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In the Matter of: 

COMMONWEAL TH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

VERIFIED APPLICATION OF LOUISVILLE GAS AND ) 
ELECTRIC COMPANY FOR AN ORDER PURSUANT ) CASE NO. 
TO KRS 278.300 AND FOR APPROVAL OF LONG- ) 2011-00099 
TERM PURCHASE CONTRACT ) 

VERIFIED APPLICATION OF KENTUCKY UTILITIES ) 
COMPANY FOR AN ORDER PURSUANT TO KRS ) CASE NO. 
278.300 AND FOR APPROVAL OF LONG-TERM ) 2011-00100 
PURCHASE CONTRACT ) 

ORDER 

On March 16, 2011 , Louisville Gas and Electric Company and Kentucky Utilities 

Company (''LG&E and KU") filed applications seeking Commission approval of an 

amended wholesale power contract with the Ohio Valley Electric Corporation ("OVEC") 

pursuant to the provisions of KRS 278.300. 

OVEC was formed in the early 1950s by LG&E and KU and several other utilities 

and holding companies located in the Ohio Valley region in response to the request of 

the United States Atomic Energy Commission ("AEC") to supply the electric power 

needs of the AEC's planned uranium enrichment plant in Pike County, Ohio. OVEC 

built two coal-fired generating stations and entered into a long-term power agreement 

with the United States Department of Energy ("DOE"). The agreement gave DOE the 

right to OVEC's generation capacity. OVEC and its owners or their affiliates, including 

LG&E and KU, entered into the original Inter-Company Power Agreement C'ICPA"), a 

50-year power supply agreement that gave each OVEC owner the right to purchase 

surplus power not required by DOE in proportion to the owner's participation ratio. 
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Subsequent to the termination of the DOE power agreement on April 30, 2003, all of 

OVEC's capacity was considered to be surplus. 

The current OVEC ICPA has a term that runs to March 13, 2026. 1 OVEC has 

recommended extending the ICPA to take advantage of reduced financing costs and to 

amortize its debt over a longer time period. The resulting savings would be passed on 

to the OVEC owners through a reduction in energy costs of approximately $1 per MWh 

from the extension's effective date through the currently scheduled 2026 termination 

date, It is estimated that LG&E and KU will save approximately $14.3 million on a 

combined basis over that period of time under the extended ICPA. OVEC and its 

owners have entered into an amended ICPA. which extends the term an additional 14 

years, through June 30, 2040. 

LG&E and KU state that, given the relatively low cost of the OVEC generation , 

they utilize the majority of the power available from OVEC, particularly during peak 

periods. A comparison of the cost of their own generation and the cost of their OVEC 

purchases show that the cost per KWh of OVEC's generation compares quite favorably 

to LG&E's and KU's generation costs. 

At the time of the previous extension of the ICPA, OVEC commissioned an 

independent engineering assessment of the remaining lives and production capabilities, 

environmental remediation , and decommissioning of its generating facilities. At OVEC's 

1 The current ICPA received Commission approval in Case No. 2004-00395, 
Application of Kentucky Utilities Company for an Order Pursuant to KRS 278.300 and 
for Approval of Long-Term Purchase Contract (Ky. PSC Dec. 30, 2004); and Case No. 
2004-00396, Application of Louisville Gas and Electric Company for an Order Pursuant 
to KRS 278.300 and for Approval of Long-Term Purchase Contract (Ky. PSC Dec. 30 , 
2004). 

-2- Case No. 2011-00099 
Case No. 2011-00100 
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request, that assessment has been updated since the filing of LG&E's and KU's 

applications.2 The results of the updated assessment indicate that, largely due to the 

generating units having been nearly always operated in a base 1oad mode, with limited 

thermal cycles of the equipment, the units are expected to be operational at or near 

their historic operating levels through the term of the ICPA extension , until mid 2040. 

The assessment update also indicates that the generating facilities are expected 

to be in compliance with existing and pending environmental requirements . Selective 

catalytic reduction devices have been installed on all units over the past decade and 

flue gas desulfurization equipment will be installed on all units during the 2011-2013 

time frame. OVEC does not expect coal combustion by-products to be regulated as a 

hazardous waste and , therefore, does not anticipate significant future expenditures in 

this area. 

The proposed extension will allow LG&E and KU to continue to receive their 

shares of OVEC's generation in exchange for payment of OVEC's relatively low costs . 

As in the past, LG&E and KU will not act as guarantors of OVEC's debts nor will they 

issue securities or other evidence of indebtedness for the purpose of financing their 

participation in the Amended ICPA. However, LG&E and KU will be obligated to pay 

monthly minimum demand charges over the life of the amended contract. The 

2 URS Corporation performed the original assessment in 2004 and completed an 
update during the pendency of this proceeding. 

-3- Case No. 2011 -00099 
Case No. 2011-00100 
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effectiveness of the amended ICPA is contingent Upon all owners receiving the 

necessary regulatory approvals of the states in which they operate, if applicable .3 

The Commission , having considered the evidence of record and being otherwise 

sufficiently advised , finds that the energy available from OVEC is a cost-effective source 

of energy to LG&E and KU, and it is reasonable for LG&E and KU to secure a portion of 

this available energy. We further find that LG&E's and KU's participation in the OVEC 

contract is for lawful objects within the corporate purposes of LG&E's and KU's utility 

operations, is necessary and appropriate for and consistent with the proper 

performance of their service to the public, will not impair their ability to perform that 

service, is reasonably necessary and appropriate for such purposes, and should 

therefore be approved . 

IT IS THEREFORE ORDERED that: 

1. LG&E and KU are authorized to enter into the Amended Inter-Company 

Power Agreement among OVEC and its owners as set forth in the provisions and terms 

in their applications. 

2. After the Amended Inter-Company Power Agreement has received all 

necessary regulatory approvals, LG&E and KU shall , within 20 days of the finalization of 

the Amended Inter-Company Power Agreement, file a copy of the agreement with the 

Commission. 

3 In addition to other state commissions, the investor-owned OVEC owners must 
also receive consent, or approval, of the Federal Energy Regulatory Commission. 

-4- Case No. 2011 -00099 
Case No. 2011 -00100 
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Nothing contained herein shall be construed as a finding of value for any purpose 

or as a warranty on the part of the Commonwealth of Kentucky or any agency thereof 

as to the securities authorized herein. 

ATTEST: 

Ex 

By the Commission 

ENTERED (?(P 

AUG 1 f 2011 
KENTUCKY PUBLIC 

SERVICE COMMISSION 

Case No. 2011-00099 
Case No. 2011-00100 



Service List for Case 2011-00099

Robert M Conroy
Director, Rates
Louisville Gas and Electric Company
220 W. Main Street
P. O. Box 32010
Louisville, KY  40202
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Inre: 

UNITED STATES BANKRUPTCY COURT 
NORTHERN DISTRICT OF omo 

EASTERN DIVISION 

) Chapter 11 
) 
) Case No. 18-50757 (AMK) 

FIRSTENERGY SOLUTIONS CORP., et al., 1 ) (Jointly Administered) 
) 

Debtors. ) 
) Hon. Judge Alan M. Koschik __________________ ) 

STIPULATION 

FirstEnergy Solutions Corp. ("FES") and FirstEnergy Generation, LLC ("FG" and 

together with FES, "Movants"), together with the Ohio Valley Electric Corporation (''OVEC"), 

Duke Energy Ohio, Inc. ("Duke"), and the Office of the Ohio Consumers' Counsel (the "OCC/' 

and together with OVEC and Duke, the "Objectors"), jointly submit this Stipulation in 

connection with and solely for the purposes of the Motion for Entry of an Order Authorizing 

FirstEnergy Solutions Corp. and FirstEnergy Generation, LLC to Reject a Certain Multi-Party 

Intercompany Power Purchase Agreement With the Ohio Valley Electric Corporation [Docket 

No. 44] (the "OVEC ICPA Rejection Motion"). 2 Absent agreement of the parties, this 

Stipulation may not be used or introduced in any other administrative or judicial 

proceeding, including, but not limited to, any proceeding before the Public Utilities 

Commission of Ohio or the Federal Energy Regulatory Commission. Nothing set forth in 

1 The Debtors in these chapter 11 cases, along with the last four digits of each Debtor's federal 
tax identification number, are: FE Aircraft Leasing Corp. (9245), case no. 18-50759; FirstEnergy 
Generation, LLC (0561); case no. 18-50762; FirstEnergy Generation Mansfield Unit 1 Corp. 
(5914), case no. 18-50763; FirstEnergy Nuclear Generation, LLC (6394), case no. 18-50760; 
FirstEnergy Nuclear Operating Company (1483), case no. 18-50761; FirstEnergy Solutions Corp. 
(0186); and Norton Energy Storage L.L.C. (6928), case no. 18-50764. The Debtors' address is: 
341 White Pond Dr., Akron, OH 44320. 

2 Capitalized terms not defined herein are defined in the OVEC ICPA Rejection Motion. 

18-50757-amk Doc 1047 FILED 07/27/18 ENTERED 07/27/1810:01:21 Page 1 of 11 
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this Stipulation shall constitute an admission or a waiver of: (1) the right of any party to 

dispute and/or take discovery respecting the facts set forth herein following the hearing on 

the OVEC ICP A Rejection Motion to the extent relevant to matters remaining in dispute; 

or (2) any claim, defense, argument, or position of any party with respect to (a) any 

subsequent appeal of any Order granting the OVEC ICP A Rejection Motion or post­

appellate hearings; (b) the Debtors' request for nunc pro tune relief with respect to the 

effective date the OVEC ICPA shall be deemed rejected; (c) the calculation of OVEC's 

claim against FES for rejection damages; or ( d) any proceeding outside of the contested 

matter associated with the OVEC ICP A Rejection Motion. 

1. FES is an Ohio-based power company and a wholly-owned subsidiary of non­

Debtor FirstEnergy Corp. ("FE Corp."). FES provides energy-related products and 

services to retail and wholesale customers. FES owns and operates, through its 

subsidiary FirstEnergy Generation, LLC ("FG"), certain fossil-generating facilities. FES 

also owns nuclear-generating facilities through its subsidiary FirstEnergy Nuclear 

Generation, LLC ("NG"), which are operated by Debtor FirstEnergy Nuclear Operating 

Company ("FENOC"). FES purchases the entire output of both FG and NG, as well as 

the output of other FE Corp. subsidiaries, and sells that output to one or more regional 

transmission organizations, principally PJM. Interconnection LLC ("PJM"). This 

represents the great majority of FES' s power purchases and sales, totaling close to 10,000 

megawatts ("MWs") of capacity, and generation of 52 terawatt hours ("TWh") in 2017. 

2. FES is party to a multi-party intercompany power agreement pursuant to which 

FES and several other power companies have the right to purchase power from OVEC 

(the ''OVEC ICPA"). OVEC, together with its wholly-owned subsidiary, Indiana-

2 
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Kentucky Electric Corporation ("IKEC"), are an investor-owned utility that operates two 

coal-fired power plants-the Kyger Creek plant in Cheshire, Ohio and the Clifty Creek 

plant in Madison, Indiana (the "Power Stations")-as well as transmission facilities 

through which it connects and transmits power to its various constituents. 

3. OVEC and IKEC were formed on October 1, 1952 to provide electric power in 

support of the operation of uranium enrichment facilities then under construction by the 

Atomic Energy Commission (the "AEC;) near Portsmouth, Ohio (the "Portsmouth 

Facilities"). The AEC's facilities are now operated by its successor agency, the 

Department of Energy ("DOE"). On October 15, 1952, OVEC and the AEC entered into 

a power supply agreement supporting the AEC's Portsmouth facilities (the "DOE Power 

Agreement"). On July 10, 1953, OVEC and fifteen public utility companies (each, an 

"Original Sponsoring Company") entered into the OVEC ICPA. The OVEC ICPA was 

executed to support the DOE Power Agreement and provide for excess energy sales to the 

Original Sponsoring Companies of power and energy not utilized by DOE or its 

predecessors. 

4. On September 29, 2000; DOE notified OVEC of its cancellation of the DOE 

Power Agreement, effective April 30, 2003. The OVEC ICPA, and all of the amendments 

thereto, collectively constitute a cost-sharing agreement of delineated costs based upon 

each company's power participation ratio ( defined below). 

5. The OVEC ICPA was subsequently amended and restated in its entirety, first on 

March 13, 2006, and again on September 10, 2010. The current term of the OVEC ICPA 

extends through June 30, 2040. 

3 
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6. As with prior iterations of the OVEC ICPA, on March 23, 2011, OVEC filed the 

current OVEC ICPA with the Federal Energy Regulatory Commission ("FERC"), 

initiating a proceeding captioned Ohio Valley Elec. Corp., Docket No.s ERll-3181-000, 

ERll-3440-000, ERll-3441-0000. Notice of the OVEC ICPA's filing was published in 

the Federal Register. In accordance with the Code of Federal Regulations, FERC set a 

deadline by which interested parties could intervene, protest, or otherwise comment on 

the filed OVEC ICPA. No protests or comments were received. FERC accepted the filed 

OVEC ICPA in a delegated letter order issued on May 23, 201 L As provided in the letter 

order, the OVEC ICPAwas "accepted for filing, effective May 23, 2011," and the "order 

constitutes final agency action." The OVEC ICPA governs the rates, terms, and 

conditions of wholesale sales of electricity. 

7. Under the OVEC ICPA, all of the delineated costs associated with OVEC's 

operation are collectively allocated to all of the Sponsoring Companies based upon their 

power participation ratios ( defined below). 

8. The current parties to the OVEC ICPA (the ''Sponsoring Companies") are listed in 

the chart below, and are each assigned a "Power Participation Ratio;" which dictates the 

allocation of corresponding benefits and related payment obligations under the OVEC 

ICPA: 

Sponsoring Company % Share 

Allegheny Energy Supply Company L.L.C. 3.01% 

Appalachian Power Company 15.69% 

Buckeye Power Generating, LLC 18.00% 

The Dayton Power and Light Company 4.90% 

4 
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Duke Energy Ohio, Inc. 9.00% 

FirstEnergy Solutions Corp. 4.85% 

Indiana Michigan Power Company 7.85% 

Kentucky Utilities Company 2.50% 

Louisville Gas and Electric Company 5.63% 

Monongahela Power Company 0.49% 

Ohio Power Company 19.93% 

Peninsula Generation Cooperative 6.65% 

Southern Indiana Gas and Electric Company 1.50% 

Total: 100.00% 

9. Pursuant to the terms of the OVEC ICPA,. FES is responsible for its 4.85% share 

of all of OVEC's delineated costs and expenses, and is entitled to receive its 4.85% share 

of the available power and energy produced by the Power Stations. Last year, FES 

purchased approximately 0.6 TWh of power from OVEC under the OVEC ICPA. 

10. On March 31, 2018 ( the "Petition Date"), FES filed voluntary petitions for relief 

under chapter 11 of the Bankruptcy Code. The next day, the Debtors filed the Motion for 

Entry of an Order Authorizing FirstEnergy Solutions Corp. and FirstEnergy Generation, 

LLC to Reject a Certain Multi-Party lntercompany Power Purchase Agreement With the 

Ohio Valley Electric Corporation as of the Petition Date [Docket No. 44] (the "OVEC 

ICPA Rejection Motion"). 

11. On July 13, 2018, the Court issued an Order (the "Interlocutory Order on 

Standard") providing, among other things, that it would apply the business judgment 

standard in adjudicating the OVEC ICPA Rejection Motion. Specifically; the Court 

determined that: 1) the business judgment standard shall govern the Court's 

5 
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determination of whether the Debtors may reject the OVEC ICPA pursuant to 11 U.S.C. 

§ 365; 2) in applying the business judgment standard, the Court will consider whether the 

OVEC ICPA is burdensome to the Debtors' estates and whether rejection of the OVEC 

ICPA will advance the Debtors' chapter 11 reorganization; and 3) the Court rejected any 

legal standard that would require consideration of anything other than whether rejection 

is consistent with the Debtors' sound business judgment. In the Interlocutory Order on 

Standard, the Court also incorporated by reference its findings and conclusions from the 

Preliminary Injunction Against the Federal Energy Regulatory Commission [Adv. Proc. 

Docket No. 114] (the "Preliminary Injunction Order") and the Memorandum Decision 

Supporting Order Granting Preliminary Injunction [Adv. Proc. Docket No. 125] (the 

"Memorandum Opinion"). 

12. FES asserts and has offered evidence that it has no need for the OVEC ICPA to 

reorgamze. For purposes of this Stipulation for establishing the business judgment 

standard under 11 U.S.C. § 365 only, the Objectors do not contest that assertion. 

13. FES also asserts and has offered evidence that the OVEC ICPA is burdensome to 

the Debtors' estates and that rejection of the OVEC ICPA will relieve it of near-term 

losses of at least $10 million on an annual average basis (2018 to 2023). Through 

discovery, OVEC has received and reviewed some of FES 's underlying assumptions and 

projections for those projected losses. For purposes of this Stipulation for establishing 

the business judgment standard under 11 U.S.C. § 365 only; the Objectors do not contest 

FES 's assertion that it will incur material, cumulative losses from its obligations under 

the OVEC ICPA and the resulting sale of capacity and energy in the PJM market in the 

near term. FES has also projected that it will continue to incur material losses under the 

6 
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OVEC ICPA from 2022-2040. The Objectors take no position with respect to FES' 

assertions regarding the amount or duration of losses it may incur under the OVEC ICPA 

between 2018 and 2040. 

14. The OVEC ICPA is an executory contract within the meaning of 11 U.S.C. § 

365(a). 

15. OVEC does not contest that FES's asserted projected near term losses and stated 

lack of need for the OVEC ICP A to reorganize are sufficient to meet the business 

judgment standard set by the Court in its Interlocutory Order on Standard. 

16. OVEC agrees that to the extent the Court grants the OVEC ICPA Rejection 

Motion in a subsequent Order (the "Rejection Order") over OVEC's objection, it will not 

dispute that the rejection of the OVEC ICPA will be deemed effective no later than July 

31, 2018 (the "Proposed Rejection Date"). For the avoidance of doubt, each party hereto 

agrees not to seek to appeal any forthcoming Order on the OVEC ICP A Rejection Motion 

on the ground that the facts herein. did not support rejection under the standard articulated 

in the Interlocutory Order on Standard. 

17. Subject to paragraph 19 of this Stipulation, upon the Bankruptcy Court granting 

the OVEC ICPA Rejection Motion, FES will have no obligation to either (a) take its 

previously applicable share of energy and capacity rights and obligations pursuant to the 

OVEC ICPA, or (b) offer any energy into PJM;s energy market pursuant to the OVEC 

ICP A. FES and OVEC agree concurrently upon the execution of this Stipulation, and 

hereafter, to take commercially reasonable and good faith efforts to assist any interested 

Sponsoring Companies to (x) take a share, if any, of the energy and capacity rights and 

obligations previously committed to FES under the OVEC ICP A, and (y) be able to 

7 
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continue to offer such energy into P JM' s energy market. To the extent the Court enters a 

Rejection Order, FES shall remit to OVEC an amount in cash equal to the sum of all 

energy and capacity revenue received from or credited by P JM on account of FES' s 

portion of the energy and capacity under the OVEC ICPA for the period from the date of 

entry of such Rejection Order to the date on which PJM recognizes that the change in 

control over such power and energy under the OVEC ICP A for purposes of receiving 

payments from PJM has been transitioned from FES to OVEC or one or more of the non­

Debtor Sponsoring Companies (such date; "Transition Date") within five (5) business 

days of the Transition Date; provided however, that to the extent any such revenue is 

received or credited from PJM after such date, then FES shall remit it to OVEC within 

five (5) business days ofreceipt by FES. 

18. The Debtors reserve all rights with respect to their request for nune pro tune 

relief; and the parties agree that the agreement of the Debtors to bifurcate adjudication of 

the availability of nune pro tune relief shall not prejudice the Debtors' request for such 

relief and shall not be used by any other party in opposing such relief. 

19. Nothing contained herein, or by counsel's agreement to the submission of this 

stipulation, shall waive any Objector's rights to argue on appeal that the Court and FERC 

exercise concurrentjurisdiction over the rejection of the OVEC ICPA. For the avoidance 

of doubt, the Objectors continue to assert that rejection of the OVEC ICPA cannot be 

effectuated unless and until this Court authorizes rejection under the Bankruptcy Code 

and FERC authorizes rejection under the FPA. 

