In the Matter of;

COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION

APPLICATION OF BIG RIVERS )

ELECTRIC CORPORATION, INC. )

FOR AN ADJUSTMENT OF RATES )

ATTORNEY GENERAL’S PRE-FILED TESTIMONY

PUBLIC REDACTED VERSION

RECEIVED

MAY 24 2013

PUBLIC SERVICE
COMMISSION

Case No. 2012-00535

Comes now the intervenor, the Attorney General of the Commonwealth of

Kentucky, by and through his Office of Rate Intervention, and files the following

testimony in the above-styled matter.

Respectfully submitted,
JACK CONWAY
ATTORNEY GENERAL

JENKIFER BLACK HANS
DENNIS G. HOWARD, 1
LAWRENCE W. COOK
ASSISTANT ATTORNEYS GENERAL
1024 CAPITAL CENTER DRIVE
SUITE 200

FRANKFORT KY 40601-8204
(502) 696-5453

FAX: (502) 573-8315

Jennifer Hans@ag ky.gov
Dennis.Howard@ag.ky.gov
Larry.Cook@ag ky.gov




Certificate of Service and Filing

Counsel certifies that an original and ten photocopies of the foregoing were
served and filed by hand delivery to Jeff Derouen, Executive Director, Public Service
Commission, 211 Sower Boulevard, Frankfort, Kentucky 40601; counsel further states
that true and accurate copies of the foregoing were mailed via First Class U.S. Mail,

postage pre-paid, to:

Mark A. Bailey

President and CEO

Big Rivers Electric Corporation
201 Third St.

Henderson, KY 42420

Billie Richert, CFO

Big Rivers Electric Corporation
201 Third St.

Henderson, KY 42420

Hon. James M. Miller

Sullivan, Mountjoy, Stainback & Miller,
PSC

P.O. Box 727

Owensboro, KY 42302-0727

Hon. Edward Depp
Dinsmore & Shohl, LLLP
101 South 5th St.

Ste. 2500

Louisville, KY 40202

Hon. Michael L. Kurtz
Boehm, Kurtz & Lowry
36 E. 7th St.

Ste. 1510

Cincinnati, OH 45202

Hon. David C. Brown, Esq.
Stites & Harbison, PLLC

400 W. Market St., Suite 1800
Louisville, KY 40202

Hon. Donald P. Seberger
8770 West Bryn Mawr Ave.
Mail Code 07]

Chicago, IL., 60631

Gregory Starheim
President and CEO
Kenergy Corp.

P.O.Box 18

Henderson, KY 42419-0018

Hon. J. Christopher Hopgood
Dorsey, King, Gray, Norment &
Hopgood

318 Second St.

Henderson, KY 42420

Burns Mercer

Meade County RECC
P.O. Box 489
Brandenburg, KY 40108

Hon. Thomas C. Brite
Brite and Hopkins PLLC
P.O. Box 309
Hardinsburg, KY 40143

Kelly Nuckols

President & CEO

Jackson Purchase Energy Corp.
PO Box 3188

Paducah, KY 42002-3188



Hon. Melissa Yates
P.O. Box 929
Paducah, KY 42002-0929

Joe Childers

Joe F. Childers & Associates
300 Lexington Building

201 W. Short St.

Lexington, KY 40507

Shannon Fisk

Earthjustice

1617 John F. Kennedy Blvd., Ste. 1675
Philadelphia, PA 19103

Robb Kapla
Sierra Club

85 Second Street
San Francisco, CA 94105

thifz_ zlz%/of Mey/ 2013

Assistant/n"(ttgrney General



COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY

In the Matter of:
APPLICATION OF BIG RIVERS ELECTRIC )
CORPORATION FOR A GENERAL ) Case No.
ADJUSTMENT IN RATES ) 2012-00535

DIRECT TESTIMONY
OF

DAVID BREVITZ, C.F.A.

ON BEHALF OF
KENTUCKY OFFICE OF ATTORNEY GENERAL

PUBLIC REDACTED VERSION

FILED: May 24, 2013



Table of Contents

BREC's Precarious Financial PoSition.........c.ccovine 7
The Unwind Transaction and the Smelter Agreements .........cccovviiiiininn 9
DEDE LEVETAGE .....oovvriiiiieci s 18
BREC’s Corrective Plan and Mitigation Plan..........cconn 21
Market Prices and Financial Projections .........ccccovveenniniennininnnnnece 27
Excess Capacity and Fair, Just and Reasonable Rates..........ccccorvviinicnnnn .33
BRECS MISSION .....vcuiuieiiirieciiiiic ittt 40
Disallowance of Costs of Excess Capacity .......ccoovvennninninnnninnnn e 44

Testimony of David Brevitz
Big Rivers General Rate Adjustment
Case No. 2012-00535 Public-Redacted Version Page 2




10

11

12

13

14

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY
CASE NO. 2012-00535
DIRECT TESTIMONY OF

DAVID BREVITZ

Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

A, My name is David Brevitz. My business address is 3623 SW Woodvalley Terrace,

Topeka, Kansas.
Q. BY WHOM AND IN WHAT CAPACITY ARE YOU EMPLOYED?

A. I am an independent consultant serving state regulatory commissions, Attorney
General’s Offices, and consumer organizations. | am testifying on behalf of the

Kentucky Office of the Attorney General.

Q. DO YOU HAVE SPECIFIC EXPERIENCE, EXPERTISE AND DIRECT
KNOWLEDGE REGARDING THE SUBJECTS WHICH ARE CONTAINED IN

YOUR TESTIMONY?

A.  Yes. Over the course of decades of experience in economic regulation of public
utilities at the state commission level I have developed expertise in the public
utility concept, economic characteristics of public utilities, the rate case process and

determination of revenue requirements, public utility cost of service principles,
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and public utility financing and reorganization transactions. I have conducted

several detailed and extensive analyses of proposed utility financial transactions

and related utility regulatory policies, under the relevant laws in those states. On

behalf of the Attorney General I have addressed two such transactions in

Kentucky:

The proposed spin-off of Alltel's wireline telephone division
(“Windstream”), and subsequent merger with Valor Communications in a
reverse Morris Trust transaction on a tax-free basis, which included
incurrence of substantial new debt by Windstream, and payments and other

transactions including special dividends to Alltel.

The “Unwind” transaction between Big Rivers Electric Corporation
(“BREC”) and E.ON. The “Unwind” engagement was limited to assessing
whether BREC would be financially viable on a going forward basis
following any approval of the transaction, based on review of the financial
projections of BREC. The financial projections included a scenario if both
smelters left the system. My review included the nature and extent of the
BREC organization, both current and proposed; statements and rationale
offered by Joint Applicants as to why the proposed transactions were in the
public interest; internal managerial analyses, presentations and reports of

E.ON, BREC and its member cooperatives, and the smelters; and, the

Testimony of David Brevitz
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proposed agreements among BREC, Kenergy and the aluminum smelters,

including provisions for termination of the agreements.

My training and experience in public utility regulation began while studying at the
Institute of Public Utilities in the Economics Department at Michigan State
University. This program covered principles of public utility regulation, and
addressed development and application of state commission utility regulatory
practices in detail for electric, gas and telephone utilities. While at Michigan State,
I earned an undergraduate degree in Justice, Morality and Constitutional
Democracy from James Madison College (a residential college at MSU) and an
MBA in Finance (1980). Since that time, I have worked on numerous matters for
state utility commissions, consumer advocates, Attorneys General, and
international regulatory bodies. Further description of my background and

experience is provided on Exhibit DB-1.
Q. DO YOU HAVE OTHER RELEVANT QUALIFICATIONS?

A.  Yes. In1984 I was designated as a Chartered Financial Analyst by the Institute of
Chartered Financial Analysts (“ICFA”), which later became the CFA Institute. The
CFA Institute is the organization which has defined and organized a body of
knowledge important for all investment professionals. The general areas of

knowledge are ethical and professional standards, accounting, statistics and
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analysis, economics, fixed income securities, equity securities, and portfolio

management.

I have been designated as a Senior Fellow by the Public Utilities Research Center at
the University of Florida (“PURC”). This designation is reserved for
knowledgeable and experienced professionals who foster strong ties to academia,
industry, and government, who embody PURC's values of respect, integrity,
effectiveness and expertise, and who support PURC’s mission to contribute to the
development and availability of efficient utility services through research,

education, and service.

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS MATTER?

"

A.  The purpose of my testimony is to address BREC’s “precarious financial position”?
in light of BREC's mission; recent BREC financing activities; financial model
considerations as presented in this case; and, recommendations to the Commission

regarding application of the “fair, just and reasonable rates” and “used or useful”

standards associated with public utility ratemaking.

! Direct Testimony of Mark A. Bailey on behalf of Big Rivers Electric Corporation, at page 7, line 18.
Hereafter cited as “Bailey Direct Testimony.”
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BREC’s Precarious Financial Position

Q.

WHAT IS YOUR UNDERSTANDING OF BREC’S “PRECARIOUS FINANCIAL

POSITION"?

BREC has been in a precarious financial position since the Unwind Transaction. In
each year following the Unwind, BREC has been deferring maintenance outages
“because that was the only option for BREC to meet the minimum margins for
interest ratio required by its loan agreements.”2 The apparent cause of this was
“depressed off system sales revenues,” where BREC “derives almost all of its
margins.”?  BREC’s precarious financial position has been dealt another very
material blow from the announced departures of Century Aluminum of Kentucky
(“Century”) and Alcan Primary Products Corporation (“Alcan,” and together “the
smelters”) from BREC’s system. Century is the source of approximately 36% of
BREC’s wholesale revenues, and Alcan is the source of approximately 28% of
wholesale revenues, for a total of 64%.4 BREC has filed this rate case “principally

to cover revenues lost from Century’s termination and a decline in the off-system

2 Direct Testimony of Robert W. Berry on behalf of Big Rivers Electric Corporation, at page 8, line 12.
Hereafter cited as “Berry Direct Testimony.”

3 Bailey Direct Testimony at page 8, line 1.

4 Corrective Plan to Achieve Two Credit Ratings of Investment Grade; Big Rivers response to PSC 3-9,
Attachment 1, at page 2.
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sales market”5 and will be filing another rate case in a matter of months to address
the Alcan departure. BREC also has plans to “lay-up” or reduce generating
capacity to cut costs.6 While BREC has a “Mitigation Plan” to bring new load to its
system, it will be at least three years before this can have a meaningful impact.” As
described in more detail below the mitigation plans offered by BREC are subject to
a great deal of uncertainty. More recently, BREC has stated in the Corrective Plan
it submitted to U.S. Rural Utilities Service (“RUS”) that it “believes completion of
the entire process will most likely take three to four years,”8 where the “entire
process” refers to “rate relief,” “successful implementation of its Load
Concentration Miﬁgaﬁon Plan” and pay down of the $58.8 million Pollution
Control Bond issue due June 1, 2013. Of these three elements, results from the
Mitigation Plan are most uncertain, and will take years for potential development
of any material results. BREC states its “current long-term Financial Model
indicates Wilson Station will restart in 2019.”% Note that the “current long-term

Financial Model” does not include the effects of Alcan’s departure, despite the fact

5 Bailey Direct Testimony, page 9, line 9.

¢ “Laying up” and “mothballing” generating plant are generally equivalent terms for a shutdown state, as
discussed in Big Rivers’ response to PSC Staff 2-21e. Since Big Rivers has used the term “lay up” in this
case, I will also use that term for the sake of clarity.

7 Bailey Direct Testimony, page 12, line 6.

8 Big Rivers Response to AG 2-37, Attachment 1, at page 7.

9 Big Rivers Response to PSC Staff 2-21(c).
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this event will occur well within BREC's fully forecasted test year it has proposed

for use in the current case.

For some time BREC has been repurposing funds that had been earmarked for
specific uses. For example, since the Unwind BREC has deferred maintenance to
make the margins required by debt covenants, and has used funds borrowed for
the ordinary course of business to redeem bonds. Also, the BREC response to PSC

3-3 shows an increasing inability to fund budgeted capital projects, as follows:

Construction Budget versus Actual

Years Actual Budget Variance
2012 $ 398 $ 833 $ 435
2011 $ 384 $ 530 $ 14.6
2010 $ 445 $ 456 % 1.1

The Unwind Transaction and the Smelter Agreements

Q. PLEASE BRIEFLY DESCRIBE THE “UNWIND TRANSACTION” WHICH

CREATED BREC’S CURRENT SCOPE OF OPERATIONS.

A.  The “Unwind Transaction” was defined by Joint Applicants to be “the combined

transactions by which BREC and the E.ON entities propose to terminate and
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unwind the 1998 Transactions.”1® The 1998 transactions were part of BREC’s
implementation of its bankruptcy reorganization, and included the following
components: leasing BREC's generating facilities to E.ON’s predecessor for it to
manage, operate and maintain; transferring responsibility to manage, operate and
maintain two additional generating units owned by the City of Henderson
(through Henderson Municipal Power & Light, or “HMPL"); purchasing by BREC
of a set amount of power at substantially fixed prices through a Power Purchase
Agreement that it used to serve the loads of its three member cooperatives;
payment by LG&E Energy Marketing (“LEM”) to the U.S. Rural Utilities Service of
monthly margin payments; and, providing a portion of the smelters’ power needs
at substantially fixed rates through power supply contracts between LEM and
predecessors of Kenergy. The facilities lease and power purchase agreements were
to terminate in 2023 by the terms of those agreements, and the power supply

contracts for the smelters were to terminate in 2010-2011.

Q. WHAT CONCERNS DID YOU EXPRESS IN THE UNWIND PROCEEDING

ON BEHALF OF THE ATTORNEY GENERAL?

10 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, Case No. 2007-00455 , Application at paragraph 10.
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A.

In my Direct and Supplemental testimonies in Case No. 2007-00455, I expressed a
range of concerns which have come to pass. The confidential version of my Direct
testimony in that case contains information which I believe will be helpful to the
Commission in addressing the issues of the present case. The confidential version
of my Direct testimony should still be on file at the Commission. The public
redacted versions of both my Direct and Supplemental testimonies filed in the

Unwind case are attached hereto as Exhibit DB-2.

DID THE SMELTERS HAVE A MATERIAL ROLE IN THE UNWIND

TRANSACTION?

Yes. Addressing the impending termination of the smelter power supply contracts
with LEM and Kenergy was a major facet of the Unwind Transaction, as otherwise
“the Smelters would have [had] to meet all of their power requirements by market
purchases.”!! Market prices at that time were relatively high. One result of
negotiations among BREC, E.ON and the smelters was the smelter contracts that
were approved as part of the Unwind Transaction. These contracts (the “Smelter
Agreements”) included a “Retail Agreement” between each smelter and Kenergy;

a “Wholesale Agreement” between each smelter and BREC; and, a “Coordination

W 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, Case No. 2007-00455, Order (March 6, 2009), page 14.
Hereafter referred to as the “Unwind Order.”
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Agreement” between each smelter and BREC.12 It was anticipated that the Smelter
Agreements would “provide them power at competitive prices while providing
protections to Big Rivers and its non-Smelter customers against the risks inherent
in resuming the role of power supplier to the Smelters.”13 It was expected that “a
long term supply of power [would] be available for the Smelters at prices below
those in the market”4 as a result of the Unwind transaction. Additionally, the
smelters were provided several different payments and escrow arrangements via
the Unwind transaction from BREC and E.ON that appear to have been paid to the
smelters in the first two years following the Unwind.’> The smelters also
negotiated a rebate by which BREC would pay the smelters the excess of any BREC

margins exceeding a 1.24 Times Interest Earned (“TIER”) level.

Q. DO THE SMELTER AGREEMENTS CONTAIN PROVISIONS ALLOWING

EACH SMELTER TO TERMINATE THE AGREEMENTS?

A.  Yes. There are provisions that would have allowed the smelters to terminate the
agreements prior to the “Effective Date,” which has passed. The agreements may
also be terminated for an event of default. Finally and as described in more detail

below, under Section 7.3.1, the retail agreements may be terminated by the smelter

12 Unwind Order, Appendix C.
13 Unwind Order, pages 15-16.
14 Unwind Order, page 22.

15 Unwind Order, pages 16-17.
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closing. Such termination could not have been effective prior to December 31,
2010. 16 “Upon the termination of a retail smelter agreement, either Kenergy or
BREC may terminate the wholesale power supply agreement related to a Smelter

retail service agreement.”1”

Q. UNDER WHAT PROVISION DID THE SMELTERS TERMINATE THE

CONTRACTS?

A.  Both smelters provided Notice of Termination of the retail contract with Kenergy
under Section 7.3.1 of that contract, which is “Termination for Closing [Hawesville

or Sebree] Smelter” (emphasis added).’® Such termination requires the smelter to

provide “a certificate of the president of [Century or Alcan] Parent including a
representation and warranty that it has made a business judgment in good faith to

terminate and cease all aluminum smelting at the [Sebree or Hawesville] Smelter

and has no current intention of commencing smelting operations at the [Sebree or
Hawesville] Smelter”1?—such certificate has to be provided for the Notice to be

effective. BREC's Corrective Plan provided to RUS also states as “background”:

16 E.g., Century Retail Electric Service Agreement with Kenergy, Article 7.

17 In the Matter of the Application of Big Rivers Electric Corporation for Approval to Issue Evidences of Indebtedness;
Case No. 2013-00125; March 27, 2013, Application at page 4, line 2. Also referred to, infra, as the “CFC
Amended and Restated Line of Credit Application.”

*® See, e.g., Century Retail Electric Service Agreement with Kenergy, Section 7.3.1 at page 32.

19 See, e.g., Century Retail Electric Service Agreement with Kenergy, Section 7.3.1 at page 32, emphasis
added.
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e The Century notice “indicated Century is ceasing all smelter operations at

their Hawesville, Kentucky facility on August 20, 2013”; and,

e The Alcan notice “indicated Alcan is ceasing all smelter operations at their

Sebree smelter located in Robards, Kentucky on January 31, 2014.”20

Q. ARE THE SMELTERS CLOSING, AND TERMINATING AND CEASING ALL

ALUMINUM SMELTING?

A. Tt does not appear the smelters are closing at the present time. Instead, following
the termination notices, the smelters have sought ways to obtain power from the
market versus obtaining it from BREC through Kenergy. BREC states “it is not
certain whether Century will be operating.”?! BREC responses to KIUC 2-29 and 2-
31 describe the status of negotiations with Alcan and Century, respectively,

regarding continued power supply, but from the wholesale power market.?2

Q. DO BREC’S LENDERS APPEAR TO QUESTION WHETHER THE SMELTERS

HAVE PROPERLY TERMINATED THE SMELTER AGREEMENTS?

A.  Yes. The Amended and Restated Revolving Line of Credit agreement between the

National Rural Utilities Cooperative Finance Corporation (“CFC”) and BREC adds

20 Big Rivers response to AG 2-37, Corrective Plan provided to RUS, attachment 1, page 2, emphasis added.
21 Big Rivers response to KIUC 2-3a.

22 Multiple press stories since that time have indicated that Century, BREC and Kenergy have apparently
reached at least a working preliminary agreement in this regard.
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language regarding “termination [of the smelter agreements] purported to be in

accordance with the voluntary termination aspects of such wholesale power

contracts, whether or not challenged by Borrower,” and also adds the remedy for

CFC of seeking damages in the event of default.?? This suggests to me that CFC
may be concerned regarding proper termination of the smelter agreements under

the voluntary termination provisions of those agreements.

Q. IS THERE DISCUSSION OF THE SMELTERS IN THE BREC BOARD OF
DIRECTORS’ MEETING MINUTES THAT THE COMMISSION SHOULD BE

AWARE OF?

A.  Yes. The minutes from BREC Board of Directors?* meetings were provided by

BREC under confidential protection in response to AG 1-38. Pages 838-839 contain

minutes [BEGIN CONFIDENTIAL] [

3 In the Matter of the Application of Big Rivers Electric Corporation for Approval to Issue Evidences of Indebtedness;
Case No. 2013-00125, Application dated March 27, 2013, Exhibit 4, at pages 12 and 17, emphasis added.
2 Big Rivers’ directors are identified by organization in its response to PSC Staff 1-28.
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I |END CONFIDENTIAL]

There certainly is a basis for differing interests between the customers of the retail

member that serves the smelters - Kenergy - and the customers of the other two

members - Jackson Purchase and Meade County - who do not. These differences

may be expected to grow as BREC proposes to increase rates for all retail members
Testimony of David Brevitz
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to pass through the costs of excess capacity caused by the departure of the
smelters. Consumers served by Jackson Purchase and Meade County may
reasonably wonder why they are being assessed costs through increased rates

which are beyond those necessary to furnish efficient and sufficient electric service.

Q. DOES ANY OF THE FOREGOING DISCUSSION OF THE TERMINATION
PROVISIONS OF THE SMELTER AGREEMENTS CONSTITUTE A LEGAL

OPINION?

A.  No, Iam not an attorney so the discussion does not constitute a legal opinion. The
discussion above is based on a plain reading of the smelter agreements and Line of

Credit agreement language.
Q. DOES BREC HAVE A SYMBIOTIC RELATIONSHIP WITH THE SMELTERS?

A. Yes, in the sense that BREC's financial health is inextricably tied to the smelters.
The smelters represent over 60% of BREC's load. BREC has constructed its system
and invested hundreds of millions of dollars in order to serve the smelter load, and
the Unwind Transaction assumed BREC would continue to serve the smelter load
over the long term. The smelter departure removes revenues which supported the

capital and operating costs of the BREC system, which leaves BREC in a very

precarious financial position.
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Debt Leverage

Q.

DOES BREC’S DEBT LEVERAGE CONTRIBUTE TO ITS PRECARIOUS

FINANCIAL POSITION?

Yes. BREC operates with a significant amount of debt as compared to equity.
Higher debt leverage is associated with higher risk and higher reward. The risk
component derives from the fact that higher debt levels require higher levels of
fixed debt service (payment of principal and interest) such that there is an
increasing risk that earnings (cash) will be insufficient to meet those fixed debt
service obligations, all other things equal. BREC is unable to benefit from the
reward component due to the rebate provision in the smelter agreements for all
margins over the 1.24 “Contract TIER” level. The Contract TIER rebate provision
obviated any opportunity for BREC to secure its financial position in good times
by accumulating margins, and left it with only the prospect of a marginal existence

in the narrow band between 1.1 MFIR and 1.24 TIER.

A debt ratio may be calculated using end-of-year 2012 data from the preliminary

RUS Financial and Operating Report:

Total Margins and $ 402,881
Equities

Total Long Term Debt $ 845,317 67.7%

Total Capitalization $ 1,248,198
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BREC has relatively high levels of debt as compared to equity, with associated

fixed debt service obligations.

Furthermore, high debt leverage increases BREC’s exposure to interest rate risk
which is caused by rising interest rates. BREC faces the risk of higher interest
expense where variable interest rates apply and in connection with future

financing.

The prospective reduction in revenues from the departure of the smelters has
triggered significant negotiations among BREC and its lenders. Continued
liquidity is a concern being addressed and BREC’s options are narrowing over
time. An example of these narrowing options include the fact that BREC was
obliged to use CoBank funds originally approved by the Commission for use in the
normal course of business to instead repay maturing Pollution Control Bonds (as
approved in Case No. 2012-00492). Then, BREC used the $35 million Transition
Fund balance to partially replace the CoBank funds, intended for later use for
capital expenditures.? A further example of narrowing options is the renegotiated
CFC Line of Credit currently before the Commission for approval in Case No.
2013-00125. BREC was required to renegotiate this Line of Credit agreement by

the fact that the departure of the smelters would be an Event of Default, allowing

%5 In the Matter of the Application of Big Rivers Electric Corporation for Approval to Issue Evidences of Indebtedness,
Case No. 2012-00492, Order (March 26, 2013) at page 4.
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CFC (at its discretion) to accelerate all unpaid principal and interest on obligations
between BREC and CFC. These obligations include the Line of Credit, first
mortgage notes in the amount of $302 million, and a promissory note in the
amount of $43 million.?6 The renegotiated terms of the CFC Amended and
Restated Line of Credit include more restrictive terms such as limiting advances
under the CFC Revolver to times when BREC’s available cash is less than $35
million, and requiring repayment on Line of Credit balances when available cash
balances exceed $35 million.?” This serves to create a narrow band for use of the
Line of Credit, and also would tend to keep such use more temporary-—
eliminating BREC’s management discretion to retain the funds for a longer period.
Also, the renegotiated terms provide CFC the remedy of pursuing damages from
BREC in the event of default.2® Further the renegotiated terms prohibit BREC from
using an advance from the Line of Credit “to pay any portion of the principle
amount of the $58,800,000 County of Ohio, Kentucky, Pollution Control Floating
Rate Demand Bonds.”? Finally, the renegotiated terms limit BREC’s financial
flexibility by requiring BREC to maintain a minimum member equity balance, and

each year to add 75% of positive net margins for the particular fiscal year to that

[N

6 CFC Amended and Restated Line of Credit Application, at pages 4-5.

27 CFC Amended and Restated Line of Credit Application, at page 7. See also, Exhibit 4, which is a redline
version of the Amended and Restated Line of Credit Agreement.

2 CFC Amended and Restated Line of Credit Application, Exhibit 4, page 17.

¥1d., at page 7.
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minimum member equity balance.3 The renegotiated terms also change the Line

of Credit from being unsecured, to being secured under BREC’s Indenture.

BREC is in a poor position to handle any further negative results from its operating
position. BREC faces various exigencies, including exposure to requests for credit
enhancements from suppliers® and its options for dealing with these are

narrowing over time.

BREC’s Corrective Plan and Mitigation Plan

Q.

IS BREC IN THE PROCESS OF IMPLEMENTING A “CORRECTIVE PLAN”"

UNDER THE SUPERVISION OF THE RURAL UTILITIES SERVICE (RUS)?

Yes. The Loan Agreement between BREC and RUS requires that BREC maintain at
least two investment grade credit ratings, and to notify RUS within 5 days of a
failure to maintain such credit ratings. Following Alcan’s Notice of Termination,
Standard and Poor’s downgraded BREC's credit rating below investment grade (to
BB-) on February 4, 2013, and Fitch Rating downgraded to BB on February 6, 2013.
BREC properly notified RUS of these downgrades below investment grade.

Subsequent to that notification the Loan Agreement requires BREC to provide a

30 Id., Exhibit 4, page 14.

31 See, Big Rivers’ responses to KIUC 1-61 and 2-27. Also, Big Rivers’ response to KIUC 1-60 states “The

recent credit rating downgrades resulted in Big Rivers being required to post an additional $3 million letter
of credit with MISO.”
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“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.”*

The Corrective Plan provided to RUS is dated March 7, 2013.

Q. WHAT DOES THE CORRECTIVE PLAN WHICH BREC PROVIDED TO RUS

ADDRESS?

A.  The Corrective Plan addresses items BREC states the credit ratings agencies focus
upon, as follows: “access to and maintenance of liquidity”; “replacement load for

BREC's two largest customers who have given notice of termination”; and,

“increased BREC's activity in off-system sales market.”33
e Access to and maintenance of liquidity:

o Lines of Credit: BREC has completed negotiations with CFC for “major
modifications” to the terms associated with its $50 million line of credit
which modifications were required due to the termination notices; and,
BREC presently is unable to draw on its CoBank $50 million line of
credit due to the Century termination notice. The original CFC and
CoBank lines of credit were approved in connection with the Unwind

Transaction. BREC stated it would “restart negotiations” with CoBank to

32 Big Rivers Response to PSC 3-9, Attachment 1, page 2.
8 Id., at page 4.
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attempt to restructure the line of credit later in March, 2013.3¢ BREC has
made the necessary application to the Commission to issue new
evidences of indebtedness to implement the major modifications to the
CFC line of credit, 35 the day after it received the Commission’s order on

its prior financing application in Case No. 2012-00492.

Environmental Compliance Plan financing: BREC is faced with the
necessity of financing its Mercury and Air Toxics Standards (MATS)
compliance plan as approved by the Commission. BREC plans to use
short term financing from CFC as a three year “bridge,” and seek long
term financing from RUS. “BREC is planning to submit its application to
RUS by mid-April and file a financing application with the PSC for the

CFC interim financing shortly thereafter.”36

Century Rate Case: BREC states it has sought $74 million in increased

revenues from the Commission.

Alcan Rate Case: BREC states it “plans to file another general rate case
in late June 2013 to address the annual revenue deficiency resulting from

Alcan’s contract termination.”

34 1d., at page 5.

35 In the Matter of the Application of Big Rivers Electric Corporation for Approval to Issue Evidences of Indebtedness,
Case No. 2013-00125, Application dated March 27, 2013.
36 Big Rivers Response to PSC 3-9, Attachment 1, at page 5.
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o Pollution Control Bond Refinancing: BREC must redeem $58.8 million
in bonds which mature in June 2013, proceeds from which financed
installation of pollution control equipment at Wilson. BREC originally
sought approval to redeem these bonds with proceeds from issuance of
a like amount of bonds. However, this plan became uncertain and
therefore impractical given BREC’s changed financial picture due to the
smelter terminations—it became uncertain whether investors would in
fact purchase the new bonds, and what interest rate would be required
by the investors for an appropriate risk adjusted return. BREC therefore
proposed to use remaining proceeds from its CoBank secured loan— that
was approved by the Commission for capital expenditures—to redeem
the bonds at or before maturity. BREC also asked for Commission
approval to use the $35 million transition reserve fund to partially
replenish the CoBank funds. The Commission granted the approvals

sought by BREC in its amended application.”

e “Replacement load and Addressing Reliance on Off-System Sales” is
addressed in the Corrective Plan by also providing to RUS the BREC Mitigation

Plan.

37 In the Matter of Application of Big Rivers Electric Corporation for Approval to Issue Evidences of Indebtedness,
Case No. 2012-00492, Order (March 26, 2013).
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Q. PLEASE ADDRESS BREC’S “MITIGATION PLAN.”

A.  Mr. Berry describes the mitigation steps being taken by BREC to address the
Century contract termination, via implementation of BREC’s Load Concentration
Mitigation Plan, in his testimony at pages 19-25. The Mitigation Plan itself is
provided under protection of confidentiality, but Mr. Berry addresses the Plan in a
general way in his public testimony. The Mitigation Plan is comprised of four

elements, in order:

e “Petition the Commission for a rate increase”;
e “market all excess power”;

e “idle or reduce generation”; and,

e “execute forward bilateral sales with counterparties, enter into wholesale

power agreements, and/ or participate in capacity markets.”38

While this rate case proceeding will occur under statutory timelines, the remaining
three elements of the Mitigation Plan are all uncertain, longer term, and therefore
should be viewed as risky. BREC is shifting this risk to remaining rural and large

industrial consumers through its request for increased rates in this matter.

38 Berry Direct Testimony, pages 19-20.
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o Marketing of excess power “is not expected to be an effective mitigation
method for the next few years,” since “off-system sales margins will remain

depressed.”3?

e Idling or reducing generation shifts the carrying costs of that unused plant to
remaining rural and large industrial consumers for an indefinite time period,
under BREC's approach of increasing rates to make up for lost load and

margins during that indefinite time period.

e For a variety of reasons, efforts to find load replacement “will require three or

four years to come to full fruition.”40

The steps in BREC’s Mitigation Plan that lead to reducing the scale of BREC
operations to appropriate size for its remaining load take BREC in the right
direction, but are still very uncertain. Remaining rural and large industrial
consumers should not be required to pay rates which are not fair, just and
reasonable for the indeterminate period of time—three or four years, or more—
before the Mitigation Plan (assuming it works as BREC anticipates), is able to

properly align BREC's system load with its generating resources—without

significant excess capacity.

39 Id., at page 20.
40 Id., at page 21.

Testimony of David Brevitz
Big Rivers General Rate Adjustment
Case No. 2012-00535 Public-Redacted Version Page 26




10

11

12

13

14

15

16

17

18

19

IS THE MITIGATION PLAN IN DIRECT CONFLICT WITH BREC'S

REQUEST TO INCREASE RATES IN THIS CASE?

Yes. BREC's request to increase rates for large industrial consumers in this case
and prospective further increases to those rates is in direct conflict with BREC's
efforts under the Mitigation Plan to attract new large industrial load. Prospective
large industrial consumers will be dis-incented by BREC’s “precarious financial
position” along with planned and announced (but unspecified) future rate
increases. All other things being equal, this conflict serves to defer the point at
which replacement load becomes an effective mitigation to BREC's current
“precarious financial position,” and thus also extend the period of time that
remaining rural and large industrial consumers are being asked by BREC to pay

rates which are not fair, just and reasonable.

Market Prices and Financial Projections

Q.

PLEASE DESCRIBE THE IMPORTANCE OF MARKET PRICES FOR OFF-

SYSTEM SALES TO BREC.

Off-system sales margins were a key underpinning of the financial projections
provided by BREC in the Unwind case. Relatively high off-system sales prices
were an essential component of making the numbers work out within the financial

modeling associated with the Unwind transaction. Projected financial results were
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a significant consideration for the Commission in addressing the proposed
transaction. When projected off-system sales, as portrayed in the Unwind case’s
financial model are contrasted with actual results and updated projections from

BREC’s response to KIUC 2-44 a stark result emerges:

[BEGIN CONFIDENTIAL PORTIONS]

Off-System Sales
Average Annual Sales Price
($/MWh)

Unwind Actual/
Model Projected

2012 s R sl
2013 s TR sHR
2014 s R sHEl
2015 s TR sHR

2016 n/a s

[END CONFIDENTIAL PORTIONS]

BREC, which was already heavily dependent financially on higher market prices
for off-system sales, will become even more dependent on off-system sales
following the departure of the smelters given the excess capacity those departures

create. The higher margins projected for off-system sales in the Unwind
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proceeding have not materialized, and BREC therefore finds itself in a “precarious

financial position.”

Q. PLEASE COMPARE SELECT BALANCE SHEET AND INCOME STATEMENT
ITEMS FROM THE UNWIND FINANCIAL MODEL PROJECTIONS TO

BREC’S ACTUAL 2012 FIGURES AND PROJECTED 2013 FIGURES.

A.  The final Unwind financial model contains projections for 2009 and subsequent
fiscal years and was provided by BREC in response to AG 1-7. BREC provided its
preliminary RUS Financial and Operating Report for 2012 in response to AG 1-162.
Financial and operating projections for 2013 were provided by BREC in response
to PSC Staff 1-57. Selected balance sheet and income statement items can be

compared as follows:

Testimony of David Brevitz
Big Rivers General Rate Adjustment
Case No. 2012-00535 Public-Redacted Version Page 29




Unwind Preliminary Variance Unwind 2013 Projected Variance
2012 2012 2013
Total Operating $ 6343 $ 5683 $  (66.0) $ 6668 $ 5454 $(1214)
Revenues
Reserve Funds $ 38.3 $ 35.7
Total $ 6726 % 5683 $ (104.3) $ 7025 $ 5454 $(157.1)
-16% -22%
Fuel Costs $ 3395 $ 2264 $ (113.1) $ 3664 $ 2272  $(139.2)
Total Costs $ 658.7 $ 5581 $ (100.6) $ 6893 $ 5438 $(1455)
Net Margin $ 139 § 113 % (2.6) $ 132 % 50 $ (83)
-19% -63%
Interest Expense $ 514 $ 450 $ (6.4) $ 483 $ 463 $ (20)
Margins and $ 4269 $ 4029 $ (24.0) $ 4401 $ 4022 $ (37.9)
Equities
Long Term Debt $ 8345 $ 8453 § 108 $§ 8109 $ 9432 § 1323
Capital $ 501 $ 791 % 29.0
Expenditures
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Analysis of the variances for these two years provides a very stark result, and
uniformly indicates an increasingly large gap between where BREC told the
Commission it would be in the Unwind case, and its present precarious financial

position.

e Revenues: BREC's actual revenues were $104 million less than the Unwind
model’s prediction for 2012, and are projected to be $157 million less than
predicted in 2013, including the last four months of 2013 without Century
revenues. As a percentage, these shortfalls are 16% for 2012 and 22% for
2013 as contrasted with the Unwind model’s prediction. Both the size and

the trend of these shortfalls are very troubling.

o Total Costs: BREC’s actual total costs were $100 million less than predicted
the Unwind model’s prediction for 2012, but fuel costs were $113 million
less indicating that BREC's other costs were approximately $13 million
higher than predicted. This is in spite of the actual-cost reducing impacts of
deferring maintenance and scheduled outages. BREC's projected costs for
2013 are $145 million less than the Unwind model predicted, and some
portion of that would be due to the departure of Century for the last four

months of 2013.

e Net Margins: Net margins are $2.6 million less than the Unwind model

predicted for 2012, and are projected to be $8.3 million less in 2013. 'As a
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percentage, these shortfalls are 19% for 2012 and 63% for 2013 as contrasted
with the Unwind model’s predictions. Both the size and the trend of these

shortfalls are very troubling.

e Margins and equities: BREC’s Unwind model predicted that its equity
position would reach $427 million in 2012 and $440 million in 2013.
However, BREC's actual and projected margin accumulation is falling
increasingly short of the Unwind model predictions. BREC projects that it
will be $38 million short of its predicted margins and equities level at the

end of 2013.

e Long Term Debt: BREC’s Unwind model predicted LTD balances of $834
million at the end of 2012, and $811 million at the end of 2013. The Unwind
model predicted declining LTD levels. This is perhaps the most troubling
element of the comparison of predicted to “actual” balances. BREC had $11
million more in Long Term Debt in 2012 than was predicted by the Unwind

model, and is projected to have $132 million more in LTD at the end of 2013.

While this is a mathematical consequence of the assumptions and methods
underlying BREC's projections, at a reality level it should be very troubling
to the Commission that BREC is planning to add $132 million in Long Term

Debt at the same time its two largest customers are leaving the system.
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Q. DOES THE STARK NATURE OF THE VARIANCES BETWEEN BREC'S
PRIOR FINANCIAL MODELING AND ACTUAL RESULTS SUGGEST THAT
THE COMMISSION SHOULD BE VERY SKEPTICAL REGARDING BREC'S

PROPOSED USE OF A FORECASTED TEST PERIOD?

A.  Yes. These variances between predicted and actual financial results should cause
the Commission to be very skeptical about the forecasted test period proposed by
BREC, in addition to the forecasted test period concerns addressed in Mr.

Ostrander’s testimony.

Excess Capacity and Fair, Just and Reasonable Rates

Q. BREC STATES THIS RATE CASE IS LARGELY DESIGNED TO RECOVER
THE LOST MARGINS DUE TO THE DEPARTURE OF CENTURY
ALUMINUM, WHICH BREC CALCULATES TO BE $63 MILLION.#2 SHOULD
THE COMMISSION ALLOW BREC TO INCREASE RATES CHARGED TO
THE RURAL AND LARGE INDUSTRIAL CLASSES TO RECOVER LOST

MARGINS FROM THE CENTURY DEPARTURE?

A.  No. The Unwind Transaction was a bargained-for exchange, including the Smelter

Agreements. The smelters and BREC had a Commission-approved bargained-for

41 The Direct Testimony of Robert W. Berry on behalf of Big Rivers, Exhibit Berry 4 states a “Net Revenue
Requirement Due to Century Exit” of $63,028,536. The calculation begins with “Century Gross Sales
Margin (Revenue less Variable Cost)” of $92,397,332.
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exchange regarding the terms, conditions and rates under which BREC would
provide power to the smelters. The Commission should not allow BREC to now
transfer lost margins from the smelters to remaining rural and large industrial
consumers. These lost margins from the Century departure cover costs which are
not appropriately assigned to other rural and large industrial consumers and
which stem at least in part from plant which is no longer “used or useful” in
providing public utility service. The rates proposed to be charged to remaining
large industrial and rural consumers are not fair, just and reasonable since they
include BREC's proposal to make these consumers responsible for paying costs of
another customer--lost margins due to Century’s departure. The Commission
should not require remaining large industrial and rural consumers to be
responsible for all costs on a residual basis, including the costs of excess capacity
that result from consequences of the bargained-for agreement between BREC,

Kenergy and the smelters—and a party which is no longer present - E.ON.

Q. DO YOU PROPOSE AN ADJUSTMENT TO THE REVENUE REQUIREMENTS

PRESENTED BY BREC IN THIS CASE, TO ADDRESS THIS?

A.  Yes, I recommend that the Commission remove the impact of “lost margins” from
the departure of Century that is reflected in Mr. Ostrander’s schedules as
adjustment OAG-1-DB, which reverses BREC's proposed adjustment of

$63,028,536.
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Q. ARE THERE COMPONENT PARTS THAT CAN BE CALCULATED AND
DEMONSTRATED IN SUPPORT OF THE REASONABLENESS OF NOT
ACCEPTING RECOVERY OF LOST MARGINS DUE TO CENTURY’'S

DEPARTURE?

A.  Yes. Mr. Holloway’s testimony addresses the overstatement of transmission costs
proposed by BREC to be recovered from remaining rural and large industrial
consumers, including Alcan, in the amount of $10,760,729. This can be viewed as a
component part of the $63 million proposed by BREC to be recovered from
remaining consumers. Furthermore, BREC has identified costs of the Wilson plant
remaining in the Forecasted Test Period, after the planned layup of the plant, as
being [BEGIN CONFIDENTIAL] [l [END CONFIDENTIAL] million.42
Together these items total [BEGIN CONFIDENTIAL] - [END
CONFIDENTIAL] million, which therefore explains most of the $63 million in
“lost margins” that BREC proposes to recover from remaining rural and large

industrial consumers.

Q. IS THE WILSON PLANT “USED OR USEFUL” IN PROVIDING PUBLIC
UTILITY SERVICE TO REMAINING RURAL AND LARGE INDUSTRIAL

CONSUMERS?

4 Big Rivers’ Response to AG 1-107 (Confidential).
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A.  No. BREC has demonstrated by its own actions in “laying up” the Wilson plant in

response to the Century departure that Wilson is not “used or useful” in the

provision of utility service. [BEGIN CONFIDENTIAL] NG

B (END CONFIDENTIAL] The Commission should not burden ratepayers
with the cost of plant and operations which are not used or useful. BREC has
removed some of the cost of Wilson plant via expense adjustments to recognize its
planned “lay-up”, but [BEGIN CONFIDENTIAL] il [END CONFIDENTIAL]

million remains in proposed revenue requirements, as follows:

Depreciation $20.031
Interest Expense $22.544
Property Tax $1.084
Property Insurance $1.209

Fixed Departmental Expense e

Labor/Labor Overhead $1.579

Total Test Period - '

Q. IS IT REASONABLE TO INCLUDE THESE COSTS OF THE IDLED WILSON

PLANT IN REVENUE REQUIREMENTS IN THIS CASE?

8 ]d.
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A.  No. The Commission should exclude these costs from ratemaking in this matter.
The Commission may elect to exclude these costs either directly via an adjustment
in this amount or via inclusion in the higher level adjustment of $63 million to
reverse BREC proposed “lost margins” adjustment to account for Century’s
departure from the system. Century’s departure leaves BREC with considerable
excess generating capacity, and BREC plans to address this excess capacity issue
by laying up the Wilson plant and/or other generating plant [BEGIN
coNFIDENTIAL] [N [END CONFIDENTIAL]. BREC states in
response to PSC Staff 2-21(c) the “current long-term Financial Model indicates
Wilson Station will restart in 2019.” However it is crucial to recognize that this
considers only the Century departure, and with the impending Alcan departure,
the restart of Wilson Station would obviously extend further into the future, all
other things equal. Furthermore, the Wilson lay-up places it in a state where it is
“unavailable for service” and it would take “weeks or months” to bring the unit
back into service.# Wilson is not “used or useful” in utility service in its state of
lay-up, and is unavailable for utility service in its state of lay-up. The Commission
should not include the costs of plant which are not used and useful in providing

public utility service in revenue requirements. Therefore, the Commission should

4 1d., at page 6. Note also Big Rivers Response to AG 1-111 which states it will take 43 days to “restore
[Wilson] from an idled status.”
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exclude costs of the idled Wilson plant from revenue requirements in this
proceeding as being excess capacity - plant which is not used or useful in the
provision of public utility service. This is necessary to achieve fair, just and

reasonable rates.

Q. DOES THE PUBLIC QUESTION WHY ITS RATES MUST INCREASE TO
RECOVER COSTS OF PLANT WHICH IS NOT USED OR USEFUL (OR

EXCESS CAPACITY), SUCH AS THE COSTS OF THE WILSON PLANT?

A.  Yes. One member of the public has directly questioned the recovery of the
shortfall caused by Century’s departure from all other ratepayers instead of

reducing capacity, as follows:

“Why would BREC need to maintain its facilities at or near the same

capacity as they have now?”45

“It seems, logically, that BREC should be able to reduce operating costs by
scaling back operations related to the Century power-generating, and that
that reduction of operating costs would offset the vast majority of the ‘lost

revenue’ from Century’s business.”46

45 Attachment to Big Rivers Response to KIUC 2-43, page 11.

46 Id., page 4.
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This observation from the public is accurate, and is addressed by the removal of

costs related to the idled Wilson plant as proposed in my testimony.

Q. WILL THE RATES PROPOSED BY BREC IN THIS CASE NECESSARILY

RECOVER BREC’S CALCULATED DEFICIENCY?

A.  No, the proposed rates will not necessarily recover the calculated deficiency. Itis a
given that a noticeable change in price will change the quantity of a product or
service demanded by consumers. This is known as price elasticity of demand.
BREC has proposed a significant increase in price, and this price increase should
be expected to reduce demand. BREC takes the position that “the price elasticity
coefficient that was factored into the 2011 Load Forecast results in demand and
energy sales reductions that are reasonable for the forecasted test period.” But
“the 2011 Load Forecast included price elasticity for residential customers on

normal projected increases anticipated at the time, using a price elasticity

coefficient of -0.26, but did not give consideration to customer consumption

changes that may result from the specific rate increase proposed in this case.”4”

Big Rivers states it “has not completed a study to determine whether the

magnitude of the rate increase sought in this proceeding will result in demand and

47 Big Rivers response to KIUC 1-35, emphasis added.
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energy sales reductions that exceed those already included in the forecast.”48
BREC makes no mention of price elasticity of demand associated with the Large
Industrial customer class. BREC has not demonstrated that the assumed price
elasticity coefficient factored into the 2011 Load Forecast is appropriate for the

magnitude of increases proposed in this case.

BREC’s Mission

Q. WHAT IS THE MISSION OF BREC?

A.  According to its website, “the mission of BREC is to safely deliver low cost, reliable
wholesale power and cost-effective shared services desired by the members.”4
BREC states in its Application at page 2 that it “exists for the principal purpose of
providing the wholesale electricity requirements of its three distribution

cooperative member-owners.”

Q. IS MAINTAINING EXCESS CAPACITY IN REVENUE REQUIREMENTS AND
INCREASING RATES TO REMAINING CONSUMERS TO COVER THOSE

COSTS CONSISTENT WITH BREC’S MISSION AS A COOPERATIVE?

48 Big Rivers response to KIUC 2-15a.

49 http:/ /www.bigrivers.com/ default.aspx
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No. BREC operates on a non-profit basis to serve its retail members. Maintaining
excess capacity on the scale created by the departure of the smelters would cause
BREC to more closely resemble a merchant generator than a cooperative serving its
members. BREC’s proposed lay-up of Wilson demonstrates that BREC has
significant capacity in excess of what it needs for its “principal purpose of
providing the wholesale electricity requirements of its three distribution
cooperative member-owners.”%0 As stated by Mr. Berry at page 5, BREC currently
owns and operates 1,444 MW of net generating capacity in four stations:

e Coleman Station - 443 MW

e Reid Station - 130 MW

e Green Station - 454 MW

e Wilson Station - 417 MW
Century currently utilizes 482 MW, and Alcan currently utilizes 368 MW, for a
total of 850 MW.51 The smelter load represents 59% of BREC's net generating
capacity. The smelters provide 64% of BREC’s wholesale revenue —Century is the

source of approximately 36%, and Alcan is approximately 28% of wholesale

* [BEGIN CONFIDENTI AL ] [
e —————————  __________NUW

CONFIDENTIAL]

51 Direct Testimony of John Wolfram on behalf of Big Rivers Electric Corporation, at page 6, line 11.
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revenues.52 BREC proposes to require consumers to pay the costs of maintaining
excess capacity created by the departure of the smelters while it searches for
replacement load in a depressed market for power. The Commission should not
allow BREC to place its members or their customers in the position of paying for

excess capacity for an indeterminate time period with uncertain results.

Q. IS BREC CHARGING ITS MEMBERS ONLY FOR THE COSTS OF POWER

RECEIVED UNDER THE MEMBERS’ “ALL REQUIREMENTS” CONTRACTS?

A. No. BREC is proposing to charge its members for the costs of excess capacity
which is not necessary for the provision of power to the members. The provision
of “all requirements” for power to the members is being inverted by BREC to
payment of all BREC's costs by the members. The “all requirements” concept
should not be expanded to flow through all costs of BREC's excess capacity to its

members.

Q. SHOULD REMAINING RURAL AND LARGE INDUSTRIAL CONSUMERS
BE REQUIRED TO BEAR THE COSTS AND RESULTS OF BREC'S DECISION
TO PROCEED WITH THE UNWIND TRANSACTION (IN THE FORM OF THE

COSTS OF EXCESS CAPACITY)?

52 Big Rivers response to AG 2-37 and to PSC 3-9, Corrective Plan provided to RUS, attachment 1, page 2.
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A.  No. This is a primary question for the Commission to consider —who should bear
the risk of BREC's decision to pursue, ﬁegotiate and agree to the Unwind
transaction? “BREC viewed this proposal [E.ON's proposal for BREC to take back
operational responsibility] as an opportunity to improve its financial position for
the benefit of itself and its members, as a means to obtain financing on more
favorable terms, and as a way to better manage its long-term power supply.”>
However, this view of BREC turned out rather quickly to have been very wrong.
The Commission should not burden remaining consumers with the excess capacity
costs caused by the smelters departure based on BREC's decision to pursue,
negotiate and agree to the Unwind transaction. In the Unwind transaction, BREC
re-acquired substantial long term and fixed obligations in plant assets and debt in
part to serve a substantial but intermediate-term load of the smelters.  This
mismatch between BREC fixed assets and obligations versus remaining customer
load should not be addressed by burdening remaining ratepayers with the
carrying costs of the excess fixed assets. It should be addressed by reducing the

scale of BREC's operations.

58 Unwind Order, page 7.
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DOES THE SMELTERS’ TERMINATION OF THE SMELTER AGREEMENTS
PROVIDE BREC WITH AN OPPORTUNITY TO REDUCE THE SCALE OF ITS

OPERATIONS?

Yes, termination of the smelter agreements provides BREC with both the
opportunity and the necessity of reducing the scale of its operations. BREC is at a
major fork in the road. It has chosen to file rate cases to burden remaining
consumers with the costs of excess capacity caused by termination of the Smelter
Agreements. The other path is to work directly on reducing the excess scale of
operations that is causing the excess capacity costs. It is very likely (given the large
size of the smelter load) that the rate increase path will end up at the excess scale
reduction path, only at a later date. BREC should not dissipate reserve funds
during pursuit of rate increases and replacement load when such an approach
cannot generate materially beneficial results for at least 3-4 years. Reserve funds
would be best and most appropriately used at this juncture to support a transition

while BREC is taking concrete steps to reduce its scale of operations.

Disallowance of Costs of Excess Capacity

ARE YOU AWARE OF OTHER CASES IN WHICH A STATE UTILITY
COMMISSION HAS NOT INCLUDED GENERATING PLANT COSTS OR

EXPENSES IN A G&T COOPERATIVE’'S REVENUE REQUIREMENTS DUE
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TO EXCESS CAPACITY, CONCERNS REGARDING EXCESSIVE RATES,

AND “USED OR USEFUL” REGULATORY POLICY?

Yes, I am aware of two instances. First, the Kansas Corporation Commission
found it necessary to disallow a portion of the generation plant for Sunflower
Electric Cooperative due to these concerns. Sunflower sought to include a
generating station financed by REA (predecessor to RUS) in rates to be charged to
its eight retail members in Western Kansas, and the KCC disallowed a substantial
portion of that generating plant for ratemaking purposes. Sunflower had
negotiated a Deferral Plan with REA under which the Holcomb Unit would be
phased in to rate base. Sunflower and REA’s Deferral Plan “contemplated 50% of
Holcomb in rate base the first year, and an additional 10% of Holcomb each
succeeding year until the entire plant was in rate base after the sixth year.”s
Sunflower filed a rate case in 1984 to request 60% of Holcomb be placed into rate
base. The Commission stated it would “evaluate each rate case on its own merits
and allow such further portion of the Holcomb Unit to be placed into rate base as

can be justified on the basis of usage, economics, rate impact, price elasticity, off

54 In the Matter of the Application of Sunflower Electric Cooperative, Inc., for approval of the State Corporation
Commission to make certain changes in its charges for sale of electricity to its member cooperatives; Docket No.

143,069-U, Order (April 2, 1985) at page 6. Hereafter referred to as the “Sunflower Rate Case Order.” A full

copy of this Order is included with my testimony as Exhibit DB-3.
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system sales, peak requirements, carrying costs and load growth.”% Facing
circumstances very similar to those faced currently by this Commission, the
Kansas Corporation Commission determined “the appropriate percentage of the
Holcomb Unit to include in rate base, ... evaluat[ing] Sunflower’s total generating
capacity, firm purchase and sales, reserve requirements, system demand and
performance criteria.”% The KCC allowed 57% of the Holcomb Unit into rate base
and disallowed the remainder based on the excess capacity not being “currently
used and required to be used” and concerns that excessive rates to residential and

industrial customers would result.5”

Second, the Kentucky Public Service Commission in Case No. 9613 refused to
allow recovery of Wilson-related debt expenses. 8 I am familiar with that case only
by reference and review of the Order dated March 17, 1987. However, it appears
from the Commission’s 9613 Order that issues similar to those being considered in
this matter -- including but not limited to the issues of off-system sales, Big Rivers’

precarious financial position and debt leverage, excess capacity and the used and

5 Sunflower Rate Case Order, page 6, emphasis added.

56 Id., page 7.
57 Id., page 13-14.

58 In the matter of Big Rivers Electric Corp.’s Notice of Changes in Rates and Tariffs for Wholesale Electric Service
and of a Financial Workout Plan, Case No. 9613, Order (March 17, 1987). A full copy of this Order is included
with my testimony as Exhibit DB-4. See also Case No. 9887, Order dated Aug. 10, 1987.
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useful nature of the Wilson plant, and the allocation of risk between Big Rivers’
creditors and ratepayers - were considered by the Commission. Also considered in
the Commission’s 9613 Order was the similarity of Big Rivers’ circumstances to
those of Sunflower Electric Cooperative.5® Otherwise, the record will speak for

itself.

Q. WHAT IS THE IMPORTANCE OF COMMISSION ACTION AS
RECOMMENDED BY THE TESTIMONY ON BEHALF OF THE ATTORNEY

GENERAL IN THIS MATTER?

A.  Unless the Commission acts as recommended by our testimonies, the Commission
can expect more of the same in the future with a repeat of history. The
Commission can expect continued rate increase requests from BREC as the
preferred means of dealing with its “precarious financial position.” At this time
there is no end in sight to what promises to be multiple rate cases and financing
applications in the future, for the reasons expressed in this testimony, especially
due to the extended time period and uncertainty associated with replacing the
smelter load under BREC's proposed approach. The lost smelter load is too big to
replace, and BREC therefore must take material and concrete steps to reduce the

scale of its operations. BREC operations include excess capacity given the

5 1d., at p. 17.
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departure of the smelter load, and the Commission should require BREC to deal
with this circumstance directly rather than subject remaining consumers to paying
rates which are not fair, just and reasonable for an extended and uncertain time
period to support what in essence is a merchant generation operation in a
depressed market for power. This will require that BREC work with its lenders,

the Commission and potential buyers to reduce the scale of its operations.

Q. IS THERE A LIKLIHOOD THAT THE FACTS AND CIRCUMSTANCES UPON

WHICH THIS RATE CASE IS PRESENTED COULD MATERIALLY CHANGE?

A.  Yes. The facts and circumstances changed almost immediately after the BREC
filing with the second smelter - Alcan - providing its Notice of Termination to
BREC two weeks after the rate case was filed. Also, it is not yet certain the
particular generation resources MISO will determine are needed for system
reliability. BREC has asked MISO to study “the reliability impacts related to a
potential change of status” of Wilson, and the Coleman units, separately.®9 Results
of these studies along with other factors such as whether the smelters obtain power
from the market will be used by BREC to determine what generating capacity to

idle. BREC has presented this case with the assumption that Wilson will be idled,

60 Big Rivers Response to PSC Staff 2-21, Attachments 1 and 2.
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but that may be subject to change based on these results and further analysis by

BREC and MISO.

But even more fundamentally the facts and circumstances of the case and its future
test period would change with the recently announced agreement between BREC,
Kenergy and Century whereby Century would be allowed to access market based
power through Kenergy, for Century’s operations and its to-be-acquired Rio Tinto

Sebree operations.

HAVE YOU REVIEWED THE ACTUAL AGREEMENTS AMONG CENTURY,
BREC AND KENERGY FOR THE NEW ARRANGEMENT FOR ACCESS TO

MARKET BASED POWER?

No, I have not had the opportunity to review those agreements as they have not
been provided in this case. Also, I understand the Attorney General was not a

party to any negotiations in this regard.

DOES THIS APPARENT DEVELOPMENT REQUIRE ANY CHANGES TO

YOUR TESTIMONY?

No. I have no facts to address this apparent development beyond the press
reports. Therefore, I am obliged to address BREC’s case as filed. One could

speculate as to the impacts of this as yet not-provided set of agreements and
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whether or not BREC still really needs its requested $74 million but I will not do so

in this testimony without documented facts.

Q. DOES THIS CONCLUDE YOUR TESTIMONY?

A. Yes.
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David Brevitz, C.F.A.

Brevitz Consulting Services
3623 SW Woodvalley Terrace
Topeka, Kansas 66614

General

Mr. Brevitz is an independent regulatory consultant, a Chartered Financial Analyst and has more
than thirty years of experience in state regulation of public utilities, regulatory policy at the state
commission level, determination of revenue requirements in state regulatory proceedings, various
telecommunications matters including telecommunications cost allocations and revenue
requirements, and telecommunications regulation/de-regulation. Mr. Brevitz’s consulting practice
focuses on technical assistance to state utility commissions, consumer advocate offices and

organizations, state attorneys general offices, and international telecommunications regulatory
bodies.

Professional Designation and Community Service

Mr. Brevitz has achieved designation as Chartered Financial Analyst from the CFA Institute
(formerly the Institute of Chartered Financial Analysts) in 1984. The CFA Institute is the
organization which has defined and organized a body of knowledge important for all investment
professionals. The general areas of knowledge are ethical and professional standards, accounting,
statistics and analysis, economics, fixed income securities, equity securities, and portfolio
management.

Mr. Brevitz is current President and previous Treasurer (2007 to 2010) of the Kiwanis Club of
Topeka. He has served numerous terms on the Board of Directors of the Club, has been recognized
by Kiwanis International as a George F. Hixson Fellow, and has his name inscribed on the Kiwanis
International Foundation Tablet of Honor.

Recent Relevant Experience

» March 2012 to Current, Kansas Statewide Broadband Imitiatives, Department of
Commerce: Mr. Brevitz is assisting the Kansas Department of Commerce’s Kansas
Statewide Broadband Initiative’s Broadband Mapping effort under NTIA auspices. Mr.
Brevitz is working with the University of Kansas’s Data Access and Support Center, and
providing expertise and assistance in the areas of broadband research and analysis, service
provider relations, data collection, data validation and verification, best practices, and
overcoming challenges and barriers.

> March 2012 to November 2012, Rural Local Exchange Company Revenue Requirement
Issues, Utah Office of Consumer Services: Mr. Brevitz is assisting the OCS in examination

of RLEC revenue requirement issues to ensure prudent use of Utah Universal Service Funds,
and that by extension the UUSF statewide assessment is appropriate and cost based. Mr.
Brevitz is reviewing and analyzing issues such as employee and officer compensation issues;
allocations between regulated and non-regulated operations; affiliate and related party
transactions; implications and impacts of the FCC’s Mega-Order on intercarrier compensation
and the Federal Universal Service Fund; and appropriate treatment of expenditures for Fiber to
the Home programs.
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> August 2011 to Current, Utilities Division Staff, Kansas Corporation Commission: Mr.
Brevitz is assisting KCC staff and the Commission in assessing policy and financial impacts

on Kansas rural Local Exchange Carriers, larger Price Cap carriers and Kansas consumers of
the FCC’s actions regarding the Federal Universal Service Fund and Intercarrier
Compensation, which culminated in the FCC’s November 18, 2011 Report and Order. Mr.
Brevitz is also evaluating revenue requirement and policy issues pertaining to rural Local
Exchange Carriers of management compensation, use of RUS loan funds for Fiber to the
Home, how Kansas Universal Service Funds are expended, and questions regarding RLEC
affiliates and subsidiary relationships. Mr. Brevitz is also analyzing broadband deployment in
Kansas through the FCC Form 477 data filed by each service provider in the state twice a
year.

> October 2011 to December 2011, Vermont E911 Board: Mr. Brevitz performed an analysis of
Vermont rural local exchange carrier and FairPoint Communications tariffs and charges for E911
service elements to the Vermont E911 Board, as compared to tariffs and charges for the same
elements in the remaining 49 states. The analysis was provided in a Report which identified “best
practices” in E911 tariffing and charges, and estimated the cost savings to the Vermont E911
Board and Vermont citizens from adopting these best practices.

> July 2010 to February 2011, Project Leader, Florida Statewide Strategic Broadband
Planning: Mr. Brevitz led the Public Utility Research Center project team to study government
use of broadband capabilities, study assets and services used by government in Florida for
broadband capability, and recommend options for the State of Florida to optimize use of
government fiber optic and other assets, from a State of Florida enterprise perspective, for current
and future broadband capabilities needed by governmental entities. The project culminated in the

report on “Strategic Planning for Florida Governmental Broadband Capabilities” containing
analysis and options provided to Florida policymakers, available at:

http://bear. warrington.ufl.edu/centers/purc/docs/papers/1111_Brevitz_Strategic_Planning_for.pdf

> July 2009 to Current, PURC Senior Fellow: Mr. Brevitz has been designated as a Senior Fellow
by the Public Utility Research Center at the University of Florida. This designation is reserved for
knowledgeable and experienced professionals who foster strong ties to academia, industry, and
government, who embody PURC's values of respect, integrity, effectiveness and expertise, and
who support PURC’s mission to contribute to the development and availability of efficient utility
services through research, education, and service.

> February 2010 to Current, Statewide Toll Free Calling Plan Proposal: Mr. Brevitz is assisting
AARP in review of the proposed Statewide Toll Free Calling Plan rules before the Oklahoma

Corporation Commission to draft and provide comments on the proposed rules on behalf of AARP.
The proposed rules would significantly change intrastate intercarrier compensation (including
elimination of access charges), eliminate long distance charges on consumers’ bills (including
Wide Area Calling Plans), revise facilities and signaling arrangements, and implement a telephone
number based assessment methodology.
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> March, 2008 to Current, FairPoint Communications Financial Monitoring docket: Mr.
Brevitz is assisting the Maine Office of Public Advocate before the Maine Public Utilities

Commission in Docket No. 2008-108 in monitoring compliance by FairPoint with financial and
other commitments required by the PUC’s conditional approval of the Verizon/FairPoint
transaction. Mr. Brevitz is also assisting OPA in other matters that arise from time to time
pertaining to FairPoint, such as request for waiver of provisions of FairPoint’s Performance
Assurance Plan, and particularly operational and service quality problems caused by lack of proper
performance of FairPoint’s new Operational Support Systems (OSS), other back office systems
and supporting business practices.

> September 2006 to Current, Nevada Office of Attorney General, Bureau of Consumer
Protection, Various Telecommunications Regulatory and Cost Recovery Plans: Mr. Brevitz is
providing assistance to the Bureau of Consumer Protection regarding telecommunications matters
generally, which include legislative proposals, merger and acquisition proposals, requests to
increase rates for basic services, performance measurement and incentive plans, proposals to
reclassify individual services as discretionary or competitive, proposals to introduce new services,
requests to be designated as an Eligible Telecommunications Carrier (ETC), and other matters.

» October 2009 to January 2011, FairPoint Communications Bankruptcy Proceeding: Mr.
Brevitz assisted the Maine Office of Public Advocate regarding the bankruptcy filing by FairPoint
Communications in the US Bankruptcy Court (NY, NY). Mr. Brevitz reviewed filings by the
company and parties to the proceeding, as well as financial and operational information pertaining
to FairPoint’s proposed reorganization.

> 1999- 999-Current, Kansas Corporation Commission Advisory Staff: Mr. Brevitz is serving as

advisor to the Commissioners on a variety of telecommunications technical and policy matters.
Mr. Brevitz also served as advisor on electric industry matters, including cases involving
structure/restructure of Westar Energy and Aquila.

» March 2009 to June 2009, Nevada Office of Attorney General, Bureau of Comsumer
Protection: Mr. Brevitz assisted the BCP in its review and assessment of AT&T Nevada’s
Performance Measurement Plan and related Performance Incentives Plan, and changes proposed
by AT&T to the Plans. The Plans are designed by the Commission to be self-executing and to
encourage competition and discourage discriminatory conduct.

> February 2009 to June 2009, USAID Capacity Assessment and Development for the
Department of Public Services Regulatory Commission of Armenia: Mr. Brevitz was team

leader for the project to conduct a telecom sector strategic analysis, legal and regulatory
assessment, and human and institutional capacity assessment for the PSRC in Armenia, under the
auspices of USAID and the Academy for Educational Development. The team consisted of three
experts from the US, and local experts in Armenia. The team delivered a comprehensive Final
Report to AED and USAID on May 31, 2009, which addressed government’s plan for IT sector
development, market structure and technological potential, the current telecommunications law
and regulatory environment, current regulatory performance and priorities, overlapping
responsibilities, performance gaps, and human and institutional capacity assessment regarding
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areas including independence, accountability, transparency, institutional characteristics,
organizational structure, and financing and budget.

> February 2009, Presentation to 36" PURC Annual Conference: Mr. Brevitz presented on the
subject of “Telecommunications Competition: Where is it and Where is it Going?” The
presentation at the Public Utility Research Center, University of Florida, assessed market structure
and the competitiveness of telecommunications markets from a consumer perspective.

> December 2008 to June 2009, Kansas Corporation Commission Staff: Mr. Brevitz assisted the
Kansas Corporation Commission Utilities Division staff in Docket No. 08-GIMT-1023-GIT in its
assessment of Sprint Nextel’s petition to the Commission to bring Embarqg’s intrastate switched
access charges into parity with interstate rates. Mr. Brevitz filed testimony to assess Embarg’s cost
study in support of its intrastate switched access charges.

> December 2008 to February 2010, Public Utilities Regulatory Authority of The Gambia: Mr.
Brevitz assisted the Public Utilities Regulatory Authority in The Gambia, under the auspices of the

ITU, in the review of international wholesale and retail tariffs charged by the incumbent
telecommunications company (GAMTEL) to mobile operators and retail customers to ensure that
proposed rates are set at levels that are fair and not anticompetitive. Extensive individual
consultations were held with stakeholders that culminated in further industry-wide consultations.
In the course of this review, cost information for international wholesale and retail tariffs was
reviewed and considered, retail rate benchmarking information was considered, the arrangement
between GAMTEL and its affiliated mobile operator (GAMCEL) was reviewed vis-a-vis
comparable arrangements with other mobile operators, and the results were provided in a
consultative reports_to. PURA._Policy_considerations_based on_enactment of the Information and
Communications Act of 2008 were also addressed, especially including cost accounting and
liberalization of the international gateway.

> November 2008 to March 2009, Nevada Office of Attorney General, Bureau of Consumer
Protection, Merger Application of Embarq and CenturyTel : Mr. Brevitz provided assistance

and testimony to the Bureau of Consumer Protection in the Embarg/CenturyTel merger case,
addressing in filed testimony the subjects of financial viability, financial projections, debt leverage,
synergies and customer benefits asserted to be associated with the proposed transaction. This case
was resolved by stipulation among the parties.

> November 2008, Presentation to NASUCA 2008 Annual Meeting: Mr. Brevitz presented
“Deregulation and Price Increases: the Hallmarks of a Competitive Market?” at the Annual

Meeting in New Orleans, Louisiana, which addressed telecommunications market structure and the
pattern of price increases following service deregulation.

> May 2008 to September 2008, Unitil Corporation Acquisition of Northern Utilities: Mr.
Brevitz is working on behalf of the Maine Office of Public Advocate to address the financial,

structural and transactional aspects of Unitil Corporation’s proposed acquisition of NiSource’s
Northern Utilities gas distribution operations in Maine and New Hampshire, and also the Granite
State Pipeline operation. Mr. Brevitz filed direct testimony containing recommendations and
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conditions designed to bring the proposed transaction to a level which would meet the “no net
harm” standard for Commission approval of such transactions.

April — November, 2008, Maryland Office of People’s Counsel, Verizon Alternative
Regulation Plan: Mr. Brevitz addressed the subjects of measurement and evaluation of
telecommunications competition, how the level of competition has changed over the term of
Verizon-Maryland’s previous Alternative Regulation Plan, and the extent to which competition
acts as an effective regulator in three rounds of prefiled expert testimony on behalf of the
Maryland OPC in Case No. 9133 before the Maryland Public Service Commission. Mr. Brevitz
used Verizon — MD data to construct a Herfindahl-Hirschman Index (HHI) which showed a highly
concentrated duopolistic market structure, and an absence of effective competition. Mr. Brevitz
evaluated the structure and impact on competition of Verizon’s “Wholesale Advantage” program
pertaining to CLECs subsequent to the demise of Unbundled Network Elements. Mr. Brevitz
addressed many competition related subjects such as substitutability of services including VolP,
wireless and cable services; ILEC migration strategies; marketplace behavior under duopoly in
contrast to “perfect competition” constructs; and ILEC claims regarding line losses and
competition.

January, 2008 to January, 2009, Big Rivers Electric Corporation “Unwind” Transaction:
Mr. Brevitz worked for the Kentucky Attorney General (Office of Rate Intervention) to assess the
Big Rivers and E.ON joint application to “unwind” a previous lease transaction. The 1998
transactions were part of Big Rivers’ implementation of its bankruptcy reorganization, and
included leasing Big Rivers’ generating facilities to E.ON’s predecessor for it to manage, operate
and maintain; transferring responsibility to manage, operate and maintain two additional
generatinguunitsuo_wnedﬁby..th&Citymoquendersonw(througthenderson..Municipal_Rower.&_Ligh.t,

or “HMPL™); purchasing by Big Rivers of a set amount of power at substantially fixed prices
through a Power Purchase Agreement that it uses to serve the loads of its three member retail
cooperatives; payment by LG&E Energy Marketing (“LLEM”) to the US Rural Utilities Service
("RUS”) of monthly margin payments; and, providing a portion of two aluminum Smelters’ power
needs at substantially fixed rates through power supply contracts between LEM and predecessors
of Kenergy. Various other proposed agreements and approvals are also to be addressed in this
matter. Direct testimony was filed in this matter on behalf of the Attorney General of Kentucky’s
Office of Rate Intervention.

September 2007 - February 2008, Cable & Wireless/Barbados Price Caps: Mr. Brevitz
assisted the Fair Trading Commission and its staff in assessing the results of the first price cap plan
for Cable & Wireless/Barbados, and in assessing the desirability of continuing a price cap for
Cable & Wireless/Barbados, and related structural changes to better fit the revised price cap plan
to current policies and conditions in Barbados. The assessment included consideration of actual
financial results and future expected financial results and competitive conditions.

2007 to March, 2008, FairPoint/Verizon Merger/Acquisition of New England State
Operations: Mr. Brevitz worked on behalf of the Maine Office of Public Advocate to assess the
proposed spin-off of Verizon operations in Maine, New Hampshire and Vermont and subsequent
merger with and into FairPoint Communications, in a reverse Morris trust transaction. The

Page 5of 14



David Brevitz, C.F.A.

Brevitz Consulting Services
3623 SW Woodvalley Terrace
Topeka, Kansas 66614

assessment included evaluating financial projections of the company in support of financial
viability of the proposed transaction; financial analyses associated with the proposed transaction
performed by the company and investment advisors; and implications of resulting debt leverage
and structure of the company as “high debt/high dividend”. The testimony also included
assessment of risk factors associated with the proposed transaction and FairPoint’s operational
execution risks. The Hearing Examiner’s Report and the Commission’s Final Order adopted Mr.
Brevitz’s financial recommendations including substantial debt and dividend reduction.

> 2007 to March, 2008, FairPoint/Verizon Merger/Acquisition _of New England State
Operations: Mr. Brevitz worked on behalf of the New Hampshire Office of Consumer Advocate
to assess the proposed spin-off of Verizon operations in Maine, New Hampshire and Vermont and
subsequent merger with and into FairPoint Communications, in a reverse Morris trust transaction.
The assessment included evaluating financial projections of the company in support of financial
viability of the proposed transaction; financial analyses associated with the proposed transaction
performed by the company and investment advisors; and implications of resulting debt leverage
and structure of the company as “high debt/high dividend”. The testimony also included
assessment of risk factors associated with the proposed transaction and FairPoint’s operational
execution risks. The Commission made preliminary determinations in favor of Mr. Brevitz’s
financial recommendations, which were then reflected in the Commission’s Final Order.

> April 2007, PURC Advanced Training Course on Regulatory Economics and Process:
Interconnection, Pricing and Competition: Mr. Brevitz developed and presented three courses
to members of the National Telecommunications Commission from Thailand. The courses
covered accounting separation, case study on a rate proposal, and principles and practices for rate

o rebalancing. - I B —

> January, 2007, 21* International Training Program on Utility Regulation: Mr. Brevitz
developed and presented training sessions on accounting separation, rate rebalancing (case study),
and universal service obligations to the semi-annual training program for regulatory agency staff
and commissioners worldwide. The training program is provided by the Public Utilities Research
Center at the University of Florida in Gainesville.

> 2006-2008, Telecommunications Training for Regulatory Agency for Telecommunications
(RATEL) in Serbia: Mr. Brevitz assisted RATEL in implementation of new policies designed to

open telecommunications markets in Serbia to competition. Issues being addressed include cost
orientation of prices (rate rebalancing), universal service funds, interconnection, administrative
procedures, internet telephony, and spectrum management.

> 2006-2007, Embarq UNE Loop Pricing Application: Mr. Brevitz assisted the Bureau of
Consumer Protection in the Nevada Attorney General’s office in its assessment of Embarq’s
proposal to increase rates for the unbundled loop. This work included assessment of Embarq’s
proposed UNE loop cost model and its inputs, FCC orders which speak to TELRIC costing and
UNE pricing, and use of the mapping program to support Embarg’s proposed cost model.
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> “Assessing Pricing Behavior Under Deregulation”: Presentation at the NASUCA Mid-Year
Meeting, June 14, 2006, Memphis Tennessee.

> 2006 Spin-off of Windstream from Alltel: On behalf of the Kentucky Attorney General (Office
of Rate Intervention), Mr. Brevitz formulated discovery, and analyzed and addressed information
relevant to the proposed spin-off of the local telecommunications operations from Alltel
Corporation and subsequent merger with Valor Communications. Prefiled testimony was provided
before the Kentucky PSC addressing the excessive debt burden placed on “SpinCo” by Alltel;
conflicting company claims regarding merger synergies; lack of basis for claimed increased buying
power; and non-arms-length nature of decisions and transactions in the proposed spin-off.

> 2005 Rate and Revenue Requirement Review of Saco River and Pine Tree Telephone
Companies: On behalf of the Maine Public Advocate’s Office, Mr. Brevitz addressed revenue
requirement levels for both companies, including detailed review of expense levels and trends,
expanded calling plan criteria and data, and detailed review of holding company organization and
charges between affiliates.

> 2005 Price Deregulation of Basic Local Exchange Service: On behalf of AARP, Mr. Brevitz
provided comments before the Public Utilities Commission of Ohio regarding final rules to
implement procedures for addressing price deregulation applications. The comments addressed
the need for effective competition to be demonstrated before approving price deregulation of
BLES; market segmentation between stand-alone BLES and service bundles; barriers to entry;
current competitive market conditions and whether “many sellers” exist; functionally equivalent
and substitute services; and other related matters.

> 2005 Spin off of “LTD Holding Company” from Sprint Nextel: On behalf of the Nevada
Bureau of Consumer Protection, Mr. Brevitz led a team to analyze the proposed spin-off from a
technical and public interest perspective under Nevada statutes. Issues addressed included: asset
transfers to LTD Holding Co.; levels of debt to be placed on LTD Holding Co.; “normal” levels of
debt for Sprint’s Local Telecommunications Division; financial and cost of capital implications of
the spin off; impact on LTD’s ability to compete and other competitive trends; and accounting
issues such as division of pension assets and pension liabilities.

> “Telecommunications Convergence: On Duopoly?”: Presentation at the NASUCA Mid-Year
Meeting, June 15, 2005, New Orleans, Louisiana.

> 2005 Intrastate Deregulation Proposal of SBC Oklahoma: On behalf of AARP, Mr. Brevitz
filed testimony addressing SBC Oklahoma’s proposal to deregulate pricing of almost all intrastate
services (E911 and access services were excepted). The testimony responded to SBC Oklahoma
assertions regarding significant retail competition on a widespread basis, openness of markets,
barriers to entry and exit, reasonable interchangeability of use of cellular and VoIP services for
basic residential services, market share analysis, and competitive trends including CLEC responses
to the elimination of UNE-P, access line losses. The testimony further analyzed the actions,
opportunities, and competitive responses of SBC Oklahoma and its corporate affiliates, observed
public safety deficiencies of cellular and VoIP services, and market trends converging on duopoly.
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> 2004 to 2005: Alternative Regulation Plan Filing by Verizon Vermont: Mr. Brevitz assisted
the Vermont Department of Public Service in assessing matters included in the Vermont Public

Service Board’s assessment of proposed changes to the Alternative Regulation Plan applicable to
Verizon Vermont. Prefiled testimony addresses matters including assessment of competition and
modes of competition, VoIP/wireless substitution, continuation of direct assignment practices
under the FCC’s separations freeze, jurisdictional cost allocations, rate flexibility, and UNE
availability and commercial agreements with CLECs.

