direct result of the planned outages that were performed in 2008 and 2009, not
the level of planned outages in 2010. The optimal number of annual planned outage
hours for the Big Rivers generating system is between 3,500 hours and 4,000 hours per
year. Big Rivers’ five-year (2005-2009) historical average of annual planned outages is
approximately 3,718 hours. The planned outage hours in 2010 and 2011 were 1,485
hours and 2,016 hours respectively, both significantly below the optimal and historical
annual averages.

During the Unwind proceeding, Case No. 2007-00455, both the Kentucky
Public Service Commission and the Attorney General raised concerns regarding the
condition of the Big Rivers generating units and the need to have well-maintained
plants. During that case, [ testified before the Commission on behalf of Big Rivers
confirming the units were in good condition and that there was enough money budgeted
in the Unwind financial model to maintain the units to acceptable industry standards.
Unfortunately, due to the depressed economy Big Rivers has been forced to deviate
from those plans in order to meet its loan covenants and maintain its credit rating. In
2010 and 2011 combined, Big Rivers has deferred approximately $15.5 million in
O&M expense and $18.8 million in capital expense. If Big Rivers continues with test-
year levels for scheduled outages and maintenance activities, the condition of the
generating units will deteriorate, Big Rivers will experience increased forced outages,
repair costs will increase since they will be done more on an emergency basis than on a
planned bases, and since forced outages cannot be planned to take advantage of market
conditions, Big Rivers’ purchased power costs will increase and its ability to generate
off system sales will decrease, which will be devastating to Big Rivers’ financial

condition since Big Rivers’ margins are derived almost exclusively from its off-system
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sales. Thus, if Big Rivers continues to defer maintenance activities, Big Rivers’ ability
to provide safe, reliable and economic power to its members will be compromised.

Does Big Rivers have plans for any significant planned maintenance outages at its
generating plants in the near future?

Yes. Over the next two years, Big Rivers plans to perform maintenance on several
units, due in part to the outage deferrals in 2010 and 2011, and to return the
maintenance activities to the recommended optimal maintenance schedule. In 2011,
Big Rivers plans to perform significant maintenance outages on HMP&L Station Two
Unit 1 and Green Station Unit 1. Plans also include less significant outages on the
Wilson Unit and Green Station Unit 2. For 2012, Big Rivers plans to have significant
outages on the Wilson Unit, HMP&L Station Two Unit 2, Green Station Unit 2,
Coleman Station Units 1 and 3, and Reid Station Units 1 and 2. Maintenance on these
units over the next two years is needed in order to provide continued safe and reliable
operation of the facilities.

Is it possible to shift some of the expenses in 2012 to levelize the spending?

No. Big Rivers is requesting the rate increase to take effect on September 1, 2011;
therefore, if Big Rivers were to pull some of the 2012 projects into 2011, it would not
achieve the MFIR necessary to meet its loan covenants. The planned outages
scheduled in 2012 are primarily the planned outages that were deferred in 2010 and
2011; therefore, deferring them any further would not be prudent. Four of the six
generating units that have planned outages scheduled in 2012 will have operated
between 38 and 50 months since its last significant planned outage.

What steps is Big Rivers taking to ensure the reliable, safe and economic operation
of its generation facilities on a prospective basis?

Outage planning is an important part of Big Rivers' reliability strategy. As was

described in the Unwind Proceeding, Big Rivers’ normal planned outage intervals are
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IV.

every three years for the Coleman units and every two years for its other units.
Planners at each station use Big Rivers’ outage planning process manual to ensure
optimum results from unit down time. Big Rivers anticipates nearly 7,500 hours of
outage maintenance at an estimated cost of approximately $32 million over the next
two years. By the end of 2012, the maintenance work that was deferred during 2010
and 2011 will be completed. Big Rivers also expects to spend more than $200 million
in asset replacement and capital improvements over the next four years to enhance the
reliability and efficiency of its power plants. These actions are necessary for Big
Rivers to continue its trend of reliable, safe and economic generation portfolio

performance.

PRO FORMA ADJUSTMENTS

Are you sponsoring any Pro Forma Adjustments to Test Year Revenues and
Expenses?
Yes. 1am sponsoring a Pro Forma Adjustment to Test Year Expenses for certain
Planned Outage expense and Non-Outage O&M expense. In 2010 and 2011, Big
Rivers was forced to defer certain maintenance expenses in order to achieve the MFIR
needed to meet its loan covenants. These Pro Forma Adjustments are necessary to
allow Big Rivers to continue to operate the power plants in a safe, reliable and efficient
maner.
Please describe the Pro Forma Adjustments for both the Planned Outage Expense
and the Non-Outage O&M Expense.
Attached to my testimony is Exhibit Berry-2 which identifies the Planned Outage Pro
Forma Adjustments and Exhibit Berry-3 which identifies the Non-Outage O&M Pro
Forma Adjustments. The Non-Outage O&M Pro Forma includes but is not limited to
Case No. 2011-00036
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IX.

items such as drying agent for wet fuel, fuel sampling, barge cargo box and walkway
cleaning, stack band replacements at Wilson Station, coal conveyor maintenance at
Coleman Station that was deferred in 2010, ash pond dredging at Coleman Station and
additional mill overhauls at all plants. Please refer to Exhibit Berry-3 for a
comprehensive list of the non-outage pro forma adjustments.

What are the consequences if Big Rivers is not granted these Pro Forma
adjustments?

Big Rivers is only requesting the funds necessary to operate the generating plants in a
safe and reliable manner; therefore, if any of these Pro Forma Adjustments are not
granted then Big Rivers’ only option is to continue to reduce the maintenance activities
at the generating stations. The reductions in maintenance activities would be necessary
to reduce the maintenance expenses so that Big Rivers can achieve the MFIR necessary
to meet its loan covenants. Please refer to Mr. Blackburn’s testimony for a more
detailed explanation of the loan covenant requirements. Continuing to reduce
maintenance activities at the generating stations will create a series of issues including
but not limited to poor plant reliability due to increased equipment failure, increased
purchase power expense due to poor plant reliability, increased repair cost due to
repairs being performed on an emergency, piecemeal basis rather than a planned basis

and an overall reduction in the value of the assets.

CONCLUSION

Do you have any closing comments?

Yes. Even with all of the proposed production-related pro-forma adjustments, the

average annual maintenance expense included in Big Rivers’ current 2011-2014

Production Business Plan is approximately $2.3 million less than the average annual
Case No. 2011-00036
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maintenance expense that was included in the financial model filed with the Kentucky
Public Service Commission in the Unwind proceeding, Case No. 2007-00455. This
reduction in expenses is a result of deferring outages and increasing the outage cycle
times. Big Rivers needs the full amount of the requested pro-forma production
expenses to operate and maintain its plants prudently in the future and to maintain the
value of the generating assets.

Does this conclude your testimony?

Yes, this concludes my testimony.
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Big Rivers Electric Corporation

Case No. 2011-00036
Relationship of Planned Outage Hours to Equivalent Forced Outage Rate

~—— Higher Planned Outage

Lower Planned Outage Hours Equates to Lower
Hours Equates to Higher EFOR Rate in

8.0 - EFOR in Subsequent Subsequent Year - 6,000
year /

5,500

5,000

4,500

4,000

3,500

3,000

2,500

2,000

1,500

1,000

500

IR .-.

Y

Y

R Y

T T i T 0
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

H Actual Outage Hours Planned Outage Hours == EFOR J

Case No. 2011-00036
Exhibit Berry-1
Page1of1

Outage Hours



Big Rivers Electric Corporation

Case No. 2011-00036
Planned Outage Expenses

Description: During the historical test period, Big Rivers incurred $11,710,548 in planned outage expenses. The planned
outage expenses during this period was lower than historical and planned spending over the next four years. The pro forma
adjustment of $2,726,965 serves to normalize the expenses associated with planned outage expense.

NN NN NN @ @ D e el el -
M RO A OO NN, @XNOO AWM=

Account Test Year 2011 2012 2013 2014 Average
11,710,548 11,710,548 11,710,548 11,710,548 11,710,548 11,710,548
502 {30,502) 9,498 (30,502) (30,502) (20,502)
506 (3,390) (3,390) (3,390) (3,390) (3,390)
511 173,820 1,268,669 149,783 1,265,195 714,367
512 430,355 6,773,947 2,087,264 3,876,312 3,291,970
513 (2,707,793) (460,295) (1,834,932) {1,365,923) (1,592,236)
514 166,073 655,181 102,383 707,286 407,731
553 354,100 1,200,000 - - 388,525
555 (577,158) 1,200,527 (1,136,846) (1,324,519) (459,499)
{2,194,496) 10,644,137 (666,240) 3,124,458 2,726,965
9,516,052 22,354,685 11,044,308 14,835,006 14,437,513
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Big Rivers Electric Corporation
Case No. 2011-00036
Non-Outage Operations and Maintenance Expenses

Description: During the historical test period, Big Rivers incurred $33,216,868 in non-outage O&M expenses. The non-outage O&M expenses during this period was lower than the planned spending

over the next four years. The pro forma adjustment of $5,660,678 serves to normalize the expenses associated with non-outage O&M.

Wilson Station
Non-Outage Task Description Account Test Year 2011 2012 2013 2014 Adjustment

Test Year - Non-Outage 9,218,989 9,218,989 9,218,989 9,218,989 9,218,989 9,218,989
Adjustments:
inflation adjustment (Test Year to current) 230,475 466,711 714,616 980,385 598,047
Mili Overhauls 512 277,000 - 295,000 - 143,000
Cooling Tower Structurai Repairs 513 255,000 - - - 63,750
County Water Study 511 - 72,100 - 77,235 37,334
Plant Road Repairs (Blacktop) 511 - 100,000 50,000 51,750 50,438
Coal Handling Enirance & Road Repair 511 - - 69,664 - 17.416
Structural Painting 511 - 43,900 45,437 46,015 33,838
Barge Walkway Cleaning 501 33,000 33,000 33,000 67,000 41,500
Barge Cargo Box Cleaning 501 75,000 - - - 18,750
Stack Band Replacement 512 350,000 360,000 - 240,000 237,500
Ammonia Tank and Safety Valve Inspection 512 - - 95,000 - 23,750
River Dredging 501 - - - 165,000 41,250
S03 Mara Testing 506 - - 30,000 - 7,500
Centac Overhaul 512 - 124,000 117,000 121,000 90,500
Recycle Pump Overhauls 512 39,000 41,000 168,000 174,000 105,500
Site Storm Drainage Sump Cleaning 511 - - - 50,000 12,500
Neuco Maintenance Contract 506 40,000 40,000 40,000 40,000 40,000
Barge Unloader Bucket Rebuild 512 80,000 - 80,000 - 40,000
Coal Conveyor Cover Replacements 512 29,000 30,000 30,000 31,000 30,000
Air Heater Wash Impoundment Pond Treatment 506 - 27,000 30,0600 30,000 21,750
Nuclear Recording & Indicating devices (disposal & repair) 506 40,000 62,000 40,000 40,000 45,500
Misc. adjustments to Non-outage 512 (23,733) 48,612 (28.071) 37.993 8,700

Total Adjustments 1,424,742 1,448,323 1,809,646 2,151,378 1,708,522
Total Wilson Non-Outage Adjusted 10,643,731 10,667,312 11,028,635 11,370,367 10,927,511

0 ) (0) 0
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Big Rivers Electric Corporation
Case No. 2011-00036
Non-Outage Operations and Maintenance Expenses

Description: During the historical test period, Big Rivers incurred $33,216.868 in non-outage O&M expenses. The non-outage O&M expenses during this period was lower than the planned spending

over the next four years. The pro forma adjustment of $5,660,678 serves to normalize the expenses associated with non-outage O&M.

Coleman Station

Non-Outage Task Description Account Test Year 2011 2012 2013 2014 Adjustment

Test Year - Non-Outage 8,439,959 8,439,959 8,439,959 8,439,959 8,439,959 8,439,859
Adjustments:

Inflation adjustment (Test Year to current) 210,899 427273 654,229 897,540 547,510
Mill Overhauls 512 175,000 - {175,000) 350,000 87,500
Bar Screen Inspections & Repairs 513 40,660 - - - 10,165
Electrical Distribution Maintenance 513 - - - 94,864 23,716
Deferred Conveyor Maintenance 511 526,440 521,440 521,440 521,440 522,690
Deferred Structures and Life Assessment Inspections 511 278,830 290,000 290,000 290,000 287,208
Plant Lighting 511 - - - 60,000 15,000
Barge Walkway Cleaning 501 35,000 35,000 35,000 35,000 35,000
Dozers or Loaders engine & transmission 501 177,917 - - 66,833 61,188
Dry Dock Tug Boat 501 - 139,536 - - 34,884
Unplanned outages, soot blowers, and gas leaks (no planned outage in 2011) 512 247,950 - - - 61,988
Ash Pond Dredging 512 296,222 292,497 341,218 423,956 338473
FGD Maintenance 512 75,365 75,365 75,365 75,365 75.365
ROFA fan exp joints & boiler port repairs 512 111,847 73,957 73,957 73,957 83,430
Circulating Water & Intake (2012 has two outages - less money in routine) 513 180,153 - 134,562 177,323 123,010
Misc 514 10,054 31,198 (149,642) 27,098 (20,323)

Totai Adjustments 2,366,437 1,886,266 1,801,129 3,093,376 2,286,802

Total Coleman Non-Outage Adjusted 10,806,386 10,326,225 10,241,088 11,533,335 10,726,761
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Big Rivers Electric Corporation

Case No. 2011-00036

Non-Outage Operations and Maintenance Expenses

Description: During the historical test period, Big Rivers incurred $33,216,868 in non-outage O&M expenses. The non-outage O&M expenses during this period was lower than the planned spending

over the next four years. The pro forma adjustment of $5,660,678 serves to normalize the expenses associated with non-outage O&M.

Green Station
Non-OQutage Task Description Account 2011 2012 2013 2014 Adjustment

Test Year - Non-Outage 9,778,938 9,778,938 9,778,938 9,778,938 9,778,938
Adjustments:
Inflation adjustment (Test Year to current) 244 473 495,059 758,020 1,039,933 634,371
Barge Cleaning / Fuel Sample Analysis 501 93,000 93.000 93,000 93,000 93,000
Fire Water Line Repairs 511 90,200 90,200 90,200 96,000 91,650
Plant Road Repairs 511 (225,000) (200,000) (200,000) (100,000) (181,250)
FGD Grating Repairs 512 (350,000) {350,000) (350,000) (350,000) (350,000)
Qverhaui IU Conveyor Frames 512 {115,000) {115,000) (115,000) (113,000) (114,500)
BFP Overhaul Schedule - 2 pumps per yr. 512 - 194,000 194,000 199,000 146,750
Replace 690 Tiger Transfer Case and Tires 501 - - - 101,650 25,413
D9T (Engine, Transmission, Torque and Radiator) 501 - - 114,000 - 28,500
Replace Cooling Tower Fan Blades and Hub Assembly 501 83,500 83,500 83,500 83,500 83,500
Misc 514 (61,647) 46,093 47,776 90,954 30,794

Total Adjustments (240,474) 336,852 715,496 1,141,037 488,228
Total Green Non-Outage Adjusted 9,538,464 10,115,790 10,494,434 10,919,975 10,267,166
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Big Rivers Electric Corporation
Case No. 2011-00036
Non-Outage Operations and Maintenance Expenses

Description: During the historical test period, Big Rivers incurred $33,216,868 in non-outage O&M expenses. The non-outage O&M expenses during this period was lower than the planned spending
over the next four years. The pro forma adjustment of $5,660,678 serves to normalize the expenses associated with non-outage O&M.

83 Reid/Station Two

84 Non-Outage Task Description Account Test Year 2011 2012 2013 2014 Adjustment

85  Test Year - Non-Outage 5,778,982 5,778,982 5,778,982 5,778,982 5,778,982 5,778,982
86

87  Adjustments:

88 Inflation adjustment {Test Year to current) 144,475 292,561 447,961 614,561 374,889
89

90

91  Drying Agent - HMPL 555(501) 212,054 203,554 195,154 186,754 199,379
92  Drying Agent - Reid 501 66,318 66,318 66,318 66,318 66,318
93  Fuel Sampling Analysis 555(501) 47,100 46,000 44,900 43,800 45,450
94  New D8N Engine, etc - HMPL 555(501) 45,655 - - - 11,414
95  New D8N Engine, etc - Green 501 66,434 - - - 16,608
g6  New D8N Engine, etc - Reid 501 9,511 - - - 2,378
97  HO - Clean & Paint Stack 555(512) 240,000 - - - 60,000
98  HO - Mass Flow/Screw Feeder Repair (H1B & H2A) 555(512) 99,500 94,700 - - 48,550
99  H1 - Rebuild D Circulating Water Pump 555(512) 82,900 - - - 20,725
100  HO - Vacuum All Units 555(502) 75,000 - - - 18,750
101 R1 - OH #3 Circ Riv Water Pump 512 - 360,000 - - 90,000
102 R1 - Major Conduit Repair 513 - 110,000 - - 27,500
103 R1 - Rebuild #1 Barge Unloader & 3C Reclaim Feeder 512 - 120,000 - - 30,000
104 H1 - OH"B" Ash Sluice Pump 555(512) 19,400 - - - 4,850
105 H1 - Rebuild H1C Scrubber Sump Pump 555(513) 7.800 - - - 1,950
106 H1 - Mass Flow Conveyor Foundation Repair 555(512) 10,000 - - - 2,500
107 H1 - High Energy Pipe Hanger Inspection & Mic 555(512) 9,700 - - - 2,425
108 H- Rebuild 2B Conveyor Telescopic Chute 556(512) - 46,014 - - 11,503
109 H - Rebuild 3A Reclaim Feeder 555(512) - 20.110 - - 5,028
110  H - Barge Mooring Cell inspection & Repair 555(512) - 40,221 - - 10,055
111 H-"B" Elliot Air Compressor 5-Year Inspection 555(512) - 18,786 - - 4,697
112 H - Barge Unlcader OEM Inspection 555(512) - 14,400 - - 3,600
113  H - Barge Unloader OEM Repairs 555(512) - 34,510 - - 8,628
114 H - Rebuild #1 Conveyor Load Zone 555(512) - 26,400 - - 6.600
115  H - Rebuild #1 Conveyor Outlet Coal Chute 555(512) - 25,903 - - 6,476
116 H - Rebuild 4A & 4B Conveyor Outlet Chutes 555(512) - - 25,241 - 6,310
117  H - Recondition Genie Manlift 555(514) - - 9,021 - 2,255
118 H - "A" Elliot Air Compressor 5-Year Inspection 555(512) - - 18,372 - 4,593
119  H - Mooring Cell Repairs 555(512) - - - 94,014 23,503

Case No. 2011-00036
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Big Rivers Electric Corporation

Case No. 2011-00036

Non-Outage Operations and Maintenance Expenses

Description: During the historical test period, Big Rivers incurred $33,216,868 in non-outage O&M expenses. The non-outage O&M expenses during this period was lower than the pfanned spending
over the next four years. The pro forma adjustment of $5,660,678 serves to normalize the expenses associated with non-outage O&M.

Reid/Station Two
Non-Outage Task Description Account Test Year 2011 2012 2013 2014 Adjustment

R - Rebuild 2B Conveyor Telescopic Chute 512 - 9,586 - - 2,397
R - Rebuild 3A Reclaim Feeder 512 - 4,190 - - 1,047
R - Barge Mooring Cell Inspection & Repair 512 - 8,379 - - 2,095
R - "B" Elliot Air Compressor 5-Year Inspection 512 - 3,914 - - 978
R - Barge Unloader OEM Inspection 512 - 3,000 - - 750
R - Barge Unloader OEM Repairs 512 - 7,190 - - 1,797
R - Rebuild #1 Conveyor Load Zone 512 - 5,500 - - 1,375
R - Rebuild #1 Conveyor Outlet Coal Chute 512 - 5,397 - - 1,348
R - Rebuild 4A & 4B Conveyor Quilet Chutes 512 - - 5,259 - 1,315
R - Recondition Genie Man lift 514 - - 1.879 - 470
R - "A" Elliot Air Compressor 5-Year Inspection 512 - - 3,828 - 957
R - Mooring Celi Repairs 512 - - - 19,586 4,897
R1 - Boiler Feed Pump OH (A & B) 512 120,000 - - - 30,000
R1 - Inspect Boiler Vent and Drains 512 23,000 - - - 5,750
R1 - Condenser Wash 513 11,000 - - - 2,750
R1 - Combustion Air Flow Study 512 31,000 - - - 7,750
R1 - Crusher Overhaul 514 28,000 - - - 7,000
R1 - Inspect Main Steam Piping 512 55,000 - - - 13,750
R1 - Stack Inspection 512 25,000 - - - 6,250
R1-"A" & "B" Condensate Pump Overhaul 513 31,000 - - 31,000 15,500
R1 - Feedwater Heater Isolation Valve Reseat 512 23,000 - - 23,000 11,500
R1 - FD & PA Fans Inlet Vanes Rebuild 512 30,000 - - 30,000 15,000
R1 - Precipitator Hopper Inspection/Repair 512 - - - 27,000 6,750
R1 - A & B Rating Dampers Inspection/Repair 512 - - - 28,000 7,000
R1 - A & B Mill Classifier Rebuild 512 - - - 34,000 8,500
H2 - "B" Circ Water Pump (Cooling Tower) 555(512) - 88,400 (157,300) (157,300) (56,550)
H - Mooring Cell Repairs 555(511) - - - 94,014 23,503
R - Mooring Cell Repairs 511 - - - 19,586 4,897
H2 - OH "B" Auxiliary Circulating Water Pump 555(512) 10,000 - - - 2,500
H2 - Rebuild C/T "B" Makeup Pump 555(512) 21,000 - - - 5,250
H - Concrete Support Column (2B Conveyor) 555(511) - 73,241 - - 18,310
R - Concrete Support Column (2B Conveyor) 511 - 15,259 - - 3,815
Misc 555(514) (2.848) 45,617 (399,162) (37.432) (98,456)

Total Adjustments 1,543,010 1,791,162 263,484 1,118,915 1,179,143
Total Reid/Station Il Non-Outage Adjusted 7,321,991 7,570,144 6,042,466 6,897,897 6,958,125
Total Big Rivers Non-Outage Adjusted 38,879,559
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DIRECT TESTIMONY
OF
DAVID G. CROCKETT

INTRODUCTION

Please state your name, business address, and position.

My name is David G. Crockett. I am employed by Big Rivers Electric Corporation
(“Big Rivers”), 201 Third Street, Henderson Kentucky, 42420, as its Vice President,
System Operations. I have held this position since January 2006. Prior to 2006 I held
several positions in the Engineering Department and in 1998 assumed responsibility for
the Energy Control Department as Manager over both areas. Altogether I have been
employed by Big Rivers for a total of 38 years. I am a registered Professional Engineer
in Kentucky. I graduated in 1972 from the University of Kentucky with a Bachélor of
Science degree in Electrical Engineering.

Have you previously testified before this Commission?

Yes. I have testified before this Commission in transmission system-related cases.
Most recently I testified in Case No. 2010-00043, In the Matter of Application of Big
Rivers Electric Corporation for Approval to Transfer Functional Control of its

Transmission System to Midwest Independent Transmission System Operator, Inc.

PURPOSE OF TESTIMONY

What is the purpose of your testimony?
The purpose of my testimony is to (i) describe Big Rivers' experience to date with its
status as a transmission-owning member of the Midwest Independent Transmission

System Operator, Inc. ("Midwest ISO") which commenced on December 1, 2010; (ii)
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provide the latest information on potential Midwest ISO cost projections; and (iii)

describe the status of the Phase 2 Transmission Projects.

MIDWEST ISO EXPERIENCE

Is Big Rivers now a transmission-owning member of the Midwest ISO?

Yes. Pursuant to the Commission's Order in 2010-00043, In the Matter of Application
of Big Rivers Electric Corporation for Approval to Transfer Functional Control of its
Transmission System to Midwest Independent Transmission System Operator, Inc., and
pursuant to the Orders of the Federal Energy Regulatory Commission ("FERC") in
Docket Nos. ER10-1024-000, ER11-15-000 and ER11-16-000, Big Rivers became a
transmission-owning member of the Midwest ISO effective December 1, 2010.

Have the conditions that caused Big Rivers to seek approval for transferring
functional control of its transmission system to the Midwest ISO changed since the
Commission approved Big Rivers' request to join the Midwest ISO?

No. The conditions described by Big Rivers in Case No. 2010-00043 are essentially
unchanged. Joining the Midwest ISO was the least-cost means available to enable Big
Rivers to satisfy its Contingency Reserve obligations and avoid potential penalties for
non-compliance from the North American Electric Reliability Corporation (“NERC”)
and the SERC Reliability Corporation (“SERC”). Big Rivers is now satisfying those
obligations by virtue of its membership in the Midwest ISO and its access to the
Midwest ISO Open Access Transmission, Energy and Operating Reserves Tariff
(“Midwest ISO Tariff”) under which Contingency Reserve service is provided.

Did the integration of Big Rivers into the Midwest ISO significantly affect the

business activities of Big Rivers?

Case No. 2011-00036
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Yes. When the integration into the Midwest ISO took place, Big Rivers began to take
service under the FERC-approved Midwest ISO Tariff. Several functional areas of Big
Rivers were affected by the integration into the Midwest ISO by virtue of the Midwest
ISO Tariff. These include the transmission operations, transmission planning, energy
services and production areas.
How did the integration into the Midwest ISO affect the transmission operations
area?
When the integration into the Midwest ISO took place, the Midwest ISO took over
certain responsibilities that were handled by Big Rivers prior to the integration. The
Midwest ISO assumed responsibility for the functional control of the Big Rivers
transmission system. This includes the activities associated with providing basic
transmission service to wholesale transmission customers, including tariff
administration, Open Access Same-Time Information System (“OASIS”) management,
and the provision of ancillary services (e.g. scheduling and dispatch, load following,
reactive power support, energy imbalance, and reserves). In this sense the Midwest
ISO took over some of the duties that were performed by Big Rivers’ transmission
operations staff before the integration.
How did the integration into the Midwest ISO affect the transmission planning
area?
Before the integration into the Midwest ISO, transmission planning functions were
focused primarily on the Big Rivers system and its interconnections with adjacent
transmission systems. Since the integration into the Midwest ISO, transmission
planning functions have shifted to focus on collaborating with the Midwest ISO staff
for coordination of the Big Rivers transmission plans with those of the entire
transmission system under the Midwest ISO’s functional control. Big Rivers now
provides data to the Midwest ISO staff and participates in the Midwest ISO

Case No. 2011-00036

Exhibit 53
Page 5 of 11



10
11
12

14
15
16
17
18
19
20
21
22
23
24
25
26

Transmission Expansion Planning ("MTEP") process. The MTEP process is a
transmission planning process established by the Midwest ISO and its Board of
Directors. The aim of the process is to improve and guide transmission investment in
the region, reflecting a fully integrated view of project value inclusive of reliability,
market efficiency, public policy, and other value drivers across all planning horizons.
By participating in the MTEP process, Big Rivers’ transmission planners now
collaborate with the Midwest ISO system planning staff oﬁ developing transmission
expansion plans for the entire Midwest ISO region, along with plans for necessary
expansions of the Big Rivers system.
How did the integration into the Midwest ISO affect the Energy Services area?
The integration into the Midwest ISO caused the activities of the Energy Services
group to change. Amongﬁother activities, the Energy Services group manages load
forecasting, billing, and off-system sales. The integration into the Midwest ISO has
introduced new functions, including but not limited to, (i) providing bids and offers into
the Midwest ISO real-time, day-ahead and ancillary services markets, (ii) providing
resource adequacy information to the Midwest ISO, (iii) closely managing bills for
backup services for the Domtar Cogeneration facility and associated energy
imbalances, (iv) correctly capturing the Midwest ISO-related billing determinants
associated with surplus sales or backup energy for the Smelters, and (v) providing short
and long term load forecasts to the Midwest ISO, and other, more routine tasks.
How did the integration into the Midwest ISO affect the dispatch of generators in
the Big Rivers system?
The integration into the Midwest ISO caused the generation dispatch activities to
change also. The generating units are now included in the Midwest ISO regional
resource dispatch as part of the Midwest ISO Energy and Operating Reserves Market
pursuant to the Midwest ISO Tariff. Big Rivers relies on ACES Power Marketing
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("APM") for services related to the Midwest ISO market participation, as further
described in the Direct Testimony of Mr. John Wolfram.

Given all of the changes noted, how would you characterize the overall experience
of Big Rivers as a Midwest ISO member to date?

Because the integration took place so recently, at this time it is premature to make a
meaningful assessment of our Midwest ISO experience to date. As indicated above,
there are significant interﬂal process and functional adjustments underway to
accommodate the integration into the Midwest ISO. This was anticipated and is
progressing as our understanding of the day-to-day requirements of the Midwest ISO
membership increases. Big Rivers will further refine those adjustments as its

experience operating as a Midwest ISO member grows.

MIDWEST ISO COST PROJECTIONS

What cost does Big Rivers now incur as a result of its membership in the Midwest
ISO?
Big Rivers incurs several costs now that the integration into the Midwest ISO has taken

place. These include but are not limited to charges under the following schedules billed

by the Midwest ISO:
e Schedule 10 ISO Cost Recovery Adder
e Schedule 10 FERC FERC Annual Assessment Recovery
e Schedule 16 FTR Administrative Service Cost Recovery Adder
e Schedule 17 Energy Market Support Cost Recovery Adder
e Schedule 23 Recovery of Schedule 10 and Schedule 17 Costs from
Certain Grandfathered Agreements
e Schedule 24 Local Balancing Authority Cost Recovery
Case No. 2011-00036
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e Schedule 26 Network Upgrade Charge from Transmission Expansion
Plan

There are also charges associated with Revenue Sufficiency Guarantees ("RSG") and

Revenue Neutrality Uplifts ("RNU"). Prospectively, there may be additional charges

applicable to Big Rivers pursuant to the Midwest ISO Tariff that have not been incurred

to date.

Has the Midwest ISO projected costs for Big Rivers in 2011 and beyond?

Yes. The Midwest ISO has projected costs for Big Rivers for 2011 through 2014.

These costs for 2011 are incorporated into a pro forma adjustment to test year expenses

and are discussed in more detail in the testimony of Mr. John Wolfram.

Do the projected costs include costs associated with Schedule 267

No. However, Big Rivers will be subject to Schedule 26 charges for its share of

qualified transmission projects identified in the MTEP process.

What costs does Schedule 26 include?

Schedule 26 includes the properly allocated costs associated with reliability upgrades
(those network upgrades that are necessary to meet NERC reliability criteria during the
planning horizon) and economic upgrades (those network upgrades that are beneficial
to one or more market participants, but are not necessary to meet NERC reliability
criteria during the planning horizon) for projects that are approved and included in the
MTEP. Schedule 26 may also include the costs of any Multi-Value Projects ("M VPs")
pursuant to the Midwest ISO MVP Filing in FERC Docket No. EL10-1791—000, which
was approved by the FERC on December 16, 2010. MVPs are projects that enable the
reliable and economic delivery of energy in support of documented energy policy
mandates and address, through the development of a robust transmission system,

multiple reliability and/or economic issues affecting multiple transmission zones. As
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costs are incurred for any of these projects, Big Rivers may be allocated a share of the
costs via Schedule 26.

Are projects of the sort you described included in the most recently-approved
MTEP?

Yes. In August 2010, the Midwest ISO Board of Directors approved the 2010 Midwest
ISO Transmission Expansion Plan ("MTEP10"). The MTEP10 addressed the planning
horizon for 2011 through 2020. The plan included (i) the recommendation of 230 new
projects totaling $680 million; (ii) one MVP project totaling $510 million targeted at
integrating renewable energy; (iii) identification of a 2011 candidate MVP portfolio;
and (iv) various other findings on scenarios, cost allocation methodologies, assessments

and investigations. The full plan is available on the Midwest ISO website at

www.midwestiso.org/Library/Repository/Study/MTEP/MTEP10/MTEP10_final report 12072010.pdf

PHASE 2 TRANSMISSION PROJECTS

Did the Commission grant Big Rivers a Certificate of Public Convenience and
Necessity for the construction of a transmission line that, together with other
transmission system additions and improvements, are known now as the Phase 2
Transmission Projects, in Case No. 2007-00177?
Yes. Furthermore, in Appendix A Item 22 of Case No. 2007-00455 (the “Unwind
Proceeding”), Big Rivers committed to complete the construction of the Phase 2
Transmission Projects and to advise the Commission and the Attorney General's Office
on a timely basis of the date those transmission facilities become fully operational and
of any material events related to the Big Rivers transmission system that impact Big
Rivers' long-term ability to wheel excess power to its border for sale into other markets.
Please list the Phase 2 Transmission Projects.

Case No, 2011-00036
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The Phase 2 Transmission Projects are listed in Table 1.

Table 1. Phase 2 Transmission Project List

# Name

1 Reid to Daviess Co. 161kV Line Upgrade

Coleman EHV to Coleman 161kV Line #1 & #2 Upgrades

Coleman to Newtonville 161kV Line Upgrade

Wilson to New Hardinsburg/Paradise tap 161kV Line

Wilson 161kV Line Terminal

NN

Tap to Paradise 161kV Line Upgrade

Is Big Rivers continuing work on the projects?

Yes; some projects are complete and others are in progress.

Please describe the status of each project.

The status of each project is described in Table 2 below.

Table 2. Phase 2 Transmission Project Status

Start Target
Name Date End Date Status

Reid to Daviess Co. 161kV Line Upgrade 10/2007 1/2009 Complete
Coleman EHV to Coleman 161kV Line #1 & 12/2009 212010 Complete
#2 Upgrades

Coleman to Newtonville 161kV Line Upgrade | 11/2008 1/2010 Complete
Xrllleson to New Hardinsburg/Paradise 161kV 9/2008 12/2011 | In Progress
Wilson 161kV Line Terminal 11/2009 6/2011 In Progress
Tap to Paradise 161kV Line Upgrade 5/2010 1/2011 Complete

Case No. 2011-00036
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Does Big Rivers anticipate that all of the projects will be complete in 20117

Yes. On projects of this scale, it is expected that the duration of certain tasks in the
schedule will vary, but at this time we expect all of the Big Rivers system projects to be
completed during 2011. At this time, it is anticipated that the completion of certain
TVA system interconnection facility upgrades at Paradise associated with these Big
Rivers system improvements will extend beyond 2011. However, should one or both of
the Smelters close, Big Rivers will be able to opérate the system on a temporary basis
to achieve the desired power export capability until the TVA system improvements can

be completed.

CONCLUSION

Do you have any closing comments?

Yes. From a transmission standpoint, Big Rivers is meeting its obligations to provide
safe and reliable transmission service to its customers. Big Rivers is satisfying its
NERC reliability criteria and is adapting its business practices to conform to the on-
going requirements of its membership in the Midwest ISO. Big Rivers is also
satisfying its commitments to the Commission regarding the Phase 2 Transmission
Projects. These activities come at a cost. Base rate increases are simply necessary at
this time in order for Big Rivers to adequately recover its costs, including the costs I
refer to in my testimony. The rates proposed herein should be approved by the
Commission.

Does this conclude your testimony?

Yes, it does.
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DIRECT TESTIMONY

OF
TED J. KELLY

INTRODUCTION

Please state your name and business address.

Ted J. Kelly; 9400 Ward Parkway; Kansas City, Missouri 64114.

What is your occupation?

I am a Principal at the firm of Burns & McDonnell. I currently serve as a Senior
Project Manager and Principal in the company’s Business and Technology Services
Division.

How long have you been associated with the firm Burns & McDonnell?

I have been with the firm continuously since July 1998. Prior to that, I was employed
with another major consulting firm from January 1978 to July 1998. During the period
August 1981 to May 1983, I was a full time student at Indiana University.

What is your educational background?

I am a graduate of the University of Missouri at Rolla, with a Bachelor of Science
Degree in Economics and a minor in Engineering Management. I am also a graduate of
Indiana University with a Masters Degree in Business Administration in Utility
Regulation and Management.

What is your professional experience?

I have been responsible for numerous engagements involving electric, gas and other
utility services. Clients served include cooperative utilities, publicly owned utilities,
investor owned utilities, customers of such utilities, municipalities and regulatory
agencies. During the course of these engagements, I have been responsible for the

preparation and presentation of studies involving valuation, depreciation, cost of
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service, allocation, rate design, pricing, financial feasibility, cost of capital, and other
financial, economic and management issues.

What is the nature of the business of Burns & McDonnell?

Burns & McDonnell is a full-service engineering, architecture, construction,
environmental and consulting solutions firm. Our multi-disciplined staff of more than
3,000 employee-owners includes engineers, architects, construction experts, planners,
estimators, accountants, economists, technicians and scientists representing virtually all
design disciplines. Burns & McDonnell has provided comprehensive construction,
engineering, consulting and management services to utility, industrial and
governmental clients since 1898. The firm specializes in engineering, consulting and
construction associated with utility services including electric, gas, water, wastewater,
waste disposal, and telecommunications. Service engagements consist principally of
investigations and reports, design and construction, feasibility analyses, cost studies,
rate and financial reports, valuation and depreciation studies, reports on operations and
general consulting services. We plan, design, permit, construct and manage facilities
throughout the United States and numerous foreign countries.

For whom are you testifying in this proceeding?

I am testifying on behalf of Big Rivers Electric Corporation (“Big Rivers”).

Have you ever testified before this Commission or any other state or federal
regulatory agency?

I have not previously testified before the Kentucky Public Service Commission, but I
have testified before the Texas Public Utility Commission and the Kansas Corporation
Commission. In addition, I assisted in the preparation of testimony submitted to the
Wyoming Public Service Commission, the New York Public Service Commission, and

the Connecticut Department of Public Utility Control.
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III.

PURPOSE OF TESTIMONY

What is the purpose of your testimony in this proceeding?

I sponsor the Burns & McDonnell Report on the Comprehensive Depreciation Rate
Study (“the 2010 Depreciation Study”) prepared for Big Rivers. The Study was
performed for all of Big Rivers’ facilities accounted for in accordance with Rural
Utilities Service (“RUS”) Bulletin 1767B-1. The 2010 Depreciation Study is based on
historical plant records of Big Rivers as of April 30, 2010. It was initiated and
completed to meet the Commission’s mandate in Appendix A Item 12 of its Order of
March 6, 2009, in Case No. 2007-00455, that Big Rivers conduct a new depreciation
rate study as part of its submission in connection with its intent to file for a general

review of its operations and tariffs.

2010 DEPRECIATION STUDY

Did you prepare the Comprehensive Depreciation Rate Study (“the 2010
Depreciation Study”)?
The 2010 Depreciation Study was prepared under my supervision and direction.
What is your professional experience in the field of depreciation?
I have prepared and supervised the preparation of numerous depreciation rate studies
and useful life analyses for cooperative utilities and publically owned utilities.
When was the last depreciation rate study completed for Big Rivers?
The last depreciation rate study was completed for Big Rivers by Burns & McDonnell
in 1998.
What is depreciation?
The FERC Uniform System of Accounts defines depreciation as:
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The loss in service value not restored by current maintenance,
incurred in connection with the consumption or prospective
retirement of electric plant in the course of service from causes
which are known to be in current operation and against which the
utility is not protected by insurance. Among the causes considered
are wear and tear, decay, action of the elements, inadequacy,
changes in the art, and changes in demand and requirements of
public authorities.

A. Scope and Purpose

What was the scope and purpose of the current Study?

The current Study was conducted to analyze the service life characteristics, net salvage
indications, and depreciation reserve status based on historical data from Big Rivers’
Continuing Property Records (“CPR”) system data, and then to derive appropriate

depreciation rates for Big Rivers’ system plant in service.

B. Findings and Conclusions

What are your findings and conclusions?

Based on the results of the Burns & McDonnell analysis, we find that Big Rivers
should pursue approval and implementation of the proposed depreciation rates for each
RUS account as presented in the Study. These depreciation rates will result in an
increase in annual depreciation expense of approximately $4 million (11 percent) as

shown in Table 1 in Exhibit Kelly-1.

C. Study Approach
What was Burns & McDonnell’s overall approach to meeting the requirements of
the 2010 Depreciation Study?
First, Burns & McDonnell performed the following tasks:
1. Obtained information on the operating history, outages, operating expenses and
generation statistics for all of the generation assets;
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2. Obtained the property account records for all of Big Rivers’ generation,
transmission and general plant assets detailing original property cost, accumulated
depreciation, additions and retirements;

3. Gathered data and information related to current staffing, maintenance procedures,
scheduled maintenance, capital expenditures, and capital projects for generation,
transmission and general plant assets;

4. Reviewed the data and information provided; and

5. Compared the performance statistics of Big Rivers’ generation units to industry
standards.

What was the next major step in your approach?

Next, Burns & McDonnell completed physical site inspections of the generation and

transmission assets. I personally participated in the site inspections and staff

interviews. The tasks involved in this process included the following:

1. Observation of generating and transmission plant equipment and facilities;

2. Evaluation of the physical condition of equipment and facilities;

3. Interviews of generation operating and maintenance staff and transmission staff;,

4. Review of organization structure, procedures, and staffing levels;

5. Assessment of facility operating and maintenance practices;

6. Collection of pertinent cost and operating data and records;

7. Collection of environmental data; and

8. Development of facilities descriptions.

After completing the inspections and interviews, Burns & McDonnell engineers applied
their experience and engineering judgment in developing an Engineering Assessment
(Part IT of the 2010 Depreciation Study) for each facility and approximating the
remaining useful lives of each asset.
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How did you develop the depreciation rates?

The projected remaining lives of the various transmission assets and generating assets
for each plant from the Engineering Assessment were then factored into the
depreciation rate analysis performed by Burns & McDonnell’s depreciation consultants.
The 2010 Depreciation Study included analysis of the service life characteristics;
projected net salvage values; removal costs; and depreciation reserves for the
generating assets, as well as for the transmission and general plant assets. The resulting
depreciation rates are shown in Table 1 of Exhibit Kelly-1.

In preparing the 2010 Depreciation Study, did you follow generally accepted
accounting practices in the field of depreciation?

Yes.

D. Report Contents

What are the contents of the 2010 Depreciation Study report?

Part I, Introduction, discusses Big Rivers, the purpose of the 2010 Depreciation Study,
the project approach and sources of data. Part II, Engineering Assessment, provides a
summary review of the engineering assessment of the Big Rivers plant assets in service
as of April 30, 2010. Part III, Depreciation Rate Analysis, describes the methodology
and the analysis performed in the formulation of proposed new depreciation rates for
the electric generation, transmission, and general assets of Big Rivers. Part IV provides
the Summary & Conclusions.

Please describe the Engineering Assessment.

The Engineering Assessment provides a summary review of the engineering analysis
and site inspections performed by Burns & McDonnell for the Big Rivers plant assets

in service as of April 30, 2010. During the 2010 Depreciation Study, the following
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activities were conducted to examine Big Rivers’ plant in service from an engineering

perspective:

1. A discussion of each production facility’s basic design and equipment;

2. An on-site review and analysis of each production facility’s current operating
condition;

3. An analysis of each production facility’s historical performance;

4. A discussion of the operating and maintenance procedures and staffing for each
production facility;

5. An analysis of external and environmental factors that may impact each facility’s
useful life;

6. An opinion, based on the study’s findings, regarding the remaining economic life of
each facility and the proper depreciation rate schedule to be used prospectively; and

7. A discussion of the composition of the transmission system.

How is this used to determine depreciation rates?

The remaining life of each facility is provided in the Engineering Assessment and is a

key component that is used in the calculation of depreciation rates.

E. Facilities Review
What facilities were reviewed?
A description of each of the facilities physically inspected and reviewed by Burns &

McDonnell is provided in Table 2 in Exhibit Kelly-2.

1. Robert D. Green Plant

Describe the Robert D. Green facility.
The Robert D. Green Plant (“Green Plant”) is located on the Sebree site near Sebree,
Kentucky, along with the Robert A. Reid Plant (“Reid Plant”) and Henderson
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Municipal Power & Light Station Two (“HMP&L Station Two”). Green Plant Unit 1
is rated for net continuous capacity of 231 MW and Green Plant Unit 2 has a rated net
capacity of 223 MW. Unit 1 began commercial operation in 1979 and Unit 2 became
operational in 1981. Both units at the Green Plant are coal-fired steam generating units
with Babcock & Wilcox boilers providing maximum steam capacity of 1,930,000
pounds per hour. Green Plant Unit 1 is equipped with a General Electric turbine-
generator with a nameplate rating of 242,105 kW. Green Plant Unit 2 includes a
Westinghouse turbine-generator rated at 242,133 kW,

How has the Green Plant been operated?

Burns & McDonnell reviewed the Green Plant’s historical operating performance to
verify that the generating units have competitive heat rates and are capable of providing
the necessary level of reliability to meet Big Rivers’ electric production requirements.
Both Green Plant units have been performing well. Combined they have had a five
year net heat rate of 11,202 Btu per kWh, which is competitive with other coal fired
power plants in the region. The availability of the units has also been good. Green
Plant Unit 1 had an Equivalent Forced Outage Rate (“EFOR”) of 1.9 percent in 2009
and 1.4 percent in 2010. Green Plant Unit 2 had an EFOR of 0.81 percent in 2009 and
(.44 percent in 2010.

What is the estimated remaining useful life for the Green Plant?

Green Plant Unit 1 and Unit 2 are both in excellent condition for their age and service
requirements. Provided that operations and maintenance are prudent in the future, these
units are estimated to be suitable for ongoing service through the year 2042. Of
particular note is the Boiler Condition Spreadsheet that contains a status report on all of
the major components in the boiler as well as the High Energy Piping (“HEP”) and

hangers. A consistent program like this for monitoring status and identifying areas to
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address in future budgets is consistent with prudent utility practice. The HEP and

hanger review addresses the concern over creep damage with an aging plant.

ii. Henderson Municipal Power & Light Station Two
Describe the Henderson Municipal Power & Light Station Two facility.
HMP&L Station Two is also located on the plant site near Sebree, Kentucky, along
with the Reid Plant and the Green Plant. HMP&L Station Two is owned by the City of
Henderson, Kentucky (“City”) through its municipal utility, Henderson Municipal
Power & Light. Big Rivers has a life-of-the-unit lease on both of the HMP&L units
and splits costs with the City. HMP&L Station Two Unit 1 is rated for net continuous
capacity of 153 MW and HMP&L Station Two Unit 2 has a rated net capacity of 159
MW. Unit 1 began commercial operations in 1973 and Unit 2 began commercial
operations 1974. Both HMP&L Station Two units are coal-fired steam generating units
with Riley boilers having steam flow capacity of 1,180,000 pounds per hour. Unit 1 is
equipped with a General Electric turbine-generator with nameplate rating for the
turbine of 175,984 kW. Unit 2 includes a Westinghouse turbine-generator rated at
178,724 kW.
How has HMP&L Station Two been operated?
Burns & McDonnell reviewed the HMP&L Station Two’s historical operating
performance to verify that the generating units have competitive heat rates and are
capable of providing the necessary level of reliability to meet Big Rivers’ electric
production requirements. Both HMP&L Station Two units have been performing well.
Combined, the units have had a five year net heat rate of 10,993 Btu per kWh, which is
competitive with other coal fired power plants in the region. The availability of the
units has also been reasonable, with the exception of a turbine blade failure on Unit 1 in
2009 which resulted in 1,247 forced outage hours, yielding an EFOR of 17.2 percent
Case No. 2011-00036
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for the year. Unit 1 EFOR was back down to 3.4 percent in 2010. Unit 2 had an EFOR
of 2.1 percent in 2009 and 6.7 percent in 2010.

What is the estimated remaining useful life for the HMP&L Station Two facility?
The HMP&L Station Two units are in excellent condition for their age and service
requirements. Provided that operations and maintenance are prudent in the future, these
units are estimated to be suitable for ongoing service through the year 2035. Of
particular note is the Boiler Condition Spreadsheet that contains a status report on all of

the major components in the boiler as well as the High Energy Piping and hangers.

iii. Robert A. Reid Plant

Describe the Robert A. Reid Plant.

The Reid Plant is also located on the plant site near Sebree, Kentucky. The Reid Plant
steam turbine generating unit is currently 44 years old. The equipment in this unit
includes a Riley boiler with a steam flow capacity of 690,000 pounds per hour and a
General Electric turbine-generator with nameplate capacities of 66,000 kilowatts (kW)
for the turbine and 96,000 kVA for the generator. The unit is currently rated at 65 MW.
How has the Robert A. Reid Plant been operated?

Burns & McDonnell reviewed the Reid Plant’s historical operating performance to
verify that the generating units have competitive heat rates and are capable of providing
the necessary level of reliability to meet Big Rivers’ electric production requirements.
The Reid Plant has performed commendably over the years given the level of
investment in plant maintenance. However, the unit had one of the highest heat rates
on Big Rivers’ system. The five-year average heat rate for the unit was reported to be
13,805 Btu per kWh. This is relatively high for coal fired power plants in that region of

the country, which is why the unit is dispatched primarily as a peaking unit only. In
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addition, the average EFOR of 25.0 percent is considerably high when compared to
other coal fired power plants in the region.

What is the estimated remaining useful life for the Robert A. Reid Plant?

The Reid Plant has not been run as many hours per year as other facilities and is in
excellent condition for its age given the level of investment in plant maintenance. If
operations and maintenance are prudent in the future and the Reid Plant is run at the
same level as it has been run, this unit is estimated to be suitable for ongoing service
through the year 2036. A Boiler Condition Spreadsheet that contains a status report on
all of the major components in the boiler as well as the HEP and hangers is also kept

for this facility.

iv, D. B. Wilson Plant

Describe the D.B. Wilson Plant.
The D. B. Wilson Plant (“Wilson Plant”) is located at Island, Kentucky, approximately
55 miles from Henderson, Kentucky. The Wilson Plant consists of a single 417 MW
unit commercialized in 1986. It is the newest and largest generating unit on the Big
Rivers electric system. The Wilson Plant site is configured for installation of one or
more additional units and therefore, the Wilson Plant facilities (such as coal handling,
water supply, ash handling, and sludge disposal) all have more than adequate capacity
for the operating requirements.
How has the D.B. Wilson Plant been operated?
Burns & McDonnell reviewed the Wilson Plant’s historical operating performance and
can verify that the generating unit has a competitive heat rate and is capable of
providing the necessary level of reliability to meet Big Rivers’ electric production
requirements.
What is the estimated remaining useful life for the D.B. Wilson Plant?
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The details provided for the D.B. Wilson Plant are the most comprehensive of any of
the Big Rivers facilities. The Wilson Plant is in excellent condition for its age and
service requirements. Provided that operations and maintenance are prudent in the
future, this unit is estimated to be suitable for ongoing service through the year 2051.
The Wilson Plant also keeps a Boiler Condition Spreadsheet that contains a status

report on all of the major components in the boiler as well as the HEP and hangers.

V. Kenneth C. Coleman Plant

Describe the Kenneth C. Coleman Plant.

The Kenneth C. Coleman Plant (Coleman Plant) consists of three coal-fired, steam
turbine generating units located near Hawesville, Kentucky, approximately 60 miles
east of Henderson, Kentucky. The Coleman Plant is located on the west bank of the
Ohio River. The adjacent land is occupied by Century Aluminum and is the site of an
aluminum reduction facility, a primary customer of power from the plant.

The Coleman Plant is located on the flood plain of the Ohio River and operation
could be affected by extreme flood levels. In the past, the Coleman Plant has
experienced temporary isolation due to flooding of local access roads. However, the
main plant area is located at a sufficient elevation to ensure that 100-year floods should
not affect the plant’s generation capabilities. Although a flood in excess of 100-year
levels potentially could cause temporary interruptions of generating capability, this
would not be anticipated to result in major disaster.

Unit 1 was commercialized in 1969 and is rated for 150 MW of net capacity.
The unit is equipped with a Foster Wheeler boiler capable of producing 1,220,000
pounds per hour of steam, and a Westinghouse turbine-generator with nameplate
capacity of 160,000 kW. Unit 2 was commercialized in 1970 and is rated for 138§ MW
of net capacity. The unit is equipped with a Foster Wheeler boiler capable of producing
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1,220,000 pounds per hour of steam, and a Westinghouse turbine-generator with
nameplate capacity of 160,000 kW. Unit 3 was commercialized in 1972 and is rated
for 155 MW of net capacity. The unit is equipped with a Riley boiler capable of
producing 1,160,000 pounds per hour of steam, and a General Electric turbine-
generator with nameplate capacity of 160,000 kW.

How has the Kenneth C. Coleman Plant been operated?

Burns & McDonnell reviewed the Coleman Plant’s historical operating performance
and verified that the generating units have competitive heat rates and are capable of
providing the necessary level of reliability to meet Big Rivers’ electric production
requirements.

What is the estimated remaining useful life for the Coleman Plant?

Units 1, 2, and 3 are in good condition for their age and type. Provided that the
inspections and maintenance activities are prudent in the future, then the units can be
expected to give satisfactory service for at least another 25 years. This facility
maintains a Boiler Condition Spreadsheet that contains a status report on all of the

major components in the boiler as well as the HEP and hangers.

V1. Robert A. Reid Combustion Turbine

Describe the Robert A. Reid combustion turbine.

The Robert A. Reid combustion turbine is a General Electric Frame 7 combustion
turbine was placed in operation in 1976, with a net output rating of 65 MW. Itis
capable of firing #2 fuel oil or natural gas. Considered part of the Reid station, this unit
is also located at the Sebree, Kentucky site with the HMP&L Station 2 and the Robert
D. Green plant.

How has the Robert A. Reid combustion turbine been operated?
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The Robert A. Reid combustion turbine is still maintained, but is only run periodically
if the price of power is high or it is needed to maintain system reliability.

What is the estimated remaining useful life for the Robert A. Reid combustion
turbine?

The relatively low number of operating hours for the Robert A. Reid combustion
turbine indicates that, with prudent maintenance it should provide reasonably available
capacity for a number of years into the future. There are currently enough of these
units being operated in a similar manner throughout the country to ensure that

replacement and maintenance parts will continue to be available.

vii. Transmission Assets

Was an engineering assessment conducted on the transmission assets?

Yes. The following efforts were conducted to examine Big Rivers’ transmission

system plant in service from an engineering perspective:

* Review of Big Rivers’ retirement records and history;

»  Analysis of current operating and maintenance programs as well as each facility’s
current operating conditions;

»  Analysis of the external or environmental factors that may impact the depreciation
rates; and

o Estimation of the remaining service life of major transmission facilities.

What is the estimated remaining useful life for the transmission system and

substations?

In addition to physical observations, the estimated remaining useful lives for Big

Rivers’ transmission assets was based primarily on national industry standards

regarding the expected useful life of major electric substation equipment.
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The Reid Plant EHV substation is approximately 28 years old. Assuming a
prudent level of maintenance on the substation, the Reid substation as a whole can
expect to be still functioning properly for an additional 30 years.

The Coleman Plant EHV substation is approximately 28 years old. Assuming a
prudent level of maintenance on the substation, the Coleman substation as a whole can
expect to be still functioning properly for an additional 30 years.

The Wilson Plant EHV substation is approximately 28 years old. Assuming a
prudent level of maintenance on the substation, the Wilson substation as a whole can
expect to be still functioning properly for an additional 30 years.

The Hancock Substation is approximately 40 years old. Typically, substation
transformers and circuit breakers are replaced within the electric industry any time after
40 years of useful life. However, given regular and proper maintenance, this equipment
can last between 50 and 60 years. Brown insulators are considered obsolete by industry
standards, and may need to be considered as part of future maintenance work.
However, assuming a prudent level of maintenance on the substation, the Hancock
substation appears to be in good working order and could continue to function properly
for an additional 20 years.

The Hardinsburg Substation is 42 years old. Typically, substation transformers
and circuit breakers are replaced within the electric industry any time after 40 years of
useful life. However, given regular and proper maintenance, this equipment can last
between 50 and 60 years. Several of the insulators are considered obsolete by industry
standards, and may need to be considered as part of future maintenance work.
However, assuming a prudent level of maintenance on the substation, the Hardinsburg
substation appears to be in good working order and could continue to function properly

for an additional 20 years.
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How were the remaining useful lives of these assets incorporated into the
depreciation analysis?

The current best estimates of future retirement dates for each generating station as
described above were used as inputs to the Life Span model along with the actuarial
analysis and engineers’ judgment for each plant account. At facilities where multiple
units are forecasted to retire in different years, the retirement date of the last surviving
unit was used as the date of retirement for the entire production facility. This is
reasonable for two reasons. First, the units are expected to retire within two years of
each other. Most importantly, it is realistic to assume that the entire facility would shut
down before significant demolition activities begin to occur. Piecemeal removal at an
operating facility would be costly and much of the plant infrastructure would need to
remain in service in order to maintain the last unit’s ability to function.

Account 312 contains some much newer environmental compliance assets such
as scrubber equipment that have a shorter expected life than the other assets in Account
312. These assets were broken out into Account 312 A-K. In addition, assets such as
mist eliminator panels and slag grinders with even shorter useful lives were subdivided
into Account 312 V-Z and to Account 312 L-P (if they were related to environmental
compliance). Despite having a shorter useful life than other assets in Account 312, the
remaining life of these environmental assets is still constrained by the remaining life of
the plant as a whole because the environmental assets would be retired when the overall
plant is retired.

Also, the Wilson Plant is significantly newer than the other facilities. As such,
its remaining plant balance is significantly larger in comparison to the other facilities.
A simple average of the remaining service life of each facility is 28 years. An average
of the remaining service lives of each facility weighted by capacity (MW) is also 28
years. If the remaining service life of each facility is weighted by the remaining plant

Case No. 2011-00036

Exhibit 54
Page 18 of 25



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

balances in Account 311 —Structures, Account 312 ~Boiler Plant, and Account 314 —
Turbine the weighted average remaining service life increases to 30 years. As such, the
remaining service life for Account 311 ~Structures was assumed to be 30 years and the
remaining service life for Account 312 —Boiler Plant and Account 314 —Turbine was

assumed to be 28 years.

F. Depreciation Analysis and Methods

Describe the depreciation analysis.

The depreciation rate analysis was performed based on the electric generation and
transmission historical plant records of Big Rivers as of April 30, 2010. The
methodologies and basis for completing this Study is similar to the process utilized in
completing the 1998 Depreciation Rate Study. This depreciation rate analysis was
conducted to analyze the service life characteristics, net salvage values, and
depreciation reserve status based on historical data from Big Rivers’ CPR system data,
and then to derive appropriate depreciation rates for Big Rivers’ system plant in
service.

Describe the depreciation rate study methods you employed.

Two primary methods were used to calculate depreciation rates: the Whole Life method
and the Life Span method combined with the Remaining Life technique. The Whole
Life method was used for most General Plant accounts and the Life Span method
combined with the Remaining Life technique was used for all Transmission accounts
and all Production accounts and Account 390 — Structures.

Describe the Whole Life depreciation method.

For each account where used, the Whole Life method uses the account average service
life (ASL) and the average net salvage percentage (NS) for the account to calculate the
annual depreciation rate according to the following formula:
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(1 -NS)YASL
Whole life depreciation rates are appropriate for mass property types of accounts where
there are a large number of relatively small property units with no definite or planned
final retirement, retirements of individual units are independent of each other, and
additions are generally independent of existing units. Examples of typical property
falling in this category include tools, vehicles, computers, and furniture.

Estimates of average service life and dispersion were studied using the
retirement rate method of actuarial analysis based upon the historical nature of the
characteristics of the plant retired from each account since inception. For accounts for
which insufficient activity had occurred on which to conduct actuarial analysis, or the
results of such an analysis were inconclusive, other publicly available industry
information and the engineering judgment of the depreciation consultant were relied
upon to estimate reasonable average service lives and/or average net salvage values.
Describe the Life Span depreciation method.

The Life Span method calculates lives for an asset group or account based on the
assumption that all property units in the group will retire concurrently at a single
forecasted point in time, whether the units are part of the initial installation or later
additions. Examples of typical property falling in this category include poles,
transformers, conductors, power production facilities and buildings. Forecasting
reasonable retirement dates is the most critical aspect of the Life Span method.

During the life of an operational power plant and building, portions of the
facility are retired and replaced. Examples of these items typically include roofs,
HVAC equipment, boiler tubes and walls, pumps, and piping allocated to the cost of
the facility. Because not all items remain the entire length of time a power plant or
building remains in service, these so-called interim retirements tend to decrease the life
of the dollars in the group or account. Therefore, it is important in a depreciation study
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to analyze the historical interim retirement amounts and whether the interim retirement
rates are expected to continue at the same pace over the remaining life of the unit.
Interim retirements can be studied mathematically using the system of lowa curves, the
Gompertz-Makeham formula, or derived interim retirement rate curves. The property
data was readily available and interim retirement life tables were developed separately
for each of the accounts under the Life Span method.

Although detailed retirement records are maintained for each building and
production facility, retirements for most locations are relatively few and little
applicable information could be derived from attempting an analysis on such a sparse
data set. Therefore, to improve the strength and validity of the retirement rate analysis,
retirement rate calculations were performed for each account as a whole, rather than by
account and then by location.

Technical engineering experts assessed the Big Rivers electric plant facilities
regarding their design, performance, operation and maintenance, and condition, and
provided estimates of final retirement dates for each production plant and each general
plant structure to the depreciation consultants as inputs to the depreciation model. The
Engineering Assessment of the major system facilities is contained in Part II of the
Study. For each production account and buildings account, an average year of final
retirement (AYFR) was calculated for each major facility using the direct weighted
average of individual retirement years and plant balances to retire. This AYFR and the
aforementioned interim retirement rates are inputs to the Remaining Life calculation for
each account.