20. The OCC joins this Stipulation solely with respect to paragraphs 1, 2, 5, 10-15, 

16, 18 and 19. The OCC is not joining the stipulation with respect t0 the remaining 

8 
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paragraphs and is not bound in any way by the agreements of the other parties contained 

in these paragraphs. 

RESPECTFULLY SUBMITTED: 

Isl John C. Fairweather 
BROUSE MCDOWELL LPA 
Marc B. Merklin (0018195) 
John C. Fairweather (0018216) 
Lisa S. DelGrosso (0064938) 
Kate M. Bradley (0074206) 
388 South Main Street, Suite 500 
Akron, OH 44311-4407 
Telephone: (330) 535-5711 
Facsimile: (330) 253-8601 
mmerklin@brouse.com 
jfairweather@brouse.com 
ldelgrosso@brouse.com 
kbradley@brouse.com 

- and-

AKIN GUMP STRAUSS HAUER & FELD LLP 
Ira Dizengoff ( admitted pro hac vice) 
David Zensky ( admitted pro hac vice) 
Lisa Beckerman ( admitted pro hac vice) 
Brian Carney ( admitted pro hac vice) 
Brad Kahn ( admitted pro hac vice) 
One Bryant Park 
New York, New York 10036 
Telephone: (212) 872-1000 
Facsimile: (212) 872-1002 
idizengoff@akingump.com 
dzensky@akingump.com 
lbeckerman@akingump.com 
bcarney@akingump.com 
bkahn@akingump.com 

- and-

9 
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APPROVED BY: 

Isl Mark McKane (with approval 7127118) 
Mark McKane, P.C. 
KIRKLAND & ELLIS LLP 

Scott Alberino ( admitted pro hac vice) 
David Applebaum ( admitted pro hac vice) 
Todd Brecher (admitted pro hac vice) 
Kate Doorley ( admitted pro hac vice) 
1333 New Hampshire Avenue, N.W. 
Washington, D.C. 20036 
Telephone: (202) 887-4000 
Facsimile: (202) 887-4288 
salberino@akingump.com 
dapplebaum@akingump.com 
tbrecher@akingump.com 
kdoorley@akingump.com 

Counsel for Debtors and Debtors in Possession 

KIRKLAND & ELLIS INTERNATIONAL LLP 
555 California Street 
San Francisco, California 94104 
Telephone: (415) 439-1400 
Facsimile: (415) 439-1500 
Email: mark.mckane@kirkland.com 

Counsel to Respondent Ohio Valley Electric Corporation 

Isl John H. Thompson (with approval 7127118) 
John H .. Thompson 
MCGUIREWOODS LLP 
2001 K Street N.W. 
Suite 400 
Washington, DC 20006-1040 
Telephone: (202) 857-2474 
Facsimile: (202) 828-2976 
Email: jthompson@mcguirewoods.com 

Counsel for Objector Duke Energy Ohio, Inc. 

10 
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APPROVED PURSUANT TO PARAGRAPH 20 BY: 

/s/ David A. Beck (with approval 7 /27 /18) 
David A. Beck 
CARPENTER LIPPS & LELAND LLP 
280 Plaza, Suite 1300 
280 North High Street 
Columbus, OH 43215 
Telephone: (614) 365-4100 
Facsimile: (614) 365-9145 
Email: beck@carpenterlipps.com 

Counsel for Objector Office of the Ohio Consumers' Counsel 

11 
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Inre: 

IN THE UNITED STATES BANKRUPTCY COURT 
FOR THE NORTHERN DISTRICT OF OHIO 

AKRON DIVISION 

) Chapter 11 
) 
) Case No. 18-50757 

FIRSTENERGY SOLUTIONS CORP., et al., 1 ) (Request for Joint Administration 
) Pending) 

Debtors. ) 
) Hon. Judge Alan M. Koschik 

____________ ) 

MOTION FOR ENTRY OF 
AN ORDER AUTHORIZING FIRSTENERGY SOLUTIONS CORP. AND 

FIRSTENERGY GENERATION, LLC TO REJECT 
A CERTAIN MULTI-PARTY INTERCOMPANY POWER PURCHASE AGREEMENT 

WITH THE omo VALLEY ELECTRIC CORPORATION 
AS OF THE .PETITION DATE 

1The Debtors in these chapter 11 cases, along with the last four digits of each Debtor's 
federal tax identification number, are: FE Aircraft Leasing Corp. (9245), case no. 18-50759; 
FirstEnergy Generation, LLC (0561), case no. 18-50762; FirstEnergy Generation Mansfield Unit 
1 Corp. (5914), case no. 18-50763; FirstEnergy Nuclear Generation, LLC (6394), case no. 18-
50760; FirstEnergy Nuclear Operating Company (1483), case no. 18-50761; FirstEnergy 
Solutions Corp. (0186); and Norton Energy Storage L.L.C. (6928), case no. 18-50764. The 
Debtors' address is: 341 White Pond Dr., Akron, OH 44320. 
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FirstEnergy Solutions Corp. ("FES") and FirstEnergy Generation, LLC ("FG," and 

together with FES, "Movants"), debtors in the above-captioned chapter 11 cases (together with 

their affiliated debtors, the "Debtors"), file this motion (the "Motion") for an order~ substantially 

in the form attached hereto as Exhibit A (the "Order"), authorizing the Debtors to reject a certain 

multi-party intercompany power purchase agreement. In support of the Motion, the Movants 

incorporate by reference the Declaration of Donald R. Schneider in Support of Chapter 11 

Petitions and First Day Motions (the "Schneider First Day Declaration;'), 1 the Declaration of 

Kevin T Warvell in Support of the Motion to Reject (the "Warvell Declaration"), the Declaration 

of Judah L. Rose in Support of the Motion to Reject (the "Rose Declaration"), and the 

Declaration of David Gerhardt in Support of the Motion to Reject (the "Gerhardt Declaration"). 

The Movants respectfully represent as follows: 

JURISDICTION AND VENUE 

l . The United States Bankruptcy Court for the Northern District of Ohio (the 

"Court") has jurisdiction over this matter pursuant to 28 U.S.C. §§ 157 and 1334. This matter is 

a core proceeding within the meaning of28 U.S.C. § 157(b)(2). 

2. Venue is proper in this district pursuant to 28 U.S.C. §§ 1408 and 1409. 

3. The statutory bases for the reliefrequested in this Motion are sections 105(a), 

365, 1107(a), and 1108 of title 11 of the United States Code (the "Bankruptcy Code") and rules 

2002, 6006 and 9014 of the Federal Rules of Bankruptcy Procedure. 

RELIEF REQUESTED 

4. By this Motion, the Movants seek to reject an extraordinarily burdensome 

executory power purchase agreement, effective as of the Petition Date ( defined below). During 

1 Capitalized terms not defined herein are defined in the First Day Declaration. 
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201 7 this contract-combined with nine2 other power purchase agreements the Movants 

separately seek to reject-accounted for just approximately 3% of the power FES bought and 

sold into the wholesale market. Yet movants are losing approximately $12 million per year, and 

are expected to lose $268 million over the remaining 22 years left on the OVEC ICP A ( defined 

below). 

5. The Movants further request that the Court grant the relief requested in this 

Motion without a further hearing on a final basis if no objection is timely filed and served. If any 

objection(s) to the Motion is timely and properly filed and served with respect to the multi-party 

intercompany power purchase agreement, the parties shall attempt to reach a consensual 

resolution of the objection. If the parties are unable to so resolve any objection, the Debtors 

request that the Court hear such objection at the final hearing on this Motion. 

6. The Movants further request that the Court set the deadline by which time the 

counterparty to the executory power purchase agreement must file a proof of claim relating to the 

rejection of the executory power purchase agreement as the later of (a) the claims bar date 

established in the Debtors' chapter 11 cases and (b) thirty (30) days after the entry of an order 

granting the relief sought in the instant motion. 

BACKGROUND 

7. On March 31, 2018 (the "Petition Date"), each of the Debtors filed a voluntary 

petition with the Court under chapter 11 of the Bankruptcy Code. The Debtors continue to 

operate their businesses and manage their property as debtors and debtors-in""possession pursuant 

to sections 1107(a) and 1108 of the Bankruptcy Code. The Debtors have requested joint 

administration of these chapter 11 cases pursuant to Bankruptcy Rule 1015(b). The Court has 

2 This includes eight "renewable" energy bundled power purchase agreements and one 
nonrenewable power purchase agreement. 

2 
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not appointed a trustee and the Office of the United States Trustee for the Northern District of 

Ohio (the "US Trustee") has not yet formed any official committees in these chapter 11 cases. 

8. Non-Debtor FirstEnergy Corp. ("FE Corp."), an Ohio corporation, is the ultimate 

parent company for each of the Debtors in these chapter 11 cases and certain of FE Corp. 's non­

Debtor affiliates ( collectively, "FirstEnergy" or "FirstEnergy Group"). Debtor FirstEnergy 

Solutions Corp. ("FES"), an Ohio corporation, is the parent company for Debtors FE Aircraft 

Leasing Corp. (''FEALe'), an Ohio corporation, FirstEnergy Generation, LLC (''FG"), an Ohio 

limited liability company, and FirstEnergy Nuclear Generation, LLC ("NG"), an Ohio limited 

liability company. Debtor FG is the parent company for Debtors FirstEnergy Generation 

Mansfield Unit 1 Corp. ("FGMUC"), an Ohio corporation, and Norton Energy Storage L.L.C. 

("NES"), a Delaware limited liability company.3 

9. FES sells power and provides energy-related products and services to retail and 

wholesale customers primarily in Illinois, Maryland, Michigan, New Jersey, Ohio, and 

Pennsylvania. 

10. FG owns and operates three fossil generation plants 4, two in Ohio and one in 

Pennsylvania. 5 Additionally, FG operates the fossil generation plant owned by non-Debtor Bay 

Shore Power Company. 

3 FG also owns a 99% limited partnership interest in Nautica Phase 2 Limited Partnership, which 
has $10 million in outstanding debt. 
4 FG also owns a steam turbine and combustion turbine at the Bay Shore Power Plant in Oregon, 
OH and a combustion turbine at the Eastlake Plant in Eastlake, OH. 
5 FG owns and operates the W.H. Sammis Plant in Stratton, OH, which is composed of seven 
units and the West Lorain Plant in Lorain, OH, which is composed of six units that run on 
heating oil. FG operates the entire Bruce Mansfield Plant in Shippingport, PA, where it owns 
two of the three units. FG owns approximately 6.17% of Unit 1 of the Bruce Mansfield Plant 
while approximately 93.83% of Unit 1 is under a leasehold interest. 

3 
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11. A detailed description of the Debtors' business, capital structure, and the events 

leading to the chapter 11 cases is fully set forth in the Schneider First Day Declaration filed 

contemporaneously herewith and incorporated by reference as if fully set forth herein. 

I. Overview of the Debtors' Business Operations 

12. FES offers energy-related products and services to retail and wholesale customers 

(the "Customers"). FES provides energy products and services to retail Customers under various 

provider-of-last-resort ("POLR"), shopping, competitive-bid and non-affiliated contractual 

obligations. FES also participates in deregulated energy markets in Ohio, Pennsylvania; 

Maryland, Michigan, New Jersey and Illinois, competing to:. (1) provide retail generation service 

directly to end users; (2) provide wholesale generation service to utilities, municipalities and co­

operatives, which, in turn, resell to end users; and (3) sell power and capacity in the wholesale 

market. 

13. FES, along with its non-debtor, unregulated generation affiliate, Allegheny 

Energy Supply Company, LLC ("AE Supply"), constitutes FirstEnergy's Competitive Energy 

Services ("CES") segment. OfFirstEnergy's three reportable operating segments, only the CES 

segment contains Debtor entities.6 The CES segment's operating results are derived primarily 

from electric generation sales less the related costs of electricity generation, including fuel, 

purchased power and net transmission and ancillary costs and capacity costs charged by regional 

6 FirstEnergy's Regulated Distribution segment distributes electricity to approximately 
six million customers within 65,000 square miles of Ohio, Pennsylvania, West Virginia, 
Maryland, New Jersey and New York through FirstEnergy's ten non-debtor operating 
companies. FirstEnergy's Regulated Transmission segment transmits electricity through 
transmission facilities owned and operated by American Tr~smission Systems, Incorporated 
and Trans-Allegheny Interstate Line Company, and certain ofFirstEnergy's utilities. FirstEnergy 
derives its revenue for its Regulated Transmission segment primarily from transmission services 
provided to load-serving entities pursuant to the PJM Open Access Transmission Tariff. 

4 
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transmission organizations (each, a "RTO") to deliver energy to the CES segment's Customers, 

as well as other operating and maintenance costs. 

14. FES is party to various contracts (the "RTO Agreements") with RTOs, 

specifically PJM Interconnection, L.L.C. ("PJM") and the Midcontinent Independent System 

Operator, Inc. ("MISO"). RTOs are responsible for coordinating, controlling and monitoring a 

regional high-voltage transmission grid. They administer markets to ensure safe and reliable 

operation and delivery of electricity. On a real-time basis, the RTO ensures that sufficient 

generation capacity exists to meet Customers' needs. Through the RTO Agreements, FES has 

made commitments to use good utility practices to assist the R TOs in meeting their operational 

commitments. Additionally, RTOs require payment and collateral obligations pursuant to the 

R TO Agreements. FES collects fees for its generation and pays the R TOs for expenses incurred 

in serving its Customers. In the event of an energy shortage or capacity failure in the region; 

PJM or the relevant RTO will pay power providers to remain in operation either by actively 

producing power or remaining available to offer capacity. As a result of the role RTOs play in 

administering markets, no reliability concern ( and therefore no issue for consumers) is 

implicated by a breach of the executory power purchase agreements. The counterparties can 

resell the energy, bring a claim for damages and, in the unlikely event that a breach results in the 

shutdown of a counterparty, the relevant RTO would step in to prevent a shortage. Since no 

reliability issue would result from the rejection of the executory power purchase agreements, 

they are truly no different from any long-term money losing contract. 

II. The OVEC lntercompany Power Purchase Agreement 

15. FG is a party to a multi-party intercompany power purchase agreement (the 

' 'OVEC ICP A,") pursuant to which FES and several other power companies "sponsor;' and 

5 
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purchase power generated by fossil fuel from the Ohio Valley Electric Corporation ("OVEC"). 

The OVEC ICPA obligates FG to purchase 4.85% of the power that OVEC' s fossil-fuel plants 

generate at an uneconomic rate until either the year 2040 or until OVEC ceases to operate. 

Based on current expectations, FG will lose approximately $268 million on an undiscounted 

basis over the remaining term of the OVEC ICP A. 

16, The Movants can operate their businesses without the OVEC ICPA. 

17. None of the Debtors' Customers----0r any consumer for that matter-will go 

without power or capacity if the Movants are permitted to reject the OVEC ICP A. In 2017, the 

power generated under the OVEC ICPA totaled 0.6 TWh-just 0.1 % of the total 767 TWh 

generated from all power plants selling in PJM. Further, OVEC will be able to sell its power 

generated for FG to other wholesale purchasers or into the regional wholesale electric spot 

markets (in this case, the markets operated by PJM). 

BASIS FOR RELIEF 

18. Section 365(a) of the Bankruptcy Code provides that a debtor-in-possession 

"subject to the court' s approval, may . . . reject any executory contract or unexpired lease of the 

debtor." 11 U.S.C. § 365(a). "This provision allows a trustee to relieve the bankruptcy estate of 

burdensome agreements which have not been completely performed." Stewart Title Guar. Co. v. 

Old Republic Nat'! Title Co., 83 F.3d 735, 741 (5th Cir. 1996) (citing In re Murexco Petrol., Inc. , 

15 F.3d 60, 62 (5th Cir. 1994)). Bankruptcy courts have broad authority and considerable 

discretion under this provision. See Class Five Nev. Claimants v. Dow Corning Corp. (In re 

Dow Corning CorpJ, 280 F.3d 648, 656 (6th Cir. 2002). 

19. The Supreme Court has recognized that "the authority to reject an executory 

contract" is not merely incidental, but rather it "is vital to the basic purpose of a Chapter 11 

reorganization, because rejection can release the debtor's estate from burdensome obligations 

6 
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that can impede a successful reorganization." NLRB v. Bi/disco & Bi/disco, 465 U.S. 513,528 

(1984). Courts have similarly held that "[t]he right of a debtor in possession to reject certain 

contracts is fundamental to the bankruptcy system because it provides a mechanism through 

which severe financial burdens may be lifted while the debtor attempts to reorganize." Westbury 

Real Estate Ventures, Inc. v. Bradlees Stores; Inc. (In re Bradlees Stores, IncJ, 194 B.R. 555, 

558 n.l (Bankr. S.D.N.Y. 1996). Rejection of an executory contract under 11 U.S.C. § 365(a) 

constitutes a breach of the contract-not a modification or termination. Osprey-Troy Officentre, 

LLC v. World All. Fin. Corp., 502 F. App'x 455, 456-57 (6th Cir. 2012); see also In re N Am. 

Royalties, Inc., 276 B.R. 860, 865 (Bankr. E.D. Tenn. 2002) ("Rejection is independent of the 

contract terms,"). 

20. Rejection is "vital" and "fundamental," because in many cases, the debtor could 

not emerge from bankruptcy as a going concern if it were forced to specifically perform under 

burdensome executory contracts. Leasing Serv. Corp, v; First Tenn. Bank NA., 826 F.2d 434, 

436 (6th Cir, 1987) ("Rejection denies the right of the contracting creditor to require the 

bankrupt estate to specifically perform .. .''); see also Midway Motor Lodge of Elk Grove v. 

Innkeepers Telemgmt. & Equip. Corp., 54 F.3d 406,407 (7th Cir. 1995) ("Rejection avoids 

specific performance, but the debtor assumes a financial obligation equivalent to damages for 

breach of contract"); Bradlees Stores, 194 B.R. at 558 ("Specific performance should not be 

permitted where the remedy would in effect do what section 365 meant to avoid, that is, impose 

burdensome contracts on the debtors.") (quoting In re Fleishman,. 138 B.R. 641,648 (Bankr. D. 

Mass. 1992)). 

21 . The Bankruptcy Code permits the debtor to breach the burdensome contracts, 

transforming those obligations into a pre-petition claim for damages, which may be satisfied and 

7 
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discharged together with all claims against the estate. See 11 U.S.C. § 365(g); see also In re 

Richendollar, No. 04-70774, 2007 WL 1039065 (Bankr. N.D. Ohio Mar. 31, 2007) ("The 

purpose of section 365(g) is to make clear that, under the doctrine of relation back, the other 

party to a contract that has not been assumed Section 365(g) is simply a general unsecured 

creditor.") (quoting 3 Collier on Bankruptcy§ 365.09[1] (15th ed. 2006) .. 

22. Rejection thereby allows for ratable treatment of a debtors' unsecured 

lenders/creditors and its counterparties on executory contracts. In re Albrechts Ohio Inns, Inc. , 

152 B.R. 496, 501--02 (Bankr. S.D. Ohio 1993) (noting the business judgment rule is satisfied for 

rejection purposes where "rejection will result in benefit to the debtor's general unsecured 

creditors"). Here, ensuring ratable treatment amongst such parties is essential to an equitable 

outcome. Requiring the Debtors to perform the remaining up to 22 years of the OVEC ICPA (as 

opposed to rejection); thereby paying OVEC in full, would be incredibly unfair and inequitable; 

A. Rejection of the OVEC ICPA is a Proper Exercise of the Debtors' Business 
Judgment 

23; The "business judgment" standard applies to determine whether the rejection of 

an executory contract or unexpired lease should be authorized. See Orion Pictures Corp. v. 

Showtime Networks, Inc. (In re Orion Pictures Corp.), 4 F.3d 1095, 1098-99 (2d Cir. 1993); see 

also Bi/disco, 465 U.S. at 524 (acknowledging that business judgment is the ''traditional" 

standard for rejection of executory contracts); Phar-Mor, Inc. v. Strauss Bldg. Assocs., 204 B.R. 

948, 951-52 (N.D. Ohio 1997) ("Whether an executory contract is 'favorable' or 'unfavorable' is 

left to the sound businessjudgment of the debtor."); In re Fashion Two Twenty, Inc., 16 B.R. 