> 2005 UNE Loop Cost Proceeding: On behalf of the Arkansas Public Service Commission
General Staff, Mr. Brevitz filed testimony which analyzed SBC Arkansas’ proposed increased
UNE loop rates, and UNE loop model and shared and common cost model inputs and outputs,
including fill factors, defective pairs, IDLC, DSL expenses, and retail related costs.

> 2004 Mass Market Switching Reviews under the FCC Triennial Review Order: Separately
for the Arkansas Public Service Commission staff, and the New Mexico Attorney General’s office,
Mr. Brevitz provided analysis and two-step evaluation under the FCC’s Triennial Review Order
(“TRO™) of impairment in access to local circuit switching for mass market customers. The
evaluations were done on a granular, market-specific basis. The evaluations determined whether
unbundled local circuit switching (and by extension, the UNE-Platform) must continue to be
provided as an Unbundled Network Element by incumbent local exchange companies.

> 2004 OSIPTEL/Peru: Worked with OSIPTEL (telecom regulator in Peru) to analyze barriers to
competition in Peru. Presented workshop and training materials regarding the Economic Aspects

-~ —. -of Competition—Regulation - for -Public-Utilities,~which—addressed—concepts—of -market-power;— — — —

dominance, cross subsidies, essential facilities, ex ante versus ex post regulation, asymmetric

regulation.

»> 2003 to 2005: Cable & Wireless Rate Adjustment/Barbados Fair Trading Commission: Mr.
Brevitz advised the FTC and its staff regarding the application of C&W Barbados to increase
domestic revenues and institute local measured service, and providing related analyses. The
Company’s filing was in part designed to enable Price Cap regulation, and opening the market to
competitors. As such, Price Cap and competitive issues were necessarily considered along with
revenue requirements and tariff/pricing issues.

> 2003 CenturyTel Rate Case/Arkansas PSC: Mr. Brevitz led a team providing analysis and
testimony on behalf of PSC staff in the CenturyTel of Northwest Arkansas rate case, in which the
Company sought to treble local rates. Mr. Brevitz provided an analysis of CenturyTel of
Northwest Arkansas’ (“CNA”) modernization programs and provision of DSL services from the
perspective of basic local service ratepayers, and also addressed the local competition claims of the
Company.

> 2002 Maryland Office of People’s Counsel: Maryland PSC’s Case No. 8918 is to review
Verizon’s Price Cap regulatory plan, after Verizon had operated five or more years under it.
Topics addressed included the proper productivity factor to use in the price Cap formula, and any
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necessary amendments to the structure of the price cap plan. Mr. Brevitz provided expert
testimony on the proper formulation and terms for the price cap formula, competition, and other
matters related to the extension of price cap regulation.

> 2001 Maine Office of Public Advocate-Verizon Maine 271 Review: Review of Verizon’s
Section 271 filing before the Maine Public Service Commission, and Declaration filed on behalf of
the Public Advocate which addresses Checklist Item #13 (Reciprocal Compensation), and
Verizon’s proposed performance measurement metrics and proposed Performance Assurance Plan.

> 2001 Vermont Department of Public Service-Verizon Vermont 271 Review: Review of
Verizon’s Section 271 filing assertions of compliance with the “14 Point” competitive checklist
and non-discrimination obligations of the Telecommunications Act of 1996, before the Vermont
Public Service Board. Mr. Brevitz filed a Declaration on behalf of the DPS which addresses
Checklist Item #13 (Reciprocal Compensation), and Verizon’s proposed performance
measurement metrics and proposed Performance Assurance Plan. Mr. Brevitz’s work continued
on behalf of the Department in Docket No. 6255, which worked through a series of workshops to
evaluate appropriate carrier-to-carrier standards for use in Verizon-Vermont’s territory, resulting in
a stipulation approved by the Public Service Board.

> 2001 Public Utility Research Center (PURC)/University of Florida: Presentation of two
seminar modules and an interconnection case study as staff training for the Panamanian
telecommunications regulatory body, ERSP. Mr. Brevitz developed course content and
presentation materials for the seminar, under the auspices of PURC, on the topics of the “US
Experience in Telecom Competition” and “Consumer Issues in Telecom Competition”. These
oo — ... __topics were presented by Mr. Brevitz in the seminar at Panama City, Panama on March 29-30,_ . _ _ _
2001.

> 2001-2002 Michigan Attorney General’s Office—Federal District Court Litigation Support:
Mr. Brevitz supported the Attorney General’s office in its defense of lawsuits by Ameritech and
Verizon against the PSC and the Governor regarding recently passed state legislation. The state
legislation eliminated the intrastate EUCL being charged by both companies, expanded local
calling areas, and froze the application of the Price Cap Index for a period of time.

> 1999-2000 Delaware Public Service Commission Staff-Evaluation of Bell Atlantic-
Delaware’s Collocation Tariff Filing: On behalf of the Staff, Mr. Brevitz reviewed BA-
Delaware’s Collocation tariff filing, and prefiled testimony on behalf of Delaware PSC staff.
Issues addressed include non-discriminatory provisioning of collocation; collocation intervals;
utilization of “best practices” for terms, conditions and pricing; and costing.

> 1999-2000 Vermont Department of Public Service—Evaluation of Carrier to Carrier
Wholesale Quality of Service: On behalf of the Vermont DPS, Mr. Brevitz was engaged in the
review of quality of service standards related to Verizon’s wholesale activities of provisioning
Unbundled Network Elements and resold services. The work effort was conducted within a
workshop of the parties, and was drawn on the similar activity for BA-NY and a number of other
states including Massachusetts and Virginia. Measures, standards and benchmarks were to be
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determined, along with an appropriate remedy plan in the event those items are not met by the
incumbent carrier. This matter was resolved in the context of Verizon’s Section 271 case.

1999-2000 Vermont Department of Public Service—Investigation of Geographically
Deaveraged Unbundled Network Prices: On behalf of the Vermont DPS, Mr. Brevitz testified
before the Vermont Public Service Board regarding the appropriateness and extent of geographic
deaveraging of rates for Unbundled Network Elements (UNEs) in Vermont. In formulating these
positions, it was necessary to consider FCC Orders, competitive policy implications, and related
issues such as distribution of federal high cost support. The FCC had spotlighted the linkages
between high cost support and geographic deaveraging determinations.  Consequently the
testimony also considered federal high cost support distribution implications and local rate impacts
stemming from geographic deaveraging determinations to be made by the Board.

1999 Vermont Department of Public Service-Evaluation of Bell Atlantic Proposed
Alternative Regulation Plan, Wholesale Quality of Service Standards, and Cost of Service:

Mr. Brevitz served as project manager and lead consultant in the DPS review of Bell Atlantic’s
proposed Price Point Plan and proposed appropriate modifications. Those modifications included
moving rate reductions forward to the inception of the plan, and aligning the plan more closely to
the status of competition in Vermont by allowing streamlined regulation only for truly new
services, not bundles of existing services. ~Mr. Brevitz also supported the immediate
implementation of detailed wholesale quality of service standards along with a remedies structure.
Mr. Brevitz addressed the cost of service issues of reciprocal compensation and local number
portability, and proposed rate design changes to effect the return of $16 million in excess revenues.

1998-99 Delaware Public_Service. Commission Geographic Deaveraging of Bell Atlantic UNE—— . —
Loop Rates: Mr. Brevitz worked for PSC staff to analyze cost and policy issues associated with
geographic deaveraging of UNE loop rates. Methodology and policy to determine geographic

zones was reviewed for BA-Del, and compared to all other Bell Atlantic states. BA-Del cost data

was reviewed to assess closeness of fit between BA-Del’s proposed population of zones with

existing exchanges to the loop costs of those exchanges. After review of comments of interested

parties, Mr. Brevitz prepared and submitted a report and recommendation to the PSC regarding
modification of BA-Del’s proposal to implement geographically deaveraged UNE loop rates. The

PSC adopted the report and recommendation in its Order in the matter.

1998 Vermont Department of Public Service- Evaluation of Proposed Special Contracts for

Toll and Centrex Services for Compliance with Imputation Requirements: Mr. Brevitz
worked for the DPS in this matter, which was an evaluation of four individual customer toll

contracts, and two individual customer Centrex contracts, under the Vermont Public Service
Board's price floor and imputation requirements. This evaluation included analysis of whether
Bell Atlantic had appropriately followed the Board's imputation requirements; whether the
imputed costs had been appropriately calculated and included all relevant costs; and, whether
undue price discrimination would result from approval of Bell Atlantic's proposed prices. Mr.
Brevitz analyzed the Company's filed testimony and costing information provided in support of the
contract pricing; drafted staff discovery and analyzed responses of other parties in the matter; and,
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supported pre-filed rebuttal and surrebuttal testimony before the Board under cross examination.
Hearings in this matter were held in November and December of 1998 and January 1999.

1998 Delaware Public Service Commission- Re-classification of Residential ISDN as
"Competitive'": Mr. Brevitz worked for Delaware Public Service Commission staff in this case
(Docket 98-005T), which was a filing by Bell Atlantic to move Residential ISDN ("R-ISDN")
from the basic service classification to the competitive service classification, pursuant to the
Telecommunications Technology Investment Act and related Commission rules to implement the
Act. Bell Atlantic filed an application before the PSC stating that R-ISDN met the statutory and
rule conditions for moving the service to the competitive class of services, along with market
information in support of that statement. Mr. Brevitz analyzed the company's filing and the
comments of other parties in the matter from an economic and public policy perspective, analyzed
the Company's compliance with applicable provisions of the TTIA and Commission rules, drafted
staff discovery and analyzed discovery responses of other parties, and presented testimony under
cross examination before the Commission. The hearing in this matter was held July 9, 1998.

1997 Delaware Public Service Commission - Costing and Pricing of Residential ISDN
Service: Mr. Brevitz assisted the Delaware PSC staff in this case (Docket 96-009T) by reviewing
the prefiled testimony of all parties; reviewing the cost studies supporting Bell Atlantic’s proposed
R-ISDN pricing; comparing those costs to Bell Atlantic’s UNE rates and costs; reviewing Bell
Atlantic’s contribution analyses and demand forecasts for the R-ISDN service; reviewing and
comparing two Bell Atlantic local usage studies (the second of which more than tripled the costs of
the earlier study); providing an analytic report on the usage cost studies to PSC staff and rate
counsel; assisting in the preparation and conduct of cross-examination; and assisting staff rate

counsel-in-preparation-of the-brief in-this-matter.—The-hearing-in-this-matter-concluded-in-January————
1998.

1997 Georgia Public Service Commission - Unbundled Network Elements Cost Study
Review: Mr. Brevitz was a lead consultant in this engagement. The GPSC opened a cost study -
docket to determine the cost basis for BellSouth UNE rates, following arbitration hearings
involving BellSouth and several competitors. Introduced for the first time by BellSouth, and
considered in the hearing was BellSouth’s “TELRIC Calculator”. Also considered in the hearing,
as sponsored by AT&T/MCI was Hatfield Model Versions 3 and 4. Mr. Brevitz prepared and
provided to GPSC staff an “Issues Matrix™ which listed the issues, party positions on the issues,
and a suggested staff position. Also on behalf of GPSC staff, Mr. Brevitz analyzed cost inputs and
outputs pertaining to both models. No testimony was provided in this matter as GPSC staff did not
testify in the hearing. Hearings on the matter concluded in September 1997.

1995, 1996 and 1997 Wyoming Public Service Commission - Competition Rules: Mr. Brevitz
was the Project Manager and a lead consultant for this engagement. Mr. Brevitz is actively
involved in writing and implementing comprehensive competition rules in Wyoming which
consider the new 1995 Telecommunications Act in Wyoming and the 1996 Federal
Telecommunications Act. These rules address interconnection/unbundling, universal service,
service quality, price caps/alternative regulation, privacy, resale, intraLATA dialing parity,
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TSLRIC/cost study methods; access charge rate design; number portability, reciprocal
compensation, rights-of-way and other matters.

> 1995 and 1996 Wyoming Public Service Commission - U S WEST Pricing Plan: Mr. Brevitz
was the Project Manager and a lead consultant for this engagement. Mr. Brevitz has evaluated and
filed testimony regarding U S WEST’s pricing plan, competition issues, universal service and U S
WEST cost study issues.

> 1996 Oklahoma Corporation Commission - Seminar on 1996 Federal Telecom Act: Mr.

Brevitz presented a seminar on the 1996 Federal Telecom Act to the Oklahoma Corporation
Commission Staff.

> 1995 and 1996 Georgia Public_Service Commission - Local Number Portability and
Competition Policy: Mr. Brevitz was the Project Manager and a lead consultant for this
engagement. Mr. Brevitz assisted the GPSC in implementing rules related to the new 1995
Telecommunications Act in Georgia and the 1996 Federal Telecom Act. Mr. Brevitz was
primarily involved in initiating and coordinating the Number Portability Task Force and guiding
the industry workshop on permanent number portability. The PSC has accepted the industry
workshop recommendation. As a result, Georgia will be one of the first states to implement full
number portability. Assistance was also provided on other competition issues.

> 1996 California Public Service Commission - Pricing of Unbundled Elements and Resale

services: Mr. Brevitz assisted Sprint in the pricing (second) phase of the California Commission’s

OANAD proceeding. Testimony was presented regarding proper pricing of unbundled network
»_—u_.—w_mel-ements,—-given—previeusma——P—UC—deeivs-ion—-en—UNEMGOs‘cs.—-The~cost—(—ﬁrst—)wphase—involved-the_—"~——~-

development of cost study principles, performance of TSLRIC cost studies of unbundled network

elements by Pacific Bell and GTEC, and performance of avoided cost studies for retail services for
resale.

> 1995 to 1996 Kansas Telecommunications Strategic Planning Committee - Kansas
Corporation Commission: Mr. Brevitz served as the Kansas Corporation Commission
representative on this legislative committee, which was organized in mid-1994 to research and
recommend any needed changes to the telecommunications statutes and state policies. The TSPC
issued its final report to the Governor and the legislature in January 1996. Mr. Brevitz drafted the
NTIA grant application for the Committee and worked with Legislative Research staff to draft the
TSPC’s Report to the Kansas Legislature. Mr. Brevitz also drafted subsequent reports to the
Kansas Legislature regarding telecommunications on behalf of the KCC.

> 1995 Chairperson of Kansas Corporation Commission Working Groups: Mr. Brevitz was
appointed to the Cost Studies and Universal Service Working Groups for the KCC’s general

competition investigation, subsequent to the KCC’s May 1995 Phase I competition order. He was
also active in other Task Forces including Unbundling, Number Portability and Local Resale.

Page 12 of 14



David Brevitz, C.F.A.

Brevitz Consulting Services
3623 SW Woodvalley Terrace
Topeka, Kansas 66614

> Kansas Corporation Commission - Infrastructure/Competition Report: Produced a special

report on Kansas telecommunications infrastructure/competition issues which was provided to the
1995 Kansas legislature.

> 1994 Kansas Corporation Commission - Alternative Regulation Legislation: In 1994 the

Kansas Legislature passed House Bill 3039, which extended SWBT’s “TeleKansas” alternative
regulation plan for two years. Mr. Brevitz provided substantial assistance in negotiating the
detailed provisions for the KCC’s implementation of the bill.

Kansas Corporation Commission - Southwestern Bell Telephone Infrastructure Analysis:
Investigated SWBT’s infrastructure/modernization budget and addressed construction
requirements, tariffs, rates, terms and conditions for SWBT’s provision of interactive television
(“ITV™) to all Kansas schools at deep discount prices for the benefit of the Kansas infrastructure
and schools.

Work History

Independent Telecommunications Consultant

Following a significant engagement with the Kansas Corporation Commission, extensive
professional services have been provided to state public utility commissions, as indicated above
under “Recent Relevant Experience”.

A variety of duties and tasks have been performed for the Kansas Corporation Commission,

including providing staff support for Statewide Strategic_Telecommunications-Planning Committee,—— — ——— -
composed of 17 members (legislators, state agency heads, private enterprise); assisting in KCC
implementation of House Bill 3039 (“TeleKansas I1”, extension of alternative regulatory plan for
Southwestern Bell Telephone); and providing analysis and testimony for communications general
investigations into competition in the local exchange and other markets. Those general

investigations included General Competition, Competitive Access Providers, Network

Modernization, Universal Service, Quality of Service, and Access Charges.

Kansas Consolidated Professional Resources - Director of Regulatory Affairs

Duties included monitoring of and participating in state regulatory affairs on behalf of twenty
independent local exchange companies in Kansas that compose the partnership of KCPR. Active
participation in statewide industry committees in the areas of access charges, optional calling

plans/EAS, educational interactive video, dual party relay systems and private line/special access
merger.

Kansas Corporation Commission - Chief of Telecommunications

Duties included supervising the formulation of staff testimony and policy recommendations on
matters such as long distance competition, access charges, telephone company rate cases, and
deregulation of CPE and Inside Wiring; analyzing Federal Communications Commission and
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Divestiture court decisions; supervising and performing tariff analysis; and testifying before the
Commission as necessary. SWBT’s $120 million “Divestiture rate case” was completed in this time
period, as were several other large rate cases. Active member of the National Association of
Regulatory Utility Commissioners (NARUC) Staff Committee on Communications.

Arizona Corporation Commission - Chief Rate Analyst - Telecommunications

Duties included supervision of staff and formulation of policy recommendations on
telecommunications cases, along with production of analyses and testimony as required.

Kansas Corporation Commission - Economist - Research and Energy Analysis Division

Duties included research, analysis and production of casework and testimony regarding gas/electric
and telecommunications matters. Matters addressed included revision of jurisdictional separations,
deregulation of CPE and inside wire, Wolf Creek Nuclear Generating Plant Task Force, and
divestiture of the Bell Operating Companies from AT&T.

Education

Michigan State University - Graduate School of Business
East Lansing, Michigan
Master’s Degree in Business Administration-Finance.

Michigan State University/James Madison College

East Iansing, Michigan

Bachelor of Arts Degree in Justice, Morality and Constitutional Democracy.
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JACK CONWAY

RECEIVED

APR @ 3 2008

PUBLIC SERVICE
COMMONWEALTH OF KENTUCKY COMMISSION

OFFICE OF THE ATTORNEY GENERAL
April 3, 2008

{024 CariTAL CENTER DRIVE

ATTORNEY GENERAL Suite 200

FRANKFORT  KENTUCKY 40601

Stephanie Stumbo

Executive Director

Kentucky Public Service Commission
211 Sower Boulevard

Frankfort, Kentucky 40602-0615

Re: Case No. 2007-00455
Dear Mrs. Stumbo:

Please find attached the original and ten copies of the Attorney General’s
Testimony, Completely Unredacted, in the above matter. Because there are
confidentiality agreements which control the exchange of material to varying degrees
between the parties, I also provide the following breakdown of the Redacted Testimonies
which have been filed with the Commission as well as the particular draft which each
party will receive. The items listed below are filed under seal. In addition to the items

below, a completely redacted public version has been filed which is the copy that the
Member Cooperatives and Henderson will receive.

Item 1 Completely Unredacted Testimony
Item 2 E.ON U.S. Parties: Redacted Copy of Testimony
tem 3 Big Rivers: Redacted Copy of Testimony

Item4 Smelters: Redacted Copy of Testimony

The basis for the “roadmap” employed for ascertaining the degree of disclosure
resulted from a series of emails pursuant to my inquiry on the subject during the actual
discovery phase of the case. It is the hope and the intent of the Attomey General that no
inadvertent disclosure has occurred yet that all information publicly available has been
filed and all parties have received their respective testimony.

AN EQuaL OPPORTURNITY EMPLOYER M/FID
ST
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Stephanie Stumbo, Executive Director
Kentucky Public Service Commission
April 3, 2008
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Should you have any question, feel free to contact me immediately. I thank you in
advance for your attention to this matter. :

3 \- I
Acting Directgr \~/3
Office of Rate Intervention
Office of the Attorney General

502.696.5453
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COMMONWEALTH OF KENTUCKY RECEY ED
BEFORE THE PUBLIC SERVICE COMMISSION

(IV) APPROVAL OF AMENDMENTS TO
CONTRACTS; AND

APR ¢ 3 2008

In the Matter of: PUBLIC SERVICE
THE APPLICATIONS OF BIG RIVERS ) COMMISSION
ELECTRIC CORPORATION FOR: )
(I) APPROVAL OF WHOLESALE TARIFF )
ADDITIONS FOR BIG RIVERS ELECTRIC )
CORPORATIONS, (II) APPROVAL OF ) CASE NO.
TRANSACTIONS (II[) APPROVAL TO ISSUE )
EVIDENCES OF INDEBTEDNESS, AND ) 2007-00455

)

)

OF E.ON U.S,, LLC, WESTERN KENTUCKY )
ENERGY CORP. AND LG&E ENERGY MARKETING )
INC. FOR APPROVAL OF TRANSACTIONS )
DIRECT TESTIMONY OF DAVID BREVITZ
ON BEHALF OF
THE ATTORNEY GENERAL

Certificate of Service and Filing
Counsel certifies that an original and ten photocopies of the foregoing Direct

Testimony of David Brevitz On Behalf Of The Attorney General were served and filed

by hand delivery to Stephanie L. Stumbo, Executive Director, Public Service
Comumnission, 211 Sower Boulevard, Frankfort, Kentucky 40601; counsel further states
that true and accurate copies of the foregoing were mailed via First Class U.S. Mail,

postage pre-paid, to:

C. William Blackbum David Brown

Big Rivers Electric Corporation Stites & Harbison PLLC
P. O. Box 24 1800 Providian Center
Henderson, KY 42420 400 West Market St.

Louisville, KY 40202



Honorable John N. Hughes
124 West Todd St
Frankfort, KY 40601

Honorable Frank N. King, Ir.

Dorsey, King, Gray,
Norment & Hopgood

318 Second St

Henderson, KY 42420

Honorable Michael L. Kurtz
Boehm, Kurtz & Lowry

36 East Seventh St., Ste. 1510
Cincinnati, OH 45202

Honorable James M. Miller

Sullivan, Mountjoy, Stainback
& Miller PSC

P.O.Box 727

Owensboro, KY 42302-0727

Honorable Kendrick R. Riggs
Stoll, Keenon, Ogden, PLLC
2000 PNC Plaza

500 W, Jefferson St.
Louisville, KY 40202-2828

Honorable Allyson K. Sturgeon

Honorable Melissa D. Yates
Denton & Keuler Llp

P. O. Box 929

Paducah, K'Y 42002-0929

Gary Osborne - President

International Brotherhood Of
Electrical Workers

Local Union 101

2911 W. Parrish Ave

Owensboro, KY 42301

Honorable Douglas L. Beresford
George F. Hobday, Jr.

Hogan & Hartson LLP

555 Thirteenth Street N. W.
Washington, DC 20004 1109

David Spainhoward

Big Rivers Electric Corporation
P. O.Box 24

Henderson, KY 42420

Honorable Don Meade

Priddy Cutler Miller & Meade
800 Republic Bldg

429 W. Muhammad Ali Blvd.

E-On US Services, Tnc.
220 West Main St.
Louisville, KY 40202

this 3™ day of April, 2008

e VS

Assistant Attorney General
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PUBLIC REDACTED VERSION

I BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY

2 CASE NO. 2007-00455

3 DIRECT TESTIMONY OF

4 DAVID BREVITZ

5

6 {|Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

7 1A, My pame is David Brevitz. My business address is 3623 SW Woodvalley Terrace, Topeka,

8 Kansas.

9 11Q. BY WHOM AND IN WHAT CAPACITY ARE YOU EMPLOYED?
10 || A. I am an independent consultant serving state regulatory commissions, Attorney General’s
11 Offices, and consumer organizations. I am testifying on behalf of the Attorney General of
12 " Kentucky.
13 ||Q. DO YOU HAVE SPECIFIC EXPERIENCE, EXPERTISE AND DIRECT
14 KNOWLEDGE REGARDING THE SUBJECTS WHICH ARE CONTAINED IN
15 YOUR TESTIMONY?
16 || A. Yes. Most recently I have conducted several detailed and extensive analyses of proposed
17 utility financial transactions and related utility regulatory policies, under the relevant laws
18 in those states. Those transactions were, in sequence:
19 e—The-proposed-spin=off-of its-wireline-telephone-division(“Embarq™) by
20 Sprint/Nextel, on a tax-free basis, which included incurrence of substantial new
21 debt by Embarg, and payments and other transactions with Sprint/Nextel. Work
22 and analyses was conducted on two separate cases—{irst on behalf of the
23 Nevada Attorney General’s Bureau of Consumer Protection, and also (later) as a
24 member of the Kansas Corporation Commission’s Advisory Staff. Both cases
25 were resolved by stipulations,
26 e The proposed spin-off of Alltel’s wireline telephone division (“Windstream”),
27 and subsequent merger with Valor Communications in a reverse Morris Trust
28 transaction on a tax-free basis, which included incurrence of substantial new
29 debt by Windstream, and payments and other transactions including special
30 dividends to Alltel. Work and analyses was conducted on behalf of the
31 Attorney General of Kentucky’s Office of Rate Intervention.
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1 e The proposed acquisition by FairPoint Communications of Verizon’s Northern
2 New England operations (Maine, New Hampshire and Vermont) in a reverse
3 Morris Trust transaction on a tax-free basis, which included incurrence of
4 substantial new debt by FairPoint, and payments, Transition Services
5 Agreement, development of back office systems “from the ground up” and other
6 transactions including special dividends to Verizon. Work and analyses was
7 conducted in two separate cases—on behalf of the Office of Public Advocate in
8 Maine and the Office of Consumer Advocate in New Hampshire. The Hearing
9 Examiner in Maine issued her report, subsequent to which a stipulation among
10 many parties was reached. Similarly, a stipulation was reached in New
11 Hampshire. Subject to conditions, this fransaction closed on March 31, 2008.
12 {{Q. PLEASE STATE YOUR EXPERIENCE AND PROFESSIONAL
13 QUALIFICATIONS.
14 |jA. My career has been in public utility regulation with an emphasis in telecommunications.
15 My interest in public utility regulation began while studying at the Institute of Public
16 Utilities in the Economics Departnent at Michigan State University. This program covered
17 principles of public utility regulation, and addressed issues for telephone, gas and electric
18 utilities. While at Michigan State, I earned an undergraduate degree in Justice, Morality
19 and Constitutional Democracy from James Madison College (a residential college at MSU)
20 and an MBA in Finance (1980). Since that time, I have worked on numerous matters for
21 state utility commissions, consumer advocates, Attorneys General, and international
22 regulatory bodies. A complete description of my background and experience is provided
23 on Exhibit DB-1.
24 11Q. DO YOU HAVE OTHER RELEVANT QUALIFICATIONS?
25 |lA. Yes. In 1984 I was designated as a Chartered Financial Analyst by the Institute of
26 Chartered Financial Analysts (“ICFA"). The ICFA is the organization which has defined
27 and organized a body of knowledge important for all investment professionals. The general
28 areas of knowledge are ethical and professional standards, accounting, statistics and
29 analysis, economics, fixed income securities, equity securities, and portfolio management.
30 || Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY?
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1 [lA. The purpose of my testimony is to address whether the Commission should approve the
2 “Unwind Transaction”, related planned issuances of evidences of indebtedness, and other
3 requests of the Joint Applicants, based on the financial projections of Big Rivers Electric
4 Corporation (“BREC”). My review was conducted under the applicable legal standard as
5 provided to me by counsel. In accomplishing my review, I consider information contained
6 in the Application and supporting filed materials, and materials provided through discovery
7 in this case. In particular, I have reviewed and considered
8 1. 'The nature and extent of the BREC organization, both current and proposed;
9 2. Statements and rationale offered by Joint Applicants as to why the proposed
10 transactions are in the public interest;
i1 3. E.ON, BREC/cooperatives, and Smelters’ internal managerial analyses,
12 presentations and reports;
13 4. The completeness of the Application and supporting materials;
14 5. The financial projections and related materials offered by BREC in support of
15 the proposed transactions; and,
16 6. The proposed agreements among BREC, Kenergy and the aluminum smelters,
17 including termination provision.
18 Q. WHAT STANDARD DID YOU USE FOR YOUR REVIEW?
19 A, I am advised by counse] that the standard for use in this case is from KRS
20 278.300(3),' which states:
21 The commission shall not approve any issue or assumption unless, after
22 investigation of the purposes and uses of the proposed issue and the proceeds
23 thereof, or of the proposed assumption of obligation or liability, the commission
24 finds that the issue or assumption is for some lawful object within the corporate
25 purposes of the utility, is necessary or appropriate for or consistent with the proper
26 performance by the utility of its service to the public and will not impair its ability
27 to perform that service, and is reasonably necessary and appropriate for such
28 purpose.
29

"'The Attorney General notes that the Informal Conference Memorandum dated Tanuary 16, 2008, referenced the
December 18, 2007, order in Case No. 2007-00374 as governing the transfer in the instant matter. That order
clearly states that KRS 178 300 applies.
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This standard appears to require more than a generalized public interest finding regarding
the proposed transactions. Other implications of the standard include:
e It clearly suggests that the “proposed issue” (or assumed obligation or liability) is in
fact known to the Commission;
e The Commission must find the proposed issue to be necessary for the proper
performance by the utility of its service to the public;
e The Conmumission must find that the proposed issue will not impair the utility’s
ability to perform its service to the public; and,
e The Commission must find that the proposed issue is reasonably necessary for the
utility to perform its service to the public.
DOES YOUR TESTIMONY ADDRESS THE LEGALITY OF THE VARIOUS
SURCHARGES, SURCREDITS, OR OTHER RATE MAKING PRINCIPLES
WHICH ARE INCLUDED IN THIS FILING?
No. The scope of my work for the Attorney General does not include any analysis of the
legality of any of the surcharges, surcredits or rate making principles.
DOES YOUR TESTIMONY REFLECT THE FULL POSITION OF THE
ATTORNEY GENERAL’S OFFICE ON THIS TRANSACTION?

No. I have been advised that the Attomey General is oonSIdenng many f factors in this

L RN NN N NN NN e
==~ BN - N & S SRR VU b B~ =

k “unwmd " including the economic impact W1th the loss of jobs asscclated with the poss1ble

closing of the smelters. However, I have not been apprised of any of the details. My
engagement is limited to whether BREC will be financially viable on a going forward basis
following any approval of the transaction. This includes a scenario if both smelters leave
the system.

WHAT INFORMATION DID YOU REVIEW IN ORDER TO PREPARE THIS
TESTIMONY?

I reviewed and considered the information contained in the multiple exhibits and
testimonies associated with the Application, information provided in response to data
requests, as well as information from newspapers such as the The Wall Street Journal.
AT THE OUTSET, DO YOU BELIEVE THAT A COMPLETE APPLICATION
INCLUDING NECESSARY SUPPORTING DOCUMENTS HAS BEEN PUT
BEFORE THE COMMISSION AND THE PARTIES?

Page 4
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A. No, in my view the Application and supporting documents are substantively incomplete in

at least four crucial areas:

There are no specific debt issue or specific creditor agreements for the
Commission to review and consider. Big Rivers has had to “explore financing
alternatives” due to “the unsettled condition in the credit market and the
extremely wide credit spreads”.? The “proposed new financing agreement™
suggested by Joint Applicants cannot be provided, and instead an alternative
interim approach is being utilized.* “Big Rivers financing plans have changed
as a result of the upheaval in the public financial markets that has occurred over

"5 Most of the documents associated with the latter interim

the past months.
approach have not been provided and apparently are not complete or available at
this time;

Credit ratings have not yet been obtained by BREC, although an investment
grade credit rating is a required condition for the proposed transactions;
Required consents to the proposed transaction have not been obtained by the
parties, including existing creditors and approvals/releases from the City of
Henderson, and the amounts of the consent fees that will be required to be paid

are not known or estimable by the parties; and,

N N NN NN
v b W N = O Y

" BREC has not completed and provided a due diligence report on the generating

facilities.

This testimony must be considered as preliminary until the record has been supplemented

by the Joint Applicants to include and address these crucial areas, which are demonstrably

and materially incomplete. In addition, some time will also be necessary for the parties and

the Commission to address this new information.

Proposed Transaction, Transaction History and Objectives of the Parties

BREC response to OAG Supplemental No 116
Exhibit 10, Direct Testimony of C. William Blackburn, page 11, line 3.
BREC First Amendment and Supplement to Application, paragraph 19. BREC does provide two documents

associated with $100 million in lines of credit/revolving credit arrangement, but the larger public debt offering
remains indefinite and in the future.

514
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1 PLEASE DEFINE “UNWIND TRANSACTION".
2 My intent is to ascribe the same meaning to that term as intended by the parties. “Unwind
3 Transaction” is defined by Joint Applicants to be “the combined transactions by which Big
4 Rivers and the E.ON entities propose to terminate and unwind the 1998 Transactions”.’
5 The 1998 transactions were part of Big Rivers’ implementation of its bankruptcy
6 reorganization, and included leasing Big Rivers’ generating facilities to E.ON’s
7 | predecessor for it to manage, operate and maintain; transferring responsibility to manage,
8 operate and maintain two additional generating units owned by the City of Henderson
9 (through Henderson Municipal Power & Light, or “HMPL”); purchasing by Big Rivers of a
10 set amount of power at substantially fixed prices through a Power Purchase Agreement that
11 it uses to serve the loads of its three member cooperatives; payment by LG&E Energy
12 Marketing (“LEM?”) to the US Rural Utilities Service (“RUS”) of monthly margin
13 payments; and, providing a portion of the Smelters’ power needs at substantially fixed rates
14 through power supply contracts between LEM and predecessors of Kenergy. The facilities
15 lease and power purchase agreements terminate in 2023 by the terms of those agreements,
16 and the power supply contracts for the smelters terminate in 2010-2011.
17 IN ADDITION TO SEEKING APPROVAL OF THE UNWIND TRANSACTION,
18 ARE THE JOINT APPLICANTS SEEKING APPROVAL OF ANY OTHER
19 MATTERS?
20 Yes. The Joint Applicants also seek a number of approvals which are listed in Exhibit 29,
21 and include:
22 1. A set of new agreements with the smelters by which Big Rivers and Kenergy
23 propose to serve essentially all of the needs of the smelters for electric power
24 through 2023;
25 2. A new set of rate mechanisms to address retail rates between the closing of the
26 unwind transaction and the date at which the Commission approves new rates
27 pursuant to a general rate proceeding to be filed no later than three years after the
28

date of a final order in this proceeding;

& Application, paragraph 10
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1 3. Issuance of certain evidences of indebtedness (which have not yet been created or

2 provided in this matter);

3 4. Amending Big Rivers’ Member cooperative Wholesale power contracts; and,

4 5. Terminating and rescheduling Big Rivers’ pending IRP proceeding,

5 1Q. THE 1998 FACILITIES LEASE AND POWER PURCHASE AGREEMENTS

6 BETWEEN BIG RIVERS AND E.ON HAVE A 25 YEAR TERM, EXPIRING IN

7 2023. WHICH PARTY INITIALLY BROACHED THE POSITION OF

g - TERMININATING THE AGREEMENTS?

9 HA. It is stated E.ON approached Big Rivers in 2003, seeking to unwind the transactions.’
10 Discussions occurred over a number of years, resulting in execution of a letter of intent to
11 negotiate a transaction termination (“unwind”) agreement in December 2005, execution of
12 the termination agreement by the Joint Applications in March 2007, substantial agreement
13 to the Smelter Agreements in December 2007, and the Application in this matter was filed
14 before the Commission on December 28, 2007.
15 |1Q. WHAT ARE E.ON’S INTERESTS DRIVING ITS PURSUIT OF THE UNWIND
16 TRANSACTION?
17 |l A. Limited general information is available directly from E.ON’s on its interest in terminating
18 the transactions, through the initial and supplemental rounds of discovery. Since the
19 original agreements were reached between LG&E and Big Rivers, there had been a
20 succession of ownership changes of LG&E, first being acquired by Powergen, which was
21 subsequently acquired by E.ON. The Application is somewhat cryptic on the point of
22 E.ON’s interests, where it notes that the Commission approved the 1998 transactions as
23 being reasonable and proper, “but circumstances have changed”.® The Application states
24 “the business plan of E.ON U.S. [is] to focus on its regulated lines of business rather than
25 on wholesale generation.” It is apparent that in recent years, E.ON has lost money on its
26 energy marketing operation——LEM—-and that the “transactions with Big Rivers ... had not

7 Exhibit 14, Direct Testimony of Michael H. Core, page 4, line 19
#  Application, paragraph 10, line 17.
?  Application, paragraph 11.
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1 proven advantageous to E.ON U.S.”!% “The rates charged by E.ON are currently not
2 directly affected by changes in fuel and environmental costs, and, in fact, there have not
3 been any adjustments to the purchased power rates charged by E.ON due to changes in fuel
4 or environmental costs since the lease and purchased power arrangement was established in
5 1998.7!
6
7 EON overall corporate strategy goals are not clear. There are differences between
8 company strategy statements in its financial reports versus equity analyst reports. Some
9 equity analyst reports suggest that E.ON’s US operations could be sold. E.ON could be
10 disposing of the BREC obligations to prepare for disposition of the remaining US
11 operations. E.ON’s 2006 Annual Report (page 69) shows no “new markets” in the US, all
12 E.ON’s “new markets” are in Europe. Further, E.ON US is a declining proportion of total
13 EON revenues.'?
14 ||Q. WAS E.ON DIRECTLY ASKED FOR INFORMATION, ANALYSES AND
15 DOCUMENTS REGARDING ITS INTERESTS IN PURSUING THE UNWIND
16 TRANSACTION?
17 ||A. Yes, this information was sought via interrogatories issued by the Office of Attorney
18 Gereral. However E.ON objected to providing that information, and it was not provided in
19 discovery. In confrast, Big Rivers, the member cooperatives, and the Smelters have
20 generally provided this information," so those perspectives on the transaction are relatively
21 clear to the parties and the Commission. At a later date, E.ON did however provide some
22 relevant information regarding the economics of the Lease Agreement (but not overall
23 corporate goals) to the parties under confidential claim.
24 ||Q. WHAT ARE THE OBJECTIVES OF THE SMELTERS IN THIS MATTER?
1 Application, paragraph 21.

Exhibit 25, Direct Testimony of William Steven Seelye, pages 4-5, lines 20-2
E.ON response to OAG No. 97, 2006 Form 20-K,, page 36.

See for example, Member Cooperatives Response to OAG Supplemental 1.
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1 ||A. Century Aluminum Company operates the Hawesville smelter, which is adjacent to

2 Southwire’s Rod and Cable Mill."* Rio Tinto Alcan operates the Sebree smelter."* The

3 Smelters state “aluminum is a global commodity ... [that] is sold at a price that is based on

4 global supply in demand and established by trading activity on the London Metal

5 Exchange, or LME.”'® In other words, aluminum producers are “price takers” of the

6 market price for aluminum. The Smelters further state that “in general, the cost of alumina,

7 labor and electricity accounts for 75-80% of the cost [of production of aluminum], with

8 alumina and electricity each comprising about one-third of the cost of production. ... itis

9 the cost of electricity that most significantly determines the ongoing success or viability of
10 an aluminum smelter.”!’ In addition to price, the reliability of the energy supply is critical.
11 “The Smelters require 100% reliable energy supply.”'®* The immediate present situation of
12 the Smelters is that their respective power supply contracts through E.ON expire in 2010-
13 2011, and E.ON has indicated the contracts will not be renewed upon expiration.
14 Furthermore, those contracts only provide for a portion of the Smelters’ electricity needs,
15 with the remaining needs being met via purchases on the open market at higher prices. In
16 sum, “the Smelters require an affordable and predictable energy supply in order to make
17 the large capital investments necessary to maintain and operate their production facilities
18 efficiently. ... The proposed agreements provide a power supply that can reasonably be
19 expected to be significantly lower-cost and less volatile than market-priced power.”"”
20 Alcan states “we believe that cost based rates from coal fired generation that are close to
21 the fuel supply and to the smelter, which have relatively low capital costs and which
22 comply with existing environmental regulations, provide a better option for us than market
23 priced electricity.”’
24 {|Q. WHAT CONCERNS DO THE SMELTERS EXPRESS?

Direct Testimony of Wayné Hale on behalf of Century Aluminum Company, page 2, lines 14
Direct Testimony of Guy Authier on behalf of Rio Tinto Alcan, page 2, line 1.

Direct Testimony of Henry W. Fayne, page 3, lines 20-22.

Direct Testimony of Henry W. Fayne, page 4, lines 8-13.

Direct Testimony of Henry W. Fayne, page 10, line 17.

Direct Testimony of Henry W. Fayne, page 14, lines 12-19

Direct Testimony of Guy Authier on behalf of Alcan, page 2, line 14,
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1 {lA. While the Smelters support the transaction as “the best alternative available”, and “have
2 concluded that it is reasonable to expect that costs will be within the range projected in the
3 financial model, if not lower,”*! the support is tempered by the following concerns:
4 1. If industry analysts are correct about the long term price of aluminum, “then long-
5 term operation of the Smelters at the rates projected in the financial model will be a
6 close call. Certainly, if costs increase significantly, the Smelters will be unable to
7 survive.”?
8 2. “The financial model was prepared solely by Big Rivers. ... the Smelters do not
9 have sufficient information to agree or disagree with the forecast.”>
10 3. “There is still an outstanding issue with the City of Henderson. If the resolution of
11 that issue imposes additional cost to the Smelters, the transaction may no longer be
12 viable."?!
13 4. “The new financing arrangements have not been completed. If the cost of
14 refinancing is higher than reflected in the financial model, the transaction may no
15 longer be viable.”?
16 ||Q. DID THE SMELTERS PROVIDE INTERNAL CONFIDENTIAL ANALYSES
17 PERTAINING TO THE PROPOSED TRANSACTIONS?
18 [l A. Yes, my understanding is that these confidential responses were provided only to the Office
19 of the Attorney General in response to its data requests.
20 ||Q. PLEASE OUTLINE CONCLUSIONS FROM AIL.CAN’S ANALYSES, PROVIDED
21 IN RESPONSE TO OAG No. 1-8, AND PROVIDED ONLY TO THE OFFICE OF
22 THE ATTORNEY GENERAL.
23 |{A. My current understanding of the confidential classification of this response is that only
24 Alcan, Century and the Commission may see the confidential information, in addition to
25 the Office of the Attorney General. The Alcan analysis states as follows [BEGIN

Direct Testimony of Henry W. Fayne, page 15, line 19.
#  Direct Testimony of Henry W. Fayne, page 14, lines 5-8.
Direct Testimony of Henry W. Fayne, page 15, lines 5-10.
Direct Testimony of Henry W. Fayne, page 16, line 2.
Direct Testimony of Henry W. Fayne, page 16, line 5.
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[END SMELTER CONFIDENTIAL] The Century analysis states as follows [BEGIN

sMELTER CONFIDENTIAL] [
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11 [END SMELTER CONFIDENTIAL}
12 || Q. DO THE SMELTERS HAVE AN INCENTIVE AND ABILITY TO AFFECT
13 BREC’S OPERATIONS UNDER THE PROPOSED TRANSACTION?
14 || A. Yes, the Smelters have a strong incentive to take any available actions to minimize or
15 otherwise reduce rates charged to the Smelters. The Smelters have the ability to take direct
16 action on this incentive in a variety of ways, including advocacy positions before
17 policymakers including the Commission, and through Sections 3.4 and 4.1 of the
18 Coordination Agreement with BREC. Section 4.1 provides for the establishment of a
19 Coordinating Committee, The Committee consists of “representatives of the Members, the
20 Smelters, and Big Rivers’ management, organized for the purpose of reviewing, analyzing
21 and discussing information relating to Big Rivers’ operational and financial
22 performance.”® The Committee shall meet at least once every calendar quarter, and is able
23 to examine the following information:
24 ¢ ‘“‘analysis criteria and procedures for evaluating plans, procedures, expenditures, and
25 maintenance programs;
26 e Budgets;
27 e Operations and capital expenditures;
28 e Fuel procurement or supply,

%6 Exhibit 5, Direct Testimony of Mark Bailey, page 25, lines 2-5.
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Comparison of actual performance to the budget and explanation of variances between
actual performance and the budget;

Load forecasts and integrated resource plans;

Depreciation studies, proposed changes in depreciation rates and associated proposed
changes in electric rates; and,

Other activities that may impact Big Rivers’ operational and financial perfonnance.”27

Section 3.4 provides:

Each year, BREC will provide the Smelters a copy of its then current proposed annual
capital and operating budget for the following fiscal year, along with reasonably
requested supporting information;

The Smelters may request review of the budget by an independent expert mutually
agreed to with BREC;

The Smelters may present a report from the independent expert to the BREC board;
BREC is obligated to provide notice to the Smelters of certain upward departures from
budgeted amounts; and,

The Smelters can request the Coordinating Committee discuss the causes of budget

variances and present to the BREC Board of Directors on the subject.

NN NN NN NN
U« N & N O P S "~

Clearly, the-Smelters-are entwined with BREC management and have the ability for .

substantial influence on BREC operating and financial matters in support of Smelter

interests in lower power rates,

WHAT ARE THE INTERESTS OF BREC AND THE MEMBER COOPS IN
PURSUING THIS UNWIND TRANSACTION?

In their response to OAG No. 1, the member cooperatives state they support the Unwind

transaction because:

1. “It will result in a more financially secure Big Rivers with positive equity and an
investment grade credit rating. As owners of BREC it is in the Members’ interest
for BREC to have financial stability;

2 1d., lines 7-15.
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2. BREC will be better able to provide power for economic development should the
need arise; and
3. The Unwind will help keep jobs in the local community by providing the smelters a
source of electricity that can maintain their profitability.”
BREC amplifies these points in response to OAG No. 1, No. 43, and others. BREC states
that it “will receive large and immediate and tangible benefits under the unwind
transaction—to the tune of approximately $623 million from E.ON alone and
approximately $327 million in contributions from the Smelters.”?
DID THE COOPERATIVES PROVIDE INFORMATION AND ANALYSIS
REGARDING THEIR VIEWS OF THE PROS AND CONS OF THE UNWIND
TRANSACTION?
Yes. In response to OAG Supplemental No. 1, the cooperatives provided substantial
documentation regarding the evaluation and consideration of the proposed transaction. The
member cooperatives “exercise control of Big Rivers through representation on the Big
Rivers board of directors”, and determined that “Big Rivers should prepare studies, hire
consultants and otherwise produce the necessary documentation for their review and
consideration of the proposed transaction.” The cooperatxv&s prowded “documents from

the calendar year 2007 that relate to analysis of the Unwind Transaction and the exmtmg

transaction, under which Big Rivers currently operates.” These documents are claimed
confidential and include explanations to the Board of the proposed new smelter agreements
and the Unwind transaction, and presentation/review of the Termination Agreement, the
smelter agreements, Unwind schedule, Pros/Cons/Recommendation, and iterative updates
of proposed transaction financial data.

PLEASE PROVIDE THE INFORMATION FROM THESE DOCUMENTS THAT
YOU FIND MOST RELEVANT TO THE COMMISSION’S CONSIDERATION OF
THIS MATTER.

The first document I will provide excerpts (direct quotes) from is [BEGIN
BREC/MEMBER COOPERATIVE CONFIDENTIAL]

% BREC response to OAG No 43
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1 Eo T |
2 RO
3 [
4 [END BREC/MEMBER COOPERATIVE CONFIDENTIAL]
5 WHAT IS THE RATIONALE IN SUPPORT OF THE UNWIND
6 RECOMMENDATION FROM THAT FIRST DOCUMENT?
7 it states BREC should Unwind for the following reasons:
8 BlBEGIN BRECMEMBER COOPERATIVE CONFIDENTIAL] R
9 B
10 R
1 o R R S s ]
12 el _
13 L e e
14 e
15 e e ]
‘6 [ ———]
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18 T
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B (=D BREC/MEMBER

COOPERATIVE CONFIDENTIAL)
PLEASE CONTINUE TO THE SECOND DOCUMENT.
The second document is a presentation from the same day [BEGIN BREC/MEMBER

COOPERATIVE CONFIDENTIAL ] [ ——

|
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EREEEE 5ND BREC/MEMBER COOPERATIVE
'CONFIDENTIAL]

Financial Model Projections

Q. HAVE YOU REVIEWED THE FINANCIAL MODEL PREPARED BY BREC AND
SUBMITTED IN THIS CASE AS EXHIBIT 8§?

A. Yes. BREC states that “the ‘Unwind Financial Model’ ... is the principal financial
evidence Big Rivers submits in support of its Application and the various approvals sought
herein.” 1 have reviewed that model but have focused on the subsequent iterations of it
including the errata run and sensitivity runs provided in response to interrogatories,
particularly those provided in response to PSC No. 10 and No. 12. BREC suggests that the
model run it has provided in the application is a “Base Case” view, which in my view

means it is not intended to be either overly optimistic or pessimistic. Itake BREC’s

» Application, paragraph 26
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financial modeling to be a “central” prediction or projection of future financial results.
Furthermore, BREC intends the projections to reflect “least cost” financing decisions—
BREC states its “least cost” direction means “the structuring of potential financing such
that the most expensive debt components are repaid early, and the less expensive
components are kept in place as long as possible, within the constraints of maturities
imposed by contract or tax regulations and other objectives ‘such as reducing RUS
exposure”.>® However, this “least cost” direction has no doubt been affected by current
credit market conditions which have prevented Big Rivers’ execution of its original
financing plan as incorporated in the model, and required reversion to an alterative
financing plan. This alternative plan implies restructuring existing RUS debt to fit the debt
service level contemplated in the Model—which is necessarily a deferral of debt service
given that a smaller prepayment will be made, and interest expense will be higher. This
deferred debt service will either be paid on that deferred schedule, or prepaid via proceeds
from later financing. It is unknown at this time what later circumstances will permit. The
later sale of public debt is anticipated to raise an additional $200 million to make a further
prepayment of RUS debt. Of course, the timing, cost and proceeds from this future debt
offering cannot be known at this time. Presumably BREC will seek to accomplish these

financing steps in “least cost” fashion, but whether it is as “least cost” as that presumed in

projected in the model. The impact of these considerations will apparently be addressed in

an upcoming filing by BREC of a revised financial model which addresses the alternative

financing structure,

Q. IS BREC’S FINANCIAL MODEL RUN INHERENTLY OR INNATELY
CORRECT?

A. No. As with any financial projections, actual results can and will differ. Future deviations

from inputs and assumptions (e.g., the Production Work Plan; departure of one or both
Smelters; capital expenditures; environmental requirements; fuel costs; financing costs)
represent risks that the financial projections will not be achieved. There are a myriad of

assumptions in the projections which may or may not hold true. The span and range of

3 BREC Response to OAG No. 1-48
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these risks is also illustrated in Appendix A of BREC’s Enterprise Risk Management
Policy.*

DOES THE FINANCIAL MODEL INCLUDE ALL COSTS TO RECTIFY
MAINTENANCE AND OTHER CONCERNS REGARDING BREC’S
GENERATING FACILITIES?

It appears that such costs would not necessarily be included since BREC has not completed
its due diligence review. The Production Work Plan which BREC has incorporated into
the financial model “is based upon the existing WKEC work plan for 2008-2010. ... Big
Rivers has made relatively minor changes to incorporate into the plan certain capital
projects that it plans to undertake during 2009 and 2010.”** Furthermore, as elaborated
upon below, the Stone & Webster Technical Assessment for the Smelters [BEGIN
SMELTER CONFIDENTIAL)] S o '

NN, (=ND SMELTER

CONFIDENTIAL]

DOES E.ON PROVIDE ANY REPRESENTATION OR WARRANTY TO BREC
REGARDING THE CONDITION OF THE GENERATING PLANTS AND SITES?
[BEGIN BREC/MEMBER COOPERATIVE CONFIDENTIAL] I

R (=D BREC/MEMBER COOPERATIVE

CONFIDENTIAL]

HAVE YOU OBSERVED EVIDENCE OF CONCERNS REGARDING RECENT
YEARS’ MAINTENANCE AND THE CONDITION OF THE FACILITIES?
Yes. A number of documents in this case reference concerns regarding recent years’

maintenance and the condition of the facilities. These documents include:

3! Exhibit 5, Direct Testimony of Mark Bailey, Exhibit MAB-3, pages 8-11.
32 Exhibit 5, Direct Testimony of Mark Bailey, page 5, lines 11-16, emphasis added.

3 Cooperative response to OAG Supplemental No 1, “Executive Summary Relating to the Unwind of E ON US
Arrangements”, page 6
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1. BREC’s response to OAG No. 1-27, which suggests that the facilities may be
operated differently on a regulated basis by BREC than on an unregulated basis by
E.ON. “The regulated production assets under Big Rivers’ control may be operated
differently than if they were unregulated assets. Some of the differences could be
fuel mix, operating and maintenance objectives, generation levels, and economic

dispatch criteria.” (Emphasis added.)
2. Smelters response to QAG No. 1-3, which attaches a Stone & Webster Technical

Assessment [BEGIN SMELTER CONFIDENTIAL) I

[END SMELTER CONFIDENTIAL]
3. BREC’s response to OAG Supplemental No. 103 provides [BEGIN
~ BREC/MEMBER COOPERATIVE CONFIDENTIAL] HEEEREERER

3 BREC response to Supplemental OAG No 1-103, Confidential Information Memorandum, December 19, 2005,
page 5.
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1 I (D
2 BREC/MEMBER COOPERATIVE CONFIDENTIAL]
3 4. The Member Cooperatives response to OAG Supplemental No. 1 contains repeated
4 references to maintenance concerns. For example, [BEGIN BREC/MEMBER
5 coorERATIVE CONFIDENTIAL)] [
6 N R
7 L e
8 |
9 s
10 ER
11 —
13 — [END BREC/MEMBER COOPERATIVE
14 CONFIDENTIAL]}
15 |1Q. HAVE THE SMELTERS PERFORMED A DUE DILIGENCE REVIEW OF THE
16 GENERATING FACILITIES?
17 (| A. Yes, the Smelters seem to be the only party which has performed and completed a due
18 dlhgence review. The Smelters response to OAG No. 3 contains a conﬁdentlal attachment
19 “which provxdes a Stone & Webster Technical Assessment dated May 18, 2007. Th1; B
20 response was subsequently supplemented and updated to provide a later final report dated
21 March 11, 2008 containing a Technical Assessment of the generating facilities, which is
22 also considered confidential. This report to the Smelters [BEGIN SMELTER
23 CoNFIDENTLAL )
24 R R T RN
25 T R SR R s e
26 R e
3 1d, page 38.

Member Cooperatives response to OAG Supplemental No. 1, September 20, 2007, Board presentation, page 26,
1d., September 20, 2007 Annual Meeting presentation, pages 21, 22, 25
Smelters Supplemental response to OAG No. 3, page 1
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Q. DOES THE FINANCIAL MODEL INCLUDE FINANCIAL CONSIDERATION AS
EXCHANGED IN ASSOCIATION WITH THE PROPOSED TRANSACTIONS?

¥ 1
40 14, page 4.

41 1d,, page 4, emphasis added
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Yes, the model reflects the financial considerations as stated in BREC’s testimony.*

BREC receives $301.5 million in cash proceeds. BREC receives fuel and other inventory
valued at $55 million, SO, allowances valued by BREC at $10.9 million, forgiveness of the
residual value payment obligation associated with the lease transaction in the amount of
$150.4 million, the scrubber installed at the Coleman plant valued at $97.5 million, and
forgiveness of a note to E.ON in the amount of $16 million. The transaction will also
cause or accelerate recognition of certain items ($11.4 million in deferred E.ON lease
revenue; $15.7 in expenses currently being amortized; and, assumption of an E.ON liability
of $4.3 million to the smelters). This totals to the $622.7 million consideration to be
recognized by BREC under the proposed transaction. In addition one payment is not
reflected in the model, “WKEC has agreed to pay to the smelter customers, collectively, at
the closing a sum of money in immediately available funds”.** This sum of money is
[BEGIN E.ON CONFIDENTIAL] EEESEEEE (END E.ON CONFIDENTIAL].*
DOES BREC INTEND TO REDUCE ITS DEBT UNDER THIS TRANSACTION?
Yes. The model reflects BREC’s original plans to apply part of its cash proceeds to debt
reduction, prepayment of a portion of RUS debt and incurrence of new public markets debt,
and also to the establishment of two restricted cash accounts. The model shows that $195.8

is applied to debt restructuring, $75 million is restricted to the Economic Reserve fund,and

§35 million for the Transition Reserve fund. In the model, the originally planned debt
restructuring is the net of prepayment of RUS debt (cash out of $449.7 million), new
capital markets debt (cash in of $263.5 million), and costs of underwriting ($4.6 million)
and bond insurance ($5.0 million). Under the alternative financing plan, BREC has
provided information on a revolving line of credit with National Rural Utilities Cooperative
Finance Corporation (CFC), and a Revolving Credit Agreement with CoBank, the principal
balances for each of which is not to exceed $50 million. In addition under this alternative

plan, BREC intends to

use proceeds from the Unwind Transaction to prepay approximately $200 million of
its RUS debt, and restructure the debt service schedule on the remaining balance of

E.g ., Exhibit 10, Direct Testimony of William Blackburn, pages 12 - 19.
Exhibit 15, Testimony of Paul W. Thompson on behalf of E ON, page 13
E.ON Confidential Response to OAG No. 1-83
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the RUS debt to approximate the debt service contemplated in the Unwind Financial
Model. Big Rivers expects the RUS Amended and Restated Loan Contract,
discussed below, to require that Big Rivers sell sufficient public debt within a fixed
perioqu of years to pay an approximate additional $200 million on Big Rivers” RUS
debt.

However, these plans have not been reflected in an updated run of the Financial Model as
provided to the Commission and the parties.

IF THE ALTERNATIVE FINANCING PLAN RESULTS IN INCREASED COSTS
AND REQUIRED CASH FLOW AT ANY POINT IN TIME, SHOULD THE
COMMISSION EXPECT PRESSURE ON BREC FROM THE SMELTERS TO
DEFER SUCH INCREASED COSTS AND REQUIRED CASH FLOW?

Yes. The Smelters have stated “If the cost of refinancing is higher than reflected in the

financial model, the transaction may no longer be viable.”*®

The Smelters also state “As
shown in the financial model prepared by Big Rivers and submitted in this proceeding,
interest expense other than interest expense related to the sale-leaseback transaction is
expected o average about $45.4 million/year during the first three years of the contract,
and decline thereafier. The interest expense reflected in the model is the target level of
performance.”’ The Smelters have both the incentive and ability through participation on
the Coordinating Committee to pressure BREC to avoid arrangements which might

increase costs in the shorter term, and defer such costs to a later date. Such cost deferral

may or may not be coincident with the public interest, or interests of the general body of

ratepayers.

ARE THE SMELTERS’ INTERESTS NECESSARILY THE SAME AS THE
INTERESTS OF BREC AND ITS MEMBERS?

No, the Smelters’ interests are not necessarily the same as BREC and the member
cooperatives. The Smelters are for-profit entities whose revenues are constrained by
market prices and conditions. The Smelters” preponderant interest in this case is the lowest

achievable cost for power, so long as the Smelters are operating in Western Kentucky.

4 BREC First Amendment and Supplement to Application, paragraph 19
4 Direct Testimony of Henry W. Fayne, page 16, line 5.
*1 Smelters’ Response to OAG No. 1-19.
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Whenever the Smelters cease operations, their interest in the cost and price of power in
Western Kentucky no longer exists. The Smelters would tend to favor deferral of cost
recognition in near term periods, leaving costs for later recovery at a point in time when the
Smeiters’ may no longer be operating in Western Kentucky. This is clearly the case in this
matter on the subject of depreciation. From a December 21° 2007 email (one week before
the Application was filed at the Commission):

I just received word that the Smelters are on board with the latest model update.
Sandy, Steve and Nib may not be aware that BREC agreed to go back to the
depreciation rates methodology reflected in the September model for the years 2011
—2016. They are also using the current rates for 2008 — 2010 which result in
slightly less depreciation expense in those years. The net effect is lower rates for all

but less recovery [of] the plant value from the Smelters within the finite period of
the deal. 8

This obviously leaves plant capital recovery to a later time when market conditions
affecting coal power plants could be much more uncertain and challenging. If the Smelters
are not there to share in the capital recovery load at that time, the full burden will fall to
remaining ratepayers. Furthermore, it can be expected that there will be an advocacy
position from the Smelters, if they are still present, against assigning such capital recovery

responsibility to the Smelters with the same basis as before the Commission currently—

lossof jobsin an-industry facing worldwide competition
Also, the Smelters [BEGIN SMELTER CONFIDENTIAL] i

8 BREC Response to OAG No. 1-119, email from Jack D. Gaines dated December 21, 2007, emphasis added.
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IR, (5D SMELTER
CONFIDENTIAL])

DOES BREC STATE IT STANDS TO EARN MORE REVENUES IF THE
SMELTERS DEPART?

Yes. BREC’s response to Commission staff No. 10 indicates that “revenues lost as a result
of both Smelters’ departure, with a ten percent reduction in market prices, are more than
recovered by alternative sales into the market.” BREC provides financial model scenarios
in support of this, What is not stated here is that part of the increased revenue comes from
higher rates being charged to consumers. Exhibit DB-2 compares the Rural “effective rate”
(page 3, line 46 of the Financial model) for the “base case” versus “both Smelters depart”

cases, and shows rates increased up to 18%.

Impact of Support Provisions

TO WHAT ARE YOU REFERRING WITH THE TERM “SUPPORT
PROVISIONS”?

By this term, I am referring to the various means and mechanisms BREC uses to defer or
mitigate rate impacts on consumers. This would include such items as the Member Rate
Stabilization Account (MSRM), the Transition Reserve, the Tier Adjustment charge paid
by the Smelters, and the surcredit mechanism.

ARE THE ASSERTED BENEFITS OF THE PROPOSED TRANSACTION FROM
THE SUPPORT PROVISIONS AND OTHER COMMITMENTS EVENLY

% Smelter response to OAG No. 1-8
% Smelters Supplemental response to OAG No 1-3, page 4
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DISTRIBUTED OVER THE PERIOD OF THE FROJECTIONS IN THE
FINANCIAL MODEL?

No. The support provisions associated with the proposed transaction and other benefits in

several cases occur or are consumed in the early years of BREC’s financial projections.

While the early benefits are enticing in nature, once the benefits are used up, BREC’s

operations are become exposed to market and economic events and risks. Examples

include:

1.

BREC’s plan not to increase member rates initially, but rate increases are assumed in
the model at 2011 (2%), 2015 (1.02%), and 2017 (9.98%);

BREC’s depreciation rates in the financial model may have been artificially depressed
to meet Smelter requirements, with overhanging later depreciation rate study and

depreciation rate increase which would tend to affect all consumers;

. Temporary funds are set up to shield BREC consumers from rate increases in

environmental surcharge and fuel adjustment clause costs for a limited period
(approximately five years);

Large up-front payments in cash and other consideration from E.ON (approximately
$622 million);

WHAT ARE THE IMPACT AND IMPLICATIONS OF THE TIER ADJUSTMENT
CHARGE MECHANISM FROM THE SMELTERS? ‘ ’

In the first two years under the financial projections, the Smelters receive a rebate from the

TIER adjustment mechanism. In later years, the Smelters pay additional costs under the

TIER adjustment mechanism. But the actual adjustment will be a complex calculation, and

could potentially deviate from what is projected. The TIER Adjustment Charge as paid for

the benefit of non-Smelter member rates is subject to potential reduction for an extensive

list of items in the Smelter Agreements (Section 4.7.5), including:

1. Imputed rate increases to non-Smelter member rates in 2010, 2018, and 2021,
for which increased charges under FAC and Environmental Surcharge Rider do
not count;

2. Imputed revenues from ‘“New Ratepayers” at the Large Industrial Rate;

3. Imputed interest expense reductions, including those associated with

construction of non-peaking generating facilities under certain circumstances;
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Furthermore, the TIER adjustment payments from the Smelters are subject to a hard cap.
The Smelters’ obligations may not exceed the total of the Large Industrial rate for a
customer with a 98% load factor plus $0.25 per MWh plus the applicable amount from the

table in section 4.7.1 of the Smelter agreements:

Fiscal Years Maximum Additional Charge
2008-2011 $1.95 per MWh
2012-2014 $2.95 per MWh
2015-2017 $3.55 per MWh
2018-2020 $4.15 per MWh
2021-2023 $4.75 per MWh

Times Interest Earned Ratio (TIER) Considerations

WHY IS THE TIER IMPORTANT FOR THIS PROCEEDING?

The “times interest earned ratio” (TTER) is an income statement-based calculation which
compares a company’s earnings level to its annual interest expense. It is one ratio used to
measure a company’s ability to meet its debt obligations. The higher the ratio, the greater
is the company’s indicated ability to cover its interest payments. As such, the ratio also
helps assess the financial risk associated with the company’s operations. Implications
from TIER are present in many aspects of the case. First of all, TIER is a notable input
into the credit rating process.”® As such, it will be one aspect of the credit ratihg entities
assessment of BREC’s creditworthiness and credit ratings (further discussed below). The
TIER calculation is also a crucial element of contracts with the Smelters, in that the
Smelters subject to certain limitations will pay to support BREC’s annual achievement of a
minimum TIER level (1.24x, as specified in the Glotfelty testimony). Correspondingly, the
financial model is built to accommodate TIER considerations with the Smelters and to
yield periodic TIER calculations and TIER support payments from the Smelters.
Ultimately, TIER requirements will affect ratepayers who will be required to pay rates that
cover operating costs, depreciation and margins including interest/debt service coverage.
ARE THERE DIFFERENT TIER CALCULATIONS?

*! See BREC response to OAG No. 1-60, generally; and, Exhibit 21, Direct Testimony of Mark W. Glotfelty, page 4.
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Yes. As explained by BREC, there may be at least three different TIER calculations. In
its financial modeling and contracting with the Smelters, BREC uses a “conventional
TIER”. This TIER measures coverage of interest and financing charges on all debt
(including sale-leaseback debt, but net of capitalized interest) on a pre-tax basis.”> A
second measure is for Rural Utilities Service (RUS) purposes, which measures coverage of
interest on long term debt only and on an after-tax basis.”® A third measure is one
employed by the Commission for ratemaking purposes, which divides the sum of net
margins and interest on long term debt by interest on long term debt. BREC states:

It is not Big Rivers’ intention to suggest that the Commission adopt Conventional
TIER for rate-making purposes. The Conventional TIER is offered solely for
reference purposes as to the criteria that may be applied to Big Rivers’ creditors,
rating agencies, and others in assessing the Unwind Transaction. It is intended to
show the outcome in conventional terms of stipulating a revenue requirement from
the mesgnbers and the Smelters sufficient to achieve a “contract TIER” equal to
1.24x.

BREC response to OAG No. 46 states that “the creditors and credit rating agencies will
likely use the conventional TIER calculation.”

DOES THE OBJECTIVE TIER LEVEL STATED BY THE COMPANY APPEAR
REASONABLE?

The 1.24x TIER level as supported by Mr. Glotfelty appears reasonable for the intended
purpose of-the-finaneial-projections-and related agreements including the-Smelter -
agreements. Of course, in later rate proceedings, the Attorney General (and staff and the
Commission) may choose to differ from this TIER level based on facts, analysis and
circumstances present at that time.

IF BIG RIVERS’ NEW CREDIT AGREEMENTS ARE INCOMPLETE AND NOT
PRESENTED AT THIS TIME, IS THE INTEREST EXPENSE DETERMINABLE
FOR PURPOSES OF THE COMMISSION’S DECISION?

No. Interest expense is the crucial variable for calculation of TIER, along with the
financial modeling of profits. Big Rivers has stated its estimated required TIER, but the

actual projected TIER remains unknown to the Commission and other parties until credit

2 BREC response to Staff No. 1-13.a

B 1d.
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terms including interest rates are finalized with creditors. One clear implication of the
uncertainty of TIER is that this renders the Smelters’ participation in the transaction
uncertain. The Smelters have stated that “if the cost of financing is higher than reflected in
the financial model, the transaction may no longer be viable.” The Smelters further state
that “the interest expense reflected in the model is the target level of perf‘ormaxwe.”s6 The
Smelter Agreements filed in this case allow the Smelters to terminate the agreements if
Smelters conclude Big Rivers cannot achieve the financial model filed with the
Commission in December during the first five years.”’ If interest rates in the final credit
agreements and resulting interest expense turn out to be higher than assumed in the
financial model for whatever reason, the calculated TIER will fall, other things equal, and
Big Rivers will not have met the “target level of performance” which would permit the
Smelters to terminate the agreements. Finally, the TIER adjustment payments from the
Smelters is capped and limited, such that the remaining “uncapped” costs of achieving a
certain TIER level will fall back to remaining customers other than the Smelters. The
Commission should note that the financial projections show that the smelter rate subject to
TIER adjustment is very close in many years to the cap, with the consequence that if there
is a negative deviation from the financial projections, the smelter cap would be reached,
and consumers would become responsible for maintenance of the desired TIER level.
(Compare: line 36, “Smelter Rate subject to TIER Adjustment” to line 35, “Bandwidth
Ceiling”, at page 12 of the Financial Model, “Smelter Rate Structure™.)

Investment Grade Credit Ratings

DOES BREC STATE INVESTMENT GRADE CREDIT RATINGS FOR ITS DEBT
ARE IMPORTANT?

Id, 13.b.

Fayne testimony, page 16, lines 6-7.

Smelters’ Response to AG Request No. 1-19.

Exhibit 20, Smelters’ Retail Agreements, Article 7 2 4(a).
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Yes. BREC states this is a requirement of the Unwind transaction, and investment grade
credit ratings are implicit in BREC’s financial modeling, I agree that an investment grade
credit rating is a crucial objective for a public utility. Standard and Poor’s defines its credit
rating as “a letter grade that reflects Standard & Poor’s opinion of the ability and
willingness of an entity to meet its debt and other obligations on time and in full”® and
other rating agency definitions would be identical in direction. A public utility normally
should have a higher, rather than lower, ability and willingness to pay its obligations in full
and on time. S&P, Moody’s and Fitch employ different “grades” but the underlying
concept is the same. An investment grade credit rating can be understood as being in

contrast to speculative grade ratings. This can be illustrated by using Standard & Poor’s

“rating scale”:>
Investment Grade
AAA Extremely strong
AA Very Strong
A Strong
BBB Adequate
Speculative Grade
BB Vulnerable to nonpayment
B More Vulnerable, but retains capacity to meet obligations

CCC Vulnerable
cC Highly Vulnerable
D Default

HAS BREC OBTAINED INVESTMENT GRADE CREDIT RATINGS AT THIS
TIME?

No. BREC apparently has not sought indicative credit ratings from any of the credit rating
entities (Moody’s, S&P, or Fitch), or otherwise obtained credit ratings despite internal
indications thét it intended to do so. [BEGIN BREC/MEMBER COOPERATIVE

conFIDENTLAL |

*® BREC response to OAG No. 1-60, S&P's Rating Methodology for U S. Power Cooperatives: An Overview,
November 2, 2006, page 3

% Cooperative response to OAG Supplemental No. 1, page 31.
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[END BREC/MEMBER COOPERATIVE CONFIDENTIAL] Meetings BREC had
scheduled with S&P and Moody’s in early March have been jpostponed.61 Presumably this
stems from the difficulties BREC has experienced in executing its original plan for
refinancing/restructuring its debt, along with other scheduling considerations such as
current lack of completion of negotiations with creditors. The Application states BREC
will “begin the process to obtain investment grade credit ratings on the debt secured by its

generating assets from Standard & Poor’s and Moody’s rating agencies”®

, after formal
application is made for approval of indebtedness upon completion of negotiations with
creditors. This places the burden on the Commission and the parties to make multiple
assessments of this transaction at various stages. Ultimately, it is possible that the
Comrmission and the parties will have to address this matter again, even after and assuming
the Commission approves a not-yet-presented formal application for approval of issuance
of indebtedness, since BREC will not have obtained its credit rating at that point. If the
rating agencies do not provide an investment grade credit rating at that point, presumably
changes impacting the financial projections would be required in order to gain the
investment grade rating, which changes would require further review by the Commission

and the parties. BREC has observed that [BEGIN BREC/MEMBER COOPERATIVE
CONFIDEN T AL |
b T
o e e g e S
BREC/MEMBER COOPERATIVE CONFIDENTIAL]

WHAT IMPORTANCE DO INVESTMENT GRADE CREDIT RATINGS HAVE
FOR THE FINANCIAL MODEL WHICH THE JOINT APPLICANTS HAVE
PRESENTED IN THIS CASE?

The financial model as presented is an integrated scenario that assumes among other things
a pro forma debt restructuring, recasting and reducing the RUS debt, and issuance of new
public debt-all at estimated/forecasted interest rates. BREC believes that the modeled

results of this integrated scenario will be sufficient to obtain an investment grade credit

8 BREC response to OAG Supplemental No. 119.
¢ Application, paragraph 66.
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rating. A major contingency is that the integrated scenario is changed, and the modeled
results are not sufficient to obtain an investment grade credit rating (or approval by the
Smelters). In fact, BREC has changed its financing plan to defer the issuance of public
debt, and reduce the prepayment of RUS debt by more than 50%. The interest rates for the
new public debt are lower than the RUS rates (RUS interest is fixed at 5.82% in the model,
while the public debt interest cost is assumed to carry fixed interest rates of 5.82% for the
“short term” tranche, and 5.92% for the long term tranche). The estimated interest rates for
the public debt are “indicative” rates from Goldman Sachs as of April 23, 2007. However,
this modeled financing scenario is not reflective of the recently filed alternative financing
plan, which alters BREC’s financial structure. If has not been demonstrated that the
financial impacts of this altered financial structure will be acceptable to the Smelters, or
earn an investment grade credit rating from the credit rating entities. The Smelter
agreements allow the Smelters to terminate the agreements prior to the effective date based
on business judgment if the Smelters determine that the financing plan “would materially
affect the calculation of the TIER adjustment”, and that “actual interest cost would be more
than 15 basis points in excess of [estimated interest costs]”. (Smelter Retail Agreement,
section 7.2.4). 15 basis points is a tight criteria. As stated in the Application:

The need to obtain financing at reasonable rates drives the condition to closing in
the Termination Agreement that Big Rivers-obtain-an-investment grade rating.-The
TIER Adjustment mechanism in the Smelter Agreements supports a 1.24 TIER,
which Big Rivers and its financial advisors believe is important to achieve the
appropriate investment grade ratings.63

If interest expense is higher than in the model, achieved TIER is lowered absent Smelter
contributions through the TIER adjustment mechanism. If TIER is lowered, then
achievement or maintenance of an investment grade credit rating is impeded or prevented
absent rate increases or cost reductions.

DID YOU ATTEMPT TO MODIFY THE MODEL INPUTS TO REFLECT THE
ALTERNATIVE FINANCING SCENARIO IN ORDER TO ASSESS THE IMPACT
ON INTEREST EXPENSE, TIER, TIER ADJUSTMENT CHARGES AND RATES?

¢ Application, paragraph 52.
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Yes, but I found that the model version we were provided would not accept changed debt
inputs and yield a revised pro forma financial projection. Changing the debt inputs
generated a plethora of Excel spreadsheet “#NUM!” errors.

IS BREC EXPOSED TO INTEREST RATE RISK?

Yes. This risk pertains to the use of variable rate borrowing instruments, short term
borrowing or uncommitted planned borrowing. The risk in this context is that interest rates
will continue to rise, thus causing BREC to bear increased fixed interest charges associated
with higher interest for any debt which is carried at the variable rate (e.g., revolving credit
or lines of credit), or bear higher interest costs at the time short term ﬁnancing must be
refinanced, or long term financing consummated. These higher interest expenses must be
paid—-thus the term “fixed” in this context, and would preempt cash use that had been
planned or is necessary for other purposes (e.g., capital investment or operating expenses).
These higher interest expenses would also impact calculated TIER and TIER Adjustment
charges to the Smelters, including going outside the “bandwidth” which the Smelters must
pay, thus causing additional costs for consumers.

DOES BREC RECOGNIZE CONDITIONS IN THE CREDIT MARKETS, UPON
WHICH ITS RE-FINANCING DEPENDS, AS BEING STABLE OR UNSETTLED?

BREC has stated that current credit market conditions are unsettled, and I agree with this

s Dt et )

and compels BREC to search for alternatives. Alternative financing considerations are the
subject of BREC’s recently filed Amendment to the Application. BREC states that “the
sole reason driving Big Rivers to explore financing alternatives is the unsettled condition in
the credit market and the extremely wide credit spreads.”®*

PLEASE ADDRESS THE SUBJECT OF CREDIT SPREADS.

This term is a reference to the margin or premium charged as a component of the total

interest rate, over and above a “risk fiee” rate of interest such as that which is associated
with United States Treasury bonds, which are presumed to be backed by the full faith and
credit of the United States government and bear no risk of default. The credit spread or

premium or margin reflects the unique business and financial risks of the borrower, but is

% BREC response to OAG Supplemental No 116, emphasis added
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also dependent on market conditions. As noted by BREC, credit market conditions are
currently “unsettled” as a result of events dating back to Summer 2007, and the substantial
ripples from the sub-prime mortgage problems. It is not clear when the credit markets will
“settle”, and more importantly, it is not clear what credit spreads will be at the point in time
when the credit markets do in fact “settle”. Market conditions may be such at that point in
time that margins settle at levels well above what has been prevalent in recent years as
investors demand higher compensation for perceived risks.

DO YOU HAVE A CURRENT EXAMPLE FOR THE COMMISSION OF OTHER
COMMISSIONS FACING THE CONSEQUENCES OF UNEXPECTEDLY WIDE
CREDIT SPREADS?