The Remaining Life depreciation rate automatically adjusts for past under- and
over-accruals by building those amounts into the depreciation rate calculation using the
reserve ratio (RR). The RR is the depreciation reserve amount divided by the plant
balance at the point in time of the study, (April 30, 2010 for this study). The net
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salvage parameter in the Remaining Life rate equation is the future net salvage rate
(FS). The Remaining Life depreciation rate is expressed mathematically as:
1-FS-RR
Remaining Life
Actuarial methods are the most accurate and applicable in the determination of historic
trends for assessing average service lives and salvage specific to a plant account when
there is significant annual turnover of plant in that account. However, the limited
activity in several accounts prevented reliable actuarial analyses. For accounts for
which insufficient retirement activity had occurred on which to conduct actuarial
analysis, or for which the results of such an analysis were inconclusive, other publicly
available industry information, the Engineering Assessment in Section II and the
engineering judgment of the depreciation consultants were relied upon to estimate

reasonable average service lives.

How did you perform the net salvage analysis?

The net salvage value for each transmission and general plant account was calculated as
an average of the available historical data by system account provided by Big Rivers.
The net salvage figures used in the depreciation rate formula for production and the
building account are for final net salvage, i.e., the gross proceeds realized less any
removal cost to raze the structures represented in the account, if any.

Burns & McDonnell’s engineers and depreciation consultants performed
analyses of available data and information in order to assess whether specific detailed
estimates of terminal removal costs for each of the Big Rivers generating stations could
be developed with reasonable substantiation. In particular, due to the significant
potential costs that would be required for any environmental remediation required at the
Big Rivers plant sites, the net salvage values were developed exclusive of any rough
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engineering estimates of future terminal removal costs of major plant facilities. Instead
the historical removal costs provided by Big Rivers were considered in the projected
net salvage values.

In addition, Big Rivers sold personal property to Western Kentucky Energy
Corporation (“WKEC?”) at the inception of a lease in July, 1998. This transaction was
recorded as salvage value. Therefore, the salvage values associated with the transaction
have been subtracted from the overall balance of salvage value for the purpose of
determining depreciation rates.

The net salvage rates for Accounts 352 to 356 were calculated from the
available historical data from 1965 to 2010 in the Big Rivers CPR system. However,
the retirement and salvage data for Account 354 -Towers is extremely limited. This
results in an unrealistically high Net Salvage Factor of 56%. After removing the
outlying values, the Net Salvage Factor for Account 354 -Towers is 0%.

How did you calculate removal costs?

Removal costs were calculated based on actual data from Big Rivers’ CPR System.
However, from mid 1998 until July of 2009 (lease period) removal costs associated
with plant additions were capitalized by WKEC and then reported as capital additions
to Big Rivers. Big Rivers had no control over this accounting methodology. Going
forward, Big Rivers will record removal costs according to RUS guidelines as they did
previously from 1965 to mid 1998.

Removal costs have a direct and significant effect on depreciation rates, With
the knowledge that in the future Big Rivers will record removal costs as they did
previously from 1965 to 1998, removal costs from 1998 to 2010 need to be included in
the analysis to determine more accurate depreciation rates to apply going forward.

Since there is no actual data available for the Production Plant removal costs from 1998
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to 2010, removal costs for this period were estimated based on the 33 years of actual

removal costs incurred from 1965 to mid 1998 for each Production Plant account.

G. Study Results

What are the results of your study?

Proposed depreciation rates were developed for all of Big Rivers’ in service generation,
transmission, and general plant assets based on historical plant accounting records
provided by Big Rivers’ CPR system, other published depreciation survey information,
and generally-accepted depreciation analysis methodologies. Based on the analysis of
the information provided by Big Rivers and the results of the on-site observations of the
Big Rivers’ generation and transmission facilities, Burns & McDonnell prepared
estimates of the remaining useful service lives for the facilities.

Table 1 in Exhibit Kelly-1 presents the proposed remaining life estimates and
the corresponding proposed depreciation rates for each plant account balance of Big
Rivers’ in service production, transmission and general plant as of April 30, 2010. This
table also provides comparison calculation of Big Rivers’ annual depreciation expense,
calculated using the existing and proposed depreciation rates. This comparison shows
that if the proposed depreciation rates are approved, the result will be an increase in
depreciation expense of approximately $4 million per year based on April 30, 2010

account balances.

H Recommendation
What is your recommendation?
I recommend the Kentucky Public Service Commission approve the proposed
depreciation rates set forth in Table 1 of Exhibit Kelly-1 for prospective application by
Big Rivers.
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IV. CONCLUSION

Q. Does this conclude your testimony?

A. Yes.
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Big Rivers Electric Corporation

Case No. 2011-00036

Table 1: 2010 Depreciation Rate Study Summary

As of Aprif 30, 2010 Existing Average | Remaining Net Proposed Annuai Depreciation Expense
Reserve Reserve | Depreciation| Service Service Salvage | Depreciation
Account Description Balance Ratio Rate Life iife Factor Rate Existing Proposed Variance
-$- -% - -Years- -Years- -%- -% - -8- -8- -5-
310 Land & Land Improvements 4,537,577 0 0.0 N/A N/A N/A N/A N/A - - -
PRODUCTION PLANT 11
340 Land 475,968 - - - - - - - - - -
311 Structures 124,375,974 78,124,758 62.8 1.71% 62 30 -4.5% 1.38% 2,126,829 1,717,828 (409,001)
312 Boiler Plant 667,206,536 347,026,279 52.0 1.79% 60 28 -5.0% 1.88% 11,942,997 12,543,396 600,399
312 A-K Boiler Plant - Env Compl 574,184,346 216,760,670 37.8 1.89% 53 28 -2.0% 2.28% 10,852,084 13,074,185 2.222,101
312 L-P Short-Life Production Plant -Environmental 3,208,938 165,475 52 1.89% 10 5 0.0% 20.22% 60,649 648,949 588,300
312 V-Z Short-Life Production Plant -Other 868,755 210,738 24.3 1.89% 10 5 0.0% 14.39% 16,419 125,054 108,634
314 Turbine 225,272,354 124,744,924 55.4 1.66% 60 28 -8.2% 1.81% 3,739,521 4,309,293 569,772
315 Electric Eqpt 60,355,721 35,350,377 58.6 1.60% 51 19 3.0% 1.99% 965,692 1,202,952 237,260
316 Misc Eqpt 3,014,912 42,128 14 1.83% 58 26 0.5% 3.78% 55,173 113,919 58,746
341 CT - Structures 154,233 115,766 75.1 2.31% 53 21 0.0% 1.17% 3,563 1,804 (1,759)
342 CT - Fuel Holders & Access. 1,436,912 564,590 39.3 2.32% 53 21 -134.8% 9.10% 33,336 130,751 97,414
343 CT - Prime Movers 4,915,886 3,637,977 74.0 2.47% 53 21 -38.3% 3.02% 121,422 148,408 26,986
344 CT - Generators 1,102,964 984,479 89.3 2.23% 53 22 0.0% 0.50% 24,596 5511 (19,085)
345 CT - Access. Elec. Egpt. 317,726 179,425 56.5 2.23% 53 21 0.0% 2.05% 7,085 6,510 (575)
Subtotal 1,666,891.222 807,907,587 29,949,367 34,028,559 4,079,192
TRANSMISSION [11
350 Land 558,665 - - - - - - . . - -
352 Structures 6,725,346 3,664,345 54.5 1.76% 53 25 -2.4% 1.90% 118,366 127,998 9,632
353 Station Eqpt 115,297,358 51,467,633 44.6 2.22% 53 25 -0.2% 2.23% 2,559,601 2,573,726 14,125
354 Towers 8,593,544 4,868,075 56.6 2.28% 58 30 0.0% 1.42% 195,933 122,186 (73,747)
355 Poles 41,558,164 22,321,791 53.7 3.24% 50 23 0.0% 2.06% 1,346,485 854,950 (491,535)
356 Lines 41,070,042 23,399,406 57.0 247% 53 26 0.0% 1.69% 1,014,430 692,966 (321,464)
Subtotal 213,803,120 105,721,250 5,234,815 4,371,826 (862,989)
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Big Rivers Electric Corporation
Case No. 2011-00036

Table 1: 2010 Depreciation Rate Study Summary

As of April 30, 2010 Existing Average | Remaining Net Proposed Annual Depreciation Expense
Plant Reserve Reserve | Depreciation| Service Service Salvage | Depreciation
Account Description Balance Balance Ratio Rate Life Life Factor Rate Existing Proposed Variance
-$- -$- ~% - -Years- - Years - - % - -% - -$- -$- -§-
GENERAL PLANT 171
389 Land 407,251 - - - ~ - - - - - -
390 Structures [1] 3,944,895 1,786,210 453 2.59% 43 12 21.8% 2.84% 102,173 111,928 9,755
391.0/391.6/391.7 Office Furniture & Eqpt 616,135 (282,102) -45.8 1.11% 10 8 8.9% 17.12% 6,839 105,460 98,621
391.2 Computer 7,013,902 436,114 6.2 1.11% 10 9 1.2% 10.28% 77,854 721,713 643,869
392.2 Vehicles - General 1,689,130 995,277 58.6 5.62% 10 6 14.2% 4.39% 95,491 74,575 (20,916)
392.3 Vehicles - Transmission 1,257,240 625,460 48.7 5.62% 10 5 16.9% 6.14% 70,657 77173 6517
393 Stores Eqpt 98,766 69,468 70.3 3.57% 16 6 4.4% 4.40% 3,526 4,349 823
394 Toois 717,086 385,947 53.8 2.85% 16 9 2.7% 4.61% 20,437 33,072 12,635
395 Lab Eqpt 221,279 160,195 72.4 2.86% 16 6 2.1% 4.41% 6,329 9,768 3,440
396 Power Operated Eqpt 3] 504,738 392,925 77.8 3.70% 16 5 24.9% 3.70% 18,675 18,675 -
397 Communication Eqpt (4} 1,639,437 1,640,029 100.0 4.35% 16 1 -0.1% 4.35% 71,316 71,316 -
398 Miscellaneous Egpt 163,645 3,925 2.4 5.44% 16 8 3.2% 11.80% 8,902 19,309 10,407
Subtotal 18,283,504 6,213,447 482,199 1,247,338 765,140
[1] Life Span Method depreciation
2] Whole Life Method depreciation
{3] This rate was set to 0% because the calculated rate was negative.
{4] Depreciation rate is equal to the previous rate due to Big Rivers current $7 million Replacement Program.
TOTAL $1,808,515,423 $919,842,284 $35,666,381  $39,6847,724 $3,981,343
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Big Rivers Electric Corporation
Case No. 2010-00036

Table 2 - Estimated Hours of Operation

Typical Actual Total Est. Typical
Net Typical Operating 5 Year Operating Hrs Hours to Estimated
Capacity Datein Lifetime Hoursper  Average % Basedon 5 Years in Date Remaining

Name (MW) Service  Availability Year On Line Yr Avg Service  (Jan 2009) Unit Life
COLEMAN 1 150 1969 80.0% 7,008 87.3% 7,648 40 280,320 25
COLEMAN 2 138 1970 80.0% 7,008 93.1% 8,154 39 273,312 25
COLEMAN 3 155 1972 80.0% 7,008 89.5% 7,843 37 259,296 25
GREEN 1 231 1979 85.0% 7,446 93.9% 8,225 30 223,380 32
GREEN 2 223 1981 85.0% 7,446 92.0% 8,056 28 208,488 32
HMP&L -1 153 1973 85.0% 7,446 85.6% 7,497 36 268,056 25
HMP&L -2 159 1974 85.0% 7,446 91.4% 8,005 35 260,610 25
REID 1 85 1966 70.0% 6,132 40.3% 3,529 43 263,676 26
WILSON 1 417 1986 89.5% 7,840 88.2% 7,724 23 180,325 41

Case No. 2011-00036
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DIRECT TESTIMONY
OF
MARK A. HITE

INTRODUCTION

Please state your name, business address, and position.

My name is Mark A. Hite. My business address is 201 Third Street, Henderson,
Kentucky, 42420. I am employed by Big Rivers Electric Corporation (“Big Rivers” or
“Company”) as its Vice President of Accounting. I was first employed by Big Rivers
in 1983, and have held various accounting and finance positions within the Company
during my tenure. Prior to being employed by Big Rivers in 1983, I was employed as a
Staff Accountant by Southern Indiana Gas & Electric Corporation (“SIGECO”), now
Vectren Corporation, for three years.

Have you previously testified before this Commission or other regulatory bodies?
Yes. I first testified before this Commission in 1997 in connection with Case Nos.
1997-00204 and 1998-00267 dealing with the 1998 Big Rivers/LG&E Energy
Corporation Lease Transaction. Most recently, at the Commission’s Public Hearing
held on March 23, 2010, I testified to data responses which I sponsored in Case No.
2009-00510, a six-month review of Big Rivers’ Fuel Adjustment Clause (“FAC”).
Briefly describe your education and professional certifications.

I obtained the degree of Bachelor of Science in Accounting in 1980, and the degree of
Master of Business Administration in 1986, both from the University of Evansville. I

became a Certified Public Accountant (“CPA”) in 1990.
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II.

HI.

PURPOSE OF TESTIMONY

What is the purpose of your testimony?

The purpose of my testimony is to (a) present certain financial statements and records
of Big Rivers, (b) explain the selection of the test year, (c) discuss the revenue
requirements and Times Interest Earned Ratio (“TIER”) impact, (d) discuss Big Rivers’
credit rating and financings, (e) address certain commitments in Appendix A to the
Commission’s Order, dated March 6, 2009, in Case No. 2007-00455 (the "Unwind
Transaction™), (f) review filing requirements of 807 KAR 5:001 that I am sponsoring,
and (g) discuss a number of pro forma adjustments to Big Rivers’ test year operating

results.

FINANCIAL STATEMENTS AND RECORDS

What financial reports has Big Rivers provided in connection with this
Application?

Big Rivers’ annual Financial and Statistical Report (“Annual Reports™), the most recent
being for the 2009 calendar year, are on file with the Commission in accordance with
807 KAR 5:006, Section 3(1). Also, Big Rivers’ monthly managerial reports providing
financial results of operations, the Rural Utilities Service (“RUS”) Form 12, for the 12
months in the year ending October 31, 2010, are provided in Exhibit 37 of this

Application.

Case No. 2011-00036
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IV.

TEST YEAR SELECTION

Is Big Rivers filing a historical test period or forecasted test period in this
Application?

Big Rivers is filing revenue requirements based on a historical test period
corresponding to the 12 months ended October 31, 2010.

Why was this test period selected?

The Unwind Transaction was approved by the Commission in its Order dated March 6,
2009, in Case No. 2007-00455 (“Unwind Order’) and was effective at Midnight on July
16, 2009. The test year proposed in this proceeding includes a full year of operation,
with a 3-1/2 month transition period, subsequent to the closing of the Unwind
Transaction. In addition, as was discussed in the Unwind Proceeding, November 1,
2010, marked Big Rivers' transition from legacy business information technology
systems to Oracle R12. Big Rivers thus deemed a 12-month historical test period
ending October 31, 2010, to be appropriate because it included post-transition Unwind
operations while avoiding reliance on a newly-implemented business information

system platform.

REVENUE REQUIREMENTS AND TIER

What is Big Rivers’ Contract TIER?

TIER is the quotient, for a fiscal year, of (a) interest expense on long-term debt plus net

margins, divided by (b) interest expense on long-term debt. Big Rivers has special

contracts in place for two aluminum smelters, Rio Tinto Alcan ("Alcan") and Century

Aluminum ("Century") (collectively, "Smelters"). These special contracts ("Smelter

Agreements") define the TIER Adjustment in Section 4.7.5. The terms of this section
Case No. 2011-00036
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effectively limit Big Rivers to a 1.24 TIER (“Contract TIER”), subject to defined
Adjustments.

What is Big Rivers’ revenue deficiency?

Based on the revenue requirements designed to achieve a Contract TIER of 1.24, Big
Rivers’ revenue requirements deficiency is $39,952,927. The proposed base rates will
increase total revenues by $39,953,956. The proposed net increase in total revenues is
$29,603,235, when the total increase is reduced by the initial 2-year amortization of the
Non-FAC PPA (estimated to be $3,236,077) and adjustment for placing the Smelters at
the midpoint of the current Smelter “bandwidth” (calculated to be $7,114,653). These
values are tabulated in the Direct Testimony of Mr. William Steven Seelye in Exhibit
Seelye-6.

The 1.24 Contract TIER is consistent with the October 2008 Unwind Model
filed with the Commission as Exhibit No. 79 in the Unwind Transaction.

Pursuant to the Smelter Agreements, any net margins in excess of the 1.24
Contract TIER are subject to being returned first to the Smelters via the TIER
Adjustment Charge, and then to the Non-Smelters and Smelters alike via the Rebate
Adjustment. Therefore, Big Rivers’ margins are essentially capped at a 1.24 Contract
TIER. But if Big Rivers' TIER falls too low, then Big Rivers will be at risk of failing to
maintain two investment grade credit ratings from Moody’s, S&P or Fitch and failing
to meet its Margins for Interest Ratio ("MFIR") requirements, as set forth in its long-
term debt agreements.

For each calendar year, Big Rivers’ Indenture requires a minimum MFIR of
1.10. Note that per the revenue requirements in this case, “conventional TIER” (as
opposed to Contract TIER) and MFIR for Big Rivers yield the same result. Based on
the pro forma revenue requirements presented in this case, in accordance with Section
4.7.5(f) of the Smelter Agreements regarding the interest income on the Transition

Case No. 2011-00036

Exhibit 55
Page 6 of 28



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

Reserve, “conventional TIER” would be 1.25 versus a Contact TIER of 1.24. For each
calendar year, Big Rivers’ line of credit agreement with CoBank requires a minimum
DSCR of 1.20 and that there be a minimum year-end equity-to-total-assets ratio of
15%. For each calendar year, Big Rivers’ line of credit agreement with CFC requires
that there be a minimum year-end equity-to-total-assets ratio of 12%.

With respect to its financial performance, Big Rivers has a narrow range in
which to operate. Generally, Big Rivers cannot achieve a Contract TIER, as defined in
the smelter service agreements, greater than 1.24 — which, it should be emphasized, is a
fairly low ceiling — but Big Rivers must still earn sufficient margins to ensure that it
meets the requirements set forth in its long-term debt agreements and its revolving
credit agreements. It is important that Big Rivers establish base rates in this
proceeding that will provide it with a reasonable opportunity to achieve a 1.24 Contract
TIER.

Is it possible for Big Rivers to over-earn?

No. It is important to recognize that Big Rivers is not an investor-owned utility. Asa
cooperative, Big Rivers is a not-for-profit entity. Because Big Rivers is a member-
owned cooperative, there are no stockholders who potentially could be enriched by
charging excessive rates. More significantly, though, as a practical matter, Big Rivers
cannot earn margins that cause its Contract TIER to exceed 1.24. If its margins exceed
the 1.24 Contract TIER, then Big Rivers would be subject to rebating any of the excess
margins first to the Smelters under the TIER Adjustment provisions of the Smelter
Agreements and then to the Non-Smelters and Smelters alike under the Rebate
Adjustment.

Big Rivers is proposing a set of pro forma adjustments to the historical test
period ended October 31, 2010, in this proceeding designed to be representative of
operating results on a going-forward basis. Without including a number of these pro

Case No. 2011-00036
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forma adjustments described by Mr. Wolfram in Exhibit Wolfram-1 to his Direct
Testimony — notably the adjustments to reflect levelized production O&M expenses
(Reference Schedules 2.10 and 2.11) and to reflect Midwest Independent Transmission
System Operator, Inc. (“Midwest ISO”) expenses (Reference Schedule 2.14) - Big
Rivers will either have to reduce expenses, including deferral of maintenance of its
generating units, or risk violating covenants set forth in its long-term debt and
revolving credit agreements.

We ask that the Commission recognize that if Big Rivers' rates generated more
revenue than anticipated, thereby causing it to exceed a 1.24 Contract TIER, then
rebates will be made to its Members. But, if Big Rivers' rates are set too low, then it
will be required to reduce expenses, including deferral of scheduled maintenance on its
generating units (which could have a harmful effect on reliability) or expose Big Rivers
to the risk of not meeting the requirements set forth in its credit agreements. In other
words, the risks of setting rates too low in this rate case proceeding are far greater to

both Big Rivers and its Members than the risks of setting rates too high.

CREDIT RATING AND FINANCINGS

What are Big Rivers’ current credit ratings?

Moody’s rating on the $83.3 million Series 2010A pollution control bonds is Baal, and
S&P and Fitch have assigned a BBB- senior secured long-term debt issuer rating to Big
Rivers. Big Rivers must maintain at least two investment grade ratings. As stated on
page 38 of the Unwind Order, “the Commission well recognizes that an investment
grade credit rating for Big Rivers is a linchpin of the financial model. Absent such a
credit rating, neither Big Rivers’ proposed financing plans nor the Unwind Transaction

will be successful”.

Case No. 2011-00036
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From a financial perspective, are the post-Unwind results of operations generally
consistent with those per the October 2008 Unwind Model?

Yes, generally, but there is one key difference. The oft-system sales price has been,
and is forecast to be, significantly below what was forecasted in the October 2008
Unwind Model. The October 2008 Unwind Model had an off-system sales price of
$60.94/MWh in 2009, $59.20 in 2010, $63.59 in 2011 and $70.55 in 2012. The actual
off-system sales price realized by Big Rivers in 2009 was $30.91. In 2010 Big Rivers
realized only $37.90/MWh. Big Rivers sold 2.2 million MWh off-system in 2010. Big
Rivers’ 2011 budget includes 1.4 million MWh of off-system sales, assuming that the
Smelters operate at full capacity, which they did not during 2010. This low market
price has resulted in (i) the smelter rate being at the ceiling of the Smelter TIER
Adjustment Charge “bandwidth,” (ii) reduced net margins for Big Rivers, (ii1) a lower
cash balance, (iv) the implementation of cost-reduction and cost deferral measures, and
(v) the deferral of generating unit planned maintenance activities.

Since the July 16, 2009, Unwind closing, has Big Rivers has made the two required
filings of the New Financial Model with this Commission?

Yes. The first such filing was made in October 2009, and the second was made in
April 2010. The October 2009 filing included the budget for the post-Unwind 2009
period July 17 through December 31, the forecast for the years 2010 through 2013, and
an explanation of significant assumptions. The April 2010 filing included actual
financial results for 2009, the 2010 budget, the forecast for years 2011 through 2013,
and an explanation of significant assumptions. Copies of these two filings are included
as Exhibit Hite-1 and Exhibit Hite-2, respectively, to my testimony.

Please briefly summarize and compare the key financial results of these two
financial forecast filings to what you now know, including Big Rivers actual

financial results for 2010.
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In each case, the key difference is the off-system sales price. The October 2009 filing
reflected an average off-system sales price of $53.20/MWh in 2010, $56.58 in 2011,
and $57.59 in 2012. It reflected an 11.12% base tariff rate increase in 2012, which
resulted in a Contract TIER of 1.24, with the Smelters at 53% (measured from the
bottom to the top) of the TIER Adjustment Charge “bandwidth” in 2012,

The April 2010 filing contained an average off-system sales price of
$46.82/MWh in 2010, $47.17 in 2011, and $47.51 in 2012. The April 2010 filing
contained an 11.75% base tariff rate increase in 2012, which resulted in a Contract
TIER of 1.24, with the Smelters at 94% of the TIER Adjustment Charge “bandwidth”
in 2012.

Neither of these two financial forecasts made an attempt to estimate the
outcome of a planned new depreciation study (“2010 Depreciation Study”) that was
mandated by this Commission in the Unwind Order. The 2010 Depreciation Study was
recently completed and is discussed in the Direct Testimony of Mr. Ted J. Kelly. Big
Rivers is proposing a pro forma adjustment to test year depreciation expenses
(including but not limited to the effect of the depreciation rates in the 2010
Depreciation Study).

Additionally, upon acceptance of the depreciation rates by the Commission in
this proceeding, Big Rivers will implement the new depreciation rates on the first day
of a month. In other words, if the effective date of the new rates is the first day of a
month, Big Rivers will implement the new depreciation rates on that date. If the
effective date is not the first day of a month, Big Rivers will implement the new
depreciation rates on the first day of the following month.

Even with significant cost containment efforts, both cost cuts and cost deferrals,
Big Rivers needs a base tariff rate increase made effective by September 1, 2011, to

meet its MFIR and generate cash working capital.
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How do the interest rates resulting from the June 8, 2010, Pollution Control Bond
(“PCB”) refunding compare to the interest rate assumed in the October 2008
Unwind Model?

Big Rivers has two issues of PCBs outstanding, the 3.25% (currently) variable rate
$58.8 million 1983 Series having a bullet maturity of June 1, 2013, and the 6% fixed
rate $83.3 million 2010A Series having a bullet maturity of July 15, 2031. The
weighted average interest rate of these two issues is 4.86%. The October 2008 Unwind
Model assumed a 5% interest rate for both issues of PCBs from their earlier planned

2013 and 2015 refinance dates through the balance of the forecast period.

Does Big Rivers anticipate future debt refinancing or new borrowings?

Yes. Big Rivers will be required to pay down $60 million of principal on the 5.75%
RUS Series A Note by October 1, 2012, and an another $200 million of principal by
January 1, 2016. While not reflected in the revenue requirements in this proceeding,
the requirement to pay down these principal amounts will likely be achieved by one or
more refinancings. Also, the 3.25% variable rate $58.8 million 1983 Series PCBs will
be refinanced by the current maturity date of June 1, 2013. Big Rivers’ cash needs, as
impacted by its revenue requirements, rates and capital expenditures, will influence the
timing and amount of new borrowings. The anticipated refinancings/borrowings
necessitate that Big Rivers maintain financial strength, i.e. good credit metrics,
including meeting or exceeding the minimum required MFIR, DSCR and equity-to-
assets ratios stated in Big Rivers’ credit agreements, that enable Big Rivers to maintain

its investment grade ratings.
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UNWIND TRANSACTION COMMITMENTS

Depreciation Study
Has Big Rivers complied with the Commission’s mandate that this Application
include a new Depreciation Study?
Yes. Item 12 of Appendix A to the Unwind Order required Big Rivers to file within
three years of closing the Unwind Transaction for a general review of its financial
operations and its tariffs. Item 12 also required Big Rivers to include in the filing a
new depreciation study. Accordingly, during 2010 Big Rivers solicited bids which led
to its engaging Burns & McDonnell to perform a depreciation study. Burns &
McDonnell, headquartered in Kansas City, Missouri, is a full-service engineering,
architecture, construction, environmental and consulting solutions firm. As I noted
earlier, a summary of the results of that depreciation study, including methodology and
a depreciation schedule by major plant account, is included in the testimony of Mr. Ted
Kelly, principal of Burns & McDonnell. Big Rivers is seeking the Commission’s
approval and the RUS’s approval to implement the depreciation rates from the
depreciation study on the first day of the month, either coincident with or following the
effective date of the new tariff rates in this case as ordered by this Commission.
Please briefly summarize and compare the depreciation expenses and the effective
(composite) depreciation rate included in the October 2008 Unwind Model to the
pro forma depreciation expenses and the effective depreciation rates included in
this rate filing.
The October 2008 Unwind Model had an effective depreciation rate on gross plant in
service of 1.77% in 2009 and 2010, 2.13% in 2011 through 2016, and 2.72% in 2017
through 2023. In the Unwind Model, the increase in depreciation expenses was
essentially a two-step 50% phase-in, where the implicit service life for all property was
Case No. 2011-00036
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reduced from approximately 56 years to 47 years, then to 37 years. Please see the

table below.

October 2008 Unwind Model

(Millions)
2009-2010 2011-2016 2017-2023
Average Gross Plant in Service $ 1,974 | $ 2,191 [ $ 2,493
Depreciation Expense $ 3519 47 1 § 68
Effective Depreciation Rate 1.77% 2.13% 2.72%

Similarly, as shown in the pro forma adjustment included in Wolfram Exhibit 2,

Reference Schedule 2.06 — Depreciation Expenses, the implicit depreciation rates for

all property as of October 31, 2010 from the current depreciation study and the new

depreciation study are forth below.

Proforma Adjustment

(Millions)
1998 2010
Depreciation Study Depreciation Study
Average Gross Plant in Service $ 1,989 | $ 1,989
Depreciation Expense $ 37 1% 43
Effective Depreciation Rate 1.86% 2.14%

The pro forma effective depreciation rate of 2.14% from the 2010 Depreciation Study is

nearly identical to the 2.13% for years 2011 through 2016 per the October 2008

Unwind Model.

Accounting Commitments

Q. Has Big Rivers complied with each of the accounting commitments specified in

Appendix A of the Commission’s March 6, 2009, Order in the Unwind

Transaction?
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Yes. To the best of my knowledge, Big Rivers has complied with all the accounting

commitments specified in Appendix A of the Unwind Order.

Non-FAC Purchased Power Adjustment

Please discuss the accounting for the Non-FAC Purchased Power Adjustment.
The Non-FAC Purchased Power Adjustment (“NFPPA”) Factor is calculated in
accordance with Appendix A of the Agreements (“Smelter Agreements”) with Alcan
Primary Products Corporation (“Alcan”) and Century Aluminum of Kentucky General
Partnership (“Century”) (collectively, “Smelters”). The purpose of NFPPA Factor is to
recover purchased power costs expensed to Account 555, Purchased Power, attributed
to Big Rivers’ Members (Jackson Purchase Energy Corporation (“Jackson Purchase”),
Kenergy Corp. (“Kenergy”), and Meade County Rural Electric Cooperative
Corporation (“Meade RECC”) and not otherwise recovered in Big Rivers’ FAC,
excluding Big Rivers® Account 555 costs associated with Henderson Municipal Power
and Light’s Station Two (“HMP&L”), and backup power services for Domtar Paper
Company, LLC, but including associated transmission and related costs expensed to
Account 565. The NFPPA amount embedded in the base tariff energy rate is currently
$1.75/MWh.

The NFPPA is charged or credited to the Smelters’ bills the second month
following the month in which purchased power costs are incurred. For example,
qualifying January (expense month) purchased power costs (those not eligible for the
FAC) are used to calculate the NFPPA that is applied to January (service month)
service and is reflected in the amount billed and collected in March (billing month).
Big Rivers has recorded refunds of NFPPA amounts to the Smelters as a debit to
Account 447.191 - Sales for Resale — Kenergy — Century and Alcan and a credit to
Account 142.100 - Customer Accounts Receivable — Electric in the amount of
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$8,150,843.40 through December 31, 2010. An additional liability in the amount of
$1,985,963.21 for the NFPPA for Smelter sales has been recorded as a debit to Account
447.191 and a credit to Account to 242.990 - Accrued Liability-Other based on the
proposed revisions to Appendix A of the Smelter Agreements discussed below.

In accordance the Commission’s Order dated March 6, 2009, in the Unwind
Transaction, Big Rivers established a regulatory account to defer the charges and
credits that would have otherwise been billed to the non-Smelter Members (i.e.,
Jackson Purchase, Meade RECC, and Kenergy other than the Smelters) through the
application of the NFPPA. Big Rivers has recorded as a debit to Account 557.350 -
Other Expenses — Non-Smelter Non-FAC PPA and a credit to Account 254.350 - Other
Regulatory Liability — Non-Smelter Non-FAC PPA a non-Smelter regulatory liability
of $3,854,330.96 through December 31, 2010. As part of this general rate case, Big
Rivers is requesting the Commission’s approval to refund the deferred credit amount to
the non-Smelter Members beginning September 1, 2011, using the Non-Smelter Non-
FAC PPA mechanism as described in Mr. Seelye’s Direct Testimony. An additional
liability in the amount of $965,358.55 related to NFPPA for non-Smelter sales has been
recorded based on the proposed revisions to Appendix A of the Smelter Agreements
discussed below.

The Smelters complained to Big Rivers about the methodology Big Rivers used
to calculate the NFPPA. Big Rivers and the Smelters have met on numerous occasions
about their objection. At the time that Big Rivers was preparing this filing, the
Smelters and Big Rivers had not reached complete agreement on a resolution, although
Big Rivers believed that a resolution was imminent. As a result, this filing reflects that

Big Rivers has recorded the NFPPA on its books in accordance with the resolution that
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Big Rivers believes is appropriate and thought would be reached. Big Rivers and the

Smelters continue to meet on this issue.

Economic Reserve, the Rural Economic Reserve and the Transition Reserve

Please discuss the accounting employed by Big Rivers for each of the Economic
Reserve, the Rural Economic Reserve and the Transition Reserve.

In accordance with the Commission’s March 6, 2009, Order in the Unwind
Transaction, upon the Unwind Transaction’s closing, Big Rivers established deferred
liabilities of the $157 million Economic Reserve (Account 254200) and the
$60,855,790.94 Rural Economic Reserve (Account 254300). The $35 million
Transition Reserve was recorded to Extraordinary Items, Account 434. Each of the
three accounts was funded and invested, with the Rural Economic Reserve invested in
U.S. Treasury Notes, Account 128300. The special deposit account for the Economic
Reserve is Account 128200, and the special deposit account for the Transition Reserve
is Account 128400. Interest earned on investment accounts for the Economic Reserve
and Rural Economic Reserve is credited to the related balance sheet account. Interest
income earned on the Transition Reserve is credited to Interest Income, Account
419040. The table below summarizes the status of the three reserve accounts at

December 31, 2010:

Reserve Accounts as of December 31, 2010
S)
Special Regulatory Interest
Deposit Liability Receivable
Economic Reserve 124,627,684.74 | 122,928,610.42 339,729.92
Rural Economic Reserve 61,770,071.84 62,154,759.36 384,687.52
Transition Reserve 35,192,358.23 n/a 154,093.89
Totals | 221,590,114.81 | 185,083,369.78 878,511.33
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Please see Mr. Seelye’s testimony for Big Rivers’ proposal to transition the Member
Rate Stability Mechanism (“MRSM”) and Rural Economic Reserve once the MRSM

expires.

SO; and NOx Emission Allowances

Explain the accounting employed by Big Rivers for SO, and NOx emission
allowances, and state whether Big Rivers purchased or sold any SO; or NOx
allowances since the closing of the Unwind Transaction?

Big Rivers accounts for SO, and NOx allowances in accordance with RUS Bulletin
1767B-1, Uniform System of Accounts — Electric. Allowances are recorded at cost in
Account 158.1, Allowance Inventory. Item 3 of Appendix A to the March 6, 2009,
Order in Case No. 2007-00455, required Big Rivers not to sell SO, allowance in its
inventory (excluding the 14,000 SO, allowance in conjunction with the Unwind
Transaction) unless the sale is cost-effective based on a written policy which reflects
short— and long-term allowance needs and prices. Because it has not sold any SO, or
NOx allowances, Big Rivers is in full compliance with Item 3. Big Rivers does not
acquire allowances for speculative purposes. The cost of the 14,000 “bank” of pre-
2010 vintage SO, allowances acquired from Western Kentucky Energy Corporation
(“WKEC”) at the Unwind Transaction’s closing was determined based on the $980,000
fair market value. The monthly issuance of allowances from inventory are accounted
for on a vintage basis using a monthly weighted average cost methodology and charged
to Account 509, Allowances. Any eligible allowances not used in the current vintage
year are transferred to the vintage for the immediately following year. Cost of

Allowances is a component of Big Rivers’ monthly Environmental Surcharge.
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VIII. FILING REQUIREMENTS FROM 807 KAR 5:001

What filing requirements from 807 KAR 5:001 are you sponsoring?
I am sponsoring Big Rivers’ responses to the filing requirements listed in

807 KAR 5:001 Section 10(6)(a),
807 KAR 5:001 Section 10(6)(i),
807 KAR 5:001 Section 10(6)(j),
807 KAR 5:001 Section 10(6)(t),
807 KAR 5:001 Section 10(7)(a),
807 KAR 5:001 Section 10(7)(b),
807 KAR 5:001 Section 10(7)(c), and
807 KAR 5:001 Section 10(7)(d).

© N LR W

807 KAR 5:001 Section 10(6)(a)

Please briefly describe Big Rivers’ response to 807 KAR 5:001 Section 10(6)(a).

As required by 807 KAR 5:001 Section 10(6)(a), I am sponsoring thirteen Pro Forma
Adjustments which I briefly and individually summarize below. A complete
description and quantified explanation for each Pro Forma Adjustment, with supporting

documentation, is included in the associated exhibits.

807 KAR 5:001 Section 10(6)(i)

Please briefly describe Big Rivers’ response to 807 KAR 5:001 Section 10(6)(i).
While the revenue requirements in this case are not based on a return on rate base and
capital, as required by 807 KAR 5:001 Section 10(6)(i), I provide a reconciliation of
rate base and capital for the 12-month historical test period ended October 31, 2010,

attached as Exhibit 28.

807 KAR 5:001 Section 10(6)(j)
Please briefly describe Big Rivers’ response to 807 KAR 5:001 Section 10(6)(j).
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As required by 807 KAR 5:001 Section 10(6)(j), I provide a current chart of accounts,

attached as Exhibit 29.

807 KAR 5:001 Section 10(6)(?)

Please briefly describe Big Rivers’ response to 807 KAR 5:001 Section 10(6)(t).

As required by 807 KAR 5:001 Section 10(6)(t), I note that, following termination of
the leveraged lease of Big Rivers’ Wilson and Green generating units in 2008, and the
associated dissolution of Big Rivers Leasing Corp. in July 2009, Big Rivers now has no
affiliates. As Big Rivers Leasing Corp. has been dissolved, no monies were paid to or

on behalf of Big Rivers Leasing Corp. in the test year.

807 KAR 5:001 Section 10(7)(a)

Please briefly describe Big Rivers’ response to 807 KAR 5:001 Section 10(7)(a).

As required by 807 KAR 5:001 Section 10(7)(a), I provide a detailed statement of
operations (income statement) and balance sheet reflecting the impact of all proposed
Pro Forma Adjustments for known and measurable changes to ensure fair, just and
reasonable rates based on the historical test period ending October 31, 2010, attached as

Exhibit 42.

807 KAR 5:001 Section 10(7)(b)

Please briefly describe Big Rivers’ response to 807 KAR 5:001 Section 10(7)(b).
As required by 807 KAR 5:001 Section 10(7)(b), I note that Big Rivers is not
requesting any Pro Forma Adjustment for plant additions. Therefore, Big Rivers is not

providing a capital construction budget, as this requirement is not applicable.
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IX.

807 KAR 5:001 Section 10(7)(c)

Please briefly describe Big Rivers’ response to 807 KAR 5:001 Section 10(7)(c).
As required by 807 KAR 5:001 Section 10(7)(c), I note that Big Rivers is not
requesting any Pro Forma Adjustment for plant additions. Therefore, Big Rivers is not
providing the detailed information listed in 807 KAR 5:001 Section 10(7)(c), as this

requirement is not applicable.

807 KAR 5:001 Section 10(7)(d)

Please briefly describe Big Rivers’ response to 807 KAR 5:001 Section 10(7)(d).
As required by 807 KAR 5:001 Section 10(7)(d), I provide Big Rivers’ approved
operating budgets for the years 2011 through 2014, a period encompassing all the Pro

Forma Adjustments, as Exhibit 45.

PRO FORMA ADJUSTMENTS TO YEST YEAR

What Pro Forma Adjustment Schedules are you sponsoring?
I am sponsoring the following Pro Forma Adjustment Schedules noted in the Direct
Testimony of Mr. Wolfram in Exhibit Wolfram-1

Schedule 2.06 — Depreciation Expenses,

Schedule 2.07 — Labor/Labor Overhead Expenses,

Schedule 2.08 — Interest Capitalized,

Schedule 2.09 — Reliant Resources Inc (“RRI”) Domtar Cogenerator Back-Up
Agreement,

Schedule 2.12 — Information Technology (“IT”) Support Services Expenses,
Schedule 2.13 — Rate Case Expenses,

Schedule 2.15 — Interest Expense on Long-Term Debt,

Schedule 2.16 — Soaper Building Rent Expenses,

Schedule 2.19 — Western Kentucky Energy Corporation (“WKEC”) Lease
Income, Expenses, and Extraordinary Gain ~ Unwind “True-Up”

10. Schedule 2.20 — Southeastern Federal Power Customers (“SEFPC”),

11. Schedule 2.21 — Midwest ISO Case Expenses,

o

LR
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12. Schedule 2.23 — Promotional/Political/Institutional Advertising Expenses,
Political/Lobbying Expenses, Donations, and Economic Development
Expenses, and

13. Schedule 2.24 — Income Tax Expenses.

Schedule 2.06 — Depreciation Expenses

Please briefly describe Schedule 2.06 — Depreciation Expenses.

As discussed above and in the testimony of Mr. Kelly, Schedule 2.06 — Depreciation
Expenses sets forth annualized depreciation expenses at both the current rates per the
existing depreciation study (“1998 Depreciation Study”) and the new rates per the new
depreciation study (“2010 Depreciation Study”). Each is then compared to the
depreciation expense in the test year. Burns & McDonnell performed both the 1998
Depreciation Study and the 2010 Depreciation Study. These depreciation studies are
included as attachments to Mr. Kelly’s testimony.

Big Rivers requests the Commission to enter an Order approving the 2010
Depreciation Study and permitting Big Rivers to implement the new depreciation rates
on the first day of the month, either coincident with or following the effective date of
the new tariff rates in this case as ordered by this Commission. The 2010 Depreciation

Study results in an increase in Big Rivers’ revenue requirement of $6,252,652.

Schedule 2.07 — Labor/Labor Overhead Expenses

Please briefly describe Schedule 2.07 — Labor/Labor Overhead Expenses.

Schedule 2.07 — Labor/Labor Overhead Expenses sets forth the annualized pro forma
labor and labor overhead amount based on the 606 employees of record as of December
31,2010. Ofthese 606 employees, 249 are non-bargaining unit employees, and 357 are
bargaining unit employees. This 606 total excludes those on long-term disability

(“LTD”) for whom replacements have been hired. As planned, and consistent with the
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approved Unwind organization/staffing structure, Big Rivers continues transitioning to
a full employee complement, filling all approved vacancies.

Base pay includes current pay rates, as well as qualification increases for non-
bargaining employees, and step increases and contract increases for bargaining
employees. Shift premiums are appropriately included. Overtime is based upon the
amount currently expected for 2011, which is consistent with 2010. Labor overhead
costs are based on the most current information, including premium rates and Statement
of Financial Position (FAS) 87 and FAS 106 actuarial information.

Big Rivers notes that, as part of its recent cost-containment efforts, non-
bargaining employees received no annual wage increase in 2010, and the 2011 non-
bargaining wage increase was 2%. The pro forma amount does not include any
incentive payout or bonus. The effect of this pro forma adjustment is to increase Big

Rivers’ revenue requirements by $624,894.

Schedule 2.08 — Interest Capitalized

Please briefly describe Schedule 2.08 — Interest Capitalized.

Schedule 2.08 — Interest Capitalized shows an increase in revenue requirements. Big
Rivers is seeking current recovery of interest capitalized on construction work in
progress (“CWIP”). Accordingly, revenue requirements are being increased by the

amount of interest capitalized in the test year, $515,767.

Schedule 2.09 — Reliant Resources Inc. Domtar Cogenerator Back-Up Agreement

Interest Capitalized

Please briefly describe Schedule 2.09 — Reliant Resources Inc (“RRI”) Domtar

Cogenerator Back-Up Agreement.
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Schedule 2.09 — RRI Domtar Cogenerator Back-Up Agreement outlines an adjustment
based upon Big Rivers’ agreement with Domtar. By its terms, Big Rivers’ agreement
with RRI to provide back-up service for Domtar’s cogenerator terminates March 31,
2011. While an agreement with RRI will not be renewed, Big Rivers has approved a
new agreement whereby back-up service will essentially be provided for Domtar by the
Midwest ISO with Domtar paying all associated cost. Accordingly, this pro forma
adjustment serves to remove $2,086,416 for the RRI reservation fee and back-up power
cost, as well as the associated $1,115,159 revenue Big Rivers receives from either
Domtar or RRI. The net effect of this pro forma adjustment is to decrease Big Rivers’

revenue requirements by $971,257.

Schedule 2.12 — Information Technology (“IT”) Support Services Expenses

Please briefly describe Schedule 2.12 — I'T Support Services Expenses.

Schedule 2.12 — IT Support Services Expenses makes an adjustment for IT support
services received from a subsidiary of LG&E and KU Energy LLC (formerly E.ON
U.S. LLC) (“E.ON U.S.”). As discussed in the Unwind Proceeding, during the test
year, Big Rivers received these I'T support services pursuant to an I'T Support Services
Agreement with E.ON U.S. that became effective upon the July 16, 2009, closing of the
Unwind Transaction. Since that agreement was to terminate no later than January 15,
2011, Big Rivers contracted with Hewlett-Packard (“HP”) to implement Oracle Release
12, R12/E-Business Suite. Following a 16-month implementation, Big Rivers went
“live” with Oracle R12 on November 1, 2010. Big Rivers also outsourced various IT
support functions to HP, including Oracle applications, help desk, desktop support, data
center and infrastructure, pursuant to a seven-year service contract that terminates

August 31, 2017.
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Big Rivers’ revenue requirements include the HP contract amount for the 12-
month period ending August 31, 2012 ($2,189,242), based on the new tariff rates in this
case being made effective September 1, 2011. The resulting net effect of this HP
agreement versus the E.ON U.S. agreement is this pro forma adjustment to increase

revenue requirements by $292,194.

Schedule 2.13 — Rate Case Expenses

Please briefly describe Schedule 2.13 — Rate Case Expenses.

Schedule 2.13 — Rate Case Expenses itemizes expenses related to preparing this rate
case filing. During the test year, Big Rivers incurred $17,924 to prepare this rate case
filing. Big Rivers anticipates it will incur a total of $898,930 in legal and consulting
costs including, but not limited to, the cost of service and rate design study and the
depreciation study, to support this application and discovery related thereto. Big Rivers
is including one-third of such amount, or $299,643 in its revenue requirements. The
net effect of this pro forma adjustment is to increase Big Rivers’ revenue requirements

by $281,719.

Schedule 2.15 —- Interest Expense on Long-Term Debt

Please briefly describe Schedule 2.15 — Interest Expense on Long-Term Debt.
Schedule 2.15 — Interest Expense on Long-Term Debt annualizes, on a GAAP basis,
interest expense on long-term debt, by applying the interest rates in effect at October
31, 2010, to outstanding debt on such date. Big Rivers’ refinanced its $83.3 million
2001A Series Ohio County PCBs, now the 2010A Series, at a fixed rate of 6% on June
8,2010. The 2010A Series is a bullet maturity on July 15, 2031. This pro forma

adjustment increases Big Rivers’ revenue requirements by $70,408.
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Schedule 2.16 — Soaper Building Rent Expenses Schedule

Please briefly describe Schedule 2.16 — Soaper Building Rent Expenses.

Schedule 2.16 — Soaper Building Rent Expenses addresses Soaper Building office
space rental, as discussed in the Unwind Proceeding. The test year includes $128,368
Soaper Building office space rental expense for certain former WKEC employees.
Post-Unwind, through May 2010, while Big Rivers’ headquarters building was being
remodeled to accommodate additional staff, Big Rivers leased office space previously
leased by WKEC for certain former WKEC office staff. Big Rivers is removing this
cost from its revenue requirements, resulting in a reduction in revenue requirements of

$128,368.

Schedule 2.19 — WKEC Lease Income, Expenses, and Extraordinary Gain — Unwind
“True-Up”

Please briefly describe Schedule 2.19 — WKEC Lease Income, Expenses, and
Extraordinary Gain — Unwind “True-Up”.

Schedule 2.19 — WKEC Lease Income, Expenses, and Extraordinary Gain - Unwind
“True-Up” addresses several post-Unwind closing accounting entries.. There were
several such post-Unwind closing accounting entries for items including property taxes,
materials and supplies inventories, CWIP, etc. There was also a significant post-
retirement medical liability for the former WKEC employees assumed as of the
Unwind closing date. This pro forma adjustment is to remove all such amounts

included in the test year, resulting in a $4,969,814 decrease in revenue requirements.

Schedule 2.20 — Southeastern Federal Power Customers

Please briefly describe Schedule 2.20 — Southeastern Federal Power Customers.
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Schedule 2.20 — Southeastern Federal Power Customers reflects Big Rivers’ recent
termination of its long-time SEFPC membership as a cost-cutting measure.
Accordingly, a pro forma adjustment is being made to remove the $180,775 cost from

the test year and, thereby, reducing revenue requirements by that amount.

Schedule 2.21 — Midwest ISO Case Expenses

Please briefly describe Schedule 2.21 — Midwest ISO Case Expenses.

Schedule 2.21 — Midwest ISO Case Expenses represents expenses incurred as part of
Big Rivers’ transferring functional control of its transmission system to the Midwest
ISO. During the test year, Big Rivers incurred $1,305,377 in connection with Case No.
2010-00043. This Commission approved this transfer in its Order dated November 1,
2010. Following this Commission’s approval, Big Rivers’ successfully integrated into
the Midwest ISO on December 1, 2010. This pro forma adjustment serves to amortize
the entire $1,602,777 costs for such case over a 3 year period. Therefore, the net effect
of this pro forma adjustment is to decrease Big Rivers’ revenue requirements by

$771,118.

Schedule 2.23 — Promotional/Political/Institutional Advertising Expenses,
Political/Lobbying Expenses, Donations, and Economic Development Expenses
Please briefly describe Schedule 2.23 — Promotional/Institutional Advertising
Expenses, Lobbying Expenses, Donations, and Economic Development Expenses.
Schedule 2.23 — Promotional/Institutional Advertising Expenses, Lobbying Expenses,
Donations, and Economic Development Expenses comports with 807 KAR 5:016
which requires excluding from revenue requirements those costs which are for
promotional advertising or institutional advertising. One example of such costs is
Touchstone Energy. This pro forma adjustment serves to also exclude civic, lobbying
Case No. 2011-00036
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costs, donations (charitable contributions), penalties, and economic development costs.

The effect of this pro forma adjustment is to reduce revenue requirements by $507,216.

Schedule 2.24 — Income Tax Expenses

Please briefly describe Schedule 2.24 — Income Tax Expenses.

Regarding Schedule 2.24 — Income Tax Expenses, Big Rivers first failed the 85%
member income test in 1983, and the Internal Revenue Service approved non-exempt
filing status. Big Rivers generated net operating losses (“NOLs”) for many years from
1983 through 1999 for both regular and alternative minimum tax (“AMT”) purposes,
and first became subject to the AMT for tax year 2000 due to consummation of a
leveraged lease of its Wilson and Green facilities, due to the transaction being
accounted for as a sale for income tax purposes. Except for the years 2001 and 2002,
when the 90% AMT NOL limitation was suspended, Big Rivers has been subject to the
AMT each year since 2000. As a result of the 2008 termination of the leveraged lease
and the 2009 closing of the Unwind, both transactions having significant income tax
ramifications for Big Rivers, it is unlikely that Big Rivers will pay either the regular tax
or the AMT beyond 2011 (2011 results from a change in accounting method adopted by
Big Rivers in 2008). Accordingly, but for a minor amount of on-going state income tax
in connection with Big Rivers” ACES Power Marketing (“APM”) membership, the test
year amount is being eliminated from the revenue requirements. As the test year
amount was actually a credit, the effect of this pro forma adjustment is to increase

revenue requirements by $183,084.

CONCLUSION

Please summarize your testimony.
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Based on the revenue requirements designed to achieve a Contact TIER of 1.24, Big
Rivers’ revenue requirements deficiency is $39,952,927. We ask that the Commission
consider that because of the TIER Adjustment provisions in the Smelter Agreements
and the Rebate Adjustment of the tariff, there is essentially no risk that Big Rivers will
earn an excessive level of margins by authorizing Big Rivers' proposed rate increase.
An inadequate increase in revenues, on the other hand, could have serious
consequences on Big Rivers, including the inability to meet its debt covenants,
rendering Big Rivers insolvent, causing Big Rivers to lose its investment grade credit
ratings, resulting in Big Rivers being unable to complete the previously mentioned
required debt refinancings, and requiring Big Rivers to further delay scheduled
maintenance of its generating units, which could potentially affect reliability.

Does this conclude your testimony?

Yes.
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201 Thirg Street

PO Box 24

Henderson, KY 42419-0024
270-827-2541

www. bigriven.com

IR T

October 14, 2009 —
-~ -/(/Mm !

Mr. Jeff DeRouen o

Executive Director ’

Kentucky Public Service Commission , (/ Y

211 Sower Boulevard - 0 (7

Frankfort, K'Y 40601 N\

RE: Big Rivers Electric Corporation’s New Financial Model

T T~ L
—

Dear Mr. DeRouen: \ e
Enclosed are an original and five copies of the Big Rivers Electric Corporation (“Big Rivers™)
“New Financial Model.” The enclosed model contains the Post-Closing 2009 Budget (July 17 -
December 31) and the (current) Forecast for each of the years 2010 through 2012, The New
Financial Model provides monthly data for July 2009 (last 15 days) through December 2011,
2012 is shown in total for the year. A hard copy of certain key elements of the enclosed Excel
file (the sheet titled “Stmts RUS™), and an Excel file of the entire New Financial Model are
enclosed. A listing of Significant Facts and Assumptions is also enclosed.

Actual financial results for the prior year are not included in the New Financial Model because
the prior year is obviously not comparable in terms of Big Rivers’ operations. If you believe that
information would be helpful in this format, though, Big Rivers is willing to add it to the initial
run of the New Financial Model.

Sincerely,

BIG RIVERS ELECTRIC CORPORATION

MarkAP(‘

e CPA
Vice President Accounting

Enclosures
c Mr. Mark A. Bailey (with enclosures)
Mr. C. William Blackburn (with enclosures)
Mr. Albert Yockey (with enclosures)
Mr. Kelly Nuckols, Jackson Purchase Energy Corporation (with enclosures)
Mr. Sandy Novick, Kenergy Corp. (with enclosures)
Mr. Burns Mercer, Meade County RECC (with enclosures)
James Miller, Esq., General Counsel (with enclosures)
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Significant Facts and Assumptions for Post-Close
2009 Budget and 2010 through 2012 Forecasl

¢ No SO2 or NOX allowance sales.
«  Member Sales - demand and energy billing units for Rural and Large Industrial load per the

2009 Load Forecast Study; Century @ 482 MW @ 98% load factor; Alcan @ 368 MW @ 98%
load factor.

o PowerSinun Production Cost Model utilized for sources and uses of energy.

. Purchased Power: SEPA per agreement; market on economic dispatch basis per PowerSimm
Production Cost Model, ensuring system load requirements are met. Purchased power is
reflective of HMP&L Excess Energy Charge and the Non-Snielter Member Non-FAC Purchased
Power Adjustment Regulatory Accounting.

-+ Assuming the current economic downturn continues, an 11.12% Member wholesale rate increase
in 2012, with Smelters near median of TIER Adjustment Charge. Includes the Depreciation
Methodology reflective of that included in the October 2008 Unwind Model.

+  Regulatory Account for Non-Smelter Member Non-FAC Purchased Power Adjustment
amortized over three-year period beginning 2012.

«  Refunding of the $83.3 million Pollution Control Bond Issue in April 2010 to mature in August
2031. Interest rate of 6%, and refinancing costs of 1.74% amortized over life of bonds. Existing
unamortized Ambac insurance premium expensed through April 2010 reflected in 2010 Forecast,
but not 2009 Budget.

FIFCTRIC CORPORATION
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Significant Facts and Assumptions for Post-CIosé
2009 Budget and 2010 through 2012 Forecast

o The $58.8 million Pollution Control Bond Issue remains as Bank Bonds at 3.25%.

. $85 million borrowing October 2012, $60 million of which is used Lo pay down RUS Series A
Note, ($25 million used to fund capital expenditures).

«  lnterest income rate 2010 thru 2012 - 0.30% General Fund; 0.92% Transition Reserve, 1.49%
Economic Reserve; 1.87% Rural Economic Reserve.

«  Post-Close 2009 Budget (July 17 — December 31) was approved by the Board in August 2009.

»  Non-Variable Operation & Maintenance Non-Labor cost escalated at 2.5%; Bargaining Labor
escalated at 3.2% per conlract; Non-Bargaining reflects no increase in 2010 and 3% in 2011 and
2012; Labor Overheads escalated at 3% .

o«  Capital Expenditures: 2009 = $43.9 million; 2010 - $40.2 million; 2011 = $61.4 million; 2012 =
$65.7 million.

«  Year-end 2009 general fund cash balance = $66.9 million; 2010 = $59.1 million; 2011 = $30.3
million; 2012 = $35.1 million.

\Telns Your Touchstone Energy” Cuoperative @
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Significant Facts and Assumptions for Post- Close
2009 Budget and 2010 through 2012 Forecast

IR R T LA

. Production Work Plan Revisions required to meet budget constraints:

v 2010 — Coleman 2 and Green 1 outages moved to 201 1. Reduced scope of Wilson outage.
Cancelled certain generation-related projects.

v 2011 — Coleman 1, Green 2 and Wilson 1 outages moved to 2012. Added Combustion
Turbine inspection.

v' 2012 — Green | outage moved to 2013.