784, 787 (Bankr. N.D. Ohio 1982) (adopting the business judgment standard as "the proper 

standard" to determine a motion for rejection). 

8 

18-50757-amk Doc 44 FILED 04/01/18 ENTERED 04/01/18 12:43:28 Page 13 of 22 



[Exhibits to Direct Testimony of Jeremy I. Fisher, PhD, on Behalf of Sierra Club]

JIF Exhibits overall page 148

24. Rejection of an executory contract is appropriate where such rejection would 

benefit the estate. See In re Orion Pictures Corp., 4 F.3d at 1098-99; Sharon Steel Corp. v. Nat'/ 

Fuel Gas Distrib. Corp. , 872 F.2d 36, 40 (3d Cir. 1989); In re HQ Glob. Holdings, 290 B.R. 507, 

511 (Bankr. D. Del. 2003); In re Pesce Baking Co. , Inc. , 43 B.R. 949,956 (Bankr. N.D. Ohio 

1984). 

25. Thus, upon finding that FG has exercised their sound business judgmeht in 

determining that rejection of the OVEC ICP A is in the best interests of the Debtors, their 

creditors and all parties in interest, the Court should approve the rejection under section 365(a) of 

the Bankruptcy Code. See, e.g., In re Level Propane Gases, Inc., 297 B.R. 503,509 (Bankr. 

N.D. Ohio 2003) (granting rejection where debtors "set forth a sound business judgment"), 

aff'd, No. 02-16172, 2007 WL 1821723 (N.D. Ohio June 22, 2007); In re Fashion Two Twenty, 

Inc., 16 B.R. at 787 (same). If a debtor's business judgment has been reasonably exercised, a 

court should approve the assumption or rejection of an executory contract. See, e.g., Phar-Mor, 

Inc., 204 B.R, at 952 ("Courts should generally defer to a debtor's decision whether to reject an 

executory contract."); Summit Land Co. v. Allen (In re Summit Land Co.) , 13 B.R. 310, 315 

(Bankr. D. Utah 1981) (holding that absent extraordinary circumstances,. court approval of a 

debtor's decision to assume or reject an executory contract "should be granted as a matter of 

course"). 

26. Here, the OVEC ICP A Rejection Motion clearly reflects the sound exercise of the 

Debtors' business judgment. Under the OVEC ICP A, which is wholly unnecessary for FG' s 

business, the Debtors are today paying more than double the market value of capacity and power, 

and are expected to for the remaining life of this executory contract. As discussed more fully in 

the Warvell Declaration, the Debtors and ICF conducted an analysis of the potential business 

9 
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impact of continuing to perform under the OVEC ICPA and determined that such performance 

would serve to decimate the Debtors' finances, to the tune of $268 million. The Debtors, 

assisted by financial advisors at Alvarez & Marsal and energy industry consultants at ICF 

International, have concluded that without rejection ofthe OVEC ICPA the Debtors' ability to 

reorganize would be jeopardized and their estates would be irreparably damaged. 

27. The U.S. Court of Appeals for the Fifth Circuit has suggested that rejection of a 

FERC-regulated contract under section 365 should be subject to a more rigorous standard than 

the business judgment standard because of the "public interest" in the "transmission and sale of 

electricity," including "the continuity of electrical service to the customers of public utilities," 

that is recognized in the Federal Power Act ("FP A"). Mirant Corp. v. Potomac Elec. Power Co. 

(In re Mirant Corp.), 378 F.3d 511, 525 (5th Cir. 2004) (citing 16 U.S.C. § 824(a)). While the 

Fifth Circuit correctly decided the core jurisdictional issue (i.e., that FERC-regulated contracts 

could be rejected in bankruptcy), its suggestion that the bankruptcy court should apply a 

heightened standard is wrong as a matter of law-especially in the circumstances now before the 

Court. Moreover, even if the standard outlined in Mirant was deemed applicable here, the 

Movants would easily satisfy it. 

28. The Fifth Circuit suggested that a debtor should be required to show that the 

contract "burdens the estate, that after careful scrutiny, the equities balance in favor of rejecting 

th[ e] power contract, and that rejection of the contract would further the Chapter 11 goal of 

permitting the successful rehabilitation of debtors." Id. (citing Bi/disco, 465 U.S. at 526-27). 

29. There is no basis to apply a more rigorous standard than the business judgment 

standard to the OVEC ICP A. As explained above, the business judgment standard has long 

governed the rejection of executory contracts, except in a rare circumstance dictated by 

10 
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Congressional intent that is not found in the FP A. In Mirant, the Fifth Circuit suggested without 

any basis in precedent that a more rigorous standard should apply to wholesale power contracts 

by analogizing those contracts to collective bargaining agreements subject to National Labor 

Relations Board regulation, which the Supreme Court held should be subject to more rigorous 

scrutiny because of the "special nature of a collective bargaining contract." In re Mirant Corp., 

378 F.3d at 524-25 (quoting Bi/disco, 465 U.S. at 524). In Bi/disco, however, appellate courts 

had applied different variations of a heightened standard prior to Congress's enactment of 

section 365(a), and the Court determined that "Congress intended" a higher standard to apply to 

collective bargaining contracts. Bi/disco, 465 U.S . at 525-26. There is no evidence that 

Congress intended a more rigorous standard to apply to wholesale power contracts. And it is not 

sufficient to state that FERC-regulated contracts are important-so are many contracts in many 

important areas of the economy subject to federal regulation that are nonetheless governed by the 

business judgment standard. See, e.g., Grp. of InstZ: lnv'rs v. Chi., M ; St. P. & Pac. R.R. Co., 

318 U.S. 523,550 (1943) (railroad); In re Trans World Airlines, Inc., 261 B.R. 103, 123 (Bankr. 

D. Del. 2001) (aviation); In re Enron Corp., No. 01 B 16034, 2006 WL 898033, at *4 (Bankr. 

S.D.N.Y. Mar. 24; 2006) (telecom). 

30. It is even more doubtful that Congress could have intended a more rigorous 

standard to apply to rejections by electricity customers (such as FES and FG as purchasers under 

the OVEC ICP A) given that the FP A was enacted to protect such customers, not regulate them­

much less force them to continue purchasing electric service they neither need, want, or can 

afford. Pa. Water & Power Co. v. Fed. Power Comm'n, 343 U.S. 414,418 (1952) ("A major 

purpose of the whole [Federal Power] Act is to protect power consumers against excessive 

prices."); Cal. ex rel. Lockyer v. FERC, 383 F.3d 1006, 1017 (9th Cir. 2004) (describing 

11 
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"protecting consumers" as the FPA's "primary purpose"). In sum, there is no heightened or 

otherwise different bankruptcy-related standard applying to wholesale electric contracts. 

Nothing in the text of the FPA states or implies such a standard. No Supreme Court case 

suggests such a standard. And no case actually applies such a standard, as Mirant was decided 

on other grounds on remand .. 

31. Even if the Court determined that the heightened standard suggested by the Fifth 

Circuit should apply, however, Debtors would clearly meet it. The OVEC ICPA is extremely 

burdensome to Debtors' estates, and the cost of continuing to perform under it would threaten the 

viability of Debtors' restructuring efforts. And importantly, the public interest in "continuity of 

electrical service" is not implicated by rejection of the OVEC ICPA because rejection would not 

"cause any disruption in the supply of electricity to other public utilities or to consumers." In re 

Mirant, 378 F.3d at 525. As noted above, FES and FG are not electric suppliers under the OVEC 

ICPA; they are customers. Their rejection of the OVEC ICPA therefore will not cause any 

"disruption in the supply of electricity" because FES and FG do not supply electricity under 

these contracts in the first instance. Put simply, no customers will have their power supply 

threatened as a result of the Movants' rejection of the OVEC ICPA. 

32. Rejection of the OVEC ICPA will relieve the Movants of the near term losses of 

approximately $12 million on an annual average basis (2018 to 2023) and will eliminate the 

approximately $268 million in continuing losses over the remaining life of the contracts. 

Rejection of the OVEC ICPA is thus a sound exercise of the Movants' business judgment and 

will benefit the Debtors' estates and their creditors. 

B. This Court Should Grant the Requested Relief Nunc Pro Tune 

33. The Movants request that the Court deem the rejection, if granted, to have 

retroactive effect to the date of the filing of this Motion on April 1, 2018. Under section 105 of 

12 
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the Bankruptcy Code, the Court has expansive equitable powers to fashion any order or decree 

that is necessary to carry out the provisions of the Bankruptcy Code. 11 U.S.C. § 105(a). This 

includes a grant of nunc pro tune relief on a debtor's motion to reject a lease, when such relief is 

equitable. EOP-Colonnade of Dall. LP v. Faulkner (In re Stonebridge Techs., Inc.), 430 F.3d 

260, 273 (5th Cir. 2005) (noting that "most courts have held that lease rejection may be 

retroactively applied"); Pac. Shores Dev., LLC v. At Home Corp. (In re At Home Corp.), 392 

F.3d 1064, 1071-72 (9th Cir. 2004) (affirming bankruptcy coures exercise of its equitable 

authority to approve retroactive rejection under section 365); Thinking Machs. Corp. v. Mellon 

Fin. Servs. Corp. # 1 (In re Thinking Machs. Corp.), 67 F.3d 1021, 1028 (1st Cir. 1995) 

(recognizing that bankruptcy courts have discretion to approve rejection retroactive under section. 

365 "when the balance of the equities preponderates in favor of such remediation"); see also In 

re QSL Medina, Inc., No. 15-52722 (AMK) (Banlcr. N.D. Ohio Dec. 15, 2015), ECF No. 105 

(authorizing rejection effective as of the petition date). 

34. Courts determine whether retroactive effect is appropriate on a case-by case basis. 

See In re Thinking Machs. Corp., 67 F .3d at 1029 n.9 ("[W]e eschew any attempt to spell out the 

range of circumstances that might justify the use of a bankruptcy court's equitable powers in this 

fashion. That exercise is best handled on a case-by-case basis."). 

35. Here, equitable considerations support the retroactive rejection of the OVEC 

ICPA effective as of the Petition Date. First, the Court's decision whether to grant rejection on a 

nunc pro tune basis has potentially significant consequences to the Debtors' estates. 

Performance under unprofitable, non-essential contracts such as the OVEC ICP A, for any period 

of time, even for a few months c:\t a loss of about $1 million per month in the near term, will 

hamper the Debtors' efforts to maximize value and pursue a successful emergence from chapter 

13 
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11. The Movants' continued performance under the OVEC ICP A would pose a substantial threat 

to a successful restructuring of the Debtors. 

36. Finally, the Movants have not delayed in seeking to reject the OVEC ICPA, but 

moved for rejection immediately upon filing for chapter 11 relief. These facts support granting 

retroactive relief. In re At Home Corp., 392 F .3d at 1072-73 (granting retroactive effect in part 

because debtor filed its motion on the first day of the case and scheduled the hearing for the 

''earliest practicable date;'). There is no legitimate basis for delaying rejection, and OVEC will 

suffer no material prejudice from a grant ofretroactive relief. 

RESERVATION OF RIGHTS 

37. Nothing contained in this Motion or any actions taken by the Debtors pursuant to 

the relief granted in the Order is intended or should be construed as: (a) an admission as to the 

validity of any particular claim against a Debtor entity; (b) a waiver of the Debtors' rights to 

dispute any particular claim on any grounds; ( c) a promise or requirement to pay any particular 

claim; ( d) an implication or admission that any particular claim is of a type specified or defined 

in this Motion; ( e) a request or authorization to assume any agreement, contract, or lease 

pursuant to 11 U.S.C. § 365; or (f) a waiver or limitation of any of Debtors' rights under the 

Bankruptcy Code or any other applicable law. 

NOTICE 

38. No trustee, examiner or official committee has been appointed in the Debtors' 

chapter 11 cases. Notice of this Motion has been served on the following parties and/ or their 

counsel, if known, via facsimile, overnight delivery, regular U.S. Mail, e-mail, and/or hand 

delivery: (a) the Office of the U.S. Trustee for the Northern District of Ohio; (b) the entities 

listed on the Consolidated List of Creditors Holding the 50 Largest Unsecured Claims filed 

pursuant to Bankruptcy Rule 1007(d); (c) counsel to the Bank of New York Mellon Trust 
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Company, N.A., in its capacity as indenture trustee under various indenture agreements; (d) 

counsel to UMB Bank, National Association, in its capacity as indenture trustee, paying agent, 

and collateral trustee under various indenture agreements, including, without limitation, certain 

pollution control revenue bond indentures and certain first mortgage bond indentures, and trust 

agreements; (e) counsel to Wilmington Savings Fund Society, FSB, in its capacity as indenture 

trustee and pass through trustee under various indenture agreements and trust agreements in 

connection with the Bruce Mansfield Unit 1 sale-leaseback; (f) counsel to the Ad Hoc Group of 

Holders of the 6.85% Pass Through Certificates due 2034; (g) counsel to the ad hoc group of 

certain holders of (i) pollution control revenue bonds supported by notes issued by FG and NG 

and (ii) certain unsecured notes issued by FES (collectively, the "Ad Hoc Noteholder Group"); 

(h) counsel to FirstEnergy Corp.; (i) counsel to MetLife Capital, Limited Partnership; G) the 

District Director of the Internal Revenue Service; (k) the Securities and Exchange Commission; 

(1) the Office of the United States Attorney for the Northern District of Ohio; (m) the United 

States Environmental Protection Agency; (n) the Nuclear Regulatory Commission; (o) the 

United States Department of Energy; (p) the Federal Energy Regulatory Commission; (q) the 

Office of the Attorney General for Ohio; (r) the Office of the Attorney General for Pennsylvania; 

(s) the Office of the Attorney General for Illinois; (t) the Office of the Attorney General for 

Maryland; (u) the Office of the Attorney General for Michigan; (v) the Office of the Attorney 

General for New Jersey; (w) the National Association of Attorneys General; and (x) the Ohio 

Valley Electric Corporation. The Debtors submit that, in light of the nature of the relief 

requested, no other or further notice need be given. 

15 
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CONCLUSION 

WHEREFORE, the Movants respectfully request that the Court enter an order granting 

the relief requested by this Motion and such further relief as may be just and necessary under the 

circumstances. 
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Dated: April 1, 2018 Respectfully submitted, 

Isl Marc B. Merklin 
BROUSE MCDOWELL LPA 
Marc B. Merklin (0018195) 
John C. Fairweather (0018216) 
Kate M. Bradley (0074206) 
388 South Main Street, Suite 500 
Akron, OH 44311-4407 
Telephone: (330) 535-571 l 
Facsimile: (330) 253-8601 
mmerklin@brouse.com 
jfairweather@brouse.com 
kbradley@brouse.com 

-and-

AKIN GUMP STRAUSS HAUER & FELD LLP 
Ira Dizengoff (pro hac vice admission pending) 
David Zensky (pro hac vice admission pending) 
Lisa Beckerman (pro hac vice admission pending) 
Brian Carney (pro hac vice admission pending) 
Brad Kahn (pro hac vice admission pending) 
One Bryant Park 
New York, New York 10036 
Telephone: (212) 872-1000 
Facsimile: (212) 872-1002 
idizengoff@akingump.com 
dzensky@akingump.com 
lbeckerman@akingump.com 
bcarney@akingump.com 
bkahn@akingump.com 

-and-

Scott Alberino (pro hac vice admission pending) 
David Applebaum (pro hac vice admission pending) 
Todd Brecher (pro hac vice admission pending) 
Kate Doorley (pro hac vice admission pending) 
1333 New Hampshire Avenue, N.W. 
Washington, D.C. 20036 
Telephone: (202) 887-4000 
Facsimile: (202) 887-4288 
salberino@akingump.com 
dapplebaum@akingump.com 
tbrecher@akingump.com 
kdoorley@akingump.com 

Proposed Counsel for Debtors 
and Debtors in Possession 
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Inre: 

IN THE UNITED STATES BANKRUPTCY COURT 
FOR THE NORTHERN DISTRICT OF OHIO 

AKRON DIVISION 

) Chapter 11 
) 
) Case No. 18-50757 

FIRSTENERGY SOLUTIONS CORP., et al., 1 ) (Request for Joint Administration 
) Pending) 

Debtors. ) 
) Hon. Judge Alan M. Koschik __________________ ) 

[PROPOSED] ORDER (I) AUTHORIZING THE DEBTORS TO REJECT 
CERTAIN A CERTAIN MULTI-PARTY INTERCOMP ANY POWER PURCHASE 

AGREEMENT WITH THE omo VALLEY ELECTRIC CORPORATION 
NUNC PRO TUNC TO THE PETITION DATE AND 

an GRANTING CERTAIN RELATED RELIEF 

Upon the motion of FirstEnergy Solutions Corp. ("FES") and FirstEnergy Generation, 

LLC ("FG,"), debtors in the above-captioned chapter 11 cases (together with their affiliated 

debtors the "Debtors"), for the entry of the Proposed Order (i) authorizing and approving the 

rejection, nunc pro tune to the date of commencement of these chapter 11 cases, of a certain 

multi-party intercompany power purchase agreement with the Ohio Valley Electric Corporation 

(the "OVEC ICPA") and (ii) granting related relief; and the Court having jurisdiction to consider 

the motion and the reliefrequested therein in accordance with 28 U.S.C. § 1334; and 

consideration of the motion and the relief requested therein being a core proceeding in 

accordance with 28 U.S.C. §§ 157(b)(2); and venue being proper in this jurisdiction pursuant to 

1 The Debtors in these chapter 11 cases, along with the last four digits of each Debtor's 
federal tax identification number, are: FE Aircraft Leasing Corp. (9245), case no. 18-50759; 
FirstEnergy Generation, LLC (0561), case no. 18-50762; FirstEnergy Generation Mansfield Unit 
1 Corp. (5914), case no. 18-50763; FirstEnergy Nuclear Generation, LLC (6394), case no. 18-
50760; FirstEnergy Nuclear Operating Company (1483), case no. 18-50761; FirstEnergy 
Solutions Corp. (0186); and Norton Energy Storage L.L.C. (6928), case no. 18-50764. The 
Debtors' address is: 341 White Pond Dr., Akron, OH 44320. 
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28 U.S.C. §§ 1408 and 1409; and due and proper notice of the motion being adequate and 

appropriate under the particular circumstances; and a hearing having been held to consider the 

relief requested in the motion; and upon the First Day Declaration, the record of the hearing and 

all proceedings had before the Court; and the Court having found and determined that the relief 

sought in the motion is in the best interests of the Debtors' estates, their creditors, and other 

parties in interest, and that the legal and factual bases set forth in the motion establish just cause 

for the relief granted herein; and any objections to the requested relief having been withdrawn or 

overruled on the merits; and after due deliberation and sufficient cause appearing therefor, it is 

hereby ORDERED: 

1. The motion is granted to the extent set forth herein. 

2. The OVEC ICPA is hereby rejected. Such rejection shall be effective nunc pro 

tune to the Petition Date. 

3. Any claims based on the rejection of the OVEC ICPA shall be filed in accordance 

with any applicable order establishing a bar date for filing proofs of claim in these cases, to be 

established by the Court at a later date. 

4. Notwithstanding the relief granted herein and any actions taken hereunder, 

nothing contained in this Order shall constitute, nor is it intended to constitute, an admission as 

to the validity or priority of any claim against the Debtors, the creation of an administrative 

priority claim on account of the pre-petition obligations sought to be paid, or the assumption or 

adoption of any contract or agreement under Bankruptcy Code section 365. 

5. Notice of the motion as provided herein shall be deemed good and sufficient and 

such notice satisfies the requirements of Bankruptcy Rule 6004(a) and the Local Rules. 
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6. Notwithstanding the possible applicability of Bankruptcy Rule 6004(h), this order 

shall be immediately effective and enforceable upon its entry. 