Yes. In January 2007, FairPoint Communications struck an agreement with Verizon
Communications to acquire Verizon’s Northern New England (Maine, New Hampshire and
Vermont) telecommunications operations. The proposed transaction was supported before
the three state commissions by the Joint Applicants by financial projections that extend to
2015, and proposed bank loan and bond financing. The state commissions (among other
things) approved a stipulated level of borrowing at interest rates averred to by FairPoint.
The transaction and related financing is to close March 31, 2008. Early in the week of

March 24", FairPoint informed certain Commissions that the interest rate on the bonds

19
20
21
22
23
24
25
26
27
28
29
30
11

would be much higher (approximately 11% per annum) than anticipated in the company’s

financial model as presented in support of stipulations among the parties, which were also
the core of state commissions’ approvals of the fransaction. Then late in the day on
Wednesday March 26" it became known that the interest rate on the bonds would actually
be much higher than that—13.5% per annum. According to S&P, “Terms for the B+/B3
rated deal, ... were forced 200 bps wide of initial guidance, to 13.5%, amid the highly
challenging market conditions ...” State commissions were already concerned about the
financial projections and financial viability of FairPoint following the transaction as
evidenced by the Commission orders. The consequence of this unexpectedly very large
margin on the bond issue over what was projected and anticipated results in increased
interest expense of over $27 million annually. Also, as a consequence, the state
comrmissions were faced with a Hobson’s choice regarding a transaction that had been

approved. Hearings on this issue were held on Friday, March 28" in Maine, and on Sunday
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March 30" in New Hampshire. At this late date (two business days before the planned
closing date of the transaction), there were not any viable alternative remedies available to
the commissions. I am familiar with the details of this matter as a result of my participation
in both the Maine and New Hampshire cases, including pre-filed testimony supported
under cross examination, on behalf of the Office of Public Advocate and Office of
Consumer Advocate (respectively). In my view this clearly illustrates a risk to ratepayers
and to the Public Service Commission of Kentucky of approving the proposed transaction
here with financing arrangements left to the future. It is not at all clear that interest rate
margins will revert to previous low levels, or remain high relative to those levels for the
foreseeable future. This uncertainty or risk clearly affects BREC’s future under the
proposed transaction.

Q. HAVE INTEREST RATE MARGINS BEEN AT RELATIVELY LOW LEVELS,
COMPARED TO HISTORICAL AVERAGES?

A, Yes. This is illustrated by the following for “high yield” bonds:

e “The flood of new debt in the high-yield bond market hasn’t
widened risk premiums. Within the past week, the Lehman
Brothers U.S. High yield index showed risk premiums hit a
record low of 232 basis points over Treasurys.” “The premium
investors charge companies to compensate them for default risk
has shrunk to reach near or record lows in May, even though the

‘new debt raised is being used to finance activities that typically
bode poorl;/ for bondholders: stock buybacks and leveraged
buyouts.”®

e “Inrecent months, lower credit bonds—conventionally defined
as BB+ and below—-have traded at a smaller risk premium (as
compared to U.S. Treasuries) than ever before in history. Over
the past 20 years, this margin averaged 5.42 percentage points.
Shortly before the Asian crisis in 1998, the spread was hovering
just above 3 percentage points. Earlier this month, it touched
down at a record 2.63 percentage 6points. That’s less than 8%
money for high-risk borrowers.”®

e “Several factors underlie the new pushback against buyout
financings. One is the growing awareness that investors have

% “Demand Continues for Debt; Investors Rush in to Take on Risk”, The Wall Street Journal, June 1, 2007.
8 «The Coming Credit Meltdown™, The Wall Street Journal, Tune 18, 2007.
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been demanding very little in return for the risk they have
accumulated in buying buyout-related loans and debt. Yields on
junk bonds, when compared with ultrasafe U.S. Treasury
securities, hit historic lows around a month ago. ... In addition
to demanding higher interest rates, investors are resisting many
bonds and loans that they believe to be too easy on borrowers.
Investors have rejected a number of recent deals that included
“payment-in-kind” provisions, which allow companies to
postpone debt payments to their lenders if they run short of cash.
Investors also have rejected loans that are light on common
performance requirements, known as covenants. ... Banksin
several cases have been stuck holding portions of loans or bonds
they planned to parcel out to investors, something that could
make them more selective in underwriting deals.”®

“Financial advisors say this marks a good time for investors to
re-evaluate their high-yield holdings. Currently the average
high-yield bond is giving a yield of only about three percentage
points more than U.S. Treasury bonds, which are among the
safest investments available. For comparison, as recently as
2002, that gap was around nine to 10 percentage points.”®®

“While the spread between junk bonds and a 10-year Treasury
note—which shows how much lenders charge for added risk-—
has increased by almost a percentage point since the end of May
to 3.43 percentage points, its still well below the long-term
spread of 5 percentage points.”®

While the above pertains to non-investment grade bonds, the impact is the same for
mvestment grade bonds—margins or spreads are wider for those debt instruments as well,
as evidenced by BREC’s recent experience (“extremely wide credit spreads™) regarding its

original financial restructuring plan.

BREC’s Material Dependence on the Smelters’ Load

57 “Market’s Jitters Stir Some Fears for Buyout Boom: Takeover-related Debt Gets Chilly Reception; Hearing ‘Wake
up’ Call”, The Wall Street Journal, June 28, 2007.

¢ “The Junkyard Dogs Investors in Some Funds: Rising Risk Premiums Hit High Yield Holdings; ‘I wouldn’t be an
Owner™, USA Today, July 10, 2007, P.23.

i “Corporations have Trouble Borrowing”, USA Today, July 24, 2007, page 4B.,
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1 WHAT PROPORTION OF BREC’S PROJECTED TOTAL REVENUE IS

2 DERIVED FROM THE SMELTER AGREEMENTS?

3 The percentage varies by year and is 53.5% of projected total revenues in 2009, 60% in

4 2011, and 57.4% in 2018, for example. By another measure, BREC notes that “56% of its

5 Members’ demand [is] associated with” the Smelters.”

6 WHAT PROPORTION OF THE “TOTAL FINANCIAL BENEFIT OF THE

7 UNWIND TRANSACTION” TO BREC IS ESTIMATED TO STEM FROM THE

8 SMELTER AGREEMENTS?

9 According to the Blackburn testimony at page 12, the total financial benefit of the unwind
10 transaction to BREC is $950 million, of which $327 million is due to “increased power
11 purchase payments from the Smelters”. The $327 million amount is the present value of
12 annual sums in excess of the large industrial rate-for additional margin, TIER surcharge
13 payments, and other surcharge payments.
14 IS THIS ADDITIONAL $327 MILLION IN REVENUE (PRESENT VALUE) FROM
15 THE SMELTERS CERTAIN TO BE EARNED BY BREC?
16 No. BREC states the $327 million present value figure “is arrived at by calculating the
17 amount of payments from the Smelters that exceed what would be collected from Big
18 Rivers’ large industrial tariff at a 98% load factor. ... the Smelters pay at least 25 cents
19 over the large industyial faritf, the cost of the 1.24 TIER and surcharges that flow back to
20 the Members to offset some of their fuel costs.”’! 'The $327 million present value figure
21 depends on its assumed inputs: the discount rate, and per period cash flows. It appears
22 BREC uses a discount rate of approximately 5.4% for this calculation. The Commission
23 should note that per period cash flows assumed for the TIER and Surcharges in the model
24 are smaller in the early years (2008-2012), and larger in later years. The present value of
25 later year payments are less than early year payments due to time value of money. The
26 Smelters are able to terminate the contracts under stated circumstances, so the actual receipt
27 by BREC of the later years’ cash flow is uncertain. If Smelter payments are assumed to
28 cease after 2012, the present value of payments to that point is substantially less--$86

™ Application, paragraph 53.
" BREC response to OAG No. 1-67
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1 million, or 26% of the $327 million. Please see attached Exhibit DB-3 for a comparison of
2 these present values. This is one instance which illustrates the fact that the benefits of the
3 proposed transaction tend to be “front end loaded” into the early years, while risks and
4 uncertainties are prevalent in the later years. While the Smelters do make additional
5 payments in the early years, continued and larger payments in subsequent years must be
6 viewed as more uncertain for at least two reasons—first, there is some possibility that the
7 Smelters close operations in Kentucky due to business and cost conditions; and, second
8 over time the Smeliers can use advocacy positions before policy makers including the
9 Commission to reduce the amounts paid below what is projected in the financial model.
10 || Q. WHAT IS THE BASIS FOR THE RATES TO BE CHARGED TO SMELTERS
11 OVER THE TERM OF THE PROPOSED RETAIL AGREEMENT?
12 || A. The basis for the rates is a cost basis, rather than a market rate basis. A consequence of this
13 is that to the extent that BREC’s operating, capital and financial costs cause increased rates,
14 this is flowed through to the smelters, and to the extent those increases make the smelter
15 operations uneconomic in the commodity markets, the operations could be shut down and
16 the loads lost to BREC. Smelter payment obligations as defined by the Smelter
17 Agreements are driven by a very complex set of calculations.
18 || Q. HAVE YOU REVIEWED THE SMELTER AGREEMENTS IN EXHIBIT 20?
19 11TA- Yes, I have reviewed them from a non-legal perspective. B
20 ||Q. WHAT IS THE EFFECTIVE DATE OF THE SMELTER RETAIL
21 AGREEMENTS?
22 (1A, The Agreements have not been executed, and are not effective at this time. The Retail
23 Agreements, Article 6, sets out the conditions for occurrence of the effective date. 1
24 summarize the conditions as follows:
25 1. The Unwind Transaction will have been consummated (6.2.2);
26 2. The Wholesale Agreement shall be acceptable to each individual Smelter
27 (6.2.4);
28 3. Each Smelter’s Wholesale and Retail agreements will have been executed and
29 delivered to the parties (6.2.8);
30 4. RUS shall have consented to the transactions and all arrangements and
31

agreements necessary to implement the transactions (6.2.10);
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5. Guarantee by the Smelter Parent shall have been delivered (6.2.5);
6. Representations and warranties of the parties will continue to be correct as of
the effective date, and certificates to such effect shall have been received
(6.2.1); ‘
7. Other documents shall have been delivered as required (6.2.3 and 6.2.6); and,
8. No further authorizations or approvals are required (6.2.7 and 6.2.9).
UNDER WHAT CONDITIONS CAN THE RETAIL AGREEMENT BE
TERMINATED PRIOR TO THIS EFFECTIVE DATE?
The Retail Agreement can be terminated prior to its effectiveness for the following reasons,
as stated in Article 7:
1. Failure to satisfy the conditions to Effective Date (above) (7.2.1);
2. If the Unwind Transaction will not be consummated (7.2.2);
3. I KPSC orders modify pricing or material terms of these agreements, BREC’s
ability to recover costs from Smelters, or non-Smelter ratepayers (7.2.3);
4. Business judgment (7.2.4), such that
a. “Big Rivers’ operations cannot produce during the first five years .... the

charges projected in Big Rivers’ financial model ...”;

b. ‘Smelters can terminate if “material adverse change in the production
facilities™, or if “material change in [external] economic or business
factors ... that would have a material adverse financial effect on” the
Smelter; and,

c¢. Smelters determine that the financing plan “would materially affect the
calculation of the TIER adjustment”, and that “actual interest cost would
be more than 15 basis points in excess of [estimated interest costs] or
other terms or conditions are materially different than those estimated”,

BREC response to OAG No. 1-79 provides a complete discussion of applicable terms,

conditions and circumstances for Smelter termination of the agreements.

UNDER WHAT CONDITIONS CAN THE RETAIL AGREEMENT BE

TERMINATED AFTER THE EFFECTIVE DATE?
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1 Per 7.3.1 (a), the Agreement can be terminated “in connection with the termination and

2 cessation of all aluminum smelting operations at the” Smelter operation in Kentucky, but

3 such termination may not be effective prior to December 31, 2010.

4

5 Risk Management

6

7 DOES BREC PLAN TO FORM A NEW ENTERPRISE RISK MANAGEMENT

8 FUNCTION?

9 Yes. This function is the subject of a new company policy adopted in June 2007, and will
10 focus on risk identification, evaluation and mitigation of risks. The company policy
11 document is included as Exhibit MAB-5 to the Bailey testimony. Risk management and
12 strategic planning are intertwined. “The ERM and strategic planning functions of BREC
13 will facilitate the development and monitor{ing of] the implementation of a strategic plan
14 that will incorporate enterprise risks that require additional strategic focus.”’? While the
15 Board of Directors is ultimately responsible for risk management, senior management of
16 BREC constitutes the Internal Risk Management Committee (IRMC), and is responsible for
17 risk management activities at the working level. The IRMC is chaired by the VP (or
18 Director) of Enterprise Risk Management/Chief Risk Officer, but as a non-voting member.
19 This person has not yet been hired—“Big Rivers intends to bring on board an industry
20 veteran to serve as either Vice President or Director Enterprise Risk Management &
21 Strategic Planning/Chief Risk Officer.”® This position, and the risk management
22 function and responsibility are critically important for BREC’s future, There are
23 substantial inherent risk exposures for BREC going forward, which will need to be
24 understood, addressed and mitigated to the extent possible. BREC may also be able to
25 obtain risk management support in certain areas from ACES Power Marketing (APM).
26
27 BREC has noted it is “unique to other generation and transmission cooperatives in that it
28

has one Member with two large aluminum smelters in its customer base that operate at a

™ Exhibit 5, Direct Testimony of Mark Bailey, Exhibit MAB-5, page 6
?  Exhibit 5, Direct Testimony of Mark Bailey, page 9, lines 7-9
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continuous 98% load factor.”’* Also, BREC notes [BEGIN BREC/MEMBER
COOPERATIVE CONFIDENTIAL] T

— [END BREC/MEMBER
COOPERATIVE CONFIDENTIAL] Some important risk areas are identified as
standing agenda items for the IRMC, as follows:

e “Current commodity market strategies;

e Power cost uncertainty;

e Level of exposure to non-member transactions;
e Production strategies and exposures;

e Financial strategies and exposures;

e Environmental strategies and exposures;

»76

e Counterparty contract and credit exposure.

Also, the Enterprise Risk Management policy identifies the scope of business activities to

be addressed by risk management as:

“Commodity price risk;
td

e Volumetric risk;

Power and fuel delivery risk;

o Operational risk;

e Financial risk;

° Environmental and regulatory risk;

o Counterparty contract and credit risk;

e Organizational risk;

e Board and officer risk;

e Safety risk.””’

These risks are further detailed in Appendix A to the ERM policy document.

BREC response to OAG No. 1-20

BREC response to Supplemental QAG No. 103, page 40
Direct Testimony of Mark Bailey, Exhibit MAB-5, page 4.
1d., page 6.
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1 Q. DOES THE PROPOSED UNWIND TRANSACTION EXTEND RISKS IN TIME?
2 1| A. Yes. Big Rivers seeks approval to amend its wholesale power contracts with the member
3 cooperatives, extending the term of such contracts to 2043. “This term extension will
4 accommodate the maturities of new debt or debt refinancing that Big Rivers anticipates in
5 connection with the Unwind Transaction, and may allow for the maturity of any other debt
6 that Big Rivers might incur in the near term without another round of Member wholesale
7 power contract amendments.””® Risks are extended in time by this proposed contract
8 amendment at a time when uncertainties are increasing regarding coal-fired generation of
9 electricity due to environmental issues. The Commission may find it inadvisable to extend
10 such risks in time.
11 Summary of Conclusions
12
13 |{Q. PLEASE STATE CONCLUSIONS YOU HAVE DRAWN FROM REVIEW OF THE
14 APPLICATION, TESTIMONY, RESPONSES TO DISCOVERY QUESTIONS, AND
15 RELEVANT STATUTES.
16 |[jA. I draw the following conclusions:
17
18 1. The Joint Applicants have placed the parties and the Commission in the position of having
19 to address an Application which is incomplete in material respects. The Application is
20 contingent on its own terms on matters which are presently unfulfilled and unknown to the
21 parties or the Commission. The transaction requires accomplishment of due diligence on
22 the generating facilities by BREC which has not been completed; earning of an Investment-
23 grade credit rating which has not yet been accomplished; filing of many financing
24 documents which have not yet been negotiated/executed or provided; reaching contractual
25 agreement with a large industrial customer (Southwire); and, obtaining the consents of
26 various parties (including approvals and releases from the City of Henderson) to the
27 financing and transaction, the cost of the consents are presently unknown to the parties and
28 the Commission (and do not appear to be accounted for in the financial model). The
29 Commission could reasonably hold this proceeding in abeyance until these matters have

" Application, paragraph 50.
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been accomplished and addressed through additional discovery and analysis presented
before the Commission. Since the “proposed issue” is not known to the Commission at this
time, the Commission cannot find it to be necessary for performance of the utility of its
service to the public. Further, since the “proposed issue” is unknown, and its financial
impact is unknown, the Commission cannot find that the proposed issue will not impair the
utility’s ability to perform its service to the public.

. The claimed benefits of the proposed transactions occur in the very early years, while the

substantial risk exposures occur later. BREC’s view that a rate increase is needed is
deferred by the $75 million Economic Reserve account. Further, depreciation rates are
known by BREC to not be current and in fact have been depressed to obtain smelter
agreement. It is known that depreciation rates will need to be addressed in a planned
general rate application. The unique components of Smelter contribution are through
surcharges and TIER adjustments. In the early years, the Smelters are projected to realize
TIER rebates, with TIER payments projected to begin in 2011. The Smelters can seek
through the policy process and the general rate case which is planned for 2010 to alter and
reduce the surcharges and adjustments, thus reducing dollars paid by the Smelters and
increasing payments from other consumers (all things equal). Other risk exposures are
outlined below.

BN NN RN NN NN N e
WO N Oy i A W N O W

. BREC states that revenues lost if the Smelters leave “are more than recovered by

alternative sales into the market”.”” While this is true given the assumptions utilized, it is
also true that rates for consumers are substantially increased at the same time by
elimination of offsets to rates paid by the Smelters under the Smelter agreements, and by

modeled general rate increases.

. The Commission may reasonably have concerns about BREC’s financial viability going

forward, given its exposure to risks from future events such as credit market uncertainties,
the large smelter load disappearing, current lack of due diligence completion coupled with
concerns about the condition of the facilities, and environmental regulations including
carbon legislation. BREC notes that [BEGIN BREC/MEMBER COOPERATIVE
CONFIDENTIAL| [ .

 BREC response to Commission staff No. 1-10.
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[END BREC/MEMBER COOPERATIVE CONFII)ENTIAL]

. Big Rivers’ ability to effectively and explicitly manage risks facing the enterprise is crucial

in order to ensure and protect its financial viability. BREC’s enterprise risk management

direction is laudable, but it must be comprehensive in scope, and well-implemented.

. Achievement of BREC’s projected financial results materially depends on direction taken

on environmental concerns, which are largely outside of BREC’s control. The financial
model includes impacts only for present environmental requirements, but no impacts are
included for potential future carbon/greenhouse gas regulations or regulations pertaining to
mercury. Further, environmental cost increases would significantly impact Smelter rates

such that continued operation could become uneconomical.

. ‘The interests of the Smelters do not align in all respects with the interests of the general

body of ratepayers. Yet the Smelters have a direct and continuing ability to affect BREC’s
operational and financial decisions through the Coordinating Committee and other means.

One example of where Smelter interests may be contrary to BREC interests in that Smelters

WoNONON N NN NN N
O W e 3 bW N - O
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prefer to defer/depress current costs in favor of recovery “later” (e.g, depreciation). Also,

the smelters have [BEGIN SMELTER CONFIDENTIAL ) [

BB =ND SMELTER CONFIDENTIAL]

. This case may be considered as requiring consideration of two alternatives, each of which

has substantial uncertainties. Neither alternative (continuing the present mode of operation
however it may later unfold, versus accepting the Joint Applicant’s application) is free of
difficulties or concerns. However, I conclude the balance should fall in favor of the efforts

of the Joint Applicants, subject to the certain concerns and considerations expressed here.
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The Commission and the Office of Attorney General will need to be watchful and fully

informed on particular issue areas, especially in the area of risk management.

Recommendations
DO YOU RECOMMEND THAT THE COMMISSION APPROVE THE
TRANSACTIONS AS PROPOSED BY THE JOINT APPLICANTS?
My recommendation at this time is provisional, since final information on consent
agreements and fees, the nature of any agreement with the City of Henderson (and related
financial impacts associated with releases and approvals), credit ratings and credit
restructuring agreements and financial implications is not known at this time. In my view,
these matters should have been settled first so they could be provided to the Commission as
part of a comprehensive filing. Instead the parties have been required to address a partial
filing, which leaves many crucial matters unknown and subject to later serial and piecemeal
additions to the Application, Itherefore make a provisional recommendation that the
Commission approve the transactions, but with limited enthusiasm, and with certain
conditions and understandings. This recommendation also gives weight to the
straightforward analysis of BREC and its member cooperatives of the “pros and cons” of
the proposed transaction, as provided by the member cooperatives in response to OAG
“Supplemental No. 1. B T '
WHAT CONDITIONS DO YOU RECOMMEND THAT THE COMMISSION
INCLUDE WITH APPROVING THE TRANSACTION?

I recommend the following conditions:

1. BREC has presented its financial model results as the “base case™ upon which its
decisions were based. Yet the application is incomplete and there are pending matters
which may affect this “base case”. The Commission should require that the “base case”
rates and results be maintained past resolution of the pending matters such that if
resolution of a matter (e.g, due diligence finalization, credit restructuring, City of
Henderson matters, or consent fees and agreements) would unfavorably impact the
“base case” rates and results, E.ON and/or the smelters must step forward to fund and
eliminate those unfavorable impacts in order to restore the “base case’ projections.

2. BREC shall not waive any conditions to closing without Commission approval.
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3. BREC shall use the March 11, 2008 Stone & Webster Final Report in addition to its

wh

own resources to finalize its due diligence on the generating facilities and sites.
a. BREC shall reconcile [BEGIN SMELTER CONFIDENTIAL] R

el R I [END SMELTER
CONFIDENTIAL]

. BREC shall provide its final due diligence report to the Commission and the

parties, and include the reconciling information and estimated costs, along with
its recommendation as to when and how each item should be addressed.

BREC shall provide to the Commission and the parties a revised run of the
Financial Model which incorporates these items in a revised Production Work
Plan, BREC’s recommended method of addressing each item, and BREC’s
estimated cost of doing so, for Commission approval prior to closing the

transaction.

. BREC shall fund, initiate and maintain a comprehensive risk management plan and
program, which includes the ability to address 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 BREC.
. Prior to any filing by BREC to increase its rates, BREC shall file with the Commission
a comprehensive report on identified risks and steps taken under its Risk Management
program to address or mitigate those risks.
BREC shall provide the Commission with minutes and documents from each meeting
of the Coordinating Committee at least through 2011. Upon request of either the
Comrmission, BREC’s required provision of minutes and documents shall be extended.
. In the event of future changes in environmental regulations compliance which BREC
determines will have a material financial effect on it, BREC shall report on a timely
basis to the Commission of the nature and expected cost of compliance with changed
environmental regulations, including financial projections modified to include

compliance costs and impacts on rates and revenues.
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8. BREC shall file with the Commission projected budgets on the same schedule as
management adopts annual budgets each year through 2013 and shall pay, if so
requested by the Commission, for a third party to review same. BREC shall provide
and include in the filing explanation of differences between that year’s budget and the
projected amounts for that same year in the final version of the Financial Model
considered by the Commission in this case.

9. BREC will continne to employ at least the same level of workforce, with comparable if
not better skill and expertise, as it currently does, or notify the Commission if BREC
has concluded it would be imprudent to do so, stating the reasons why BREC believes it
to be imprudent.

10. BREC will negotiate in good faith with IBEW during any collective bargaining
agreements.

11. BREC shall advise the Commission and the Attorney General of any material changes
to its financing arrangements, on a timely basis.

12. BREC shall advise the Commission of any changes to RUS’ criteria for the financing of
both new coal-fired plants, and regarding any financing relating to existing coal-fired
plants, on a timely basis. In the event of any such changes, BREC shall supply a plan
for assessing the impact and ramifications (if any), and how BREC will address those

- Ghangss. . - - - - - . R

13. BREC shall advise the Commission of any material changes to smelter contracts, on a
timely basis.

14. BREC shall advise the Commission and the Attorney General in event of any material
changes in its agreements with HMPL, on a timely basis.

15. BREC shall advise the Commission in the event of any material changes in its
agreements with labor unions, on a timely basis.

16. BREC shall advise the Commission and the Attorney General on a timely basis of any
material events that in any way could impact BREC’s ability to wheel excess power to
other markets.

17. BREC shall advise Commission on a timely basis of any material changes in its
generating units or their operation not included in BREC’s Production Work Plan as

submitted in this case and finalized by BREC’s due diligence.
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DOES THIS CONCLUDE YOUR TESTIMONY?

Yes, it does at this time. I reserve the right to provide supplemental testimony at a later

date to address items, information and issues that are presented by BREC at a later date to

fill in incomplete aspects of the filing as it is enumerated in this testimony.

Page 53




COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:

THE APPLICATIONS OF BIG RIVERS
ELECTRIC CORPORATION FOR:

() APPROVAL OF WHOLESALE TARIFF
ADDITIONS FOR BIG RIVERS ELECTRIC
CORPORATIONS, (Il) APPROVAL OF
TRANSACTIONS. (II) APPROVAL TO ISSUE
EVIDENCES OF INDEBTEDNESS, AND

(IV) APPROVAL OF AMENDMENTS TO
CONTRACTS; AND

CASE NO.

2007-00455

OF E.ON US., LLC, WESTERN KENTUCKY
ENERGY CORP. AND LG&E ENERGY MARKETING )
INC. FOR APPROVAL OF TRANSACTIONS )

DIRECT TESTIMONY OF DAVID BREVITZ
ON BEHALF OF
THE ATTORNEY GENERAL
Certificate of Service and Filing

Counsel certifies that an original and ten photocopies of the foregoing Direct

Testimony of David Brevitz On Behalf Of The Attorney General were served and filed . _

by hand delivery to Stephanie L. Stumbo, Executive Director, Public Service
Commission, 211 Sower Boulevard, Frankfort, Kentucky 40601; counsel further states
that true and accurate copies of the foregoing were mailed via First Class U.S. Mail,

postage pre-paid, to:

C. William Blackburn David Brown

Big Rivers Electric Corporation Stites & Harbison PLLC
P. 0. Box 24 1800 Providian Center
Henderson, KY 42420 400 West Market St.

Louisville, K'Y 40202



Honorable John N. Hughes
124 West Todd St
Frankfort, KY 40601

Honorable Frank N. King, Jr.

Dorsey, King, Gray,
Norment & Hopgood

318 Second St.

Henderson, KY 42420

Honorable Michael L. Kurtz
Boehm, Kurtz & Lowry

36 East Seventh St., Ste. 1510
Cincinnati, OH 45202

Honorable James M. Miller

Sullivan, Mountjoy, Stainback
& Miller PSC

P.O. Box 727

Owensboro, KY 42302-0727

Honorable Kendrick R. Riggs
Stoll, Keenon, Ogden, PLLC
2000 PNC Plaza

500 W. Jefferson St.
Louisville, KY 40202-2828

— . Honorable Allyson K Sturgeon

E.On US Services, Inc.
220 West Main St.
Louisville, KY 40202

this 3 day of April, 2008

Honorable Melissa D. Yates
Denton & Keuler Lip

P. 0. Box 929

Paducah, KY 42002-0929

Gary Osborne - President

International Brotherhood Of
Electrical Workers

Local Union 101

2911 W. Parrish Ave

Owensboro, KY 42301

Honorable Douglas L. Beresford
George F. Hobday, Ir.

Hogan & Hartson LLP

555 Thirteenth Street N. W.
Washington, DC 20004 1109

David Spainhoward

Big Rivers Electric Corporation
P. 0. Box 24

Henderson, KY 42420

Honorable Don Meade

Priddy Cutler Miller & Meade
800 Republic Bldg

429 W. Mubhammad Ali Blvd.

et /o

" Assistant Attorney General



EXHIBIT DB-1



BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY
CASE NO. 2007-00435

DIRECT TESTIMONY OF
DAVID BREVITZ

David Brevitz, C.F.A.

3623 SW Woodvalley Terrace
Topeka, Kansas 66614
785-266-8769, dbrevitz@cox.net

General

M. Brevitz is an independént telecommunications consultant, a Chartered Financial Analyst and has
more than twenty-seven years of experience in government affairs and telecommunications
regulation/de-regulation. He previously served in management positions with industry regulatory
organizations. He is a former Chief of Telecommunications for the Kansas Corporation Commission
(“KCC”). He is familiar with the details of the FCC’s implementation of the Telecommunications
Act of 1996, and has provided expert testimony on numerous issues including telco local division
spin-offs, competition, industry and market structure, service bundles, substitutability of VoIP and
wireless for local exchange service, resale, unbundled elements, TELRIC/cost studies, network
modemization, access charges, rate design, cost allocations, universal service and other matters.

Professional Designation and Community Service

M. Brevitz has achieved designation as Chartered Financial Analyst from the Institute of Chartered
Tinancial Analysts (“ICFA”) in 1984. The ICFA is the organization which has defined and
organized a body of knowledge important for all investment professionals. The general areas of
knowledge are ethical and professional standards, accounting, statistics and analysis, economics,
__ _fixed income securities, equity securities, and portfolio management S —

Mr. Brevitz is Past President of the Topeka Kiwanis Club (1988 — 1999). He has served numerous
terms on the Board of Directors of the Club, has been recognized by Kiwanis International as a

George F. Hixson Fellow, and has his name inscribed on the Kiwanis International Foundation
Tablet of Honor.

Mr. Brevitz is currently serving as Treasurer of Topeka Ice, a non-profit organization organized to
build an ice rink for community use in Topeka, Kansas. He also currently serves as Treasurer of the
Kansas City Junior Outlaws High School Hockey team (Tier II). In addition, he has served two
terms as President of the Topeka Junior Scarecrows Hockey Association and two terms as Treasurer.

Recent Relevant Experience

> 1999-Current, Kansas Corporation Commission Advisory Staff: Mr. Brevitz is serving as
advisor to the Commissioners on telecommunications technical and policy matters, including
determinations on state universal service fund issues; spin-off of Sprint/United’s Local
Telecommunications Division (now Embarq); application of price cap regulation to Southwestern
Bell-Kansas and Sprint/United Telephone (now Embarq); designation of wireless carriers and
other entities as Eligible Telecommunications Carriers; arbitrations between carriers pursuant to
the Federal Telecommunications Act; Southwestern Bell-Kansas’ Section 271 application; pricing
and costing of unbundled network elements for Southwestern Bell and Qwest; modification of the
Kansas Universal Service Fund to be cost based consistent with state and federal law; adaptation of
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the FCC cost proxy model for intrastate use; rate rebalancing and DSL deployment; Digital
Subscriber Line (DSL) matters; legislative issues; advanced services; access charge restructure;
collocation; and, toll dialing parity and carrier of last resort as examples. Mr. Brevitz also serves
as advisor on electric industry matters, including cases involving structure/restructure of Westar
Energy and Aquila.

> 2007 to current, FairPoint/Verizon Merger/Acquisition of New England State Operations:
M. Brevitz is working on behalf of the Maine Office of Public Advocate to assess the proposed
spin off of Verizon operations in Maine, New Hampshire and Vermont and subsequent merger
with and into FairPoint Communications, in a reverse Morris trust transaction. The assessment
includes evaluating financial projections of the company in support of financial viability of the
proposed transaction; financial analyses associated with the proposed transaction performed by the
company and investment advisors; and implications of resulting debt leverage and structure of the
company as “high debt/high dividend”. The Hearing Examiner’s Report adopted Mr. Brevitz’s
financial recommendations including substantial debt ($600 million) and dividend reduction.

> 2007 to current, FairPoint/Verizon Merger/Acquisition of New England State Operations:
Mr. Brevitz is working on behalf of the New Hampshire Office of Consumer Advocate to assess
the proposed spin off of Verizon operations in Maine, New Hampshire and Vermont and
subsequent merger with and into FairPoint Communications, in a reverse Morris trust transaction.
The assessment includes evaluating financial projections of the company in support of financial
viability of the proposed transaction; financial analyses associated with the proposed transaction
performed by the company and investment advisors; and implications of resulting debt leverage
and structure of the company as “high debt/high dividend”. The Commission has made
preliminary determination in favor of Mr. Brevitz’s financial recommendations.

April 2007, PURC Advanced Training Course on Regulatory Economics and Process:
Interconnection, Pricing and Competition: Mr. Brevitz developed and presented three courses
to members of the National Telecommunications Commission from Thailand. The courses
covered-accounting-separation;-case study-en-a-rate-propesal;-and-principles-and-practices-for rate
rebalancing.

» January, 2007, 21" International Training Program on Utility Regulation: Mr. Brevitz
developed and presented training sessions on accounting separation, rate rebalancing (case study),
and universal service obligations to the semi-annual training program for regulatory agency staff
and commissioners worldwide. The training program is provided by the Public Utilities Research
Center at the University of Florida in Gainesville.

> 2006-Current. Telecommupications Training for Regulatory Agency for
Telecommunications (RATEL) in Serbia: Mr. Brevitz is working to assist RATEL in

implementation of new polices designed to open telecommunications markets in Serbia to
competition. Issues being addressed include cost orientation of prices (rate rebalancing), universal
service funds, interconnection, administrative procedures, internet telephony, and spectrum
management.

> 2006-2007, Embarq UNE Loop Pricing Application: Mr. Brevitz assisted the Bureau of
Consumer Protection in the Nevada Attorney General’s office in its assessment of Embarg’s
proposal to increase rates for the unbundled loop. This work included assessment of Embarq’s
proposed UNE loop cost model and its inputs, FCC orders which speak to TELRIC costing and
UNE pricing, and use of the mapping program to support Embarg’s proposed cost model.




> “Agsessing Pricing Behavior Under Deregulation”: Presentation at the NASUCA Mid-Year
Meeting, June 14, 2006, Memphis Tennessee.

2006 Spin-off of Windstream from Alltel: On behalf of the Kentucky Attorney General (Office
of Rate Intervention), Mr. Brevitz formulated discovery, and analyzed and addressed information
relevant to the proposed spin-off of the local telecommunications operations from Alltel
Corporation and subsequent merger with Valor Communications. Prefiled testimony was provided
before the Kentucky PSC addressing the excessive debt burden placed on “SpinCo” by Alltel;
conflicting company claims regarding merger synergies; lack of basis for claimed increased buying
power; and non-arms-length nature of decisions and transactions in the proposed spin-off.

> 2005 Rate and Revenue Requirement Review of Saco River and Pine Tree Telephone
Companies: On behalf of the Maine Public Advocate’s Office, Mr. Brevitz addressed revenue
requirement levels for both companies, including detailed review of expense levels and trends,
expanded calling plan criteria and data, and detailed review of holding company organization and
charges between affiliates.

> 2008 Price Deregunlation of Basic Local Exchange Service: On behalf of AARP, Mr. Brevitz
provided comments before the Public Utiliies Commission of Ohio regarding final rules to
implement procedures for addressing price deregulation applications. The comments addressed
the need for effective competition to be demonstrated before approving price deregulation of
BLES; market segmentation between stand-alone BLES and service bundles; barriers to entry;
current competitive market conditions and whether “many sellers” exist; functionally equivalent
and substitute services; and other related matters.

2005 Spin off of “LTD Holding Company” from Sprint Nextel: On behalf of the Nevada
Bureau of Consumer Protection, Mr. Brevitz led a team to analyze the proposed spin-off from a

technical and public interest perspective under Nevada statutes. Issues addressed included: asset
transfers to LTD Holding Co.; levels of debt to be placed on LTD Holding Co.; “normal” levels of

debt for Sprint’s Local Telecommunications Division; financial and cost of capital implications of
the spin off; impact on LTD’s ability to compete and other competitive trends; and accounting
issues such as division of pension assets and pension liabilities.

> “Telecommunications Convergence: On Duopoly?”: Presentation at the NASUCA Mid-Year
Meeting, June 15, 2005, New Orleans, Louisiana.

> 2005 Intrastate Deregulation Proposal of SBC Oklahoma: On behalf of AARP, Mr. Brevitz
filed testimony addressing SBC Oklahoma’s proposal to deregulate pricing of almost all intrastate
services (E911 and access services were excepted). The testimony responded to SBC Oklahoma
assertions regarding significant retail competition on a widespread basis, openness of markets,
barriers to entry and exit, reasonable interchangeability of use of cellular and VoIP services for
basic residential services, market share analysis, and competitive trends including CLEC responses
to the elimination of UNE-P, access line losses. The testimony further analyzed the actions,
opportunities, and competitive responses of SBC Oklahoma and its corporate affiliates, observed
public safety deficiencies of cellular and VoIP services, and market trends converging on duopoly.

> 2004 to 2005: Alternative Regulation Plan Filing by Verizon Vermont: Mr. Brevitz assisted
the Vermont Department of Public Service in assessing matters included in the Vermont Public
Service Board’s assessment of proposed changes to the Alternative Regulation Plan applicable to
Verizon Vermont. Prefiled testimony addresses matters including assessment of competition and
modes of competition, VoIP/wireless substitution, continuation of direct assignment practices



under the FCC’s separations freeze, jurisdictional cost allocations, rate flexibility, and UNE
availability and commercial agreements with CLECs.

2005 UNE_Loop Cost Proceeding: On behalf of the Arkansas Public Service Commission
General Staff, Mr. Brevitz filed testimony which analyzed SBC Arkansas’ proposed increased
UNE loop rates, and UNE loop model and shared and common cost model inputs and outputs,
inchuding fill factors, defective pairs, IDLC, DSL expenses, and retail related costs.

> 2004 Mass Market Switching Reviews under the FCC Triennial Review Order: Separately
for the Arkansas Public Service Commission staff, and the New Mexico Attorney General’s office,
Mr. Brevitz provided analysis and two-step evaluation under the FCC’s Triennial Review Order
(“TRO”) of impairment in access to local circuit switching for mass market customers. The
evaluations were done on a granular, market-specific basis. The evaluations determined whether
unbundled local circuit switching (and by extension, the UNE-Platform) must continue to be
provided as an Unbundled Network Element by incumbent local exchange companies.

> 2004 OSIPTEL/Peru: Worked with OSIPTEL (telecom regulator in Peru) to analyze barriers to
competition in Peru. Presented workshop and training materials regarding the Economic Aspects
of Competition Regulation for Public Utilities, which addressed concepts of market power,
dominance, cross subsidies, essential facilities, ex ante versus ex post regulation, asymmetric
regulation.

> 2003 to 2005: Cable & Wireless Rate Adjustment/Barbados Fair Trading Commission: Mr.
Brevitz advised the FTC and its staff regarding the application of C&W Barbados to increase
domestic revenues and institute local measured service, and providing related analyses. The
Company’s filing was in part designed to enable Price Cap regulation, and opening the market to
competitors. As such, Price Cap and competitive issues were necessarily considered along with
revenue requirements and tariff/pricing issues.

— —»—2003_CenturyTel Rate Case/Arkansas PSC: MrBrevitz Ted 2 team providing analysis and
testimony on behalf of PSC staff in the CenturyTel of Northwest Arkansas rate case, in which the
Company sought to treble local rates. Mr. Brevitz provided an analysis of CenturyTel of
Northwest Arkansas’ (“CNA”) modernization programs and provision of DSL services from the
perspective of basic local service ratepayers, and also addressed the local competition claims of the
Company.

> 2002 Maryland Office of People’s Counsel: Maryland PSC’s Case No. 8918 is to review
Verizon’s Price Cap regulatory plan, after Verizon had operated five or more years under it.
Topics addressed included the proper productivity factor to use in the price Cap formula, and any
necessary amendments to the structure of the price cap plan. Mr. Brevitz provided expert
testimony on the proper formulation and terms for the price cap formula, competition, and other
matters related to the extension of price cap regulation.

> 2001 Maine Office of Public Advocate—Verizon Maine 271 Review: Review of Verizon’s
Section 271 filing before the Maine Public Service Commission, and Declaration filed on behalf of
the Public Advocate which addresses Checklist Item #13 (Reciprocal Compensation), and
Verizon’s proposed performance measurement metrics and proposed Perforhance Assurance Plan.

2001 Vermont Department of Public Service-Verizon Vermont 271 Review: Review of
Verizon’s Section 271 filing assertions of compliance with the “14 Point” competitive checklist
and non-discrimination obligations of the Telecommunications Act of 1996, before the Vermont
Public Service Board. Mr. Brevitz filed a Declaration on behalf of the DPS which addresses



Checklist Item #13 (Reciprocal Compensation), and Verizon’s proposed performance
measurement metrics and proposed Performance Assurance Plan.

2001 Public Utility Research Center (PURC)/University of Florida: Presentation of two

seminar modules and an interconnection case study as staff training for the Panamanian
telecommunications regulatory body, ERSP. Mr. Brevitz developed course content and
presentation materials for the seminar, under the auspices of PURC, on the topics of the “US
Experience in Telecom Competition” and “Consumer Issues in Telecom Competition”. These
topics were presented by Mr. Brevitz in the seminar at Panama City, Panama on March 29-30,
2001.

2001-2002 Michigan Attorney General’s Office—Federal District Court Litigation Support:
Mr. Brevitz supported the Attorney General’s office in its defense of lawsuits by Ameritech and
Verizon against the PSC and the Governor regarding recently passed state legislation. The state
legislation eliminated the intrastate EUCL being charged by both companies, expanded local
calling areas, and froze the application of the Price Cap Index for a period of time.

1999-2000_ Delaware Public Service Commission Staff-Evaluation of Bell Atlantic-
Delaware’s Collocation Tariff Filing: On behalf of the Staff, Mr. Brevitz reviewed BA-
Delaware’s Collocation tariff filing, and prefiled testimony on behalf of Delaware PSC staff.
Issues addressed include non-discriminatory provisioning of collocation; collocation intervals;
utilization of “best practices” for terms, conditions and pricing; and costing.

1999-2000 Vermont Department of Public Service-Evaluation of Carrier to Carrier
Wholesale Quality of Service: On behalf of the Vermont DPS, Mr. Brevitz was engaged in the
review of quality of service standards related to Verizon’s wholesale activities of provisioning
Unbundled Network Elements and resold services. The work effort was conducted within a
workshop of the parties, and was drawn on the similar activity for BA-NY and a number of other
states including Massachusetts and Virginia. Measures, standards and benchmarks were to be

————— -determined;-along-with-an-appropriate-remedy-plan-in-the-event-those-items are ot met by the

>

incumbent carrier. This matter was resolved in the context of Verizon’s Section 271 case.

1999-2000 Vermont Department of Public Service-Investigsation of Geographically
Deaveraged Unbundled Network Prices: On behalf of the Vermont DPS, Mr. Brevitz testified
before the Vermont Public Service Board regarding the appropriateness and extent of geographic
deaveraging of rates for Unbundled Network Elements (UNEs) in Vermont. In formulating these
positions, it was necessary to consider FCC Orders, competitive policy implications, and related
issues such as distribution of federal high cost support. The FCC had spotlighted the linkages
between high cost support and geographic deaveraging determinations.  Consequently the
testimony also considered federal high cost support distribution implications and local rate impacts
stemming from geographic deaveraging determinations to be made by the Board.

1999 Vermont Department of Public Service-Evaluation of Bell Atlantic Proposed
Alternative Regulation Plan, Wholesale Quality of Service Standards, and Cost of Service:
Mr. Brevitz served as project manager and lead consultant in the DPS review of Bell Atlantic’s
proposed Price Point Plan and proposed appropriate modifications. Those modifications included
moving rate reductions forward to the inception of the plan, and aligning the plan more closely to
the status of competition in Vermont by allowing streamlined regulation only for truly new
services, not bundles of existing services. Mr. Brevitz also supported the immediate
implementation of detailed wholesale quality of service standards along with a remedies structure.
Mr. Brevitz addressed the cost of service issues of reciprocal compensation and local number
portability, and proposed rate design changes to effect the return of $16 million in excess revenues.




> 1998-99 Delaware Public Service Commission Geographic Deaveraging of Bell Atlapﬁc UNE
Loop Rates: Mr. Brevitz worked for PSC staff to analyze cost and policy issues associated with

geographic deaveraging of UNE loop rates. Methodology and policy to determine geographic
zones was reviewed for BA-Del, and compared to all other Bell Atlantic states. BA-Del cost data
was reviewed to assess closeness of fit between BA-Del’s proposed population of zones with
existing exchanges to the loop costs of those exchanges. After review of comments of interested
parties, Mr. Brevitz prepared and submitted a report and recommendation to the PSC regarding
modification of BA-Del’s proposal to implement geographically deaveraged UNE loop rates. The
PSC adopted the report and recommendation in its Order in the matter.

> 1998 Vermont Department of Public Service- Evaluation of Proposed Special Contracts for
Toll and Centrex Services for Compliance with Imputation Requirements: Mr. Brevitz
worked for the DPS in this matter, which was an evaluation of four individual customer toll
contracts, and two individual customer Centrex contracts, under the Vermont Public Service
Board's price floor and imputation requirements. This evaluation included analysis of whether
Bell Atlantic had appropriately followed the Board's imputation requirements; whether the
imputed costs had been appropriately calculated and included all relevant costs; and, whether
undue price discrimination would result from approval of Bell Atlantic's proposed prices. Mr.
Brevitz analyzed the Company's filed testimony and costing information provided in support of the
contract pricing; drafted staff discovery and analyzed responses of other parties in the matter;
and, supported pre-filed rebuttal and surrebuttal testimony before the Board under cross
examination. Hearings in this matter were held in November and December of 1998 and January
1999.

1998 Delaware Public Service Commission- Re-classification of Residential ISDN as
"Competitive": Mr. Brevitz worked for Delaware Public Service Commission staff in this case
(Docket 98-005T), which was a filing by Bell Atlantic to move Residential ISDN ("R-ISDN")
from the basic service classification to the competitive service classification, pursuant to the

" Telecommunications Technology Investment Act and related Commission rules to implement the

Act. Bell Atlantic filed an application before the PSC stating that R-ISDN met the statutory and
rule conditions for moving the service to the competitive class of services, along with market
information in support of that statement. Mr. Brevitz analyzed the company's filing and the
comments of other parties in the matter from an economic and public policy perspective, analyzed
the Company's compliance with applicable provisions of the TTIA and Commission rules, drafted
staff discovery and analyzed discovery responses of other parties, and presented testimony under
cross examination before the Commission. The hearing in this matter was held July 9, 1998.

> 1997 Delaware Public Service Commission - Costing and Pricing of Residential ISDN
Service: Mr. Brevitz assisted the Delaware PSC staff in this case (Docket 96-009T) by reviewing
the prefiled testimony of all parties; reviewing the cost studies supporting Bell Atlantic’s proposed
R-ISDN pricing; comparing those costs to Bell Atlantic’s UNE rates and costs; reviewing Bell
Atlantic’s contribution analyses and demand forecasts for the R-ISDN service; reviewing and
comparing two Bell Atlantic local usage studies (the second of which more than tripled the costs of
the earlier study); providing an analytic report on the usage cost studies to PSC staff and rate
counsel; assisting in the preparation and conduct of cross-examination; and assisting staff rate
counsel in preparation of the brief in this matter. The hearing in this matter concluded in January
1998. :

> 1997 Georgia Public Service Commission - Unbundled Network FElements Cost Study
* Review: Mr. Brevitz was a lead consultant in this engagement. The GPSC opened a cost study
docket to determine the cost basis for BellSouth UNE rates, following arbitration hearings



involving BellSouth and several competitors. Introduced for the first time by BellSouth, and
considered in the hearing was BellSouth’s “TELRIC Calculator”. Also considered in the hearing,
as sponsored by AT&T/MCI was Hatfield Model Versions 3 and 4. Mr. Brevitz prepared and
provided to GPSC staff an “Issues Matrix™ which listed the issues, party positions on the issues,
and a suggested staff position. Also on behalf of GPSC staff, Mr, Brevitz analyzed cost inputs and
outputs pertaining to both models. No testimony was provided in this matter as GPSC staff did not
testify in the hearing. Hearings on the matter concluded in September 1997.

> 1995, 1996 and 1997 Wyoming Public Service Commission - Competition Rules: Mr. Brevitz
was the Project Manager and a lead consultant for this engagement. Mr. Brevitz is actively
involved in writing and implementing comprehensive competition rules in Wyoming which
consider the new 1995 Telecommunications Act in Wyoming and the 1996 Federal
Telecommunications Act. These rules address interconnection/unbundling, universal service,
service quality, price caps/alternative regulation, privacy, resale, intraLATA dialing parity,
TSLRIC/cost study methods; access charge rate design; number portability, reciprocal
compensation, rights-of-way and other matters.

> 1995 and 1996 Wyoming Public Service Commission - U S WEST Pricing Plan: Mr. Brevitz
was the Project Manager and a lead consultant for this engagement. Mr. Brevitz has evaluated and
filed testimony regarding U S WEST’s pricing plan, competition issues, universal service and U S
WEST cost study issues.

> 1996 Oklahoma Corporation Commission - Seminar on_1996 Federal Telecom Act: Mr.
Brevitz presented a seminar on the 1996 Federal Telecom Act to the Oklahoma Corporation
Commission Staff.

1995 and 1996 Georgia Public Service Commission - Local Number Portability and
Competition Policy: Mr. Brevitz was the Project Manager and a lead consultant for this
engagement. Mr. Brevitz assisted the GPSC in implementing rules related to the new 1995

Telecommunications Act in Georgia and the 1996 Federal Telecom Act. Mr. Brevilz was
primarily involved in initiating and coordinating the Number Portability Task Force and guiding
the industry workshop on permanent number portability. The PSC has accepted the industry
workshop recommendation. As a result, Georgia will be one of the first states to implement full
number portability. Assistance was also provided on other competition issues.

> 1996 California Public Service Commission - Pricing of Unbundled Elements and Resale
services: Mr. Brevitz assisted Sprint in the pricing (second) phase of the California Commission’s
OANAD proceeding. Testimony was presented regarding proper pricing of unbundled network
elements, given previous a PUC decision on UNE costs. The cost (first) phase involved the
development of cost study principles, performance of TSLRIC cost studies of unbundled network

elements by Pacific Bell and GTEC, and performance of avoided cost studies for retail services for
resale.

> 1995 to 1996 Kansas Telecommunications Strategic Planning Committee - Kansas
Corporation Commission: Mr. Brevitz served as the Kansas Corporation Commission
representative on this legislative committee, which was organized in mid-1994 to research and
recommend any needed changes to the telecommunications statutes and state policies. The TSPC
issued its final report to the Governor and the legislature in January 1996.

»> 1995 Chairperson of Kansas Corporation Commission Working Groups: Mr. Brevitz was
appointed to the Cost Studies and Universal Service Working Groups for the KCC’s general




competition investigation, subsequent to the KCC’s May 1995 Phase I competition order. He was
also active in other Task Forces including Unbundling, Number Portability and Local Resale.

» Kansas Corporation Commission - Infrastructure/Competition Report: Produced a special
report on Kansas telecommunications infrastructure/competition issues which was provided to the

1995 Kansas legislature.

> 1994 Kansas Corporation Commission - Alternative Regulation Legislation: In 1994 the
Kansas Legislature passed House Bill 3039, which extended SWBT’s “TeleKansas” alternative
regulation plan for two years. Mr. Brevitz provided substantial assistance in negotiating the
detailed provisions for the KCC’s implementation of the bill.

» Kansas Corporation Commission - Southwestern Bell Telephone Infrastructure Analysis:
Investigated SWBT’s infrastructure/modemnization budget and addressed construction

requirements, tariffs, rates, terms and conditions for SWBT’s provision of interactive television
(*“ITV™) to all Kansas schools at deep discount prices for the benefit of the Kansas infrastructure
and schools.

Work History
Independent Telecommunications Consultant

Following a significant engagement with the Kansas Corporation Commission, extensive
professional services have been provided to state public utility commissions, as indicated above
under “Recent Relevant Experience”.

A variety of duties and tasks have been performed for the Kansas Corporation Commission,
including providing staff support for Statewide Strategic Telecommunications Planning Committee,
composed of 17 members (legislators, state agency heads, private enterprise); assisting in KCC

implementation of House Bill 3039 (“TeleKansas I, extension of alternative regulatory plan for
Southwestern Bell Telephone); and providing analysis and testimony for communications general
investigations into competition in the local exchange and other markets. Those general
investigations included General Competition, Competitive Access Providers, Network
Modernization, Universal Service, Quality of Service, and Access Charges.

Kansas Consolidated Professional Resources - Director of Regulatory Affairs

Duties included monitoring of and participating in state regulatory affairs on behalf of twenty
independent local exchange companies in Kansas that compose the partnership of KCPR. Active
participation in statewide industry committees in the areas of access charges, optional calling

plans/EAS, educational interactive video, dual party relay systems and private line/special access
merger. “

Kansas Corporation Commission - Chief of Telecommunications

Duties included supervising the formulation of staff testimony and policy recommendations on
matters such as long distance competition, access charges, telephone company rate cases, and
deregulation of CPE and Inside Wiring; analyzing Federal Communicatioris Commission and
Jivestiture court decisions; supervising and performing tariff analysis; and testifying before the
Commission as necessary. SWBT’s $120 million “Divestiture rate case” was completed in this time
period, as were several other large rate cases. Active member of the National Association of
Regulatory Utility Commissioners (NARUC) Staff Committee on Communications.



Arizona Corporation Commission - Chief Rate Analyst - Telecommunications

Duties included supervision of staff and formulation of policy recommendations on
telecommunications cases, along with production of analyses and testimony as required.

Kansas Corporation Commission - Economigt - Research and Epergy Analysis Division

Duties included research, analysis and production of casework and testimony regarding gas/electric
and telecommunications matters. Matters addressed included revision of jurisdictional separations,
deregulation of CPE and inside wire, Wolf Creek Nuclear Generating Plant Task Force, and
divestiture of the Bell Operating Companies from AT&T.

Education

Michigan State University - Graduate School of Business
East Lansing, Michigan

Master’s Degree in Business Administration-Finance.

Michigan State University/James Madison College
East Lansing, Michigan
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Calendar Year
Scenario
Smelters Leave
Base Case

‘Effective Rate ($/ MWH)
Effective Rate (3/ MWH)

Increase/(Decrease)
% Increase/(Decrease)

Calendar Year
Scenario
Smelters Leave
Base Case

Effective Rate (3/ MWH)
Effective Rate (3/ MWH)

Increase/(Decrease)
% Increase/(Decrease)

Source: Page 3, line 46 of the Financial Model, for each referenced scenario

2008 H2
35.82
35.82

0%

2016

50.08
47.43

2.65
6%

2009

3571
3571

| 0%

2017

59.71
'50.63

9.08
1 18%

|

2010
35.69
35.69

0%

2018

59.87
51.18

8.69
17%

2011

37.01
37.75

(0.74)
2%

2019

60.39
51.53

3.86
17%
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Exhibit DB-2
2012 2013 2014
43.62 47.83 48.50
36.85 42.50 44.96
6.76 4.93 3558
18% 11% 8%
2020 2021 2022
60.71 60.97 61.42
52.26 52.71 53.34
8.46 8.25 8.08
16% 16% 15%

49.69
46.57

3.12
7%

2023

61.96
53.61

8.34
16%
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Scenario:

Present Value ($mil)
Discount Rate
Year

2008

2009

2010

2011

2012

2013

2014

2015

2016

2017

2018

2019

2020

2021

2022

2023

{
;
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586.28
26.37%

Exhibit DB-3
|
"Base Case" }"Smelters Leave"
Egin TIER Surcharges Total Margin TIER Surcharges Total
$18.39  $144.46  $16429  $327.15 $7.14 | %2553 $53.61
5.40% 5.40% 5.40% 5.40% 5.40% 5.40%
1.2 0 9.3 1.2 | 0 9.3
1.8 0 10.3 18, 0 10.2
1.8 0 13.9 1.8 ! 0 13.9
1.8 132 13.9 1.8, 132 13.9
1.8 19.3 '16.1. 1.8 193 16.1
1.8 17.5 16.1 0 l 0 0
1.8 16.5 16.1 0! 0 0
1.8 23.1 16.1 0! 0 0
1.8 21.1 16.1 0 } 0 0
1.8 22.9 18.9 0 0 0
1.8 1.1 18.9 0 1 0 0
1.8 23.1 18.9 0 il 0 0
1.8 15.8 19 0 0 0
1.8 252 18.9 0 0 0
1.8 18.3 18.9 0 0 0
1.8 27 18.9 0 0 0

Source: BREC Response to OAG No. 67
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COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:

THE APPLICATIONS OF BIG RIVERS
BELECTRIC CORPORATION FOR:

() APPROVAL OF WHOLESALE TARIFF
ADDITIONS FOR BIG RIVERS ELECTRIC
CORPORATIONS, (II) APPROVAL OF
TRANSACTIONS, (III) APPROVAL TO IS5UE
EVIDENCES OF INDEBTEDNESS, AND

(IV) APPROVAL OF AMENDMENTS TO
CONTRACTS; AND OF E.ON .5, LLC,
WESTERN KENTUCKY ENERGY CORP. AND
LG&E ENERGY MARKETING, INC.

FOR APPROVAL OF TRANSACTIONS

CASE NO. 2007-00455

AFFIDAVIT OF DAVID BREVITZ

State of Kansas )
)
)

David Brevitz, being first duly sworn, states the following: The prepared

“Pre-Filed Divect Testimony, and the exhibits attached thereto constitute the direct

testimony of Affiant in the above-styled case. Affiant states that he would give
the answers set forth in the Pre-Filed Direct Testimony if asked the questions
propounded therein. Affiant further states that, to the best of his knowledge, his
statements made are true and correct. Fm'mmja%

David Brevitz (/

SUBSCRIBED AND SWORN to before me this_2_day of Qoo 2007.

oo U

NOTARY PUBLIZ

My Commission Expires: VWS- 1)

NOTARY PUSLIC ~ State of Kinss
E& BRANDY ATKINS

My fppt. Bowes L1 157 \L




RECEWIVED

.............. NOV 21 2008
PUBLIC SERVICE
COMMONWEALTH OF KENTUCKY COMMISSION
OFFICE OF THE ATTORNEY GENERAL
JacK CoNwAY 1024 CAPITAL CENTER DRIVE
ATTORNEY GENERAL SuiTe 200

FRANKFORT KENTUCKY 40601

November 21, 2008

Ms. Stephanie Stumbo

Executive Director

Kentucky Public Service Commission
211 Sower Boulevard

Frankfort, KY 40601

Re:  BigRivers Electric Unwind Hearing Date
Case No. 2007-00455

Dear Ms. Stumbo:
Please find attached hereto the supplemental direct testimony of David Brevitz on
behalf of the Attorney General. This testimony was also served upon all parties to the

matter as indicated in the certificate of service,

1 thank you in advance for your attention to this réa\ er.

“Hopvard, M
Acting Director
Office of Rate Intervention

AN Equat OPPORTUNITY EMPLOYER M/F/D
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BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY

CASE NO. 2007-00455
SUPPLEMENTAL DIRECT TESTIMONY OF
DAVID BREVITZ

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is David Brevitz. My business address is 3623 SW Woodvalley Terrace,
Topeka, Kansas.

BY WHOM AND IN WHAT CAPACITY ARE YOU EMPLOYED?

[ am an independent consultant serving state regulatory commissions, Attorney General’s
Offices, and consumer organizations. I am testifying on behalf of the Attorney General

of Kentucky.
HAVE YOU PREVIOUSLY FILED TESTIMONY IN THIS MATTER?

Yes, I filed Direct Testimony on April 3, 2008. That filing of testimony was immediately
preceded by the First Amendment and Supplement to the Application by Joint
Applicants. However, as the Commission is aware the scheduled hearing was postponed
due to subsequent events. By the time the presently rescheduled hearing in this matter
oceurs, it will have been pending before the Commission for almost a year as it has been

amended and supplemented a number of times.

WHAT WAS THE CAUSE OF THAT POSTPONEMENT, AND WHAT EVENTS
HAVE OCCURRED SUBSEQUENT TO THAT POSTPONEMENT?

The general cause of the postponement was the developing negative conditions in the
financial markets which interfered with Big Rivers Electric Company (“BREC”)’s
original plans fo issue public debt and later became more severe with BREC’s loss of the

required credit enhancement (of its leases) of AMBAC due to AMBAC’s ratings
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downgrade. As a result, the Joint Applicants have made Second and Third Amendments
and supplements to the original filing, and have filed or provided several other pleadings
or documents since the time of the originally scheduled hearing. The information
provided includes subsequent updated runs of the Unwind Financial Model in June 2008
and October 2008.

HAVE YOU REVIEWED AND CONSIDERED THE INFORMATION WHICH
HAS BEEN FILED OR PROVIDED BY JOINT APPLICANTS AND OTHER
PARTIES SUBSEQUENT TO THE FILING OF YOUR DIRECT TESTIMONY?

Yes. Ihave reviewed each filing of information in this matter, including additional
discovery responses, and have participated via teleconference in periodic informal

conference meetings among the parties.

WHAT WAS YOUR RECOMMENDATION IN YOUR ORIGINAL DIRECT
TESTIMONY?

Due to the fact there were a number of items unknown at that time, I made “a provisional
recommendation that the Commission approve the transactions, but with limited
enthusiasm, and with certain conditions and understandings”.! The conditions were
designed to address concerns with the proposed transaction and its projected impacts
based on the facts and circumstances as they existed at that time. 1 was explicit that “this
testimony must be considered as preliminary until the record has been supplemented by
the Joint Applicants to include and address these crucial areas, which are demonstrably
and materially incomplete.” Those four “crucial areas” were lack of complete
information and documentation on planned financing, lack of credit ratings, lack of

required consents including the City of Henderson, and lack of a completed due diligence

"' Direct Testimony of David Brevitz, page 50, lines 14-16
* Id,page 5, lines 21-23
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report.” T also observed that “the Commission could reasonably hold this proceeding in

abeyance until these matters have been accomplished”.*

Q. HAVE THESE FOUR AREAS BEEN COMPLETED AND ADDRESSED IN THE
INTERVENING SIX MONTHS?

A. No. There is no real finality on any of these issues.

e The circumstances regarding financing have changed from one unknown to another.
Previously, public capital markets were planned to be used for debt proceeds in
concert with closing the proposed transaction, but specifics were lacking. Now,
BREC proposes to access public capital markets three times, in 2011, 2015 and
2018.° The borrowing in 2015 is referenced as being for $200 million. Obviously, the
specifics regarding these debt offerings are both distant and unknown at this time.

e BREC has not yet sought credit ratings from credit ratings entities, and plans to do so
after the Commission’s action on this matter.

e The required consent of the City of Henderson still has not been obtained, and as
discussed below, the same impasse as before appears to exist on two material issues.

e There is a lack of finality to “due diligence”, as there is no due diligence report, and
due diligence will evidently occur up to the point of closing the proposed transaction.

This implies that there could be future items which arise in due diligence review with

a cost impact.

Q. GIVEN THE EVENTS IN THIS MATTER (OR LACK THEREOF)
SUBSEQUENT TO THE FILING OF YOUR DIRECT TESTIMONY, IS YOUR
RECOMMENDATION TO THE COMMISSION THE SAME?

A. No. Under the current circumstances and the proposed transaction as amended, I am not

able to recommend that the Commission approve the proposed fransaction at this time.

® 1d, lines 1-20.
4 14, page 47, line 29
5 Supplemental Direct Testimony of Robert S Mudge, Exhibit 98, Page 7, Line 12-17
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The concerns expressed in my previous Direct Testimony should be read together and

harmonized with the concerns expressed in this Supplemental Direct Testimony.

WHY ARE YOU NOT ABLE TO RECOMMEND THAT THE COMMISSION
APPROVE THE PROPOSED TRANSACTION UNDER ITS PRESENT
STRUCTURE AND CIRCUMSTANCES?

The effect of subsequent events on the proposed transaction in concert with the lack of
finality on the issues noted above yield three primary reasons why I am not able to

recommmend approval of the proposed transaction. They are:

1. Substantial further rate increases for residential customers are indicated over
and above the rate increases which were projected in the Unwind Financial
Model which was the subject of my Direct Testimony; and,

2. The required consent from the City of Henderson has not yet been obtained by
the Joint Applicants, and the cost impact of obtaining such consent is
unknown at this time but clearly more than is incorporated in the current
(October 2008) Unwind Financial Model. ,

3. Despite numerous iterations of the Model and the passage of approximately
six more months, the Application is still incomplete at this time including the

lack of resolution on the City of Henderson’s required consent.

Projected Further Rate Increases

PLEASE SUMMARIZE THE EXTENT OF INDICATED FURTHER RATE
INCREASES FOR RESIDENTIAL (RURAL) RATES.

Projected rates from the different runs of the Unwind Financial Model—February 2008

vs. October 2008—can be compared to yield percentage rate increases as follows:

Additional Increase over Feb Model
2009 2010 2011 2012 2013 2014

Rural Rates 3.13% 875% 11.79% 1746% 84%%  10.79%



1 This is the projected increase to rural rates which has occurred due to changed

L circumstances and events since the Unwind Financial Model run addressed by my

3 original Direct Testimony.

4 Q. PLEASE SUMMARIZE THE EXTENT OF INDICATED RATE INCREASES

5 FOR RESIDENTIAL (RURAL) RATES FROM THE PROPOSED UNWIND

6 TRANSACTION VERSUS CURRENT RATES RESULTING FROM THE LEASE
7 AGREEMENT.

A, The projected increase in the October 2008 Unwind Financial Model, over the effective
2008 rate is:
Increase vs. Current Rates
2008 2009 2010 2011 2012 2013 2014

Rural Rates

Increase $/MWH 3533 1.89 3.86 5.67 7.71 10.59 13.47
% Increase Qver

Current 5.34% 10.90% 16.01% 21.77% 28.92% 38.03%

D This shows that significant increases in rates are projected to occur year after year,
11 without consideration of further unforeseeable circumstances, and also without resolution
12 of the City of Henderson consent which when quantified in the model could translate to
13 even more increases.

14 Q. WHAT ARE THE FACTORS OR ELEMENTS THAT CONTRIBUTE TO THE

15 INCREASED RATES PROJECTED IN THE CURRENT MODEL VERSUS THE
16 FEBRUARY 2008 VERSION, UPON WHICH YOUR PREVIOUS TESTIMONY
17 WAS BASED?

18 A Projected increased operating expenses, increased interest costs, and increased capital

19 expenditures appear to be the primary drivers of the increased rates projected in the

20 Unwind Financial Model, when comparing February 2008 to the most current version of
21 the model-—October 2008. Projected increased operating costs appear to be predominant
22 among those items. These increases are displayed below:
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Oct. 08
Feb. 08

Oct. 08
Feb. 08

Oct. 08
Feb. 08

Calendar Year 2009 2010 2011 2012 2013
Total Disbursements 451.56 498.30 530.34 565.80 599.33
Total Disbursements 393.33 407.73 436.07 438.75 460.48
Difference 58.23 90.57 94.27 127.05 138.85
% 14.80% 22.21% 21.62% 28.96% 30.15%

Total Expenses 564.13 581.69 619.81 658.67 689.33

Total Expenses 473.33 486.42 519.12 524.36 538.24
Difference 90.79 95.27 100.69 134.31 151.09
% 19.18%  19.59%  19.40%  25.61%  28.07%
Total Capital Expenditures 9347 51.30 63.67 42.23 50.11
Total Capital Expenditures 76.01 58.58 56.26 53.85 35.54
Difference 17.46 -7.29 7.41 -11.62 14.56
% 22.97%  -12.44% 13.17% -21.58%  40.97%

Q. WHY DOES THE INCREASING EXTENT OF PROJECTED RESIDENTIAL
RATE INCREASES CONCERN YOU?

There are several reasons why growing projected residential rate increases in the Unwind

Financial Model are of sufficient concern that I cannot recormnmend that the Commission

approve the Unwind Transaction as proposed.

1. BREC is a relatively small organization that is not diversified on either a
geographic or product basis. But it proposes to resume full exposure (outside
the current lease agreement) to future capital expenditure and expense
requirements under the proposed transaction. As stated by BREC before a

meeting of the Board of Commissioners of the City of Henderson:

This is a very complex transaction. Yes, it involves a lot of money, but it
involves tremendous risks coming back to Big Rivers to operate these
power plants and provide the volume of energy that goes to not only
Alcan, but to Century and that is a load that no other electric generation

Total

508.98

572.15

20.52



and transmission cooperative, nor utility that I am aware of, has to support
in this country, that is two large smelters and a 98% load factor.®

2. Due to this smaller size and undiversified position, BREC is exposed to

unforeseen negative consequences from future events which could exert
substantial pressures to increase expenses and/or capital expenditures. This
has been demonstrated by the past six months and the change in projected

rates over that time period.

. Estimated capital expenditures and expenses in the Unwind Financial Model

are subject to some potential for error due to the fact that BREC has not
operated the plants for ten years. As time has elapsed, BREC appears to have
found more required costs which have been included in the Unwind Financial

Model and contribute to projected rate increases.

. Required early termination of the leases has diminished BREC’s cash from

that which was projected to be available in February 2008, All other things
equal, this contributes to the need to increase rates to generate cash. It does
not appear that BREC has a realistic ability to obtain additional cash financing
from the member cooperatives. Therefore, any additional cash requirements
must be obtained externally—irom additional debt borrowings which increase
cash debt service requirements, and ultimately from increased rates. Within
the boundaries of materiality, any additional cash requirements of BREC must
come from increased rates absent opportunities for increased revenues from

other sources or cost cutting.

. The issues regarding obtaining the required consent for the proposed

transaction from the City of Henderson are unresolved and cause significant
uncertainty regarding additional costs associated with accomplishing the

proposed transaction.

¢ BREC Response to OAG Supplemental No. 33, Verbatim transcript of Special Called Commission Meeting, June
27, 2008, at page 3.
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6. Recommending approval of the proposed transaction with the significantly
increased projected rates implies pre-approval of planned or “required” later

rate increases.

Lack of Reguired Consent from the City of Henderson

IS IT CLEAR THAT THE REQUIRED CONSENT TO THE PROPOSED
TRANSACTION FROM THE CITY OF HENDERSON IS IMMINENT?

No. It does not appear that such consent is imminent. Copies of communications
between Joint Applicants and the City of Henderson and/or HMP&L were sought via
OAG Supplemental No. 10 to E.ON, and OAG Supplemental No. 33 to BREC, and
requested copies were provided. It appears that some level of communication among the
entities began in the later part of 2005, and continued from time to time, and somewhat
intermittently at times to the current point. The documents I have reviewed suggest to
me that a number of issues may have been resolved over time, but two core issues remain
and there does not appear to be substantive progress on those issues—in fact, matters

currently appear to be at an impasse.

DID YOU HAVE THESE DOCUMENTS AND CORRESPONDENCE
AVAILABLE AT THE TIME OF YOUR DIRECT TESTIMONY?

No. None of the correspondence up to that point in time was available.
WHAT ARE THE TWO ISSUES WHICH CURRENTLY REMAIN?

The August 29, 2008 Status Report identifies two dispute areas impeding the City of
Henderson’s consent to the early termination of the Station Two Agreement in the
BREC/E.ON existing transaction for the Unwind Transaction to be consummated.

Henderson continues to assert as follows:

1. “Henderson retail customers are subsidizing the profits of WKEC currently, and Big
Rivers in the future, because while Henderson must pay for its share of Station II

capacity, Henderson only receives a margin of $1.50/MHW for excess energy utilized
by WKEC and Big Rivers; and,”
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2. “there are a number of maintenance and repair claims with Station II resulting from
WKEC’s operation of the Station Two facility.”

By its letter dated September 3, 2008, Henderson appears to agree on the identity of the

remaining issues, as follows: “discussions [between the Chairman of the Henderson

Utility Commission and the Chairman of Big Rivers] failed to resolve the two key issues:

Excess Energy sales and Station Two maintenance and repair expenses reflected in the

independent engineering reports.”

DID THESE TWO ISSUES ALSO EXIST IN MARCH-APRIL 2008 WHEN THE
PROCEDURAL SCHEDULE BECAME PROBLEMATIC AND ULTIMATELY
THE HEARING WAS POSTPONED?

Yes. My review of the correspondence documents suggests that these issues clearly

existed at that time and prior to it.

WAS THE SIX MONTH PERIOD BETWEEN THEN AND NOW USED AND
USEFUL TO RESOLVE THESE ISSUES?

No. At the end of March 2008, BREC informed the City of Henderson that it had
“nothing further to offer.” Discussions appear to have been non-productive after that
point, punctuated mainly by a specially called Henderson City Commission meeting on
June 27, 2008, and three meetings involving the Chairmen of BREC and HMP&L in the
period August 1, 2008 to September 2, 2008. The impasse or stalemate between the
parties was not subject to any material change from these later meetings that I can see, If

anything, positions appear to have hardened.

WHAT DO THE DOCUMENTS BETWEEN BREC, E.ON AND HMP&I.,
ILLUSTRATE REGARDING THE CURRENT STALEMATE OR IMPASSE?

There are a number of documents provided in response to OAG Supplemental No. 33 (to
BREC) and OAG Supplemental No. 10 (o E.ON). One is a piece of mail from HMP&L

to its customers regarding the proposed transaction in March 2008 stating its view of the
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jssues.” All other things equal, the mailing would tend to harden views regarding consent
to the proposed transaction. Discussions and exchange of correspondence between the
entities were occurring at that time, including a letter from BREC to HMP&L, which
expressed “disappointment” with the HMP&L response to the latest BREC proposal, and
indicated “Big Rivers has nothing further to offer to HMP&L”? Correspondence also
indicates that the Chairmen of BREC and HMP&L met on September 2, 2008 on the
open issues.” One concern evident on the part of HMP&L is that Big Rivers would
experience financial problems after the Unwind and potentially file for bankruptcy.
HMP&I. proposed contract amendments to deal with this potential circumstance. BREC
was not able or willing to accept HMP&L.’s proposal “because it shifts costs to our
Members and substantially changes the Station Two agreement” beyond which it would
“be unacceptable to [BREC] creditors whose approvals would also be required”.'” It
does not appear to me that agreement between the Joint Applicants and the City of
Henderson on remaining issues pertaining to required consent for the proposed

transaction is imminent.

ARE YOU ABLE TO ASSESS THE FINANCIAL IMPACT TO CONSUMERS IN
THE ABSENCE OF THE NECESSARY AGREEMENT BY THE CITY OF
HENDERSON TO THE PROPOSED TRANSACTION?

No. The financial impact on consumers is not yet known since there is no agreement or
understanding regarding the financial circumstances to obtain the City of Henderson’s
consent. It appears to me that the further any resolution goes toward the City’s position,
the more material an impact would exist for BREC consumers. BREC has only
incorporated the financial impact of its last proposal into the Unwind Financial Model

(October 2008) currently before the Commission.

7 BREC Response to OAG Supplemental No. 33.

¥ 1d., Letter from Michael Core to Gary Quick, March 28, 2008.

° BREC Response to OAG Supplemental No. 33 BREC Supplemental Response to OAG No. 107 indicates that
Dr. Smith and Mr Denton met twice, once on August 1, 2008, then again on September 2, 2008.

' BREC Response to OAG Supplemental No 33, Letter from Mark Bailey to Gary Quick, September 24, 2008.
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ARE YOU EXPRESSING ANY VIEW REGARDING THE UNDERLYING
FACTS OF THE IMPASSE BETWEEN BREC AND HMP&L?

No, nothing in the foregoing should be construed as expressing any opinion regarding the
relative merits of the facts on this issue between BREC and HMP&I.. The relevant point
is that the necessary consent to accomplish the proposed transaction has not been
obtained, and obtaining such consent could require further material cost which is not

included in the Unwind Financial Model or its projected rates.

Investment Grade Credit Rating

DID YOU ADDRESS THE SUBJECT OF CREDIT RATINGS IN YOUR
PREVIOUS TESTIMONY?

Yes, see pages 34-37 of that testimony.
DO YOU HAVE ANYTHING TO ADD TO THAT DISCUSSION?

Yes. In addition I note that the Commission has as much to do with the investment grade
credit rating as the innate nature of the proposed transaction for BREC. An investment
grade credit rating has some circularity with Commission approval. Credit rating entities
will rely on the Commission’s approval of the proposed transaction as implicit
commitment to increase rates to the extent necessary to maintain BREC’s financial

viability and ensure timely debt service payments.
Conditions

YOUR DIRECT TESTIMONY CONTAINED RECOMMENDED CONDITIONS
AT PAGES 50-52. HOW DOES THE FACT THAT YOU CAN NO LONGER
RECOMMEND APPROVAL OF THE PROPOSED TRANSACTION IMPACT
THESE RECOMMENDED CONDITIONS?

If the Commnission decides to approve the proposed transaction, the direction of the

previously proposed conditions is still valid and the Commission should consider them.

11
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In its decision, the Commission should address each proposed condition and incorporate
each one as updated and modified by subsequent events. In particular, the first proposed
condition would require additional contribution to economic reserve funds to mitigate the
residential increased rates projected by the October 2008 modeling subsequent to the
February 2008 modeling upon which my Direct Testimony was based. The third
proposed condition could be addressed in part by agreement between BREC, the City of

Henderson, and E.ON regarding the condition of generating facilities and sites.

ARE YOU NOT CONCERNED ABOUT THE POTENTIAL LOSS OF JOBS IF
THIS TRANSACTION IS NOT APPROVED AND ULTIMATELY
CONSUMMATED?

I am very much concerned about this issue and the Attorney General has advised me that
he is as well. However, even if the Commission approves the application and the
proposed transaction occurs, there is no guarantee that the smelters will continue their
operations in Kentucky. In fact, the smelters have negotiated terms which would allow
them to terminate their contracts as soon as 2011'" and would allow the closing of a pot-
line depending on the market for a period of up to 12 months and then re-selling the
electricity that would have otherwise been used.'? Obviously the possibility of a loss of
jobs exists regardless of the Commission’s actions in this matter. Accordingly, because
the smelters have this agreement in place, it appears self-evident that the smelters

anticipate the possibility, if not the likelihood that there will be a loss of jobs.

DOES THIS CONCLUDE YOUR SUPPLEMENTAL TESTIMONY?