. Station Two: City ol Henderson’s take is 100 MW for fiscal year ending 5/31/2010, increasing
SMW annually thereafler. Letter dated April 30, 2009, from HMP&L states its intent to reserve
120 MW (of the 312 MW total) by June I, 2013.

qu Rl\rel S Your Touchstone Energy” Cuoperative ?@:E?‘{
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Catendar Year

L Sales {TWH)
Rural
Large industial
Century
Alan
Market

Jotal Sal

1._Rates, Accrual Based {$/ MWH Sold, unless othenvise noled)

General Rate Adustnent (%)

Rural
Load Factor (%)
Demand {$/ KW-mo.}
Energy ($/ MyWH]
Net Rate {($/ MWH)

MRDA

Regulatary Charge

FAC

Emnvironmental Surcharge
Surcredit

Total

Economic Reserve

TIER Related Rebate
Effective Rate ($/ MWH]}

targe Industrial
Load Faclor (%)
Demand (§/ KW-mo.}
Energy ($/ MWH)
Power Faclor Penalty/ Demand Cr. {Lrg. Ind.}
Net Rale {3/ MWH)

MRDA

Regulatoty Charge

FAC

Environmental Suichaige
Surcredit

PCA - Net

Ecanomic Reserve
TIER Related Rebate
Effective Rale {8/ MWH)

Non-Smeiter Member Biend
Net Rate ($/ MWH)

MADA
Regulalory Chasge

FAC

Environmental Surcharge
Surcrecit

PCA - Het

Eronnmic Reserve

TIER Related Rebale
Effectve Rate {3/ MWH)

Prepared 10113712009

Big Rivers Eleclric Corporalion

2008 2008 2009 2008 2009 2009
July August September October Hovember December

0.1 024 020 017 0.18

0.04 0.10 0.08 0.08 0.08

017 0.35 0.34 0.35 0.34

0.13 027 0.28 027 026

0.08 0.14 0.13 0.01 0.11

0.52 1.08 1.03 0.90 0.98
0.00% 0.00% 0.00% 0.00% 0.00%

538.52% 60.69% 54.80% 60.84% 61.52% 64.88%

737 7.37 737 737 737
20.40 20.40 20.49 20.40 20.40
37.36 37.04 _38.82 37.00 36.81

0.00 0.00 0.00 0.00 a.00

0.00 0.00 0.00 0.00 000

e.73 a.84 8.60 6.83 8.36

291 2.82 279 227 228
{2.95) {2.84) {324) 1364} {3.50)

9.69 9.79 8.15 546 7.3
{(9.69) {9.79) {8.15) {548) (7.13)

0.00 0.00 0.00 0.00 0.00
37.36 37.04 38.82 37,00 36.81

79.93% 82.52% 79.72% 80.26% T6.29% 77.65%
10.15 10.15 10.15 10.15 10.15
13.72 1372 13.72 1372 13.72

0.00 0.00 0.00 0.00 0.00 A
3111 30.57 31.18 31.04 31.94 31.62

.00 0.00 000 000 000

0.00 .00 ©.00 Q00 0.00

9.73 .84 8.60 683 835

a1l 2.89 279 227 228
{295} {2.94}) {3.24} (3.64) {3.50)

9.69 8.79 8.15 545 7143
(2.69) (9.79) {8.15) {5.46} {713}

9.00 0.00 0.00 0.00 0.00 .
3111 3057 31.16 3104 3194 3162 <
35.63 35.17 3641 34.94 35.24

oot 0.00 0.00 0.00 0.00

X 0.00 0.00 Q.00 0.00

9.73 984 860 883 8.38

291 2.89 219 227 228
{295} (2.94) (3.24} (3.64} {3.50)

68 Q79 8.16 548 713
{9.69}) {8.79) {8.15) {5.46) {7.13}

0.00 0.00 0.00 0.00 .00 .
3583 3517 36.41 3494 3524 34.72

Pegs | CiD s

ocal

v Inlerrmt FiesiOLK 13 New Financial Model - PSC 2008-2012 {10-1209)
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Calendar Year
Smelters
Base Rate
TER Adjustoent
Smelter Rate Subjectto Price Cap
EAC, Non-FAC FPA,ES
Surcharge 1
Sincharge 2
TIER Relatled Rebate
Elfective Ralg

larkel

. Income Statement

Electic Energy Hevenues

Inceme From Leased Propeity Net

Cther Operating Revenue and income

TOTAL OPER, REVENUES & PATRONAGE CAPITAL

o ] se-Production-Exch Fuel
Gperating Expense-Production-Fuel

Opesating Expense-Other Pawer Supply

Qperating Expense-Transnission

QOperating Expense-Distritution

Operating Expense-Customer Accounls

Qperating Expense-Customer Service and information
Qperating Expanze-Saies

COperating Expense-Administave and Qeneral
TOTAL OPERATION EXPENSE

tdaintenance Expense-Production

E Expense-1
tdaintenance Expanse-Distribution
iaintenance Expense-General Flant
TOTALMAINTENANCE EXPENSE

Deprectation end Amcriization Expense
Taxes

Interest on Long-Tern Dett

Interest Charged Io Consbuction - Credit
Other interest Expense

Asset Relirement Obfigation

Other Deductions

TOTAL COST OF ELECTRIC SERYICE
OPERATING MARGINS

interest incoms

Allowance For Funds Used During Construction
income {Loss) From Equity Investments

QOther Non-Operating Income {Het}

Generation and Transmissicn Capital Cradits
Other Capital Credits and Pationags Dividends
Extraoridinary lters

NET PATRONAGE CAPITAL OR MARGIN

. Balance Sheet

Total UtiRly Plantin Service

Constuchion Work in Progress

Total Uity Plant

Aceum. Frovision for Depreciation and Amort
NET UTILITY PLANT

Prapmad 107152009

Big Rivers Electric Corporation

2008 2008 2009 2008 2009 2009
July August September October Hovember December
2815 2815 2818 2815 2815 2815
185 198 195 188 188 105
30.10 3010 30.10 20.10 30.10 30.10
1169 1172 1106 1224 11.32 10142
036 0.3% 938 038 Q.28 0.36
120 120 120 120 1.20 120
200 0.00 0.08 4.00 0.90 .00
43.36 4339 42.74 43,80 43.00 41.79
35.00 35.00 35.00 35.00 3500 3500 :
2241 4850 3833 4122
.00 000 000 060
0.29 0.2 0.62 0.62
22.71 47.92 39.01 41.84
241 4.75 462 384 385
9.48 20.33 17.86 1365 18.63
3.49 887 7.05 9.28 751
0.32 0.63 0.85 084 g.18
004 0407 oy 207 3.07
0.07 Q.18 9.15 9.15 2.3%8
1.24 137 2.18 2.19 1.81
17.06 3437 32.59 29.83 3142
1.40 2717 3.2¢ 12.22 2.99
0.22 Q38 081 042 0.39
0.0 002 062 003 j1543]
1.63 3.18 3.88 12.65 339
127 281 282 2es 2.88
000 .00 0.00 @00 LX)
210 4.18 4.02 4.16 401
(0.03) {0.05) {0.15) {0.06} (0.06)
3.00 001 0.01 0.01 0.0t
22.02 4443 43.14 4842 4132
088 2864 0.82 (10.41) 052
0.01 D02 0.02 002 0.02
0.00 0.00 .00 0.60 .00
0.9 2865 .83 (10,39} 0.54
1.936.87 1840 58 1,947.50 1.970.13 108133 1,984 83
1005 204 803 702 801 500
1,046.22 1.94963 195553 1.877.15 1.097.34 108063
855.31 898.27 801.24 504.22 on7.23 91025 -
1,051 61 1.051.36 105429 1.072.84 1.080.12 1.079.28
Foge 2 =X Bod =t

oeat

y intarrot FRasiOLK 13New Financial Modar - PSC 2000-2012 {10-12-09)
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Calendar Year

tHon-Utility Propedy {(Nei}

tnvest. in Asscc. Otg - Payonage Capital

favest, In Assoc. - Other - General Funds

Oter invesnenis

Spacial Funds

Special Funds {Transilion Reserve}

Specizl Funds {Economic Reserve}

Spaciat Funds {Rual Economic Resenve}

TOTAL OTHER PROPERTY AND INVESTMENTS

Cash - General Funds

Cash - Construction Funds - Truslee
Speclel Deposils

Temporary Investments

Accounis Receivable - Sales of Eecgy (Net}
Accounts Receivable - Other (Net)

Fuel Stock

Materials and Suppiies - Other
Frepayments

Qther Currentand Acciued Assels

TOTAL CURRENT AND ACCRUED ASSETS

Unamortized Debl Discount & Extraos. Prop. Losses
Regulatory Assels

Other Deferred Oebits

Accunnitaled Deferred tncome Taxes

TOTAL ASSETS AND OTHER DEBITS

TOTAL MARGINS & EQUITY

Long-Term Dett - RUS
Long-Term Debt- Other
TOTAL LONG-1ERM DEBT

Hetes Payable

Accounts Psyable

Accounts Payable {TIER Rebaie)}

Taxes Accrued

interest Accrued

Qther Current ard Accrued Lizbilles

QOther Cutrent and Accrued Lizbifities tPurchased Fower)
TOTAL CURRENT AND ACCRUED LIABILITIES

Delerred Credils

Delerred Credis {(Economic Reserve)
Deferred Credits {Rural Economic Reserve)
Accurmuiated Operating Provisions

Ohbligation under Capital Leases - Moncurrent

TOTAL LIABILITIES AND OTHER CREDITS

V. Cash Flow Statement

Qpsraing Begelpls
Rural
Large Industrial
Smelters
Olfsystem
Gain on Saie of Alowances
Cobank Pationage Capitat & Other
Interes! Earnings

Toel Receipls

Prepmed 107122008

Big Rivers Electric Corporation

2009 2009 2008 2008 2009 2008 2009
July August September Oclober November Dacember Total
357 s7 357 3457 357 57
ag8 058 068 0.68 0.£8 0.c8
00z 902 0.02 0.02 092 0.0z
078 178 0.78 038 0.78 078
3500 3501 5m 502 3502 3503
15565 182862 150.44 149.17 14743 14525
50.86 €087 €0.88 £0.89 £0.89 €0.90 " .
256.58 253.55 251.38 250,13 24840 246.23 .,
0.01 001 0.01 0.0t 6.01 0.0t
0.57 057 0.57 0.57 0.57 057
B854 8727 8504 73.64 60.14 6685
224 4550 4334 38.32 4122 45 11
0.85 085 0.85 0.85 0.85 085
36.20 3335 30.02 290.23 2710 24.52
2058 2083 20.69 20.74 20.79 2084
518 493 468 442 417 691
224 224 2.24 224 224 224
177.58 196.35 198.32 170.08 157.08 1€7.80
0.70 058 0.59 0.59 0.68 055
.00 0.00 0.00 0.25 0.44 0.17
1.43 1.43 143 143 143 143
0.00 0.00 0.00 0.00 0.00 0.00
1,487 .90 1,503.38 1508.11 149552 1,488.15 1,495.78
395.2% 387.91 398.74 388.35 283.88
706.32 706.32 7.9 70468 704.88
142.10 142.10 142.10 142.1¢ 142.10
B48.42 848.42 850.01 B846.58 £46.98
1234 26.32 2653 3160 2513
Q.00 000 o00 9.00 ¢.00
1.38 g.11 0.35 0.589 0.20
188 558 755 389 746
351 382 353 384 ER:L
015 048 0.58 0.00 0.00
2024 3607 38.54 42.61 36.43
000 000 0.00 0.09 o.es
155.88 15282 150.44 14917 147 43 14525
60.86 6087 £0.88 6089 £0 .82 80.¢0
7Aar 749 7.50 7.52 7.54 7.88
1.487.90 1,503.38 1,506.11 1,495.52 1.488.15 1,485.718
429 8.71 7.76 645 6.74 7.789
137 281 285 2.88 2.78 278
i3.00 2689 2563 27.21 2579 25.90
22¢ 478 4.71 041 3.8 6.29
0.00 000 0.00 000 000 0.00
000 000 000 000 0909 400
0.0t c.n2 002 0.02 0.02 002
20.88 4328 40.98 36.95 3331 42.75
Pags 3 [odhs! erd

y irderet FilesiGLA 13WNew Fingnoial Modet - PSC 2009-2012{10-12-091
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Big Rivers Electric Corporation

2008 2009 2003 2009 2008 2009
Calendar Year July August September Qclober Hovember December
QOperating Disbursements
PFA ;
FuelCosts 9.36 19.47 17 39 1407 16.63 18.82
Fuel Costs (Labor & Expj 0.37 0.70 0.86 071 0.56 0.64
Domtar 0.00 000 0.00 oo Q.00 Q.00
Power Supply (Purch. Power, APM, Cogen, & TVA Tian) 1.41 287 3.55 653 4.23 278
Production O&M 381 752 185 16.06 £.04 B.EQ
Transmission O&M 0.54 103 1.26 106 1.19 107
ARG 1.36 200 242 243 .25 2.18
Working Capilat {7.58) 1212 {3.78) {1243 1240 268
Debt Refunding Cosl 0.00 000 ann 009 0.00 000
Other 0.00 0.00 000 0.01 0.00 8.00
Total Disbursemants 927 45.72 29.4¢ 2742 4420 34.75
QOperating Receipts less Disbursements 1160 (2.44) 11.58 953 {4.82) 800
Capilsl Expendilures
Generation 124 113 3685 1754 8.3t 0.00
Trangnission 003 0.78 0.27 265 0.46 0.85
ARG 0.00 oM 0.1 0.1 on 011
Other (HQ Building, 1P} 0.31 0.63 173 127 1.25 127 -
Total Capilat Expendites 1.57 265 576 2156 10.13 2.23
{ncome Taxes from Operations 0.00 0.00 0.00 0.00 0.00 0.00
et Pre-Finance Cash Flow 10.03 (5.09) 581 (1203) (15.02) 577
Financing
Principal 040 000 0.00 304 .00 0.00
Interest 0.63 040 042 779 g40 143 !
Line of Credit 0.00 4.00 0.00 0.00 0.0g 0.00
Aggregate Debt Service {inel Une of Credity 0.63 0.40 042 10.83 040 143 :
Post-Finance Cash Flow 9.40 (5.50) 5.40 {22.85) {16.42)
Unwing Transaclion
Cosh Proceeds
Debt Reduction

Mise. Transaction
Net Before Member Reserves
Rural Econonic Reserve

Econotric Reserve 1.54 323 238 1.46 1.93
Net Belore Transillon Reserve 1.54 323 2.38 146 1.83
Ending Cash Balances {incl. Transition Reserve} 124.64 12228 130.09 108.65 95.16
Change In Working Capial
Other Froperty {0.00) 9.00 0.09 0.00 000
Accounts Receivable 6.60 2409 {3.15) {4.95) 283
Materlals, Supples & Other 0.05 0.05 0085 9.05 0095
Prepayments 038 {0.22} ©22) {022) {0.22)
Other Current Assels 0.00 0.00 099 .00 0.00
Accounts Paysble {14.4€) {13.04) 0.15) {8.06} 947
Tares Accrued {0.12) 127 {0.24) {024} 029
Other Accruals {0.03) {0.03) {0.03) {0.03) (0.03)
CoBank Patronage Capital §.00 0.00 000 0.00 0.00
Total {7.58) 12.12 {3.75} {13451 12.40

VL Credit Measures

Conbact TIER

Earnings 0.69 2.65 083 (10.39) 0.54
Plus: interest & N g Fees, and R NG 207 4141 387 4.10 395
Plus: impuled Rale Increase In 2010 0.00 0.00 000 0.00 [REY
Less: Offsel lo impuled Rate Increase in 2010 .00 0.00 Q.00 0.00 0.00
Preparad 1011372009 Page 4 D and ys\omilchinLocal Settings\Temp y internet Fles\OLK 13iNaw Financial Modsl - PST 2009-2012 (10-12.09)
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Big Rivers Electric Corporation

2009 2009 2009 2009 2009 2009
Calendar Year July August September Ogctaber November December
Less: Intereston Sequestered Funds {0.00Y 001 {0.80) @01 {0.00)
Total 275 8.76 4.70 {6.30) 4.48
Plys Sale-Leasebackinterest 0.00 000 8.00 0.00 0.00
Total 2.76 6.76 4.70 {6.30% 4.48
Divided by
Interest Expense, Financing Fees, and Restucturing 2.07 4.1 387 4.10 385
Plus Sale-Leaseback interest 0.00 0.90 000 0.00 0.00
Total 207 4.1 387 4.10 3.85
Contract TIER 133 1.64 121 {1.54) 113
Conventionat TIER
Eamings 0.69 265 083 {10.39) 0.54
Plus: Interest Expense, Financing Fees, and Restuclunng 2907 4.4 387 4.10 3.95
Plus income Tax 0.00 0.00 0.00 0.00 0.00
Tolat 277 6.77 4.70 {6.29) 4.48
Plus Sate-Leaseback Interesl .00 0.00 .00 9.00 0.00
Total 277 6.77 4.70 {8.29) 4.48
Divided by
Interest Expense, Financing Fees, and Restuctuting 207 411 387 4.10 395
Plus Satg-Leaseback interest 0.00 0.00 0.00 2.00 09.00
Total 207 4.11 387 4.10 3.95
Conventional TIER 1.33 1.68 121 (1.53) 114
Norih Star
Tatal Cost of Elactric Sendce {mifions of §) 2202 44.48 43.14 49.42 41.32 42.65
Hon-Mermber Revenues (milions of 8} 251 539 5.34 1.05 4.62 6.93
19.51 39.08 37.80 48.37 36.70 35.72
Smelter and Non-Smetter Member Sales (TWh) 0.46 0.95 Q.89 088 0.87 .92
$iMwh 42.52 41,14 12.40 54.57 42.19 38.68
SkwWh 0.042524 0.041142 0.042401 0.054572 0.042191 0.038683 ;
Prepared 107132009 Page § DX and Sotth ek ocal Setings\Termporary Inemel Fias\OLK 13w Firancisl Modai - PSC 2009-2012 (10-12-09}
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Big Rivers Eleclric Corporation

2010 010 2010 piialy 2010 2010 2040 2018 2010 2010 2010 20140 2010
Talendar Year January February March Agrit May June July August September  October Movember December Total
i. Sales (TWH]
ural 0.25 0.22 0.20 0.16 0.16 Q.20 0.23 0.23 0.18 o6 Q.18 0.24 241
Laroe Industrial 0.08 008 0.08 0.08 0.08 0.08 0.08 0.09 0.08 .08 0.07 0.08 0.85
Ceptury 0.35 0.32 0.35 0.34 £.35 Q.34 0.35 235 034 0.35 0.3 935 4.14
Aan 0.27 024 027 a.26 627 026 0.27 827 028 027 028 027 3.8
Warket 0.08 0.03 .08 0.09 0.05 0.0t 0.07 0.06 0.02 0.04 0.08 .13 ol
Toial Safes 103 0.88 0.95 993 0.92 0.90 0.89 1.00 0.88 0.80 0.94 1.07 - 4938
Rales, Accrual Based {3/ MWH Sold, unless gtheryise noted)
General Rale Adusiment (56} 0.00% D.0U% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 000% 0.00% 0.00% 0.400%
Rural
Load Facter (%) 83.71% 65.66% 68.09% §2.85% 61.83% 61.12% 62.49% 52.36% 55.68% 64.25% 83.78% 68.00% . -
Demand (& KW-mo.} 7.37 1.37 7.37 737 737 737 137 37 737 737 7.37 737
Energy {3/ MWVH) 20490 2040 20.40 20.40 20.49 20.40 2040 20.40 20.40 20.40 20.40 20.40
Met Rate ($/ MWH) 36.25 35.78 3523 36.46 3673 3690 36.58 3659 38.53 36.11 3623 3525 M
MROA .00 000 4.00 one 0og v.00 0.00 aee 0.00 0.00 9.00 €00
Regufatory Charge 9.00 000 0.00 ony oy 000 vy 900 ] con 000 o0
FAC 3= 8.83 268 3138 934 8.40 278 983 968 2.84 9.66 9B2
Environrnental Surcharge 264 2.72 2.80 2.51% 2.7¢ 302 292 304 323 316 2.92 27
Surcredit {2.981 {3.08} {3.54) {4.00} {389 {3.32) (3.15} {2.09) {3.53) {4.03} _{3.85) {3.03)
Totat a.18 842 8.32 7.89 B.15 . 9.11 0.54 g9l 9386 897 8.93 953
Econonic Reserve {8185} {842 832) {789 {8.15) {831 {7.54% {783} {738) {897} {6.83} {7.53)
TIER Felated Rebals 0.00 9.90 0.00 0.00 g.00 0.00 0.00 500 0.00 0.00 0.00 0.00
Eflective Rate {8/ MWH) - 36,25 3578 3523 36.48 3873 3690 38,56 38.59 40.53 38.11 3823 37.25
targe mdustital
L.oad Facior {%) a1 T487% 74.44% 78.35% 80.10% 79.31% 7303% 83.04% BA.04% 79597 71.88% T583%
Demand {(§ KWw-mo.} 10.15 10.15 10.15 10.15 10.15 10.15 10.18 10.15 18.16 10.15 10.16 10.15
Energy {$/ MWH) 13.72 13.72 13.72 13.72 13.72 13.72 1372 1372 1372 1332 1372 1392
Power Faclor Penaltyl Demand Cr, (Lrg. Ind.} 0.00 2.00 000 0.00 0.00 G.00 4.0 0.00 0.00 0.00 0.00
et Rate (${ wi} 31.52 32.34 32.38 31.07 31.25 32,78 3048 30.26 31.18 33.08 32.03
MRDA 0.00 0.00 0.00 .00 ooo 0.00 000 aoe 0.09 o.00 000
Regulatory Charge 0.00 080 000 n.oe 000 003 gon 000 oo0 800 ooo
FAC 859 843 2085 9.28 240 a78 993 o E6 981 9.86 283
Envirpnmentat Surcharge 284 232 280 251 3.02 292 3 323 316 293 273
Surcredit {2.98} {3.08) 13.54) 1.08) { {3.32) (3.15} (3.04} {3531 {4.03) 3.65 3.03 MRS
PCA - Met 8.1¢ 849 832 7.89 . 9.1 9.54 083 .36 8.97 8.83 9.52
Econoiric Reserve {8.16) {8.49) {8.32} {7.89) {8.15) {9.11) (7.84) {793) {7.38) (6.97} {6.93} {7.53)
TIER Beialzd Rebate 0.00 0.09 800 0.0 0.09 0.08 0.00 000 000 _ .00 0.00 9.00
Effective Rate (31 MWH) 31,52 32.24 3233 A48 31.07 31.25 3478 3248 3226 33.18 3506 34 03
Non-Sinelter Meinber Blend
Net Ratg ($/ MWH} 35.08 34.89 34.44 34.78 24.8¢ 3527 35.62 33.89 3578 34.44 35.34 447
FIRDA 00 0o oo oog (e o.00 .00 0.00 0.00 0.00 09.00 oo
Regulatory Charge c.o0 0.90 a.co 0o .09 0.00 0.00 0.00 a0 [Xed] 0.00 .60
FA‘; B50 g83 208 9.38 934 0.40 9.78 993 9868 o84 9.66 283
Environmentsl Surchalge 264 272 2.80 251 2n 3.02 292 304 323 3.186 293 273
Surcradit {2.88) §3.06) {3.584 {4.80] {3.39) §3.32) {319 {3.04) {3.53) 14.93) {3.65) {3.03}
PCA -1t 8.18 844 8.32 789 815 a1t 954 ga3 9.38 Bo7 8.93 .53
Econonic Reserve (8.16) (2 49) {8.32) (7.89) (8 15) e1mn (7.54) (783} (7.26) (6 97} (6.93) (7.53)
T!ER Related Rebate 0.08 .00 009 o480 2.03 089 0.00 g.u3 2.00 800 0.00 8.00
Effecive Rate (S/ MWH) 3508 34,859 3443 3478 34.81 35.27 37.62 —_3e89 3778 36424 37.34 3847 -
e and Selty ichtad ocal SeftrosiTamparary interet FraeOUK 1 3Waw Fronsial Model - FSC 2009-2012 {10-12-09)
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Big Rivers Electric Corporalion

2210 2010 20190 2640 2010 2040 Z010 2010 2010 2010 2010 2010 2010

Galendar Year January February Warch April May June July August September  October November  December
Smellers

Base Rale 20.15 28.15 28.15 28 .18 28.15 28.15 2815 2915 2815 2815 2815 2815

TIER Adusiment 1.5 1.95 1.95 195 195 1.95 195 195 195 1.95 1.85 195 -

Smelter Rale Subject to Price Cap 20.10 30.10 .10 30.10 30.40 .10 30.10 30.1¢ 3010 30.10 .10 3010 °

FAC, Mon-FAC PPA, ES 10.02 10.51 10.42 10.84 1061 11.78 1221 12.37 12.11 11.69 11.08 1145

Surcharge 1 0.36 .40 036 038 0.35 0.38 036 038 0.38 0.36 038 036

Surcharge 2 1.20 120 129 120 120 123 1.20 1.20 120 1.20 120 1.20

TIER Refzied Rebate 0.0 9.00 0.00 0.00 4.09 2.00 0.00 g.00 0.06 0.00 0.00 000 .:

Eifective Rate 41.68 4222 42.08 42.32 4228 4348 43.87 4404 4379 43.35 42,716 43.11

Markst 2403 5585 55.69 49.57 52710 5523 §6.12 56.31 5342 £4.90 52.87 51.857
{L Income Stalemesnt
Elaclric Energy Revenues 44.25 28,13 4p.91 4018 3974 3240 44.74 4504 3928 3033 41.22 47 .40
income From Leased Property Mat Ligslsd 0.00 000 g0g 080 0.00 ooo 0.00 2.00 0.00 D.c0 0.00
Qther Operaling Revenue end Income 0.62 0.62 0.62 052 9.82 082 0.62 0.62 0.62 0.82 062 062 -
TOTAL UPER. REVENUES & PATRONAGE CAPHAL 4488 38.78 41.53 40.77 40.37 40.03 45.38 45.68 39.90 3986 41.85 48.03
o] Erxpense-Product Fus! 4.66 4.30 482 468 479 503 502 4.86 4.92 4.73 4189 482 ¥
Operating Expense-Production-Fuel 14.12 12.14 13.56 1340 11.68 1275 1573 1558 1278 1172 13.12 1532
Operating Expense-Other Power Supply 8.73 922 1001 10.60 10 68 10214 .41 9.73 3.68 10.72 9.72 10.61
Ogperating Expense-T fon 0.69 062 0.66 0.8¢ 0.80 085 0.66 0.60 0.82 0.80 .60 0.65
Opsrating Expanse-Olstribution
QOp=araling Expense-Customer Accounts
Operating Expense-Customer Service and Information X178 0.05 005 205 805 no7 0.05 0.06 007 0.05 4.5 0.08 .
Operating Expense-Sales 0.03 002 0.093 Q.02 0.02 0.03 9.02 0.02 022 Q.04 0.05 0.13 :0.61 .
Operating Expanse-adninisirative and General 2.84 242 2.70 243 2.28 2.8% 258 2.26 247 221 1.81 2.17 .. 29.42
TOTAL OPERATION EXPENSE 3213 2878 31.84 3179 30.05 3162 33486 3322 30.95 30.07 a0.14 33.76 . 377.81
L. e Expe i i 229 204 3es 357 407 318 308 282 anz 322 278 289 . 3680
® Expense-Trar 0.34 0.31 033 ¢34 832 d.43 0.43 a.41 044 30 0.31 0.35 B 437
Maintenance Expense-Distribution .
Nalntenance Expense-General Plant 001 0.00 a.90 £.00 J.Lo ji%eii] 8.81 208 080 000 .00 0900 0.05
TOTAL MAINTENANCE EXPENSE 2.82 35 3.47 3.1 43¢ 3.82 3.49 3.33 347 3.52 3.09 3.04 4132
Depreciation and Amor lization Expense 2.88 288 288 2.88 282 289 290 2.90 2.91 202 294 295 4
Taves 0.02 0.0z 0.02 0.02 guz 0902 0.02 0.02 002 0.02 0.02 0.02 0.25
interest on Long-Term Dabt 429 3.88 4.29 399 386 3.84 397 4.01 388 4.02 393 4.15 48.24
interest Charged to Construction - Credit {C.02) {0.03} (0.04) [LACR)] {0.05) {0.06) {0.06) {0.07} {0.06) {0.05) {0.05]) {0.05) ~ (.58}
Other Interest Expense
Assel Retireman! Obligation
Other Deductions 0.00 .00 0.01 0.02 0.01 0.01 0.01 0.01 0.01 0.0t 4.01 0.0% 010
TOTAL COST OF ELECTRIC SERVICE 41.93 38.88 42.48 4257 4128 a1.84 43.79 43.43 41,18 40.51 40.09 4389 501.88
OPERATING MARGINS 295 10.12) {0.95) {1.80) (U1} {1.92} 157 224 {129) {0.55) 1.78 4.14 511
Interest Income 004 0.04 0.04 0.04 0.04 004 .04 0.04 0.04 0.04 0.04 0.04 - 045
Aflovance For Funds Used During Construcion
income (Loss) From Equily tnvestments
Qther Hon-Operating Incoma (Net)
Gensiation snd Transmission Capitat Credits s
Other Gapital Credits and Patronage Dividends 0.00 0.00 0.0 0.00 0.00 g 0.00 0.00 0.00 0.00 0.00 000 o.00
Exireoridinary ems e
NET PATRONAGE CAPITAL OR MARGMN 298 {0.08) {0.91) {1.76) {0871 {1.88) 1.61 2.27 (1.25) {U.51) 1.7 4.18 ... Si
V. Batance Sheet
Total Utility Plant in Service 198700 1.988.73 1,993.72 1,999.67 2,003 73 2,009.78 201482 2,019 36 202223 202382 2,025.01 2,02545 '
Construction Work in Progress 504 5.00 500 5.00 500 3.00 500 5.00 5.00 5.00 500 5.00
Total Ulility Plant 1.292.00 1,924.73 1.998.72 200457 2.008.73 201478 2.019.82 202436 202723 2.028.82 203001 203045
Accum. Provision for Depreciation and Amort. 91328 91632 219.35 822.38 92543 02847 93153 934.59 837.88 940.73 94383 846.24
NET UTILHY PLANT 1.078.71 1.078.42 1,079.37 1082 28 1.083.30 1.086.30 1.08828 1.088.77 1,088.57 1.08808 1.088.18 1.083.51

Piapmad 1071372003 Pogs 7 CiD and Sei HtehterLcenl Setiren] emporory Intenet FlastOLK 13Naw Fiancisl Mode! - PSC 20092012 (10-12-08)
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Catendar Year

HNon-Utiity Property (el

frivest. n Assoc, Org - Patrenage Capital

Jovest. In Assoc. - Other - Generat Funds

Qther Investments

Special Funds

Special Funris (Transition Ressrve)

Speciat Funds {Economic Reserve}

Spectal Funds (Rural Ecenomic Reserve)

TOTAL OTHER PROPERTY AND MVESTMERTS

Cash - General Funds

Cash - Construction Funds - Trustee
Special Deposits

Temporary Investmems

Accounis Receivabis - Sales of Esrgy {Nel}
Accounts Receivaba - OQthar Moty

Fuel Stock

tiatetials and Supglies - Oter
Frepaymenis

QOther Current and Accrued Assets

TOTAL CURRENT AND ACCRUED ASSETS

Unamortized Debt Discount & Exiraor. Prop. Losses
Regulatory Assels

QOther Deferred Oebits

Accumuiated Osfered Income Taxes

TOTAL ASSETS AND DTHER DEBITS

TOTAL MARGINS & EQUITY

Long-Term Debt - RUS
Long-1erm Dbt~ Other
TOTAL LONG-TERN DEBT

Hetes Pavable

Accounts Payatle

Accounts Payable (TIER Rebate}

1anes Actrued

interest Acciued

Otiier Curtent end Accrued Liabiities

Oter Current and Acciied Liabiites {Fur chased Powern)
TOTAL CURRENT AND ACCRUED LIABILITIES

Defered Credils

Delferred Credis {Economie Reservet
pefened Cragits {Rurst Ecgnanvic Reserve)
Accurmiated Quoerating Provisions

QObigaton under Carital Leases - Noncusrent

TOTAL LIABILITIES AND QTHER CREDHS

y. Cash Flow Statemant

Oneraing Recelpls
Rural

Lawge ndustriat
Smefiers
Ofisystem
Zain op Sale of Aliowances
(obank Payonage Capital & Cther
Interest Eamings

Total Receipts

Propmed 107122003

Big Rivers Electric Corporation

2019 2010 2010 2010 2010 200 2010 2010 2010 2010 2010 2010
Januvary February March Aprlt May June Juty August September  Oclober November December
357 357 357 357 357 357 187 3157 as7 357 57 357
CEs 068 068 0.68 0.68 .68 068 0.68 0€8 068 aca 068
002 002 0.02 002 L 802 Q.02 0.02 0.02 0.02 0.02 0.02
0.78 0.78 0.78 0.78 0.78 .78 0.78 0.78 078 0.78 g.78 0.98
3505 35.08 IBzH 3513 3516 35.1¢ 352t 35.24 3527 35.30 35.32 35.35
142,77 14048 138.39 13867 13481 13238 $30.23 127 87 12608 124 55 122.91 12066
8100 £1.09 6118 6128 §138 6147 81.57 61,67 61.78 61.86 §1.95 §2.08
24388 24168 239.70 238.13 236.49 234,08 232.07 229.84 228.15 228.78 22524 22311
201 0.01 L3} 0.0 oot 001 9401 9.0t 6.0t [sX: 3] 0.01 0.01
0.57 957 0.57 .67 087 057 057 057 ikl 057 057 9.57
3273 47.09 4898 2583 2832 a7 88 25.10 39.35 46.43 51.23 5559 59.14
4175 38.13 40.91 4015 3074 3044 44.74 45.04 39.28 3933 41.22 47.40
0.85 0.85 085 0.8 0.85 .88 0.88 0.85 .85 [s3:53 9.85 0.8%
2572 2627 2661 2668 2875 2685 2728 27.48 27.29 2728 2125 27.4%
2089 2095 21.00 2105 2110 21.16 zi21 2128 213 219 2142 2147
532 578 517 4.74 447 429 392 363 338 3.10 283 5.63
224 224 224 224 224 2.24 2.24 224 .24 2.24 2.24 2.24
1389.59 141.86 146.34 132.12 134.13 133.23 136.89 138.42 141.36 145.99 151.98 164.76
0.67 087 0.66 2.1 240 209 208 208 207 208 205 2.04
0.08 0.00 0.00 0.00 0.00 L] ano 0.oe Q00 0.00 0.00 0.00
143 143 143 1.43 1.43 1.43 143 143 143 143 143 142
0,00 0.00 900 0.00 o400 000 0.09 0.00 a.00 0.00 o.0o 0.00
1,454.22 1,A68408 146750 1457.08 145738 145715 1,460.76 1.482.54 1,462.57 1,484.31 1,466.88 1,474.85
304,96 38487 393.98 392.20 29132 389.44 391.0% 393.33 392.07 381.58 393.38 397.54
67961 £79.51 881.08 677 14 €77 14 67875 (SRl 63708 €88 71 69715 €07 15 Aeg 82
142,10 142,10 142.10 142.10 142.10 142,10 14218 142.10 142,10 142,10 142.10 142.10
821.61 ez21.61 823.18 619.24 819.z23 820.85 829.16 820.18 830.81 83925 83025 840.82
29 18 27.81 2091 3119 3008 3042 30.65 3028 2954 2017 28.14 30.5¢
0.00 0.00 0n.00 000 Qo0 peo g.00 000 000 000 000 0.00
079 0.57 085 107 1.38 188 188 0.37 080 D.88 047 q08
344 817 787 302 §.36 8.00 304 6.44 8.08 305 639 828
3588 357 358 359 3.60 3.81 .62 an2 383 384 365 366
828 g gen 1.49 155 173 1.89 248 229 260 299 335
3636 3843 43,20 40.06 42.95 45.34 4105 42.79 4413 38.34 4164 45.80
000 0.00 000 087 000 o0 0.00 (] 0.00 0.00 000 0.00
14277 14045 138 36 136.67 13481 132.38 13923 127 87 126.06 12485 122.91 120.66
6100 5103 6118 8128 §118 §147 8157 6167 81.76 5166 8193 6205
7.58 780 7.62 7.64 7686 7.67 7.69 7.1 7.73 7.75 137 7.78
146428 146408 1.467.50 148 7.0? 145736 1.457.18 1,460.78 146254 1,482.57 1,464.31 1.465.§§ 147485
8.20 7.79 598 5.72 .08 749 895 8.88 724 8.05 7.11 9.05 g0.21
253 243 2.45 250 263 2.57 262 287 287 2.72 256 283 3138
2583 2383 2608 2838 il 2606 27.19 2728 2627 2687 25.65 26.72 313.18+
433 179 31 468 284 068 365 3.47 0593 201 411 §59 28.22
DLt Ry o.00 009 .00 000 0.00 a0 000 060 0.00 000 0.80
0.00 oge Qo0 0.00 £.00 0.00 0.00 200 900 73.00 noo 0.00 0.02 .
e Reld o od 004 (i) o.04 .04 g.04 0.04 004 9.04 n.ot 004 046
41.63 3568 3867 38.32 37.7% 36.84 4246 4255 37.35 37.70 39.47 45.03 47344
Faga €. \Dagumerts and Settingripriichiglecal Serdrq’\‘lqm:my!mnmlFﬂcs\DLK‘la‘Numeftiﬂ stogot - FSC 20082012 {10-12-09}



$T Jo g1 98ed
1-931H NqIYXH
9€000-1107 ‘ON 958D

Big Rivers Electric Corporation

2010 2010 2010 2010 2010 2010 2010 2610 2010 2010 2010 2010 ‘2('!!0»
Catendar Year January  February March Aprii May June July August  September  October November  December Total-
Opetating Disbursements
PPA T
Fuel Cosis 17.67 1483 18.49 14.42 14.12 1509 18.34 1807 14.93 14.16 15.48 18.06 191.?1
Fuel Costs {Labor & Exp) 038 937 042 g.an 0.42 043 0.46 046 0.40 g4t 0.40 0939 4.94
Daomtar {0.00} (0.00) {o.coy {0.00) (0.00} (0.00) {0.00} {000} (0.00) (0.00) {0.00} {0.00) 1o _(0.02)..
Power Supply (Purch. Power. APM, Cogen, & TVA Tranj 586 5.56 584 8.20 6.74 5.58 581 601 597 678 5.78 655 °
Production O&M 5.93 7.35 790 825 8.85 821 807 788 7.84 7.04 747 751
Transmission C&M 1.02 093 1.05 0.094 0.92 1.08 1.09 1.0% 126 0.20 991 100
ARG 2.84 248 279 2.51 232 299 2.86 2.34 2.7 230 201 238
Warking Capital {111 {5.07) {0.03) (2.501 0.18 {1.13) 4.5¢ 1.92 {647 {0 10} 3.10 703 -
Debt Refunding Cost 0.00 0.00 000 145 g.00 .00 0.00 9.00 6.00 0.c0 0.00 200 oo
Other 0.00 6.00 0.00 092 a.00 0.09 0.00 0.00 0.00 Geo 8.00 G.00
Tola! Disbursements 33.70 2652 34.46 33.68 33.56 3326 41.01 37.71 27.18 32.40 35.12 42.89
Opetaling Recelpls less Dishursements 7.93 9.16 4.21 4.64 4.19 3.58 1.44 4.84 9.55 530 434 214
Caplial Expenditures
Generation 025 41 112 3.3t 140 348 2.89 3.12 204 1.00 0.70 002
Transmission 1.2t 159 1.91 1.98 187 1.81 141 1.20 0.76 0.49 942 0.236
ARG 0.27 0.03 0.30 0.02 0.12 003 0.02 0.02 002 905 g02 0.02
Other (HQ Building, 1P} 0851 062 9.62 0.62 0.82 0.70 0.65 004 8.00 8.00 0.00 8.00 :
Total Capltal Expendiiures 2.34 2.71 .85 5.50 4.01 599 4.97 4.47 282 1.83 1.15 0.38
Income Taxes from Operations 0.02 o002 8.02 0.02 o.02 0.0z 0.02 0.02 0.02 0.02 0.02 002
Net Pre-Finance Cash Flow §.57 6.44 0.24 (1.28) g.1¢6 {2.43} {3.55) 0.35 6.71 395 3.18 1.73
Fingpeing
Principal 2694 0.00 0.00 394 ] sk 0.00 0.00 0.00 000 0.00 0.00
inlerest 9.38 0.54 0.80 B.77 0.60 058 0.60 0.60 0.58 0.60 058 0.58
tine of Credit 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 -
Aggregate Debt Service (incl Line of Credit) 36.32 G.54 0.60 12.71 0.50 o.58 0.60 0.60 0.58 0.60 0.58 0.568 -
Post-Finance Cash Flow {30.75) 5.90 (0.36) (13.88) (0.44) (3.00) (4.15) (0.25) 6.14 3.15 2.60 1.18

Cash Proceeds

Debt Reduction

Misc, Transaction

Net Before Member Reserves
Rural Economic Reserve

Economic Reserve 2.6¢ 249 228 1.86 203 2.80 232 2.52 197 1.58 1.80 2.41
Net Before Transiion Reserve 266 249 228 1.86 2.03 2.80 232 2582 197 1.68 1.80 241
Entfing Cash Balances {Incl Transilon Reserve| 73.18 82.17 84.08 71.96 7385 7315 71.32 73.58 B81.70 86.52 90.92 94.49
Chanae in Working Capital
Other Propsrty 0.00 0.00 0.00 900 Q.00 0.00 .00 o.oo 0.00 .00 9.00 0.00 .
Accounts Receivable {0.85) {6.12} 278 {0.76) {040 {0.31) 534 030 {576} 008 1.89 €18 -
Materials, Supplies & Other 0.05 0.05 0.08 005 a.05 0.05 005 0G5 0.08 0.05 0.05 0.05
Prepayments {0.26) {026} {0 26} {0.26) {028} 0.28) {0.26) {0.26} {0.26} {0.26) {0.26) 282
Qther Curtent Assets 0.00 0.00 0.0 0.09 000 0.00 Q.00 0.00 000 0.00 0.00 0en .
Accounts Payable 0285 1.57 (2.29) {128) 111 (0.34Y {0.23) 0.37 0.74 0.36 1.03 (2.401
Taxes Accrued (0.28) {0.28) {0.28} (0.22} (0.28) (0.22} (0.28) 148 {0.22) {0.28} 0.41 .41
Other Accruals (003) (0 03) (0 03) 0.03 (003} (0.03) (0.03) (0.03) (0.03) (0.0 (0.03) (0.03)
CaBank Palronage Capital 0.00 0.00 0.00 0.00 0.00 0.00 000 0.00 0.00 4.00 0.00 g.00 -

Total (1,11} (5.07} (0:03) {2.50) 018 (1:13) 459 102 (847} (0:!0) 3.10 7.03 -

Vi Credit Measures

Conract TIER

Earnings 288 19.09) [OR14] {1.76} {0.87} (1.88) 161t 227 {1.25) {051 179
Flus: Inlerest Expense, Financing Fees, and Restucturing 427 385 4.26 2es s 378 391 395 3R3 397 389
Plus: imputed Rate Increase in 2010 0.00 ¢.090 a.00 .00 0.00 0.00 0.00 .00 0.00 000 G.0o0
Less: Offset {o Imputed Rate Increasa in 2010 0.00 0.00 9.00 0.00 000 0.00 0.00 0.00 0.00 0.00 0.00
Propaed 10/13/2009 Paga 8 =2 ang Sati oeat Tewmporary lnternal Filas\OLK 13aw Finarcial Model - PSC 2009-2012 (16-12-09)
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Calendar Year

Less: Interest on Sequestered Funds
Total
Plus Sale-Leaseback Injerest

Total

Divided by

intzrest Expense, Financing Feas, and Restucturing
Pius Sale-Leasebsck Interest

Tofal

Contract TIER

Convenlionat TIER

Earnings
Phus: interest Expense, Financing Fees, and Restucturing
Plus income Tax
Totat
Plus Sale-Leaseback Inferest

Total

Divided by

Inlarest Expanse, Financing Fees, and Restructuring
Plus Sale-Leaseback lnlerest

Totat

Conventonal TIER

Horth Star
Total Cost of Blectiiz Senvice (millions of §)
Hon-Member Revenues (milions of $)

Smefier and Nor-Smetfier Member Sales (TWh)
SvWh
SkWh

Freparad 107132008

Big Rivers Efectric Corporalion

2010 2010 2010 2010 2010 2010 2010 2010 2010 2010 2010 2610
January February fdarch April May Juna July August September  October Novenibar  December
{0.03} {0.02) {0.03) {0.03) {6.02) {0031 {0.03} (0.03) {0.03) {0.031 {0.03} €0.03)
123 374 332 216 301 1.87 549 6.19 255 343 565 8.28
000 0.00 0040 0.00 0.00 009 0.00 .00 0.00 0.00 4.00 0.00
1.23 3.74 3.32 2.18 o 1.87 548 6.19 255 343 5.65 8.26
427 383 426 %8 X 3.78 391 395 383 327 389 411
0.00 8.00 060 0.00 0.00 000 800 0.00 0.00 g.00 6.00 0.00
427 3.85 428 385 Ret] 378 3t 385 383 397 3.89 4.11
1.69 a.97 0.78 0.55 977 .49 1.41 1.57 0.67 0.86 145 201
288 {2 09) {osn {1.76) 2.87} (1.88) 161 227 {128) [(2:3)] 1.79 4.18
427 385 428 396 3.8t 378 3.21 398 383 397 389 4.11
0.02 002 092 902 0.02 9.82 8.02 0.02 002 0.02 .02 002
7.28 3.78 337 2720 3.06 192 554 5.24 260 348 570 8.3t
0.00 0.89 060 0.00 0.09 000 .00 0.00 000 8.00 0.00 0.00
728 378 337 220 3.06 192 5.54 624 2.60 348 5.70 8.31
4.27 385 426 395 3.8t a78 301 395 383 397 3pe 4.11
0.80 0.00 .60 240 0.00 200 090 000 200 2.00 0.09 0.89
427 3.85 428 395 3.91 378 .21 3.85 383 387 3.89 4.1
1.70 0.98 0.79 0.56 0.78 0.51 1.42 1.53 0.68 0.88 1.47 202
4193 33.88 4248 4257 4128 4134 4379 4343 4119 490.51 4009 4389
4.99 245 3.78 534 3.50 134 4.32 4.14 1.58 288 4.78 7.26
36.84 36.43 38.71 37.23 371.78 40.60 39.47 3829 39.60 37.83 35.32 36.63
085 0.85 0Ee e384 1R:18 088 0.93 0.94 087 0.86 0.86 0.84
aa.07 4232 433 44.53 43.48 15.68 42.57 4188 4568 43.97 4113 3897
0.039070 0042728 0.043314 0.044520 0.043478 0.045883 0.042567 0.041878 0.045658 0043871 0.041130 0.038970 7
Poge 10 oW ond ocet Settirgs\] emposary 1nternal FEes\GLK 13WNaw Firancial bode! - PSC 2008-2012 (10-12-051
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Big Rivers Electric Corporation

2011 2011 2011 2011 2011 2014 2014 2011 201t 2011 20114 2011
Calendar Year Jenuary  February March Aprit Way June July August  September  Oclober Hovember December
i Saies {TWH}
Rursi 025 922 0.20 0.18 a.47 4] 023 024 0.19 0.6 C.18 025
Large Industrial 0.08 0.07 008 0.08 608 0.08 0.08 0.08 0.08 0.08 0.08 0.08
Cenury 0.35 9.32 0.38 0.34 0.35 034 0.35 035 0.34 0.35 0.34 035
Alcan 027 024 0.27 0.26 027 026 027 027 0.26 0.27 .26 027
iarke Q.10 0.08 0.11 o.10 0.08 0.08 0.07. 0.07 0.19 0.14 g.13 0.1
Total Sales 105 0385 1.01 0.94 0.96 0.97 1.00 1.01 0.97 1.01 0.99 106
. Rates, Accrual Based ($/ MVYH Sold, unless otherwise noted}
General Rate Adustment (%} 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
Rurat
Load Faclor (%) 64.22% 65.73% 66.71% 84.17% 62.62% 61.85% 60.94% 64.09% 58.63% 64.32% 83.07% 6821%
Demand {($/ KW-no.} 737 737 7.37 1.37 1.37 737 137 737 7.37 737 7.37 7.37
Energy ($/ MWH) 20.40 20.40 20.40 20,40 2040 2049 2040 2040 2040 2049 20.40 2040
Net Rate (1 MWH) 3812 3578 3553 3613 3852 36.70 3697 3615 37.62 36,10 3641 3520
MRDA 0.00 .00 000 QEvH 0.00 090 o.00 goo 0.00 0.00 0.00 000
Regulalory Charge 9.00 0.00 9.00 4.00 000 000 000 009 000 0.09 §.00 .00
FAC 19.84 1133 172 1188 11.95 12.03 12.02 1207 1208 1201 12 04 1175
Environmental Surcharge 288 293 281 212 2.50 2.61 281 291 am 288 2.82 2.7
Syrcradit {2.95) {3.03) {3.50} {3.96} {3.85} {328} {3.12) {3.01) {3.50) (3091 {3.82) {3.00}
Total 10.77 1122 1103 10.44 1043 11.35 11.81 1198 11.56 1088 11.24 1154
Economic Reserve {8.77) {9.22) {903} {F.44) (8481 (2.35} (Fan {7.86) (7.56) (6.88) (7.24) (7.54)
T{ER Relatzd Rebate 0.00 0.00 0.60 0.0 0.00 0.00 0.00 0.99 0.00 0.00 0.00 0.00
Effective Rate (87 MWH) 38,12 3776 371.53 38.13 38.52 38.70 40.97 40.15 41.62 40,10 40.41 39.20
Large Industrial
Load Factor (%) 78.12% T4.47% 78.57% 75.32% T3.60% 77.19% 78.84% BO.DT% T6.50% 79.873%5 74.00% 75.14%
Cemand {3/ KW-mo.} 10.15 10.15 10.15 10.15 1015 10.15 10.15 10.15 10.15 19.15 10.15 16.15
Energy {$/ MNWH) 13.72 13.72 13.72 13.72 1372 1372 13.72 1372 1372 1372 1372 13.72
Power Faclor Penafly/ Demand Cr. {Lrg. Ind.) 0.00 9.00 0.00 0.00 2.00 0.00 2.60 0.00 0.00 29.00 0.00 0.00
MetRate {3/ MWH) 31.98 32.3¢ 3141 32.18 3141 3173 31.33 3108 31.77 31.12 32.50 32.22
MRDA ono 0.co 000 |00 000 Q00 o.co o.oo 1Re) 080 4.00 0.00
Regulatory Charge 000 800 0.00 g.00 9.00 0.00 0.00 0.00 [y 0.00 6.00 .09
FAC 10 84 11.33 11.72 11.68 1185 12.03 12.02 1207 12.06 12.01 1204 11.75
Envircnmenta! Surcharge 288 2m 231 272 259 261 2.81 z291 3.01 288 282 279
Swureredit {2.85) 13.03}) 13.50) 43.86) 13.85) {3.28) $3.12) {3.91}1 {3.50) (3.99) {3.62) {3.00)
PCA - et 10.77 1122 1103 10.44 1048 11.35 11.81 11.98 11.56 10.88 1124 11.54
Economic Reserve 877 {822) {8.03) {8.44} {B.49) {9.35) {7.81) {7 96} {7.56) {6.88) {729 {7.54)
TIER Refated Rebals 0,00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.99 g9.00 009 0.00
Effactve Rate {3/ MwH) 33.98 3439 3341 34.18 3341 33.73 3533 35.08 35.77 35.12 36.50 3622 .
tHon-Smefter Member Blend
Net Rate (37 MWH) 35.14 34.80 3434 3487 34.84 35.32 3549 34.85 35.90 3442 3529 34.50
MRDA 0.00 0.00 0.00 0.00 0.00 oo0 0.00 0.00 .00 000 0.00 000 - -
Regulatory Charge 0.00 003 0.0 000 000 [ 0.00 o.00 0.00 000 oge 0.00
FAC 10.84 1133 11.72 11.68 11.85 1203 1202 12.07 12086 1201 12.04 "W
Environmenta! Suicharge 288 293 281 272 2.50 2861 281 291 301 286 282 278
Surcredit (2.95) (3.03) {3.50) (3.96} 13.85) (3.28) {3.12) (3.01) (3.50) (3.991 (3.62) (3.00) - . .
PCA - Net 10.77 1122 11.03 10.44 10.49 11.35 1191 1198 11.56 10.86 1124 11.54
Ecenomic Reserve (8770 (2.22) 203 (8 44) {B.49) (235) (7.81) (7.96) (7.56) (6.88) (720 (7.54)
VIER Refaled Rebale 0,00 0.00 0.00 090 000 009 0.00 000 0.00 090 0.00 098 . .ok
Effective Rate (37 MWH) 37.14 3690 3834 3687 36.84 3732 38385 3999 3842 3829 ECE N
Prepared 1001372609 Fage 11 3! ard Eelting ocal & \Temporaty Intarnet FissiOUK 1 33asy F inancisf Model - PSC 2809-2012 (10-12-08)
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Big Rivers Electric Corporation

20141 2011 2011 2011 2011 201t 2011 2011 2011 2041 2011 2011 2014

Calendar Year January  February March April May June July August  September  October November December Totat
Smelters

Base Rate 2815 28.15 28.15 2815 2815 28.15 28.15 2815 28.15 2015 2815 28.15

HIER Adjusiment 195 1.95 185 195 185 1.95 1.95 1.85 195 195 1.95 1.25

Smelter Rate Subjzcl o Price Cap 30.10 30.10 30.10 3010 30.10 30.10 30190 30.19 .10 30.10 30.10 30.10

FAC, Mon-FAC PPA, ES 1266 13.00 13.87 1332 12.74 14.27 1452 14.71 14.06 13.00 13.13 13.45

Surchaige 1 0.36 040 Q.38 ©.38 0.26 0.38 0.38 03§ 0.38 0.36 0.38 0.36

Surchargs 2 1.20 120 1.20 120 120 1.20 1.20 120 1.20 1.20 120 1.29

TIER Related Rebate 2.00 8.90 0.00 (tRi] .00 900 0.00 0.00 000 0.00 0.00 0.00

Effective Rate 4432 44.71 45.64 45.00 4441 46.05 46.18 46.37 45.74 44.67 4481 45.12

Markel 6283 63.45 55.94 53.58 5163 49.52 B0.41 59.06 51.45 56,42 57.29 5737 Ll
0. Ingome Statement
Electlc Enerpy Revenues 1883 44690 47 19 4330 4363 4496 4767 4792 45.18 48.84 46.44
Income From Leased Froperty Net o 0o 0.00 0.00 000 g0 0.00 0.00 200 0.00 0.00 G.ou
Qiher Operating Revenus and Incoms 0.62 062 0.682 062 g.62 0.62 0.62 0.62 8.82 3.62 062
TDYAL OPER. REVENUES & PATRONAGE CAPITAL 4280 4522 47.81 4392 44.25 4$.59 48.29 48.54 45.78 47.46 47.07
Operating Expense-Production-Excluding Fuet 5.06 475 5.19 510 498 5.05 5.19 503 5.17 4.8 508
Operaling Expense-Production-Fuel 17.30 16.17 16.13 14.67 14 81 16.65 17.81 18.03 16 42 17.20 16.65
Operating Expense-Other Power Supply 956 8.73 11.90 12.54 1228 10.04 8.65 8.495 2gg 9.43 9.63
Qpersting Expense-Transnission 4.69 0.84 0.68 0.62 0.82 087 0.88 0.68 0.80 0.63 0.65
Operaling Expense-Distibulion
QUneratng €xpense-Cusiomer Accounts S
Operzting Expense-Customer Service and Inforrmation Q.07 g.08 Q.07 006 o08 607 008 0.07 c.08 006 Q.06 [iR:1- -0:74
Qperating Expense-Sales 0.14 0.13 0.14 013 2.13 C.14 ©.13 0.13 0.34 0.14 0.13 0.13 180
Opearating Expense-Adinistrative and General 247 2.11 2,54 228 219 287 253 223 233 2.19 2.11 218 .. . .28B09
TOTAL OPERATION EXPENSE 3529 3259 36.65 35.38 aspd 35.49 36.05 3B.14 3sno 34.54 34.33 35.82 42231
& 273 377 g.28 &80 537 305 323 308 315 155 o7 263 4052
2 o Transer 0.34 0.33 0.41 0.3z 432 044 0.46 048 042 .32 0.38 a.31 L 451
tiginlenance Expense-Distribution o
Maintenance Expense-General Plant 602 802 6.01 0.01 001 81 092 04t 0.01 001 001 0.01
TOTAL MARMTENANCE EXPENSE 3.08 4.1 8.71 6.54 870 3.50 a.71 357 353 J.88 3.44 2.95
Deprectation and Amortizaton Expense 295 297 297 298 299 200 303 303 384 305 305 3.05
Taxes 002 0.0z o2 (X174 Qg2 ktrs 0.0z 002 06.02 0.02 0.02 9.02
interest on Long-Term Dabt 405 366 4.05 3e1 4.94 391 4.£3 403 390 4.02 389 492 |
fnterest Charged fo Construction - Credit (0.05) (0.07) (0.08) (0.10} (0.12} (0.14) {0.15) (0.16} {0.13) (0.12} (0.11) (0.11)
Other tnfarest Expense
Asset Retirement Obligation
Other Deductions 001 0.01 0.01 0.03 0.01 0.01 0.01 0.01 091 0.01 001 0.0% L2
TOTAL COST OF ELEC TRIC SERVICE A537 4329 52.33 1318 48.58 45.80 48.70 46.64 45.42 4541 4463 4577 559.18
OPERATING MARGINS 4,14 1.93 {4.52} {5.23) (4.43) (0z1) 1.59 1.90 938 2.08 2.44 430 L 433
interest income e 0.04 0.04 0.04 0.04 0.03 0.03 0.03 0.03 003 003 0.04 < 043
Alawance Faor Funds Used During Constuction )
income (Loss) From Equity lnvesiments
Other tdon-Operating income {Hel)
Gensration and Transmission Capltal Credits
Other Capital Credits and Paganage Dividends 0.00 0.00 0.00 8.00 0.00 0.00 0.00 0.80 0.00 0.00 0.00 0.00
Exraoridinary ems
MHET PATRONAGE CAPITAL OR MARGIN - 4.18 1.97 {4.47) {520} {4.39} {0.18) 1.62 1.93 0.40 2.08 247 4.33
. Batance Shest
Total Utiity Plant In Service 2939 75 203474 2,042.50 205243 2,062.88 2.068.76 2,072.58 2077.18 2.083.68 208679 2,087.64 2.088.22
Conetuction Work In Pregress 5.00 500 500 500 500 5.00 5.00 5.00 500 500 500 500
Total Utility Flant 203575 203074 204750 205793 206786 207376 207756 208218  2.000.56 209179 200264 2.093.22
Accumn, Provisien for Depreciation and Amort. _ 98065 95318 856.30. 958,44 £62.59 865.75 C6B.94 972.13 975.34 978.55 981.76 084,98 :
HET UTILITY PLANT 1,485.69 1,086.56 1.091.20 1.088.49 1.105.27 1.108.01 1,108.61 111004 1.11522 1,{1324 1.110.89 1,108.24
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Calendar Year

Non-Utifity Property (Nel)

Invest. in Assoc. Org - Fatronaga Cepital

tpvest. In Assoc. - Other - General Funds

Other lnvestments

Special Funds

Special Funds (Transition Reservej

Special Funds {Economic Researve)

Spectal Funds {Rural Economic Reserve)

TOTAL OTHER PROPERTY AND INVESTMENTS

Cash - General Funds

Cash - Construction Funds - Trustee
Speclal Denosils

Temporaty Investmenis

Accounts Recelvable - Sales of Eergy {Het}
Accounts Recenable - Other {(Nat)

Fuel Stock

Materiats and Suppfies - Other
Prepayments

Other Current and Accrued Assels

TOVAL CURRENT AND ACCRUED ASSETS

Unamortized Debl Discount & Extraor. Piop. Losses
Regulalory Assels

Qther Delerred Detits

Accurnulated Deferred Income Taxes

TOTAL ASSETS AND OTHER DEBITS

TOTAL MARGINS & EQUITY

Long-Term Debt- RUS
Long-Term Debl - Qther
TOTAL LONG-TERMDEBT

Hotes Payable

Accounts Payabls

Accounts Paysbie (TIER Rebate}

Taxes Accrued

Interest Accrued

Other Current and Accrued Liabilitfes

Other Currenl and Accrued Liabiities (Purchased Power)
TOTAL CURRENT AND ACCRUED LIABILITIES

Deferred Credils

Delerred Credils {Economic Reserve)
Delerred Credits {Rural Economic Reserve)
Accumuialed Operating Provisions

Obligation under Capital Leases - Noncurrent

TOTAL LIABILITIES AND OTHER CREDITS

V. Cash Flow Statement

Qnerating Recepts
Rurat
Large Industial
Smellers
Offsystem
Gain on Sele of Alowances
Cabank Patronage Capital & Cther
intergst Earnings

Total Recelpts

Propered 107122009

Big Rivers Electric Corporation

2011 N 2011 2011 2011 2011 2011 2011 2011 2044 2011 2014
January February March Aprit May June July August  September October November December
357 357 357 357 357 357 357 3.57 357 357 387 387 3
068 068 068 0868 0.88 068 0.68 068 068 068 oesg 0.68
0.02 002 0.02 0.02 Qivrd 0.02 0.02 002 002 .02 po2 0.02
0.78 Q.78 0.78 078 0.78 0.78 0.78 06.78 0.78 g7s 0.78 0.78
35.38 35.40 3543 35.46 3549 35.51 35.54 35.87 35.60 3562 3585 3568
11793 11534 11299 111,12 109.12 106.56 104.28 161.85 29.94 98.39 9662 94.31
§2.15 $2.24 6234 62.43 §2.53 62.63 62.73 62.83 62.93 63.03 63.12 83.22
220.51 218.03 21581 214086 21219 208.78 207.60 205.30 20351 20209 20045 198.28
001 0.01 0ot 0.01 oo 001 0.01 0.0t 0.01 o.01 o 0.01
0.57 0.57 057 .57 057 057 057 .57 0.57 0.57 9.57 0.57
5122 58.99 5939 4022 3285 29.30 18.68 2062 2230 16.44 243971 3029
48.88 44 60 47.19 43.30 43863 4498 4187 4792 45.18 46.84 4644 49.44
4.85 0.85 0.85 0.85 0.85 0.85 0.85 a8s 085 0.es 0.85 0.85
2B.58 29.22 29.74 2977 2972 29.73 2982 30.03 30.05 3cer 30.10 29.78
21.63 21.58 2184 21.69 2174 2180 2185 2191 2196 22902 2207 22.13
535 507 4.79 451 423 385 3.67 339 311 283 2.55 550
224 224 224 224 224 224 2.24 2.24 2.24 2.24 2.24 224
159.23 163.13 166.41 143.16 135.84 13341 12545 127.53 128.26 121.68 129.81 140.78
204 2.03 202 201 200 200 1.99 188 197 126 1.95 1.95
0.00 0.00 0.00 000 ©.00 Q.00 0.09 0.00 000 0.00 0.00 0.00
142 142 142 142 1.42 142 142 1.42 142 142 142 142
000 0.00 000 0.00 0.00 0.00 0.00 0.00 6.00 0.90 0.00 0.00
1,468.89 1,471.18 1,476.88 1,459.15 1456.73 1,454.60 1445.07 1.446.28 1.448.38 1,440.58 1,444.51 1,450.65
401.71 403.69 39921 384.02 389.63 38945 391.07 393.00 393.40 395.49 3087.96 402.29
695.40 695.40 697.05 69302 693.02 694.72 690.91 690.91 692.66 689.07 689.07 690.83
142.10 142.10 142.10 142.10 142.10 142.10 142,18 142.10 14210 142.10 142.10 142.10
837.50 837.50 839.15 835.12 835.12 836.82 8330 833.01 834.76 831.17 831.17 832.92
31.05 30.07 38.56 3835 35.08 3292 32.27 32.u 3179 31.15 30.81 31.34
0.0 0.00 .00 0.00 0.00 feReli} 0.00 0.00 ago 0.00 a.00 0.00
029 0.58 0.88 111 1.40 163 1.82 0.14 0.37 0.68 0.36 0.06
3.08 5.19 7.87 296 8.39 BLO 308 6.48 8.04 305 6.35 1.99
367 368 389 3.70 3.7 3.72 3.73 373 374 375 3.75 3.797
3.70 497 4.22 448 488 4.56 5.09 .17 5.44 5.90 6.35 6.70
41.79 4453 55.32 48.59 52.44 5123 48.05 47.63 49.39 44.52 47.64 49.87
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 .00 0.00 0.00 0.00
117.23 11534 112.99 11112 109.12 106.56 104.28 101.85 99.94 98.39 96 62 94.31
6215 6224 6234 6243 6253 62 63 62.73 £2.83 62.93 0203 63.12 63.22
7.81 783 785 787 7.89 7.91 7983 7.95 797 7.93 8.01 8.03
1.468.89 1.471.18 1.476.88 1.459.15 1,450.73 1,454.60 144507 144628 1,448.38 1,440.58 1,444.51 1.450.65
956 8.34 738 619 8.50 8.05 9.39 9.6t 7.3 645 153 8.69
2.66 258 267 261 277 270 287 2.89 2.85 2.89 214 277
2747 25.02 2828 26.93 27.582 2762 28.682 28.74 27.43 27.68 26.97 27.96
6.30 5.93 6.35 548 470 3.90 435 412 4.90 8.18 740 6.59
0.00 0.00 0.00 0.00 0.00 0.00 a.00 0.00 .00 0.00 Q00 0.00
0.00 0.00 0.00 0.00 0.00 .00 0.00 0.00 9.00 000 0.00 0.00
0.04 0.04 004 0.04 0.04 003 0.03 0.03 0.03 003 0.03 0.04
46.04 41.91 44.73 41.32 4153 42.30 4527 4539 43.15 4520 44.58 a7.04
Pnga 13 Cu ard ocal empanary inlarmat Fles\OLK 13WNewy Financisl Modet - PSC 2009-2012 (10-12-08}
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Big Rivers Electric Corporation