7. The Debtors are authorized to take all actions necessary to effectuate the relief 

granted pursuant to this order. 
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SUBMITTED BY: 

/s/ 
BROUSE MCDOWELL LPA 
Marc B. Merklin (0018195) 
John C. Fairweather (0018216) 
Kate M. Bradley (0074206) 
388 South Main Street, Suite 500 
Akron, OH 44311-4407 
Telephone: (330) 535-5711 
Facsimile: (330) 253-8601 
mmetklin@brouse.com 
jfairweather@brouse.com 
kbradley@brouse.com 

-and-

AKIN GUMP STRAUSS HAUER & FELD LLP 
Ira Dizengoff (pro hac vice admission pending) 
David Zensky (pro hac vice admission pending) 
Lisa Beckerman (pro hac vice admission pending) 
Brian Carney (pro hac vice admission pending) 
Brad Kahn (pro hac vice admission pending) 
One Bryant Park 
New York, New York 10036 
Telephone: (212) 872-1000 
Facsimile: (212) 872-1002 
idizengoff@akingump.com 
dzensky@akingump.com 
lbeckerman@akingump.com 
bcarney@akingump.com 
bkahn@akingump.com 

-and-

Scott Alberino (pro hac vice admission pending) 
David Applebaum (pro hac vice admission pending) 
Todd Brecher (pro hac vice admission pending) 
Kate Doorley (pro hac vice admission pending) 
1333 New Hampshire Avenue, N.W. 
Washington, D.C. 20036 
Telephone: (202) 887-4000 
Facsimile: (202) 887-4288 
salberino@akingump.com 
dapplebaum@akingump.com 
tbrecher@akingump.com 
kdoorley@akingump.com 

Proposed Counsel for Debtors 
and Debtors in Possession 
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INDEPENDENT AUDITORS  REPORT 

To the Board of Directors of 
Ohio Valley Electric Corporation: 

We have audited the accompanying consolidating financial statements of Ohio Valley Electric 
Corporation and its subsidiary company, Indiana-Kentucky Electric Corporation (the Companies ), 
which comprise the consolidating balance sheets as of December 31, 2017 and 2016, and the related 
consolidating statements of income and retained earnings and cash flows for the years then ended, and the 
related notes to the consolidating financial statements. 

Management s Responsibility for the Consolidating Financial Statements 

Management is responsible for the preparation and fair presentation of these consolidating financial 
statements in accordance with accounting principles generally accepted in the United States of America; 
this includes the design, implementation, and maintenance of internal control relevant to the preparation 
and fair presentation of consolidating financial statements that are free from material misstatement, 
whether due to fraud or error. 

Auditors  Responsibility 

Our responsibility is to express an opinion on these consolidating financial statements based on our 
audits. We conducted our audits in accordance with auditing standards generally accepted in the United 
States of America. Those standards require that we plan and perform the audits to obtain reasonable 
assurance about whether the consolidating financial statements are free from material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in 
the consolidating financial statements. The procedures selected depend on the auditor s judgment, 
including the assessment of the risks of material misstatement of the consolidating financial statements, 
whether due to fraud or error. In making those risk assessments, the auditor considers internal control 
relevant to the Companies  preparation and fair presentation of the consolidating financial statements in 
order to design audit procedures that are appropriate in the circumstances, but not for the purpose of 
expressing an opinion on the effectiveness of the Companies  internal control. Accordingly, we express 
no such opinion. An audit also includes evaluating the appropriateness of accounting policies used and the 
reasonableness of significant accounting estimates made by management, as well as evaluating the overall 
presentation of the consolidating financial statements. 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for 
our audit opinion. 
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Opinion

In our opinion, the consolidating financial statements referred to above present fairly, in all material 
respects, the financial position of the Companies as of December 31, 2017 and 2016, and the results of 
their operations and their cash flows for the years then ended in accordance with accounting principles 
generally accepted in the United States of America. 

 

 

April 12, 2018 
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OHIO VALLEY ELECTRIC CORPORATION AND SUBSIDIARY COMPANY 

CONSOLIDATING BALANCE SHEETS 
AS OF DECEMBER 31, 2017 AND 2016 

2017 2018 
Ohio Valley Indiana-Kentucky Ohio Valley Indiana-Kentucky 

Ellmlnatlons Electrlc Electrlc Ellmlnatlons Electrlc Electrlc 
Consolldated (Deduct) Corporation Corporation Consolldated (Deduct) Corporation Corporation 

ASSETS 

ELECTRIC PLANT: 
At original cost $2,782,873,612 $ $ 1,386,407,023 $ 1,396,466,589 $2,739,103,561 $ $ 1,361,028,710 $ 1,378,074,851 
Less-accumulated provisions for depreciation 1,445,352,656 722,873,892 722,478,764 1,352,933,437 672,452,518 680,480,919 

1,337,520,956 663,533,131 673,987,825 1,386,170,124 688,576,192 697,593,932 

Construction in progress 6,493,278 3,229,235 3,264,043 14,638,632 5,467,210 9,171,422 

Total electric plant 1,344,014,234 666,762,366 677,251,868 1,400,808,756 694,043,402 706,765,354 

INVESTMENTS AND OTHER: 
Investment in subsidiary company (3,400,000) 3,400,000 (3,400,000) 3,400,000 
Advances to subsidiary (666,968,344) 666,968,344 (700,952,460) 700,952,460 

Total investments and other (670,368,344) 670,368,344 (704,352,460) 704,352,460 

CURRENT ASSETS: 
Cash and cash equivalents 58,978,090 58,971,890 6,200 47,810,728 47,804,528 6,200 
Accounts receivable 40,734,337 40,368,102 366,235 37,443,514 37,407,281 36,233 
Fuel in storage 33,817,111 9,750,310 24,066,801 76,387,854 37,168,045 39,219,809 
Emission allowances 355,852 355,852 872,920 872,920 
Materials and supplies 38,445,277 22,307,369 16,137,908 34,857,142 20,959,606 13,897,536 
Income taxes receivable 3,118,299 3,118,299 
Property taxes applicable to future years 2,912,500 2,912,500 2,822,500 2,822,500 
Prepaid expenses and other 2,051,978 1,110,703 941,275 1,998,372 1,036,926 961,446 

Total current assets 177,295,145 135,776,726 41,518,419 205,311,329 151,190,105 54,121,224 

REGULATORY ASSETS: 
Unrecognized postemployment benefits 3,865,985 2,569,375 1,296,610 4,273,382 2,502,691 1,770,691 
Unrecognized pension benefits 37,249,847 21,172,813 16,077,034 37,128,152 20,658,104 16,470,048 
Decommissioning and demolition 678,154 (3,823,282) 4,501,436 

Total regulatory assets 41,793,986 (3,823,282) 28,243,624 17,373,644 41,401,534 23,160,795 18,240,739 

DEFERRED CHARGES AND OTHER: 
Unamortized debt expense 327,610 327,610 498,536 498,536 
Long-term investments 154,273,960 123,242,120 31,031,840 119,002,376 92,084,973 26,917,403 
Income taxes receivable 9,294,909 9,294,909 
Deferred tax assets 2,700,000 2,700,000 
Other 1,534 550 984 78,637 77,653 984 

Total deferred charges and other 163,898,013 132,865,189 31,032,824 122,279,549 95,361,162 26,918,387 

TOTAL $ 1,727,001,378 $ ~674,191,626) $ 1,634,016,249 $ 767,176,755 $ 1,769,801,168 $ p04,352,460) $ 1,668,107,924 $ 806,045,704 

(Continued) 
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OHIO VALLEY ELECTRIC CORPORATION AND SUBSIDIARY COMPANY 

CONSOLIDATING BALANCE SHEETS 
AS OF DECEMBER 31, 2017 AND 2016 

2017 2016 
Ohio Valley lndiana-Ksntucky Ohio Valley lndiana-Kantucky 

Eliminations Elecbic Electric Elimination■ Electric Elecbic 
Consolidated (Deduct) Corporation Corporation Conaolidated (Deduct) Corporation Corporation 

CAPITALIZATION AND LIABILITIES 

CAPITALIZATION: 
Common stock, $100 par value----authorized, 
300,000 shares; outstanding, 100,000 shares in 
2017 and 2016 $ 10,000,000 $ $ 10,000,000 $ $ 10,000,000 $ $ 10,000,000 $ 

Common stock, without par value, stated at $200 
per share----authorized, 100,000 shares; outstanding, 
17,000 shares in 2017 and 2016 (3,400,000) 3,400,000 (3,400,000) 3,400,000 

Long-term debt 1,261,297,697 1,261,297,697 1,170,781,545 1,170,781,545 
Line of credit borrowings 85,000,000 85,000,000 85,000,000 85,000,000 
Retained earnings 10,342,251 10,342,251 8,805,462 8,805,462 -

Total capitalization 1,366,639,948 (3,400,000) 1,366,639,948 3,400,000 1,274,587,007 (3,400,000) 1,274,587,007 3,400,000 

CURRENT LIABILITIES: 
Current portion oflong-term debt 76,483,805 76,483,805 248,483,907 248,483,907 
Accounts payable 31,331,422 14,539,185 16,792,237 33,642,452 15,646,643 17,995,809 
Accrued other taxes 10,799,150 7,240,498 3,558,652 9,858,927 6,401,108 3,457,819 
Regulatory liabilities 1,909,470 1,904,265 5,205 11,610,328 4,981,503 6,628,825 
Accrued interest and other 25,684,840 20,424,807 5,260,033 25,389,872 19,851,328 5,538,544 

Total current liabilities 146,208,687 120,592,560 25,616,127 328,985,486 295,364,489 33,620,997 

COMMITMENTS AND CONTINGENCIES (Notes 3, 9, 11, and 12) 

REGUIATORY LIABILITIES: 
Postretirement benefits 56,495,826 42,087,129 14,408,697 32,986,336 27,632,746 5,353,590 
Income taxes refundable to customers 11,571,428 11,571,428 5,433,716 5,433,716 
Advance billing of debt reserve 30,000,000 30,000,000 
Decommissioning and demolition (3,823,282) 3,823,282 13,507,852 5,991,197 7,516,655 

Total regulatory liabilities 98,067,254 (3,823,282) 83,658,557 18,231,979 51,927,904 39,057,659 12,870,245 

OTIIER LIABILITIES: 
Pension liability 37,249,847 21,172,813 16,077,034 37,128,152 20,658,104 16,470,048 
Asset retirement obligations 57,170,620 29,218,810 27,951,810 33,044,921 13,813,296 19,231,625 
Postretirement benefits obligation 17,196,685 9,658,850 7,537,835 39,218,090 21,536,990 17,681,100 
Postemployment benefits obligation 3,865,985 2,569,375 1,296,610 4,273,382 2,502,691 1,770,691 
Parent advances (666,968,344) 666,968,344 (700,952,460) 700,952,460 
Other non-current liabilities 602,352 505,336 97,016 636,226 587,688 48,538 

Total other liabilities 116,085,489 (666,968,344) 63,125,184 719,928,649 114,300,771 Q00,952,460) 59,098,769 756,154,462 

TOTAL $ 1,727,001,378 $ !674,191,626) $ 1,634,016,249 $767,176,755 $ 1,769,801,168 $ Q04,352,460) $ 1,668,107,924 $ 806,045,704 

See notes to consolidating financial statements. (Concluded) 
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OHIO VALLEY ELECTRIC CORPORATION AND SUBSIDIARY COMPANY 

CONSOLIDATING STATEMENTS OF INCOME AND RETAINED EARNINGS 
FOR THE YEARS ENDED DECEMBER 31, 2017 AND 2016 

2017 2016 
Ohio Valley Indiana-Kentucky Ohio Valley Indiana-Kentucky 

Eliminations Elecbic Electric Eliminations Elecbic Electric 
Consolidated (Deduct) Corporation Corporation Consolidated (Deduct) Corporation Corporation 

OPERATING REVENUES-Sales of electric energy to: 
Department of Energy $ 8,187,803 $ $ 8,187,803 $ $ 8,519,114 $ $ 8,519,114 $ 
Ohio Valley Electric Corporation (273,016,055) 273,016,055 (248,795,894) 248,795,894 
Sponsoring Companies 615,870,005 615,870,005 577,376,640 577,376,640 

Total operating revenues 624,057,808 {273,016,055) 624,057,808 273,016,055 585,895,754 ~48, 795,894) 585,895,754 248,795,894 

OPERATING EXPENSES: 
Fuel and emission allowances consumed in operation 288,503,093 130,399,723 158,103,370 261,832, 736 119,139,038 142,693,698 
Purchased power 6,922,507 (273,016,055) 279,938,562 7,617,661 (248,795,894) 256,413,555 
Other operation 85,206,695 53,496,374 31,710,321 78,388,622 46,417,345 31,971,277 
Maintenance 82,862,095 42,309,172 40,552,923 81,651,038 40,877,037 40,774,001 
Depreciation 84,699,703 42,969,917 41,729,786 73,882,917 43,669,797 30,213,120 
Taxes-other than income taxes 11,975,463 6,962,589 5,012,874 11,983,295 6,512,648 5,470,647 
Income taxes 345,420 345,420 

Total operating expenses 560,169,556 {273,016,055) 556,076,337 277,109,274 515,701,689 {248,795,894) 513,374,840 251,122,743 

OPERATING INCOME (LOSS) 63,888,252 67,981,471 (4,093,219) 70,194,065 72,520,914 (2,326,849) 

OTHER INCOME (EXPENSE) 12,619,686 8,518,252 4,101,434 4,149,935 1,807,072 2,342,863 

INCOME BEFORE INTEREST CHARGES 76,507,938 76,499,723 8,215 74,344,000 74,327,986 16,014 

INTEREST CHARGES: 
Amortization of debt expense 3,479,683 3,479,683 4,618,191 4,618,191 
Interest expense 71,491,466 71,483,251 8,215 68,787,341 68,771,327 16,014 

Total interest charges 74,971,149 74,962,934 8,215 73,405,532 73,389,518 16,014 

NET INCOME 1,536,789 1,536,789 938,468 938,468 

RETAINED EARNINGS-Beginning of year 8,805,462 8,805,462 7,866,994 7,866,994 

RETAINED EARNINGS-End ofyear $ 10,342,251 $ $ 10,342,251 $ $ 8,805,462 $ $ 8,805,462 $ 

See notes to consolidating financial statements. 
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OHIO VALLEY ELECTRIC CORPORATION AND SUBSIDIARY COMPANY 

CONSOLIDATING STATEMENTS OF CASH FLOWS 

FOR THE YEARS ENDED DECEMBER 31, 2017 AND 2016 

2017 2016 
Ohio Valley Indiana-Kentucky Ohio Valley Indiana-Kentucky 

Eliminations Electric Electric Eliminations Elecbic Electric 
Consolidated (Deduct) Corporation Corporation Consolidated (Deduct) Corporation Corporation 

OPERATING ACTIVITIES: 
Net income $ 1,536,789 $ $ 1,536,789 $ $ 938,468 $ $ 938,468 $ 
Adjustments to reconcile net income to net 

cash provided by (used in) operating activities: 
Depreciation 84,699,703 42,969,917 41,729,786 73,882,917 43,669,797 30,213,120 
Amortization of debt expense 3,479,683 3,479,683 4,618,191 4,618,191 
Deferred taxes/refundable taxes 3,539,704 3,539,704 
Loss (gain) on marketable securities (6,998,135) (3,917,550) (3,080,585) 655,288 2,157,082 (1,501,794) 

Changes in assets and liabilities: 
Accounts receivable (3,290,823) (2,960,821) (330,002) (13,251,364) (13,285,321) 33,957 
Fuel in storage 42,570,743 27,417,735 15,153,008 4,974,911 (1,908,473) 6,883,384 
Materials and supplies (3,588,135) (1,347,763) (2,240,372) (1,797,001) (1,385,536) (411,465) 
Property taxes applicable to future years (90,000) (90,000) 27,500 27,500 
Emissions allowances 517,068 517,068 (872,920) (872,920) 
Income tax receivable (3,476,610) (3,476,610) (3,118,299) (3,118,299) 
Prepaid expenses and other (53,606) (73,777) 20,171 114,385 74,854 39,531 
Other regulatory assets (4,215,734) (5,082,829) 867,095 (10,985,113) (6,990,431) (3,994,682) 
Other noncurrent assets 77,103 77,103 (7,979) (7,979) 
Accounts payable (2,476,932) (1,292,910) (1,184,022) (955,698) (1,852,001) 896,303 
Accrued taxes 940,223 839,390 100,833 294,171 92,757 201,414 
Accrued interest and other 294,968 573,479 (278,511) 3,434,977 1,747,215 1,687,762 
Other liabilities (20,444,880) (10,576,173) (9,868,707) 19,995,842 11,944,018 8,051,824 
Other regulatory liabilities 52,091,672 51,029,772 1,061,900 (15,418,375} (17,269,719} 1,851,344 

Net cash provided by operating activities 141,573,097 99,622,503 41,950,594 66,069,605 22,118,907 43,950,698 

(Continued) 
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OHIO VALLEY ELECTRIC CORPORATION AND SUBSIDIARY COMPANY 

CONSOLIDATING STATEMENTS OF CASH FLOWS 
FOR THE YEARS ENDED DECEMBER 31, 2017 AND 2016 

2017 2016 
Ohio Valley Indiana-Kentucky Ohio Valley Indiana-Kentucky 

Eliminations Elecbic: Electric Eliminations Elecbic: Elecbic 
Consolidated (Deducl) Corporation Corporation Consolidated (Deducl) Corporation Corporation 

INVESTING ACTIVITIES: 
Changes in short-tenn intercompany !endings $ $ (33,984,116) $ 33,984,116 $ $ $ (27,728,795) $ 27,728,795 $ 
Electric plant additions (17,028,105) (10,197,733) (6,830,372) (27,580,471) (12,461,687) (15,118,784) 
Proceeds from sale of long-term investments 55,607,351 52,240,377 3,366,974 47,626,573 37,803,917 9,822,656 
Purchases oflong-tenn investments (83,880,802) (79,479,975) (4,400,827) (47,524,131) (36,836,183) (10,687,948) 

Net cash (used in) provided by investing activities (45,301,556) (33,984,116) (3,453,215) (7,864,225) (27,478,029) (27,728,795) 16,234,842 (15,984,076) 

FINANCING ACTIVITIES: 
Changes in short-tenn intercompany borrowings 33,984,116 (33,984,116) 27,728,795 (27,728,795) 
Debt issuance and maintenance costs (11,308,531) (11,308,531) (3,905,669) (3,905,669) 
Repayment of Senior 2006 Notes (19,636,354) (19,636,354) (18,539,255) (18,539,255) 
Repayment of Senior 2007 Notes (13,920,909) (13,920,909) (13,130,063) (13,130,063) 
Repayment of Senior 2008 Notes (14,926,913) (14,926,913) (13,990,154) (13,990,154) 
Redemption of2009 Bonds (25,000,000) (25,000,000) 
Proceeds from line of credit 50,000,000 50,000,000 69,000,000 69,000,000 
Payments on line of credit (50,000,000) (50,000,000) (29,000,000) (29,000,000) 
Principal payments under capital leases (311,472) (209,219) (102,253) (508,280) (270,453) (237,827) 

Net cash ( used in) provided by financing activities (85,104,179) 33,984,116 (85,001,926) (34,086,369) (10,073,421) 27,728,795 (9,835,594) (27,966,622) 

NET INCREASE (DECREASE) IN CASH AND CASH EQUNALENTS 11,167,362 11,167,362 28,518,155 28,518,155 

CASH AND CASH EQUN ALENTS-Beginning of year 47,810,728 47,804,528 6,200 19,292,573 19,286,373 6,200 

CASH AND CASH EQUN ALENTS-End of year $ 58,978,090 $ $ 58,971,890 $ 6,200 $ 47,810,728 $ $ 47,804,528 $ 6,200 

SUPPLEMENTAL DISCWSURES OF CASH FLOW INFORMATION: 
Interest paid $ 72,541,166 $ $ 72,541,166 $ $ 69,458,491 $ $ 69,458,491 $ 

Income taxes (received) paid- net $ ~2,912,531) $ $ ~2,912,531) $ $ ~76,578) $ $ p6,578) $ 

Non-cash electric plant additions included 
in accounts payable at December 31 $ 746,202 $ $ 519,338 $ 226,864 $ 268,828 $ $ 124,667 $ 144,161 

See notes to consolidating financial statements. (Concluded) 
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OHIO VALLEY ELECTRIC CORPORATION AND SUBSIDIARY COMPANY 

NOTES TO CONSOLIDATING FINANCIAL STATEMENTS 
AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2017 AND 2016 

1. ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES 

Consolidating Financial Statements The consolidating financial statements include the accounts of 
Ohio Valley Electric Corporation (OVEC) and its wholly owned subsidiary, Indiana-Kentucky Electric 
Corporation (IKEC), collectively, the Companies. All intercompany transactions have been eliminated 
in consolidation. 