Yes.

"' Direct testimony of C William Blackburn, Exhibit 10, Page 65-66

2 Direct testimony of C. William Blackburn, Exhibit 10, Page 45-46. Under this circumstance, current projections
indicate the smelter would earn approximately $14 million. BREC Response to OAG Supplemental No. 34 This
figure will be different depending on market conditions at the time.

12
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Fdant, o cdiporatavion ordanized And sxtiting it
i lawe of ¢

of Ki6,a, 66-101 et 884, is avthordzed to angage i the -m&i;p_;‘sfu

of . a public |utility in accordande with dts vertifiumte of
convenience and necessity asd is sul Ject t6 the Jurimifiictidm of
this Commiseidn. Notice of tha qbﬁliQQtion and the. hearings
therson wad |duly given to each of the aight {8}  reibar
cooperatives, |the City of Garden clty and 18P, Inc. Purthex,

notice of heaying was published in the Countxy Liv':ing M;g"'a‘ziné;

The Commisslon| £inds that it has jurisdiction over the subject
mattexr and the [parties.

IV. HISTORY
' 2. Thig rate case was filed by Sunflower i opder &5
continia to pldce in rate base the recently conpleted eonl~Fixi i
plant known ag Holcomb Unit No. 1.(Holcomb Unii;,) The Ho'ié'dnb
Unit was the sgbject of the first. and, at this polnt, the only.
appliation o3 iting permit for an electric g 'ﬁeraﬂq:ﬁ
i rENGHE to K.H . 66r1,159. Subséguér
D101, i was ldsued on




vocket Mo, 124p740-U, gransing BuUnEloWer Authority
.moxtgage Astes Lor the finaneing of t&m Holoomb Unkt

tra.mmaavion tatilities, The borrowing welatsd o iha

Unit was stokdd ae  $459,884,000 ineluding  ibbervesy duidey
conptructivn, and was approved et thas  Jevel by tHe  Rigal
Elestrification |paministration (REM). At thet time, the cost of
the Holeomb Unik whe estiméed by Snuflowsr 0 ba $380,000,000
airect cast pluk §$55.000,000 incerest during congtruction for &
total of $435, 640, 000.

3, In Ddcket No. 123,667-U, & camplaint case ragquesting
that Sunflower's permit for the Holcomb Unit be suspended and the
matter investigated, the Commimsion iasied - &n order om
October 15, 1980, dismissing ‘the qomplaint. - Furthar, the
Commigsion monikored the construction of the Hpolcomb Umit in
pocket Mo, 125,320-U, a general investigation, which was
initiated by odder dated October 15, 1960. Subaégueht;g; the
Commigsion lssuéd an order on: Hovember 5, 1982, in Docket: Ho.
125,320~ recoghizing a revised lipe item gstimatie which added
$6,508,000 to the total Holeomb Unit estimate. The additional
costs asscaiat_aé with accelerated donstraction ware authorized in:
drder that completion of the Holcamb Unit would ccour within r.he
timeframe set by federal legislation to qualify ’p‘ortio'n‘s’ af the
Holcoimb Unit fod the substantial berefits Of Safs Barbor LieasiAi.

4, The Jomuission notes that at the time of the Inid

estimate there




n for purpases of Safe Kartbor Ltzse qualifization

in . i S
i [§10,000;000 1nps than tieY 428%,542,000. cos

inpue
‘elatad
iGkeomd

during

137, 068-0 neflécted a total of $86,763,000 whith was adjisted

$91,173,000 in this ocsee. A8 peflecesd in My
Rural ; _ , ?
Armstrong’d Exhibit 15, Bection JA~7, Schedule CC, page 3, tha
ost of ) .
oo total estimate in May of 1980 was $435,000,000 colpsred o an
000 » : ]
< actual tesk year end April 30, 1°84, of $462,067,8608. The
or a . ‘ B A ‘
Commifsion | notes that the actual figure a6, presentsd im Mr.

esting Armgtrong' s exhibit does not. reflect any adaitiondl defersal codt
nd the assogiated jwith the on-going Holcomb Unit phage in plan. Nor
. does it indlude any savings derived from thé Safe Harbor Leasing
.’r t:: trangactions for which Sunflower did qualify. The total gafe
bt in Harbor prdceeds received from the thrée traunsacticna was
2 wa $54;265,49%. safe Rerbor Lease 1 amouited to- §2,543,907; safe
:' he Harbor Leage 2 amounted to $3,241,698; -and Safe Harbor Lease 3

amounted tq $48,479,888.
st NO.

addad
V. DEFERRAL PLAN
tional S ——————— . »
41 5. Sunflowsr based its application on the placemsnt of 60%
zed in

of the Holgomb Unit in rate base. This is ébnsiate'nt with the

terma of the ‘DefertaliPla: Eiled with 'RER- 'n»",w}i':i"r;‘:hf:ﬁSunflowe'r
contemplated 50% of Holcomb in rate base the first year and an
|10% of Holcomb .each succeeding year until the entire

ip rate base after *he sixth year.




hig wppilcption, Sinflowss raguestad that 60% of Holoomb Unit e -
pPlaced in rhte baze., {iMcrnson Yei. I, T« 73}

B. To determine the appropriste percentige of the Holcomty
Uidt to dnclude in  rate base, the Commissicn evaluated
Sififiover’s | tota) genersting capacity, fir parchases and salés,

Teserve requiresents, syaten demand asd performance criteris.

B. Géﬁaxaticn‘@patﬁ:iﬁg

9. Hr. Thompson sgreed on crogsrexanigation that the. et
gerietating dapability of tie su_’n.ﬂigwex: sy’zté:}x’waé 515 megdwatts
as Teported |to the Sonthwest Powst Pool wid féfle#’g@ fn Bxbiibie
Ho. 4 { Geos Vol. 1, TR. 73). Mr. Thompsoh characterized the
inasvidual eLnemtﬁig uits on the Susflover system as follows:
(8} The B-2 Unit viich was repsrted to be an 85
megawatt ynit had - bees placed in "eold
standoy™. The imit wes. 45 .3 Btate of )
readiness and would cequire 7 Xo: 10 weaks o
be placed on léne, ur. &qugsqn vsé‘id tﬁat
8~2 was projected to ‘take thr’e@ mont‘hs to
bring op iine. (Abderson Vei. I TR, 208}
6<2 had been sslected for standby mode
bscanse it represented Sunflower's largest
gas fired unit. {Thompdon Vol. ¥, 7R. §7-69)
Hr. Thompson testiffed €hat the S-3 Unit was
A Yrams-5 denersl zleatric._ﬂcoﬁbusticn tubine

which was used as B “black-gtart” andt,. 1€

the entics Bunfiower Bystel were to
. RoWer, the; 53 Upitin

Prifesd air and ug




The Garden City Usits 1 aua 2 #ré. owhed by

Wheztland Electric coopsrative and leassd &6
Sunflower,  Garden ciey 3 is owned by the
City of gardes City anmd iy atas Leaged to
Bunflower, Hone of these miite fs in Hupe
flover's rate bage. Bowever, Butflower makes
izase paymerts o the régpactive ownerg.
Gavden Clty vnite 1, Z and 3 have ratings of
S, 7 and 11 degavaits Xespeetively,
{Thompeon Vol: I, TH. 63-74)

Mr. govin wvisived the Holeénd Unic and in
addition to a visusl inspection of the plsnt
ipcluding the turbine genarator, le reviewed
the engindering design docaménts and periodic
loge. He stated thaé, bagad on his dnalysis,
the Holeomd ©nit hed & 295.7 Mum net rated
cepacity {Hovin vol. III, TR. 368). gears
end Bunflower agres that' the set rated. capac~—
ity of thé Eoleomb Uaft fs. 296 mgi‘mﬁw.
The Coumission finds thet the Holeosb Unit
has A 256 megawsatt neot ratéd capacity. ‘

10,  Hong of Sunflower's generating units listed in para-.
graph 5§ is plabned fo be retired in the next five years. {ander-
"SR Vol. I, PR 200) This positiom was Gonfirmed By #r, mamp@n
who. ststed that none of the units Giscusséd above is Bei»&g
eongidered for|retirement, {Thompson ¥6l. %, TR. 75)

2. The Compission finde ithat baged on. the jnviﬂén‘ce:
| FRgAWRLt system genersting capacity aa £




B. ¥irm Purchase and Sales

12, e contracts to purchise Dowst £Yom Rinsas Power and
‘Light Compgny {(£PL} and Contel Corporation (€TI0} wers placed fn
the cost of service by the #Applicant in this case. THe
Commission |is aware that Bunflower ohose dot fo réquest vate
relief for |both the XPL and CTU conttacts in its last eabe case,
Docket No. 137,068~g,

The cpntracts were negotisted in 1979 and exdeuted in April
1980  (ThompBon Voi. I, TR. 76} Ibe stated purpose f£or entering

these contmacts vas to secure an isteris power supply source

until constiruction of Hylcomb was completed.  (Thowpads Vol. Iy

Tr. 76)

13, The Commission mnotes that Jdufing . the tesé year ‘50“
megawatts was being pufchaged urider the CTO ¢onkract and 55
megawstis Efrom  KPL. Fregently the CIV coptratt requires
sunflowsr th purchase 25 megawatts through May 31, 1986 when the
contract expires. The EPL contract putrsuant £o Service 'Schadﬁl;"e
H pres ntly| requires sunflower to purchase 55 megawattd through
May 31, 19B5. From June 1, 1985, sunflower id required to
purchese 15| megawatts until the contract expires May 31, 1886
{Thompson Vols I, TR. 79},

14, When ssked on sross-exsmipation. how any megavates of
KPL/CTU power Sunflower had taken during the test year, Mr.
Thompson stated that Sunflowsr tried to rZemarket the pover in
Nebraske anft had used powér during pericds of Bolcomb outage.
further ststed thet SunfloWer had not Suby




Sedond, tbe EHolcomds Usit ¥ used €0 meet Sunflowdr™s system

cagucity.
and’ OT0 <
is.

Poi these rex<bis, the Comiissfon £inds that the KPL
oncracts are not used and required £o be uvdgd.

The terms of the contract reguire a four year writzen

actice prisr to fermination by either party. (Thompson Vol.T;

TR, 78}

When asked what the purposs was for havisg a four year

notice, M. Thovpsop said thet the provisicn wis designed to

enable COTYJ fo plan 28 Ffar ahead 25 pogsible in ite Finsmctal

foracastiog. {rvhompsin Yol. L., TR. 78) Mr. Thompson did state

that in L
put in o

0 Sunflower cobsidered that the Holcomb Unit eculd Be

lvics in wmid 1984. puither, Sunflowar believed ihet a

one year oyerlap of the RPL/CTU contracts and tha couwignoement of

comnercial | operation of the Holeowb ©nit would allow adequate

time for posvible slippage or delays in the Holconb construstion

{Thompson

Vol., I, TR. 79}. In light of hin own deatemenk, My,

Th&mpgon “he then asked wisther Sunflower lad, in fact; given

notice in

981 thus providing, the projected one yar overlap and .

terminstingd the contract in 1988, He adnitted that Sunflowar

final®y gave idtice in 1982, Sunflowsr offered no explanation

for giving| notice in 1982 rather than 1981, Furﬁhm;',, Mr .

Thompson agieed that the four yemr notice provision which had

been ‘acceptied by Sunflower made it very aifficult for Sunflover

to avold cobts even when Bunflower's management could project the

Holcomb completion date. (Thompson Vol. I, TR. 79}

© 7.

prowision

The Commission nntes that +the purpose of the notice
yas 410 benefit Wen/eYS @nd wes & detrim

Dader ‘thegé circumstances, the manigemer




fmpruGidnt in its Eaflurs to clossly monitor the completion dage

i system ; of the Polebmb Unit iw grder to give timely notice of termiation
the KPL e of both ibe ¥PL and OT0 confracts.  POT these reakons, the
. Uonmtasion £infds that the costy of these contraots shall wot be

written ; flowed through to Sunfiowet’s rdtepayers.
v Yoil.I, ’

ar year 1 €. Reserve Requirement

gned to C S 18{ 7The sbuthwdst Powsr Pool reguires an 18% reserve margin

oancial : above siystem piek, whilé the #o¥an Powsr Pool . regiires a 15

4 state 1 g fegerve |Bargin dbove system pssk. . The (Smmission HOLEs Eh"a;t’ I

ould he : ‘ 1 the losk of load probability (LOLP) andlysfs of & system is

that a favorablle, the syétes may qualify for a smaller resexve: margin.

ment of {Pauley vol. 1II, TR 328} The Commission encourages Bunflower to

deguate evaluatd the poseibilfty of gualifying fof such a lower reserve
ruction

1, Mr.

regquir ft. Howewst, the Commisslon is aware that presently

Bunfiower must méet the 18¢ reaerve wmargin set by the so&thges;
given Powser Papl notwithstanding the' lower reserve margins allowed or

nd available elsewhere. ‘herefore, to r'ecogxiiz_e the most rigc:nixé

ILLOWET ‘standard| reguired of the utility and to use this .atmda.rfé' in the

nation Conmissidn's analysis is  reasonable. Consrquently,  the

o M Comnissidn finds that an i8% reserve margin for purposes of this

¢h hag order is |reasonsble and is fecedby adopted.

\Elower 18, The Commission hastens to b’adé that ag aystenm
ok the intercondestions; improvemsrnts, additions &nd dging ococur, ths
actugl rekserve margin of a system will cliangs. The caimrss.i'm;a
a;L}go reccg:nize‘s the technical cbmpiéxi;y of th
'cﬁnﬁif.ie,rad by thi power pobls im i.etti,i'{g, i
tkeﬁé ﬁs‘,aﬁong,‘ the 218"&; ix;eéﬁtz é. WATED gg!‘ ; i:ed

this cage| is not to hé. as




D. System Demand
28, |#r. Toompsen fucther stated based on the 1984 summer
péak, Bunfiower will have peai respondibikity of 281 megswates {f
peak iz experienced in 1985, My, Thompeon contended
1ower would have 307 wegawstis of capacity to méer tHit
WALt peak responsibliity. (Thompser Vol. I, T8 r_z'im.
The peak demand for 1982, 1983 and 1984 se reported by
Bunflower ol reflected fn sxirfbit wos 21, wag 250 BW, 249 w0 and
nargin : 247 # regpeciively. The Commission findd these figures to be
a 15% ; dccudite apd hereby adopts them iér the aralysis in this brdez:
wt if The Comuisbion also £indg that the Sunflower system peak hag Been
e is : - Bligh’tly declining during the nost recent three y;ears"fcr: whicﬁ";
awgin. Co ' fiqures wede avaliabie, ‘ '
er to
:88rVe : ‘ » £. Performants Ciiteria
sently 22. Hr. Thompsoh stated that 4f £0% of & 295 magawatk pian“t;
hwest o were placed in rate base, customers woild be sgppcf:é:ing a 199
o Degawstt plant. Purthes, be stated that éun'fi,cjé’egf':ﬁ test year
orous 1oad #8s 1,105 gigawstt houre., Of that total, 1,,0&0 gigawatt
n the : hours wers lcomprised of momber iosd and. 65 gigawatt hours wers
the _ comprised of non-member load, He then caiculated that to supplyi
the test year energy requirembne with a 177 megawart unit ‘wéulci'
reguire “thel unit's operation at a 71% capacity factor. . He then
noted that |an avagage capacity faotpr for coAl fired plants of
this size wam65.69. {Thompson Vol. T, TR 20)
; Thompsen did stabc that since Décemberiof 19

a5 been available 954 of tle (:.izge..

Anderson confii




‘been &peratii:g:at B level in excess of 250 medawattd on 35 days.

Hnd- thay the mazimme Sunflover aystes load betwWeen May 1, 1984
&% Bugiist 1,|1984 was 287 mogawatts. Pimally, thie Sunflowe;
#vEtes iosd haé been over IV5 megawatts during the May tﬁrdué’f‘; :
BuERBE 1 peak pericd on 43 Gays.

Y Bfter completion of ths start up periof, and expiuding
forced cutage, the capicity fadeor of the Holcowh unit during
test year das: 50.16% fn Bugiwt; 55,264 in Baptenber; 16.70%
i Decenbar; S1.86% 4n January; 355.34% fn Pebruary: 53.51% ﬁx
Harch and 62.62% in April. "he avérage capacity factor for the
Holeomd Unit 4dkdng thess ménths was 53.60%.,

25, Mr. [panley's peak anpd reserve analyale examfried the
sunflower gystef by using varying levels of, gém‘z‘racting capa"cqity.
The peak and reserve &analysis used by Hr. Paulay reflects a
méthod upsd by khe cgm.{ssi;'m in ite last Sunfiower Order Docket
N, 137,068-4,

%, Mr. |Pauley recommended Ehist 83.66 percent 6f the
Holeomb Vit be|placed in rate Dase, Be statel that there wers
various £-itors which needed to be considered  and :;averal
alternstives fron which the: Comifssion could choose (Pailey VoL,
112, . 302). | ‘

27:  #r. Pa .;liay 44 state that his recommendation wis in the
nigher irnga of the performsnce standards exam.ine& by staff. The
igémndation kY staff to place hearly 84% of the Holcomb Unit
in xate bé,bé whe in large part  dug o tha unique .acbnd@'nfg

S e » Sunflower systesm, the Coopebstive setiivg

existed snd ‘the optimel perfariiance of




@

28. The first indicator

reviewed. by . the Commisgion:

‘8 on 35 daye. ]
) ‘4s the Suhfilcwer system's Surrent available capavity wit

The record indicstes thHE

1o May 1, .
3 pedk demand plus rederve.,

G128 system peak dewand in 1983 was 249 megawatim, Adding

May L through

Ifeserve kargin wobld regalt in a 294 wegawatt peafffegerve

nt. Dividing the peak/recerve by the 515 megawsits of -

and exeluding
capacity vesults in 57% demznd/capacity relationgkip,

R

b Unit during

ihe second indicator evaluated the capscity factow

ember; 46.70% ; .
snsgrvice eriteria was satisfied. This capacity Eactor was

¥: 53,913 4p

55%.

Ietor for the L
41. The third iodicator eovaluated the average capacity

of the Bolcomb Upit in 1984 axciuding scheduled sutages.

factorn
This smounted o a 55 percent capacity factor.
32. In light of the diversity of the pusitlons taken, the

examined ¢he

ing capacity,

* reflectg g
Order Docket Comaigsion is concerned about the £inancial iwpaet of plac’iné
only 30% of the Holcomb Unit in rate base.
of the 13, The staff's economic rakionale of placing 100% 'cf. the
Howévér,

in rate base is both inndvative and persuasive,

plant
the Commissioh must consider -¢hie financial ¢Efect on sunfloverts

v derR were

and  several
customers of such an incresse. Clearly, the public ~te§"£:£§ibﬂy

{Pacley voi,
btz that many isdustrisl customers would leave the syé.ﬁsm

refle
and mehy residential customers, slresdy hard pressed to mest

n wag in the

utiliky payments, would be forged £o pay more, The Ioss of

staff. 7he
hexs is precigely what Sunflowsr doss nor need.

ivlcomd Upit LUEL
¥3. For thede ressone, the Commission finds that ;atcl_ac"pmén::‘

e economis

sétting in

3£ the Holeomb Umit in rate basa i reasonabl




35, Banfiod

oY claims €2 uss thi gas at the Holoomb Unit,

the §-2 Unit, peaking units and reserve units and thus suggeste

that the Gas Systs
vol. I, Th. 307-
36, praff 4
year loss of §2,5
margins: £rop neat
experience a nat
agreed that using
gas ‘qpez:ation war
Vol. 11X, TR. 76}
37. The Cog
operations ‘from i

that case, ¥r. Kef

feé par unit for #aa delivered,

electric rate why
cost of the gas
electric oystem:

Mr. THO3pEsn
money bug that Hon
thosk vavénues had
rovenies éme:atw
yol. I, TR. 45)

3B.

bring Holcomb Uniq

Gam@p Clty genar

Mr. Thot

b5 i reasonably included in rate base (Thompedn

eotified that the gas operatiofis showsd a test
32,684, Purther, even if Buflower’s ptofected
¥earg gas sales are acourates, tHe company witl
And #Hr. Thomguon
Hr. armstrong’s criveria, the net lossws of the

Hoss in the gas operaticus.

3
<3

acurately stated to ba §1,579,754 (Armetrong
{(Thompeon Vol. I, TR. 42).

misegion notes that Sunflower excluded the gas
k& last rate case, Dockst Ho. 137,068-v.  In
th testified that Bunflower would ba charged i
8¢ stated that in this way the
L& not beé burdensd peadlessly with the total
system hioh wis only partially wused by the

stated that the gas opsrations were loaing
flower needed ravonie 4o psy the debt and that
to comg from the sleviric revemiss oF from the
frocr the Fesals Of npaturel :g'aa‘.‘ {Thompeon
ipaon stAted that the gas supply was used to
on and off line and provide backup for the
tdon, fe gmnit-::a,df *hwat the Boloomb Unit used




anticipated o be used fof three to five years asstming the.load
growth whigh has occusrzd im the igaq'ﬁa. {Tnomgeon Vol. E F.
28, 8; aidereon vol. 1, Ta. 176, 187-168)

Pinadly, #Y. Endefscd aduiites that during Holeonb oubages,

Garden ity 1, 2 and 3 and g~2 in the psat had rot been dsdd, nbr
were: they th be neéd ia the Sutere By Smflover Becauses émz__fl:;awaz:
was abie ‘W purdiase sore edonouical emergy from héigﬁbaﬁug
wtilities. {andereon VYol. I, TR '1,8‘2, 187¥
38, The Comidasion notes that the §-2 vnit h‘a_e Beer - placed )

in cold stapdty apnd has nof been. ussd d#rj,ng the B‘oléomybb pritt
outages. the Gardén City Usite I, 2 and 3 also Have rot béen
used during [Soleced cutiges., Rather than rumning fts own undts
during HolGomb outages, Sunflower has PBeen able o purchdse nore

economical energy fram nsighboring utilities. The Holcomd vaft
uses relatively swall amounts Of nabeial gas to bring it on and
S eff Tine. |The Comsdseion f£inds the welght of the evidence
sugports the exclusion of the gas, gathering system from rake
basa.‘ Purthdr; there ls nothing in the evidencs to aliow that the
substantial Qosses of the gas gathering operations should ke
attributed t¢ wholésale slectric rztes. Though the epmmésian'
believes sich Losses are pot ippropriataly reflected in wﬁélagaig
retes, thére|mhy be s Pecognifion & the purk’ o "sunﬂm‘zézj"h
Cooperative d:'%em_be:q that imstitutional respoisibility cxists for
the d‘e:«;_';npnp‘; mide with regard to the gas gathering system:. The
Lommiskion tfiotes that the 'in;lividuési dgoperative menmbers are not: ’

unlike ;inygxti




VIII. RBTE 236?

40. Be aipcussed apove, the Sanflower proposed effective.
rate base refledts a Dalance of ubility fnvestment as of tHe end’
of the test yeak plus the addition of 60% of the¢: Holcowb Uit
cost,. less the prooeeds of the Bafe Harbor Leasge,

41, Btaff |proposed eix adjustments to rate base if 0% of
the Holeomb Unit] were placed in rate bage. The adjastnents pro-
posed by staff wpre as follows:

{3} alijustméne do. 1 incresses the reseérve for
dhpreciation by §3,780,967 to reflest Sume
flower's pro. forma, yesr end depraciation
xpense level. Sunflower ipcreased actual
25t yedr depreciation éxpense o an adjqété&

Lar end leval. However, Sunflower did not
ke the corresponding adjustment to increase
beinralated .depreciation reserve- stagt's
’zjﬁaﬂﬁz"nt gyhchronizes the ‘d‘iepf‘ac:i;at_ib‘n
PEELVE: with sunflower’s znnustized

tpreciation expense, If, for rate making

sirposes, depreciation expense is fncredged

Athout a corresponding increase in
adcwmalated deprecistion, then tha plant
cdets, less mocumulated depreciation, will be
oYer stated, This could fesult in excéssive
returns for the period in which the ratew
vare in effept.




B Docket Ky, 137, 068y,
fiore clearty reflects - level of  the

tor incluston in rats basa, thia adfustmany

hlgo incluges the ppropriata Teductiay in

Bt thig time,

taFs Mﬁn&tmpn: ¥ 3 rejg;g;ta a zeguetxo& '

LRSI g1 oy Plant of 323 g49 20d acenmy..
4 dap,rgcia*&iwi;

adju
the
Thege!

quarts




5tatf Adiustment Ho. 4 reuoves Erom rate Vask
31L plavt cowbs, prepavhents and nizterialy
and  suppliss fela.té‘& to the Sunflowsr gas,
cpe‘zztiéz&s. Thess aajustmauts ave beitg tada
becauue tHe gas ageratian wig not afioriny - £
Provide any sighiffeant bemefit S
Elowerts electric vatepayers and; In fact,
the gas operations sve faponing a subatantial
Eidhncisl - atrsin on the Buntiover systets.
Basad upon f.ea:t year daks, t?ze gas operations
are Bedng cozztinwa& ETY aignifidam: anmual
1osd, Purther, Bszlwer choge to eliminate
&1l ges plant irwasf:mem:. from rate basd iH
ite  previoms rate case in Do::ket Mo
137,068~0. The adjustment reflécts a redude
tion in rate base of §9,700,350,

Btaff Adjustment No. 5 veduces coal ingentary

to coincide with the prabable demsid Capacity
of the Holcomb Unit reflecked in Sunficwei's
TPEPONSAs o staff's data regiests.  Bratf
used the methodology accepted by the Com-
missiod in Doocket ¥o. 137,068-U.  This methed
adopts & B0-day coal burn at 608 of the
accepted annusl  capacity factor of the
Holeomb Unit, The 296 megawu.tt qucamb Ui
36 multipiied by the  60% annual

fscbor




,a76,693. This gigure 18 fhen multiplied

ghe expected capacity Eactor of 46% ratio
ar & $0% amoual capacity factor O & JTIE
4otal capaoley availeble wiich amounts €O
, sge,s04, Tmis figure is TheR gubtracted
chom  the coul  inveptory rogt year walance
saad By gonfiover 9 ine sppiication of
di,a01.508 £oX 2 cotat  amfostuent Of
44519204

caff adjostuent Eo« 6 15 o ayneheontze the
Lagt | yesr goleeub Unit ‘pefarred cost
orpdzation Expense and Ehe pcctmulated
Lroviston for Bolcosn gnit peferred Cost
horkization. he adjustment sptablishes the
s ccumulated 'provisiar'x for these cosis thus
aecreasing rats page by §274,396- )
staff ndjustment sio, - 7 Teflscts stafels
proposed adiustment o che cash working
capital roguirsiest ‘under the 608 of €he
soteonts DAL in Tate Dase:  puks aajustuent
is  contingent  wpeR the Compigsion’d
acceptance of 8l g.t;ff'*s adiustments 0
opsrations. grafets deduction of the
13-month average acirusl of gacationa and
nolidny PEY grom the indicated cash
reguirenent veries £xom thab requested BY
feant. DPFLILs . atilized & daGuction oE




ackusily msde, generally geveral momtha sfter
Zecaipt Trap ‘the ratepayers. Conbesueniilys
g coapeny has 4 ecidrce of cash working cape
ital, Busflower comtégted only thoss feshsw
a0 adjustménts relating €6 gas opeTAviG.
#he comuiesian, having examified the testimony
of #r, Amwwtrong supporting the adjustheihts
to zute base, £inds them to be proper and
rogdoiable asd herdby adoptd SEuff’s Adjust-
ments 1 through 7 to vate base: Baving Ffound
above that only 57% of thie total cost of tha
Bolocalb Unit ahc‘ml&- b placed in rate base
rather than the 60% as reduedted, the Coimmia
sion f£inds that the proper rate base for Sans
flower in this matter is $337,107,105. fhis
figure veflects the r‘aducﬁi‘d& of the Safe
Harbor Leage proceeds. also rTaflected  in
thig rate base. figure dre the required
modifications to staff rate base Adjustment .
deghsion o include 57% of f:ha HOIGOW ‘Ut
cOBLs in rite baié:'iﬁu‘teadgof 60%.

¥os. 2, 6 End 7 required By the Cimmission




{B) Atjustment @o. 1 increases tne PLo  forms

k4

bE:

frenues: by $33.485 to refiest, x corrsction

Sunflower’s ourredt fEte  dimiiizicion

eqrpntations. Revigions werd mads in guodntie

03 the Biiling Cewand chabges of dreay -

Plpiss and victofy, iwo of Banflovsrts s~
bers, o dorrecely appPly the Billing demingd

ratohet BpPlicable € theis ey Cooperatives

Adfustasnt Bo. 2 ingredses’ produstion tosts
by | 14,460, Sunfiower hea estimatos demsnd

$3

Turther, Bun:

rgea £rois Midwest Basrgy for ‘the Robs

Eﬂj:.‘n interconnect facilities at $5,083 &
h

when the adtasl charges amountad  to
:BOB  per .month, BEALE g acijwztment
jects the dctusl figirés rather than e
pRates filed by Bunflowar.

Ustment ¥o. 3 refledts an overall decresse
771,823 in the pro formd salary tevels
rded by Bunflowsr for the test year,
pded in this adjustment, staff removed
pro forma salary levels dpplicable to the
system oparation# for the reagons
tously stated. Gap operatfon galarfas
Ited to z reduction of §376,732, gtaff'a
¥ adjustment did  spe refléct any

wags distribution




cperations, [taff evaluated the actual satary a;is{riweiana':fq;

Ye pefiod fiom Janupry 1984 ﬂsrougm septenﬂ:rer 1984 The gro
ﬁmma; gyroll figures sisc refiect an annuaiized 2 1/2% increasaf
which was givps in Novesbex 1983.

{n}| Adjustment Hos. 4, B and & are & result of
ihi elimigation OF the gas cperation satarias
and  the ehift io  payroll diastributdon
reflected in Adjustihent Ho: 3. AASustuent
Be. A reduges by 461,216 the x’eﬂ:itement £
gaycoll ipgorands level ate:{ibutgﬁie- to the
salsfies eliminated. ndjasement How 5
reduces by $11,363 the workmen's congerisation
Jeval. BAjustiient Fo. 6 reduces by $39,517
the payroll taxes regaired. ‘

Adjustment Wo. T eliminates the antualized
depreciation expense of §1,000,482 assi_:éiated
with the gaz operations from the cost of
.providing gepvide L0 elec’tric COngers .
This deprecistion is’ eliminated becacae the
plent investment ¢ which the dapraciatim;
wag associsted was zmavud in M‘juatment HG
4 to rate bage. _ '

pajustment Ho. B eliminztes si1 test year
revenues sssocizted with gas opeté.tipns
including Sunflowar's pro forma  Bdjustment.
Mo, 18 to gas margins and all non—payx'nll.
related gas opex.wticu‘- expendos excent. dep,

ciation 1n tne net awoust of & 8k
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and 4t the time of hearfng, was Deing disas~

sembilea &€ ﬁhe ’d,ire?ztigx‘z of smﬁlwez:; The
encingidn  inotudés operstion and ﬁaintet;gnée.
expénse of §83,20% end fuel éxpénse i the
ancunt of $7,405. Becasss the plant fs na
longer in  opuration, neither of these
sxpensss should contioue, thus on & pro Eopma
pasis, they Have been elimfnabed. Further,
staff ackobwiedged during cfows exaninagion
that 2 revende decréase of §7,405 would alsoc
have to bo. made to properly reflect this
adjuptiment.

Afjustment No. 10 eliminates $10,848 in the
forw Of a recruitient feé and moving eipense
axbocisted wirh Hiring an zisistaat Jae aivi-
sion superintendent.

Adjustment mo. 1l eliminates $86,05% of a
non-recurricg legal espense relating to the
1980 porchester Bxploration lawsuit. The
costs aspociated with Bunfiover's defense. in
the lawsuit snd all then written off. fThere-
fore, - no similar experiditure will ekist
‘beyond calender yeéar 1883, o
djustuent Mo, 12 of §262,054 reflects Bum-
flower's coptiued sale of fusk oit uven-
torys Thesc makes whidh: b@gnn An 1982 64
continued beyond the test yemr resiit n




decteased Wisdber rates ad a resilt of £he
profits fugm the sale of ‘thess aspets
Bunflowsr has roalized a gais oF $146,75%0 in
its last rate case, $262,054 in the carrent
tegr year apd in excess of $300,000 has been
tesilzed by Bunflower after the end gf tHe
cubrent test year.

hjoskment ‘Ho. 13 reduces the Holeonts Unit
dspreciation expessé by §5,20%,107 to reflece

60% of the Holcokb Unit coets in rate base.

This wdjuntéient is nocodsitated due €5 the
pate bass format change weflectsd: in Adjmet-
mént Ho. 2 5O rate bas

Adjustmeit Eay 14 reflects staff's posttion
thet €ha revénue rejuirement computation must

comsente with 604 of the Holcomb Unit in rate

pase: Therefore, £ ‘adjustment s reguired

to defer 5 portion: of the revenue requires
mént, The adfuptment nmove;isw,@so,sn of
ravenya deferral récorded by Bunfiower.
pdjostment Ho. 15 reduces property tax and
property Llnsuraiice expense by $1,871,880 to
reflect 60% of the Helcomb Uit costs in rate
base. v
adjustment ¥o. 16 teduces operating revenues
By $7.472,100.  Bunflower requests this
amount i iaterim rate rélief and had

regorded on & pro forma basis the reséipt & ‘




reﬁlec{:z a :eduution GE

emanﬁ &narges grom KPL

dnarges asseemseé By contrach axe ec'peﬂule& o)
Lontinge 3t = ponthly wet® of §672.675 P
jone of 1985 et the ERES wilp GsoF >
5467 (575 cateuiating & 47~motEh pericd From
ne date of the s ggaance OF ghe ordery hese
oouta will TR $1,39a,9ea Below the Javel
i.ncb:porited By Funflowed in its aggucatiqp.
44, Wiy the Gpception, of the 2% operation aﬁjussttﬁeptaﬁ

neither gunElower nor the {ntervendrs exgr@'ssed oggwiticm o

these’ prppose& adjustnents. The commiasion Einds the testimony

of ME. Armsty ong, t& e pexsnasive and ginds that m,’mstment Hog.

1 &j.)izuug'ﬁ 18| &0 operations are roapoend onable and PLOpET and herely

adopéa He gume B8 a&;‘mﬂré& to yeflect 57% of the solouml poit: B

be S.nciuae& in rete DHABES b&}uaf,mnt we. W ig nOL necesdaTy ay

the contracks have hees exclmf-e«.’s as met ovt apove. hese
cof;;i.i;usionp" result 4u cest Yo pro - forma margina ‘;of.b‘
525,395,435 graff's restinony sk pinipits refiected & 60%
inclmfidn ihe Hblcomb Units BOWeveT's the camnissian nzx found
that staEfln adjnetments iy opérations are 9 geflect s1% of : ehe

golgond UREE sn rate RRSE Jnich causes changes 8 Mjuswenta.

Ho. 13, M apd 15. THe sdjustments 0 cate pase and et ti,a’ns
A gs s8L foréh i p,ppénﬂix » which 15 seeached €@ the

axe AAOPHH

: pnd ipeorporsted nerein.




i.e.y the b
chazge; will
Applicant is
1309.

46.
wag galoulat
anmual  dewad
{Reith, Vol.
o 2 masibar
sspoctated
chaige, the
sams £or a g
whether the
yoar lewel.
contands the:
facilitates

level withof
levelizes thd

vol. 11, TR,

. 47, TR
proposed ECA
500728} 5.5

requizements

the teBt yeer

rate for each

cgxpept. Julyy

o bage monthly charge fs a fixed monthly charges

- hgpegend £61 each EWH Con

& @

poe: monthly charge, base epergy cliarge and. Customer

coliect ail the cosks & Tevdnue regulrement thé

requasting in this application., (XKeith, vols IL, IR

It
sd, baged on numbers in the proposed tariff, from at

|4 rate of approziuately $18.50 per kildwatt {KWY:

II, R, 121¥. This fized womthly charge is askessed
Yy denber teszis and id desigred to qqtleét copts
(5 demand. ‘In contrast to the conveitiondl demand

bise wonghly chirgd 14 fized, the ;:fxa#é'e;‘ EBiising. the

iven: cooperdtive, f£or a givea manth, Tegariilesg of

hieber's usage incressed or decredded Efom the test .
(Keith, Vol, II, ‘TR, 120, 134), Howsver, Bunfiswer
t the base momthly chirge as proposed ipn its tariff
the sélling of additfonal power over the test 'yieéi
st incurring afditicnal it

demand  charges and

> menbers average pef unit gost of power. (Keith
62,

: bage energy obarge would Ye priced, Inciluding the
waiver at bn effective rate of (base $.04874, ECA
D2¢  per KuH. If a member Increasés its power
on a mopthly basis over that actially incurred in
| the mambér cooparizfive would be charged the excass
Kii required over the baseé level. For svary month
{Pugust and Beptembar, the vinter rate of 3,54 per

mel in €3

as of the base

e silfifer nonthy, Fily ihrough September; thé umage




or more of that]
proporticnaily.

5. Gives
w thin the Sunf]
at prooting add
the existing ge
substantizl gquag
copt whrh da. es
423, In inis.
am:ﬂawex fmm F
Aoy play  annug

Becordingly, Sum

on peak 258 well
inenags 1oad. (BTQ
gk Sunflower’s proposad rate design is Bighly.

49.  Altho
promotional, Sun
able o imisﬁsi
to what extent.
aid teﬂtiiy £h
system, th& guan
9411 be amall.

50. Staff
is very promotio
contends that ¢
whether Sunflows
and if s0, to wh

51, The &

CSunflower's; i.e

lirfonal sales of power.

ssentislly fuel related.

seiber’s Yoed;
{Faith Vel, 13, TR, 40' 63}‘

. the current sarplus of capacity that exist

owet dystem, Sunfiower bhas designed vates admiad

sunflower contends thxt

herating and traunsmisefcn system will support a.

ity of sais in exoeds of cutrent levels at &

(Rateh, Wol. XL, TR,

partionlsr filing, the Hoard of Trustees of

n an sffort to spur additidnal sales, chosén £G

1 ioad factors. {Reith, Vel. I, TH. 153}

flower’s proposed rate deslgn encourages building

so pff-geak and grovides litele. incentive to

$th, VOI. IX, TR, 138}

flower could not quantify what members would be
their consusption over thé test yesr level and
(#eith, Vol:. I, 78 137). Bowever, e putin
ht given the imelastic market In vsunﬂlp'w'e:;‘g
Lity change thst will result from the rate design
(Dumn Vol. 3%, TR. 200} R
Fecognizes that Sunflowsr's propesed rate design
hal. {Ford&, voi. I1I, TR. 193). Hovevér, staff
s question to be addrasged by the Conmisaion ie
e shoald be sllowed to gtamté paditionsl u'vii:_em
it extent. (Pord, Vol, IIE, TRe 194):
hiectives. of staff’'s rate: 'dés- ;

+ oEfecidy discountsd rates




eost, gas-filred tuibines 4 and _Sj%_.‘i_, from unaecessarily Bettg

ine zesuiting In incyessed fuel cists which wol

Prought on

liow dhrough tee ECA clause to the aistribution

sooprative
52, B4
trpditicnal
snergy and &
rate design 1
stagf's propd
47%, 608 and’
53,
sﬁnfzowar’s,.

doyever, the

rate pBhall D

base monthly.

period by <o

provizion in
the base

approaches th

base #nergy

Beenaric to 4

respectively.
B4

aiffers. pubsY

ra

Th

tatepayet.

aff proposed s rate design wiich contains the more

compotenta of a rate design. I contalins x demznd,

ustomer chabds.
n wig achefiion, warked as Babivit 200 Therein, age

M. Pord illustrabes the proposed

bish kariffs under esch scenario presented by staff;
1008 of Holesab in raté base.

itaff's edergy  charge 18 structured wimilar to
in that it contains = base/excdas provision.
ezcess rate is Gomputed Gifferently. The excess
b applied to any KWE prrchased éb_&'m £hé members
requirements for the torresponding month of ‘thé base
bperative, Addftionally, Hr. Ford has included =
bis rate design tO phass the excess ensrgy rate fnkg
te, as the

winter lond on Suuflower's system

e base losd conpacity of Holcomb Unit ¥o. L, The
charge ranges from 4,3654:, per Kb undeér the 4§7%
3344 per RWH under the 100% proposal. The excéss

energy’ chargs variss from 3.229¢ per KWE to 4.04 per KW

3
-

demand portiva of staff’s proposed rate desdgn
antially from that proposed by Sunflower. Sesff
s demsind chrge ranging from §17.8557 pes KW {4

§22.1263 per KW {100% propossl) to be ussessed




preceeding sammer period. Fer any % pucchased in Ehe winter
pericd above 0% of [the highest ;xincident demsind eatapiished by
deliyery point Gurihg the precesding suaner, an excess rate of
ope-t1ird vE Tha Bade demynd charge shall be aggessedy

55, graff's Thte desigs focnges priwsrily on impeoving he
apoual.  load fictoy of Sunfiowsr while promoting adsicionat
saies.  Accovdingly, staff’s demund rTate way  eatavlighed té
én‘co,ukr,a‘ga the cooperative 0 control  summer peak, Ehereby
perpitting the epoparative o schieve the exdess: winter demand
rate noze 'gu:iq&iy. {pord; Vol I1Ls i‘z‘z"ﬁ-’ 1‘206.1. Ffur%bé{é;{mbxé, ::t}_m
ées'ignq M\;tagn iroveasitds winter load By pricing @ any ussge
above test yeaf dedsl et a -discounted rate. sunflower, throug’h
jts eross-examipation of ¥r. Ford, implies that: a demasnd. charge
on the excess kilo'lzatt hours so¥d in the winter pericd have the
impact of postponipg or eiimipasing growth. Hawever, MI. Pord
justifies the wintps gemand charge stating that gudh & chatgs
recognizes the 1o that is placed oo the system and properly
prices that load. Eves though placing & demxnt charge of winter

usage is less ,promq[tionai than Sunfldwel’s cate design, Mr. Ford

peiieves his tate design is stidl groﬁotiml. (ord; vol, ITI,
TH, 222}

56, Hﬁ.-a.toricx.lly‘ sunflower's peak hes been. & three to four
hour peaks {Ford, vol, 111, TRs 217). Sunflower contends that
it does not make penss o Aigcourage pEak 10ad even though it
iném."’ﬁ' pons. _ﬁ,ighﬁf incrensntal copts £0T three ko four hours, if
in thi provess it pekes addivional off-pedk sales, Howeyere WTi
For gcon_tﬁnas Ahetlvith eEfective loné mwzsement, off-pask sakes




1oad iinder| Sudflower’s proposed wite design. (Ford, WVol, Iil,

winter SR B or. 218). | cunflower's tate destgn does not encourage load

shed by I B e as the only price signil provided is the if excess

rate of : ) B chavgs: Abate, tis Cosmission most esphasize the need £0 move
v : : i , awgﬁ* froq gromotional rates to a long-term consérvetion wode.

dng the . T E ‘. 57 . in the crosa-ezamination of Wr. Ford, it is noted that

Htdendl ‘ ‘ ' Sunflower fosld aveid firingeup B-4 and 8-5 by making éconcmy

sHed  to purchases gn an houvr-by~hour Basis. Héwever, Mr. Ford testified

thereby that econody purchases are uot firw, or relfable in that it can

demand botbe guafeitesd frod one hour to the deit that a purchase dan

e, the be mala, {Ford, TR Vel. IIE, #H. 22i).

y usage ‘ . 58, |ihe Counlssion ackuowiedges the participation as
through 8 o inzermansre the. distribution codperatives of sunfiower. - Gfs&t‘
i charge - B s . : ‘fi&in;j, . Ldne-Scott:, .Ho,r't‘hwe‘s{;‘, Forton-Decatury Pﬁcnaé;“ e‘:.nd‘
ave the FENER shestions prefiled written direct testiiony and: were subfect to

r. Ford oL . «ér,ws%;éxm‘ﬁmti;am Ht. Ramsey, counsel for Lame-Scott, also 'éf.e;dei
charge g o - <. a special gppearance fotr Herry A, Waits on be‘half af intervencs -

sroperly “ : - Vidtory Bipetric. All of the Hember coopératives expressed
wer S b . suppore fo Applicent’s revenue reguest. Additionally, with the

ir. Ford D : sxception ¢f Plonser Electric, the member cooperatives support

1, 1L, . acouicent's| proposed rate Asidgh, The iiembers generslly £4lt
= ' that & prombtional rafe was appropriate where there exists ercess.
to £our  capamity, Purthérmore; those member cooperstivés Which have 1oad

18a that managemest [in place sthted they would continne #he practice of

ongh it g ERne lond  mApagpment even though Applfcant's: rate design promotes.

surs, if pesk. {Gerskder, Vol. II, TR. 253, 254; Ginther,

sax, Mrs

312}, Mr. Ginther, manager for Northwest
j Oppolsd gE£EE'E rate e B

in tHe prnmer. 4




BT WHAGE DU WLMLAELY  Hdshdisy USweies

shati Tédain

53, Mr. Fozt, manzger for Pioneer Elactrie, testiffed that

Piomeér aupporks the rate Jesign proposed by staff, Hr. Holt
opposes the rafe design proposed by Bunflower primarily becsuge
1£ encourages Tandod load building without faking ints accoudt
suriflower’s pedk capucify. {Bolt Yol. II, TR. 335). ME, Hoit
also oppbses the fized S@dand charge es propoged by Sunflower

4% ré abeat 37 percent’ of Piotiesr's total
iholesale powerl cost and womls be detrinental if lasd declides.
{solt ¥sl. 11,0 T2. 335, 344). #r, Folt stated thar Ploneer
further opposed the ope-half cedt Qifferentisl in Sunflover's
axcoss endrgy chabge £or winter and summsr usage. Pioneer needs

to #ell kivke ehergy 4in the mer o imp Ltg Load

factor and the| higher wholesalé eXcess enérgy charga, in the

wiuld be terp xive to Plobner‘s objective. (Hal:
voi., IX, TR« 334}.
60.. The | quéstion ‘to e adArasssed {s o what extent
Sunfiower ‘shonld be allowsd to promote agdirional “wlu. It has
1ony been npd rivains the poﬂéy of tha Cqﬁhtim‘ o ensourige.
avapervation and the: wise use of the Stdte's reacsrceg. The
aifficulty the Ponmiusion has %o sdopelsy sunflowss's propossd
rate depign s that it disragards loed coptrol and promsten usage
st random withqut prudent 1Gbgw-term plamning fof respansible
epergy usa,
61.  Althoggh the Commiseion does not intend 4o abandon
conservation, i4 Yeoognizes that within the Sonflower systenm
thers currently |exists » significant mismatéh betwesn ospacity

and demapd, Por |éxample, Bunfiower's current sumélr pesk is ig,&{_a} 3
than the base loid wuuit; Holaomb. This underutiliyy

. Holcomb is pot apefficient mqans of.generation. Coos




red by
thsion
111 be
er KW
r~half

i Iépdbé:ﬁivi"vé,
‘theories and
< ppplicable;

garned makio

th margine

is addi ﬁiom

toceived From Off-systen. .égles.'s«hoﬂl'd' be t;"cmﬁinue'd;,.;

Btaff recomkandd Ehat vy inorémental margins Su

flower coliebts 2z a ¥esult of ad ipetease in original ewoods

energy rates

he uvsed £b offddt défurtal coste, Givew the finzn- .

cial covattibn of gunitower, the Commfasion findd that it fs

1mppzogrriaa,- to apply apy incremental mrgins énilecked from che.

negbgr coopY

tatives to offpet deterral costs and; sdck incremen—

tal mafgios skéil be uséd in the apa;‘a;i;iorx.af Busilosier,

85, sHaff testified ehar the fusl Timits'and albermative

fuel ratios

burrently being dsed in Sunflower’'s BCA tarifs do not

reflect curdent genstation mixz. séatt regprme‘:xdeéi that Sun-

flover's tatiff be changed to reflect current gensration @mix.

{Ford vol. ¥
to be reason
sLaff 4o wg

1imits and £

86.

cost of debl

[£, TR. 20) ‘The Commission finds such tarifs updates
Fble &né necessary., Further, the Commiszsion directs
rk with susnflower in aewloping appropriate fusl
ie1 ratios for Sunflover's ECA tariff,

XI, RATE OF RETURN »
Bunflower, & generation and transiission  (GETY
has zaro or Hear rere sguity. The return on equi Y :

the usual weighted cés!: OF: x:api.’tz:ti .mtoaéﬁ ‘az"’é‘: tio‘{:

t and the secondary standard a.? ‘inte_rest, gzaver;g*e .

ratios; Thip ratio is generally labeled TIER, OF "Times Interest

covered to 4

defined ass

". Thée TIER uged £o determine if inferest has: besn




Lruteur oo #

ey Beon the polivy 'of the Bunilover Boatd &%
I £or the Liwest veguiksd TYER doping, Lhe £43

b Hojoomb fndr. A CEER of 1.05 In the sl

ok Suntiower muat roquest uitler the tezms of

Bunflower's £l
actually earned
phiage~in perigd

68, staff
TYER of 1,08,
SuRfléwer to A
However,:it sho;

sunflower's £ind

of 1.05 48 reasd

694 SUREY
and-branémission
who 1in turn d
ratepayers. Th
burden of cost
investot—owned U
were unreasonabl

£ogks to be recd

ikibility,

between Sunflower, the REA and Trving Teuat

ugh A ‘fimes Intevest Eavnad Ratid of L.08 Iimite

Hr.
, 8 TIER of 1.05 would be adequate £o¥ the

bunn  testified that If it was

{Dunn Vol. II TR. 159}
rectninghds the Commismion grant the Applicaht &
Furthermore, staff believes it is ifiportant for

aintain & gero or .poaitive eguity position.

pld bé noted thet: the Commission is not beund by

n¢ing covenant, The Commission £inds that a T;Ex

nable and hereby adopts the Hame.
XIT. OUHER I8SUES

bwer, as a rural electri¢ coops

e generating

utility, ds made up of;?iéh

onslst of their members who are alsp  theiy
brefore, there are no stockholdérs to bear the
5 dmprudently incurred. in the <cdse of ai
tility the Commission can, if it £inds that costs
v or imprudently incurred, refuse &o allow those
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80. Further, Applicant argued thet the comt BE Biweowiog
ugesd to findnce gap plant tnvestment cirried an embeddsd gost of T aitbnsit
5% a# vpposed fo the §.48% utilized by Me. Armserong. With the e ST ‘ of §7, .
above adjustments, the|weighted cest of debt ie ddtevridped w be ‘ S
9.234% at a TIER of 1.9% or 9.696% at a TIER G 1,08. .' i herelin
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cost of CFC borrbwing s 10,125 percent.
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the appropriate embed:clad cost of borrowinge used to £inance the

gas plant is § perdent

Finally, the copmission £inds that Applicant's argiiments

are pe’rsu‘a{sive’ and  Fhat @taff's argument redatdldy éjqni;_?

contained in Scheduls ¥, Exhibit 15 is rjected.
TTIS, THEREFORE{ BY fHE COMHMISSION ORDERED AND ADIUDGED
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In the Matter of the|Application of

‘Bunflower Electric Cgoperative, Inc. for G
approval of the Corporation Commisaion to DOCKET NO.
make certain changes)in its charges for 143,069~
sale of electricity o its wmombar

cooperatives,

CONCIRRING CPINION
MICHAEL ml CHI\IW’!AN
"While T concur Jith the majority of the membars of the Camission in

the disposition of fhis case; I feel cowent is fecessary regarding ons

" aspect of the onder. _
‘The extlusicn qf costs assoclated with the KPSL/CIU. purchased’ power
Gontracts and the cohcamitant inclusion of 578 of the Holcomb No. I Unit
in the rate bass is h matter of concern For the: following: xaasonss

1. During thelperiod of time when rates establistied by this order

cain be expacted to remaln in effect, this action will {imposa’ highar
on Sunflower. customgrs than. would a. decisfon authorizing pmnt of die
. otntacts and placing 53% of the Holcob Unit in rate bass, &8 ini iy
st . R

d 1, 1985, thirough May 31, ‘1986




2. The techrd i5 essentially devold of suppert for the conglusdon
that: Sunflowsr's| decisions to enter into the contracts and v refrain

fran canesling until 1982 were ,i.mpmdént,} To the coneracy, the
tontracts themselves received Covmission’ réview and spproval in 1980,
(Docket No, 123,813-) Moreover, my colleagues liy claim to granter
prescience than § in their certainty that Bubflower should reasonshbly
have known in eqrly 1981 that the Holcomb Unit weald pe commrcially
operational in September 1983 and that the plaht’s subsequent parfommarice
whon coupled with lack of Gemand growthi on the Sunflower system would
have<:.ésx§ehtially: obviated: the need for f£im power from the KPaL/CIU
éontracts in 1985

3. while ths Comission technically has neither abrogated -the
contracts, samething which legally it could net do in this proceeding,
nor advishd Sunflbwer to cease makifg pryments: in acfordince With, the
contractual ‘terms, the onder, however uninténtionally, appears o
santction a course of conduct by Sunflower that can onlyy be expected to
restlt in litigation among the three jurisdictional utilities who are
parties to these contracts.

4, In racent] months, both KPEL and €I9 filed rabe stability ‘plans
o 1 lby the Camission, Fhat &ffect the potentisl less: of
|may have on the respective rate stabflity plansiof




The oourk

in Ransds Gus and Electric’ v, State Corporation Comisndon,
216 Kan. §70, 544 £,2d 1395 {1976}, seesy to &vdgest that the used and
vgeful test epplies to rate base items,

", . oIklhe duty and authority of the: Covmlagion. i to ascertain
i Saronsble value of all property of tha wtility wsed: or
reguited to bg used..ut "Ifltisusedorrequimdtobe

¥, | ‘the total reastnable value' of tha property must be
ded in the: rate base...” 14, at 674.

$lar indication appears in thé éarlier case of 'Southwestern
Bell Tel, d

0. v, State Corporation Commission, 192 Ran, 39, 386 P24 515
(1963). THare the court first states:

¥1n alsericusly contested rate -dinvestigation there must be ‘a
detepr%inatmn of {1) & rate base;. (2) a falr rate of return,
and (3) reasonable gperating expanse,” Id. at 46,

heer explains:

.spute over the rate base, patticularly t.he ﬁonmla by
‘¢hil

privherty of: any. common ¢ t
cwarned by the pmvis:om ] ;
: 88 rtaimenb of‘suich
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COMMONWEALTH OF XENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:

BIG RIVERS ELECTRIC CORPORATION'S )
NOTICE OF CHANGES IN RATES AND }
TARIFFS FOR WHOLESALE ELECTRIC y CASE NO. 9613
SERVICE AND OF A FINANCIAL WORKOUT PLAN )

O R D E R

PREFACE

On August 7, 1986, Big Rivers Electric Corporation ("Big
Rivers") filed an application with the Commission requesting
authority to 1increase its rates for wholesale electric service
rendered on and after September 6, 1986, based on a restructuring
of its debts. The application states that the proposed rates
would increase Big Rivers' annual revenues by approximately $7.5
million, an increase of 3.58 percent over normalized revenues.

*% The Commission suspended the proposed rates until February 6,
1987, 1in order to conduct an investigation and hold public
hearings on the reasonableness .of .the proposed rates. By
agreement of the parties, in response to the Commission's regquest,

the suspension period was extended to March 17, 1987. Motions for

full ‘intervention were filed by the Utility and Rate Intervention

~ Division of -the Office of the Attorney General ("Attorney

General"), National Southwire Aluminum Company ({"NSA"), Alcah

Aluminum Corporation ("Alcan"), Utility Rate Cutters of Kentucky

("URCK"), Hancock County, Kentucky, City of Hawesville, Kentucky,



Ll ]

9

.
of

Willamette Industries, Inc. {("Willamette"), Commonwealth Aluminum
Corporation ({("Commonwealth"), and Alumax Aluminum Corporation
{"Alumax"). Firestone Steel Products Company ("Firestone") moved

for limited intervenor status. All motions to intervene were

granted by the Commission.

Public hearings were held at the Commission's offices in
Frankfort, Kentucky, commencing on December 2, 1886, and
concluding on December 18, 1986. During the public comment
portion of the hearing, statements were presented by Honorable
Danny Boling, Hancock County Judge Executive, Thomas McCord,
International Representative of Aluminum, Glass and Brick Workers
International Union, Vicki Basham, Superintendent of Hancock
County Schools, and Honorable Josephine Hagin, Mayor of Lewisport,
Kentucky. Statements were alsc presented by counsel for Hancock
County and Firestone. The parties sponsored testimony at the

hearing by the following witnesses:

Big Rivers William H. Thorpe - General Manager
Paul A. Schmitz - Vice General Manager, Finance
Joe Craig - Fuels Maﬁager
Ron Johnson - Vice General Manager, Corporate
Services and Labor Relations
Joseph Dolezal ~ Vice General Manager, Energy
.- Supply
Frederick L. McCoy - Ernst and Whinney
Utility Group
Herbert Vander Veen - Ernst and Whinney
Utility Group
Herbert F. Jacobs - Vice President, Manufacturers
s : Hanover Trust Co.



NSA

Alcan

NSA & Alcan

Thomas B. Heath - Assistant to Deputy
Administrator, Rural Electri-
fication Administration

Phillip B. Layfield - Ernst and Whinney

Paul H. Raab ~ Ernst and Whinney

Bernard L. Uffelman - Peat, Marwick, Mitchell

and Company
Douglas P. Sumner - Peat, Marwick, Mitchell
and Company
Robert F. McCullough - Manager of Regulatory
Finance at Portland General
Electric
John D. Hightower, Jr. - Southern Engineering Co.
Bernard J. Duroc-Danner - Arthur D. Little, Inc.

Howard W. Pifer, III - Putnam, Hayes & Bartlett, Inc.
Joseph S. Graves - Putnam, Hayes & Bartlett, Inc.
Allan J. Schultz - Casazza, Schultz & Associates
Roger M. Whelan - Verner, Hiipfert, Bernhard,
McPherson and Hand
Robert P. Matusiak - Director of Planning and
Analysig, Natiocnal
Intergroup, Inc.
Kenneth T. Wise - Putnam, Hayes & Bartlett, Inc.

Paul D. Belanger - Manager, Alcan Sebree Plant

Maurice Brubaker - Drazen-Brubaker Associates, Inc.

Christian K. Albrecht - Drazen-Brubaker Associates,
" ‘Inc.

H. Clyde Allen - Drazen-Brubaker Associates, Inc.

James A. Ross - Drazen-Brubaker Associates, Inc.

Stewart R. Spector - President, The Spector

Report, Inc.

i

Sam F. Rhodés -~ Touche Ross & Co.
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Attorney General Randall J. Falkenberg - Kennedy and Associates
Lane Kollen - Kennedy and Associates

Alumax and Charles F. pPhillips, Jr. - Professor at
Commonwealth Washington and Lee University
Alumax Clyde M. Griggs - Manager, Alumax

Hawesville Rolling Mill
URCK David H. Kinloch - Consultant

Initial briefs were filed on January 21, 1987, and reply briefs on
February 2, 1987. The Commission incorporated by reference and
made an part of the record in this case Big Rivers' past two rate
applications, Case No. 90061 and 9163,2 and the D. B. Wilson
Generating Station certificate proceeding, Case No. 75%57.°

Big Rivers is a non-profit cooperative corporation engaged in

the generation, transmission and sale of electricity, through four

Case No. 9006, Big Rivers Electric Corporation's: (1) Notice
of Change In 1Its Rates And Fuel Adjustment Clause Base For
Electricity Sold To Member Cooperatives, and (2) Application
For Authority To Issue Notes Or Other Evidences Of
Indebtedness, and (3) Application For Approval Of Sale And
Leaseback Of 1Its D.B. Wilson Station Generating Unit 1 And
Associated Facilities.

Case No. 9163, ing Rivers Electric Corporation's Notice Of

Change In Its Rates For Electricity Sold To Member
Cooperatives, .

Case No. 7557, Application Of Big Rivers Electric Corporation
For: (1) A Certificate Of Convenience And Necessity Under KRS
278.20 And 807 KAR 1:010, Section 7 And 8 To Construct And
Operate The  Pollowing FPacilities: (a) Two Additional
Generating Units, Each Having A Net Rated Capability of 395 Mw
To Be Known As The "D.,B. Wilson Generating Station" And To Be
Located 1In Ohio County, Kentucky. (b} Any And All Appurtenant
. (Footnote continued)
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distribution cooperatives, to approximately 75,000 customers in 22
counties in Western Kentucky. Big Rivers derives approximately 70
percent of its member revenues from two industrial customers, NSA
and Alcan, both engaged in the smelting of aluminum.?

BACKGROUND OF D. B. WILSON GENERATING STATION

Big Rivers' 1977 Power Requirements Study indicated that
rural load would continue to increase at 9.97 percent through 1991
and industrial lcad would increase by 167 megawatts {MW) over the
1976 level of 665 MW. Total demand on the system was expected to
be 1509 MW by 1986 and 1832 MW by 1991. With the two generating
units at the Green Generating Station scheduled to be in service
in 1979 and 1981, respectively, total plant capacity would be 1235
MW. This study predicted capacity shortages of 274 MW in 1986 and
597 MW in 1991 excluding any reserve capacity needed to maintain
system reliability.s

In February 1978, Southern Engineering Company was employed
by Big Rivers to determine its capacity needs and make expansion

recommendations. The study was completed in 1979 and Southern

3(continued)
And Related Equipment And Facilities, (2) A Certificate Of
Environmental Compatibility Under KRS 278.025 For The
Facilities Described In Paragraph (1) Hereof. (3) Authority To
Baorrow From The United States Of America, Through The Rural
Electrification Administration {REA), Or The Federal Financing
Bank Or The Eligible Lender The Sum Of $928,754,200 To Be Used

For The Construction Of The Facilities As Further Described In
The Application And Record.

$82,654,460 from NSA plus $60,908,446 from Alcan divided by
$208,296,183, total member revenue, ‘Exhibit 4, page 2.

Big Rivers' Response~t6’NSA's Second Request for Information,
Item 264, pages 2-3.

LAY
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recommended that two 395 MW steam electric generating units be
added to the system, one in 1984 and the other in 1986.% In June
1978, prior to completion of the study, Big Rivers requested a
proposal from Burns and Roe to design a generating unit of
approximately 350 MW to be scheduled for commercial operation in
1984. In December 1978, Big Rivers entered into a contract with
Burns and Roe to design a 440 MW gross, 395 MW net, output rated
unit. In May 1579, Big Rivers contracted with Westinghouse to
purchase a turbine generator. The contracg with Westinghouse gave
Big Rivers 6 months to cancel before incurring any large
cancellation penalties. Big Rivers stated that this provision was
necessary to allow it adequate time to complete loan studies and
make any necessary changes in the unit rating.7
On June 17, 1980, the Commission entered its Order in Case
No. 7557, granting Big Rivers a Certificate of Public Convenience
and Necessity to construct Wilson units 1 and 2. Shortly
thereafter, Big Rivers began another comprehensive load forecast,
th;w 1980 Power Requirements Study, which was completed in March
1981. The new forecast showed that load growth would increase at
an annual rate of 3 perceﬁt, not the 9.97 percent predicted in the
1977 Power Requirements ’Study.a Based on the results of this

-

forecast Big Rivers' Board of Directors voted to suspend the

6  1bid., page 4.
Thorpe Rebuttal Testimony, Volume I,.pages 15-18.

Big Rivers' Response to-NSA's Second Request for Information,
Item 264, pages 6-7. " "

oy
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construction of the Wilson Unit No. 2 in April 1981, and
ultimately cancelled it. Big Rivers subsequently decided to
continue construction of Wilson Unit No. 1 ({"Wilson") based on the
potential increase in loads due primarily to the addition of a
fourth potline by ARCO [predecessor of Alcan) and, an analysis
indicating that the cost to delay commercial operation was
approximately $90 million per year.9

During 1982-83 aluminum prices took an unexpectedly deep and
prolonged drop which led both aluminum smelters to shut down one
of their potlines. The record reflects that during this pericd
Big Rivers' Board of Directors and Rural Electrification
Administration ("REA") representatives were regularly advised of
Wilson's construction progress.l0 By late 1983, aluminum pfices
rebounded and the smelters‘ load returned to normal.

In an attempt to reduce the rate impact from Wilson, Big
Rivers' attempted to execute a sale/leaseback (leveraged lease) of
tgggWilson Plant in 1984. The sale/leaseback arrangement with the
General Electric Credit Corporation would purportedly have
resulted in savings of approximately $700 nmillion over a 35-year
period. The savings were to be attributable to provisions of the
Internal Revenue Codg which would have allowed the purchaser of
the property to shafe tax benefits with Big Rivers resulting from

accelerated depreciaticn, energy credits, and investment tax

9  1nid., Item 264, page 7.

10 1pid., page 9, and Rural Electrification Administration Field

Activities Report of Mike Norman to Vincent Kaminski, dated
October 39, 1982. ‘
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credits. Under this arrangement, Big Rivers' effective interest
cost would have been lowered from an estimated 11.5 percent to 7.9
percent.ll This was expected to save ratepayers $700 million over
the plant's life.l2 Howeve}, Big Rivers was unable to resolve a
number of major points and the sale/leaseback was abandoned.
In April 1984, Big Rivers filed a rate application, Case No.
9006, reguesting additional revenue of $48 million under the
scenario of a sale/leaseback for Wilson or, alternatively, $57.6
million without a sale/leaseback. Due to Big Rivers' financial
inability to consummate the sale/leaseback and strong opposition
to the rate increase voiced by NSA ana Alcan, the application was
voluntarily withdrawn.13 Aluminum prices again sharply declined
in 1984 and Big Rivers took the position that higher rates could
result in the shutdown of the smelters.l?
In November, 1984, Big Rivers filed another rate application,
Case No. 9163, requesting a $16.7 million increase in rates. Big
Rivers did not seek to recover any of the costs associated with
Wilson except those related to two high voltage transmission lines
tying Wilson into Big Rivers' system.ls Mr. Thorpe testified that

the Wilson costs were excluded in that case because Big Rivers

11 case No. 9006, Big Rivers' Application.

12 Big Rivers' Response to NSA's Second Request for Information,
Item 264, page 9-10.

13 case No. 9163, Order issued May 6,”1985, page 3.

14 Big Rivers' Response to NSA's Second Request for Information,
Item 264, page 10. ol

15

Case No. 9163, Order issued May 6, 1985, page 1.



i 4

recognized that: (1)} no economically viable solution had been
reached to solve its financial problems; and (2) NSA and Alcan
might go out of business if their rates increased.l® ‘

In November 1984, REA refused to advance any additional
committed loan funds to Big Rivers. According to Big Rivers this
rendered the utility incapable of using loan funds to pay the
contractors for work completed at the Wilson Plant. Big Rivers
subseguently filed suit against REA to release the committed loan
17

funds. In order to complete construction of Wilson, Big Rivers

used internally generated funds and suspended its loan payments to
REA. Big Rivers contended that having an income-producing asset
was preferable to abandoning that asset and writing off
approximately $700 million.18

On January 3, 1985, REA notified Big Rivers that it was in
default on loan payments as of November 23, 1984, and asked for
full payment of indebtedness of approximately $1.1 billion.19 On
January 18, 1985, the Justice Department, acting on REA's behalf,
filed a foreclosure action against Big Rivers in the U.S. District

Court, Western District of Kentucky.20

16 Thorpe Direct Prepared Testimony, pages 6-7.

17 Big Rivers v. Harold Hunter, Administrator of the Rural
Electrification Administration, Civil Action No. 84-0317-0(J),
U.S. District Court (W.D. KY.)

18 Big Rivers' Response to NSA's Second Request for Information,
Item 264, pages 12—13.f'

19

Ibid., page 13.

20 United States of America v. Big Rivers Electric Corporation,

Civil Action No. C85-0012-0(J), U.S. District Court (W.D.KY.).
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By Order entered May 6, 1985, the Commission denied Big

Rivers' proposed rate increase, recognized that a financially
viable scolution for Wilson costs would need to be developed, and
directed Big Rivers to negotiate with NSA and Alcan to develop
flexible power rates that would reflect the market price of
aiuminum.

In early August, 1986, Big Rivers negotiated a Debt
Restructuring Agreement (workout plan) with its creditors in an
attempt to solve its financial problems and resolve the pending

litigation with REA. 21

REVENUE INCREASE

Big Rivers' rate application states that the proposed rates
will increase annual revenues by $7,452,524 or 3.58 percent based
on a 1985 test year.22 In calculating this revenue increase,
however, Big Rivers offset the proposed increase by a $15,462,514
reduction in 1its fuel expense.23 This significant reduction in
fuel expense was achieved in 1986 by renegotiating existing coal
contracts and executing new, lower cost coal contracts. While Big
Rivers should be commended for taking the initiative to reduce its
largest operating expense, the Commission is concerned that Big

Rivers' rate application does not accurately reflect the magnitude

21 pjg Rivers' Response to NSA's Second Request for Information,
Item 264, page 15.

22 Application, Exhibit 4, page 1. <
23 The $15,462,514 consists of a $12,635,946 reduction in Fuel
Adjustment Clause expense and a $2,826,568 reduction in base

fuel revenue. See Application, Exhibit 5, page 1, Pro Forma
Adjustments. ‘
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of the proposed rate increase. All of these savings From
reductions in coal costs are required to be flowed back to the
ratepayers through the prior reduction of base rates under fuel
adjustment clause regulation, 807 KAR 5:056. The ratepayers have
and will continue to benefit from these reduced fuel expenses
independently of this rate case. 24 Consequently, the offsetting
of a proposed increase 1in rates by a required decrease in fuel
revenue is misleading and impermissible. Once the fuel revenue is
disregarded, as it must be, Big Rivers”rate application actually
seeks a $22,915,038 or 11 percent annual revenue increase.?3
Further, the workout plan requires additional rate increases in

1989 and 1991.26

NSA COMPLAINT

On October 2, 1985, NSA filed a formal complaint against Big
Rivers, Case No. 9437, National-Southwire Aluminum Company v. Big
Rivers, requesting a reduction in the rates that had been approved
by the Commission on May 6, 1985, in Case No. 9163.

The complaint states two grounds.in support of reduced rates:
(1) revenues from a 54 megawatt off-system sale to the Municipal
Energy Agency of Mississippi ("MEAM"}, which had been excluded for
rate-making purposes in Case No. 9163 and attributed to the Wilson

Plant,. should now be considered for rate-making purposes because

24 Hearing Transcript, Volume II, pages 33-34.

25 g¢7,452,524 plus $15,462,514 divided by 1985 actual revenues of
$208,296,183 as shown on,application, Exhibit 4, page 2.

26 o

Big Rivers' Response to NSA's Second Request for Information,
Item 281, page §. :
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Big Rivers has the generating capacity to accommodate that sale;
and {2) Big Rivers' fallure to reduce its per-ton cost of coal by
either renegotiating existing contracts or £iling bankruptcy to
void the contracts. NSA reguested that any rate reduction granted
be first applied to reduce NSA‘s rate from approximately 28 mills
to 22 mills due to: (1) its need for a 22 mill rate to insure iés
continued financial wviablility: (2) 1its prior subsidization of
Alcan and its predecessors resulting from Big Rivers' 1981 rate
increases to include the costs of the Green 2 generating unit
constructed to serve Alcan's predecessors; and (3) the willingness
of NSA's corporate parents to guarantee performance by NSA of its
long term power supply contract.
NSA subsequently amended its complaint to allege that while
Big Rivers has been collecting rates that were designed to recover
the debt service requirement for its system excluding Wilson,
little if - any debt service payment has been made. An
in:gstigation was sought into the "diversion of revenues intended
fcg debt service to other undiéclosed purposes...."27 A Second
Amended Complaint was filed by NSA té delete its regquest for a 22
mill preferential rate ;ﬁd seek reduced rates for all customers.
After a period of extensive discovery and the filing of prepared
testimony, MNSA's co&plaint was consolidated with Big Rivers' rate
application by Commission Order entered August 14, 1986. The
consolidation was ©pursuant to a motion by Big Rivers Eiled on

August 7, 1986, in Case No. 9437.

27 wsa Amended Complaint, page 5.
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NSA MOTIONS TO DISMISS

NSA filed a motion and a supplement thereto to dismiss Big
Rivers' rate application on multiple grounds attacking the merits
of the workout plan. Big Rivers opposed NSA's motions and stated
that the 1issues were more appropriate for resolution in the rate
case hearing.

By Order entered September 16, 19586, the Commission held the
motions in abeyance, finding that they raised substantial issues
of fact not readily determinable prior to' the scheduled
evidentiary hearing. Based on the Commission's findings on the
workout plan, set forth in detail below, NSA's motions are
rendered moot and should be denied.

COMMISSION CONCERNS

This case presents scome of the most difficult and momentous
issues ever considered by this Commission. Despite all parties’
appeal to traditional rate-making principles, this is clearly no
ordipary rate case. The repercussions of our decision on the
ec;ZEmic life of Western Kentucky have weighed heavily in our

-

deliberations in this case.

The uneven load di;ttibution of the Big Rivers system is an
inescapable fact that is deeply disturbing to us. Nearly seventy
percent of Big Riiéfs' member revenues comes from two aluminum
smelters:  NSA and Alcan. This overwhelming dependence on two
huge customers creates a tremendous risk for the utility. If the
aluminum industry goes sour, the result for Big Rivers and its
75,000 customers will be catastrophic. hﬁen the aluminum industry

entered a deep recession beginning in 1983, Big Rivers found

DR
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itself 1in a nightmarish position. To add to its misery, the
utility's remaining load growth had leveled off, the prospect of a
synthetic fuels industry had evaporated, and the $900 million
Wilson Unit No. 1 was nearly completed. Big Rivers was paying the
price for being basically a one~industry utility.

The Commission's awarehess of this problem was an important
element in establishing our statewide planning docket.%8 1n that
docket we are examining, among other things, the long-term
prospects of sharing capacity among the state's electric
utilities, rather than permitting utilities to continue the
traditional practice of adding new capacity based primarily on
forecasts of their internal loads. That docket offers hope that
Big Rivers' one-industry problem can be mitigated in the long run.

In the near term, if Big Rivers, its creditors, and customers
can agree on a plan to stabilize the utility, it is incumbent on
both the public and private sectors to immediately begin seeking
new industries to locate in Big Rivers' territory and encouraging
existing employers to expand. This is an important first step in
the long and difficult process of diversifying the utility's load.
But in ithe current climate, this step is difficult if not
impossible. It is to this climate of uncertainty that we now
turn.' )

The financial condition of the aluminum smelters is a matter

of controversy in this case. Of significant importance is the

Administrative Case No. 308, An Inquiry Into Kentucky's

Present And Future Electric Needs And The Alternatives For
Meeting Those Needs.

14
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issue raised by Big Rivers that its proposed rates are competitive
rates for aluminum smelters. The Commission ruled at the hearing
that it would not consider evidence on the costs and profitability
of particular smelters, although it would consider evidence on the
economic conditions of the aluminum industry in general.29 We
find it difficult to evaluate the arguments and counter-arguments
on this issue. An aluminum company is in a vastly different
position than a regulated utility. There is no monopoly franchise
and no obligation to serve. Even a relatively profitable plant
can be cloéed if 1its owner decides that other considerations
ocutweigh its continued operation. One such consideration is
uncertainty about the cost of its major raw material:
electricity.

It 1is important to note four points that have emerged from
the thousands of pages of testimony in this proceeding:

e The aluminum industry has made a major investment in
Western Kentucky and would like that investment to succeed.

® If the wuncertainty can be lifted from the Big Rivers
system and some reasonable compromi;e'reached among all parties,
then there is still hope tﬁat the aluminum industry will decide to
stay, and perhaps even grow.

e If the aluminum industry leaves, the chances of the Big

Rivers' «creditors ever recouping their investment dramatically

decline.

4

23 Hearing Transcript, Volume I, page 116.
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d Wilson is not a half-finished nuclear station. It is a

revenue-producing, state-of-the-art coal-fired unit that may be
capable in the long run of producing enough revenue as part of the
Big Rivers system to repay a substantial portion or possibly all

of the creditors' investment.

COMMISSION CONCLUSIONS

With this as background, the Commission has reached the

following conclusions:

The overriding issue in this case is the workout(plan, not a
proposed rate increase. The workout plan as it now stands is
filled with unrealistic assumptions and unspecified targets. The
Commission is disappointed with the bargaining position taken by
Big Rivers in the negotiations with its creditors. After meeting
with the REA and being advised that the REA's policy was no
bailouts under any circumstances,30 Big Rivers attempted to
negotiate a workout plan to insure the repayment to REA and the
banks of all outstanding prinecipal and interest. The workout plan
was thus achieved by merely deferring present f£inancial
obligations to future periods and Ehereby committing Big Rivers'
ratepayers to two projeéfed rate increases, in 1989 and 1981, and
an indeterminable number Qhereafter.

Rather than pid&ide a workable solution, the plan would
intensify the climate of wuncertainty. The result would very
likely be a severe erosion in the economic base -- including the

aluminum industry -- that supports the Big Rivers sgystem. This

30 Hearing Transcript, Volume I, page 148,
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would be a disastrous result not only £or Big Rivers and its
customers, but also for its creditors.

Since our approval of this rate increase would trigger the
ocperation of the workout plan, we reject the rate increase as
unreascnable. We will not be drawn inch by inch into approving so
important a workout plan. 1In reviewing any future workout plan,
we will 1likewise wvigorously assert our statutory right and
responsibility to examine and approve the complete proposal,
including all assumptions and supporting data. 1In so doing, the
Commission will seek to insure that the interests of all parties
are balanced and that the interests of all classes of Big Rivers'
ratepayers are preserved. There 1is a heavy burden of
responsibility on the primary negotiators of the workout plan to
incorporate those interests in a workable solution.