2011 2011 2014 2011 2011 2011 2011 2011 2011 2011 2014 2011
Calendar Year January  February March Aprlt RMay June July August  September  October November December
Qperafing Disbursements
PPA
Fuel Costs 2110 18.23 19.44 17.29 10.62 17.48 20.50 20.64 18.92 19.90 1927
Fuel Costs (Latar & Expj 0.28 037 0.53 043 0.44 0.47 DA 0.52 0.40 941 0.40
Comiar {0.00) {0.00) {0.00} (v.om {0.04) 0.00) (0.00) (0.00) 0.00} {0.00) ey
Fower Supply {Purch. Power, APM, Cogen, & TVA Tran} 539 4.78 768 848 8.78 789 579 608 5.e4 5.11 541
Production Q&M 778 8.52 13.48 1170 1135 B.10 B.42 B.11 8.33 8.44 8.14
Transmission O&M 102 0.98 109 095 Q.04 110 1.44 118 1.22 9.95 102
ARG 270 2.34 278 248 238 340 214 245 273 2.40 232
Workirg Capital 0so (3.683) {6.44} {214} Q09 401 283 185 {z.e1} 1.79 0.0t
Debt Refunding Cost 0.00 0.00 ¢.00 o000 0.00 0.00 000 000 0.00 .00 o.00
Other Qo0 .00 .00 092 0.00 0e0 0.00 o.00 Q00 .00 900
Totat Disbirsements 38.87 3238 38.51 39.19 40.58 42,15 4186 40.90 34.63 39.00 3657 43.05
Qperating Receipts less Dishuisements 7.18 9.55 6.23 213 0.95 015 KER] 4.49 8.52 5.21 8.0
Caplisl Expendilures
Generation are 2.28 6.19 851 8.30 4.1 3.15 398 7.79 agl 0.18
Transmission 127 183 1.36 172 14¢ 1.49 oa7 047 048 045 054
ARG 020 0.04 0.43 0.10 0.02 0.13 0.02 0.02 002 005 13174
QOther {HQ Buikfing, iP) 0.09 8.00 .00 0.00Q 0.00 9.00 0.90 0.ge 9.00 0.00 0.00
Taotal Capitat Expenditures 5.25 3.92 .58 10.33 9.81 5.77 384 4.47 8.25 1.1 078
incomne Taxes rom Operationg 0.02 0.02 0.02 0.02 0.02 002 0.02 0.02 0.02 0.02 0.02
Net Pre:Finance Cash Flow 1.89 5861 (1.47) 8.22) (8.89) (5.64) (0.25) 0.01 024 5.08 7.24
Flnancing
Principal 342 0.09 0.00 403 000 009 gl a.00 0.00 359 .00
interest 924 g 54 0.60 Bt 060 0.58 898 080 058 899 €53
Line of Credit 0.00 0290 8.00 4.0a0 fog 003 0.0Q 008 0.00 .00 g 20
Aggregate Dett Service {inct. Line of Credit) 12.67 Q.54 8.60 1283 0.60 0,58 12.77 0.60 0.58 12.59 0.58
Post-Finance Cash Flow {10.78} 507 2.07) {21.16} {8.48}) {6.21) {13.02) {059} {0.34) {7.51} 6.67
Unwind Transection
Cash Proceeds
Debt Reduction
Wise. Transaclion
HNet Before Member Reserves
Rural Economic Resarve
Economic Reserve 2ge 273 2.50 20t 214 269 2.43 258 204 187 1.89
Nel Bejore Transition Reserve 2.89 273 250 2.0t 2.14 2.69 243 2.56 2.04 167 1.89
Endina Cash Balances {Incl. Transition Reserve) 06.60 94.40 94.82 75.68 68.34 84.82 54.22 86.19 57.90 52.06 60.62
Change In Working Capitat
Other Proparty 0.00 .00 0.00 9.00 0.00 0.00 0.00 0.00 0.00 0.00 000
Accounts Receivable 148 {4.28) 2.52 {3.89) 033 1.33 270 025 {2.78} 1.68 {0.40)
Materlals, Supplies & Other 0.05 0.05 0.0% 008 0.05 0.05 005 005 0.05 005 0.06
Prepayments {0 25) {626) {028y {026} oz {o26) {028} {0 26) {0.289 {0 26) {gam
Qther Currenl Assais 0.00 000 0.00 0.00 o.co Q.00 aue 0.00 0.00 ong 000
Accounts Payable {059) 0.98 {859} 221 a.z28 344 D.€6 0.18 on 064 0.34
Taxes Accrued {0.23) {029} (0.29) {n.23} (0.29) {0.23} {0.28) 177 (9.23) 0.29) 0.37
Cther Accruals {003 {0.03} {0.03) {0.03) (0.03) [leRexi] {0 {0.03) {9.03) {0.03) oon
CoBank Patronage Capilat 0.00 0.00 0.00 000 0.00 8.0 .08 0.00 0.00 0.00 000
Total 0.60 {3.83} {644} (2,14} 0.09 4.01 283 1.85 {2.91) 1.79 001
VL Credit Measures
Conbract TIER
Earnings 4.18 187 {347} {520} {4.39) {0.18) 162 1.93 0.40 209 247
Pius: interest Expense, Financing Fees, and Restucturing 4.00 360 3.97 ag 3oz 3ie 3.89 388 3.77 3eo 3.79
Plus: Imputed Rate increasn in 2010 4.00 6o 9.00 000 .00 gug 0.00 0900 0.00 gog 0.00
Less: Offset o Imputed Ratle Increase in 2018 0.00 0.00 0.00 000 0.00 0.00 000 0.00 0.00 0.00 0.00
Prapmad 1011272009 Frge 14 c aref Selivg acal Setigs\Temparnry trigire! FRsnOLK 13w Finarsint Mode! - PSC 20082012 (10-12-09)
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Big Rivers Electric Corporalion

2011 2044 2044 2014 2011 2011 2014 2011 2011 2011 2041 2011 2041
Catendar Year January February March Aprit May June July August  Septembar Qctober Movember Decemhor Tot L
( 2ss: Interest on Sequesiered Funds 0.03) (g.02) {0.03 {0.03) (0.03) {003} 10.031 {0.03) (0.03} {0.03} (0.031 0.03).. - -(0.33).
Total 815 554 {053} {tan (0.431 357 548 578 4.14 5896 823 B22 50.65 -
Plus Sale-Leaseback Interest 000 0.00 9.00 0.08 000 900 0.00 .00 000 9.00 000 009 0.00.
Totat 8.18 5854 {0.533 (t4t) {048} 357 5.48 5.78 414 5.96 823 822 50.65:
Dividad by
interest Expense, Financing Fees, and Reshucturing 400 380 397 281 303 378 3gp0 388 k¥s4 390 are 391 24622
Plus Sale-Leaseback Interest 9.00 g.00 9.00 3.00 0.00 0.09 8.00 0.0 0.00 0.00 0.00 809 JEPRAE 511000
Totst 4.00 3.50 387 s 3.83 3.78 388 3.88 3.7 3.80 3.7e 39 48227
Countract TIER 2.04 1.54 (013} {0.37) {0.13) 0.95 141 1.49 1.10 1.53 165 2.10 R K[
Conventinnal TIER
Eainings 418 1e7 {4.47) 5.20) (439 {0.18) 162 1.93 0.40 2.09 247 433
Pus: Inlerest Expense, Fi ing Fees, and f ng 400 360 g7 381 393 378 388 188 317 3.80 379 39
Plus Income Tax 0.02 8.02 0.02 0.02 0.02 992 002 9.02 0.02 002 15174 0.02
Total 820 559 {0.48) {131 {045} 362 553 583 419 6.0t 6.28 827
Piys Sale-Leaseback Inlerest 040 8.00 0.00 0.00 0.00 9.00 0.00 0.00 0.00 0.00 000 8.00
Total 820 558 {0.48} (1.37} {0.45) 3682 5563 583 4.19 8.01 6.28 B.27
Divided by
interest Expense, F g Fees, and R ing 4.00 360 397 3.81 393 378 as8s 38 377 3.20 379 R:2]
Flus Sale-Leaseback lilerest 0.00 000 800 0.90 0.00 0.00 0.00 0.00 .00 9,00 0.40 9.0
Totat 4.00 3.50 397 3.8t 383 3.78 388 388 3.77 3.80 378 391
Conventions! TIER 205 1.55 {0.12) (0.36} (0.11) 085 1.42 1.50 111 1.54 1.66 2.11
North Star : R
Total Cost of Electic Service {miffons of $) 4537 4329 §2.33 18.16 18.69 4580 48.70 46.64 4542 4541 44 63 4577 : 559;15
tdor-Member Revenues {milions of §} 687 8.59 7.02 6.18 536 455 $.00 437 555 881 8.06 7.24 2. 76.07. -
3B.40 38.70 45.31 43.00 4332 41,24 41.70 41.87 3987 36.60 3857 38.52 - AB3:1Y
Smetier and Hon-Smehar Member Sales (TWhH) 0.85 088 9.90 084 0.87 062 0.23 0.94 87 85 0.86 094 <1071
$RIVR 4047 4292 a0.55 5128 48.72 46.45 44.82 44.47 45.82 4242 4247 40.84 45:92
$ikvh 0.040472 0.042893  0.050540 0051288 0.049715  0.046453 0044817 0.044474 0.045821 0.042425 D.042466 0.040842 0.045118
Frapeed 10122000 Page 15 fozts] g g ocat s\l empotnry tierrel FizsiOLK 1 3iNew Promsit Modal - FST 20082012 (10-12:09)
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Big Rivers Electric Corporation

Calendar Year 2012

i Sales (TWH}

Rural 2.50
Large industrial 0.95
Century 4.15
Alcan 317
Marke 1.09
Dlal Sales T 1185

#i_Rates, Accrual Based ($/ MWH Sold, uniess otherwise noled

General Rate Adustment (%) 1112%

Rural
Load Factor (%) 6§3.61%
Demand {3/ KW-mp.} 8.19
Enargy {5/ MWH) 2267
Net Rate (37 MWH) 4028
MRDA 0.00
Regulatory Charge (0.85)
FAC 15.35
Environmental Surcharge 284
Surcredt 387}
Total 14 22
Economic Reserve {9.22)
TIER Refated Rebate 000
Effective Rate (8 MyH) 4461

targe Industrial
Laad Factor (%} 76.81%
Demand {($/ KW-mo.} 11.28
Energy {$/ MWH} 1524
Power Factor Penalty/ Demand Cr. (Ltg. Iad.) 0.00
Net Rate {8 MyvH) 3527
MRDA Q0o
Regutatory Charge {0.65}
FAC 1535
Environmental Surcharge 284
Surcredit {3.87)
PCA - Hel 1422
Economic Reserve (9.22)
TIER Related Rebale 0.00
Effective Rate ($/ MWH) 39.63

tion-Smelter Member Biend
Net Rate (§/ MWH) 38.88
MRDA 0.00
Regulatory Charge {0.8%)
FAC 15.35
Ernironmentat Surcharge 2.84
Surcrecdit {(3.87)
PCA - Nt 1422
Economic Reserve (222}
TIER Related Retole 0.00
Elfective Rate {3/ MW} 4323

Prepaed 1071372003 Page 16 foxla! A Sed ceal Seltimgs\Temparary intemal FRastOLK 13\ew Firsncsl Model - PSC 2009-2012 (10-12-09)
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Big Rivers Electric Corporation

Calendar Year 2012
Smielters
Base Rale 3121
TIER Adjusiment 1.58
Smieller Rate Subject fo Price Cap 279
FAC, Non-FAC PPAES 18.80
Surcharge ! 0.67
Surchaige 2 120
TIER Retaled Rebate 9.00
Effective Rate 51.58
Markel 57.69
1, Income Statement
Elecic Energy Revenuss 62094
income From Leased Property Net 0.00
Other Operaling Revenue and Income 7.48
TOTAL OPER. REVENUES & PATRONAGE CAPITAL 628.42
Operating Expense-Production-Excluding Fuel 51.34
Operaling Expense-Producton-Fuel 220.99
Operating Expense-Other Power Supply 141.23
Operaling Expense-Transmission 8.08
Operating Expense-Disiribution
QOperating Expense-Customer Accounts
Operating Expense-Customer Sendce and infarmafion 0.7%
Qperating Expense-Sales 1.81
Operating Expense-f istrative and } 28.95
TOTAL OPERATION EXPENSE 46317
Maintenance Expense-Production 59.17
ce Exp T ion 453
Malntenance Expense-Distribution
Maintenance Expense-General Flant 0.17
TOTAL MAINTENANCE EXPENSE £3.86
Depreclation and Amortization Expense 4337
Taxes 0.00
nterest on Long-Term Debt 47.45
Interest Charged to Construction - Credit {0.70)

Other Interest Expense
Asset Retrement Obligation

Other Deductions 0.14
TOTAL COST OF ELECTRIC SERVICE TTTei728
OPERATING MARGINS 1.13
Intetest income 0.42

Allowance For Funds Used Duing Construction
income {Loss} From Equity investnents

Othar Mon-Operating Income (Nef)

Generation and Transmission Capital Credils

Other Capita! Credits and Pauonage Dividends 0.00
Extraoridinary tems
NET PATRONAGE CAPITAL OR MARGIN 41,58

V. Balaneca Sheet

Totat Utiity Plant in Service 2,154.60
Construction Work in Progiess 5.00
Totat Uty Plant 2,158.60
Accum, Provision for Depreciation and Amort 1,030.70
NETUTIITY PLANT 1,128.90
Prapared 10/132009 fego 17 D and Selling! ccal Setlirgs\Temparery irfamst FRes\OLK 13\New Fliancial Modat - PSC 20092012 (10-12-09}
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Catendar Year

Non-Utifity Property (Nat)

tnvest. In Assac. Oig - Patronage Capitat

Invest n Assoc. - Other - General Funds

QOther Investmenis

Speclal Funds

Speclal Funds {Transliion Reserve}

Special Funds {Economic Reserval

Special Funds (Rura!l Econamic Reserve)

TOTAL OTHER PROPERTY AND INVESTMENTS

Cash - General Funds

Cash- Constuction Funds - Trustee
Special Deposits

Temporary lnvestments

Accounts Recelvable - Sales of Eergy (Naf)
Accounts Recewvable - Other (Net}

Tuel Stock

Materials and Supplies - Other
Prepaymanis

Qther Current and Accrued Assels

TOTAL CURRENT AND ACCRUED ASSETS

Unamortized Dett Discount & Extraor. Prop. Losses
Regulatory Assels

Other Defarred Debits

Accumulated Deferred income Taxes

TOTAL ASSETS AND OTHER DEBITS

TOTAL MARGINS & EQUITY

i.ong-Term Debt- RUS
Long-Term Debt - Other
TOTAL LONG-TERM DEBT

MNotes Payable

Accounts Paysble

Accounis Payabie (TIER Rebale}

Texes Accrued

Inierest Accrued

Olher Current and Accrued Lisbiities

Other Current and Accrued Ulabifiies (Purchased Power)
TOTAL CURRENT AND ACCRUED LIABRITIES

Deferred Credits

Deferred Credits (Economic Reserve}
Deferred Credits {Rural Economic Reservej
Accumulated Operating Provisions

Otligation under Capital Leases - NHoncurrent

TOTAL LIABILITIES AND OTHER CREDITS

¥. Gash Flow Stafement

QOperating Receipts
Rurat
Large Industial
Sinelters
Offsystem
Gain en Sale of Alowances
Cobank Pabronage Capitat & Other
Interesi Earnings

Tola! Receipts

Prepased 10/13/200%

2012

3.57
0.68
0.02
0.78
36.01
63.94
64.40
169.40

0.01

0.57
35.10
51.74

0.85
34.28
2279

539

2.24

152.97

332

0.00

141
0.00

1,456.01

413.84

62203
227.10
849.13

35.62
000
0.00
789
3.89
8.93

56.43

0.00
63.94
84.40

827

_ 145601

111.31
3762
377.27
62.94
.00
0.02
042
£89.58

Big Rivers Electric Corporation

Pago 18
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Calendar Year
Opergling Disbursements
PPA
Fuel Costs
Fuet Costs {L.abor & Expj
Demtar
Poveer Supply (Purch. Power, APM, Cogen, & TVA Tran)
Praduction 0&M
Transmission O&M
ARG
Waorking Caphial
Debt Refunding Cost
Oltser
Total Disbursements

QOperating Receints less Disbursements

Capital Expendifures
Generation
Transmission
ARG
Other {HQ Building, IF)
Yotal Capital Expenditures

ncome Taxes from Ogerations
Net Pre-Finance Cash Flow

Finaneing
Principal
interest
Line of Cradit
Aggregale Debt Service {Incl. Line of Credit}

Post-Finance Cash Flow

Unwind Transaction
Cash Proceeds
Debt Reduction
Misc. Transaction
Net Before Member Reserves
fural Econornic Reserve
Econonuc Reserve
Net Before Transilion Reserve

Ending Cash Balances (Incl. Transition Reserves

Change in Working Capital
Qther Property
Accounts Receivabla
Materials, Supplies & Other
Prepayiments
Cther Current Assels
Accounts Payable
Taxes Accrued
Other Accrusls
CoBank Patronsge Capifat

Yotal

VL Credit Measures

Contract TIER
Earnings
Plus: Interest Expense, Financing Fees. and Restucturing
Plus: Imputed Rale Increase 2010
Less: Offsel o Inpuled Rale Increase in 2010

Prepared 1071372009

2012

25654
531

(0.02)
22,85
120.51
12,61
3168

(151}
1.49
0.02
519.48

70.10

58.81
626
0.61
0.00
65.68

0.00

442

304

{26.63)

3178
31.78

AR

0.00
2.30
.68
010
000
{428}

1155
46.75
0.0
0.00

Big Rivers Electsic Corporation

Prga 19
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Big Rivers Electric Corporation

Calendar Year 2012
Less: Interest on Seauestered Funds {0.33}
Total 5797
Plus Sale-Leaseback Interest 080

Total 5187
Divided by
Interest Expense. Flnancing Fees, and Restructuring 48.76
Plus Sale-Leaseback Interest 0.00
Total 46.75
Contract TIER 124
Conventional TIER
Earnings 1458
Plus: Interest Expense, Financing Fees, and Restucturing 46.75
Plus Income Tax 0.0¢
Totat 58.30
Plus Sale-Leaseback nlerest 0.00
Total 58.30
Divided by
Interest Expense, Financing Fees, and Restructuring 4875
Plus Sale-Leaseback tnlerest Q.00
Fotal 46.75
Conventioast TIER 1.25
North Star
Tolal Cost of Electric Service (mifions of $) 617.29
Non-Member Revenues (milions of 5) 70.84
548.45
Smelier and Non-Smetter Member Sales {TWh) 10.76
SiMWhH 50.78
$h 0.050777

Fegs 20 Lol and i i ozsl ingstT emporary frtsrrel FissiOLICI 3New Firancial Model - PSC 2009-2012 (10-12-08)

Frepaced 10/132009
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201 Third Street

P.O. Box 24
Bl ’%]@E"S Henderson, KY 42419-0024
270-827-2561
LECTRIC CORPORATION www.bigrivers.com

April 27, 2010

Mr. Jeff DeRouen

Executive Director

¢/o Daryl Newby — %‘{ /
<Kentucky Public Service Commission )

211 Sower Boulevard

Frankfort, KY 40601

RE: Big Rivers’ Financial Model

Dear Mr. DeRouen:

As required by Item 15 of Appendix A of the Commission’s Order of March 6, 2009, in Case
No. 2007-00455, in the “Unwind Transaction”, enclosed are five disk copies of Big Rivers’
“Financial Model” in Excel format. The enclosed Financial Model contains the actual financial
results for 2009, the revised 2010 budget, and the revised 2011-2013 financial plan. The
Financial Model provides annual data for 2009, monthly data for January 2010 through
December 2011, and annual data for 2012 and 2013. One hard copy print out of certain key
elements of the Financial Model (the Excel file sheet titled “Stmts RUS”) and a summary of
certain Significant Facts and Assumptions are also enclosed.

In reviewing the actual financial results for 2009, please note that the “Unwind” closing occurred

July 16, 2009. Should you have any questions regarding this information, please let us hear from
you.

Sincerely,

BIG RIVERS ELECTRIC CORPORATION

Mark A.Hite, CPA '

Vice President Accounting

Enclosures
c: Mr. Mark A. Bailey (with enclosures)
Mr. C. William Blackburn (with enclosures)
Mr. Albert Yockey (with enclosures)
Mr. Kelly Nuckols, Jackson Purchase Energy Corporation (with enclosures)
Mr. Sandy Novick, Kenergy Corp. (with enclosures)
Mr. Burns Mercer, Meade County RECC (with enclosures)
James Miller, Esq., General Counsel (with enclosures)

ragyelndt paper

L 2onsumE

Case No. 2011-00036
Your Touchstone Energy C oopemme ?(:F}( Exhibit Hité-2
, _ o Pagel 0139
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Significant Facts and Assumptions for
2010 through 2013 Financial Forecast

No SO2 or NOX allowance sales.

Member Sales - demand and energy billing units for Rural and Large
Industrial load per Load Forecast; Century @ 482 MW @ 98% load
factor; Alcan @ 368 MW @ 98% load factor.

Production Cost Model utilized for sources and uses of energy.
Purchased Power: SEPA per agreement; market primarily on economic
dispatch basis per Production Cost Model, ensuring system load
requirements are met. Purchased Power is reflective of HMP&L Excess
Energy Charge and the Non-Smelter Member Non-FAC Purchased
Power Adjustment Regulatory Accounting.

Includes a Depreciation Study reflective of that included in the October
2008 Unwind Model effective with the 2012 general rate adjustment.
Regulatory Account for Non-Smelter Member Non-FAC Purchased
Power Adjustment amortized over three—year period beginning 2012.

67 30 798eq
Z-9NH Nquixy
9€000-1107 ‘ON 358D

Date: 4/27/10 Blg RlverS Your Touchstone Energy® Cooperative &TJK
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Significant Facts and Assumptions for
2010 through 2013 Financial FForecast

D T LT TSRS

. Interest income rate - 0.30% General Fund; 0.92%
Transition Reserve: 1.49% Economic Reserve; 1.87%
Rural Economic Reserve.
Includes no automatic reserve sharing (ARS) solution.
Base tariff rate increase of 11.75% in 2012.
Refund $83.3 million PCBs in 2010 at 6.75%.
Refund $58.8 million PCBs in 2013 at 6.75%.
Lump sum RUS debt payment of $60 million due in 2012.
« Borrow $85 million public debt in 2012 to fund the $60
million lump sum payment and $25 million to fund
certain capital expenditures .
« 8.75% rate for the public debt.

T

Date: 4/27/10 Blg \/relns Your Touchstone Energy® Cooperative }g@i
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Significant Facts and Assumptions for
2010 through 2013 Financial Forecast

Non-Variable Operation & Maintenance Non-Labor cost escalated at
2.5%; Bargaining Labor escalated at 3.2% per contract; Non-
Bargaining reflects no increase in 2010 and 3% 2011 through 2013;
Labor Overheads escalated at 3% .

Capital Expenditures: 2010 - $45.0 million; 2011 = $57.1 million; 2012
= $65.7 million; 2013 = $53.7 million.

Year-end cash balance: 2010 = $44.8 million; 2011 = $22.5 million;
2012 = $32.1 million; 2013 = $23.6 million.

Daté: 4;57/ 1 OW_ Blg RlV I‘S Your Touchstone Energy” Cooperative }Q_\TJ’X

L d
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Significant Facts and Assumptions for
2010 through 2013 Financial Forecast

« Production Work Plan Revisions required to meet budget constraints:

v 2010 — Green 1 outage moved to 2011. Reduced scope of Wilson
outage. Cancelled certain generation-related projects.

v’ 2011 — Coleman 1, Green 2 and Wilson 1 outages moved to 2012.
Added Combustion Turbine inspection.

v' 2012 — Green 1 outage moved to 2013.

- Station Two: City of Henderson’s take is 100 MW for FYE 5/31/2010,
increasing 5SMW annually thereafter. Letter dated April 30, 2009, from
HMP&L states its intent to reserve 120 MW (of the 312 MW total) by
June 1, 2013.

Date: 4/27/10 Blg Rl\fel”s Your Touchstone Energy® Cooperative ?‘gn;){

CCCCCCCCCCCCCCCCCC
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36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53

Calendar Year

2008

Actual
1. Sales {(TWH)
Rural 2.24
Large industrial 0.82
Century 147
Alcan 1.41
Market 175
Total Sales 7.79
1I._Rates, Accrual Based ($/ MWH Sold, unless otherwise noted
General Rate Adjustiment (% 0.00%
Rural
Load Factor (%) 60.83%
Demand ($/ KW-mo.} 7.37
Energy ($/ MWH) 20,40
Net Rate ($/ MWH) 37.00
MRDA 0.00
Regulatory Charge 0.00
FAC 4.41
Environmental Surcharge 1.04
Surcredit (1.51)
Total 3.94
Economic Reserve {3.94)
Rural Economic Reserve 0.00
TIER Related Rebate 0.00
Effective Rate (3/ MWH) 37.00
Large industrial
Lead Factor (%) T4.36%
Demand ($/ KW-mo.) 10.15
Energy (3/ MWH) 13.72
Power Factor Penaity/ Demand Cr. (Lrg. ind.} 0.08
Net Rate (3/ MWH) 32.48
MRDA 0.00
Reguiatory Charge 0.00
FAC 4.54
Environmental Surcharge 1.08
Surcredit {1.57)
Totat 4.05
Economic Reserve {4.05)
TIER Related Rebate 0.00
Effective Rate ($/ MWH) 32.48

Page 1

New Financal Forecast 04-26-10 PSC
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54
55
56
57
&8
59
60
61
62
63
64
65
€6
67
€8
69
70
7
72
73
74
75
76
Kt
78
79
80
81
a2
83
84
85
88
87
88
89
90
91
92
93
94
o5
96
24
98
99
100
101
102
103
104
105
106
107
108
108
110

Calendar Year

Non-Smeiter Member Blend
Net Rate ($/ MWH)

MRDA

Regulatory Charge

FAC

Environmental Surcharge
Surcredit

Total

Economic Reserve

Rural Economic Reserve
TIER Related Rebate
Effective Rate (3/ MWH)

Smelters
Base Rate ($/ MWH)
TIER Adjustment
Smelter Rate Subject to Price Cap
Non-FAC PPA
FAC
Environmental Surcharge
Surcharge 1
Surcharge 2
TIER Related Rebate
Effective Rate ($/ MWH)

Market (% MWH)
1IL. Statement of Operations {miilions of
Electric Energy Revenues

Income From Leased Property Net
Other Operating Revenue and income

TOTAL OPER. REVENUES & PATRONAGE CAPITAL

Opersating Expense-Production-Excluding Fuel

Operating Expense-Production-Fuel
Operating Expense-Other Power Supply
Operating Expense-Transmissian
Operating Expense-Distribution
Operating Expense-Customer Accounts

Operating Expense-Customer Service and Information

Operating Expense-Sales

Operating Expense-Administrative and General

TOTAL OPERATION EXPENSE

Maintenance Expense-Production
Maintenance Expense-Transmission
Maintenance Expense-Distribution
Maintenance Expense-General Plant
TOTAL MAINTENANCE EXPENSE

Depreciation and Amortization Expense
Taxes

Interest on Long-Term Debt

Interest Charged 10 Construction - Credit
Qther Interest Expense

Page 2

2009
Actual

35,88

0.00
0.00
4.45
1.05
(1.53)
3.97
3.97)
0.00
0.00
35.68

3043
1.95
32.38
(0.56)
10.38
2.45
0.37
1.20
0.00
46.22

38.86

326.73
15.88
14.60

357.22

22.38
80.65
115.83
8.26

0.72
0.85
24.19
252.58

24.40
523

0.17
29.80

18.46
1.83

60.03

(0.13)
0.00

New Flnancial Forecast 04-26-10 PSC
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1
112
113
114
118
116
17
118
118
120
121
122
123
124
125
126
127
128
129
130
131
132
133
134
135
136
137
138
138
140
141
142
143
144
145
146
147
148
149
150
151
152
153
154
155
156
157
158
159
160
161
162
163
164

Calendar Year

Asset Retirement Obligation
Other Deductions

TOTAL COST OF ELECTRIC SERVICE
OPERATING MARGINS

interest Income

Allowance For Funds Used During Construction
Income (Loss) From Equity Investments

Other Non-Operating Income (Nel)

Generation and Transmission Capital Credits
Other Capital Credits and Patronage Dividends
Extraoridinary ltems

NET PATRONAGE CAPITAL OR MARGIN

1V. Balance Sheet (millions of $}

Total Utility Plant in Service

Construction Work in Progress

Total Utility Piant

Accum. Provision for Depreciation and Amorl.
NET UTILITY PLANT

Non-Utility Property (Net)

Invest. In Assoc. Org - Patronage Capital

Invest. In Assoc. - Other - General Funds

Other Investments

Special Funds

Special Funds (Transition Reserve}

Special Funds (Economic Reservej

Special Funds (Rural Economic Reserve)

TOTAL OTHER PROPERTY AND INVESTMENTS

Cash - General Funds

Cash ~ Construction Funds - Trustee
Special Deposits

Temporary Investments

Accounts Receivable - Sales of Eergy (Net)
Accounts Receivable - Other (Neb)

Fuel Stock

Materials and Supplies - Other
Prepayments

Other Current and Accrued Assets

TOTAL CURRENT AND ACCRUED ASSETS

Unamortized Debt Discount & Extraor. Prop. Losses
Regulatory Assets

Other Deferred Debits

Accumulated Deferred Income Taxes

TOTAL ASSETS AND OTHER DEBITS

Page 3

2008
Actual

2147

364.74

(7.51)

0.32

0.01

0.54
537.98
531.33

1,931.12
55.26
1,986.37
908.10
1.078.27

358
0.68
0.02
0.65
3504
14761
60.58

248.16

0.24

0.57
59.89
39.90

528
37.83
20.41

5.01

2.31

171.45

093
0.00
6.67
0.00

1,505.48

New Financial Forecast 04-26-10 PSC
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165
166
167
168
169
170
171
172
173
174
175
176
177
178
179
180
181
182
183
184
185

187
188
189
180
191
192
183
194
185
188
197
198
189
200
201

202
203
204
205
206
207
208
209
210
211

212
213
214
215
218
217

9€000-110T "ON 9SED

Calendar Year
TOTAL MARGINS & EQUITY

Long-Term Debt - RUS
Long-Term Debt - Other
TOTAL LONG-TERM DEBT

Notes Payable

Accounts Payable

Accounts Payable (TIER Rebate)

Taxes Accrued

interest Accrued

Other Gurrent and Accrued Liabilities

Other Current and Accrued Liabilities (Purchased Power)
TOTAL CURRENT AND ACCRUED LIABILITIES

Deferred Credits

Deferred Credits (Economic Reserve)
Deferred Credits (Rural Economic Reserve)
Accumulated Operating Provisions
Obligation under Capital Leases - Noncurrent

- TOTAL LIABILITIES AND OTHER CREDITS.

Balance Check

V. Cash Flow Statement (millions of $)
Operating Receipts
Rural
t.arge Industrial
Smelters
Offsystem
iLease Income
Other Operating Revenues
Gain on Sale of Allowances
Other
interest Earnings
Total Receipts

Operating Disbursements
PPA
Fuel Costs
Fuel Costs (Labor & Exp)
Domtar
Power Supply (Purch. Power, APM, Cogen, & TVA Tran)
Production O&M
Transmission O&M
A&G
Working Capital
Other
Total Disbursements

Operating Receipts less Disbursements

Capital Expenditures

Page 4

T 150548 _

2009
Actual
379.39

706.45
142.10

848.55

34.02
0.00
0.45
8.10
9.41

52,98

117
144.97
61.21
17.21

(0.00)

83.29
30.01
133.38
67.52
23.21
14.60
0.00
038
0.32
352.68

51.59
77.82
2.83
0.00
62.22
46.78
13.48
2547
0.40
{1.86)
278.76

73.92

New Financial Forecast 04-26-10 PSC
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Actual
218 Generation 4573
218 Transmission 548
220 A&G 1.88
221 Other (HQ Building, IT) 527
222 Total Capital Expenditures £8.39
223
224 income Taxes from Operations 1.03
225
226 Net Pre-Finance Cash Fiow 14.51
227
228 Financing
229 Principal 4114
230 Interest 53.76
231 Debt Issuance Cost Bond Refunding 0.25
232 Line of Credit 0.00
233 Aggregate Debt Service (incl, Line of Credit) 95.14
234
235 Post-Finance Cash Flow (80.63)
236
237 Unwind Transaction
238 Cash Proceeds 505.38
239 Debt Reduction (140.20)
240 Misc. Transaction (18.38)
241 Net Before Member Reserves 346.19
242 Station Two O&M Fund {0.40)
243 Rural Economic Reserve (60.86)
244 Economic Reserve (147.81)
245 Net Before Transition Reserve 13713
246
247 Ending Cash Balances (incl. Transition Reserve} 85.17
248 Ending Cash Balances (Excl. T fon Reserve 60,13
249 Change in Working Capital
250 Other Property 0.00
251 Accounts Receivable 26,08
252 Materials, Supplies & Other 3.50
253 Prepayments 2.78
254 Other Current Assels 1.54
255 Accounts Payabie (18.85)
256 Taxes Accrued 0.00
257 Other Accruals (14.81)
258 Total 0.40
259
260

Page § New Financial Forecast 04-26-10 PSC

9€000-110C "ON 258D



67 Jo 11 98eq
7-9NH Nquyxg

9€000-1T10T "ON 258D

Calendar Year

Less: Offset to Imputed Rate Increase in 2010

Total Cost of Electric Service (millions of $)

Smelter and Non-Smelter Member Sales (TWh)

Page &

261 VI Credit Measures

262

263 Contract TIER

264 Earnings

285 Plus: Interest Expense

266 Plus: Imputed Rate increase in 2010
267

268 Less: interest on Sequestered Funds
,269 Total

270 Plus Saie-L.easeback Interest
271 Totat

272 Divided by

273 Interest Expense

274 Plus Sale-Leaseback interest
275 Tatal

276

277 Contract TIER

278

279 Conventional TIER

280 Eamings

281 Plus: Interest Expense

282 Plus Income Tax

283 Total

284 Plus Sale-Leaseback interest
285 Total

286 Divided by

287 Interest Expense

288 Plus Sale-Leaseback Interest
289 Total

290

291 Conventional TIER

292

293

294

295 North Star

286

297 Non-Member Revenues (millions of $)
298

289

300

301 $/MWh

302 $/kWh

2008
Actual

(14.02)
22.95
0.00
0.00

(0.12)
8.82

0.00
8.82

22,96
0.00
22.96

0.38

§31.33
60.03

B BB e e oot e

0.00
591.36

60.03
0.00
860.03

9.85

364.74
82.98
281.76

6.04

46.61
0.046614
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WD WG WA -

20
7
22
23
24
25
26
27
28
29
30
31

T-ONH NQIUXH

Calendar Year

1. Sales {TWH)

Rural

Large Industrial

Market
Total Sales

. Rates, Accrual Based {$/ MWH Sold, uniess otherwise m

General Rate Adjustment (%)

Rural

Luad Faclor (%)
Demand {$/ KW-mo.)
Energy (3/ MWH)
Net Rate ($/ MWH)

MRDA

Regulatory Charge

FAC

Environmental Surcharge
Surcredit

Total

Economic Reserve

Rural Economic Reserve
TIER Related Rebate
Effective Rate ($/ MWH)

Large Industrial

9¢000-T10Z "ON 358D

Load Factor (%)
Demand ($§/ KW-mo.}
Energy ($/ MWH)

Power Factor Penalty/ Demand Cr. {Lrg. Ind.)

Net Rate ($/ MWH)

MRDA

Regulatory Charge

FAC

Environmental Surcharge
Surcredit

Total

Economic Reserve

TIER Related Rebate
Effective Rate (3/ MWH)

2010 2010 2010 2010 2010 2010 2010 2010 2010 2010 2010 2010 2010
January February March April May June July August September  October November  December Totail

0.25 0.22 0.20 0.16 0.16 0.20 0.23 0.23 0.18 0.16 0.19 0.24 2.41
0.08 0.08 0.08 0.08 0.08 0.08 0.08 0.09 0.09 0.08 0.07 0.08 0.98
0.35 0.32 0.35 0.34 0.35 0.34 0.35 0.35 0.34 0.35 0.34 035 4.14
0.27 0.24 0.27 0.26 0.27 0.26 0.27 0.27 0.26 0.27 0.26 0.27 3.18
0.08 0.04 0.06 0.12 0.1 0.10 0.11 0.10 0.07 0.12 0.14 0.12 1.17
1.04 0.89 0.96 0.95 0.98 09 1.04 1.04 0.93 0.98 1.00 1.08 1185

0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%

63.71% 65.66% 68.09% 62.86% 61.83% 61.19% 62.49% 62.36% 55.68% 64.25% 63.76% 68.00%

7:37 7.37 7:37 7.37- 7.37 7.37 7.37 737 137 137 7.37 737

20.40 20.40 20.40 20.40 20.40 2040 20.40 20.40 20.40 20.40 20.40 20.40

36.25 35.78 35.23 36.46 36.73 36.90 36.56 36.59 38.53 36.11 36.23 35.25 36.34
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

10.14 9.89 9.71 10.25 10.40 10.85 11.17 11.17 10.95 11.08 10.94 10.97 10.64
2.68 2.77 285 225 2.31 241 239 2.39 2.48 231 238 233 247
(2.98) (3.06) (3.54} (4.00) {3.89) (3.32} (3.15) (3.04) {3.53) {4.03) (3.65) (3.03) (3.38)
9.85 9.60 9.02 8.50 8.82 10.05 10.40 10.51 9.90 9.36 9.68 10.28 9.74
{9.85) {9.60) {9.02} {8.50} (B.82) {10.05) {8.40} {8.51) {7.80) (7.36) (7.68) (8.28) (8.72)
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

36.25 35.78 3523 36.46 36.73 36.80 38.58 38.59 40.53 38 11 38.23 37.28 37.36

78.11% T4.67% 74.44% 78.35% 80.10% 79.31% 73.03% 83.04% B4.04% 79.59% 71.88% 75.93%

10.15 10.15 10.15 10.15 10.15 10.15 10.15 10.15 10.15 10.15 10.15 10.15

13.72 13.72 13.72 13.72 13.72 13.72 13.72 13.72 13.72 13.72 13.72 13.72
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

31.52 32.34 32.39 31.46 31.07 31.25 32.78 30.46 30.26 31.18 33.06 32.03 3160
.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

10.14 9.89 9.71 10.25 10.40 10.85 11.17 11.17 10.95 11.08 10.84 10.97 10.65
2.68 2.77 2.85 2.25 2.31 2.41 2.39 2.39 2.48 2.31 2.39 233 2.46
{2.98) {3.06) (3.54) {4.00) {3.89) {3.32) {3.15) {3.04) (3.53) (4.03) (3.65) (3.03) {3.44)
9.85 9.60 8.02 8.50 8.82 10.05 10.40 10.51 9.90 836 9.68 10.28 967
(9.85) (9.60) (8.02) (8.50) (8.82) {10.05) (8.40) (8.51) (7.90) {7.36) (7.68) (8.28) (8.66)
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

31.582 32.34 32.39 31.46 31.07 31.25 34.75 32.46 32.26 33.18 35.06 34.03 32.60

Page 7 New Financial Forecast 04-26-10 PSC
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Calendar Year

54 Non-Smeiter Member Blend

55 Net Rate ($/ MWH)

56

57 MRDA

58 Regulatory Charge

59 FAC

60 Environmental Surcharge

61 Surcredit

62 Total

63 Economic Reserve

64 Rural Economic Reserve

65 TIER Related Rebate

66 Effective Rate ($/ MWH)

67

68 Smelters

69 Base Rate ($/ MWH)

70 TIER Adjustment

71 Smelter Rate Subject to Price Cap
72 Non-FAC PPA

73 FAC

74 Environmental Surcharge

75  Surcharge i 7

76 Surcharge 2

77 TIER Related Rebate

78 Effective Rate ($/ MWH)

79

80 Market ($/ MWH)

81

82 |l Statement of Operations (millions of §}
83

84 Electric Energy Revenues

85 income From Leased Properly Net

86 Other Operating Revenue and Income
87 TOTAL OPER. REVENUES & PATRONAGE CAPITAL
88

89 Operating Expense-Production-Excluding Fuel

Q0
91
92
93
94
95
96
97
98
99
100
101
102
103
104
105
106
107
108
109
110

T-ONH HquyYxy

Operaling Expense-Production-Fue!

Operating Expense-Other Power Supply

Operating Expense-Transmission

Operating Expense-Distribution

Operating Expense-Customer Accounts

Operating Expense-Customer Service and information
Operating Expense-Sales

Operating Expense-Administrative and General
TOTAL OPERATION EXPENSE

Maintenance Expense-Production
Maintenance Expense-Transmission
Maintenance Expense-Distribution
Maintenance Expense-General Plant
TOTAL MAINTENANCE EXPENSE

Deprectation and Amorlization Expense
Taxes
interest on Long-Term Debt

erest Charged to Construction -~ Credit

mlher Interest Expense

9€000-110C "ON

2010 2010 2010 2010 2010 2010 2010 2010 2010 2010 2010 2010 2010
January February March Aprit May June July August September  October November  December Total
35.08 34.89 34.44 34.78 34.81 35.27 35.62 34.89 35.78 34.44 35.34 34.47 34.99
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
10.14 9.89 9.71 10.25 10.40 10.95 1117 1117 10.95 11.08 10.94 10.97 10.64
2.68 277 2.85 2.25 2.31 2.41 2.39 2.39 2.48 231 239 233 2.47
(2.98) (3.06) {3.54) {4.00) (3.89) (3.32) (3.15) (3.04) (3.53) (4.03) {3.65) (3.03) (3.40)
9.85 9.60 9.02 8.50 8.82 10.05 10.40 10.51 990 9.36 9.68 10.28 9.72
(9.85) (9.60) (3.02) {8.50) (8.82) {10.05) (8.40) (8.51) (7.80) (7.36) (7.68) (8.28) (8.70)
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 G.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
35.08 34.89 34.44 34.78 34.81 35.27 37.62 36.89 3778 36.44 3734 36.47 36.01
28.15 28.15 28.15 28.15 28.15 28.15 28.15 28.15 2815 28.15 28.15 28.15 28.15
1.95 1.95 1.95 1.95 1.85 1.95 1.85 1.95 1.95 1.95 1.95 1.95 1.95
30.10 30.10 30.10 30.10 30.10 30.10 30.10 30.10 30.10 30.10 30.10 30.10 30.10
(1.20) (1.03) (1.32) (1.75) (1.75) (1.71) (1.65) (1.51) {147} (1.69) {1.57) (1.60) (1.52)
10.14 9.89 9.71 10.25 10.40 - 10.85 11.17 11.17 10.95 11.08 10.94 10.97 10.64
2.68 277 2.85 2.25 2.31 2.41 2.39 2.39 2.48 2.31 2.39 233 2:46
0:36 0.40 0.36 0.38. 0.36 0.38 0.36 0.38 0.38 0.36 0.38 0.36 0.37
1.20 1.20 1.20 1.20 1.20 1.20 1.20 120 120 120 1.20 1.20 o420
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
43.29 43.34 42.90 42.43 42.63 43.34 43.58 43.72 43.64 43.37 43.44 43.37 43.25
45.78 57.29 55.00 40.82 46.39 52.83 45.21 44.24 49.14 50.87 4462 41.88 46.82
45.63 40.89 42.02 40.44 42.56 44.37 46.08 45.88 4164 43.40 43.82 46.25 522.78
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
0.62 0.62 0.62 0.62 0.62 0.62 0.62 0.62 062 0.62 0.62 0.62 7.48
46.25 41.31 42.65 41.06 43.18 44.99 46.71 46.51 42.27 44.03 44.44 46.87 530.27
475 4.39 4.92 4.39 4.68 4.74 461 4.44 4.59 4.23 4.38 4.46 54.59
15.98 13.30 14.53 16.85 15.99 17.13 18.17 18.24 15.45 16.05 16.90 17.66 196.26
9.60 8.03 9.83 8.32 8.43 8.59 8.59 8.48 8.70 8.00 8.29 8.91 105.76
0.70 0.63 0.68 a.61 0.61 0.67 0.67 0.62 0.83 0.61 0.61 0.66 7.81
0.07 0.05 0.06 0.06 0.08 0.07 0.06 0.06 0.07 0.06 0.06 0.07 0:73
0.03 0.02 0.03 0.02 0.02 0.03 0.02 0.02 0.22 0.04 0.05 0.13 0.61
2.87 2.45 2.75 2.48 2.28 2.94 2.61 2.30 2.53 2.25 1.94 2.23 29.63
34.01 29.88 32.80 3273 32.07 34.17 34.73 34.18 32.38 32.24 32.24 34.11 385.50
2.32 3.08 3.12 3.60 4.16 3.23 3.08 295 6.45 3.25 2.82 273 40.79
0.35 0.33 0.41 0.35 0.34 0.45 0.44 0.42 0.46 032 033 0.37 4.58
0.01 0.01 0.00 0.00 0.00 0.00 0.01 0.00 0.00 0.00 0.00 0.00 0.06
2.68 3.41 3.53 3.96 4.50 3.69 3.54 3.38 6.92 3.58 3.15 3.10 45.42
2.88 2.88 288 288 2.89 2.89 2.90 2.80 291 292 294 295 34.83
0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.25
4.13 3.73 413 3.93 4.0t 3.88 4.01 4.06 392 4.086 397 423 48.08
{0.02) (0.03) {0.04) (0.04) (0.05) (0.063 (0.06) {0.07) (0.06) (0.05) (0.05) (0.05) (0.58)
Page 8 tew Financial Forecast 04-26-10 PSC
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11
112
113
114
115
116
117
118
113
120
121
122
123
124
125
126
127
128
129
130
131
132
133
134
135
136
137
138
139
140
141
142

T-9MH HqIUXy

Calendar Year

Asset Retirement Obligation
Other Deductions

TOTAL COST OF ELECTRIC SERVICE
OPERATING MARGINS

Interest iIncome

Allowance For Funds Used During Construction
Income (Loss) From Equity investments

Other Non-Operating Income {Net)

Generation and Transmission Capital Credits
Other Capital Credits and Patronage Dividends
Extraoridinary ltems

NET PATRONAGE CAPITAL OR MARGIN

V. Balance Sheet {milllons of $)

Total Utility Plant in Service

Construction Work in Progress

Total Utility Plant

Aceum, Provision for Depreciation and Armior.
NET UTILITY PLANT

Non-Utitity Property {Net)

nvest. In Assoc. Org - Patronage Capital

Invest. in Assac. - Other - General Funds

Other Investments

Special Funds

Special Funds (Transition Reserve)

Special Funds (Economic Reserve}

Special Funds (Rural Economic Reserve)

TOTAL OTHER PROPERTY AND INVESTMENTS

Cash - General Funds

Cash - Construction Funds - Trustee
Special Deposits

Temporary Investments

Accounis Receivable - Sales of Eergy (Net}
Accounts Receivable - Other (Nel)

Fuel Stock

Materials and Supplies - Other
Prepayments

Other Current and Accrued Assets

TOTAL CURRENT AND ACCRUED ASSETS

Unamonized Debt Discount & Extraor. Prop. Losses

Regulatory Assets
Other Deferred Oebits
Accumulated Deferred Income Taxes

TOTAL ASSETS AND OTHER DEBITS

2010 2010 2010 2010 2010 2010 2010 2010 2010 2010 2010 2010 2010
January February March April May June July August September  October November  December Total
0.00 0.00 0.01 0.02 0.01 0.01 0.01 0.01 0.01 0.01 0.01 0.01 0.10
43.70 39.90 4334 43.50 43.43 44.59 45,15 44 .45 46.12 42.77 42.28 4438 523.61
255 1.41 (0.69) (2.44) (0.26) 0.40 1.56 2.06 (3.85) 1.26 2.18 2.50 6.66
0.04 0.04 0.04 0.04 0.04 0.04 0.04 0.04 0.04 0.04 0.04 0.04 0.45
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
2.59 1.44 (0.65) (2.40) {0.22) 0.44 1.58 2.10 (3.81) 1.30 2.20 2.54 7.1
1,937.256 1,943.48 1,950.99 1,859.94 1,967.00 1.975.07 1,983.11 1,990.65 2,000.76 2,005.35 2,006.54 2,006.98
52.00 49.00 46.00 43.00 40.00 37.00 34.00 31.00 28.00 25.00 25.00 25.00
1,989.25 1,992.49 1,986.99 2,002.94 2,007.00 2,012.07 2.017.1% 2.021.65 2.028.78 2,030.35 2,031.54 2,031.98
91113 91416~ ---917:20 92024 - ...92328 . 92632 . 929.38 93243 935.51 938.58 941.68 944.79
1,078.12 1.078.33 1,079.79 1,082.70 1,083.72 1.085.78 1,087.73 1,088.22 1,093.26 1,091.77 1,089.86° T10B79 T T
3.58 3.58 3.58 3.58 3.58 3.58 3.58 3.58 3.58 3.58 3.58 3.58
0.68 0.68 0.68 068 0.68 0.68 0.68 0.68 0.68 0.68 0.68 0.68
0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02
0.65 0.65 065 0.65 0.65 0.85 0.65 0.65 0.65 0.65 0.65 0.65
35.06 35.09 35.11 35.14 35.17 35.20 3522 35.25 35.28 3530 35.33 35.36
144.59 141.94 139.66 137.82 135.80 133.10 130.68 128.14 126.18 12457 122.73 120.24
60.67 60.76 60.86 60.95 6108 §1.14 61.24 61.34 6143 61.53 61.62 61.72
245.26 24272 240.56 238.84 236.94 23437 232.08 229.65 227.82 226.33 22462 22225
0.24 0.24 0.24 0.24 0.24 0.24 0.24 0.24 0.24 0.24 0.24 0.24
0.57 0.57 0.57 0.57 0.57 0.57 0.57 057 0.57 057 0.57 0.57
24.25 3296 36.65 23.06 22.97 24.16 25.99 28.77 3277 34.06 40.54 4453
45.63 40.69 42.02 40.44 42.56 4437 46.08 45.88 41.64 43.40 43.82 46.25
5.28 528 5.28 5.28 528 5.28 5.28 5.28 528 528 5.28 5.28
37.56 37.22 36.93 37.51 38.11 3848 38.76 38.64 38.32 38.55 38.51 3853
20.46 20.51 2057 20.62 20.67 20.72 20.77 20.82 20.88 20.93 20.98 21.03
4.42 3.86 327 2.85 2.57 2.30 2.03 1.75 1.48 1.21 0.93 3.73
2.31 2,31 2.31 2.31 2.31 2.31 2.31 2.31 2.31 23N 2.31 2.31
140.73 14365 147.85 132.88 135.29 138.44 142.04 144.29 143.49 146.55 153.19 162.48
0.92 0.92 0.9 236 235 2.34 2.34 233 232 2.31 2.30 2.29
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
6.67 867 6.687 6.67 8.67 667 867 8.87 6.87 8.67 867 667
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
1,471.70 1.472.28 1,475.79 1,463.46 1,464.98 1.467.57 1,470.85 1,472.15 1,473.56 1,473.63 1.476.64 1,480.89
Page 9 New Financial Forecast 04-26-10 PSC
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Calendar Year

165 TOTAL MARGINS & EQUITY

167 Long-Term Debt - RUS
168 Long-Term Debt - Other
169 TOTAL LONG-TERM DEBT

171 Noles Payable

172 Accounts Payable

173 Accounis Payable (TIER Rebate)

174 Taxes Accrued

175 Interest Accrued

176 Other Current and Accrued Liabilities

177 Other Current and Accrued Liabilities (Purchased Power)
178 TOTAL CURRENT AND ACCRUED LIABILITIES

180 Deferred Credits

181 Deferred Credits (Economic Reserve)

182 Deferred Credits (Rural Economic Reserve}
183 Accumulated Operating Provisions

184 Qbligation under Capital Leases - Noncurrent

186 TOTAL LIABILITIES AND OTHER CREDITS

189 V. Cash Flow Statement {milllons of $)
10 QOperaling Receipts

191 Rural
192 Large Industrial
193 Smellers
194 Offsystem
185 Lease income
196 Other Operating Revenues
197 Gain on Sale of Allowances
198 Qther
188 Interest Eamings
200 Total Receipts
201
202  Qperaling Disbursements
203 PPA
204 Fuel Costs
205 Fuel Costs {Labor & Exp)
206 Domtar
207 Power Supply {(Purch. Power, APM, Cogen, & TVA Tran)
208 Production O&M
209 Transrmission O&M
210 A&G
211 Working Capital
212 QOther
213 Total Disbursemenis
214
215 Operating Receipts less Disbursements
216
17 Capital Expenditures
@
»
@
@
2
He
=3
2
]
=g
? @
[ 5 I

Balance Check

2010 2010 2010 2010 2010 2010 2010 2010 2010 2010 2010 2010 2010
January February March April May June July August September  October November December Total
381.88 383.42 382.77 380.37 380.15 380.59 382.18 384.28 -380.47 381.76 383.96 386.50
679.52 679.52 681.08 677.14 677.14 678.75 687.06 687.06 688.71 697.15 £697.15 698.82
142.10 142.10 142.10 142.10 142.10 142.10 142.10 142.10 142.10 142.10 142.10 142.10
821.62 821.62 823.18 819.24 819.24 820.85 829.16 829.16 830.81 839.25 8398.25 840.92
3020 28.24 30.53 30.56 30.12 30.88 30.70 29.92 33.05 29.20 2837 28.75
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
0.74 1.02 1.31 1.53 1.81 203 232 0.83 1.05 133 0.92 0.52
3.68 6.71 8.51 3.56 6.80 8.54 3.58 6.98 8.62 3.59 6.93 8.83
9.41 9.41 9.41 2.41 9.41 9.41 9.41 9.41 9.41 9.41 9.41 9.41
4403 4538 49.75 4505 48.24 50.86 46.00 47.13 §2.13 43.53 45.63 A7.50
1.56 1.87 2.23 264 3.08 3.56 4.07 4.55 4.94 5.35 5.76 6.27
144.59 141.94 139.66 137.82 135.80 133.10 130.68 128.14 126.18 124.57 122.73 120.24
60.67 60.76 60.86 6095 61.05 61.14 61.24 61.34 61.43 61.53 61.62 61.72
17.25 17.30 17.34 17.38 17.43 17.47 17.52 17.56 17.60 17.65 17.69 17.74
~4.471-70- ——1:472.29-—.— - 1,475.79 1,463.46 146498 _ 1.467.57 1,470.85 1,472.15 1,473.56 1,473.63 1,476.64 1,480.88 . ..
(0.00} (0.00} {0.00) (0.00) {0.00) (0.00) (0.00) (0.00) {0.00} {0.00) {0.00) {0.00)
8.90 7.79 698 572 6.05 7.49 8.95 8.88 7.24 6.05 71 9.05 90.21
2.53 243 2.45 2.50 2.63 2.57 262 2.87 2.87 2.72 256 263 31.36
26.83 24.26 26.59 25.45 26.42 25.99 27.01 27.09 26.18 26.88 26.05 2688 315,62
4.16 3.40 3.53 4.76 527 5.45 492 4.33 3.24 5.99 6.11 504 -56,20
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 .00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0:.02
0.04 0.04 0.04 0.04 0.04 0.04 0.04 0.04 0.04 0.04 0.04 0.04 0.45
42.46 37.91 39.59 38.47 40.40 41.54 4354 43.21 3857 4167 4187 43.64 493.86
18.32 15.38 17.00 18.46 19.12 20.02 21.07 20.74 17.80 19.10 19.63 20.67 227.41
0.3% 0.38 0.43 0.41 0.43 045 0.48 047 042 0.42 041 0.40 509
(0.00) (0.00} (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) {0.02)
5.43 5.1 5.50 5.70 4.26 4.36 4.22 4.13 4.33 4.58 3.93 4.22 55.81
7.07 7.47 8.04 7.89 8.84 7.97 7.70 7.32 11.04 7.49 7.20 7.18 895.38
1.08 0.96 1.08 0.96 0.85 1.12 111 1.04 1.29 0.93 0.94 1.04 12:48
2.88 2.53 2.84 2.55 2.3% 3.05 2.70 238 2.82 2.34 206 2.42 31.03
7.00 (3.51) (1.48) (2.08) 2.03 0.58 1.36 1.82 {7.84) 5.08 1.41 5.29 9.64
0.00 0.00 0.00 0.02 0.00 0.00 g.00 0.00 0.00 Q.00 0.00 0.00 0.02
42.25 28.36 33.42 34.01 37.98 37.54 38.63 37.97 29.96 39.93 35.56 41.23 436.85
0.21 9.85 6.18 4.45 2.41 4.00 4.90 5.24 9.60 1.74 6.31 2.41 57.01
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Calendar Year 2010 2010 2010 2010 2010 2010 2010 2010 2010 2010 2010 2010 2010

January February March April May June July August September  October November December Totat

218 Generation 0.24 0.40 141 320 1.30 2.45 2.87 3.10 6.25 0.99 0.70 0.00 22.60
219 Transmission 1.21 1.59 1.91 1.96 1.87 1.81 1.41 1.30 0.76 0.49 0.42 0.36 15.09
220 A&G 0.28 0.10 0.31 0.13 0.22 0.06 0.04 0.04 0.04 0.06 0.02 0.04 1.32
221 Other (HQ Building, IT) 1.12 1.13 1.13 0.62 0.62 0.70 0.65 0.04 0.00 0.00 0.00 0.00 6.02
222 Total Capital Expenditures 2.85 3.21 4.46 5.90 4.01 5.01 4.97 4.47 7.08 1.53 1.15 0.29 45.03
223
224 income Taxes from Operations 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.25
225
226 Net Pre-Finance Cash Flow (2.66) 6.32 1.69 (1.47) (1.62) (1.03) (0.09) 0.74 253 0.18 5.14 2.00 11.73
227
228 Financing
229 Principal 26.94 0.00 0.00 3.94 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 30.87
230 Interest 9.22 0.40 0.44 8.71 0.64 0.62 0.64 0.64 0.62 0.64 0.62 0.64 2382
231 Debt Issuance Cost Bond Refunding 0.00 0.00 0.00 1.45 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 1.45
232 Line of Credit 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
233 Aggregate Debt Service (incl. Line of Credit) 36.16 0.40 0.44 14.10 0.64 0.62 0.64 0.64 0.62 0.64 0.62 0.64 56.15
234
235 Post-Finance Cash Flow (38.82) 592 1.25 {15.57) (2.26) (1.65) (0.73) 0.10 1.91 {0.45) 452 1.36 (44.41)
236
237 Unwind Transaction
238 Cash Proceeds
239 Debt Reduction
240 Misc. Transaction
241 Net Before Member Reserves
242 Station Two O&M Fund
243 Rural Economic Reserve 0.00 0.00 0.00 0.00 0.00 0.00 0.00 .00 0.00 0.00 0.00 0.00 0.00
244 Economic Reserve 321 2.81 247 2.01 2.20 2.87 2.58 2.71 2.1 1.77 1.99 2.65 25.38
245 Net Before Transition Reserve 3.21 2.81 2.47 2.01 2.20 2.87 2.58 271 2.11 1.77 1.98 2.65 29.38
246
247 Ending Cash Balances (Incl. Transition Reserve) §9.56 68.29 72.01 58.44 58.38 59.60 61.45 64.27 68.29 69.61 76.12 80.13
248 Ending Cash Balances (Excl. Transition Reserve) 24.49 33.20 36.89 23.30 23.22 . 24,40 26.23 28.02 33.01 34,30 40.79 4477
249 Change in Working Capitat
250 Other Property 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
251 Accounts Receivable 573 {4.94) 1.34 (1.58) 212 1.82 1.71 (0.20) (4.24) 1.76 0.42 243 6.35
252 Materials, Supplies & Other 0.05 0.05 0.05 0.05 0.05 0.05 0.05 0.05 0.08 0.05 0.05 0.05 0.62
253 Prepayments (0.26) {0.26) {0.26) {0.26) (0.26) (0.26) (0.26) (0.26) (0.26) {0.26) (0.26) 2.82 0.00
254 Other Current Assets 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
255 Accounts Payable 3.82 1.96 (2.29) (0.03} 0.44 {0.76) 0.18 0.78 (3.13) 3.85 0.83 {0.38) 527
256 Taxes Accrued (0.28) (0.28) {0.28) (0.22) {0.28} {0.22) (0.28) 1.49 {0.22) {0.28) 0.41 0.41 {0.06)
257 Other Accruals {2.06) {0.04) (0.04) (0.04) (0.04) (0.04) (0.04) (0.04) (0.04) (0.04) (0.04) (0.04) (2.54)
258 Total 7.00 (3.51) {1.48) {2.08) 2.03 0.58 1368 1.82 (7.84) 5.08 1.41 5.29 9.64
259
260
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Calendar Year

261 Vi. Credit Measures

262
263
264
265
266
267
268
269
270
271
272
273
274
275
276
277
278
279
280
281
282
283
284
285
286
287
288
289
290
291

292
293
294
295
296
297
298
299
300
30

302

T-MH HQIUXH

9€000-110C "ON 958D

Coniract TIER

Earnings
Plus: Interest Expense
Plus: imputed Rate increase in 2010
Less: Offset io Imputed Rate Increase in 2010
Less: Interest on Sequestered Funds
Total
Plus Sate-Leaseback inferest

Total

Divided by

interest Expense
Plus Sale-Leaseback Interest

Total

Contract TIER

Conventional TIER

Eamings

Plus; Interest Expense

Plus Income Tax

e

Plus Sale-Leaseback interest

Total
Divided by

interest Expense

Plus Sale-Leaseback Interest
Total

Conventional TIER

Norih Star
Total Cost of Electric Service (millions of $)
Non-Member Revenues (millions of $)