Organization The Companies own two generating stations located in Ohio and Indiana with a 
combined electric production capability of approximately 2,256 megawatts. OVEC is owned by several 
investor-owned utilities or utility holding companies and two affiliates of generation and transmission 
rural electric cooperatives. These entities or their affiliates comprise the Sponsoring Companies. The 
Sponsoring Companies purchase power from OVEC according to the terms of the Inter-Company Power 
Agreement (ICPA), which has a current termination date of June 30, 2040. Approximately 27% of the 
Companies  employees are covered by a collective bargaining agreement that expires on August 31, 
2018. 

Prior to 2004, OVEC s primary commercial customer was the U.S. Department of Energy (DOE). The 
contract to provide OVEC-generated power to the DOE was terminated in 2003 and all obligations were 
settled at that time. Currently, OVEC has an agreement to arrange for the purchase of power (Arranged 
Power), under the direction of the DOE, for resale directly to the DOE. The agreement with the DOE 
expires on July 31, 2018. All purchase costs are billable by OVEC to the DOE. 

Rate Regulation The proceeds from the sale of power to the Sponsoring Companies are designed to 
be sufficient for OVEC to meet its operating expenses and fixed costs, as well as earn a return on equity 
before federal income taxes. In addition, the proceeds from power sales are designed to cover debt 
amortization and interest expense associated with financings. The Companies have continued and expect 
to continue to operate pursuant to the cost plus rate of return recovery provisions at least to June 30, 
2040, the date of termination of the ICPA. However, in 2014 the Companies reduced their billings under 
the ICPA to effectively forego recovery of the equity return through the ICPA billings.  

On March 31, 2018, one of the Sponsoring Companies filed for Chapter 11 bankruptcy protection. 
OVEC made a preemptive filing on March 26, 2018, with the Federal Energy Regulatory Commission  
(FERC) to request FERC take exclusive jurisdiction over the possible rejection of the ICPA in regards to 
the potential bankruptcy of this Sponsoring Company. On April 1, 2018, the Sponsoring Company filed 
a motion to reject the ICPA; however, no decision by the courts have been taken on this rejection motion 

hip and power participating benefits and requirements are 
approximately 5%. However, the Companies currently have access to the credit markets to fund ongoing 
liquidity needs, and the Sponsoring Companies remain obligated to fund debt service payments when 
due. 

The accounting guidance for Regulated Operations provides that rate-regulated utilities account for and 
report assets and liabilities consistent with the economic effect of the way in which rates are established, 
if the rates established are designed to recover the costs of providing the regulated service and it is 
probable that such rates can be charged and collected. The Companies follow the accounting and 
reporting requirements in accordance with the guidance for Regulated Operations. Certain expenses and 

[Exhibits to Direct Testimony of Jeremy I. Fisher, PhD, on Behalf of Sierra Club]
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credits subject to utility regulation or rate determination normally reflected in income are deferred in the 
accompanying consolidating balance sheets and are recognized in income as the related amounts are 
included in service rates and recovered from or refunded to customers.  

The Companies  regulatory assets, liabilities, and amounts authorized for recovery through Sponsor 
billings at December 31, 2017 and 2016, were as follows: 

OVEC IKEC OVEC IKEC

Regulatory assets:
  Other assets:
    Unrecognized postemployment benefits 2,569,375$    1,296,610$    2,502,691$    1,770,691$    
    Unrecognized pension benefits 21,172,813    16,077,034    20,658,104    16,470,048    
    Asset retirement costs 4,501,436      -                     -                     -                     

           Total 28,243,624    17,373,644    23,160,795    18,240,739    

Total regulatory assets 28,243,624$  17,373,644$  23,160,795$  18,240,739$  

Regulatory liabilities:
  Current liabilities:

140,021$       5,205$           3,094,147$    6,628,825$    
1,764,244      -                     1,887,356      -                     

           Total 1,904,265      5,205             4,981,503      6,628,825      

  Other liabilities:
    Postretirement benefits 42,087,129    14,408,697    27,632,746    5,353,590      
    Income taxes refundable to customers 11,571,428    -                     5,433,716      -                     
    Advance billing of debt reserve 30,000,000    -                     -                     -                     
    Decommissioning and demolition -                     3,823,282      5,991,197      7,516,655      

           Total 83,658,557    18,231,979    39,057,659    12,870,245    

Total regulatory liabilities 85,562,822$  18,237,184$  44,039,162$  19,499,070$  

2017 2016

 

Regulatory Assets Regulatory assets consist primarily of pension benefit costs, postemployment 
benefit costs, and accrued decommissioning and demolition costs to be billed to the Sponsoring 
Companies in future years. The current billing policy for pension and postemployment 
benefit costs is to bill its actual plan funding. 

Regulatory Liabilities The regulatory liabilities classified as current in the accompanying 
consolidating balance sheet as of December 31, 2017, consist primarily of interest expense collected 
from customers in advance of expense recognition and customer billings for construction in progress. 
These amounts will be credited to customer bills during 2018. Other regulatory liabilities consist 
primarily of postretirement benefit costs and decommissioning and demolition costs that have been 
billed to customers in excess of cumulative expense recognition, income taxes refundable to customers 
that will be credited to bills over a long-term basis, and advanced billings collected from the Sponsoring 
Companies for debt services 

In 2003, the DOE terminated the DOE Power Agreement with OVEC, entitling the Sponsoring 
Companies to 100% of OVEC s generating capacity under the terms of the ICPA. Under the terms of the 
DOE Power Agreement, OVEC was entitled to receive a termination payment  from the DOE to 

[Exhibits to Direct Testimony of Jeremy I. Fisher, PhD, on Behalf of Sierra Club]
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recover unbilled costs upon termination of the agreement. The termination payment included unbilled 
postretirement benefit costs. In 2003, OVEC recorded a settlement payment of $97 million for the DOE 
obligation related to postretirement benefit costs. The regulatory liability for postretirement benefits 
recorded at December 31, 2017 and 2016, represents amounts collected in historical billings in excess of 
the accounting principles generally accepted in the United States of America (GAAP) net periodic 
benefit costs, including the DOE termination payment and incremental unfunded plan obligations 
recognized in the balance sheets but not yet recognizable in GAAP net periodic benefit costs. The 
Companies  ratemaking policy will recover postretirement benefits in an amount equal to estimated 
benefit accrual cost, plus amortization of unfunded liabilities, if any. As a result, related regulatory 
liabilities are being credited to customer bills on a long-term basis. 

In January 2017, the Companies started advance billing the Sponsoring Companies for debt service as 
allowed under the ICPA.  At December 31, 2017, $30 million had been advance billed to the Sponsoring 
Companies.  As the Companies have not yet incurred these debt costs, a regulatory liability was 
recorded which will be credited to customer bills on a long-term basis. 

Cash and Cash Equivalents Cash and cash equivalents primarily consist of cash and money market 
funds and their carrying value approximates fair value. For purposes of these statements, the Companies 
consider temporary cash investments to be cash equivalents since they are readily convertible into cash 
and have original maturities of less than three months. 

Electric Plant Property additions and replacements are charged to utility plant accounts. Depreciation 
expense is recorded at the time property additions and replacements are billed to customers or at the date 
the property is placed in service if the in-service date occurs subsequent to the customer billing. 
Customer billings for construction in progress are recorded as deferred revenue advances for 
construction. These amounts are closed to revenue at the time the related property is placed in service. 
Depreciation expense and accumulated depreciation are recorded when financed property additions and 
replacements are recovered over a period of years through customer debt retirement billing. All 
depreciable property will be fully billed and depreciated prior to the expiration of the ICPA. Repairs of 
property are charged to maintenance expense. 

Fuel in Storage, Emission Allowances, and Materials and Supplies The Companies maintain coal, 
reagent, and oil inventories, as well as emission allowances, for use in the generation of electricity for 
regulatory compliance purposes due to the generation of electricity. These inventories are valued at 
average cost, less reserves for obsolescence. Materials and supplies consist primarily of replacement 
parts necessary to maintain the generating facilities and are valued at average cost. 

Long-Term Investments Long-term investments consist of marketable securities that are held for the 
purpose of funding postretirement benefits, decommissioning and demolition costs, and debt service. 
These securities have been classified as trading securities in accordance with the provisions of the 
accounting guidance for Investments Debt and Equity Securities. Trading securities reflected in Long-
Term Investments are carried at fair value with the unrealized gain or loss, reported in Other Income 
(Expense). The cost of securities sold is based on the specific identification cost method. The fair value 
of most investment securities is determined by reference to currently available market prices. Where 
quoted market prices are not available, the Companies use the market price of similar types of securities 
that are traded in the market to estimate fair value. See Fair Value Measurements in Note 10. Due to tax 
limitations, the amounts held in the postretirement benefits portfolio have not yet been transferred to the 
Voluntary Employee Beneficiary Association (VEBA) trusts (see Note 8). Long-term investments 
primarily consist of municipal bonds, money market mutual fund investments, and mutual funds. Net 
unrealized gains (losses) recognized during 2017 and 2016 on securities still held at the balance sheet 
date were $6,995,056 and $(509,314), respectively. 

[Exhibits to Direct Testimony of Jeremy I. Fisher, PhD, on Behalf of Sierra Club]
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Fair Value Measurements of Assets and Liabilities The accounting guidance for Fair Value 
Measurements and Disclosures establishes a fair value hierarchy that prioritizes the inputs used to 
measure fair value. The hierarchy gives the highest priority to unadjusted quoted prices in active markets 
for identical assets or liabilities (Level 1 measurements) and the lowest priority to unobservable inputs 
(Level 3 measurements). Where observable inputs are available, pricing may be completed using 
comparable securities, dealer values, and general market conditions to determine fair value. Valuation 
models utilize various inputs that include quoted prices for similar assets or liabilities in active markets, 
quoted prices for identical or similar assets or liabilities in inactive markets, and other observable inputs 
for the asset or liability. 

Unamortized Debt Expense Unamortized debt expense relates to costs incurred in connection with 
obtaining revolving credit agreements. These costs are being amortized over the term of the related 
revolving credit agreement and are recorded as an asset in the consolidating balance sheets. Costs 
incurred to issue debt are recorded as a reduction to long-term debt as presented in Note 6. 

Asset Retirement Obligations and Asset Retirement Costs The Companies recognize the fair value 
of legal obligations associated with the retirement or removal of long-lived assets at the time the 
obligations are incurred and can be reasonably estimated. The initial recognition of this liability is 
accompanied by a corresponding increase in depreciable electric plant. Subsequent to the initial 
recognition, the liability is adjusted for any revisions to the expected value of the retirement obligation 
(with corresponding adjustments to electric plant) and for accretion of the liability due to the passage of 
time. 

These asset retirement obligations are primarily related to obligations associated with future asbestos 
abatement at certain generating stations and certain plant closure costs, including the impacts of the coal 
combustion residuals rule. 

OVEC IKEC Consolidated

13,054,376$ 18,195,463$ 31,249,839$ 

  Accretion 778,726        1,054,033     1,832,759     
  Liabilities settled (19,806)         (17,871)         (37,677)         

13,813,296   19,231,625   33,044,921   

  Accretion 822,732        1,118,408     1,941,140     
  Liabilities settled (19,806)         (25,232)         (45,038)         
  Revisions to cash flows 14,602,588   7,627,009     22,229,597   

29,218,810$ 27,951,810$ 57,170,620$ 
 

During 2017, the Companies completed an updated study to estimate the asset retirement costs described 
above. The revised estimated costs are recorded in the accompanying balance sheets.  Adjustments 
resulting from the revised estimated costs are included as revisions to cash flows in the above table. The 
increase in the asset retirement obligation is primarily the result of proposed regulations related to the 
disposal of coal combustion residuals, as further discussed in Note 9. 

[Exhibits to Direct Testimony of Jeremy I. Fisher, PhD, on Behalf of Sierra Club]

JIF Exhibits overall page 173

Balance-January 1, 2016 

Balance-December 31, 2016 

Balance-December 31, 2017 



- 12 - 

The Companies do not recognize liabilities for asset retirement obligations for which the fair value 
cannot be reasonably estimated. The Companies have asset retirement obligations associated with 
transmission assets at certain generating stations. However, the retirement date for these assets cannot be 
determined; therefore, the fair value of the associated liability currently cannot be estimated and no 
amounts are recognized in the consolidating financial statements herein. 

Income Taxes The Companies use the liability method of accounting for income taxes. Under the 
liability method, the Companies provide deferred income taxes for all temporary differences between the 
book and tax basis of assets and liabilities which will result in a future tax consequence. The Companies 
account for uncertain tax positions in accordance with the accounting guidance for Income Taxes. 

Use of Estimates The preparation of consolidating financial statements in conformity with GAAP 
requires management to make estimates and assumptions that affect the reported amounts of assets and 
liabilities and disclosure of contingent assets and liabilities at the date of the consolidating financial 
statements and the reported amounts of revenues and expenses during the reporting period. Actual 
results could differ from those estimates. 

New Accounting Pronouncements In May 2014, the Financial Accounting Standards Board (FASB) 
issued Accounting Standards Update (ASU) No. 2014-09, Revenue from Contracts with Customers. The 

services to customers in an amount that reflects the consideration to which the company expects to be 
entitled in exchange for those goods or services. This standard also includes expanded disclosure 
requirements that result in an entity providing users of financial statements with comprehensive 
information about the nature, amount, timing, and uncertainty of revenue and cash flows arising from 

ASU No. 2015-14, Revenue from Contracts with 
Customers (Topic 606): Deferral of the Effective Date, was issued deferring the effective date of 
ASU 2014-09 to annual reporting periods beginning after December 15, 2018. The Companies plan to 
adopt the standard and all subsequent amendments in the fiscal year ending December 31, 2018. The 
Companies have not yet completed their evaluation of the impact of adopting the standard. The 

of Topic 606 as well as evaluating the implications of specific contractual terms.  The Companies expect 
the adoption of ASC 606 will not have a material impact on either the timing or amount of revenues 
recognized in their consolidating financial statements. 

In February 2016, the FASB issued ASU No. 2016-02, Leases, which represents a wholesale change to 
lease accounting. The standard introduces a lessee model that brings most leases into the balance sheet 
as well as aligns certain underlying principles of the new lessor model with those in Accounting 
Standards Codification (ASC) 606, Revenue From Contracts With Customers. In January 2018, the 
FASB issued ASU No. 2018-01, Leases (Topic 842): Land Easements Practical Expedient for 
Transition to Topic 842, which offers a practical expedient for accounting for land easements under 
ASU 2016-02. This practical expedient allows an entity the option of not evaluating existing land 
easements under ASC 842. New or modified land easements will still require evaluation under ASC 842 
on a prospective basis beginning on the date of adoption. The Companies plan to adopt the new standard 
and all subsequent amendments in the fiscal year ending December 31, 2019. The Companies are in the 

statements. 

In June 2016, the FASB issued ASU 2016-13, Financial Instruments  Credit Losses (Topic 326): 
Measurement of Credit Losses on Financial Instruments. The pronouncement changes the impairment 

No. 2016-13 will 
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require entities to record allowances for available-for-sale debt securities rather than reduce the carrying 
amount.  The Companies plan to adopt the standard for the fiscal year ended December 31, 2020.  The 
Companies are in the process of evaluating the impact of adoption, if any, of this ASU on the 

 

Subsequent Events In preparing the accompanying financial statements and disclosures, the 
Companies reviewed subsequent events through April 12, 2018, which is the date the consolidating 
financial statements were issued. 

2. RELATED-PARTY TRANSACTIONS 

Transactions with the Sponsoring Companies during 2017 and 2016 included the sale of all generated 
power to them, the purchase of Arranged Power from them, and other utility systems in order to meet 
the DOE s power requirements, contract barging services, railcar services, and minor transactions for 
services and materials. The Companies have Power Agreements with Louisville Gas and Electric 
Company, Duke Energy Ohio, Inc., The Dayton Power and Light Company, Kentucky Utilities 
Company, Ohio Edison Company, and American Electric Power Service Corporation as agent for the 
American Electric Power System Companies; and Transmission Service Agreements with Louisville 
Gas and Electric Company, Duke Energy Ohio, Inc., The Dayton Power and Light Company, The 
Toledo Edison Company, Ohio Edison Company, Kentucky Utilities Company, and American Electric 
Power Service Corporation as agent for the American Electric Power System Companies. 

At December 31, 2017 and 2016, balances due from the Sponsoring Companies are as follows: 

2017 2016

Accounts receivable 39,005,995$ 36,035,316$  

During 2017 and 2016, American Electric Power accounted for approximately 44% of operating 
revenues from Sponsoring Companies and Buckeye Power accounted for 18%. No other Sponsoring 
Company accounted for more than 10%. 

American Electric Power Company, Inc. and subsidiary company owned 43.47% of the common stock 
of OVEC as of December 31, 2017. The following is a summary of the principal services received from 
the American Electric Power Service Corporation as authorized by the Companies  Boards of Directors: 

2017 2016

General services 3,787,293$ 3,978,358$ 
Specific projects 1,113,250   1,562,412   

Total 4,900,543$ 5,540,770$  

General services consist of regular recurring operation and maintenance services. Specific projects 
primarily represent nonrecurring plant construction projects and engineering studies, which are approved 
by the Companies  Boards of Directors. The services are provided in accordance with the service 
agreement dated December 15, 1956, between the Companies and the American Electric Power Service 
Corporation. 
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3. COAL SUPPLY

The Companies have coal supply agreements with certain nonaffiliated companies that expire at various 
dates from the year 2018 through 2021. Pricing for coal under these contracts is subject to contract 
provisions and adjustments. The Companies currently have approximately 87% of their 2018 coal 
requirements under contract. These contracts are based on rates in effect at the time of contract 
execution. 

4. ELECTRIC PLANT 

Electric plant at December 31, 2017 and 2016, consists of the following: 

OVEC IKEC OVEC IKEC

Steam production plant 1,322,561,929$  1,366,250,783$  1,297,000,985$  1,348,646,702$  
Transmission plant 51,994,163         29,196,784         52,050,044         28,409,127         
General plant 11,832,007         1,011,382           11,958,757         1,011,382           
Intangible 18,924                7,640                  18,924                7,640                  

1,386,407,023    1,396,466,589    1,361,028,710    1,378,074,851    

Less accumulated depreciation 722,873,892       722,478,764       672,452,518       680,480,919       

663,533,131       673,987,825       688,576,192       697,593,932       

Construction in progress 3,229,235           3,264,043           5,467,210           9,171,422           

Total electric plant 666,762,366$     677,251,868$     694,043,402$     706,765,354$     

2017 2016

 

All property additions and replacements are fully depreciated on the date the property is placed in 
service, unless the addition or replacement relates to a financed project. As the Companies  policy is to 
bill in accordance with the debt service schedule under the debt agreements, all financed projects are 
being depreciated in amounts equal to the principal payments on outstanding debt. 