We are today on our own motion establishing an investigation
into the reasonableness of the rates of Big Rivers. In this case
we are ordering Big Rivers to conduct over the next four months a
series of negotiations aimed at reaching an acceptable solution to
this problem. First, Big Rivers will seek to negotiate a revised
workout plan with its cred;tors similar to the one approved by the
REA in the Sunflower Electric Cooperative case. Next, Big Rivers
will begin meeting with the aluminum companies to negotiate a
flexible rate plan that recognizes both the cyclical nature of the
aluminum industry and the needs of the utility. The Commission is
interested 1in the results of these negqtiations even if agreement

can be reached with only one alumiﬂﬁm company. Finally, Big

Rivers is to meet with the Attorney’General and other interested

P
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parties to explain the negotiations and discuss how the interests
of the rnonraluminum customers are being protected. We strongly
urge all participants to enter these discussions promptly and in a
spirit of good faith. If the participants deem it helpful, the
Commission will offer its assistance in facilitating the
discussions. We would hope that one outcome of these negotiations
would be the settlement of all pending civil litigation.

If the participants cannot agree on an acceptable workout
plan and associated £flexible rate plan in the next four months,
the Commission will move quickly thereafter to set just and
reasonable rates for Big Rivers. The evidentiary record on which
these rates will be set will include the record in this case,
which will be incorporated by reference into Case No. 9885, An
Investigation Of Big Rivers Electric Corporation's Rates For
Wholesale Electric Service.

We do not accept NSA's contention that Big Rivers' customers
are entitled to a rate decrease because the utility has commingled
assets of the existing system and the Wilson system. 1In this
case, we decline to cut the Big Rivers system in two. The
Commission finds that the’expenditure of funds to complete Wilson
was in the discretion of Big Rivers' management. Therefore, that
aspect of NSA's coméiaint is denied. The issue of the allocation
of off-system sales remains before the Commission in its
investigation of Big Rivers' rates. In the further negotiations,
all the participants should focus on'the potential cash flow of
the entire Big Rivers system under a reéised workout plan and how

that will affect the fairness of rates to Big Rivers' customers.

18
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We emphatically reject the claim of REA, the banks, and Big
Rivers that the members of the cooperative ultimately bear the
total risk and responsibility £for the wutility's debts. The
distribution cooperatives and their members do not stand in the
same position as shareholders of an investor-owned company. The
REA, with 1its oversight and monitoring responsibility, bears a
substantial amount of the risk associated with Big Rivers'
actions. The creditor banks are compensated for the risks they
take. Cooperative members must shoulder a portion of the risk,
too, since they have a say in the affairs of the utility. Nor are
the aluminum companies exempt from responsibility. Until the
downturn of recent years, these companies or their predecessors
were in frequent contact with Big Rivers' management. Rather than
allocate the risk among all parties now, we have chosen to give
the participants an opportunity to discuss the allocation among
themselves as a revised workout plan is negotiated.

ISSUES

By

Commission Jurisdiction Over Workout Plan

Big Rivers has not sought cOmmi;sion approval of the workout
plan itself. Approval is being sought only for the proposed rates
which are based on the workout plan. However, the workout plan
will directly impaét Big Rivers' financial stability. Since the
proposed rates will produce revenues léss than Big Rivers' full
cost of service, they can only be found to meet the statutory
criteria of fair, just, and reasonable if the workout plan itself
is economically feasible _9nd teasonégle. Consequently, the

Commiggsion cannot accede to Big Rivers' request that the proposed

RS
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rates be reviewed in a vacuum. The Commission concludes that Big
Rivers and its creditors expect that an Order approving the
proposed rates and activating the workout plan will equitably bind
the Commission to all the plan's provisions., It is for these
reasons that the Commission is compelled to review the economic
feasibility of the workout plan at this time.

Workout Plan

Big Rivers, in an effort to resolve its financial problems,
has negotiated a workout plan with its creditors. The plan, as
filed on Augqust 13, 1986, has four key elements:

1. vDebt deferral.

2. Interest rate reduction.

3. Additional funds loaned by the banks to reduce high
interest government debt.

4. Settlement of REA's foreclosure suit against Big

Rivers.31

The workout plan is conditioned upon Big Rivers' submission

of this rate case requesting autyority to increase capacity
charges to §$7.50 per KW, to modify billing demand to provide for a
peak demand ratchet, to restructure itg debt as provided in the
plan, and to limi;,ﬂannual capital expenditures to specified
levels.3? Additionally, the plan provides that if the Commission

approves the rate proposal as submitted, the REA and the banks

e
¥

31 gchmitz Direct Prepared. Testimony, page 4.

32 Big Rivers Debt Restructuring, July 21, 1986, Section A,
(Revised July 29, 1986.) :
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will attempt to agree on future financial and other relevant
targets which Big Rivers must attain.33

After an affirmative decision by the Commission with respect
to the rate case and an agreement by the creditors on the targets,
the workout plan further provides that thé REA will withdraw its
foreclosure action. In addition, the interest rate on Big Rivers'
arrearage to the federal government ("government arrearage") will
be reduced to 8 percent from a composite rate of 10.33 percent and
additional debt restructuring will occur.34 Further, the banks
will loan Big Rivers $24 million.3?

As a result of the additional debt restructuring, Big éivers
will begin paying the accrued as well as current interest on
interest drawings, purchase price drawings and principal drawings
associated with pollution control bonds.36 cash flow in excess of
the amount necessary to pay operating expenses and the obligations

to the banks will be used to pay interest and principal on, first,

arrearage debt. If cash flow is insufficient, REA will advance
Big Rivers sufficient funds ("shortfall debt") to service the FFB
debt, The shortfall debt will accrue interest at rates matching

the FFB obligaticns and will have various maturities. The

33 1bid., Section C.

34 Big Rivers' Response to NSA's Second Request for Information,
Item 96, page 1. i,

35

Schmitz Direct Prepared Testimony, pages 6-7.

36 1nidg., page. 7.

21



N

government arrearage debt will convert to 30-year, 8 percent
mortgage debt when cash flow is sufficient.37 The amount due on
pellution control bonds will be amortized following payment of the
government arrearage debt and the unsécured arrearages.38
Finally, neither the REA nor the banks will be obligated to
proceed if Big Rivers does not meet its targets, if an affirmative
rate decision is not sustained or is unfavorably modified, 39 or if
the Commission does not approve the rate case as submitted.40
According to Big Rivers,

The central idea behind the restructuring plan is
that all of Big Rivers' cash flow beyond that needed for
operating expenses and minimal capital improvements will
be used to service Big Rivers' debt. In return, the
creditors will defer sufficient debt to enable Big
Rivers to add the D.B. Wilson plant to its system
without causing "rate shock" to its customers and
without increasing rates to the aluminum smelters over
1985 levels., 1In addition, should Big Rivers not achieve
its sales targets and consequently be unable to fully
meet payments scheduled in the debt restructuriig plan,
the creditors will further defer those amounts.

Big Rivers stated in its application that the proposed rates

are the initial step in the workout plan. Mr. Thorpe stated that

the proposed rates are below the full cost-of-service?? and Mr.

Schmitz stated that without the workout plan demand rates would be

37 Big Rivers Debt Restructuring, Sect;on D{6).

38 1nid., Section D{7).
39 Ibid., Section D(9).
40 1nigd., Section C.

41l gchmitz Direct Prepared Testimony, page 8.

42 Thorpe Direct Prepared Testimony, page 12.
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$10.75 rather than the proposed $7.50 to meet the cost-of-
service,43 Mr. Jacobs of Manufacturers Hanover and Mr. Heath of
the REA submitted rebuttal testimony and presented oral testimony
at the public hearing on behalf of Big Rivers in support of the
workout plan.

It is the position of the intervenors that the workout plan
is neither a long-range solution to Big Rivers' financial problems
nor in the best interests of Big Rivers' consumers. The issues
arising from the plan with which the intervenors take exception
are:

1. Future financial targets,

2. Off-system sales levels,

3. Future rate increases.

4. Allocation of risk.

Future Financial Targets

Both NSA and Alcan maintain that the workout plan lacks

specificity in that the plan provides that Big Rivers must attain

o=

an
i

financial targets to be determined by the creditors after a
favorable Commission decision on éhe rate case as submitted.%?
Upon cross-éxamination,‘_ui. Thorpe testified that he had no idea
whether any targets were being discussed, that he thought all the
targets were includéd in the plan, and that he was unaware of

other targets.45

43 gchmitz Direct Prepared Testimony, page 9.
44 pjg Rivers Debt Restructuring, Section C.

45 BHearing Transcript, Volume I, page:191.
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—reédsonableness of the  plamn.

With respect to the targets, Mr. Jacobs testified that
measures of cash flow and the level of off-system sales were items

to be considered, but the most important consideration was cash

Flow.4% Mr. Heath testified that the concept of targets was

included in the workout plan as an attempt to assure its long-term

viability, recognizing that there will be changes in the future,

such as the level of sales.47

In summary, Big Rivers and the creditors maintain that the

plan recognizes the need for flexibility. The intervenors,

however, maintain that since the creditors will not be obligated

to proceed if Big Rivers fails to attain the unspecified targets,
the workout plan lacks information sufficient for evaluation.

Off-System Sales and Future Rate Increases

In addition to future targets, the intervenors challenged the

feasibility of the workout plan based upon the financial

projections submitted by Big Rivers as support for the

Those projections are contained in

Item No. 281, Big Rivers' response to NSA's Second Infermation

Request.

Sam F. Rhodes, testifying at the public hearing on behalf of
NSA and Alcan, enumerated the key assumptions incorporated in Item
No. 281 and described them as extremely optimistic.48 According

to the intervenors, the elements of Item No. 281 which render the

46  7pid., Volume IX, page 119. h
47 1pid., Volume VIII, page 159.
48

Ikid., Volume VII, page 133.
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workout plan questiconable are the amount of off-system sales and
future revenue increases.

The amount of off-system sales incorporated in the workout
plan includes continuing firm sales to MEAM and future firm sales
of 200 MW to unspecified parties. Mr. Rhodes testified that,
based on - historical results, it is not reasonable to assume thét
Big Rivers can achieve the forecasted level of off-system sales.49
In 1988 and 1991, Big Riyers has projected off-system sales of
4,947,085 MWH and 4,919,141 MwH,>0 respect;ively. The actual
annual off-system sales\ for the past 4 years have averaged
2,547,947 MwH.®l Mr. Rhodes further testified that based on his
understanding of the workout plan, shortfall debt arising from Big
Rivers' inability to achieve the projected off-system sales would
increagse to a level of from half a billion to three-gquarters of a
billion dollars. He stated that given the abundant supplies of
electricity in the region, Big Rivers should have been

conservative in projecting the amount of off-system sales,”?

by B T3

e

A

In his testimony on behalf of Big Rivers, Bernard Uffelman
stated that, based on corrected financial projections, Mr. Rhodes

had overstated shortfall debt by approximately §300 to $331

49 Rhodes Prefiled Testimony, page 13.
50 Big Rivers' Response to NSA's Second Request for Information,
Item No. 281, page 6. f
51 Rhodes Prefiled Testimony, Schedule 10.
.52

Hearing Transcript, Volume VII, page 155.
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million.33 Mr. Heath, testifying with regard to the prudency and

reasonableness of the projections, stated that the assumptions

were cautiously chosen and that REA believes that a sales level
greater than projected could be achieved.?® Mr. Heath further
testified that REA's own projections were "representative of" the
conclusions shown by Big Rivers in Item No. 281.5%5 Mr. Jacobs
agreed that the forecasts were reasconable and prudently made.>6

Upon cross-examination Mr. Thorpe testified that:

It's going to be difficult to make the $50 million

something sales that we projected. Of course, a fear

that we had at the time that we filed the case, we'd

rather be on the high side than on the low side because

the staff may increase the sales and reduce the rates.

So, if we do not reach the projected sales that we have,

it's going to be more of a shortfall on the part of the

creditors, which they've agreed to pick up, so it's not

going to affect Big ?ivers' financial condition any more
than it already is.>

Mr. Schmitz testified that Big Rivers' projections were optimistic
but were made in order to avoid an argument as to the appropriate

level of off-system sales.”® Further, Mr. Heath testified that

the market for power ig now a buyer's market and that REA views

—

33  Uffelman Rebuttai Testimony, page 9.

54 Hearing Transcript, Volume VIII, page 178.
55 1pid,, page 186.

56 Ibid., Volume IX, page 127. L

57 1bid., Volume I, pages 237-238.

58

Ibid., Volume II, page 161.
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the market as being”"a little more favorable" to the seller in §
years.>?

The intervenors further maintain that this proceeding is the
first step to including all of Wilson in the rate base. 1In
support of this position NSA and Alcan cited the fact that the
cash flow projections in Item No. 2Bl include all Wilson operating
costs and project rate increases in 1589 and 1991.50

Mr. Thorpe stated that if the Commission approves the rates
in this case, this does not guarantee Commission approval of rate
cases to be filed in the future.8l However, Mr. Thorpe testified
that 1f the projections are accurate Big Rivers will seek rate
relief in 1989 and 19%1. Further, Mr. Thorpe testified that the
pro forma test year expenseé include all Wilson expenses except
for the amount being deferred under the workout plan.62

Bllocation of Risk

In addition to wunspecified future targets and unreasonable

financial projections, the intervenors maintain that the workout

plan unfairly imposes the risk of loss on the ratepayers and not

on the creditors.

Mr. McCoy and Mr. 'Heath both testified on behalf of Big

Rivers that the ratepayers, as the owners of Big Rivers, should

59 z1nid., Volume IX, pages 11-12.

60 nsa's Initial Brief, pages 62~-63, Hearing Transcript, pages
54"‘55¢ ’

61 Ibid., page 126.
62 1p3i4., page 241.
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pay £for Wilson even if it represents excess capacity. Mr. McCoy
stated that the ratepayers of a rural electric cooperative are the
owners and are in a similar position to shareholders; therefore,
costs cannot be shifted from one group to another.®3 Thus,
according to Mr. McCoy, the used and useful standard, a method for
allocating risk between shareholders and ratepayers, 1s not
applicable in this case.b4 Mr. Heath testified that the debt
related to Wilson was part of Big Rivers' "entire legitimate
indebtedness” and should be repaid by the members of the
cooperative.®

Mr. Schmitz testified that Big Rivers did not seek forgive-
ness of debt.®® However, he did state that the creditors are at
risk for any shortfall debt that may accrue because the Commission
may not approve future rates to recover the shortfall debt as
included in the financial projections.67 Mr. Heath, when

addressing the concept of targets, concurred with Mr. Schmitz

regarding——the—extent—of —the—creditors! piskTQEW“Finaiiy7—Mr.
Thorpe testified that the workout plan was not a solution
benefiting the creditors which was thrust upon Big Rivers, point-

ing out that the creditors had agreed to defer any shortfall and

-

63  1bid., Volume III; page 68.

64 1pig.

65 Ibid., VolumeﬂIX, pages 47-48, 83.
66  1bid., Volume II, page 91.

87 1bid., volume II, page 168.

68 Ibid., Volume IX, page 77.
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that the banks will make an additional loan of $24 million to Big
Rivers.0% Purther, Big Rivers argues in its initial brief that
the interest reduction is, in effect, a writedown of debt.’?

The intervenors, however, maintain that all the risk has been
placed on the ratepayers in that the creditors will ultimately be
repaid their entire debt with interest.’! Alcan argues in ifs
reply brief that, "REA and creditor control over Big Rivers will
be enhanced, while this Commission's ability to effectively
regulate will be hamstrung by the yet-to-be-disclosed targets."72

Dr. Charles F. Phillips, on behalf of Commonwealth and
Alumax, testified extensively with regard to the allocation of
risk. Dr. Phillips pointed out that the workout plan was not a
true restructuring of debt in that there was no writedown.?’3 Dr.
Phillips further stated that Big Rivers' ratepayers were not
analogous to shareholders because if they live in a cooperative's
service area they must become members of the cooperative in order

to receive electric service. Finally, Dr. Phillips testified that

the creditors and not the Commission were obligated to rescue a

company from poor decisions.”4

69 Thorpe Rebuttal Testimony, pages 2-4.

70 Big Rivers' Initial Brief, page 101,

71 NsaA's Initial Brief, page 60.

72 Alcan's Reply Brief, page 8.

73 Hearing Transcript, Volume VIII, paéé 29.

74 1pid4., page 49.
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Upon cross-examination, Mr, McCoy admitted that Big Rivers'
ratepayers, unlike shareholders in an investor-owned utility,
could not vote their stock in proportion to their economic
interest’3 nor could they sell their stock if they disagreed with
management decisions.76 Although NSA and Alcan provide approxi-=-
mately 70 percent of Big Rivers' member revenues, each has only
one vote "the same as any other customer has."’7

Sunflower Debt Restructure Plan

During the course of this proceeding, other cooperatives with
financial problems were referenced. Chief among those was
Sunflower Electric Cooperative, Inc., ("Sunflower") of Hays,
Kansas. A copy of Sunflower's workout plan was submitted by REA
on December 1%, 1986. Sunflower's plan, unlike that of Big
Rivers, 1is not contingent upon regulatory approval of a rate
increase and does incorporate the possibility of the forgiveness

of principal.

I )

have sought forgiveness of a portion of principal and maintained
that a rate increase would be harmful to the ratepayers, especial-
ly the aluminum smelters. Mr. Thorpe stated that Big Rivers was
informed early in the negotiations that there was no possibility

of a write-off.’® Mr. Heath stated that REA expects no write-off

75 Ibid., Volume Iii, page 97,

76 I1bid., page 102.

77 Ibid,, Volume VIII, page 68-63.
78 l1bid., Volume I, page 148.
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under the Sunflower plan79 and that REA does not deal in grants.ao
Big Rivers Ffurther argues that the smelters can afford this rate
increase8! and that the creditors Ffelt the increase should be
greater.8?

The Commission is of the opinion that the speculative nature
of the provisions regarding off-system sales, future rate
increases, and financial targets clearly tips the balance of the
present agreement in favor of the creditors. In contrast to Big
Rivers' workout plan is the Sunflower plan which is not contingent
upon an immediate rate incréase, speculative off-system sales, or
unspecified future targets. In addition, the Sunflower workout
plan incorporates the possibility that debt may be written off in
the future.

When cross-examined by NSA's counsel regarding the possible
write-off of debt, Mr. Heath stated that there were more dissimi-
larities than similaritieé between Big Rivers and Sunflower due to

Sunflower's past "efforts in rate remedies and their present rate

structure."83, The Commission cannot concur with Mr. Heath's
assessment of the situation. Sunflower is a financially troubled
cooperative that has attempted to remedy its problems through rate

increases. Its rates are presently more than double those of Big

7%  Ihid., Volume VIII, page 204.

80 15igd., Volume IX, page 53.

81 Big Rivers' Reply Brief, page 5.

82 jacobs Rebuttal Testimony, pages 7-8.

83 Hearing Transcript, Voiuhe VIII, pages 205-206.
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Rivers.8¢ Both Big Rivers and Sunflower have unique
characteristics. Nevertheless there are striking similarities
between the two.

Like Sunflower, the ability of Big Rivers' ratepayers to bear
an increase |is questionablé, but for different reasons. Big
Rivers 1is unigque in that approximately 70 percent of its member
revenues is derived from the aluminum industry which is in an
economically depressed condition. Further, the collapse of the
aluminum companies would have a devastating affect on the economy
of Western Kentucky. Therefore to compare the rate levels and
rate structure of Big Rivers and Sunflower is inappropriate.

The Commission |is ﬁot endorsing the Sunflower plan in its
entirety. The Commission, however, notes that the Sunflower plan,
by not requiring immediate rate increases and ﬁot guaranteeing
full recovery of debt, presents a more equitable balancing of

interests. Further, the severe economic condition of the aluminum

industry and Big Rivers' unigque 1load configuration place Big
Rivers in a financial position similar to that which nearly led to
Sunflower's collapse.

Prudency

' NSA and Alcan have raised the question of whether Big Rivers'
decisibn to build Wilson and complete it in 1984 was prudent.
Their concerns relate primarily to two points. First, Big Rivers
relied heavily on a Southern Engineering Company study entitled

"Power Cost Study” to determine the .capacity of the planned

84 Ibid., page_ 204.
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generating unit. Secondly, they questioned Big Rivers' decision
in 1981 to continue with the construction of Wilson in light of
reduced demand. In its analysis, Alcan concluded that 39 percent
of the Big Rivers' Wilson investment should be excluded from
rates, On the other hand, NSA determined that the entire
investment should be excluded.

H. Clyde Allen, witness £for Alcan, testified that the

Scuthern Engineering study, which was the basis for the decision

- to build the 395 MW Wilson unit, relied on another study by Black

and Veatch entitled "Report on Power Supply Reliability". The
Black and Veatch study computed reserve requirements for "varying
sizes of additions" to the Big Rivers system.85 The study showed
that, "based on the locads for 1985 forecast in the 1977 Powér
Requireﬁents Study, (1,450 MW), if 200-MW units are added, a
reserve margin of 16.4 percent would be needed and an additional

400 MW (two units) would be needed. On the other hand, if 400-MW

units were to be installed, a reserve margin of 42.5 percent would
be required and 780 MW (two units) gould be needed."86 Southern
Engineering, using a similar reliability criterion, found that "if
200~-MW units are added, a reserve of about 20 percent is
appropriate, wheteaq 1f 400-MW units are added, a reserve of
approximately 50 percént is apprOpriate."87 The concern raised by

Mr. Allen was that both studies initially show similar reliability

85 Allen's Prefiled Testimony, page 4.

86 1pid.

T

87 1wigd., page 5.
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problems with 400 MW units, yet the final plan adopted by Big
Rivers <called for the installation of only 400 MW units.B8% Mr.
Allen testified that Southern Engineering, after evaluating
several alternatives, revised its report and recommended "an
expansion plan based on installing 395 MW coal-fired steam
plants."89 It is Mr. Allen's opinion that given the superiority
of the expansion plan based on installing 210 MW units "from a
cost standpoint, a reliability standpoint and a flexibility
standpoint," he "would have rejected the consultants'
recommendation."%% Maurice Brubaker, witness for Alcan, testified
that since Big Rivers was imprudent, approximatel} 39 percent of

the Wilson investment should be excluded from rates.91

In response, Mr. Thorpe testified that the £inal decision to

~build the 400 MW Wilson units was not a simple one but involved a

complex planning process which lasted from 1977 to 1980.92 me

further stated that during this period there were public hearings

before—the—Commission——and; —inaddition, REA was involved in an
ongoing review of the decision making.process of Big Rivers.?3
‘ Dr. Howard W. Pifer,-III, witness for NSA, testified that Big

Rivers initially relied -on obsolete forecasts made in 1977 but

88 1pid.

89 1pnig., page 9.
90 1pig. |
91

Brubaker's Prefiled Testimony, pages 11 and 12.
92 Thorpe Rebuttal Testimony, page 14,

93  1pidg,
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then changed its emphasis to industrial demand after experiencing
rapid erosion of its rural demand in early 1980. This included 95
MW for a fourth potline to be added by ARCO (predeﬁessor of Alcan)
but not yet under contractual agreement, 110 MW in synthetic fuels
load in 1985, plus an unidentified potential load of 180 MW in
1885 for a total of 385 MW. Dr. Pifer concluded that such
reliance on potentially large but uncommitted industrial loads was
imprudent.?4 Dr. Pifer's analysis led him to conclude that all of
Big Rivers' Wilson investment should be excluded from rates.

Mr. Thorpe testified that while the 1980 Power Requirements
Study did 1include the expansion by ARCO, it did not contain any
allowances for the synthetic fuel loads. He further stated that
in 1981 if the largest unit was off-line, the combustion turbine
was running, and 40 MW of SEPA power was purchased, the system
could serve a load of 1126 MW.?5 He stated that this would have
been about 45 MW short of the expected locad of 1170 MW in 1984,

when Jackson Purchase Electric Cooperative was to be added to the

F .l

R

system and about 200 MW short of that needed in 1987 with the ARCO
expansion.95 These factors led Bié hivgzs to continue with the
construction of the Wilson plant.

The Commission concludes that the evidence in this case does

not clearly demonstrate that Big Rivers was imprudent in building

%4 pifer Supplemental Prefiled Testimony on Prudence Issues,
pages 43, 45, and 48. y

35 southeastern Power Administration.

96

Thorpe Rebuttal Testiménf, pages 21-22,
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Wilson. Like many utilities around the country, Big Rivers
experienced an wunanticipated flattening of its load growth.
Coupled with that was a drastic decline in the fortunes of its
major customers, the aluminum companies. Although the outcome of
Big Rivers' decisions on Wilson has been difficult, the decisions
themselves under the circumstances at the times they were made

cannot be said to be clearly imprudent.

Used and Useful

A major issue in this rate case is whether the capacity of
Wilson is needed on the Big Rivers system. The issue of the need
for Wilson has been extensively addressed by all parties on both
an engineering and economic basis. Basically, the intervenors'
position is that the Commission is bound to employ the used and
useful standard to determine whether the Wilson facilities are
needed on Big Rivers' system and should be included in rate base

for rate-making purposes. On the other hand, Big Rivers argues

o A
Lty

that undue reliance should not be placed on the used and useful
standard because the Commission is obligated by statute to
establish rates that are €fair, 3just, and reasonable. The
Commission is of the opinion that it is under no statutory
obligation to apply a used and useful standard exclusively, or any
other single, rigid standard.

KRS 278.290(1) provides that:

[Tlhe commission may ascertain and fix the value of the

whole or any part of the property :.of any ut{llty in so

far as the value is material to the exercise of the

jurisdiction of the  commission, and may make

revaluations from time to time and ascertain the value

of all new construction, extensions and additions to the
property of the utility.
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In determining the wvalue of a utility's property, this statute
grants the Commission significantly more latitude than is
available to those commissions that are constrained by a
statutorily mandated used and useful criteria. The establishment
of fair, just, and reasonable rates involves a balancing of
utility and ratepayer interests. After balancing these intetesté,
the Commission may conclude in a given case that rates should be
based upon prudent investments even where facilities are cancelled
prior to completion of construction. On the other hand, in
considering the need for facilities on an economic basis, the
Commission may decide that it is not in the customers' interest to
pay rates that include the cost of unneeded facilities.

“ fhe controlliné statutory standard for the establishment of
utility rates 1is set forth in KRS 278.030(1l): "Every utility may
demand, collect and receive fair, just and reasonable rates for
the services rendered or to be rendered by it to any person." A

relevant Kentucky decision on valuing utility facilities is Fern

X

~

Lake Co. v. Public Service Commission, Ky., 357 S.W.2d 701 (1962).

In Fern Lake, the Commissibn- refused to permit a water
utility, Kentucky Waterﬁ Service Co., to increase the booked
original cost of itsawatér facilitieé degpite its claim that the
faciliries had been intentionally undervalued as a convenience and
conservative accounting practice. The Commission upheld the use
of the book wvalue on finding that the water facilities were
substantially in excess of that needed to render service and,

consequently, the lower book value accounted for this excess.
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In affirming the Commission's decision, the Kentucky Court of

Appeals held that:
[Tlhere was also evidence that since this water system
was designed to serve an expected population far greater
than the number of customers it has ever had, its
facilities are far in excess of those needed: and hence
the excess facilities are not used or useful so as to be
a proper factor in establishing a rate base....
FPurthermore, as a matter of law, we belleve the
Commission properly refused to 1include the cost of

over-adequate facilities in the rate base. Fern Lake at
704-705.

Of significant note 1is the Court's statement that "the excess
facilities are not used or Qseful." (Emphasis added.) While this
language has 1led Big Rivers to argue that facilities can only ke
excluded from rate base if found to be neither used nor useful,
such an argument is inconsistent with the totality of the Court's
decision to focus on the adequacy and need for facilities.

In determining the need for facilities, such as an electric
generating plant, the Commission must consider not only whether it

is used and useful, but also the need for improved reliability,

the system's load characteristics, the pdiéﬁfial for growth‘gfy

both system load and load factor, and other relevant economic and
engineering factors. 1In’ establishing rates that are fair, just,
and reasonable, the Commission must (1) determine the appropriate
level of operating  expenses; (2) £ix a value on the utility's
properfy; and (3) establish a rate of return for the rate base to
produce a fair ‘return on the investment of an investor-owned
utility or establish a times interest earned ratio to allow the
payment of interest and principle bf'h~c009erative utility. The

rate of return/times interest earned ratio is directly related to
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the rate base determined. As the Court stated in Commonwealth ex

re. Hancock v. South Central Bell, Ky., 528 S.w.2d 659, 662,

(1975), "[Tlhe reasonableness of the rate of return cannot be
decided in isolation from the rate base to which the rate of
return will be applied, because the reasonableness of the rate of
return will vary in accordance with the method or formula employed
in fixing the rate base." (Emphasis in original.)

Rate base and debt service coverage for a cooperative utility
must be determined by applying the same standards applicable to
investor-owned utilities. Cooperatives, organized under KRS
Chapter 279, "shall be subject to the general supervision of the
Energy Regulatory Commission (predecessor of the Public Service
Commission] and shall be subject to all the provisions of KRS
278.010 to 278.410(1)." KRS 279.210{1). A cooperative's system
is defined as consisting of ‘"any plant, works, facilities and
properties...used or useful in the generation, production,

transmission or distribution of electric energy." KRS 279.010(8).

In balancing the equities to determine just and reasonable rates,
the used and useful standard must be applied to cooperatives in
the same manner as it is épplied to investor-owned utilities.

In ﬂexamining the résults of the negotiations on a revised
workout plan, the wcémmission will be guided by an evaluation of
what is fair, just, and reasonable for Big Rivers, its customers,
and 1its creditors. - We do not believe that the statutes or the
court in Fern Lake have shackled us to a mechanical application of
the used and useful .staqdard. We%‘must carry out a complex

balancing of equities and allocation of risk.

S
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Reliability

The extensive debate over whether the Wilson unit |is
essential to the reliability of the Big Rivers' system starkly
illustrates the Fact that this case involves considerations other
than a mechanical application of the used and useful test. We do
not at this point have to accept the simple chain of logic
presented by the parties which would follow from a determination
with respect to reliability. Rather, the Commission is seeking a
solution that would fairly balance the interests of all parties.
Since we have found” the proposed workout plan unreasonable and
unacceptable, we have not had to settle the argument over the
parameters of reliability. However, the issue of reliability as
it relates to the used and useful concept remains before the
Commission in its 1investigation of Big Rivers' rates. Thus, if
the participants do not arrive at an acceptable agreement, the
Commission will further evaluate the evidence on this issue.

Certificate of Convenience and Necessity

r~

The Commission granted Big Rivers a certificate of
convenience and necessity to construct Wilson on June 17, 1980, in
Case No. 7557. Relying on that certificate, Big Rivers moved to
strike portions of the testimony filed by NSA and Alcan on the
grounds that the Eestimony was a collateral attack on the
certificate. NSA and Alcan responded by stating that the
testimony was not offered for purposes of rehearing or revoking
the certificate but to address Big Riyers‘ prudency in planning

and constructing the Wilson ‘facilities. These prudency issues

relate to whether Wilson should now be included in rate base. By

ERY
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Order entered November 25, 1986, the Commission denied the motion
to strike based on the findings that testimony addressing Big
Rivers' prudency in planning and construction of Wilson was highly
relevant to the fundamental Iissue of whether Wilson should be
included in Big Rivers' rate base.

Big Rivers has continued to argue that the Commission’s
issuance in 1980 of a certificate to construct Wilson now bars any
prudency review of Big Rivers' planning and construction decisions
prior to 1980. The Commission does not intend to revoke the
certificate in this rate case. 1In carrying out its statutory duty
to wvalue Big Rivers' property for rate-making purposes, the
Commission must review and weigh all evidence surrounding Big
Rivers' decision to construct Wilson.

Other Issues

Testimony and evidence which suggested that Big Rivers should
give serious consideration to the option of filing bankruptcy to

alleviate 1its financial problems was presented to the Commission,

Sy

The Commission does not see bankruptcy as a preferable option for
Big Rivers. Bankruptcy would prolong‘the corrosive uncertainty in
the Big Rivers service t;rritory. It could prove unfortunate for
both customers and cre@ito}s.

Considerable e&idence and testimony was presented concerning
the proposed rate design in this case. The controversial point
was the application of a ratchet demand provision in Big Rivers'
tarife€. Since no increase in revenue has been granted in this

case, there .is no reason to modify Big Rivers' tariffs at this
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time. However, this issue remains before the Commission in its
further investigation of Big Rivers' rates.

FURTHER PROCEEDINGS

The Commission is of the opinion that the serious financial
problems now facing Big Rivers must be resolved quickly. The fate
of Big Rivers, the aluminum smelters, and the economy of Western
Kentucky cannot be left in doubt. The gravity of this situation
demands that extraordinary steps be taken by the Commission to
effectuate a fair solution.

Based on the decision herein to reject the workout plan and
require Big Rivers to renegotiate with 1its creditors, the
Commission will initiate a further proceeding to review the
revised workout plan to be submitted pursuant to the provisions of
this Order. A docket will be established for this purpose

simultaneocusly with the issuance of this Order. 1In that docket

e g =y W i ot e i e 2 s+ e RSO — O VUUUUS VAUV YV O U S S S U U A U —

not finally decided. We will consider these issues in the context
of a revised workout plan, or, in the event an acceptable revision
is not submitted, the Commission will make definitive
determinations with respect to these issues.

Also to be considered will be the flexible power rates to be
negotiated by Bilg Rivers with NSA and Alcan. The parties need to
be aware during this negotiating process that should they be
unable to resolve the rate 1issues surrounding Wilson and the
smelters' economic viability, the Comﬁikhion will move rapidly in
the new docket to adjddiéate those issues and establish fair,

just, and reasonable rates for Big Rivers.
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The Commission recognizes that the prior negotiations between
Big Rivers and its creditors were protracted. However, there must
‘now be an intensive effort among all participants to work together
and expend their best efforts. The negotiations must proceed
expeditiously, and the Commission will be available to assist in
the process.

The Order initiating the new proceeding will provide that:

1. A revised workout plan and flexible power rates for NSA

and Alcan should be submitted no later than July 17, 1887;

.y

2. A hearing will be held on July 28, 1987, for the purpose
of reéeiving ‘'testimony and cross-examination concerning the
revised workout plan and the flexible rates;

3. The record of evidence 1in this rate case will be
incorporated by reference in thé new docket and all parties in the
rate case will be designated parties therein.

< CUIDELINES FOR REVISED WORXOUT PLAN

-ATPQ;_QEQ_ Rivers power system is a valuable resource to the

e e e e e R M

citizens of Western Kentucky and the Commission is looking for a
reasonable, workable, long-term solu;ion to Big Rivers' problems.
In this Oraer the Commisgion has asserted its statutory right to
review and approve a revised workout plan. The overall goal of
L the revised workoué plan should be to stabilize the Big Rivers

service area and provide for economic growth to diversify Big

Rivers' 1load. The plan must offer an equitable balance among all

¢ interests. Any acceptable revised workout plan must seriously

consider the following guidelines.
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1. It is the opinion of the Commission that a good starting
point for negotiation is the Sunflower Electric Cooperative Debt
Restructure Plan. Recognizing the disturbing 1lack of load
diversity and Big Rivers' dependence upon a sluggish aluminum
industry, provisions similar to the Sunflower Plan which are not
contingent upon an immediate rate increase and guaranteed full
repayment of debt are desirable.

2. The immediate and primary source for debt service is
off-system sales. Therefore, an agreement on off-system sales
should be used in calculating any schedule of debt repayment. Big
Rivers' ratepayers should not have unlimited responsibility for
the payment of Big Rivers' debt. Furthermore, they should not be

required to provide all the revenues required to offset shortfalls

arising from insufficient off-system sales.

3. The interests of all affected parties must be

considered: rural consumers, industrial customers and creditors.

o

Big—Rivers ~should meet with the creditors to negotiate a revised
workout plan. Big Rivers and the. aluminum companies should
negotiate a flexible rate- plan that recognizes the cyclical nature
of the industry and the revenue requirements of the utility. Big
Rivers, the Attorney General, and other interested parties should
meet to discuss the negotiation and determine how the interests of
customers other than NSA and Alcan can best be protected.

4. While the Commission expects and the public interest
requireé that all participants neqgotiate expeditiously and in good
faith, the Ccmmission will make the ultimate decision as to a

reasonable long-term solution and no participant will have a veto.
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The Commission wishes to see the results of negotiations within
the time frame established herein.

5. The payment of Big Rivers' obligations to its creditors
should take into consideration longer terms, reduced interest
rates, .deferral of principal and interest payments, preferred
stock options, payments tied to off-system sales, and reduction of
principal.

6. Consideration should be given to sale or disposal of
Wilson to another entity or through establishment of a generating
subsidiary as a possible long-term solution.

7. The plan should include well documented projections of
system and off-system sales and cash flow over both the short and
long term. Documentation should include a thorough explanation of
all assumptions, reasonable specificity of targets, and detailed
work papers supporting the 1long and short run cash flow

projections.:

8. .\ revised workout plan must contain much nmore

o~

affirmative support by .REA of Big Rivers' efforts to achievé
off-system sales. The current workout plan states only that "the
REA will not unreasonably withheld 1its consent to power sales
agreements proposed by BREC f{Big Rivers] or to "non-disturbance"
provis;ons with power éurchasers in appropriate cases."

9. Priority of disbursements with regard to principal and
interest shéuld be clearly established.

10. Big Rivers is currently involved in litigation with REA
and the Justice Department, Alcan, and NSA. The revised workout

plan should include a settlement of all outstanding litigation.

Y
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SUMMARY OF FINDINGS

Based on the evidence of record and being advised, the
Commission is of the opinicon and hereby finds that:

1. The workout plan has a direct and immediate impact on
Big Rivers' financial stability, thus rendering the workout plan
subject to the jurisdiction of the Commission.

2. The workout plan will not provide for a workable,
long-term solution to Big Rivers'’ financial problems and the
workout plan should be denied.

3. The rates proposed by Big Rivers pursuant to the workout
plan are unfair, unjust, and unreasonable and should be denied.

4. Big Rivers' expenditure of funds to complete Wilson was
within management's discretion and that aspect of NSA's complaint

should be denied. The issue of the allocation of off-system sales

remains before the Commission in its investigation of Big Rivers'

rates.

—§;—The Commissicn's 1980 Order in Case No. 7557 granting
Big Rivers a certificate of convenience ;nd necessity to construct
the D.B. Wilson Generating Station does not estop the Commission,
in a rate-making proceeding, from reviewing all issues surroupaing
Big Rivers' prudency in  planning and constructing Wilson and
deciding if Wilson should be included in rate base.

6. The evidence of record is insufficient to support any

findings that Big Rivers was clearly imprudent in its decision to

build Wilson and complete it in 1984.

7. Big Rivers should negotiate a revised workout plan with

its creditors and negotiate flexible power rate schedules with NSA
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and Alcan in accordance with the guidelines set forth in this
Order. Big Rivers should discuss with the Attorney General and
other interested parties how the interests of customers other than
NSA and Alcan can best be protected,

8. A further proceeding should be initiated immediately to
review the reasonableness of Big Rivers wholesale power rates énd
the results of Big Rivers' negotiations with its creditors and
with NSA and Alcan. All issues not finally decided herein will be
before the Commission in the further proceeding; the evidence of
record herein should be incorporated by reference in the further
proceeding; and all parties herein should be designated as parties
in the further proceeding.

ORDERS

IT IS THEREPORE ORDERED that:

1. The rates proposed by Big Rivers be and they hereby are
denied and Big Rivers shall continue to charge the rates set forth

iq‘}ts existing tariffs unti} further Order of the Commission.

o

2. The aspect of NSA's complaint alleging the diversion of
funds for the completion of Wilson be‘and it hereby is denied.

3. Big Rivers' workout plan be and it hereby is rejected.

4. Big Rivers shall negotiate a revised workout plan with
its creditors and neéotiate flexible power rate schedules with NSA
and Alcan 1in accordance with the guidelines set forth in this
Order. "

5. An investigative proceedingwshall be initiated for the

purposes set forth in Finding No. 8, above. /
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Done at Frankfort, Kentucky, this 17th day of March, 1987.

.

ATTEST:

Foreat M. Sleomes.

Executive Directol/ (J

By the Commission
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BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY

CASE NO. 2012-00535

DIRECT TESTIMONY OF

BION C. OSTRANDER

1. INTRODUCTION

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is Bion C. Ostrander. My business address is 1121 S.W. Chetopa

Trail, Topeka, KS 66615-1408.

WHAT IS YOUR OCCUPATION?

I am President of Ostrander Consulting. I am an independent regulatory

consultant and a Certified Public Accountant (“CPA”) with a permit to

practice in Kansas.

Public Redacted Direct Testimony of Bion C. Ostrander
on Behalf of the OAG
Case No. 2012-00535 — May 24, 2013
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ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS
PROCEEDING?

I am testifying on behalf of the Kentucky Office of the Attorney General
(“OAG”) in this rate case proceeding regarding Big Rivers Electric

Corporation (“BREC”) request for substantial rate relief.

PLEASE SUMMARIZE YOUR PROFESSIONAL EXPERIENCE AND
EDUCATIONAL BACKGOUND.

Please see Exhibit BCO-1 for more information regarding my professional
experience and educational background. In summary, ﬂI am an
independent regulatory consultant and a practicing CPA with a
specialization in regulatory issues. I have over thirty-three years of
regulatory and accounting experience. I have addressed many regulatory

issues in numerous state jurisdictions and on an international basis.

I started my consulting practice in 1990, Ostrander Consulting, after
leaving the Kansas Corporation Commission (“KCC”). I previously
served as the Chief of Telecommunications for the KCC from 1986 to 1990,
and was the lead witness on most major issues. Iserved as Chief Auditor

for the KCC from 1983 to 1986, addressing issues regarding telecom, gas,

Public Redacted Direct Testimony of Bion C. Ostrander
on Behalf of the OAG

Case No. 2012-00535 — May 24, 2013
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electric, and transportation. In addition, I have worked for international
and regional accounting firms, including Deloitte, Haskin and Sells (now

Deloitte).

I received a Bachelor of Science degree in Business Administration with a
major in Accounting from the University of Kansas in 1978. I am a
member of the American Institute of CPAs (“AICPA”) and the Kansas

Society of CPAs ("KSCPA”).

WHAT TYPE OF REGULATORY ISSUES HAVE YOU ADDRESSED?

I have addressed many regulatory issues in my career. My experience
includes addressing issues related to rate cases under rate of return
(“ROR”) regulation and TIER requirements, alternative regulation/ price
cap plans, management audits, specialized accounting and regulatory

issues, and other matters.

I have addressed a broad range of issues in my career, including retail and
wholesale cost studies, competition, affordable rates/universal service,
service quality, infrastructure/modernization, specialized accounting

matters, affiliate transactions, income taxes, sale/leaseback, compensation,
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cross-subsidization, depreciation, rate design, sales/acquisitions and

many other matters.

During my tenure at the KCC, I addressed major regulatory issues in the
energy and telecom field, including the substantive transition in the
telecom industry ranging from the break-up of AT&T and the related
introduction of long distance competition, the transition from rate of
return regulation to alternative/incentive regulation, the proliferation of
alternative carriers, the introduction of the Kansas Relay Service (for
speech and hearing impaired persons), and the expansion of services and

technology.

HAVE YOU PREVIOUSLY TESTIFIED BEFORE THE KENTUCKY
PUBLIC SERVICE COMMISSION (“COMMISSION”) OR ANY
OTHER UTILITY REGULATORY COMMISSION?

I have not testified before the Commission, but I have testified in
numerous other jurisdictions and this information is provided at Exhibit

BCO-1.
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WHAT IS THE PURPOSE OF YOUR TESTIMONY?

The primary purpose of my testimony is to address adjustments to
BREC's rate application and sponsor the overall revenue
requirement/surplus based on an interest coverage approach instead of a
traditional rate-of-return (“ROR”) on rate base approach. I will also
address the problems with the fully forecasted test period BREC chose in

this case.

In addition, both Mr. Brevitz and Mr. Holloway will also address some
issues related to adjustments, although I will incorporate all adjustment
amounts in the revenue requirement calculations at Exhibit BCO-2.

In summary, I will address the following issues:

1) Overall revenue requirement/surplus using an interest coverage
approach.

2) Individual rate case adjustments.
3) The problems with using BREC’s forecasted test period.

4) The proper interest coverage approach to use in this rate case, Margins
for Interest Ratio “MFIR” versus Times Interest Earned Ratio “TIER.”

5) Propose certain policies to track and monitor BREC's capital and
operating expenditures so that any excessive recovery of forecasted
costs in this proceeding are not used to subsequently spend down to
MFIR/TIER levels via unreasonable, excessive, extravagant, and/or
imprudent spending which could, for example, cause further deferral
of maintenance, and/or unduly enhance salaries.
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CAN YOU SUMMARIZE THE TYPE OF EXHIBITS THAT YOU ARE

SPONSORING?

Yes, I am sponsoring three types of Exhibits:

1) Exhibit BCO-1 is my curriculum vitae.

2) Exhibit BCO-2, Schedule A-1 summarizes OAG’s proposed
adjustments and TIER-related revenue requirement/surplus
calculation (compared to the revenue requirement of BREC), along
with related supporting schedules showing the detailed adjustments as
appropriate.

3) Various other exhibits -~ These various exhibits include documents that
support my testimony, including BREC’s responses to the data
requests of various intervenors in this proceeding.

WILL YOU SUMMARIZE YOUR TESTIMONY?

BREC's original application shows a revenue requirement of $74.5 million

using a TIER of 1.24, and OAG’s adjustments result in a revenue surplus

(excess earnings) of $4,417,270, using an MFIR of 1.10.1 Although OAG's

calculations show a revenue surplus of $4,417,270, OAG is not

recommending a rate reduction or refund of this amount but instead is

recommending no change in rates for BREC’s customers.

The OAG also provides an alternative interest coverage calculation for

information purposes only which shows that BREC has a revenue

! Exhibit BCO-2, Schedule A-1, Column D, lines 33 and 34.
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requirement of $2,039,500 if BREC’s recommended 1.24 TIER? is used in
the OAG revenue requirement calculations, although OAG continues to

support the use of the 1.10 MFIR.

The total impact of OAG recommended adjustments increases operating
income and net margins by an amount of $72,048,665.5> Mr. Brevitz is
sponsoring Adjustment OAG-1-DB which increases operating income and
net margins by an amount of $63,028,536,4 and I am sponsoring the
remaining adjustments, Adjustment OAG-2-BCO through OAG-6-BCO,
which increase operating income and net margins by an amount of

$9,020,129.5

DID YOU USE AN INTEREST COVERAGE APPROACH FOR
CALCULATING THE REVENUE REQUIREMENT/SURPLUS IN THIS
CASE?

Yes. I used an interest coverage approach (instead of a traditional ROR on
rate base approach), and this is the same approach used by the Company,

and as I understand the same approach which the Kentucky Public

2 Exhibit BCO-2, Schedule A-1, Column D, lines 29 and 30.
3 Exhibit BCO-2, Schedule A-1, Column G, line 33.
4 Exhibit BCO-2, Schedule A-1, Column G, line 34.
3 Exhibit BCO-2, Schedule A-1, Column G, line 35.
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Service Commission utilizes. My exhibits will show the revenue
requirement calculated using both the MFIR and TIER approach, although

I am supporting the MFIR.

WHAT ARE THE DIFFERENT TYPES OF INTEREST COVERAGE
RATIOS THAT ARE RELEVANT TO THIS PROCEEDING, AND
WHAT IS BREC RECOMMENDING?

I will address both the TIER and the MFIR. Big Rivers is requesting a
minimum TIER of 1.24, and BREC's revenue requirement is calculated
using a “Contract TIER” of 1.24. The Contract TIER of 1.24 is required by
BREC’s agreements (“Smelter Contracts”) with its two aluminum
smelters, Century Aluminum of Kentucky General Partnership
(“Century”) and Alcan Primary Products Corporation (“Alcan”). The
Commission’s November 17, 2011 Order in the prior BREC rate case (Case

No. 2011-00036) accepted the use of a 1.24 Contract Tier.®

TIER is a measurement of a company’s ability to pay its interest expense
on long-term debt with its net margins. TIER is typically calculated as:

(Net Margins + Interest Expense on Long-Term
Debt)/Interest Expense on Long-Term Debt.

6 See Order dated November 17, 2011 in Case No. 2011-00036, p. 24.
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However, the calculation of Contract TIER that is used by BREC is slightly
different because it requires the removal of interest income on the
Transition Reserve in the calculation of net margins, and the removal of

interest income is required by the Smelter Contracts at Section 4.7.5(f).

In addition, any net margins in excess of the 1.24 Contract TIER are subject
to being returned first to the Smelters through the TIER Adjustment
Charge (until the TIER Adjustment charge is $0), and then to the BREC
non-smelter rate classes (i.e., the Rural Delivery Service and Large
Industrial Class) and also the Smelters through a rebate which is subject to

approval of BREC’s Board of Directors and the Commission.

In addition to the Contract TIER of 1.24, BREC must meet a minimum
requirement of 1.10 MFIR under BREC credit agreements. The MFIR is
calculated as:

(Net Margins + Interest Expense on Long-Term Debt +
Income Tax)/Interest Expense on Long-Term Debt).

For purposes of this case, the calculation of the Contract TIER and MFIR
are very similar, because BREC does not pay any state or federal income
taxes due to significant Net Operating Losses (“NOLs”) and so these taxes

are not included in BREC's revenue requirement in this rate case. Because
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state and federal income taxes are $0, there are not any income tax
expense amounts to include in the MFIR calculation. So the only
difference between the Contract TIER and the MFIR calculation for this
rate case, is the Contract TIER calculation first removes interest income on
the Transition Reserve from the calculation of the net margin (and the
MFIR does not remove this interest income on the Transition Reserve from

the calculation of the net margin).

DO YOU RECOMMEND THE 1.10 MFIR IN CALCULATING YOUR
REVENUE REQUIREMENT/SURPLUS?

Yes. I wused the 1.10 MFIR in calculating the OAG's revenue
requirement/surplus. I relied on the 1.10 MFIR because both Smelters
have given termination notification to BREC, Century filed its notice that
it will terminate on August 20, 2013 and Alcan filed its notice that it will
terminate about February 1, 2014 (this later date also falls within the
parameters of the fully forecasted test year used in this case). The
termination will mean that the 1.24 Contract TIER required by the Smelter
Contracts will be void and will not be a requirement. Because both of
these Smelter terminations will take place before the end of BREC's

forecasted test period ending August 31, 2014, it is reasonable to reflect the
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impact of these “known and measurable” termination dates in the
calculation of the revenue requirements in this case. It is not necessary to
use the 1.24 Contract TIER in the revenue requirement calculations,
therefore I am relying on the 1.10 MFIR in the OAG’s revenue

requirement/surplus calculation.

WAS THERE SOME INITIAL CONCERN THAT BREC’S AUDITORS
WOULD ISSUE A GOING CONCERN DECISION FOR THE 2012
FINANCIAL STATEMENTS?

Yes. However, the Independent Auditor’s Report for the 2012 financial
statements is now available from BREC’s auditors, KPMG, and there is no
mention of a going concern issue. These 2012 audited financial statements
just became available with BREC’s April 19, 2013, first update to OAG 2-
39. The audited financial statements were made available about two
weeks later than what is typical for BREC’s financial statements in the
past. Also, it is somewhat unusual that the Independent Auditor’s Report
does not have an issuance date (or is not dated), because this is normally
required. It is not completely clear if this issuance date has been redacted
from the version of the Independent Auditor’s Report provided to OAG,

and what specific purpose that serves. I will not address the implications
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of a going concern statement at this time because the Independent

Auditor’s Report does not raise this issue.

DID BREC USE A FULLY FORECASTED TEST PERIOD?

Yes. BREC used a fully forecasted test period for the twelve month period
September 1, 2013 through August 31, 2014, and this corresponds to the
first 12 consecutive calendar months the proposed increase would be in
effect after the maximum 6-months. BREC also uses a base period for the
12 months ending April 30, 2013, which includes six months of actual
historical data and six months of estimated data. Although BREC's
forecasted test period filing appears to be technically compliant with
Kentucky statutes, I have significant concerns with this forecasted filing
regarding its underlying documentation, methodology, and specific
impacts on costs (and this specific level of detail is not addressed in state

statutes).
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WAS BREC'S FULLY FORECASTED TEST PERIOD SELECTED
BASED ON THE TERMINATION OF THE CENTURY SMELTER
CONTRACT?

Yes, Mr. Wolfram states that the fully forecasted test period was selected
because it is the first full twelve months following the termination of the
Century smelter contracts at August 20, 2013. In addition, Alcan’s
termination of notice came after the filing of this rate case and termination
is effective February 1, 2014, which is also within the forecasted test period

ending August 31, 2014.

MR. WOLFRAM CLAIMS THAT THE USE OF A FULLY
FORECASTED TEST PERIOD IS JUSTIFIED BY THE LOSS OF
CENTURY, DO YOU AGREE?

No, I do not agree. BREC could have used a historic test period, removed
the “actual” costs of Century, and made certain known and measurable
adjustments (including other adjustments that would be affected by the
loss of Century) which would have been less speculative, more accurate,
reasonable, and consistent with supporting fair, just and reasonable rates.

It was not necessary to file a fully forecasted test period to reflect the loss
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of Century, although this appears to be the primary reason used by BREC

to support its fully forecasted test period.

ARE YOU USING BREC'S FULLY FORECASTED TEST PERIOD
ENDING AUGUST 31, 2014 AS THE STARTING POINT FOR
ADJUSTMENTS IN THIS CASE?

Although I don’t agree with BREC’s use of a fully forecasted test period,
the OAG has no other reasonable alternative but to use this same
forecasted data as the starting point for adjustments. It would be almost
impossible, and certainly impractical, for OAG to attempt to put its own
rate case together based on the most recent historical test period. To
attempt to put together a completely different rate case filing based on
twelve months of historical data would be extremely time consuming,
costly, create further confusion and problems for the Commission, and
would require that the OAG have virtually the same access as BREC has
to its financial records, operational records, and all other studies and
analysis that might affect issues in this case. It would be necessary to
have this type of information to be on the same equal footing of BREC in

preparing an alternative rate case using historical data. Clearly these
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conditions are not going to happen, so the OAG will use BREC's

forecasted test period as the starting point for adjustments.

ARE YOUR APPROACH AND ADJUSTMENTS IN THIS RATE CASE
INTENDED TO MAKE BREC'S RATE CASE FILING LESS
SPECULATIVE, MORE TRANSPARENT, AND MORE CONSISTENT
WITH THE KNOWN AND MEASURABLE PRINCIPLE?

Yes, from the perspective that we are removing certain adjustments of

BREC that are forecasted, speculative, and are not known and measurable.

In fact, BREC used the historic test period ending October 31, 2010, in its
prior rate case, and the Commission’s Order recognized the “known and
measurable principle” as part of that process and stated, “In using a
historic test period, the Commission has given full consideration to

appropriate known and measurable changes.””

When there are unique and substantive flaws with a filing such as BREC's,
then it is best to rely upon more traditional rate-making principles

typically used in an actual historic test period filing (or a forecasted filing

7 In the Matter of: Application of Big Rivers Electric Corporation for a General Adjustment in Rates, Case
No. 2011-00036, November 17, 2011 Order, p. 4.
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that is trued-up to actual amounts during the review process), and which

incorporate the guiding principles of “known and measurable”, “used and

useful” and the “matching principle.”

WOULD BREC ACKNOWLEDGE OR IDENTIFY AMOUNTS AND
ADJUSTMENTS THAT “ARE KNOWN AND MEASURABLE”
VERSUS THOSE THAT “ARE NOT KNOWN AND MEASURABLE"?

No. OAG 1-65 asked BREC to identify all amounts and adjustments in the
forecasted test period ending August 31, 2014, that the Company
“considers to be known and measurable” and identify all amounts and
adjustments that “are not known and measurable”, and to provide BREC's
definition of known and measurable. BREC’s response objected to the
data request, but then responded that “known and measurable” standards
are not applicable to a forecasted test period, so BREC will not define the
phrase or distinguish the amounts in its filing between known and

measurable and those which are not known and measurable.

This simple request and the absence of a reasonable response appears to
be a clear roadblock intended to impede an objective evaluation of BREC's

filing. Clearly, when the Company cannot, or will not, identify
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adjustments that are known and measurable versus adjustments that are
forecasted and may be highly speculative, this causes substantive

concerns.

DO YOU BELIEVE THAT “FAIR, JUST AND REASONABLE RATES”
(THAT ARE REQUIRED BY STATE STATUTE) CAN BE ACHIEVED
VIA BREC’S FULLY FORECASTED REVENUE REQUIREMENT?

No, I do not believe that fair, just and reasonable rates are achievable or
even a priority goal under BREC's fully forecasted revenue requirement. I
will address the numerous problems with BREC’s fully forecasted test

period and the related revenue requirement.

A FULLY FORECASTED TEST PERIOD CAN PRESENT
CHALLENGES, BUT CAN YOU EXPLAIN THE UNIQUE AND
SUBSTANTIVE PROBLEMS WITH BREC’'S FULLY FORECASTED
FILING?

Yes. It is not unusual for a fully forecasted test period or model to start
with actual costs as a reasonable starting point for projections. However,
what sets BREC apart is that the Company is unwilling to provide some of
this important underlying “actual” data to support its model’s outputs.

Actual historical data is usually some of the best available and objective
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data to evaluate the reasonableness of at least the starting point for

forecasted costs and related assumptions. The credibility of BREC's

financial model suffers when transparency is sacrificed.

In this rate case, BREC has refused to provide certain historical data which

could be used to test the transparency and accuracy of BREC's forecasted

costs. Several critical examples of BREC’s failure to provide important

and significant underlying actual costs in this proceeding include the

following:

a)

b)

Century Smelter - BREC would not provide the “actual” impacts for
the termination of the Century Smelter, but would only use its
subjective forecasted amounts. Mr. Brevitz is the primary witness for
the Smelter issue and addresses OAG’s adjustment in his testimony,
and my testimony on this matter is limited to BREC's failure to
provide actual data.

Significant Pay Increases Awarded During and After the
Commission’s Decision in the Unwind Case and the Subsequent
Retention Bonus - These amounts are important, and these significant
pay increases awarded after the Unwind Case caused permanent
increases in Officer and Management pay levels that continue today
and are included in the forecasted test period. However, BREC will
not provide the historic information to determine how much of the
significant pay increases are reflected in forecasted amounts in this
case. I am addressing this adjustment later in this testimony.

Other unique and substantive problems with BREC’s fully forecasted test

period include the following:
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1)

2)

3)

BREC’s filing does not identify or address typical “rate case
adjustments” because many of these adjustments related to
normalization, annualization, and related to specific changes or events
are buried in the forecasting assumptions so these changes and their
underlying assumptions and calculations are not readily identifiable.

BREC’s Financial Model for forecasting does not include a “Manual”
that explains the model, how it works, inputs, sensitivity, specific
fields to be used for changing assumptions, assumption and input
sources, and various other important data. Most reputable and
credible models of any type have a supporting Manual, because this
helps insure objectivity by ensuring that all parties know how the
model works and operates so that the model owner cannot manipulate
or change how the model operates from year to year. A Manual serves
as an internal control document and provides a proper audit trail.

BREC’s Financial Model uses input from the production cost model
and the Company’s budgeting system Hyperion. BREC indicates that
its Financial Model cannot incorporate a sensitivity run using actual
2012 calendar year amounts.? First, BREC's budgeting process is not
always accurate, and it is not unusual for there to be significant
differences between budget amounts and subsequent actual amounts
in the variance reports. If the Financial Model relies on the budgeting
process, this could result in problems with outputs and the related
revenue requirement calculation. Second, if the Model does not accept
2012 calendar year inputs as a sensitivity run, this could either be a
system design flaw or an intentional design to avoid the most rigorous
sensitivity test of the Model. It would appear that incorporating actual
data into the Model would be one of the best sensitivity tests regarding
accuracy and the variation of outputs based on actual inputs.

8 BREC response to AG 2-51.
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CAN YOU PROVIDE EXAMPLES OF THE INACCURACY OF BREC’S
BUDGETING PROCESS, WHICH IS APPARENTLY RELIED UPON IN
THE COMPANY’'S FINANCIAL MODEL FOR CALCULATING
REVENUE REQUIREMENTS?

Yes. I could provide numerous examples, but I will limit this to the
following two examples where in one example the Company’s budget
significantly overstated Net Margins 70% and in the other example the
budgeting process significantly understated Net Margins:

1) Recent January 2013 Financial Budget Variance Report - For January
2013, the Budgeted Net Margin was $3,907,000, but the Actual Net
Margin was $2,302,000, a difference of $1,605,000.° This means that
BREC’s budget missed the mark or overstated Net Margins by 70%.
The actual results are a significant deviation from budget. This is an
example of BREC’s budgeting process being too positive and
overstating Net Margins.

2) December 2012 YTD Financial Budget Variance Report - For the entire

ear of 2012, the Budgeted Net Margin was BEGIN CONFIDENTIAL
- END CONFIDENTIAL.1® This means that BREC's budget
missed the mark or understated Net Margins by BEGIN
CONFIDENTIAL ]l END CONFIDENTIAL. The actual results are
a significant deviation from budget. This is an example of BREC’s

budgeting process being too negative and understating Net Margins.
It might be more understandable to miss the mark on a budget for a

® The December 2012 and January 2013 monthly variance reports were provided with the March 18, 2013,
Second Update to Tab 38 , Filing Requirement 807 KAR 5:001 Section 10(9) (o), sponsoring witness Ms.
Billie J. Richert.

"% The Financial Report for year ending December 31, 2012 (including the variance from budget
information) was provided on a Confidential CD on March 18, 2013, in response to OAG DR 1-143 (this
data request relates to financial statements and other information provided to the BREC Board of
Directors).
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single month, but for the entire year’s budget to miss the mark by
BEGIN CONFIDENTIAL - END CONFIDENTIAL is a concern.

KENTUCKY OFFICE OF THE ATTORNEY GENERAL
PROPOSED ADJUSTMENTS

ADJUSTMENT OAG-1-DB - REVERSE BREC’S PROPOSED ADJUSTMENT

AND INCLUDE NET MARGINS OF CENTURY SMELTER IN THE
REVENUE REQUIREMENT

WILL YOU SUMMARIZE ADJUSTMENT OAG-1-DB?

Mr. Brevitz is sponsoring the policy and rationale supporting this OAG
adjustment which reverses BREC’s net adjustment of $63,028,536 (BREC's
adjustment removed the impact of the Century smelter lost margins from
the revenue requirement) and includes Century’s net margins in the
revenue requirement. The estimated net impact of $63,028,536 is included

at Mr. Berry’s Exhibit Berry-4, page 1 of 1.

IS BREC’S ESTIMATE OF CENTURY’S REVENUE REQUIREMENT
IMPACT OF $63.0 MILLION CONSIDERED TO BE KNOWN AND
MEASURABLE?

No. The OAG’s net adjustment of $63,028,536 is based on BREC's
estimated impact of the loss of the Century smelter on BREC’s operations.

OAG Supplemental DR 2-17(b) asked BREC to provide the “actual”
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impact of removing Century from the historical costs of 2011 and 2012
time periods, but BREC's response stated that the requested information

was not available.

Next, OAG DR 2-17(c) asked BREC if it was not possible to identify the
“actual” impact of removing Century from 2011 or 2012 time periods, to
then provide the “estimated or forecasted” impact of removing Century
from these same periods of 2011 and 2012. BREC’s response stated that
the Company used a forecasted test period because of the complexity of
determining the “known and measurable” actual revenues and expenses
for 2011 or 2012. BREC stated that in order to determine and remove
“actual” impacts of Century from a historic test period, it would need to
make a great number of assumptions related to fundamental elements of
BREC's operations, including power plant operations, outages, fuel costs,

off system sales volumes, and load variations.

However, presumably, BREC also had to make some or all of these same
assumptions for purposes of determining a reasonable estimate of the
impact of Century upon BREC operations. But BREC has not provided

OAG with its detailed documentation, calculations, and assumptions
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related to its estimated $63 million impact, and therefore it is not possible
to determine if BREC’s calculated impact is accurate, reasonable,
transparent, and prudent. BREC has not provided reasonable substantive
documentation regarding the calculated impact of the Century smelter on
BREC’s operations. However, OAG does not have any other reasonable
options except to use BREC's estimated impact of $63 million as the source

for its reversal of BREC's adjustment related to the Century smelter.

ADJUSTMENT OAG-2-BCO: ADJUST OFFICER AND MANAGEMENT

PAYROLL

WILL YOU SUMMARIZE ADJUSTMENT OAG-2-BCO?

This is a two-part adjustment that adjusts and removes certain payroll
labor costs for Officers, Management, Nonmanagement, and Non-
Bargaining that are included in payroll costs of the forecasted test period
(but does not adjust pay for Union employees) as indicated below and
shown at Exhibit BCO-2, Schedule A-3:

OAG-2(a)-BCO - Reduce payroll $1,444,273 - This adjustment primarily
reduces significant increases in base pay awarded primarily during the
2009 period of the Commission’s decision in the Unwind Case (plus some
other incentive payments included in the forecasted test period). These

payroll increases were reflected in BREC’s forecasted test period payroll
levels.
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OAG-2(b)-BCO - Reduce payroll $920,306 - Removes Non-bargaining
pay raises of 2.25% for both the base period and forecasted test period.
These payroll increases were reflected in BREC's forecasted test period
payroll levels.

[ have determined that BREC awarded significant pay increases of about
$4.4 million to Officers and employees (with individual pay increases
reaching 70%), with much of these increases awarded during the 2009
period of the Commission’s Unwind decision. The Commission also
allowed BREC $4.3 million in the most recent 2011 rate case to use for
maintenance which had been deferred. However, it can be argued that
BREC's receipt of the $4.3 million merely subsidized and reimbursed the
Company for significant questionable pay increases of $4.4 million. This
means that BREC placed a priority on its own pay increases as it
continued to defer maintenance, thus jeopardizing the safety and service

quality of its customers and arguably violating the public trust.

PRIOR TO ADDRESSING YOUR ADJUSTMENT, WILL YOU
EXPLAIN HOW BREC HAS APPARENTLY PLACED SIGNIFICANT
PAY INCREASES AS A PRIORITY OVER MAINTENANCE?

Mr. Holloway’s testimony explains how BREC has deferred major
maintenance of its generating units since the Unwind Case in 2009, and he

indicates the Commission allowed BREC to recover $4.3 million in the
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2011 rate case to complete deferred maintenance.l’ However, BREC began
rewarding itself with significant permanent pay increases during the
period of the Commission’s Unwind Case decision in 2009, plus a
retention bonus paid to employees one year after the Unwind Case in
2010, along with significant one-time incentives/bonuses paid mostly in
2011 and 2012, which all total about $4.4 million. The $4.4 million payroll
increases are shown by year and type in detail at Exhibit BCO-2, Schedule

A-3, page 3 of 3.

Thus, BREC management rewarded themselves with substantial pay
increases during the period of the Unwind Case which ultimately caused
the deferral of important maintenance issues to some degree. In fact, the
$4.3 million that the Commission awarded BREC in the 2011 rate case is
almost the exact amount of significant pay increases of about $4.4 million,
thus it could be argued that the Company used the $4.3 million as
reimbursement for its generous permanent pay raises and one-time
incentive payments. Although Adjustment OAG-2-BCO reduces certain
significant historical and forecasted payroll increases by $2.4 million (that

are included in the forecasted test period), this adjustment is not

11 Holloway Direct, beginning at page 5.
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specifically tied to the deferred maintenance issue. However, this
adjustment can certainly be justified in part by BREC’s decision to favor
substantial pay increases over very important maintenance concerns. The
prudency of BREC's decision-making process is very questionable, and at
the very minimum it was extremely poor timing for management to
award itself significant pay increases while seeking to have customers

pay for the Unwind transaction.

CAN YOU SUMMARIZE SOME OF THE SUBSTANTIAL PAY
INCREASES OVER THE YEARS, INCLUDING PAY INCREASES IN
IN 2009 WHEN THE COMMISSION ISSUED ITS DECISION IN THE

UNWIND CASE?

Yes. This information is illustrated in the table below by year and type of
substantial payment (and is part of the information included at Exhibit
BCO-2, Schedule A-3, page 3 of 3). I will address some of these issues in
more detail later when addressing my adjustment. In addition, some of
these amounts had to be estimated because BREC would not provide the

related amounts as I will explain later.
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Table BCO-1 - Significant Pay Increases:

Unwind Forecast
Order Base Test
Significant Pay Increases 2009 2010 } 2011 |} 2012 | Period | Period | Total
Pay increases in year of Unwind $1.4m $14m
Retention bonus -1 year after Unwind $1.0m $1.0m
Various incentives/bonuses $1.1m $1.1m
Various incentives/bonuses $.7m $.7m
Incentives $2m $2. m
Incentives $.04m | $.04 m
Total Signficant Pay Increases $44 m

Table BCO-1 is intended to show only the impact of certain significant

permanent pay increases along with one-time incentive and bonus

payments.’2 It is important to note that this table is not intended to

address the more routine cost-of-living pay increases of 1% to 3.5% per

12 While the “Unwind” case (Case No. 2007-00455) was pending, BREC filed an application for
emergency rate relief (Case No. 2009-00040), in which it sought, among other things, permission
to require its ratepayers to reimburse $441,000 in bonus payments to 84 employees. Although
BREC withdrew its application in Case No. 2009-00040 after it was fully litigated, the
Commission’s final order (dated Aug. 14, 2009), at p. 2 sharply criticized BREC for asking
ratepayers to pay for bonuses during such a period of extraordinary financial hardship:

“It is for this reason that the Commission would be remiss if it did not caution Big
Rivers to be diligent in determining future expenditures to ensure that all non-
essential spending is eliminated. For example, we note that Big Rivers filed this
rate application on March 2, 2009, requesting a 21.6 percent increase, along with a
motion to implement the increase on an interim basis 30 days thereafter, claiming
that it “will not have sufficient cash to pay its bills as and when due, and its credit or
operations will be materially impaired or damaged” [footnote 3: Big Rivers
application at 3]. However, Big Rivers subsequently disclosed that, in the two
months immediately prior to its rate filing, it paid a total of $441,000 in bonus
payments to 84 employees [footnote 4: Big Rivers’ Response to Kentucky Industrial
Utility Customers, Inc.’s May 4,2009 Second Data Request, item 15]. The timing of
these bonuses was clearly inappropriate in light of Big Rivers’ cash crisis. Big
Rivers must be diligent in determining future expenses, as well as capital
investments, to ensure that it is providing a high quality of service at the lowest
reasonable cost. [emphasis added]
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year. It should also be noted that despite the Commission’s harsh
criticism for attempting to pass along bonuses in BREC's emergency rate
case 2009-00040, it appears the company went ahead and did just that, and
more, sometime between 2009 through 2012, as indicated in Table BCO-1

above.

Table BCO-1 shows a stair-step process, whereby pay increases were most
significant in the early years around the Unwind decision (years 2009 to
2011), and then the pay increases became less as this rate case approached.
It appears that BREC has been careful to not include any significant one-
time pay increases in its forecasted test period,!®> which is perhaps an
attempt to avoid scrutiny and review in this rate case for these important
payroll increase issues. Also, BREC would not provide specific
information regarding the amount of pay increases by Officer/employee
in 2009, and would not even provide the amount of the one-time

Retention bonus paid in 2010.14 It is clear that BREC is very sensitive

13 BREC did include some lesser amounts of about $38,000 of incentives and “other”
compensation in the forecasted test period which are also removed by this adjustment.

14 BREC's response to PSC 1-32 claims it cannot provide payroll data for 2009 and prior years.
BREC’s response to OAG 1-253(b) provided only the average or range of pay increase
“percentages” for 2009 and other years, but did not provide the amount of increase by Officer or
employee. BREC's response to OAG 2-56 would not identify the total amount of Retention bonus
paid in 2010, or the amount paid per Officer or employee.
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about these significant pay increases, especially those increases tied

closely to the timing of the Commission’s decision in the Unwind case.

The most substantial permanent salary pay increases were made in 2009,
the year of the Commission’s decision in the Unwind case. The Officer
pay raises in 2009 averaged 48% (ranging from 14.75% to 69.58%)5, and
Mr. Bailey and Mr. Berry were the primary beneficiaries of this pay
increase, along with the currently retired Mr. Blackburn. Management
and Nonmanagement employees (not including Union employees) also
received greater than normal pay raises, averaging 5% to 6% in 2009,
along with Management pay raises averaging 7% in 2010 (these 2010 pay
raises were grouped into 2009 for simplicity). These amounts were subject
to inclusion in my Adjustment OAG-2-BCO which I will address later in

this testimony.

In June 2010 (one year after the Unwind case), BREC paid a lump-sum
Retention bonus to those employees that accepted the Company’s offer of
employment, and which were actively employed one-year after the

Unwind case.’® [ have estimated this Retention bonus at $1.0 million,

15 BREC response to OAG 1-253(b).
16 BREC response to OAG 1-78.
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although it could be more or less, but this approximates about 5% of
Management payroll (not including Union payroll). The Retention bonus
is only in my table for information purposes about significant payroll
amounts, and is not part of Adjustment OAG-2-BCO that I will address

later.

In 2011 and 2012, BREC paid substantial incentives and bonuses of $1.1
million and $.7 million, respectively. This was the last of the significant
pay increases, and BREC did not include any significant incentives or
bonuses in the future test period revenue requirement of this rate case.
These incentive and bonus amounts are only in my table for information
purposes regarding the significant payroll amounts and they are not part
of Adjustment OAG-2-BCO (which I will address later) because they were

one-time payments and were not permanent increases in payroll levels.

HOW SHOULD THE PRECEDENT OF BREC SUBSTITUTION OF
SIGNIFICANT PAY INCREASES FOR IMPORTANT MAINTENANCE
ACTIVITY IMPACT THIS CASE?

It should certainly contribute to adoption of Adjustment OAG-2(a)-BCO

which removes $1.4 million (of the total $4.4 million of significant pay

Public Redacted Direct Testimony of Bion C. Ostrander
on Behalf of the OAG

Case No. 2012-00535 — May 24, 2013

Page 30




10

11

12

13

14

15

16

17

18

19

20

increases) of these significant pay increases that are permanently built into
Officer and Management payroll costs today and which are included in the
forecasted test period. Of course, if BREC had provided the specific
information regarding payroll cost that the OAG requested, the $1.4
million adjustment may have been greater (and there is the possibility the

adjustment could be less also).

A policy argument could be made that the Commission’s 2011 rate case
decision to give BREC $4.3 million in revenue requirements related to
deferred maintenance issues has instead been used to subsidize the
significant historical pay increases and to finance, and even promote, the
Company’s $2 million of significant incentive and bonus payments in 2011,
2012, and the base period. Those substantial and important concerns could
support a policy decision to withhold at least the same $4.3 million of
revenue requirements in this rate case which was arguably not used for its

intended purposes from the 2011 rate case.

In addition, if there is any question at all, the Commission should use this
as an additional reason to adopt my recommended 1.10 MFIR instead of a

1.24 TIER. The 1.24 TIER provides about $6 to $7 million in additional
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revenue requirements (or margin) on an annual basis to BREC, over and
above the 1.10 MFIR. However, BREC's significant pay increases over time
have eaten up 60% to 70% of a one-year margin difference between the 1.10
MFIR and 1.24 TIER. The Company should not be awarded the higher
TIER of 1.24 when they cannot be trusted to use this additional revenue
requirement of $6 to $7 million to pay for priority maintenance instead of
self-serving actions to reward themselves with substantial pay increases.
There is no guarantee the Company will not make similar types of
questionable decisions in the future to favor their interests over customer
interests, and take advantage of the extra margin provided by the 1.24

TIER.

DO YOU PROPOSE A MONITORING PROCESS FOR BREC IN THE
FUTURE?

Yes, this is addressed near the end of my testimony and this monitoring
process is certainly supported by this example of questionable decision

making.
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SHOULD LOAN HOLDERS ADOPT MORE PROTECTIVE
COVENANTS AND CONTROLS OVER BREC?

Yes. I have seen cases where loan agreements have included specific
covenants for TIER-driven companies that prohibit payments of dividends
and certain pay increases for Officers and employees. If this type of
covenant had been in place this would have prevented these types of
substantial pay increases, but most importantly it would have reduced the
amount of deferred maintenance and provided a direct benefit to
customers. The OAG cannot tell BREC’s loan holders how to run their
business, but I believe these types of protective and prohibitive covenants
are justified. In addition, it vests another outside party with responsibility
and accountability over BREC, so some weight is shifted from the
Commission’s shoulders. If BREC had to file quarterly reports with lien
holders regarding questionable or substantial pay increases, this inserts
another party into the equation with a vested interest in BREC’s actions

and adds another layer of controls to lessen the Commission’s burden.
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WILL YOU EXPLAIN ADJUSTMENT OAG-2(a)-BCO WHICH
REMOVES $1.4 MILLION RELATED TO SIGNIFICANT PAYROLL
INCREASES?

Yes. This Adjustment OAG-2(a)-BCO is only related to three significant
pay increases awarded to Officers and Management and Nonmanagement
employees that permanently remains in these employee’s pay levels for
the forecasted test period, consisting of: 1) significant pay increases during
the 2009 period of the Unwind Case; 2) the significant pay increase for Mr.
Berry in 2011; and 3) Incentives and “Other” Compensation included for
Mr. Bailey and Mr. Berry in the forecasted test period (and these pay
raises are shown in detail at Exhibit BCO-2, Schedule A-3, page 1 of 3).