Smeller and Non-Smelter Member Sales (TWh)
$IMWh
$ikwh

2010 2010 2010 2010 2010 2010 2010 2010 2010 2010 2010 2010 2010
January February March April May June July August September  October November December Total
259 1.44 {0.865) (2.40) {0.22) 0.44 1.58 2.10 (3.81) 1.30 2.20 254 1
4.13 3.73 413 3.93 4.01 388 4.0 406 3.92 406 397 4.23 48.08
0.00 0.00 0.00 0.00 Q.00 0.00 0.00 0.00 0.00 000 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
(0.03) (0.02) {0.03) (0.03) {0.03) (0.03) (0.03) (0.03) (0.03) {0.03) (0.03) (0.03) (0:32)
6.69 515 3.48 1.50 378 429 5.58 6.12 0.09 533 6.15 6.74 54:86
0.00 0.00 0.00 000 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
6.69 5.18 3.46 1.50 3.78 429 5.58 6.12 0.08 533 6.15 6.74 54.86
4.13 373 4.13 393 4.01 3.88 4.01 408 3.92 4086 397 4.23 48.08
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 .. 0.00
4.13 373 413 3.93 4,01 3.88 4.01 4.06 3.92 4,08 3.97 4.23 " 48:08
1.62 1.38 0.84 0.38 0.94 1.1 1.38 1.51 0.02 1.31 1.55 1.58 1.14
259 144 (0.65) (2.40) (0.22) 0.44 1.58 2.10 (3.81) 1.30 2.20 254 7:11
4.13 3.73 4.13 3.83 4.01 3.88 4.01 4.06 3.92 4.06 397 4.23 48.08.
iy EE— v T S—— YT 353 . 370 - A31 561 .. 6145 ... 011 .. 536 . 617 677 . 8819,
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 ... = 000
6.72 5.18 3.49 1.53 3.79 4.31 561 6.15 0.11 536 6.17 877 "'55:18
413 3.73 4.13 3.93 4.01 3.88 4.01 4.06 3982 4.06 3.97 423 48.08
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 -0.00
4.13 373 4.13 3.93 4.01 3.88 4.01 4.086 3.92 4.08 397 4.23 4B.08"
1.83 1.38 0.84 0.38 0.95 111 1.40 1.82 0.03 1.32 1.5 1.60 115
43.70 39.90 43.34 43.50 43.43 44.59 45.15 4445 46.12 4277 42.28 44.38 523.61
482 282 4.20 542 5.93 6.11 558 4.99 3.80 6.65 6.77 5.71 82.90.
38.88 37.08 39.14 38.08 37.51 38.48 39.57 39.46 42.21 36.12 35.51 38.67 460.71
0.85 0.85 0.89 0.84 0.87 0.88 0.93 0.94 0.87 0.86 0.86 0.94 10.67
4112 43.50 43.80 45.55 43.17 43.48 42,67 42.06 48.67 41.98 4135 41,14 43,16
0.041122 0.043436 0.043798 0.045547 0.043167 0.043485 0.042672 0.042056 0.048669 0.041983 0.041352 0.041142 0.043165
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Calendar Year

I. Sales {TWH}
Rural

Large Industrial

Tolal Sales

li. Rates, Accrual Based ($/ MWH Sold, unless otherwise

General Rate Adjustment (%)

Rural
Load Factor (%)
Demand (3/ KW-mo.)_
Energy ($/ MWH)
Net Rate (3/ MWH)

MRDA

Regulatory Charge

FAC

Environmental Surcharge
Surcredit

Total

Economic Reserve

Rural Economic Reserve
TIER Related Rebale
Effective Rate ($/ MWH)

Large Industrial
Load Factor (%)
Demand ($/ KW-mo.)
Energy ($/ MVVH)
Power Faclor Penalty/ Demand Cr. (Lrg. Ind.)
Net Rate ($/ MWH)

MRDA

Reguiatary Charge

FAC

Environmental Surcharge
Surcredit

Total

Economic Reserve

TIER Related Rebate
Effective Rale ($/ MWH)

2011 2011 2011 2011 2011 2011 2011 2011 2011 2011 2011 2011 2011
January February March Aprit May June July August  September Qctober November December Total
0.26 0.20 0.20 0.17 0.17 0.21 0.23 0.24 0.20 .16 0.18 0.25 2.49
0.08 0.09 0.08 0.07 0.08 0.08 0.08 0.08 0.08 0.08 0.08 0.08 0.95
035 0.32 0.35 0.34 0.35 0.34 0.35 0.35 0.34 0.35 0.34 0.35 413
0.27 0.24 0.27 0.26 0.27 0.26 0.27 0.27 0.26 0.27 0.26 0.27 3.16
0.10 0.08 0.07 0.10 0.06 0.07 0.14 0.1 0.16 0.21 0.21 0.10 1.43
1.05 0.94 0.86 0.94 0.93 0.96 1.07 1.10 1.02 1.07 1.07 1.04 --12.16
0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
84.22% 85.73% 66.71% 64.17% 62.62% 61.95% 60.94% 64.09% 58.63% 64.32% 63.07% 68.21%
737 737 137 137 7.37 7.37 737 7.37 7.37 7.37 737 7.37
20.40 2040 20.40 20.40 20,40 2040 2020 2040 " 20407 2040 2040 T2040 T
36.12 35.76 35.53 36.13 36.52 36.70 36.97 36.15 37.82 36.10 36.41 3520 .3 36:25
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
10.85 11.27 11.62 11.28 11.14 11.74 11.38 11.73 11.58 11.67 11.73 11.72 = . 1148
3.20 3.20 3.18 3.09 2.80 283 3.16 3.13 323 3.15 316 3.35 :
(2.92) (3.01) {3.47) {3.92) (381} (3.26) (3.09) (2.99) (3.48) (3.96) (3.58) (2.97}).
11.23 11.46 11.33 10.44 10.13 1111 11.45 11.87 11.34 10.85 11.31 12.10
(8.23) (9.456) (9.33) (8.44) (8.13) {9.11) (7.45) (7.87) (7.3% (6.85) (7.31) (8.10) =
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 000
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 ..
38.12 37.78 37.53 38.13 38,52 38.70 40.97 40.15 41.62 40.10 40.41 39.20 .-
76.12% 74.47% 78.57% 75.32% 78.60% 77.18% 78.94% 80.07% 76.88% 79.87% 74.00% 75.14%
10.15 10.15 10.15 10.15 10.15 10.18 10.15 10.15 10.15 10.15 10.15 10.15
13.72 13.72 13.72 13.72 13.72 13.72 13.72 13.72 13.72 13.72 13.72 13.72
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 Q.00 0.00 0.00 0.00 -
31.98 32.39 31.41 32.18 31.41 31.73 31.33 31.08 31.77 31.12 32.50 32.22 3178
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
10.95 11.27 11.62 11.28 11.14 11.74 11.39 11.73 1158 11.67 11.73 11.72 1148
3.20 3.20 318 3.09 2.80 263 3.16 3.13 3.23 3.15 3.16 3.35 a1
(2.92) (3.01) (3.47) {3.92) {3.81) (3.26) {3.09) (2.99) {3.48) {3.96) {3.58) (2.97) {3.37)
11.23 11.48 11.33 10.44 10.13 11.11 11.45 11.87 11.34 10.85 11.31 12.10 11.22
(9.23) (8.46) (9.33) (8.44) (8.13) (9.11) (7.45) (7.87) (7.34) {6.85) (7.31) (8.10) (8.23)
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
33.98 34.39 33.41 34.18 3341 33.73 35.33 35.08 35.77 35.12 36.50 36.22 34,75
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Calendar Year

Non-Smelter Member Blend
Net Rate (3/ MWH)

MRDA

Regulatory Charge

FAC

Environmental Surcharge
Surcredit

Total

Economic Reserve

Rural Economic Reserve
TIER Related Rebate
Effective Rate {3/ MWH)

Smelters
Base Rate ($/ MWH)
TIER Adjustment
Smelter Rate Subject to Price Cap
Non-FAC PPA
FAC
Environmenial Surcharge
Surcharge 1

T Surcharge 2
TIER Related Rebate
Effective Rate ($/ MWH)

Market {37 MVVH)
iii. Statement of Operations (millions of $)

Electric Energy Revenues

Income From Leased Property Net

Other Operating Revenue and Income

TOTAL OPER. REVENUES & PATRONAGE CAPITAL

Operaling Expense-Production-Excluding Fuel
Operating Expense-Production-Fuei

Operating Expense-Other Power Supply

Operating Expense-Transmission

Operating Expense-Distribution

Operating Expense-Customer Accounts

Operating Expense-Customer Service and Information
Operating Expense-Sales

Operating Expense-Administrative and General
TOTAL OPERATION EXPENSE

Maintenance Expense-Production
Maintenance Expense-Transmission
Maintenance Expense-Distribution
Maintenance Expense-General Plant
TOTAL MAINTENANCE EXPENSE

Depreciation and Amortization Expense
Taxes

Interest on Long-Term Debt

Interest Charged to Construction - Credit
Other Interest Expense

2011 2011 2011 2011 2011 2011 2011 2011 2011 2011 2011 2011 20114
January February March April May June July August  September QOctober November December Total
35.18 34.69 34.40 34,90 34.89 3535 35.54 3486 35.97 34.46 35.29 34.51 35.01
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00 0.00 0.00 000 0.00 0.00 0.00 0.00 0.00
10.85 11.27 11.62 11.28 11.14 11.74 11.39 11.73 11.58 11.67 1173 11.72 11.48
320 3.20 3.18 3.09 2.80 2.63 3.16 3.13 323 3.15 3.16 335 3.1
{2.92) {3.01) {3.47) {3.92) (3.81) {3.26) (3.09) (2.99) (3.48) {3.96) (3.58) (2.97) (3.33)
11.23 11.46 11.33 10.44 10.13 11.11 11.45 11.87 11.34 10.85 11.31 12.10 11.26
(8.23) (9.46) (9.33) (8.44) (8.13) (9.11) (7.45) (7.87) (7.34) (6.85) (7.31) (8.10) (8.25)
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
37.18 36.69 36.40 36.80 36.88 37.35 3954 38.86 38.97 38.46 38.29 38.51 38.02
28.15 28.15 28.15 28.16 28.15 28.16 28.15 28.15 28.15 28.15 28.15 28.15 28.15
1.95 1.95 1.95 1.95 1.95 195 1.95 1.85 1.95 1.95 1.95 1.85 1.95
30.10 30.10 30.10 30.10 30.10 30.10 30.10 30.10 30.10 30.10 30.10 30.10 30.10
(1.62) (1.61) {1.21} (1.75) (1.75) (1.39) (1.75) (1.75) (1.75) (1.75) (1.79) (1.75) {1.65)
10.95 11.27 11.62 11.28 11.14 11.74 11.39 11.73 11.58 11.67 11.73 11.72 11.49
3.20 3.20 3.18 3.09 2.80 263 3.16 3.13 323 3.15 3.16 338 3.11
0.36 0.40 0.36 0.38 0.36 0.38 0.36 0.36 0.38 0.36 0.38 0.36 0.37
TR0 T 12T 1207 1207 U rR20TTTUTUR2gTTTTTTYR207TT T T 120 120 - 120 120 —1:20 120
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00.
44.20 44.57 45.26 44.30 43.86 44.66 44.47 44.78 4475 44 73 44.82 44.98 44.61
46.30 46.92 4713 46.80 45,21 48.35 §3.15 -55.06 4515 4375 43.66 45.69 4717
47.33 4264 43.85 4221 41,13 4357 49.47 51.32 46.59 47.94 48.29 47.53 551.87
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
0.62 0.62 0.62 0.62 0.62 0.62 0.62 0.62 0.62 0.62 0.62 0.62 7.48
4786 43.27 44,48 4283 41.75 44.19 50.09 51.95 47.21 48.57 48.91 48.15 © 55935
503 4.65 4.95 5.23 4.87 4.54 5.24 512 5.19 5.00 5.29 5.19 €0.28
18.92 17.27 16.77 16.11 17.24 18.11 19.85 2035 18,65 20.40 19.73 19.39 22277
7.76 7.20 9.68 10.39 8.48 7.58 7.86 8.57 8.29 766 8.29 7.89 99.64
0.70 0.66 0.70 0.64 0.63 0.68 0.70 0.70 0.82 0.64 0.68 0.63 8.17
0.07 0.07 0.07 0.06 0.08 0.07 0.06 0.08 0.06 0.06 0.07 0.06 0.77
0.14 0.13 0.14 0.13 0.13 0.14 0.13 0.13 0.34 0.14 0.13 0.13 1.80
252 2.15 2.59 2.31 2.23 293 2.58 2.28 2.37 1.98 2.17 2.21 28.30
35.13 32.12 34.89 34.86 33864 34.06 36.40 37.22 35.71 35.88 36.35 35.50 421.74
2.61 3.65 526 6.51 6.25 283 3.10 2.95 3.03 3.43 2.94 2.51 4517
0.35 0.35 0.44 0.34 0.34 0.46 0.48 0.50 0.44 0.34 0.38 0.32 473
0.02 0.02 0.01 0.01 0.01 0.01 0.02 0.01 0.01 0.01 0.01 0.01 0.17
2.98 4.01 5,70 6.87 6.59 3.40 3.60 347 3.48 3.78 334 285 §0.07
2.96 297 297 2.98 2.99 3.00 . 303 3.03 3.04 3.05 3.05 3.05 36.09
0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.25
4.10 3.70 4.10 3.85 4.08 3.85 4.07 407 3.94 4.07 393 4.11 48.08
{0.05) (0.07) {0.08) (0.10) {0.12) {0.14) (0.15) {0.16) (0.13) (0.12) (0.11) {0.11) {1.32)
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Calendar Year 2011 2011 2011 2011 20114 2011 2011 2011 2011 2011 2011 2011 2011
January February March April May June July August  September October November December Total

111 Asset Retirement Obligation

112 Other Deductions 0.01 0.01 0.01 0.03 0.01 0.01 0.01 0.014 0.01 0.01 o0 0.01 0.12
113

114 TOTAL COST OF ELECTRIC SERVICE 45.15 4276 47.60 48.60 47.22 44.30 45.99 47.66 46.07 46.68 46.59 4543 555.04
115

116 OPERATING MARGINS 2.81 0.51 {3.13) (5.77) (5.46} {0.11) 3.10 4.28 1.15 1.88 2.32 272 4.32
17

118 Interest Income 0.04 0.04 0.04 0.04 0.04 0.03 0.03 0.03 0.03 0.03 0.03 0,04 0.43
119 Allowance For Funds Used During Construction

120 income (Loss) From Equity Investments

121 Other Non-Operating Income (Neb)

122 Generation and Transmission Capilal Credits

123 Other Capital Credits and Patronage Dividends 0.00 0.00 0.00 0.00 a.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
124 Extraoridinary ltems .
125 NET PATRONAGE CAPITAL OR MARGIN 2.85 0.55 (3.08) (5.73) {5.43) {0.07) 3.13 4.32 1.18 1.92 2.36 2.76 4.74..
126

127

128 [v. Balance Sheet (millions of $]

128 Total Utitity Plant in Service 2,012.28 2,016.27 2,018.70 2,030.13 2,040.06 2,04597 2,049.75 2,054.38 2,062.76 2,063.93 2,064.85 2,065.42

130 Consluction Work inn Progress 25.00 25.00 25.00 25.00 25.00 25.00 25.00 25.00 25.00 25.00 2500 25.00

131 Total Utility Plant 2,037.28 2,041.27 2,044.70 2,055.13 2,085.08 2,070.97 2,074.75 2,079.38 2,087.76 2,088.93 2,089.85 2,080.42

- ~—132--Accum:-Provision-for Depreciation-and Amort.- - - 947,90 95103 95415 957.28 960.44 963.60 966.78 969.98 973.18 976.40 978.61 982.83

133 NET UTILITY PLANT 1,089.38 1,090.25 1,090.55 1,097.85 1,104,863 1,107.37 1,107.97 1,108.38 1,114.57 1.112.59 111023~ orse T
134

135 Non-Utility Property (Net)

136 Invesl. in Assoc. Org - Patronage Capital 3.58 3.58 3.58 3.58 3.58 3.58 3.58 3.58 3.58 3.68 3.58 358

137 Invesl. In Assoc. - Other - General Funds 0.68 0.68 0.68 0.68 0.68 0.68 0.68 0.68 os8 0.68 0.68 068

138 Other Investments 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02

139 Special Funds 0.65 0.65 0.65 0.65 0.65 0.65 0.65 0.65 0.65 0.65 0.65 0865

140 Special Funds (Transition Reserve) 35.39 35.41 3544 35.47 35.49 3552 35.55 35.58 35.60 3563 35.66 35.69

141 Special Funds (Economic Reserve) 117.33 114.64 112.19 110.29 108.37 105.86 103.66 101.24 89.37 97.82 96.01 93.49

142 Special Funds (Rural Economic Reserve) 61.82 61.91 62.01 62.10 62.20 62.28 62.39 62.43 62.59 62.69 62.78 62.88

143 TOTAL OTHER PROPERTY AND INVESTMENTS 219.46 216.89 214.56 212.79 21099 208.60 206.53 204.24 20249 201.07 199.38 196.99

144 .

145 Cash - General Funds 0.24 0.24 0.24 0.24 0.24 0.24 0.24 0.24 0.24 0.24 0.24 0.24

146 Cash - Construction Funds - Truslee

147 Special Deposils 0.57 0.57 057 057 0.57 0.57 057 0.57 0.57 0.57 0.57 057

148 Temporary investments 36.79 43.72 47.55 28.93 21.54 18.19 €.85 10.28 14.51 9.25 17.26 22.25

149 Accountis Receivable - Sales of Eergy (Net) 47.33 42.64 43.85 42.21 41.13 43.57 49.47 51.32 46.59 47.94 48.29 47.53

150 Accounts Receivable - Other (Net) 5.28 5.28 528 528 528 528 5.28 5.28 5.28 5.28 528 528

151 Fuel Slock 39.46 40.02 40.55 40.72 40.56 40.59 40.78 41.05 41.12 41.16 41.28 41.22

152 Malerials and Supplies - Other 21.09 21.14 21.19 21.24 21.30 2135 21.40 21.46 2151 21.57 21.62 2167

153 Prepayments 345 317 289 261 2.33 2.05 1.77 1.49 1.21 0.93 0.65 3.80

154 Other Cumrent and Accrued Assets 2.31 2.31 2.3 2.31 231 231 2.31 2.31 2,31 2.31 231 231

155 TOTAL CURRENT AND ACCRUED ASSETS 156.54 159.11 164.44 144.13 135.26 134.16 128.69 134.02 133.35 129.26 137.51 14469

156

157 Unamortized Deb! Discount & Extraor. Prop. Losses 2.29 2.28 2.27 2.26 225 2.25 224 2.23 222 2.21 2.21 220

158 Regulatory Assets 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

159 Other Deferred Debits 8.67 6.67 6.67 6.66 6.66 6.66 6.66 6.66 6.68 6.66 6.66 6.66

160 Accumuiated Deferred Income Taxes 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

161

162 TOTAL ASSETS AND OTHER DEBITS 1,474.33 1,475.19 1,478.49 1,463.69 1,459.80 1,458.04 1,452.08 1,456.55 1,458.30 1,451.80 1,455.99 1.458.13

163

164
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165
166
167
168
169
170
171
172
173
174
175
176
177
178
179
180
181
182
183
184
185

186

187
188
189
180
191
182
193
194
195
196
197
198
199
200
201
202
203
204
205
206
207
208
209
210
211

9€000-110T "ON 958D

Calendar Year
TOTAL MARGINS & EQUITY

Long-Term Debt - RUS
Long-Term Debt - Other
TOTAL LONG-TERM DEAT

Notes Payable

Accounts Payable

Accounts Payable (TIER Rebate}

Taxes Accrued

interest Accrued

Other Current and Accrued Liabilities

Other Current and Accrued Liabilities (Purchased Power)
TOTAL CURRENT AND ACCRUED LIABILITIES

Deferred Credits

Deferred Credits (Economic Reserve)
Deferred Credits (Rural Economic Reserve)
Accumulated Operating Provisions
Obligation under Capilal Leases - Noneurrent

TOTAL LIABILITIES AND OTHER CREDITS

Balance Check

V. Cash Flow Statement {millions of $)
Oprerating Receipls
Rural
Large Industriat
Smelters
Offsystem
Lease income
Other Operating Revenues
Gain on Sale of Allowances
Other
interest Earnings
Tolal Receipts

Operaling Disbursements
PPA
Fuel Cosls
Fuel Costs {Labor & Exp)
Domtar
Power Supply {Purch. Power, APM, Cogen, & TVA Tran)
Production O&M
Transmission O&M
A&G
Waorking Capital
Gther
Total Disbursements

Operating Receipts less Disbursements
Capital Expenditures

2011 2011 2011 2011 2011 2011 2011 2014 2011 2011 2011 2011 2011
January February March Aprif May June July August  September QOctober November December Total
389.35 389.90 386.82 381.08 375.66 375.58 378.72 383.03 384.21 386.13 388.49 391.24
695.40 695.40 697.05 693.02 693.02 694.72 690.91 690.91 692.66 689.07 689.07 690.85
142.10 142.10 142.1C 142.10 142.10 142.10 142.10 142.10 142.10 142.16 142.10 142.10
837.50 837.50 838.15 835.12 835.12 836.82 833.01 833.01 834.76 831.17 831.17 832.95
28.97 28.96 33.58 34.66 33.82 31.56 31.43 3164 30.94 30.78 30.83 2B.86
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
0.75 1.04 1.33 1.56 1.85 2,08 237 0.60 0.83 1.12 0.82 0.52
3.62 6.73 8.51 3.50 6.93 8.54 3.60 7.02 8.58 358 6.89 856
9.41 9.41 9.41 9.41 9.41 9.41 9.41 9.41 9.41 9.41 9.41 9.41
43.75 46.14 5283 49.13 52.00 51.59 . 46.81 4887 49.75 44.90 47.94 47.34
6.81 7.29 7.62 B.04 8.49 8.89 8.44 10.01 10.48 10.91 11.37 11.94
117.33 114.64 112,189 110.29 108.37 105.86 103.66 101.24 99.37 87.82 96.01 93.49
61.82 61.91 62.01 62.10 62.20 62.29 62.39 62.49 62.59 62.69 62.78 62.88
17.78 17.82 17.87 17.91 17.96 18.00 18.05 18.09 18.14 18.18 18.23 18.27
1,474.33 1.475.19 1,478.49 1,463.69 1,459.80 1,459.04 1,452.08 1,456.55 1,459.30 1,451.80 1,455.99 1,468.13
(.00} (0.00) (0.00) (0.00) {0.00) (0.00) (0.00) (0.00} (0.00) (0.00) (0.00) {0.00)
9.78 7.69 7.59 6.33 6.65 8.18 9.58 8.70 8.13 6.58 762 9.82 97.67
257 3.24 2.56 2.56 271 2.65 2.79 2.89 2.75 282 275 2.74 33.03
27.36 24.91 28.01 26.58 27.15 26.80 27.52 27.72 26.85 27.69 26.89 27.85 325.33
457 397 3.08 4,70 2.55 330 7.23 8.46 6.87 9.18 92.09 4.48 67:48
.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.02
0.04 0.04 0.04 0.04 0.04 0.03 0.03 0.03 0.03 0.03 0.03 0.04 0:43
4431 39.86 41.29 40.21 39.10 40.96 -47.16 48.81 44,63 46.30 46.39 44.92 528:96
22.86 20.54 20.26 18.94 18.31 17.55 22.98 24.08 22.21 23.46 23.56 22.56 258.31
0.40 0.39 0.55 0.45 0.46 049 0.46 054 0.42 043 0.42 041 5.43
(0.00) {0.00) {0.00) {0.00) {0.00) {0.00) {0.00) (0.00} (0.00) {0.00} (0.00) (0.00} (0.02)
3.03 284 504 5.08 5.56 6438 3.12 3.22 3.1 3.00 2.91 289 48.29
7.64 8.30 10.21 11.74 11.11 7.47 8.34 8.07 8.22 8.43 8.23 7.71 105.46
1.0 1.01 1.13 0.98 097 1.14 117 1.20 1.25 0.98 1.06 0.95 12.90
2.75 2.36 2.8% 2.51 243 315 2.79 2.50 278 2.19 2.37 2.41 31.04
(0.63) (4.22) (3.96) 3.21) (0.78) 4.22 5.47 317 (4.51) 0.96 0.34 4.48 1.34
0.00 0.00 0.00 0.02 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.02
37.10 31.20 36.04 37.50 38.06 40.51 44 34 42.77 33.48 33.45 38.90 41.41 460.77
7.2% 8.66 5.25 2.70 1.04 0.45 2.83 8.04 11.15 6.85 7.49 3.51 63.19
Page 16 New Financial Forecast 04-26-10 PSC
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Calendar Year 2011 2011 2011 2011 2011 2011 2011 2011 2011 2011 2011 2011 2011

January February March April May June July August  September October November December Totatl

218 Generation 3.77 221 1.48 8.46 8.29 4.12 3.14 3.97 1.37 0.60 0.17 0.00 43,97
219 Transmission 1.27 1.63 1.36 1.72 1.49 1.49 0.47 0.47 045 0.45 0.54 0.45 11.79
220 A&G 0.21 0.08 0.50 0.15 0.03 0.15 0.03 0.03 0.04 0.06 0.03 0.02 1.35
2 Other (HQ Building, IT) 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 Q.00
222 Total Capital Expenditures §.25 3.92 3.35 10.33 a8t - 5.77 364 4.47 8.25 1.1 0.78 0.47 57:12
223
224 Income Taxes from Operations a.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.25
225
226 Net Pre-Finance Cash Flow 1.93 4.72 1.89 (7.65) (8.79) (5.34) (0.83) 1.55 2.87 5.72 6.72 3.03 5.82
227
228 Financing
229 Principal 3.42 0.00 0.00 403 0.00 0.00 3.81 0.00 0.00 3.59 0.00 0.00 14.85
230 Inferest 9.29 0.58 0.64 8.95 064 0.62 9.00 0.64 0.62 9.04 0.62 0.64 41.28
231 Debt issuance Cost Bond Refunding 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
232 Line of Credit 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
233 Aggregate Debt Service (incl. Line of Credit) 1271 0.58 0.64 12.98 0.64 0.62 12.81 0.64 0.62 12.63 0.62 0.64 £6.12
234 :
235 Post-Finance Cash Flow (10.77) 4.14 1.25 {20.62) (2.43) (5.96) (13.65) 0.81 2.25 {6.91) 6.11 239 (50.29)
236 .
237 Unwind Transaction
238 Cash Proceeds
239 Debt Reduction

~240 "~ Misc Transaction ™ : T e - R - e
241 Net Before Member Reserves
242 Station Two O&M Fund
243 Rural Economic Reserve 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
244 Economic Reserve 3.06 282 2.60 204 206 264 2.33 2.55 2.00 1.67 1.93 ! 2.64 28:35.
245 Net Before Transition Reserve 3.08 2.82 260 2.04 2.08 264 2.33 2.55 2.00 1.67 1.93 2.64 28.35
246
247 Ending Cash Balances {Incl, Transition Reserve} 72.42 78.38 83.23 64.64 57.28 53.96 42,64 46.11 50.36 45,12 53.16 58.18
248 Ending Cash Balances {Excl. Transition Reserve} 37.03 43.97 47.78% 28.17 21.78 18.44 7.10 10.53 14.75 .49 17.50 22.50
249 Change in Waorking Capital
250 Other Property 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
251 Accounts Receivable 1.08 (4.69) 1.21 (1.65) (1.08) 244 5.90 1.86 (4.73) 1.35 0.34 (0.76) 1.28
252 Materiats, Supplies & Other 0.05 0.05 0.05 0.05 0.05 0.05 0.05 0.05 0.05 0.05 0.05 0.05 0.64
253 Prepayments (0.26) (0.26) (0.26) (0.26) (0.26) (0.26) (0.26) (0.26) (0.26) (0.26) (0.26) 297 0.08
254 Other Current Assels 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
255 Accounts Payabie (1.23) 1.01 (4.62) {1.08) 0.85 2.26 0.12 {0.21) 0.71 0.16 (0.05) 1.97 (0.11)
256 Taxes Accrued (0.23) {0.29) (0.29) (0.23) {0.29} (0.23) (0.29) 1.77 (0.23) (0.29) 0.30 0.30 (0.00)
257 Other Accruals (0.04) (0.04) (0.04) {0.04) (0.04) {0.04) (0.05) {0.05) (0.05) (0.05) (0.05) (0.05) (0:54)
258 Total {0.63) {4.22) (3.96) (3.21) (0.78) 4.22 547 3.47 (4.51) 0.96 0.34 448 134
259 i
260
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261
262
263
264
265
266
2867
268
269
270
271
272
273
274
275
276
277
278
279
280
281
282
283
284
285
286
287
288
289
290
291
292
293
294
295
296
297
298
298
300
301
302
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Calendar Year
Vl. Credit Measures

Contract TIER
Eamings
Plus: Interest Expense
Plus: Imputed Rate Increase in 2010
Less: Offset o Imputed Rale increase in 2010
Less: Interest on Sequestered Funds
Total
Plus Sale-Leaseback interest
Total
Divided by
Interest Expense
Plus Sale-Leaseback interest

Total
Contract TIER

Conventional TIER
Earnings
Plus: Interes! Expense
Plus fncome T
Total
Plus Sale-Leaseback Interest
Total
Divided by
interest Expense
Plus Sale-Leaseback interest
Total

Conventional TIER

North Star
Total Cost of Electric Service (millions of 8)
Non-Member Revenues (millions of §)

Smelter and Non-Smelter Member Sales (TWh)
$/MWh
$/kWh

2011 2011 2011 2011 2011 2011 2011 2011 2011 2011 2011 2011 2011
January February March April May June July August  September Qctober November December Total
2.85 0.55 {3.08) (5.73) (5.43) (0.07) 3.13 432 1.18 1.92 2.36 2.78 4.74
4.10 3.70 4.10 3.95 4.08 3.95 407 4.07 3.94 4.07 3.93 4.11 48.08
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00 . 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
{0.03) (0.02) (0.03) (0.03) {0.03) (0.03) {0.03) (0.03) (0.03) (0.03) (0.03) {0.03) {033}
6.92 4.22 0.88 (1.81) {1.37) 3.85 7.18 8.36 5.10 595 6.26 6.84 52.50
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
6.92 422 0.99 (1.81) (1.37) 3.85 7.18 8.38 5.10 585 6.26 6.84 5250
4.10 3.70 4.10 3.95 4.08 3.95 4.07 4.07 3.84 4.07 3.3 4.11 48.08
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
4.10 3.70 4.10 3.95 4.08 3.85 4.07 407 3.94 4.07 393 411 48.08
1.68 114 0.24 (0.46) (0.34) 0.87 1.76 205 1.29 1.46 1.59 1.66 1.08
285 0.55 (3.08) (5.73} (5.43) (0.07} 313 432 1.18 1.92 236 2.76 474
4.10 3.70 4.10 3.95 4.08 3.85 4.07 4.07 3.94 4.07 3.93 411 48.08
695 ~  A25 T UH0TTTTTTT(U78Y T (1:34) 388 7:21 —~8:39- 542 - -598 629 . 687..... 5283 .
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
6.95 4.25 1.01 (1.78) (1.34) 3.88 7.21 B.33 5.12 598 6.29 6.87 52.83
4.10 3.70 4.10 3.95 4.08 3.95 4.07 4.07 3.94 4.07 3.83 4.11 48.08
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
4.10 3.70 4.10 395 4.08 395 4.07 4.07 3.94 407 3.93 4.11 48.08
1.70 1.15 0.25 {0.45) {0.33) 0.98 1.77 2.06 1.30 1.47 1.60 1.67 1.10
45.18 42.76 47.60 48.60 47.22 44.30 46.99 47.66 46.07 46.68 46.59 4543 555.04
5.23 4.64 3.74 5.36 3.21 3.95 7.88 9.12 7.53 9.83 9.75 5.14 75.38
39.82 38.12 43.86 43.24 44.01 40.34 39.10 38.54 38.54 36.85 36.84 40.28 479.65
0.95 0.86 0.90 0.84 0.87 0.89 0.93 0.94 087 0.86 0.86 0.95 10.73
41.97 44,48 48.84 51.42 50.41 4533 41.96 40.87 44.20 4268 42.64 4263 44.70
0.041874 0.044480 0.048837 0.051419 0.050412 0.045330 0.041855 0.040871 0.044197 0.042681 0.042638 0.042627 0.044704
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Calendar Year

2012 2013

1

2 |. Sales (TWH)

3

4  Rural 2.52 255

5

] Large industrial 0.95 0.95

7

8 Century 4.13 413

9
10 Alcan 3.16 3.16
11
12 Market 1.19 1.05
13
14 Total Sales 11.95 11.84
15
16 l._Rates, Accrual Based ($/ MWH Sold, uniess otherwise nt
17
18 General Rate Adjustment (%) 11.75% 0.00%
19
20 Rural
21 Load Factor (%) 63.61% 64.04%
22 Demand{$/.KW=mo.) . e 8.24 8.24
23 Energy ($/ MWH) 22.80 22.80
24 Net Rate ($/ MWH) 40.48 4042
25
26 MRDA 0.00 0.00
27 Regulatory Charge (1.15) (1.14)
28 FAC 12.38 13.21
29 Environmental Surcharge 324 3.41
30 Surcredit (3.93) {3.90)
31 Total 11.68 12.72
32 Economic Reserve (6.68) (6.72)
33 Rural Economic Reserve 0.00 0.00
34 TIER Related Rebate 0.00 0.00
35 Effective Rate ($/ MWH} 44.34 45.28
36
37 Large industrial
38 Load Factor (%) 76.91% 77.12%
39 Demand ($/ KW-mo.} 11.34 11.34
40 Energy ($/ MWH) 15.33 15633
41 Power Factor Penalty/ Demand Cr. (Lrg. ind.) 0.00 0.00
42 Net Rate ($/ MWH) 3547 35.47
43
44 MRDA 0.00 0.00
45 Regulatory Charge {1.15) {(1.14)
46 FAC 12,38 13.21
a7 Environmental Surcharge 3.24 3.41
48 Surcredit {3.93) {3.80}
49 Totat 11.68 12.72
50 Economic Reserve {6.68) (6.72)
51 TIER Refated Rebate 0.00 0.00
52 Effective Rate ($/ MWH)} 39.33 40.34
53

Page 18
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Calendar Year

Page 20

2012 2013
54 Non-Smelter Member Blend
58 Net Rate ($/ MWH) 39.11 39.08
56
57 MRDA 0.00 0.00
58 Regulatory Charge (1.15) (1.14)
59 FAC 12.38 13.21
60 Environmental Surcharge 3.24 341
61 Surcredit {3.83) (3.90)
62 Total 11.68 12.72
63 Economic Reserve {6.68) (6.72}
64 Rural Economic Reserve 0.00 0.00
65 TIiER Related Rebate 0.00 0.00
66 Effective Rate ($/ MWH) 42.97 43.94
67
68 Smeiters
69 Base Rate ($/ MWH) 31.39 3143
70 TIER Adjustment 277 2.90
71 Smeiter Rate Subject to Price Cap 34.16 3433
72 Non-FAC PPA (1.75) (1.75)
73 FAC 12.38 13.21
74 Environmental Surcharge 324 34
e F G e GUICHAIGE-t o e el . 087 0.67
76 Surcharge 2 1.20 1200
77 TIER Related Rebate 0.00 0.00
78 Effective Rate {$/ MWH) 48.90 51.08
79
80 Market (8/ MWH) 47:51 4768
81
82 il Staternent of Operations {millions of $}
83
84 Electric Energy Revenues 592.54 589.93
85 Income From i eased Property Net 0.00 0.00
86 Other Operaling Revenue and Income 7.48 7.48
87 TOTAL OPER. REVENUES & PATRONAGE CAPITAL 600.03 607.41
88
89 Operating Expense-Production-Excluding Fue! 65.65 67.82
90 Operating Expense-Production-Fuef . 221.86 233.70
91 Operating Expense-Other Power Supply 104.83 98.21
92 Operating Expense-Transmission 8.26 8.51
93 Operating Expense-Distribution
84 Operating Expense-Customer Accounts
95 Operating Expense-Customer Service and Information 0.79 0.81
96 Operating Expense-Sales 1.81 1.82
97 Operating Expense-Administrative and General 29.58 29.68
98 TOTAL OPERATION EXPENSE 432.75 440.55
99
100 Maintenance Expense-Production 59.82 53.75
101 Mamtenance Expense-Transmission 476 4.97
102 Maintenance Expense-Distribution ’
103 Maintenance Expense-General Plant 0.17 0.18
104 TOTAL MAINTENANCE EXPENSE 64.75 58.90
105
106 Depreciation and Amortization Expense 42.90 44.14
107 Taxes 0.00 0.00
108 Interest on Long-Term Debt 48.58 51.94
109 Interest Charged o Construction - Credit {0.70} (0.71)
110 Other Interest Expense

New Financial Forecasi 04-26-10 PSC
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432~ Accum:-Provision for-Bepregiatien-and-Amor.-

Calendar Year

111 Asset Retirement Obligation

112 Other Deductions

113

114 TOTAL COST OF ELECTRIC SERVICE

115

116 OPERATING MARGINS

117

118 Interest income

119 Allowance For Funds Used During Construction
120 income (Loss) From Equity Investments

421 Other Non-Operating Income (Net)

122 Generation and Transmission Capital Credits
123 Other Capital Credits and Patronage Dividends
124 Exiraoridinary ltems

125 NET PATRONAGE CAPITAL OR MARGIN
126

127

128 V. Balance Sheet (millions of $}

129 Total Utility Plant in Service

130 Construction Work in Progress

131 Total Ulility Plant

133 NET UTILITY PLANT

134

135 Nor-Ulility Property (Neb)

136 Invest. In Assoc, Org - Patronage Capital
137 Invest. In Assoc. - Other - General Funds
138 Other investments

139 Special Funds

140 Special Funds (Transition Reserve)

141 Special Funds (Economic Reserve)

142 Special Funds (Rural Economic Reserve)
143 TOTAL OTHER PROPERTY AND INVESTMENTS
144

145 Cash - General Funds

146 Cash - Construction Funds - Trustee

147 Special Deposits

148 Temporary lnvestments

149 Accounts Receivable - Sates of Eergy (Neb)
150 Accounts Receivable - Other (Net)

151 Fuel Slock

152 Maleriais and Suppiies - Other

153 Prepayments

154 Other Current and Accrued Assets

155 TOTAL CURRENT AND ACCRUED ASSETS
156

157 Unamortized Debt Discount & Extraor. Prop. Losses
158 Regulatory Assets

159 Other Deferred Debits

160 Accumulated Deferred Income Taxes

181

162 TOTAL ASSETS AND OTHER DEBITS
163

164

Page 21

2012 2013
0.14 023
588.43 595.04
11.58 1237
0.40 043
0.00 0.00
11.89 12.80
2,131.80 2,186.18
25.00 25.00
2.156.80 2,211.18

R 102806 107489, . -

1,128.75 1,136.59
3.58 278
0.68 0.68
0.02 0.02
0.65 0.65
36.01 36.35
71.70 49.22
64.06 65.26
176.70 154.95
0.24 0.24
0.57 0.57
31.81 2332
4937 4997
5.28 528
4267 44.17
2232 22.99
3.49 350
2.31 2.31
158.08 152.37
357 4.39
0.00 0.00
6.66 6.65
0.00 0.00
1,473.76 1.454.95
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2012 2013

165 TOTAL MARGINS & EQUITY 403.23 416.03
166
167 Long-Term Debt- RUS 622.06 809.30
168 Long-Term Debt - Other 227.19 227.10
169 TOTAL LONG-TERM DEBT 849.16 836.40
170
171 Notes Payable
172 Accounts Payable 34.32 3406
173 Accounts Payable {TIER Rebate) 0.00 0.00
174 Taxes Accrued 045 0.45
175 Interest Accrued 8.56 8.56
176 Other Cument and Accrued Liabilities .41 9.41
177 Other Current and Accrued Liabilities ( Purchased Power)
178 TOTAL CURRENT AND ACCRUED LIABILITIES 52.74 52.48
178
180 Deferred Credits 14.03 16.18
181 Deferred Credits (Economic Reserve) 71.70 4922
182 Deferred Credits (Rural Economic Reserve) 64.06 65.26
183 Accumulated Operating Provisions 18.82 18.39
184 Obligation under Capital Leases - Noncurrent
185

o 1B6..TOTAL LIABILITIES AND OTHER CREDITS 1,473.75 1.454.85
187
188 Balance Check (0.00} {0.00)
189 V. Cash Flow Statement {millions of $}
180 QOperating Receipts
191 Rural 11171 115.60
192 targe Industiial 37.38 38.34
193 Smelters 363.88 372.44
194 Offsystem 56.36 50.00
195 Lease Income
196 Other Operating Revenues
197 GGain on Sale of Allowances 0.00 0.00
198 Other 0.02 0.02
199 interest Eamings 0.40 0.43
200 Total Receipts 569.75 576.84
201
202 Operating Disbursements
203 PPA
204 Fuel Costs 253.83 265.36
205 Fuel Costs (Labor & Exp) 5.50 5.79
206 Domtar (0.02) 0.02
207 Power Supply (Purch, Power, APM, Cogen, & TVA Tran) 56.94 50.26
208 Production O&M 125.47 121.57
209 Transmission O&M 13.02 13.48
210 A&G 32.32 32.48
211 Working Capita {3.35) Q.27
212 Other 0.02 0.02
213 Total Dishursements 483.73 489.24
214
215 Operating Receipts less Disbursements 86.03 87.60
216
217 Capital Expenditures

Naw Financial Forecast 04-26-10 PSC
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2012 2013

218 Generation ’ 56.41 49.16
218 Transmission 6.26 3.13
220 ASG 3.01 1.38
221 Other {HQ Building, 1T} 0.00 0.00
222 Total Capital Expenditures 65.68 53.67
223
224 ncome Taxes from Operations 0.00 0.00
225
226 Net Pre-Finance Cash Flow 20.34 3383
227
228 Financing
229 Principal (8.92} 20.48
230 interest 41.08 44,13
231 Debt Issuance Cost Bond Refunding 1.49 1.03
232 Line of Credit 0.00 0.00
233 Aggregate Debt Service (inc!. Line of Credit) 33.65 65.64
234
235 Post-Finance Cash Flow (13.31) 31.71)
238
237 Unwind Transaction
238 Cash Proceeds
239 Debt Reduction
240 Misc. Transaction
241 Net Before Member Reserves
242 Station Two O&M Fund
243 Rural Economic Reserve 0.00 0.00
244 Economic Reserve 23.18 23.58
245 Net Befora Transition Reserve 23.19 23.56
246
247 Ending Cash Balances (incl. Transition Reserve} 68.06 §9.91
248 Ending Cash Balances (Excl. Transition Reserve} 32.05 23.57
248 Change in Working Capital
250 Other Property 0.00 (0.80)
251 Accounts Recelvable 1.84 0.60
252 Materials, Supplies & Other 0.65 0.67
253 Prepayments 0.10 0.10
254 Other Current Assets 0.00 0.00
255 Accounts Payabie (5.46) 0.27
256 Taxes Accrued 0.06 (0.00)
257 Other Accruals (0.55) (0.56})
258 Total (3.35) 0.27
259
260
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2012 2013

261 VI Credit Measures

262

263 Contract TIER

264 Eamings 11.89 12.80

265 Plus: Interest Expense 48.58 5194

266 Plus: Imputed Rate increase in 2010 0.00 0.00

267 Less: Ofiset to Impuied Rate Increase n 2010 0.00 0.00

268 Less: interest on Sequestered Funds {0.33} {0.33)

269 Total 60.24 64.40

270 Plus Sale-Leaseback interest 0.00 0.00

271 Total 50.24 64.40

272 Divided by

273 Interest Expense 48.58 51.04

274 Plus Sale-Leaseback Interest 0.00 0.00

275 Total 48.58 51.94

276

277 Contract TIER 1.24 1.24

278

273 Conventional TIER

280 Eamings 11.89 12.80

281 Plus: interest Expense 48.58 51.94
282 Plus Income Tax

283 Total ‘ o - 60.57 64.73 -

284 Plus Sale-Leaseback Interes! 0.00 0.00

285 Total 60.57 64.73

286 Divided by

287 inferest Expense 48.58 51.94

288 Plus Sale-l.easeback Interest 0.00 0.00

289 Total 48.58 51.94

290

291 Conventional TIER 1.25 1.25

292

293

294

295 Nerh Star

296 Totat Cost of Electric Service (millions of $) 588.43 595.04

297 Non-Member Revenues (millions of $) 64.23 57.91

298 524.20 537.13

299

300 Smelter and Non-Smelter Member Sales (TWhy 10.76 10.80

301 S/MWh 48.71 49.75

302 $/kwh 0.048708 0.049754
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DIRECT TESTIMONY
OF
ALBERT M. YOCKEY

INTRODUCTION

Please state your name, business address, and position.

My name is Albert M. Yockey. My business address is 201 Third Street, Henderson,
Kentucky 42420. I am employed by Big Rivers Electric Corporation (“Big Rivers”) as
its Vice President, Governmental Relations and Enterprise Risk Management.

Have you previously appeared before this Commission or other regulatory
entities?

Yes. 1appeared before this Commission on behalf of Big Rivers in Case No. 2008-
00408 (Consideration of the New Federal Standards of the Energy Independence and
Security Act of 2007). I have participated in various informal conferences at the
Commission including the recent Midwest ISO case and have assisted in preparing data
responses in Big Rivers Fuel Adjustment Clause (“FAC”) and Environmental
Surcharge (“ES”) cases before this Commission. Prior to my arrival at Big Rivers, my
career included interfacing with numerous state commissions, and their respective
staffs, during my tenure with American Electric Power (“AEP”) in Columbus, Ohio.
These commissions were across the AEP footprint. I assisted in the preparation of
testimony for AEP rate proceedings in Texas and Oklahoma. Ihave not previously
sponsored direct testimony before this Commission.

Briefly describe your education and professional certifications.

I received a Bachelor of Science in Electrical Engineering, Cum Laude, from the
University of Pittsburgh in April, 1972. In May, 1979, I received a Master of Science

in Electrical Engineering from Lehigh University. In May, 1994, I was awarded a Juris

Case No. 2011-00036
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Doctorate from The Capital University in Columbus, Ohio. I am a registered attorney
in the State of Ohio and a registered Professional Engineer in the Commonwealth of
Pennsylvania.
Briefly describe your work experience before coming to Big Rivers.
While working on my undergraduate degree at the University of Pittsburgh, I worked as
a summer laborer and engineering aide at the West Penn Power Company’s Springdale
Power Station. Upon graduating from the University of Pittsburgh, I was employed by
the Pennsylvania Power & Light Company (“PP&L”) as a Relay Engineer in the
System Operating Department in 1972 and was promoted to a Project Engineer in 1976.
The focus of my work was system projection and related requirements. From 1977 ~
1981, I was a Project Engineer in the Electrical Section of System Planning. Among
many duties, | ran computer simulation of electrical systems, performed economic
analysis of alternative expansion plans, and developed five-year and long-range plans
for system reinforcements. As a Project Engineer in Energy Assessment and Capacity
Planning Section of System Planning from 1981 — 1985, I made economic evaluations
of co-generation and alternative energy projects, assessed various energy and demand
management options, and reviewed potential capacity and energy sales to other utilities.
In 1985, I accepted a position as Senior Engineer in the Area Transmission
Planning Section of the System Planning Department of AEP Service Corporation in
Columbus, Ohio. My responsibilities included ensuring reliable operation of
transmissions facilities under normal and facility outage conditions, identifying future
system requirements, and justifying needed changes to management. As such, I
worked with many internal cross-functional teams, external customers, other utilities,
and regulatory agencies. In 2000 I became the Manager of Transmission Strategic
Issues reporting to the Vice President of Transmission Asset Management. My
responsibilities included divisional regulatory/legislative strategy development and
Case No. 2011-00036
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coordination. More specifically, I managed multiple state and federal requirements
which required interfacing, as needed, with AEP departments within and outside
transmission, and with commissions and their respective staffs across the AEP
footprint. I held that position until 2008 when I came to Big Rivers.

Briefly describe your responsibilities at Big Rivers.

As the Vice President, Governmental Relations and Enterprise Risk Management I am
responsible for risk management and all government relations, including environmental
and regulatory agencies. My responsibilities for the risk management function are

more fully described in Section V — RISK MANAGEMENT PLAN AND PROGRAM.

PURPOSE OF TESTIMONY

What is the purpose of your testimony?

My testimony describes the changes which Big Rivers’ application proposes to make to
its current tariff on file with this Commission. I also update the Commission on a
number of Big Rivers’ regulatory filings since the closing of the Unwind Transaction
approved by this Commission in its Order dated March 6, 2009, in Case No. 2007-
00455. I also describe Big Rivers’ risk management plan and program. Finally, my

testimony supports some of the filing requirements listed in 807 KAR 5:001.

DESCRIPTION OF TARIFF CHANGES

Please summarize the major changes or additions Big Rivers is proposing to its

existing tariff.

Big Rivers is proposing essentially five changes/additions to its tariffs First, Big

Rivers is reorganizing its tariff to include a General Index reflecting the major sections
Case No. 2011-00036
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of the tariff and listing the components of each section. I will describe below the
reason for this reorganization later in my testimony. Next, Big Rivers is proposing
adjustments to its rates. The proposed rate adjustments are more fully described in the
direct testimony of Mr. William Steven Seelye. Third, Big Rivers is proposing to
modify its Member Rate Stability Mechanism (“MRSM?”) tariff in order to expand the
time frame beyond 48 months in which the Economic Reserve will be exhausted. Mr.
Seelye provides more details regarding this in his Direct Testimony. Fourth, Big
Rivers is proposing to modify the Rural Economic Reserve Rider to eliminate the 24
month schedule and replace it with a mechanism which is intended to use the credit as
intended by the Commission, but at the same time modify the Rural Economic Reserve
to operate seamlessly with the MRSM as more fully described in Mr. Seelye’s Direct
Testimony. Fifth, Big Rivers is proposing a new tariff, the Non-Smelter Non-FAC
PPA tariff, similar to the one approved by the Commission in regard to the Smelters in
Case No. 2007-00455. The purpose of this tariff is to provide for the annual
amortization of the Regulatory Account balance (approved by the Commission) to Big
Rivers’ Members over a 12 month period, except for the initial amortization of the
current Regulatory Liability balance, which will be distributed over a 24 month period.

Mr. Seelye further explains the details of this tariff in his direct testimony.

Tariff Reorganization

Please describe the reorganization Big Rivers is making to its tariff.

Big Rivers’ Proposed Tariff reflects two reorganization components compared to its

current tariff. First, the Proposed Tariff includes a General Index which allows the

reader to more readily find information of interest. Second, the Proposed Tariff is

divided into four major sections to also facilitate greater ease in locating information.
Case No. 2011-00036
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Please describe the General Index of the Proposed Tariff.

The General Index functions as a table of contents allowing any reader to more easily
find information of interest. It lists the contents of each of the four sections of the
Proposed Tariff. Each standard rate, adjustment clause, and service rider, is listed by
name along with an acronym for each. For example, Rural Delivery Service is a
standard rate represented by the acronym RDS while the Fuel Adjustment Clause is
represented as FAC.

For each standard rate, adjustment clause, and service rider, the Proposed Tariff
includes a Sheet Number and Effective Date. The Sheet Number facilitates locating
that rate, clause, or rider within the overall tariff. The Effective Date allows any reader
to readily know the effective date for each component of the Proposed Tariff.

Finally, the General Index lists the location for other Terms and Conditions and a
listing of Abbreviations and Acronyms.

Please describe the four major sections of the Proposed Tariff.

Section 1 lists Big Rivers’ standard rates such as the rates for Rural Delivery Service,
Large Industrial Customers, and Cable Television Attachments. Each tariff in Section
1 includes a listing of those adjustment clauses and service riders which apply to the
tariff.

Section 2 lists those adjustment clauses and service riders such as the Fuel
Adjustment Clause, the Environmental Surcharge, and the Unwind Surcredit. Each
adjustment clause or service rider in Section 2 includes a listing of those standard rates
to which the adjustment clause or service rider applies.

Section 3 contains the general terms and conditions which apply to Section 1
and Section 2 unless specifically stated elsewhere in the tariff. These general terms and
conditions address, among other things, contract demand, metering, substations, notice
of meter reading or test, right of access, and payment of bills.

Case No. 2011-00036
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Finally, Section 4 includes a listing of the abbreviations and acronyms common
to Section 1, Section 2, and Section 3.
Have you summarized the tariff changes in any way?
Yes. Asrequired in 807 KAR 5:001 Section 10(1)(a)(8), Big Rivers has presented its
Current Tariff and the Proposed Tariff in a side-by-side comparison. (See Exhibit 8.)
To facilitate this comparison in some cases, blank sheets have been used and labeled
“This Page is Blank’.
Please describe the changes made to the Rural Delivery Service tariff.
The existing Standard Rate for Electric Service tariff covering rural members will be
renamed STANDARD RATE — RDS — Rural Delivery Service. This tariff, along with
the name change, will include the demand and energy charge as well as adjustment
charges and riders applicable under this tariff for rural delivery service. The tariff must
be modified to amend the Demand Charge definition, to include the Non-Smelter Non-
FAC PPA adjustment clause, and to include references to certain numerical paragraphs.
The reference changes are simply to make the tariff accurate due to the elimination of
numbered paragraphs.
Did Big Rivers propose any substantive changes to the rate design of any other
tariffs?
No. Big Rivers is not proposing structural or rate design changes for the other tariffs.
For these tariffs, Big Rivers is only proposing to revise the actual rates in the tariffs, as

described by Mr. Seelye in his Direct Testimony.

REGULATORY FILINGS UNDERTAKEN SINCE JULY 2009

Following the closing of the Unwind Transaction, did Big Rivers undertake or
resume responsibility for certain regulatory filings?

Case No. 2011-00036
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Yes. These include but are not limited to the Fuel Adjustment Clause, the
Environmental Surcharge, and the Integrated Resource Plan. I describe these items

below.

Fuel Adjustment Clause

Please describe Big Rivers’ Fuel Adjustment Clause.
Big Rivers’ current FAC was approved by the Commission in its Order dated March 6,
2009, in Case No. 2007-00455, the Unwind Transaction Order. In Case No. 2007-
00455, Big Rivers sought to reinstate a FAC since, as a result of the Unwind
Transaction, it would resume control of, and operate, its power plants. The FAC
permits Big Rivers to timely track changes in its fuel costs consistent with the
Commission’s FAC regulations.
Has the Commission reviewed the performance of Big Rivers’ FAC since the close
of the Unwind Transaction?
Yes. Since July 17, 2009, the Commission has conducted two reviews of Big Rivers’
FAC. The first review was in Case No. 2009-00510; the second review was in Case
No. 2010-00269. The two-year review of the FAC in Case No. 2010-00495 is currently
underway. In that proceeding, Big Rivers is proposing to increase the base cost used in
the FAC by $0.010212/kWh. Big Rivers will incorporate the effect of the “roll-in” of
the FAC authorized in Case No. 2010-00495 in the compliance rates filed with the
Commission pursuant to an order in this proceeding.
What were the results of these reviews?
By its Order dated May 17, 2010, in Case No. 2009-00510, the Commission approved
the charges and credits billed by Big Rivers through its FAC for the period July 17,
2009 through October 31, 2009. By its order dated December 15, 2010, in Case No.
Case No. 2011-00036
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2010-00269, the Commission approved the charges and credits billed by Big Rivers
through its FAC for the period November 1, 2009 through April 30, 2010.

Environmental Surcharge

Please describe Big Rivers’ Environmental Surcharge.
Big Rivers’ ES and the related compliance plan were approved by the Commission in
its Order dated June 25, 2008, in Case No. 2007-00460. The ES became effective at
the time of the Unwind, July 17, 2009. Big Rivers’ compliance plan includes programs
and the associated costs dealing with the control of sulfur dioxide, nitrogen oxide, and
sulfur trioxide. At this time, Big Rivers only recovers certain variable operating
expenses associated with its environmental compliance programs. Big Rivers’ ES does
not include any capital projects or investments in utility plant to comply with the
requirements of federal, state, or local environmental statutes or regulations. Big
Rivers is not requesting any changes to its ES compliance plan or recovery mechanism
in this application.
Has the Commission reviewed the performance of Big Rivers’ ES since the close of
the Unwind Transaction?
Yes. Since March 6, 2009, the Commission has conducted two reviews of Big Rivers’
ES. The first review was in Case No. 2010-00194; the second review was in Case No.
2010-00368.
What were the results of these reviews?
By its Order dated October 7, 2010, in Case No. 2010-00194, the Commission
approved the amounts billed by Big Rivers through its environmental surcharge for the
period August 1, 2009 through January 31, 2010. Furthermore, the Commission found
Big Rivers’ calculation of any over- or under-recovery for the review period to be

Case No. 2011-00036
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reasonable. It also found no need for any subsequent adjustments to Big Rivers’
environmental costs as a result of its review.

The Commission opened Case No. 2010-00368 by its Order dated October 14,
2010. As of the filing date of this General Rate Application, this ES review case

remains open.

Integrated Resource Plan

Has Big Rivers filed an Integrated Resource Plan (“IRP”) with the Commission
since the close of the Unwind Transaction?

Yes. Asrequired by Commitment No. 13 in Appendix A of the Commission’s Order,
dated March 6, 2009, in Case No. 2007-00455, Big Rivers filed its 2010 IRP with the
Commission on November 15, 2010. The Commission has assigned Case No. 2010-
00443 to the 2010 IRP review.

What is the current status of the Commission Staff’s review of the 2010 IRP?

On November 24, 2010, Big Rivers filed a corrected two-page table from Appendix B
of its 2010 IRP with the Commission. On December 20, 2010, the Commission issued
a procedural schedule for the review of its 2010 IRP. As of the filing of this general
Rate Application, Big Rivers has filed its responses to initial and supplemental data
requests of the KPSC and the Initial data requests from the AG which did not submit a

supplemental set of data requests. Case No. 2010-00443 remains open.

RISK MANAGEMENT PLAN AND PROGRAM

General Description
Why has Big Rivers implemented a Risk Management Plan and Program?

Case No. 2011-00036
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Big Rivers implemented the Risk Management Plan and Program because it is good
business practice, it told the Commission it intended to do so and then complied with
the Commission’s order by making a filing to comply with Commitment No. 16 in
Appendix A of the Commission’s Order, dated March 6, 2009, in Case No. 2007-
00455.

Has Big Rivers provided any update to the Commission about this Risk
Management Plan and Program?

Yes. By letter dated October 14, 2009, Big Rivers informed the Commission that it had
the Risk Management Plan and Program in place, and that the program gave Big Rivers
the ability to identify and address material risks affecting it. Big Rivers committed to
funding and maintaining the plan and program.

Please describe Big Rivers’ Risk Management Plan and Program.

Big Rivers has given significant thought and effort to creating a Risk Management Plan
and implementing a comprehensive Risk Management Program for the organization.
Since the closing of the Unwind Transaction on July 16, 2009, Big Rivers has
implemented a corporate Enterprise Risk Management Policy, an Internal Risk
Management Committee, and completéd/updated and implemented various risk
management-related company policies. The Internal Risk Management Committee
commenced monthly meetings in October 2009. From those meetings an agenda of
topics and policy updates are prepared for the Big Rivers Board of Directors (“Board”)
review, input, and approval as appropriate. My department acts as the coordinator in
bringing emerging issues involving risk for discussion of the senior staff at the monthly
Internal Risk Management Committee meetings.

Does Big Rivers’ Risk Management Plan and Program include actions or steps to

address the potential closure or loss of one or both of the Smelters?

Case No. 2011-00036
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Yes. These steps are outlined in the Direct Testimony of Mr. C. William Blackburn in

Exhibit 49.

Enterprise Risk Management Policy

Please describe Big Rivers’ Enterprise Risk Management (“ERM”) Policy.

The ERM Policy discusses the structure and responsibilities of Big Rivers’ risk
governance. Risk governance follows a top-down approach whereby the Board
identifies Big Rivers’ risk management objectives and provides risk management
oversight. Supporting controls, policies and procedures are implemented and aligned
throughout the risk governance structure, with distinct roles and responsibilities that
result in a risk control environment. Governance and controls include the
organizational structure, policies, reporting process and procedures that support Big
Rivers® business models, risk tolerances, power supply objectives, financial objectives,
safety objectives, and segregate responsibilities appropriately.

What are the major components of the ERM Policy?

Big Rivers’ ERM Policy is quite extensive. It sets forth the Company’s

risk management objectives,

risk governance structure and responsibilities,

the scope of business activities governed by the ERM policy, and

the list of associated ERM guidelines and policy documents, including the
supporting risk management policies.

el e

Does the ERM Policy set forth risk management objectives for Big Rivers?
Yes. The ERM Policy sets forth the following risk management objectives for Big
Rivers:

1. to maintain risk within desired tolerances for a defined period in the future;
2. to mitigate price volatility to the Members;

Case No. 2011-00036
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3. to maintain a proactive safety, health, and loss prevention program designed to

protect life and property, provide a hazard-controlled work environment, and

comply with all applicable regulations;

to meet lender debt covenants;

to maintain financial liquidity within desired tolerances;

to maintain an investment grade credit rating;

to enhance the value of Big Rivers’ assets/resources;

to ensure that the risks of economic development and other business

opportunities are effectively managed to increase the value of Big Rivers to its

Members; and

9. to participate in commodity markets and derivative instruments for hedging and
not for speculative purposes, and to develop an ERM culture throughout the
organization and provide for an ongoing strategic planning process.

N

Internal Risk Management Committee

Please describe Big Rivers’ Internal Risk Management Committee (“IRMC”).
The IRMC establishes a forum for discussing Big Rivers’ significant risks and
developing guidelines required to implement an appropriate risk management control
infrastructure, including implementing and monitoring of compliance with Big Rivers’
ERM-related policies. The IRMC executes its risk management responsibilities
through direct oversight and prudent delegation of its responsibilities to the
independent risk management function, as well as to other Big Rivers personnel. This
committee meets on a monthly basis.

Please describe the composition of the IRMC.