5. BORROWING ARRANGEMENTS AND NOTES 

OVEC has an unsecured bank revolving line of credit agreement with a borrowing limit of $200 million 
as of December 31, 2017 and 2016. The $200 million line of credit has an expiration date of 
November 14, 2019. At December 31, 2017 and 2016, OVEC had borrowed $85 million under this line 
of credit. Interest expense related to line of credit borrowings was $2,680,713 in 2017 and $1,692,301 in 
2016. During 2017 and 2016, OVEC incurred annual commitment fees of $304,448 and $335,376, 
respectively, based on the borrowing limits of the line of credit. 
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6. LONG-TERM DEBT

The following amounts were outstanding at December 31, 2017 and 2016: 

Interest
Rate 2017 2016

Senior 2006 Notes:

  2006A due February 15, 2026 5.80 %     209,037,387$       227,600,578$     
  2006B due June 15, 2040 6.40 %     56,503,080           57,576,242         
Senior 2007 Notes:                                                     
  2007A-A due February 15, 2026 5.90 %     93,609,630           102,311,927       
  2007A-B due February 15, 2026 5.90 %     23,574,667           25,766,254         
  2007A-C due February 15, 2026 5.90 %     23,762,382           25,971,422         
  2007B-A due June 15, 2040 6.50 %     28,209,392           28,752,657         
  2007B-B due June 15, 2040 6.50 %     7,104,257             7,241,073           
  2007B-C due June 15, 2040 6.50 %     7,160,825             7,298,730           
Senior 2008 Notes:                                                     
  2008A due February 15, 2026 5.92 %     29,219,169           31,932,971         
  2008B due February 15, 2026 6.71 %     59,238,453           64,641,227         
  2008C due February 15, 2026 6.71 %     61,136,357           66,463,125         
  2008D due June 15, 2040 6.91 %     41,017,439           41,752,834         
  2008E due June 15, 2040 6.91 %     41,730,140           42,478,312         
Series 2009 Bonds:                                                     
  2009A due February 1, 2026 -            -                            25,000,000         
  2009B due February 1, 2026 2.85 %     25,000,000           25,000,000         
  2009C due February 1, 2026 2.85 %     25,000,000           25,000,000         
  2009D due February 1, 2026 0.85 %     25,000,000           25,000,000         
  2009E due October 1, 2019 5.63 %     100,000,000         100,000,000       
Series 2010 Bonds:
  2010A due February 1, 2040 5.57 %     50,000,000           50,000,000         
  2010B due February 1, 2040 2.85 %     50,000,000           50,000,000         
Series 2012 Bonds:                                                     
  2012A due June 1, 2032 5.00 %     76,800,000           76,800,000         
  2012A due June 1, 2039 5.00 %     123,200,000         123,200,000       
  2012B due June 1, 2040 5.57 %     50,000,000           50,000,000         
  2012C due June 1, 2040 5.57 %     50,000,000           50,000,000         
Series 2013 Notes:                                                     
  2013A due February 15, 2018 -            -                            100,000,000       
Series 2017 Notes:
  2017A due August 4, 2022 5.57 %     100,000,000         -                         

           Total debt 1,356,303,178      1,429,787,352    

Total premiums and discounts (net) (483,065)               (505,664)            
Less unamortized debt expense (18,038,611)          (10,016,236)       

           Total debt net of premiums, discounts,
             and unamortized debt expense 1,337,781,502      1,419,265,452    

Current portion of long-term debt 76,483,805           248,483,907       

Total long-term debt 1,261,297,697$    1,170,781,545$  
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All of the OVEC amortizing unsecured senior notes have maturities scheduled for February 15, 2026, or 
June 15, 2040, as noted in the previous table. 

During 2009, OVEC issued a series of four $25 million variable-rate non-amortizing tax-exempt 
pollution control bonds (2009A, B, C, and D Bonds) and $100 million fixed-rate non-amortizing 
tax-exempt pollution control bonds (2009E Bonds). The variable rates listed above reflect the interest 
rate in effect at December 31, 2017. 

The 2009 Series D Bonds are secured by irrevocable transferable direct-pay letters of credit, expiring on 
November 14, 2019, issued for the benefit of the owners of the bonds. The interest rate on the bonds is 
adjusted weekly, and bondholders may require repurchase of the bonds at the time of such interest rate 
adjustments. OVEC has entered into an agreement to provide for the remarketing of the bonds if such 
repurchase is required. The 2009D Series Bonds are current, as they are redeemable at the election of the 
holders at any time. The 2009 Series B and C Bonds were remarketed in August 2016 for a five-year 
interest period that extends to August 25, 2021. The 2009A Bonds were secured by an irrevocable 
transferable direct-pay letter of credit at December 31, 2016, but were repurchased by OVEC on 
February 6, 2017 and are held by OVEC.  

In December 2010, OVEC established a borrowing facility under which OVEC borrowed, in 2011, 
$100 million remarketable variable-rate bonds due on February 1, 2040. In June 2011, the $100 million 
variable-rate bonds were issued as two $50 million non-amortizing pollution control revenue bonds 
(Series 2010A and 2010B) with initial interest periods of three years and five years, respectively. The 
Series 2010A Bond was remarketed in June 2014 for a three-year period and in August 2017 for another 
three-year period that extends to August 4, 2020. The Series 2010B Bond was remarketed in August 
2016 for another five-year interest period that extends to August 25, 2021. 

During 2012, OVEC issued $200 million fixed-rate tax-exempt midwestern disaster relief revenue bonds 
(2012A Bonds) and two series of $50 million variable-rate tax-exempt midwestern disaster relief 
revenue bonds (2012B and 2012C Bonds). The 2012A, 2012B, and 2012C Bonds will begin amortizing 
on June 1, 2027, to their respective maturity dates. The variable rates listed above reflect the interest rate 
in effect at December 31, 2017. 

In 2017, the 2012B and 2012C Bonds, which were secured by irrevocable transferable direct-pay letters 
of credit, expiring June 28, 2017, and June 28, 2018, were remarketed with four-year and five-year 
interest periods expiring August 4, 2021 and August 4, 2022, respectively.  

During 2017, OVEC issued $100 million 2017A variable-rate non-amortizing unsecured senior notes 
(2017A Notes) to refinance and retire a 2013 series of notes (2013A). The 2013A Notes had an original 
maturity date of February 15, 2018. The 2017A Notes have annual repayment of $33,333,333 on 
August 4, 2020, August 4, 2021, and at the maturity date of August 4, 2022. 

The annual maturities of long-term debt as of December 31, 2017, are as follows: 

2018 76,483,805$       
2019 154,670,115       
2020 141,387,803       
2021 244,982,570       
2022 148,800,891       

589,977,994       

Total 1,356,303,178$   
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Note that the 2017 current maturities of long-term debt include $25 million of remarketable variable-rate 
bonds. The Companies expect cash maturities of as little as $51,483,805 to the extent the remarketing 
agents are successful in their ongoing efforts to remarket the bonds through the contractual maturity 
dates in February 2026 and to the extent that OVEC elects not to repurchase the bonds. 

7. INCOME TAXES 

OVEC and IKEC file a consolidated federal income tax return. The effective tax rate varied from the 
statutory federal income tax rate due to differences between the book and tax treatment of various 
transactions as follows: 

2017 2016

Income tax expense at 35% statutory rate 537,876$   449,361$    
Temporary differences flowed through to customer bills (546,716)   (115,669)     
Permanent differences and other 8,840         11,728        

Income tax provision -     $         345,420$     

Components of the income tax provision were as follows: 

2017 2016

-     $        345,420$ 
-               -               
-               -               

  
Total income tax provision -     $        345,420$  

OVEC and IKEC record deferred tax assets and liabilities based on differences between book and tax 
basis of assets and liabilities measured using the enacted tax rates and laws that will be in effect when 
the differences are expected to reverse. Deferred tax assets and liabilities are adjusted for changes in tax 
rates. 

On December 22, 2017, the United States Government enacted comprehensive tax legislation commonly 

limited to, (1) reducing the federal corporate income tax rate from 35 percent to 21 percent, 
(2) eliminating the use of bonus depreciation for regulated utilities, while permitting full expensing of 
qualified property for non-regulated entities, (3) eliminating the domestic production activities deduction 
previously allowable under Section 199 of the IRC, (4) creating a new limitation on the deductibility of 
interest expense for non-regulated businesses, (5) eliminating the corporate alternative minimum tax 

realized, and (6) restricting the deductibility of 
entertainment and lobbying-related expenses. 

As a result of the reduction in the federal tax rate, the Companies recorded a revaluation adjustment to 
decrease deferred tax assets by $15.3 million, with a corresponding decrease of $15.3 million in the 
valuation allowance. 

At December 31, 2017, the Companies have alternative minimum tax credit carryforwards which do not 
expire.  Pursuant to the TCJA, the Companies now have a noncontingent right to recover their 
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alternative minimum tax carryforwards through 2021. Accordingly, the Companies recorded $9.3 
million as income taxes receivable in the accompanying balance sheets as of December 31, 2017.   

To the extent that the Companies have not reflected credits in customer billings for deferred tax assets, 
they have recorded a regulatory liability representing income taxes refundable to customers under the 
applicable agreements among the parties. The regulatory liability was $11,571,428 and $5,433,716 at 
December 31, 2017 and 2016, respectively. 

Deferred income tax assets (liabilities) at December 31, 2017 and 2016, consisted of the following: 

2017 2016

Deferred tax assets:
30,515$             3,404,026$        

  AMT credit carryforwards -                         8,837,712          
  Federal net operating loss carryforwards 56,314,469        104,723,266      
  Postretirement benefit obligation 3,613,382          13,683,150        
  Pension liability 7,113,085          11,721,810        
  Postemployment benefit obligation 812,324             1,535,562          
  Asset retirement obligations 12,012,740        11,569,073        
  Advanced collection of interest and debt service 6,674,331          660,766             
  Miscellaneous accruals 1,284,013          2,158,746          

-                         -                         
-                         4,729,118          

11,870,952        9,670,762          
-                         -                         

    to customers 7,302,379          15,096,997        

           Total deferred tax assets 107,028,190      187,790,988      

Deferred tax liabilities:
  Prepaid expenses (360,396)            (602,424)            
  Electric plant (77,669,885)       (128,994,396)     
  Unrealized gain/loss on marketable securities (3,649,108)         (3,694,091)         

(7,826,970)         (12,998,618)       
(142,494)            
(812,324)            (1,535,562)         

           Total deferred tax liabilities (90,461,177)       (147,825,091)     

Valuation allowance (16,567,013)       (37,265,897)       

Deferred income tax assets -     $                  2,700,000$         

As discussed in Note 1, OVEC indefinitely changed its billing practices in 2014 to effectively suspend 
billings for its authorized equity return. As a result, the Companies  long-term expectation is that taxable 
income will be breakeven for the foreseeable future. Accordingly, the Companies have recorded a 
valuation allowance for their deferred tax assets as of December 31, 2017 and 2016.  

The accounting guidance for Income Taxes addresses the determination of whether the tax benefits 
claimed or expected to be claimed on a tax return should be recorded in the financial statements. Under 
this guidance, the Companies may recognize the tax benefit from an uncertain tax position only if it is 
more likely than not that the tax position will be sustained on examination by the taxing authorities, 
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based on the technical merits of the position. The tax benefits recognized in the financial statements 
from such a position are measured based on the largest benefit that has a greater than 50% likelihood of 
being realized upon ultimate settlement. The Companies have not identified any uncertain tax positions 
as of December 31, 2017 and 2016, and accordingly, no liabilities for uncertain tax positions have been 
recognized. 

The Companies file income tax returns with the Internal Revenue Service and the states of Ohio, 
Indiana, and the Commonwealth of Kentucky. The Companies are no longer subject to federal tax 
examinations for tax years 2013 and earlier. The Companies are no longer subject to State of Indiana tax 
examinations for tax years 2013 and earlier. The Companies are no longer subject to Ohio and the 
Commonwealth of Kentucky examinations for tax years 2012 and earlier. The Companies have 
$268,164,138 of Federal Net Operating Loss carryovers that begin to expire in 2032. 

8. PENSION PLAN AND OTHER POSTRETIREMENT AND POSTEMPLOYMENT BENEFITS 

The Companies have a noncontributory qualified defined benefit pension plan (the Pension Plan) 
covering substantially all of their employees hired prior to January 1, 2015. The benefits are based on 
years of service and each employee s highest consecutive 36-month compensation period. Employees 
are vested in the Pension Plan after five years of service with the Companies. 

Funding for the Pension Plan is based on actuarially determined contributions, the maximum of which is 
generally the amount deductible for income tax purposes and the minimum being that required by the 
Employee Retirement Income Security Act of 1974, as amended. 

In addition to the Pension Plan, the Companies provide certain health care and life insurance benefits 
(Other Postretirement Benefits) for retired employees. Substantially, all of the Companies  employees 
hired prior to January 1, 2015, become eligible for these benefits if they reach retirement age while 
working for the Companies. These and similar benefits for active employees are provided through 
employer funding and insurance policies. In December 2004, the Companies established VEBA trusts. 
In January 2011, the Companies established an Internal Revenue Code Section 401(h) account under the 
Pension Plan. 

The full cost of the pension benefits and other postretirement benefits has been allocated to OVEC and 
IKEC in the accompanying consolidating financial statements. The allocated amounts represent 
approximately a 57% and 43% split between OVEC and IKEC, respectively, as of December 31, 2017, 
and approximately a 56% and 44% split between OVEC and IKEC, respectively, as of December 31, 
2016. 

The Pension Plan s assets as of December 31, 2017, consist of investments in equity and debt securities. 
All of the trust funds  investments for the pension and postemployment benefit plans are diversified and 
managed in compliance with all laws and regulations. Management regularly reviews the actual asset 
allocation and periodically rebalances the investments to targeted allocation when appropriate. The 
investments are reported at fair value under the Fair Value Measurements and Disclosures accounting 
guidance. 

All benefit plan assets are invested in accordance with each plan s investment policy. The investment 
policy outlines the investment objectives, strategies, and target asset allocations by plan. Benefit plan 
assets are reviewed on a formal basis each quarter by the OVEC-IKEC Qualified Plan Trust Committee. 

The investment philosophies for the benefit plans support the allocation of assets to minimize risks and 
optimize net returns. 
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Investment strategies include:

 Maintaining a long-term investment horizon. 
 Diversifying assets to help control volatility of returns at acceptable levels. 
 Managing fees, transaction costs, and tax liabilities to maximize investment earnings. 
 Using active management of investments where appropriate risk/return opportunities exist. 
 Keeping portfolio structure style neutral to limit volatility compared to applicable benchmarks. 

The target asset allocation for each portfolio is as follows: 

Pension Plan Assets Target

Domestic equity 15 %     
International and global equity 15 %     
Fixed income 70 %      

VEBA Plan Assets Target

Domestic equity 20 %  
International and global equity 20 %  
Fixed income 57 %  
Cash 3 %    
 

Each benefit plan contains various investment limitations. These limitations are described in the 
investment policy statement and detailed in customized investment guidelines. These investment 
guidelines require appropriate portfolio diversification and define security concentration limits. Each 
investment manager s portfolio is compared to an appropriate diversified benchmark index. 

Equity investment limitations: 

 No security in excess of 5% of all equities. 
 Cash equivalents must be less than 10% of each investment manager s equity portfolio. 
 Individual securities must be less than 15% of each manager s equity portfolio. 
 No investment in excess of 5% of an outstanding class of any company. 
 No securities may be bought or sold on margin or other use of leverage. 

Fixed-Income Limitations As of December 31, 2017, the Pension Plan fixed-income allocation 
consists of managed accounts composed of U.S. Government, corporate, and municipal obligations. The 
VEBA benefit plans  fixed-income allocation is composed of a variety of fixed-income securities and 
mutual funds. Investment limitations for these fixed-income funds are defined by manager prospectus. 

Cash Limitations Cash and cash equivalents are held in each trust to provide liquidity and meet 
short-term cash needs. Cash equivalent funds are used to provide diversification and preserve principal. 
The underlying holdings in the cash funds are investment grade money market instruments, including 
money market mutual funds, certificates of deposit, treasury bills, and other types of investment-grade 
short-term debt securities. The cash funds are valued each business day and provide daily liquidity. 
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Projected Pension Plan and Other Postretirement Benefits obligations and funded status as of 
December 31, 2017 and 2016, are as follows: 

2017 2016 2017 2016

Change in projected benefit obligation:

    of year 232,998,159$  210,230,403$  174,338,482$  159,175,000$ 
  Service cost 6,511,513        6,100,517        5,100,383        4,668,640       
  Interest cost 9,796,123        10,010,361      7,434,498        7,490,213       

-                       -                       1,357,889        1,242,428       
  Benefits paid (11,928,458)     (8,968,048)       (6,175,593)       (5,477,750)      
  Net actuarial loss (gain) 18,676,940      15,674,831      (4,131,790)       7,239,951       
  Plan amendments (1) -                       -                       (9,436,660)       -                      
  Expenses paid from assets (34,854)            (49,905)            -                       -                      

             of year 256,019,423    232,998,159    168,487,209    174,338,482   

Change in fair value of plan assets:

    of year 195,870,007    182,340,523    135,120,392    126,939,255   
  Actual return on plan assets 28,862,881      16,380,770      16,259,397      7,972,778       
  Expenses paid from assets (34,854)            (49,905)            -                       -                      
  Employer contributions 6,000,000        6,166,667        4,728,439        4,443,681       

-                       -                       1,357,889        1,242,428       
  Benefits paid (11,928,458)     (8,968,048)       (6,175,593)       (5,477,750)      

             of year 218,769,576    195,870,007    151,290,524    135,120,392   

(37,249,847)$   (37,128,152)$   (17,196,685)$   (39,218,090)$  

     employees.  These employees are expected to receive benefits through a Medicare Exchange with OVEC's maximum
     annual subsidy to be limited to $4,000.

Other
Pension Plan Postretirement Benefits

(1) The $9.4 million plan amendment is the result of the removal of a cost of living adjustment for non-grandfathered

 

See Note 1 for information regarding regulatory assets related to the Pension Plan and Other 
Postretirement Benefits plan. 

The accumulated benefit obligation for the Pension Plan was $230,114,000 and $208,284,000 at 
December 31, 2017 and 2016, respectively. 

Components of Net Periodic Benefit Cost The Companies record the expected cost of Other 
Postretirement Benefits over the service period during which such benefits are earned. 
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Pension expense is recognized as amounts are contributed to the Pension Plan and billed to customers. 
The accumulated difference between recorded pension expense and the yearly net periodic pension 
expense, as calculated under generally accepted accounting principles, is billable as a cost of operations 
under the ICPA when contributed to the pension fund. This accumulated difference has been recorded as 
a regulatory asset in the accompanying consolidating balance sheets. 

2017 2016 2017 2016

Service cost 6,511,513$     6,100,517$     5,100,383$   4,668,640$   
Interest cost 9,796,123       10,010,361     7,434,498     7,490,213     
Expected return on plan assets (11,658,739)    (10,904,733)    (7,275,382)    (6,719,397)   
Amortization of prior service cost (416,565)         (416,565)         (1,763,901)    (1,763,901)   
Recognized actuarial loss (gain) 1,049,964       643,503                             (75,802)        

Total benefit cost 5,282,296$     5,433,083$     3,495,598$   3,599,753$   

Pension and other postretirement benefits
  expense recognized in the consolidating
  statements of income and retained earnings and
  billed to Sponsoring Companies under the ICPA 6,000,000$     6,166,667$     -      $            -      $           

Other Postretirement
Pension Plan Benefits

 

The following table presents the classification of Pension Plan assets within the fair value hierarchy at 
December 31, 2017 and 2016: 

Quoted Prices Significant

in Active Other Significant

Market for Observable Unobservable

Identical Assets Inputs Inputs

2017 (Level 1) (Level 2) (Level 3) Total

Common stock 9,089,309$       -     $                  -     $               9,089,309$         
Equity mutual funds 43,799,989       -                         -                      43,799,989         
Fixed-income securities -                       149,310,352       -                      149,310,352       
Cash equivalents 2,983,062         -                         -                      2,983,062           

Subtotal Benefit Plan Assets 55,872,360$     149,310,352$     -     $               205,182,712       

Investments measured at net asset value (NAV) 13,586,864         

Total Benefit Plan Assets 218,769,576$     

2016 (Level 1) (Level 2) (Level 3) Total

Common stock 9,056,579$       -     $                  -     $               9,056,579$         
Equity mutual funds 40,257,125       -                         -                      40,257,125         
Fixed income securities 127,711,240       -                      127,711,240       
Cash equivalents 6,727,436         -                         -                      6,727,436           

Subtotal Benefit Plan Assets 56,041,140$     127,711,240$     -     $               183,752,380       

Investments measured at net asset value (NAV) 12,117,627         

Total Benefit Plan Assets 195,870,007$     

Fair Value Measurements at

Reporting Date Using

 

[Exhibits to Direct Testimony of Jeremy I. Fisher, PhD, on Behalf of Sierra Club]

JIF Exhibits overall page 184



- 23 - 

The following table presents the classification of VEBA and 401(h) account assets within the fair value 
hierarchy at December 31, 2017 and 2016: 

Quoted Prices Significant
in Active Other Significant

Market for Observable Unobservable
Identical Assets Inputs Inputs 2017

2017 (Level 1) (Level 2) (Level 3) Total

Equity mutual funds 55,419,961$       -      $              -      $            55,419,961$     
Fixed-income mutual funds 69,687,330         -                      -                    69,687,330       
Fixed-income securities -                         19,304,908     -                    19,304,908       
Cash equivalents 736,826              -                      -                    736,826            

Benefit Plan Assets 125,844,117$     19,304,908$   -      $            145,149,025     

Uncleared cash disbursements from benefits paid (1,839,265)        
Investments measured at net asset value (NAV) 7,980,764         

Total Benefit Plan Assets 151,290,524$   

2016

Equity mutual funds 68,645,763$       -      $              -      $            68,645,763$     
Fixed-income mutual funds 41,750,065         -                      -                    41,750,065       
Fixed-income securities -                         18,611,238     -                    18,611,238       
Cash equivalents 728,483              -                      -                    728,483            

Benefit Plan Assets 111,124,311$     18,611,238$   -      $            129,735,549     

Uncleared cash disbursements from benefits paid (1,601,641)        
Investments measured at net asset value (NAV) 6,986,484         

Total Benefit Plan Assets 135,120,392$   

Fair Value Measurements at
Reporting Date Using

 

Investments that were measured at net asset value (NAV) per share (or its equivalent) as a practical 
expedient have not been classified in the fair value hierarchy. These investments represent holdings in a 
single private investment fund that are redeemable at the election of the holder upon no more than 
30 days  notice. The values reported above are based on information provided by the fund manager. 