This Adjustment OAG-2(a) differs from the following Adjustment OAG-

2(b)-BCO which is only related to the partially forecasted 2.25% pay raises

awarded to Non-bargaining employees and which are limited to just the

base period and the forecasted test period (and both of these 2.25% pay
raises are included in the rolled-forward payroll levels for the forecasted

test period).
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The Adjustment OAG-2(a)-BCO is summarized in Table BCO-2 below in
its two parts for: 1) Officers; and 2) Management and Nonmanagement:

Table BCO-2 — Adjustment OAG-2(a)-BCO:

OAG ADJUSTMENT SUMMARY: Forecasted Adjusted
Test Period Total

M. Bailey - President and CEO 188,667 (188,667)

R. Berry - VP Production 126,211 (126,211)

'Adjustment - Officers (314,878)

Adjustment for Management/Nonmanagement (1,129,395)

Total Adjustment (1,444,273)

Q. WILL YOU EXPLAIN THE ADJUSTMENT TO OFFICER PAY RAISES
RELATED TO ADJUSTMENT OAG-2(a)-BCO?

A.  The first sub-part of the adjustment removes $314,878 of payroll increases
for Officers Mr. Bailey and Mr. Berry, and this includes removing about
$212,667" of estimated permanent payroll increases granted to Mr. Bailey
and Mr. Berry in 2009 (Unwind case year), about $65,400%8 in additional
increases to Mr. Berry in 2011, and $36,811% of “Other” compensation for
both Mr. Bailey and Mr. Berry that was included in the forecasted test
period. As previously indicated, BREC would not provide the amount of

payroll increases by Officer/employee in 2009, although BREC did

17 Exhibit BCO-2, Schedule A-3, page 1 of 3, Mr. Bailey’s estimated 2009 pay increase of $170,667 at
Column J, line 30, and Mr. Berry’s estimated 2009 pay increase of $42,000 at Colummn J, line 51.

18 Exhibit BCO-2, Schedule A-3, page 1 of 3, Mr. Berry’s 2011 pay increase of $65,400 at Column J, line
45,

19 Exhibit BCO-2, Schedule A-3, page 1 of 3, Mr. Bailey’s “Other” pay increase of $18,000 at Column J,
line 14, and Mr. Berry’s “Other and Incentive” pay increase of $18,811 at Column J, line 35.
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provide information for 2009 showing average pay increases for Officers
of 48%, ranging from about 15% to 70%.2° I used this information and
estimated a 50% increase for Mr. Bailey and estimated a 25% increase for
Mr. Berry.2! I have included additional calculations regarding this part of

the adjustment at Exhibit BCO-2, Schedule A-3.

WILL YOU EXPLAIN THE ADJUSTMENT TO MANAGEMENT AND

NONMANAGEMENT PAY RAISES RELATED TO ADJUSTMENT

OAG-2(a)-BCO?

This second sub-part of the adjustment removes about $1,129,39522 of
payroll increases for Management and Nonmanagement employees (but
not including any Union employees), and this includes removing about
6% of the total pay increases covering both the 2009 period (Management
average pay increase of 6.40% plus Nonmanagement pay increase of
4.56%) and the 2010 period (Management average pay increase of
7.08%).2 1 only removed a portion of the pay increases for these years

because the percent of pay increase was above more normal levels of 1%

20 BREC response to OAG 1- 253(b).

21 T used a smaller percentage increase for Mr. Berry, because he subsequently received another
31% pay increase in 2011 of $65,400, thus bringing his pay increase percentage to 56% (25%
estimated in 2009 and 31% actual in 2011).

22 Exhibit BCO-2, Schedule A-3, page 1 of 3, Column K, line 11.

2 BREC provided the average percentage pay increase at OAG 1-253(b).
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to 3.5% provided to these employees in most years. I have lumped the
adjustment for both the 2009 and 2010 Management and Nonmanagement
pay increases into previous Table BCO-12* as “2009” pay increases, for
simplicity purposes. Again, this amount is an estimate because BREC
would not provide the actual amount of payroll increases given for these
years. I have included additional calculations regarding this part of the

adjustment at Exhibit BCO-2, Schedule A-3, page 1 of 3.

WHY DID YOU REMOVE A PORTION OF OFFICER,
MANAGEMENT, AND NONMANAGEMENT PAYROLL INCREASES
IN ADJUSTMENT OAG-2(a)-BCO?

I only removed that portion of Officer, Management and Nonmanagement
pay increases that represents permanent pay increases that are still carried
forward and included in these related employee’s payroll levels for the
forecasted test period. In addition, I only adjusted for unusually
significant and questionable pay increases for the period 2009 through the
forecasted test period that are included in existing payroll levels of
employees, and I did not remove more routine cost-of-living payroll

increases as part of this adjustment (although I will address later in this

* Also, see Exhibit BCO-2, Schedule A-3, page 3 of 3, the “2009 pay increases” of $1.4 million at Column
C, line 1, which includes total adjustment amounts of OAG-2(a)-BCO for Officers of $314,878 plus OAG-
2(a)-BCO for Management and Nonmanagement of $1,129,395.

Public Redacted Direct Testimony of Bion C. Ostrander
on Behalf of the OAG

Case No. 2012-00535 — May 24, 2013

Page 37



10

11

12

13

14

15

16

17

18

19

20

testimony the removal of the 2.25% pay increase for the base period and

forecasted test period as the second part of Adjustment OAG-2(b)-BCO).

The largest part of this adjustment removes the significant payroll
increases awarded in 2009 during the year of the Commission’s decision
in the Unwind case. I question the timing and prudency of these payroll
increases in relation to the Unwind proceeding. And as I previously
indicated, I don’t believe it is reasonable that BREC placed significant
payroll increases as a priority over necessary maintenance, and which
caused the deferral of important maintenance. BREC continues to assert
problems with deferred maintenance in this proceeding as addressed in
the testimony of Mr. Holloway, but the Company needs to assume
responsibility for part of this deferral problem that it helped create based
on its apparent decision to substitute questionable payroll increases for
necessary maintenance. The Company’s payroll increases are contrary to
customer interests regarding the importance of maintenance in preserving

and promoting service quality and safety.

BREC should not be rewarded for its historical and continuing actions that

placed a premium on officer and management payroll increases, because
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there is no guarantee that these actions will not be repeated in future years
when the Company knows it does not face a rate case review. It appears
that the Company has at least temporarily cut-back its amount of
incentives and bonuses in the base period and test period in an attempt to
avoid scrutiny and review of these issues in this rate case, although the
Company has also thwarted OAG'’s attempt to objectively evaluate this
information and its impact on this rate case. The Commission should
adopt OAG’s payroll adjustment and send a strong signal to BREC that
maintenance must be a priority over significant pay increases for officers

and management.

MOVING TO THE SECOND PART OF THIS ADJUSTMENT,
REGARDING OAG-2(b)-BCO, WHY DID YOU REMOVE THE BASE
PERIOD AND FORECASTED TEST PERIOD PAY INCREASES OF
2.25% RELATED TO NON-BARGAINING EMPLOYEES?

This portion of my adjustment is shown in Table BCO-3 below, and BREC
seeks recovery in this rate case of both the 2.25% Base Period pay increase

of $470,802, along with the 2.25% Forecasted Test Period pay increase of
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$449,504 per its response to PSC 1-34.% [ have removed both of these
Company-proposed adjustments.

Table BCO-3 - Remove 2.5% Pay Increases Non-Bargaining Employees:

Base Period . Forecasted
% Pay Increase 2.25% 2.25%
Officers & Management PSC1-34 470,802 449,504 (920,306)

I have removed the Forecasted Test Period pay increase of 2.25% because
this is related to the 12-months ending August 31, 2014, and these
increases are not known and measurable at this time. Furthermore, it is
not possible to anticipate or evaluate non-bargaining employee
performance or cost of living this far in advance of August 2014 to
determine if a 2.25% increase is justified. Also, the number of related
employees could change by August 31, 2014, so the number of employees
to which the pay increase is applied is not known or measurable at this
point. It can also be argued that pay increases in the past have been
sufficient and significant. Finally, the Company should not be rewarded
for withholding important payroll data from OAG, other intervenors and
the Commission, especially when those costs are included in the revenue

requirements and can significantly impact rates in this case.

25 Exhibit BCO-2, Schedule A-3, page 1 of 3, Columns D, E, and F, line 11.
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Q.

I removed the Base Period pay increase of 2.25% related to non-bargaining
employees because I am not aware that BREC has provided any updated
actual calculations to substitute for its “forecasted” 2.25% increase. It is
not clear if the 2.25% forecasted amount is accurate or reasonable. Again,
I believe it can be argued that pay increases in the past have been
sufficient and significant. Finally, I believe it is reasonable to put all pay
increases on hold so that BREC can use these funds in part to catch-up on
its deferred maintenance, and BREC needs to show a good faith

commitment to improving maintenance as a priority over pay increases.

WHY DID YOU ALLOW BREC'S PROPOSED UNION PAY
INCREASES IN THIS RATE CASE?

It is my understanding that these pay increases are supported by actual
union contracts and so the amounts are more known and measurable than
the pay increases for Officers and Management. There is some argument
for removing these amounts, but my position on payroll is mitigated by

allowing these union-related pay increases.
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HAS BREC ATTEMPTED TO JUSTIFY ITS SIGNIFICANT PAY
INCREASES IN 2009 AND OTHER YEARS WITH A COMPENSATION
STUDY OR A COMPARISION OF ITS SALARIES TO SIMILAR
COMPANIES IN THE MARKET?

No. BREC has not provided any explanation or supporting
documentation for these significant payroll increases. BREC seems more
interested in deferring attention away from this subject matter, by virtue
of its failure to provide documentation identifying the total pay increases

in 2009 (and other years) and the amounts by Officer and employee.

The OAG 1-254 asked BREC to identify the most recent date that it (or an
outside consultant) compared its employee compensation levels to market
compensation studies, and to provide a copy of the report, analysis,
assumptions underlying the study, findings, and to identify all payroll
increases that were implemented as a result of the review. BREC did not
provide this requested information. Instead, BREC’s response referred to
PSC 1-33 and findings from the Towers Watson Competitive Market
Assessment Review completed in 2012 and several other salary/benefits

studies.
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WHAT DID YOU CONCLUDE FROM REVIEWING THE TOWERS
WATSON REPORT AND RELATED MATERIALS?

I reviewed the Towers Watson Report (“TW Report”) provided with PSC
1-33, along with other information. However, I did not see any detailed
studies or supporting documentation that justified the significant pay
increases in 2009 and 2011 for officers Mr. Bailey and Mr. Berry. In
addition, adequate supporting documentation was not available to fully
assess and evaluate the reasonableness of compensation levels of Mr.
Bailey and Mr. Berry in comparison to the market for similar
benchmarked job positions. In total, BREC did not provide any
information that supported the current pay levels of Mr. Bailey and Mr.

Berry.

ADJUSTMENT OAG-3-BCO - CORRECTION TO INCLUDE THE
COMMISSION’S RATE RELIEF IN PRIOR REHEARING ORDER
AND OTHER BREC CORRECTIONS

WILL YOU SUMMARIZE ADJUSTMENT OAG-3-BCO?
This adjustment considers the impacts of BREC’s proposed revised
exhibits (and related revised adjustments) provided in response to PSC

DR 2-36, and changes the reduction in the revenue requirement impact
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from BREC’s proposed amount of $1,507,989 to a corrected amount of

$1,568,516 as shown at Exhibit BCO-2, Schedule A-4.

BREC’s response to PSC DR 2-36 states that the revised exhibits reflect the
impact of the Commission’s Rehearing Order (increased revenues of
$1,042,535), along with corrections of errors and other changes in
proposed adjustments and revenue requirements. BREC claims this
information supports a reduced revenue requirement of $1,507,989,
although the detailed workpapers appear to support a reduced revenue
requirement of $1,568,516 (and this is the amount of adjustment that I will
propose) as set forth below:

1) Impacts of additional revenue increases of $1,042,535 from the
Commission’s Rehearing Order;

2) Correction of the BREC adjustment related to prior year rate case
expense amortization at Exhibit Wolfram-2, Reference Schedule
1.09 (this change is not identified in the written response by BREC,
but is included in calculations at revised Exhibit Wolfram-4.2, page
11 of 16).

3) Correction of expense adjustments for FAC, ES, Non-FAC PPA
(Exhibit Wolfram-2, Reference Schedules 1.01, 1.02, 1.03,
respectively), along with Lobbying Expenses (although BREC’s
written response identified a change in Lobbying Expense in its
revised exhibits, the adjustment amount of $70,923 is the same as
BREC's original filing) - - all identified in PSC 2-39 (all updated
amounts included at revised Exhibit Wolfram-4.2, page 11 of 16);

4) Elimination of the rounding errors identified in PSC 2-40; and

Public Redacted Direct Testimony of Bion C. Ostrander
on Behalf of the OAG

Case No. 2012-00535 — May 24, 2013

Page 44



WO N

10

11

12

13

14

15

16

17

18

19

5) Correction of the calculation of depreciation expense on fully-
depreciated plant identified in AG-277(c).

BEFORE ADDRESSING THE REVISION TO BREC’S RATE FILING
RELATED TO THE COMMISSION’S DECISION IN THE PRIOR
RATE CASE, WILL YOU PROVIDE SOME RELEVANT
BACKGROUND?

Yes. In the prior rate case (Case No. 2011-00036), BREC initially sought a
rate increase of $39.95 million (9.2% increase over its normalized test year
revenues), BREC subsequently revised its filing to $39.34 million and the
Commission’s Order relied on this amount for adjustments (although this
amount did not reflect three items which reduced BREC’s proposed

increase to $29.60 million).26

The Commission’s Order dated November 17, 2011, granted BREC an
increase in wholesale electric base rates of $26,744,776.27 It is my
understanding that BREC reflected the entire amount of these additional

revenues in its forecasted test year rate filing in the current rate case.

2 In1 the Matter of: Application of Big Rivers Electric Corporation for a General Adjustment in Rates,
Case No. 2011-00036, dated November 17, 2011 (page 1).

27 In the Matter of: Application of Big Rivers Electric Corporation for a General Adjustment in Rates,
Case No. 2011-00036, dated January 29, 2013 (page 1). The amount of the rate increase of
$26,744,776 granted to BREC in the Commission’s Order dated November 17, 2011 is specifically
identified in the Commission’s Rehearing Order dated January 29, 2013 (page 1), along with
additional rate relief of $1,042,535 (p. 24).
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However, the Commission’s Rehearing Order dated January 29, 2013,
modified the original order and granted BREC additional rate and

revenue increases of $1,042,535 which were not included in BREC’s filing.

HAS BREC FORMALLY REVISED ITS APPLICATION FOR THE
IMPACT OF ADDITIONAL REVENUES OF $1,042,535 FROM THE
PRIOR RATE CASE?

No. At this time, BREC has not formally revised its application, has not
formally filed any amended testimony, and has not formally reduced the
original amount of its proposed revenue increase of $74.5 million to the
best of my knowledge. The Company has provided what it references as
updated exhibits, and these might be used for an updated filing in the
future.  Therefore, I am proposing these revised amounts as an

adjustment.

DID YOU PRIMARILY RELY ON BREC’S UPDATED EXHIBITS FOR
YOUR REVISION TO BREC’S FILING?

Yes. Mr. Wolfram's testimony states that if the Commission issues an
order on rehearing in Case No. 2011-00036 resulting in a change in base

rates, BREC would have to adjust the rates proposed in this filing. This
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decision is final now, so I am addressing the impact as an adjustment in
this case. Subsequently BREC's response to PSC DR 2-36 provided certain
revised exhibits as a result of the Commission’s January 29, 2013
Rehearing Order.?8 These revised exhibits reflect the impact of additional
revenues of $1,042,535 from the Commission’s Rehearing Order, along
with additional changes and corrections of errors. In addition, BREC
states that these revised exhibits do not include the impact of BREC's
amended application in Case No. 2012-00492 (to reflect the reduction in
certain costs due to refinancing) as described in its response to PSC DR 2-

13 (and other data requests).

CAN YOU SUMMARIZE THE TYPES OF CHANGES REFLECTED IN
BREC’'S REVISED EXHIBITS AND DO THESE AMOUNTS
RECONCILE?

BREC’s response to PSC DR 2-36 states that the total impact of these
changes is a reduction in the original revenue requirement of $1,507,989.
However, there is a small unreconciled difference of about $60,000
between Mr. Siewert’'s revised exhibits and Mr. Wolfram’s revised

exhibits. Mr. Wolfram's revised Exhibit Wolfram-4.2, page 9 of 16, shows

28 BREC's response to PSC DR 2-36 included certain revised exhibits for Mx. Wolfram, Mr.
Yockey, and Mr. Siewert.
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total operation and maintenance expense of $389,053,393 and Mr.
Siewert’s revised Exhibit Siewert-3.2, page 1 of 1, shows Total Operation
and Maintenance Expense of $389,115,893 (which is calculated as
$41,106,471+%5,244,047+$216,483), which results in an unreconciled

difference of $62,500 (which is calculated as $389,115,893 - $389,053,393).

In addition, the original forecasted amounts at August 31, 2014 (without
the proposed rate increase) shows Total Operation, Maintenance, and
Depreciation Expense of $433,158,383 less Wolfram’s revised adjustments
(Adjustments at Reference Schedules 1.01 through 1.12) of $53,452,088
equals adjusted Expenses of $379,706,295. However, Mr. Wolfram's
revised Exhibit Wolfram-4.2, page 11 of 16, shows an amount of
$379,644,679, for an unreconciled difference of $61,616 ($379,706,295 -

$379,644,679).

I have reflected the adjustment of $1,568,516 at Exhibit BCO-2, Schedule
A-4, Column C because this appears to be more consistent with

underlying amounts included in BREC's original filing.
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WERE YOU ABLE TO RECONCILE BREC’S REVISED ADJUSTMENT
RELATED TO PRIOR YEAR RATE CASE AMORTIZATION EXPENSE
TO ITS ORIGINAL ADJUSTMENT?

No. BREC’s filing includes an adjustment of $640,753% to reflect the 3-
year amortization of rate case expense in the prior rate case (Case No.
2011-00036), and BREC’s revised exhibits show a reduced adjustment
amount of $203,352.30 BREC's response to Supplemental OAG DR 2-23
states that the revised amount of $203,352 reflects the amortization of the
uncollected balance of rate case costs approved by the Commission’s
Rehearing Order dated January 29, 2013 and this reflects an adjustment
for ratemaking purposes only, because there are no prior rate case
expenses included in the forecasted test period. Although BREC's revised
exhibits appear to reduce prior year rate case expense amortization by
$437,401 ($640,753 - $203,352), I could not reconcile the amount of $203,352
to any supporting documents or amounts addressed in prior Commission
orders. Therefore, this revised rate case expense amount of $203,352 may

be subject to further adjustment or changes.

2 Wolfram, page 17, lines 18 to 22, and Exhibit Wolfram-2, Reference Schedule 1.09.
30 BREC response to PSC 2-36 and related revised exhibits, revised Exhibit Wolfram-4.2,
Adjustment 1.09.
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ADJUSTMENT OAG-4-BCO - COST SAVINGS FROM JULY 12, 2012

REFINANCING OF RUS SERIES A NOTE

WILL YOU SUMMARIZE ADJUSTMENT OAG-4-BCO?

This adjustment reflects the cost savings related to BREC's July 12, 2012
refinancing of its RUS Series A Note, resulting in a total cost savings of
$4,189,083 as provided in BREC’s response to OAG DR 1-63(c) and related
to the amended application in Case No. 2012-00492 (Refinance Case).
BREC's response to PSC DR 2-36 states that the Company has not reflected
the amount of this cost savings in the rate case because the Commission
has not yet approved BREC’s proposed refinancing in Case No. 2012-
00492. 1 am reflecting this adjustment is this rate case because the

Commission has now approved BREC's revised application in that case.

The related impact by type of cost savings is set forth in Table BCO-4 that

serves as the basis for the related adjustment:3!

3! This same table, along with additional information, is included at Exhibit BCO-2, Schedule A-5.
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Table BCO-4 ~ Refinancing Cost Savings:

Description Adi.
Series A Note refinancing ($440,771,549*1.43%) (6,303,033)
Additional borrowing; ($96,228,451%4.41%) 4,243,675
Int. expense CTC loan 2,214,409
Int. income CTC investment (1,771,527)
OAG-4(a)-BCO -- Int. Expense Adjustment (1,616,476)
OAG-4(b)-BCO - Estimated Patronage Allocation Adjustme (2,706,448)
Amortized loss on reacquired RUS Series A Note 60,482
Amortize refinancing cost 73,359
OAG-4(c)-BCO - Amortized Loan Adjustment 133,841
Total Impact of Cost Savings from Loan Refinancing (4,189,083)

In the above table, I have netted the Interest Income on CTC Investment of

$1,771,527 with the related increases in Interest Expense to produce a net

reduction in Interest Expense, because without this netting process the

refinancing transaction would have produced a net increase in Interest

Expense. I do not believe that it is reasonable, nor the intent, that this

refinancing would result in a “net” increase in Interest Expense, so a net

savings in Interest Expense is produced by this netting process.
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ADJUSTMENT OAG-5-BCO: ADJUST BREC’S ESTIMATED RATE CASE

EXPENSE

WILL YOU SUMMARIZE ADJUSTMENT OAG-5-BCO?

BREC proposes to amortize total estimated rate case expenses of
$1,585,977 over three years, for a total amortized expense of $528,659 in
this proceeding. I am proposing to reduce total estimated rate case
expense by $1,027,929, and disallow 3-year amortized rate case expenses
of $342,643. These estimated rate case expenses should be removed and
reduced for numerous reasons, including about 60% of related expenses
that are unspent, speculative, no supporting documentation, and not
known and measurable in terms of: if the amounts will be spent, when, by

whom, and for what possible purpose besides rate case expense.

BREC has not provided reasonable documentation to support recovery of
these significant and largely speculative rate case expenses. Exhibit BCO-
2, Schedule A-6 provides supporting documentation for this rate case
expense adjustment, including information that shows rate case costs

incurred and unspent to-date by consultant/attorney.
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Q. WILL YOU SUMMARIZE SOME OF THE REASONS FOR

ADJUSTING RATE CASE EXPENSE?

A.  Yes. Some of the reasons for removing and adjusting rate case expense for

consultants and outside attorneys include the following:

1) Through January 2013, about 60%32 (or $.9 million) of estimated rate
case expenses remain unspent, and much of these remaining estimated
expenses are speculative, not supported by meaningful
documentation, are not explained as to the purpose of the costs, and
are not known and measurable.

2) BREC has failed to provide ‘documentation or other objective,
verifiable evidence regarding its rate case expenses, and the Company
did not provide various supporting information that was requested in
OAG data requests.

3) Some of the hourly rates for legal services are excessive and BREC has
not provided documentation to show that highly compensated legal
counsel is essential for particular tasks as required by the
Commission’s Rehearing Order in the prior rate case.

4) In the prior rate case, intervenors raised concerns about excessive legal
fees, indicating that BREC's Washington, D.C. attorneys Hogan Lovells
US LLP charge hourly rates that are three times greater than BREC's
Kentucky law firm. BREC still uses the firm Hogan Lovells, although
none of these related legal expenses were designated as part of the
estimated rate case expense for this proceeding (so presumably the
firm is used for other services, although these amounts should also be
removed as excessive). However, because 57% of estimated rate case
legal fees remain unspent at this time, are speculative, and cannot be
traced to a specific attorney - - it is possible that part of these legal fees
will be paid to Hogan Lovells in the future (after this rate case is
concluded) and thus excessive legal fees will have been spent after-the-
fact and without recourse in this proceeding.

32 The 60% of estimated unspent rate case expense has been updated for BREC’s April 19, 2013, update of
PSC DR 1-34(a) showing invoices and additional rate case expenditures.
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Some of the legal costs are supported by contracts that identify
lobbying or political activity as part (or most) of the services to be
provided, and lobbying costs are not allowed to be recovered in the
rate case.?® Including these types of expenses in this proceeding as
“rate case expenses” negatively impacts upon the credibility of BREC
and raises concerns about the legitimacy and reasonableness of other
claimed rate case expenses.

Because a significant portion of the consulting and legal costs are
estimated and remain unspent as of the latest date, it is not possible to
determine if the “estimated” amotnts to be spent are related to the rate
case or some other services to be provided in the future or if the
amounts may be related to non-recurring issues that would normally
be excluded from the rate case.

It is not clear why BREC needs rate case assistance from four different
outside law firms, and this raises the concern of whether part of these
estimated costs will be actually used for rate case purposes in the
future, or whether BREC has included budgeted legal fees for other
services in its estimated rate case costs.

At least one legal invoice includes the cover page designating all fees
as related to “rate case”, although the invoice has been marked up in
writing to identify some costs that are not rate-case related.

It is not clear if complete legal invoices have been provided in all cases
in support of the costs.

10)Some of the estimated consulting costs are excessive considering the

scope of services, the remaining time for this engagement, and
considering similar services provided in the prior rate case for which
there are no significant economies of scale or cost savings.

11) Contracts or engagement letters are not available for any legal costs

which could be used to document the purpose and amount of legal
costs, thus leaving a significant portion of these costs as speculative
and without supporting documentation.

BPSC1-45.
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WHAT TYPE OF INFORMATION AND DATA REQUEST
RESPONSES DID YOU REVIEW?

I reviewed BREC's responses to numerous data requests issued by the
OAG and PSC Staff. BREC's January 29, 2013 response to PSC DR 1-54
showed the estimated rate case expenses for each consultant/attorney that
comprise the Company’s total estimated rate case expense of $1,585,977,
and this amount is amortized over three years to reflect estimated

amortized rate case expenses of $528,659 in the rate filing.

The January 29, 2013, initial response to PSC DR 1-54 showed actual costs
incurred by consultant/attorney from July 2012 through November 2012.
BREC has provided three subsequent updated responses to PSC DR 1-54,
with the “First Update” provided February 15, 2013, which shows rate
case expenses incurred by consultant for December 2012, the “Second
Update” provided March 18, 2013, provides updated expenses for January
2013, and the “Third Update” provided April 19, 2013, provides updated

expenses for February 2013.

Thus, for the seven-month period July 2012 through February 2013, the

information shows that BREC has only incurred 36% (and not incurred
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64% of its costs) of estimated consulting (non-legal) rate case expenses,3
and has only incurred 43% (and not incurred 57% of its costs) of its
estimated legal-related rate case expenses® as shown in the table below?6:

Table BCO-5 - Rate Case Expense Not Incurred to Date:

Total Total % Expenses
Actual Estimated Not
Incurred Rate Case | Incurred
Vendor to Date Expense to Date
Non-Legal:
Catalyst Consulting 172,066 411,255 58%
Burns and McDonnell 42,300 100,297 58%
American Man. Con. 2,065 -
Aces Power Marketing - 42,940 100%
Other ($55,785) - 55,785 100%
Dan Walker 7,750 -
Subtotal Non-Legal 222,181 610,277 64%
Legal:
Sullivan, Mountjoy 164,435 454,620 64%
Dinsmore & Shohl 233,707 521,080 55%
Orrick, Herrington 15,244 0.00
Hunton & Williams 1,730 0.00(:
Subtotal Legal 415,116 975,700 57%
Total - All Rate Case Expense | 637,297 | 1,585,977 60%

Thus, a significant amount of estimated rate case expense remains

unspent, speculative, not known and measurable in terms of when or if it

34 Exhibit BCO-2, Schedule A-6, Columns I and K, line 7, which shows amounts spent and percent
unspent to date for each non-legal consultant.

35 Exhibit BCO-2, Schedule A-6, Columns I and K, line 14, which shows amounts spent and
percent unspent to date for legal costs.

3 This table is from information included at Exhibit BCO-2, Schedule A-6, which provides
calculations supporting this rate case expense adjustment.
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will be spent, by whom, and for what specific purpose besides this rate

case.

DID THE COMMISSION EXPRESS CONCERN WITH BREC’'S RATE
CASE EXPENSES IN THE PRIOR PROCEEDING AND ESTABLISH
SPECIFIC CRITERIA FOR RECOVERING FUTURE RATE CASE
EXPENSES?

Yes. In the prior rate case, various intervenors, Commission staff and the
Commissioners themselves raised concerns about the level of rate case
expenses and the excessive hourly rates charged by BREC’s Washington,
D.C. office of attorneys Hogan Lovells US LLP (“Hogan Lovells”), which
were about three times the highest hourly rates charged by BREC's
Kentucky law firm.3” The Commission reduced Hogan Lovell’s legal fees
by 20% because their total fees of $897,200 significantly exceeded the
original estimated fees of $174,000 included in BREC's application.3® Most
importantly, the Commission noted that BREC bears the burden of proof
and the recovery of rate case expenses in future rate cases must meet the

following criteria:

37 Inn the Matter of: Application of Big Rivers Electric Corporation for a General Adjustment in Rates,
Case No. 2011-00036, January 29, 2013 Order, p. 3.
BId, p.6.
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1) the rate case expenses must be supported by unredacted copies of
invoices; and

2) there must be a showing that the use of highly compensated legal
counsel was essential for the particular tasks being performed.3°

DID YOU RELY UPON THE COMMISSION’S CONCERNS FROM
THE PRIOR RATE CASE ORDER AS A REASON TO DISALLOW
RATE CASE EXPENSES IN THIS PROCEEDING?

Yes, I relied on the Commission’s specific criteria as the rationale for
removing some rate case expenses, and I removed other expenses by
relying on the Commission’s underlying rationale. For example, I
removed all of the legal expenses of attorneys Orrick, Herrington &
Sutcliffe LLP (“Orrick”) because the firm’s hourly rates are excessive (in
some cases higher than those charged by the Hogan Lovell Washington,
D.C. firm) and BREC did not provide documentation to show that “the
use of highly compensated counsel was essential for the particular tasks

being performed” as required by the Commission’s prior order.

I have not allowed $15,244 of rate case expenses of Orrick Herrington &
Sutcliffe (“Orrick”) incurred to date because of excessive legal fees

(amounts provided in response to PSC 1-54). BREC did not specifically

®1d, p.6.
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refer to Orrick in its estimated rate case costs, but BREC did include an
“Other” category of estimated rate case expenses of $55,785 and Orrick
could be interpreted to fall within this category. Orrick may have been
excluded from mentioning in this “Other” category of rate case expense in
an attempt to avoid scrutiny of its excessive legal fees. In addition, BREC
did not include Orrick’s hourly billing rates along with other attorney
billing rates that were disclosed at the response to PSC 1-54(b), and this
looks very unusual. It appears that BREC did intend to include Orrick
costs as part of rate case expense because BREC's February 15, 2013 first
updated response to PSC 1-54 provides copies of Orrick’s invoices and
this data request states, “Provide the following information concerning

costs for the preparation of this case.” (Emphasis added). Also, a

handwritten note on this page identifies certain “rate case” expense
amounts without an explanation of services (which also justifies removal

of these expenses), although the remainder of the invoice is redacted.

Orrick’s January 8, 2013, invoice shows the highest hourly rates of $995.00,
$760.00, and $695.00 for three attorneys providing services to BREC.4 In

comparison, BREC’s January 29, 2013 response to PSC DR 1-54 provides a

40 BREC's response to PSC 1-54(a), page 18 of 22, first update of February 15, 2013.

Public Redacted Direct Testimony of Bion C. Ostrander
on Behalf of the OAG

Case No. 2012-00535 — May 24, 2013

Page 59




10

11

12

13

14

15

16

17

18

19

comparison of hourly rates of all consultants/attorneys, and the highest
hourly rates for the law firms are $280.00 for Dinsmore & Shohl LLP
(“Dinsmore”) and $220.00 for Sullivan, Mountjoy, Stainback & Miller,
P.S.C. (“SMSM”). Clearly the Orrick hourly rates are excessive compared
to the other attorney’s hourly rates and these amounts should be removed.
If any Orrick legal fees are included in other “non-rate case” expenses of

the revenue requirement, these amounts should be removed also.

IS BREC'S INCLUSION OF THE EXCESSIVE ORRICK LEGAL FEES
CONTRARY TO MR. YOCKEY’S TESTIMONY?

Yes. Mr. Yockey states that BREC is “closely managing” its rate case costs,
and it has “addressed the issue of outside legal expenses, which was
contested in the 2011 Rate Case.”4! I interpret Mr. Yockey’s comments to
mean that BREC has not included any “excessive legal fees”, or has at
least provided an explanation of why those excessive legal fees are
necessary in response to the Commission’s prior rate case order. Mr.
Yockey’s testimony is not accurate or consistent with the rate case
expenses sought by BREC, because the amounts of Orrick’s legal fees are

excessive and BREC does not explain why these fees are justified.

41 Yockey Direct, Tab 65, page 11, lines 9 to 11.
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HAS BREC EXPLAINED WHY THE SIGNIFICANT AMOUNT OF
LEGAL EXPENSES ARE NECESSARY FOR FOUR DIFFERENT LAW
FIRMS IN THIS RATE CASE PROCEEDING?

No. Mr. Yockey's testimony explains that BREC is using two law firms for
this rate case, both SMSM and Dinsmore.#2 However, Mr. Yockey's
testimony is not accurate, because BREC is really using four law firms,
including Orrick and Hunton & Williams.#* The inaccuracy of Company
testimony regarding rate case expense raises concerns with the credibility

of all rate case expenses requested in the revenue requirement.

BREC has included estimated legal costs of $975,700% (not including
Orrick and Hunton & Williams) in this rate case for SMSM and Dinsmore,
and has incurred $398,14245 (or 43% of estimated costs to date, although
some of this amount is considered to be unreasonable or excessive) of its

original estimated legal expenses to date through the April 19t update of

42 Yockey Direct, Tab 65, page 11, lines 11 to 15.

13 Expenses for Hunton & Williams were incurred for the first time with the April 19, 2013 “Third
Update” of expenses at PSC 1-54.

# Exhibit BCO-2, Schedule A-6, Column J, line 14.

45 BREC's original estimated legal expenses that have been incurred to date are $398,142, and this
consists of total legal expenses incurred to date of $415,116 (Exhibit BCO-2, Schedule A-6,
Column I, line 14) less Orrick legal fees of $15,244 and Hunton & Williams legal fees of $1,730
(Exhibit BCO-2, Schedule A-6, Column H, lines 12 and 13) which were not included in BREC's
original estimated legal expenses.
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PSC 1-54.46 BREC’s estimated legal costs represent 62% of its total
estimated rate case expense. I have allowed total legal expenses of
$300,0004 for SMSM and Dinsmore and disallowed $675,700 (and
$560,584 of BREC's estimated legal costs have not even been incurred to

date). All of this information is shown at Exhibit BCO-2, Schedule A-6.

The estimated legal fees are significant and unjustified. The total
estimated legal costs of $975,700 (not including Orrick and Hunton &
Williams), when divided by an average hourly rate of $230.00, equals
4,242 hours to be spent on this rate case. If these 4,242 hours were
expressed as the required time of one person, this would translate to 106
weeks at 40 hours a week or about 27 months. The estimated legal fees

are excessive and not supported by proper documentation.

In addition, BREC has not specifically explained why the services of four
different law firms are necessary for this rate case, and why this does not
result in overlap or inefficient services. In addition, because a significant
amount of these estimated legal expenses are unspent, this raises concerns

if part of these future legal expenses are unrelated to rate case expense

46 Legal fees incurred to date are provided at PSC 1-54, the January 29 initial response, the
February 151 update, the March 18 update, and the April 19t update.
#7 Exhibit BCO-2, Schedule A-6, Column N, lines 10 and 11.
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and will be used for other purposes, including some possible non-
recurring or extraordinary events or situations that might justify a rate

case adjustment to remove these costs in a typical rate case.

DID YOU REVIEW ACTUAL INVOICES OF ATTORNEYS AND DID
YOU IDENTIFY PROBLEMS?

Yes. These invoices were provided by BREC primarily in response to PSC
1-45 and 1-54. I was not able to determine that all amounts on the
attorney invoices were related to rate case expense, there appears to be
overlap of legal charges within and between law firms, some charges
appear to be excessive, and there are some unusual charges. I have
identified some unusual and questionable charges below based on
scanning of the legal invoices and while these amounts for one or two
invoices may not be significant in dollar amount, these same types of
issues spread over the entire estimated legal rate case costs could be
material. Also, these issues go to the overall reasonableness of the legal
costs. In total, I was not able to determine that legal costs related to the

rate case are reasonable and appropriate.
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I have summarized below some examples of unusual and questionable

charges from the legal invoices (although I am not including a complete

list of these items):

D

2)

3)

Dinsmore December 2012 invoice (PSC 1-54a) - Various hours were
charged to issues related to “contract or contractual issues”,
although this contract is not explained. A handwritten note on the
invoice identifies amounts related to discussion of “Smelter-related
issues that are not rate case expenses.” If the “contract” issue is
related to the “Smelter contract” issues that BREC admits are not
rate case expenses, then BREC has included inappropriate amounts
in rate case expense. Furthermore, BREC has not included any
“adjustment” in its rate case expenses to remove these amounts
related to “Smelter” which they indicate are not rate case related.

Dinsmore December 2012 invoice (PSC 1-54a) - About one-half of
the legal hours charged for December (29.4 hours charged of 63.80
billed), include various hours charged as communication between
the Dinsmore Partner and Associate working on this case (although
sometimes other related issues are mixed in with these charges). In
addition, one line item indicates that the Dinsmore Associate
charged nearly one and one-half hours to the case for writing
deadlines and due dates into the calendar of the Partner on
November 5, 2012. I understand that the Partner and Associate
working on the case need to communicate, but these “internal”
legal charges appear unusual and could be a significant part of the
legal costs.

Dinsmore December 2012 invoice and SMSM January 2013 invoice
(PSC 1-54a) ~ Dinsmore line items that include the attorneys review
of “depreciation issues” totaled 17.6 hours for November (although
sometimes other issues were mixed in). Also, there is at least one
line item charge on an SMSM January invoice by a Partner that they
are also reviewing depreciation issues for BREC. This would
appear to be an overlap of charges between the two law firms, and
raises concerns regarding other overlaps and charges.
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4) Dinsmore February 2013 invoice (PSC 1-54 - updated April 19,
2013) - Dinsmore legal expenses for this one month are $178,000,
and 764 hours (before discount), which equates to billings of 27
hours a day for all 28 days of the month, or 3 full-time legal persons
a day for all days of the month (the Dinsmore invoice shows that 12
persons billed legal time during the month).

5) SMSM December and January invoices (PSC1-54a) - For some
reason, a copy of SMSM’s summary invoice and lead letter on
SMSM letterhead is never provided with these billings. Only some
listing of hours and amounts on plain paper support the billing, the
amounts are not shown on SMSM letterhead. This appears very
unusual and raises issues if the lead summary invoice page would

identify different amounts allocated to the rate case, versus
amounts attached as the billing detail.

DOES BREC’S RATE CASE EXPENSE INCLUDE LOBBYING COSTS
THAT SHOULD BE DISALLOWED?

Yes. BREC has included estimated rate case expenses of $2,065 for
American Management Consulting LLC, (“AMC”) and although these
costs were not specifically identified as included in BREC’s estimated rate
case costs, the invoices have been included in response to PSC 1-45 which
is cited in the response to PSC 1-54 (which relates to rate case expenses). |
reviewed the July 17, 2012 letter from AMC to Mr. Bailey setting forth
AMC’s services to be provided, and the letter focuses on “lobbying and
political assignment” services to be provided.#¢ The term of the contract is

proposed as one year, and AMC charges a monthly retainer, although any

48 The letter from AMC to Mr. Bailey was provided in response to PSC 1-54 related to rate case
expenses.
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actual fees billed at $150/hour are offset against the month retainer.
These services are clearly related to lobbying and should be removed from

rate case expense and any other expenses in the revenue requirements.

DID YOU REDUCE RATE CASE COSTS RELATED TO CATALYST
CONSULTING?

Yes. Catalyst Consulting (“Catalyst”) provides various services to BREC
primarily via BREC witness Mr. Wolfram (and also other members of the
firm). I reviewed three similarly constructed contracts dated June 1, 2012
(except the 2012-2013 general rates contract was dated July 25, 2012),
between BREC and Catalyst related to the following four types of services:
1) Demand Side Management programs and tariffs; 2) 2012-2013 general

rates and cost of service; 3) 2011 rate case; and 4) Environmental

Compliance Plan and Environmental Surcharge. All of these Catalyst
contracts are with SMSM on behalf of BREC, although the specific reason
for SMSM as the intermediary is not clear because the invoices appear to
go directly to BREC, unless this treatment can impact SMSM'’s billing to

BREC for oversight of the contract and related matters.
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BREC’s estimated rate case expense includes $411,255 related to Catalyst,
although only $172,099 (42% incurred to date) has been incurred to date.#
I have allowed $200,000 of these expenses and removed $211,255 of these
expenses.® I have reduced the estimated expenses related to Catalyst for
the following reasons:

1) The four Catalyst contracts only specify an hourly rate of $175/hour
for Mr. Wolfram and associates, the contracts do not provide a total
budget or estimate of costs for these four services or for this specific
rate case. It is not clear how BREC determined estimated rate case
expenses of $411,255 related to Catalyst, because I am not aware of any
contracts or other documents from Catalyst that includes this amount
or any estimated hours for rate case work.

2) A substantial part of the estimated rate case expense of $411,255 could
be related to some of the other three services to be provided by
Catalyst, and these may not be related to this rate case (or not entirely
related to this rate case). The four contracts do not identify amounts or
hours to be billed.

3) The total fee of $411,255 appears excessive for the types of services that
Catalyst would be providing for this rate case.

4) Because of Catalyst’s middleman contract with BREC's attorneys
SMSM, the attorneys may be including an up-charge for their services
related to managing the contract with Catalyst, or for periodic
supervision or review of Catalyst's work. These amounts would be
difficult to identify and determine, so a reasonable adjustment to
BREC's estimated rate case expense for Catalyst is the only way to
address this issue.

49 Amounts incurred to date are via the response to PSC 1-54, per the January, February, March,
and April updates.
50 Exhibit BCO-2, Schedule A-6, see the related amounts at Columns I, ], N, and Q, line 1.
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ADJUSTMENT OAG-6-BCO: ADJUST FORECASTED PERCENT OF

PAYROLL EXPENSED TO HISTORICAL LEVELS

WILL YOU SUMMARIZE ADJUSTMENT OAG-6-BCO?

This adjustment takes BREC's forecasted August 31, 2014 test year payroll
expense and adjusts it to the average percent of payroll expensed for the
three most recent “actual” historical periods, resulting in a reduction of

payroll expense of $555,308.51 The calculation for this adjustment is

provided at Exhibit BCO-2, Schedule A-7.

This adjustment is necessary because it appears that BREC's forecasted
payroll includes an unusually greater percentage (and related greater
amount) of “expensed” payroll which is not consistent with the three most
recent actual historical periods. It appears to be very unusual for this
spike in payroll expense to occur in the forecasted test period used for
establishing revenue requirements in this rate case, because the percent of
payroll expensed had been consistently declining for the three most recent
actual historical periods of 2011, Base Period ending April 30, 2013, and
2012. This adjustment revises the percent and amount of forecasted

payroll expense to the 3-year weighted average of historical actual results.

51 BREC's forecasted test year payroll and related percentages of payroll expensed and capitalized
are per BREC's response to AG 1-75(a).
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CAN YOU EXPLAIN THE CONCEPT OF EXPENSED AND
CAPITALIZED PAYROLL?

Each company expenses a certain amount (and certain percentage) of total
payroll to its operating expenses and also usually capitalizes a certain
amount (and certain percentage) of its total payroll to the related plant
accounts. Sometimes the percent of payroll expensed is called the payroll

expense ratio, and the same for the payroll capitalized ratio.

DID BREC ADEQUATELY EXPLAIN THE REASON FOR THE SPIKE
IN PERCENTAGE OF PAYROLL EXPENSED IN THE FORECASTED
TEST PERIOD?

No. OAG 1-55 asked BREC to explain why forecasted test period payroll
showed an increase in the percentage of payroll expensed for the first time
since 2011. BREC’s response is vague and does not provide a meaningful
or reliable explanation, and it does not provide any supporting
calculations or documentation. BREC merely states that the percentage of
payroll expensed and capitalized varies from year-to-year depending
upon the number and amounts of more internal-labor-intensive projects

and then BREC refers to the testimony of Mr. David G. Crocket regarding

Public Redacted Direct Testimony of Bion C. Ostrander
on Behalf of the OAG

Case No. 2012-00535 — May 24, 2013

Page 69



10

11

12

13

14
15
16
17
18
19
20
21
22
23
24

the derivation of capital costs included in budget. However, Mr.
Crocket’s cited testimony does not pertain to this issue, and he does not
specifically address or explain the reasons for changes in the percent of
payroll expensed or capitalized. BREC has not provided adequate

documentation and explanation to support its forecasted payroll costs.

Q. ARE YOU AWARE OF ANY OTHER PUBLIC SERVICE
COMMISSIONS THAT HAVE ADOPTED THIS SAME TYPE OF
ADJUSTMENT IN A RECENT UTILITY RATE CASE?

A.  Yes. The Public Service Commission of Maryland adopted this same
adjustment that I proposed in the rate case of Potomac Electric Power

Company, when I testified on behalf of the Office of People’s Counsel.

OPC, however, contests the Company’s payroll expense
factor, arguing that the percentage of total payroll expensed
in the 2011 test period is at the highest level in at least the
past six years, and is approximately 2.50% higher than the
expense factor in 2010. OPC witness Ostrander reduced the
payroll expense factor by 2.38% for Pepco and 2.82% for
payroll charged to Pepco by Servco. Given that the
Company failed to provide any such analysis in this record,
we find that OPC’s adjustment of a $1,103,000 increase in
operating income and a $1,849,000 increase to rate base
represents the more appropriate treatment.>?

52 In the Matter of the Application of Potomac Electric Power Company for Authority to Increase
its Rates and Charges for Electric Distribution Service, Order No. 85028, Case No. 9286, dated
July 20, 2012, pp. 27 to 28.
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INCOME TAXES

CAN YOU EXPLAIN WHY THERE ARE NOT ANY STATE AND
FEDERAL INCOME TAX EXPENSES INCLUDED BY BREC AND OAG
IN THE REVENUE REQUIREMENTS CALCULATION?

BREC currently has a significant federal and state net operating loss carry-
over (“NOLC”) which it can carry-forward and use to offset against future
federal and state income tax obligations. Thus, there is no federal or state
income tax expense to be included in this rate case, because the Company
will not incur or pay any federal or state income taxes for the foreseeable
future. BREC's filing at Tab 51, pages 1 and 2 explains why it has not
included any federal or state income tax expense in this filing. BREC
explains that it had a federal net operating loss of $30.1 million at the end
of 2011, and for Kentucky state income tax it has a sizeable amount of
NOL. OAG concurs with BREC’s treatment of reducing income tax
expense to $0 in this rate case and not calculating taxes based on rate case

determined margins.
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DID BREC'S MOST RECENT DECEMBER 2012 AUDITED
FINANCIALS REMOVE THE AMOUNT OF DEFERRED TAX ASSETS
VIA A VALUATION ALLOWANCE?

Yes. BREC’s 2012 financial statements (at page 19, Note 6) included an
amount of $12.6 million for deferred tax assets related to the tax loss
carryforward, and total deferred tax assets of $53.0 million. However,
BREC has applied a valuation allowance of $53.0 million to offset and
reduce the deferred tax asset balance to $0. Note 6 does not specifically
explain the reason for the $53.0 million valuation allowance that reduces
the deferred tax asset balance. However, this is presumably related to
Note 1 (k) - Income Taxes, which cites to “FASB ASC 740 Income Taxes”
and which indicates that tax benefits are recorded only when the more-
likely than-not recognition threshold is satisfied and measured at the
largest amount of benefit that is greater than 50% likely of being realized
upon settlement. Apparently BREC does not believe the benefits of the
deferred tax assets will be realized, and thus the amounts have been
reduced by the valuation allowance as required by FASB ASC 740. I
believe that BREC has accurately reflected the impact of this issue in this
rate proceeding, along with reflecting $0 income tax expense in the rate

filing.
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DO YOU PROPOSE REPORTING AND MONITORING

REQUIREMENTS OF BREC?

Yes. Because of the OAG’s concerns with BREC’s financial condition and

concerns with other issues identified in this rate case, the following

monitoring and related reports should be required and provided to both

the Commission and OAG:

D)

2)

Immediate Notification:

a)

b)
0

d)

f)

All correspondence and preliminary indications of a “going
concern issue” as identified by BREC’s auditors.

All notification and changes by credit rating agencies.

All acts of foreclosure, default proceedings by loan holders, and
other similar activities against BREC.

All actions that potentially result in payments of incentives,
bonuses, and pay raises exceeding 3% annually for each
individual employee. A list should show the name of
employee, job position, current pay for employee, increase
amount and percentage, proposed ending pay for employee,
reason for pay increase and how it will be recorded, and type of
pay increase (bonus, incentive, retention, etc.).

Provide notice if the Company will not be able to meet any
required TIER/MFIR or other similar debt/interest coverage
requirements. '
All Board of Director actions or responses related to all of the
above.

Quarterly Filing:

a)

A list of all deferred maintenance by work order and project
(with a description of assets and other items by account number
that are impacted), with an explanation and documentation
supporting why the maintenance must be deferred. The
deferred maintenance list must prioritize and rank the most
important deferrals, with item (1) on the list being the most
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3)

b)

d)

g)

important, etc. BREC should explain the implications for safety
and service quality of all deferred maintenance. A cash flow
analysis should be provided which shows why the maintenance
must be deferred.

Cash flow analysis of all major items exceeding $1 million
individually or $5 million by account, and this should be used
to support the previous deferred maintenance filing.

A list of all payroll amounts paid per employee that would
exceed 3% annually. The information should summarize data as
explained at item (1)(d) above.

Statement of Operations results showing amounts in Trial
Balance format and by primary account, with variance analysis
explaining and showing the changes in amount and percentage
from the prior quarter of the same year and the prior year, and
cumulative year-to-date information showing the same.

Identify all extraordinary events and actions that impact the
Statement of Operations and Balance Sheet.

Identify the loss of major customers, the reason for the loss, and
the impact on revenues, expenses and operations.

Identify all new and significant contracts that significantly
impact revenues, expenses and balance sheet amounts and
provide a summary explanation of the contract terms and how
it will impact operations.

Annual Filing:

a)
b)

A summary of all actions and items on an annual basis for items
(1) and (2) listed above.

The amount and use of federal and state Net Operating Losses
in the financial statements.

WHAT IS THE TOTAL IMPACT OF OAG RECOMMENDED

ADJUSTMENTS?

The total impact of OAG recommended adjustments increases operating

income and net margins by an amount of $72,048,665. Mr. Brevitz is
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sponsoring Adjustment OAG-1-DB which increases operating income and
net margins by an amount of $63,028,536, and I am sponsoring the
remaining adjustments, Adjustment OAG-2-BCO through OAG-6-BCO,
which increase operating income and net margins by an amount of

$9,020,129.

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

Yes.
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COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:

APPLICATION OF BIG RIVERS )
ELECTRIC CORPORATION, INC. ) Case No. 2012-00535
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AFFIDAVIT OF BION C. OSTRANDER

)

State of Kansas )

)

Bion C. Ostrander, being first duly sworn, states the following: The
prepared Pre-Filed Direct Testimony, and the Schedules and Appendix attached
thereto constitute the direct testimony of Affiant in the above-styled case. Affiant
states that he would give the answers set forth in the Pre-Filed Direct Testimony
if asked the questions propounded therein. Affiant further states that, to the best
of his knowledge, his statements made are true and correct. Further affiant saith

not.
Y. COs8
Bion C. Ostrander
#h
SUBSCRIBED AND SWORN to before me this 2 day of M ay , 2013.

MR Notary Public - State of Kansas
My Appt. Expires January 26, 2017
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Exhibit BCO-1

Direct Testimony of Bion C. Ostrander
On Behalf of Kentucky Office of Attorney General
Case No. 2012-00535 ~ May 24, 2013

General- Ostrander

Mr. Ostrander is an independent regulatory consultant, a practicing Certified Public
Accountant (CPA) and has thirty-four years of regulatory and accounting experience. Mr.
Ostrander’s firm, Ostrander Consulting, has been providing consulting services since 1990 and
he has addressed more than 180 cases in numerous jurisdictions.

Previously, Mr. Ostrander served as the Chief of Telecommunications for the Kansas
Corporation Commission (KCC - the regulatory agency for the state of Kansas) from 1986 to
1990, and served as Chief Auditor for the KCC on gas, electric, transportation, and telecom
cases from 1983 to 1986. Mr. Ostrander also worked for two CPA firms, and directed audits of
utility companies and other entities for the international accounting/auditing firm Deloitte,
Haskins and Sells (now Deloitte).

Mr. Ostrander formed Ostrander Consulting in October 1990, after leaving employment as
Chief of Telecommunications for the Kansas Corporation Commission. Ostrander Consulting
has operated successfully and continuously for over 20 years through the present date and is
in legal and ethical good standing in the U.S. and internationally.

Mr. Ostrander is also a licensed and practicing certified public accountant in Kansas and is
required to meet strict industry ethics and practice requirements.

Mr. Ostrander’s background experience started with the energy utility industry, when he
performed annual audits, tax, and specialized services of Kansas Gas & Electric as a CPA
employed by Deloitte. Subsequently, Mr. Ostrander became Chief Auditor at the KCC and
much of his work focused on rate cases of telecommunications, gas and electric utilities. Mr.
Ostrander was subsequently appointed as Chief of Telecommunication at the KCC, with a
focus on telecom issues, although his expertise was periodically used in rate case audits of gas
and electric utilities.

Mr. Ostrander has investigated matters related to all of the largest telecom carriers in the
United States including, Verizon, AT&T, SBC/Southwestern Bell, U S WEST, Sprint, Embarq,
BellSouth, MCI, numerous independent local exchange companies (“ILECs”), Relay Service
Providers (provide telecom services to the speech and hearing impaired), and others. In
addition, Mr. Ostrander has evaluated various other international telecom carriers, including
Cable & Wireless.
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Mr. Ostrander has addressed a broad range of regulatory issues including (but not limited to
the following):
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Traditional Rate Cases

Price Caps and Alternative Regulation Plans
Specialized or Unique Accounting and Auditing Issues
Audits of Universal Service Funds

Virtually All Rate Case Expense Issues

Virtually All Rate Base Issues

Compensation Issues - Reasonableness of Base Salary, Incentives, and Perks
Payroll Issues - Pro forma and normalized changes
Outsourcing issues

Affiliate Transactions

Allocation of Costs between Regulated/Nonregulated Operations
Depreciation Expense and Depreciation Rate Issues
OPEB and Pension Expense Issues

Dues and donations (EEI and AGA, etc.)

Research and Development

Promotions Expense

Uncollectibles

Rate Case Expense

Charitable Contributions

TIER issues

REC Revenues

Pipeline Assessment Costs

Self-Insurance - Utility Company “insuring itself” for distribution/transmission
losses

Tree Trimming

Legal costs and settlements

Plant Held for Future Use

Cash Working Capital (Lead/Lag Studies)

Income Tax Issues

Competition Issues

Interconnection Issues

Cost Accounting and Cost Allocation

Access Deficit Issues in Caribbean Nations

Universal Service Issues

Local Loop Unbundling

Licensing Issues

Broadband/Internet Access and Infrastructure

Tariff Policy and Design Issues
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Infrastructure Issues

Facilities Sharing/Collocation Issues

Service Quality Issues

International Calling Prices and Competition

Mobile/Cellular Calling Prices and Competition

On-Net and Off-Net Pricing/Policy Issues in Caribbean Nations
Issues Regarding Duopoly of Mobile Providers in Caribbean Nations
Broadband Pricing and Competition Issues

Number Portability Issues

Purchase and Acquisitions (Debt, Finance and Regulatory Issues)
Affiliate-Relationship Issues

Cross-Subsidization Issues

Parts 32, 36, 64 and 69 Issues

AN NN NN YN N N YRR

Work History- Ostrander

Ostrander Consulting - 1990 to Current (22 years):
Principal

Ostrander Consulting principally addresses regulatory issues on behalf of governments and
regulatory agencies, including Attorney Generals and U.S. and international regulatory
agencies. Services include those related to revenue requirement issues, price caps or
alternative regulation plans, competition assessment, costing/pricing, interconnection/local
loop unbundling, universal service, management audits and other matters.

Kansas Corporation Commission:
Chief of Telecommunications

Supervised staff and directed all telecommunications-related matters including assessment of
rate cases of SWBT, United/Sprint and rural LECs. Also, directed actions regarding
alternative regulation plans, establishing access charge policy, transition to intrastate
competition, depreciation filings, establishment of the Kansas Relay Center, filings with the
FCC, billing standards, quality of service, consumer complaints, staff

training and over one hundred docketed regulatory matters per year. Mr. Ostrander was the
lead witness on all major telecommunications matters.

Kansas Corporation Commission:
Chief Auditor

Directed rate cases of gas, electric and telecom companies prior to promotion to Chief of
Telecommunications.
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Mize, Houser, Mehlinger and Kimes (now Mize Houser & Company Professional
Association):
Auditor - CPA firm

Performed auditing, tax and special projects for various industries.

Deloitte, Haskins and Sells (now Deloitte) - (International CPA/Audit Firm):

Auditor - CPA firm

Performed auditing, tax and special projects in industries such as utilities, savings and loan,
manufacturing, retail, construction, real estate, insurance, banking and not-for-profit.

Education- Ostrander

University of Kansas - B.S. Business Administration with a Major in Accounting, 1978.

Professional License and Affiliations - Ostrander

° Maintains a permit to practice as a CPA in Kansas.
. Member of the American Institute of CPAs (AICPA).
. Member of the Kansas Society of CPAs (KSCPA).

Recent Experience (10 Years) - Major Cases — Bion C. Ostrander

2012 - Baltimore Gas and Electric - Before the Public Service Commission of Maryland -
Case 9299: Mr. Ostrander reviewed most operating expense revenue requirement issues,
including payroll, benefits/ OPEB, deferred compensation, merger costs and savings, RM 43
and 44 plant and expenses, rate case expense, taxes, injuries and damages, tree
trimming/ vegetation management, and other expenses.

2012 - Potomac Electric Power Company -_Before the Public Service Commission of
Maryland - Case 9286: Mr. Ostrander reviewed most operating expense revenue requirement
issues, including payroll, benefits/OPEB, deferred compensation, uncollectibles, rate case
expense, taxes, injuries and damages, expenses incurred for complying with Commission’s
service quality directive, tree trimming/vegetation management, and other expenses.

2012 - Delmarva Power and Light Company - Before the Public Service Commission of
Maryland - Case 9285: Mr. Ostrander reviewed most operating expense revenue requirement
issues, including payroll, benefits/OPEB, deferred compensation, uncollectibles, rate case
expense, taxes, injuries and damages, expenses incurred for complying with Commission’s
service quality directive, tree trimming/vegetation management, and other expenses.
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2011 - Washington Gas Light - Before the Public Service Commission of Maryland - Case
9267: Mr. Ostrander reviewed all revenue requirement issues including a detailed review of
the complicated outsourcing arrangement with Accenture, long-term incentives, other
payroll issues, research & development, pipeline assessment costs, various rate base
additions, and other issues. Mr. Ostrander pre-filed three sets of testimony and appeared
as a witness for the Maryland Office of People’s Counsel.

2012/2011 - PacifiCorp ~ Before the Washington Utilities and Transportation Commission
- Docket UE-111190: Mr. Ostrander pre-filed testimony for certain revenue requirement
issues including various accounting adjustments, payroll issues, “self-insurance” for
transmission & distribution assets, management fees charged from Corporate to the
regulated utility, and other matters for the Washington State Attorney General’s Office -
Public Counsel Section.

2011 - Review of the Revenue Requirements of Washington Electric Cooperative, Inc.
(WEC) - Docket No. 7691 before the Vermont Public Service Board: Mr. Ostrander
performed this work for the Vermont Department of Public Service, reviewing the revenue
requirements, adjustments, TIER, affiliate transactions issues, and other related issues of WEC.

2012 - Docket No. 12-GIMT-170-GIT - before the Kansas Corporation Commission ~ Mr.
Ostrander represents the Citizens’ Utility Ratepayer Board of Kansas (CURB) in this
proceeding to address the impacts that the FCC’s Omnibus Order (issued November 2011)
regarding Federal Universal Service, Connect American Fund (broadband USF and mobility
fund), intercarrier compensation, lifeline, separations reform, cost models, and other related
issues could have on the Kansas USF (KUSF). In addition, the KUSF is being reviewed for
policy changes that could impact the fund and related annual assessments.

2011 - Docket No. 11-GIMT-420-GIT (Docket 420) - before the Kansas Corporation
Commission - This docket was initiated in 2010. Mr. Ostrander represents the Citizens” Utility
Ratepayer Board of Kansas (CURB) in this proceeding to address changes in policy and review
of cost studies to determine cost-based Kansas Universal Service Fund support for price
capped telecom carriers. This costs of universal service included in the KUSF have not been
reviewed in over ten years for these carriers, and this docket will evaluate those costs and
other policy issues.

2008 - 2010 - Docket No. 08-GIMT-1023-GIT (Docket 1023) - before the Kansas Corporation
Commission - This docket was initiated May 2008 and essentially completed June 2010. Mr.
Ostrander worked on this case from beginning to end for CURB. In this proceeding, Sprint
filed a petition to reduce CenturyLink’s intrastate access charges to the interstate level (mirror
interstate access). There were differences of opinion regarding interpretation of language in
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existing Kansas statute regarding how often, and when, mirroring of interstate access charges
is required for mid-sized carriers like CenturyLink (CL). CL’s intrastate access rates had
previously been reduced to interstate levels in 1997/1998, 2000, and 2002, and Mr. Ostrander
participated in all of these proceedings. In these prior cases, part of the access charges were
rebalanced to increases in basic local rates and discretionary services, and the remainder was
included in the KUSF. The current proceeding rebalancing the entire difference between
intrastate and interstate access rates to the KUSF, and there were no increases in any other
rates of CL. There will continue to be similar proceedings in the future for periodic updates to
interstate access rates.

Mr. Ostrander’s responsibilities in Docket 1023 included:

e Perform analysis

e Prepare discovery and review responses to all discovery

e Prepare direct and rebuttal testimony

o Participate as a witness in hearings

e Participate in negotiations with Sprint and CenturyLink regarding the flow-through of
access reductions to retail rates.

2010 - Docket No. 10-GIMT-188-GIT - (Docket 188) - before the Kansas Corporation
Commission - This docket was addressed by Mr. Ostrander from June to October 2010. Mr.
Ostrander reviewed Staff’s testimony and calculations and no problems were identified.
Hearings were not held in this proceeding because no problems or issues were identified.
Kansas statute requires rural LEC access rates to update their intrastate access rates to
interstate levels every 2 years, with the difference between intrastate and interstate rates
included in the KUSF. Mr. Ostrander has reviewed calculations and participated in these
proceedings for the past 14 years during the existence of the KUSF.

1999 to 2010 - Kansas Universal Service Fund (KUSF) Calculations and Competitive Impact
- Kansas: On behalf of the Citizens’ Utility Ratepayer Board of Kansas, Mr. Ostrander has
addressed the calculation of KUSF assessments for each of the 14 years of the fund, including
the evaluation of the projected gross revenue base, safe harbor percentages for wireless and
VolIP providers, the treatment of VoIP revenues, withdrawals

from the fund, statutory compliance, internal control procedures, and evaluation of
competitive data and analysis submitted by carriers to ensure that assessments to consumers
are reasonable and within the proper guidelines.

2009 - Review KCPL Iatan Coal Plant Charges - Docket No. 09-KCPE-246-RTS before the
Kansas Corporation Commission: Mr. Ostrander represented the Citizens” Utility Ratepayer
Board (CURB) in Kansas. Mr. Ostrander made numerous on-site inspections of the latan 2
Coal Plant of Kansas City Power & Light in order to address percent completion and in-service
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dates of environmental upgrades and other construction, which affects treatment in the related
rate case. Errors were detected in the control budgets and allocation of common costs between
Jatan units 1 and 2, KCP&L failed to comply with FERC guidelines regarding treatment of
common costs, and it became necessary to analyze plant and separate the common costs
between Units 1 and 2 in order to make sure such costs were not double-counted on KCP&L’s
books (and in rate base).

2002 to 2010 ~ Evaluation of the Intrastate IntraLATA/InterLATA Embedded Cost of Service
of Various Alaska Rural LECs for Purposes of Establishing Annual Access Charge Rates -
Alaska: For this nine year period, Mr. Ostrander evaluated the embedded costs of the
intrastate jurisdiction (intrastate intraLATA /interLATA revenue requirement) of rural LECs in
Alaska (using a traditional rate case approach) for purposes of establishing intrastate access
charge rates in Alaska each year.

2010 ~ Evaluate Rural LEC Request for Increased Universal Service Fund Disbursements:
On behalf of the Citizens’ Utility Ratepayer Board, Mr. Ostrander determined that a rural LEC
did not properly meet the filing requirements for expedited withdrawals from the Kansas
Universal Service Fund (KUSF), and the company will re-file a traditional rate case in future
months. Mr. Ostrander may participate in that future proceeding when it is filed.

2009 to 2010 - ECTEL -~ Evaluate Competition and Implement Price Caps Plan: On behalf of
the Eastern Caribbean Telecommunications Authority (the centralized regulatory agency
representing the Caribbean nations of St. Lucia, St. Vincent, Grenada, St. Kitts/Nevis, and
Dominica), Mr. Ostrander completed an evaluation of competition, assessment of duopoly
market, access deficit issues raised by the incumbent carrier, pricing/costing issues,
imputation, impact of the initial price cap plan, retail prices for international, mobile, internet
and local service, wholesale interconnection prices, financial operations of the incumbent, and
infrastructure issues. Interviews were conducted with the various stakeholders and a detailed
consultation process was used for gathering and assessing information from various
stakeholders. All of these issues were considered in recommending the implementation of a
new price cap plan for the ECTEL member nations.

2009 - 2010 ~ Evaluate Access Costs, Rebalance to Kansas Universal Service Fund, and
Related Policy for Major Carriers - Kansas: On behalf of the Citizens” Utility Ratepayer Board
of Kansas, Mr. Ostrander recently completed assessment of policies and evaluating
costs/ pricing for intrastate interconnection/access between the largest carriers in Kansas and
other competitive carriers. Also, the calculation of proper amounts to

be rebalanced and included in the Kansas Universal Service Fund were addressed. Mr.
Ostrander also addressed universal service and the impacts of rate rebalancing proposals by
Embarq, Sprint and AT&T.
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2010 - Evaluate Access Charges for Rural Telephone Companies - Kansas: On behalf of
Citizens’ Utility Ratepayer Board of Kansas, Mr. Ostrander will address costing, legal, and
policy issues related to interconnection/access charges for rural telephone companies in
Kansas (after previously addressing this same issue for the largest carriers in Kansas). The
interconnection aspects relates to the cost of the local service carrier providing access to its
public switched network and facilities so that other carriers can provide competitive long
distance/ other services.

February 2009 to June 2009, USAID Capacity Assessment and Development for the
Department of Public Services Regulatory Commission of Armenia: Mr. Ostrander assisted
with this project to conduct a telecom sector strategic analysis, legal and regulatory
assessment, and human and institutional capacity assessment for the PSRC in Armenia, under
the auspices of USAID and the Academy for Educational Development. The team consisted of
three experts from the US, and local experts in Armenia. The team delivered a comprehensive
Final Report to AED and USAID on May 31, 2009, which addressed government’s plan for IT
sector development, market structure and technological potential, the current
telecommunications

law and regulatory environment, current regulatory performance and priorities, overlapping
responsibilities, performance gaps, and human and institutional capacity assessment
regarding areas including independence, accountability, transparency, institutional
characteristics, organizational structure, and financing and budget.

2008 to 2010 - Evaluate Competition/Price Caps/Tariffs - Maryland: On behalf of the
Maryland Office of Public Counsel (regulatory agency), Mr. Ostrander addressed competition,
costing/ pricing issues, tariff policy, universal service, preservation of reasonable prices for low
income citizens, infrastructure issues related to fiber/DSL and other financial matters that
impacted the recommendation of a new price cap plan applicable to Verizon Maryland (the
dominant incumbent carrier).

1999 to Current - Universal Service Fund Calculations'and Competitive Impact - Kansas:
On behalf of the Citizens’ Utility Ratepayer Board (CURB) of Kansas, Mr. Ostrander has
addressed the calculation of Kansas Universal Service Fund (KUSF) assessments for each of 11
years of the operation of KUSF, including the evaluation of competitive data and analysis
submitted by carriers and ensuring that assessments to consumers are reasonable and within
the proper guidelines.

2009/2008 - Verizon Michigan Cost Studies and Competitive Impact: On behalf of the
Michigan Attorney General (regulatory agency), Mr. Ostrander addressed cost studies for the
retail cost of basic local service and the wholesale cost of local service (local loop unbundling),
identified problems with Verizon Michigan (incumbent carrier) cost studies, and evaluated the
related impacts on competition and universal service.
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2008/2007 - Cable & Wireless (C&W) Barbados Price Caps and Competition: On behalf of
the Fair Trading Commission (FTC) of Barbados (the regulatory agency in Barbados), Mr.
Ostrander addressed a new price cap plan for C&W, policy related to competition, cost of
regulated/deregulated services, international calling rates, cost allocation matters, tariff
issues, and infrastructure matters.

2008/2007 - Price Caps and Competition Impacts for AT&T and Embarqg - Kansas: On
behalf of the Citizens” Utility Ratepayer Board of Kansas, Mr. Ostrander addressed

price caps and related impacts upon competition as it relates to the carriers AT&T and Embarq
in Kansas.

2007 - UNE Costing Embarq Nevada: On behalf of the Nevada Bureau of Consumer
Protection-Attorney General, Mr. Ostrander addressed unbundled network elements (local
loop unbundling).

2007 - Legislation/Deregulation and Competitive Impacts - Embarq Nevada: On behalf of
the Nevada Bureau of Consumer Protection-Attorney General, Mr. Ostrander addressed
Legislative issues regarding competition, deregulation and pricing flexibility related to
Embarq.

2007 - Affordable Local Rates - Michigan: On behalf of the Michigan Attorney General, Mr.
Ostrander addressed Verizon's failure to file proper tariffs to comply with Michigan law
regarding affordable rates for basic local telephone service.

2007 - RTB - Alaska: On behalf of GCI, Mr. Ostrander addressed the issue of the proper
treatment of funds received by telephone companies related to the dissolution of the Rural
Telephone Bank (RTB).

2007 - Verizon Deregulation - Virginia: On behalf of the CWA, Mr. Ostrander addressed
Verizon's request for deregulation and detariffing in Virginia and related competition issues.

2007 - 2005 - Verizon Maine: On behalf of AARP, Mr. Ostrander addressed the revenue
requirements of Verizon Maine, including issues such as Yellow Pages, affiliate transactions
and DSL-related issues.

2007 - 2008 Legislative Kansas: Assisted CURB in Kansas with 2007 legislative issues related
to telecom, competition and other matters.

2006/2005 ~ Embarg/LTD & Sprint/Nextel Change of Control - Kansas: On behalf of
CURB of Kansas, Mr. Ostrander evaluated the separation and creation of a new local service
holding company and the potential impact on customers, rates, competition, service quality
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and other issues.

2006 - Embargq Sale of Exchanges to Rural Telephone - Kansas: On behalf of CURB of
Kansas, Mr. Ostrander reviewed Embarq’s sale of local exchanges to Rural Telephone
Company and addressed issues such as rates, due diligence, service quality, acquisition
adjustments, tariff design, competition and policy issues.

2006/2005 - Verizon & AT&T Local Rate Rebalance - Michigan: On behalf of the Michigan
Attorney General, Mr. Ostrander reviewed the requests of Verizon and AT&T to rebalance and
increase local rates, including the necessity to preserve affordable and reasonable local rates.

2006 - Embarq Proposal to Reduce MetroPlus Rates as a Competitive Response ~ Kansas:
On behalf of CURB, Mr. Ostrander reviewed Embarq’s proposal to significantly reduce its
charge for MetroPlus service as a response to competition in several of its exchanges.

2006/2005 - ETC Policy in Kansas ~ Kansas: Mr. Ostrander assisted CURB with comments
regarding the establishment of state policy and filing requirements for Eligible
Telecommunication Carriers (ETCs) in Kansas, while also considering the FCC’s related policy
and requirements. Mr. Ostrander addressed these issues in three separate generic dockets (06-
GIMT-446-GIT, 06-GIMT-082-GIT and 05-GIMT-112-GIT) before the Kansas Corporation
Commission.

2006 - United Telephone (now Embarq) Sale of Exchanges to Twin Valley - Kansas: On
behalf of CURB, Mr. Ostrander reviewed United Telephone’s sale of local exchanges to Twin
Valley Telephone Company and addressed issues such as rates, service quality, acquisition
adjustments, tariff design, competition and policy issues.

2006 - Kansas Universal Service Fund (KUSF) Assessment - Kansas: On behalf of CURB,
Mr. Ostrander evaluated the Kansas Universal Service Charge annual calculation and
assessment.

2006/2005 - Unsubstantiated Rate Additives by CLECs -~ Kansas: On behalf of CURB, Mr.
Ostrander has addressed issues related to excessive and unsubstantiated recurring charges
Placed on telephone bills by CLECS such as Sage, CIMCO, ITC/DeltaCom, etc.

2005 - United Telephone (now Embarqg) Sale of Exchanges to Blue Valley - Kansas: On
behalf of CURB, Mr. Ostrander reviewed United Telephone’s sale of local exchanges to Blue
Valley Telephone Company and addressed issues such as rates, due diligence, service quality,
acquisition adjustments, tariff design, competition and policy issues.
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2005 - Saudi Arabia Communications and Information Technology Commission (CTIC):
Assessed Saudi Telecom’s proposed accounting separation and allocations manual on behalfof
the CITC.

2005 - Embarg/LTD & Sprint/Nextel Change of Control - Nevada: On behalf of the
Nevada Board of Consumer Protection, Mr. Ostrander evaluated the separation and creation
of a new local service holding company and the potential impact on customers, rates, service
quality and other matters.

2001 - 2003 - Kansas Gas & Electric Rate Case - Docket No. 01-WSRE-436-RTS before the
Kansas Corporation Commission: Mr. Ostrander represented the Citizens’ Utility Ratepayer
Board (CURB) in Kansas. In this electric utility rate case, Mr. Ostrander filed testimony and
appeared as a witness. Mr. Ostrander addressed issues and adjustments related to proper cost
allocation policy and procedures, including the correct allocation of executive and corporate
compensation, taxes, Board of Director fees, insurance, building cost, and software. In
addition, he addressed the company’s improper accounting treatment of restricted shares and
dividend benefits to executives, and adjustments related to professional services expenses.
Also, Mr. Ostrander reviewed the company’s internal aircraft logs and used this information to
allocate additional executive payroll costs to nonregulated operations based on extensive use
of the company’s aircraft for both nonregulated operations and personal use by company
executives, their families, and associates.

2005/2004 - Verizon Vermont: On behalf of the Vermont Department of Public Service, Mr.
Ostrander evaluated Verizon Vermont's revenue requirements, Yellow Pages, affiliate
transactions, work force reductions, depreciation issues, infrastructure/ modernization, and
policy issues as part of a new alternative regulation plan (“ARP”) to go in place in 2005, after
the expiration of the current plan. Mr. Ostrander previously conducted an earnings review
and evaluation of the prior ARP five years ago in Vermont.

2005 - Southwestern Bell Kansas: On behalf of CURB, Mr. Ostrander assisted with the
review of SWBT’s request for deregulation of local and other services in certain metro
exchanges.

. 2005/2004/2003 - Cable & Wireless Barbados (“C&W”): On behalf of the Fair Trading
Commission (“FTC"), the regulatory agency in Barbados), Mr. Ostrander evaluated a proposal
by C&W in 2003 /2004 to move away from flat-rate local service to introduce “measured or
usage-based” local service at increased rates, as well as policy issues to expand cellular
competition and other competition issues. Mr. Ostrander addressed the revenue requirements
of C&W, proposed significant revisions to these revenue requirements, and reviewed the
C&W cost model and the costs of local, cellular, and other services. The FTC’s final decision in
July 2004 rejected the C&W proposal, and maintained local rates at existing levels without a
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switch to measured service.