Big Rivers’ Internal Risk Management Committee is comprised of the:

fum—y

President and Chief Executive Officer;

Senior Vice President, Financial and Energy Services and Chief Financial
Officer;

Vice President, Production;

Vice President, Accounting;

Vice President, Administrative Services;

Vice President, System Operations;

Communications and Community Relations Manager; and

Vice President, Governmental Relations and Enterprise Risk Management (non-
voting member).

0
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As the Vice President, Governmental Relations and Enterprise Risk Management, I am
a non-voting member of the committee and serve as the IRMC chairperson. The
chairperson is responsible for keeping, or causing to be kept, a true and complete record
of the proceedings. Other non-voting participants participate in the meetings as

determined by the voting committee members identified above

Other Enterprise Risk Management Guidelines and Policies

Has Big Rivers implemented other policies to complement its Risk Management
Plan and Program?

Yes. Big Rivers has drafted numerous policies to accommodate the Company’s need
for well-defined risk management policies and procedures. The following policies are
included in the additions/updates made by Big Rivers to provide adequate risk
management policies for the organization:

Energy Related Transaction Authority Policy;

Risk Management Sanctions Policy;

Hedge Policy;

Financial Policy;

Credit Policy;

Economic Development Policy;

Safety Policy;

Energy Risk Identification and Exposure Management Guidelines; and
Whistleblower Policy.

P I Al S

Risk Management Function and Staffing

Please describe the overall risk management function and how it is staffed.

As Vice President, Governmental Relations and Enterprise Risk Management, I have

overall responsibility for leading Big Rivers’ risk management function. As outlined
Case No. 2011-00036
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above, the Company’s ERM Policy and its IRMC are integral components of that
function. Finally, I am assisted in leading the risk management function by the
Director, Risk Management/Strategic Planning who reports to me.

Briefly describe the Director, Risk Management/StrategicPlanning position.

The Director, Risk Management/Strategic Planning regularly assimilates all reports and
information from various Big Rivers’ departments which are responsible for ‘frontline’
management of the Company’s risk. The Director, Risk Management/Strategic
Planning regularly analyzes and assesses this information. The results of this analysis
and these assessments are regularly shared with me and the IRMC. The Director, Risk
Management/Strategic Planning also attends IRMC meetings and regularly provides
information to, and coordinates and/or conducts analysis for, the IRMC. The current
Director, Risk Management/Strategic Planning has a Masters in Business
Administration, and is a Certified Public Accountant. She also has over twelve years of

diverse experience in both electric cooperatives and investor-owned utilities.

Conclusion

Does the Risk Management Plan and Program help Big Rivers identify and
address the impact of contingencies including, but not limited to, fuel prices, cost
exposure for environmental remediation programs (both existing and
contemplated), and any other material risks pertaining to Big Rivers?
Yes. The IRMC reviews and discusses all significant issues related to Big Rivers at its
monthly meeting. Fuel prices are monitored in a plethora of ways within the Company,
but direct interaction of the ERM group occurs with all fuel contracts that are initiated.
The ERM group works to ensure that all authorities are in place and that the contracts
are consistent with Big Rivers’ Hedging Policy.
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VI.

Likewise, environmental issues are key issues reviewed by the IRMC.
Although these issues receive significant attention from Big Rivers’ Senior Staff, the
ERM group is still heavily involved in the analysis and monitoring of environmental
issues, both current and pending, and their potential impacts on the Company.
Currently, the Director Risk Management/Strategic Planning chairs the Environmental
Compliance Group at Big Rivers.

Other material risks to Big Rivers are monitored and the involvement of the
ERM group in activities across the Company helps to identify and quantify the

potential impacts of those risks on the operations/viability of the organization.

FILING REQUIREMENTS FROM 807 KAR 5:001

Have you reviewed the answers provided in Exhibits 1-47, which address Big
River’s compliance with historical period filing requirements under KAR 5:001
and its various subsections?

Yes I have and I hereby incorporate and adopt those portions of Exhibits 1-47 for
which I am identified as the sponsoring witness as part of this Direct Testimony.
What filing requirements from 807 KAR 5:001 are you sponsoring?

I am sponsoring Big Rivers’ responses to the filing requirements listed in

807 KAR 5:001 Section 10(1)(a)7,
807 KAR 5:001 Section 10(1)(a)8,
807 KAR 5:001 Section 10(1)(a)9,
807 KAR 5:001 Section 10(2),
807 KAR 5:001 Section 10(3),
807 KAR 5:001 Section 10(4)(a),
807 KAR 5:001 Section 10(4)(b),
807 KAR 5:001 Section 10(4)(c),
807 KAR 5:001 Section 10(4)(d),
10 807 KAR 5:001 Section 10(4)(1),
11. 807 KAR 5:001 Section 10(4)(g), and
12. 807 KAR 5:001 Section 10(5).

WX AN AW

Case No. 2011-00036
Exhibit 56
Page 17 of 20



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

807 KAR 5:001 Section 10(1)(a)7

Please briefly describe Big Rivers’ response to 807 KAR 5:001 Section 10(1)(a)7.
As required by 807 KAR 5:001 Section 10(1)(a)7, Big Rivers’ Proposed Tariff
complies with 807 KAR 5:011.The Proposed Tariff’s effective date is April 1, 2011,

which is thirty days of the filing date of this General Rate Application.

807 KAR 5:001 Section 10(1)(a)8

Please briefly describe Big Rivers’ response to 807 KAR 5:001 Section 10(1)(a)8.
As required by 807 KAR 5:001 Section 10(1)(a)8, Big Rivers’ is presenting its Current
Tariff and its Proposed Tariff as a side-by-side, comparative format. This is provided

in Exhibit 8.

807 KAR 5:001 Section 10(1)(a)9

Please briefly describe Big Rivers’ response to 807 KAR 5:001 Section 10(1)(a)9.
Big Rivers has provided the statement of customer notice to its Member Cooperatives
as required by 807 KAR 5:001 Section 10(1)(a)9. Big Rivers mailed the notice to its
Members on February 28, 2011, and included the information enumerated in 807 KAR

5:001 Section 10(3).

807 KAR 5:001 Section 10(2)
Please briefly describe Big Rivers’ response to 807 KAR 5:001 Section 10(2).
To comply with 807 KAR 5:001 Section 10(2), Big Rivers filed its Notice of Intent
with the Commission on January 31, 2011. That notice stated that Big Rivers’
application would be supported by a historical test year. This notice was also served on
the Attorney General’s Office of Rate Intervention.
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807 KAR 5:001 Section 10(3)

Please briefly describe Big Rivers’ response to 807 KAR 5:001 Section 10(3).
Big Rivers has provided notice to its Members required by 807 KAR 5:001 Section
10(3). See the response for 807 KAR 5:001 Section 10(1)(a)9 above.

807 KAR 5:001 Section 10(4)(a)
Please briefly describe Big Rivers’ response to 807 KAR 5:001 Section 10(4)(a).
807 KAR 5:001 Section 10(4)(a) is not applicable to Big Rivers.

807 KAR 5:001 Section 10(4)(b)

Please briefly describe Big Rivers’ response to 807 KAR 5:001 Section 10(4)(b).
Big Rivers has provided the necessary notice, which was mailed to its Members on
February 28, 2011 and included the information enumerated in 807 KAR 5:001 Section
10(3). See the response for 807 KAR 5:001 Section 10(1)(a)9 above.

807 KAR 5:001 Section 10(4)(c)
Please briefly describe Big Rivers’ response to 807 KAR 5:001 Section 10(4)(c).
Since Big Rivers does not have more than twenty members, 807 KAR 5:001 Section

10(4)(c) is not applicable to Big Rivers’ Application.

807 KAR 5:001 Section 10(4)(d)
Please briefly describe Big Rivers’ response to 807 KAR 5:001 Section 10(4)(d).
Big Rivers mailed its notice to its Member Cooperatives on February 28, 2011. See the

response for 807 KAR 5:001 Section 10(1)(a)9 above.
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VII.

807 KAR 5:001 Section 10(4)(f)

Please briefly describe Big Rivers’ response to 807 KAR 5:001 Section 10(4)(f).

As of March 1, 2011, Big Rivers’ posted copies of the relevant notification at its offices
located at 201 Third Street in Henderson, Kentucky 42420. Copies of those notices are

also posted on Big Rivers’ website at www.bigrivers.com.

807 KAR 5:001 Section 10(4)(g)

Please briefly describe Big Rivers’ response to 807 KAR 5:001 Section 10(4)(g).
Big Rivers, as noted above, has complied with the applicable notification requirements
in 807 KAR 5:001 Section 10(4) and, therefore, is compliant with 807 KAR 5:051,

Section 2.

807 KAR 5:001 Section 10(5)

Please briefly describe Big Rivers’ response to 807 KAR 5:001 Section 10(5).

Big Rivers will publish the necessary hearings notices as required by KRS 424.300 and
807 KAR 5:001 Section 10(5).

CONCLUSION

Does this conclude your testimony?

Yes.
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DIRECT TESTIMONY

OF
WILLIAM STEVEN SEELYE

INTRODUCTION

Please state your name and business address.

My name is William Steven Seelye and my business address is The Prime Group, LLC,
6001 Claymont Village Drive, Suite 8, Crestwood, Kentucky, 40014.

By whom are you employed?

I am a senior consultant and principal for The Prime Group, LLC, a firm located in
Crestwood, Kentucky, providing consulting and educational services in the areas of
utility marketing, regulatory analysis, cost of service, rate design and depreciation
studies.

On whose behalf are your testifying?

I am testifying on behalf of Big Rive-rs Electric Corporation (“Big Rivers™).

Please describe your educational background and prior work experience.

I received a Bachelor of Science degree in Mathematics from the University of
Louisville in 1979. I have also completed 54 hours of graduate level course work in
Industrial Engineering and Physics. From May 1979 until July 1996, I was employed
by Louisville Gas and Electric Company. From May 1979 until December 1990, I held
various positions within the Rate Department of Louisville Gas and Electric Company.
In December 1990, I became Manager of Rates and Regulatory Analysis. In May
1994, 1 was given additional responsibilities in the marketing area and was promoted to

Manager of Market Management and Rates. [ left Louisville Gas and Electric
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Company in July 1996 to form The Prime Group, LLC, with another former employee
of the Company. Since then, we have performed cost of service studies, developed
revenue requirements and designed rates for well over 100 investor-owned, cooperative
and municipal utilities across North America. A more detailed description of my
qualifications is included in Exhibit Seelye-1.

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

Yes. I have testified in over 60 regulatory proceedings in 12 different jurisdictions,
including the Federal Energy Regulatory Commission ("FERC"), regarding revenue
requirements, cost of service or rate design. A listing of my testimony in other
proceedings is included in Exhibit Seelye-1.

Have you developed rates for electric cooperatives?

Yes. I have developed rates for a number of generation and transmission cooperatives
(“G&T cooperatives™), including Hoosier Energy, South Mississippi Electric Power
Association, Big Rivers Electric Corporation, Southern Illinois Power Cooperative,
Corn Belt Power Cooperative, Brazos Electric, and East Kentucky Power Cooperative,
Inc. I have also supervised the preparation of cost of service studies and the

development of rates for over 100 electric distribution cooperatives.

PURPOSE OF TESTIMONY

What is the purpose of your testimony?

The purpose of my testimony is to (i) support the cost of service study; (ii) describe the

proposed allocation of the revenue increase to the rate classes; (iii) describe the rate
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design, new rates, and percentage increase by rate class; (iv) describe the proposed pro
forma adjustment to the Smelter TIER Adjustment Charges; (v) support proposed
changes to the Member Rate Stability Mechanism and Rural Economic Reserve; (vi)
support the Non-Smelter Non-FAC PPA,; (vii) support the Midwest Independent
Transmission System Operator Inc. (“Midwest ISO”) Attachment O; (viii) sponsor the
temperature normalization adjustment; and (ix) support certain Filing Requirements
from 807 KAR 5:001.

Please summarize your testimony.

Big Rivers’ proposed rates are designed to increase base rate revenues by $39,953,965,
which is necessary to provide Big Rivers with sufficient margins to meet the financial
requirements set forth in its debt agreements and to continue to provide reliable service
to its customers. This increase in base rates is necessary so that Big Rivers can meet its
Margins for Interest Ratio ("MFIR") requirement and maintain investment grade credit
ratings, both as required by its debt covenants.

Big Rivers conducted a fully allocated embedded cost of service study to
develop rates in this proceeding. Big Rivers has three major rate classifications —
Rural Delivery Service (“Rurals™), Large Industrial Customer Rate (“Large
Industrials™), and two aluminum smelters (“Smelters™) served under special retail and
wholesale contracts ("Smelter Agreements"). The cost of service study indicates that
the rate of return for the Rurals is lower than the Large Industrials and the Smelters.
Big Rivers is proposing to take steps in this proceeding to move the rates of return for
the Rurals and Large Industrials closer together. Because the rates for the Smelters are

contractually tied to the rate for the Large Industrials, any movement toward mitigating
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the differential in the rates of return must be accomplished through the apportionment
of the revenue increase between the Rurals and Large Industrials. Therefore, Big
Rivers is proposing rates that will eliminate some of the differential in the rate of return
between the Rurals and the Large Industrials. Because the rates for the Smelters are
tied to the rate for the Large Industrials, Big Rivers’ proposal will also close the gap
between the Rurals and the Smelters.

Big Rivers is also proposing a rate design change to the Rurals' rates.
Particularly, Big Rivers is proposing to bill the Rurals on the basis of coincident peak
demands rather than non-coincident peak demand. A demand charge billed on the basis
of coincident peak demand will send a more accurate price signal to the Rurals. Under
Big Rivers’ proposed rates, the Large Industrials will continue to be billed on the basis
of non-coincident peak demands.

Big Rivers is proposing to adjust the base purchased power cost used in the
Non-FAC PPA. Specifically, Big Rivers is proposing to reduce the Non-FAC PPA
from $0.00175 per kWh to $0.000874 per kWh. This revenue neutral “roll in” will
result in a corresponding reduction in the energy charges for the three rate
classifications. Also, Big Rivers is proposing a new rate mechanism (which will be
called the “Non-Smelter Non-FAC PPA”) that will allow it to amortize any balances in
the Non-FAC PPA Regulatory Account for the Rurals and Large Industrials every 12
months rather than waiting until the next general rate case to amortize the balances.

The revenue adjustment sought by Big Rivers will eliminate 50 percent of the
TIER Adjustment Charges billed to the Smelters on a pro forma basis, which is

equivalent to moving the Smelters’ TIER Adjustment Charge to the middle of the
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bandwidth. Positioning the Smelters in the middle of the bandwidth restores the
purpose of the TIER Adjustment, which is to allow Big Rivers to draw extra revenue
from the smelters if adverse conditions threaten Big Rivers’ ability to achieve a 1.24
TIER between rate cases. This allows the contracts with the Smelters to function as
envisioned when they were negotiated.

Additionally, Big Rivers is proposing to modify the Member Rate
Stability Mechanism ("MRSM") and the Rural Economic Reserve ("RER™) so that the
two mechanisms operate more seamlessly. The MRSM was implemented for the
purpose of distributing a $157 million Economic Reserve to the Rurals and the Large
Industrials to offset any net billing impacts related to the FAC and Environmental
Surcharge. The RER was ordered to be recorded as a regulatory liability of $60.9
million and used only as a credit against the rates of the Rurals once the Economic
Reserve is depleted. Big Rivers is proposing modifications to these mechanisms so that
there will not be any discontinuities in billings to the Rurals as a result of transitioning
from the Economic Reserve to the RER.

Big Rivers is also proposing a temperature normalization adjustment. Big
Rivers’ adjustment meets the criteria that the Commission has established in prior
Orders for approval of temperature normalization.

Big Rivers is also requesting authorization to implement Midwest ISO
Attachment O transmission formula rate as set forth in Midwest ISO’s Open Access
Transmission, Energy and Operating Reserve Markets Tariff (“Midwest ISO Tariff”)

for service to wholesale customers under the Midwest ISO Tariff.
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III.

Do you have any exhibits to your testimony?

Yes. I have prepared or supervised the preparation of the following exhibits to my

prepared testimony:

Exhibit Seelye-1 — Qualifications of William Steven Seelye

Exhibit Seelye-2 — Cost of Service Study - Functional Assignment and
Classification

Exhibit Seelye-3 — Cost of Service Study - Allocation

Exhibit Seelye-4 — Reconciliation of Billing Determinants

Exhibit Seelye-5 — Analysis of Non-FAC PPA

Exhibit Seelye-6 — Summary of Revenue Increase

Exhibit Seelye-7 — Non-Smelter Non-FAC PPA

Exhibit Seelye-8 — Updated Midwest ISO Attachment O

Exhibit Seelye-9 — FERC Order in Docket No. ER11-15-000

Exhibit Seelye-10 — Temperature Normalization Adjustment

FILING REQUIREMENTS

Have you reviewed the answers provided in Exhibits 1-47, which address Big

Rivers’ compliance with the historical period filing requirements under 807 KAR

5:001 and its various subsections?

Yes. I hereby incorporate and adopt those portions of Exhibits 1-47 for which [ am

identified as the sponsoring witness as part of this Direct Testimony.

Case No. 2011-00036
Exhibit 57
Page § of 53



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

Iv.

CLASSES OF SERVICE

Please describe the customer classes served by Big Rivers?

Big Rivers has three major rate classifications — (i) Rural Delivery Service, (ii) Large
Industrial Customer Rate, and (iii) the Smelters. Rural Delivery Service is the rate
schedule under which Big Rivers sells power to its three distribution cooperative
member systems for resale to their own rural members. Therefore, Big Rivers sells
power at wholesale under Rural Delivery Service to its three member systems —
Jackson Purchase Energy Corporation ("Jackson Purchase"), Kenergy Corp.
("Kenergy"), and Meade County Rural Electric Cooperative Corp. ("Meade County") —
who in turn sell the power at retail to their members. The vast majority of the power
delivered under Rural Delivery Service is distributed to residential customers. The
Large Industrial Customer Rate is used to provide power to 20 large industrial
customers — 19 of which are served by Kenergy and one of which is served by Jackson
Purchase.

The customers served under the Large Industrial Customer Rate range in size
from 0.1 MW to 36.9 MW. Big Rivers also provides service to two large aluminum
smelters under special contracts which were approved by the Commission in its Order
dated March 6, 2009, in Case No. 2007-00455. The Smelter Agreements are with
Alcan Primary Products Corporation ("Alcan") and Century Aluminum of Kentucky
General Partnership ("Century"). The base demand for Alcan is 368 MW and the base
demand for Century is 482 MW. The Base Rate under the Smelter Agreements is
determined by applying the Large Industrial Customer Rate to a load with a 98 percent

load factor, plus a $0.25 per MWh adder. Thus, contractually, any base rate increase to
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the Smelters in this proceeding will be determined by the demand and energy charges
established for the Large Industrial Customer Rate.

Except to the extent that any rate increase in the Large Industrial Customer Rate
affects the Base Rate in the Smelter Agreements, the other contractual provisions of the
Smelter Agreements will be unaffected by the proposed rates in this proceeding. The
Smelter Agreements, approved by the Commission in connection with the Unwind
Proceeding, were carefully negotiated among the parties and fully recognize the risks
and benefits associated with Big Rivers continuing to provide service to the Smelters
and the risks and benefits of the Smelters continuing to receive service from Big
Rivers.

What is the KkWh sales composition of the three classes of service?

During the test year, 68 percent of Big Rivers' to;cal requirement sales were delivered to
the Smelters, 23 percent of total requirement sales were delivered to the Rurals, and 9
percent of total requirement sales were delivered to the Large Industrials. Thus, the

class comprising the two Smelters is the largest customer class served by Big Rivers.

COST OF SERVICE STUDY

Did you prepare a cost of service study for Big Rivers based on financial and
operating results for the test year?

Yes. [ supervised the preparation of a fully allocated, embedded cost of service study
based on pro forma operating results for the 12 months ended October 31, 2010. The
cost of service study corresponds to the pro forma financial exhibits included in Exhibit
Wolfram-2. The objective in performing the cost of service study is to determine the

rate of return on rate base that Big Rivers is earning from each rate class, which
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provides an indication as to whether Big Rivers' service rates reflect the cost of
providing service.

Did you develop the model used to perform the cost of service study?

Yes. Ideveloped the spreadsheet model used to perform the cost of service study
submitted in this proceeding.

What procedure was used in performing the cost of service study?

The three traditional steps of an embedded cost of service study — functional
assignment, classification, and allocation — were utilized. The cost of service study was
therefore prepared using the following procedure: (1) costs were functionally assigned
(functionalized) to the major functional groups; (2) costs were then classified as
commodity-related or demand-related; and then (3) costs were allocated to the rate
classes.

Is this a standard approach used in the electric utility industry?

Yes.

What functional groups were used in the cost of service study?

The functional groups identified in the cost of service study are Production and
Transmission costs.

How were costs classified as energy related or demand related in the cost of
service study?

Classification provides a method of identifying the appropriate cost driver for each
functionally assigned cost so that the service characteristics that give rise to the cost can
serve as a basis for allocation. Costs classified as erergy related tend to vary with the

amount of kilowatt hours consumed. Fuel and purchased power expenses are examples
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of costs typically classified as energy costs. Costs classified as demand related tend to
vary with the capacity needs of customers, such as the amount of generation or
transmission equipment necessary to meet customers' needs.

Production plant costs are classified as demand-related in the cost of service
study. Production operation and maintenance expenses are classified using the FERC
Predominance Methodology. Under the FERC Predominance Methodology,
production operation and maintenance accounts that are predominately fixed, i.e.
expenses that the FERC has determined to be predominately incurred independently of
kilowatt hour levels of output, are classified as demand-related. Production operation
and maintenance accounts that are predominately variable, i.e., expenses that the FERC
has determined to vary predominately with output (kWh), are considered to be energy
related. The predominance methodology has been accepted in FERC proceedings for
over 25 years and is a standard methodology for classifying production operation and
maintenance expenses. For example, see Public Service Company of New Mexico, 10
FERC 9 63,020 (1980), lllinois Power Company, 11 FERC ¥ 63,040 (1980), Delmarva
Power & Light Company, 17 FERC ] 63,044 (1981), and Ohio Edison Company, 24
FERC ] 63,068 (1983). The Predominance Methodology has also been used in the cost
of service studies submitted by Kentucky Utilities and Louisville Gas and Electric
Company in Case Nos. 2003-00433, 2003-00434, 2008-000251, 2008-00252, 2009-
00548, and 2009-00549 and by East Kentucky Electric Power Cooperative in Case No.
2008-00409.

Transmission plant costs and transmission operation and maintenance expenses

are classified as demand-related in the cost of service study. This is the same
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methodology used to classify these costs in the Midwest ISO's FERC-approved
Midwest ISO Tariff under which transmission service by Big Rivers is provided.
Have you prepared an exhibit showing the results of the functional assignment
and classification steps of the cost of service study?

Yes. Exhibit Seelye-2 shows the results of the first two steps of the cost of service
study — functional assignment and classification.

In your cost of service model, once costs are functionally assigned and classified,
how are these costs allocated to the customer classes?

In the cost of service model used in this study, Big Rivers' test-year costs are
functionally assigned and classified using what are referred to in the model as
“functional vectors”. These vectors are multiplied (using scalar multiplication) by the
various accounts in order to simultaneously assign costs to the functional groups and
cost classifications (demand and energy). Therefore, in the portion of the model
included in Exhibit Seelye-2, Big Rivers' accounting costs are functionally assigned
and classified using the explicitly determined functional vectors identified in the
analysis and using internally generated functional vectors. The explicitly determined
functional vectors, which are primarily used to direct where costs are functionally
assigned and classified, are shown on page 14.

Internally generated functional vectors are utilized throughout the study to
functionally assign costs either on the basis of similar costs or on the basis of internal
cost drivers. The internally generated functional vectors are also shown on page 14 of
Exhibit Seelye-2. An example of this process is the use of total operation and

maintenance expenses less purchased power (“OMLPP”) to allocate cash working
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capital included in rate base. Because cash working capital is determined on the basis
of 12.5% of operation and maintenance expenses, exclusive of purchased power
expenses, it is appropriate to functionally assign and classify these costs on the same
basis. (See Exhibit Seelye-2, page 2 for the functional assignment of cash working
capital on the basis of OMLPP shown on page 14.) The functional vector used to
allocate a specific cost is identified by the column in the model labeled “Functional
Vector” and refers to a vector identified elsewhere in the analysis by the column
labeled “Name”.

Once costs for all of the major accounts are functionally assigned and classified,
the resultant cost matrix for the major cost groupings (e.g., Plant in Service, Rate Base,
Operation and Maintenance Expenses) is then transposed and allocated to the customer
classes using “allocation vectors™ or “allocation factors”.

The results of the class allocation step of the cost of service study are included
in Exhibit Seelye~é. The costs shown in the column labeled “Total System” in Exhibit
Seelye-3 were carried forward from the functionally assigned and classified costs
shown in Exhibit Seelye-2. The column labeled “Ref” in Exhibit Seelye-3 provides a
reference to the results included in Exhibit Seelye-2.

What rate classes are identified in the cost of service study?

In the cost of service study, all costs and revenues are fully allocated to the following
three rate classes — Rurals, Large Industrials, and Smelters.

Please describe the allocation factors used in the cost of service study.
Production and transmission demand-related costs are allocated using a 12CP

methodology. With the 12CP methodology, all demand-related costs are allocated on
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the basis of the average demand for each rate class at the time of Big Rivers' system
peak. For purposes of identifying the hour during which Big Rivers' system peak
occurs, Big Rivers' adjusted net local load was determined in the following manner: (1)
the actual demand for the Smelters and for a customer with cogeneration capability
("Cogen Customer") was subtracted from Big Rivers' total net local load; and then (ii)
the Smelters' Base Demand and the lesser of (a) the Cogen Customer's actual demand
or (b) the Cogen Customer's requirement load, as set forth in the contract with the
customer, was added back. The Rural's and Industrial Customer's demand at the time
of the Big Rivers maximum monthly adjusted net local load was used to calculate the
12CP allocation factor. Again, the demand for the Cogen Customer, which is included
in the Large Industrial class, was determined as the lesser of the Cogen Customer's
actual demand or the Cogen Customer's requirement load. The Smelters' Base Demand
was used to determine the 12CP demands for the Smelters.

Energy-related costs are allocated on the basis of annual kWh sales to each
customer class. Because energy is delivered to each rate class at transmission voltages,
it was not necessary to adjust kWh sales for losses.

How were the margins from off-system sales allocated in the cost of service study?
Section 4.13.1 of the Smelter Agreements provides that the Smelters receive billing
credits reflecting the net proceeds from certain off-system sales. During the test year,
the Smelters received $28,015,863 in billing credits pursuant to Section 4.13.1 of the
Smelter Agreements. In the cost of service study, these off-system sales are directly

assigned to the Smelters pursuant to Section 4.13.1 and exactly match the credits that
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the Smelters receive. The margins on all other off-system sales are allocated to the

Rurals and Large Industrials on the basis of the 12CP allocator.

Please summarize the results of the cost of service study.

The following table summarizes the rates of return for each customer class from the

cost of service study. The Actual Adjusted Rate of Return was calculated by dividing

the adjusted net operating income by the adjusted net cost rate base for each customer

class. The adjusted net operating income and rate base reflect the pro forma

adjustments described in Mr. Wolfram's testimony.

Class Rates of Return

Actual
Customer Class Adjusted
Rate of Return
Rurals -1.43%
Large Industrials 1.69%
Smelters 3.19%
Total System 1.64%

Determination of the actual adjusted rates of return is detailed in Exhibit Seelye-3, page

11.

It should be emphasized that the adjusted rates of return shown in the above

table reflect all pro forma revenue and expense adjustments proposed by Big Rivers in
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its Application in this proceeding. Consequently, the rates of return reflect adjustments
in revenues and expenses to eliminate the effect of the fuel adjustment clause,
environmental surcharge, and the Non-FAC PPA, which are addressed by separate
stand-alone rate mechanisms. In addition, as will be discussed later in my testimony,
the above rates of return also reflect an adjustment to eliminate 50 percent of the TIER
Adjustment Charge revenues billed to the Smelters during the test year.

Since the Smelter Base Rate is tied contractually to the Large Industrial base
rates, why is the rate of return for the Smelters higher than the rate of return for
the Large Industrials?

Under the Smelter Agreements, the Smelters agree to pay a number of charges that are
not paid by the Large Industrials or Rurals. Particularly, the Smelters agree to pay
TIER Adjustment Charges (Section 4.7.1), Surcharges (Section 4.11), and a Base Rate
Adder of $0.25 per MWh (Section 1.1.20). These charges were the result of arms-
length negotiations between the parties and were developed in recognition of the risks
and benefits associated with Big Rivers providing service to the Smelters and the risks
and benefits of the Smelters receiving service from Big Rivers. Big Rivers and the
Smelters have agreed that they would not seek any change in the rate formula in the
Smelter Agreements. In the cost of service study, the revenues associated with these

charges were fully attributed to the Smelters, thus resulting in a higher rate of return for

the Smelters.
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VI

ALLOCATION OF THE INCREASE

Please summarize how Big Rivers proposes to allocate the revenue increase to the

classes of service?

Big Rivers relied on the results of the cost of service study to determine the allocation
of the proposed revenue increase to the classes of service. Specifically, Big Rivers is
proposing to allocate the revenue increase in a manner that is designed to narrow the
gap between the rate of return shown in the cost of service study for the Rurals and the
rate of return for the Large Industrials. Because the Base Rates for the Smelters are
linked by contract to the Large Industrial Customer Rate, no explicit consideration was
given to the rate of return shown in the cost of service study for the Smelters. Except
for the effect of the TIER Adjustment Charges proposed for the Smelters, which will be
discussed later in my testimony, the Smelters' Base Rates cannot be adjusted
independently from the Large Industrial rates. Thus, other than the effect of modifying
the level of TIER Adjustment Charges in test-year revenues, the only other "levers" or
"variables" that can be used to collect additional base rate revenues are (i) to increase
the base rates for the Rurals and (ii) to increase the base rates for Large Industrials.
Any base rate increase to the Smelters is essentially a by-product of increasing the base
rates to the Large Industrials.

How is Big Rivers allocating the revenue increase in a manner that narrows the
rates of return between the Rurals and the Large Industrials?

The proposed increase is designed to reduce the difference between the revenues
collected from the Rurals and the cost of providing service to the Rurals. According to
the cost of service study, there is currently a difference of approximately $11.1 million

between the revenues collected from the Rurals and the actual cost of providing service
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to the Rurals. Under the proposed rates, there will be a difference of approximately
$9.2 million between the revenues to be collected from the Rurals and the actual cost of
providing service. Consequently, Big Rivers is proposing to move the rates for the
Rurals $1.9 million closer to the actual cost of providing service.

Is this approach to allocating the increase to the Rurals and the Large Industrials

consistent with the principle of gradualism?

Yes. Although Big Rivers believes that is it is appropriate to take steps toward
equalizing the rates of return between the Rurals and Large Industrials, Big Rivers must
also consider the impact that taking overly aggressive steps toward leveling the rates of
return would have on residential customers, which is the predominant type of customer
served under the Rurals’ cost of service classifications.

What is the proposed base rate revenue increase for each rate class?

Big Rivers is proposing the following base rate revenue increases: an increase of
$14,172,003 to the Rurals; an increase of $3,328,566 to the Large Industrials; and an
increase of $22,553,396 to the Smelters. As will be demonstrated later, the Large
Industrials and Smelters will experience a significantly lower percentage increase than

the Rurals.

What are the class rates of return adjusted to reflect the proposed revenue
increases?

The following table shows the rates of return from the cost of service study on an

adjusted basis with and without the proposed revenue increases:
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Class Rates of Return

Rate of Return

Actual with the

Customer Class Adjusted Proposed

Rate of Return Revenue

Increases
Rurals -1.43% 2.51%
Large Industrials 1.69% 4.95%
Smelters 3.19% 6.36%
Total System 1.64% S.05%

This table illustrates how the gap in the rate of return between the Rurals and the Large
Industrials has been narrowed with Big Rivers' proposed allocation of the increase.
Under Big Rivers' current rates, there is a 3.1 percentage point gap between the rate of
return for the Rurals and the rate of return for the Large Industrials (J-1.43 - 1.69| =3.12
percentage points). After adjusting the rates of return to reflect the proposed revenue
increase, the gap in the rates of return for the Rurals and Large Industrials is decreased
to 2.44 percentage points (|2.51 - 4.95| = 2.44 percentage points). Therefore, Big
Rivers' proposed allocation of the revenue increase will have reduced the rate of return

gap between these two rate classes by approximately 22 percent.
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RATE DESIGN & IMPACT OF NEW RATES

Have you prepared an exhibit showing the reconstruction of Big Rivers’ test-year
billing determinants?

Yes. The reconstruction of Big Rivers’ billing determinants (revenue proof) is shown
on Exhibit Seelye-4. As shown on this exhibit, when Big Rivers’ current rates are
applied to test-year actual billing determinants the resultant calculated revenues
precisely match actual revenues during the test year.

Is Big Rivers proposing any rate design changes to the Rurals' rates?

Yes. Big Rivers is proposing to bill the demand charge on the basis of Coincident Peak
("CP") demands rather than Non-Coincident Peak ("NCP") demands. Because
production and transmission facilities are design to meet maximum aggregated loads on
system, a CP rate design more accurately reflects cost causation on the Big Rivers
system. The Rurals are currently billed on an NCP basis. Under Big Rivers' current
NCP rate design, billing demands for the Rurals are determined on the basis of member
demands measured at the time of each distribution member's maximum load during the
month. Under the proposed CP rate design, billing demands for the Rurals will be
determined on the basis of the distribution member's load measured at the time of Big
Rivers’ maximum adjusted net local load during the month, determined on a 30-minute
clock-hour basis. In establishing the 30-minute interval during which the maximum
load occurs, Big Rivers' adjusted net local load will be determined in the following
manner: (i) the actual demand for the Smelters and for the Cogen Customer will be
subtracted from Big Rivers' total net local load; and then (ii) the Smelters' Base

Demand and the lesser of (a) the Cogen Customer's actual demand or (b) the Cogen
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Customer's requirement load, as set forth in the contract with the customer, will be
added back. This is the same procedure that was used to determine the CP demands in
the cost of service study.

What are the proposed charges for the Rurals?

Big Rivers is proposing to increase the demand charge from $7.370 per kW per month
(billed on the basis of NCP demand) to $10.1890 per kW per month (billed on the basis
of CP demand). Except for the roll-in of the Non-FAC PPA, which will be discussed
below, Big Rivers is not proposing to modify the energy charge, which is currently
$0.02040 per kWh. The cost of service study indicates that a cost-based energy charge
would be $0.015761 per kWh. Lowering the energy charge to $0.015761 per kWh to

correspond to the energy cost derived from the cost of service study would require an

~ even larger increase in the demand charge than what is being proposed by Big Rivers.

Decreasing the energy charge and increasing the demand charge by a larger amount
would result in a larger percentage increase to the member system with the lowest
average load factor and the highest concentration of residential load.

Is Big Rivers proposing any rate design changes to the Large Industrial rates?
No. The Large Industrials are currently billed on an NCP basis. Big Rivers is not
proposing to adopt a CP rate design for the Large Industrials. The individual contracts
with the Large Industrial customers include minimum contract demands which were
determined on the basis of NCP demands. Adopting a CP demand charge would likely
require the development of new contracts with the Large Industrial customers and
would also result in a larger increase to the Smelters, which cannot be supported

considering the higher rate of return for the Smelters as indicated by the cost of service
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study. Although Big Rivers is not proposing any changes in the basic structure of the
base rates, it should be noted that Big Rivers is proposing modifications to the MRSM
What are the proposed charges for the Large Industrials?

Big Rivers is proposing to increase the demand charge from $10.1500 per kW per
month to $10.8975 per kW per month and to increase the energy charge from
$0.013715 per kWh to $0.015761 per kWh. As mentioned earlier, the cost of service
study indicates that a cost-based energy charge would be $0.015761 per kWh.

How were the Base Rates for the Smelters determined?

As described earlier, the Base Rate rates for the Smelters are derived by applying the
Large Industrial Rate to a load with a 98 percent load factor, plus a $0.25 per MWh
adder. At a 98 percent load factor, the demand component the Large Industrial Rate
stated as an energy charge is equal to $0.015233 per kWh, which is determined by
dividing the proposed Large Industrial demand charge ($10.8975 per kW) by 715.4
hours (730 hrs x 98 percent = 715.4 hours) ($10.8975/kW + 715.4 hours =
$0.015233/kWh). The energy charge from the proposed Large Industrial rate
($0.015761 per kWh) and the $0.25 per MWh adder ($0.000250 per kWh) is then
added to the demand component ($0.015233 per kWh) to obtain the proposed Base
Energy Charge for the Smelters of $0.031244 per kWh ($0.015761/kWh +
$0.000250/kWh + $0.015233/kWh = $0.031244/kWh). After reflecting the proposed
reduction in the Purchase Power Base for the Non-FAC PPA (as discussed below), the
proposed Base Energy Charge for the Smelters is $0.030368 per kWh ($0.031244/kWh

- $0.000876/kWh = $0.030368/kWh).
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Have any other adjustments been made that affect pro forma revenue for the
Smelters?

Yes. Big Rivers is proposing to reduce the TIER Adjustment Charges billed under
Section 4.7.1 of the Smelter Agreements by 50 percent. During the test year, Big
Rivers billed the maximum amount allowed under Section 4.7.1 of the Smelter
Agreements. The TIER Adjustment Charges to the Smelters were $14,229,306 during
the test year. Big Rivers is proposing a pro forma adjustment to reduce the TIER
Adjustment Charges billed to the Smelters to $7,114,653. Reducing the TIER
Adjustment Charges by 50 percent would restore $7.1 million to the TIER Adjustment
bandwidth which would then be available, as contemplated in the Smelter Agreements,
to meet any differences that could arise between pro forma operating results developed
in this proceeding and actual operating results that occur once the rates go into effect.
If the actual operating results turn out exactly like the pro forma operating results
developed for the test-year in this proceeding, then Big Rivers would bill $7.1 million
in TIER Adjustment Charges to the Smelters. However, if Big Rivers' expenses are
higher or revenues are lower than what was developed in the test year, but with
everything else equal, then Big Rivers would be able to charge the Smelters up to an
additional $7.1 million in TIER Adjustment Charges. On the other hand, if Big Rivers’
expenses are lower or revenues are higher than what was developed in the test year, but
again with everything else equal, then Big Rivers would lower the $7.1 million TIER
Adjustment Charges billed to the Smelters.

Why isn’t Big Rivers proposing to eliminate all of the TIER Adjustment Charges

during the test year?
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Setting the TIER Adjustment Charge at the middle of the bandwidth (from $0 to $14.2
million) strikes an equitable balance in capping the additional exposure to the Smelters,
for purposes of this Application, at $7.1 million (i.e., $14.2 million total exposure less
$7.1 million pro forma exposure = $7.1 million additional exposure). Furthermore,
setting the TIER Adjustment Charge at the middle of the bandwidth also strikes a
reasonable balance between lower TIER Adjustment Charges and higher base rates.
Lowering the TIER Adjustment Charges to $0 would increase base rates to all
customers, including the Smelters by an additional $7.1 million above what is being
proposed by Big Rivers. Reducing the TIER Adjustment Charges by 50 percent thus
represents a balanced proposal.

Is setting the TIER Adjustment Charge within the bandwidth consistent with the
financial projections filed with the Commission in Unwind proceeding and
provided to the financial rating agencies?

Yes. The TIER Adjustment Charges were generally projected to be within the
bandwidth in the financial forecasts submitted in the Unwind Proceeding, Case No.
2007-00455, and in the financial projections provided to Standard and Poor’s, Fitch,
and Moody’s in December 2008 and in March 2009 to obtain credit ratings in
connection with the Unwind. In Exhibit No. 79 submitted by Big Rivers in Case No.
2007-00455, Big Rivers provided a financial forecast going out to 2023. Beginning in
2011, the Smelters were shown to be between the top and the bottom of the bandwidth
in all but two years. As a percentage of the maximum level, the lowest TIER
Adjustment Charge was in 2017, which was a year that incorporated the full effect of a

rate increase occurring in 2016. In 2017, the TIER Adjustment Charge was shown to
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be $0.54 per MWh, whereas the maximum TIER Adjustment Charge is $3.55 per
MWh. Thus, during 2017 the TIER Adjustment Charge is only 13 percent of the
maximum level, suggesting that the TIER Adjustment Charge assumed in the general
rate case was somewhere in the middle or toward the bottom of the bandwidth.

Has a pro forma adjustment been made to reduce the TIER Adjustment Charges
by $7,114,653?

Yes. In Reference Schedule 2.22 of Exhibit Wolfram-2, an adjustment is made to
reduce test-year revenues to $7,114,653.

Is Big Rivers proposing to modify the Purchased Power Base that is used in the
Non-FAC PPA?

Yes. In its Order in Case No. 2007-00455 dated March 6, 2009, the Commission
approved the Non-FAC PPA provision of the Smelter Agreements, which provides for
a monthly calculation of a Non-FAC PPA factor that is charged or credited monthly in
the Smelter bills. The Commission also approved the establishment of a Regulatory
Account Charge, through which the Non-FAC PPA charges and credits applicable to
non-Smelter customers will be recorded and then be amortized over a period of time
after review in a general rate case. Big Rivers is proposing to lower the Purchased
Power Base used in the Non-FAC PPA to reflect a more representative level of
purchased power expenses on a going forward basis. Unlike the Fuel Adjustment
Clause, there is not a two-year review process wherein changes to the base are
considered; therefore, Big Rivers is proposing to change the base in this proceeding.
However, it should be pointed out that changing the base represents a revenue neutral

change and thus will not change the level of costs ultimately to be billed to customers.
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The Non-FAC PPA factor ("PPA") is determined by subtracting the Purchased
Power Base (PP(b)/S(b)) (currently $0.00175 per kWh) from the quotient of the

monthly purchased power expenses PP(m) and the monthly sales S(m), as follows:

PPA = PP(m)/S(m) — $0.00175.

Big Rivers is proposing to lower the Purchased Power Base from $0.00175 per kWh to
$0.000874 per kWh. The proposed Purchased Power Base reflects the average
purchased power costs PP(m)/S(m) for June 2010. Exhibit Seelye-5 shows the average
purchased power costs for the test year. The reason that Big Rivers is proposing to use
the average cost for June to re-establish a new Purchased Power Base is that the cost for
June 2010 of $0.000874 per kWh is reasonably close to the average cost of $0.00082
per kWh for the test year, which can be seen in Exhibit Seelye-5. Determining the Base
on the basis of the cost for a single month is consistent with the Commission's normal
practice of determining the FAC Base on the basis of fuel costs for a particular month.
What rate adjustments are made to reflect the new Purchased Power Base?

As already mentioned, the Purchased Power Base in the Non-FAC PPA will be
decreased from $0.001750 per kWh to $0.000874 per kWh, which corresponds to a
reduction of $0.000876 per kWh. In order to effectuate this change, a corresponding
reduction must also be made to the otherwise applicable energy charges for the Rurals,
Large Industrials and Smelters. Reducing the energy charges established in each of the
three rate schedules will fully offset the billing effect of the corresponding reduction in

the Purchased Power Base in the Non-FAC PPA.
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Will the Rurals and Large Industrials experience an immediate reduction in
billings as a result of lower the Purchased Power Base in the Non-FAC PPA?

Yes. Unlike the Non-FAC PPA for the Smelters, the charges and credits under the
Non-FAC PPA for the Rurals and Large Industrials ("Non-Smelters") are captured in a
Regulatory Account which is amortized at a later date. As a result of lowering the
Purchased Power Base, the Rurals and Large Industrials will see an immediate
reduction in the energy charges of their rates. However, the off-setting effect that
lowering the Purchased Power Base will have on the amounts charged or credited to the
Regulatory Account will not be reflected in the bills to the Non-Smelters until one year
later, when the Regulatory Account will be amortized under Big Rivers’ proposed Non-
Smelter Non-FAC PPA. As will be discussed in greater detail below, Big Rivers is
proposing to amortize the Non-FAC PPA Regulatory Account for the Non-Smelters
over a 12-month period beginning after charges or credits have been accumulated in the
Regulatory Account up through June of each year. Because the Regulatory Account
will not be amortized until one year after changing the Purchased Power Base reflected
in base rates, the Rurals and Large Industrials will experience an immediate reduction
in their bills as a result of lowering the Purchased Power Base, but will not experience
the offsetting effect on the Regulatory Account until one year later. While changing
the Purchased Power Base is revenue neutral in the long run, the impact of lowering
the Purchased Power Base will be seen by the Rurals and Large Industrials as a rate
reduction during the first year. However, it should be emphasized that the effect is

purely short term and should not be considered permanent.
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Will the Smelters experience an immediate reduction in billings as a result of
lowering the Purchased Power Base in the Non-FAC PPA?

Yes. Because there will be a one-month delay between the implementation of new
Base Rates for the Smelters in this proceeding and the effect on the Non-FAC PPA
factor as a result of changing the Purchase Power Base, the Smelters will realize a one-
month billing reduction as a result of lowering the Purchased Power Base.

Have you prepared an exhibit showing the impact of the proposed rates on pro
forma revenue?

Yes. Exhibit Seelye-6 shows the increase in revenue by rate class from applying Big
Rivers’ proposed rates to pro forma billing determinants. In this analysis, the billing
determinants and revenue reflect the following pro forma adjustments: (i) the
adjustment to reflect current industrial customers, (ii) the adjustment to reflect normal
temperatures, and (iii) reduction of 50 percent of the TIER adjustment charges to the
Smelters. The adjustment to reflect current industrial customers and the adjustment to
reflect normal temperatures are discussed in Mr. Wolfram's testimony. The adjustment
to reflect 50 percent of the TIER adjustment charges has already been discussed. The
increases are summarized on page 1 of Exhibit Seelye-6, with the detailed calculations
shown on pages 2 and 3. The detailed calculations provided on pages 2 and 3 show the
proposed rates both with and without the proposed adjustment to the Purchased Power
Base in the Non-FAC PPA. The increases in base rates and the percentage increases
are the same in either scenario. By adjusting the Purchased Power Base, base rate
revenues are decreased and Non-FAC PPA revenues (for the Smelters) or accruals (for

the non-Smelters) are decreased.
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Amortizing the Non-FAC PPA Regulatory Account will result in an estimated
annual reduction to the Non-Smelters of $3,236,077 through the application of the
proposed Non-Smelter Non-FAC PPA, which will be discussed below. The following
table summarizes the percentage increase by rate class, considering only the impact of
the increase in base rates, elimination of 50 percent of the TIER Adjustment Charges,
and the estimated annual reduction due to the amortization of the Non-FAC PPA

Regulatory Account:

Impact of
Proposed Revenue Increase

Including Base Rate Increase, Elimination of TIER Adjustment Charges,
and Amortizing the Estimated Non-FAC PPA Regulatory Account

Proposed
Customer Class Current Revenue Percentage
Revenue Increase
Increase*
Rurals $ 110,513,089 $11,831,935 10.71%
Large Industrials $ 39,260,372 $ 2,332,557 5.94%
Smelters $ 282,391,841 $ 15,438,743 5.47%
Total System $ 432,165,302 $ 29,603,235 6.85%
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However, lowering the Purchased Power Base will result in an immediate, but
ultimately revenue neutral, reduction of $2,959,159, based on test-year results. The
following table summarizes the net percentage increase by rate class, accounting for the
increase in base rates, elimination of 50 percent of the Smelter TIER Adjustment
Charges, the amortization of the Non-FAC PPA Regulatory Account through the
proposed Non-Smelter Non-FAC PPA (which will be discussed below), and the
immediate, but ultimately revenue neutral, reduction in billings that the Rurals and
Large Industrials will experience as a result of lowering the Purchased Power Base in

the Non-FAC PPA:

Net Impact of
Proposed Revenue Increase

Including Base Rate Increase, Elimination of TIER Adjustment Charges,
Amortizing the Estimated Non-FAC PPA Regulatory Account,
and the Short-Term Effect of Lowering the
Purchased Power Base in the Non-Smelter Non-FAC PPA

Proposed
Customer Class Current Revenue Percentage
Revenue Increase
Increase*
Rurals $ 110,513,089 $ 9,686,481 8.77%
Large Industrials $ 39,260,372 $ 1,518,852 3.87%
Smelters $ 282,391,841 $ 15,438,743 5.47%
Total System $ 432,165,302 $ 26,644,076 6.17%
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Is the percentage increase for the Rurals representative of the impact that Big
Rivers’ rate increase will have on the Members’ retail rates to their members?
No. The average impact on the Members’ retail rates will result in a lower overall
percentage increase than what is being proposed by Big Rivers for the wholesale rates.
Because the Members’ retail rates also include the cost of providing distribution service
to their members, the percentage impact of Big Rivers’ rate increase will be diluted at
the retail level. Big Rivers estimates that its proposed increase, without considering the
temporary effect of the roll-in of the Non-FAC PPA, will result in an increase of
approximately $6.70 per month to a retail residential customer with a monthly
consumption of 1,300 kWh, assuming a distribution losses of 6 percent ($11,831,935 /
2,428,480,630 kWh x 1300 kWh + [1.00 - 0.06] = $6.70). (See Exhibit Seelye-6, page
2.) The average net bill for a residential customer on the Big Rivers system with a
1,300 kWh monthly usage is approximately $98.50 per month. Therefore, Big Rivers’
proposed rates will result in an increase of approximately 6.8 percent for a typical
residential customer with a monthly usage of 1,300 kWh ($6.70 + $98.50 = 6.8%).
Obviously, this is a very rough estimate of the impact of Big Rivers’ proposed increase
on retail rates. The actual retail percentage increase will vary by individual distribution
cooperative member depending upon its individual sales characteristics. Big Rivers’
Members will be making their own separate filings to reflect Big Rivers’ increase in
their rates, and in those filings the increases will be quantified with greater specificity,

by retail rate classification.
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VIIL

In a separate proceeding, Big Rivers is proposing to "'roll in" amounts currently
billed through its Fuel Adjustment Clause ("FAC") into base rates. Have the
rates shown in Exhibit Seelye-6 been adjusted to give effect to the roll-in?

No. In Case No. 2010-00495, Big Rivers is proposing to increase the base cost used in
the FAC by $0.010212 per kWh and increase the energy charges by a corresponding
amount. However, at this point in time, the Commission has not approved the FAC
roll-in; therefore, the effect of a roll-in was not reflected in the rates shown in Exhibit
Seelye-6 or in the tariffs filed with the Application. However, any FAC roll-in
authorized in Case No. 2010-00495 must be incorporated in the final rates implemented
in this proceeding. Big Rivers therefore commits to incorporate any roll-in of the FAC
authorized in Case No. 2010-00495 in the compliance rates filed with the Commission

pursuant to an order in this proceeding.

MEMBER RATE STABILITY MECHANISM AND RURAL ECONOMIC

RESERVE

Is Big Rivers proposing changes to the Member Rate Stability Mechanism and the
Rural Economic Reserve?
Yes. Big Rivers is proposing changes to the MRSM to specify how the mechanism will
operate if it remains in place beyond the original 48 months that were anticipated when
the mechanism was originally established. Current projections indicate that the
Economic Reserve is likely to last beyond the 48 month horizon originally anticipated.
Big Rivers is also proposing changes to the RER so that it will operate seamlessly with
the expiration of the MRSM.
What is the purpose of the MRSM?
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An Economic Reserve of $157 million was originally established to offset the impact of
the FAC and Environmental Surcharge on the Non-Smelters after taking into account
the credits received from the Unwind Surcredit and the Rebate Adjustment. The
MRSM draws on the Economic Reserve to offset the monthly impacts of the FAC and
Environmental Surcharge on the Members’ non-Smelter bills, net of the credits
received under the Unwind Surcredit and Rebate Adjustment. An Expense Mitigation
Factor was included in the MRSM to alter the speed at which the Economic Reserve
was to be drawn down and thereby "feather" the effect of anticipated FAC and
Environmental Surcharge Expenses on the Non-Smelter rates until the Economic
Reserve is exhausted and the full amounts of FAC and Environmental Surcharge are
applied without credit. (See page 4 of Supplemental Direct Testimony of William
Steven Seelye submitted in Case Nos. 2007-00455 and 2007-00460.)

Why does the MRSM need to be modified?

In the tariff sheets for the MRSM filed in the Unwind proceeding, Expense Mitigation
Factors were specified for the first 48 months following the effective date of the tariff.

The following EMFs are currently set forth in the tariff:

1. $0.000 per kWh for the first twelve (12) months following the effective
date of this tariff;

II.  $0.002 per kWh for months 13 through 24 following the effective date
of this tariff}

III.  $0.004 per kWh for months 25 through 36 following the effective date
of this tariff; and

IV. $0.006 per kWh for months 37 through 48 following the effective date
of this tariff;
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Because the Economic Reserve is not expected to be depleted until after the first 48
months, the MRSM needs to be modified to specify what the EMF will be after the first
48 months following the original effective date of the tariff.

How is Big Rivers proposing to change the MRSM?

Big Rivers is proposing to add two additional EMFs that will extend beyond the first 48
months of the mechanism. Specifically, Big Rivers is proposing to add a fifth EMF
equal to $0.007 per kWh and applicable for months 49 through 60 following the
effective date of the tariff and a sixth EMF equal to $0.009 per kWh that would be
applicable thereafter.

Why is Big Rivers proposing to increase the EMF by $0.001 per kWh between the

fourth and fifth periods rather than by $0.002 per kWh as in all of the other

incremental changes?

Big Rivers is proposing to increase the EMF by only $0.001 per kWh between the
fourth and fifth periods in order to account for the expiration of the amortization of the
current Non-Smelter Non-FAC regulatory liability. The amortization of the Non-
Smelter Non-FAC PPA regulatory liability through the proposed Non-Smelter Non-
FAC PPA adjustment clause will expire in approximately August 2013. Expiration of
the amortization will result in the elimination of a credit of approximately $0.001 per
kWh. In order to offset the elimination of the credit, Big Rivers is proposing to reduce
the normal $0.002 per kWh increment by $0.001 per kWh in the fifth EMF.

What is the purpose of the RER?

In its Order in Case No. 2007-00455 dated March 6, 2009, the Commission required
Big Rivers to commit to establish a Rural Economic Reserve of not less than $60.9
million to be used exclusively to credit the bills rendered to the Rurals over a period of

24 months commencing with the depletion of all funds in the Economic Reserve.
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IX.

How is Big Rivers proposing to change the RER?

Big Rivers is proposing to change the RER so that it operates seamlessly with the
MRSM. Specifically, Big Rivers is proposing that the RER operate in the same manner
as the MRSM, except applicable only to the Rurals, thereby offsetting the impact of the
FAC and Environmental Surcharge on the Rurals after taking into account the credits
received from the Unwind Surcredit and the Rebate Adjustment. Thus, once the
Economic Reserve is exhausted by the application of the MRSM, the EMFs identified
in the MRSM will be adopted by the RER so that there will not be a discontinuity in the
amounts credited to the Rurals between the two mechanisms. Therefore, the EMF
schedule set forth in the MRSM will continue to be used in the determination of the
amounts credited under the RER. For example, if the Economic Reserve expires in the
52nd month following the effective date of the tariff, then the RER will be billed for the
first time in the 53rd month using an EMF of $0.007 per kWh. In this example, the
EMF of $0.007 per kWh would then continue for another eight months (i.e., for the
53rd through the 60th month following the effective date of the MRSM). In the 61st
month, the EMF would then transition to $0.009 per kWh and remain at that level until

the Rural Economic Reserve is exhausted.

NON-FAC PPA ADJUSTMENT CLAUSE FOR THE NON-SMELTERS

Please describe the Non-FAC PPA mechanisms currently used by Big Rivers.

Big Rivers has in place two different Non-FAC PPA mechanisms — (i) a Non-FAC PPA
for the Smelters, which provides for a monthly calculation of a Non-FAC PPA factor
that is charged or credited monthly in the Smelter bills; and (ii) a Regulatory Account

Charge, through which the Non-FAC PPA charges or credits applicable to the Non-
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Smelters are recorded in a deferred asset or deferred liability account to be amortized at
a later date.

How much has been accrued in the Non-FAC PPA Regulatory Account for the
Non-Smelters?

As of October 31, 2010, a regulatory liability balance of $4,364,060 had been accrued
for the Non-Smelter Non-FAC PPA. This means that as of October 31, 2010, the
Rurals and Large Industrials are owed $4,364,060.

How does Big Rivers propose to return the Non-FAC PPA Regulatory Account
Charges to the Rurals and Large Industrials?

Big Rivers is proposing to establish a mechanism that would amortize the Non-FAC
PPA Regulatory Account balance every 12 months, instead of waiting to amortize the
Non-FAC PPA Regulatory Account as part of a general rate case. In the bills for
September service each year, Big Rivers will establish a credit (or charge) to return (or
collect) the Non-FAC PPA Regulatory Liability (or Asset) balance as of June 30 over
the upcoming 12 month period, except for the initial implementation of this mechanism
in 2011, which Big Rivers is proposing to return the liability as of June 30, 2010, over
24 months.

Under this mechanism, beginning with bills for September 2011, Big Rivers
will establish a per kWh credit which would be designed to return the Non-FAC PPA
Regulatory Liability balance as of June 30, 2011, over 24 months beginning with the
September 2011 bills. If Big Rivers' PPA expenses continue at the current level, then
we estimate that the Non-FAC PPA Regulatory Liability will be approximately $6.5
million by June 30, 2011. This balance would then be returned to the Rurals and Large

Industrials through the application of a per kWh credit that would be calculated by
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dividing the $6.5 million balance by the estimated kWh sales to the Rurals and Large
Industrials for the upcoming 24 months. If the estimated sales to the Rurals and Large .
Industrials are 6,750,000,000 kWh for the 24 month period beginning September 2011, .
then the Rurals and Large Industrials would receive a credit of $0.000963 per kWh
related to the $6.5 million balance. The $0.000963 per kWh credit would remain in
place for 24 months. After the factor has been in place for 24 months, any remaining
under- or over-recovery will be transferred to the Non-FAC PPA Regulatory Account
for the subsequent period.

Then with bills for September 2012, Big Rivers will establish a per kWh credit
or charge which would be designed to return or recover the Non-Smelter Non-FAC
PPA Regulatory Liability or Asset balance as of June 30, 2012, over 12 months
beginning with September 2012 bills. The credit or charge for the June 30, 2011,
regulatory account balance would remain in effect for 12 months. Because this 12
month period would overlap with the initial implementation of the mechanism in 2011,
two factors would be in effect — the first related to the June 30, 2011, balance and the
second related to the June 30, 2012, balance. In subsequent 12 month periods (i.e.,
beginning with bills for service in September 2013), only one factor would be in effect
at any given time.

Is Big Rivers proposing a new rate schedule describing the proposed Non-FAC
PPA mechanism described above?

Yes. The rate schedule is called "Non-Smelter Non-FAC PPA" and appears on sheet
numbers 59 through 63 of Big Rivers' proposed tariff. See Exhibit 7 of the Application.
For ease of reference, a copy of the rate schedule is also included in Exhibit Seelye-7.

Is Big Rivers proposing to make a pro forma adjustment in this proceeding to
reflect the amortization of the Non-FAC PPA Regulatory Liability?
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No. Instead of including a pro forma adjustment to amortize the Regulatory Liability
and return the balance through base rates, Big Rivers is proposing to return the liability
through the mechanism described above. Big Rivers' Non-Smelter rate classes will
receive their credits beginning in the same month (in the September 2011 bills) as they
would otherwise receive those benefits if they were reflected in base rates by including
a pro forma adjustment in this proceeding to amortize the Non-Smelter Non-FAC PPA
regulatory liability.

What are the advantages of establishing the proposed mechanism compared to
including the amortization of the regulatory liability as part of base rates?

Establishing a mechanism to clear the Regulatory Account balance every 12 months is
much more orderly than waiting until subsequent rate cases to clear any balances. If
the amortization of the Regulatory Account is included in base rates, an assumption
must be made regarding the amortization period, which may not accurately reflect the
actual period between rate cases. Setting up a credit or charge to clear the Regulatory
Account every 12 months, as proposed by Big Rivers, ensures that any Non-FAC PPA
Regulatory Account Charges are dealt with in a timely manner, rather than waiting until
a rate case is filed.

Furthermore, amortizing the Regulatory Account through a separate Non-

Smelter Non-FAC PPA adjustment clause that is only applicable to the Non-Smelters

helps ensure that the Smelters do not receive any additional credits or charges
associated with the amortization of the Non-Smelter Non-FAC PPA Regulatory
Account. As mentioned earlier, the Smelter Agreements include Non-FAC PPA
provisions that provide automatic monthly rate adjustments to the Smelters to reflect
changes in purchased power costs. Consequently, none of the Non-Smelter Non-FAC

PPA regulatory liability should be distributed to the Smelters. Unless somewhat
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complicated precautions are undertaken, including the amortization of the Non-Smelter
Non-FAC PPA regulatory liability as a pro forma adjustment to operating results in this
proceeding would effectively assign a portion of the Non-Smelter Non-FAC PPA
regulatory liability to the Smelters, thus resulting a double counting of the credits.
Because the Smelter’s Base Energy Charge is contractually linked to the Large
Industrials’ base rate, returning the regulatory liability through base rates (i.e., through
a pro forma adjustment to amortize the regulatory liability) in this proceeding would
inappropriately result in an additional credit to the Smelters. Establishing a separate
Non-Smelter Non-FAC PPA adjustment clause that is only applicable to the Non-
Smelters is in my opinion the most straightforward way to amortize the Regulatory

Account to the Non-Smelters.

MIDWEST ISO ATTACHMENT O TRANSMISSION FORMULA RATE

Did the Commission approve Big Rivers' membership in the Midwest ISO?
Yes. The Commission approved the transfer of operational control of Big Rivers'
transmission facilities to the Midwest ISO in Case No. 2010-00043, In the Matter of
Application of Big Rivers Electric Corporation for Approval to Transfer Functional
Control of its Transmission System to Midwest Independent Transmission System
Operator, Inc. in its Order dated November 1, 2010 ("Midwest ISO Order").