Pension Plan and Other Postretirement Benefit Assumptions Actuarial assumptions used to 
determine benefit obligations at December 31, 2017 and 2016, were as follows: 

2017 2016
Medical Life Medical Life

Discount rate 3.75 %  4.31 %  3.76 %  3.76 %  4.31 %  4.31 %  
Rate of compensation increase 3.00   3.00   N/A 3.00   N/A 3.00   

Pension Plan Other Postretirement Benefits
2017 2016
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Actuarial assumptions used to determine net periodic benefit cost for the years ended December 31, 
2017 and 2016, were as follows: 

2017 2016
Medical Life Medical Life

Discount rate 4.31 %  4.82 %  4.31 %  4.31 %  4.80 %  4.80 %  
Expected long-term return on
  plan assets 6.00   6.00   5.29   6.00   5.29   6.00   
Rate of compensation increase 3.00   3.00   N/A 3.00   N/A 3.00   

Pension Plan Other Postretirement Benefits
2017 2016

 

In selecting the expected long-term rate of return on assets, the Companies considered the average rate 
of earnings expected on the funds invested to provide for plan benefits. This included considering the 
Pension Plan and VEBA trusts  asset allocation and the expected returns likely to be earned over the life 
of the Pension Plan and the VEBAs. 

Assumed health care cost trend rates at December 31, 2017 and 2016, were as follows: 

2017 2016

7.30 %  7.00 %  
7.00    7.00    

Rate to which the cost trend rate is assumed to decline (the ultimate 
5.00    5.00    

Rate to which the cost trend rate is assumed to decline (the ultimate 
5.00    5.00    

Year that the rate reaches the ultimate trend rate 2022 2022  

Assumed health care cost trend rates have a significant effect on the amounts reported for the health care 
plans. A one-percentage-point change in assumed health care cost trend rates would have the following 
effects: 

One-Percentage- One-Percentage-
Point Increase Point Decrease

Effect on total service and interest cost 2,438,218$   (1,883,985)$   
Effect on postretirement benefit obligation 25,619,686   (20,533,984)    

Pension Plan and Other Postretirement Benefit Assets The asset allocation for the Pension Plan and 
VEBA trusts at December 31, 2017 and 2016, by asset category was as follows: 

2017 2016 2017 2016

Asset category:
  Equity securities 30 %  31 %  41 %  40 %  
  Debt securities 70   69   59   60   

VEBA TrustsPension Plan

 

Pension Plan and Other Postretirement Benefit Contributions The Companies expect to contribute 
$6,000,000 to their Pension Plan and $5,000,000 to their Other Postretirement Benefits plan in 2018. 
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Estimated Future Benefit Payments The following benefit payments, which reflect expected future 
service, as appropriate, are expected to be paid: 

Other
Years Ending Pension Postretirement
December 31 Plan Benefits

2018 8,716,563$   6,578,426$   
2019 9,496,969     7,068,992     
2020 10,253,026   7,543,046     
2021 11,102,802   7,938,311     
2022 11,750,758   8,497,990     
Five years thereafter 69,890,983   50,073,420    

Postemployment Benefits The Companies follow the accounting guidance in FASB ASC 712, 
Compensation Non-Retirement Postemployment Benefits, and accrue the estimated cost of benefits 
provided to former or inactive employees after employment but before retirement. Such benefits include, 
but are not limited to, salary continuations, supplemental unemployment, severance, disability (including 
workers  compensation), job training, counseling, and continuation of benefits, such as health care and 
life insurance coverage. The cost of such benefits and related obligations has been allocated to OVEC 
and IKEC in the accompanying consolidating financial statements. The allocated amounts represent 
approximately a 66% and 34% split between OVEC and IKEC, respectively, as of December 31, 2017, 
and approximately a 59% and 41% split between OVEC and IKEC, respectively, as of December 31, 
2016. The liability is offset with a corresponding regulatory asset and represents unrecognized 
postemployment benefits billable in the future to customers. The accrued cost of such benefits was 
$3,865,985 and $4,273,362 at December 31, 2017 and 2016, respectively. 

Defined Contribution Plan The Companies have a trustee-defined contribution supplemental pension 
and savings plan that includes 401(k) features and is available to employees who have met eligibility 
requirements. The Companies  contributions to the savings plan equal 100% of the first 1% and 50% of 
the next 5% of employee-participants  contributed. In addition, the Companies provide contributions 
to eligible employees, hired on or after January 1, 2015, of 3% to 5% of pay based on age and service. 
Benefits to participating employees are based solely upon amounts contributed to the participants  
accounts and investment earnings. By its nature, the plan is fully funded at all times. The employer 
contributions for 2017 and 2016 were $1,997,840 and $1,985,582, respectively. 

9. ENVIRONMENTAL MATTERS 

Air Regulations 

On March 10, 2005, the United States Environmental Protection Agency (the U.S. EPA) issued the 
Clean Air Interstate Rule (CAIR) that required significant reductions of SO2 and NOx emissions from 
coal-burning power plants. On March 15, 2005, the U.S. EPA also issued the Clean Air Mercury Rule 
(CAMR) that required significant mercury emission reductions for coal-burning power plants. The 
CAIR and CAMR emission reductions were respectively required in two phases: 2009 and 2015 for 
NOx; 2010 and 2015 for SO2; and 2010 and 2018 for mercury. Ohio and Indiana subsequently finalized 
their respective versions of CAIR and CAMR. In response, the Companies determined that it would be 
necessary to install flue gas desulfurization (FGD) systems at both plants to comply with these rules. 
Following completion of the necessary engineering and permitting, construction was started on the FGD 
systems, and the two Kyger Creek FGD systems were placed into service in 2011 and 2012, while the 
two Clifty Creek FGD systems were placed into service in 2013. 

[Exhibits to Direct Testimony of Jeremy I. Fisher, PhD, on Behalf of Sierra Club]

JIF Exhibits overall page 187

'pay 



- 26 - 

After the promulgation of CAIR and CAMR, a series of legal challenges to those rules resulted in their 
replacement with additional rules.  CAMR was replaced with a rule referred to as the Mercury and Air 
Toxics Standards (MATS) rule. The rule became final on April 16, 2012, and the Companies had to 
demonstrate compliance with MATS emission limits on April 16, 2015. The MATS rule has also 
undergone legal challenges since it went into effect, and there are a few remaining legal issues pending.  
The controls the Companies have installed have proven to be adequate to meet the stringent emissions 
requirements outlined in the MATS rule. 

After CAIR was promulgated, legal challenges resulted in that rule being remanded back to the U.S. 
EPA.  The U.S. EPA subsequently promulgated a replacement rule to CAIR called the Cross-State Air 
Pollution Rule (CSAPR).  CSAPR was issued on July 6, 2011, and it was scheduled to go into effect on 
January 1, 2012. However, a legal challenge of that rule resulted in a stay.  The stay was lifted by the 
D.C. Circuit Court in 2014 and CSAPR, which requires significant NOx and SO2 emissions reductions, 
became effective on January 1, 2015.   Further legal challenges of CSAPR resulted in the U.S. Supreme 
Court remanding portions of the CSAPR rule back to the D.C. Circuit Court for additional review and 
subsequent action by the U.S. EPA.  This resulted in U.S. EPA issuing the CSAPR Update rule which 
became final on September 7, 2016, and went into effect beginning with the May 1, 2017 to 
September 30, 2017 ozone season. The CSPAR Update did not replace CSPAR, it only required 
additional reductions in NOx emissions from utilities in certain states during the ozone season.   The 
Companies prepared for and implemented a successful compliance strategy for the CSAPR Update rule 
requirements in the 2017 ozone season.  The Companies expect that this compliance strategy will be 
successful for the 2018 ozone season as well.   

As a result of the installation and effective operation of the FGD systems and the SCR systems at each 
plant, management did not need to purchase additional SO2 allowances in 2017 to cover actual 
emissions.  The Companies also did not need to consume additional NOx ozone season allowances 
purchased strategically in advance of the 2017 ozone season as a safeguard to cover NOx emissions in 
2017 and beyond. Depending on a variety of operational and economic factors, management may elect 
to consume banked allowances and/or strategically purchase additional CSAPR annual and ozone season 
NOx allowances in 2018 and beyond for compliance with the CSAPR Update rule. 

With all FGD systems fully operational, the Companies continue to expect to have adequate SO2 
allowances available without having to rely on market purchases to comply with the CSAPR rules in 
their current form.  Given the success of our NOx ozone season compliance strategy in 2017, the 
purchase of additional NOx allowances is less likely in the short term as well; however, we did 
implement changes in unit dispatch criteria for Clifty Creek Unit 6 during the 2017 ozone season and are 
continuing to evaluate the need for additional NOx controls for this unit to provide additional flexibility 
in operating this unit under the CSAPR Update regulations as well as any future NOx regulations. 

CCR Rule 

In 2010, the U.S. EPA published a proposed rule to regulate the disposal and beneficial reuse of coal 
combustion residuals (CCRs), including fly ash and boiler slag generated at coal-fired electric 
generating units as well as FGD gypsum generated at some coal-fired plants. The proposed rule 
contained two alternative proposals. One proposal would impose federal hazardous waste disposal and 
management standards on these materials and another would allow states to retain primary authority to 
regulate the beneficial reuse and disposal of these materials under state solid waste management 
standards, including minimum federal standards for disposal and management. Both proposals would 
impose stringent requirements for the construction of new coal ash landfills and existing unlined surface 
impoundments. 
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Various environmental organizations and industry groups filed a petition seeking to establish deadlines 
for a final rule. To comply with a court-ordered deadline, the U.S. EPA issued a prepublication copy of 
its final rule in December 2014. The rule was published in the Federal Register in April 2015 and 
became effective in October 2015. 

In the final rule, the U.S. EPA elected to regulate CCR as a nonhazardous solid waste and issued new 
minimum federal solid waste management standards. The rule applies to new and existing active CCR 
landfills and CCR surface impoundments at operating electric utility or independent power production 
facilities. The rule imposes new and additional construction and operating obligations, including 
location restrictions, liner criteria, structural integrity requirements for impoundments, operating criteria, 
and additional groundwater monitoring requirements. The rule is self-implementing and currently does 
not require state action. As a result of this self-implementing feature, the rule contains extensive 
recordkeeping, notice, and Internet posting requirements.  

The Companies have been systematically implementing applicable provisions of the CCR rule. The 
Companies have completed all compliance obligations associated with the rule to date and are 
continuing to evaluate what, if any, impacts groundwater quality will have on its CCR units. Preliminary 
background results indicate that there is a potential for groundwater quality issues with the boiler slag 
ponds at each plant and both landfills. This information is still being collected and evaluated, so no final 
determination has been made to date. Alternative source demonstrations (ASD) are already being 
completed in parallel to the additional groundwater evaluations. The Companies are confident in being 
able to demonstrate that an ASD is the cause of the preliminary groundwater quality issues being 
observed in the Kyger Creek landfill and boiler slag ponds. 

In February 2014, the U.S. EPA completed a risk evaluation of the beneficial uses of coal fly ash in 
concrete and FGD gypsum in wallboard and concluded that the U.S. EPA supports these beneficial uses. 
Currently, approximately eight percent of the coal ash and other residual products from our generating 
facilities are reused in the production of cement and wallboard, as soil amendments, as abrasives or road 
treatment materials, and for other beneficial uses. 

NAAQS Compliance for SO2 

On June 22, 2010, the U.S. EPA revised the Clean Air Act by developing and publishing a new one-hour 
SO2 NAAQS of 75 parts per billion, which replaced the previously existing 24-hour and annual 
standards, and became effective on August 23, 2010. States with areas failing to meet the new standard 
are required to develop SIPs to expeditiously attain and maintain the standard. 

On August 15, 2013, the U.S. EPA published its initial non-attainment area designations for the new 
one-hour SO2, which did not include the areas around Kyger Creek or Clifty Creek. However, the 
amended rule does establish that at a minimum sources that emit 2,000 tons SO2 or more per year be 
characterized by their respective states using either modeling of actual source emissions or through 
appropriately sited ambient air quality monitors. 

In addition, U.S. EPA entered into a settle agreement with Sierra Club/NRDC in the U.S. District Court 
for the Northern District of California requiring U.S. EPA to take certain actions, including completing 
area designation by July 2, 2016, for areas with either monitored violations based on 2013-15 air quality 
monitoring or sources not announced for retirement that emitted more than 16,000 tons SO2 or more 
than 2,600 tons with a 0.45 SO2/mmBtu emission rate in 2012. 

Both Kyger Creek and Clifty Creek either directly or indirectly triggered one of the criteria and have 
been evaluated by our respective state regulatory agencies through modeling. The modeling results 
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showed Clifty Creek could meet the new one-hour SO2 limit using their current scrubber systems 
without any additional investment or modifications. 
EPA as inconclusive. As a result, Kyger Creek installed a SO2 monitoring network around the plant and 
is being required to monitor ambient air quality for at least a three-year window which began on 
January 1, 2017. U.S. EPA will then use the results of the monitoring network data to make a 
determination of our compliance status with the SO2 NAAQS by no later than December 31, 2020. 
Based on the first year of data from that network, OVEC expects to show compliance with the new one-
hour standard, and we expect to avoid additional scrubber investments or modifications. 

Steam Electric ELGs 

On September 30, 2015, the U.S. EPA signed a new final rule governing Effluent Limitations Guidelines 
(ELGs) for the wastewater discharges from steam electric power generating plants. The rule, which was 
formally published in the Federal Register on November 3, 2015, was going to impact future wastewater 
discharges from both the Kyger Creek and Clifty Creek Stations. 

The rule was intended to require the Companies to modify the way we handle a number of wastewater 
processes at both power plants. Specifically, the new ELG standards were going to affect the following 
wastewater processes in three ways listed below; however, in April of 2017, EPA issued an 
administrative stay on the ELG rule, and then in June of 2017, the EPA issued a separate rulemaking 
staying the compliance deadlines for portions of the ELG rule applicable to bottom ash sluice water and 
to FGD wastewater discharges.  EPA intends to reeval
for these two wastewater discharges and issue an updated rule by no later than the fall of 2020.  The 
original impacts and updated impacts to each wastewater discharge are highlighted below: 

1. Kyger Creek will need to convert to dry fly ash handling by no later than December 31, 2023.   
The EPA stay on portions of the ELG rule do not impact the need to convert Kyger Creek Station 
to dry fly ash handling or the associated timeline.  The Clifty Creek Station already has a dry fly 
ash handling system in place, so this provision of the rule will not impact Clifty Creek s 
operations. 

2. The new ELG rules originally prohibited the discharge of bottom ash sluice water from boiler 
slag/bottom ash wastewater treatment systems. For Clifty Creek and Kyger Creek, this would 
have most likely resulted in conversion of each plant s boiler slag ponds to either a closed-loop 
sluicing system or a dry handling system for boiler slag. The Companies conducted a Phase I 
engineering study in 2016 to determine options and costs associated with retrofitting the plants  
boiler slag treatment systems. The study results are now on hold while we await further 
regulatory action from EPA that will determine if these options are still appropriate or if other 
technology-based options will be available to demonstrate compliance.  Until the new rulemaking 
is published associated with the ELG stay that would either change the scope or timeline for 
compliance, we are still expected to complete engineering, design, construction, installation, and 
successful operation of all controls needed to demonstrate compliance with ELGs on these 
discharges by no later than December 31, 2023. 

3. The new ELG rules originally established new internal limitations for the FGD system 
wastewater discharges. Specifically, there was to be new internal limits for arsenic, mercury, 
selenium, and nitrate/nitrite nitrogen from the FGD chlorides purge stream wastewater treatment 
plant at each plant. For both Clifty Creek and Kyger Creek Stations, we were expecting to be able 
to meet the mercury and arsenic limitations with the current wastewater treatment technology; 
however, we were expecting to add some form of biological (or equivalent nonbiological) 
treatment system on the back end of each station s existing FGD wastewater treatment plant to 
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meet the new nitrate/nitrite nitrogen and selenium limitations.  Installation of new controls for 
selenium and nitrate-nitrite nitrogen are now on hold while the Companies await further 
regulatory action from EPA that will determine if the biological controls are still appropriate or if 
other technology based options will be available to demonstrate compliance.  Until the new 
rulemaking is published associated with the ELG stay that would either change the scope or 
timeline for compliance, we are still expected to complete engineering, design, construction, 
installation, and successful operation of all controls needed to demonstrate compliance with 
ELGs on these discharges by no later than December 31, 2023. 

Any new ELG limits will be implemented through each station s wastewater discharge permit which is 
typically renewed on a five-year basis. The final compliance dates are expected to be facility-specific 
and negotiated with our state permit agencies based on the time needed to plan, secure funding, design, 
procure, and install necessary control technologies once the new rulemaking has been completed.  The 
Companies will continue to monitor EPA regulatory actions on this rule and will respond as necessary.  

316(b) Compliance 

The 316(b) rule was published as a final rule in the Federal Register on August 15, 2014, and impacts 
facilities that use cooling water intake structures designed to withdraw at least two million gallons per 
day from waters of the U.S. and who also have an NPDES permit. The rule requires such facilities to 
choose one of seven options specified by the rule to reduce impingement to fish and other aquatic 
organisms. Additionally, facilities that withdraw 125 million gallons or more per day must conduct 
entrainment studies to assist state permitting authorities in determining what site-specific controls are 
required to reduce the number of aquatic organisms entrained by each respective cooling water system. 

The Companies have completed the required two-year fish entrainment studies. Additional analysis is 
being performed in compliance with the rule, and comprehensive reports are being developed for 
submittal to each plant s respective state agency for review. 

Currently, the Companies expect to provide the results of the comprehensive 316(b) studies and our 
control technology recommendations to our state regulatory agencies in 2018. The timeline for when the 
Companies will be required to retrofit the cooling water systems at Clifty Creek and Kyger Creek, as 
well as the type of retrofit required, will then be negotiated with each state regulatory agency. 

10. FAIR VALUE MEASUREMENTS 

The accounting guidance for Financial Instruments requires disclosure of the fair value of certain 
financial instruments. The estimates of fair value under this guidance require the application of broad 
assumptions and estimates. Accordingly, any actual exchange of such financial instruments could occur 
at values significantly different from the amounts disclosed. 

OVEC utilizes its trustee s external pricing service in its estimate of the fair value of the underlying 
investments held in the benefit plan trusts and investment portfolios. The Companies  management 
reviews and validates the prices utilized by the trustee to determine fair value. Equities and fixed-income 
securities are classified as Level 1 holdings if they are actively traded on exchanges. In addition, mutual 
funds are classified as Level 1 holdings because they are actively traded at quoted market prices. Certain 
fixed-income securities do not trade on an exchange and do not have an official closing price. Pricing 
vendors calculate bond valuations using financial models and matrices. Fixed-income securities are 
typically classified as Level 2 holdings because their valuation inputs are based on observable market 
data. Observable inputs used for valuing fixed-income securities are benchmark yields, reported trades, 
broker/dealer quotes, issuer spreads, bids, offers, and economic events. Other securities with 
model-derived valuation inputs that are observable are also classified as Level 2 investments. 
Investments with unobservable valuation inputs are classified as Level 3 investments. 
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As of December 31, 2017 and 2016, the Companies held certain assets that are required to be measured 
at fair value on a recurring basis. These consist of investments recorded within long-term investments. 
The investments consist of money market mutual funds, equity mutual funds, and fixed-income 
municipal securities. Changes in the observed trading prices and liquidity of money market funds are 
monitored as additional support for determining fair value, and unrealized gains and losses are recorded 
in earnings. 