2004/2003 - Cable & Wireless Eastern Caribbean States: On behalf of the Eastern Caribbean
Telecommunications Authority (“ECTEL”), the regulatory agency for certain Caribbean
nations), and the nations of St. Lucia, Grenada, St. Vincent, St. Kitts/Nevis, Mr. Ostrander
evaluated implementation of the first price caps plan, policy to introduce and expand cellular
and other competition in these Caribbean nations, reviewed C&W cost models, evaluated the
cost of fixed local and cellular service, as well as other issues. This project resulted in
substantial regulatory concessions to customers and significant reductions in prices and
increases in infrastructure investment by competitors.
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A B C D E F G
Line BREC 0AG Adj. OAG
No. Description Orig. Filing Direct No. Adj. Description Adjustments
OAG Operating Adjustments:
1 Operating Revenues 355,554,623 355,554,623 OAG-1-DB Remove Century smelter lost margins ($63,028,536)
2 Operating Expenses 376,347,350 376,347,350  OAG-2-BCO  Adjust Officer and Management Compensation (52,364,579)
3 Int Exp on LT Debt 46,983,291 46,983,291 OAG-3-BCO  Impact of rehearing rate relief, corrections, etc ($1,568,516)
4 Total Cost of Electric Service 423,330,641 423,330,641 OAG-4(c)-BCO  July 2012 re-finance RUS note - amortize cost $133,841
5  Gross Operating Margin (67,776,018) § (67,776,018) OAG-5-BCO  Reduce current rate case expense ($342,643)
6  Other Non-operating income 4,681,304 4,681,304  OAG-6-BCO  Adjust percent of payroll expensed to historical levels ($555,308)
7 Net Margin (63,094,714) (63,094,714)
8
9 ADJUSTMENTS:
10 OAG Adjustments - Int. Exp. on LT Debt 1,616,476
11 OAG Adjustments - Gross Margin 3 67,725,741 Tolal Operating Adjusiments ($67,725,741)
12 OAG Adjusted Operating Margin (67,776,018) § 1,566,199
13 OAG Non-Operating Adjustments:
14 KYOAG Adjustments - Non-operating -5 2,706,448 © OAG-4(b)-BCO  July 2012 re-finance RUS note - patronage alloc (32,706,448)
15 KYOAG Adjusted Net Margin (63,094,714) 5§ 8,953,951
nterest income on reserve (105415) $ (105,415)
OAG Adjustments -Int, income on res.
.7 Adjusted Int. Income on Reserve (105415) § (105,415) Total Non-Operating Adjusiments ($2,706,448)
20 Margin calculation for TIER (deduct Int. Inc) (63,200,129) $ 8,848,536
21 OAG Interest Expense Adjustments:
22 Unadjusted Actual TIER (deduct Reserve income) -0.35 120 OAGH(a)-BCO  July 2012 re-finance RUS Note {$1,616,476)
23 Unadjusted Actual MFIR (include Reserve income) 034 120
24
25  Contract Smelter TIER Required (Note 1) 124 1.24 Total Interest Expense Adjustments {51,616,476)
26  loan Agreement MFIR Required (Note 1) 110 110
27 OAG Interest Income on Reserve Adjs.
28 Margins Required for Smelter TIER 1 24 11,381,405 § 10,993,451 50
29  Revenue Required for Smelter TIER 1.24 (74,476,119) % (2,039,500) Note 2
30 Required Revenue Increase - TIER 1.24 74476119 5 2,039,500
31 Total Interest Income.on Reserve Adjs. S0
32 Margins Required for Loan Covenant MFIR 1.10 4698329 § 4,536,682
33  Revenue Required for Loan Covenant MFIR 1.10 (67,793,043) % 4,417,270 Total OAG Adjustments above ($72,048,665)
34 Required Revenue Increase ~ MFIR 1.10 67,793,043 S (4,417,270) Brevitz sponsored adjustments (563,028,536
35 Ostrander sponsored adjustments ($9,020,129)
36  Difference between 1.24 and 1.10 TIER (6,683,076) $ (6,456,769) Total OAG Adjustments {$72,048,665)
37 PR s
40 Note 1 - TIER and MFIR Calculation:
41 Smelter Contract TIER 1.24 = Margin + Int. Exp. on LT Debt/Interest Exp. on LT Debt. Per Section 4 7 5(f)of Smelter Agreements, interest income on Reserve funds
42 must be adjusted out of the TIER calculation (BREC response to KIUC DR 1.53(c).
43 Loan Agreement MFIR 110 = Margin + Int. Exp. on LT Debt + Income Taxes/Int. Exp. on LT Debt (This calculation is same as TIER calculation because BREC has no income taxes)
44 However, interest income on Reserve funds are retained in the calculation of the MFIR/TIER (BREC response to KIUC DR 1.53(c)
45  Note 2 - TIER calculation method same as Exhibit Wolfram-2, page 2 of 14



Kentucky Office of Attorney General

Remove Century Margins Exhibit BCO-2
Big Rivers Electric Corporation - Case No. 2012-00535 Schedule A-2
Adjusted Forecasted Test Period Adj. OAG-1-DB
A B C D
Line OAG
No. Century Smelter Impact Adj. Source
1 Adj. OAG-1-DB 63,028,536 Notel

2 Note 1: Source is Exhibit Berry-4, page 1 of 1.
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Remove Office); Management Excessive Salary Increases and Proposed Pay Raises Exmpit BCO-2
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Adjusted Forecasted Test Period Adj. OAG-2-BCO
A B C D E F G H 1 ] K L
OAG ADJUSTMENT SUMMARY: Base Forecasted Adjusted
No. Period Test Period Total Comment
1 |Remove significant/unsupported pay increases for Officers, Management and NonManagement {(No Union) after Unwind Case:
z M. Bailey - President and CEO see below 188,667 (188,667)  BREC only reports two Company Officers
3 _|R. Berry - VP Production see below 126,211 (126,211) \ BREC only reports two Company Officers
|4 |C. Blackburn - Sr. VP and CFO \ Retired in 2012
5 |Adjustment - Officers (314,878) \ OAG-2(a)-BCO OAG 1-75(a)
6 |Adjustment for Management/No g t (1,129,395) OAG-2(a)-BCO Manag t & N a t Payroll Reference
7 {Total Adjustment (1,444,273) AG-2(a)-BCO Total Exempt labor - FIP 19,695,793 Exh. BCO-2, Sch. A-7, CoL. E, line 1.
8 |Remove future pay increases not known and measurable (performance/employment unknown): Deduct: Officer's FTP payroll above (872,537)
9 Base Period  Forecasted Net payroll subject to pay increases 18,823,256
10 |% Pay Increase 2.25% 2.25% Remove 6.48% of pay increases 6.00% Note 5
11 {Non-bargaining PSC 1-34 470,802 449,504 (920,306) OAG-2{b}-BC Remove large Exempt pay increases 1,129,395 OAG-2-BCO
12 [TOTAL PAYROLL ADJUSTMENT OAG-2-BCO (2,364,579) OAG-2-BCO (i
13 |Mark Bailey - President and CEO: Source Pay Other Incentive Retenti\m S\!i,RIJ Total Adjustment
14 |FIP- end Aug, 31, 2014 - payroll Tab 53 542,308 18,000 - ) ) 560,308 18,000
I FTP - end Aug. 31. 2014 - payroll increase 16,001 - \ \ 16,001  Adjusted at part (b)
16 {FTP - % Increase 3.04% \
17 |Base Period - end April 30, 2013 - payroll Tab 53 526,307 18,000 - - - 544,307
| 18 |Base Period - end April 30, 2013 - payroll increase 4,067 \ 4067 Adjusted in part (b)
19 |Base Period - % Increase 0.78%
| 20 [2012- payroll PSC 140 522,240 \ 22,240  Note 4
21 |2012 - payroll increase PSC 140 0 0 Note4
22 |2012 - % Increase PSC 1-40 0 \x 0 Noted
| 23 12011 - payroll PSC 1-40 522,240 \ 522,240 - Note 4
24 {2011 - payroll increase PSC 140 10,240 \ 10,240 - Note 4
[ 25 |2011 - % Increase PSC 140 2.00% \ Note 4
26 [2010 - payrol (Note 3) PSC1-40 512,000 512,000\ Note 4
27 |2010 - payroll increase PSC 140 - Note 4
|28 |2010 - % Increase PSC 140 0% ote 4
| 29 [2009- payroll 512,000 512,000
30 {2009 - payroll increase (Note 1) AG-253(b) 170,667 170,667, 170,667
731 |2009 - % Increase (Note 1) AG-253(b) 50%
32 |BAILEY TOTAL ADJUSTMENT \ ~ 188,667 |
33 \
734 |Robert W. Berry - VP Production:
35 |FTP- end Aug, 31, 2014 - payroil Tab 53 293,418 8,811 10,000 - - 312,229 18,811
E FTP - end Aug. 31, 2014 - payroll increase 8,657 - ,657  Adjusted at part (b)
37 {FTP - % Increase 3.04%
| 38 |BP - end April 30, 2013 - payroll (Note 2) Tab 53/PSC1 284,761 8,337 155,631 - - 4—48,§9
39 |BP - end April 30, 2013 - payroll increase 2,201 01 - Adjusted in part (b)
40 [BP - % Increase 0.78% \
41 |2012- payroll PSC 1-40 282,560 282,56 Note 4
42 2012 - payroll increase PSC1-40 7,160 7160 Note 4
733 12012 - % Increase PSC 140 2.60% 0.025998548\  Note 4
44 {2011 - payroll PSC 140 275,400 275,400 -\ Note 4
45 12011 - payroll increase PSC 140 65,400 65,400 65,400
|46 2011 - % Increasé PSC 140 3L.14% ote 4
| 47 {2010 - payroll (Note 3) PSC 140 210,000 210,000 ;Xote 4
48 12010 - payroll increase PSC 140 - g te 4
739 |2010 - % Inicrease PSC 140 0% NX}e 4
| 50 |2009- payroll 210,000 210,000
51 {2009 - payroll increase (Note 1) AG-253(b) 42,000 : 42,000 42,000
752 |2009 - % Increase (Note 1) AG-253(b) 25%
53 |BERRY - TOTAL ADJUSTMENT B 126,211
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Remove Officer/Management Excessive Salary Increases and Proposed Pay Raises Exhibit BCO-2

Big Rivers Electric Corporation - Case No. 2012-00535 Schedule A-3, page 2 of 3
Adjusted Forecasted Test Period Adj. OAG-2-BCO

No.

Notes to Exhibit BCO-2, Schedule A-3, page 1 of 2.

ST

LW N oy O sk W

Note 1 - BREC claims it cannot provide payroll data for 2009 and prior years per PSC 1-32, so the % increase was estimated using the

average increase of 48% for 2009 for Officers (the range of increase was 14.75% to 69.58% for Officers) per OAG 1-253(b).

Note 2 - Tab 53 and PSC 1-40 differ slightly in amounts reported, amount from Tab 53 is used here.

Note 3 - BREC would not identify the amount of Retention Bonus paid in total or by employee in July 2010 (1 year after the Unwind Case), per AG 2-56.
Note 4 - PSC 1-40 only appears to report total compensation, without reporting individual components such as incentives, etc.

Note 5 - OAG 1-253(b) reports the following higher pay increases - Management average pay increases of 6.40% in 2009 and 7.08% in 2011,

and Non-Management pay increases were 4.56% in 2009. This adjustments would normally remove about 5% of the 2009 pay increases

(of total 9.96% in 2009) plus 3% of pay increases in 2011 - - for a total decrease of about 8% that is included in FTP payroll.

To make this adjustment conservative, only 6% will be removed. Because total payroll costs were presumably greater in 2009 than in the forecasted

test period for which amounts are being removed, this should balance out so that excessive amounts are not removed.
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Adjusted Forecasted Test Period Adj. OAG-2-BCO
A B C D E ¥ G H 1
Unwind Forecast
Order Base Test
No. Significant Pay Increases 2009 2010 2011 2012 Period Period Total
1 {Pay increases in year of Unwind $1.4 m $1.4m
2 |Retention bonus -1 year after Unwind $1.0m $1.0 m
3 |Various incentives/bonuses $1.1m $1,1m
4 |Various incentives/bonuses $.7m $7m
5 |incentives $.2m $2. m
6 |Incentives $5.04m 5.04 m
7 |Tolal Signficant Pay Increases $4.4 m
8
9 Officers/ Manag; t/ NonManagement Forecast Base Unwind
10 (No Union Employees) Employee Test Period  Period 2012 2011 2010 2009 Total
11 Significant Increases in Base Pay After Unwind Case Bailey and Berry (a) $75,640 $0 " $212,667 $288,307
*7 Significant Increases in Base Pay After Unwind Case Management (b) $0 $0 $0 $0 $0 $1,129,395 $1,129,395
Significant Increases in Base Pay After Unwind Case Blackburn - Retired $0 50 $0 $60,600 $0 $42,000 $102,600
Significant One-Time Incentives Various - (¢} $36,811 $181,968 $644,193 $926,107 not provided $1,789,079
15 Significant Bonuses Various - (d) $32,648 $33,586 not provided $66,234
16 Significant SERP Various - (d) $20,890 $20,858 not provided $41,748
17 Retention Pay 1 Year After Unwind Case (july 2010) Various - (e) $1,000,000 $1,000,000
18 Significant Pay Increases In Place of Deferred Maintenance $36,811  $181,968 $697,731  $1,116,791 $1,000,000 $1,384,062  $4,417,363
19
20 Note: This schedule does not include all pay raises from year to year, only those that are significant, paid immediately after the Unwind Case, and other
21 one-time nonrecurring pay increases.
24 (a)- Significant increases in Officer base pay in 2009 after Unwind Case were an average of 48% (range of 14.75% to 69.58%), but BREC would not provide
25 specific pay increases for each Officer per response to OAG 1-253(b), so amounts were estimated.
26 (D) - Significant increases in Management/Non-Management base pay (not include Union employees) mostly in 2009 and 2010, although amounts
27 were allocated to 2009 for simplifying this table (after Unwind Case) and were an average of 5% to 7%), but BREC would not provide specific pay increases
28 pay increases by Management per OAG 1-253(b), so amounts were estmated.
20 {c) - Relates to various Officers and Management Employees, but not all identified by employee - Att. 53 Haner, pages 1 to 3, plus response to OAG 1-76.
30 (d) - Relates to various Officers and Management Employees, but not all identified by employee - response to QOAG 1-76.
31 (e) - The response to AG 1-78 states the Retention Bonuses were paid one year after the Unwind Case (July 2010), but BREC would not provide the
32 amounts paid so this is an estimale using about 5% of total Management payroll (without benefits).



Kentucky Office of Attorney General

Corrections to Include Commission's Rate Relief Order and
Other BREC Corrections

Big Rivers Electric Corporation - Case No. 2012-00535

Adjusted Forecasted Test Period

A B C

No. Corrections Amounts
1 BREC Proposed Change 1,507,989
2 OAG Proposed Change and Adjustment 1,568,516
3 Notel Adj. OAG-3-BCO
4  Note 1 - See Ostrander Direct Testimony for explanation

Exhibit BCO-2
Schedule A-4
Adj. OAG-3-BCO



Kentucky Office of Attorney General

Cost Savings Related to July 2012 Refinancing of RUS Series A Note

Big Rivers Electric Corporation - Case No. 2012-00535
Adjusted Forecasted Test Period

Exhibit BCO-2
Schedule A-5
Adj. OAG-4-BCO

A B C D
No. Description Adj. Source

1 |Series A Note refinancing ($440,771,549%1.43%) (6,303,033)] AG DR 1-63(c)

2 |Additional borrowing ($96,228,451%4.41%) 4,243,675 | AG DR 1-63(c)

3 |Int. expense CTC loan 2,214,409 | AG DR 1-63(c)

4 |Int. income CTC investment (1,771,527)] AG DR 1-63(c)

5 |OAG-4(a)-BCO - Int. Expense Adjustment (1,616,476)

6

7 |OAG-4(b)-BCO - Estimated Patronage Allocation Adjustmen (2,706,448)] AG DR 1-63(c)

8

9 {Amortized loss on reacquired RUS Series A Note 60,482 | AG DR 1-63(c)
10 [Amortize refinancing cost 73,359 | AG DR 1-63(c)
11 |OAG-4(c)-BCO - Amortized Loan Adjustment 133,841

12

13 |[Total Impact of Cost Savings from Loan Refinancing (4,189,083)

14

15 Note: This adjustment is related to refinancing addressed in Case No. 2012-00119




Kentucky Office of Attorney General
Current Rate Case Expense
Big Rivers Electric Corporation - Case No. 2012-00535
Adjusted Forecasted Test Period

Exhibit BCO-2

Schedule A-6

Adj. OAG-5-BCO

A B C|D E I F I G | H ] i ] K L | ™M [ N 0 ] P [ 0
BREC Current Rate Case Expense per PSC 1-54 (Note 1) PSC1-54 |
Costs for Costs for Costs for Costs for Percent
Jly.-Nov.'12| Dec.'12 Jan. 13 Feb. 13 Total Total Expenses
1st DR - 1stupdate - | 2nd update - | 3rd update- | Actual | Estimated Not Allowed Not Allowed
Jan. 29th Feb. 15th Mar.18th | Apr. 19th | Incurred | Rate Case | Incurred
No Vendor Srv.|Nt. Actual Incurred to Date Expense | to Date Actual ' Estimated l Total Actual Estimated Total
Non-Legal:
1 |Catalyst Consulting a |2 69,147 33,955 23,830 45,134 172,066 411,255 58% 172,066 | 27,934 200,000 0 211,255 211,255
2 |Burns and McDonnell | b 31,663 10,637 - 42,300 100,297 58% 42,300 7,997 50.297 0 50,000 50,000
3 |American Man, Con. 2,065 - - 2,065 - - - 2,065 - 2,065
4 |Aces Power Marketing - - - - 42,940 100% - - 0 42,940 42,940
5 |Other ($55,785) 3 - - 55,785 100% - - 0 55,785 55,785
6 {Dan Walker 5,750 2,000 7,750 - 7,750 7,750 -
7 |Subtotal Non-Legal 102,875 50,342 23,830 45,134 222,181 610,277 64% 222,116 | 35,931 258,047 2065 359,980 362,045
8
9 | Legal:
10 |Sullivan, Mountjoy d 53.373 27,388 41,980 41,694 164,435 454,620 64% 164,435 | (14,435)] 150,000 304,620 304,620
11 |Dinsmore & Shohl d 19,141 24,926 11,639 178,001 233,707 521,080 55% 233,707 | (83,707)] 150,000 371,080 371,080
12 |Orrick, Herrington d 12,605 2,179 460 15,244 0.00 - - 15,244 15,244
13 |Hunton & Williams d - - - 1,730 1,730 0.00 - 1,730 1,730
14 |Subtotal Legal 85,119 54,493 54,079 221,425 415,116 975,700 57% 398,142 | (98,142){ 300,000 15,244 675,700 692,674
15
16 |Total - All Rate Case Expense 187,994 104,835 77909 | 266559 | 637,297 | 1,585,977 | 60%]| | 620,258 | (62,211)| 558,047 | 17,309 | 1,035,680 | 1,054,719
17 BREC uses 3-year amort. - divided by 3 years 3 3-year amort. 3 3
18| BREC amortized 3 years and in rate case filing 528,659 OAG allowed -3 year_ 186,016 351,573
—l? OAG portion of BREC "estimated" that is allowed 186,016 é’//’l’/ "Not Allowed" includes some
—2—0_ OAG-5-BCO 342,643 amounts actually incurred
E that were not in original estimate
| 22 |Note 1: BREC original estimated rate case expense at PSC 1-54 (January 29, 2013), and updated costs incurred to date at 1st update February 15, 2013, 2nd update
| 23 |March 18, 2013, and 3rd updated April 19, 2013.
| 24 |Note 2: Mr. Wolfram and associates - various (see testimony for description of services).
25 |Note 3 - PSC 1-54 (January 29, 2013) does not explain "Other" estimated legal/ consulting witness costs or identfy amounts by specific consultant/attorney.
| 26]Services - (a) - Various; (b) - Depreciation; (c) - lobbying; and (d) - legal.




Kentucky Office of Attorney General

Reduce Expensed Amount of Forecasted Payroll to Historical Levels
Big Rivers Electric Corporation - Case No. 2012-00535

Adjusted Forecasted Test Period

Exhibit BCO-2
Schedule A-7
Adj. OAG-6-BCO

A B C D E F G H 1 ]
FTP August 31, 2014
Note 2 Note 3 Note 1
Total Remove BREC ~ Net Payroll ~ Payroll Loaded Revised Reduce % Payroll
Payroll Wilson Lay-Up ~ Without Loadings Payroll Exp. Expensed to Expense
No. with Wilson Payroll Adj. Wilson Factor Costs Factors  3-Period Avg. Reduction
1 Exempt labor 19,695,793 0 19,695,793 130% 25,604,531 1.27% -0.52% (134,084.39)
2 Non-Exempt Labor 26,073,154 (1,558,742) 24,514,412 130% 31,868,736 2.14% -1.32% (421,223.76)
3 Total 45,768,947, (1,558,742) 44,210,205 130% 57,473,267 1.77% (555,308)
4 Adj. OAG-6-BCO
5 Note 1-3 periods averaged are YTD 2011, Base Period, and YTD 2012,
6 Note 2 - Wilson Lay-Up Payroll Cost Adj. per AG 2-60-(a)
7 Note 3 - Per PSC DR 1-57, Financial Model, O&M tab, rows 137-169 is 30%. In addition, 30% loadings factor appears conservative,
8 |Company Response to OAG DR 1-75(a) and 1-76(a) for 2012
Percent Percent
Test Period Labor Type Expensed Capitalized Total Expensed  Capitalized
12 FIP -August 31, 2014 Exempt labor 19,549,570 146,223 19,695,793 99.26% 0.74%
13 FIP -August 31, 2014 Non-exempt labor 25,860,574 212,580 26,073,154 99.18% 0.82%
14 Total 45,410,144 358,803 45,768,947 99.22% 0.78%
15
16 YTD 2012 Exempt labor 20,170,137 272,067 20,442,204 98.67% 1.33%
17 YTD 2012 Non-exempt labor 28,112,427 729,945 28,842,372 97.47% 2.53%
18 Total 48,282,564 1,002,012 49,284,576 97.97% 2.03%
19
20 Base Period Exempt labor 21,419,119 255,530 21,674,649 98.82% 1.18%
21 Base Period Norvexempt labor 28,437,329 638,926 29,076,255 97.80% 2.20%
2 Total 49,856,448 894,456 50,750,904 98.24% 1.76%
23
24 YTD 2011 Exempt labor 19,817,638 259,834 20,077,472 98.71% 1.29%
25 YTD 2011 Non-exempt labor 28,277,648 483,535 28,761,183 98.32% 1.68%
26 Total 48,095,286 743,369 48,838,655 98.48% 1.52%
27
28 3-Period Wtd. Avg. (Note 1) Exempt labor 61,406,894 787,431 62,194,325 98.73% 1.27%
29 3-Period Wtd. Avg. (Note 1) Non-exempt labor 84,827,404 1,852,406 86,679,810 97.86% 2.14%
30 Total 146,234,298 2,639,837 148,874,135 98.23% 1.77%
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BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY
CASE NO. 2012-00535
DIRECT TESTIMONY OF

LARRY W. HOLLOWAY, P.E.

1 L INTRODUCTION
2 Q. Please state your name, business address, and position.
3 My name is Larry W. Holloway. My business address is 830 Romine Ridge, Osage City,
4 Kansas. I am an independent consultant testifying on behalf of the Kentucky Office of
5 the Attorney General (“OAG”).
6 Briefly describe your education and work experience.
A.  Tam a registered professional engineer and have worked over 30 years in all aspects of
8 the electric industry; including generation construction, startup, and operations;
9 regulatory oversight, ratemaking and public policy; and utility resource procurement
10 and management.
11 My professional experience began outside of the electric industry and includes one year
12 as a field engineer for a natural gas utility and two years as a project engineer for an
13 inorganic chemical plant. Since 1981, the majority of my professional experience has
14 been in the electric industry. I have twelve years of construction, design, startup and
15 operations engineering experience with power plants, primarily nuclear. In 1993, I
16 started work at the Kansas Corporation Commission (KCC) as Chief of Electric
Operations, Rates and Services. In 1998, I was promoted to Chief of Energy Operations.
Direct Testimony of Larry W. Holloway Case No. 2012-00535
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19
20

22

In March of 2009, I accepted the position of Operations Manager with Kansas Power
Pool (KPP), a Kansas municipal energy agency. I continue to work at the KPP and do
consulting on a part time basis, provided there is no conflict with the responsibilities of
my KPP position and I can arrange the necessary time away from my KPP position.

A short summary of my experience and education is attached as Exhibit
Holloway-1. |
Have you previously filed testimony before this Commission, the Federal Energy
Regulatory Commission, or any other state regulatory commissions?
I have not previously filed testimony before this Commission. I have filed analysis for
settlement purposes at the FERC, and I filed testimony in numerous cases before the
Kansas Corporation Commission both as a member of KCC Staff and on behalf of KPP.
Testimony I have filed before the KCC includes analysis, review and policy
recommendations on utility ratemaking; generation reliability, resource acquisition,
planning, dispatch, siting, and fuel and operating costs; utility merger proposal savings
and Dbenefits; transmission siting, policy, classification, cost recovery and
regionalization; energy cost adjustment mechanisms; and disposition of gain on sale of
utility assets. For a full listing of these dockets see Exhibit Holloway-1.
WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING?
I have been asked by the OAG to review the application, testimony, and data responses in
this matter, with particular attention to any potential issues in the areas of cost of service,
engineering and load forecasts. My comments and recommendations are included in this

testimony and cover the topics of maintenance deferral, Wilson layup and depreciation,

Direct Testimony of Larry W. Holloway Case No. 2012-00535
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allocation of costs among rate classes and rate design, transmission cost recovery, and the
issue of electric deregulation (specifically retail competition for generation service).
Q. Are you sponsoring any exhibits?
A. Yes, I have prepared the following exhibits:
1. Holloway-1 - Qualifications of Larry W. Holloway, P.E.
2. Holloway-2 - Frequency and Dates of Last Inspections
3.  Holloway-3 - RUS Communications on Creep Testing
4. Holloway-4 - RUS Communications on Deferred Maintenance
5. Holloway-5 - Layup Adjustment for Wilson Depreciation Expenses
6. Holloway-6 - Allocation of Transmission Costs to Customer Classes
II. MAINTENANCE DEFERRAL
Q. Have you reviewed Big River’s deferral of major maintenance at its generating units?
A. Yes. Big Rivers has deferred major maintenance work at its generation facilities for
years. Big Rivers’ position is described in the direct testimony of Robert W. Berry, Big

Rivers’” Vice President, Production (“Berry”):!

Q. Has Big Rivers deferred any significant planned unit outages since the
closing of the Unwind Transaction in July 2009?
A. Yes. Of the twenty-four maintenance outages that were planned between

July 2009 at the closing of the Unwind Transaction and the end of 2014,
only two have not been delayed, deferred, reduced in scope and duration,
or completely cancelled. ...

Q. Has Mr. Berry explained why Big Rivers deferred planned major maintenance

activities on its generating facilities?

! See the Direct Testimony of Robert W. Berry, filed January 15, 2013 in this proceeding, p.7, 1.14 to p.8, L.1.

Direct Testimony of Larry W. Holloway Case No. 2012-00535
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25

26

Berry implies that Big Rivers’” precarious financial position prevented it from making
the expenditures necessary to properly maintain their assets:2
Q.  Why did Big Rivers defer maintenance outages during this timeframe?
A.  Big Rivers has had to defer maintenance outages in each of the years 2010,
2011, and 2012 because that was the only option for Big Rivers to meet the
minimum margins for interest ratio ("MFIR") required by its loan
agreements. .
Why does Berry believe that Big Rivers is in this precarious financial position?
According to Berry it is apparently due to the depressed off-system sales market and
the Commission’s decision not to grant Big Rivers’ entire requested revenue increase in
the 2011 rate case:
“As a result of the continued depression in the off-system sales market and the
failure of Big Rivers to obtain the full amount of the increase it was seeking in the
2011 Rate Case, Big Rivers was required to defer additional maintenance outages
in both 2011 and 2012.”3
But didn’t the Commission grant additional revenue for Big Rivers to perform
needed maintenance in the 2011 rate case?
Yes. The Commission allowed a substantial adjustment ($4,263,292) in Big Rivers test
year revenue requirements to provide the funds necessary to complete deferred
maintenance.*
What types of maintenance activities has Big Rivers deferred at its generating
facilities?

Ted J. Kelly (“Kelly”) of Burns and McDonnell provides direct testimony regarding Big

Rivers” proposed depreciation rates, derived from a depreciation study performed by

Ibid., p.8, 110 to L.15.
Ibid.,p.11, 1.7 to L11.
See p. 12 to p. 13 of the November 17, 2011, Order in Case No. 2011-00036 (“the 2011 Rate Case”).

Direct Testimony of Larry W. Holloway Case No. 2012-00535
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Burns and McDonnell. In the depreciation study Burns and McDonnell concludes that:
“Since the Unwind Closing in 2009, Big Rivers has not performed major maintenance
such as valve inspections and turbine generator inspections on a schedule consistent
with prudent utility operations.”> Additionally, in the review of each of Big Rivers’
steam powered generating units - the two Green units, the Reid Plant, the Wilson Plant,
the 2 HMP&L units, and the 3 Coleman units - Kelly explains that the depreciation
study’s engineering assessment of these facilities relies on the Boiler Condition
Spreadsheet prepared by Big Rivers for each of these units. Importantly, the following
statement occurs in Kelly’s testimony regarding each of these units:®
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 address in future budgets is very good. The HEP
and hanger review addresses the concern over creep damage with an aging
plant. This type of review program is critical and is currently being performed
on all units.
What does Kelly mean by “creep” damage?
Technically creep describes a mechanism where a solid material slowly and
permanently deforms while being stressed. In high energy piping systems, such as the
steam, boiler or feedwater piping in a steam generating unit, this refers to the

deformation of high pressure components over time. While steam plant components

are designed and built with materials that have sufficient strength to maintain

5

See Page ES-3 of Exhibit Kelly-1, 2012 Depreciation Study, from the Direct Testimony of Ted J. Kelly filed

January 15, 2013 in this proceeding.

6

See the Direct Testimony of Ted J. Kelly filed January 15, 2013 in this proceeding. For Green units see

p.-16, 1.6 to 1.12; for HMP&L units see p.18, 1.4 to 1.10; for the Reid Plant see p.19, 1.19 to p.20, 1.3; for the Wilson
Plant see p.21, 1.8 to 1.14; and for the Coleman units see p.23, 1.18 to p.24, 1.2,

Direct Testimony of Larry W. Holloway Case No. 2012-00535
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structural integrity when the unit is first constructed, over time operating stresses
accumulate and can eventually cause slow and cumulative deformation. While this
phenomenon does not occur suddenly, over time creep deformation can lead to a
rupture of pressure boundary material.

If creep stress primarily affects HEP, why would prudent utility maintenance
practices include inspections of hangers?

Kelly is referring to pipe hangers and supports. Pipe hangers and supports for HEP are
designed to allow HEP components to expand when heated without creating additional
stresses on the piping pressure boundary. Deformed or damaged pipe hangers and
supports can cause additional stresses on the HEP as well as identify sections of the
HEP where deformation has caused hanger and support damage or misalignment.
What are the possible ramifications of creep damage?

As discussed by Kelly, if damage is detected, the components should be evaluated on a
regular basis and repaired or replaced.” Kelly, however, does not dwell on the possible
consequences of not performing these inspections on a regular basis. Failure of the high
energy piping components while operating can cause damage to other plant
components and injuries to plant personnel. Such an event could result in an
unplanned and extended outage.

Is creep damage the only phenomenon addressed by the Boiler Condition

Spreadsheet?

Ibid, ES-3.

Direct Testimony of Larry W. Holloway Case No. 2012-00535
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No. While this is an emphasis of Kelly’s review, the spreadsheet itself lists many
different types of inspections of boiler and HEP components. In response to the OAG’s
Request for Information dated February 14, 2013 (AG 1) question 140 (AG 1-140) Big
Rivers provided the latest Boiler Condition Spreadsheet. A summary of scheduled
inspections and when these inspections were last performed is provided as a summary
in Exhibit Holloway-2.

Are there any observations that raise concerns regarding the inspections and the
schedule of inspections shown on the Boiler Condition Spreadsheet?

Yes. As shown on Exhibit Holloway -2 it appears that several of the units are behind on
Big Rivers’ inspection schedule for pressure relief devices, HEP and HEP supports.® It
is important to note that the maintenance activities detailed in this Boiler Condition
Spreadsheet are not my recommendations, the spreadsheet is a tool developed by Big
Rivers to indicate when prudent utility maintenance should occur.

One of the critical components listed is the overpressure protection devices on
the high energy piping system and components. These devices are typically a form of
relief or safety valve and are listed here as “safeties”. Just as the relief valve on your hot
water tank protects your home and its occupants from damage resulting from an over-
pressure explosion of your hot water heater, these devices protect power plant
components and personnel from over-pressurization of high energy piping and

components. I am not familiar with the specific boiler code requirements for each of

On Exhibit Hollowa

-2, Examples of Pressure Relief Devices are highlighted in yellow

Direct Testimony of Larry W. Holloway Case No. 2012-00535
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these components at each of Big Rivers’ steam units.

However, it is a reasonable

assumption that the specific boiler code requirements, whatever their year, version,

chapter and verse, require Big Rivers to properly maintain, inspect and test these

overpressure protection devices at regular intervals. Nonetheless, as indicated by the

following table, it would appear that Big Rivers has seriously neglected its own

maintenance plan for these critical components on a number of its units.

Table 1
Inspections of Over Pressure Protection Devices (Safeties)

Indicated on Latest Boiler Condition Spreadsheet Provided in
Response to AG 1-140

Unit

Coleman 1
Coleman 2
Coleman 3

Green1
Green 2 (main steam and
drum)

Green 2 (reheat)
HMPIL 1

HMPL 2

Reid

Wilson

Frequency Last

3 years
3 years
3 years

4 years

4 years
4 years
4 years
4 years
4 years

2 years

Performed
May-08
May-07
Jun-09
Nov-11

May-09
May-05
Mar-11
Feb-12
Jun-08
Nov-09

Years
Overdue

2
3
1

Current

Current
4
Current
Current
1
1

In addition to overpressure protection devices, Big Rivers’ Boiler Condition

Spreadsheet also list inspections and maintenance requirements for HEP and HEP

supports. As shown in the following table, Big Rivers has also not met its own

maintenance schedule for these important components at several of its steam plants.

Direct Testimony of Larry W. Holloway
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Table 2
Inspections of High Energy Piping and Piping Supports

Unit Frequency Last Years
Performed  Overdue

Coleman1 3 years May-08 2

Coleman 2 3 years May-07 3

Coleman 3 3 years Jun-09 1

Green 1 (hangers) Annually Nov-11 1

Green 1 HEP (most) 2 years Nov-11 Current

Green 2 (hangers) Annually Apr-09 3

Green 2 HEP (most) 2 years May-09 2

HMPL 1 4 years Mar-11 Current

HMPL 2 4 years Feb-12 Current

Reid 4 years Jun-08 1

Wilson (hangers) 2 years Nov-09 1

Wilson (Piping) 6 years Nov-09 Current
Q. Has Big Rivers performed inspections for creep damage at its steam units?
A. Yes, however, it has not done so on its own maintenance schedule. In a response to

questions by the Rural Utility Service (RUS), Big Rivers provided its creep testing
completion results.® As a result of the most recent inspections, problems were
identified at Coleman 1, Coleman 3 and Reid. Despite this, Big Rivers has not met the
inspection intervals on its Boiler Condition Spreadsheet for several of its units.

Q.  Has RUS expressed concern regarding Big Rivers” deferral of maintenance activities

on its units?

7 See Exhibit Holloway-3.

Direct Testimony of Larry W. Holloway Case No. 2012-00535
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A.  Yes. When Big Rivers submitted its depreciation study to RUS, RUS responded with
concern that this maintenance deferral was “not acceptable to RUS” and that “Big
Rivers needs to resume their scheduled major inspections and maintenance per prudent
utility operations promptly.”10

Q. How did Big Rivers respond to the RUS?

A. RUS based its concerns on the depreciation study performed by Burns and McDonnell.
As shown on Exhibit Holloway-4 on February 6, 2013 Big Rivers responded to RUS by
providing a few pages of Kelly’s direct testimony. In particular Big Rivers defended its

position based on a statement added to Kelly’s testimony [emphasis added]:

s’

RUS indicated that Big Rivers needs to resume its scheduled major
inspections and maintenance practices. RUS may have misunderstood what we
were indicating in the report. As a result of prevailing resource constraints, Big
Rivers selectively deferred some major maintenance while RUS indicated that
Big Rivers needs to resume its scheduled major inspections and maintenance
practices. RUS may have misunderstood what we were indicating in the report.
As a result of prevailing resource constraints, Big Rivers selectively deferred
some major maintenance while continuing routine maintenance. Inspections
performed by Burns & McDonnell and a review of operating results over the last several
years indicated no adverse conditions as a result of this short term deferral. Burns &
McDonnell did review Big Rivers’ plans, developed in May 2012, to reschedule
the maintenance activities that are described by Bob Berry in his testimony. In
light of the favorable operating results and assuming timely rescheduling of the
deferred maintenance, in our opinion Big Rivers showed good judgment in the
use of available resources and its facilities are being reasonably and prudently
operated.”11

Q.  What type of inspections did Burns and McDonnell perform?
A. As described by the depreciation study, none. In 2010 Burns and McDonnell

completed “physical site observations” and applied “engineering judgment” to

10 See the December 27, 2012 letter from RUS to Bailey, included with related correspondence in Exhibit
Holloway-4.
1 See the Direct Testimony of Ted J. Kelly filed January 15, 2013 in this proceeding, p.13,1.19 to p. 14, 1.9.
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approximate the remaining lives of Big Rivers’ generating facilities.’? Physical site
observations do not rise to the level of the types of inspections expected and
documented on the Boiler Condition spreadsheet. In addition, as described by Kelly,
Burns and McDonnell did not even perform these site observations in preparing its
depreciation study for this case:
“Burns and McDonnell’s approach to meeting the requirements for the Study
was based substantially on performance of the previously completed physical
site observations of the generating and transmission facilities by experienced
power plant design engineers and transmission system engineers, respectively.

These engineers then applied their experience and engineering judgment in

approximating the remaining lives of each of Big Rivers’ generating facilities.
1113

Burns and McDonnell is a reputable firm with extensive power plant engineering
experience. Nonetheless, this hardly supports Kelly’s defense of Big Rivers’ decision to
defer maintenance. There were no Burns and McDonnell inspections over the last
several years, instead there were “physical site observations” and these were performed
in 2010. Kelly’s attempt to justify Big Rivers’ maintenance deferral exaggerates the

scope and extent of Burns and McDonnell’s single visit in 2010.

Q.  But doesn’t Kelly also base his conclusions on Big Rivers’ “favorable operating
results”?

A. Yes. However, it is important to understand that Burns and McDonnell’s engineering
assessment of the remaining life of Big Rivers’ generating plants is primarily based
upon their susceptibility to creep stress.!*  But creep stress failure is a long-term

12 Ibid, ES-1.

13 Ibid, ES-1.

1 Ibid, ES-3 to ES-4.
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phenomenon and would likely have no effect on short-term reliability. Deferring
maintenance activities that are needed to address this long-term failure mechanism
could cause problems many years from now. The mere observation that extended and
unplanned maintenance activities have not occurred recently does not mean that
delaying needed maintenance has caused no harm. In fact it is possible that future
equipment failures could be prevented if this maintenance had been performed as
scheduled.

Do you believe that favorable operating results justify Big Rivers’ maintenance
deferral decisions?

No. As discussed above, the types of maintenance activities deferred - creep stress
testing, inspection and testing of HEP and HEP supports, inspection and testing of
overpressure protection devices, major valve inspections and turbine generator
inspections - are not activities that, if skipped, are likely to affect short-term reliability
measurements. In fact, these are the type of maintenance activities that help prevent
major catastrophic equipment failures or unexpected extended outages in the future
and will ensure that these assets remain useful for a long and productive service life.

As an example, consider many modern cars with overhead camshafts and close
valve clearances. On many of these vehicles the manufacturer recommends that the
timing belt should be replaced every 100,000 miles or so. However if you have ever
looked at a timing belt that has been removed and replaced after 100,000 miles you will
usually notice that it looks as if you could continue to operate the vehicle for another

100,000 miles with little risk of the belt breaking. Nonetheless, the manufacturer
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recommends this replacement because the consequences of the timing belt breaking is
severe and would likely result in destroying the engine. Because of this possibility,
most prudent owners would prefer to spend several hundred dollars replacing the
timing belt, rather than take the chance that they would need to spend thousands of
dollars to repair or replace the engine.

I believe that by deferring these important maintenance activities Big Rivers may
be risking its most valuable assets. Just because the performance of the units has not
been affected to date does not indicate that the decision to defer this maintenance has
been prudent. Furthermore, it would seem that the Commission granted Big Rivers the
needed revenue specifically to perform this maintenance in the 2011 Rate Case and Big
Rivers chose not to do so. Granted there would appear to be reasons Big Rivers chose
not to do this. Referring to the prior analogy, I am sure we could all come up with
reasons not to spend the money to replace the timing belt. Nonetheless I believe this is
indicative of questionable management priorities and judgment.

Do you have other concerns regarding Big Rivers” deferral of important maintenance
activities?

Yes and these concerns are primarily one of incentive. In the 2011 Rate Case, the
Commission granted Big Rivers the revenue necessary to perform the maintenance it
chose to defer. In this proceeding Big Rivers has included the revenue necessary to
“catch up” on its deferred maintenance. Furthermore, Kelly has indicated that if this
maintenance is not performed, depreciation rates could be increased due to shortened

life expectancy of Big Rivers’ generating plants. Where is the incentive for Big Rivers to
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perform this maintenance? In the next proceeding Big Rivers can merely ask for even
more revenue to perform maintenance it has deferred. Furthermore, the next
depreciation study can ask for higher depreciation rates because of the lack of adequate
maintenance. While I do not doubt that Big Rivers would like to perform needed
maintenance on its generating facilities, it would seem that their current regulatory plan
creates a perverse incentive to avoid proper and prudent maintenance of their
generation facilities.

Do you have any recommendations for the Commission regarding the issue of
deferred maintenance?

Yes. Big Rivers has provided a forecast of anticipated maintenance activities needed to
“catch up” on its deferred maintenance. The Commission should require Big Rivers to
file at regular intervals, but at no less than annually an updated report on its progress to
complete these maintenance activities. To the extent Big Rivers has not completed the
maintenance activities by the targeted dates, Big Rivers should be required to
immediately refund the revenues granted by the Commission in this proceeding to

complete these activities to its customers.

WILSON DEPRECIATION
Have you reviewed the depreciation study provided by Big Rivers?
I have reviewed the depreciation testimony and recommendations provided as a result

of the Burns and McDonnell depreciation study. I have not performed an alternative
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depreciation study. Nonetheless, I do have a few observations regarding the
depreciation study and the conclusions reached regarding the Wilson plant.

What is the primary basis for establishing the estimated useful lives for Big Rivers’
generating plant assets in the Burns and McDonnell depreciation study?

As stated in the study, Burns and McDonnell based its analysis, at least in part, on the
expected accumulated creep stresses on the unit due to hours of service.’® In fact, the
basis for the engineering assessment performed on the units uses an assumed estimated
remaining plant life based on total estimated hours of service.16

What did Kelly conclude regarding the Wilson Plant?

Kelly concluded that the average remaining service life for Wilson account 311,
structures, could be assumed to be 28 years and the average remaining service life for
plant account 312, Boiler Plant, and account 314, Turbine, was 26 years.l” Table ES-1 of
the study goes further and provides remaining service lives for all of generating plant
accounts

How does this affect the depreciation rate for the Wilson unit?

Big Rivers’ Forecasted Test Period (“FITP”) presented in its application assumes that the
Wilson unit will be in layup for the next 4 years. In essence this means that Wilson will
incur no hours of service over the next 4 years. Therefore it seems reasonable to
conclude that the following changes should be made to the Remaining Service Lives for

the Wilson Plant accounts as I provide on Table 3.

Ibid, ES-3.
Ibid, II-2 through II-7.
Ibid, ES-111-8
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Table 3
Wilson Remaining Service Life with 4 Year Layup

Plant . .
Account Description Remaining Remaining
Service Life per  Service Life
Table ES-1 with 4 Years of
Layup
311 Structures 28.2 32.2
312 Boiler Plant 26.1 30.1
Boiler Plant -
Environment
312 A-K Compliance 26.3 30.3
Short-Life
Production
Plant -
312L-P Environmental 44 8.8
314 Turbine 26.5 30.5
Electric
315 Equipment 18.3 22.3
Miscellaneous
316 Equipment 24.3 28.3
Q. Assuming that all Wilson remaining service lives are extended by 4 years while the

plant is in layup, have you provided a calculation for the effect on depreciation
expenses?

A.  Yes. By using the July 2012 plant account balances provided in response to KIUC 2-
20(a) and modifying table ES-1 to show the extended remaining lives for these Wilson
Accounts, I calculated the change in depreciation expenses from the current
depreciation expenses being charged in the forecasted test period. This calculation and
the resulting adjustment of ($2,907,791) are shown on Exhibit Holloway-4.
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Are you recommending that this adjustment should be made to recognize the Wilson
layup during the forecasted test period?

I believe the entire issue of rate treatment of Wilson costs should be carefully
considered by the Commission. To the extent that the Commission believes that Wilson
costs should be recovered even though the facility will be neither used nor useful
during the forecasted test period, I believe the Commission should at the very least
adjust the Wilson depreciation expenses to recognize that the remaining service life of
the plant accounts will be extended by the forecasted layup period. Mr. Brevitz further
addresses in his testimony the extent to which Wilson is “used and useful” from a
ratemaking perspective and whether therefore Wilson costs should be included in

revenue requirements in this case.

COST OF SERVICE MODEL

Have you reviewed the cost of service study presented by Big Rivers’ witness John
Wolfram (“Wolfram”)?

Yes. While I have not provided an alternative cost of service study, I do have several
comments and observations regarding Wolfram’s study. First, I have concerns
regarding the presentation of revenue increases as I believe it does not accurately reflect
the effect of the proposed changes the requested rates will have on each customer class.
Second, I am concerned that the forecasted billing determinants for the rural and
industrial customers contain a bias that could result in a rate design that would recover

more than the requested revenue increase. Third, as I will discuss later, Big Rivers has
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based the costs in its application on the assumption that Century will continue to take
transmission service from Big Rivers, therefore it is reasonable to assume Big Rivers will
continue to recover revenue for Century’s use of its transmission system.

Please describe your concerns regarding the presentation of the revenue increases.

It is always difficult to simply present how the change in rates collected from customers
will increase their bills in terms of percentage or similar general observations.
However, it is important to understand that Big Rivers’ rate increase is a major change
in rate design as well as a major increase in overall revenue collected from each rate
class. While I do not fault Big Rivers for its overall presentation of these increases, it is
important to note that there will be a much greater impact on certain customers than
others. In the rural class, for example, while the overall increase is estimated to be an
increase of revenue of $39,375,628, or an increase of 28.3%18, this increase in revenue is
collected through a major change in rate design. Of the $39,375,628 increase, Big Rivers
is proposing to collect $38,059,745, or 98.3%, by increasing the Rural Demand Charge
from $9.697/kW-Mo to $16.848/kW-Mo, or by increasing this charge by 74%.1°
Assuming Big Rivers’ members pass these costs along to the Rural residential and small
commercial customers in the same fashion, this will result in a much larger rate impact
for those customers with lower than average load factors. For example schools, small
retail businesses, churches and residentials often have lower-than-average load factors

because no one is present for large periods of time. These types of residences,

See revised Exhbit Wolfram-5.2 as provided in response to PSC 2-36.
Ibid.
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institutions and businesses will be most impacted by this dramatic shift to demand-
based cost recovery for this customer class.

Would you agree that increasing the Rural Demand Charge by 74% is a “gradual”
increase?

No. This is a dramatic increase in this charge and a major change in the way revenues
from the Rural customer class are collected. It is my understanding that the
Commission has a policy of gradualism for adjustments in cost allocation among rate
classes.20 Nonetheless I am concerned that for many retail customers the net effect of
this increase will be anything but gradual.

For example Big Rivers’ members Kenergy and Jackson Purchase have their
retail tariffs available online. After reviewing these tariffs I observed that even small
commercial customers on their systems have demand charges. Should these utilities
pass through the same magnitude of demand charge increase Big Rivers is advocating
for the Rural customer class, the net effect on small businesses, schools and churches
among others would certainly not seem gradual. Additionally this will likely
eventually filter down to residential customers on fixed incomes and others that make a
conscious effort to conserve usage.

How would the proposed increase in Big Rivers Rural demand rate affect the
members’ retail residential customers if these customers do not have a demand rate?
Moving to a rate design that involves higher revenue recovery from demand charges

has a net result of increasing costs for customers with lower load factors. When Big

See response to AG 1-30
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Rivers” members design their retail rates to allocate theses costs to their retail customers
they will be faced with the difficult decision to either dramatically increase charges for
residential customers, or to implement further rate subsidies from commercial
customers. Because residential customers typically do not have demand meters, the
only way to recover these costs without subsidy from other rate classes will be to
dramatically increase customer charges, energy rates, or both. Under either of the
above mentioned approached the residentials and commercials would be straddled

with rate increases that would simply not be economically feasible.

LOAD FORECAST

Have you reviewed the load forecast used in Big Rivers’ fully forecasted test period?

I have not performed an alternative load forecast, but I have reviewed the forecast used
by Big Rivers to arrive at its allocation of costs and rate design. I do have concerns with
some of the assumptions used by Big Rivers and the resulting load forecast. From an
overall perspective, Big Rivers’ load forecast assumes very little growth in the industrial
load and an increasing load in the rural class. This appears questionable when one
reviews the actual historic data and compares it to the forecasted test period and
beyond.

Please elaborate on your observation of the actual Industrial and Rural load as
compared to Big Rivers’ load forecast.

I compared the actual loads recorded for the industrial and rural customers for the

periods of 2010, 2011 and 2012, as provided in the confidential response to AG 1-128
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with the forecasted values used in the fully forecasted test period and beyond, as
provided in the public response to AG 1-127. As a result, the comparison seems to

indicate a slight emphasis to assigning costs to the rural customers. [BEGIN

coNFIDENTIAL | |
I (D CONFIDENTIAL] These observations are

shown on the following tables. Table 4 illustrates the actual and forecasted rural
demand from 2010 through 2016, as well as the fully forecasted test period. Table 5
illustrates the actual and forecasted industrial demand over the same periods. Table 6
illustrates the annual change in Demand for both the industrial and retail customer

classes over the same period.?!

21

Annual monthly demands represent the monthly demands for every month of the year added together.

For example if a load had a demand of 1 kW for each of 6 months in a year and a demand of 2 kW for the other 6

months

of a year, the annual monthly demand would be (1 kW X 6 months) + (2 kW X 6 months) = 18 kW-Mo for

the year.
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Table 6 - Redacted - Change in Monthly Demand From One Year to the Next
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Do the same observations hold for the energy use in the Rural and Industrial

forecasts?

Yes. [BEGIN CONFIDENTIAL] [
L EEmn

CONFIDENTIAL] Nonetheless, Big Rivers forecasts decreased and flat energy usage
for the industrial customer class over the forecasted period. These observations are
shown on the following tables. Table 7 illustrates the actual and forecasted rural energy

use from 2010 through 2016, as well as the fully forecasted test period. Table 8
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illustrates the actual and forecasted industrial energy use over the same periods. Table

9 illustrates the annual change in energy use for both the industrial and retail customer

classes over the same period.

Table 7 - Redacted - Total Rural Energy Annual Use in kWh
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Table 8 - Redacted - Total Industrial Annual Energy in kWh
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What does the load forecast for the fully forecasted test period indicate?

The forecast implies that the only growth actually expected is the growth in Rural
Demand and Rural energy use. However, in various responses Big Rivers has indicated
that it hopes to be able to make up for the loss of Century load with the addition of
industrial customers. It is ironic that Big Rivers is anticipating increasing its industrial
sales as a way out of its financial problems but its actual forecasts show load growth

only for Rural customers, despite recent trends.

REMOVAL OF CENTURY TRANSMISSION REVENUES

Have you reviewed the costs of transmission included in the cost of service study?
Yes. Wolfram includes the bundled cost of transmission service in his vallocation of
costs and subsequent determination of rates using the fully forecasted test period.
Transmission costs included in the revenue requirements per the cost allocation
worksheets are $31,508,389 for the fully forecasted test period.?

How are these costs allocated?

These costs are allocated to three customer classes, Rural customers, large industrial
customers and the Alcan smelter using the 12 CP methodology.

Are there any costs allocated to the Century Smelter?

22

See revised Exhibit Wolfram-4.2 as provided in response to PSC 2-36.
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No. The premise of the fully forecasted test period is to assume the Century load is no
longer served by Big Rivers. In other words Big Rivers simply assumed that no costs
projected from the fully forecasted test period would be recovered from Century.

Is this approach consistent with the various assumptions that Big Rivers has made in
developing its revenue requirements?

No. While this will be discussed in further detail later in my testimony, it is sufficient at
this point to merely state that the overall assumption of many of the costs estimated in
the fully forecasted test period is that the Century load will continue to receive
transmission service from Big Rivers.

If the Century load remains on Big Rivers’ transmission system, is the cost allocation
of transmission revenue requirements provided by Wolfram valid?

The overall estimate of transmission revenue requirements based on the fully forecasted
test period is unaffected. However, the allocation among customer classes would
change.

How would the allocation of transmission costs among customers change if the
Century load continues to take transmission service from Big Rivers during the fully
forecasted test period?

Big Rivers’ cost of service study allocates the $31,508,389 of transmission revenue
requirements as follows: $15,037,920 to the Rural rate class, $3,994,404 to the Large
Industrial rate class, and $12,476,695 to the Smelter class (Alcan only). As shown in
Exhibit Holloway-6, if the Century load is considered to remain on Big Rivers’

transmission system, the $31,508,389 of transmission revenue requirements would be
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allocated as follows: $9,901,763 to the Rural rate class, $2,630,237 to the Large Industrial
rate class, $8,215,660 to Alcan and $10,760,729 to Century. The result is that the fully
forecasted test period revenue deficiency that Big Rivers is seeking to collect from the

full requirements Rural rate class, the large industrial rate class and Alcan is overstated

by $10,760,729.

DECISION TO IDLE WILSON
Why did Big Rivers decide to idle a generating plant?

As described by Berry, when Big Rivers received Century’s Notice of Termination on
August 20, 2012, Big Rivers began implementing its Load Concentration Mitigation
Plan.2 One of the steps in the plan is for Big Rivers to idle or reduce generation when
the market price does not support the cost of generating.?

Why did B&g Rivers decide to idle the Wilson plant?

Berry provides an explanation of Big Rivers’ decision in his testimony.?> As a member
of the Midwest Independent System Operator (MISO) Big Rivers must get approval to
layup any generating station to ensure that there is not an adverse impact on
transmission system reliability. Big Rivers assumed that because of the proximity of the
Coleman station to the Century smelter that if Century continued to operate, it would
not be allowed to idle the Coleman generating plants. Because Wilson is not in the

same proximity as the Century facility, Big Rivers believes that idling the Wilson facility

23
24

See the Direct Testimony of Robert W. Berry filed January 15, 2013 in this proceeding, p.19, 1.8 to 1.13.
Ibid, p.66, 1.5 to 1.8.

25 Ibid, p.23,1.6 to 1.18
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will not have the same impact on transmission system reliability should the Century
facility continue to operate (and thus require use of the transmission system).

Isn’t the Wilson plant the newest generation source for Big Rivers and less expensive
to operate than the Coleman units?

Yes. Big Rivers has provided a comparison of system fuel costs for its coal units over

the 2014 through 2016 forecasted period in response to KIUC 2-3. In this response Big

Rivers evaluated [BEGIN CONFIDENTIAL] [

'
)

CONFIDENTIAL] Furthermore in response to KIUC 2-56 Big Rivers states that the

fixed costs for operating Coleman and idling Wilson are [BEGIN CONFIDENTIAL]

[END CONFIDENTIAL] the 2014 to 2016 time period than the
costs for idling Wilson and operating Coleman.

Has Big Rivers finalized the decision to idle Wilson?
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No. As stated Big Rivers must get approval from MISO before idling any generation
facility. Currently Big Rivers has indicated that it has not received the necessary “Y-2
report” from MISO. Additionally Big Rivers is also not certain whether Century will be
operating.?

To clarify, Big Rivers does not know for sure if it will idle either Wilson or Coleman
Stations, but has made a far more expensive assumption that it will idle Wilson in
presenting its requested revenue increase for the fully forecasted test period, is that
correct?

Yes. Big Rivers has assumed that Wilson will be idled because MISO would not allow
Coleman to be idled if Century load remains on Big Rivers’ transmission system.

But doesn’t Big Rivers assume that if the Century load goes away it would be
allowed to idle Coleman instead?

Yes. Big Rivers assumes that if the Century load is no longer on its transmission
system, MISO would probably not have reliability concerns that would require Big
Rivers to operate Coleman instead of Wilson.

So Big Rivers has included the extra costs of operating Coleman instead of Wilson in
its fully forecasted test period AND assumed that it will receive no revenue from
Century for use of its transmission system?

Yes. Big Rivers has played both sides of the court on this issue. The Commission must
decide which it should allow, the extra costs for Coleman, or the assumption that

Wilson will be idled and that Century will continue to purchase transmission service

See response to KIUC 2-3.
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from Big Rivers. Big Rivers cannot justify both assumptions in its application.
Nonetheless, it is important to note that Big Rivers has decided to go with the
assumption that Wilson will be idled, and this assumption is continued throughout its

financial models and the case as presented.

WILSON LAYUP PLAN

Have you reviewed the Wilson layup plan that Big Rivers intends to implement?

Yes. Big Rivers provided its layup plan in response to PSC 2-21.  The layup plan is
extensive and includes multiple spreadsheets with detailed and regularly scheduled
activities, including procedures for various plant systems and equipment. Additionally
many of the activities require equipment to be secured, disassembled, drained,
disconnected, protected with corrosion inhibitors, lubricated and/or periodically
rotated or operated. In response to PSC 2-21 (e) Big Rivers describes the layup state for
Wilson as: “Mothballed - State where unit is unavailable for service, but can be brought
back into service with the appropriate amount of notification, typically weeks or
months.”

What do you conclude regarding the Wilson layup plan?

It would appear that Big Rivers is taking precautions and going to considerable effort to
ensure that Wilson will not noticeably degrade or appreciably age while in this
mothballed status.

Does Big Rivers believe that these precautions to preserve the plant should increase

its useful life?
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No. Inresponse to AG 2-25 Big Rivers indicated it did not agree that plant depreciation
should be suspended while the plant is idled, because “Big Rivers expects that Wilson
Station will remain in service and available to operate as needed to cover outages at
other stations and to maintain its environmental permits.”? Nonetheless, Big Rivers did
concede that “The remaining useful life of fossil fired steam generating assets is
typically estimated based on expected hours of operation and anticipated number of
thermal cycles. ...”28 But Big Rivers went on to state its belief that future depreciation
studies would determine if the useful life of the facility was extended by the long period
of layup anticipated. Regardless, as previously discussed, the current depreciation
study relies heavily on the actual accumulated operating hours. I would recommend
that if the Commission allows Wilson costs to remain in rates during the idled period,
the depreciation expenses should be adjusted accordingly.

How long does Big Rivers intend to idle Wilson?

As stated in Big Rivers’ response to PSC 2-21 (c), the current financial model assumes
the unit will be idled until 2019. Big Rivers also states that the “Wilson station will be
available to operate as needed to cover outages at other stations and to maintain its
current environmental permits.”

If Wilson is “mothballed” when it is idled, as planned, what level of activity is
necessary to restart the unit?

While Big Rivers has stated that the Wilson Station will be available to operate as

needed, in its response to AG 1-111 Big Rivers indicated that it expected it would take

27
28

See response to AG 2-25 (c).
See response to AG 2-25.
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approximately 43 days to restore the unit from an idled status. Additionally there
would be a need to restore consumables such as fuel oil, water treatment chemicals and
demineralizer resins, in addition to coal. Furthermore, the decision to idle Wilson also
defers needed maintenance that should be performed before the unit can be restarted.
As stated in Big Rivers’ response to AG 1-111 (g):
“ ... Therefore, the bare minimum cost to restart Wilson Station is $1,470,492 with
the aforementioned labor cost still to be added. It should be noted that Wilson
Station has deferred maintenance from 2013 that amounts to $11,891,000
($7,139,000 in Capital and $4,752,000 in fixed O&M). Big Rivers plans to
complete this outage work before restarting Wilson Station.”
What do you conclude about the availability of Wilson to cover outages at other
stations and to maintain its environmental permits?
While I am not familiar with the nuances of the Wilson environmental permits and how
these would affect Wilson operations, it does not appear that Wilson would be readily
available except for unplanned and unanticipated lengthy outages. [ mention this for
two reasons. First, it is difficult to argue that in this extended layup condition that
Wilson is used and useful for utility operations. Second, I would hope that Big Rivers

does not take the “availability” of restoring Wilson to service from its layup condition

as a justification for deferring any needed maintenance at its other units.

RETAIL COMPETITION (DEREGULATION)
Are you familiar with the discussion going on in the State of Kentucky regarding

deregulation for electric supply (“retail competition”)?
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It is my understanding that this issue has been debated during the recent legislative
session and may be gaining support among industrial customers.

Is this the first time this issue has been reviewed in the state of Kentucky?

No. House Joint Resolution (HJR) 95 passed during the 1998 session of the General
Assembly established a Special Task Force on Electricity Restructuring. I have
reviewed the task force’s final report?® and while this report was written over a dozen
years ago most of the conclusions and findings appear current to the topics being
discussed in the context of this proceedings

What were the task forces’ recommendations?

The task force recommended that the General Assembly take no action to restructure
the Kentucky electric utility industry in 2000, continue to study the issue of retail
competition, and monitor actions taken in other states that have opened retail markets
to competition. Given some of the findings in the study the recommendations were not
surprising.

How did the study’s findings support the task force’s recommendations?

Many of the findings at that time seem very current today. For example, the study
concluded that retail competition would mean that electricity prices would less than
regulated prices with low fuel costs and higher with high fuel costs. As predicted by
the study, today low natural gas prices are causing an increased interest in retail

competition in Kentucky. Additionally the study concluded that deregulated

Research Report No. 299, Legislative Research Commission, published September 2000, Final Report

Special Task Force on Electricity Restructuring; Restructuring Kentucky's Electric Utility Industry: An Assessment of
and Recommendation for Future Action in Kentucky.
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generation costs would be expected to vary across the state depending on the existing
utility’s rates. As expected electricity costs would increase for customers being served
by low cost utilities and decrease for customers served by high cost utilities.
Furthermore the study found that Big Rivers was one of only three utilities in the state
that would have stranded costs from implementation of retail competition:

Positive stranded costs are comprised of purchase power contracts and are concentrated
in three utilities: Cinergy's Union Light Heat & Power, Big Rivers, and distribution
utilities served by TVA. Their positive stranded costs collectively could range from $295
million to over $1 billion.: The remaining utilities are in a "negative stranded cost"
position, which means that the market value of their generating assets and purchase
power contracts is higher than the book value for these assets in a regulated market.
Potentig% negative stranded costs in Kentucky range from nearly $700 million to $3.7
billion.

Do you have any related experience with this issue?

Yes. In 1996 the Kansas Legislature passed a bill establishing a retail wheeling task
force. As part of this legislation the Kansas Corporation Commission (KCC, the public
service commission in Kansas) was directed to not authorize retail competition before
July 1, 1999. The task force was directed to provide a final report to the Kansas
Legislature before the 1998 legislative session. As detailed in the legislation, the task
force was made up of 23 members, including a member of the KCC Staff. [ was
appointed by the Commission to serve as the KCC Staff member. At the same time as
this was going on, the KCC opened a “generic” docket to consider the issue.

Why did the KCC open a docket if the issue was already being considered by the

legislature?

Ibid, Finding 4. A.
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That was a question many people asked in the beginning but as it turned out it was, in
my opinion, a good decision for a number of reasons.

First, and not the least, the docket allowed the KCC to somewhat isolate itself
from the debate and remain impartial. This became important as their opinion was
sought before the task force and it allowed commissioners to defer because there was an
open matter under consideration. As the issues became increasingly contentious, and
many of the proposals deferred details of implementation to the KCC, it also prevented
the commissioners from being accused of prejudging the issues.

Second, because the issue had not been decided, it freed up commission staff to
express their personal views publicly while making it clear they were not speaking on
behalf of the commission.”

Third, it allowed the KCC to collect utility and industry opinions and
information and provide the results to the task force. Because the task force was a
quasi-legislative body it followed legislative process, not the quasi-judicial regulatory
process. What this means is that while parties frequently testify before legislative
hearings in Kansas, they do not have to do so under oath. On the other hand the quasi-
judicial regulatory process could gather sworn testimony.

Fourth, all of the proposals considered and debated by the task force included a
large amount of decisions that were deferred to the KCC, assuming the legislation was
enacted.

Finally, the KCC is a fee-based agency and by establishing a generic docket it

was able to get the funds necessary to cover staff time and consultant fees.
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Who was primarily interested in promoting retail competition in Kansas?

At that time there were a few major manufacturers and a few utilities that supported
the concept. Over the two years the task force met there was increasing support from
the environmental community that saw the effort as a way to implement renewable
energy and energy efficiency measures.

What was the result of the retail wheeling task force’s efforts?

In 1998 a retail wheeling bill was drafted by the task force and delivered to the
legislature where it was met with little enthusiasm. The bill itself did not get passed out
of a legislative committee and Kansas does not have retail competition today.
Nonetheless the fact that the issue was debated, studied and discussed for several years
was in itself a benefit. When the bill was finally drafted many of the parties that were
enthusiastic at first realized the complexity of the issue. Additionally, many of the
implementation details were left up to the KCC and, in my opinion, many of the early
enthusiasts were not willing to continue battling their issues in the regulatory process.
What were the major issues debated by the retail wheeling task force?

Primarily, They were the extent of stranded costs and how these costs would be
recovered. As in Kentucky, the issue of stranded costs depended on the particular
utility being studied.

How are stranded costs defined?

The Kentucky study provides a concise description of the concept of stranded costs: “A
utility’s past investment costs or contractual obligations that are not recoverable in a

competitive market.”

Direct Testimony of Larry W. Holloway Case No. 2012-00535

Page 39 of 41



Do you have some examples of stranded costs?

In Kansas the primary example was costs related to the one nuclear plant. While the
initial plant investment was expensive, the variable operating costs of the nuclear plant
are low. Nonetheless deregulated market prices were predicted to allow recovery of the
variable costs, but to “strand” the initial investment costs. In the Kentucky study the
findings indicate that stranded costs were assumed to be incurred by utilities that had
made major investments in coal generating plants. It was concluded that these utilities,
including Big Rivers, would be able to recover their variable costs in a retail competition
environment, but not the fixed investment costs.

How did either the Kansas and Kentucky task forces propose to address stranded
costs?

In Kansas the proposed legislation specifically tasked the KCC with the duty of
identifying any stranded costs and developing non-bypassable transition costs that
would be assigned to all utility customers. The Kentucky study recognized these
transition costs as “stranded costs which are charged to a utility customer through some
type of fee or surcharge.”

If a deregulated electric market creates stranded costs for excessive generation
investment, how are these investments treated in a regulated market?

In a regulated electric market there are generally two key decisions. The first decision is
whether or not the investment is needed, used and useful. For example, a utility may
use a new generating plant, but if there were already adequate generation resources

and the plant is not needed, the costs are often disallowed. The second decision is
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whether or not the investment was prudent and reasonable. Continuing the previous
example, even if the new generating plant is needed, if the utility spent far more than
was reasonable or prudent to obtain the resource, often a portion of these costs are
disallowed.

Please describe the costs related to unneeded Big Rivers’ generation in a regulated
and a deregulated context.

In this proceeding there are really two major possibilities. If Century ceases to operate
entirely, Big Rivers will have a large amount of generation investment that is no longer
needed or used and useful in the regulated environment. In that case the Commission
must decide if Big Rivers’ remaining customers will bear the additional costs. On the
other hand, if Century continues to operate by purchasing power from the competitive
market, Big Rivers will incur stranded costs and the Commission must consider
whether or not Century will bear any of the transition costs.

Does this conclude your testimony?

Yes.
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prepared Pre-Filed Direct Testimony, and the Schedules and Appendix attached
thereto constitute the direct testimony of Affiant in the above-styled case. Affiant
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Qualifications of Larry W. Holloway, P.E.

General

Electric industry professional with broad experience in public utility regulation, power
plant operations, maintenance and performance testing, transmission service, resource
planning, procurement and scheduling, utility load forecasting and planning, project
management, and electric utility ratemaking.

Work History and Recent Relevant Experience

Kansas Power Pool (KPP) March 2009 - Present
Operations Manager

Preparation of annual budget, including load forecasts, purchase power and fuel costs,
generation capacity costs, and pool wide rate design for a wholesale not for profit
municipal energy agency that provides 34 municipal utilities with generation supplies
and transmission service.

Responsible for securing generation resources and transmission service for KPP
members. Oversight of administration of service contracts for transmission scheduling,
Information technology, and metering services. Coordinating of regulatory services
and responsible for expert testimony on transmission policy and services.

Kansas Corporation Commission (KCC) July 1993 to March 2009
Chief of Energy Operations

Provided electric utility industry expert testimony before the KCC as member of KCC
Staff.in over 40 dockets, including dockets involving generating costs and performance,

Acted as Commission liaison before many groups including legislative committees,
industrial groups, NARUC, environmental groups, civic organizations, utility groups,
federal agencies, regional reliability councils, transmission organizations and state
social agencies.

Provided presentations, courses and speeches on a variety of KCC and industry issues
to many groups including legislative committees, regional transmission organizations,
industry conferences and international regulatory bodies.
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Wolf Creek Nuclear Plant -WCNOC
BOP System Engineering Supervisor

Browns Ferry Nuclear Plant- TVA
Senior System Engineer

Trojan Nuclear Plant - Portland General Electric

System Engineer I11

Wolf Creek Nuclear Plant - Matsco
Contract Startup Engineer

Burns & Roe - WNP 2
Nuclear Design Engineer

Ebasco Inc -~ Waterford Nuclear Plant
Construction Engineer

FMC Inc - Inorganic Chemical Plant

Project Engineer

Kansas Power & Light — Natural Gas Division

Field Engineer
Education

Univerity of Kansas, Kansas

June 1989 to July 1993

August 1987 to June 1989

October 1984 to August 1987

April 1983 to October 1984

September 1982 to April 1983

June 1981 to September 1982

June 1979 to June 1981

June 1978 to June 1979

Bachelor of Science Civil Engineering, December 1977

Bachelor of Science Mechanical Engineering, May 1978

Master of Science Mechanical Engineering, May 1997

Washington State University, Washington

Master of Engineering Management, May 1988

Professional Registration

Registered Professional Mechanical and Civil Engineer, State of Oregon,

PE license No. 12989
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Expert Witness Testimony

FERC Provided analysis and affidavit in FERC Docket ER01-1305 for the KCC,
which led to a negotiated settlement in an affiliate purchase power

agreement between Westar Energy and Westar Generating Inc., and
affiliate.

KCC KCC Staff testimony in Docket Nos. 95-EPDE-043-COM, 96-KG&E-100-
RTS, 96-WSRE-101-DRS, 96-SEPE-680-CON, 97-WSRE-676-MER, 98-
KGSG-822-TAR, 99-WSRE-381-EGF, 99-WSRE-034-COM, 99-WPEE-818-
RTS, 00-WCNE-154-GIE, 00-UCUE-677-MER, 01-WSRE-436-RTS, 01-
WPEE-473-RTS, 01-KEPE-1106-RTS, 02-SEPE-247-RTS, 02-EPDE-488-RTS,
02-MDWG-922-RTS, 03-MDWE-001-RTS, 03-WCNE-178-GIE, 03-MDWE-
421-ACQ, 03-KGSG-602-RTS, 04-AQLE-1065-RTS, 04-KCPE-1025-GIE, 05-
EPDE-980-RTS, 05-WSEE-981-RTS, 06-WCNE-204-GIE, 06-SPPE-202-COC,
06-WSEE-203-GIE, 06-KCPE-828-RTS, 06-KGSG-1209-RTS, 06-MKEE-524-
ACQ, 07-WSEE-616-FPRE, 07-KCPE-905-RTS, 08-WSEE-309-PRE, 08-
KMOE-028-COC, 08-WSEE-609-MIS, 08-MDWE-5%4-RTS, 08-WSEE-1041-
RTS, 08-ITCE-936-COC, 09-KCPE-246-RTS, and 08-PWTE-1022-COC.