Please describe Midwest ISO Attachment O.

Midwest ISO Attachment O is used to determine the transmission service rates under
the Midwest ISO Tariff. Attachment O, which is updated annually, is used to determine
the annual transmission revenue requirements for each transmission owner in Midwest

ISO. Revenue requirements are determined based on plant and expense data from the
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utility's FERC Form 1, RUS Form 12, or EIA Form 412, as applicable, and include the
following components: (1) operating expenses, including operation and maintenance
expenses, taxes other than income tax, and depreciation expenses, (ii) return on
transmission net investment grossed up for income taxes, less (ii) transmission revenue
credits. For illustrative purposes, a copy of an updated Attachment O for the test year is
shown in Exhibit Seelye-8. As can be seen from the Attachment O for Big Rivers, net
revenue requirements are shown on page 1, line 7. Operating Expenses consist of (a)
total operation and maintenance expenses shown on page 3, line 8, (b) depreciation
expenses shown on page 3, line 12, and (c¢) taxes other than income taxes shown on
page 3, line 20. The return on transmission net investment is shown on page 3, line 28,
and the income tax gross up is shown on page 3, line 22. Transmission net plant is
shown on page 2, line 18, and adjustments to rate base are shown on line 24. Please
note that the updated Attachment O calculation shown in Exhibit Seelye-8 is being
provided solely to illustrate how the FERC-approved transmission formula rate will be
calculated. The actual updated Attachment O will not be implemented until the
Commission authorizes the use of the Attachment O formula rate in this proceeding and
will be developed based on cost information for the 2010 calendar year, in accordance
with the normal cycle for the historical-cost formula rates used by the members of the
Midwest ISO.

Is the Midwest ISO Attachment O an FERC-approved rate schedule?

Yes, it is. The revenue requirement set forth in Midwest ISO's Attachment O for Big
Rivers is applicable to all loads sinking in Big Rivers' transmission pricing zone,
including retail load. Therefore, in the strictest sense, Schedule 9 - Network Integration

Service of Midwest ISO's Midwest ISO Tariff is the "filed rate" applicable to loads that

sink in Big Rivers' control area.
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Has the FERC approved an interim Attachment O for Big Rivers?

Yes. On October 14, 2010, the Midwest ISO and Big Rivers filed revisions to the
Midwest ISO tariff to include Big Rivers' company-specific Attachment O template
with the FERC in Docket No. ER11-15-000. Big Rivers and the Midwest ISO sought
approval for deviations from the Midwest ISO's Attachment O formula rate template,
on an interim basis, to use the rates that were currently contained in Big Rivers' OATT,
which this Commission had approved, until such time as Big Rivers obtained approval
from this Commission to use the Midwest ISO Attachment O formula rate. Big Rivers
advised the FERC that Big Rivers anticipated a filing with this Commission to adjust
the transmission rates to be effective no later than January 1, 2012, and noted that at
that time Big Rivers would seek approval from this Commission to adjust its
transmission rates to utilize the Midwest ISO Attachment O formula rate. Big Rivers
sought to utilize the existing OATT rates until such time as this Commission approved
an adjustment to Big Rivers' transmission rates to utilize the Midwest ISO Attachment
O formula rate. For convenience, a copy of that Order is attached as Exhibit Seelye-9.
Did the FERC issue an order in Docket No. ER11-15-000?

Yes. FERC conditionally accepted for filing Big Rivers' Attachment O formula rate, to
be effective December 1, 2010, through and including December 31, 2011. FERC
noted in its order dated November 24, 2010, that this acceptance with an end date of
December 31, 2011 does not foreclose the Midwest ISO and Big Rivers from making a
filing at an earlier date to adopt an appropriate formula rate for Big Rivers.

Is Big Rivers requesting authorization to adjust its transmission rates to use the
Midwest ISO Attachment O on an ongoing basis?
Case No. 2011-00036
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Yes. Big Rivers is requesting to use the Midwest ISO Attachment O and to update the
inputs used in the transmission formula rate on an annual basis.

If the Commission approves the use of the Midwest ISO Attachment O formula
rate, do you anticipate that a revised Attachment O rate will become effective
prior to December 31,2011?

Yes. In the spring of each year, Transmission-Owning members of Midwest ISO
ordinarily provide Attachment O data for the previous calendar year to Midwest ISO.
Midwest ISO then utilizes the Attachment O data for the previous calendar year when
updating its transmission rates to become effective June 1st of the current year. On this
schedule, in the spring of 2011 Big Rivers will compile Attachment O data for calendar
year 2010 and provide it to Midwest ISO; Midwest ISO will incorporate the 2010
Attachment O data for rates that become effective June 1, 2011. Thus, the Big Rivers
Attachment O formula rate, if authorized by this Commission to be used by Big Rivers,
would go into effect when the retail rates approved by the Commission in this
proceeding become effective, pre-empting the transmission rates that are presently
approved on an interim basis only until December 31, 2011.

Please describe the transmission costs included in Midwest ISO's FERC-approved
Attachment O formula rate?

Schedule 7 - Long-Term Firm and Short-Term Firm Point-to-Point Transmission
Service, Schedule 8 - Non-Firm Point-to-Point Transmission Service, and Schedule 9 -
Network Integration Service of Midwest ISO's Midwest ISO Tariff are assessed for any
loads sinking in a transmission owner's transmission pricing zone. The charges

collected under these schedules are based on the rate formula contained in Attachment
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XI.

O of the Midwest ISO Tariff. The rate formula corresponds to a revenue requirement
calculation that is performed annually by each Midwest ISO transmission owner. The
revenue requirements, including operating expenses and a return on transmission net
investment grossed up for income taxes, less transmission revenues (revenue credits)
collected pursuant to the Schedule 7, 8, and 9 of the Midwest ISO Tariff, are allocated
to the transmission owner.

Will the adoption of the Attachment O transmission formula rate affect base rates
charged to Big Rivers’ members?

No.

TEMPERATURE NORMALIZATION ADJUSTMENT

Is Big Rivers proposing a temperature normalization adjustment for electric
operations in this proceeding?
Yes.

What is the purpose of making such an adjustment in a rate case?

In a general rate case, service rates are set at a level that will provide the utility a
reasonable opportunity to recover its costs on a going-forward basis. The underlying
principle is that when rates go into effect as a result of a general rate case, those rates
will represent a level of revenue that will allow the utility to recover its reasonably
incurred costs on a going-forward basis. This principle holds regardless of whether a
projected test year or a historical test year is used to set rates. When rates are based on
a historical test year, pro forma adjustments are made to test-year operating results so
that revenues and expenses will be representative on a going-forward basis. This is the
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principle behind adjusting certain test-year operating results to reflect a going-forward
level of expenses and revenues for things such as annualizing revenues and expenses
for new customers or annualizing certain expenses (e.g., depreciation expense and
wages and benefits expense) to reflect the full amount on a going forward basis. In this
proceeding, the Company has made a number of other normalization adjustments to
help ensure that the historical test year will be representative of costs and revenues on a
going-forward basis. Only normalization adjustments that are supported by a sound

statistical methodology and apply clear and objective measures are used to adjust test

year results.

Why is it appropriate to make a temperature normalization adjustment in this
proceeding?

Electric utility sales vary with temperature. As temperatures rise during the summer,
more electric energy is used by customers to operate the compressors on their air-
conditioners. Likewise, as temperatures go-down in the winter, more electric energy is
used by customers to operate electric furnaces and other space-heating appliances.
Consequently, for any day during the summer or winter, Big Rivers’ electric sales will
increase and decrease as a result of changes in temperature. Without a temperature
normalization adjustment, there can be no assurance that the test year level of expenses,
and therefore, the proposed amount of revenue will be representative on a going
forward basis.

Should revenues and expenses reflect a range of cooling and heating degree days

representative of normal conditions?
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Yes. What is considered normal can be represented in a number of statistically valid
ways. One methodology — the mean-value approach — is to represent normal degree
days by calculating a 30-year average. Another methodology would be to establish a
statistically determined range centered on the mean-value degree days.

From a statistical perspective, a 30-year mean, or average, would represent a
measure of the expected value for heating degree days. For a normally-distributed
probability density function, the expected value of a random variable is equal to the
mean value. Or stated more rigorously, the maximum likelihood estimator for a
normally distributed random variable is equal to the sample mean value. (For example,
see Robert V. Hogg and Allen T. Craig, Introduction to Mathematical Statistics, Third
Edition, 1975, at 257.) Therefore, the 30-year average heating degree days are
considered to be representative of a going-forward level of heating degree days for
purposes of determining test-year levels of revenues and sales.

This is a standard approach for normalizing natural gas revenues and expenses,
and is also used in other jurisdictions to normalize electric revenues and expenses.
Although it has accepted the mean-value methodology for calculating gas temperature
normalization adjustments for natural gas utilities for many years, the Commission has
expressed concerns about using the mean-value approach for electric temperature
normalization. In its Order in Louisville Gas and Electric’s Case No. 10064, the
Commission stated as follows:

The Commission is of the opinion that there is adequate evidence to

suggest that a range of temperatures and not a specific mean

temperature is a more appropriate measure of normal temperatures.

As long as the temperature falls within these bounds then it is
inappropriate to adjust sales for temperature. However, if the
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temperature falls outside those bounds then it is appropriate to adjust
sales to the nearest bound. (Order in Case No. 10064, dated July 1,

1988, at 39.)
Therefore, an alternative to the mean-value approach, one which was suggested by the
Commission’s Order in Case No. 10064 and is well-grounded by statistical theory,
would be to determine a range of cooling and heating degrees days that would be
considered normal. Instead of normal degree days being represented by a mean value,
a bandwidth around the mean value could be established. Cooling degree days inside
the bandwidth would then be considered normal, and cooling degree days outside the
bandwidth — either high or low — would be considered abnormal or extraordinary,
requiring a normalization adjustment to bring revenues and sales to within a normal
range. A standard approach for establishing a normal range of a random variable is to
determine a bandwidth of two standard deviations centered on the mean. The rationale
for this approach is that for a normally-distributed (Gaussian) probability density
function, the random variable will fall within a range between one standard deviation
above and one standard deviation below the mean value 68 percent of the time. More
important for our purposes is the fact that a random variable will only exceed the two
standard deviation bandwidth 16 percent of the time. Assuming that cooling and
heating degree days are normally distributed, which is a standard supposition well-
grounded in empirical research, only 16 percent of the time would temperatures be
expected to exceed one standard deviation above or below the mean.
Which methodology did Big Rivers use for the Temperature Normalization

Adjustment it is proposing in this case?
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Big Rivers is proposing to use the banded methodology described above. Specifically,
if heating and cooling degree days during a month are within plus or minus one
standard deviation of the mean degree days for the month, then no adjustment would be
made during that month. If heating or cooling degree days for a month are more than
one standard deviation above the average for that month, then sales would be adjusted
upward or downward to reflect the heating or cooling degree days at the top end of the
range. In other words if the degree days are above the top end of the range, they are not
adjusted to the average but only to one standard deviation above the average.
Likewise if heating or cooling degree days for a month are more than one standard
deviation below the average for that month, then sales would be adjusted downward or
upward to reflect the heating or cooling degree days at the bottom end of the range.

This approach places constraints on the magnitude of the temperature
normalization adjustment when compared with an adjustment based on the mean value.
First, a constraint is placed on the magnitude of the total revenue and expense
adjustment because monthly normalization adjustments would only be made during
months when cooling or heating degree days fall outside a particularly wide range of
degree days. Second, the methodology would only adjust sales to one of the two end
points of the degree day range. Thus, this approach would certainly result in lower
revenue and expense adjustments than adjusting to the mid-point of the degree-day
range (the mean value).

The determination of Big Rivers proposed revenue and expense adjustments are
shown in Exhibit Seelye-10. Page 1 of the exhibit shows the calculation of the revenue

adjustment ($421,610), the expense adjustment ($295,293), and the net overall
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adjustment of ($126,318). Page 2 shows the calculation of the base fuel and variable
cost per kWh used to determine the expense adjustment. Page 3 shows the
determination of normalized sales and the kWh adjustment used to calculate the
revenue and expenses adjustments. Page 3 of the exhibit also shows the cooling degree
day and heating degree day bands for each month of the test year, based on one
standard deviation above and one standard deviation below the 30 year average for the
month. GDS Associates, Inc. constructed the analysis shown on page 3. GDS
Associates, Inc. prepared the long term forecast for Big Rivers IRP filings. Because of
its work in this area for Big Rivers, GDS Associates, Inc. had already compiled the data
necessary to perform the analysis.

Are there months during the year that would not be adjusted under this
methodology?

Yes, for most months during the test year no adjustments are required. As can be seen
from Exhibit Seelye-10 page 3, the only heating degree day adjustments that would be
required are for the months of January and February. January is 32 degree days colder
than the top of the range; and February is 74 degree days colder than the top of the
range. The only cooling degree day adjustments that are necessary are for the months of
June and August. June is 52 degree days hotter than the top end of the range; and
August is 3 degree days hotter than the top end of the range.

After the KkWh sales adjustments were determined for each class, how was the
revenue component of the adjustment calculated?

The revenue adjustment was calculated by applying the kWh adjustment for the Rurals

to the applicable energy charge. No attempt was made to normalize the demand
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charges. The proposed temperature normalization procedure normalized kWh sales and
not maximum individual demands. Had demands been normalized, the revenue
adjustment would have been larger without materially changing the expense
adjustment.
How was the expense component of the adjustment determined?
The expense component of the temperature normalization adjustment was calculated by
applying the kWh sales adjustment to the variable expenses per kWh during the test
year. Variable expenses were determined using the FERC predominance methodology
that was used in the Company’s embedded cost of service study.
Has the Commission ever considered an electric temperature normalization
adjustment in other proceedings?
Yes. Electric temperature normalization adjustments were considered in Kentucky
Utilities Case No. 98-474 and in Case No. 8284, Case No. 8616, Case No. 8924, Case
No. 10064, and Case No. 98-426, which were LG&E rate proceedings. In each of these
proceedings, the Commission denied the adjustment, noting that the companies had
failed to adequately support the adjustment. The Commission however continued to
endorse the concept of normalization and expressed a willingness to consider
temperature adjustments in future rate proceedings. (See Commission’s Orders in
Cases 8284, page 9, 8616, page 15, 98-426, page 73, and Case No. 98-474, at page 70.)
In Case Nos. 98-474 and 98-426, the Commission expressed concern about the
use of 20-year average degree days rather than a 30-year average, noting that “previous

electric weather normalization adjustments proposed in the LG&E rate cases were
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based on a 30-year average. The 30-year average is typically used in gas weather
normalization adjustments.” (Id., at 74.)

In Case No. 10064, the Commission expressed concern that LG&E did not
construct a “confidence interval” for temperature adjustment purposes. On page 38 of
the Order, the Commission observed that LG&E “adjusted each month’s actual billing-
cycle temperature-sensitive load to a mean determined temperature-sensitive load
instead of to a temperature-sensitive load determined by the boundaries of a range of
acceptable values constructed around the mean.” (Order in Case No. 10064, dated July
1, 1998, at 38-39.) The Commission also expressed concern about the accuracy of the
billing-cycle degree days used in the temperature normalization adjustment.
Additionally, the Commission criticized LG&E’s adjustment because it did not rely on
a regression model to adjust test-year sales and only analyzed one variable. (/d., at 42-
43.)

The adjustments proposed by LG&E in Case Nos. 8284 and 8616 were
developed without relying on any sort of statistical analysis. Temperature-sensitive
load was estimated by first selecting a single month to calculate a base load level and
then all sales during the summer months above that base load level were considered to
be the temperature-sensitive load. The Commission rejected the methodologies
proposed in those proceedings for obvious reasons.

Do you believe that the Commission’s concerns expressed in the previous rate
cases where temperature normalization adjustments have been proposed are

adequately addressed in this filing?
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Yes. All previous concerns expressed by the Commission have been thoroughly and
comprehensively addressed.

How does this methodology address the Commissions past criticisms that any
temperature normalization methodology should rely on statistical analysis?
Under the proposed methodology, GDS Associates, Inc. performed a statistical analysis
to develop a bandwidth for each month and to determine the relationship of temperature
to kWh sales to the Rurals.

How does this methodology address the Commissions past criticisms that
adjustments for temperature should not be made to a single mean value but to a
range of acceptable values constructed around the mean?

Under the proposed methodology, GDS Associates, Inc. performed statistical analyses
to develop a band width around the 30 year average number of degree days for each
month. The band width was determined based on one standard deviation above and
below the 30 year average.

How does this methodology address the Commissions past criticisms that the
relationship between temperature and kWh sales was not determined by using a
regression analysis?

GDS Associates, Inc. performed a regression analysis to determine the relationship
between temperature and kWh sales to the Rurals.

How does this methodology address the Commissions past criticisms that normal
temperature was based on a 20 year normal instead of a 30 year normal?

GDS Associates, Inc. used a 30 year normal to develop the bandwidths for each month

of the year.
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Does the temperature normalization have the effect of decreasing test-year
operating income and thus increasing the Company’s proposed revenue increase?
Yes. Although the net effect of the adjustment is only $126,318, the temperature
normalization adjustment decreases operating income and raises the Company’s
proposed rate increase in this filing.

Do you recommend that this adjustment be made?

Yes. I believe that it is appropriate to make an electric temperature normalization

adjustment.

CONCLUSION

Do you have any closing comments?

Yes. Big Rivers’ proposed increase in base rates is necessary so that Big Rivers can
meet its MFIR and maintain investment grade credit ratings, as required by its debt
covenants. Big Rivers’ proposed rates are designed to increase base rate revenues by
$39,953,965, which is necessary for Big Rivers to meet the financial requirements set
forth in its debt agreements and to continue to provide reliable service to its customers,
as discussed in Mr. Blackburn's testimony. The proposed rates are designed to narrow
the gap in the rates of return between the Rurals and Large Industrials.

Does this conclude your testimony?

Yes, it does.
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QUALIFICATIONS OF WILLIAM STEVEN SEELYE

Summary of Qualifications

Provides consulting services to numerous investor-owned utilities, rural electric cooperatives,
and municipal utilities regarding utility rate and regulatory filings, cost of service and wholesale
and retail rate designs; and develops revenue requirements for utilities in general rate cases,
including the preparation of analyses supporting pro-forma adjustments and the development of

rate base.

Employment
Senior Consultant and Principal

The Prime Group, LLC
(July 1996 to Present)

Provides consulting services in the areas
of tariff development, regulatory analysis
revenue requirements, cost of service,
rate design, fuel and power procurement,
depreciation studies, lead-lag studies, and
mathematical modeling.

Assists utilities with developing strategic marketing
plans and implementation of those plans. Provides
utility clients assistance regarding regulatory policy
and strategy; project management support for
utilities involved in complex regulatory
proceedings; process audits; state and federal
regulatory filing development; cost of service
development and support; the development of
innovative rates to achieve strategic objectives;
unbundling of rates and the development of menus
of rate alternatives for use with customers;
performance-based rate development.

Prepared retail and wholesale rate schedules and
filings submitted to the Federal Energy Regulatory
Commission (FERC) and state regulatory
commissions for numerous of electric and gas
utilities. Performed cost of service or rate studies
for over 150 utilities throughout North America.
Prepared market power analyses in support of
market-based rate filings submitted to the FERC for
utilities and their marketing affiliates. Performed
business practice audits for electric utilities, gas
utilities, and independent transmission
organizations (ISOs), including audits of production
cost modeling, retail utility tariffs, retail utility
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Exhibit Seelye-1
Page 1 of 7



Education

billing practices, and ISO billing processes and

procedures.
Manager of Rates and Other Positions Held various positions in the Rate
Louisville Gas & Electric Co. Department of LG&E. In December 1990,
(May 1979 to July 1996) promoted to Manager of Rates and

Regulatory Analysis. In May 1994,

given additional responsibilities in the marketing
area and promoted to Manager of Market
Management and Rates.

Bachelor of Science Degree in Mathematics, University of Louisville, 1979
54 Hours of Graduate Level Course Work in Industrial Engineering and Physics.

Associations

Member of the Society for Industrial and Applied Mathematics

Expert Witness Testimony

Alabama:

Colorado:

FERC:

Testified in Docket 28101 on behalf of Mobile Gas Service Corporation
concerning rate design and pro-forma revenue adjustments.

Testified in Consolidated Docket Nos. 01F-530E and 01A-531E on behalf of
Intermountain Rural Electric Association in a territory dispute case.

Submitted direct and rebuttal testimony in Docket No. EL02-25-000 et al.
concerning Public Service of Colorado’s fuel cost adjustment.

Submitted direct and responsive testimony in Docket No. ER05-522-001
concerning a rate filing by Bluegrass Generation Company, LLC to charge
reactive power service to LG&E Energy, LLC.

Submitted testimony in Docket Nos. ER07-1383-000 and ER08-05-000
concerning Duke Energy Shared Services, Inc.’s charges for reactive power
service.

Submitted testimony in Docket No. ER08-1468-000 concerning changes to
Vectren Energy’s transmission formula rate.

Submitted testimony in Docket No. ER08-1588-000 concerning a generation
formula rate for Kentucky Utilities Company.
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Florida:

IHinois:

Indiana:

Kansas:

Kentucky:

Submitted testimony in Docket No. ER09-180-000 concerning changes to Vectren
Energy's transmission formula rate.

Submitted testimony in Docket No. ER11-2127-000 concerning transmission
rates proposed by Terra-Gen Dixie Valley, LLC.

Submitted testimony in Docket No. ER11-2779 on behalf of Southern Illinois
Power Cooperative concerning wholesale distribution service charges proposed
by Ameren Services Company.

Submitted testimony in Docket No. ER11-2786 on behalf of Norris Electric
Cooperative concerning wholesale distribution service charges proposed by
Ameren Services Company.

Testified in Docket No. 981827 on behalf of Lee County Electric Cooperative,
Inc. concerning Seminole Electric Cooperative Inc.’s wholesale rates and cost of
service.

Submitted direct, rebuttal, and surrebuttal testimony in Docket No. 01-0637 on
behalf of Central Illinois Light Company (“CILCO”) concerning the modification
of interim supply service and the implementation of black start service in
connection with providing unbundled electric service.

Submitted direct testimony and testimony in support of a settlement agreement in
Cause No. 42713 on behalf of Richmond Power & Light regarding revenue
requirements, class cost of service studies, fuel adjustment clause and rate design.

Submitted direct and rebuttal testimony in Cause No. 43111 on behalf of Vectren
Energy in support of a transmission cost recovery adjustment.

Submitted direct testimony in Cause No. 43773 on behalf of Crawfordsville
Electric Light & Power regarding revenue requirements, class cost of service
studies, fuel adjustment clause and rate design.

Submitted direct and rebuttal testimony in Docket No. 05-WSEE-981-RTS on
behalf of Westar Energy, Inc. and Kansas Gas and Electric Company regarding
transmission delivery revenue requirements, energy cost adjustment clauses, fuel
normalization, and class cost of service studies.

Testified in Administrative Case No. 244 regarding rates for cogenerators and
small power producers, Case No. 8924 regarding marginal cost of service, and in
numerous 6-month and 2-year fuel adjustment clause proceedings.

Submitted direct and rebuttal testimony in Case No. 96-161 and Case No. 96-362
regarding Prestonsburg Utilities’ rates.
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Submitted direct and rebuttal testimony in Case No. 99-046 on behalf of Delta
Natural Gas Company, Inc. concerning its rate stabilization plan.

Submitted direct and rebuttal testimony in Case No. 99-176 on behalf of Delta
Natural Gas Company, Inc. concerning cost of service, rate design and expense
adjustments in connection with Delta’s rate case.

Submitted direct and rebuttal testimony in Case No. 2000-080, testified on behalf
of Louisville Gas and Electric Company concerning cost of service, rate design,
and pro-forma adjustments to revenues and expenses.

Submitted rebuttal testimony in Case No. 2000-548 on behalf of Louisville Gas
and Electric Company regarding the company’s prepaid metering program.

Testified on behalf of Louisville Gas and Electric Company in Case No. 2002-
00430 and on behalf of Kentucky Utilities Company in Case No. 2002-00429
regarding the calculation of merger savings.

Submitted direct and rebuttal testimony in Case No. 2003-00433 on behalf of
Louisville Gas and Electric Company and in Case No. 2003-00434 on behalf of
Kentucky Utilities Company regarding pro-forma revenue, expense and plant
adjustments, class cost of service studies, and rate design.

4
Submitted direct and rebuttal testimony in Case No. 2004-00067 on behalf of
Delta Natural Gas Company regarding pro-forma adjustments, depreciation rates,
class cost of service studies, and rate design.

Testified on behalf of Kentucky Utilities Company in Case No. 2006-00129 and
on behalf of Louisville Gas and electric Company in Case No. 2006-00130
concerning methodologies for recovering environmental costs through base
electric rates.

Testified on behalf of Delta Natural Gas Company in Case No. 2007-00089
concerning cost of service, temperature normalization, year-end normalization,
depreciation expenses, allocation of the rate increase, and rate design.

Submitted testimony on behalf of Big Rivers Electric Corporation and E.ON U.S.
LLC in Case No 2007-00455 and Case No. 2007-00460 regarding the design and
implementation of a Fuel Adjustment Clause, Environmental Surcharge, Unwind
Surcredit, Rebate Adjustment, and Member Rate Stability Mechanism for Big
Rivers Electric Corporation in connection with the unwind of a lease and purchase
power transaction with E.ON U.S. LLC.

Submitted testimony in Case No. 2008-00251 on behalf of Kentucky Utilities
Company and in Case No. 2008-00252 on behalf of Louisville Gas and Electric
Company regarding pro-forma revenue and expense adjustments, electric and gas

Case No. 2011-00036
Exhibit Seelye-1
Page 4 of 7



Nevada;

temperature normalization, jurisdictional separation, class cost of service studies,
and rate design.

Submitted testimony in Case No. 2008-00409 on behalf of East Kentucky Power
Cooperative, Inc., concerning revenue requirements, pro-forma adjustments, cost
of service, and rate design.

Submitted testimony in Case No. 2009-00040 on behalf of Big Rivers Electric
Corporation regarding revenue requirements and rate design.

Submitted testimony on behalf of Columbia Gas Company of Kentucky in Case
No. 2009-00141 regarding the demand side management program costs and cost
recovery mechanism.

Submitted testimony in Case No. 2009-00548 on behalf of Kentucky Utilities
Company and in Case No. 2009-00549 on behalf of Louisville Gas and Electric
Company regarding pro-forma revenue and expense adjustments, electric and gas
temperature normalization, jurisdictional separation, class cost of service studies,
and rate design.

Submitted testimony in Case No. 2010-00116 on behalf of Delta Natural Gas
Company concerning cost of service, temperature normalization, year-end
normalization, depreciation expenses, allocation of the rate increase, and rate
design.

Submitted direct and rebuttal testimony in Case No. 03-10001 on behalf of
Nevada Power Company regarding cash working capital and rate base
adjustments.

Submitted direct and rebuttal testimony in Case No. 03-12002 on behalf of Sierra
Pacific Power Company regarding cash working capital.

Submitted direct and rebuttal testimony in Case No. 05-10003 on behalf of
Nevada Power Company regarding cash working capital for an electric general
rate case.

Submitted direct and rebuttal testimony in Case No. 05-10005 on behalf of Sierra
Pacific Power Company regarding cash working capital for a gas general rate
case.

Submitted direct and rebuttal testimony in Case Nos. 06-11022 and 06-11023 on
behalf of Nevada Power Company regarding cash working capital for a gas
general rate case.
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Maryland

Nova Scotia;

Virginia:

Submitted direct and rebuttal testimony in Case No. 07-12001 on behalf of Sierra
Pacific Power Company regarding cash working capital for an electric general
rate case.

Submitted direct testimony in Case No. Docket No. 08-12002 on behalf of
Nevada Power Company regarding cash working capital for an electric general
rate case.

Submitted direct testimony in Case No. Docket No. 10-06001 on behalf of Sierra
Pacific Power Company regarding cash working capital for an electric general
rate cases.

Submitted direct testimony in PSC Case No. 9234 on behalf of Southern
Maryland Electric Cooperative regarding a class cost of service study.

Testified on behalf of Nova Scotia Power Company in NSUARB — NSPI —- P-887
regarding the development and implementation of a fuel adjustment mechanism.

Submitted testimony in NSUARB — NSPI — P-884 regarding Nova Scotia Power
Company’s application to approve a demand-side management plan and cost
recovery mechanism.

Submitted testimony in NSUARB — NSPI — P-888 regarding a general rate
application filed by Nova Scotia Power Company.

Submitted testimony on behalf of Nova Scotia Power Company in the matter of
the approval of backup, top-up and spill service for use in the Wholesale Open
Access Market in Nova Scotia.

Submitted testimony in NSUARB — NSPI ~ P-884 (2) on behalf of Nova Scotia
Power Company’s regarding a demand-side management cost recovery
mechanism.

Submitted testimony in Case No. PUE-2008-00076 on behalf of Northern Neck
Electric Cooperative regarding revenue requirements, class cost of service,
jurisdictional separation and an excess facilities charge rider.

Submitted testimony in Case No. PUE-2009-00029 on behalf of Old Dominion
Power Company regarding class cost of service, jurisdictional separation,
allocation of the revenue increase, general rate design, time of use rates, and
excess facilities charge rider.
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Submitted testimony in Case No. PUE-2009-00065 on behalf of Craig-Botetourt
Electric Cooperative regarding revenue requirements, class cost of service,
jurisdictional separation and an excess facilities charge rider.
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BIG RIVERS ELECTRIC CORPORATION

Cost of Service Study
Functional Assignment and Classification
12 Months Ended
October 2010
Functional Total Production Production Steam Transmission
Description Name Vector System Demand Energy Direct Demand
Plant in Service
Intangible Plant INTPLT PT&D $ 66,895 58,634 - - 8,261
Production Plant PPROD F001 $ 1,686,796,955 1,686,796,955 - - -
Transmission Plant PTRAN Foo2 $ 237,659,206 - - - 237,659,206
Distribution Plant PDIST F003 $ - B - - .
Total Production & Transmission Plant PT&D 1,924,456,160 1,686,796,955 - - 237,659,206
General Plant PGP PT&D $ 18,511,051 16,225,043 - - 2,286,008
Total Plant in Service TPIS $ 1,943,034,107 $ 1,703,080,632 $ - - $ 239,953,475
Construction Work in Progress (CWIP)
CWIP Production CWIP1 PPROD $ 22,411,274 22,411,274 - - -
CWIP Transmission CWiP2 PTRAN $ 7,475,859 - - - 7,475,859
CWIP Distribution Plant CWIP3 PDIST $ - - - - -
CWIP Generai Plant CWiP4 PT&D $ 16,915,005 14,826,100 - - 2,088,905
Total Construction Work in Progress TCWIP $ 46,802,138 $ 37,237,374 % - - $ 9,564,764
Total Utility Plant $ 1,989,836,245 $ 1,740,318,006 $ - - $ 249,518,239
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BIG RIVERS ELECTRIC CORPORATION
Cost of Service Study
Functional Assignment and Classification

12 Months Ended
October 2010
Functional Total Production Production Steam Transmission
Description Name Vector System Demand Energy Direct Demand
Rate Base
Total Utility Plant TUP $ 1.989,836,245 $ 1,740,318,006 $ - - 249,518,239

Less: Acummulated Provision for Depreciation

Production ADEPREPA  PPROD $ 790,847,523 790,847,523 - - -

Transmission ADEPRTP PTRAN $ 107,564,747 - - - 107,564,747

Distribution ADEPRD14 PDIST $ - - - - -

General & Common Plant ADEPRD12  PT&D $ 6,300,770 5,522,661 - - 778,108

Intangible, Misc, and Other Plant ADEPRGP PT&D $ - - - - -

Retirement Work In Progress ADEPRRT PT&D $ - - - - -

Total Accumulated Depreciation TADEPR $ 904,713,040 $ 796,370,184 § - - 108,342,855
Net Utility Plant NTPLANT $ 1,085,123,206 $ 943,947,822 $ - - 141,175,384
Working Capital
Cash Working Capital - Operation and Maintenance Expenses CWC OMLPP $ 28,050,527 13,844 414 11,869,243 - 2,236,870
Materials and Supplies M&S TPIS $ 22,777,820 19,964,891 - - 2,812,929
Fuel Stock PREPAY TPIS $ 34,326,112 30,087,036 - - 4,238,076

Total Working Capital TWC $ 865,154,459 $ 63,896,340 $ 11,969,243 - 9,288,875
Net Rate Base RB $ 1,170.277.664 $ 1,007,844,162 § 11,968,243 - 150,464,259
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BIG RIVERS ELECTRIC CORPORATION
Cost of Service Study
Functional Assignment and Classification

12 Months Ended
October 2010
Functional Total Production Production Steam Transmission
Description Name Vector System Dernand Energy Direct Demand
Operation and Maintenance Expenses
Steam Power Generation Operation Expenses
500 OPERATION SUPERVISION & ENGINEERING OM500 PROFIX $ 4,974,566 4,974,566 - - -
501 FUEL OMS501 Energy $ 200,919,367 - 200,919,367 - -
502 STEAM EXPENSES OoM502 PROFIX 3 34,453,882 34,453,882 - - -
505 ELECTRIC EXPENSES OMS505 PROFIX $ 5,730,122 5,730,122 - - -
506 MISC. STEAM POWER EXPENSES OM506 PROFIX $ 7,451,302 7,451,302 - - -
507 RENTS OM507 PROFIX $ - - - - -
509 ALLOWANCES OM509 Energy $ 429,682 - 428,682 - -
Total Steam Power Operation Expenses $ 253,958,921 $ 52,609,872 $ 201,349,049 $ - $ -
Steam Power Generation Maintenance Expenses
510 MAINTENANCE SUPERVISION & ENGINEERING OMS510 Energy 3 3,631,867 - 3,631,867 - -
511 MAINTENANCE OF STRUCTURES OM511 PROFIX $ 3,346,806 3,346,806 - - -
512 MAINTENANCE OF BOILER PLANT OoM512 Energy $ 30,113,309 - 30,113,309 - -
513 MAINTENANCE OF ELECTRIC PLANT OM513 Energy $ 6,251,804 - 6,251,804 - -
514 MAINTENANCE OF MISC STEAM PLANT OM514 PROFIX $ 877,364 877,364 - - -
Total Steam Power Generation Maintenance Expense $ 44,221,151 $ 4224170 3 39,996,981 § - $ -
Total Steam Power Generation Expense $ 298,180,072 $ 56,834,042 § 241346030 § - $ -
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BIG RIVERS ELECTRIC CORPORATION
Cost of Service Study
Functional Assignment and Classification

12 Months Ended

October 2010
Functional Total Production Production Steam Transmission
Description Name Vector System Demand Energy Direct Demand
Operation and Maintenance Expenses {Continued)
Other Power Generation Operation Expense
546 OPERATION SUPERVISION & ENGINEERING OMS546 PROFIX $ - - - - -
547 FUEL OMS547 Energy $ 706,789 - 706,789 - -
548 GENERATION EXPENSE OM548 PROFIX $ 34,608 34,608 - - -
549 MISC OTHER POWER GENERATION OMS549 PROFIX $ - - - - -
550 RENTS OMS550 PROFIX $ - - - - -
Total Cther Power Generation Expenses $ 741,386 34,608 § 706,789 - -
Other Power Generation Maintenance Expense
551 MAINTENANCE SUPERVISION & ENGINEERING OMs51 PROFIX $ - - - - -
552 MAINTENANCE OF STRUCTURES OM552 PROFIX $ - - - - -
553 MAINTENANCE OF GENERATING & ELEC PLANT OMS53 PROFIX $ 625,088 625,088 - - -
554 MAINTENANCE OF MISC OTHER POWER GEN PLT OM554 PROFIX $ - - - - -
Total Other Power Generation Maintenance Expense $ 625,088 625,088 § - - -
Total Other Power Generation Expense $ 1,366,485 659696 § 706,789 - -
Total Station Expense $ 299,546,557 §7,493,738 $ 242,052,819 - -
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BIG RIVERS ELECTRIC CORPORATION

Cost of Service Study
Functional Assignment and Classification
12 Months Ended
Qctober 2010
Functional Total Production Production Steam Transmission
Description Name Vector System Demand Energy Direct Demand
Operation and Maintenance Expenses {Continued}
Other Power Supply Expenses
555 PURCHASED POWER Energy OM555 OmMPP $ 19,466,790 - 19,466,790 - -
555 PURCHASED POWER Demand OMDS55 OMPPD $ 4,210,045 4,210,045 - - -
555 PURCHASED POWER BREC Share of HMP&L Station Two OMHS55 OMPPH $ 58,293,374 13,175,571 45,117,803 - -
555 PURCHASED POWER OPTIONS OMO555 OMPP $ - - - - -
555 BROKERAGE FEES OMB555 OomMPP $ - - - - -
555 MISO TRANSMISSION EXPENSES OMMS55 OMPP $ - - - - -
556 SYSTEM CONTROL AND LOAD DISPATCH OM556 PROFIX $ 809,422 808,422 - - -
§57 OTHER EXPENSES OM557 PROFIX $ 20,575,465 20,575,465 - - -
5§58 DUPLICATE CHARGES OM558 Energy 3 - - - - -
Total Other Power Supply Expenses TPP $ 103,455,096 38,870,503 § 64,584,593 $ - $ -
Total Electric Power Generation Expenses $ 403,001,653 96,364,241 $ 306,637,411 $ - $ -
Transmission Expenses
560 OPERATION SUPERVISION AND ENG OMS560 LBTRAN $ 876,815 - - - 876,815
561 LOAD DISPATCHING OM561 LBTRAN $ 1,454,938 - - - 1,454,938
562 STATION EXPENSES OM562 PTRAN $ 1,163,408 - - - 1,163,408
563 OVERHEAD LINE EXPENSES OM563 PTRAN $ 1.080,014 - - - 1,080,014
§65 TRANSMISSION OF ELECTRICITY BY OTHERS OM565 PTRAN $ 3,065,817 - - - 3,065,817
§66 MISC. TRANSMISSION EXPENSES OMS566 PTRAN $ 475,381 - - - 475,381
567 RENTS OoM567 PTRAN $ 24,701 - - B 24,701
568 MAINTENACE SUPERVISION AND ENG OM568 LBTRAN $ 647,227 - - - 647,227
§69 STRUCTURES OMS69 PTRAN $ 26,913 - - - 26,913
§70 MAINT OF STATION EQUIPMENT OM570 PTRAN $ 1,936,760 - - - 1,936,760
§71 MAINT OF OVERHEAD LINES OM571 PTRAN $ 2,876,462 - B - 2,876,462
5§72 UNDERGROUND LINES OM572 PTRAN $ - - - - -
573 MISC PLANT OM573 PTRAN $ 97,880 - - - 97,880
Total Transmission Expenses $ 13,736,318 - $ - $ - $ 13,736,318
Distribution Operation Expense
580 OPERATION SUPERVISION AND ENGI OM580 LBDO $ - - - - -
581 LOAD DISPATCHING OM581 PDIST $ - - - - -
582 STATION EXPENSES OM582 PDIST $ - - - - -
583 OVERHEAD LINE EXPENSES OM583 PDIST $ - - - - -
5§84 UNDERGROUND LINE EXPENSES OM584 PDIST $ - - - - -
585 STREET LIGHTING EXPENSE OM585 PDIST 3 - - - - -
586 METER EXPENSES OM586 PDIST $ - - - - -
5§86 METER EXPENSES - LOAD MANAGEMENT OM586x PDIST $ - - - - -
587 CUSTOMER INSTALLATIONS EXPENSE OM587 PDIST $ - - - - -
588 MISCELLANEOUS DISTRIBUTION EXP OoM588 PDIST $ - - - - -
588 MISC DISTR EXP - MAPPIN OM588x PDIST $ - - - - -
589 RENTS Om589 PDIST $ - - - - -
Total Distribution Operation Expense OMDO $ - - $ - $ - $ -
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BIG RIVERS ELECTRIC CORPORATION

Cost of Service Study
Functional Assignment and Classification
12 Months Ended
October 2010
Functional Total Production Production Steam Transmission

Description Name Vector System Demand Energy Direct Demand
Operation and Maintenance Expenses (Continued
Distribution Maintenance Expense

590 MAINTENANCE SUPERVISION AND EN OMm590 LBDM $ - - - - -

591 STRUCTURES OM591 PDIST $ - - - B -

592 MAINTENANCE OF STATION EQUIPME OM592 PDIST $ - - - - -

593 MAINTENANCE OF OVERHEAD LINES OM583 PDIST $ - - - - -

594 MAINTENANCE OF UNDERGROUND LIN OMS594 PDIST $ - - - - -

595 MAINTENANCE OF LINE TRANSFORME OM595 PDIST $ - - - - -

596 MAINTENANCE OF ST LIGHTS & SIG SYSTEMS OM596 PDIST $ - - - - -

597 MAINTENANCE OF METERS OM597 PDIST $ - - - - -

598 MISCELLANEOUS DISTRIBUTION EXPENSES OM598 PDIST 5 - - - - -
Total Distribution Maintenance Expense OMDM $ - $ - $ - $ - $ -
Total Distribution Operation and Maintenance Expenses - - - - -
Transmission and Distribution Expenses 13,736,318 - - - 13,736,318
Production, Transmission and Distribution Expenses OMSUB $ 416,737,971 $ 96,364,241 § 306,637,411 $ - $ 13,736,318
Customer Accounts Expense

901 SUPERVISION/CUSTOMER ACCTS OM901 F025 $ - - - - -

902 METER READING EXPENSES OM902 F025 $ - - - - -

903 RECORDS AND COLLECTION OMS03 Fo25 $ - - - - -

904 UNCOLLECTIBLE ACCOUNTS OMS04 F025 $ - - - - -

905 MISC CUST ACCQUNTS OMs03 F025 $ - - - - -
Total Customer Accounts Expense OMCA $ - $ - $ - $ - $ -
Customer Service Expense

907 SUPERVISION OMs07 TUP $ - - - - -

908 CUSTOMER ASSISTANCE EXPENSES OMs08 TUP $ 80,486 70,393 - - 10,093

908 CUSTOMER ASSISTANCE EXP-INCENTIVES OM908x TUP $ - - - - -

909 INFORMATIONAL AND INSTRUCTIONA OM90s TUP $ - - - - -

908 INFORM AND INSTRUC -LOAD MGMT OM909x TUP $ - - - - -

910 MISCELLANEOUS CUSTOMER SERVICE OMg10 TUP $ - - - - -

911 DEMONSTRATION AND SELLING EXP OM911 TUP $ - - - - -

912 DEMONSTRATION AND SELLING EXP OoM912 TUP $ - - - - -

913 ADVERTISING EXPENSES OMsg13 TUP $ 488,103 426,897 - - 61,206

915 MDSE-JOBBING-CONTRACT OMs15 TUP $ - - - - -

916 MISC SALES EXPENSE OMg16 TUP $ - - - - -
Total Customer Service Expense omMCs $ 568,589 $ 497,290 $ - $ - $ 71,299
Sub-Total Prod, Trans, Dist, Cust Acct and Cust Service omMsuB2 417,306,560 96,861,532 306,637,411 - 13,807,617

Case No. 2011-00036
Exhibit Seelye-2
Page 6 of 14



BIG RIVERS ELECTraC CORPORATION
Cost of Service Study
Functional Assignment and Classification

12 Months Ended
October 2010
Functional Total Production Production Steam Transmission
Description Name Vector System Demand Energy Direct Demand
Operation and Maintenance Expenses {Continued)
Administrative and General Expense
920 ADMIN. & GEN. SALARIES- OMs20 LBSUB9 $ 14,315,713 6,663,061 5,595,161 - 2,057,491
921 OFFICE SUPPLIES AND EXPENSES OMg21 LBSUBY 3 6,915,648 3,218,798 2,702,915 - 993,935
922 ADMINISTRATIVE EXPENSES TRANSFERRED OM922 LBSUB9 $ - - - - -
923 QUTSIDE SERVICES EMPLOYED OM9o23 1.BSUBS $ 3,954,189 1,840,425 1,545,457 - 568,306
924 PROPERTY INSURANCE OMg24 TUP $ - - - - -
925 INJURIES AND DAMAGES - INSURAN OMe25 1.BSUBS $ 179,889 83,727 70,308 - 25,854
926 EMPLOYEE BENEFITS OM926 LBSUBS $ 169,663 78,967 66,311 - 24,384
927 FRANCHISE REQUIREMENTS OomMe27 TUP $ - - - - -
928 REGULATORY COMMISSION FEES Oomsa28 TUP $ 1,188,958 1,039,867 - - 148,091
9298 DUPLICATE CHARGES-CR OMe29 LBSUB9 3 - - - - -
930 MISCELLANEOQOUS GENERAL EXPENSES OM330 LBSUBS $ 1,686,131 784,788 659,008 - 242,335
931 RENTS AND LEASES OM931 PGP $ 1,933 1,694 - - 238
935 MAINTENANCE OF GENERAL PLANT OM935 PGP $ 208,156 182,450 - - 25,706
Total Administrative and General Expense OMAG $ 28,620,280 $ 13,893,778 $ 10,638,160 $ - $ 4,087,342
Total Operation and Maintenance Expenses TOM $ 445,926,840 $ 110,755,309 $ 317,276,572 $ - $ 17,894,959
Operation and Maintenance Expenses Less Purchase Power & Fuel OMLPP $ 224404213 $ 110,755,308 95,753,845 $ - $ 17,894,859

Case No. 2011-00036
Exhibit Seelye-2
Page 7 of 14



BIG RIVERS ELECTRIC CORPORATION
Cost of Service Study
Functional Assignment and Classification

12 NMonths Ended
October 2010
Functional Total Production Production Steam Transmission
Description Name Vector System Demand Energy Direct Demand
Labor Expenses
Steam Power Generation Operation Expenses
500 OPERATION SUPERVISION & ENGINEERING L.B500 PROFIX $ 4,967 667 4,967,667 - - -
501 FUEL LB501 Energy $ 3,889,944 - 3,889,944 - -
502 STEAM EXPENSES LB502 PROFIX $ 9,023,322 9,023,322 - - -
505 ELECTRIC EXPENSES LB505 PROFIX $ 4,523,897 4,523,897 - - -
506 MISC. STEAM POWER EXPENSES LB506 PROFIX 3 940,518 940,518 - - -
507 RENTS LB507 PROFIX $ - - - - -
509 ALLOWANCES LB509 Energy $ - - - - -
Total Steam Power Operation Expenses LBSUB1 $ 23,345,348 $ 19,455,404 $ 3,889,944 3 - $ -
Steam Power Generation Maintenance Expenses
510 MAINTENANCE SUPERVISION & ENGINEERING LB510 Energy $ 3,623,969 - 3,623,868 - -
511 MAINTENANCE OF STRUCTURES LB511 PROFIX $ 986,831 986,831 - - -
512 MAINTENANCE OF BOILER PLANT £LB512 Energy $ 8,700,235 - 8,700,235 - -
513 MAINTENANCE OF ELECTRIC PLANT 1LB513 Energy $ 1,595,642 - 1,595,642 - -
514 MAINTENANCE OF MISC STEAM PLANT LB514 PROFIX $ 200,886 200,886 - - -
Total Steam Power Generation Maintenance Expense LBSUB2 $ 15,107,564 $ 1,187,718 § 13,919,846 3 - $ -
Total Steam Power Generation Expense $ 38,452,913 $ 20,643,122 § 17,809,791 $ - $ -

Case No. 2011-00036
Exhibit Seelye-2
Page 8 of 14



BIG RIVERS ELECTRIC CORPORATION
Cost of Service Study
Functional Assignment and Classification

12 Months Ended
QOctober 2010
Functional Total Production Production Steam Transmission
Description Name Vector System Demand Energy Direct Demand
Labor Expenses (Continued)
Other Power Generation Operation Expense
546 OPERATION SUPERVISION & ENGINEERING L.B546 PROFIX 3 - - - - -
547 FUEL LB547 Energy $ - - - - -
548 GENERATION EXPENSE LB548 PROFIX $ - - - - -
5§49 MISC OTHER POWER GENERATION LB548 PROFIX $ - - - - -
550 RENTS LB550 PROFIX $ - - - - -
Total Other Power Generation Expenses LBSUB7 $ - $ - $ - $ - -
Other Power Generation Maintenance Expense
551 MAINTENANCE SUPERVISION & ENGINEERING LB551 PROFIX $ - - - - -
552 MAINTENANCE OF STRUCTURES LB552 PROFIX $ - - - - -
553 MAINTENANCE OF GENERATING & ELEC PLANT LBS53 PROFIX $ 89,555 89,555 - - -
554 MAINTENANCE OF MISC OTHER POWER GEN PL.T LB554 PROFIX $ - - - - -
Total Other Power Generation Maintenance Expense LBSUBS $ 89,555 $ 89,555 § - $ - -
Total Other Power Generation Expense $ 89,555 $ 89,556 $ - $ - -
Total Production Expense LPREX $ 38,542,468 $ 20,732,677 $

Case No. 2011-00036
Exhibit Seelye-2
Page 9 of 14

17,808,781 § -



BIG RIVERS ELECTRIC CORPQORATION
Cost of Service Study
Functional Assignment and Ciassification

12 Months Ended
October 2010
Functional Total Production Production Steam Transmission
Description Name Vector System Demand Energy Direct Demand
Labor Expenses {Continued)
Purchased Power
555 PURCHASED POWER Energy LB5Ss OMPP $ B - - - -
§55 PURCHASED POWER Demand LBDss5 OMPPD $ - - - - -
8§55 PURCHASED POWER OPTIONS LBOS555 OMPR $ - - - - -
555 BROKERAGE FEES LBB555 OMPP 3 - - - - -
§55 MISO TRANSMISSION EXPENSES LBMSsS OMPP $ - - - - -
556 SYSTEM CONTROL AND LOAD DISPATCH LB556 PROFIX $ - - - - -
§57 OTHER EXPENSES LB557 PROFIX $ - - - - -
§58 DUPLICATE CHARGES LB558 Energy $ - - - - -
Total Purchased Power Labor LBPP $ - $ - $ - $ - 3 -
Transmission Labor Expenses
560 OPERATION SUPERVISION AND ENG LB560 PTRAN 3 835,977 - - - 835,977
561 LOAD DISPATCHING LB561 PTRAN $ 1,304,969 - - - 1,304,969
562 STATION EXPENSES LB562 PTRAN $ 598,382 - - - 598,382
563 OVERHEAD LINE EXPENSES .B563 PTRAN $ 236,383 - - - 236,393
565 TRANSMISSION OF ELECTRICITY BY OTHERS LBS65 PTRAN $ - - - - -
§66 MISC. TRANSMISSION EXPENSES L.B566 PTRAN $ 312,375 - - - 312,375
§67 RENTS LB567 PTRAN $ - - - - -
568 MAINTENACE SUPERVISION AND ENG 1.B568 PTRAN $ 644,925 - - - 644,925
569 MAINTENACE OF STRUCTURES LB569 PTRAN $ 318 - - - 318
§70 MAINT OF STATION EQUIPMENT LB570 PTRAN $ 1,433,304 - - - 1,433,304
571 MAINT OF OVERMEAD LINES LB571 PTRAN $ 1,067,766 - - - 1,067,766
573 MAINT OF MISC. TRANSMISSION PLANT LBSs73 PTRAN $ 46,439 - - - 46,439
Total Transmission Labor Expenses LBTRAN $ 6,480,848 $ - $ - 3 - 3 6,480,848
Distribution Operation Labor Expense
580 OPERATION SUPERVISION AND ENG{ LB580 Fo23 $ - - - - -
581 LOAD DISPATCHING LB581 PDIST $ - - - - -
582 STATION EXPENSES L.B582 PDIST 3 - - - - -
§83 OVERHEAD LINE EXPENSES L.B583 PDIST $ - - - - -
§84 UNDERGROUND LINE EXPENSES 1B584 POIST $ - - - - -
585 STREET LIGHTING EXPENSE LB58s PDIST $ - - - - -
586 METER EXPENSES 1.B586 PDIST $ - - - - -
586 METER EXPENSES - LOAD MANAGEMENT LB586x PDIST $ - - - - -
587 CUSTOMER INSTALLATIONS EXPENSE LB587 PDIST $ - - - - -
588 MISCELLANEQUS DISTRIBUTION EXp 1.B588 PDIST $ - - - B -
589 RENTS 1.B589 PDIST $ - - - - -
Total Distribution Operation Labor Expense LBDO

©“
;,
.
.
.
.

Case No. 2011.00036
Exhibit Seelye-2
Page 10 of 14



BIG RIVERS ELECTRIC CORPORATION
Cost of Service Study
Functional Assignment and Classification

12 Months Ended
October 2010
Functional Total Production Production Steam Transmission
Description Name Vector System Demand Energy Direct Demand
Labor Expenses {Continued)
Distribution Maintenance Labor Expense
590 MAINTENANCE SUPERVISION AND EN LB590 Fo24 3 - - - - -
591 MAINTENANCE OF STRUCTURES L8591 PDIST $ - - - - -
592 MAINTENANCE OF STATION EQUIPME 1B592 PDIST 3 - - - . -
593 MAINTENANCE OF OVERHEAD LINES 1.B593 PDIST $ - - - . -
594 MAINTENANCE OF UNDERGROUND LIN LB584 PDIST $ - - - - -
595 MAINTENANCE OF LINE TRANSFORME LB59S PDIST $ - - - - .
596 MAINTENANCE OF ST LIGHTS & SIG SYSTEMS LB596 PDIST $ - - - - -
597 MAINTENANCE OF METERS 1.B597 PDIST 3 - - - - -
598 MAINTENANCE OF MISC DISTR PLANT LB598 PDIST $ - - - - .
Total Distribution Maintenance Labor Expense LBDM $ - 3 - $ - $ - $ -
Totatl Distribution Operation and Maintenance Labor Expenses PDIST - - - - -
Transmission and Distribution Labor Expenses 6,480,848 - - - 6,480,848
Production, Transmission and Distribution Labor Expenses L.BSUB $ 45,023,316 3 20,732,677 % 17,808,791 §$ - $ 6,480,848
Customer Accounts Expense
901 SUPERVISION/CUSTOMER ACCTS LB901 F025 $ - - - - -
902 METER READING EXPENSES 18902 F025 $ - - - - -
903 RECORDS AND COLLECTION LB903 F025 $ - - - - -
904 UNCOLLECTIBLE ACCOUNTS 1.B904 F025 $ - - - - -
905 MISC CUST ACCOUNTS 1.B903 F025 $ - - - - -
Total Customer Accounts Labor Expense LBCA $ - $ - $ - $ - $ -
Customer Service Expense
907 SUPERVISION LB907 TUP $ - - - - -
908 CUSTOMER ASSISTANCE EXPENSES LB908 TUP 3 544,608 476,316 - - 68,292
908 CUSTOMER ASSISTANCE EXP-LOAD MGMT LB908x TUP $ - - - . -
909 INFORMATIONAL AND INSTRUCTIONA LBY09 TUP $ - - - - -
909 INFORM AND INSTRUC -LOAD MGMT LB909x TUP $ - - . . -
910 MISCELLANEOUS CUSTOMER SERVICE 1Bg10 TUP $ - - - . -
911 DEMONSTRATION AND SELLING EXP LB911 TUP 3 - - - . -
912 DEMONSTRATION AND SELLING EXP LB912 TUP $ - - - - -
913 WATER HEATER - HEAT PUMP PROGRAM LB913 TUP $ B - - - -
915 MDSE-JOBBING-CONTRACT 1.B915 TUP 3 - - - - -
916 MISC SALES EXPENSE 18916 TUP 3 - - - B -
Total Customer Service Labor Expense LBCS $ 544,608 $ 476316 $ - $ - $ 68,292
Sub-Total Labor Exp LBSUBS 45,567,924 21,208,994 17,809,791 - 6,549,140

Case No. 2011-00036
Exhibit Seelye-2
Page 11 of 14



BIG RIVERS ELECTRIC CORPORATION
Cost of Service Study
Functional Assignment and Classification

12 Months Ended
October 2010
Functional Total Production Production Steam Transmission

Description Name Vector System Demand Energy Direct Demand
Labor Expenses (Continued)
Administrative and General Expense

920 ADMIN. & GEN. SALARIES- 1.B920 LBSUBY 3 14,315,714 6,663,061 5,595,161 - 2,057,491

921 OFFICE SUPPLIES AND EXPENSES L8921 LBSUBS $ - - - - -

922 ADMIN. EXPENSES TRANSFERRED - CREDIT LB922 LBSUBS $ - - - - -

823 OUTSIDE SERVICES EMPLOYED LB923 LBSUB9 $ - - - - -

924 PROPERTY INSURANCE LB924 TUP $ - - - - -

925 INJURIES AND DAMAGES - INSURAN LB925 LBSUBS $ 27,509 12,804 10,752 - 3,954

926 EMPLOYEE BENEFITS 1.B926 LBSUBS $ 17,136 7.976 6,698 - 2,463

928 REGULATORY COMMISSION FEES 1.B928 TUP $ - - - - -

929 DUPLICATE CHARGES-CR LB929 LBSUB9 $ - - - - -

930 MISCELLANEOUS GENERAL EXPENSES .B830 LBSUBY $ - - - - -

931 RENTS AND LEASES LB931 PGP $ - - - - -

935 MAINTENANCE OF GENERAL PLANT LB935 PGP $ 74,827 65,674 - - 8,253
Total Administrative and General Expense LBAG $ 14,435,286 $ 6,749,515 $ 5612610 $ - $ 2,073,181
Total Operation and Maintenance Expenses TL.B $ 60,003,210 $ 27,958,508 $ 23422401 $ - 3 8,622,301
Operation and Maintenance Expenses Less Purchase Power LBLPP $ 60,003.210 $ 27,958,509 § 23422401 § - $ 8,622,301

Case No. 2011-00036
Exhibit Seelye-2
Page 12 of 14



BIG RIVERS ELECTRIC CORPORATION
Cost of Service Study
Functional Assignment and Classification

12 Months Ended
October 2010
Functional Total Production Production Steam Transmission
Description Name Vector System Demand Energy Direct Demand
Other Expenses
Depreciation Expenses
Production DEPRDPZ2 PPROD $ 28,815,395 28,815,385 - - -
Transmission DEPRDP3 PTRAN $ 5,182,459 - - - 5,182,459
Transmission DEPRDP4 PTRAN $ - - - - -
Distribution DEPRDPS PDIST $ - - - - -
General & Common Plant DEPRDP6& PGP 3 238,155 208,744 - - 28,411
Other Plant DEPROTH TPIS $ - B - - -
Total Depreciation Expense TDEPR $ 34,236,009 29,024,140 - - 5,211,869
Accretion Expense
Production ACRTNP FO17 $ - - - - -
Transmission ACRTNT PTRAN $ - - - - -
Distribution ACRTND PDIST 3 - - - - -
Total Accretion Expense TACRTN $ - 3 - $ - $ - $ -
Property Taxes & Other PTAX TUP $ {94,563) (82,705) - - (11,858)
Amortization of Investment Tax Credit OTAX TUP $ - - - - -
Other Expenses oT TUP $ (365,864) {319,986) - - (45,878)
interest INTLTD TUP $ 47,622,710 41,650,895 - - 5,871,715
Other Deductions DEDUCT TUP $ 108,257 95,557 - - 13,700
Total Other Expenses TOE $ 81,507,548 $ 70,368,000 $ - $ - $ 11,139,549
Total Cost of Service (O&M + Other Expenses) $ 527,434,388 $ 181,123,310 $ 317,276,572 $ - $ 29,034,508

Case No. 2011-00036
Exhibit Seelye-2
Page 13 of 14



BIG RIVERS ELECTRIC CORPORATION

Cost of Service Study
Functional Assignment and Classification
12 Months Ended
October 2010

Functional Total Production Production Steam Transmission
Description Name Vector System Demand Energy Direct Demand
Functional Vectors
Production Plant F0o1 1.000000 1.000000 0.000000 0.000000 0.000000
Transmission Plant FO02 1.000000 0.000000 0.000000 0.000000 1.000000
Distribution Plant F003 1.000000 0.000000 0.000000 0.000000 1.000000
Production Plant FO17 1.000000 0.000000 1.000000 0.000000 0.000000
Provar PROVAR 1.000000 0.000000 1.000000 0.000000 0.000000
PROFIX PROFIX 1.000000 1.000000 0.000000 0.000000 0.000000
Distribution Operation Labor F023 - - - - -
Distribution Maintenance Labor F024 - - - - -
Customer Accounts Expense 028 1.000000 0.000000 0.000000 0.000000 1.000000
Customer Service Expense F026 1.000000 0.000000 0.000000 0.000000 1.000000
Purchased Power Energy OmMPP 1.000000 0.000000 1.000000 0.000000 0.000000
Purchased Power Demand OMPPD 1.000000 1.000000 0.000000 0.000000 0.000000
Purchased Power BREC Share of HMP&L Station Two OMPPH 58,293,374 13,175,571 45,117,803 0.000000 0.000000
Production Energy Energy 1.000000 0.000000 1.000000 0.000000 0.000000
internally Generated Functional Vectors
Total Prod, Trans, and Dist Plant PT&D 1.000000 0.876506 - - 0.123494
Total Transmission Plant PTRAN 1.000000 - - - 1.000000
Operation and Maintenance Expenses Less Purchase Power OMLPP 1.000000 0.493553 0.426703 - 0.079744
Total Plant in Service TPIS 1.000000 0.876506 - - 0.123494
Total Operation and Maintenance Expenses (Labor) TLB 1.000000 0.465950 0.390352 - 0.143697
Sub-Total Prod, Trans, Dist, Cust Acct and Cust Service OoMsuB2 1.000000 0.232111 0.734801 - 0.033087
Total Steam Power Operation Expenses (Labor) £BSUB1 1.000000 0.833374 0.166626 - -
Total Steam Power Generation Maintenance Expense (Labor) LBSUB2 1.000000 0.078617 0.921383 - -
Total Transmission Labor Expenses LBTRAN 1.000000 - - - 1.0000000
Sub-Total Labor Exp LBSUB?7 1.000000 0.465437 0.390841 - 0.143723
Total General Plant PGP 1.000000 0.876506 - - 0.123494
Total Production Plant PPROD 1.000000 1.000000 - - -
Total Intangible Plant INTPLT 1.000000 0.876506 - - 0.123494