The methods described above may produce a fair value calculation that may not be indicative of net 
realizable value or reflective of future fair values. Furthermore, while the Companies believe their 
valuation methods are appropriate and consistent with other market participants, the use of different 
methodologies or assumptions to determine the fair value of certain financial instruments could result in 
a different fair value measurement at the reporting date. 

As cash and cash equivalents, current receivables, current payables, and line of credit borrowings are all 
short-term in nature, their carrying amounts approximate fair value. 

Long-Term Investments Assets measured at fair value on a recurring basis at December 31, 2017 and 
2016, were as follows: 

Quoted Prices Significant
in Active Other Significant

Market for Observable Unobservable
Identical Assets Inputs Inputs

2017 (Level 1) (Level 2) (Level 3)

Equity mutual funds 49,400,226$  -     $              -     $             
Fixed-income mutual funds 10,246,444    -                     -                    
Fixed-income municipal securities -                     90,140,833    -                    
Cash equivalents 4,486,457      -                     -                    

Total fair value 64,133,127$  90,140,833$  -     $             

2016

Equity mutual funds 28,106,968$  -      $             -      $            
Fixed-income municipal securities -                     87,163,674    -                    
Cash equivalents 3,731,735      -                     -                    

Total fair value 31,838,703$  87,163,674$  -      $            

Fair Value Measurements at
Reporting Date Using

 

Long-Term Debt The fair values of the senior notes and fixed-rate bonds were estimated using 
discounted cash flow analyses based on current incremental borrowing rates for similar types of 
borrowing arrangements. These fair values are not reflected in the balance sheets. 
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The fair values and recorded values of the senior notes and fixed- and variable-rate bonds as of 
December 31, 2017 and 2016, are as follows: 

Fair Recorded Fair Recorded
Value Value Value Value

Total 1,509,468,557$  1,381,303,178$  1,548,416,122$  1,429,281,688$  

20162017

 

11. LEASES 

OVEC has various operating leases for the use of other property and equipment. 

The amount in property under capital leases is $1,744,030 and $1,866,796 with accumulated 
depreciation of $908,732 and $949,520 as of December 31, 2017 and 2016, respectively. 

Future minimum lease payments for capital and operating leases at December 31, 2017, are as follows: 

Years Ending
December 31 Operating Capital

2018 34,218$  292,230$    
2019 15,095    117,888      
2020 7,512      131,671      
2021 -              86,433        
2022              63,898        
Thereafter              215,891      

           Total future minimum lease payments 56,825$  908,011      

Less estimated interest element 273,015      

Estimated present value of future minimum lease payments 634,996$     

The annual operating lease cost incurred was $36,610 and $41,198 for 2017 and 2016, respectively. 

12. COMMITMENTS AND CONTINGENCIES 

The Companies are party to or may be affected by various matters under litigation. Management 
believes that the ultimate outcome of these matters will not have a significant adverse effect on either the 
Companies  future results of operation or financial position. 

* * * * * *  
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Approximately $1.4 biliian of debt oubftandlng 

utloak 

New York, December 11, 2018 - Moodys-, Investors Service (Mbody',s) afflrmed the senior unsecured ratings of 
the Ohfo Valley Electric Corporation (OVEC) at Ba1' and revised the outlodk to stable from negative. 

RATINGS RATIONALE 

•The stable ouUook racogni;zes the steps: taken by OVEC management to bridge the ·approximate 5% shortfall 
In Its revenue stream caused by the bankruptcy of one of Its- sponsors, FirstEnergy SoluUons Corp. (FES)•, 
said Laura Schumacher, Senior Credit Officer. These steps have included the funding of a debt reserve and 
the retention of earnings that can be used to offset fub:Jre ,payment shortfalls. The affirmation of OVEC's Ba1 
rating also considers the otherwise strong cost recovery provisions of the long, term Inter-Company Power 
Agraement (ICPA) from which OVEC's ,revenues are derived, and aeknowledgesthe solid overall aadit quality 
of'1he remainder of the sponsor group. 

In March 201 ·s, FES filed ·for Chapter 11 bankruptcy protection, ·sought to reject the ICPA, and ·stopEJed paying 
its approximately 5% share of OVEC's costs. In July 2018, the bankruptcy court granted FES's motion to reject 
the contract based on a •business judgment• rather than a "publ[c interest" stand.ard. OVEC is currenUy 
challengillg the bankruptcy oourt's approval of FES' rejection of the ICPA, as well as the· court's decisiQn to bEtr 
the Federal Energy Regulatory Commission (F:ERC) from the process. OVEC's challenges have been 
accepted foneview by the United States Court of appeals for the Soot, CircuiL In the meantime, OVEC has 
filed a rejection damages dalm of approximately $540 million against FES1.Ar1ydamage awards could be used 
to offset future FES obligattons,, induding debt repaymenL 

Following rejection of the ICPA, the FES share· cf energy and capacity has been allocated to the other 
sponsors, who have been paying "their share of OVEC's variable costs; however, no one has "stepped~u.p" .for 
FES' share of OVEC's fixed cost obligations. We estimate FES' share of OVEC's fixed costs. to be 
approximately $17' .million per year,. In sensitivity tesijng, taking into account FES' share of energy and capaclty· 
revenues fhat are being paid, we estimate the shortfall could be redu.ced to about ,$10-$13 milljon per year; 
however these revenues are currently being allocated to the non-defaulting sponsor:s. As .such, OVEC is 
currently bearing the entire· cost of the shortfall, illustrating the exp0$ure· created by the lack of step.L:Jp 
provision in the current ICPA. 

The shortfall created by the FE·S default is relatively moda$1:, and as the default was widely anticipated, OVEC 
management was able to taka ~ps to .mitigate its impact. These steps have included funding a debt reserve 
at a rate of about $30 mllllbn par year (currant balance Is about $:60 ml Dion), and the retention of the return on 
equity portion of Its rates (approxlmateJy $2.5 mllllon per year) as a cushion. This equfty ~ushlon would be 
sufficient to cover future FES shortfalls in the event the current FES shortfall is• covered by ·short-term 
borrowing. 

To dJte, thora h~ve been no draws from. the debt reserve, and as of September 30, .2018, OVEC.had $60 
million of unrestricted cash on hand. In ·addition to the debt reserve, OVEC's long.,term inveatments include 
~b'?ut .$70 million received as part of a prior setUement with the Department of Energy (DOE) that COL/Id be 
utilized to cover future shortfalls. The DOE funds had been ear-marked as a source of fundin_g for future 
postre,tlrement benefits; however OVEC has the ability to include a postretirement benefits charge in the ·fixed 
costs billed to the sponsors. This additional liquidity provides .sufficient near-tenn coverage for the FES 
shortfall, and we expect the sponsors will conUr,ue to wo.rk toward implementing longer term, credit enhanci"g 
improvements to the ICP·A after there is resolution of the issues surrounding the FES bankruptcy. 

Rating 01:1Uook 

The sfable ouUook recognizes the credit quality and outlooks of OVEC's non,,defauHing sponsors, and 'the 
companys actions, to addrass the limited financial impact of the current, ongoing, FES default. The outlook 
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assumes payment shortfalls will continue to be addressed with excess operating cash, existing reserves, or 
via short-term borrowing. The outlook assumes OVEC will continue to collect reserve funds at the current rate 
at least until it has accumulated a full year of debt service (currently about 45% funded), and that it will extend 
the maturity of its revolving credit facility well in advance of its current November 2019 termination date. 

Factors that could lead to an upgrade 

Rating upgrades are unlikely over the near-term. Longer term, credit supportive changes to the ICPA; such as 
an inclusion of a step-up provision to mitigate the risk of future sponsor payment shortfalls or defaults; an 
improvement in the overall credit profile of the sponsor group; or stronger financial metrics, including a debt 
service coverage ratio above 1.6x, could put upward pressure on the rating. 

Factors that could lead to a downgrade 

An inability or unwillingness to continue collecting reserves or excess operating funds sufficient to cover 
payment shortfalls, an inability to extend OVEC's revolving credit facility beyond its November 2019 termination 
date in the early part of 2019, further declines in the credit quality of any sponsors, or a sponsor payment 
default that was not covered by existing reserves or through a swift replacement of the defaulting party, could 
lead to a downgrade. 

Outlook Actions: 

.. Issuer: Ohio Valley Electric Corporation 

.... Outlook, Changed To Stable From Negative 

Affirmations: 

.. Issuer: Ohio Valley Electric Corporation 

.... Senior Unsecured Bank Credit Facility, Affirmed Ba1 

.... Senior Unsecured Regular Bond/Debenture, Affirmed Ba1 

.. Issuer: Indiana Finance Authority 

.... Senior Unsecured Revenue Bonds, Affirmed Ba1 

.. Issuer: Ohio Air Quality Development Authority 

.... Senior Unsecured Revenue Bonds, Affirmed Ba1 

OVEC owns and operates two coal-fired generating power plants, Kyger Creek in Ohio and Clifty Creek in 
Indiana, that have a combined capacity of approximately 2,400 MW. OVEC is sponsored by nine investor­
owned regulated electric utilities, two independent generating companies (subsidiaries of a utility holding 
company) and two affiliates of generation and transmission cooperatives (collectively, the sponsors). The 
sponsors purchase OVEC's power at wholesale, cost based, rates. The ownership structure is governed by a 
long-term Inter-Company Power Agreement (ICPA) expiring in 2040. 

The principal methodology used in these ratings was US Municipal Joint Action Agencies published in October 
2016. Please see the Rating Methodologies page on www.moodys.com for a copy of this methodology. 

REGULATORY DISCLOSURES 

For ratings issued on a program, series or category/class of debt, this announcement provides certain 
regulatory disclosures in relation to each rating of a subsequently issued bond or note of the same series or 
category/class of debt or pursuant to a program for which the ratings are derived exclusively from existing 
ratings in accordance with Moody's rating practices. For ratings issued on a support provider, this 
announcement provides certain regulatory disclosures in relation to the credit rating action on the support 
provider and in relation to each particular credit rating action for securities that derive their credit ratings from 
the support provider's credit rating. For provisional ratings, this announcement provides certain regulatory 
disclosures in relation to the provisional rating assigned, and in relation to a definitive rating that may be 
assigned subsequent to the final issuance of the debt, in each case where the transaction structure and terms 
have not changed prior to the assignment of the definitive rating in a manner that would have affected the 
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rating. For further information please see the· ratings· tab on the issuer/entity page for the respective issuer on, 
www.moodys.com. 

For 11;my affected secUritii;Js or rated' entitiSts receiving direct credit .su_pport from the ·primary entity(ies) of this 
credft ratln_g action. and whose ratings may change as a result of thli. credit raung,actlon; the-associated 
regu·latory disclosures will _be those of the guarantor entity. Exoeptions· to fhiS· approac;h exist for th.e follawin_g 
diselosures, if J:ippUcabl~ tojuris.diction; Ancillary Services, .Disclosure to rated enUty. Disclosure from rated 
entity. 

R~ulatory disciosunta contained in thls press· release.-apply to the credit rating and, if applicablll, the related 
.rating outlook or rating ·review; 

Ple.aee iee www:niooefys.oorr,. for •t:1ny updates on Cl')anges to th& lead, ratirfg analyst and to the Moody's legal 
entity that has issued the rating. 

Please see the ratings tab 0n the issuer/entity page on www.moodys.com for additional regulatory disclosuras 
for each ,credit rating. 

La.ura Schumacher 
VP- -Sen•iorCredit Officer 
lr,fr;lstructura Firiance Group 
Moody's lnYeStors Service, Inc; 
250 Greenwich Street 
NewYork, NY 10007 
U:SA 
JOURNALISTS: 1 212 553 0:376 
Client Service:.1212'5531653" 

Michael G. Haggarty 
Associate Managing Director 
Infrastructure Finance Group 
JOURNALISTS: 1212-5530376 
CUent Servi.ce: 1 212 5531653 

Releasing Office: 
Moody's Investors Service. Inc. 
250 Greenwich Street 
New York, NY 10.007 
U'.SA " 
.JOURNALISTS: 1 212 ·553 ·0375 
Cliem servl~ 1212 5531653 

MOODY 
INVESTORS SERVICE 

@2019 Moody's Corporation, Moody's Investors Service; lr,c., :Moody's Analytics .. Inc. and/or their lioensors and 
affiliates (collectively, ~MOODY'S•). All rights reserved. 

CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. AND ITS RATINGS 
AFFILIATES ( .. MIS'') .ARE MOODY'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT 
RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT -LIKE -SECURITIES, AND 
MOODY'S PUBLICATIONS MAY INCLUDE MOODY'S CURRENT OPINIONS OF THE RELATWE 
FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEet:..uKE 
SECURITIES. MOODY'S DEFINES CREDIT RISK AS THE RISK THAT.AN ENTITY MAY NOT MEET 
ITS CONTRACTIJAL FINANCIAL ·OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED 
FINANCIAL LOSS IN THE EVENT OF DEFAULT ·OR IMPAIRMENT. SEE MOODY'S RATING· 
SYMBOI.S AND DEFINITIONS PUBLICATION FOR INFORMATION ON THE TYPES OF 
CONTRACTUAL FINANCIAl OBLIGATIONS ADDRESSED BY MOOD"fPS RATINGS. CREDIT 
RA TINGS DO NOT ADDRESS ANY OTHER RISK. INCLUDING BUT NOT LIMITED TO;. LIQUIDITY 
RISK. MARKET VALUE RISK. OR PRICE VOLATILITY,, CREDIT .RATINGS AND MOODY'S 
OPINIONS INCLUDED IN MOODY'S PUBLICATIONS.ARE, NOT STATEMENTS OF CURRENT OR 
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HISTORICAL FACT. MOODY'S PUBLICATIONS MAY ALSO INCLUDE QUANTITATIVE MODEL­
BASED ESTIMATES OF CREDIT RISK AND RELATED OPINIONS OR COMMENTARY PUBLISHED 
BY MOODY'S ANALYTICS, INC. CREDIT RATINGS AND MOODY'S PUBLICATIONS DO NOT 
CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS AND 
MOODY'S PUBLICATIONS ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TO 
PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. NEITHER CREDIT RATINGS NOR 
MOODY'S PUBLICATIONS COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY 
PARTICULAR INVESTOR. MOODY'S ISSUES ITS CREDIT RATINGS AND PUBLISHES MOODY'S 
PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL, 
WITH DUE CARE, MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS 
UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR SALE. 

MOODY'S CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL 
INVESTORS AND IT WOULD BE RECKLESS AND INAPPROPRIATE FOR RETAIL INVESTORS TO USE 
MOODY'S CREDIT RATINGS OR MOODY'S PUBLICATIONS WHEN MAKING AN INVESTMENT DECISION. 
IF IN DOUBT YOU SHOULD CONTACT YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER. 

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, 
COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE 
REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, 
REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN 
WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON 
WITHOUT MOODY'S PRIOR WRITTEN CONSENT. 

CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT INTENDED FOR USE BY ANY PERSON AS A 
BENCHMARK AS THAT TERM IS DEFINED FOR REGULATORY PURPOSES AND MUST NOT BE USED IN 
ANY WAY THAT COULD RESULT IN THEM BEING CONSIDERED A BENCHMARK. 

All information contained herein is obtained by MOODY'S from sources believed by it to be accurate and 
reliable. Because of the possibility of human or mechanical error as well as other factors, however, all 
information contained herein is provided "AS IS" without warranty of any kind. MOODY'S adopts all necessary 
measures so that the information it uses in assigning a credit rating is of sufficient quality and from sources 
MOODY'S considers to be reliable including, when appropriate, independent third-party sources. However, 
MOODY'S is not an auditor and cannot in every instance independently verify or validate information received 
in the rating process or in preparing the Moody's publications. 

To the extent permitted by law, MOODY'S and its directors, officers, employees, agents, representatives, 
licensors and suppliers disclaim liability to any person or entity for any indirect, special, consequential, or 
incidental losses or damages whatsoever arising from or in connection with the information contained herein or 
the use of or inability to use any such information, even if MOODY'S or any of its directors, officers, employees, 
agents, representatives, licensors or suppliers is advised in advance of the possibility of such losses or 
damages, including but not limited to: (a) any loss of present or prospective profits or (b) any loss or damage 
arising where the relevant financial instrument is not the subject of a particular credit rating assigned by 
MOODY'S. 

To the extent permitted by law, MOODY'S and its directors, officers, employees, agents, representatives, 
licensors and suppliers disclaim liability for any direct or compensatory losses or damages caused to any 
person or entity, including but not limited to by any negligence (but excluding fraud, willful misconduct or any 
other type of liability that, for the avoidance of doubt, by law cannot be excluded) on the part of, or any 
contingency within or beyond the control of, MOODY'S or any of its directors, officers, employees, agents, 
representatives, licensors or suppliers, arising from or in connection with the information contained herein or the 
use of or inability to use any such information. 

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, 
MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY CREDIT RATING OR 
OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY'S IN ANY FORM OR MANNER 
WHATSOEVER. 

Moody's Investors Service, Inc., a wholly-owned credit rating agency subsidiary of Moody's Corporation 
("MCO"), hereby discloses that most issuers of debt securities (including corporate and municipal bonds, 
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debentures, notes and commercial paper) and preferred stock rated by Moody's Investors Service, Inc. have, 
prior to assignment of any rating, agreed to pay to Moody's Investors Service, Inc. for ratings opinions and 
services rendered by it fees ranging from $1,000 to approximately $2,700,000. MCO and MIS also maintain 
policies and procedures to address the independence of MIS's ratings and rating processes. Information 
regarding certain affiliations that may exist between directors of MCO and rated entities, and between entities 
who hold ratings from MIS and have also publicly reported to the SEC an ownership interest in MCO of more 
than 5%, is posted annually at www.moodys,com under the heading "Investor Relations - Corporate 
Governance- Director and Shareholder Affiliation Policy.· 

Additional terms for Australia only: Any publication into Australia of this document is pursuant to the Australian 
Financial Services License of MOODY'S affiliate, Moody's Investors Service Pty Limited ABN 61 003 399 
657AFSL 336969 and/or Moody's Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as 
applicable). This document is intended to be provided only to "wholesale clients" within the meaning of section 
761 G of the Corporations Act 2001. By continuing to access this document from within Australia, you represent 
to MOODY'S that you are, or are accessing the document as a representative of, a "wholesale client" and that 
neither you nor the entity you represent will directly or indirectly disseminate this document or its contents to 
"retail clients" within the meaning of section 761 G of the Corporations Act 2001. MOODY'S credit rating is an 
opinion as to the creditworthiness of a debt obligation of the issuer, not on the equity securities of the issuer or 
any form of security that is available to retail investors. 

Additional terms for Japan only: Moody's Japan K.K. ("MJKK") is a wholly-owned credit rating agency subsidiary 
of Moody's Group Japan G.K., which is wholly-owned by Moody's Overseas Holdings Inc., a wholly-owned 
subsidiary of MCO. Moody's SF Japan K.K. ("MSFJ") is a wholly-owned credit rating agency subsidiary of 
MJKK. MSFJ is not a Nationally Recognized Statistical Rating Organization ("NRSRO"). Therefore, credit 
ratings assigned by MSFJ are Non-NRSRO Credit Ratings. Non-NRSRO Credit Ratings are assigned by an 
entity that is not a NRSRO and, consequently, the rated obligation will not qualify for certain types of treatment 
under U.S. laws. MJKK and MSFJ are credit rating agencies registered with the Japan Financial Services 
Agency and their registration numbers are FSA Commissioner (Ratings) No. 2 and 3 respectively. 

MJKK or MSFJ (as applicable} hereby disclose that most issuers of debt securities (including corporate and 
municipal bonds, debentures, notes and commercial paper) and preferred stock rated by MJKK or MSFJ (as 
applicable) have, prior to assignment of any rating, agreed to pay to MJKK or MSFJ (as applicable) for ratings 
opinions and services rendered by it fees ranging from JPY125,000 to approximately JPY250,000,000. 

MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory requirements. 