Testimony on behalf of KPP in Docket Nos. 09-MKEE-969-RTS, 11-GIME-
497-GIE, and 12-KPPE-630-MIS.
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Frequency and Dates of Last Inspections
From the Big Rivers Boiler Condition Spreadsheet provided in AG 1-140

Equipment (Section) Tube Material & Size PM Description Frequency | Date of Last
Inspection
Boiler {general) Acquisition of tube samples, waterwalls, 3yearsoras| May-08
superheat and reheat needed
Economizer Economizer Section, inspeclion and repair 3years Mar-05
Econ, Feed Piping (S) 8-5/8" OD x Sch. 140 SA 106 Gr. B
Econ, Feed Piping (T) 6-5/8" OD x Sch. 160 SA 106 Gr. B
Econ. Inlet Hdr. 10-3/4" 0D x Sch. 140 SA106 Gr. C
Econ. Elements 2" 0D x 187 MW SA 210 W/ 4-5/8° & 5" Gilis
Econ. Outlet Hdr 6-5/8" OD x Sch. 160 SA106 Gr, C
Drum Drum, inspection and repair yearly May-08
Magnelic Parlicle Testing g years Apr-02
Drum Safeties (1) - 2-112" Crosby HC85W Complete disassemble, clean, inspection, 3years May-08
{ap disc & nozzle, set adjusting rings/overiap
collar to manufacturers specs, reassemble
and seal.
(1) - 2-1/2° Consolidated 1738WB-2-S Complete disassemble, clean, inspeciion, Jyears May-08
tap disc & nozzle, set adjusting rings/overiap
callar to manulacturers specs, reassemble
and seal.
{1) - 3" Crosby HCB5W Complete disassemble, clean, inspection, 3 years May-08
lap disc & nozzle, set adjusting rings/overiap
collar 1o manufaclurers specs, reassemble
and seal.
Downcomers
Furnace RWW Downcomer Unpierced Section - 12-3/4" OD x Sch. 120 SA 106 Gr, C
Pierced Section - 12-3/4" OD x 1-1/2" MW SA 106 Gr. C
Fumace FWW Downcomer Unpierced Section - 16" 0D x Sch. 120 SA 106 Gr. C
Pierced Seclion - 16" OD x 1-3/4" MW SA 106 Gr. C
Fumace SWW Downcomer Unpierced Section - 14" OD x Sch, 120 SA 106 Gr. C
Pierced Section - 14* OD x 1-3/4" MW SA 106 Gr. C
Waterwalls Waterwall mapping and (NDE) 3 years May-08
Lower Fumn, Front, Rear, Side WW Hdr 8-5/8" OD x 1-5/16"MW SA 106 Gr. C
Upper Fum, Front & Side WW Hdr 8-5/8" 0D x 1-5/16"MW SA 106 Gr. C UT walerwall drains
Fumace Roof Hdr 10-3/4" OD x 1-1/8"MW SA 106 Gr. C
Front WW 2-1/4" OD x 203 MW SA 178 Gr. C
Side WW 2-1/4" OD x 203 MW SA 178 Gr. C
Rear WwW 2-14" OD x 203 MW SA 178 Gr. C
Load Cany Tubes @ Screen 2-12° 0D x 250 MW SA210Cr. A
Fumace Roof 2-1/2" OD x 203 MW SA 178 Gr. C
WW Feeder Tubes 4" 0D x 319 MW SA 210 Gr. A-1
WW Riser Tubes 4" 0D x 319 MW SA 210 Gr. A-2
Lower Arch 2-1/4" OD x 203 MW SA 178 Gr. C
Knee Tubes 2-1/4" 0D x 203 MW SA 178 Gr. C
HRA HRA sections, inspection and repair
HRA Upper & Lower Side Wall Hdr 8-5/8" OD x 7/8" MW SA 106 Gr. C
Partition Wall Tubes 1-3/4" OD x 165 MW SA 178 Gr. €
1-3/4" OD x 260 MW SA 210 Gr, A-1
HRA Side Wall Tubes 1-3/4" OD x 165 MW SA 178 Gr. C
2" 0D x 290 MW SA 210 Gr. A-1
HRA Rear & Roof (RH Pass) 1-3/4" OD x 165 MW SA 178 Gr. C
HRA Roof (SH Pass) 1-3/4" OD x 165 MW SA 178 Gr. C
Steam Tubes
Steam Supply Tubes 4" 0D x 319 MW SA 210 Gr. A-1
Transfer Tubes (Inlet & Outlel Spray Hdr) Inlet - 4" OD x 380 MW SA 213 T12
Qutlet - 4" OD x 338 MW §A 209 712
Distributing Tubes (Prim. SH Inlet Hdr to HRA 2-1/4" QD x 220 MW SA 178 Gr. C
Side Wall Hdr)
Primary Superheat {Convection) Superheat sections, inspection and repair 3 years May-08
SH Inlet Hdr 8-5/8" 0D x 7/8" MW SA 106 Gr. C
Inlet Assembly 2-1/4" 0D x 220 MW SA 178 Gr. C
Conv. SH Intermediate Hdr 12-3/4" OD x 1-5/16" MW SA 106 Gr. €
Intermediate Assembly 2-1/4" OD x 280 MW SA 210 Gr A-t
Outlet Assembly 2" 0D x 244 MW SA 210 Gr. A-1
Conv. SH OQutlet Hdr 16" OD x 2-1/4" MW SA 106 Gr. C
Conv. SH Transfer Pipe (Lower Sprays) 14" 0D x Sch. 140 SA 106 Gr. C

Case Number 2012-00535
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Frequency and Dates of Last Inspections
From the Big Rivers Boiler Condition Spreadsheet provided in AG 1-140

Equipment (Section)

Tube Material & Size PM Description Frequency |Date of Last
Inspection
Platen Superheater (Division Wali) Superheat seclions, inspeclion and repair 3years May-08
Division Wall Inlet Hdr 16" 0D x 2-1/4" MW SA 106 Gr. C
Inlet Assembly 2" 0D x 180 MW SA 178 Gr. C
Intermediate Assembly 2" OD x 375 MW SA 213 T22
Outlet Assembly 2°0OD x 188 MW SA 213 T12
Division Wall Qutiet Hdr 8-5/8" OD x 1-1/4"MW SA 335 P12
Finish Superheat {Pendent) Superheat sections, inspection and repair 3years May-08
Spray Conlro! Hdr - Unpierced Section (Upper 16" OD % Sch, 160 SA 335 P11 Boroscope header and inspect nozzle
Sprays)
Spray Control Hdr - Pierced Section (Upper 16" OD x 1-3/4" MW SA 335 P11 Boroscope header and inspect nozzle
Sprays)
Inlet Header Tubes 2" 0D x 165 MW SA 213 T12
Pendent SH Inlet Hdr 14 OD x 1-3/8" MW SA 335 P11
Inlet Assembly 2-1/4" OD x 320 MW 5A 213 T22
Qutlet Assembly 2-1/4" OD x 417 MW SA 213 T22
Qutlet Header Tubes 2" 0D x 283 MW SA 213 722
Pendent SH Quilet Hdr 23-1/2" OD x 3-5/16" MW (16-1/2" Min ID) SA 335 P22
Superheat Safetles Crosby 3M6 HCA-TBA Complete disassemble, clean, inspection, 3 years May-08
lap disc & nozzle, set adjusting rings/overlap
collar to manufacturers specs, reassemble
and seal.
Croshy 2-1/2" HPV-78W Complete disassemble, clean, inspection, 3years May-08
lap disc & nozzle, set adjusting rings/overlap
collar to manufacturers specs, reassemble
and seal,
Reheater Reheat Section, inspection and repair 3 years May-08
Reheater Inlet Hdr 24" OD x Sch. 160 SA 106 Gr. B
Inlet Assembly 2-1/4" 0D x 150 MW SA 178 Gr. C
Lower Assembly 2-1/4" OD x 150 MW SA 213 T2
Intermediate Assembly 2-1/4" OD x 150 MW SA 213 T12
Upper Assembly 2-1/4" OD x 150 MW SA 213 T22
Qutlet Assembly 2" 0D x 156 MW S8A 213 T22
Reheater Quilet Hdr 22" 0D x 1-5/16" MW (21-3/4" Min. ID) SA 387 Gr. D
Reheater Safeties
Reheat Inlet (2) - 4" Crosby 4Q8-HC26W Complete disassemble, clean, inspection, Jyears May-08
lap disc & nozzle, set adjusting rings/overiap
collar to manufacturers specs, reassemble
and seal.
Reheat Infel - {1) - 6" Crosby 6R8-HC26W Complete disassemble, clean, inspection, 3 years May-08
tap disc & nozzle, set adjusting rings/overlap
collar lo manufacturers specs, reassemble
and seal.
Reheat Outlet (1) - 4" Crosby 4Q8-HCA28W Complete disassemble, clean, inspection, 3 years May-08
lap disc & nozzle, set adjusting rings/overiap
collar to manufacturers specs, reassemble
and seal.
Headers Listed with Boiler Section Boroscope, Mag. Particle, Hardness 9 years Apr-02
Testing. Replications, OD measurements
Case Number 2012-00535
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Frequency and Dates of Last Inspections
From the Big Rivers Boiler Condition Spreadsheet provided in AG 1-140

Equipment (Section) Tube Material & Size PM Description Frequency | Date of Last
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Frequency and Dates of Last Inspections
From the Big Rivers Boiler Condition Spreadsheet provided in AG 1-140

Equipment {Section)

Tube Material & Size

PM Description Frequency | Date of Last
Inspection
Boller (general) Acquisition of tube samples, waterwalls, 3yearsoras| May-07
superheat and reheat needed
Economizer Economizer Section, inspection and repair 3 years May-07
Econ. Feed Piping (S) 8-5/8" OD x Sch. 140 SA 106 Gr. B
Econ. Feed Piping (T) 6-5/8" OD x Sch. 160 SA 106 Gr. B
Econ. Inlet Hdr. 10-3/4" OD x Sch. 140 SA106 Gr. C
Econ. Elements 2" OD x 187 MW SA 210 W/ 4-5/8" & 5" Gills
Econ. Oullet Hdr 6-5/8" OD x Sch. 160 SA106 Gr. C
Drum Drum, inspeclion and repair yearly Feb-09
Magnetic Particle Testing 9 years Mar-02
Drum Safeties
Drum Safeties {2) - 2-1/2" Crosby HC85W Complete disassemble, inspection and 3 years May-07
repair
(1) - 3" Croshy HC85W Complete disassemble, inspection and 3years May-07
repair :
Downcomers
Fumace RWW Dovwncomer Unpierced Section - 12-3/4" OD x Sch. 120 SA 106 Gr. C
Pierced Section - 12-3/4" 0D x 1-1/2" MW SA 106 Gr. C
Fumace FWW Downcomer Unpierced Seclion - 16" OD x Sch. 120 SA 106 Gr. C
Pierced Section - 16" 0D x 1-3/4* MW SA 106 Gr. C
Fumace SWW Downcomer Unpierced Section - 14" OD x Sch, 120 SA 106 Gr. C
Pierced Section - 14" OD x 1-3/4" MW SA 106 Gr. C
Waterwalls Waterwall mapping and (NDE) 3 years May-07

Lower Fumn. Front, Rear, Side WW Hdr

8-5/8" 0D x 1-5/16"MW SA 106 Gr. C

Upper Fum. Front & Side WW Hdr

8-5/8" OD x 1-5/16"MW SA 106 Gr. C

Fumace Roof Hdr

10-3/4" OD x 1-1/8"MW SA 106 Gr. C

Front WW 2-1/4" 0D x 203 MW SA 178 Gr. C
Side WW 2-1/4" 0D x 203 MW SA 178 Gr. C
Rear WW 2-14" 0D x 203 MW SA 178 Gr. C
Load Cany Tubes @ Screen 2-1/2" 0D x 250 MW SA 210 Gr. A
Fumace Roof 2-1/2" 0D x 203 MW SA 178 Gr. C
WW Feeder Tubes 4" 0D x 319 MW SA 210 Gr. A-1
WW Riser Tubes 4" 0D x 319 MW SA 210 Gr. A-2
Lower Arch 2-1/4" OD x 203 MW SA 178 Gr. C
Knee Tubes 2-1/4" OD x 203 MW SA 178 Gr. C
HRA

HRA Upper & Lower Side Wall Hdr

8-5/8" 0D x 7/8" MW SA 106 Gr. C

Partition Wall Tubes

1-3/4" OD x 165 MW SA 178 Gr. C

1-3/4" OD x 260 MW SA 210 Gr. A-1

HRA Side Wall Tubes

1-3/4" OD x 165 MW SA 178 Gr. C

2" 0D x 290 MW SA 210 Gr. A-1

HRA Rear & Roof (RH Pass) 1-3/4" OD x 165 MW SA 178 Gr. C
HRA Roof (SH Pass) 1-3/4” OD x 165 MW SA 178 Gr. C
Steam Tubes.
Steam Supply Tubes 4" 0D x 319 MW SA 210 Gr. A-1

Transfer Tubes {Inlet & Oullet Spray Hdr)

Inlet - 4" OD x 380 MW SA 213712

Outlet - 4" OD x 338 MW SA 209 T12

Distributing Tubes (Prim. SH inlet Hdr to HRA
Side Wall Hdr)

2-1/4" OD x 220 MW SA 178 Gr. C
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Frequency and Dates of Last Inspections
From the Big Rivers Boiler Condition Spreadsheet provided in AG 1-140

Equipment {Section)

Tube Material & Size PM Description Frequency | Date of Last
Inspection |
Primary Superheat (Convection) Superheat sections, inspection and repair 3years May-07
SH Inlet Hdr 8-5/8" OD x 7/8" MW SA 106 Gr. C
infet Assembly 2-1/4" 0D x 220 MW SA 178 Gr. C
Conv. SH Intermediate Hdr 12-3/4" OD x 1-5/16" MW SA 106 Gr. C
Inlermediate Assembly 2-1/4" QD x 280 MW SA 210 Gr. A-1
Qutlet Assembly 2" 0D % 244 MW SA 210 Gr. A-1
Conv. SH Quilet Hdr 16" 0D x 2-1/4" MW SA 106 Gr. C
Conv. SH Transfer Pipe (Lower Sprays) 14" OD x Sch. 140 SA 106 Gr. C
Platen Superheater {Division Wali) Superheat sections, inspection and repair 3years May-07
Division Wall inlet Hdr 168" OD x 2-1/4" MW SA 106 Gr. C
Inlet Assembly 2" 0D x 180 MW SA 178 Gr. C
Inlermediate Assembly 2" 0D x 375 MW 8A 213 T22
Qutiet Assembly 2" 0D x 188 MW SA 213 T12
Division Wall Outlet Hdr 8-5/8" OD x 1-1/4"MW SA 335 P12
Finish Superheat (Pendent) Superheat sections, inspection and repair 3 years May-07
Spray Control Hdr - Unpierced Section (Upper 16" OD x Sch. 160 8A 335 P11
Sprays)
Spray Control Hdr - Pierced Section (Upper 16" OD x 1-3/4" MW SA 335 P11
Sprays)
Inlet Header Tubes 2" OD x 165 MW SA 213 T12
Pendent SH Inlet Hdr 14 0D x 1-3/8" MW SA 335 P11
Inlet Assembly 2-1/4" OD x 320 MW SA 213722
Outiet Assembly 2-1/4" OD x 417 MW SA 213 722
Qutlet Header Tubes 2" 0D x 283 MW SA 213722
Pendent SH Qutlet Hdr 23-1/2" QD x 3-5/16" MW (16-1/2" Min ID) SA 335 P22
Superheat Safeties Croshy 3M6 HCA-78A Complete disassemble, inspection and 3 years May-07
repair
Crosby 2-1/2* HPV-78W Complete disassemble, inspection and 3 years May-07
repair i
Reheater Reheat Section, inspection and repair 3years May-07
Reheater Inlet Hdr 24" OD x Sch. 160 SA 106 Gr. B
Inlet Assembly 2-14" 0D x 150 MW SA 178 Gr. G
Lower Assembly 2-1/4" OD x 150 MW SA 21372
Intermediate Assembly 2-1/4" OD x 150 MW SA 213 T12
Upper Assembly 2-1/4" OD x 150 MW SA 213 T22
Qutlet Assembly 2" 0D x 156 MW SA 213 T22
Reheater Qullet Hdr 22" 0D x 1-5/16" MW (21-3/4" Min. ID) SA 387 Gr. D
Reheater Safeties
Reheat Inlet (2) - 4" Crosby 4Q8-HC26W Complete disassemble, inspection and 3 years May-07
repair
Reheat Inlet {1) - 68" Crosby 6R8-HC26W Complete disassemble, inspection and Jyears May-07
repair
Reheat Outlet (1) - 4" Crosby 4Q8-HCAZ28W Complete disassemble, inspection and 3years May-07
repair
Headsrs Listed with Boiler Section Boroscope, Mag. Parlicle, Hardness 9 years Mar-02

Testing, Replications, OD measurements

Case Number 2012-00535
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Unit Coleman 2



Frequency and Dates of Last Inspections
From the Big Rivers Boiler Condition Spreadsheet provided in AG 1-140

Equipment (Section) Tube Material & Size PM Description Frequency | Date of Last

Case Number 2012-00535
Exhibit Holloway-2

Page 6 of 22 Unit Coleman 2



Frequency and Dates of Last Inspections
From the Big Rivers Boiler Condition Spreadsheet provided in AG 1-140

Equipment (Section) Tube Material & Size PM Description Frequency | Date of Last
Inspection
Boiler {general) Acquisition of tube samples, waterwalls, 3 years oras Jun-09
superheatl and reheat needed
Economizer Economizer Seclion, inspection and repair 3years Jun-09
Economizer Inlet Header 10-3/4" OD x 1.125" AW SA 106C
Economizer Feed Pipe to Drum 10-3/4" OD x 1.125” AW SA 106C
Terminal Tubes @ Inlet/Ouliet Hdr 2-1/2° OD x 220 MW SA 210
Econ. Assemblies 2-1/2" OD x 250 MW SA 210
Economizer Qutlet Header 10-3/4" OD x 1,125" AW SA 106C
Drum 60" 1D x 4.749" MW Drum, inspection and repair yearly Jun-08
Magnetic Particle Testing g years Fall-98
Heads - 60" OD x 4.125" MW
Drum Safeties {3) - 3" -2500# Consolidated 1759WA (3°x5"x6") Complete disassemble, inspection and Jyears Jun-09
fepair
Downcomers 16" OD x 320 MW SA 106C
Waterwalls Waterwall mapping and (NDE) 3 years Jun-09
Side Water Feeder Tubes 5" OD x 380 MW SA 210
Sidewalls 2-1/2" OD x 203 MW SA 178C
Knee Tubes (Defleclor) 3" OD x 240 MW SA 178C
Lower Arch 2-1/2" OD x 203 MW SA 178C
Roof Tubes 2-1/2" OD x 203 MW SA 178C
Conveclion Side Walls 2-1/2" OD x 240 MW SA 210
Upper Side WW Hdr 8-5/8" 0D x 1.25" AW SA 106C
Lower Side WW Hdr 8-5/8" 0D x 1.25" AW SA 106C
Upper Front WW Hdr 8-5/8" OD x 1.25" AW SA 106C
Roof Releaser Hdr 8-5/8" OD x 1.25" AW SA 106C
Upper Fumace Rear WW Hdr 10-3/4" OD x 1.375 AW SA 106C
Upper Conv. Rear WW Hdr 8-5/8" OD x 1.25" AW SA 106C
Front Hopper Hdr 18-1/2" 0D x 2.375" MW SA 106C
Rear Hopper Hdr 18-1/2" OD x 2.375" MW SA 106C
Side Hopper Hdr 16" OD x 2" MW SA 106C
Primary Superheat Superheat sections, inspection and repair Jyears Jun-09
Primary Feeder Hdr
Primary Superheater Inlet Header 10-3/4” OD x 1.375" AW SA 106C
Primary Superheater Tubes 2-1/2" 0D x 203 MW SA 178C
2-1/2" OD x 240 MW SA 178C
2-172” OD x 300 MW SA 210
2-1/2" 0D x 281 MW SA 209 Tt
2-1/4" OD x 203 MW SA 213 T11
Primary Superheater Quilet Header 14" 0D x 1,375" MW SA 335 P11
Superheat Piping Crossover Piping - 12-3/4" Od x 1.312" AW SA 335 P11
Terminal Piping - 16" OD x 2.125" MW SA 335 P22
Superheat Safeties Consolidated - 1738WD, 1533YX Complete disassemble, inspection and 3 years Jun-09
repair

Case Number 2012-00535
Exhibit Holloway-2
Page 7 of 22 Unit Coleman 3



Frequency and Dates of Last Inspections
From the Big Rivers Boiler Condition Spreadsheet provided in AG 1-140

Equipment (Section) Tube Material & Size PM Description Frequency | Date of Last
Inspection
Secondary Superheat (Radiant & Hi-Temp) Superheatl sections, inspection and repair 3 years Jun-09
Secondary Superheat Spray Attemperators Hdr 12-3/14" 0D x 1.312" AW SA 335 P11 Boroscope Header and Inspect nozzle 3years Jun-08
Secondary Superheater Inlet Hdr 16" OD x 1.375" MW SA 335 P11
Secondary Superheater Tubes 2" 0D x 180 MW SA 213 T11

2"0D x 180 MW SA 213 T1
1-3/4" OD x 156 MW SA 213 T11
2" 0D x 203 MW SA 2123 T11

2" 0D x 313 MW SA 213 T22

1-3/4" OD x 313 MW SA 213 T22
2" 0D x 375 MW SA 213 T22

Secondary Superheater Quilet Hdr 8-5/8" OD x 1.25" MW SA 106C
Superheat Safeties 2-1/2" - 2000# Consolidated 1738WD Complete disassemble, inspection and 3 years Jun-09
repair
2-1/2" - 2500# Consolidated 1533YX Complete disassemble, inspection and 3years Jun-09
repair
Reheater Reheat Section, inspection and repair 3 years Jun-09
Reheat Spray Altemperators Hdr 22°0Dx SA105Gr.2 Boroscope Header and Inspect nazzle 3 years Jun-09
Reheat Inlet Safeties (4) - 600# Consolidated - 1775QWB, 1775QV13, Complete disassemble, inspection and 3 years Jun-09
1785WB repair
Reheat Intet Header 16" OD x .656 AW SA 1068
Reheat Inlet Extension Hdr 16" OD x .500 AW SA 1068
Reheat Tubes 2-1/2" OD x 135 MW SA 178A
2"0D x 120 MW SA 213 T
2" 0D x 148 MW Sa 213 T22
Reheatl Outlet Header
22" 0D x 1.25" MW SA 335 P2
Reheat Outlet Safety Complete disassemble, inspection and 3 years Jun-09
: (1) - 600# Consolidated - 1775QWD repair
Headers Listed with Boiler Section Boroscope, Mag. Particle, Hardness 9 years Fall-98

Tesling, Replications, OD measurements

Case Number 2012-00535
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Frequency and Dates of Last Inspections
From the Big Rivers Boiler Condition Spreadsheet provided in AG 1-140

Equipment (Section) Tube Size/Material PM Description Frequency | Date of Last
Boiler (general) Acquisition of tube samples, waterwalls, 2 years Nov-11
superheat and reheal
Economizer Inlet Header 10.75" OD x 1.25" MW Thickness SA1068 Economizer Inlet Header Inspection 8 years
Economizer 2.0" OD x.203" MW Thickness SA178A HF Economizer Section, inspection and repair 2 years Nov-11
Economizer Outlet Header 10.75" OD x 1.25" MW Thickness SA1068 Economizer Outlet Header Inspection 8 years
Drum Drum, inspection and repair 2 years Nov-11
Drum Safeties (3) Croshy size 3M6-HE-86W, (1) Crosby size 3M26- |G1 Inspect & Reset all of the Boiler Safeties 4 years Nov-11
HE-96W
Downcomers Drum Piping Connections Inspections 8 years
Waterwalls East and West 2.5" OD x .203" MW Thickness on 3" centers SA210A1  |Waterwall mapping and (NDE) 2 years Nov-11
Waterwalls North and South 2.5" 0D x .203" MW Thickness on 3" centers SA210A1  {Walerwall mapping and (NDE) 2 years Nov-11
Boiler Knees 2.75" OD x .240" MW Thickness on 3" cenlers SA210A1 [Waterwall mapping and (NDE) and B&W 2 years Nov-11
PSB Thermal Quenching
Furnace Arch 2.75" OD x .203" MW Thickness on 4" centers SA210A1 [Walerwall mapping and (NDE) 2years Nov-11
Drum Saleties 3.0°0.D. x .245™ MW SA209TA1 175" x Primary Superheater Section, inspeclionand| 2 years Nov-11
165 MW SA208TA1 repair
Primary Superheater Inlet Ring Header 10.75" OD SA-192 Primary Superheater Section, inspection and 2 years Nov-11
repair
Primary Superheater Inlet Bank 2.0 OD x .165" MW Thickness 2.5" OD x .284" MW Primary Superheater Section, inspection and 2 years Nov-11
Thickness SA178A repair
Primary Superheater Intermediale Bank 2.0" OD x .275" MW Thickness 2.0" OD x .165" MW Primary Superheater Section, inspection and 2 years Nov-11
Thickness SA 213T2 repair
Primary Superheater Outlet Bank 2.5" 0D x .345" MW Thickness 2.0" OD x .165" MW Primary Superheater Section, inspection and 2 years Nov-11
Thickness SA 21372 repair
Primary Superheater Quilet Header 18.25" OD x 2.25° MW SA335P11 Primary Superheater Section, inspection and 2 years Oct-08
repair
Secondary Superheat Spray Attemnperators Secondary Superheat Spray Attemperators 6 Years Oct-08
inspections
Secondary Superheater inlet 2.0" OD x .230" MW Thickness Lead Tube each bank Superheat sections, inspection and repair 2 years Nov-11
SA213 TP304TH Other tubes SA209 T1A and SA 21372
Secondary Superheater Intermediate 2.0" OD x .230" to .188" MW Thickness SA 213 T22 Superheat seclions, inspection and repair 2 years Nov-11
Secondary Superheater Outlet 1.75" OD x .316" MW Thickness SA213 T22 Superheat sections, inspection and repair 2 years Nov-11
Main Steam Qutlet Header 23.75 OD x 3.25" MW Thickness 25.5" 0D x 4.125" MW 1Big Rivers had B&W perform Hone and 8 years Apr-07
Thickness SA-335P22 Glow test on Header, Inspection for tigament
Main Steam Safeties (1) each - Crosby, size 3M8-HCA-98W, (1) each - G1 Inspect & Reset all of ihe Boiler Safeties 4 years Nov-11
Crosby size 2 1/2 K26-HCA-98W.
T 2
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Frequency and Dates of Last Inspections
From the Big Rivers Boiler Condition Spreadsheet provided in AG 1-140
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Unit Green 2

Equipment (Section) Tube SizelMaterial PM Description Frequency |} Date of Last
f :
Boiler {general) Acquisition of tube samples, watenwvalls, 2 years May-09
superheal and reheat
Economizer inlet Header 10.75" OD x 1.25" MW Thickness SA106B Economizer Inlel Header Inspection 8 years
Economizer 2.0" OD x.203" MW Thickness SA178A HF Economizer Section, inspeclion and repair 2 years May-08
Economizer OQutlet Header 10.75" OD x 1.25" MW Thickness SA1068 Economizer Oullet Header Inspection 8 years
Drum Drum, inspection and repair 2 years May-09
Drum Safelies {3) Crosby size 3MB-HE-96W, (1) Crosby size 3M26- - ]G1 lnspect & Reset all of the Boiler Safeties 4 years May-09
HE-36W
Downcommers Drum Piping Connections Inspections
Walenwalls East and West 2.5" OD x .203" MW Thickness on 3" centers SA210A1  [Watenwvall mapping and (NDE) 2 years May-09
Waterwalls North and South 2.5" OD x 203" MW Thickness on 3" cenlers SA210A1  {Watenwall mapping and (NDE) 2 years May-09
Boiler Knees 2.75" OD x .240" MW Thickness on 3" centers SA210A1 [Waterwall mapping and (NDE) and B&W 2 years May-09
PSB Therma! Quenching
Fumace Arch 2.75" OD x .203" MW Thickness on 4" centers SA210A1 |Waterwall mapping and (NDE} 2 years May-09
Drum Safeties 3.0°0.D. x 245" MW SAZ0GTA 1.75"x Primary Suiperheater Section, inspection 2years May-09
165 MW SAZ09TA1 and repair
Primary Superheater Inlet Ring Header 10.75" QD 8A-192 Primary Suiperheater Section, inspection 2 years May-09
and repair
Primary Superheater Inlet Bank 2.0" OD x .165" MW Thickness 2.5" OD x .284" MW Primary Suiperheater Section, inspection 2 years May-09
Thickness SA178A and repair
Primary Superheater Intermediate Bank 2.0" OD x .275" MW Thickness 2.0" OD x .165" MW Primary Suiperheater Section, inspection 2 years May-09
Thickness SA 213T2 and repair
Primary Superheater Outlet Bank 2.5" 0D x .345" MW Thickness 2.0" OD x .165" MW Primary Suiperhealer Section, inspection 2 years May-09
Thickness SA 21372 and repair
Primary Superheater Qullet Header 18.25" OD x 2.25" MW SA335P 11 Primary Suiperheater Section, inspection 2 years May-09
and repair
Secondary Superheat Spray Attemperalors Secondary Superheat Spray Attemperators 6 Years May-09
inspections
Secondary Superheater Inlet 2,0" ON x .230" MW Thickness Lead Tube each bank Superheat sections, inspection and repair 2 years May-08
SA213 TP304TH Other tubes SA209 T1A and SA 21372
Secondary Superheater Intermediate 2.0" OD x.230" to . 188" MW Thickness SA 213 T22 Superheat sections, inspection and repair 2 years May-09
Secondary Superheater Qutlet 1.75" 0D x .316" MW Thickness SA213 T22 Superheat seclions, inspection and repair 2 years May-09
Main Steam Outlet Header 23.75 OD x 3.25" MW Thickness 25.5" 0D x 4.125" MW Secondary Superheater Qullet Header 4 years Apr-07
Thickness SA-335P22
Main Steam Safeties (1) each - Croshy, size 3MB-HCA-98W, (1) each- G2 Inspect & Reset all of the Boiler Salelies 4 years May-09
: Crosby size 2 1/2 K26-HCA-98W. :




Frequency and Dates of Last Inspections
From the Big Rivers Boiler Condition Spreadsheet provided in AG 1-140

Case Number 2012-00535
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RADIANT SUPERHEATER OUTLET

Equipment (Section) Tube Size/Material PM/Work Order Description Frequency | Date of Last
Inspection |
Boiler (general) PM-OUTAGE H-1 OBTAIN A TUBE 2 years Apr-12
SAMPLE from - Acquisition of tube samples,
waterwalls, superheat and reheat
Economizer 2.5" 0.D. x .250 MW SA-210 At 2 years Apr-12
intet Header 10.75" 0.D. x 1125 Av. Wall/  SA-108-Gr. C H-1 BOILER HEADER CONDITION Apr-12
ASSESSMENT - INSPECT THE HIGH
TEMP REHEAT QUTLET HEADER, THE
RADIANT SUPERHEAT OUTLET HEADER,
THE ECONOMIZER INLET AND THE
LOWER WW HEADERS AS PER RFQH-11-
111, PO: 204368
Qullet Header 10.75" 0.D. x 1.125" Av, Wall/]  SA-106-Gr. C H-1 BOILER HEADER CONDITION Mar-09
ASSESSMENT - INSPECT THE HIGH
TEMP REHEAT, THE RADIANT
SUPERHEAT, THE ECONOMIZER INLET
AND THE ECONOMIZER OUTLET
HEADERS AS PER RFQH-08-178
Drum PM-QUTAGE H-1 18 MO DRUM INSPECT 2 years Apr-12
FOR BLR. PERMIT RENEWAL
Furnace Waterwalls Apr-12
Sidewalls Front Wall 25" 0.D.x.203 MW ¢ SA-178 Gr. C |Waterwall mapping and (NDE) 2 years Apr-12
Rear Wall
Boiler Chemical Clean 10 years Dec. 05
Knee Tubes 25"0.D.x . 203MW / SA-178 Gr.C na 2 Apr-12
Rear WW deflection tubes 3.0"0.D. x 240 MW / SA-178 Gr. C  [PM-OUTAGE H-1 OBTAIN TIGHT WIRE 2 Apr-12
OF RWW DEFLECTION TUBES
Waterwall Headers na na Apr-12
Drum Safeties 8.625" 0.0, x 1.250" Thk./ SA-106 Gr. C
Lower Fumace Side WW Header 8.625" 0.D. x 1.250" Thk./ SA-106 Gr. C
Front WW Release Header 8.625" 0.D. x 1.250" Thk./ SA-106 Gr. C PM-OUTAGE H-1 DYE CHECK SOUTH Apr-12
WATER WALL HEADER TUBES
Roof Release Header 8.625" 0.D. x 1.250" Thk. / SA-106 Gr. C
Fumace Rear WW Releaser Header 10.750" O.D. x 1.3750" Thk. / SA-106 Gr. C
Convection Rear WW Release Header 8.625" 0.D. x 1.250" Thk. / SA-106 Gr. C
Downcomers 16" 0.D. x 1.218" Thk. / SA-106 Gr. C
Fumace Rear Hopper Header 18.5" 0.D. x 2.375" Thk. / SA-106 Gr. C
Furnace Side Hopper Header 16" Q.D. x 2.000" Thk. / SA-106 Gr.C
Primary Superheater 2 years Apr-12
Upleg Assemblies 25"0.D. x.203 MW/ SA178Gr.C
Inlet Header 10.75" 0.D. x 1.375" Thk./  SA-108-Gr.C
QOutiet Header 14" 0.D. x 1.375" Thk. / SA-335 P11
Radiant Superheater (High Temp. 1.75 0.D. x 156" Thk / SA-213T22 PM-H-1 OUTAGE INSPEGTION OF 2years Apr-12
Superheater) Inlet Section RADIANT SUPERHEATER INLET
Qutlet Section 1.75 0.D. x .313" Thk / SA-213 T22 PiM-H-1 QUTAGE INSPECTION OF 2 years Apr-12

Unit HMPL 1



Frequency and Dates of Last Inspections
From the Big Rivers Boiler Condition Spreadsheet provided in AG 1-140

Equipment (Section) Tube Size/Material PM/Work Order Description Frequency | Date of Last
- Inspection
OQUTAGE INSPECTION OF HIGH | 2years 'A‘p"r-,12
Aprt2
Apr12
T Az
LETAND THE
ADERS AS PER RFQH-11-
‘ B yéa’r |
l - sy‘yéats" ’
Mar- 11
. - ‘ Mar-11
Boller Safeties PM-OUTAGE H-1 INSPECTION OF 4 years Mar- 11
: BOILER SAFETY VALVES
North West Drum Salety Size 37, Style 3-1759WA-2-S, Set 2200, Shop # BN6139, 4 years Mar- 11
Capacity 383,700 #i/hr.;
South West Drum Safety Size 3", Style 3-175WA-2-S, Set @ 2230, Shop # 4 years Mar- 11
BNB6140, Capacity 348,400 #/hr.
East Drum Safely Size 3", Style 3-1759WA-1-S, Set 2260, Shop # BN6349, 4 years Mar- 11
Capacily 420,500 #/hr
Superheat Steam Line Safety Size 2-1/2", Style 1738BWD-1-S, Set 2040, and Shop 4 years Mar- 11
#BNG 142, Capacily 201,856 #/hr
Rehealer Safety Valve #1 Size 4, Style 4-17550WD-1-8, Sel 535, Shop # 4 years Mar- 11
BN6354, Capacity 214,510 &#/hr
Reheater Safety \(alve #2 Size 47, Style 4-1775-QWB-1-S, Set 580, Shop # 4 years Mar- 11
BNB351, Capacity 265,698 #/hr
Reheater Safety Valve #3 Size 4%, Slyle 4-1775-QWB-1-S, Set 585, Shop # 4 years Mar- 11
BNB6144, Capacily 272,353 #/hr
Reheater Salety Valve #4 Size 6°, Style 6-1705-RWB-1-S, Set 610 Shop # 4 years Mar- 11
: BNG353, Capacity 404,115 #/hr
Sootblower system salely Size 2" x 3", Style 1922HT, Set 600, Shop # TC 61363, 4 years Mar- 11
Capacity 26,480
Low Pressure Header System Salety Size 4"x 6", Style 1910NC, Set 125, Shop # BM8421701, 4 years Mar- 11
Capacity 33,665.5 #/hr, Serial # 1H46635
LP Feed Water Heater Safeties PM-QUTAGE H-1 FOUR YEAR PM OF L.P, Mar- 11
; HEATER SAFETY VALVES
#1 F.W, Healer Water Side Size %", TYPE 191TUMC-MT-F1-LA, Set 400, Shop # 4 years Mar- 11
TM-37006, Capacity 53 GPM.
#2 F.W. Heater Steam Side Size 2J3, Siyle’ JUZ5-STHM-C, Sel 125, Shop # 35342, 4 years Mar- 11
Capacity 9792
#2 F.W. Heater Water Side Size 47, Type T9TT0MC-MT-FT-LA, Set 400, B/IM 4 years Mar- 11
#41437A-2, Capacity 59 GPM, Serial # TM-37013
# 3 F.W. Healer Steam Slde Siza 2J3, Style JUZ5-STWM-C, Sel 75, Shop # 35442 4 years Mar- 11
#3 F.W. Heater Waler Side Size 74, TYPE 19T10MC-MT-FT-UA;SET 400, Shop # 4 years Mar- 11
TM-37012; B/M #41437A-3, Capacity 59 GPM
Deaerating Healer safely valves 2 Ea. Sre® x T, Slyle J0253-5TM, Sel 200, Shop # 47155 4 years Mar- 11
. M2, Capacity 129,613
HP Feed Water Heater Safeties PM-OUTAGE H-1 FOUR YEAR PM OF H.P, Mar- 11
HEATER SAFETY VALVES
#5 F.W. Heater Steam Side Size ZH3, Siyle JOIBSTIA-C, Sel 350, Shop # 35539, 4 years Mar- 11
Capacity 15697
# 5 F.W,. Heater Water Side - Size %" x 1°, Style 995H/HPG1, Set 3000, S/IN TK43795; 4 years Mar- 11
B/M CC2079 Capacity 5518
#6 F.W. Healer Steam Side Size 2.5" X 47, Model 1812JT-TD-34, Type 1972-00JT-4- 4 years Mar- 11
CC-TD-34-RF-8S-HP, Set 725, S/N TJ95837, Capacity
53,501
# 6 F.W. Heater Water Side Size ¥, Type 1995T/HP-1, Set 3000, Shop # 37210, 4 years Mar- 11
Capacity 5,521

Case Number 2012-00535
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Frequency and Dates of Last Inspections
From the Big Rivers Boiler Condition Spreadsheet provided in AG 1-140
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Equipment (Section) Tube Size/Material PM/Work Order Description Frequency |Date of Last
Inspection
Boiler (general) PM-H-2 OUTAGE OBTAIN A TUBE 2 years Feb-12
SAMPLE FROM THE FOLLOWING AREAS
Economizer 2.5" 0.D. x 250 MW SA-210 A 2 years Feb-12
Inlet Header 10.75" 0.D. x 1.125" Av. Wall/  SA-106- Gr. C Apr-10
Outlet Header 10.75" 0.D. x 1.125" Av. Wall/ SA-106- Gr. C Apr-10
Drum PM-H-2 OUTAGE 18 MO DRUM INSPECT 2 years Apr-10
FOR BLR PERMIT RENEWAL
Furnace Water walls
Sidewalls Fronl wall 2.5"0.D.x .203 MW / SA-178 Gr.C [Water wall mapping and (NDE) 2 years Apr-10
Rear Wall
Boiler Chemical Clean QOct-08
Knee Tubes 25" 0.D. x.203 MW / SA-178 Gr. C na na Feb-12
Rear WW deflection tubes 3.0"0.D. x.240 MW / SA-178 Gr.C |PM-H-2 OUTAGE OBTAIN TIGHT WIRE 2 years Apr-10
OF RWW DEFLECTION TUBES
Water wall Headers
Drum Safeties 8.625" 0.D. x 1.250" Thk./ SA-106 Gr. C
Lower Fumnace Side WW Header 8.625" 0.D. x 1.250" Thk. / SA-106 Gr. C PM-QUTAGE H-2 INSPECT THE LOWER 2 years Apr-10
WATER WALL HEADER
Front WW Releaser Header 8.625" 0.D. x 1.250" Thk./ SA-106 Gr. C PM-H-2 DYE CHECK SOUTH WATER Apr-10
WALL HEADER TUBES
Roof Release Header 8.625" O.D. x 1.250" Thk. / SA-106 Gr. C
Furnace Rear WW Rel Header 10.750" 0.D. x 1.3750" Thk. / SA-106 Gr. C
Convection Rear WW Release Header 8.625" 0.D. x 1.250" Thk. / SA-106 Gr. C
Down comers 16" 0.D. x 1.218" Thk./ SA-106 Gr.C
Fumace Rear Hopper Header 18.5" 0.D, x 2.375" Thk. / SA-106Gr. G
Fumace Side Hopper Header 16" 0.D. x 2.000" Thk./ SA-106 Gr. G
Primary Superheater 2 years Feb-12
Upleg Assemblies 25" 0.D.x.203 MW/ SA178Gr.C
Inlet Header 10.75" 0.D. x 1.375" Thk. / SA-106-Gr. C
Qutlet Header 14" 0.D. x 1.375" Thk. / SA-335 P11
Radiant Superheater {High Temp. PM-H-2 QUTAGE INSPECTION OF 2years Feb-12
Superheater) RADIANT SUPERHEATER
Apr-10

Unit HMPL 2




Frequency and Dates of Last Inspections
From the Big Rivers Boiler Condition Spreadsheet provided in AG 1-140

Equipment (Section) Tube Size/Material PM/Work Order Description Frequency | Date of Last
Inspection
Salety Valves
Boiler Safeties PM-H-2 OUTAGE INSPECTION OF 4 years Fab-12
BOILER SAFETY VALVES
North East Drum Safety Size 3", Style 1758WA-2-5, Set 2200, Shop # BNG3474, 4 years Feb-12
Capacity 383,700 #/hr
South East Drum Safety Size 3%, Style 1758WA-2-S, Set @ 2230, Shop # 4 years Feb-12
BNG348, Capacily 348,400 #/hr
West Drum Safely Size 3", Style 1749WA-1-S, Sel @ 2260, Shop #BNG141, 4 years Feh-12
Capacily 420,500 #/hr;
- Superheat Steam Line Safety Size 2-1/2°, Style 1738WD-1-8, Sel 2040, Shop # 4 years Feb-12
BNB350, Capacily 201,856 #/hr
Reheater Safely Valve #1 Size 47, Style 1755QWD-1-S, Set 535, Shop # BN6146, 4 years Feb-12
Capacity 214,510 #/hr
Reheater Safety Valve # 2 Size 47, Style 1775QWB-1-S, Set 580, Shop # BN5352, 4 years Feb-12
Capacity 265,698 #/hr
Reheater Safety Valve #3 Size 47, Style 1775QWB-1-8, Set 595, Shop # BNG143, 4 years Feb-12
Capatity 272,353 #/hr
Reheater Safety Valve #4 Size 67, Style 1705RWB-1-S, Set 610 Shop # BN6145, 4 years Feb-12
Capacity 404,115 #hr
Soot blower system safety Size 2" x 3%, Style 1022HT, Sel 600, Shop # TC 81384, 4 years Feb-12
Capacily 26,480
Low Pressure Header System Safety Size 4°x 67, Style JO2635TMC, Set 125, Shop # 45627 4 years Feb-12
M2, Capacity 33027
LP Feed Water Healer Safeties PM-H-2 QUTAGE FIVE YEAR PM OF L.P. Feb-12
HEATER SAFETY VALVES
#1 F.W. Healer Water Side Size %" x 17, Style JMB-C-C, Set 400, Shop # 34970, 4 years Feb-12
Capacity N/A
# 2 FW., Healer Steam Side Size 2J3, Style J025-STM-C, Set 50, Shop # 35442M3, 4 years Feb-12
Capacity 4484
# 2 F.W. Heater Waler Side Size %" x 17, Style 1894C, Set 400, Shop # TH 56384, 4 years Feb-12
Capacity 200
# 3 F.W. Heater Steam Side Size 2J3, Style J025-STM-C, Set 75, Shop # 35442, 4 years Feb-12
Capacity 6253
# 3 F.W. Heater Water Side Size %" x 17, Style 1994C, Set 400, Shop # TH 56379, 4 years Feb-12
Capacity 325
Deaerating Heater safety valves 2 Ea. Size 6" x 8”, Style J025-3-STM, Set 200, Shop # 47159- 4 years Feh-12
M2, Capacity 98,240
HP Feed Water Heater Safeties PM-H-2 OUTAGE FIVE YEAR PM OF H.P. Feb-12
HEATER SAFETY VALVES
# 5 F.W. Heater Steam Side Size 2-1/2 J-4, Style J046-STM-C, Set 300, Shop # 4 years Feb-12
35539M5, Capacity 13537
# 5 F.W. Healer Water Side Size %" x 1, Style JMB-T-C, Set 3000, Shop # 40831, 4 years Feb-12
Capacily 5681
#0 F.W. Healer Sleam Side Size 2-1/2, Style 1912 JC-2, Set 650, Shop # TH 72856 4 years Feb-12

Case Number 2012-00535
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Frequency and Dates of Last Inspections
From the Big Rivers Boiler Condition Spreadsheet provided in AG 1-140

Equipment (Section) Tube SizelMaterial PMIWork Order Description Frequency | Date of Last
. inspection
Boiler (general) PM-OUTAGE R-1 OBTAIN A TUBE Sep-08
SAMPLE
Economizer 2.0 0.D. x .150 MW SA-178 Gr. C 2 years Sep-08
Upleg Assemblies 2.52°Q.D. x .180 MW/ SA178Gr. C
inlet Header 12,757 0.D. x 1.125" Av. Wall/  SA-106-Gr. B
Outlet Header 8.625" 0.D. x 1.100" Min, Wall/ SA-106-Cr. C
Brum PM-OUTAGE R-1 18 MO DRUM INSPECT | 2years Sep-08
FOR BLR PERMIT RENEWAL
Furnace Waterwalls
Sidewalls Front Wall 3.250" 0.D. x .220 MW / SA-178 Gr, C [Waterwall mapping and (NDE) 2 years
Rear Wall
Boiler Chemical Clean 10 years Jun-04
Knee Tubes 3.250" 0.0. x .220 MW / SA-178 Gr.C
Upper Fumace Arch 3.250" 0.D. x .220 MW / SA-178 Gr.C
Drum Safetles na na
Lower Side WW Header 18.5" 0.D.x 1.5Min. Thk./  SA-106 Gr. C REPLACE R-1 LOWER WATERWALL na Sep-08
HEADER TUBE STUBS
Lower Side Sloping Headers 10.750" O.D, x 1.125 Ave. Thk./  SA-106 Gr. B
Front Hopper Header 18,5 0.D. x 1.5 Min. Thk./  SA-106 Gr. C
Plalten Headers 16" 0.D. x 1" Min. Thk./ SA-106 Gr. C Visual Inspection 2 years Jun-04
Rear Hopper Header 215" Q.D. x 1.40" Min. Thk./  SA-106 Gr. C
Downcomer to Hopper Header Upper Section 21.5" 0.D. x 1" Min. Thk./ SA-106 Gr. C
Lower Section Dovncomer to Hopper Header 215" 0.D. x 1" Min. Thk. / SA-106Gr. ¢
Downcomer Pipe to Plalen Header 16" 0.0. x 1.031" Ave. Thk./ SA-106 Gr. B
Primary Superheater 2years Sep-08
Downleg Assemblies Points A to B&C 25°0.D.x 165MW/5A210 25"0.D.x.180 MW/
Poinls B&C to D SA 210

V HiQh emp Superheater Oullet tubes - 2.5" 0.D. x .260 MW SA 213 T22 PM-QUTAGE R-1 INSPECTION OF
RADIANT SUPERHEATER

Inlet tubes - 2.5" 0.D. x .165 MW SA 213 T11

Boiler Safeties PM-QUTAGE R-1 INSPECTION OF 4 years June - 08
BOILER SAFETY VALVES

North West Drum Safely Size 3%, 1500 PSI @ 675 DEG POP @ 1515, CLOSE @ 4 years June - 08
1454, RELIEVE 282,746, ORFICE 3,976, DWG #G- : &
36867-48: 6" QUTLET, Crosby Model: HCBSW

South West Drum Safety Size 2 1/2%; 1500PS] @ 675 DEG, POP@1475, CLOSE 4 years June - 08
: @1416, RELIEVE 176,249, ORFICE 2.545" DWGRG-
36967-48; 6" OUTLET. Crosby Model: HC65W

East Drum Salety Size 2 1/2°, 1500PSI @ 675 DEGREES, POP@ 1495, 4 years “June- 08
CLOSE @ 1435, RELIEVE 178,616 ORFICE 2.545",
DWG #G3698748: 6" OUTLET, Crosby Model: HCB5W

Superheat Steam Line Safety Size 2 172°, 10680 F; POP @1375, CLOSE @ 1320, 4 years June - 08
RELIEVE @ 129,887, ORFICE 2.545"6", OUTLET,
DWGHGI696887: Crosby Model HCAS8

Sootblower system safety Consolidated - SIZE 2 X 3; SET @ 600 PSIG; CAP. 4 years June - 08
27,115%, STYLE 1912HTC-1-34; BIM CC2079-514960;
INDUS. VALVE-MOBILE, ALABAMA IVS#514960,
Model: 1912H

Electromatic Reljef Valve

Case Number 2012-00535
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Frequency and Dates of Last Inspections
From the Big Rivers Boiler Condition Spreadsheet provided in AG 1-140

Equipment {Section) Tube Size/Material PM/Work Qrder Description Frequency | Date of Last
Inspection
LP Feed Water Healer Safeties PM-OUTAGE R-1 FOUR YEAR PM OF L.P.
HEATER SAFETY VALVES
# 3 F.W. Healer Steam Side TYPE 1511K-XIP; SIN BY72484; SET @ 50 PSIG; 4 years June - 08
CAPACITY 550 LBS/HR; SIZE 4" DALCO INC. #40695-
# 3 F.W. Heater Water Side TYPE 1982C-XLS; S/N Ti28320; SET @ 275 PSIG; 4 years June - 08
CAPACITY 108.2 CPM WATER,; SIZE 3/4"; DALCO INC.
#40695-8
# 4 F.W. Heater Steam Side TYPE 1511K-XIP; SET @ 50 PSIG; CAPACITY 550 4 years June - 08
LBS/HR; SIN BY724886; SIZE 27 DALCO INC. #40695-
4; INSTALLED NEW 11/2000
# 4 F.W, Healer Water Side Famis Engineering - SIZE 3/4" X 1, TYPE #1870;SET 4 years June - 08
PRESSURE 275#; SPRING CSCP; TAG # 5-11-K;
Model, 1870
Deaeraling Healer salely valves 2 Ea. Farris Engineering - Size 4 N 6; STYLE 1960-OL; SET @ 4 years June - 08
100 PSIG; CAPACITY 30,780 #/HR; SHOP # (NOT
LISTED) TAG # S-11-8, Model: 1960
HP Feed Water Heater Safeties PM-QOUTAGE R-1 FOUR YEAR PM OF H.P.
HEATER SAFETY VALVES
# 1 F.W, Heater Steam Side TYPE 1811JB-6X; SIN BY72824; SET @ 450 PIG; 4 years June - 08
CAPACITYN27786 #/HR; SIXE 1-1/2"; LIFT .3217;
DALCO INC. #40895-1;
#1 F.W. Healer Water Side TYPE 19086MC-LA-MT-FT; SIN TM29851; SET @ 4 years June - 08
2000 PSIG; CAPACITY 115CPM WATER; SIZE 3/4";
DALCO INC. #40695-7;
# 2 F.W. Heater Steam Side TYPE 1811HB-3X; S/IN BY77106; SET @ 250; 4 years June - 08
CAPACITY 9647 LBS/HR; SIZE 1-1/2"; LIFT 250"
DALCO INC. #40695-2;
# 2 F.W. Healer Waler Side TYPE 19086MC-LA-MT-FT; S/N TM 29847; SET @ 4 years June - 08
2000 PSIG: CAPACITY 115 CPM WATER; SIZE 3/4";
DALCO INC. #40695-6;
Case Number 2012-00535
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Frequency and Dates of Last Inspections
From the Big Rivers Boiler Condition Spreadsheet provided in AG 1-140

Equipmeont (Section) Tube Size/Matarial PM Deseription Frequency | Dats of Last
» Ingpection
Boiler (general) Acquisition of tuba samples; waterwalls, 2 years Nov-09
platen supesheats, and finishing superheats
Chemical Cleaning 12 years Nov-08
Economizer Economizer Section, Inspection and repalr 2 years Nov-09
na na na
Inlot Header 14.75° ID SA108C Nov-09
Element 2.25° OD x .224 MW SA178C
Element 2° 0D x .200 MW SA178C
Element 2° 0D x .250 MW SA178C
Element 2° 0D x 212 MW SA213-T2
Unheated Outlet Stubs 2.25° OD x 224 MW SA178C
Drum Safeties 10.5" ID SA106C
Drum Drum, inspection and repair 2years Nov-09
Downcommers 24° OD x Sch 160 SA106C
Waterwalls Waterwall mapping and (NDE) 2 years Nov-09
na na
Feeders 6" Sch #160 SA108C
Risers Front 6° Sch #160 SA106B
Risers Slde 6* Sch #160 SA106B
Risers Rear 6" Sch #1160 SA1068
FW Lower 3" 0D x .318 MW SA210C
FW Rifted 3* 0D x .368 MW SA210C
FW Upper 3* 0D x .280 MW SA210C
RW Lower 3" 0D x.318 MW SA210C
RW Rifled 3" OD x .368 MW SA210C
{RW Upper 3° OD x .280 MW SA210C
RW Support 3.5" 0D x .405 MW SA210C
SW Lower 3" 0D x.318 MW SA210C
SW Rifled 3" OD x.368 MW SA210C
SW Upper 3" 0D x .280 MW SA210C
Steam Supply to roof 6" Sch #160 SA106B
Root 2.25" 0D x .220 MW SA213T11
HRA RW Upper 1.75° OD x .150 MW SA213712
HRA RW Lower 1.75" OD x .187 MW SA178C
Parlition Wall Feeder 6" Sch #160 SA108C
Partition Wall Screen 2" OD x .217 MW SA213T2
Partition Wall Support 2.375° OD x .382 MW SA213T2
Pariition Wall Lower 2° OD x .250 MW SA178C
Partition Wall Riser 6" Sch #160 SA108C
HRA SW Upper 1.75" OD x .190 MW SA213T2
HRA SW Lower 1.75° OD x .187 MW SA178C
HRA SW Transfer Upper 6* Sch #160 SA108C
HRA SW Transfer Lower 6" Sch #160 SA106C
[HRA SW Vestibule Feed & Sch #160 SAT06C
HRA SW Vestibule 27 OD x .286 MW SA213T2
HRA SW Vestibule Comer 2.375" OD x .440 MW SA213T2
1iRA SW Vestibule Riser & Sch #160 SA106C
HRA FW Support 2.25" 0D x .372 MW SA213T2
HRA FW Feeder 6° Sch #160 SA106C
HRA Front Upper Screen 2" OD x .286 MW SA213T2
HRA FW Lower 2" OD x 250 MW SA178C
HRA FW Riser 6" Sch #160 SA108C
Case Number 2012-00535
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Frequency and Dates of Last Inspections
From the Big Rivers Boiler Condition Spreadsheet provided in AG 1-140

Equlpmem {Sectlon) Tubo SizelMaterial PM Description Frequency | Dato of Last
Ingpection
Primary Superheat Superheat sectlons, Inspection and repalr 2 years Nov-09
infet 2" OD x.214 MW SA210A1
2.25" 0D x .369 MW SA210A1
2.25° 0D x .250 MW SA213711
2* 0D x.211 MW SA213T2
"A" Platen Superheater Superheat sections, inspection and repair 2 years Nov-08
"B* Platen Superheater Superheat sections, inspection and repalr 2 years Nov-09
Inlet Header 18.75° OD x 2.125 MW SA108C Take MT readings, and replications on 2 Years Nov-09
attachment welds
Attemperator 1st Stage 20" 0D 8yrs Nov-09
Attemperator 1st Stage 20" 0D Byrs Nov-09
Inlet Bottles 8.625" OD x 1.5 AW SA106C
Outlet Header B.625° OD x 1.825 AW SA106C Take MT readings, and replications on 2 years Nov-08
attachment welds
Inlet Elements 1.75° OD x .260 MW SA213T 11 Nov-03
Outlet Elements 1.756" OD x .300 MW SA213T22 Nov-0g
Lead Elements 1.75" 0D x .238 MW SA213TP304H
Risers 4" 0D x .429 MW SA213T2
Finish Superheat Superhaat seclions, inspection and repalr 2 years Nov-09
na na na
Inlet Header 20" OD x 2.375 MW SA335P11
Attemperator 2nd Stage 20" 0D Boroscopic examination of header, nozzle 6 years Nov-09
removed and inspected
Attemperator 2nd Stage 20° 0D Boroscoplc examination of header, nozzle 6 years Nov-09
removed and Inspected
Cutlet Header 31.5 OD x 5.375 MW SA335P22 Nov-09
Leg 1 Elements 2.25° OD x .230 MW SA213T11
2.25" OD x .282 MW SA213TP304H
2.25" OD x 413 MW SA213T22
2.25° OD x .363 MW SA213122
Leg 2 Elements 2.25° OD x 482 MW SA213722
Leg 3 Elements 2* 0D x .253 MW SA213TP304H
Leg 4 Elements 2" 0D x 293 MW SA213TP304H
2° 0D x .225 MW SA213TP304H
Reheater Reheat Section, inspection and repair 2 Years Nov-09
na na na
Inlet Header 30" 1D SA335-P2
Inlet vertical legs 2.5" 0D x .180 MW SA178A
Unheated outlet tubes 2.25° OD x 180 MW SA213-122
Outlet Header 34" ID SA335P-22
Attemperator Spray (Left)
Attemperator Spray ('ﬁlghl)
Horizontal legs 1-9 25" OD x.180 MW SA178A
Horizontat legs 10-13 2.5" OD x .180 MW SA21372
Horizontal legs 14-15 2.25" OD x .180 MW SA213T11
Horizontal legs 16-17 2.25" OD x .200 MW SA213T22
Horizontal leg 18 2* OD x .150 MW SA213TP304
Headers na na Nov-09
Boiler Feed Pump Suction and Discharge Perform Guided Long Wave Tesling on this 6 Years Nov-09
Piping piping to determine thinning and Flow
Assisted Corrosion
DA Storage Tank Perform MT inspection on all circumferential 2years Nov-09
welds, longitudinal welds, nozzles, exterior
leg supports, and interior attachment welds.
Perform UT Measurements on the heads,
shell, and downcomers.
DA Heater Perform MT inspection on all circumferential 2 ysars Nov-09
walds, longitudinal welds, nozzles, exterior
leg supports, and Interior attachment welds.
UT Measurements should be taken, and
anything under 400" should be marked up
for weld repairs,
Case Number 2012-00535
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Frequency and Dates of Last Inspections
From the Big Rivers Boiler Condition Spreadsheet provided in AG 1-140

Equipment (Section) Tube Size/Material PM Description Frequency | Date of Last
Inspection

| Nov-0g

_ Nov-0g -

. Nov-09
Nov-09

. Nov-09

. Nov:0g
Nov-09

Nov-09
Nov-09
Nov-09
Nov-09
Nov-09
Nov-09
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Frequency and Dates of Last Inspections
From the Big Rivers Boiler Condition Spreadsheet provided in AG 1-140

Equipment (Section) Tube Size/Material PM Description Frequency | Date of Last
Inspection

Noy-08
Pov-03.

TNov09

Hov-09
S | Novlg
| Novos

"~ Now09

Nov-09

Nov-03

Nov-09
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Nov-09
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- Nov-08

Nov-09.
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[ Novos

Nov-09

. Nov08
Nov-03

“Nov-09

Nov-09

T Rovog

‘Nov-09

 Nov-D9

 Nov-09

“Nov-09

. 2years | Nov03

.~ 2years | Nov09

2years | Nov-09

Noy-09

© Nov-09

"~ Nov09

Svears | Novog
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Frequency and Dates of Last Inspections

From the Big Rivers Boiler Condition Spreadsheet provided in AG 1-140

Equipment (Section)

Tube Size/Material

PM Description

Frequency | Date of Last

Inspection

SAFETY VALVES
Boiler Drum Safety Valves
RV-1 Safety Valve Crosby, size 3MB, style HE-06W, dwg# DSC-58456-19  [Boiler, Safety Valves, Inspect & Repair 2 Years Nov-09
Rev.A
RV-2 Safely Valve Crosby, size 3M6, style HE-96W, dwg# DSC-58456-19  [Boiler, Safety Valves, Inspect & Repair 2 Years Nov-09
Rev.A
RV-3 Safety Valve Croshy, size 3MB, slyle HE-96W, dwg# DSC-58456-19  |Boiler, Safety Valves, Inspect & Repair 2 years Nov-09
Rev.A
RV-4 Safely Valve Crosby, size 3M6, style HE-96W, dwgt DSC-58456-19  |Boiler, Safety Valves, Inspect & Repair | |2 Years Nov-09
Rev.A
RV-5 Safety Valve Crosby, size 3M6, style HE-96W, dwgi DSC-58456-19  |Boiler, Safety Valves, Inspect & Repair 2 Years Nov-09
Rev.A
[Superheat Steam Safety Valves :
RV-9 Safety Valve Crosby, size 3M6, slyle HCA-98W, dwg# DS-C-56551-18|Boiler, Safety Valves, Inspect & Repair 2 Years Nov-09
: Rev.0
RV-10 Safely Valve Crosby, size 3MB, style HCA-98W, dwg# DS-C-56551-18]Boiler, Salety Vaives, Inspect & Repair 2 Years Nov-09
Rev.0
Hot Reheat Safety Valves
RV-21 Safely Valve Crosby style 408, style HCA-38W, dwg# DS-C-61135-10{Bailer, Safety Valves, Inspect & Repair 2 Years Nov-09
Rev. A
RV-22 Safely Valve Crosby style 4Q8, style HCA-38W, dwg# DS-C-61135-10{Boiler, Safety Valves, Inspect & Repair 2 Years Nov-09
Rev. A
Cold Reheat Safety Valves
RV-15 Salely Valve Crosby style 4Q8, style HC-36W, dwg# DS-C-60778-7  |Boiler, Safely Valves, Inspect & Repair 2 years Nov-09
: Rev. A
RV-16 Salety Valve Crosby style 408, style HC-36W, dwg# DS-C-60778-7  |Boiler, Salely Valves, Inspect & Repair 2 years Nov-09
Rev. A
RV-17 Safety Valve Crosby slyle 6R8, style HC-36W, dwg# DS-C-60779-17 |Boiler, Safety Valves, Inspect & Repair 2 years Nov-09
Rev. A
RV-18 Safety Valve Crosby style 6R8, style HC-36W, dwg# DS-C-60779-17 |Boiler, Safety Valves, Inspect & Repair 2 years Nov-08
Rev. A
RV-19 Safely Valve Crosby slyte 6R8, style HC-36W, dwg# DS-C-60779-17 |Boiler, Salety Valves, Inspect & Repair 2 years Nov-09
Rev. A
RV-20 Safely Valve Crosby style 6R8, style HC-36W, dwg# DS-C-60779-17 {Boiler, Safely Valves, Inspect & Repair 2 years Nov-09
Rev. A
Case Number 2012-00535
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Frequency and Dates of Last Inspections

From the Big Rivers Boiler Condition Spreadsheet provided in AG 1-140

Equipment (Section) Tube Size/Material PM Description Frequency | Date of Last
Inspection
Auxiliary Steam Safety Valves
RV-24 (1) Safely Valve Consolidated 6*, 600# Std. RF; Style - 1912-QT-TD-34; |Boiler, Safety Valves, Inspect & Repair 2 Years Nov-09
LG8834; Dwg. # 618-26-002 Serial # TG-
30723
RV-24 (2) Safety Vaive Consolidated 6°, 600# Std. RF; Style - 1912.Q7-2-TD-34-|Boiler, Safety Valves, inspect & Repair 2 Years Nov-09
MS-RF 1.G8834,; Dwg. # 619-26-002 Serial
# TG-30724
RV-25 (1) Safety Valve Consolidated 6°, 300# Std. RF; Style - 1912-30R/P2-1 Boiler, Safety Valves, Inspect & Repair 12 Years Nov-09
LGBB34; Dwg. # 619-26-003 Serial #: TP-
38600
RV-25 {2) Salely Valve Consolidated 6*, 300# Std. RF; Style - 1912-30R/P2-1  |Boiler, Safety Valves, Inspact & Repair 2 Years Nov-09
LGB834; Dwg. # 619-26-003 Serial #: TL-
21965
RV-26 Safety Valve Consolidaled 8%, 300# Sld. RF; Style ~ 1912-30T/P2-1 Boiler, Safely Valves, Inspect & Repair 2 Years Nov-09
LGB024; Dwg. # 619-26-004 Serial #: TG-
30725
Steam Coil Condensate Drain Tank Safety Valves
RV-37.(1) Safety Valve Consolidated 2°, 1502 Std. RF; Style - 1805 JC-CC-TD- |Boiler, Safety Valves, Inspect & Repair 2 Years Nov-09
34; Dwg. # 619-26-006 Serial #:
TP40963
RV-37 (2) Safety Valve Consolidated 2", 150# Std. RF; Style - 1905 Jt P1-1; Boiler, Safely Valves, Inspect & Repair 2 Years Nov-09
Dwg. # 619-26-006 Serial #: TG30739
]Sootblower Safety Valves
Soolblower Safety Valve 1 Consolidated 2*, 485 Sel Pressure, Serial # TN22671,  |Boiler, Safely Valves, Inspect & Repair 4 years Mar-08
Type 1910-00HT-T-CC-TD-34
Scotblower Safety Valve 2 Consolidated 4°, 600 # Class Model #: 19121 T-{Boiler, Salety Valves, Inspect & Repair 2years Nov-09
™ Serial # TE94443
Scotblower Safety Valve 3 Consolidated 4", 900 # Class Model #: Boiler, Safety Valves, Inspect & Repair 2 years Nov-09
1924LT-1-TD Serial # TEG4444
Sootblover Safety Valve 4 Consolidated 4°, 600 # Class Model #: 1912-LT-|Boiler, Safety Valves, Inspect & Repair 2 years Nov-09
1 Serial # TE94442
Feedwater Heater Safety Valves
Fieater #2 Safaty Val Consolidated 6, 150# Class Dwag. # 605-00-010 Boiler, Safety Valves, Inspect & Repair 2 Years Nov-09
ealer 2 Salely Valve Model #: 1805QC-1 Serial # TET0740
Consolidated 67, 150# Class Dwg. # 605-00-010 Boiler, Safely Valves, Inspect & Repair 2 Years Nov-09
Heater #3 Safety Valve Mode #: 1905QC-1 Serial # TE70866
Consolidated 6, 1504 Class ~ Dwg. # 605-00-010 Boiler, Safety Valves, Inspect & Repair 2 Years Nov-09
Healer #4 Safely Valve Mode! #: 1805QT-1 Serial # TE70868
Consolidated 2 1/2° 300% Class Dwg. # 1811 LA20 Boiler, Safety Valves, Inspect & Repair 2 Years Nov-09
Healer #5 Safety Valve Model #: 1811LA-20 Serial # BV0B8S0
Consolidated 4%, 300 # Class  Dwg. # 605-00-011 Boiler, Safely Valves, Inspect & Repair 2 Years Nov-09
Healer #6 Safely Valve Mode! #: 1910NC-1 Serial # TE70730
Consolidsted 4", 600 # Class  Drwg. # 605.00-012 Boiler, Safety Valves, inspect & Repair 2 Years Nov-09
Heater #7 Safety Valve Model #: 19120T-1 Seriat # TE70734
Case Number 2012-00535
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RUS Communications on Creep Testing



‘Raﬂph Ashworth

From: Biliie Richert

Sent: Tuesday, December 11, 2012 3:39 PM

To: James J. Murray (james.murray@wdc.usda.gov) (james.murray@wdc.usda.gov)
Cc: Ralph Ashworth

Subject: Follow-up to your two questions re: Depreciation Study

Attachments: Creep Testing All Units Next Schedule.xlsx

Jim,

To follow-up on your two questions related to our depreciation study:

1) Ali of the major maintenance that has been deferred is scheduled to be completed by the end of 2015.
2) Next creep testing scheduled by unit — see attached

Thanks,
Billie

Case No. 2012-005635
Case No. 2012-00535 Attachment for Response to KIUC 1-1

ibi - Witness: Billie J. Richert
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Item 1 Completion of Creep Testing
The following table provides a summary of the most recent testing performed for each generation unit.

Plant Last Test Problems Description Action Taken
Found
Coleman 1 May 2008 1 Hot reheat hanger attachment. Addressed immediately through
appropriate repairs.

Coleman 2 October 2010 0 No deficiencies found.

C@eman 3 June 2009 1 Indication of early stage creep. |No operational limits, per EPRI
__g guidelines. Retest in 3-5 years.
G@en 1 November 2011 0 No deficiencies found.

Glgeen 2 May 2009 0 No deficiencies found.

@@P&L 1 April 2012 0 No relevant indications.

ARP&L 2 April 2010 0 No evidence of micro cracking or

_é& ® creep damage.

=74 T - "

Eezidf 1 June 2008 Siii:tmg stress well within Retest in 5-10 years.

Wisgn 1 November 2009 No indications found.
853
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RUS Communications on Deferred Maintenance



) e 201 Third Street
P.O. Box 24
Bl Rl‘ 7erS Henderson, KY 42419-0024
270-827-2561

ELECTRIC CORPORATION www . bigrivers.com

February 6, 2013

Mr. Chris Tuttle

Acting Deputy Assistant Administrator
Rural Utilities Service-Electric Program
United States Department of Agriculture

Room No. 5135-S
1400 Independence Avenue, S.W.

Stop 1510
Washington, D.C. 20250

Subject: Kentucky 62 - Big Rivers Electric Corporation

Dear Mr. Tuttle:

Please refer to your letter to me of December 27, 2012, approving the new depreciation rates
proposed by Big Rivers Electric Corporation (“Big Rivers”). A copy of that letter is attached for
your convenience. In that letter you conclude that certain Big Rivers’ major maintenance and
inspection practices, as described in the Executive Summary of the Burns & McDonnell
Depreciation Study, are not acceptable to the Rural Utilities Service (“RUS™). You direct that
Big Rivers “needs to resume their scheduled major inspections and maintenance per prudent
utility operations promptly,” and ask that Big Rivers inform you of its timeline for getting that

matter resolved.

Big Rivers takes very seriously its obligations to its Members and the RUS to maintain its assets
in accordance with prudent utility practice. The purposes of this letter are to furnish assurance
that Big Rivers is properly inspecting and performing major maintenance on its assets, and to
provide the maintenance schedule Big Rivers developed in May of 2012 to perform certain
maintenance projects that had been deferred.

Big Rivers has selectively deferred certain inspection and maintenance activities since 2009 to
assure that it will achieve its financial covenant performance requirements during a period of
depressed wholesale power market prices and an unusually weak economy. But Big Rivers did
not stop maintaining its assets. It selectively chose certain activities to complete, and others to
defer, in order to continue to maintain a prudent level of maintenance while Big Rivers was

adjusting to an economy in recession.
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Mr. Chris Tuttle
February 6, 2013
Page Two

As a result of those efforts, Big Rivers’ generating fleet has been very reliable since the closing
of the Unwind Transaction in July 2009, and has consistently performed in the top quartile of its
peer group in Equivalent Forced Outage Rate (“EFOR”), which we benchmark through
Navigant’s GKS system. The table below shows that Big Rivers’ generating plant reliability has
improved over the last five years, indicating the effectiveness of Big Rivers’ maintenance

program.
Big Rivers Generating Fleet 2008 2009 2010 2011 | 2012
Equivalent Forced Outage Rate (EFOR) * 4.8% 4.1% 3.6% 4.1% | 3.5%

*EFOR (Lower is Better)

The following graph illustrates the downward trend (lower is better) in EFOR over the last five

years.

i e ot i

Equivalent Forced Qutage Rate

(EFOR)

-y

2008 2009 2010 2011 2012

gEquivatent Forced
Outage Rate (EFOR)

Bumns & McDonnell agrees with the prudency of Big Rivers’ past maintenance practices and
future maintenance plans in testimony filed with the Kentucky Public Service Commission on
January 15, 2013, with Big Rivers’ application for a general adjustment in rates. An excerpt of
that testimony is attached for your information, and the full testimony is available under tab 71

of the copy of the application that Big Rivers sent to RUS on January 15, 2013.

The deferred maintenance schedule Big Rivers developed in May of 2012, and provided to Mr.
James J. Murray by email dated December 12, 2012, affirms Big Rivers’ intention to continue to
perform major maintenance on its assets in a prudent and timely manner, That table is
reproduced below, and remains unchanged from the version provided in December of 2012, and
shows Big Rivers’ timeline for performing the selected items of maintenance that were
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February 6, 2013

Page Three

previously deferred. Big Rivers hopes this information allays RUS concerns. Please contact me
if you have any further questions.

Deferred Maintenance Schedule

The following table provides a summary of the deferred
outages and when they will be completed.

Plant Original Outage |Deferred Maintenance
Schedule To Be Completed

Coleman 1 February 2011 ]
Coleman 2 March 2013 ﬁ—_‘—
Coleman 3 May 2012
Green 1 March 2012
Green 2 March 2011 T
HMP&L 1 May 2011 March 2012
HMP&L 2 March 2012 ]
Wilson 1 September 2011 _

* In August, 2013, coinciding with the Century Aluminum
power sales contract termination, the current outage plans
depict the Wilson unit temporarily idled until Big Rivers can
secure replacement load. Big Rivers is still evaluating this
strategy and the current plan is subject to change. If the
Wilson plant is not idled the deferred maintenance will be

completed in I

Sincerely yours,

MﬂV

Mark A. Bailey
President and CEO

Big Rivers Electric Corporation

Attachments

c: Power Supply Division
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USDA u&

‘ Development

Unlted States Department of Agriculture

Rural Development

Mr. Mark A, Bailey

President & Chief Executive Officer
Big Rivers Electric Corporation
P.0O.Box 24

201 Third Street

Henderson, Kentucky 42419-0024

Dear Mr. Bailey:

DEC 2

7 2012

This is in response to the letter dated November 20, 2012, from Ms. Billie J. Richert, to

Mr. John Padalino, Acting Administrator of Rural Utilities Service (RUS), regarding Big Rivers
Electric Corporation’s (Big Rivers) request for RUS approval to revise the depreciation rates as
recommended in the Comprehensive Depreciation Study Report (Depreciation Study) prepared
for Big Rivers by Burns & McDonnell Engineering Company, Inc. dated November 2012.

In the Depreciation Study, Burn & McDonnell stated on Page ES-3 that since the Unwind
Closing 2009, Big Rivers has not performed major maintenance such as valve inspections and
turbine generator inspections on a schedule consistent with prudent utlhty operations. This is not
acceptable to RUS and Big Rivers needs to resume their scheduled major mspectxons and
maintenance per prudent utility operations promptly, Please let us know of your timeline for

getting this matter resolved.

We find that the depreciation rate analysis that was performed based on’che electnc generation
and transmission historical plant records of Big Rivers as of July 31, 2012 i is acceptable,
therefore, RUS hereby approves the new depreciation rates for the electnc ‘generation and
transrmsswn asset of Big Rivers 1ncluded m above Depreclanon Study as foIlows

Proposed

“TBoiler I Plant

I Boiler Planty En&.ironmental Comyl_i

TR 28%

| Short-Life Production Plant - Envuonmeﬁtal 20, _2_2%

TTA595% T

Short-Life Production Plant - Other -

| 14.39%

25.38%

1400 Indepﬁndenca Ave, S.W. » Washington DC 20250-0700

eb: hitpifwww.rurdev.usda gov

Committed lo the future of rural communities.

“USDA Is an equal opportunlty provider, employer and lender.”
To file a complaint of discrimination, write USDA, Director, Office of Civil Rights,
1400 Indspendence Avenus, S.W., Washington, DC 20260-9410 or call (800) 796-3272 (Valce) or (202) 720-6382 (TDD).
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314 Turbine 1.91% 1.96%
315 Electrical Equipment 1.99% 2.03%
316 Miscellaneous Equipment 3.78% 4.04%
Combustion Turbine (CT) Production Plan¢

341 CT - Structures 1.17% 1.06%
342 CT - Fuel Holders & Accessories 9.10% 9.92%
343 CT — Prime Movers 3.02% 3.02%
344 CT - Generators 0.50% 0.35%
345 CT -- Access. Electrical Equipment 2.05% 2.93%
Transmission

350 Land N/A N/A
352 Structures 1.90% 1.94%
353 Station Equipment 2.23% 2.29%
354 ’ Towers 1.42% 1.36%
355 Poles 2.06% 2.03%
356 Lines 1.69% 1.81%

Depreciation rates for General Plant type facilities may be based on a borrower’s experience and
these rates do not require RUS approval.

Please let us know if we can be of further assistance.

Sincerely,

CHRIS TUTTL.

* Acting Deputy Assistant Administrator
Rural Utilities Service-Electric Program
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COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:

APPLICATION OF BIG RIVERS ELECTRIC )

CORPORATION FOR A GENERAL ) 25;‘;% (1;70-5 ,
ADJUSTMENT IN RATES ) 53
DIRECT TESTIMONY
OF
TED J. KELLY ﬁ

PRINCIPAL, BURNS & McDONNELL
ON BEHALF OF

BIG RIVERS ELECTRIC CORPORATION

FILED: January 15, 2013

Case No, 2012-00535
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1 5. A discussion of the operating and maintenance procedures for each

2 production facility;

3 | 8. An analysis of external factors that may impact each facility’s useful -

4 life;

5 7. An opinion, based on the study’s findings, regarding thé remaining

6 life of each facility;

7 - SWA dlsciussmnoi; the composition of the transmission system; and

8 9. An opinion, based on the study’s findings, regarding remaining life of o
9 each substaﬁon.

10 Q. How is this used fo determine depreciation rates?

-1t A The remaining life of each facility is provided in the Engineering

12 Assessment and is a component that is considered in the caleulation of

13 depreciation rates. One important component of determining the remaining
14 life of Big Rivers' facilities involves an evaluation of the maintenance
15 activities performed by Big Rivers and the resultant operating condition of
16 the facilities.

17 Q. Did RUS comment on Big Rivers maintenance practices mentioned
18- " in the Depreciation Study Report?

19 A. - Yes. RUS indicated that Big Rivers needs to resume its scheduled major

20 inspections and maintenance practices, RUS may have misunderstood
21 what we were indicating in the report. As a result of prevailing resource
22 constraints, Big Rivers selectively deferred some major maintenance while
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1 continuing routine maintenance. Inspections performed by Burns &

“ 2 McDonnell and a review of operating results over the last several years
3 indicated no adverse conditions ag a result of this short term deferral. -
4 ‘Burns & McDonnell did review Big Rivers’ plans, developed in May 2012, to
5 " reschedule the maintenance activities that are described by Bob B;arry biry
6 his testimony. In light of the favorable operating results and assuming
7 timely rescheduling of thg deferred mamﬁenancé, in our opinion Big Rivers
8 showed good judgment in the use of available resources and its facilities are
9 being reasonably and prudently operated.

10

11 E. Facilities Review

12 Q. What facilities were reviewed?

13 A, A description of each of the facﬂities physically inspected and reviewed by

14 Burns & McDonnell is provided in the Engineering Assessment of the 2012
15 Depreciation Study. (See Exhibit Kelly-1, Tables II-1 through II-8, pp. II-2
16 through I1-6.)
17

‘18 i.  Robert D. Green Plant

19 Q. Describe the Robert D. Green facility.

20 A, The Robert D. Green Plant (“Green Plant”) is located on the Sebree site

21 ‘ near Sebree, Kentucky, alonig with the Robert A. Reid Plant (‘Reid Plant;’)
22 and Henderson Municipal Power & Light Station Two (“HMP&L Station
Case No. 2012-00535
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Layup Adjustment for Wilson Annual Depreciation Expenses

Proposed Depreciation Expenses $19,203,299

Depreciation Expenses Adjusted for Layup $16,295,508
Layup Adjustment ($2,907,791)

Note: Current Depreciation Expenses $18,543,752
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Table ES-1 Adjusted to Show Wilson Only Costs

Table ES-1: 2012 Wilson Depreciation Rates as Proposed

As of July 31, 2012 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
-$- -5- - % - -Years- - Years - -%- -%- -§- -5- -5-
PRODUCTION PLANT 11

311 Structures 73,327,591 48,027,081 65.5 1.38% 62.0 28.2 -4.5% 1.38% 1.011,921 1,014,701 2,780
312 Boiler Plant 402,956,640 210,819,217 52.3 1.88% 59.5 26.1 -5.0% 2.02% 7.575,566 8,137,672 562,106
312 A-K Boiler Plant - Environment Compliance 263,864,442 101,746,118 38.6 2.28% 53.0 26.3 -2.0% 2.41% 6,016,109 6,361,041 344,932
312 L-P Short-Life Production Plant -Environmental 7,312,503 1,721,938 23.5 20.22% 10.0 4.8 0.0% 15.93% 1,478,588 1,164,701 (313,887)
314 Turbine 128,877,902 72,495,838 56.3 1.91% 59.5 26.5 -8.2% 1.96% 2,461,568 2,525,184 63,616
315 Electric Equipment 35,103,875 21,027,386 59.9 20.22% 50.9 18.3 0.0% 2.19% 7,098,004 769,207 (6,328,797)
316 Miscellaneous Equipment 1,256,086 16,017 1.3 14.39% 57.5 243 0.0% 4.06% 180,607 50,890 (129,616)
Subtotal $876,338,079  $434,810,193 $18,543,752  $19,203,299 $659,547

Note: Plant Balances from Amounts Provided in response to KIUC 2-20(a)
Reserve Ratios used {o calculate Reserve Balance for Wilson Accounts
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Table ES-1 Adjusted to Show Wilson Only Costs

Table ES-1: 2012 Wilson adjusted Depreciation Rates Adding 4 Years to Remaining Service Life for Layup

As of July 31, 2012 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
-5- -$- -% - -Years- - Years- -%- - % - -$- -%- -%-
PRODUCTION PLANT 1]

311 Structures 73,327,591 48,027,081 65.5 1.38% 62.0 322 -4.5% 1.21% 1,011,921 888,651 (123,270)
312 Boiler Plant 402,955,640 210,819,217 52.3 1.88% 595 30.1 -5.0% 1.75% 7,575,566 7,056,254 (519,312)
312 A-K Boiler Plant - Environment Compliance 263,864,442 101,746,118 38.6 2.28% 53.0 30.3 -2.0% 2.09% 6,016,109 5,521,300 (494,809)
312 L-P Short-Life Production Plant -Environmental 7.312,503 1,721,838 235 20.22% 10.0 8.8 0.0% 8.69% 1,478,588 635,291 (843.287)
314 Turbine 128,877,902 72,495,838 56.3 1.91% 59.5 30.5 -8.2% 1.70% 2,461,568 2,194,012 (267,556}
315 Electric Equipment 35,103,875 21,027,386 59.9 20.22% 50.9 22.3 0.0% 1.80% 7,098,004 631,233 (6.466,771)
316 Miscellaneous Equipment 1,255,086 16,017 1.3 14.39% 575 28.3 0.0% 3.49% 180,607 43,783 {136,824)
Subtotal $876,338,079  $434,810,193 $18,543,752  $16,295,508  ($2,248,244)

Note: Piant Balances from Amounts Provided in response fo KIUC 2-20(a)
Reserve Ratios used to calculate Reserve Balance for Wilson Accounts

4 years added to remaining service life respresents Wilson forecasted layup
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As Filed in Wolfram 4.2 (PSC 2-36 revision to Wolfram 4) Allocation of Transmission Costs to Customer Classes

Large Century
Notes Rurals Industrials  Alcan Smelter Smelter Total System
Transmission Revenue
Requirement 1 $ 15037290 $ 3994404 $ 12,476,695 $ - $ 31,508,389
12 CP Demand Allocators 2 5,322,297 1,413,779 4,416,000 - 11,152,076

Allocation of Transmission Costs if Century Continues to Operate as Transmission Only Customer

Transmission Revenue

Requirment 3 $ 9901763 $ 2630237 $ 8215660 $ 10,760,729 $ 31,508,389
12 CP with Century Smelter 4 5,322,297 1,413,779 4,416,000 5,784,000 16,936,076
Note 1 See page 16 of 16 of Wolfram 4.2
2 See page 13 of 16 of Wolfram 4.2
3 Calculated
4  From Coincident Peak forecasts provideed in response to AG 1-234
Case No. 2012-00535
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