Case No. 2011-00036
Exhibit Seelye-2
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BIG RIVERS ELECTRIC CORPORATION
Cost of Service Study

Rate Schedule Allocation

12 Months Ended

October 2010
Large Total

Description Ref Name Rurals Industrials Smelters System
Plant in Service
Power Production Plant

Production Demand TPIS PLPDMD $ 524,448,481 3 144,392,793 $ 1,034,239,358 § 1,703,080,632

Production Energy TPIS PLPENG $ - $ - 3 - $ -

Production - Steam Direct TPIS PLPSTM $ - $ - $ - $ -
Total Power Production Plant PLPT $ 524,448,481 $ 144,392,793 $ 1,034,239,358 $ 1.703,080,632
Transmission Plant TPIS PLTRN $ 73,891,531 $ 20,344,047 3 145,717,897 $ 239,953,475
Distribution Substation TPIS PLDST $ - $ - $ - $ -
Distribution Other TPIS PLDMC $ - $ - $ - $ -
Total PLT $ 598,340,013 § 164,736,840 $  1,179,957,254 $ 1,943,034,107

Case No. 2011-00036
Exhibit Seelye-3
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BIG RIVERS ELECTRIC CORPORATION
Cost of Service Study
Rate Schedule Allocation

12 Months Ended
October 2010
Large Total

Description Ref Name Rurals industrials Smelters System
Net Utility Plant
Power Production Plant

Production Demand NTPLANTNTPDMD $ 290,680,307 $ 80,031,010 $ 573,236,505 $ 943,947,822

Production Energy NTPLANTNTPENG 3 - $ - $ - $ -

Production - Steam Direct NTPLANTNTPSTM $ - $ - $ - 3 -
Total Power Production Plant NTPT 3 290,680,307 $ 80,031,010 $ 573,236,505 $ 943,947,822
Transmission Plant NTPLANTNTTRN $ 43,473,700 $ 11,869,315 $ 85732370 $ 141,175,384
Distribution Substation NTPLANTNTDST $ - $ - $ - $ -
Distribution Other NTPLANTNTDMC $ - $ - $ - $ -
Total NTPLT $ 334,154,007 $ 92,000,324 $ 658,968,874 $ 1,085,123,206

Case No. 2011-00036
Exhibit Seelye-3
Page 2 of 15



BIG RIVERS ELECTRIC CORPORATION
Cost of Service Study
Rate Schedule Allocation

12 Months Ended
October 2010
Large Total

Description Ref Name Rurals Industrials Smelters Systern
Net Cost Rate Base
Power Production Plant

Production Demand RB RBPDMD $ 310,356,615 $ 85,448,352 § 612,039,195 § 1,007,844,162

Production Energy RB RBPENG $ 2,794,152 $ 1,059,737 $ 8,115,354 § 11,969,243

Production - Steam Direct RB RBPSTM $ - $ - $ - $ -
Total Power Production Plant RBPT $ 313,150,767 § 86,508,083 $ 620,154,549 $ 1,019.813,405
Transmission Plant RB RBTRN $ 46,334,126 $ 12,756,856 $ 91,373.277 $ 150,464,259
Distribution Substation RB RBDST $ - $ - $ - $ -
Distribution Other RB RBDMC $ - $ - $ - $ -
Total RBPLT $ 350,484,893 $ 99,264,945 $ 711,627,826 % 1,170,277,664

Case No. 2011-00036 -
Exhibit Seelye-3
Page 3 of 15



BIG RIVERS ELECTRIC CORPORATION
Cost of Service Study
Rate Schedule Allocation

12 Months Ended

October 2010
Large Total

Description Ref Name Rurals industrials Smelters System
Operation and Maintenance Expenses
Power Production Plant

Production Demand TOM OMPDMD 3 34,106,108 $ 9,390,200 $ 67,259,000 $ 110,755,309

Production Demand Reallocation of Purchased Power $ 3,187,500 $ 877592 § (4,065,082) $ -

Production Energy TOM OMPENG $ 74,066,421 $ 28,091,138 § 215,119,013 § 317.276,572

Production - Steam Direct TOM OMPSTM & - $ - $ - $ -
Total Power Production Plant OMPT $ 111,360,03¢ $ 38,358,931 $ 278,312,921 $ 428,031,881
Transmission Plant TOM OMTRN $ 5,510,593 $ 1,517,194 § 10,867,172 § 17,894,959
Distribution Substation TOM OMDST $ - $ - $ - $ -
Distribution Other TOM OMDMC $ - $ - $ - $ -
Total OMPLT 3 116,870,623 § 39,876,124 $ 289,180,093 §$ 445,926,840

Case No. 2011-00036
Exhibit Seelye-3
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BIG RIVERS ELECTRIC CORPORATION

Cost of Service Study
Rate Schedule Allocation
12 Months Ended
October 2010
Large Total

Description Ref Name Rurals Industrials Smelters System
Labor Expenses
Power Production Plant

Production Demand TLB LBPDMD $ 8,608,573 § 2,370,415 3 16,978,521 § 27,958,509

Production Energy TLB LBPENG $ 5,467,827 $ 2,073,780 % 15,880,783 $ 23,422,401

Production - Steam Direct TLB LBPSTM $ - $ - $ - $ -
Total Power Production Plant LBPT $ 14,077,400 $ 4444195 § 32,859,314 $ 51,380,909
Transmission Plant TLB LBTRN $ 2,665,161 § 731,027 $ 5236,113 $ 8,622,301
Distribution Substation TLB LBDST $ - $ - $ - $ -
Distribution Other TLB LBDMC $ - $ - 3 - $ -
Total LBPLT $ 16,732,561 $ 5175222 § 38,085.427 $ 60,003,210

Case No. 2011-00036
Exhibit Seelye-3
Page 5 of 15



BIG RIVERS ELECTRIC CORPORATION
Cost of Service Study
Rate Schedule Aliocation

12 Months Ended
October 2010
Large Total

Description Ref Name Rurals Industrials Smelters System
Depreciation Expenses
Power Production Plant

Production Demand TDEPR DPPDMD $ 8,837,726 § 2,460,762 % 17625653 $ 29,024,140

Production Energy TDEPR DPPENG $ - $ - $ - $ -

Production - Steam Direct TDEPR DPPSTM $ - $ - $ - $ -
Total Power Production Plant DPPT $ 8,937,725 § 2,460,762 $ 17,625,653 $ 29,024,140
Transmission Plant TDEPR DPTRN $ 1,604,849 3 441,879 § 3,165,041 $ 5,211,869
Distribution Substation TDEPR DPDST $ - $ - $ - $ -
Distribution Other TDEPR DPDMC $ - $ - $ - $ -
Total DPPLT $ 10,542,673 3 2,902,642 § 20,790,694 $ 34,236,009

Case No. 2011-00036
Exhibit Seelye-3
Page 6 of 15



BIG RIVERS ELECTRIC CORPORATION
Cost of Service Study

Rate Schedule Allocation

12 Months Ended

October 2010
Large Total

Description Ref Name Rurals Industrials Smelters System
Property and Other Taxes
Power Production Plant

Production Demand PTAX PRPDMD $ (25,468) $ (7,012) $ (50,225) $ (82.705)

Production Energy PTAX PRPENG $ - $ - $ - $ -

Production - Steam Direct PTAX  PRPSTM $ - $ - $ - $ -
Total Power Production Plant PRPT $ (25,468) $ (7,012) § {50,225) $ (82,705)
Transmission Plant PTAX PRTRN $ (3.652) $ (1,008) $ (7,201) $ (11,858)
Distribution Substation PTAX PRDST $ - $ - $ - $ -
Distribution Other PTAX PRDMC $ - $ - $ - $ -
Total PRPLT $ (29.120) $ (8,017) 8 (57,426) $ (94,563)

Case No. 2011-00036
Exhibit Seelye-3
Page 7 of 15



BIG RIVERS ELECTRIC CORPORATION
Cost of Service Study
Rate Schedule Allocation

12 Months Ended

Qctober 2010
l.arge Total

Description Ref Name Rurais Industrials Smelters System
Interest Expenses
Power Production Plant

Production Demand INTLTD INPDMD $ 12,826,052 $ 3,531,308 § 25,293,634 $ 41,650,895

Production Energy INTLTD INPENG $ - $ - $ - $ -

Production - Steam Direct INTLTD INPSTM $ - $ - $ - $ -
Total Power Production Plant INPT $ 12,826,052 § 3,531,309 $ 25,293,634 § 41,650,995
Transmission Plant INTLTD INTRN $ 1,838,936 $ 506,302 $ 3,626,477 $ 5,971,715
Distribution Substation INTLTD INDST $ - $ - $ - $ -
Distribution Other INTLTD INDMC $ - $ - $ - 3 -
Total INPLT $ 14,664,988 $ 4,037,610 $ 28,920,111 $ 47,622,710

Case No. 2011-00036
Exhibit Seelye-3
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BIG RIVERS ELECTRIC CORPORATION
Cost of Service Study
Rate Schedule Allocation

12 Months Ended
October 2010
Large Total

Description Ref Name Rurals Industrials Smelters System
Cost of Service Summary -- Unadjusted
Operating Revenues

Sales to Members REVUC $ 110,934,700 § 32,110,620 $ 282,406,135 $ 432,451,455

Off System Sales Revenue $ 12,699,303 $ 4615318 $ 59,229,055 $ 76,543,676

Income from Leased Property Net OTHREV $ 45976 $ 12,696 $ 81,001 $ 149,673

Other Operating Revenue & Income OTHREV $ 4,232,543 $ 1,168,737 $ 8,377,466 $ 13,778,745
Total Operating Revenues TOR $ 127,912,522 3 44,907,371 $ 350,103,657 $ 522,923,549
Operating Expenses

Operation and Maintenance Expenses $ 116,870,623 $ 39,876,124 $ 289,180,083 $ 445,926,840

Depreciation and Amortization Expenses $ 10,542,673 $ 2,902,642 $ 20,790,684 § 34,236,008

Property and Other Taxes $ (29,120} $ (8,017) $ {57.426) $ (94,563)
Totai Operating Expenses TOE $ 127,384,177 & 42,770,749 $ 309,913,361 § 480,068,286
Utility Operating Margin $ 528,345 $ 2,136,622 $ 40,180,296 $ 42,855,263
Non-Operating Items

Interest Income $ - $ - $ - $ -

Other Non-Operating income $ - $ - $ - $ -

Other Credits 3 - $ - $ - $ -

Interest on Long Term Debt $ - $ - $ - 3 -

Other Interest Expense $ - $ - $ - $ -

Other Deductions $ - $ - $ - $ -
Total Non-Operating Items $ - $ - $ - $ -
Net Utility Operating Margin TOM $ 528,345 $§ 2,136,622 $ 40,190,296 $ 42,855,263
Net Cost Rate Base $ 359,484,893 § 99,264,945 $ 711527826 § 1,170,277,664

Case No. 2011-00036
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BIG RIVERS ELECTRIC CORPORATION

Cost of Service Study
Rate Schedule Aliocation
12 Months Ended
October 2010
Large Total

Description Ref Name Rurals Industrials Smeiters System
Cost of Service Summary -- Pro-Forma
Operating Revenues
Totai Operating Revenue $ 127,912,522 % 44,907,371 $ 350,103,657 $ 522,923,549
Pro-Forma Adjustments:

To annualize revenue for new industrial customer 2.01 $ - $ 148,752 § - $ 148,752

To adjust mismatch in fuel cost recovery 2.02 FACREV $ (25,166,503) $ (9,525,471) $ (73,123,203) & (107,815,177)

To eliminate Environmental Surcharge revenues 2.03 ESREV $ (5,315,462) $ (2,025,233) $ (15,493,538) $ {22,834,232)

To reflect temperature normalized sates volumes 2.04 $ (421610) § - $ - $ (421,610)

To eliminate Non-FAC PPA revenues 2.05 NFPR $ 2,757,108 % 1,045,800 $ 7,785109 $ 11,588,017

To eliminate WKEC Lease Expenses 2.19 $ (45,978) & (12,6986) $ (91.001) $ (149,673)

To eliminate RRI Domtar Cogen Backup revenues 2.09 $ - $ (1,115,159) $ - $ (1,115,159)

To adjust for Smelter TIER Adjustment Charge 2.22 $ - $ - $ (7,128,947) $ (7.,128,947)
Total Pro-Forma Operating Revenue $ 99,720,079 $ 33,424,364 $ 262,052,077 $ 395,196,520

Case No. 2011-00036
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BIG RIVERS ELECTRIC CORPORATION
Cost of Service Study
Rate Schedule Allacation

12 Months Ended

Qctober 2010
Large Total
Description Ref  Name Rurals Industrials Smelters System
Cost of Service Summary -- Pro-Forma
Operating Expenses
Operation and Maintenance Expenses $ 116,870,623 § 39,876,124 § 289,180,093 $ 445,926,840
Depreciation and Amortization Expenses $ 10,542,673 $ 2,902,642 $ 20,790,694 $ 34,236,009
Property and Other Taxes $ (29,120) $ (8,017) (57,426) $ (94,563)
Adjustments to Operating Expenses:
To annualize expenses for new industrial customer 2.01 $ - $ 110607 s - $ 110,607
To adjust mismatch in fuel cost recovery 2.02 3 {25,685,949) $ (9,722,081) $ (74,632,493) 3 (110,040,523)
To eliminate Environmental Surcharge expenses 2.03 $ (5.462,944) 3 (2,081,425) § (16,823,422) s (23,467,791)
To reflect weather normalized sales volumes 2.04 $ (295,293) $ - $ - $ (295,293)
To eliminate Non-FAC PPA expenses 2.05 $ 2,858,740 $ 1,084,350 $ 8,072,083 $ 12,015,173
To reflect annualized depreciation expenses 2.06 $ 1,825,448 § 530,120 3 3,797,082 $ 6,252,651
To reflect increases in fabor and labor-related costs 2.07 $ 174259 § 53,897 § 396,739 3 624,894
To reflect current interest on construction (CWIP) 2.08 $ 158,826 3 43,728 § 313,213 § 515,767
To eliminate RRI Domtar Cogen Backup expenses 2.09 $ ~ $ (2.086,416) $ - $ (2,086,416)
To reflect levelized production expenses 2.10 $ 1,743,155 $ 479931 § 3437592 § 5,660,678
To reflect levelized production expenses 2.11 $ 839,745 $ 231,201 § 1,656,019 $ 2,726,965
To reflect going forward Information Technology support services 2.12 $ 89,756 § 24,784 3 177654 $ 292,194
To reflect amortizaton of rate case expenses 2.13 $ 86,538 § 23,896 $ 171,285 g 281,719
To reflect MISO related expenses 2.14 $ 1,667,501 $ 459,102 § 3,288,398 $ 5,415,000
To annualize interest on fong-term debt 2.15 $ 21,628 § 5972 § 42,808 $ 70,408
To reflect leased property income (Soaper Building Rent) 2.18 $ (35,797) $ (11,072) 8 (81,500} $ (128,368)
To adjust for costs related to LEM Dispatch 217 $ (288,484) $ (79,426) $ (568,905) $ (936,815)
To adjust for costs related to APM 2.18 $ 63,156 $ 17,388 $ 124,546 $ 205,090
To reflect going forward level of Qutside Services 2.25 $ (725,000) $ {275,000) $ - $ (1,000,000)
To eliminate costs for SFPC membership 2.20 $ (55,530) $ (15,334) (109.811) § (180,775)
To adjust for MISO Case-related expenses 2.21 $ (237,459) $ (65,378) % (468,281) $ {771,118}
To reflect commitment to Energy Efficiency Programs 2.26 $ 725000 $ 275,000 s - $ 1,000,000
To eliminate promo advertising, labbying, donation and econ dey 2.23 $ {130,114) $ (45.872) (331,230} 3 (507,216)
To reflect going forward level of income taxes 2.24 $ 56,378 § 15,522 § 111,182 8 183,084
Total Expense Adjustments 3 (22,506,439) $ (11,026,504) $ (70,527,141) § (104,060,084)
Total Operating Expenses TOE $ 104,877,738 $ 31,744,245 § 239,386,220 $ 376,008,202
Utility Operating Margins — Pro-Forma $ {5.157,658) $ 1,680,119 § 22,665,857 $ 19,188,318
Non-Operating items 3 - $ - $ - $ -
Total Non-Operating Items $ - $ - $ - $ -
Net Utility Operating Margin [ (5,157,658) $ 1,680,118 @ 22,665,857 $ 19,188,318
Net Cost Rate Base $ 359,484,893 3 98,264,945 3 711,627,826 % 1,170,277.664
|Return on Rate Base — Utility Operating Margin Divided by Rate Base i -1.43%] 1.69%] 3.19%] 1.64%}

Case No. 2011-00036
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BIG RIVERS ELEC1~iC CORPORATION

Cost of Service Study
Rate Schedule Allocation

12 Months Ended
October 2010
Large Total
Description Ref Name Rurals Industrials Smelters System
Cost of Service Summary - Pro-Forma (Proposed Rate Increase)
Operating Revenues
Total Operating Revenue $ 99,720,079 § 33,424,364 262,052,077 395,196,520
Pro-Forma Adjustments:
To Reflect Proposed Increase $ 14,172,003 $ 3,228,566 22,553,396 39,853,965
Total Pro-Forma QOperating Revenue $ 113,892,082 $ 36,652,930 284,605,473 435,150,485
Operating Expenses
Total Operating Expenses $ 104,877,738 31,744,245 239,386,220 376,008,202
Utility Operating Margins -- Pro-Formed for Increase 3 9,014,344 4,908,685 45,219,262 §9,142,283
Net Cost Rate Base $ 359,484,893 99,264,945 711,527,826 1,170,277,664
[Rate of Return | 2.51%] 4.95%] 6.36%] 5.05%|

Case No. 2011-00036
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BIG RIVERS ELECTRIC CORPORATION
Cost of Service Study
Rate Schedule Allocation

12 Months Ended
October 2010

Large Total
Description Ref Name Rurals Industrials Smelters System
Allocation Factors
Energy Allocation Factors
Energy Usage by Class E01 0.233444 0.088538 0.678017 1.000000
Customer Allocation Factors
Rev RO1 110,934,700 39,110,620 282,406,135 432,451,455
Energy Energy 2,449,147,804 928,887,170 7,113,321,360 10,491,356,334
FAC Revenue Allocator FACA 2,449,147,804 928,887,170 7,113,321,360 10,491,356,334
Base Fuel Revenue Allocator BSFL 2,449,147.804 928,887,170 7.113,321,360 10,491,356,334
Fuel Expense Applicable to FAC Allocator FACEX 2,449,147, 804 928,887,170 7,113,321,360 10.491,356,334
Energy - NonSmelter EnergyNS 1 0 - 1
Energy - Smelter only EnergyS - - 1 1
Customers (Metering Points) Cust0s 3 1 2 6
Energy - Rurals only EnergyR 1.0000 - - 1.0000
Demand Allocators
Steam - Direct Assignment STMD - - - -
Substation Allocator SUBA - B - -
Production 1 CP Demands 1CP 554,980 151,856 850,000 1,556,837
Production 2 CP Demands 2CP 1,051,963 239,828 1,700,000 2,981,792
Production 4 CP Demands 4CP 2,036,530 473,879 3,400,000 5,910,408
Production 6 CP Demands 8CP 2,979,160 721,110 5,100,000 8,800,270
Production 12 CP Demands 12CP 5,172,279 1,424,048 10,200,000 16,796,327
Production CP Allocation Method Used: CP 0.307941 0.084783 0.607276 1.000000
Sum of Individual Class Demands 5,226,823 1,751,743 10,200,000 17,178,566
Transmission 12 CP Demand 12CPTR 5,172,279 1,424,048 10,200,000 16,796,327

Case No. 2011-00036
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BIG RIVERS ELECTRIC CORPORATION
Cost of Service Study
Rate Schedule Allocation

12 Months Ended
October 2010
Large Total

Description Ref Name Rurals Industrials Smelters System
Production Energy Allocation
Production Energy Residual Allocator PENGA 2,449,147.804 928,887,170 7.113,321,360 10,491,356,334
Praduction Energy Costs - - - -
Member Specific Assignment - - - -
Production Energy Residual 74,066,421 28,091,138 215,119,013 317,276,572
Production Energy Total PENGT 74,066,421 28,091,138 215,118,013 317,276,572
Production Energy Total Aliocator PENG 0.233444 0.088538 0.678017 1.000000
FAC Expense Residual Allocator FACALL 2,4439,147,804 928,887,170 7.113,321,360 10,491,356,334
FAC Expense Cost - - - -
Member Specific Assignment - - - -
FAC Expense Residual 25,821 8,793 74,993 110,607
FAC Expense Total FACT 25,821 9,793 74,993 110,607
FAC Expense Aflocator FACAL 0.233444 0.088538 0.678017 1.000000
OSS Allocated Amount OSSRBA 313,150,767 86,508,089 - 399,658,856
Off-System Sales Allocator
Off-System Sales Revenue 4,898,710 1,353,272 - 6,251,982
Specific Assignment - - 70,291,505 70,291,505
Total OSS Assignments TOSSA 4,898,710 1,353,272 70,291,505 76,543,487

- - 28,015,863 28,015,863
Estimated Gross Revenues for Smelter Surplus Sales R - - 70,291,505 70,291,505
Energy Expenses for Smelter Surplus Sales E
Surplus Sales Credit
Less: Adjustment to Reallocate Expenses
Off-System Sales Variable Operating Costs Allocated on kWh (10,746,839) (4,075,9489) (31,213,193) (46,035,981)
Off-System Sales Variable Operating Costs Allocated on Rate Base 2,946,247 813,902 42,275,642 46,035,791
Net Expense Adjustment (7,800,593) (3,262,046) 11,062,450 (189)
Off-System Sales Allocator OSSALL 12,699,303 4,615,318 59,229,055 76,543,676
Smelter Off System Sales Revenues shown in COS
Variable Expenses Allocated for Off-System Sales to Smelters in COS

Off-System Sales Margins Allocated to Smelters in COS

Removal of Purck Power Exp Related to Surplus and Curtailed Power Recorded in Accounts 555 (Aican) and 5§57 (Century)
Purchased Power Demand Allocated to all via CP 8,341,512 2,296,611 16,448,891 27,088,015
Purchased Power Demand To Be Reallocated - - (4,065,092) (4,065,092)
Recalculated CP Allocation o o] - ]
Purchased Power Demand Allocation Adjustment Factor PPDAAF 0.784115 0.215885 - 1.0000000
Purchased Power Demand Allocation Adjustment 3,187,500 877,592 (4,0865,092) -

Case No. 2011-00036
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BIG RIVERS ELECTRIC CORPORATION
Cost of Service Study
Rate Schedule Allocation

12 Months Ended
October 2010

Large Total
Description Ref Name Rurals Industrials Smelters System
Operating Expenses
Expenses before Adjustments
Production Demand $ 54,815438 $ 16,091,958 § 97,747,856 § 167,655,252
Production Energy $ 68,787,409 § 26,088.969 % 199,786,613 § 294,662,992
Production Steam - Direct Assignment $ - $ - $ - $ -
Transmission Demand $ 9,767,051 $ 2,689,085 $ 19,261,126 § 31,717,271
Distribution Substation 3 - $ - $ - 3 -
Distribution Other 3 - $ - $ - $ -
Total $ 133,369,898 $ 43,870,022 3 316,795,596 $ 494,035,516
Expenses After Adjustments
Production Demand $ 54815438 § 15,091,958 $ 97,747,856 $ 167,655,252
Production Energy $ 68,787,408 $ 26,088,969 $ 199,786,613 § 294,662,992
Production Steam - Direct Assignment $ - $ - 3 - $ -
Transmission Demand $ 9,767,051 $ 2,689,095 $ 19,261,126 § 31,717,271
Distribution Substation $ - $ - $ - $ -
Distribution Other $ - $ - $ - $ -
Total $ 133,369,898 $ 43,870,022 3 316,795,596 $ 494,035,516
Expenses After Adjustments for Rate Calculation
Production Demand $ 37,837,616 3 9295207 $ 30,050,335 $ 77,183,158
Production Energy $ 68,787,408 § 26,088969 $ 199,786,613 % 294,662,992
Production Steam - Direct Assignment $ - $ - $ - $ -
Transmission Demand $ 8,767,051 § 2,689,095 $ 18,261,126 § 31,717,271
Distribution Substation $ - $ - $ - $ -
Distribution Other 3 - $ - $ - $ -
Totai $ 116,302,076 $ 38,073,271 % 249,098,074 $ 403,563,421
Rate Base
Production Demand $ 310,356,615 & 85,448,352 $ 612,039,195 $ 1.007,844,162
Production Energy $ 2,794,152 § 1,059,737 $ 8,115,354 $ 11,869,243
Production Steam - Direct Assignment $ - $ - $ - $ -
Transmission Demand 3 46,334,126 $ 12,756,856 $ 91,373,277 $ 150,464,259
Distribution Substation $ - $ - $ - $ -
Distribution Other $ - $ - $ - $ -
Total $ 359,484,893 % 99,264,945 $ 711,527826 $ 1,170,277,664
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Big Rivers Electric Corporation
Reconciliation of Billing Determinants
For the 12 Months Ended October 31, 2010

Billing
Rate Determinants Charge Billing_s_
Rural Delivery Point Service
Demand Charge kW-Mo 7.37 /kW-Mo
Kenergy 2,643,407 $ 19,481,910
Jackson Purchase 1,492,514 10,999,828
Meade County 1,091,806 8,046,610
5,227,727 38,528,348
Energy Charge kWh $ 0.02040 /KWh
Kenergy 1,255,008,258 $ 25602,168
Jackson Purchase 694,512,540 14,168,056
Meade County 499,627,006 10,192,391
2,449,147 804 49,962,615
Total Demand and Energy Charges $ 88,490,963
Green Power 401.36
Fuel Adjustment Clause 25,166,503
Environmental Surcharge 5,315,462
Unwind Surcredit (8,038,629)
Total $ 110,934,700
Revenues per Statement of Operations $ 110,934,700
Difference s __ {0)
Large Industrial Customer Delivery Point Service
Demand Charge 1,743,869 kW-Mo 1015 kW-Mo  $ 17,700,270
Energy Charge 928,887,170 kWh $ 0.01372 /kWh 12,739,688
Total Demand and Energy Charges $ 30,439,958
Green Power -
Power Factor Provision and Off-System Sales Credit 172,750
Fuel Adjustment Clause 9,525,471
Environmental Surcharge 2,025,233
Unwind Surcredit (3,052,791)
Total $ 39,110,620
Revenues Per Statement of Operations $ 39,110,620
Difference $ )
Total $ 150,045,320
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BIG RIVERS ELECTRIC CORPORATION
12 Months Ended October 31, 2010

Non FAC PPA Base Calculation

Monthly Rate  Current Base Monthly

Expense PP(m) S(m) PP(m)/ S(m) PP(b) / S(b) Factor

Month 3 kWh $ / kWh $ / kWh $/ kWh

Q) ) 3 4 ) (6)

Nov-09 857,210 823,074,275 0.001041 0.001750 (0.000709)
Dec-09 32,675 915,375,535 0.000036 0.001750 (0.001714)
Jan-10 1,269,343 955,677,721 0.001328 0.001750 (0.000422)
Feb-10 435,979 860,254,282 0.000507 0.001750 (0.001243)
Mar-10 434,796 872,673,993 0.000498 0.001750 (0.001252)
Apr-10 880,947 803,411,031 0.001097 0.001750 (0.000653)
May-10 996,887 852,213,743 0.001170 0.001750 (0.000580)
Jun-10 782,758 895,570,310 0.000874 0.001750 (0.000876)
Jul-10 836,859 936,197,462 0.000894 0.001750 (0.000856)
Aug-10 473,665 948,595,005 0.000499 0.001750 (0.001251)
Sep-10 503,904 838,888,879 0.000601 0.001750 (0.001149)
Oct-10 1,122,128 822,198,468 0.001365 0.001750 (0.000385)
Total 8,627,151 10,524,030,704 0.000820 0.001750 (0.000930)
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Big Rivers Electric Corporation
Calculation of Proposed Rate fncrease
Based on the 12 Months Ended October 31, 2010

Sum of Sum of
Proposed Rates Base Rate Increase, Base Rate Increase,

Adjusted Adjusted Base Estimated Credits TIER Decrease TIER Decrease Impact of

Revenue Revenue Rate TIER From Amortization and Amortization and Amortization Lowering the
at Current at Prop R Adjustment of Non-FAC PPA of Non-FAC PPA of Non-FAC PPA Non-FAC PPA Net Net
Rates Rates Increase Decrease Balance Balance Balance Base Increase Increase
Class ($) ($) ($) ($) ($) ] (%) 8) ($) (%)
Rural 110,513,085 124,685,092 14,172,003 - (2,340,068) 11,831.935 10.71% (2,145,453) 9,686,481 8.77%
Large Industrial 39,260,372 42,488,938 3,228,566 - (896.009) 2,332,557 5.94% (813,705) 1,518,852 3.87%
Non-Smelter 149,773,461 167,174,030 17,400,569 - {3,236,077) 14,164,492 5.46% (2,959,159) 11,205,333 7.48%
Smelters 282,391,841 297,830,583 22,553,396 (7,114,653) - 15,438,743 5.47% - 15,438,743 5.47%
Total 432,165,302 465,004,614 39,953,965 {7.114,653) (3.236,077) 29,603,235 6.85% (2,959,159) 26,644,076 6.17%

Case No. 2011-00036
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Big Rivers Electric Corporation
Reconciliation of Billing Determinants
For the 12 Months Ended October 31, 2010

i Current Rate | Proposed Rate before Non-FAC PPA Roll-in I Proposed Rate after Non-FAC PPA Roflin ]
Billing
Rate Determinants Charge Billings Charge Billings Charge Billings
Rural Delivery Point Service
Demand Charge NCP (current) 5227727 kW-Mo 7.3700 KW-Mo § 38,528,348
cp (proposed} 5,172.279 kW-Mo 10.1880 /kW-Mo $ 52,700,351 10.1880 $ 52,700,351
Energy Charge 2/448,147,804 kWh $ 002040 KWh 49,962,615 $ 0.020400 &Wh 49,962,615 $ 0.018524 /kWh 47,817,162
Total Demand and Energy Charges $ 88490963 $ 102,662,966 $ 100,517,512
Green Power 401.36 401.36 401.36
Fuel Adjustment Clause 25,166,503 25,166,503 25,166,503
Environmental Surcharge 5,315,462 5,315,462 5,315,462
Unwind Surcredit (8,038,629) (8,038,629) (8,038,629)
Non-FAC PPA Accruals - - 2,145,453
Estimated Credits from Amort of NFPPA Batance (2,340,068) (2,340,068)
Temperature Normalization Adjustment {20,667,174) kWh &  0.02040 AWh (421,610) $ 0.020400 /kWh (421,610) (421,610)
— —
Total $ 110,513,089 $ 122,345,024 $ 122,345,024
B B ]
Increase $ 11,831,935 11,831,935
Percentage increase 10.71% 10.71%
Large Industrial Customer Delivery Point Service
Demand Charge 1,743,869 KW-Mo 10.15 kW-Mo $ 17,700,270 10.8975 KkW-Mo & 19,003,812 10.8975 $ 19,003,812
Energy Charge 928,887,170 kWh $ 0.013715 /KkWh 12,738,688 $ 0.015761 /kWh 14,639,952 $ 0.014885 13,826,246
Total Demand and Energy Charges $ 30,438,958 $ 33,643,764 $ 32,830,059
Green Power -
Power Factor Provision and Off-System Sales Credit 172,750 185,472 185,472
Fuel Adjustment Clause 9,525,471 9,525,471 9,525,471
Environmental Surcharge 2,025,233 2,025,233 2,025233
Unwind Surcredit (3,052,791) {3,052,791) (3.062,791)
Non-FAC PPA Accruals - - 813,705
Estimated Credits from Amort of NFPPA Balance (896.,009) (896,009)
Current Industrial Customer Adjustment - Demand 13,437 kW-Mo 10.15 KW-Mo 136,384 10.8975 /KW-Mo 146,428 146,428
Current Industrial Customer Adjustment - Energy 974,674 kWh $ 0.013715 /K&KWh 13,368 § 0.015761 /kWh 15,362 15,362
———— [ e
Total 3,358,342,474 kWh $ 39,260,372 $ 41,692,929 $ 41592929
% r—z—-——ﬁ_ e e
Increase § 39260372 $ 2,332,557 $ 2,332,557
Percentage Increase 5.94% 5.94%

Case No. 2011-00036
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Big Rivers Electric Corporation
Calculation of Proposed Rate Increase
Based on the 12 Months Ended October 31, 2010

SMELTERS

Base Energy Charge

Base Fixed Energy Charge

Base Variable Energy Charge
Total Base Energy Charge

Other Charges or Credits
Supplemental Power {Section 4.3)
Backup Energy Charge (Section 4.4}
Transmission Charge (Section 4.5)
Excess Reactive Demand Charge (Section 4.6)
TIER Adjustment Charge (Section 4.7.1)
FAC (Section 4.8.1}
Non-FAC PPA
Environmental Surcharge {Section 4.8.3)
Amortization of Restructuring Amount (Section 16.5.1)
Less: Rebate (Section 4.9)
Less: Equity Development Credit (Section 4.10)
Surcharge (Section 4.11)
Surpius Sales (Section 4.13.1)
Undeliverable Energy Sales {Section 4.13.1)
Potline Reduction Sales (Section 4.13.1)
Curtailment of Purchased Power (Section 4.13.2)
Economic Sales (Section 4.13.3)
Other Credits (Section 4.14)
Taxes (Section 4.15)
Other Amounts {Section 5.1)
Billing Adjustments

Total
Increase (Decrease)

Percentage Increase (Decrease)

Case No. 2011-00036
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Billing
Units

7.2597,080,000 kwh
(183,758,640) kwh

7,113,321,360 kWh

8,151,430 kwh

(769,627,000} kwh

incl w/SS kwh

6,351,845,790

Current Rate

Proposed Rate

Proposed Rate after Non-FAC PPA Roll-in

Rate

0.028153 /kwh

0.012470 /kWh

0.039977 /kWh

0.038166 /kwh

0.038166 /kWh

Billings

$ 205434,693.24

(2,291,470.24)

—
$ 203,143,223.00
2. 205.243,223.00

s -
353,379.80

14,229,306.00
73,123,202.72
(6,337,959.88)
15,493,537.87

11,466,492.00
(28,015,862.60)

(1,717,347.75)
(3,818.03)
657,687.71

———
$ 282.391,840.83

Rate

0.031244 /kwh

0.012470 /kWh

Billings

$ 227,988,088.84

(2,291.470.24)

— e
$ _225,696,618.60
= leDroaleen

S -
353,379.80
7,114,653.00
73,123,202.72
(6,337,959.88)
15,493,537.87

11,466,492.00
(28,015,862.60)

(1,717.347.75)

{3.818.03)
657,687.71

-

$ 15,438,742.60

5.47%

Rate

0.030368 /kwh

0.012470 /kwh

Billings

$  221,595,846.76

(2,291,470.24)

S -
353,379.80
7.114,653.00
73,123,202.72
54,282.20
15,493,537.87

11,466,492.00
(28,015,862.60)

(1,717,347.75)

(3,818.03)
657,687.71

$  15438,742.60

5.47%

——
$ 219.304,376.52
el LA L

—
$ 297,830,583.43
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For All Territory Served By
Cooperative’s Transmission System

P.S.C.KY.NO. 24
Original SHEET NO. 59
Big Rivers Electric Corporation CANCELLING P.S.C.KY.NO.
(Name of Utility)
SHEET NO.

RATES, TERMS AND CONDITIONS —~ SECTION 2
Non-Smelter Non-FAC PPA

Applicability
Applicable in all territory served by Big Rivers’ Member Cooperatives.

Availability
To all sales under the following Big Rivers standard rate schedules: (i) Rural Delivery Service,
(ii) Large Industrial Customer, and (iii) Large Industrial Customer Expansion, but only to the
extent of service priced under schedule LIC.

Definitions
Please see Section 4 for definitions common to all tariffs.

“Smelters” are the aluminum reduction facilities of Alcan Primary Products Corporation and
Century Aluminum of Kentucky General Partnership, as further described in the Wholesale
Smelter Agreements.

“Smelter Agreements™ are the two Wholesale Electric Service Agreements each dated as of July
1, 2009, between Big Rivers and Kenergy with respect to service by Kenergy to a Smelter.

Description
The Non-Smelter Non-FAC PPA (“NSNFP”) Factor shall be calculated as a per-k Wh billing
credit or charge applied on a monthly basis, for each applicable rate schedule as follows:

NSNFP Factor = RA / KWH

Where
RA is the balance in the NSNFP Regulatory Account, established pursuant to the March
6, 2009 Order of the Public Service Commission in Case No. 2007-00455, as of June 30"
of the current year and determined as provided below in the “Calculation of Purchased
Power Expense” section;
and

K WH is the estimated Non-Smelter Applicable Sales (NSS), defined below, for the
twelve month service period beginning September 1 of the current year through and
including August 31* of the following year

DATE OF ISSUE March 1, 2011 - DATE EFFECTIVE _April 1, 2011

ISSUED BY President and Chief Executive Officer
Big Rivers Electric Corporation, 201 3" St., Henderson, KY 42420

Case No. 2011-00036
Exhibit Seelye-7
Page 1 of 5



For All Territory Served By
Cooperative’s Transmission System

P.S.C.KY.NO. 24
Original SHEET NO. 60
Big Rivers Electric Corporation CANCELLING P.S.C.KY.NO.
(Name of Utility)
SHEET NO.

RATES, TERMS AND CONDITIONS — SECTION 2
Non-Smelter Non-FAC PPA contd

The NSNFP Factor shall be calculated based upon the June 30" balance and applied to bills for
service beginning September 1 of the current year. The current NSNFP Factor shall remain in
place for service through and including August 31% of the following year, at which time it will be
updated in accordance with the formula above.

An over- or under- recovery shall be calculated using actual amounts and shall be included in the NSNFP
Regulatory Account balance for recovery in the subsequent period.

Special Conditions

1) First Twelve Months

For the initial implementation of this rate mechanism, the NSNFP Factor shall be designed fo
return the Regulatory Liability balance as of June 30, 2011, over twenty-four (24) months
beginning with the bills for September 2011 service. After this factor has been in place for
twenty-four (24) months, any remaining over- or under- recovery shall be included in the Non-
FAC PPA Regulatory Account balance for recovery in the subsequent period.

2) Second Twelve Months

For the service periods beginning September 1, 2012, and ending August 31, 2013, two NSNFP
Factors shall be in place. The first is the credit for months thirteen (13) through month twenty-
four (24) of the credit noted in the First Twelve Months section above. The second is the NSNFP
Factor calculated in accordance with the standard formula:

NSNFP Factor = RA / KWH
Where
RA is the Non-FAC PPA Regulatory Account balance as of June 30, 2012 and

KWH is the estimated Non-Smelter Applicable Sales (NSS) for the twelve (12) months
beginning September 1, 2012 through and including August 31, 2013,

The two NSNFP Factors will be applied simultaneously over the twelve month service period
from September 1, 2012 to August 31, 2013.

DATE OF ISSUE March 1, 2011 DATE EFFECTIVE __April 1, 2011

ISSUED BY President and Chief Executive Officer
Big Rivers Electric Corporation, 201 398t Henderson, KY 42420

Case No. 2011-00036
Exhibit Seelye-7
Page 2 of 5



For All Territory Served By
Cooperative’s Transmission System

P.S.CKY.NO. 24
Original SHEET NO. 61
Big Rivers Electric Corporation CANCELLING P.S.C.KY.NO.
(Name of Utility)
SHEET NO.

RATES, TERMS AND CONDITIONS — SECTION 2
Non-Smelter Non-FAC PPA contd.

3) Third Twelve Months and Subsequent Twelve-Month Periods

For the service periods beginning September 1, 2013, only one NSNFP Factor shall be in place,
calculated in accordance with the standard formula noted herein,

Calculation of Purchase Power Expense

Purchased Power Expense:
The monthly amount of purchased power expense that is recorded in the NSNFP Regulatory
Account (PP(x)) is determined as provided in this section.

Definitions:
“Account” is the specified numbered account as set forth in the Uniform System of Accounts —
Electric, promulgated under Bulletin 1767B-1 by the Rural Utilities Service, an agency of the U.S.
Department of Agriculture.

“SEPA” is the Southeastern Power Administration, an agency of the U.S. Department of Energy, or
any successor agency.

“Wholesale Smelter Agreements” are the Alcan Wholesale Agreement and the Century Wholesale
Agreement.

Determination of the PP(x):
The PP(x) shall be determined in accordance with the following formula:
PP(x) = (PP(m)/S(m) - PP(b)/S(b)) x NSS(m)

Where PP(m) is the current Purchased Power Costs for the month; S(m) is the current Applicable
Sales; PP(b) is the Purchase Power Cost for the base period; and S(b) is the sales in the base period,

DATE OF ISSUE March 1, 2011 DATE EFFECTIVE _April 1, 2011

ISSUED BY President and Chief Executive Officer
Big Rivers Electric Corporation, 201 35t Henderson, KY 42420

Case No. 2011-00036
Exhibit Seelye-7
Page 3 of 5



For All Territory Served By
Cooperative’s Transmission System

P.S.C.KY.NO. 24
Original SHEET NO. 62
Big Rivers Electric Corporation CANCELLING P.S.C.KY.NO.
(Name of Utility)
SHEET NO.

RATES, TERMS AND CONDITIONS — SECTION 2
Non-Smelter Non-FAC PPA contd

For the initial base period, PP(b)/S(b) (the “Purchased Power Base”) is $0.000874.
Purchased Power Costs (PP) shall be the sum of:

(a) The total cost of power purchased (including purchases from SEPA) that
is expensed by Big Rivers to Account 555 (excluding those costs that are recovered
through Big Rivers’ FAC and excluding costs expensed to Account Nos. 555.150,
555.151, 555.152 and related accounts regarding Big Rivers’ cost share of HMP&L’s
Station Two, and to Account No. 555.188 and related accounts regarding Big Rivers’
purchase of back-up power for the Domtar cogenerator) including transmission and
related costs that are expensed to Account 565.

(b The total amount of any adjustments to Purchased Power Costs
attributable to prior months, whether positive or negative; and

(c) The total cost of amounts credited by Big Rivers to Kenergy with respect
to voluntary curtailments under Section 4.13.2 of either Smelter Wholesale Agreement to
allow Big Rivers to avoid market priced purchases of power.

Less:

(d) The total cost of power purchased directly associated with sales
(including related system energy losses) by Big Rivers either to non-Member purchasers
of power or to Kenergy under either Wholesale Smelter Agreement for resale to either
Smelter as energy products other than Base Monthly Energy, assuming SEPA power
followed by the lowest cost power, whether generated or purchased, shall be allocated to
Applicable Sales.

Applicable Sales (S) shall be all kilowatt-hours sold at wholesale by Big Rivers (a) to its
Members under all electric rate schedules, including the Large Industrial Rate, for resale to
Kentucky ratepayers (other than by Kenergy to the Smelters and to Domtar for Backup Power
Service), and (b) to Kenergy as Base Monthly Energy as defined in each of the Wholesale
Smelter Agreements.

DATE OF ISSUE March 1, 2011 DATE EFFECTIVE __April 1, 2011

ISSUED BY President and Chief Executive Officer
Big Rivers Electric Corporation, 201 3" St., Henderson, KY 42420

Case No. 2011-00036
Exhibit Seelye-7
Pased of 5



For All Territory Served By
Cooperative’s Transmission System

P.S.C.KY.NO. 24
Original SHEET NO. 63
Big Rivers Electric Corporation CANCELLING P.S.CKY.NO.
(Name of Utility)
SHEET NO.

RATES, TERMS AND CONDITIONS — SECTION 2
Non-Smelter Non-FAC PPA contd

Non-Smelter Applicable Sales (NSS) shall be all kilowatt-hours sold at wholesale by Big Rivers
to its Members under all electric rate schedules, including the Large Industrial Rate, for resale to
Kentucky ratepayers (other than by Kenergy to the Smelters and to Domtar for Backup Power

Service).
DATE OF ISSUE March 1, 2011 DATE EFFECTIVE __April 1, 2011
ISSUED BY President and Chief Executive Officer

Big Rivers Electric Corporation, 201 3 St., Henderson, KY 42420

Case No. 2011-00036
Exhibit Seelye-7
PagseSof 5
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Updated Midwest ISO
Attachment O



Midwest ISO
FERC Electric Tariff, Fourth Revised Volume No. 1

Line

1

b W

21
22

Formula Rate - Non-Levelized Rate Formula Tempiate
Utilizing RUS Form 12 Data

Big Rivers Electric Corporation

Attachment O
page 1 of 5

For the 12 months ended 10/31/10
0

Allocated
Amount

GROSS REVENUE REQUIREMENT (page 3, line 31) $ 28,984,266
REVENUE CREDITS (Note T} Total Allocator

Account No. 454 (page 4, line 30) 26,250 TP 096521 25,337

Account No. 456 (page 4, line 33) 13,449,298 ™ 0.96521 12,981,351
Revenues from Grandfathered Interzonal Transactions 0 TP 0.96521 0
Revenues from service provided by the ISO at a discount 0 TP 096521 0
TOTAL REVENUE CREDITS (sum lines 2-5) 13,006,688
Revenue Adjustment (Note W) %0
NET REVENUE REQUIREMENT (line 1 minus line 6 plus line 7a) $ 15977,578
DIVISOR

Average of 12 coincident system peaks for requirements (RQ) service (Note A) 1,399,694

Plus 12 CP of firm bundled sales over one year not in line 8 (Note B) 0

Plus 12 CP of Network Load not in line 8 (Note C) 0

Less 12 CP of firm P-T-P over one year {enter negative) (Note D) 0

Plus Contract Demand of firm P-T-P over one year 0

Less Contract Demand from Grandfathered Interzonal transactions over one year (enter negative) (Note S) [}

Less 12 CP or Contract Demands from service over one year provided by ISO at a discount (enter negative) 0
Divisor (sum lines 8-14) 1,399,694
Annual Cost ($/kW/YT) (line 7/ line 15} 11.415
Network & P-to-P Rate (3%kW/Mo)  (line 16/ 12) 0.951

Peak Rate Off-Peak Rate
Point-To-Point Rate ($/kW/Wk) (line 16/ 52; line 16/ 52) 0.220 $0.220
Point-To-Point Rate ($/kW/Day) (line 16 / 260; line 16 / 365) 0.044 Capped at weekly rate $0.031
Point-To-Point Rate (3/MWh) (line 16/ 4,160; line 16 / 8,760 2744 Capped at weekly $1.303
times 1,000) and daily rates
FERC Annual Charge ($/MWh) (Note E) $0.000 Short Term $0.000 Short Term
$0.000 Long Term $0.000 Long Term

Case No. 2011-00036
Exhibit Seelye-8
Page 1 of 5



Issued by: Stephen G Kozey, Issuing Officer

Issued on: October 1, 2010

Midwest ISO

"ERC Electric Tariff, Fourth Revised Volume No. 1

Line
No.

L= RV RV

S WV w2

12

13
14
15
16
17
8

19
20
21
22
23
24

25

Formula Rate - Non-Levelized

RATE BASE:

GROSS PLANT IN SERVICE

Production
Transmission
Distribution

General & Intangible
Common

TOTAL GROSS PLANT (sum lines 1-5)

ACCUMULATED DEPRECIATION

Production
Transmission
Distribution

General & Intangible
Common

TOTAL ACCUM DEPRECIATION (sum lines 7-11)

NET PLANT IN SERVICE

Production
Transmission
Distribution

General & Intangible
Common

TOTAL NET PLANT (sum lines 13-17)

ADIUSTMENTS TO RATE BASE (Note F)

Account No
Account No
Account No
Account No
Account No

TOTAL ADJUSTMENTS (sum lines 19 - 23)

LAND HELD FOR FUTURE USE

. 281 (enter negative)
282 (enter negative)
283 (enter negative)
190
255 (enter negative)

WORKING CAPITAL (Note H)

CWC

Materials & Supplies (Note G)

Prepayments

TOTAL WORKING CAPITAL (sum lines 26 - 28)

RATE BASE (sum lines 18, 24, 25, and 29)

RUS Form 12
Reference

12h Abe
?hAlle
12hAl6e
12h A 1&l7e

12hB.1-4.f
12hB.5f
12hB6.f
12hB.7

(line 1- line 7)
(line 2~ line 8)
(line 3 - line 9)
(line 4 - line 10)
(line S - line 11)

(Note (3)

calculated
12hG4d+5d
12aB 24

Effective: December 1, 2010

Attachment O
page 2 of 5

Rate Formula Template For the 12 months ended 10/31/10

Utilizing RUS Form 12 Data

Big Rivers Electric Corporation

3 “ %
Transmission
Company Total Allocator (Col 3 times Col 4)
1,686,796,955 NA
237,659,206 P 0.96521 229,390,235
0 NA
18,511,051 Ww/S 0.13894 2,571,851
0 CE 0.13894 0
1,942,967,212 GP= 11939% 231,962,086
0
790,847,523 NA
107,564,747 TP 096521 103,822,204
0 NA
6,300,770 W/S 0.13894 875,403
0 CE 0.13894 0
904,713,040 104,697,608
895,949,432
130,094,459 125,568,031
0
12,210,281 1,696,447
0 0
1,038,254,172 NP= 12 258% 127,264,478
0 zero 0
0 NP 012258 0
0 NP 0.12258 0
0 NP 0.12258 0
0 NP 0.12258 0
0 0
0 TP 096521 0
4,764,063 1,685,643
2,812,929 TE 0.86297 2,427,481
3,296,852 Gp 011939 393,596
10,873,844 4,506,721
1,049,128,016 131,771,199

Case No. 2011-00036
Exhibit Seelye-8
Page 2 of 6



Issued by: Stephen G. Kozey, Issuing Officer
issued on: October 1, 2010

Midwest ISO

FERC Electric Tariff, Fourth Revised Volume No. 1

Line
No.

© AP B W -

21
22

23

24

25

26

27

28

29
30

31

Formula Rate - Non-Levelized

(1) @)
RUS Form 12
Reference
O&M
Transmission 12A8b-+A16Db
Less Account 565 12iA 82
A&G 12aA13b+A18b

Less FERC Annual Fees
Less EPR] & Reg. Comm. Exp. & Non-safety Ad. (Note 1)
Plus Transmission Related Reg. Comm. Exp. (Note I)
Common
Transmission Lease Payments
TOTAL O&M (sum lines 1, 3, 5a, 6, 7 less lines 2, 4, 5)

DEPRECIATION EXPENSE
Transmission 12hB5Sc
General 12hB7¢
Common

TOTAL DEPRECIATION (sum lines 9 - 11)

TAXES OTHER THAN INCOME TAXES (Note J)
LABOR RELATED
Payroll
Highway and vehicle
PLANT RELATED
Property
Gross Receipts
Other
Payments in lieu of taxes
TOTAL OTHER TAXES (sum lines 13 - 19)

INCOME TAXES (Note K)
T=1-{[(}-SITY* (1 -FIT)] /(1 -SIT*FIT *p)} =
CIT=(T/1-T) * (1-{(WCLTD/R)) =

where WCLTD = (page 4, line 27) and R= (page 4, line30)
and FIT, SIT & p are as given in footnote K
1/(1-T) = (from line 21)

Amortized Investment Tax Credit (enter negative)

Income Tax Calculation = line 22 * line 28
1TC adjustment (line 23 * line 24)
Total Income Taxes (line 25 plus line 26)
RETURN

[Rate Base (page 2, line 30) * Rate of Return {page 4, line 24)}

REV. REQUIREMENT (sum lines 8, 12, 20, 27, 28)

LESS ATTACHMENT GG ADJUSTMENT [Attachment GG, page 2, line 3,
column 10] (Note U)

[Revenue requirement for facilities included on page 2, line 2, and also included in
Attachment GG]

REV. REQUIREMENT TO BE COLLECTED UNDER

ATTACHMENT O (line 29 - line 30)

Issued by: Stephen G. Kozey, Issuing Officer
Midwest ISO

Effective: December 1, 2010

Attachment O
page 3 of 5

Rate Formula Template For the 12 months ended 10/31/10

Utilizing RUS Form 12 Data

Big Rivers Electric Corporation

3) @ (5)
Transmission
Company Total Allocator (Col 3 times Col 4)
13,736,318 TE 0.86297 11,854,069
3,065,817 TE 0.86297 2,645,717
28,620,280 Ww/S 0.13894 3,976,386
0 Ww/S 0.13894 0
1,819,284 WiS 0.13894 252,764
641,009 TE 0.86297 553,174
0 CE 0.13894 0
0 NA 1.00000 0
38,112,507 13,485,148
5,182,459 TP 0.96521 5,002,143
238,155 W/S 0.13894 33,088
0 CE 0.13894 0
5,420,614 5,035,232
0 WiS 0.13894 0
0 Ww/S 0.13894 0
0 GP 0.11939 0
0 zero 4
0 GP 0.11939 0
0 GP 0.11939 0
0 0
NA
000%
000%
0.0000
0
0 NA 0
0 NP 0.12258
83,310,740 NA 10,463,886
126,843,860 28,984,266
0 0
126,843,860 28,984,266

Effective: December 1, 2010

Case No. 2011-00036
Exhibit Seelye-8
Page 3 of 5



FERC Electric Tariff, Fourth Revised Volume No. 1

Line

(V] B Y

0~

17
18
19
20

21

22
23
24

25
26

27
28
29

31
32
32a
33

Formula Rate - Non-Levelized

TRANSMISSION PLANT INCLUDED IN ISO RATES
Total transmission plant (page 2, line 2, column 3)
Less transmission plant excluded from ISO rates (Note M)

Rate Formula Template

For tt

Utilizing RUS Form 12 Data

Big Rivers Electric Corporation

SUPPORTING CALCULATIONS AND NOTES

Less transmission plant included in OATT Ancillary Services (Note N )

Transmission plant included in ISO rates (line 1 less lines 2 & 3)

Percentage of transmission plant included in ISO Rates (line 4 divided by line 1)

TRANSMISSION EXPENSES

Total transmission expenses (page 3, line 1, column 3)

Less transmission expenses included in OATT Ancillary Services (Note L)

Included transmission expenses (line 6 less line 7)

Percentage of transmission expenses after adjustment (line 8 divided by line 6)
Percentage of transmission plant included in 1SO Rates (line 5)
Percentage of transmission expenses included in ISO Rates (line 9 times line 10)

WAGES & SALARY ALLOCATOR (W&S)
Production
Transmission
Distribution
Other
Total (sum lines 12-15)

COMMON PLANT ALLOCATOR (CE) (Note O)
Electric
Gas
Water

Attachment O
page 4 of 5

he 12 months ended 10/31/10

Total (sum lines 17-19)

RETURN (R}
Long Term Interest 122 A22b

Long Term Debt
Proprietary Capital
Total (sum lines 22-23)

REVENUE CREDITS

ACCOUNT 447 (SALES FOR RESALE)
a. Bundled Non-RQ Sales for Resale
b. Bundled Sales for Resale included in Divisor on page 1

237,659,206
0
8,268,970
229,390,235
096521
13,736,318
1,454,938
12,281,380
0 89408
096521
086297
$ P Allocation
38,542,468 000 0
6,480,848 0.97 6,255,357
0 0.00 0 W&S Allocator
0 0.00 0 ($/ Allocation)
45,023,316 6,255,357 = 0.13894
3 % Electric Labor Ratio
1,943,034,107 (line 17/ line 2 (line 16) CE
0 1.00000 * 0.13894 = {4
0
1,943,034,107
$
$47,622,710
Cost
3 % (Note P) Weighted
12aB45+B46+B.51 +B52 815,322,539 68% 00584 0.0397 =WCLTD
12a.B 38 385,705,395 32% 0.1238 0.0398
1,201,027,934 100% 00794 =R

Total of (a)-(b)

ACCOUNT 454 (RENT FROM ELECTRIC PROPERTY) (Note R)

ACCOUNT 456 (OTHER ELECTRIC REVENUES)
a. Transmission charges for all transmission transactions

b. Transmission charges for all transmission transactions included in Divisor on page 1
¢. Transmission charges associated with Schedule 26 (Note V)

Total of (a)-(b)-(c)

Proprietary Capital Cost Rate =
TIER =

(Note Q)

12.38%
0.74

Load

$26,250

$13,752,495
$303,198
30

Case No. 2011-00036
Exhibit Seelye-8
Page 4 of 6



Issued by: Stephen G. Kozey, Issuing Officer Effective: December 1, 2010
Issued on: October 1, 2010

Midwest ISO

FERC Electric Tariff, Fourth Revised Volume No. |

Note
Letter

AN =T OmMmTOw»

ES<cHuwROTOZEC

Attachment O

page 5 of 5

Formula Rate - Non-Levelized Rate Formula Template For the 12 months ended 10/31/10
Utilizing RUS Form 12 Data

Big Rivers Electric Corporation
General Note: References to pages in this formulary rate are indicated as: (page#, line#, col #)
References to data from RUS Form 12 are indicated as: #x.y z (page,section, line, column)
To the extent the page references to RUS Form 12 are missing, the entity will include a "Notes" section in the RUS 12 to provide this data.

The utility's maximum monthly megawatt load (60-minute integration) for RQ service at time of ISO coincident monthly peaks RQ service is service which the supplier plans to provide
Includes LF, IF, LU, 1U service. LF means "firm service" (cannot be interrupted for economic reasons and is intended to remain reliable even under adverse conditions), and long-term
LF as defined above at time of ISO coincident monthly peaks
LF as defined above at time of ISO coincident monthly peaks.
The FERC's annual charges for the year assessed the Transmission Owner for service under this tariff, if any
The balances in Accounts 190, 281, 282 and 283, as adjusted by any amounts in contra accounts identified as regulatory assetsor liabilities related to FASB 106 or 109. Balance of
Transmission related only
Cash Working Capital assigned to transmission is one-eighth of O&M allocated to transmission at page 3, line 8, column 5. Prepayments are the electric related prepayments booked to
Line 5 - EPRI Annual Membership Dues, all Regulatory Commission Expenses, and non-safety related advertising. Line 5a - Regulatory Commission Expenses directly related to
Includes only FICA, unemployment, highway, property, gross receipts, and other assessments charged in the current year  Taxes related to income are excluded. Gross receipts taxes are
The currently effective income tax rate, where FIT is the Federal income tax rate; SIT is the State income tax rate, and p = "the percentage of federal income tax deductible for state
Inputs Required: FIT= 0.00%

SIT= 0.00% (State Income Tax Rate or Composite SIT)

p= 0.00% (percent of federal income tax deductible for state purposes)
Removes dollar amount of transmission expenses included in the OATT ancillary services rates, including all of Account No. 561
Removes transmission plant determined by Commission order to be state-jurisdictional according to the seven-factor test (until RUS 12 balances are adjusted to reflect application of
Removes dollar amount of transmission plant included in the development of OATT ancillary services rates and generation step-up facilities, which are deemed included in OATT
Enter dollar amounts
Debt cost rate = long-term interest (line 21) / long term debt (line 22). The Proprietary Capital Cost rate is implicit, a residual calculation after TIER is determined. TIER will be
Line 29 must equal zero since all short-term power sales must be unbundled and the transmission component reflected in Account No 456 and ail other uses are to be included in the
Includes income related only to transmission facilities, such as pole attachments, rentals and special use
Grandfathered agreements whose rates have been changed to eliminate or mitigate pancaking - the revenues are included in line 4, page | and the loads are included in line 13, page 1
The revenues credited on page 1, lines 2-5 shall include only the amounts received directly (in the case of grandfathered agreements) or from the ISO (for service under this tariff)
Pursuant to Attachment GG of the Midwest ISO Tariff, removes dollar amount of revenue requirements calculated pursuant to Attachment GG and recovered under Schedule 26 of the
Removes from revenue credits revenues that are distributed pursuant to Schedule 26 of the Midwest [SO Tariff, since the Transmission Owner's Attachment O revenue requirements have
Line 7a reflects an adjustment to incorporate Big Rivers' existing OATT rates as approved by the Kentucky Public Service Commission (KPSC) under whose jurisdiction Big Rivers' rates

{ssued by: Stephen G. Kozey, Issuing Officer Effective: December 1, 2010
Issued on: October 1, 2010

Case No. 2011-00036
Exhibit Seelye-8
Page 5 of §
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FERC Order in
Docket No. ER11-15-000



20101124-3036 FERC PDF (Unofficial) 11/24/2010

133 FERC 9 61,175
UNITED STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISSION

Before Commissioners: Jon Wellinghoff, Chairman;
Marc Spitzer, Philip D. Moeller,
John R. Norris, and Cheryl A. LaFleur.

Midwest Independent Transmission Docket Nos. ER11-16-000
System Operator, Inc. and
Big Rivers Electric Corporation ER11-15-000

ORDER CONDITIONALLY ACCEPTING PROPOSED TARIFF REVISIONS

(Issued November 24, 2010)

1. In this order, we address two separate filings, Docket Nos. ER11-15-000 and
ER11-16-000, submitted by Big Rivers Electric Corporation (Big Rivers) and Midwest
Independent Transmission System Operator, Inc. (Midwest ISO) (collectively,
Applicants) on October 4, 2010 to revise Midwest ISO’s Open Access Transmission,
Energy and Operating Reserve Markets Tariff (Tariff) to fa