
Archived: Thursday, May 31, 2012 3:59:56 PM
From: Mark Hite
Sent: Friday, March 09, 2012 1:24:06 PM
To: Mark Bailey; Paula Mitchell
Subject: Environmental Surcharge Update for the 3-16 Board meeting
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__________________________________
_

Mark, attached hereto is ES Update for the 3/16/12 Board meeting. The ES rider
formula, and associated computations, have been refined in more detail. As seen on
slide 7, the rate increase is generally the same as what was shown last month. Upon
your approval, will request Paula distribute.

Thanks,

Mark

Mark A. Hite, CPA

VP Accounting & Interim CFO

Big Rivers Electric Corporation

201 Third St.

Henderson, KY 42420

270-827-2561 (corporate)

270-844-6149 (office)

270-577-6815 (mobile)

812-853-0405 (home)

mhite@bigrivers.com
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Environmental Surcharge (ES) Update - Rate Formula

March 16, 2012
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The ES Rate Formula

Current ES Factor = jurisdictional compliance costs divided by Member and Smelter Total Adjusted Revenue

CESF = E(m) / R(m)

Environmental Compliance Plan (ECP) Monthly Costs, E(m), equals Return on Rate Base (RORB), plus Pollution Control Operating Expenses (OE) minus net proceeds from By-Product and Emission Allowance Sales (BAS), plus any (Over)/Under Recovery from the prior period

E(m) = RORB + OE – BAS + (Over)/Under Recovery
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E(m) Components

RORB = Return on Rate Base for ECP Projects

RORB = Rate Base x Rate of Return 

Rate Base = Total Utility Plant in Service less Accumulated Depreciation, Cash Working Capital, and Materials & Supplies Inventory (including inventory of emission allowances)

Rate of Return = Average Cost of Debt for ECP Projects, borrowing cost, plus application of 1.24 TIER
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E(m) Components

OE = Operating Expenses

OE includes the monthly O&M expenses associated with ECP Projects, including depreciation, property taxes, property insurance, emission allowance, and third-party professional fees

Big Rivers will seek regulatory approval to include in OE a three-year amortization of the third-party professional expenses of the ECP filing and PSC proceeding

Variable costs for existing approved pollution control projects -- SO2, NOx, and SO3 -- will continue to be included in OE  
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E(m) Components

BAS is the net proceeds from By-products and Emission Allowance Sales

The Over/Under Recovery accounts for variances in recovery of allowed amounts from prior periods

E(m) is jurisdictionalized by the ratio of total adjusted revenues from member and smelter sales to total adjusted revenues from all sales (i.e. the difference being off-system sales) -- so that off-system sales are allocated a share of the ECP costs
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Revenue R(m)

Total Adjusted Revenue: Rural revenue plus Surcredit, Large Industrial revenue plus Surcredit, and Smelter revenue less Smelter contractual premiums (premiums = 25 cents/MWh, Tier Adjustment Charge and Surcharge)

Determined on a rolling 12-month average basis in order to mitigate seasonal variations

ES cost will effectively incorporate a 2-month lag (i.e. March costs = May billing)

Rate formula adheres to Commission-approved standard in place for other Kentucky electric utilities 





6

















6



ECP Revenue and Rate Impact in 2016
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(In $/MWh)
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BaseBaseBuild


201220162016


123(3-2) / 2(3-2) / 1


Gross of MRSM


Rate $/MWh


Rural52.6458.8962.986.9%7.8%


Large Industrial45.4651.6454.806.1%6.9%


Smelter Unadjusted51.0854.4558.186.8%7.3%


Smelter Adjusted*48.1353.0955.725.0%5.5%


Net of MRSM


Rate $/MWh


Rural44.3251.2751.270.0%0.0%


Large Industrial37.2151.6454.806.1%8.5%


Smelter Unadjusted51.0854.4558.186.8%7.3%


Smelter Adjusted*48.1353.0955.725.0%5.5%


*Smelter Adjusted reflects removal of the TIER Adjustment Charge.  The Build Case has lower 


off-system net sales margin in 2016 due to ECP costs, causing the Smelters to move up within 


the TIER bandwidth.
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						Base			Base			Build


						2012			2016			2016


						1			2			3			(3-2) / 2			(3-2) / 1


			Gross of MRSM


			Rate $/MWh


			Rural			52.64			58.89			62.98			6.9%			7.8%


			Large Industrial			45.46			51.64			54.80			6.1%			6.9%


			Smelter Unadjusted			51.08			54.45			58.18			6.8%			7.3%


			Smelter Adjusted*			48.13			53.09			55.72			5.0%			5.5%





			Net of MRSM


			Rate $/MWh


			Rural			44.32			51.27			51.27			-0.0%			-0.0%


			Large Industrial			37.21			51.64			54.80			6.1%			8.5%


			Smelter Unadjusted			51.08			54.45			58.18			6.8%			7.3%


			Smelter Adjusted*			48.13			53.09			55.72			5.0%			5.5%


			*Smelter Adjusted reflects removal of the TIER Adjustment Charge.  The Build Case has lower off-system net sales margin in 2016 due to ECP costs, causing the Smelters to move up within the TIER bandwidth.
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